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T 5L (B SRARNMMEROAEEL, FALEF &IIFTRCE,
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o, BRADHGEREUNDOH D, DEHIELELDAACHBRELEAVC
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RO, Bk, UABBRELTDETEH 4, FLTER, Z0HFBOD, %
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FB1E FEOHZ LLERGHIES

A H 2z

I LB

1. &F# (Hong Kong, Hongkong) TH# 4 7 + — U 7 (Victoria) 247
BT 5%&#EE (Hong Kong Island) 7g KE236% M2 584, Aoy (Kow-
loon, A& ¥ERUVPWSE [=a2— 5 Y Y —~X (New Territories, #
B 2ols 14 ¥y AOBEEMER (crown colony) TH 5, +DAHERZ
#h, 1,070F ¥ e 2 — b ATHDHH. ADDHITHS5977 Ax Bz (19865
KIAD. T hbRRBOENBECHYT 5, YROT L2t b A DBE
A, PHLTIFAFr A - P AYUD5 1RATHHTREDS, XD
KESEBE - N VHBRTR1IF e 2 - A Y DH20,81IATHBDOR
HLT, FRTRE LUIATH S, EROITKIBZFEATH > T, SAEALL
TAZE” 4 V¥ A36,800A. 1+ VU < A16,000A, 1 v FA15,300A.,
7 2 Y H A14,000A, £ A9,900A. FhIHAEAT,S00ALERFHEL T
fclH#EEEN D (1986EKBE)
| BEOARBIRETIREL PEBEL SRTVHA, RERMERO HEE

BRRPEEO-HEERETH S, REBAAR L - TREHCHE,» B

¥ HAZBRIZEBLHEORHAL LT, A HEEE (FLE 707 -
KEFEBEOLHEE, = TOMOEOKHHE, 3 kvav] (FEEEHETE
# TEEXHEE (BREAREHEX)] 1R, PREFE. 19814, 248—2502—
2) Bdsb, )

(1) DAEo3#EEMK >\ Tk, Ismail, Aladin(ed.), Hong Kong 1987, H. Myers,
Government Printer at the Government Printing D;apartment, Hong Kong, 1987 (?),
pp. 291292 &R L1,



2 BHELELHBIEOWR

BLTV2ETOERLERAELIA TV HEC L > THDTHBET S
ALk uwl, ihoAkEerF 4 v 7 $Jardine, Matheson & Co., Ltd.
QBIEF DFEHBLHE Y R 3 o — FHR), Swire Pacific Ltd. (F + & 1 iy
ZCTORHEBD) 75 EMDTOT ~VElA, MEMABRORE LREOH b0
BDFET D, TTREO0XVEHERENTHD LV IBEDAAR, LTHRTS
¥ ) AROBMEH T EHE & B0 b & THEXLE M ¥V AL ME S
BIZL ST EER EATH5,

2. BERBMRBEBEBOKBEYH YT 520 EH BT (Hong Kong
Government) THh %, +DOMBHERIIM ¥V 20LBAFL CRAIRLT W
T EANHEIORBLTERLLDOTH S,

HFEHRBTOHER, 1 ¥V ABTRZ X - THESIh, HECBT B T0ORE
% L1588 (Governor) TH - T, L OHER ORI Y ED5H DA ¥ Y
AEERC X 5EEMO [HFFIR (Letters Patent) | TH 5, HHHHE OEAR
B EED 5 ZOBHR, ThegEFRYRET 5ETREZAMGO HE
#B4R (Royal Instructions) | BAEHED WHIEHIEL TH 52, HEHBORE
BT 3Tk, BESZIhAETC I > TRXBENER LBEEEh3 L%
W,

bR P i T 23% (Executive Council, Exco) & wriEh2a3 (Legislative
Council, Legco) B T3, TREFRRIERLBCRRBIC OV THRER
BETHI LB ETHEVIBRTREBRIRERETH - T, BBRE

(Chief Secretary), £ * Y X ESE., UWHHE'E (Financial Secretary) KU
BB EE (Attorney General) EWSBHEC LB 4H4DA Vv A"A—~DENEED
AR IBI2EDA VA= (5B 2KIXEF) THERIh TS (19864 KH,
), YESBOXBEABR FREEYALVETH A1, ERFICCRBED
BAHBRARTH 5, MESHRIBRE LTOKE, 3HOBMEKC LS 2V
AN— (BBERE. MBRERVCEBRE), THOREBEREE 2 v —, 224
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Bl

DREEMIERE A v —ThiC 244 OMIR - ERAKRMEEERE A v~ —DEt

ST THREIhS (1986@*%35)?

bHEARDIE D FERTN 5,
HRITEHEHE L LTiX150% (Branch), *hEthoWBFEHRKELTD

LSBT OREDE LTEHSIDR - TEZL (Department, Commission) 2ME D>

hins,

THRER - TEEB V- Tho A v AT

WHITBE BN - HHT - FHRHCEh ThREZ ATV HHES -

% % 4 (Urban Council,

Regional Council,

Urban District Board, New

Territories District Board) DEEZ BUT DR YRR/ BITT s M AR - T

VT, BLEERAT B LE 1 O D THEO,
1 FRORERBILME
% )
:
ma R
— LESBET R
T &0
HBEE - (6) 10 BEA L f:":ﬁff A
CAXY AFIRAE | ] P -4 (10, BRMEIZ LS LN
JumEE HRITHET k53%% W
’ B Trade and Industry Department, av)
Inland Revenue Department, EER
Banking Commission, R ERMCE /’Ii#
Securities Commission, Ko A vii—gd SR
ete: A @ T s
4 i
(1) -~ (1)
P it N
Urban "; Regional
Council30 ": Council(36)
T ! ¥
h o8 !
8 7@ (9
'] 'y
10 Urban ;1] 9 New
District | ; | Territories
Boards District _




4 ERLFERHHEONR

3. BHOERAFY ADLhTkb 5 DHEFATH D, MHELSBE TR
NGB LY L EEOREIEEHERBHOHAE L H 3T “Ordin-
ance” (BT Lo TED, £D5BIKIEAM £V 2 (common law,
rules of equity #&Y) OB BT LBEERAOLEYHETH 02 d
% (19664 “Application of English Law Ordinance” ), FH#O LI RERKE
BTHEZINTET, —BARI & > TRPEERIFLHC LrFIATET
i, BERYEZL LCRFEEBETHET 52 LR TE5F19864 8 AR
FHRRRFBH\HLEEE %, 19874 3 AflEe iz “Official Languages
Ordinance” » FEYV KX ETHEZETIT S LO5HRET 55, ZO®EHER
RREBTHDY, i, PEOE - HELEREL LTRET L Z L4550
b, BHEOERIIN20LI 5T ELDDHERNTEEY,

(2) Cf. ibid., pp. 17—28.

3 —#Mwo %, Hong Kong Gover’nment:Green Paper : The 1987 Review of
Developments in Representative Government, May 1987, Appendix B #* £ L CTfF
B, ERADHFIABRLEDLT,

@) Cf. ibid., pp. 32—33; Litton, Henry, “A Question of Interpretation”, Far Eastern
Economic Review, Vol. 140, No14 (7.4.1988),p.82.

(5) Wesley-Smith, Peter : An Introduction to the Hong Kong Legal System, Oxford
University Press, Hong Kong/Oxfdrd/New York, 1987, p. 47 ORI ¥R L T
.
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2 I BEBEDZRE

¥ Fid /N B £ ## K R

1. /
) i#% # (Ordinance)

KESs., A4 %

¥ Rules of Equity

/

Common Law

hEOE - BE

FMm &

4. ENRRBTHN, =R}V (T~VBREUFOHMNE, » v ER
BOBEM) RCav¥7 - F4 v vy FFAGKROMEEHE) »ERL
REFHRORILBED LD LI - 1®, 198545 H2TERF L (kv av
RIREBY 3 5P IEE B (Sino-British Joint Declaration on the Question of
Hong Kong, 19844F 12 #HD | OMECREV-FHITI9TET H | BHREARMR
FEBEEINLCHET S [#HHTHEEX (Special Administrative Region,

6) HMEBMBHOBTED2WTIR, 1 ¥V X@A»S5RbDTid 558, Endacott,
G.B.: A History of Hong Kong, 10th impression, Oxford University Press, Hong
Kong / Oxford / New York, 1988 233 L\,
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SAR)| & LTHERERT . ThHBHEOD D HCKEREEYERT S
TERBLHTHS, il 15 ) AAREIILRBIFEGOFEATEEE

(Chief Executive) 85 & &ic s, RBCHERFEFIIZHW S [1H 2
#IBE (one country, two systems) | &\ 5RO § L ®, FEKEFE L S0ERH
BEEOHS - BFEHE, AFEEAREE LRV LR LTIV, Ll,
EHRTIHEERCHACERCES B EAREE - t&AFoBRmC K-
TTTRBEINRSD,

I FHEOKHLE
1. H#D19854GDPI2263,5T9E A&/ - FATH -1 (FHE - P
AT B P S B ——IX 198310 1THLERE, 1720 - FA=T.8F
DU—F+TT7AYVH - FARY v2), ZOGDPOHFERLEBICHD L,
(% UTHIER] 22.1%, [HENEE - BHAE - VAT VE-
RFNLVE ATHE6EM] 21.9%. [ME- - RRE - TBHEEX-o%x R
V—EAE UATHESEM ] 16.3%FLkoTwi, ThHFEEEBOIL
BoTEBCRT2FENBEREER XX LDTHDE, R1IDBAITHS
(19864 9 A B4E).

M [HhE}FEH] ORXT 7 2 Mk, Fl2 X, Beijing Review (JLRE$R), vol.
27, No40 (October 1, 1984) Diffid (pp. [-XX) & LTEDLXNBRI ATV 5,
8 TiIE2%FE) BEOAKRBIDO\WTik, Jiaquan, Li:“ ‘One Country, Two
Systems’Concept—Its Formation and Development”, Beijing Review, Vol. 31, Nal

(January 4—10, 1988), pp. 17T—18 &R,
@ ToOMORN - EEEORRCOTIE, P, MER I5E—a% - B -
Bk—] BB, 1985FERFHE LV,
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x) EEOBRFEARER

* B HEFH REFEER
HI%E 48,623 869,753
CAES: 102,699 614,865
8 ¥R 16,788 191,108

DX UEETMOREERTRLINE D/ HBRO L OREEWNERTD -
T, REEEZIOAL LOHEFIE 3 XM TH2.93%, 5 6 FM0.54%, F8X
H1.35%x thEfh b s &3 6%% 9 AT DL DM 3 KRE6T.84%.
556 ¥ME92.27%., 5 8 ¥REB0.56% TH -1,

2. DEREEMBENTELDLBETH D, MAOEETHLONEEN
TwbL, BROHETYATHLHEL D500, EHERIhINRZNIE
Pl TTH D,

BFHCBOCTIZEHRBRTRRC600 Fv, 75 ABEA$L,00F1rcoX 6 F
NOBEREID LI > T, 19864 FHTI16, 7434 O L4t 2 g 1 ic
Pz X h (19854E1218,46540). £ OFLtHEA S AFHX33685,600% F T
Dotz FhOLHEHDOSBEELF VAU LOBRASEET S b DX+
EEE ST, T LTIVCEXRBERL I T IeBEHBOL1H2161, 9864
Th -7t (1985%12147,6364L), FHELA THRIL I h o &4 TIBEEREICE
JES R & R E LA D12288%, HOR L7 0ix1424E T, RERBTECLH HhH
HOANES2, 2384 DHEEFABIL IR T (7 2 Y A5514, 1 + Y X328
#. BAR267#D),

10 Ll Eo#EitEfc o\ TiL, 1986 Economic Background, February 1987,p.5; Eco-
nomic Services Branch, Government Secretariat, Hong Kong, Half-yearly
Economic Report 1987, August 1987, p. 85;Hong Kong Monthly Digest of
Statistics, Special Review, July 1987, pp. 2—3, p.7T &R L1,

() Cf. Ismail, Aladin (ed.), op cit., pp. 80—81.
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3. BHROMBELHORABMIEBHCATHIE D RELLWX5THD,
REBTI VIG5 [74—F2v] DT 2V HABEER A0 Y A
ML BEBOSHIZ 1A LEBTIOhT Vs, ErCEERE CALENTH
HONGKONG & SHANGHAIBANKING (¥ L¥3HE 2 8117 . % B 4845107,884. 6
BHT7AYH - P, BHHTEL, 300, #£3XA51,9504 CTHE LOFRERTT)
BIIS v 7 TR TV BT TH DY,

bobd, B BE wVv—vT, 74 0EY, BB, AV FEXYT R
H, vvHE-LROEEAE WS T7STHEO LIS PSS REE L1983
7 LE S v+ v 7 Ti2JARDINE MATHESON & CO. LTD. (#1756%),
SWIRE PACIFIC LTD. (#188fr). CHINA LIGHT & POWER CO. LTD.

(#3107), HUTCHISON WHAMPOA LTD. (#:368f7), NEW WORLD
DEVELOPMENT CO. LTD. (49841) BDOBRBDLHIIBT ATV BHR,
ThHRVThHMBRORBEEDRE TR, A—H—bLLWEHEOLHE
LTz NUN FUNG TEXTILES CONSOLIDATED LTD. »936f7 1213 T
SvI2ERTVBLLWTHHY,

4. BEOTHMIIFTE LTI XY A AZER T Tiz18914 Hong Kong
Stock Exchange %M LT\ icdt, MAI504 < HUL-ORIiZD ¥ DIERY 2 L
Twithot, L, & hbidE 2 kERAREEHE LB SHARBER
#b (entrepot) &\ 5 HBFEML, FEARKNEOBRE L HRERLIE
ANBrichEBALED L THFEAOEHM. %, BRERRFTLIZLDL
h, HE7 o7kl sEES#MEry 2 — L), METESLIRETHEV
5 & 5 REHEEBOER(LC Sh THIlE S ER % 8o (%12 19684 — 1972

(9 Cf. “The Fortune International 500", Fortune International, Vol. 118, Na3
(August 1,1988), pp. D31, D41-—42.

(19 Cf. Asia Pacific Marketing Services Limited(ed.), Asia’s 7500 Largest
Companies, London, 1985, pp. 43—121.
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), FZChEBAZED19694 Far East G&H¥) Stock Exchange, 19714
Kam Ngan (& #) Stock Exchange ¥ X 1819724 Kowloon Stock
Exchange %k A&FHr L, 1975FHEMRE M L5003 8bRIcHiBH
BTho7c™, T LT, XFEbl-» CitHE L BErERbhTE LI 4
TG [T OMAEIT186FERICER L, FioFL I /-Stock Exchange of
Hong Kong Limited (FEBEXHHHRATD 2\RF 4 A 2 HERG |2 BRI T
Bk ot FOMBEREALAISIE, HAZATISHEN HR-> TV
(19865 KB )", £ Z CHRFEEHFRG IFTOFAEREC L > T, HERRL 7
7 HEEOEEEHG OB L R THABEL T LD TE LR 20D
THBHY,

ZDX 5L b EEHOKRATBHIEENC 2 VIERZhDZ LR
EHERB L, [EURR - 94 — 7] oS Ui LBHARLE (19885
5 ASIABA K L HHROLH1, 00045 v+ v /b BAXRTEBT S h
TWABT ST OLHBBERS Y Vv HE—L /2L - T7DLYITTH S,
HADOLHM31045 v 73R TWHDRHELT, YV HA-L /-
7 DAL LABF LR TV O L, FEORHE LT k500
friz 4% Hh b Hong Kong Telecommunications (£5141462). Hongkong
& Shanghai Banking (£8335fz). Swire Pacific (58450fz) X C*Hutchison
Whampoa (GBATANL) DRFISHENEBIFSL RT3,

(9 Vgl Bley, Siefgried unter Mitwirkung von Machalitza, Werner / Weissenfeld,
Horst (Hrsg.), Borsen der Welt, Frankfurt am Main 1977, S. 258—259.

49 Cf. Ismail, Aladin (ed.), op. cit., pASBLERIIFIIBEWE | O RBHELHE
Hongkong Land Co. Ltd. ' E#EHOMICBHF LB 6007 4 — bPOEAT 4 v
Exchange Square & 0, ML D5 L5 THHBRFIABOBRELLEA TS,

19 [FEHFHBORBRLERET, FEH). 1987E1LA, 1-Or B8R,

(I Cf. “The Global 1000, International Business Week,July 18, 1988, pp. 84—119.
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£2 (. FUTFXEMHFBEIMOLR (19864 (k) B]7%)

I E MR |EF oale BEle B RI7|27705 A=
kR LB (HE) 247 355 130 122 226 93 129
2 # #H (GHE) 6 — - 195 61 — —
E o o2 ([E) 261 485 133 123 230 98 207
g (&) 6 — -~ 199 62 — —
R EENEE
BE i %5 28 (BER) | 53,844 | 13,924 | 15,501 | 16,582 | 14,867 | 2,878 | 2,009
(fi3%) 450 | 19,866 | 13,493 | 83,646 340 | 7,744 | NA.
(e 3T)
FEMLRS %R | 15,300 10,889 | 19,097 | 3,670 | 1,311 950 | 1,858
(&%) 44 | 3,593 20 43 3 185 | N.A.
(" 57%)

5. Fibs b AR HARBEEFRROMEERBHORMFR L LTXT 4
yh (31.3%). HE (21.3%), "LV (6.7%) K\ THIH: L.7%)
T, S bEBHOARR > TADEHE (33.4%). 72V » (18.2%) KRV
THIM (5.4%) D5 fUAEEOMARFEL LTRBEARPE (29.6
%) TRWTH 2467 (20.4%) T, FEHROMHEEL LT EdhE 42.1
%) TR\THE 2460 (15.2%) THHY,

¥, BAONBHEERERE (1986F5E) 40 Fv (FFEt27%.
=V br=2R2%, BRERITR) WEL (74 Y H80E FL), BECE
75 HARBRMEARK L6214 L 7 7 EETIRR LS (BTETABLE). X
BEHICIREHE 16, SMEF2MTHAE VSN, HEERBELIHL OO

® T <T19864E B &, Cf. Hong Kong Monthly Digest of Statistics, Special
Review, July 1987, pp. 19—22.
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35 L5 THRO Taipo (Ki) ®Yuen Long (GEA) O L¥ER#cisit 54
ELEOTIXAHRTHHEVHY, Hi, BARCKT HEERLEINLD
OHBICETHHORRD 160 OFENBE XN TS (19879EF5A— 6 A

I FHOSURIHE

1. fEFZEOLEH - EXE - BATRRE

() 4¥V 202w “Companies Act” EFRTHDIIX LT, FHEOL
#t#Ei2 “Companies Ordinance” L BRTH 5%, BHOLHEIL LD &1 F
) ADINHIELH KIS - TINLEHIE I hic, 1¥ ) 2Tk, BAD X
51T, 82 KR AT T 19BFELHELFIE Sh, £ h 0 19674, 1976
£, IHK EC £4B4 L DBY# T1980%, 1981k 4+ LHEXINTET,
Zhbkh ¥ &olc1985F 44k s 1985F 3 H11ARIEEh, TA1BRHLT
W5, Zhi & hbid EC £HERFORCE SV GESHIEZIhBIXTT
»5%, BHRSHELEOREHEHETEASL (Companies Law Revision
Committee) Db (197145 6 ARVIOTIE 4 A) WHESWTHICLH - EA

19 THREEE - B EHCELE1988], 42—, 60—61~— 2 ; Goldstein, Carl,
“Japanese Cash Threatens Us Dominance”, Far Eastern Economic Review, Vol.
140, No14 (7.4. 1988), p.74 LR,

Q0 [RERYE - AEACFERTE1988], 22, 556—621<— X BB,

@ 14¥Vv 20 (B) HE#MTIREIEED - L% “Ordinance” LFESZ EHRRBE LD
5kt 5T, P BYEsiERM (Straits Settlements, =L —> 7, YV HRE—LED
Bij & TI86TER) T “Companies Ordinance 1940” 3% » 7= & W5, Cf.
Walton,Peter, “The Export of British Accounting Legislation to Commonwealth
Countries,” Accounting and Business Research, Vol. 16, Ne64 (Autumn 1986),
p-355.

@ XKEEER - tExAKF— GE (1) 2SHEIEOCRBL RS, 19814, 36—
51— BRA - MAKE (1 ¥V 2043 - BEEHEORE] BERKEH]
Vol. 40, No6 (19884 6 H), 58—64<— %L,
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BIROBRESLHIERSEVT, 19844F 1 AHIE - 8 A3L BT D198IFESHEIC ¥
LDOLAHEBRERIBTFEIOAREHA I LT3, SHEREX18IFERE
EhitedEHERE TS B4 (Standing Committee on Company Law
Reform) OB I 9 ¥ EHEZI BRI TTHHE V55D, BETIZECHE
4 BRSO ¥ ) AEALEHEZRINETDH 19484 - 19674 - 197641 ¥
VASHEREDOBRRIC L LT3,

it [B4 ¥ Y A MRMHETR—ERICEA S AT B R@ETRTEL

DB Y RITTHEERD - T, TOBEREOERIZOERLEDE

(Chapter, Cap. £ B) OE T |HTHOREHNTHBY, £5F5 LB HOH
f7&tkd “Cap. 32, Laws of Hong Kong,'Revised Edition 1984 &\ 5 =
Eie B2, LT CREBSHEOBECOVTI CO 1984, 1 ¥V A&k
HEXBBT 5B A2 CA 1948% L5 L, Sch % iRl (Schedule), s. ¥4
(Section) DEEE L35,

() BREAHEELBDORDAHOMBECIKAKBAH (company
limited by shares), REHR S (company limited by guarantee) K U[R
4% (unlimited Company) 235243 (CO 1984s. 4(2). MF|HErEb
ZERCEHERLEBEU L EHTHOREKAEREHTH S,

BREBEHEDO S5 S, XL HET2EBLEHMB L, #8 (=HEE) o
F50ACHR L, #RD LR 2XARCHT 25 (Z0FELEILT S
DX L4 (private company) &\ b~ (CO 1984 s. 29(1), CA 1948 s. 28(1)
KL, ThLAD b DR AFRH (public company) &5, do kb, &
BoHt (BFHTRERLOMETIRE) XEXOKALMt, BethizEA
DARKHICRIEFZLTHLELTIN,

ChHORHIERERC DR LT TR b EVRHOBEC [HR

@ Cf. Ismail, Aladin(ed.), op. cit.,p. 80.
@4 Cf. Walton, Peter, op. cit., p.356.
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(Limited) | W5 KEBEXMHTHZ LT3 (CO 1984 s. 5(1).

HhiL---Co Ltd. (HBRAFD LRBEATWHRETTHEIL, BRHT
BOEPABELEETHEIRIL 7OV, X EBLHRILHAMEEE
AEEEE b ABEHTHHORHM LT, ARLEOBETLHIEERTAS
BB WEF T BEC IV ERD X 5L EORHBED KA
BRBEBERIhI), MBEROBEEBHIEBRINDILTHHHDOT
@, Bt LTHEBIRhTWA T RS, HE, BFORSHETRMLE
hidFEt LT HFMB2ATRE T TAHILEAHHENDD,

@ FTRTOLHIL, SHARALIH LSEOBERUZHA - ZHIE
CRMBHFE, I L BHRORIE - MAL O LHEORE - AL T
BWIEr£Eit06# (proper books of account) {1 BT i sHF (CO
1984 s. 121(1)), 2t OXEBIRAR (state of the company’s affairs) IZ D> X HHE
POREREL (true and fair view®) ¥ &5 2 L H &G (%8R T 50
B SRS Y FE e aitkEE 2T (CO 1984 s. 1212), ThHDH

3 AFV ATk, £&L LTECSHES 2 SRS YEAL LA1980FEStHEORET
IhCA1948s . BORSHERREYRIEL, AFSHRSWTOBERELRT,
AFSHTRVHORESHE L (CA 1980 s.1), CoHEHBELHAEL TS

(CA 1985 s. 13), * LTABLHOHFIT “public limited company” & L < iZ
“ple.” e hidicbicnwZ e >Tvw5 (CA 1980 s. 2(2), CA 1985 s.
25(2), s. 27(4)). :

@0 Cf. Higgins, Mary Faith, Claudio de Bedin, Roy I. Delbyck : “Legal Groundrul-
es” ,The American Chamber of Commerce : Doing Business in Today's Hong
Kong, Oxford University Press, Hong Kong ,” Oxford ,” New York, 1988, p.15 et
seq.

@D Ci. ibid. ,p.16 et seq.

09 “true and fair view” % [HEHOAE R T2 [HRISAE )
ERBLIcZ LonwTid, BHEKR [ EEERNFARLC>WTDECHRAD
RA] TEEXEEE] Vol 47, Na2 (198T4EH 2 B), 48—-50— o ¥R,
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EBIXCA 1976 s. 1200 X HEIE X h % TDCA 1948 s. 147(1), QD HE L[
LTd5,

@ IRTOSOBMRE. 4l LHEEF 1 AR LTha
DBRDH 9 AUN QR TEEXT >0 AECHEBGREAT 524084
125 BN O BN CER X - B35t EE (profit and loss account) #1#
5L REBHEEMIBRINSBMHO AR BT 5 HEXNBHE (bal-
ance sheet) % BEFIFR LiALAKSTH LTRE Lz hiXiebizw (CO
1984 s. 122(1), (2), ZDOHELCA 1948 s. 148(1), QDHEXMZ L1z DT
%5,

IHKE, CA 1948 s.149D)DHE LD » T, REOTRTOFERREZILE
DRFFERCET 2L OEBRBCOZAELSAELFRY 5 X, $X
TORBHBEBIZHFEHOLHOFED L BBERCOETHENOAER
BEr bz e hiiebicn &35 (CO 1984 s. 123(1), & Ix b, g
B - BRHEENSHEMAIOBER Y #EF LisFhiZie bt & Lisnbd

(CO 1984 5.123(2). HEI >R FRIZERE B HEMRI O B<FHE -
MRAIOEREELRVZ & (CO 1984 5.1233). EEMOAELFREEHY
PR ENENED, SHOBMEOBTIRLI S LLRLOREDD LI
BEEAFOLHOHFIHEIG X5 - DBEHBER - BRHAEBCIZRTX
SHECHTHEBOERYBETHIENTEHL LT (CO 1984 s. 123
@), EEr >RELFREZEBY OBBAYe (overriding) #ifr $ CA 1948
s. 1493), DAL THLAZTHDTH S,

G LiEA, AR ERER - BEAEEFRCET 2 BB AR OEANY
BHHETH BN, SHERFLERZE LTV ABARIE, St MLOEADTELR

09 4¥VASHETRABRECHDZ L, [Zv—F - TV FVEBWTHRITL A o
BEADEEFEFEHTH AL BAN D Z LiZis - T 54 (CA 1948 s. 150(2),
CA 1985 s. 229(2), BHELHETIE LOELAl ORIEXMbict,
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HFEHTHEBEXYRED, TOLHRVTLHOEHRBROFIIE S L <
BREYRESHEED LCREBEE (ThifFAstHEE (group accounts)
EVv3) BAREFORENBERCRSHER M RE IS HABS TR L
TREXA TSy (CO 1984 s. 124(1), (2), CA 1948 s. 150(1), (2w
ML), LT, ZIRWHOKFAHESTZFEN & LT, SEEENBX (con-
solidated balance sheet), H&5#H2E i+ E £ (consolidated profit and loss
account) M S5 BT EE (consolidated accounts) TilthiEicbHicwd
THD (CO 1984 s. 125(1), CA 1948 s. 151()zm L),

Tl GEITEZLthicedl LTRELRA TV A8 RUTEHOEY
RBEOFIZE DS L C RBARKCOEHEELO>RERFREY 5L T e bigy
(CO 1984 5.126(1), CA 1948 s.1520 0@ L), DAL BT, HEHESHL, &
R ESEE LUTER S & 212, REEMAIOBERY BF Listhidisbis
WA, ZOREZHEL DR ELEREEZBB Y ET 5 D Tidiey (CO 1984
5.126(3), CA 1948 s. 1523 A L), « ‘

ek, HKBROERYET UCEBASESE LR L, SHEEO#EGRLR
DD EREF B R OHEETREDR T B0 R BRT 5 & X2, IR
WA EBOFEBIZRD SRy (CO 1984 s. 123(5), CA 1948 s. 149(5)iz A
L. |

6 MEHMBEELZTHOhERMBERTOILOFER LRAIE LTHFLYE
TR S WER Y /T HH NI EE R 48 TS 10M A & 72 » TV T,
CA 1967 Sch2ww L A EHDCA 1984 Sch 8 DHEXIZITHEH L, EESR
% - BiEEE HEREYEL) KR A BEHAEHEYFMCHAEL TV
(CO 1984 s. 161, s. 161C » &M, CA 1948 s. 196, s. 198iC[H L),
IR Thh 578 5, BEEE & L TOLHCOWTIE, BERAD
TR LT, ThZThoREMEIHSEBEREERT 520 (CO 1984
Sch 10 para. 12(9)), 1 ¥ ¥ ASHEOP GBI GHREER Licw
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(CA1948 Sch 8 para 11 (6 C), CA 1967 Sch 2 X bhiB).

(M x0ids, HEBESCH L TRE SR 3T XToORERBRCIR, &3
FEEOLHOFEDS L RBPRRUEEROSH O IRE BYT 5 Kk o
#4452 (report by the directors, directors’ report) i L il b

(CO 1984 5.129D(1)), ZhIEEINSHFALIFLIHAEEh TV R

(CO1984 5.129D(2)), Z 1 iXCA 1967 s.16DHEX s h DRBRE L b Anicd

DEETWD, KL, EFFt7 AV MEROBHARZERI LTV,
L@ BEECOVWTL TRTOAHIZAR ARSI HVT I AN EOAHE
EA (auditor) %2 LizhudizH¥ (CO 1984 s.131(1), CA 1976 s.14(1
BIERIL). T OREERK E LTk [BESH LT (Professional Accountants
Ordinance, %)) DO b & TLHEAEABERERLETHLENBAEBINT
W5 (CO 1984 5.140, CA 1948 s.16LiCi3ERA L), ZOLHEHEAIRE L
HERCBL, YORERTOHAKRITH LTREZIh 5T XTORENE
# - BEHEBRO TN CORAHEHRCH LA R LREB RN L
gl 69 (CO 1984 s. 141 (1), CA 1967 s. 14 @A L), LEHEAEARLEE

(auditors’ report) i, £HORMERNEXK - BAAFBRUGEEIEENRE
HEDOHEBICHE » THIEK (properly) fERIR TV HMENCOWTETK
E7] - EEHBEEREHRBROFE G L BRI OEHAELOAELTE
FEZTWHBLENECOVTORHEREADORRYER Lt hiEisbicw

(CO 1984 s.141(3), CA 1967 s.14BKm L), FDfBOHEZ B BIriaCA
1976 DHBICTL 6 » TIBAFIZEBME NI b DTH S,

@) BRI OWTIR, BEStHRCLHARSICHR L TRE I h 2 BEHE
T GAHESYRENBRCORA L, SHEEAORESY Thichf L
FhiEis 53 (CO 1984 s. 129 C(1), CA 1948 5. 136(1) KR L), A4 A4
CR L TR IR B TRNTORMBEHBERITIT, SHOEBRBRUFLED LY
BRRKCETAREROREBLRM ListhidebizvE L5 2 (CO
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1984 5. 129 D(1)), # AW H LTHRETXE, BRI VBN TH %R
TEHETNTCOXEY FALTRXTCORMERHBROBAY RHEEAOREED
AL LDCBRDOADIAL EFNCEA & LTREDLA, £ EEES
kA Lighiie b &35 (CO 1984 s. 129G, CA 1948 s. 158 1iziE
.

DHRIELT, RRBAYETHLHRTRTHEDL R LS 1 EE SHAIE
1 s 5 HEY BB HERTHE (annual return) % £ DEEDOE K
BRSBAZ2ADAIFR L., TORELCZOBEADZEE (Registrar) 3%
L hidebiewZ 212t - TWT (CO 1984 s. 107(1), CA 1948 s.
1241) iR L TH B 05, CA 1948 5. 126(1) M21ALIAE LT 5 DIZ st
L, CO 1984 s. 109(1) Ti2 CA 1929 s. 110 @ H DA2ALIANTH B), ZDEK
BHEBCR, Rt THLBAYRE, HAKRCH LTRHIALTXTO
BENBR (BRCI VREMBRCHEMNTIZLXBERIADTXTCOXE
ZEY), RHEEAREERVIMEREEOBAL L B2 ¥ L hilx
5% (CO 1984 s. 1093), CA 1948 s. 127(1) KR L), ErDFER ¥ H 2%
THIhOLFBETHZ L8 TEBDOTHS (CO 1984 s. 305(1), CA 1929 s.
314 M L),

0 AEXHOFRHETH- T, AT2OLLEFEELEOFERAE LT, »
OHFTE, EHFE. REBRE BEEYRXESCRERT, Lrd, 2HEHE
DHLOBEK X ARABL BRSOV TR, LFRM, MBERFER. R
WERBEE, EERETEFCOIRHEORRIEL (BRI D (CO 1984
s. 141 D),

2. BEARSHITBERLEOREHESE
(1) EThfclsic, BEESHEORKHEEAL LTREIhIERIBE
SFFEEDO D L THEERFIEEACHEG I LBEREYETHE TRITUEES
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7suy (CO 1984 s. 140(1) ) 19734 1 A 1 Bl O [ESH ¥ (Profession-
al Accountants Ordinance, Cap. 50, Laws of Hong Kong, Revised Edition
1985, B HIE1985%, AT P AOLEEH)] & [BERE L% (Hong Kong
Society of Accountants)] % LRSI LOEB Y BT 5D DO%BET
Bb, COEBROBEC IS E, 2NFULOBRICAWTH > TAH—A T F Y
T7HUL A FV ADEHTHED AV AA-ThHbh, EBRLHEHELAF
) A DNERLEH+H42 (Chartered Association of Certified Accountants) #%
1982 LUREW TER L T /bR (3B Al LEBER (3—5
) ¥ETHHE, IR PAORKBTICEESHEAEATD > L ELEELGT
+HE~DBHT X b B¥E L3+ (professional accountant) & FEi¥h % (PAO
5.22,5.20), £ LTER - MBS EBESHTHRSBEINHY LAD LR
232 BIE 4 IR (practising certificate) #8325 - LA T& % (PAO
s. 29A, 5. 30), XHI, BERHTELTBREIN TV THERIREETS
ZRAZLE+ (certified public accountant, IEFHD L — + HEBE) L L
12343+ (public accountant, PAO TR ELREEATD - LHE
L LOBE) LEhb Ekied (PAOs.2), 2tk LOLHEEARE
hHATRLEHED LLRA#KSHEYER Lz hidiiz bt w0 ThH 59,
2 AEDL>K, 1¥VARBVWTRTAAT Y FHEDT6BERIHL
Mtk KT 523t 4% E B4 (Accounting Standards Committee, ASC ) i
Lo TI98TEXRBA2IH ORI EB T (Statement of Standard
Accounting Practice, LI T UK SSAP & BE#Hr) BRFIN Tz, BT UK
SSAP DFEBIC 51T 5 —REHAIC DV TIPS NI TS Z LB TE LD,

60 FEHELSHEHEO AV A—2198TE1H 1 HBATE, 3,424 T, 5B TEUEDA Y
N HTDHE (felow £\ 5) BIT6RTH Tz, Fio, ARLHHI2899%, At
£3H+i12 948/ TH - 7=, Cf. Hong Kong Society of Accountants, /nformation
Sheet, January 1987.
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HHEOBBE YR\ HIEEE OFMZ o2& UK SSAP § KE T TV 585
SUBEBBHELEBUREBL TV DI L BHLTEELLY,

¥, BELHITHLIIEES A% E B4  (International Accounting
Standards Committee, IASC) @ # v X —TH B, IASCOEEYTEHT 5
ezl s,

(3) BHESHIPLHHBELSLAFY RASCIMHE-T, MBRBRUFED
LABBHREZODEREENORELFRYEETHZ L BRI 5 UBHERCH
3543t 4%% SSAP (AT HK SSAP LMe#r) & LTREL TR, £T
T, 19874 10A | HRERRLEKRBHE TH - 7= HK SSAP & UK SSAP RU*

IASC EE4EHE¥E (International Accounting Standard, IAS) & % FHIZ
Lo THBIRTARDE, EIDRAHTHE,

DI 1987%10H 1 HBL# “Accounting for Leases and Hire Purchase
Contracts” (UK SSAP 21 %0 IAS 1Tiw %t ). “Depreciation Accounting”
(UK SSAP 128 U IAS 4iz i) ¥ ONIZ “Accounting for Goodwill” (UK
SSAP 22K OIAS 221z 5Hit) & v 5 HK SSAPABIERIREEHR TH - 1™,

b i, HK SSAP # UK SSAP RUIAS L ISHBRL T3 Z LizH
L5 TH %, HK SSAP OWNAMBRIA L UK SSAP LR LTH T, [HH
EHECE 5 — ], TIAS ~DOFEHE] bLTFEEhTV5,

@) Cf. Inland Revenue Departmental Interpretation and Practice Notes, Number 1,
Part A, para.8.

G2 @HIC “Accounting Guideline” 2\ 6 RFEELET B, ThSRBBREDOEE L IR T
5HDTH-T, TOWRKFELIehoick 83 SSAP DBES LR Y TOE ORISR
BT LLBERIARL,
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%3 : HK SSAPEUK SSAP:IAS

HK SSAP

UK SSAP

IAS

10.

11.

12.

. Disclosure of

Accounting Policies

. Extraordinary Items

and Prior Year
Adjustments

. Stocks and Work in

Progress

. Statement of

Changes in Financial
Position

. Earnings per Share
. Depreciation

Accounting

. Group Accounts

. Accounting for

Contingencies

. Accounting for

Post Balance Sheet
Events

Accounting for the
Results of
Associated
Companies
Foreign Currency
Translation

Accounting for
Deferred Tax

10.

14.

18.

17.

20.

15.

. Disclosure of

Accounting Policies

. Extraordinary Items

and Prior Year
Adjustments

. Stocks and Work in

Progress

Statements of Source
and Application of
Funds

. Earnings per Share
. Accounting for

Depreciation
Group Accounts

Accounting for
Contingencies

Accounting for Post
Balance Sheet Events

. Accounting for

Associated Companie s

Foreign Currency
Translation

Accounting for
Deferred Tax

11.

10.

10.

21.

12.

. Disclosure of

Accounting Policies

. Unusual and Prior

Period Items and
Changes in
Accounting Policies

. Valuation and

Presentation of
Inventories in the
Context of the
Historical Cost
System
Accounting for
Construction
Contracts

. Statement of

Changes in Financial
Position

. Depreciatinn

Accounting

. Consolidated

Financial
Statements
Contingencies and
Events Occurring
after the Balance
Sheet Date
Contingencies and
Events Occurring
after the Balance
Sheet Date

. Consolidated

Financial Statements

Accounting for the
Effects of Changes
in Foreign Exchange
Rates

Accounting for
Taxes on Income
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(4) HK SSAP o B4MAEIL, %535 UK SSAP LizigR LTH S L.,
ACHERLERTNHDT, T TRIMOPMEDADOWTHMATESRL,
FEHROL I T XTBT ORI Y, BUITHAEHT5DRBEERT 2TV
VX OB LIS O THLBRITSER O @ IR G, FIAMX TRZh X
DR R RN OEHREETH B,

Lichio T, THOBMBREMEV-» T, ThiZEHRREHOHEL & 5l
RAEEOBERMiX £bT 0 b, BEOSHMBHEE LOLHITARENEE
DTHB, ot L, HK SSAP 6 “Depreciation Accounting” IZ & % &, B
RIRSOELL LD L DOV TIREH Ui Z & dRDBH, XL, ThED
", - RO i oW TR EERBEM A EHT &0 LT
WhH, DED, BEOSHA TR HABESL LTRBO ZEABHEVHT
LB DBERE LV DOTHS., FE~NDERHALED LR TWHBED
ML LT, BAC L > TRNAFERYhEERD (19TETHA1H) L
{IZEDHSVEE CREM L TR EEHN TS EBBETHH0ENEND
TEEBBEBDLRDY, ThicHT5ERRBNCIZLOMBEHLEEI DR
ETHAPBENIRI-TEELTHAHO00, BHEHRENEOID LIXEL
Hhig®,

5) BHESHECIFEREILE - o< e, HHA UM EDOB/RNE
RIRTWBLETTHS, ZOFEEECOCTON—NEHELLEIS>ETS
D2 HK SSAP T %, LaLl, &R HK SSAP wiz—¥fh % &

89 Cf. Ismail, Aladin(ed.),op.cit.,pp.163—164.

G) LHMBRPEERMCH S FERBER TLIRIBPLMEO—DOTH -t L vbh,
REAFAEHEIMBEXBCHEBOSETANT DA TV S, ZOHBEID-
Tik, EERE. WEE, 1682—- LT L8R,

09 FE (HEXFEH] EOLOLATLHOEBHNBEYHF > & T% HK SSAP ©

“Depreciation Accounting” 2 2 RABEBERLI1TEIO] BELH T HLHEL IR
RIBFETH -0 BERE DT EORIICITRIRIhish 51,
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AHMIEVH B, HK SSAP K& EOMRINIL W EEBLNTHS,
5 T3 { T, HK SSAP ##~F LT i bhuwoREELT LS A
VA DTHB, BEr VAL, BEREOMBER L L THBERIER
kb b % & O%4, HK SSAP OFFFE - BRISHER A v o8 — Tlo\ Bk
I X o THHICEM I HK SSAP H85F 3 h 5 L 3 BEDOB il > #H
FAbBIRTWD, 3, Ber vA—ik, SHEEAL LTHET84.
HK SSAP # 6 0 EBEERARECHTENS L5 THHEBLAS, OF
b, SHEERE - BHIZOVWTOA F) AHBERFFRIEELELHD
EAMBHTHD, TLT, BERETLHSREEOLDO—HOHEEREDL A
THOERELTWBDTH S,

3. EEHWMSIAORTRS

(1) ‘EEOTHETBUL, [EE#HY: (Securities Ordinance, Cap. 333, Laws of
Hong Kong, Revised Edition 1986, LLF SO LE&#)] o X b, REHRN
¥ 5%/ E (Commissioner for Securities) %12 X » THR X h 5 EHE
B % (Securities Commission) S BREXMET 5T Ll >TEEIR S
(SO s. 6—s. 12), FAEHFRKXIEHFMG IFOEBHTEE TS LiTie-Tik
WBA (SO s. 13), FEEEEFEFRSIFTIARCITBHTHLI5>5THS,

2 HMEBHIERFRBIFD [ EEHA (Rules Governing the Official
Listing of Securities, Second Edition, June 1986) | iz X i, HfizE#DERS|
FEBai, 2HERRAHEBL T, W5IA. EHRRE. £H0o&HAR
UL HRIT UCHMEESRORREEFECH LT, SEEOBECH > M - &
MR, SHEEARGERCRERBEEOBAYREHE 6 » ALA,
FRLBRS HOR2]HHETCXRM L hidie by, 0aiehbd, TOR
MR EBZCII1986F T A 1 HURRERT ER - EXRAROERT - BEX
SRl r AV HMEBRPCETFREDOEH - LOERFHEFOLKLEDTh
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XiEH s T3, &b, EHRHIZ, FXFFEOELD 6 7 HOMH
e 5% B8, Bi5[RIFIE, — B4 FiRTooBFRE L HRES
(interim report, BEAARE) #{EB L £ OBA L UKMHAKL S 4 » ALAIK
5P, EHRE. SHASKEMT L L b, PHBEEEAERIAGEE L
THEC AR LFIHE - AR B IEFRERCIRG PR Lindthidiebis
Vs,

@ *ord, LHbIFRESOLDOBRRBFCIRBE T 270
2 E0E U SRl 4 E (valuation report) * &3 icl,

4. FEOBIH
(1) EH#OBLET Inland Revenue Ordinance (Cap. 112, Laws of Hong

Kong, Revised Edition 1986, LLF IRO ¢ #&#:) ¢ L,. BRBET X

Inland Revenue Department TH %, FifIC R I h 583 BFHRL LB —T

Rl RO SEHROBREL DD, Tiebb,

1) FEMEB (Profits Tax), HEETITbLh2HELLAELHFE X LE
REPE capital assets DFFN1 LA LHFIFEXERL) R Eh5HL (RO
s. 14), '

2) K5 F8B (Salaries Tax), B BT 2B L < REMRUESH S
EUIPHECEINDBEL (RO s. 8),

3) FIFA{8B. (nterest Tax), HHRWR &L THZHHFHOZPMAKRE
h58e (RO s 28) RV

4) AEERTHBL (Property Tax), BHICHTIET % 13t - RO HFEHCRS
h38.4e (RO s. 5
ﬁiC}L'C“qu
2 EEBRBOEARMESZ. B, MBRBRBENRIH S ~EHLHLUE

OFBEAELEACREIN DO TR T, FhEhOBEEHOMBIDOWT
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AECREIND ZENRATHE0D, —WMBRBBEL ABOBRS Y IH SN
ELLRBBENDHEVITETHS, L, BETHEEYTIEARL
DT, ABEFESBREUF FHEEI—RICERIN DD THEARRETOE
B X HENBRLRE IR ERED LN,

FEoORAWNKEL, COBBEOBRSIERFEROMEHLTLAEZh
BWEWSZETHHT, TOBAEREOIFHOFERNLEENADOTH
KHHLENSIZETHY, MBBHEOEAHELAFEAAOV-THhIZD D)
LW H ZETikiew, BB, FERREFENESORHYIFMCHEL TV,

) HEFBLIETICPYROFFEMA, ZMFEHRLLEY, ThicE
ELTEHHRCKT2HE - EXEE»LELSHMB¥WET 52 (IRO s.
15(1), EEFBBRLBINBEANDOZHEYS (RO s. 26), BEAEET
HIRA (RO s. 14) RUBITRITEEDOZIFF - THRA (IROs. 26 A) F
BEAEIh5,

IRLORALL—EREOSEY RS L U TR LAHBAERNE L
Z0THBENR, —ROTEBIBSEANTETSHS (IROs. 16), -k b,
MB#EZ L ORMEANEOBESEARED LA T, REHECE > THRHELK
FEEEE A (initial allowance) -« fEgkfEH% (annual allowance) *#H&E
ATHDOTH 5, UEEENERVCFERENFL, TERARYOBEThEh
20% K04 % (IROs. 34(1), (2)), BBRHEOBABREC L > TR ThEh
20% 5558 /b % H30%CET S (IRO s. 3TA),

@ REDEOI>CLTEHLAEEFBIRINLRSOBRI, BB
EHEOHERK I LIELEEEIh 54, BEAOFEFNBROBA18TEI A

@88 Cf. Yager, James M., David H. Southwood : “Tazxation,” The American Chamber
of Commerce : op.cit. ,p.57.

@) Ci. Rates of Depreciation (Effective from 1978 /' 79), as Prescribed by the
Board of Inland Revenue Table, First Part.
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BIHHMIR T TR EFEECOEREIIENIBL LV S ERTHHY,

6) F0@rr, RESOBFELBZDShiw 2%, TOMELEAL LT
EHIBCHFIND (RO s. 19), FEELENCO LS HBFIXEHAL THB
¥RAH5ETHERLULOBREBENSHLLTH B4, BELC-HEHHE
ELEBANLRREL TV E®, 1 ¥ Y AHEATERLBRENETELE
By E ol BT s (ROs. 45), BRAEOBAMBBIEBELOH
B DT OBEETEHOHRGELBLSHOBETCHAIKhGREREBR IS
CERNDBERDHERERTNETHS, ¥, 2HELMBEROE
HHEBIRBINB L2, BBHYRIMBRPSBCEAHRMBERYEMNT
BLERBERTHON—BTHBEHY,

5. REPMEHEHEOEH

1) T, ZZC, FEHRCIAUNINTH A 5 M, Jardine Matheson
Holdings Limited Annual Report 1987 w/AZ I h T\ AR EEUBEERED
—RBEBF TR LIS, Mtk d &b & Wiliam Jardine B U
James Matheson &5 2 AD A2 5 b5 v F AR X DI82EFHFEDOEM
{Z Jardine, Matheson & Co. & L TRV Eh, IBAIFHFHICAT LB X,
19064FFA x4t & 7e by 1961 F LR BHAESF MG T LB TH D &V 5 HEH
AT LSBT LIHEEREEOSHTH S, L L, 19844 ]Jardine, Matheson
& Co. Ltd D REFTHEMR L TXTF + v et LEDKER 158 1 OEATH
SR AT 5 & v 5 AT Jardine Matheson Holdings Limited % 2

889 Cf. Yager, James M., David H. Southwood, : op.cit. ,p.57.

@9 Cfi. ibid. ,p.68.

40 Cf. Higgins, Mary Faith, Claudio de Bedin, Roy I. Delbyck : op.cit. ,p.18.
@) ZhiEeouwTit, AHEEATEBRMOTEREB/ TS,
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N—TBREHEL TR 2 - FEHRLTHERCE 5 T 5, Jardine,
Matheson & CO. IZBEIC I841F HIDEEWE TIE H IKH S h i RO LAbH EA
LTWieDThHh, BEFHBRADOAREESLH Hongkong Land Company
Ltd BRI Z NV — 7 DOB#E L4 TH > T, BEKERK 25,000 A28, [
N—TR RO HETHRERTS,000AYH L UEHT25EHELETH S,

(2) 198TEERBE BT LR UV HK SSAP ff - CHASRISH R,
HERMENRE, SRMBREETE. BaStANRENBER. ELLomo
HRAAKR IR TS5, BESHENRENRRC LS & F2tEE - BHES
HEBEREESBHEDI .6 %X HDTWADTI V- T ORBEY R LT\ 5 &
Bbh s HEEHEHES, AERENEER (7202 - FLRER#ER) RO
HEH) e 7 2 v MEROZE BT EOMIZERT 5.

ek, &tk DL B AX, Price Waterhouse T, + DB EEARE
BLBBIhTV5, '

42 e oWTit, Hong Kong Public Companies, An [nverstor's Guide to
the Stock Market, Hong Kong, 1986 (?), p. 399 ¥ &R,
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R 19874 19864
B I EAA 3 A

1.% £ & 12,720 10,416
HOE OH 2% 632 354
RIS LRI __605 __ 546

B 30 A A 2% 1,237 900

4. ® B (342) (343)
B3l % RS 895 557
bRk R BRI _aip (78
Bi3] - b Bk 37 I 2 TR s RIS 784 479
5.8 % | A 278 52
B R R 2% 1,062 531
6.8 %4 % (293) (165)
17. # i & & A% 769 366

7. — k%M b R 1.47 0.90
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ERELRSHHEOHR

+®&5 | ERREREE

L

13.

14.

15.
17.

18.

fERRE

B OE B OE
10.
11.
12.

BESHBEHE
o B E
W oH ' OE
f&

B & #
w B B
4

f& %
HHE A2
* # OB 2
FEBLY S ()
w B A &
MR BB E

F AR & &

AEEE

' X £
® B £
K £ & XK
YEBKERES
W B AR

19874

19864

Bfr i HREAvary . ¥

1,384 1,033
4,823 6,127

239 216
1,241 850
9,046 3,656
3.602 | | 2.832
9,889 7,338
7,890 9,909

660 345

334 166
—216 | | 14
92.100 | | 6.544
18  _TH
L.240 8,170
1,234 827
9,012 4,192
6,246 5,019

310 245
68 2,906
L2400 8,170
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=6 Wt AL MER (1986FBEMERY)

19874
LS HEFE

Rris oy BT

Fvav«edE 4,802 38 322 48
*F—AFFLATT 511 4 17 3
a - = , 2 2,624 21 54 8
7 v » 1,827 14 94 14
w77 1,728 13 213 32
®RHE7 7 1,228 10 48 7
I TEE A - = 09 42
| 170 100 669 10

VN E&EBHICKAT

1. #HROEL ORADLHHEL NS L L SHBERRCTETE, 1¥Y
ABH=FED (IH) #REEXPLELETHS Y AL FIERN OFEELH
WEhDZ LHBHVY, BERRERIO LS RSEHRONFHRMCE ¥

49 Cf.e.g. Seidler, Lee G. “International Accounting——The Ultimate Theory
Course”, The Accounting Review, Vol.43, No4 (October 1967), pp.775—781 ; Previts,
Gary John, “On the Subject of Methodology and Models for International
Accountancy”, The International Journal of Accounting Education and Research,
Vol.10,Ne2 (Spring 1975), pp. 1—12; Frank, Werner G., “An Empirical Analysis of
International Accounting Principles”, Journal of Accounting Research, Vol.1T, Na2
(Autumn 1979), pp. 593—605; Nair, R.D., Werner G. Frank, “The Impact of
Disclosure and Measurement Practices on International Accounting Practices” ,The
Accounting Review, Vol.55, Na3 (July, 1980), pp.426—450.
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RTVEBAORR L AEY, ARTRRTELLZALDL L, BEOLHEH
ExA XY ARNLSHHERNCRBI®D Z it - BB,

2. o0 (b L) DAHHEDRAY ARMCHETH DD
BRE LT, ERHE, CRECTEME. BRTHHORERE, BRI
AAE, BESHEOPBHELT CRWEIRS L ERTE DY,

Lhl, ThHoBRIEALTERTAEEL 50X FITHSH L, Zh
HOBERDKZIZ L » TRHEFHHERORLY * SHMCIRHT sz L5 TE
BCBALHD, WE, EECH—vARCESS ECEBFLRHEFELHES
4 DOEMLIC X 5B BHERHEOEBOARILE Vo Th, SHEEDRE
RICBHLADfIMy b B LI\ E RSN B BAND B,

3. BEOHE. kAT EBC CRELTVHEEL DL
RTED, ¥fe, BEOSHMBREL, HUTBERNOMN AL 58
R TTEs (REEREEHDTAED),

EWSZLiR, 1F¥Y AOBFLEEMPL LLRA—DBEROELEL R THD
TRP5, Lirl, BHEORATSNER EBRARMREED51% % 552
HEFXRT DLy 7I0REOERTEDHDONEETH - ThhE, BEED
Bl 28 ThH, FOHBIEERERA VI T - I-TEEIhTWS

49 Cf.e.g.Nair,R.D.: “Empirical Guidelines for Comparing International Accounting
Data”, Journal of International Business Studies,Vol.13, Na3(Winter 1982), pp.
85-98.

@49 Cf.Nobes,Christopher, International Classification of Financial Reporting,
London,/Sydney, 1984, pp. 4—15.

4o FHEBEL, Al IEMEHBCOWTIR, WBERLOWMEBE - 2 F -7-<
EERIMEERNE - FREHNELBRESECR > THEL, Th P BLWEAT
5, BELOBSBEABHERFELI > THETAL, BEIhAT L4 kwW
DT, REOHHFELMBERFRELZOTIHLETAZ LREENOAETR W E
BaCHC TV H5HREFEOFREHEYU< Xy — (PEA) 2HRREIEHLBZ &5
TEIIgL,
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757 THBEVZXBTHASY, ¥, REREEBVFELTVZ 00
H57, HK SSAP D4R+ % Bl HFRC & 5 MRk EORNEE T
DEEBFHBHHLBDHN B,

4. 19RO FEEFRRCE TRV S BEE AV TEERESIHH
ERE LA ¥ Y A&HEIED [ (sphere of influence) | RIZH % &
Vo Th, FOMBSFREERS ¥ ) ADEBHERTHS L\ 5 KEOY
RORETHBCTERV, 1ol L, KEHHIEY BT 5 ERBARKROH
THET AR W L2, BECAF I ARSHAB AT HEHES
BoTwWitibTLLEL DRIV EXERTALE, CZXFEDLRD DI
LHEORERLBHEORIHATSA 5%,

5. HRIFAWEIC L 5 L, hEEFEOFERIITBIXIC 38\ TIX504FR
AT oEBHEYEANCITOE F#HEF L, KEELFITERAET S
LRI 5T B, BHFTBXD I =FkE LToXKE (Basic Law) OF—
KERHI988F 4 A RERIWEFRED®, ChLhERFAENAEAFE

40 FE, KATEIEEIGIMOREERIZ, 198710 0 2% 4 A HWE I %24
BHLICEAY E > TI2AFT L, 19884E 1 A 2 HRAREER - & LTRAIE
f74% B4 (Independent Commission Against Corruption) W@ Ihi, LD,
FERFIERE TSR TR ERIRFIN TV S, Cleg Mulcathy, John, “Casino
or Stockmarket ?” Far Eastern Economic Review, Vol. 136, Nal16 (16. 4. 1987), pp.
45—46 ; Bowring, Philip, Eric Ellis, “One Applicant, Two Allocations”, Far Eastern
Economic Review, Vol. 138, Na50 (10. 12. 1987), pp. 100—101; unsigned, “Not
before Time ?,” The Economist, Vol.306, No7532 (9. 1. 1988), p.79; Bowring, Philip,
“Distant Justice,” Far Eastern Economic Review, Vol. 139, No2 (14. 1. 1988), pp.
64—65 ; unsigned, “Wrong in Hongkong,” The Economist, Vol. 307, Na7453 (4. 6.
1988),p.20 ; Bowring, Philip, “Hongkong's Test of Will” , Far Eastern Economic
Review, Vol. 140, No.24, (16.6.1988), pp. 127—128.

4 BRHAABERCEAIN AL EEERFELIRBRLBEOATHH S5, =
AU TH4E GEAOEEYEL) B4 ¥FY A - FMYERIIFEELEV,

@) [EBRBHTEREARE] F—REEOEXT 7 A M3, FIXE Beijing Review,
Vol.31, Na19 (May 9—15, 1988), pp.19—47 w D4 XHBH I TV 5,
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RS LABLNCRBE IR DOHD LDV E®, 1 ¥ ) AHEHRBH
il TED LA ACHEEREOEETICAD DIXERL LD TOHRE
THY, BRCEEOHKRELYERT LV IARLISBROBMEBE - BEEHO
BOBEC L > TEAIhDTHH O 0 h, RICHET 8O0 5Vv 02D
LAHATHHY, BTERLSHHEORRIDIVRBHE H AL RIV-Or
Liisw,

60 Ci. Lau, Emily, “Doubts Emerge on Degree of Real Autonomy,” Far Eastern
Economic Review,Vol. 140, Nal4 (7. 4. 1988), pp. 57—58 ; unsigned, “Basic Flaws,”
The Economist, Vol. 307, Na7548 (30. 4. 1988), p- 22;Lau, Emily, “Red Cards on
the Table”, Far Eastern Economic Review, Vol. 141, Na27 (7. 7. 1988), pp.21—22.



2T FEILEEHR

RH
I # &R
1RSI

HEotnc BT o8I, S8 B ERIGIERENDR-S TV 5,
BHRASHECOVTRTHHIRE LT, BHOLAHEOBEY AT, &
WA ¥ Y AOEBHERB TS S, o TRRNTEEFEOHERIAI ¥ Y A
BRCH 5, Tibb ¥ ABROEBICRT 588 (Governor) 3 FH{FIT
BLWORT, IEFREOPNELEBOL L CIakERYFET5, ZORE
DED I %S (Ordinance L LEVF Ml LR L5,

COXSKEAE LTHEHROESHERBEALIF Y AEKERK I -TB, £
DERRRUT ORI THHY, 1843FE K1 ¥ ) ANBHRICILEOERY BT
LickEA ¥ ) ATHTINRTOWRERFEA L LTHEBCBWTHBTIh:,
L2 L1966E LIBRIZ, 1966%E1 F U A ¥ 844 (Application of English Law
Ordinance) I & H, HEHX W THAZIh B/ ¥V ARIBEIRT 5, T
BAXV AOAHEIRFELHRHETH 5,

2. % &%

IFYVAOEHBHEEBTDH LEZANS, AHEOFRTOFEERFEL: SV,
L LEFE EREROBAHBIFIRE LU ARBEOBEYRL TW5%,

3. $iEsk
AFX Y AEFAESFEAZRCL Y, —FOM ¥ ) ARRBEHC BV THAZ

(1) IBFIS - REEZ - 7 07 BEOESE 3I5ELT (BRSHE).
@ LUK - 38 1) 323E.
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ha, ThoD4¥FY Ak LTI, 4 F) ABEBRAKSOMNEIBT 5340
BIBER BT OISO, ZhbOERREFEEORICHGTS X 5w —HBE
EhBZEbdB, FREVTShoOA FY ALELBT A2 IRET HHERIZIT
LB D, FREBTFLATWIWAF U AETH-ThH, TOHEDOH
ROBBETID, bLARFOMBUZ LD, FRERS S LLkE&4S0H
ER S ESWTHERBCBVCTHEAINRS, Z0X 5N EFRROER LR
BERIBEBOREYBTESERD, BELTOBNEAETS, £93IEHED
WEHEDRKBIE LD S,

4. Bk

1¥Y) AEFRAESEILRDLET, 1 ¥V ADaEY « 0 —RUOHFED
FRRERCRSWTLHNYETS, LHhLZDaEY - v —RUOEEEDK
Az, BHORUEROCEHROERCHEAT LI ENTELRHCEVLTOAR,
BIEETESDTH T, TRTDDDHBRICEFHBZ BT IELETS
D TiRIoWY,

I FAESHE
1.8 &
FHOLENRBIKRDO L 57cb DD 5. Ot (AR RUIEA/RAR
i), OHERHOXE, @ - tFr—v» 7 (BERXEEEL), OEAEXE,
L2 LU TR BV TR &t 2 DI RE$ %,
B BT 54282 L LT2atE (Companies Ordinance) & X - TH#

(3) LMy - BT (E 1) 323R.

@) Il - 573§ GE1) 325H.

5) TORBIXREAERDOILBMT L > T5, UTHMCEBYBR~%, Pauline
Wallace, Company Law in Hong Kong (1986), * 7- & 4 #£ & L T Companies
Chapter 32 of the revised edition 1984 (Ordinance No. 39 of 1932) ¥ &R L7,
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Xhb, BHELHELLHOREIRKO —>T b b EARSH & ALt
FhhTw35,

(1) FEABI&4E (Private Comp:;nies)

FRHLSH L BRROBHEMITRHTHD 29F%). Thbd, OHKXDOH
BRI fThbh TV 5, OBREBRSOAL TEHBIhTW5, LI OH
Rzt 0B - ATRERA XS TV, OHRRPHEOAH K X 2RIV EL
ShTWwb, B2 AL EOENKERYHETIHEFRIXIALELRZAhS,
ThbbI AR LR, COXONHALEXRTEDTWSR2HTH S,
> THAMASHOKRZ TN TCEEGRA ThiThille b2 & & s,

LIATZDL S ILHAMEOBRBIKRDOEY THD, ThebbRIIFH
DEHTH O, BRE—BCHRTHLEN L ERBEBY ARDOHE
#T 5 RER V), TORESHRVEAC DLW TOLERHEABER Ih T
Wh, WS ETHS,

@ A%t

FEAFLSH AN DL X AL &V, SRR EHEhS, B
TREWCTIR, RCEHBLLVR O AR T8HTH L. (e, £
DFHEOWTIRBRCH D DIg RO SHBEDOENLTH D, 1ok, Skt
LT, A2 —B10LIETHD, EDOIRT—TVADLEETH
B, TOENEDOWTREOBERLIITS),

I SHRIFR

1. REA

ST —EOBRFHRIHK > TRIIh D, TOFROBEILUTOHED T
b5, SHOBTIRBEAL X - Tfibh b, BREA (2 AL 4505
DELDODHERX Y SHERCRE Ut hidiebiev, BREARTKRED
HEE - BRI bRE EEATH-THELILRV)., TDLIREE
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TREHBLIIELDTELTH D, FLBWHEAMEH L L TR L L 0%
AHLSHEEETHZLHTED, REARVCEIBOIRMGRICAELL LD,
DEFEIETRAGRA L AROTEBCRET 52 LI L 528 0R L Fhi
bE{fThbhd, (FELC I H2HEE.

2. SHOER"

o DE%L, EAESX (memorandum of association) & MIBEZX (arti-
cles of association) #H7g%s, EACKILSLOEARNHFHTLbbLHOH
HEXEDDH LD TLOREMGIZTIR=HBIL > TRD - L HEENLD
DTH 5, K BEXILLORBERT b bIMR OB L OEER
DWTEDSHDTH-> T, ThIIPHRPEKIFLHONRECL-TH»
LLEETH S,

LHOERDOEBRABTILHETHE TS, FTEAERCIKROFHY R
BLishiisbizyv (54T, Thbb
@ 2t0%K - B SHERVEHAZOEEC OV TRBFOKFEIBHE

THHN, EHLERILHBETLLORBRT S, RBRAIE LT, FRE

EHl% & s ettAiizB#EI Limited e WA B R ARt s bisw, ¥

CAHBRIEBRERLA—L LLBBLDOLDTH - TUichisw, &t

O Bty IR LI gl His\,

@ BHEKAE BIOBEGYRERTIAIEAIEEGRATHS, L L
EROBEBC S VBHNOBEOKALRTTH LN TES (BEEKR, K
B, BRER%). TN TOBRRERER TR SR S, BRIE
BOEDIVIg, RHOHOHRAMBIIE LR S, ,

@ KETOAREMLEOHR SHOBRAIFRELLIAbIRVHERIR
*OEFER LT sy UTTRHECHHLOEVWRY, &HizE

(6) P. Wallace, supra note 5, at 22.
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BEAYAESSHOZTRHBELTHTEELEL, TOHEA (member)
% [HE], TOHAY (R (share)] E#T5),
@ BKADOREKE

ERZATH S,

AL5MBER (9&RUT) Cik, F—7 L AOHREHELRTZRINS, T
febb, HR. KE. KERS, BHROER - BE. RuFRksOEHCHT
BHEENZRTH 5.

ChEEXTHELARL, REAMAORERSEL L bBEMCEES,
CRIEOWT BRI XX SB TR AL R ELRGTT 5. ChTH
RTINS AV i

EHEBEC L - TR, £HORVUCHE L LBFRUFORELOLET
HESDETH S,

itﬁ%%&dﬁﬁ®§ﬁﬁﬂEﬁﬁ%&%ﬁpkﬁh&tbtvoﬁﬁﬂ
ZOOBRYBEFCHTT>BEYERET L5, ThiRZ—E0FH
DEBRNER SIS, LBEARSHIITIE —EOBEM L ABSH
TiehiBs,

NV #EOHEH"

1. £HOBRALSMMEHRTEE V52, BERXESLOERYET S, ©
DFETH - EGEHEBER L ONRFIRECLFRELBRETHS. fiiKEOEMS
BHRELEIBEOHEBERMLOATS H LUBIFASOELE AL,

2. BkELIRBIDIR, BAXEES XZT 50, IMLOBKEL LR
DEBY¥ZFBLHARETHD, ZOL5ekFERIFEAE LTH#ETLD
550, MERBREZINTELb L, L EA) b, kTeks

(7 P. Wallace, supra note 5, at 198.
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5L T HLHDODEXRTCFDODIEEXRADTVWIRIKTFEID 55, LEHTHE
LLTik, ORIBLBEE (1134, OREFERE (115A%). OLitHE
ERHE (1T740), F. OAEAMERFARE (1424) 0D 5.

V. HEiReY
XL sdoBBReE#EcH S (1IELT). LirLe&ttoBER
CEBEFRALRGELOERLLLS 5, RHERLHOEERALYRET S
T &b 1 1 RIS T L 2ER LTV, &ER
BERDOZ L EDHRGTH T FMEEKTED > 5., ‘
1. BERROBE"
BERSI—FOFHEIK > TREIRET b (114A%K), BE
EZIRERTHH LHBEXRTED D Z EHE ., (F—F L AL9%). Hist
iz, EDOLRIHBACIIESBE TS LN TELVE 213, KkEOH
LY T X DU BEL IRDH I ENTES (114B4).
ILIBET-EOH HINCHERMY RE L Cibiedhidisbine., B
FRESOBERMOREYBIERTED LI LM, £ E TR OREMRE
FROB D ICEDT 5,
(a) _ EREERST21H (1145,
(b) HRELSHC > THEINZ ZOMOBKFERSIZI4A (1145).
(c) EMBEMALHIZI > THEIRIZOMOKERSIZTH (1145,
(a)
(e)

b

d) BARBSNMREIACEERESE A GT218 (116%),
BANORMYETLRBYRETHHRIERS T OWTIZ28A (116C %),

HEBIhS I EWHNYERTEDLZ LIIMLE LT 2w,

e

(8) P. Wallace, supra note 5, at 183.
(9) P. Wallace, supra note 5, at 187.
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2. BERKOEF"

BERSL, EREERSE (ChiZEE—ELTHEL it s
W), EREERS (Chil—ED0ANNESGCOREBEER D), BEEKE
Bl (ChBEOHBOKTEOATITbIhE) D3IMAD 5,

@ wEREERS (111%)
RUEBNOKRTERRISHORIHRIBA LA, ThIBZaTRED15
AL, B4 1 B A 2R LR L T L hidie sy, &
R ERESTREL S NEHEBIILUTOHED THS (114CEMNHA).

(a) BEMBDOWE

(b) FHEIBRALOCCHHERRUEEROBREBOEL

(c) HNiHSDELE

(@) EHEKOHBMBEORE

LiL, ZhboFHERAYRCHKERLETREI A ThEE b2 &

YERTHHDTIRRL, EE AR OWTRET BT BANHBET

DEZLEED S,

@ EERERERS (1134
BB ER S BUFRADED BV IIEM L E X BTV TIRVLDT

LHRETHIENTES, FLBIERCI-TLRETBZENTES, B

BKERRC OV TRRFBHEFORBZ OV TH L LHRATHLL TS

ZEBDLETHD,
® WEEHKIKS (114C4E%

LB EEROUKR T RITTHHARETEL, ThPhoBEOKRE

CHRERS TR T O ENTED, TOX S RHKERLSOMBIERIR

ZHPBRBTL, FAlE LTExoEbbhBEOKR 2 E T 5T

() P. Wallace, supra note 5, at 184.
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BHERACHET A ENTES, ThiETEROBEIP L.

b BERTHEMABEN L IR DT LB,

3. BRTRSORIBRUFH (14ARY

1) =R ﬁI%ﬁuﬁM&Lr&t(&%Zﬁutﬂﬁiﬁmﬁbtﬁ
HEHET S LTy (14AK). TR 2EkFELIMAD LLRRE
ARE&L (F—71554) EBLTV5S, COBRBILERTRALLOT
D5, B> THTREFHEDERD H30S L HE - TERE L #HiL VB4
KEWT, TORXHPKEOBERC I VBRI IOTHS L SXFAEL
CEORBIMEIND (F—TALASR), TORSIEE D HEEC X )
EIhdOTHHEXREACEMIhD, BEALEHIhA L 22, KB
DR CH, @ UCHH, A UBHtciibhs,

2) #FE BRIRECBVCTRFERDLDEICRITELHTL, HEOHER
SBEOETHIRET D, T T NVASTRRBMRSCERNRT B LR, B
BL i AREENRRBABBISHLURC RV & X, ZOERFERELDBTE
FHAKEE, TOERNBBCVEVE R, LARDOLH LDRFORMY
LTWABATIE, BECHE LTV SBBROFO—mbHmELEE LD
ERLRWE LR RET S, REORER, ThRHEHTHHI EH LS
BENBEBATH S LRBOBERTEAEES LAEVRIERNLIOTH
%,

Q) ®FE THREHEROEDHIEVRY, REREFI IS (F—7 VA0
%), TOFHRIRVOBETHCLAPABHNTACHGRI IS fTbh 5,
RFEVEF T IACBERIZ, FOKARERC»0bL T, FHhkI2E—
DEBELLE Ly, B BFREORBTFEEIEXRTEDTVW5HBEY
BRVCTEFR IABRELXZD LA, REBEKZ S hic, REIL2B—HD

() P. Wallace, supra note 5, at 189.
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L RBFISHTABREIRL, b L REFICL - THRIAL L OREOE
. RUEOBEOBREROEML. TOREERD D\ IIKK L LTRES
RABEREORD L BEAOWTERL LIEE DFERD - 1o §FORER
REME A IhD (604).

) FEEOREE (114CH) KERACHELS bERYHT 5T
TOBRERHREORBAL L 5FHERF5 2 L0 Ca s (114C4K), REHE
DFFEEIEE L 7B bid TiRiew 2, Bk LA CBRCHE TR 5, 1140
42, BERLSOTNTORLEMICIL, SHIMRBAREGT 5 dilE
PREACEETESHFICERT S L2 ERT S, SO, REGR
XD RIT SR EBERIEFOERME ERT 5.

EE HERLE, BA0BRHMTEMI LD, AREERRORE, £TH5,

(F—7 N A59%)

(6) W@ WEIERRBLBIRBEND D,

@ #pIRE (1164
BIIRBEIHEERLT B THDRHEERO 440 3 L EORRABDET
5, ThiCUToL0RBE 5, L LERCKAORENLWZ EXE
T5, HBZOHTLHNOBERBIOBEY BEL 5, KIIREI D
B S hBHAKII2 B IR EME S LIS e by, 795% Ll E

DRENAE L E 2 RBMIFETH 5,

() BROEE (84)
(b) EXOEE (134)
() MEOEE (224)
() BAOWS (584
(
(
(

b

~—

BEARREOHE (52%)
B &R O MR EO%ER (16054 -
s) B X 5adtMBoORE (1774

e

f

~
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) EEHEE (228%)

(i) SHELEOFHRICE V- THORHE LI ZRICEORECAERHNYIE
BARERTAZE (237T4).

() EERECRTIRBEC L ERTHEOME (2514)

() EEEECRT LHEES L OBEDORR (2544

(1) O T BN T 2R OFE (157TB%)

@ BEBRE (114A%)

BRRZIEIRBUNOFH T LD L RXERKED HAHFH

COWTHRERTH, JEERRBOATICER L\, Tirb b EMRE

BENFEAHTH B,

VI ERie%

BRI ORE TS, fIRIBMRS YR LattoRBRTET
5
1. BEROBRE"

B OBERLOBHBCHAR L HRes, KABRARASTCE VTR,
IRIEBENBEYH T 5. TLRERO—BREERTEThRV2LD
b5, TOBEIhOLOMMRISHDOAEEB»HEEL, AEOEERZHT
BB s FEBRITRADZHBT, ThHO ERBTRAL S, Rt
DREEFEBDLMBRBCOVTRABETS. ThbOFPTIMERIZERCH
BEBCHEEYADLTHRY LICFETH S,

b/ DI RO R B TR, BIFRIIBAEAEETH H TORE
BRIt-TW5, RHDOFEE L LToORH P, BERIEES4OR
WERBLT O LT LR LI LTI,

(19 P. Wallace, supra note 5, at 147.
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2. BmBOERY

FTRTOLH UMM EET) i &b 2 AL EOBRSRIDBET
H%5 (153%). Lo LEORERABYED LR TigY, LSRR
ELTQAFUTOEORMEBLELEC TS UTCH).
3. WERORE - §E - BRE

SHBURBMOBMRZ, KHOBXRTHRSIZAC LV EREND, £
hUROIRMRIZERFEFIBRETELEIN S, 2EHAHEHOBEIR. FH
MR EJORBC L » TEFEZXhSD (I5TA%). R LEERER—EOR
BTERXNZ— B BAETHZ L2 2R TERRBTHI LN TES, KBE
2y 184D SHEFEC BV THREDOFIZREOLDEA IR LD TH S,
S OERIBHEIER ORI D2V THRET 5, SHEIOKIKRD L S5
ETH, Thbb7 -7V AREBBRAD L, UBISTDO) )& HET 5 M
MEfTHLERFETHZLHTE S, FROMTCE L TRERCHET
b,
4. B &S LOBERY

BROBM SHOIMERIEXRCEDIBEOAEMEIILS ZLHT
% % (Hutton v. West Cork Railway (1883) ) iz k 5,

BRI T 55864 KHIBANOBEOIIMRICHTHEAETI &
BT& % (15THSH), TbbRAINKECL RS,
5. IR OMER"

HBKFR DR D S BEELIOIROBYTH 5,
() BEDLVRBATOLHOEHIYACTEHEHERT S,
(b) EREER DR B CIcBa ORI O ER

(13 P. Wallace, supra note 5, at 148.
(14 P. Wallace, supra note 5, at 155.
(15 P. Wallace, supra note 5, at 159.
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(c) BEREDBE

(d) £ftofEAh

(e) LHDOBDLNIHEAATOKRRD D VIMEREDORST
(f) SHOFIIEHL S DOELY

(s) BADOBEOHESL

() E&K

6. MBROBEE"

(1) RAFERCBTHIHERTEORY DEROSHICHTIHBIISHO
BROHABE*RDZLThHB. “hbHEEGETIEHMRESHERT AL HFIEE
BAZLERHET S, ALIRHATL, Parke v Daily News Ltd (1962) ¢
BWT, SHERNCELURBRA L ORABEEXREACIRTHZ LR
Bdhhi, EHRLE, L LEBECRVTR, 288K EDKERLHE
DR b Th, HEBHCHERPIHOFRED DT BT HNRERE
RBBEVFLD 5, o TRAPENLELIHRETHR Y, MENKCS
#HOFE LoD ORERCH T HFIR S B, BRROBHCER Lisvd
DEBDBLNDETHAMIENITH B,

(2 TEHOBHLZERTHED DRI, HECI A VIFE=FLEHND
ROEBET LI T, TOEEERLHIR TS - L@ bhisy,

() £#LoNBRFHRYEHTHIHEY DRI OERL LI LR
BEEOATHTAY LTS, TOZ LRBERENLUTOI 5K
B DB 5D,
® HEFEf, FAlE LT, i@ roth L EE, MEcFEEREYET A
ERODIRGLHET 2L, EADOVRILEMESTCEh RT3
ZEBRBEREND,

(1 P. Wallace, supra note 5, at 161.
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@ 2tREHXRCENT, BROFSHROLETHTH/COVTIHE LY

HEERTHZELBTES,
® £, ¥EkL, BER EHBERYETHTEROD HRTEH L

THLENTED, ¥ bHBRHROET LMD D H5ROLHRET S

ik, BROSHIEHTHREBHER T HWERSBH0HLTH S,
@ SHEEBTH, FREROLETH—BOTALELTHDDEHLD

BREXHLTW5,
® FliEiRLE#E T <EHEHOBRID I HHBRROMB I FEEL L5,

Tlheb bR SHRECMEANEAC X » THIT ik 2 OBER

Ahdisirhidic bz,

@ BEEYF 2t sERBHCML T, UFRIMOBEOZITIC
Yo T ERLFAROEEERBRB LR T E8PHERATWS, Tiebbi
RIS HDOEHDOETIC Y e » TRARERDORV X 5 T8 Licdhidic s
it EHEZORBRBORER, SEMNEAMBACOTRAET SBCE
RINHBOLABREOERBH LMIh T 5, - THMIERH = OERHES.
b LS IEERBICGER LBAIE, 2t3BiRics L THFAvRETE
5, ILRKEL—EBDOEHDO L &L TRKDOFRYRETE D, IHLIFEHES.
BEA. AREUAISHIBET 5B HCIIIGERORELERTES,

7. BBRKET

GREOERILORBLYACGRB L LTHE LT AT S, &
RELERMROBEHC L AAE A DIET — TV ALBKR X h ABBIC IS
B THHHINBRERELE LT NIEETH. BRLSOEEIE
HCXs, LBERBIAEERTEDLhDH, 7— 7V A0 &R
DEREEERLEVHAECIZ2 AL TS, 1005RTREBEG ¥ BALXHE T

(7 P. Wallace, supra note 5, at 166.
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3, AEAEBOBAIBEEIRT S, TGRS —FOBRBRC T OHER
¥ERETESD, 119%%IBFEHERYET 5.
8 . BB (company secretary )'®

TRTOLMI, RFRO—2HBERE LTEG LT hillic bz (154
%), R BHBRIEERTH > T biow (1404 25), HERIZL LAR
ATHDNZBRCHEFT Y EHTHETRThEe ST, ThistoBarEE
CEERYE LT hEEbicy., 2EORBRIE « OBBCHBBERELT
EH L hidlebicw,

Vi SEtEE#Z A (auditor)
1. REHEEAORE®

BEESHECRBC LMot T L ARCSHEEARLHOBEEYT5>H
ELTHBELBREHZE LTV, ThbbEARISHOBRERYERXL %
DIEHEHREHERTHLOTH S,

¥FFEHEE. TORARTHUMBERNLOBEEEFEORAC BV TLHD
EEBHR U XHEORBEOWTOEENORERBEYRRT D L 2RI
THRDIE, ECHTH5EBCETIRELT I DM OLHERA
HERT B, TATORMCHTHED L 5 HhAHERADERO BRI
EEIRCR, 1BIFEOHEBILSTHEEADES, BE. FE EFicow
TOREXEENCEE L,
2. RHEEAOEE™ _

D2 EI0E&Z., 2HEEAIARLILE (BESH L) (Professional
Accountants Ordinance) IZ X W ERDOBHR Y E L 5Nt ETHH T L ER

(1® P. Wallace, supra note 5, at 167.
(19 P. Wallace, supra note 5, at 169.
@0 P. Wallace, supra note 5, at 170.



B2E BESNBESR a7

T, COABEHERBIMIECHT L b O TEBLI LHe v BTS2
BT B0 AR LOBE, HHOWTHET D, ABRSHLEULS
ABRSHEOERCOVTKRD & 5 CHET B, ThbbOP < & $21F L
ETHBIL, QABRETH Y. ARLKIHLLRDRSSbLV#ET»OER
EBETHBHEZE, @ (i) A IhL-BEOEBRATHEHZE, LI
(i) ETIhBBICRT5 LAROKEL LTHBERDO 3D 2L OB
Bk 0 AR Ihic L3t HGOBRATHB - &, (i) KFHRTEOMOH
HicBIT 53R AH L, MR LBt s L BRI 5 BER
AWl LTWbZ &, THA,

3. SHEEADRST - BEY
SHEIBRRKMBERLOREND S 2 CTLOBRIBIORKC LV E
FARBET B TRHEEARERIRDZ LY BERTH, SHEE KR
LTCLHBEEARER Lish - tBaid, FOEMERZEHEOEREDEHET
LV RHFCBAT 5. BREOEROBECE TR, BRI LHEEAY
R 505 ORRY A Ly, SHEZEORHEEACEMORTHIOR
HEXEAOETCETAHELYED TS, Tihbbl31% i3+ DEMK T 8l
RAHBLHBEEAXRETHZ L0 TES LT 5,

4. SEEEAOREIR™
LHEEANISHIKC L ) —EORHES L bh5, Tibb14146)%HIX
2HOLHEEAILHEOKE, HES, FOMOBECOVTLOTHHE
THEHAET S, ILCRHEEAR, FOBEBYRTT b LELE
2 5HHOBIER. HPULRHOBRACK L TRD BEFYHT 5.

XL UTAMFE L D, KHEEAIKERSCHET ALY ETH &
RRHC B E D BRI T 5B AT 50 L AEORECERY 2T HHE

@) P. Wallace, supra note 5, at 171.
@2 P. Wallace, supra note 5, at 172.177.
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FeFT5, TS EEARKIRSCHBETHECE VTR, &3tEE
AL LTHCREEY 52 5T XNTOEBOWTIHET NS L LI 5,
BERLSC BT, TOMERCTHELBEL LD L 22, RELBDOLLS,
5. REEZEAOEM™
SHEZEAOEMITOEMIHT HEAOAEIC I > THREShiTh
Fiebitw, S OBATILHEEANSHOKEREZ T I > THERIID
BXmIBFIC £ OWMBBEH L ED T 5,

6. RHEXAOEKLEEY

HY SHEOUILRE, SHEEACOWTZOORBLEBYED T 5,
ThbbitHBROEA L tOEERROBRETHD, BEABREBILUTOH
HZDOWTER Lisdhidisbicy,

1) BERBRLELOHFEFEEORKCE W TERHICERRBEHEI DAL
KERLTWBENE S0,

(@) B EESLHBEOLHOBIRR L HEH OAELRRLTVS
hE S,

) FHSH k> TRIEIW S HHFHEERLh AR OkECEL
THHADRAR U EBC SV THEL SBRICREBEYRR LTV 50 E 50,
@) BENBERUCBFEHEENSHEORECHEGLTWE0E S0,
LHBEILAL THELIOALE] SMIRERT O, BRI ChicH
THBRACHFET D DR T - TAROVT, BRRED TRV, Tib
HIO XS FRFESH THROERYHC L TEAAORE LoHKC
FROATWBDTHSD, L LAtHEOEERVUCBEDOEBIL, L1t
DEFZDEDL 5 HEBAEYE LTV THIFRPHEC I - THBT5Z &2
TEhv, BERRSHBOBERTHIBEHCEE T HDTHELE LB

@) P. Wallace, supra note 5, at 172.
@ P. Wallace, supra note 5, at 172.
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bl iz bice,

7. EHEETHEE
SAHEEACHBEECH T ERY XU T HHICER I W D BRI L ¥
BOEECR L TR mA: 5 ERNEHIED Hh TR,

L LUATO S DA LS EEADEB LELOR TV 5,

1) BKECHLEHOFREBCOWTHETHZ L,

@ AENITEBRUEILELTET2HBLETH LA, #AE. &
HEYTHGENCERROCEIYAVHZ L,

@) ThEhOBFHUAOKECHE L THETERROCEBILARTHZ L,
@ IPBRCEBNRUENEGTETHLDORCBIF LT L,

8. SHEXEADEE™
SHEEADEMLI IR T CTRNTERAHEEAOEY &L HELBFR1D
5, tOF-RNBBIKEECHTEH0TH->T. ThHOBBIBET LM
BH5VREYOARRTE OV THECH LEEYAS. LrLE=FTHL
TREXRRAE LTEEXAbth o, THbbAHEEADKEB L5
DHEBH LT, B Xh T\, T BCandler v. Crane, Christmas & Co.
(1951) FH ISV TED L SWHR LAz, Lo LMLC Assurance Co. Ltd.
v. Evatt (1968) FHIC VTR ABLH LN AA L L MELSHEEA D RX
LD THERBEEXASI L LT, ’

@ P. Wallace, supra note 5, at 172.
@9 P. Wallace, supra note 5, at 176.
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I EXx&

1. AXSORE™

SHOFEBRASEC OV TEE EOBDIZe, L LABSH ORI
ROEASIL, THEOEAFRVCEGEARVCEREALRAEL, —EOH
¥VTOCRY B HoBETRIEREL., SHREBERASY L5, &
hRBRCERIhD, BREOFIZTEARLBABRLIRKGIEhS, #EEL
T, HEHFEMETFSORTHEIND, RBEIRSTEAYBIEVRD,
SHORETEABASH L AR E COET LLBMIRR Y TIXEAhT TR
WEBRTEDDHZENTED, SHRIEREEFC L D BEREAYEETES,
HEOHETRBRUTOBT LB TRITFRR LB THLbTESD, BE
27501, SHOLELTHEASEYEAL T 5By 2 HRECHVRET
fosb, BEKEOMNY, FESEIEEVCBEETIHESTH .

(1) SHFHILELBRES® .

SHPRU TN DL, BURKETNETHO—IHECMETHDICER
YHETHILTHS., L LERALThESRBRECIIEREIh TV, &
HAH LD b2 OMORAILTOEY Th 5.

@ SHoBEZhcER4E EOKRERL 2HABETHIOELT

PR EhIETHY, FOEKEFRCEAL LTERIh TS (53%).
@ LHORTHEIHMABEARL. KECH L TRT I LBERADOKETH

5,
® LHOHAGREAR, HAHLI L IR THEAROBELE £ 5.
@ LHOTHFEREAR, THIAL I LA REAOBREL TS,
® LSHORHRAKRRIHAZBR L ER T WRITHEAGRBEAOKEL T

%,

@0 P. Wallace, supra note 5, at 110.
@8 P. Wallace, supra note 5, at 81.
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® SHORIHRIEARR, RUCEESBHCBMNTHEFYETHHIL,S

5,

@ BEKIAEARR, EYESOR, BENRBYHIECHEL 5HAEELND
£5,
® £k, SAEARCLIVZOEARS Y| EFHZENTES,

2 BEHER™

EBEERR, EXRTEDHRAFIFRMSIC OV TEENCR YA e Eh5 b
DTH%, BEKRNCOWTOEHERUTOBED THS, ORJIOR YL RE
WTHHZ L. OFRBENWEHIROAYLZZH, ORENEBER YL LL S 5,
@BINTH B0, B WThrThs,

@) BXOEE®

SHOBRBEAIL, BRI S5 DIIIEE BN YT LB D
B, oK EETERLVH DT L,

@) BAEEDOHE

BAEEHLRE LT, RD2ORBBLATW S,

@ ZEBBBCIZEERADHEM
@ HKAX IOV KELBE~NOERE

2. f#A"*x (Loan Capital)

1) EAEERY FABRKEIEAREO—WTHy, 2tORMEBO—
ThH5. L LEAERR, FRAOEATR V., e b T ORBERIEH
DEBREABICEBMT S LB3RBDLATELT, BEOBELLLOFE
MEYREBTHZLRTERVLLTHE, THhbLHEABELAIUTOLOD
HBESNLHDTHS, ThOBEABRRIHEZRCRHESEY 5 LIV FXAW

29 P. Wallace, supra note 5, at 82.
80 P. Wallace, supra note 5, at 110.
@) P. Wallace, supra note 5, at 131.
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HEHEMO—BETH D, BEOBEREERMM Y LD 5, BHIR. i
FIPACLERDEE, FISDOZIEZT HHFNDI1Z 23] 5 OHEFCHER %
B LIEWE, REHE OB RRTORIBICH > 7o B8 FHEE 2B AT
FHETHIEES,

SHIBSEEAND LD OBEOHALMBAENL, EACOWTORIE
5L ERUHBERTIS T AUV EELDRTVWBH, BHOLHET
13, EXRTELHOEBABEOEYEBLCW5008EFTHB, 7— 7 VA8
£ TRAR IMEABRFAELROTEAGREAOREE CHRLTVW55, ZOH
RRERST B VCTHERTHZEHNTES,

(2) HEHEHHOHEA (Ultra vires)™® SHOBHTEDLRIEABRELD
RBHELYHELHS5BEABRAIEYTHS, THhLLEHRI LD LS MBEABEAY K
BT HLABNERYE LELVOTH 5,

(3) fEE (D omE™

BECOVWTOERIIEV., LELLThLBALHEOBEYHR T H0EZ
MELTF 4 _XvF 4 —A L+ » 7 (debenture stock), &+ F (bond) K Uh
OEHEH LB TS, B rEE T+ XvFv—) BRITESHEEEEE
O X Y HEMERCEFIMLLRZGE LT T3 DT, SOEHIE
BEinh, TOEECIVERIND, T4 vF+—A by L2, RT&
L ZFHEMOIHT, EEHEARCOVWT—HOE—HEHL LT, ZEEY
THEOEES - BEEE L LTHOIL, BHEERIRTAL L EHEOLAREFK
AL TREEDRITTHT 4V F v+ — ALy JEFERMBTHI LRI D
BROZUEEL L THIVFIBRLETHIHROLBLEH®RT 5.

@) EHEREEOEN™

@32 P. Wallace, supra note 5, at 132.
33 P. Wallace, supra note 5, at 133.
@9 P. Wallace, supra note 5, at 143.
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DX S EEREERKETIRIRLS, SHEEETHS,
FHERIFTINHALHTH. AHRHZAREELRIT L TARC—ED
BEXRETTH. RNSHRETOAF LRI EIIS,

FHEOERE LT OBHRMXHEE HEIAESHOBEEC T > THRE
Ahb, QEREE TREEI. TOREELBREIhL, OHERE &
ERARREDBC VW THRIIS, OEAREE. OFEREE, ©OXkX
OJBREE, ORRERE. F0355,

X ENEH

1. BYSORHED

LHEEEB LT EORBREAE Uy HRB R A ECRM TS &
YELHAWE LTRYIN LD TH S, COBRTRYLIZLHI L »TH
B O THDH, BESHECKT AREUREIKROLEFDTHS, BYD
RER, BERRORRC LD, FHBIEY TR TSS. LR
DELST L LFHPLBIC L ARSI THTH S, LHORBIKECHE
BIEIRB G TEOERBIRD Lhis MRS DD, BEMEEORRAH
KIGE LT OB HE, bR Eh s, BEFhESTIHbhS, L
BLT7~7TNVARIGIKFRETHEDBENOTHDh A L b @D 5,
SHOTKIEH THELED TS, HEIEY (1164) O TRRERES
BPREIR S AL 5 BT E R ED B,

2. BYOHPES

BHLHEIA ¥ Y ARBEO X 5 S ATAEFIZIC D\ T O MM A
LATERISOBE Y HET A RE LB TR, o THEBLHEI VT
AL RS OEERIRENC I ERORER CHMEC L > THRESZ &

39 P. Wallace, supra note 5, at 120.
(#0 P. Wallace, supra note 5, at 120.
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tien, T NANTERIELS BRI RS RETH 508, Zhid, BYMTFIE
Bt 535 b hie TRV ERET AT, £ OFIIIC DT
BRHEHRDE T, fo THREY ES5MT 502 MEE 5,

F =7V ANTERES T 3h A RHRERC L > TED S hRAlk
I B, FLHE58%0 FTEABAZ—EDOB AT TEHRURHATD
RENRDDIBEACOZEDLRDEFTTHS (ThbbEAOLRE LIXEAL
LT@b bR,

LT ATRURENCET 5 HAKIZILTORD TH S,

(1) BEEEEOCRBMENZITS Z Lo FiEhbRYYZI S ZENTES,
FlebbaESI L BeEEOBMENIILTTbirddisbisuns, &
LVHBOHEBC B TRLT L ThefTb TR HH L THEETRT,
ZhiZ oW T DHFIRIKDOE D TH 5, Lee v. Neuchatel Asphalte (1889)., I8
X U'Verner v. General Commercial,In.vestment. Trust (1894),

(@ AFtHIRIc R A EREE RBEE) ORM (R R&HTThid
hdishbicwv, THbbRBBERFERTHZLCLHBERALIhDOTRY
HBOHEBCD>WTR I hifTbdhidiebizv, ThiounwToHALEL
ToFEHTHAH, Ammonia v Soda Co. v. Chamberlain (1918).

B SHRBARTOBAUBREOFMBYFEL LTRMUY IS ZLXT
Eiov, THhE—BCFHERE VO ORI LOTHS L5 FAICE
SLLDTHBH, Thie 2 TOHBFNIKRDED TH 5, Dimbula Valley Tea
Co. Ltd. v. Laurie (1961)

@) SHBEECE CBRYERT A L7, YEFEFEOFLES
BEYURFTS T LRTE S, ChRRUHSIERAFEERBCTS T L%
BT+ 5, £OHMILITO®EY TH5H, Ammonia Soda Co. v. Chamberlaim
(1918),

6) TOEREXSWTHLAROREMEDOHMIE Lt > THAH %
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AFEEVTR, BECEVCTEEORMEANLIT S LD HVHhTELFIEE
i, BEAEBCRILANRRYTHZENTES, ChiZBEOHAREOH
h7e &, BREMOBEDHSIIAMEEC LD EXEDLIDOTHS, &
DOHFNILANTFDOHDTH 5, Stapley v. Read Bros Ltd (1924),

6) HUFEEDOLDOXSEHTHIHIEEIhFIZT., ThiEAL
ShTVREWRICECTREYLTHARE L LTHBCHRET 5T ENTES,
COHEE LT, LLFDDOMRP B, Stapley v. Read Bros Ltd (1924),

N BAEEREZ, EYTEMZOEED BRI HEMCE -» T
DMTHZENTES, ZHEDOPWTOHFIIKRDOED TH5, Re Country
Marine Insurance Co, Rance’ Case (1870),

3. E4BHOFAT

TDXSKEYTEMBOEEZI—EDRACHS DOTHAHHN, ThiTiX
ROL SN LEDS.

ThbbkENSHOEALLFIBOHATEEN LTI RFH T LNT
EHRD_ODHEORFAN N TH S, _

—IXEHEEILD G & T, SR, ERSIBD TEIIED L LoHRDIE
TR RFFEILNTED, LT~ TNVAAEKDFTEDRDLEDHET
BECKHT DFROLHEITS ZENTEBBATH S, Thhbb2lkid, ¥
ErHERSTRBELIEVRIFESXOFBCHIRT 5 & TES, fhOH
SHISHRSTROBBRFIRORKTH S,

X  FREH

1. w %ﬁ(ﬂ!}

TRCOKHRBEUECHC—EDOERHLER L1 ORF LsFhilis b

@7 P. Wallace, supra note 5, at 127.
89 P. Wallace, supra note 5, at 66.
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Vo ThOEDEEOH S SORARCAMIR, H5\idKkE - BEEOHE
Cebhs, ZOXSLAMOBNE, FREYASARTLIZERCED, &
toFEBGRE, Ticbb, BT - HEE - REFXFCHGROEEETI LY
LIETBEEDD, FOEBHCILUTOLONDS,
2. HTHE”
SHBUTOBBEESLEXORELE YR AT i by, Ok
FOK4L - 7 - BE - oo R EFCTREORRLHETLHLETF
TORED), OREKADKBE, OKARDHVAZERTH\VRAATER, @
BIBERA, OKIBERBAOBEILORLERVUAN. KE4BILHOE
BF (BHEENR) CxMtisdhiEnsbine,
BEABOME LAY KIABI— IO HHEDIAL LD HDTHSD
1o, SHBEILTOFEOLDHORELXRIT T3 (1024). 2HISHED
HEC I D EhPASIATWAEVRY, EEACWTAEHOFEIZ LD
BERUARCHEE YD T T bizy, ¥t DAL 10H LRI
ORGTRA Lishidie Hizv (985,
BIXEBOBE KEILBORRCARNDS L 21, KERRIOFTIC X
DEDBEXRDHZENTES, FLRERIRBOLDHR, BrdbLL
BEEVCVThOGERTH 520 2MbTHRIEOBEMCE W TEFXOBHDORRK
T EvETS (1014).
TEBER AHRBTELUNOHMOZELYRIHZENTES, ELEORH
EXTREDORLORBEOHTER/TWDZLABLETHS,
3. BEGAEOBETTHRAZRY
FAaRVF 2 —RUF 4 v F»—A b o 2 RTT 58803, UTOREH
EEHLIPhEEbiew, OREREEOKA, R, Bk, toMoRR

39 P. Wallace, supra note 5, at 66.
@0 P. Wallace, supra note 5, at 70.
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@FAERLTHE FRHTE), ORAEORTH7 4 <V F 4 — RV
F 4Ry Fr—A Ly 7 OB, OUEREEOBEROAN, OBAYILDL
B

W) BEN SHIAHIESIAI L D BRIYED D EATED,

6) BHROBR T TOAHRBENTARCAHDIIMROBEY L
e T BTV, SIS EATMEOBT 5 U T ORHOBEY B
®15. OFA. S BEFOELOL FRThb). OFESL. B OEF.
OHE. OME. OFS,

4. FXAMEE (Annual Return)“?

FRTOSER, FERBETLIR LS BRIICRE L by
Q074 F)s % LTEhBARCHFRERS, EONEZALOFLEDID
DL, BENREE. k. AROF[PEOLDEAHEIHh, Vs s
Ca b, FRBEBONEIUNTOED ThD (B5 A7 1), OBRE
BROF, Q2R OBELNOFREH. ORTEAMOPESL, O
LWOTHEN, ORROBME, OXHEBOKE, OREOKS, EF. BE
SOHM, OTMRRUBERDOM,

5. IRBES (books of account)*?

2T DOERBEORREYHELMCT 5 - DIEEEEYER LT hilic s
b, CRIZRHEEAR X > TORBMHINCEESND, TirbbRILE2
14X b EDERVERINDLDTH S, MERECE, £2HOIE, B
. EERBE], REE. BE - GBORRELER USSRV, &
BAIHEML, SHORRRUE DIEIRROHIE s >AE/LHE (2 true
and fair view) #FZR LT biew,

@) P. Wallace, supra note 5, at 73.
42 P. Wallace, supra note 5, at 75.
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6. HER (minutes)®

SHEIIORRIBEEREDTRTCOFROBER Y RET I L ¥ERT S,
ZhOOBERIKERESOBRROBREEDS LT L Y X ORSAH ST
bhicZ L DB LIc S, BFERISHDOBRN L OMOFH M H LB
Thidkbisy (BEHAR). BHEEXTOREOHEERBACKICA
B3hs,

7. $tHEBH (company account) “

(1) &HoHESBSEHOER EBEIL, £HOREK L - TARIRTH S,
ERHEBEOEEML, SHOREC X5, MBORNAHTH - Tl
FRLELESHOBIRTH D, HRDER LT L2, B fTbhTw
B, fo THIRLSOBEE IR U CTEEZIIRE oLt
DREEH - T BHDT, BITPHEBRAT L EOXOEEENDITSHERDL
HIhERHERIIETHH, O X5 REFAOFEHHOLAMIEAN
D et b, ARCELEEFEIhEFEEOHERZ. TOFES
HOEFLHRBEOEBCIRELX AL TWHLE AL, HPBIRTHERE
haZ LEETI,

Thizx UTARBRB ST OBRANEFRRG T EHIh TV B2
BoTit, BLOKEXHETIETR, BEOKSER L ORERBITB
BDEVZ XD, o THFD LSBT HVTRRROETADREE L
THEBBEREETH S, LEEEHESHECEVWTRSHOHEEROBE X
D& BEOBRERICNT HHMABRELRT A HLO0LHODHH DD X,
—EDEHRARDOEREZD T 5, ILEEHIHOKTIIHILTERS
AL ELOBHEYERTEZ LB HOLADA, EHRGIMROEHRERLD
EDDIFHRGIAHED 5 2 EBRAN X 28R BBHOh B, ChboHE

@) P. Wallace, supra note 5, at 76.
@9 P. Wallace, supra note 5, at 210.
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RIEHREBEL ) PR CERBREE LA,

ThH5OHEBRR, EREEESCRHEEh, BERSHOTAT DD
SAOREERLHOFRUOMBLBE L CHEBRC >V THEMT A Z L4
T&5, LBIHEBHRKERSCREINBHNIC, 2HEEACEAYRT
e s Hinw,

2 IREEEOER SHRLHBECI > T—EBORBEYRETHILEH
BHILHHhTHS (1215). £D5 655 DX, EHEFPDNITKRERLARD
REDOLDIAGORETRIER DRV, 0 X 5 iRELE&D BRESR
PEBEFPEEESCRHEIND LIS TH D THD, BCHEHRARS
HORBEOWTHFMTH B EF DS,

8. BEIRT (book of account)®

SHER21EUTREAOHELEECOVWTRNTWS, Tiebb,

1) FXRTOEHRUTET2HERCOVTORYLBES L 2k#Ex
YRR LBRFE LisFhudic bicu,

(a) £DOFFARD L REBH LSS L U0 RERCET 5HH
(b) £tOBEHDTXTOER
() &thoBEER IVARK
2) BIEDOHNYER T HDI, FOREN, SHOEZORELHE)L
“D/NIEWT (true and fair view) RR LEFDOIRG |2 AT 5 DI LB FEEY
ERLADOTHRVERD, HROFAYFICER LD LR AR Ehi
Vol BERET . |

3 REBEROMEX REERI, SEOBERBIDH LV IR OE
2 BMOBHICHELELRBHRICL > T OTHHEDLDIAFHIN S,

@) FEREFFEHSORE HKEXILTOHEOMRS| kLK THEMtOHEREY

)
)

@5 P. Wallace, supra note 5, at 75.
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BETLHZLRBDLh, ThPX2HOMBRBOERTEGYHRRL
FRTELELERTHZOFHEBIEETH S, HFAOEFIBARHESROE
HRBROERICIT S 4O TH 5, 123%0NEE, BEHEH R O5HE B
R L REMER VO O OBEY ST,

EHI12%I L h, SHIBEFORT RV THREHESROEHENE
REEH Lz hidle iy (RENISHOBRNEISA LARDHESEIERT
SebABRERXHH S hILV), FREGEIKERSC SV TSBH L
e by, BENBRIFEFEORTROSHORBY, HEHE
BRAHOBBRBLYRET S, ILEEDOLHLBATEERY T, fb
DX BLTHHHATE, DT LIZOLHPBA—H LI THELE
84N

6 FRHABEBOMTR TRTOLHR, FRAEBLER L Lhi&48
BICRETHEH YA S, (123%) TORHIhABRIAROME e
bhd, ZOFRAEEOAFTIROBAI THS,

OBEINIEEROEN, QL2 OBELADOTNTOHESL, OED
BH/OMLIN TSR, @EHESE O
A. BIOAFS1—LOAR

BENBRROBERHESOFMITABTC OV TIEHEOHEIORA Y ¥ o —
NMEXHEDL TS, £ T THEE - EH. & - FMERAUOBR, % EE
S - BREOMRSHAEIR TV, ELIEBENBREIEEFEERC BT
HEMORBOEELOAERRREITS T &, 8 X UHESHE S E R
DEBEDOVWTHEHELPAERRREZIT I ZEXERL TV, hizflEsk
CELRWEHBTRFI X530 THEMBEGPABOERILT L4k
LOTIRILV, RESHOBESBRRCERFTEBCET S, FI0R >
O -V MOFMIHE (123%25F) *UTHRIZRETARS,
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#FE, B i 77 ASMFEH, <1 A RBEBRAER SO PEIRAL (B
VRINE), DLBETH LEEhBRETHSB, (LhLEh, 4 DERYTH
ATHTHBKEY L0 E@BEX LT 57eHiX, 20X 5 e8I,
HEZE M4 L LTEH EEhBXETHS),

AR TR THETREELT TR, TATHEZREELARA IR TWBD
TH50H, EOLSRHAL TR TIEELHEEI=—2TH 5B,
ZDZEDRIMTHBH, B AEYOERTIINTL ) DHEE» 1B ET 5
L. TOZRREE CRIERE ELisv &, Z0RHEBCOWTOAE L ES
(a fair view) PRI (T, L LA TR EMER T CIER L#ERGCH
ATHRBETHREEIND, LVIORKREIEDDITTHS, Lch-T, Y4
REHE CRETINTAERYRMRT S X 51, T LT, BWETOHEBH
CETHENFSOHEREEZ—DLIDRE—FBF T T, 2HF
FHTATE LIRS ShH5XETHS (para45 and 46),

b Ld—RMOLEKC OV THBAASTEI NS L5, HERORA L
i o T, EOEHEGOFFEFELMEBR TR LD TH B XL, 51&84T
HERLINBRETHD (para dT). TIh LMD L5, ZOEM#EA
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B rALTH, BEOHMBEEDCES LFE UL, HElHEMELOBE» #H
EhTWBZERBENTHS,

B3, WIEEEORMMAEFECOWT, LT THREBETES WO
BORFETHHERERL LS, BECRV TR, HERIRO S WORHEEEIRZ,
FoEAINFES TREEM (actual cost) i\WTATEENREH - &
LAELEL] dAebTRELE, L5 ETHD, &2 CREFRME A
i, F o EHRZIRTRVIRVLOLEHR, HIBOXRLYEBT5E, £h
2, OWhE Lich -, HIENRRETHS, L#ERTESD, TLT,
ZIhboRELT, ¥, BALHE (LIFO) ©#BERE (base stock
method) 7c &1k, EEFRMC T 5Z M0 0BIHRE S - Tuvigs, & L
T AHFFTRFAEiZB LTS (bokb, THIISSAPH 3 DA
BT TRV,

¥l CARHELA S, BERERMC X 5500 &, ELHFCIIED T, B K
BxTe-> T FERMC/VGUTRFREARER > TWB I EHF =y 7 X
haRETHSH., LI, VWHPHRBRLARMMEIL, &  CHHEEBIRICIT,
SRR & SR HEAAE 55, BAE LTIRALDBREL, & EhT
Wh, ¥, EMEICES. ThARERMC o35 28 % 5 25
CLREBINBBBEDD, ABShD,

COLSIsHERER HAOTRRE BT 5L, BATIR, Zhig LRy
bY@ L EERMETNELLFMTH B, L3EZORTIZVIRW, vz &
5, MOMNIMHBRIN B2, Lr LB HMEER Iz, EBEHOM
— MR ARETORIGE > BELYEIRTE D, £Thb, BALHECKE
BERE L TR EY LR FEELE LTRDOhT V5,
ek, TOSSAPI, HEEAHEAEFE2E, BIUHIE LEECHERLT
WAHZEHRHBERTVS,
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V HMBREEBR(COWT

BATIR, ¥XEESERROARIL, EROUBHAROV TRERIh T
RVh, BHETIX, 1Y AR, £OEHMIRAEKI, SSAP #4, "State-
ments of Changes in Financial Position” &\ T, IEILTEH. £hil,
LA TEEORNSBRHL I T35 (para7), T DHEBOAFIR, bW
LEGEAYESEEL TS, TLDTERBOLLDOTH DA, RattL &
L DHARECHESH ORSEABRYHIR L LBESERROERI AR Sh
TWT, BB ZELh 5,

BeHEAKR, T TRMBIREE T X (statement of changes in
financial position) & &3 S5RTVv5, ChAMUBEED—o L LTERX
hTwsBHIZ, SEFHICOVTO—BRELLEROIDIIL, BEEHI
B UREE, ARBIOBAOER. OO, ThoHAMRBESCH LI
LIcEBYPHLIET A LBLETHS, tvbhbd, ¥k, Yoo
BEAL SV ORI I Ehbh TV Ed, ¥, ThOOKEEENYE
DEISKFAINTE D, ZHLLE LIgThiXiebigw,

% T, ZDOSSAP H# 4 T2, BAMHIShMBHERO-RE LT, MK
REEBRORP Y XY & LTHIL IR, T OR/NNREDOBROKREL R
FTLEEDB,

¥, TOSSAPEBVWTEFIA TV 5HBRBERFIZ. KD 32D+
7Y avh bbb,

1) HELOBER—FOUME G

2 EeoEM—X oWl L &3t

@) EEEAOHB —MEEE, RHESIUCHEY, £ LTHRBESD
% % DR

T, PiEEES (net liquid funds) &2, BOHS, B K I UHSH
% (ex., RBEEL LTOHRE) <1 F A YEMBBE LMD, 14EURA
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CEETREEAS, ¥EW% TS (parab),

COMBURBEBREY AR L T IVWLELHFET S, Thid, A,
FLEE IR LRFIERI0FEFE FALUTTHELE. FOMTHS (para
6).

BELOFEROE—X, FITHB, £ofh, LA LLVWEBRARES
FRIEOTMZREL, FLELY 0 IV INBRESFER TRV-OTER
T3, £OM, »ELTFRRTZEELEGER G LOBSAMOBHHE &
LT, 2¥0L0248F bh T3,

1) ZHE4E

2) BEEEER L OCMHOFREEEDOIRE L A5

@) PHIALRRMOMBAL I R LHORTEALHEMT AL IHHA
BEINIES, HO2VREThOEERTAZ LI VEY LICES

@ FEEEAOHK. thid, TOEBRERCHEIHIh, ¥ cHIREHE
SR TOFEBICHT Shhlicbisyv (para8),

POBEOFRICEVCLTHERETXEAE LT, #HFHEOHEBIR/NREK
WhBEREZ L, ¥, BEHESECHDLh S TXTOFEBER, BHEHES,
BERABEELZ, ThONOHERCEDLIhAXETHD, ThHOAKBIH
WL TBERDEL ZhBaid, BAKENRERIN5 D I5K, £
DEMPREI i hiElebicv (para9),

DELC, BEEHIN-TEOCTESHEEVIER LT e bis
AREDOVWTTHS, kX, »2L88FL2 B LICEA. thiyMK
REEBRC L 5RFETIHEOVT, 2RAVDOHENREZR TS (para
10). 12X, Th* ELSAHCRFT5) AHEEEL LTABTIHETHY.,
W 10, MBFLEYBRT 2R« OEEFHAE~DORESOBREL LY
BT 2HETH S,

(1) FFEDHFEEEC LA, BEEROM TR, ZhbhiBHEPRTI
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hictk R £t L& h, BeAAOMTI, FRo@EHE L5 1 HAE
E2haidTchs, £LT, TORBIALT2EOHMITOVTIL,

“Analysis of Acquisition of Subsidiary Limited” &\~ 7RI EMH I D
DTH5, (rk, YBREBEBHE LOBEBEEAOHPO £ 7 ¥ 3 VTR, F
B, TRHBIGROEE 0FIFRRTIeIhic),

2 #EOSBREFSFC I, BESRAOMC KT 5882 EoN)EM T
THHH, BLABOMTIRE, EOTREOHRBITL bicd BEHEOEHFR
BEORBITHEHRINETERIND, (EEEAXAOHBE O ¥ 4
Y TORBEIDERLTHS).

B, BEESHOFIFC VT HUBEE WELTW528) Oy
BUbPBEFEC L > TABRIhTW 58S, Thi2BESHESLEESWY
B5H, TORBEOVWTH 2B OHEIIREh, RIFTh T3,

1) *OFEFIOLEY, —HiZ, EEEHC L > TREILESER
D1MyeLTRFEL, AR, EORATEEINTI D - B IESH
A THEREE L GHET 5055

2 FORBEERA,OLZFFMOIA, FLIZWMALLE > T HHYS
DA VT, ThEeELRADKIH L3 5Kk,

ZDSSAP L hiE, BiFEREoER IS NBLIEE—B LIt HETDH
5, ELT, FRREHIRELTORY, LirL, #F2, RXEOFMT YL
¥l o> THATELHRBESYRD IR\, LWOINEISRT, BEeitH
BOHWEEETHD, LRI TW5.

753, T DSSAPH 443, HELSFHEMES 75, “Statement of Changes in
Financial Position” & BEXABLTWEZ LN, BDHLHhTW5,

MBUIRBE EIFR O BAFIiC OV TR, ZDSSAPOAPPENDIX (£hik, =
DEOMBC LB IA TV B) KEBFHLRTVWB0T, £BLTHEELL,
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VI —#%A-YFHECONT

SSAP# 5, “Earnings per Share” i1, M0 RSHESR L, —#kY4% b
FIROLELrRETHILXERL TV S, BT & - TRIEELLEER
W, —HRY L DA E —ERM I VLY, e HURERD 2 ODOBED, —EM
el > TOMBTH S, & HbIF—HKY/hFIZEZ, V) %Kil R
(price-earnings ratio) O EDO - HOHKBEC D, - OHINIERIL, BEXK
KL->T, LELEAVWLhAERTH S,

IDE R, —HRMk h IR, BEOELDALEEOBEEROF ML
Bi3550TH->T, EDOEKRT, MBHEKL HbIHARFEEHEO LTHRS
hoaxX&ETH5,

—H e D FIEOBIRTH A2, FIRFLRBRSETE L1 HKKH I M TS
haBr v, BEE, Bk, PR TR RY L EBERMITERE, L
D UBRE HIRES AT, EREHANY, RTECTUYRMELERL S 2805k
ARTEH 1B, TH5.

— OB & B K BEOKRIG AT L&z, TOREFMBHER. B
M DREHEBC BT, Uik X ORI —B4 7 b RIS RRT
NETHSH (para9), %fc, TOBEELED DRI T, £FDFHEDN—
A, ERFIEB KR, SHEEHESELE 3 rOHECSWTHREh
HZRETH B, (paralld),

hi, RXHMILBAE, 0% DUPKRURTEMKR L RTTHRIEL
TVWAHEE, TR THLEYRERTIMA LT TRRTLTVS
BE, RERO—KLU h FIRIFHLIhBTHA S, @2k, bro~Xick
BRI —ERM e DRI E WA T, BEFHEL—BRS L D FIRD, KROBEBE,
EBEHOBRBHEE L CHARIRARETHS (parall),

(1) ®xosHs, DHHOBEAD. RO HHEALRTLTED, Zh
3, MEORICREYEER LEVWThED, RECIERTHHE.
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2 YHFLREDOTLMY, YUHOESKACERIN S 2B E
EBEAXREITLTV384.

() UtFrREOTF&HEN, YHOBISIKACHRE TS L+ s+ 7
VaVERLRYS VI RBUERIRTLTVS84,

LD 300 ThoBasws, HMLOBEREETHS FEEI—H4
DFIREIWT D5 % U ETHSD) BE, TEBHHE—BHRY L FIREHHRI
hBRETHD, £OBHE, AROBIEL HFHLBE L 2, BRHES ECR
FONRUE DL OB XETHD,

VI RS

AADOFME LG & BT 5HE, BEAELUL L S LHER R IR T
Z0THHNR, RigH0R, FEMBLI TR, BAD X 5 CRBFEMEEREC
I3 5 BHER I, Bl R Bk L FRER X A RB I hTWB 2 & TH 5,

FAME IO Tix, FHE SSAP #6, “Depreciation Accounting” kT
RHEIRTW5, BBEAMLEARECK V- THIFMLHEEN D 50108, &
ZTHOBS O, B ETH—RUBRT BN EORMENLHCHS,

¥, BEEAEESL ., 1M Y X TEAIRS L FHIA, D2ER
DOBERYHL, T UTHPBEENTREINS LD TH S (para 3), %
o, BB AE LT, BEHEFPHH (depreciable amount) &3, 4 OESE IR,
Tk THB#EE EBEEMRMIC)H 2 TAVWORTUWAMOSE] <1 AR
HBRFEHETHS (parab), [fEOLH LXKAIh T -0, FEE L vF
BELTWAHZ ERBbATWS,

COEFEXTVT, WEEAL X, BLIREOCOERNELYTORK Y MAE
Bebleo TR LELDTHS, LEDDATVS, Thb, RS &
—FHHCHEIRhTWEWZ Enbbhd 5K, REAW ECEHEEEDH
FEDOF R LB O LHERLTVEHDTH S,



HIE BHEORELHEBOBR 85

ZO SSAP &\ T, WAL LB Sh TV 50D LHRIN S,
&V 5 D3, para 9 WB\VT, WIS ANEE OBENEIZ, TOREOHMASE
B Eh s &3tHRC oV LT, R ik cRBFEHCREI SRS
RETHD, ERABINTBENLTHS,

—HEHAIREHFEE (RRIE L0 MEEANERSh, ¥ 20
HAENEE IhCBATR, FILVCRERGSERERBFERCH > TS
INhBXETHS, (para 10),

RERAIC 38 TR EE O B Rl 2 ZFIWCHFEIh TV B T &id,
para 13IC/RENT V%, 0¥ b, BEAUHHRLFFMI L 5BATT. B
{Hif§# 1D 5|44 (the provision for depreciation) ¥, F DXL T -
EXEDREDH VY P s BREMAFEDOREIIC L L3 RETHH, ¥, £
OEFMOEEL L LIEELLIE, TOEEFECHRINDIRETHS,
LEBEINTWB (para 13),

i, b BHHFEL L ShHE, LACEENBE EOBRERIET 5
i T NETRAL, EORCIBMERNOHE L ¥/t OB FMBPC b &
DERETHBH, £ LT, LOBFMEEC I\ T, BECIVT, RHEMEH
HEN, RBifi (FARPEoME) b &S EEENRGc L ERCLES
{EEw, MESEhhiEleHiey (para 30),

BH1I, BEIEEEMMMERICIE, 2Ma0h i EE O il % OFIREME X b
B ERLTUBRC S, b E V> THRIEAIOH L2 IEd TR S
(para 31),

Dy B BRI V) B Bl & 12, A, SSAP BRIV, LdL, S
J. Gray ftt® International Financial Reporting i X % &, RAIL, BERET
37r T, @S (valuation), 3 7cd> b SRMEE (HE (appraisalv value) T3
%5, ¥io, FEHFRER (realizable value) W X5 Z & @D Hh 5., Thik, B
MEELRMMOBRRAC LY, FLIMEOMY LAF=F1CIh, RAELLH
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HLENFHEIRS,

BN OETIE, LHuT\ W@ Sireehold land TH b, LE¥ENFh PTG
Lickws 2 &k, EEOHMIChic - CTEOFEEYRE L, W5k
THBH, LidoT, ph3FE IR T3 o, BEMmER
B Tcbhict w0 TH 5,

L2sic, BEAR TR, LHRIEEXEDOLDOTHLHEAREh, TOHR
AEOFREHIZfTEbhlsy, BEINDZEEARL, —HOHEETHD (1o
& ZATIUER]D leasehold ), FANB I kot M vaAY . —EBE. B
#5 Red China IR X 519974 ¥ TOHEEC Z OEEEYHAT S &
WOEBE LR DABCBIEbRATVWA L5 THAE, V501, HEGE
R Sh A RICKEC s OFMORAE ORIEN & 5 I D003, 27 h REY
ENHTH B,

BT, TS5, BRI HEFEREOLIL, BADOPELTE 1
KR, LARBBEEEOTETH DD D, FOHNLHEDYR ¥ TOHE
BEble o TRMEH SR 2 ETH 5, ChBFAILOTHBEMN, LHLE
BaCiz, YUBRE A\ T Is50F M Ll _E ORI % & > s DT
. WHhBBEMY - A EEHEI K, TOEEPELREEA L2 ERR
HHLhBDOTH 5B,

ZIZT1o0OMER, 1> XBECOWT, BWIREIM L T < DR,
TR S @A LR LTCWBDT, O EXBHCLT, Zotih- &8
POV T, ¥ o HEENEYTbitVEWSEBRB I tbhl, W
5ZETHD, ZhIZDOWT, D SSAP i3, Lt BYERNOEETD
b, Loffik LR EBYOMEET & AR IRTREBERV, ELT, &
DBEW S WAAEH X ER LTV 5,

WS LT, () FRFPOLH - B OWT, Thi\ - h gl
NED ECSHESR Bbh TS (para 19). b LbThrEEE BN
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Lib0iebid, ThoABIMARETHY. Lich- T, LThiMEMEC
IVFEINDRETHD, MOHEN (BEAH, Vv rH, BEEBR) »
B, ¥ERERTALES AR TV EWBEE, BEEEL»ANLT,
WAL T 5 XETH D,

WEEH HEOBRE LT, BATH IS AbhEIEINEIhTE
h, Rbomrzidlisw,

Bz, Z @ SSAP #6 iz, HES A%, £ 45, “Depreciation
accounting” & FEEWHLULTWAHZ ERBEIRTW5,

I f¥%Ff

VWh LKt ThKBT 5 TRt L OMB#ERY —HEL T, 71—
THREFELERT L, LWSTERBHBLTVWDHOR, ZZTRHIES
SSAP #7, “Group Accounts” TH %, D7V — FREBIRFE,. HAEHMB
FROWEY LD, ZOBEHBHERE, Blott L FREDOETREThOEIIME
ERCEThHERY, DL ThOBE—DLERBOUBARTH LD
DISERFRTHZEXEMELTVS, bbb, HHHEWE, HEWRE
BLUADOHTDOI NV — TREBORTVEDLE I NV — T DT DOA Y B
FHEREETHHBACZE, L0, FIOBD /N — TREBVRFEIRTIVO
TH5 (paral and 2), Zhik, BESHEKOEDT I HHIRIB /O
TTH5.,

BB I —TRECENT, TOEMIX, £D 7N — FRDOWTOMBUR
BERERBCHATS TERAEREH] #RETHZLTHD, Ltk
T 253 ) IWEREPREL S 5B/ OR, LORBNRESLOK
A (e x. AJIMBERORHD B\ 2, EREPBHERL TORIEOHEM)
B, E4{L3h550TH5,

Wk — OB EMBRBEOVWTOHEAELRFTHYRET S BHD
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fedic, BREOEM L, FEIMBERLIFRTSBECHAAINSLOLAT
SHBAXAEA IO THD, LIcdi- T, HIMBHERTCHRZERIA
BV AEB b, BERMBERTLHRINLINETHS (para 6),

WS ONDWEDERICO EDIWT, O SSAP #7112, 7, #EHY
HBRIEOVTRD X 5 IERER T TW 5,

T, BRSt, ThbbBsHE. ERSIOBHAO TR ED ¥
TN —TRDONT, BREMBERLIERT 5 L5, (FEERBIRTIZE) #Y
BFbhT\V5%,

EL, W OOy — AT BT FREEDLEIZ L (para
15),

KD para 16 Tk, EREMBHARER L, FANCIR, H—HOis&it#hE
PEAINHBRETHHZE, LA TE R WAIECE LT,
BREHFARO LTHEN LI BREZ L, LI 5FELAETH 51
HiE, T OWECRRE—Ts &3t HEN, TOWThi—RERDOLhFET
BENE D, (FHUBRE DR L) BASh D LnFIh5, LEAES
htwa,

B3I, ZorN— LT ASEHEB S REAOMENED LR T
B,

BANL, #HEIRDZXETRTCOFLHDORER LS5, Blsttox
hb iRt Inicdhidiebisv, REBABTRITRE Y, Fo&toRE
HEYBSH AR I MBAXRVFIATELCBELCR, TDX LV THHH
REIIRIC A U e 38R |36 X OV HRICOWT, Bkk#ERO FeHBN T IhS
RETCHB, thédEbic, ETOEMNYBERNPERIN TS (para 18),

BAOKER, EDX 5L, YR/ -TCRTHOK, HEidLHER
HENBZEBHFERBD, FRIIBRA S BRETH B0,

T, B, BASNF IO, kSt TebbRattaSN, ftho
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DL DI EREFHTHELEBETH 5,

ZDOE BN D, FHiELH Y (Companies Ordinance) ETRD Hhi-, fid
HANDL, TOTXRTCOFRFLO>VWTERREYThbhVHBETR, £0
FLoRMNOBHaYEIC L by (para 20),

toXol, BARHIRBEVW IO TR, BERLOBRAZIIRD (X
] oWk, DEOHEBPEATH S (para 21),

(1) BESFHOEEAEN, b, RENTH> T, S5t L RBEY
b bTBEA, 4

(2 FHStH, YETFSHORSEAOBEREYEEC, ik (fhoF
L8405 UT) BEMNCHEE LTIZW50, @QF0FRET 58 RENNEEE
CELEWEE, ol ORFROBEELERTINE>VWTE Y EE L
D FZE1OHRE R LTV BHBE,

(3) BRI T, YHTREOHEE S L CRMERC 123 5 EOREE
LUHDOTEYELLALI IOBBMLVEHOL & TEoFLi N ERT 55

éo

4) NFEHR—BHTHDZENBRIRTVW28E,

Zhb 4 2DRPEWIE, TOFRELEZOTENISIXT T L4, AKX
RBOTHS, |

HES5DOMIEE LT, LD TON:, EERALTIIEOWT, Wik se
FHAERfT b B XEh, LWHZETHB, ZORER, FOoBRAEGD
mez X hRicd,

to)o, REHRKC IZHEE, I -THEBIL FOFEHIIONWT
DM BEREYSLRETH D, T, Bt L T0FEHELOBRD
BRIl bty

+D@D, et HH Tz BT, BEStoRe LA
BRiC, 25 (equity method) 2L D, SHABINBERETH S,
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ED@), Tihbb, BLOCHKOREDEETIL, TORELKDOTFLME
WIZOWCTILEE OB X5 REEREOLE L LTidie by, L,
FOHFDRAE LB BWT, £OROFLMEN S L OHRFE~DOHS
SHEIT, FOENRHEDOS & THEIRTWITHA 5 BB FEH T,
BRMBHELR L, 5t EINBNETHD, T, TOHWREL, L4
BEOMETEIRAE LT, Thi—RMLdoTRiEVWiESE Thbo4
DOEEMEC L, ERARFEECF » —CTHH T £OoHARKILWTS
FlEMTCH, BIhbhbdXETH5,

Bz, Lol)oEE, 2% W BRLSthOXEI—RHTHIH /T, £D
Fat~OE BT, EEREMNBRLE, RBEEL LTAEIh, FifE
MERTRAOLAE I b & SEMBEI L - T, FHMEI DX TH 5,

8, BRENS ORALSHIZOVTOREOREE LT, BALtzOWT
i, KOBHOATRIERINRDDOTH S, @FOBRNEH. DEORAZH
LEBLTEBEOAF., OREHAO, FLLIUSMIR & RSREMMEE O£,
@FHEE ECERIhD, ThUADER,

6 ZBOMBIZ, 5 FEHOBEINE ¥ LXRHAS NI ebhiBED,
LSHMBE L 5T 50, THD, 2D SSAP L, REEBOME L L
Tk, TOJAOLDOTHME, EOHERBSAOMEED (FHB LUV
BEfRLBRERD) FHAR, ThOOAERMEC S & SWTERITXETH
5D, EREBEINTV3, TLT, TORKR. TORSEDAE & ZHAHTE & D
2B E U Baiz, TOERIR, SFECEVWLToF v iT7T 4%
TeiREISIBHE LT, St EIhBDTH S,

COXET, BAMBORSS &\ 5 BLRIX, 220 b #uh, EEICIIE
HEVEST 5Tkl BEESEIRBLLHE«0EE (BRLUNOE
MEEY ST ¥ FONEMEFTHM L. £ OFEAHEL O TFLHR
BxfiE DBV IEOERY, LEROFV I T AELITEGIEE ST, LS
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ZETHB,

. D EORFHABAEIE FRtoftRkE LTI irbhisW e biX,
Thiz, BRCIVWLTBIhbh3XETHS (LL i para 29),

M RE SN~ TAOBELTRAEOEM, ¥R EERE M BRE L
LBEAWIE, TORBE A I TR OV T ORENEY., EET
BaER LT HoRAR Lisd e bioy,

L obit, EERFRAASSRE LB, ERESHEECKT,
ROBEGIGOERLARENRDERETHS (para 31),

@ DFettD, £ OFHR R T CTOHEHE.

by r OEEOFHELR., Thid, TOFHHLORAEHE, LOFRUME

EHRC VW2 Bt oRSEEEH S 5 X (47 2) BBV IiT A
(FeiRE58) —hi3RRtoFet~ORBZHHLs—D
o0 2%, |

B, AR TFEEEHEVCONLERTANEDL, EWHHERD S,
Thit, BEOCG2E, B ECRASARE LLEEND, WO LR
BT THBA, T, TRV, EWB T ENR, FRV—v g F T
BRI by, ZORUDWT, para 3242, Fhid, RD 2 D0k
HOS5HLDOR IS DREATHH, EHAELTVWS, (A BITTHE A,
b)F DAHEDER I EE 512, FRREE LD EET INREA,

TN—TEEDLNDEEREEFRIRDOWT, KOFEFBRB LDV — T
LEBOFTRISNDRETH D, @FDIA—THOHET R ORITHEA
DELBEHEF D, ETEHBELAOESG. DEZOFEOWE. OFTDLEARLEDIC
Z BRI,

FTORBEX, VESEIEFEIEZEOSRIE S, THD, HH SSAP Iz L h
i, 27, BN DK LHOBEAS K I UHES I WT 2 BRI,
HEEENBELCHHEBE LTERIRDBIRETH - T, (Batto) &R
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HARL LTRRIhTREDIV, ¥, YHORBRONTIBM AT C
RETHSICOVWTH, Thid, ERESHIEEET, JHEAE LTHRRE
hBERETHH, LTORRUER. BIIH - BRIEEES FBEOBEETH S,
BHO8EAL LT, BEOERMBELR CRBERANEO /A~ THOTF
LHOBHEARYBHCHTWTESL (KL LOBEARELE LTERIATV5H
SFEDEL) EEHEIRTVWBHDTHS, LT, TOEEVHRT,
DI>HBREHOHBRENCOVTELVHERRE LTV 551, 208
ROFH, 2% » FETEENHRINDIRETHSD, Thid, &L BY
L, AEEEL FCRERLOEEANIDAELB S, LvWwbhb (para 36),
BHIC Part 4 16\ C, BESHE L, BERMBERIFRSHOKERS
CEBWTIRRERETRERE DI, EWS T EXN, BRIATWB, b,
FOMD, 41 ¥Y ALHEETIN—-FTHEBCOWTED TV HELILE
BEHETHLHEIhTWAZ LN, BEHCERIATWSDTHS (para
38—46),

ek, TOEW SSAP 7 3, HE S E¥SE 3 5. “Consolidated
Financial Statements” & ®RDFEHDBET, BEAEAR LTS - L Hig
BWIhTws, FOEBLEVEEIZ, TORELHE¥ K BT 5 para
0-42 OFFHATH > T, Thdid, Wb HBESHICHA T HHIEDE
AxHRELLLOTH S, BHHELHIC OV TOHEIR, B SSAP TR#11
BULTEIEbhTw 5,

K BRERCHATIREH

CEITEABELLE, REBBRACKVWTHEET LI IRBTH T, *
DIREH H OFEFE (outcome) B3, 1 DL EOARBERILKKERLBFEET B0
LW R EE L THIEI 53 D] LEHIhTWB, PO 5ERES
EUHECELHABRTNE,, ThEIXDLON, Filh SSAP #8,
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“Accounting for Contingencies” T#H 5%,

LOBENLHNDTHH 50, BRESLLZ, AE, YL on LT,
BLERYLHBPREZN TV 2H 8L ETHS (para 1T), ZOBRE, 5
WMEHE BT &0, HERRETESNED, ThELERTESL, 20
L5y, ZOREIROFES>DTHS,

VWhAEHEWNORAIFEHIhADIZ, BREELDO5HTLH, BFRAX
EBREFB L TR SHERD BV EZRILTWS, o, 20 5BRHER
DOHWLVSAELT, ERMEHLEENBERHLHAEKANIhDIRETHD
(ZOROERML, HFEAEAE, EELSHAREOWR, FXMHKR, 83HIC L
%),

T, BREXDIRS THDH, ERLBRALTH > T, HEREDHAA
PREL (—EURNES MBERIBFEESTERBINCLORITE VT,
POEBREOEHUTRABLONE BE —EBNEN) 2HORKBERIH
T H L FHRINBRL, Thid, G4&E L) BRLHI EIhBRET
»% (para 7),

SR, AL SKEELBERBATRDSH,. £ LT ELOEENEHFIIRH
EERTWT, £0%C0RRD TS bA, RAIE DTS
FVBE (BHBREHREEZ IR TRV, 22Tk, BBRSRIh5X
ETHDH, EHREINRTVS, TOBER, BRFAYBERTHIOLEHBE L
% (para 8),

LktinT, 02 008ENLORENHRE LT, FROEHMEH b
ERMEH G LSBT TWIEWEAIR, 22 b, BEAORETERD
IEL PO OERLRBIEED S LTI bilE, ¥ W
BF#EEx E~OH EREIREVDOTH B,

OERZ, BREABOLHAHEKEOWTRLI S, Thiz, BRERBAXOBADL
BEBFERBHTD - T WaRIRCORBLEF EEh T b, (L
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Tetio T, e EhERRINDD, o EARBRG IRV, W
ThhrTds, LMIhd), EERAERNBR ThEEBEIhHTHAHS L
FHRIhBLBEOR, MBERCHARINBENETHS, LHHDT, ZO
EUNBEELH I IR HEOR, BERRARINDRER, LMBIND
(para 9) ,

L EDERABCENC, BREZOREOTEEL VS ZENFRIATW
5, DB ERITMED, para 17z T, Thiz, YEoRFwEac
D, TP YUBMBHEERLAETH T TOMCAFETELBRICH & SnT,
REd 5, LW5B%THD, ok, TOBA, REBLUKIAE CEESR,
DEH, WHRLERER Y THRBRHTRETH S, ExiF, FoXk
BRORBEOB AT, TORRBRELALYRES B, BETZ TOXOHRE,
TFAA— L OFR, TL T HRHECOCTOLHORE, &L ERL
T, REB<ETH5,

T, 2 AEREKELTHAY (RBLH L Ihw) EiEs
ShHHECTIE, ROBHEIHWERRIN S22 TH% (para 10).

(a) EOBREFROUE. |

(b) REOMKRCEETHLETHINDTHEN,

(c) MBARIVIBFHHRESEBWTAR IR/ CHZBWTd3hiz, £DMB
MBI HOWTOEELREDY. ¥, 222 RBIEHFES5> 2 L3k
fTEETIRIE W E W5 EDOEH,

MBHERLEELIHETSBEORR VT LA IR B/, TORS
hH8H, MHBESHE (potential financial effect) T %, BIEELDS
AL, ZoOLENDH, Ibic, EEERE (ToHKF D) BETENRIN
TVEROZOBRIERE O HX, BRLT, MBETHRTXETHS (para
1D,

AT, MM EIEETHS. Z1E, 1 DOBRESHUSBOFALL
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THRG o LCHENC BT 588, TOMBNWEED Y O,
4 DGR~ AT TH LK, BULIERSIO—FE SV~ Sl LT
BT STH IV (para 13),

¥l BHBREKICIVUTRHHE (a counterclaim) % Mz-A4R& L
TWAHEHE, FLREIFCID, FLBEIFCLVTIHBNLEI AT
B8, Th (b) KX TnOYRBERERAKE IFABOMEIH L LD
bhd, ¥LREHINS B0 LIEWBEIE, 255 2 v — A0 TR
REBOALIEC LY, EORBLGH L E RMERRER. 208, K
BIhBRETHB, LrL, ThoHrT 52 008K, JlAcRELR,
HRIhDXETHS (para 21),

DEo#E#HEr, EELHEXESLI0OS. “Contingencies and Events
Occurring after the Balance Sheet Date” L BEEICAEH L T-HZ LHARDL
htuws,

X HREZICHATIRH

BEFL LI, YFERER L, BHMBERITHRETARZIDHE
OENCRAETH L 57, BFIDAH VX AF, #FHFH] (para 9 of Honkong
SSAP #9) %\ 5D TH %, h25EELIT, HHHETR, FFEEOLHE
HEHCHLIhRE by, O hBERESRY, VWHEHHBER, W
RBHET, ARTREL, ThiHET S04, HHESSAP #9,
“Accounting for Post Balance Sheet Events” T 5,
BRREFZLEVDLOH, ZOL50bDTHoh0bL, WHHEROEZA LY
LERICRET HHFRIE, O EEORHCIALRVDTHS, ZDH
R IFRIART A ERTH01, WREF LW ETHD, #3h
5,

¥, MBEXROKTH L2, DEI/L - TREBOBATIE, BhLtD
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RS TEhIBERIRLHENSDTH S,

BRHERIIL, HEFSL (adjusting events) &, FFHEHES (non-adjust-
ing events) t X HFIh 5,

P MEOTERS L2, YHREECHEELLSHRBIOWT, h
BIFELIZ 2 LR TENNER Y b7 bT L 570, BRFLTH S,
PHhHRERRL, EERRD BT, YFREHLY D > TROLLLHT
EoMB#Hic, €8 (BE) L LT, REBEShhiuZiksbioy,

¥, TOLSKHBHEROBEXERTHHE 20N L LT, thask
B/ 120 AR FLRETV 2l Ed, Thd, BLENIIPT—A
vZeavH—vEZLRiEn, LW T EDHEREYRET SRS, —FF
BREA->TrLORERMCMBIRBOBL—IZTh, TOHBIHIHL
L REBOBEN L IhicidieH7ev (para 14),

Kic, FREHESTHHH, BEALDZBACR, ERRIhARGER
Hichsy e, DHMWME(DL HIEECHIRDLRIN, YEEL - Thb
WoPIhch, BUEMRNE IRV T84, T LTEThoXKENYHOEE
SBERORLTHE XL T5HEF D, window dressing W\":T?T;L»‘%ﬁ\ n
PAEWMIPLLEHEITFLINAT, HEFOEETYBRE LT AE bW
(para 15),

kD220, BREXBIESNEHE, TORFR, QLOHFROBAL,
bThiL e LT HMBHBEORK Y, Tk, »h»5EHE 0 BETATE
THHEDEW. THD (para 16).

TOMBHHEO B L. BBRLERT HHOSHAT, RENDHRETH
5o

il YEUBHEXIGRETRBERLCHAMSHE, TOMBIEROSHTH
RINBRETHSD,

sk, ZOSSAPOFMEMHUBE I VT, LROFARER I IVHRBES
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ZOWCHEARLE IR TV 5,

RBHSITIT, Pl X, ROX57cb DA DB (para2l), @UFHRE AN
FEH ShicBEEEOMEL, TOREAUKREZhEAR., ODH5TE
BE DT 23 3% B B Ol X » dABEARNC T L& v ST, REBAK
KBbhiBa, Ob3F LBRAH~ORMFEICOWT, £ OMEILEHR
BRAOERIDG, XM TE LI LoRd, MB#EROa e —F il
DLHERPAF INHE, ) SFMEEEOMEBATREIC OV T, Mk
REALUBC TP EBECRRN I X b, FRSEOhLBE. RN
By (RIXE) ©2oWT, I RBLFA EIR T FIEBROES RERT
Dol LERTHERIE OB E. (DEEOZIARESNRE LBA.
@HHLHDOUBIRER X VRO »A T35, FAABIVHEERHSED,
RYUDEE, WRRCIATIEBRYFRCAF LIHEE, (BETIEAR
RKIBELFEIRD D), (VSHREHRCE LTSRS L RRFRECIA
LT M- el E R RNOBE. OUBMBEAXPARERTH - L%
AT =5 - ¥ gy, REBRCRRLLHEA.

Fho, FFEEFRCL, RODOBFREIh T3 (para28), @QFHCEFE
B, OER L CHEORE, OBKR B I UHBEORT. DBEEEER IV
BEOMAS L UFH, ©KEC I 5EERECHEREORK, (DF L\#
RO, FLIABEEBHOEA, @UEERCITFHIA T X
57, BEBBHOEEL 1 BoBA#EIhLHE. OREE K L CREOME
B WEERDBCTE LSS, ONEABHEBOET. (HBHRAED LS
REATE. WA b 51 Fis X OHBFHR. DVESBHEDOHAK,

ZOHHSSAP H9i32, EFELSFTEAREF 95, “Contingencies and Events
Occurring after the Balance Sheet Date” L BEEW A L TWBHZ N, D
bhtTuw3,
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X BESHOBRBECHAT IR

FEHC VT, BEBBRCHAT L —HEAN, fhoLttDFRE~DE M
G055 bERIES . HCOBHSHEES IUVEENBRCIZR LRV, &
WHT LR, BAIEZATUS, Lil, HOARREERD > LOEEL
B EMOD5L40ENE D5 UTITR-> TV BHE, TO&it1HORY
3R G ORRTIR, TOEXSUEEI/ N~ TORBFEOHEMABRICOWT
THietEREPRE Lz bicidiebhiswy (KEx, TOLFECITHRIE
BREHEDI0XUTTH>Th) EVIRBBBRALE S TWBHDOTHD,
FEMToOWTOREMBERE VO MB LRI, SR 2 2 0EEH 2
RALATVS, VdDEthr,. TOEERBHO 1 %y, thii MR
G ORSERIMOSHEBCTTRS EWSBITRRELTEL, O
bz, HHRFAREOMc BT 2HEEE LT, BCREMEART TR, BB
N—FetkE LTOFIAEHH, BifiaE3E (PER), L 1S FlEL v
reHEERIC D EDWT, BEBEREXTROERALD B, £ LT, LO#K
Erdbo LbBHRODHHLETHET DI, BEBFHRCHALT, H#
FROBELIAL T, IREMSIETOFSEHA L Tlviow, Wbhd 5E5H
LT LERBEOBAICL DD EN, BHWEELZLRBDTH S,

DX, WhWABEAHKIATHIRHEREL TV S L00, FHik
SSAP 111, “Accounting for the Results of Associated Companies” T %
5, ThbBHAHBEERSIAbhTVWAEAIE, RAOBELHI,
SRED, B EBIVERLOBRAREZEMTHOTHD, Lih-T,
WHBIHSH I AT HRBEFIRROKE ICHA LT, DIBREDOZEELE
A-TWS, LaL, FEtkAWTH I 51T, FOoREEBRCIWLT
EENL XA VIERBELALEVWOTH S,

TDXOSRLT, YFgHFESLI, HiERHIAWL T, DHBEILLE
DEMSLHPRAT A LB, D% D, BLLHEKIB I iebhio s,
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(DB L O YMMAHEI D 5 LOYBBE 7 v — 784 (share) i3, EREHAL
FEEBCHEIRD, Th, QFORERAROMESH ORI X 2R
RRAKIC T BED 7L — 7 OB ML, BRESERBRCIH ESh 30T
BB, (otil, BRETRV, M7 — FORMEHBERICIZ, £hi, 5t EX
iz,

¥, HEBOMBLLEEI KT TH A, [BESH] L2, F4&Tizi
. YFBELHOD - Tho - Foik, GAFEILRFEHACKT 55—
FF—DIZEELDTH T, YUHEERHE FLIRBEI/ V-7 2, £0
LM} LT, e h OEBNIRTHELBLOTHS, HHVIE, TORE
Fon, REBELOT, hhihbhOXkEIOLDOTHD, EHI, ok
RRAEORALLRT, ich OEBNYFTHETHLENTED L, THD,
(ZoBHE, i) ORBHER, TOSHOMBNE X UEENEBRC S
WTOBRREBIZEMLS 52 &, ¥E%T 5),

BAEEEL LT, dL320%L EORBBERELD D7 HIX, BIRETR REEL
feWBR b, YEBEESH (F—7) X, bbb OB TTHETEINEL -
Twd, LHEINBXETHS (para 9), i, 0% FOBRERE T
EF, LrLARTLIEENO <~} >+ —TRIEVEE, KENEVHED,
WBFEI/N— T, ZITWSEENOTHEEIRVb0 L, BEIhENE
D TH% (para 10),

FOBRERE X > THESLNE 5 L RETHBA, LOBRIMERAD
R, YEEEH L FOFaH (R LTEhoa—BdSi S ¥k
W) REXBBREDDAEEDHDTHS (para 11),

BAESH A AT HREFOREBHIEABTIL, DEDL5KIE>Tw5 (para
13),

Bl YFIBELHBFOMBARTIL,

1) xOoRELMHORER T TETROhAYHE,
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2 EOHEFTRRbSLHPHCHA L TERIAERTH D, YETE
24 OMBHEEVIRETARINDHCES Shic, BRYMEN. §Fhb
NETH5,

Fow, YEEBESHOBRMBHEER (T, ThHMERIRRVWBER
12, HCOMBEXRYFEYCHE LD, Tk, JHECIER S hicf B
#) R\, BHEAHOBEHRE <A F AERKCHT S, YFBEI/ A~ T D
BAD, BRINBERETHD,

BEIAEBCHALT, Lo [F2] EBOALEBIEOWT, 2 VFL
KDORBE, DEDLS5TH5.

(1) A BEEL, FEESo @G5 #FHFE <1 F AFHERT A
THEEMYH, Bootlk, JIRRIhDXETHS (para 14),

() ERHBHEEL, HEERHABSOBMMTI\ T 5 BBER, Y
BN —-7ORBRBHOHEARCKVT, JIFRINEETHS (para 15),

(3) BIdiss LOBREEAHICVWT D, MEH/E I/ Vv — FTOEND B,
FEAlE LT, ERMBERC, YERBEI/ LV -TOHCEDHT (BEELBER
BFIFRLO HEXNhBXETHS (para 16),

@) FHEEESLOHFE ~ 1 F AHFRKORITD 5 BLORRTIT S,
YHBBE IV —TOBNE, ERMBERXRLTHERIADINETHS
(para 17),

(5) Bi#L#HOFLE, BEENELE, ERUAOFEHEH R, ToHEHA
BHEHCIEFH EENDETRR, (B ETH, BIIATFEI HEFH LA
BB IhDXETHS),

ek, BREMBERLIFE LVWREXHIZ,. EOU5H0)E TOFHFHRY.
HOOBEBHESYEETH LD, FRRIEOBRSHEBLIERT S
TERTLID, BHHRETHE,

wiZ, BERBEOLTHEINRDXEHEHE WE I/ V- F7ORBRBE
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KHrALTOHGE, AREERBROBELD, 2EVABD) KOWTIE,
DEDLSRBEIHR TS,

(1) LEBELHORMEHBRCE VT, BERIEA~DOX OLSHOFF T,
TOBRHEOFRMBE (=1 FA#— LIBHEEAE cdb&duT, itk
IhBXETHS (para 20),

2 BELHOBERENBRO LTI, BESH~NOYBRELE (7
N—TF) DR,

@ ZTOREBEORM~AF2 (bLbdbhid) HAE, &
(b) EOFHFMEHED, BHASHBRFIEL LUHESC VT, YFHHLE

TN — T DMLY
CHF T, RINDZRETHSD Kotk para 21),

Q) HEREMBHEK L, BERH L MBS — 7L OBORESL, FIFRE
NHERETHD, i, DHFFELHCAVCTEIEMEE, LOBESHNS
DEARE, REMEL TRV (para 22),

@) FEREEERBER L, HBEHESH L YZBE V- S LOMD, EERR
FEERG [0 b4 Ulc &, MEVEE ¥ R RBAKORCH EE3has~ET
H5, ¥h, HEARBLHECR, JIRRZIhHXETH 5 (para2l),

6) HERERENBELORBFHRHEESORTRENA LT, YFE /-7
CrXvEfREhb0L, BESHIK I - THFEIRELD LR, B 305
NETHB, (Fhe, WHABHEASHOPRARTH - T, FEKIVLTZL, X
LEBHEDNBBDEDVTIE, FhWTHE[4TH, RIhBEETH
% (para 25),

6) BIHSH~DOEBEOH ESBOWT, ThikBHRETYZ 54
BETE, ThADYTFLRHXETHD, i, TOHH FTFLBEIZR
RREINBERETHS (para 26),

(N HEREXLFRLIEEVWEESHZ, ERO#EER (EoQ1)—6) #, &0
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HOOSEMBRC VT ARV T, R iE0SENBELERT
b:&ﬂlof‘%ﬁ?dgf$b(mm2Do

BHEM RS E LTCRET 20 E»ORBECOWT, KORERD S,
b L YBBESE (Fr—7) B20% U EOEREXRELTWSDIL, £
hYBESH - LCAE LisvWiebiE, T0HEAE, Biltbhic AR,
BETRRITRETHD, X, #, HHLV LT, 20% LT OZFHRKER
ATHHEb20bbd, thyBiEstE LTRABELTWS 6, EEL
HENNMIEIR T IBHRRRINDLERETH D,

HEIEETHHHE, BESXHROVWTH, ERMBHEROEROBAL
Bl X D BER BThbhbXETHH, i, YHEESHE (7
=) LEEEAH L OO/ - BEOEYEL (BF) wIvLT, ToHl
WY AREBBIE LTHBR T, ETHH, i, BEFEI/ V- S LEH
23 DBOLHHGHB—HTHZ LLEFEIhTW5 (para 31),

BI#SHNEOERFEYSETH LoV T, L, /WL, Tk
AHBEEE LOHEARELTWSBARIE, FOHBORHEIEXRIhDEE
TH»5 (para 32),

BHESHANOEBEES P YUBBBELH TR, ZOTEHRIVREZH
TWBHE, TLT, 20Tt IBBKERI VELETIHE. tORES
HEZTDOTEME D AT HEGUBHHERCE T, T ILERRIh DB
EFHHT, TOBHESH~NOBRBEFITIVWTHYBVBRES D RN
ETH5 (para 33),

WHBE S OMESHNFLA T RMEESHEY L > TV BB, FOH
B OBEMBELRD LTt EEh B3N E MBI, V< Hh, Thil,
ZTOBESHEA R L - TWB TN =T D, FTOEML BB IVT
5, YUBBBELHOBMS THS (para 34),

VWi I CHBLETH - RDBRSRL H Tt 1Bh. TOEFHRE
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R B R ERIHMEES, £ ORERM L 27e ¥h, FORAUER, £0o&
HOFC I VT B, YBBERL (Fr—7) O, KFEBMSI, bIL
BoEecit Lz L oTdh s, Tk, FOEEALEC, TOEE A LI
DOFZED SRS e SRIBEITIT, £D4, YHE O L&BEY) Y T
50TH% (para 37),

BfLtIC o T 5 OMB E LZBACHAT HLHIR, AREREEH
HRE Y, TORAL, XRENEZIhD A, O ERENYELSH,
EDSBLDEES, THBH (para 38),

W /N — TORBHERC T, FTELBESEOBEMEHRS, R
XTNBRETHD, TORFEL, FhLOKMEEAMLIRIBH, tHUR,
@BIEEHDORITL TS, £27 7 ADOKROK BlHAD > BT, YEZsrr—
TREDVBEINTWBHK, BIVOFOBEELEOEEOHBECOVTD
BH, &7 Tu% (para 39),

oL EDHE Y OEBSSAP #1012, EEESGHAEH IS, “Con-
solidated Financial Statement” @ 5% b CRFLSH 2 A A - LT W53 L &
BREKLTWAILNHABEIATWS,

fris, BASMBRHEEK (B ICENERHES wkWvT, BEStOKFHF
WY VHIZERTREDL, KOWT, LOEHESSAP #1000 APPENDIX 1, 2,
32, FORGBMEBRETIE-> T3, Zhil, ABCLREI LT3,

X AEBRESE

I<HbhTVB XI5, DHARE/MMNERAREBEDLI L DD, KD 2
DOBETHD, ODNABRTERIWLEERS B2k (ex. SARCPEE
fTle - T, EHEXARERE LTV BEE). Qd50EN, £ALE (F&
t, B, ) 205 UUOMNER TR BE. ZoQDHA
ik, FDOENCEOUBHEREROSR I 112 1 BE, URBEKHLOMY
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HABRCHIAUDERDDTHA .
ED20DWThOy —AREThH, AELOHFTDLHET, ThHAR
B MNFIESHOREERCBRA LT h kb, TORMELZRD
B> TWBDHN, BESSAP #11, “Foreign Currency Translation” TH 5,
LD, ARBEG| 5 CRABRRIUBHRYRET 5850, TOBEW
2, RO 2OTH5, DABHBOEES, YFXHOF vy Y2780 %F
DHEEARAC K IETHELAN - WL 55 X 5 R EEAMIRETH
D, ¥k, BEROMBHERIEETHORE - AELTREIFIHTET
b5, ONRBBE L SUEKMBHERL, BREMNOABRBMBHERCESTH
EINCHEETO AR YT XETHD (para 2),

D SSAP BT, BEFHIIRD 2 20BBEYE-T, EEIA T
5,

(1) EHEOMBHERDOIFRT KT HAKRAR.

2) HEREHBHEROERIC BT 54 RE,

Y, F 1o, FAiStOMBARC ST HIA4ERECOVWTELILS,
ABTCRREhTWHEE, AR PRI CRBEHIZ, TORSINBELE
ARBILTWAREL -+ T, YEBEARCREIhINETHS, V-
FOBEEBHCL LD L BVWBERIIE, YFEEPHL - TRETHZELEH
Thd, REV—-FHRFEPYTRESTWAHHDTOWTE, £OLV— FARAW
HhaXETHA (para 19),

FREEEC O VUL, FAIE LT, £hii—BAR»OHRERRCREX
h, iL&Ihs &, LI, WHkHBELLIhHXE TR (para 20),
BRAEACET, ARZBRIOWCEERES LUARKIR. TOHD [#
hv—+] CHREINRDXETHS, ¥, YFDGIOFRFEC L - CTHEIh
KAEEL - FAHAVCOLRBREZIRESTWBBEIIE, TO L — FAMEH
EhBRETHS (para 21),
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Fiernt, b v— ) L SFHREBCHI LTV SRIFELOR
BL—-1tThH->T. TOHORFORbHKEITSB, EHV—-FERWLV— T
EDEHTH D (para 11),

ABEREZ, BOEWGI, TORGIERENFO LV — b (FIRFTREA V-
F) SR B V- P TREIAICHE, Tk, RBRERGICOWTR, £
DEREACAVOIhD V- FHRICAVGOhicV— FE R TWABAKR
5, b1 HAFEREZ, BEOCBACIERARLE LTHHEIhD B,
Th\EERFR7s (extraordinary) &80 54 UiclBEwcil, £OAFEHR D,
HHEE L, BRFEBE LT EEN D (para 22),

ERSEEIORE LCABEHNTH - T, LErbZOEBOTRWERD
BUVIFEHTERICOWTRW RS 2B AR, BRHESCH LXh b NE,
FOABEROFVEIRINDRELE,E, HEUOENIS, L<ExS
NXETH5 (para 23),

HEBREEYHRCHRELTEY, LT, ThEAAREARKC L ST
77 AFVAIRT WSS, TR, ThidemAr GEb EizHV) &Y
REoT~y PERTVWABHEE, TO200£HMBRILTWBHATIR, £
DIVISEEE ., MBMKROMI D L — + T, BERNBRCHEIhLZRETH
b, LT, ThItBILTRA Lc B8z, HEESE Tt A
ATV BEXOID, £ LT, LOARBALE I REYEOCRE
L7cABEED. TOHKSEBCIVTAHBAB L LT, DXy, FIRER
REC|ROBEL OB,

LORHLERABE B b h B DD 2 004&H LI, KDIDTH 5,
(@ CoLHHEcEVTh, LOBASE RREHROITE Ul RBEHE

BHBREIhDDR, EHAOAEEREECRE LIcAELRGOBHE T

THD, (FhEkI i, MTEOEHEL, b LdDH-Th, RALID, i

DABER L HBIZIATVOTHS),
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(b)

ZTOHNEBREAS T LIEHRIGT, YFNRERECTIWTE~y OF,

ELTHRBAZIhTED, ¥ r550LL0) FHTRFRIEREL R
(para 25),

¥, TOXOKR, DEEYRWN, BOEAKREBEECIVTHE~,VEL
THWHIhLBHE, TORMCETS TE5IHELIT VI T L] UM
LSBT 50, ML S, ZOHFIEELRSVIT AL, TOH
K EDOHBIIZOWT O, BIEIhickROEH L — F TOBREREE, BN
RIRBFORIBS L — + TOBRBEEE OBOEETH 5.

ZRIZDOWTOLEAEIZ, TOLEY, TOEYHMchc - THEAL
T h, FRREFOFBEETLITORKEY b - T, FIRHASCHE
it EENhB0THS (para 25), 4

ALK, EPRGICOVT, ROBENRD D, b LddoFRENILEY
B, —RHEDHEEEDO~ » VTR T— (BEHEEAH <A
AEMARBHER%T D) MEEEEI LRABRBC VW T~y DL L
THVWbhDEHIE, £ I RE L ABERER, —HAS TS
—HFHEBCH EIhBXETHS, LT, £ TCOEFIEELRS
V37 Az, ROEMIECHI > THRAIhD 5, Ecii—RASHE
Tkl — BT EX3Nh 5 (para 26),

Y EOBE L, REABIHECI VT B~y D& LT, FERBNL
EWFEOHBACLhBHEE, TORPHMSPR, AFHBOEHRDH > Th,
BEIFZB I, FOPBIKITIZ, £OEEHS, LI YFEW
S (AEERBRES o LTI, S5 [HETLRXTLIT7T A
iz, ORWHECbic-> TERAZh S5 % ixt OFBEULIBEEY
BOEXBNI 5 (para 27),

TiX, OFIC, HB2OME, ENLEORE - HRETOVWTRTRI S,
ChEDOWTOE, LRoTELAFI ADOLHEIEZ, 72V HDE
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h (FASB #52) SEQIL T, YEEALEOREEHCHEL, thil
ELTWHEENEOEHDARTH S0, KIHLT, BEHEYRCTID
THDH, 2FhH, FOTEEE (dominant currency) —7 2 Y h DL
TV 5 BEE®IS (functional currency) PUSTENCEILBCET
HEDERTHZHAIE, TOMKEERNBRLEOESBE, YUHREH
CETAHT0 V- CREIRDDTHD, TLT, TIhLELHHH
BEHZ, HEHESCHEE LTGHEIhs0Tiie T, BEECEMEY
BFiz, HReXs0 1HAE LT EENhS (para 29),

COB®BEEY. ZOSSAPX, FiY)0 v— MBS E D (the closing
ratenet investment method of translation) &FEA TL 3,

ZOHEE LB, BIEFEEOEHBOBREIRZ, MK O V-, TN
RUPIFRPHL - I D BREZhZXETHD, RENBEER LOFFHBA I,
ERDOX 5, PRV - ML ->TWBDT, BEFESHPHEHL ~
ZEABEETR, HETOXVvAETSE, Zhik, BEaeHHEs LTAETS
DTH5 (para 30),

BED, whiffiRa vy b - V= PRI, YFENCEY IR TIER
BEDHEEDERTHLBHTHAH A, £5 TR T, HREHELWL
Bt oRET SEHOBER AT DENACEOREEDY TR T 5BERK T
DOHB/ITIE, Wb LHTVRIAENFRAINDZDOTHSH (para 31),

ZOBHET VRIS AVENEA IR AEEL, 2Tk BEFERIERE
M UBAREBERC L > THEZIR TV HDEMnD, b e b EEFOENDE
DOEHL, TOBRSHOBEERARC L > THEINHAIXRETHICDTH 5,
ZOAROWEDE D Hi~EFMET 5 REARD 0, »b B RS BT
57bDHEN, T VRS AMEKIRDIE, LELXLNB,

feds, 7 AV HDLFKE (FASB #52) Tk, ERRIABSEO®RE
METHEL, D ETHFTFREDr—HL - ALYy —Thigl, #3




108 ERLERHEOWRR

HRETHHBELDVS5HELT, TOBEXLERLTV 50, &l
SSAPTIX, 2D BUHEHIE DOV TR, ok ERIA TV,

PR BHBREHECOCTUR, YBENELBELH L OBGRIEL LI
NEH, WHPLHEROFRINFEHEINBREZ L, BEFEIhTW5
(para 32),

e, EALE (FoH, BESHS) ~OMBEEY 7,1 -V 2 T5Hk
BIT, Elit, FRERWT D~y SV 7 DRBHIc, MMEBEAS T 2t
1] GER) TN IR TV58BE. ThOoAREAS T AR5
HEHRKNCRE L ABRRZ, ROBE0 L > CBESHESCH EXh
T, FREFED 1HEE LT EZh, FOMBED Licd: Li-alE
FLRBRINDLDTHSD, LKL, COFHENFEHAIhDDIX, RD3HD
FUBRRYUTHHREDOARTDH 5,

(1) YFWBELHEFOENDE L OBFRS, EREDOLDITHTIL — ik
PHWHZERELLTHLOTHDHT &,

2 EoRHEICEVTH, EOABREAS T LIZEWRYCA LS
BEASR L OHB AV LGRS DR, LROMBEHEICRE L ASER
DEENDOALTHDHZ &,

() TOMEMEASE R BAREMBOE. Tho S HREREC 22\
LNy VTHBHELTERPINTED, 20, £DX5HHDELTHYT
BBk,

AL, EYRULBDHHMBEERCIIVT A~y DL LTHVWBRTWS
BET, TORECHATIEFIEELRSV 1 7 402, TORPMRIC
bilcoTHEHI NS, T, FOFBH T BEEY b - THIEEA
it tb¥hsX&Ecds (b Lkpara 33),

RRSHADEADEC I LT S MEE L, BREEE VO Y ES
DBRBETIXDH BB, LavL, FhUACLEMARAFELYZ IV — T
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TOEFRERBRER L LT EhEBHIHHDOTHS, 2FhH, H2EFHN
ACHEALRA S HLVABNEERY b » TisbhLBEIIR, Thid,
MR SIs SR B, Lictis T, TOWA. Thi 2 HCRE LI AR
EZHER, BARFAFABCIH EEh 0Tz, ARz LVT550E
ELTABEINBDTHD (para 34),

FTARZ 8 -2 ORECOVTIR, ¥ ¥, HEAEREMBERZORRE T
EAFERBRONE TR, MBERCERINRAXETHS (para 35),

i, BT REBEERS IURSHYRVT. ROBEFHRS, MBHERCH
RENDBXETHS (para 36),

1) ARBEAS A FAARBHST L U AR EHEEOME.

2) AREHRKNCRE LI ABEREOMBE L, ThcBIE L858
¥V 7 ADSH, |

(3) RABERDLSA ULFRRARLSOMEBH.

Itk BESHEE AROBESLEL, BEGBR~OEL LTHRE
hBAX&Z il »TWw% (——the 10th schedule, para 12 (4).

BRI, TOFEESSAP #1112, HEERKFH AR 215, “Accounting
for the Effects of Changes in Foreign Exchange Rates” & ##iz—% L T
WHBTZER, BDLRATV S,

M HBRECHATDRE

Zhid, BHHESSAP #12, “Accounting for deferred tax” i\ THED
h, BEShTVWHHETHS. KFRAK Lo » THB#EXR ETRES
hHMAEL, RECLAR > TREZ N D, REORBFH (taxable
income) &Oiciz, BREMBEE LTERNEET S, TLT, FIEEGRE
WRESh X, BERBEY BECKBRTS, YELEDO (BS54 M
BERE LTIZ, L ETH, HEOMBAR LOMAIET VT 5 RBH
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RELBKRETHS, LEXLhBDTHS, LhL, TOHEELE
R CTHBHER EOFERBEYRET A L, TOFEIEEOEBM & 1 2%
THIEWSB, bLLZDOERPKENLLOTIXARL T—BHL L1 3
v EOERBER LT, BEBREORMCHI - TR EFDER
2 B INBTHAL D, FDXA I Vv IEERAE BEOBME
DIFSHNECEE) FLREE REDORIRIVKRIVHE) &LLT,
BOEAB T LA, BRE S >T< B, (ExMERIGEEI B ERD bR,
BRI EERAEH IR 5B,

FhIEK LT, MEREOERS, JFRECEVCTHHHELLVBE, »h
BB TEERIZ, AR B VTH, WERIC X DRI T 72k
B (EWS 1EORA) BEELREV. LEHRST, OB/, OB
BOERYBRIENDZ LKL, BHRIILVWDIT TS,

PO BLEFC T ERRECOWTORA I VIERVBROEND
BE, TOEROEFCHOVWTREER 2T 5> Htkx, 28 LR
(full provision method) &\+5, L L, ZOSSAPTIZ, Z#it @Gy it
s, EHELTWS (parads), TOEMAIIR, - & ibf@ﬁiﬁtkgﬁ:fﬁﬁ]
Bwit LU, BREECHRIC 2 ) D WEHBRRE E LTk - 88—
BRELZTVTh, BEEEEOREREMND 5BEMENCT tbh T
&, XOBEEC KT 2BV ENC I 5HBIFLVWEECHATHEK
TeEEHOH L X v BESIh, LALHERIFEELL, L5 ED
BH55B, DBBBARIE, CDEM I VIERCIE, hiZBEWE (a
hard core) HiEEDH & Ll b, FIZXFEBRIC BT 5 EHN AR ES = &1
BHEDTHD, LicdioT, Z0 X5 CHBAKIERINEVBAER
ERCOVWTREX RIS &, EBECRTSD, Lvbhillesbioy,

CORICEZDE, BERSHSHCEH EINDRETHBEDIR, &1 3
VIZEROYBROMRE LT, TOMBERLH S N0 LD L THE
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NEBEDHZTHDIENT1 D, FLE LD X 5BATI OKENT
Ihien & FWRABBELXfTabli v L2, FURIhHDITTHD,
ZDEB, 2 IVIERDS LD 1R OLERENET D k%, =
DSSAPt, 845t Lkl (partial provision method) & /Y, ZhE AL
TWBDTH5,

Dk, ZOSSAPIZ, DE¥D L ICHEL TV,

24 I VIEROHFBC L > TRIENLhL, ¥REDLIACEBRE
2, BAETIREENEHE IR (crystallize) 7 EFHEIBZNED, 3L
AN BRE TR (para 15),

Do HRERB AR E CREEIBR I MgV BT DT O,
GEPEFEECS ESWTThbhBXETHD (para 16),

ZOHRER, UBMBERISDMRETERIND ¥ TRFIATER, T
RTOFERELERCANRTRE SN ZRETH D, LK, —HOKXKEE
bl o TOMBHEPETFHEED D LI b, XROBEBREBOTH
Fhptx—vERRLBNETHE, RIMIE L\ ol 20 DAKOG
ERREOREER I I LI TWa2 B4, HBREFIEREhS 5T
LI EARLZH AT, HEREREZILbA BRI THS (para
1N,

BEMBARES M, oy =) —OREABEE L, HRXh, *
Do BYEIN3XETH5 (para 18), .

S8 (20 ORBABHIMNETHILHFIBL I IREC LKL, A
BRBEENURIN D Z LK 586, EERCHH,» D BENREHBRICEH L
TRHEREDIepE, RKOYE CREKOBRBTE»r2 VD LD) 2%
ROWAD KIHT) MM X VLB BTHH 55, DEh, EDL5
RBRBEDORKOBURFTER RS ZHERC DR, 5t LTS, LvwdEET
RETHD (para 19),
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i, A BHEROBMBEE LR RKOBEBIMHEIL, L0 XS IeBE
YAVCTHEIhARETH D2, ZOREOWTE, MBERE) & TAK
Bl W5 200KERDDH. T LT, TOEHSSAPIR, #EXRATAO
TdH5,

MEDOBRERIC I HUE, FD24 I VI7ERIRE LB ERIRT
WABENTOAR T CREEORB I CHA I h, gL 2 BEOLE
BWihdhicd LTh, FOAFEICIBEOCRB I EFT R fTichbhicv, &
WO DRk, ZORMBIIE FTOBRECKRAR, GEHEBBATHY,
o, FOABER., REFHEVWSI I D IEERABINLG (deferred tax
credit) LW HREELLTHS,

BEOABB I T, 24 I VIERL, KRBT L OB FEET
HEECHEAZINATHAOIBELYREEL - T, ThRIDEFEEhZOT
b5, M. BROXELFHFCHMOATWIVERY, SHOBREKN, 0
AROBEC VT IREOREI LLT, FHIhZOTHS, ZOAK
BT, ZOSSAPREVTERAIRTWS [B45t L&l OBNTH S, K
KEWTHIHLSNE, FRBZTIWY 5N, BEBRBLYHETHEVSH
B, —~Bi<FEeTH, LXEIhD (para 48 and 49),

COXSBEREY, FTHEARECEWT, VHARHRTRETH
B, TO40, @EOEERHCHEET LREBRFL, AEOEEEDH
DHOEIWT VT HBBEAD 1 8 E LT, BRI ES I RTOETRYE
RENDLRETHSH (para 20), BERPABCEAT SRERBEL, 20 5H
Bl 5880 18& LT, ARHESELE, ¥ Z0ET, KHER
IhDHRETHD (para 21),

Y AT 5K LOBREBESDO B, EKERIhDHXETHD,
o, FOTBELBRERCIMEINSXETHSH (para 22),

BB IOEREOEENLAT HRERS~DOBIER, YHOMBER
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DIPELTEHERREINBRETHS, LirL, EREROEE, Fiid
BUFOMBBOROEE S S OEFL, EELBAE, BRHEE L LTR
hBEbhDXETHS (para 23),

BER SRS L LOMBRERI, BREHBRLILREOECEVT, B
RENDBNETHSD (para 24), Fio, BREBRES DA ¥ 722 BR T,
BERWTHRENDXETHD (para 25), Kit LOBREBSO2SH T,
HRINBRETH), TOBRERCHBMLTEIRDNETHS (para
20,

BEIC, ZOSSAP #1213, HEX&AHAEREHF12, “Accounting for Taxes
on Income” DAHBEBERCAHLTWBI L, BDHLATWS,

W R

LLEDEEN SN S & 51, BHHSSAPIZ, T 51 ¥ U A DSSAP
LEDLDHTHULTV-5DTHB, LhL, flzidtihic > ToLtaRE
Tk, BEOREFEY ML T, BENBERLT (L) L LTHESH
TWTh, ThiBRUGhEMY ~AFr—1 FTHD, LT, REAIL
LTS S ebh b, v o fil, EFC=—2ThHD, i
—~BORRCHINTHTHS 5,

H2OKRELT, BHESSAPIR, 1 FYADThIEHFELT, el &b
B L2, BRGRMEEROMEAFE, T2 & LERMHEAC L T, s
GELTEDLXDULERILST, FEiFMICd &L EITETHS, &
Bbhn, FEFENEORERSZibh, ¥ RHEFHELE D < HVERK
SRhTVE, ZH5VHSIEHRVERREDLTHS .
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Accounts and Audit

121. (1) Every company shall cause to be kept proper books of
account with respect to—

(a) all sums of money received and expended by the company
and the matters in respect of which the receipt and ex-
penditure takes place;

(b) all sales and purchases of goods by the company;
(¢) the assets and liabilities of the company.

(2) For the purposes of subsection (1), proper books of
account shall not be deemed to be kept with respect to the matters
aforesaid if there are not kept such books as are necessary to give a
true and fair view of the state of the company’s affairs and to explain
its transactions.

(3) The books of account shall be kept at the registered office
of the company or at such other place as the directors think fit, and
shall at all times be open to inspection by the directors:

Provided that if books of account are kept at a place outside
Hong Kong there shall be sent to, and kept at a place in, Hong Kong

and be at all times open to inspection by the directors such accounts
and returns with respect to the business dealt with in the books of
account so kept as will disclose with reasonable accuracy the
financial position of that business at intervals not exceeding 6
months and will enable to be prepared in accordance with this
Ordinance the company’s balance sheet, its profit and loss account
or income and expenditure account, and any document annexed to
any of those documents giving information which is required by this
Ordinance and is thereby allowed to be so given.

(3A) Any books of account which a company is required by
this section to keep shall be preserved by it for 7 years from the end
of the financial year to which the last entry made or matter recorded
therein relates. (Added, 6 of 1984, 5. 87)

(4) Ifany person being a director of a company fails to take all
reasonable steps to secure compliance by the company with the
requirements of this section, or has by his own wilful act been the
cause of any default by the company thereunder, he shall, in respect
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of each offence, be liable on summary conviction to imprisonment
for 6 months and to a fine of $10,000:

Provided that—

(a) in any proceedmgs against a person in respect of an offence
under this section consisting of a failure to take reasonable
steps to secure compliance by the company with the
requirements of this section, it shall be a defence to prove

-that he had reasonable ground to believe and did believe
that a competent and reliable person was charged with the
duty of seeing that those requirements were complied with
and was in a position to discharge that duty; and

(b) a person shall not be sentenced to imprisonment for such
an offence unless, in the opinion of the court dealing with
the case, the offence was committed wilfully.

{ Replaced, 80 of 1974, s. 12)

122, (1) The directors of every company shall at some date not
later than 18 months after the incorporation of the company and
subsequently once at least in every calendar year lay before the
company in general meeting a profit and loss account or, in the case
of a company not trading for profit, an income and expenditure
account for the period, in the case of the first account, since the
incorporation of the company, and, in any other case, since the
preceding account, made up to a date not earlier than the date of the
meeting by more than 9 months, or, in the case of a company
carrying on business or having interests abroad, by more than 12
months:

Provided that the court, if for any special reason it thinks fit so
to do, may, in the case of any company, extend the period of 18
months aforesaid, and in the case of any company and with respect
to any year extend the periods of 9 and 12 months aforesaid.

(2) The directors shall cause to be made out in every calendar
year, and to be laid before the company in general meeting, a
balance sheet as at the date to which the profit and loss account, or’
the income and expenditure account, as the case may be, is made up.

(3) Ifany person being a director of a company fails to take all
reasonable steps to comply with the provisions of this section he



shall, in respect of each offence, be liable on summary conviction to
imprisonment for 6 months and to a fine of $10,000:

Provided that—

(a) inany proceedings against a person in respect of an offence
under this section, it shall be a defence to prove that he
had reasonable ground to believe and did believe that a
competent and reliable person was charged with the duty
of seeing that the provisions of this section were complied
with and was in a position to discharge that duty; and

(b) a person shall not be sentenced to imprisonment for such
an offence unless, in the opinion of the court dealing with
the case, the offence was committed wilfully.

( Replaced, 80 of 1974, s. 12)

123. (1) Every balance sheet of a company shall give a true and
fair view of the state of affairs of the company as at the end of its
financial year, and every profit and loss account of a company shall
give a true and fair view of the profit or loss of the company for the
financial year."

(2) A company’s balance sheet and profit and loss account
shall comply with the requirements of the Tenth Schedule, so far as
applicable thereto. :

(3) Save as expressly provided in the following provisions of
this section or in Part III of the Tenth Schedule, the requirements of
subsection (2) and the said Schedule shall be without prejudice either
to the general requirements of subsection (1) or to any other
requirements of this Ordinance.

(4) The Financial Secretary may, on the application or with
the consent of a company’s directors, modify in relation to that
company any of the requirements of this Ordinance as to the matters
to be stated in a company’s balance sheet or profit and loss account
(except the requirements of subsection (1)) for the purpose of
adapting them to the circumstances of the company.

(5) Subsections (1) and (2) shall not apply to a company’s
profit and loss account if—

(a) the company has subsidiaries; and
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Q)

(6)

the profit and loss account is framed as a consolidated
profit and loss account dealing with all or any of the
company’s subsidiaries as well as the company and—

(i) complies with the requirements of this Ordinance
relating to consolidated profit and loss accounts; and

(ii) shows how much of the consolidated profit or loss
for the financial year is dealt with in the accounts of the
company.

If any person being a director of a company fails to take all

reasonable steps to secure compliance as respects any accounts laid
before the company in general meeting with the provisions of this
section and with the other requirements of this Ordinance as to the
matters to be stated in accounts, he shall, in respect of each offence,
be liable on summary conviction to imprisonment for 6 months and
to a fine of $10,000:

Provided that—

(@)

®)

(™)

in any proceedings against a person in respect of an offence
under this section, it shall be a defence to prove that he
had reasonable ground to believe and did believe that a
competent and reliable person was charged with the duty
of seeing that the said provisions or the said other require-
ments, as the case may be, were complied with and was in a
position to discharge that duty; and

a person shall not be sentenced to imprisonment for any
such offence unless, in the opinion of the court dealing with
the case, the offence was committed wilfully.

For the purposes of this section and the following pro-

visions of this Ordinance, except where the context otherwise
requires,—

(@)

()

any reference to a balance sheet or profit and loss account
shall include any notes thereon or document annexed
thereto giving information which is required by this Ordi-
nance and is thereby allowed to be so given; and

any reference to a profit and loss account shall be taken, in
the case of a company not trading for profit, as referring to
its income and expenditure account, and references to
profit or to loss and, if the company has subsidiaries,



references to a consolidated profit and loss account shall be

construed accordingly.
{ Replaced, 80 of 1974, 5. 12)

124. (1) Where at the end of its financial year a company has
subsidiaries, accounts or statements (in this Ordinance referred to as
“group accounts”) dealing as hereinafter mentioned with the state of
affairs and profit or loss of the company and the subsidiaries shall,
subject to subsection (2), be laid before the company in general
meeting when the company’s own balance sheet and profit and loss
account are so laid.

(2) Notwithstanding anything in subsection (1)—

(a) group accounts shall not be required where the company is
at the end of its financial year the wholly owned subsidiary
of another body corporate; and (Amended, 6 of 1984,
5.88)

(b) group accounts need not deal with a subsidiary of the
company if the company’s directors are of opinion that—

(i) it is impracticable, or would be of no real value to
members of the company, in view of the insignificant
amount involved, or would involve expense or delay out of
proportion to the value to members of the company; or

(ii) the result would be misleading, or harmful to the
business of the company or any of its subsidiaries; or

(i1i) the business of the holding company and that of the
subsidiary are so different that they cannot reasonably be
treated as a single undertaking;
and, if the directors are of such an opinion about each of
the company’s subsidiaries, group accounts shall not be
required:

Provided that the approval of the Financial Secretary shall be
required for not dealing in group accounts with a subsidiary on the
ground that the result would be harmful or on the ground of the
difference between the business of the holding company and that of
the subsidiary. .

(3) Ifany person being a director of a company fails to take all
reasonable steps to secure compliance as respects the company with
the provisions of this section, he shall, in respect of each offence, be
liable on summary conviction to imprisonment for 6 months and to
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a fine of $10,000:
Provided that—

(a) inany proceedings against a person in respect of an offence
under this section, it shall be a defence to prove that he
had reasonable ground to believe and did believe that a
competent and reliable person was charged with the duty
of seeing that the requirements of this section were com-
plied with and was in a position to discharge that duty;
and

(b) a person shall not be sentenced to imprisonment for an
offence under this section unless, in the opinion of the court
dealing with the case, the offence was committed wilfully. .

(4) For the purposes of this section a body corporate shall be
deemed to be the wholly owned subsidiary of another if it has no
members except that other and that other’s wholly owned subsidiar-
ies and its or their nominees.

( Replaced, 80 of 1974, s. 12)

125. (1) Subject to subsection (2), the group accounts laid
before a holding company shall be consolidated accounts com-
prising—

(a) a consolidated balance sheet dealing with the state of

affairs of the company and all the subsidiaries to be dealt
with in group accounts;

(b) a consolidated profit and loss account dealing with the
profit or loss of the company and those subsidiaries.

(2) If the company’s directors are of opinion that it is better
for the purpose—

(a). of presenting the same or equivalent information about the
state of affairs and profit or loss of the company and those
subsidiaries; and

(b) of so presenting it that it may be readily appreciated by the
company’s members,

the group accounts may be prepared in a form other than that
required by subsection (1), and in particular may consist of more than
one set of consolidated accounts dealing respectively with the com-
pany and one group of subsidiaries and with other groups of sub-
sidiaries, or of separate accounts dealing with each of the subsidiaries,



or of statements expanding the information about the subsidiaries in
the company’s own accounts, or any combination of those forms.

(3) The group accounts may be wholly or partly incorporated
in the company’s own balance sheet and profit and loss account.
( Replaced, 80 of 1974, s. 12)

126. (1) The group accounts laid before a company shall give a
true and fair view of the state of affairs and profit or loss of the
company and the subsidiaries dealt with thereby as a whole, so far as
concerns members of the company.

(2) Where the financial year of a subsidiary does not coincide
with that of the holding company, the group accounts shall, unless
the Financial Secretary on the application or with the consent of the
holding company’s directors otherwise directs, deal with the sub-
sidiary’s state of affairs as at the end of its financial year ending with
or last before that of the holding company, and with the subsidiary’s
profit or loss for that financial year.

(3) Without prejudice to subsection (1), the group accounts, if
prepared as consolidated accounts, shall comply with the require-
ments of the Tenth Schedule, so far as applicable thereto, and if not
so prepared shall give the same or equivalent information;

Provided that the Financial Secretary may, on the application or
with the consent of a company’s directors, modify the said require-
ments in relation to that company for the purpose of adapting them
to the circumstances of the company.

( Replaced, 80 of 1974, s. 12)

127. (1) A holding company’s directors shall secure that except
where in their opinion there are good reasons against it, the financial
year of each of its subsidiaries shall coincide with the company’s
own financial year.

(2) Where a holding company or a holding company’s sub-
sidiary wishes to extend its financial year so that the subsidiary’s
financial year may end with that of the holding company, and for
that purpose to postpone the submission of the relevant accounts to
a general meeting from one calendar year to the next, the Registrar
may on the application of the directors of the company whose
financial year is to be extended direct that, in the case of that
company, the submission of accounts to a general meeting, the

holding of a general meeting in order to comply with section 111(1), .

121

Contents of
group accounts,
1948 c. 38, 5. 152.

Tenth Schedute.

Financial year of
holding company
and subsidiary.
1948 c. 38, 5. 153.



122

Statement in
holding
company’s
accounts of
identities and
places of
incorporation of
subsidiaries, and
particulars of
share-holdings
therein.
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or the making of an annual return shall not be required in the earlier
of the said calendar years.

128.

( Replaced, 80 of 1974, 5. 12)

(1) Subject to the provisions of this section, where, at

the end of its financial year, a company has subsidiaries, there shall,
in the case of each subsidiary, be stated in, or in a note on, or
statement annexed to, the company’s accounts laid before it in
general meeting—

(@)
»
()

(2
(@)

(0

(0)

the subsidiary’s name;
the country in which it is incorporated; and

in relation to shares of each cluss of the subsidiary held by
the company, the identity of the class and the proportion
of the norminal value of the issuc shares of that class
represented by the shares held.

For the purposes of subsection (1)—

shares of a body corporate shall be treated as being held, or
as not being held, by another such body if they would, by
virtue of section 2(4) to (7), be treated as being held or, as
the case may be, as not being held by that other body for
the purpose of determining whether the first-mentioned
body is its subsidiary;

the proportion of the nominal value of the issued shares of
any class represented by the shares held by the company
shall be stated by way of a percentage, and any such
percentage may be stated to the nearest whole number per
cent except where it is between 49% and 50% or between
50% and 51 %, in either of which events it shall be stated to
as many decimal places as would be required to indicate
the percentage, to one significant figure, of the proportion
of the nominal value of the issued shares of that class
represented by one share; and

to the particulars required by subsection (1) there shall be
added, with reference to the proportion of the nominal
value of the issued shares of a class represented by shares
held by a company, a statement of the extent (if any) to
which it consists in shares held by, or by a nominee for, a
subsidiary of the company and the extent (if any) to which
it consists in shares held by, or by a nominee for, the
company itself.



(3) Subsection (1) shall not require the disclosure of informa-
tion with respect to a body corporate which is the subsidiary of
another and is incorporated outside Hong Kong or, being incor-
porated in Hong Kong, carries on business outside Hong Kong if
the disclosure would, in the opinion of the directors of that other, be
harmful to the business of that other or of any of its subsidiaries and
the Financial Secretary agrees that the information need not be
disclosed.

(4) If, in the opinion of the directors of a company having, at
the end of its financial ycar, subsidiaries, the number of them is such
that compliance with subsection (1) would result in particulars of
excessive length being given, compliance with that subsection shall
not be requisite cxcept in the case of the subsidiaries carrying on the
businesses the results of the carrying on of which, in the opinion of
the directors, principally affected thc amount of the profit or loss of
the company and its subsidiaries or the amount of the assets of the
company and its subsidiaries.

(5) Where, in the case of a company, advantage is taken of
subsection (4),- -

(¢) there must be included in the statement required by this
section the information that it deals only with the sub-
sidiaries carrying on such businesses as are referred to in
that subsection; and

(b) the particulars given in compliance with subsection (1),
together with those which, but for the fact that advantage
is so taken, would have to be so given, shall be annexed to
the annual return first made by the company after its
accounts have been laid before it in general meeting.

(6) 1f a company fails to satisfy an obligation imposed on it by
subsection (5) to annex particulars to a return, the company and
every officer of the company who is in default shall be liable to a
default fine.

{ Replaced, 80 of 1974, 5. 12)

129. (1) Subject to the provisions of this scction, where, at the
end of its financial year, a compuany holds shares of any class
comprised in the equity share capital of another body corporate (not
being its subsidiary) exceeding in nominal value one fifth of the
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nominal value of the issued shares of that class, there shall be stated
in, or in a nole on, or slatement annexed to. the accounts of the
company laid before it in general meeting--

(¢) the name of that other body corporate;
(b) the country in which it is incorporated;

(¢) the identity of the class and the proportion of the nominal .
value of the issued shares of that class represented by the
shares held; and

(d) if the company also holds shares in that other body
corporate of another class (whether or not comprised in its
equity share capital), or of other classes (whether or not so
comprised), the like particulars as respects that other class
or, as the case may be, each of those other classes.

(2) If, at the end of its financial year, a company holds shares
in another body corporate (not being its subsidiary) and the amount
of all the shares therein which it holds (as stated or included in its
accounts laid before it in general meeting) exceeds one tenth of the
amount of its assets (as so stated), there shall be stated in, or in a
note on, or statement annexed to, those accounts—

(a) the name of that other body corporate;
(b) the country in which it is incorporated; and

(¢) in relation to shares in that other body corporate of each
class held, the identity of the class and the proportion of
the nominal value of the issued shares of that class repre-
sented by the shares held.

(3) Neither subsection (1) nor subsection (2) shall require the
disclosure by a company of information with respect to another
body corporate if that other body is incorporated outside Hong
Kong or, being incorporated in Hong Kong, carries on business
outside Hong Kong if the disclosure would, in the opinion of the
directors of the company, be harmful to the business of the company
or of that other body and the Financial Secretary agrees that the
information need not be disclosed.

(4) If, at the end of its financial year, a company falls within
subsection (1) in relation to more bodies corporate than one, and the
number of them is such that, in the opinion of the directors,
compliance with that subsection would result in particulars of



excessive length being given, compliance with that subsection shall
not be requisite except in the case of the bodies, carrying on the
businesses the results of the carrying on of which, in the opinion of
the directors, principally affected the amount of the profit or loss of
the company or the amount of its assets.

(%)

Where, in the case of a company, advantage is taken of

subsection (4)—

(@)

(®)

(6)

there must be included in the statement dealing with the
bodies last mentioned in that subsection the information
that it deals only with them; and

the particulars given in compliance with subsection (1),
together with those which, but for the fact that advantage
is so taken, would have to be so given, shall be annexed to
the annual return first made by the company after its
accounts have been laid before it in general meeting.

If a company fails to satisfy an obligation imposed on it by

subsection (S) to annex particulars to a return, the company and
every officer of the company who is in default shall be liable to a
default fine.

@)
(@)

)

®

For the purposes of this section—

shares of a body corporate shall be treated as being held, or
as not being held, by another such body if they would, by
virtue of section 2(4) to (7) (but on the assumption that
paragraph (b)(ii) of subsection (6) had been omitted there-
from), be treated as being held or, as the case may be, as not
being held by that other body for the purpose of determin-
ing whether the first-mentioned body is its subsidiary; and

the proportion of the nominal value of the issued shares of
any class represented by the shares held by the company
shall be stated by way of a percentage, and any such
percentage may be stated to the nearest whole number per
cent except where it is between 49% and 50%, in which
event it shall be stated to as many decimal places as would
be required to indicate the percentage, to one significant
figure, of the proportion of the nominal value of the issued
shares of that class represented by one share.

In this section “cquity share capital” means, in relation to a

company, its issued share capital excluding any part thereof which
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docs not, either as respects dividends or as respects capital, carry any
right to participate beyond a specified amount in a distribution.
{ Replaced, 80 of 1974, 5. 12)

129A. (1) Subject to subsection (2), where, at the end of its
financial year, a company is the subsidiary of another body corpor-
ate, there shall be stated in, or in a note on, qr statement annexed to,
the company’s accounts laid before it in general meeting the name of
the body corporate regarded by the directors as being the company’s
ultimate holding company and, if known to them, the country in
which it is incorporated.

(2) Subsection (1) shall not require the disclosure by a com-
pany which carries on business outside Hong Kong of information
with respect to the body corporate regarded by the directors as being
its ultimate holding company if the disclosure would, in their
opinion, be harmful to the business of that holding company or of
the first-mentioned company or any other of that holding company’s
subsidiaries and the Financial Secretary agrees that the information
need not be disclosed.

( Added, 80 of 1974, s. 12)

129B. (1) Every balance sheet of a company shall be approved
by the board of directors of the company and signed on behalf of the
board by 2 of the directors. (Amended, 6 of 1984, s. 89)

(2) In the case of a company carrying ofi banking business, the
balance sheet shall be signed by the secretary or manager, if any, and
where there are more than 3 directors of the company by at least 3 of
those directors, and where there are not more than 3 directors by all
the directors.

(3) Ifany copy of a balance sheet which has not been signed as
required by this section is issued, circulated or published, the
company and every officer of the company who is in default shall be
liable to a fine of $2,000.

( Added, 80 of 1974, 5. 12)

129C. (1) The profit and loss account and, so far as not
incorporated in the balance sheet or profit and loss account, any
group accounts laid before the company in general meeting, shall be
annexed to the balance sheet, and the auditors’ report shall be
attached thereto.



(2) Any accounts so annexed shall be approved by the board
of directors before the balance sheet is signed on their behalf.

(3) If any copy of a balance sheet is issued, circulated or
published without having annexed thereto a copy of the profit and
loss account or any group accounts required by this section to be so
annexed, or without having attached thereto a copy of the auditors’
report, the company and every officer of the company who is in
default shall be liable to a fine of $2,000.

(Added, 80 of 1974, 5. 12)

129D. (1) There shall be attached to every balance sheet laid
before a company in general meeting a report by the directors with
respect to the profit or loss of the company for the financial year and
the state of the company’s affairs as at the end thereof.

(2) - Every directors’ report so attached shall be approved by
the board of directors and signed on behalf of the board either by the
chairman of the meeting at which it was approved or by the
secretary of the company. ’

(3) The report shall—

(@) state the principal activities of the company and of its
subsidiaries in the course of the financial year and any
significant change in those activities in that year;

(b) state the amount, if any, which the directors recommend
should be paid by way of divident;

(¢) state the amount, if any, which the directors propose to
carry to reserves within the meaning of the Tenth Schedule;

(d) if the company (not being the wholly owned subsidiary of a
company incorporated in Hong Kong) has no subsidiaries
and has in the financial year made donations for charitable
or other purposes to a total amount of not less than $1,000,
state the total amount of such donations;

(e) if the company (not being the wholly owned subsidiary of a
company incorporated in Hong Kong) has subsidiaries
and the company and its subsidiaries have between them
made donations for charitable or other purposes to a total
amount of not less than $1,000, state the total amount of
such donations;

(/) ifsignificant changes in the fixed assets of the company or
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of any of its subsidiaries have occurred in the financial
year, contain particulars of the changes;

(g) if, in the financial year, the company has issued any shares,
state the reason for making the issue, the classes of shares
issued and, as respects each class of shares, the number
issued and the consideration received by the company for
the issue;

(n) if, in the financial year, if has issued any debentures, state
the reason for making the issue, the classes of debentures
issued and, as respects each class of debentures, the
amount issued and the consideration received by the
company for the issue;

(i) state the names of the persons who, at any time during the
financial year, were directors of the company;

(ia) contain in respect of any contract referred to in section
162A(1)(a) the information required to be included in the
report by that section; (Added, 6 of 1984, s. 90)

(j) if, at the end of the financial year, there subsists a contract
with the company or the company’s subsidiary or holding
company or a subsidiary of the company’s holding com-
pany in which a director of the company has, or at any
time in that year had, in any way, whether directly or
indirectly, an interest, or there has, at any time in that year,
subsisted a contract with the company or the company’s
subsidiary or holding company or a subsidiary of the
company’s holding company in which a director of the
company had, at any time in that year, in any way, whether
directly or indirectly, an interest (being, in either case, in
the opinion of the directors, a contract of significance
in relation to the company’s business and in which
the director’s interest is or was material), contain—
{ Amended, 6 of 1984, s. 90)

(i) astatement of the fact of the contract’s subsisting or,
as the case may be, having subsisted;

(ii) the names of the parties to the contract (other than
the company);

(iii) the name of the director (if not a party to the
contract);



(iv) anindication of the nature of the contract; and

(v) anindication of the nature of the director’s interest
in the contract;

(k) if, at the end of the financial year, there subsist arrange-
ments to which the company or the company’s subsidiary
or holding company or a subsidiary of the company's
holding company is a party, being arrangements whose
objects are, or one of whose objects is, to enable directors
of the company to acquire benefits by means of the
acquisition of shares in, or debentures of, the company or
any other body corporate, or there have, at any time in
that year, subsisted such arrangements as aforesaid to
which the company or the company’s subsidiary or hold-
ing company or a subsidiary of the company’s holding
company was a party, contain a statement explaining the
effect of the arrangements and giving the names of the
persons who at any time in that year were directors of the
company and held, or whose nominees held, shares or
debentures acquired in pursuance of the arrange-
ments; (Amended, 6 of 1984, 5. 90)

() contain particulars of any other matters so far as they are
material for the appreciation of the state of the company’s
affairs by its members, being matters the disclosure of
which will not, in the opinion of the directors, be harmful
to the business of the company or of any of its subsidiaries.

(4) As respect a company entitled to the benefit of any
provision contained in Part I (exceptions for special classes of
company) of the Tenth Schedule, subsection (3) shall have effect as if
paragraph (f) were omitted.

(5) For the purposes of subsection (3)(d) and (e), “wholly
owned subsidiary” shall be construed in accordance with section
124(4).

(6) The references in subsection (3)(j) to a contract do not
include references to a director’s contract of service or to a contract
between the company and another body corporate, being a contract
in which a director of the company has or had an interest by virtue
only of his being a director of that other body.

(Added, 80 of 1974, s. 12) °
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129E. Where advantage is taken of the proviso to section
141C to show an item in the directors’ report instead of in the
accounts, the report shall also show the corresponding amount of
that item for (or, as the case may require, as at the end of) the
immediately preceding financial year, except where that amount
would not have had to be shown had the item been shown in the

accounts.
(Added, 80 of 1974, 5. 12)

129F. If any person being a director of a company fails to take
all reasonable steps to secure compliance with the requirements of
sections 129D and 129E, he shall, in respect of each offence, be liable
on summary conviction to a fine of $10,000 and to imprisonment
for 6 months:

Provide that—

(a) inany proceedings against a person in respect of an offence
under this section, it shall be a defence to prove that he had
reasonable ground to believe, and did believe, that a
competent and reliable person was charged with the duty
of seeing that the said sections were complied with and was
in a position to discharge that duty; and

(b) a person shall not be sentenced to imprisonment for any
such offence unless, in the opinion of the court dealing with
the case, the offence was committed wilfully.

(Added, 80 of 1974, 5. 12)

129G. (1) A copy of every balance sheet, including every
document required by law to be annexed thereto, which it to be laid
before a company in general meeting, together with a copy of the
directors’ report and a copy of the auditors’ report, shall, not less
than 21 days before the date of the meeting, be sent to every member
of the company (whether he is or is not entitled to receive notices
of general meetings of the company) every holder of debentures of
the company (whether he is or is not so entitled) and all persons
other than members or holders of debentures of the company, being
persons so entitled:

Provided that—

(a) in the case of a company not having a share capital this
subsection shall not require the sending of a copy of the



documents aforesaid to a member of the company who is
not entitled to receive notices of general meetings of the
company or to a holder of debentures of the company who
1s not so entitled;

(b) this subsection shall not require a copy of those documents
to be sent—

(i) to a member of the company or a holder of deben-
tures of the company, being in either case a person who is
not entitled to receive notices of general meetings of the
company and of whose address the company is unaware;

(ii) to more than one of the joint holders of any shares
or debentures none of whom are entitled to receive such
notices; or

(iti) in the case of joint holders of any shares or deben-
tures some of whom are and some of whom are not entitled
to receive such notices, to those who are not so entitled;
and

(c) if the copies of the documents aforesaid are sent less
than 21 days before the date of the meeting, they shall,
notwithstanding that fact, be deemed to have been duly

sent if it is so agreed by all the members entitled to attend

and vote at the meeting. (Amended, 6 of 1984, s. 91)

(2) Any member of a company, whether he is or is not entitled
to have sent to him copies of the company’s balance sheets, the
personal representatives of any such member who has died, and any
holder of debentures of the company, whether he is or is not so
entitled, shall be entitled to be furnished on demand without charge
with a copy of the last balance sheet of the company, including every
document required by law to be annexed thereto, together with a
copy of the directors’ report and a copy of the auditors’ report.

(2A) Any member of a company who is not entitled to vote at
a general meeting of the company shall, notwithstanding subsection
(1), be furnished with a copy of any statement issued by the company
as a chairman’s statement, and of any other document intended for
the purpose of providing information about the affairs of the
company, which is circulated by the company with the documents
required to be sent to members under subsection(l). (Added. 6 of
1984,5.91)
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(3) If default is made in complying with subsection (1) or (2A),
the company and every officer of the company who is in default shall
be liable to a fine of $200, and if, when any person makes a demand
for any document with which he is by virtue of subsection (2)
entitled to be furnished, default is made in complying with the
demand within 7 days after the making thereof, the company and
every officer of the company who is in default shall be liable to a
default fine, unless it is proved that that person has already made a
demand for and been furnished with a copy of the document.
(Amended, 6 of 1984, s. 91)

(4) Subsections (1), (2) and (3) shall not have effect in relation
to a balance sheet of a private company laid before it before 1
October 1975, but the provisions of this Ordinance which were in
force immediately before the said date shall apply in relation to—

(a) the right of any person to be furnished with a copy of any
such balance sheet, and

(b) the liability of the company and any officer thereof in
respect of a failure to satisfy that right.
(Added, 80 of 1974, s. 12)

130. [Repealed, 6 of 1983, 5. 60]

131. (1) Every company shall at each annual general meeting
of the company appoint an auditor or auditors to hold office from
the conclusion of that meeting until the conclusion of the next
annual general meeting of the company.

(2) Where at an annual general meeting of a company no
auditors are appointed or reappointed, the court may, on the
application of any member of the company, appoint a person to fill
the vacancy.

(3) The first auditors of a company may be appointed by the
directors at any time before the first annual general meeting of the
company, and auditors so appointed shall hold office until the
conclusion of that meeting.

(4) If the directors fail to exercise their powers under subsec-
tion (3), those powers may be exercised by the company in general
meeting.

(5) The directors, or the company in general meeting, may fill
any casual vacancy in the office of auditor, but while any such



vacancy continues, the surviving or continuing auditor or auditors,
if any, may act.

(6) A company may by ordinary resolution remove an auditor
before the expiration of his term of office, notwithstanding anything
in any agreement between it and him; and, except in the case of a
private company, where a resolution removing an auditor is passed
at a general meeting of a company, the company shall within 14 days
give notice of that fact in the prescribed form to the Registrar.

(7) If a company fails to give notice as required by subsection
(6), the company and every officer of the company who is in default
shall be guilty of an offence and liable to a default fine.

(8) The remuneration of the auditor of a company—

(a) in the case of an auditor appointed by the directors or by
the court, may be fixed by the directors or by the court, as
the case may be;

(b) subject to paragraph («), shall be fixed by the company in
general meeting or in such manner as the company in
general meeting may determine.

For the purpose of this subsection “remuneration” includes any
sums paid by the company in respect of the auditor’s expenses.

(9) The appointment of a firm by its firm name to be the
auditors of a company shall be deemed to be an appointment of
those persons who shall from time to time during the currency of the
appointment be the partners in that firm as from time to time
constituted and who are qualified for appointment as auditors of
that company:

Provided that any such appointment shall lapse, and thereby
create a casual vacancy in the office of auditor, if all those persons
who were partners in the firm and qualified as aforesaid at the date
of the appointment cease to be partners or so qualified before the
period of the appointment expires.

(10) . Nothing in subsection (6) shall be taken as depriving a
person removed thereunder of compensation or damages payable to
him in respect of the termination of his appointment as auditor or of
any appointment terminating with that as auditor.

(1) Where a company’s auditor or auditors are holding office
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at the date of commencement* of the Companies (Amendment)
Ordinance 1984, nothing in this section as amended by that
Ordinance shall be taken as terminating their appointment, or as
requiring either their reappointment or the appointment of other
auditors, before the conclusion of the annual general meeting of the
company held next after that date.

{ Replaced, 6 of 1984, 5. 92)

132. (1) Special notice shall be required for a resolution at a
general meeting of a company—

(a) appointing as auditor a person other than a retiring
auditor; or :

(b) filling a casual vacancy in the office of auditor; or

(¢) reappointing as auditor a retiring auditor who was
appointed by the directors to fill a casual vacancy; or

(d) removing an auditor before the expiration of his term of
office.

(2) On receipt of notice of such an intended resolution as
aforesaid the company shall forthwith send a copy thereof—

(a) to the person proposed to be appointed or removed, as the
case may be;

(b) in a case within subsection (1)(a), to the retiring auditor;
and

(¢) where, in a case within subsection (1)(b) or (¢), the casual
vacancy was caused by the resignation of an auditor, to the
auditor who resigned.

(3) Where notice is given of such a resolution as is mentioned
in subsection (1)(a) or (d) and the retiring auditor or, as the case may
be, the auditor proposed to be removed makes with respect to the
intended resolution representations in writing to the company (not
exceeding a reasonable length) and requests their notification to
members of the company, the company shall (unless the representa-
tions are received by it too late for it to do so)—

(a) in any notice of the resolution given to members of the
company state the fact of the representations having been
made; and



(b) send a copy of the representations to every member of the
company to whom notice of the meeting is or has been
sent.

(4) If a copy of any such representations as are mentioned in
subsection (3) is not sent out as required by that subsection because
received too late or because of the company’s default, the auditor
may (without prejudice to his right to be heard orally) require that
the representations shall be read out at the meeting.

(5) Copies of the representations need not be sent out and the
representations need not be read out at the meeting if, on the
application either of the company or of any other person who claims
to be aggrieved, the court is satisfied that the rights conferred by this
section are being abused to secure needless publicity for defamatory
matter; and the court may order the company’s costs on an
application under this subsection to be paid in whole or in part by
the auditor, notwithstanding that he is not a party to the application.

(6) An auditor of a company who has been removed shall be
entitled to attend—

(a) the general meeting at which his term of office would
otherwise have expired; and

(b) any general meeting at which it is proposed to fill the
vacancy caused by his removal,

and to receive all notices of, and other communications relating to,
any such meeting which any member of the company is entitled to
receive, and to be heard at any such meeting which he attends on any
part of the business of the meeting which concerns him as former

auditor of the company.
(Added, 6 of 1984, 5. 93)

133. (1) Where a company (“the holding company”) has a
subsidiary, then—

(a) if the subsidiary is a body corporate incorporated in Hong
Kong, it shall be the duty of the subsidiary and its auditors
to give to the auditors of the holding company such
information and explanation as those auditors may reason-
ably require for the purposes of their duties as auditors of
the holding company;
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(b) in any other case, it shall be the duty of the holding
company, if required by its auditors to do so, to take all
such steps as are reasonably open to it to obtain from the
subsidiary such information and explanation as aforesaid.

(2) If a subsidiary or holding company fails to comply with
subsection (1) the subsidiary or holding company and every officer
thereof who is in default shall be guilty of an offence; and if an
auditor fails without reasonable excuse to comply with paragraph
(a) of that subsection he shall be guilty of an offence.

(3) A person guilty of an offence under this section shall be
liable to a fine of $5,000.
(Added, 6 of 1984, 5. 93)

134. (1) An officer of a company who knowingly or recklessly
makes a statement which—

(a) is misleading, false or deceptive in a material particular,
and

(b) is a statement to which this section applies,

shall be guilty of an offence and liable—
(i) on conviction upon indictment, to a fine of $50,000 and
to imprisonment for 2 years;
(ii) on summary conviction, to a fine of $10,000 and to im-
prisonment for 6 months.

(2) This section applies to any statement made to the auditors
of the company (whether orally or in writing) which conveys, or
purports to convey, any information or explanation which they
require, or are entitled to require, as auditors of the company.

( Added, 6 of 1984, 5. 93)

135-139. [Repealed, 68 of 1972, 5. 52)

140. (1) A person shall not be appointed as auditor of a

company unless—

(@) he is qualified for appointment as such auditor under the
Professional Accountants Ordinance; and

(b) he is not disqualified under subsection (2).



(2) None of the following persons shall be qualified for
appointment as auditor of a company—

(a) an officer or servant of the company;

(b) a person who is a partner of or in the employment of an
officer or servant of the compauny;

(¢) abody corporate;

(d) a person who is, by virtue of paragraph («), (b) or (c¢),
disqualified for appointment as auditor of any other body
corporate which is the company’s subsidiary or holding
company or a subsidiary of the company’s holding com-
pany, or would be so disqualified if the body corporate
were a company,

and references in this subsection to an officer or servant shall be
construed as not including references to an auditor.

(3) A person shall not be disqualified by virtue of subsec-
tion (2)(b) or (d) for appointment as auditor of a company at any
time during the period of 3 years beginning on the day* on which the
Companies (Amendment) Ordinance 1984 comes into operation if-—

(@) on that day, the company is a private company and he is a
duly appointed auditor thereof;

(b) at the time of his appointment, no shares or debentures of
the company, or of a body corporate of which it is a
subsidiary, have been listed on a stock exchange (whether
in Hong Kong or elsewhere) or offered (whether in Hong
Kong or elsewhere) to the public for subscription or
purchase; and

(¢) he would not, but for subsection (2)(), be disqualified for
appointment as such auditor by virtue of subsection (2)(d).

(4) Any person appointed as auditor of a company who ceases
to be qualified, or who becomes disqualified, for appointment as
auditor of the company before the period of his appointment expires
shall forthwith vicate his oflice as such auditor.

(5) Any body corporate which acts as auditor of a company
shall be liable to a fine of $5,000.
( Replaced, 6 of 1984, s. 94)
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140A. (1) An auditor of a company may resign his office by
depositing a notice in writing to that effect at the registered office of
the company; and any such notice shall operate to bring his term of
office to an end on the date on which the notice is deposited or on
such later date as may be specified therein.

(2) An auditor’s notice of resignation shall not be effective
unless it contains either—

(a) a statement to the effect that there are no circumstances
connected with his resignation which he considers should
be brought to the notice of the members or creditors of the
company; or

(b) a statement of any such circumstances as aforesaid.

(3) Where a notice having effect under this section is deposited
at a company’s registered office the company shall within 14 days
send a copy of the notice—

(a) except in the case of a private company, to the Registrar;
and

(b) if the notice contained a statement under subsection (2)(b),
to every person who under section 129G(1) is entitled to be
sent copies of the documents there mentioned.

(4) The company or any person who claims to be aggrieved
may, ‘within 14 days of the receipt by the company of a notice
containing a statement under subsection (2)(b), apply to the court
for an order under subsection (5).

(5) If the court, on an application under subsection (4), is
satisfied that the auditor is using the notice to securc needless
publicity for defamatory matter, it may by order direct that copies of
the notice need not be sent out; and the court may further order the
company’s costs on the application to be paid in whole or in part by
the auditor, notwithstanding that he is not a party to the application.

(6) The company shall, within 14 days of the court’s decision,
send to the persons mentioned in subsection (3)—

(a) if the court makes an order under subsection (5), a state-
ment setting out the effect of the order;

(b) if the court does not make an order under that subsection,



a copy of the notice containing the statement under subsec-
tion (2)(b).

7N If default is made in complying with subsection (3) or (6),
the company and every oflicer of the company who is in default shali
be guilty of an offence and liable -

(a) on conviction upon indictment to a fine of $50,000 and, in
the case of an individual, to imprisonment for 2 years; and

(b) onsummary conviction to a fine of $10,000 and, in the case
of an individual, to imprisonment for 6 months.
( Added, 6 of 1984, 5. 95)

140B. (1) Where an auditor’s notice of resignation contains a
statement under section 140A(2)(b), there may be deposited with the
notice a requisition signed by the auditor calling on the directors of
the company forthwith duly to convene an extraordinary general
meeting of the company for the purpose of receiving and considering
such explanation of the circumstances connected with his resigna-
tion as he may wish to place before the meeting.

(2) Where an auditor’s notice of resignation contains any such
statement as aforesaid and the auditor requests the company to
circulate to its members—

(a) before the general meeting at which his term of office
would otherwise have expired; or

(b) before any general meeting at which it is proposed to fill
the vacancy caused by his resignation or convened on his
requisition,

a statement in writing (not exceeding a reasonable length) of the
circumstances connected with his resignation, the company shall
(unless the statement is received by it too late for it to do so)—
(i) in any notice of the meeting given to members of the
company state the fact of the statement having been made;
and

(if) send a copy of the statement to every member of the
company to whom notice of the meeting is or has been
sent.

(3) If the directors do not within 21 days from the date of the
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deposit of a requisition under this section proceed duly to convene a
meeting for a day not more than 28 days after the date on which the
notice convening the meeting is given, every director who failed to
take all reasonable steps to secure that a meeting was convened as
mentioned above shall be guilty of an offence and liable—

(a) on conviction upon indictment to a fine of $50,000 and to
imprisonment for 2 years; and

(b) on summary conviction to a fine of $10,000 and to im-
prisonment for 6 months,

and if a copy of any such statement as is mentioned in subsection (2)
is not sent out as required by that subsection because received too
late or because of the company’s default, the auditor may (without
prejudice to his right to be heard orally) require that the statement
shall be read out at the meeting.

(4) Copies of a statement need not be sent out and the
statement need not be read out at the meeting if, on the application
either of the company or of any other person who claims to be
aggrieved, the court is satisfied that the rights conferred by this
section are being abused to secure needless publicity for defamatory
matter; and the court may order the company's costs on an
application under this subsection to be paid in whole or in part by
the auditor, notwithstanding that he is not a party to the application.

(5) An auditor of a company who has resigned his office shall
be entitled to attend any such meeting as is mentioned in subsection
(2)(a) or (b) and to receive all notices of, and other communications
relating to, any such meeting which any member of the company is
entitled to receive, and to be heard at any such meeting which he
attends on any part of the business of the meeting which concerns
him as former auditor of the company.

(Added, 6 of 1984, 5. 95)

141. (1) The auditors of a company shall make a report to the
members on the accounts examined by them, and on every balance
sheet, every profit and loss account and all group accounts laid
before the company in general meeting during their tenure of office.

(2) The auditors’ report shall be read before the company in
general meeting and shall be open to inspection by any member.

(3) The report shall—
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(a) except in the case of a company that is entitled to avail
itself, and has availed itself, of the benefit of any of the
provisions of Part I1I of the Tenth Schedule, state whether  Tenth Schedute.
in the auditors’ opinion the company’s balance sheet and
profit and loss account and (if it is a holding company
submitting group accounts) the group accounts have been
properly prepared in accordance with the provisions of this
Ordinance and whether in their opinion a true and fair
view is given—

(i) in the case of the balance sheet, of the state of the
company’s affairs as at the end of its financial year;

(i) in the case of the profit and loss account (if it is not
framed as a consolidated profit and loss account), of the
company'’s profit or loss for its financial year;

(i) in the case of group accounts submitted by a
holding company, of the state of affairs and profit or loss
of the company and its subsidiaries dealt with thereby, so
far as concerns members of the company;

(b) in the said excepted case, state whether in the auditors’
opinion the company’s balance sheet and profit and loss
account and (if it is a holding company submitting group
accounts) the group accounts have been properly prepared
in accordance with the provisions of this Ordinance appli-
cable to such companies and whether in their opinion, on
the basis aforesaid, a true and fair view is given—

(1) in the case of the balance sheet, of the state of the
company’s affairs as at the end of its financial year;

(ii) in the case of the profit and loss account (if it is not
framed as a consolidated profit and loss account), of the
company’s profit or loss for its financial year;

(iii) in the case of group accounts submitted by a
holding company, of the state of affairs and profit or loss
of the company and its subsidiaries dealt with thereby, so
far as concerns members of the company.

(4) It shall be the duty of the auditors of a company, in
preparing their report under this section, to carry out such investiga-
tions as will enable them to form an opinion as to the following
matters, that is to say,—

(a) whether proper books of account have been kept by the
company and proper returns adequate for their audit have
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been received from branches not visited by them; and

(b) whether the company’s balance sheet and (unless it is
framed as a consolidated profit and loss account) profit
and loss account are in agreement with the books of
account and returns;

and if the auditors are of opinion that proper books of account have
not been kept by the company or that proper returns adequate for
their audit have not been received from branches not visited by
them, or if the balance sheet and (unless it is framed as a consoli-
dated profit and loss account) profit and loss account are not in
agreement with the books of account and returns, the auditors shall
state that fact in their report.

(5) Every auditor of a company shall have a right of access at
all times to the books and accounts and vouchers of the company,
and shall be entitled to require from the officers of the company such
information and explanations as he thinks necessary for the per-
formance of the duties of the auditors:

Provided that, in the case of a banking company which has branch
banks beyond the limits of Hong Kong, it shall be sufficient (subject to
the powers of the auditors under subsections (4) and (6)) if the auditor
is allowed access to such copies and extracts from such books and
accounts of any such branch as have been transmitted to the head office
of the company in Hong Kong. (Amended, 6 of 1984, 5. 259)

(6) If the auditors fail to obtain all the information and explana-
tions which, to the best of their knowledge and belief, are necessary
for the purposes of their audit, they shall state that fact in their report.

(7) The auditors of a company shall be entitled to attend any
general meeting of the company and to receive all notices of, and
other communications relating to, any general meeting which any
member of the company is entitled to receive, and to be heard at any
general meeting which they attend on any part of the business of the
meeting which concerns them as auditors.

( Replaced, 80 of 1974, 5. 13)

141A. (1) Sections 123, 128, 129 and 129A shall not apply to
a balance sheet or profit and loss account of a company laid before it
in general meeting in respect of a financial year ending before 30
September 1975, but all the provisions of this Ordinance which were
in force at the end of the financial year in relation to a balance sheet



or profit and loss account required to be laid before a company in
general meeting shall apply in relation to any balance sheet or profit
and loss account laid before a company in general mceting in respect
of a financial year ending before 30 September 1975.

(2) Section 124 shall not operate so as to require group
accounts to be laid before a company in general meeting along with
the company’s own balance sheet and profit and loss account in any
case where the company’s own balance sheet and profit and loss
account which are being laid before the company in general meeting
are in respect of a financial year ending before 30 September 1975,
and sections 125, 126 and 127 shall accordingly not apply in any
such case.

(3) Secction 129D shall not apply to a directors’ report in
respect of a financial year ending before 30 September 1975, but all
the provisions of this Ordinance which were in force at the end of the
financial year in relation to the attaching of a directors’ report to
every balance sheet of a compuny laid before it in gencral meeting
and to the contents of such a report shall apply in relation to a
directors’ report in respect of a financial year ending before 30
September 1975.

(4) Section 141 (3) and (6) shall not apply in relation to an
auditors’ report on a balance sheet or other accounts of a company
laid before it in general meeting in respect of a financial year ending
before 30 September 1975, but the provisions of this Ordinance
which were in force at the end of the financial vear in relation to the
auditors’ report on accounts examined by them and on every
balance sheet laid before a company in general meeting during their
tenure -of office shall apply in relation to the auditors’ report on any
such balance sheet or other accounts laid before a company in
general meeting in respect of a financial year ending before 30
September 1975.

{ Added, 80 of 1974, s. 13)

141B. (1) In relation to the first balance sheet of a company
laid before it in general meeting in respect of a financial year ending
after 29 September 1975, paragraph 12(16) of the Tenth Schedule
shall not have effect so as to require there to be shown corresponding
amounts at the end of the immediately preceding financial year of
items which would not have had to be shown in the balance sheet if it
had been a balance sheet in respect of a financial year ending before
30 September 1975.
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(2) Inrelation to the first profit and loss account of a company
laid before it in general meeting in respect of a financial year ending
after 29 September 1975, paragraph 17(5) of the Tenth Schedule
shall not have effect so as to require there to be shown corresponding
amounts for the immediately preceding financial year of items which
would not have had to be shown in the profit and loss account if it
had been a profit and loss account in respect of a financial year
ending before 30 September 1975.

(Added, 80 of 1974, 5. 13)

141C. References in this Ordinance to a document annexed or
required 1o be annexed to a company’s accounts or any of them shall
not include the directors’ report or the auditors’ report:

Provided that any information which is required by this Ordin-
ance to be given in accounts, and is thereby allowed to be given in a
statement annexed, may be given in the directors’ report instead of
in the accounts and, if any such information is so given, the report
shall be annexed to the accounts and this Ordinance shall apply in
relation thereto accordingly, except that the auditors shall report
thereon only so far as it gives the said information.

(Added, 80 of 1974, 5. 13)

Accounts of ceriain private companies

141D. (1) Where all the shareholders of a private company
agree in writing that this section shall apply with respect to a
financial year of that company—

(a) the following provisions of this Ordinance shall not apply
with respect to that financial year, that is to say, sections
121(2), 123, 129, 129A, 129D, 129E and 141(3);

(b) the company’s balance sheet as at the end of that financial
year shall comply with the requirements of the Eleventh
Schedule;

(¢) there shall be attached to the balance sheet a report by the
directors with respect to—

(i) the state of the company’s affairs;

(ii) the amount (if any) which they recommend should
be paid by way of dividend;



(d)

(e)

2

(iii) the amount of (if any) which they propose to carry
to the reserve fund, general reserve or reserve account
shown specifically on the balance sheet or to a reserve
fund, general reserve or reserve account to be shown
spectifically on a subsequent balance sheet;

the directors’ report so attached shall be approved by the
board of directors and signed on behalf of the board either
by the chairman of the meeting at which it was approved or
by the secretary of the company;

the auditors’ report shall state—

(i) whether or not the auditors have obtained all the in-
formation and explanations which they have required; and”

(ii) whether, in their opinion, the balance sheet referred
to in the report is properly drawn up so as to exhibit a true
and correct view ‘of the state of the company’s affairs
according to the best of their information and the explana-
tions given to them, and as shown by the books of the
company.

The shareholders shall not in any financial year of the

company enter into an agreement for the purposes of subsection (1)
with respect to more than one such financial year.

(3
(@)

)

(¢)

This section does not apply to a private company which—

has any subsidiary or is a subsidiary of another company
formed and registered under this Ordinance or an existing
company; or ( Amended, 6 of 1984, s. 96)

carries on banking business and holds a valid licence
granted under the Banking Ordinance; or

is a dealer registered under the Securities Ordinance; or

cither solely or in common with any other business,

(d) carries on any insurance business otherwise than solely as

(e)

an agent; or

by way of trade or business, other than banking business,
accepts loans of money at interest, or repayable at a
premium, otherwise than on terms involving the issue of
debentures or other securities; or

145
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(f) owns and operates ships or aircraft engaged in the carriage
of cargo between Hong Kong and places outside Hong
Kong.

(4) Without prejudice to any other provision of this Ordin-
ance, if any person being a director of a company fails to take all
reasonable steps to secure compliance with the requirements of
subsection (1)(¢) and (), he shall, in respect of each offence, be
liable on summary conviction to a fine of $10,000 and to imprison-
ment for 6 months:

Provided that—

(a) in any proceedings against the person in respect of an
offence under this subsection, it shall be a defence to prove
that he had reasonable ground to believe, and did believe,
that a competent and reliable person was charged with the
duty of seeing that the said paragraphs were complied with
and was in a position to discharge that duty; and

(b) a person shall not be sentenced to imprisonment for any
such offence unless, in the opinion of the court dealing with
the case, the offence was committed wilfully.

( Added, 80 of 1974, 5. 13)

Inspection

142. (1) The Financial Secretary may appoint one or more
competent inspectors to investigate the affairs of a company and to
report thereon in such manner as the Financial Secretary may
direct—

(a) in the case of a company having a share capital, on the
application either of not less than 100 members or of-
members holding not less than one-tenth of the shares
issued;

(b) in the case of a company not having a share capital, on the
application of not less than one-tenth in number of the
persons on the company’s register of members.

(2) The application shall be supported by such evidence as
the Financial Secretary may require for the purpose of showing
that the applicants have good reason for requiring the investigation,
and the Financial Secretary may, before appointing an inspector,



require that applicants (o give security in such amount as he may
require for payment of the costs of the investigation. ( Amended, 6
of 1984, 5. 97)

143.

{ Replaced, 4 of 1963, 5. 8)

(1) Without prejudice to his powers under section 142, the

Financial Secretary—

(@)

(b)

()

(2)

shall appoint one or more competent inspectors to investi-
gate the affairs of a company and to report thereon in such
manner as the Financial Secretary may direct, if the court
by order declares that its affairs ought to be investigated by
an inspector appointed by the Financial Secretary; and

may do so if the company by special resolution declares
that its affairs ought to be investigated by an inspector -

appointed by the Financial Secretary and the company
gives security in such amount as the Financial Secretary
may require; and ( Amended, 6 of 1984, s. 98)

may also do so if it appears to the Financial Secretary that
there are circumstances suggesting—

(i) that the business of the company has been or is being
conducted with intent to defraud its creditors or the
creditors of any other person or otherwise for a fraudulent
or unlawful purpose or in a manner oppressive of any part
of its members or that it was formed for any fraudulent or
unlawful purpose; or (Amended, 78 of 1972, 5. 16)

(ii) that persons concerned with its formation or the
management of its affairs have in connexion therewith
been guilty of fraud, misfeasance or other misconduct
towards it or towards its members; or

(iii) that its members have not been given all the
information with respect to its affairs that they might
reasonably expect. (Added, 4 of 1963, 5. 8)

The power of the Financial Secretary under subsection

(1)(¢) shall be exercisable with respect to a body corporate notwith-
standing that it is in course of being voluntan]y wound up. (Added,
60f1984,s.98)
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144. If an inspector appointed under section 142 or 143 to
investigate the affairs of a company thinks it necessary for the
purposes of his investigation to investigate also the affairs of any
other body corporate that is or has at any relevant time been—

(a) a subsidiary or a holding company of the company,
(b) a subsidiary of its holding company,
(¢) aholding company of its subsidiary, or

(d) substantially under the control of the same person as the
first-mentioned company,

he shall have power so to do, and shall report on the affairs of the
other body corporate so far as he thinks the results of his investiga-
tion thereof are relevant to the investigation of the affairs of the
first-mentioned company.

{ Added, 4 of 1963,5.8)

145. (1) It shall be the duty of all officers and agents of the
company and of all officers and agents of any other body corporate
whose affairs are investigated by virtue of section 144 to produce to
the inspector all books and documents of or relating to the company
or, as the case may be, the other body corporate that are in their
custody or power, to attend before the inspector when required so to
do and otherwise to give to the inspector all assistance in connexion
with the investigation that they are reasonably able to give.
( Amended, 6 of 1984, 5. 99)

(2) An inspector may examine on oath the officers and agents
and any employee of the company or other body corporate in
relating to its business, and may administer an oath accordingly.
( Amended, 6 of 1984, s. 99)

(3) If any officer or agent of the company or other body
corporate refuses to produce to the inspector any book or document
which it is his duty under this section so to produce, refuses to attend
before the inspector when required so to do. or refuses to answer any
question that is put to him by the inspector with respect to the affairs
of the company or other body corporate, as the case may be, the
inspector may certify the fact under his hand to the court, and the
court may thereupon inquire into the case, and, after hearing any
witnesses who may be produced against or on behalf of the alleged
offender and after hearing any statement that may be offered in



defence, punish the offender in like manner as if he had been guilty
of contempt of the court. [ Amended, 6 of 1984, 5. 99)

(3A) A person is not excused from answering a question put to
him under this section by an inspector on the ground that the answer
might tend to incriminate him but, where such person claims, before
answering the question, that the answer might tend to incriminate
him, neither the question nor the answer shall be admissible in
evidence against him in criminal proceedings other than proceedings
in relation to a charge of perjury in respect of the answer. ( Added,
6of 1984, 5. 99) :

(3B) A person who complies with any requirement under this
section of an inspector investigating the affairs of a company shall
not incur any liability to any person by reason only of that
compliance, and a certificate by the inspector under his hand stating
that he is investigating the affairs of the company and that the
person to whom the requirement is made is an officer, agent or
employee, as the case may be, of the company shall be conclusive
evidence of those facts. (Added, 6 of 1984, 5. 99)

(4) If an inspector thinks it necessary for the purpose of his
investigation that a person whom he has no power to examine on
oath should be so examined, he may apply to the court and the court
may if it sees fit order that person to attend and be examined on
oath before it on any matter relevant to the investigation, and on
any such examination—

(a) the inspector may take part therein either personally or by
solicitor or counsel;

(b) the court may put such questions to the person examined
as the court thinks fit;

(¢) the person examined shall answer all such questions as the
court may put or allow to be put to him, but may at his
own cost employ a solicitor with or without counsel, who
shall be at liberty to put to him such questions as the court
may deem just for the purpose of enabling him to explain
or qualify any answers given by him;

and notes of the examination shall be taken down in writing, and
shall be read over to or by, and signed by, the person examined, and
may thereafter be used in evidence against him:

Provided that, notwithstanding anyting in paragraph (c), the
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court may allow the person examined such costs as in its discretion it
may think fit, and any costs so allowed shall be paid as part of the
expenses of the investigation.

(4A) Section 222A shall apply in relation to the powers and
duties of the court on an examination under subsection (4) as it
applies to the powers and duties conferred or imposed upon the
court by sections 221 and 222 in respect of examinations under those
sections, and, for the purposes of this subsection, any reference in
section 222A to those sections shall be deemed to include a reference
to subsection (4). (Added, 6 of 1984, 5. 99)

(5) In this section, any reference to officers or to agents shall
include past, as well as present, officers or agents, as the case may be,
and for the purposes of this section the expression “agents”, in
relation to a company or other body corporate, shall include the
bankers and solicitors of the company or other body corporate and
any person employed by the company or other body corporate as
auditor, whether any such person is or is not an officer of the
company or other body corporate.

( Replaced, 4 of 1963,5. 8)

145A. (1) An inspector appointed under section 142 or 143 to
investigate the affairs of a company may, by instrument in writing,

~ delegate to any person the powers conferred by section 145 to

require the production of any books or documents and to put
questions to officers and agents otherwise than on oath, or either of
those powers, and a refusal to produce any such books or docu-
ments or to give the answer to any such question to the person to
whom the power in that behalf is so delegated shall be treated as a
refusal to produce such books or documents or to give the answer to
such question, as the case may be, to the inspector by whom the
power is delegated.

(2) Where 2 or more inspectors are appointed as aforesaid in
respect of the same investigation, the power conferred by this section
may be exercised by any of them.

(Added, 6 of 1984, 5. 100)

146. (1) The inspector may, and, if so directed by the Financial
Secretary, shall, make interim reports to the Financial Secretary,
and on the conclusion of the investigation shall make a final report
to the Financial Secretary.



(2) Any such report shall be written or printed, as the Finan-
cial Secretary directs.

(3) The Financial Secretary—

(a) shall—

(i) forward a copy of any report made by the inspector
to the company at its registered office;

(i) if he thinks fit, furnish a copy thereof, on request
and on payment of the fee appointed under section 305 for
a certified copy of a document where the copy has been
prepared in the office of the Registrar, to any person who is
a member of the company or of any other body corporate
dealt with in the report by virtue of section 144 or whose
interests as a creditor of the company or of any such other
body corporate appear to the Financial Secretary to be
aflected;

(iii) where the inspector is appointed under section 142,
furnish, at the request of the applicants for the investiga-
tion, a copy to them; and _

(iv) where the inspector is appointed under section 143
in pursuance of an order of the court, file a copy in the
court; (Added, 6 of 1984, s. 101)

(b) may cause the report or any part thereof to be printed and
published; (Replaced, 6 of 1984, s. 101)

(¢) may, or if such report or any part thereof is printed and
published shall, cause a copy to be delivered to the Regis-
trar. (Replaced, 6 of 1984, 5. 101)

(4) The inspector may at any time in the course of his
investigation, without the necessity of making an interim report,
inform the Financial Secretary of matters coming to his knowledge
as a result of the investigation tending to show that an offence has
been committed. (Added, 6 of 1984, s. 101)

146A. Sections 143 to 149 and section 150 shall apply to all
bodies corporate incorporated outside Hong Kong which have a
- place of business in Hong Kong or have at any time had a place of
business therein as if they were companies registered under this
Ordinance, but subject to such (if any) adaptations and modifica-
tions as may be specified by regulations made by the Financial

Secretary.
{Added, 6 of 1984, 5. 102)
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147. (1) In relation to any prosecution arising from any
report made under section 146 or from any information or docu-
ment obtained under section 152A or 152B, it shall be the duty of all
officers and agents of the company or other body corporate whose
affairs have been investigated by virtue of section 144, other than the
defendant in the proceedings, to give to the Attorney General all
assistance in connexion with the prosecution that they are reasona-
bly able to give, and section 145(5) shall apply for the purposes of
this subsection as it applies for the purposes of that section.

(2) If, in the case of any body corporate liable to be wound
up under this Ordinance, it appears to the Financial Secretary from
any report made under section 146 or from any information or
document obtained under section 152A or 152B—

(a) that it is expedient in the public interest that the body
should be wound up, he may present a petition for it to be
wound up if the court thinks it just and equitable for it to
be so wound up;

(b) that the business of such body corporate is being conduc-
ted in a manner unfairly prejudicial to the interests of any
part of its members, he may (in addition to, or instead
of, presenting a petition under paragraph (a)) present a
petition for an order under section 168A.

(3) If from any report made under section 146 or from any
information or document obtained under section 152A or 152B it
appears to the Financial Secretary that any civil proceedings ought
in the public interest to be brought by any body corporate, he may
himself bring such proceedings in the name of and on behalf of the
body corporate.

(4) The Government shall indemnify the body corporate
against any costs or expenses incurred by it in or in connexion with
any proceedings brought by virtue of subsection (3).

{Replaced, 51 of 1978, 5. 4. Amended, 6 of 1984, s. 103)

148. (1) The expenses of and incidental to an investigation by
an inspector appointed by the Financial Secretary under section 142
or 143 shall be defrayed in the first instance out of the general
revenue of Hong Kong, but the following persons shall, to the extent
mentioned, be liable to repay such expenses to the Government—
{ Amended, 6 of 1984, 5. 259)



(¢) any person who is convicted by a court or magistrate on a
prosecution instituted as a result of the investigation, or
who is ordered by a court or magistrate to pay damages or
restore any property in proceedings brought by virtue of
section 147(3) or to pay the whole or any part of the costs
of any such proceedings, to such extent as may be ordered
by such court or magistrate; ( Replaced, 6 of 1984, 5. 104)

(h) any body corporate in whose name proceedings are
brought as aforesaid. to the amount or value of any sums
or property recovered by it as a result of those proceedings;

(¢) any body corporate dealt with by the report. where the
inspector was appointed otherwise than of the Financial
Secretary’s own motion, shall be liable. except so far as the
Financial Secretary otherwise directs; and ( Replaced, 6
of 1984, s. 104)

() the applicants for the investigation, where the inspector
was appointed under section 142, shall be liable to such
extent (if any) as the Financial Secretary may direct;
(Added, 6 of 1984 5. 104)

and any amount for which a body corporate is liable by virtue of
paragraph (h) shall be a first charge on the sums or property
mentioned in that paragraph.

(2) The report'of an inspector appointed otherwide than of the
motion of the Financial Secretary may, if he thinks fit. and shall,
if the Financial Secretary so directs. include a recommendation
as to the directions, if any, that he thinks appropriate, in the light
of his investigation, (o be given under subsection (1)(¢) and (d).
(Amended, 6 of 1984, 5. 104)

(3) For the purposes of this section, any costs or expenses
incurred by the Financial Sceretary in or in connexion with proceed-
ings brought by virtue of section 147(3). including expenses incurred
by virtue of subsection (4) thereof. shall be treated as expenses of
the investigation giving rise to the proceedings. (Amended, 51
of 1978,5.5)

(4) Any liability to repay the Government imposed by para-
graphs (¢) and () of subscction (1) shall, subject to the satisfaction
of the right of Government to repayment, be a liability also to
indemnify all persons against liability under paragraphs (c) and (d)
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thereof, and any such liability imposed by the said paragraph (a)
shall, subject as aforesaid, be a liability also to indemnify all persons
against liability under the said paragraph (b); and any person liable
under any of the said paragraphs shall be entitled to contribution
from any other person liable under the same paragraph, according
to the amount of their respective liabilities thereunder. (Amend-
ed, 6 of 1984, s. 104)

( Replaced, 4 of 1963, 5. 8)

149. A copy of any report of an inspector appointed under
section 142 or 143, signed by the inspector and counter-signed by the
Financial Secretary, shall be admissible in any legal proceedings as
evidence of the opinion of the inspector in relation to any matter
contained in the report.

(Added, 4 of 1963, 5. 8)

149A. An answer given by a person to a question put to him in
exercise of powers conferred by—

(«) section 145; or

(b) general rules made under section 296(1) for carrying into
effect the objects of this Ordinance so far as relates to the
winding up of companies,

may be used in evidence against him, and a statement required by
section 190 may be used in evidence against any person making or
concurring in making it. .
(Added, 74 of 1975, 5. 2)

150. Nothing in sections 142 to 149 shall require disclosure to
the Financial Secretary or to an inspector appointed by him—

(a) by a solicitor of any privileged communication made to
him in that capacity, except as respecls the name and
address of his client; or

(b) by a body corporate’s bankers as such of any information
as to the affairs of any of their customers other than the
body corporate. (Amended, 6 of 1984, s. 105)

(Added, 4 of 1963,5.8)

151. Upon the appointment of an inspector under section 142
or 143 and upon the submission of his final report, the inspector
shall forward to the Registrar a notice in writing under his hand of



such appointment or of such submission, as the case may be.
{ Replaced, 4 of 1963, 5. 8)

152. (1) A company may, by special resolution, appoint an
inspector to investigate its affairs.

(2) It shall be the duty of all officers and agents of the
company to produce to the inspector all books and documents in
their custody or power.

(3) An inspector may examine on oath the officers and agents
of the company in relation to its business, and may administer an
oath accordingly.

(4) Ifany officer or agent of the company refuses to produce to
the inspector any book or document which it is his duty under this
section so to produce, refuses to attend before the inspector when
required so to do, or refuses to answer any question that is put to
-him by the inspector with respect to the affairs of the company, the
inspector may certify the fact under his hand to the court, and the
court may thereupon inquire into the case, and, after hearing any
witnesses who may be produced against or on behalf of the alleged
offender and after hearing any statement that may be offered in
defence, punish the offender in like manner as if he had been guilty
of contempt of the court. (Amended, 6 of 1984, s. 106)

(5) On the conclusion of the investigation the inspector shall
report his opinion in such manner and to such persons as the
company in general meeting may direct.

(6) A copy of the report of an inspector appointed under this
section, signed by the inspector and sealed with the seal of the
company to which the report relates, shall be admissible in any legal
proceedings as cvidence of the opinion of the inspector in relation to
any matter contained in the report,

' (Added, 4 of 1963, 5. 8)

Inspection of Companies’ Books and Papers

152A. (1) Where—

(a) an application is made to the Financial Secretary under
section 142 to appoint an inspector to investigate the
affairs of a company;

(b) in the case of any company, or in the case of any body
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corporate incorporated outside Hong Kong which is carry-
ing on business in Hong Kong or has at any time carried
on business therein, it appears to the Financial Secretary
that any of the circumstances referred to in section 143(¢)
are present,

the Financial Secretary may give directions to the company or body
corporate, as the case may be, requiring it, at such time and place as
may be specified in the directions, to produce such books or papers
as may be so specified, or may at any time, if the Financial Secretary
thinks there is good reason so to do, authorize any public officer, on
producing (if required to do so) evidence of his authority, to require
any such company or body corporate as aforesaid to produce to him
forthwith any books or papers which the officer may specify.

(2) Where by virtue of subsection (1) the Financial Secretary
or any public officer has power to require the production of any
books or papers from any company or body corporate, the Finan-
cial Secretary or public officer shall have the like power to require
production of those books or papers from any person who appears
to the Financial Secretary or such public officer to be in possession
of them; but where any such person claims a lien on books or papers
produced by him, the production shall be without prejudice to the lien.

(3) Any power conferred by or by virtue of this section to
require a company or body corporate or other person to produce
books or papers shall include power—

(a) 1f the books or papers are produced—
(i) to take copies of them or extracts from them; and

(i) to require that person, or any other person who is a
present or past officer of, or is or was at any time employed
by, the company or body corporate in question, to provide
an explanation of any of them;

(b) if the books or papers are not produced, to require the
person who was required to produce them to stute, to the
best of his knowledge and belief, where they are.

(4) If a requirement to produce books or papers or provide an
explanation or make a statement which is imposed by virtue of this
section is not complied with, the company or body corporate or other
person on whom the requirement was so imposed shall be guilty of an
oftence and liable to a tine of $10,000 and, in the case of an individual,



to imprisonment for 6 months; but where a person is charged with an
offence under this subsection in respect of 4 requirement to produce
any books or papers, it shall be a defence to prove that they were not
in his possession or under his control and that it was not reasonably
practicable for him to comply with the requirement.

(5) A statement made by a person in compliance with a
requirement imposed by virtue of this section may be used in
evidence against him, :

(Added, 6 of 1984, s. 107 )

152B. (1) If a magistrate is satisfied on information on oath
laid by an inspector appointed by the Financial Secretary, or by any
public officer acting under the authority of the Financial Secretary,
that there are reasonable grounds for suspecting that there are on

any premises any books or papers of which production ought to be

made but has not been made under section 145 or of which
production has been required by virtue of section 152A and which
have not been produced in compliance with that requirement, the
magistrate may issue a warrant authorizing any police officer,
together with other persons named in the warrant and any other
police oflicer, to enter the premises specified in the information
(using such force as is reasonably necessary for the purpose) and to
search the premises and take possession of any books or papers
appearing to be such books or papers as aforesaid, or to take, in
relation to any books or papers so appearing, any other steps which
may appear necessary for preserving them and preventing interfer-
ence with them.

(2) Every warrant issued under this section shall continue in
force until the end of the period of 1 month after the date on which it
is 1ssued.

(3) Any books or papers of which possession is taken under
this section may be retained for a period of 3 months or, if within
that period any criminal proceedings to which the books and
papers are relevant are commenced, until the conclusion of those
proceedings.

(4) A person who obstructs the exercise of a right of entry or
search conferred by virtue of a warrant issued under this section, or
who obstructs the exercise of a right so conferred to take possession
of any books or papers, shall be guilty of an offence and liable on
conviction (o a fine of $10,000 and to imprisonment for 6 months.

( Added, 6 of 1984, 5. 107 )
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152C. (1) No information or document relating to a company
or body corporate which has been obtained under section 152A or
152B shall, without the previous consent in writing of the company
or body corporate, as the case may be. be published or disclosed,

" except to a competent authority, unless the publication or disclosure
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is required with a view to the institution of, or otherwise for the
purposes of, any criminal proceedings.

(2) Any person who publishes or discloses any information or
document in contravention of subsection (1) shall be guilty of an
offence and liable—

(«) on conviction upon indictment to a fine of $50,000 and to
imprisonment for 2 years; and

(h) on summary conviction to a fine of $10,000 and to im-
prisonment for 6 months,

(3) For the purposes of this section, “competent authority”
means any of the following—

(a) the Financial Secretary;

{b) an inspector appointed under this Ordinance by the Finan-
cial Secretary;

(¢) any public officer acting under the authority of the Finan-
cial Secretary.
(Added, 6 of 1984, s. 107)

152D. (1) A person who—

(a) conceals, destroys, mutilates or falsifies, or is privy to the
concealment, destruction, mutilation or falsification of a
book- or paper affecting or relating to the property or
affairs of any company or body corporate mentioned in
section 152A(1); or

(b) parts with, alters or makes an omission in any such book
or paper, or who is privy to parting with, altering or
making an omission in any such book or paper; or

(c) sends, causes to be sent or conspires with another person to
send, out of Hong Kong such a book or paper or any
property belonging to or under the control of the company,

shall be guilty of an offence and liable—
(i) on conviction upon indictment to a fine of $50,000 and to



imprisonment for 2 years; and

(ii) on summary conviction to a fine of $10,000 and to im-
prisonment for 6 months.

(2) Ina prosecution for an offence under subsection (1), it shall

be a defence if the person charged with the offence proves that he did
not act with intent to defeat the purposes of sections 142 to 152B.

(Added, 6 of 1984, 5. 107)

152E. A person who, in purported compliance with a require-
ment imposed under section 152A to provide an explanation or
make a statement, provides or makes an explanation or statement
which he knows to be false in a material particular or recklessly
provides or makes an explanation or statement which is so false shall
be guilty of an offence and liable—

(a) on conviction upon indictment to a fine of $50,000 and to
imprisonment for 2 years; and

(b) on summary conviction to a fine of $10,000 and to im-
prisonment for 6 months.
{Added, 6 of 1984, 5. 107)

152F. (1) Nothing in section 152A, 152B, 152C, 152D or 152E
shall compel the production by a solicitor of a document containing
a privileged communication made by or to him in that capacity or
authorize the taking of possession of any such document which is in
his possession.

(2) The Financial Secretary shall not, under section 152A,
require, or authorize any public officer to require, the production by
a person carrying on the business of banking of a document relating
to the affairs of a customer of his unless either it appears to the
Financial Secretary that it is necessary so to do for the purpose of
investigating the affairs of the first-mentioned person or the cus-
tomer is a person on whom a requirement has been imposed by
virtue of that section.

(Added, 6 of 1984, 5. 107)
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TENTH SCHEDULE
ACCOUNTS. .
Preliminary

1. Paragraphs 2 to 12 apply to the balance sheet and 13 to 17 to the profit and
loss account, and are subject to the exceptions and modifications provided for by
Part II in the case of a holding or subsidiary company and by Part III in the case
of companies of the classes there mentioned; and this Schedule has effect in addition
to the provisions of sections 161 to 161C of this Ordinance.

PART |
GENERAL PROVISIONS AS TO BALANCE SHEET AND PROFIT AND LOSS ACCOUNT
Balance Sheet

2. The authorized share capital, issued share capital, liabilities and assets shall
be summarized, with such particulars as are necessary to disclose the general nature
of the assets and liabilities, and there shall be specified—

(a) any part of the issued capital that consists of redeemable preference shares,

the earliest and latest dates on which the company has power to redeem
those shares, whether those shares must be redeemed in any event or are
liable to be redeemed at the option of the company and whether any (and, if
so, what) premium is payable on redemption;

(b) so far as the information is not given in the profit and loss account, any
share capital on which interest has been paid out of capital during the
financial year, and the rate at which interest has been so paid;

(¢) the amount of the share premium account;

d) ba_rticulars of any redeemed debentures which the company has power to
reissue.

3. There shall be stated under separate héadings, so far as they are not written
off,—

(a) the preliminary expenses;

(b) any expenses incurred in connexion with any issue of share capital or
debentures;

(c) any sums paid by way of commission in respect of any shares or debentures;
(d) any sums allowed by way of discount in respect of any debentures; and
(e) the amount of the discount allowed on any issue of shares at a discount.

4. (1) The reserves, provisions, liabilities and assets shall be classified under
headings appropriate to the company’s business:



Provided that—

(a) where the amount of any class is not material, it may be included under the
same heading as some other class; and

(b) where any assets of one class are not separable from assets of another class,
those assets may be included under the same heading.

(2) Fixed assets, current assets and assets that are neither fixed nor current shall
be separately identified.

(3) The method or methods used to arrive at the amount of the fixed assets
under each heading shall be stated.

5. (1) The method of arriving at the amount of any fixed asset shall, subject to
sub-paragraph (2), be to take the difference between—

(@) its cost or, if it stands in the company's books at a valuation, the amount of
the valuation; and

(b) the aggregate amount provided or written off since the date of acquisition or
valuation, as the case may be, for depreciation or diminution in value;

and for the purposes of this paragraph the net amount at which any assets stand in
the company’s books at Ist October 1975 (after deduction of the amounts previously
provided or written off for depreciation or diminution in value) shall, if the figures
relating to the period before 1st October 1975 cannot be obtained without unreasona-
ble expense or delay, be treated as if it were the amount of a valuation of those assets
made at 1st October 1975 and, where any of those assets are sold, the said net amount
less the amount of the sales shall be treated as if it were the amount of a valuation so
made of the remaining assets.

(2) Sub-paragraph (1) shall not apply—

(@) to assets for which the figures relating to the period beginning with Ist
October 1975 cannot be obtained without unreasonable expense or delay; or

(b) to assets the replacement of which is provided for wholly or partly—
(i) by making provision for renewals and charging the cost of replace-
ment against the provision so made; or
(ii) by charging the cost of replacement direct to revenue; or

(¢) to any listed investments or to any unlisted investments of which the value
as estimated by the directors is shown either as the amount of the
investments or by way of note; or (Amended, 6 of 1984, s. 259)

(d) to goodwill, patents or trade marks.

(3) For the assets under each heading whose amount is arrived at in accordance
- with sub-paragraph (1), there shall be shown—

(a) the aggregate of the amounts referred to in paragraph (a) of that sub-
paragraph; and

(b) the aggregate of the amounts referred to in paragraph (b) thereof.

(4) As respects the assets under each heading whose amount is not arrived at in
accordance with sub-paragraph (1) because their replacement is provided for as
mentioned in sub-paragraph (2)(b), there shall be stated—

(a) the means by which their replacement is provided for; and
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)

6.

the aggregate amount of the provision (if any) made for renewals and
not used.

The aggregate amounts respectively of reserves and provisions (other than

provisions for depreciation, renewals or diminution in value of assets) shall be stated
under separate headings:

Provided that—

(a)
b

7.
account

this paragraph shall not require a separate statement of either of the said
amounts which is not matenal; and :

the Financial Secretary may direct that it shall not require a separate
statement of the amount of provisions where he is satisfied that that is not
required in the public interest and would prejudice the company, but subject
to the condition that any heading stating an amount arrived at after taking
into account a provision (other than as aforesaid) shall be so framed or
marked as to indicate that fact.

(1) There shall also be shown (unless it is shown in the profit and loss
or a statement or report annexed thereto, or the amount involved is not

material)—

(@)

(b

(2)

where the amount of the reserves or of the provisions (other than provisions
for depreciation, renewals or diminution in value of assets) shows an
increase as compared with the amount at the end of the immediately
preceding financial year, the source from which the amount of the increase
has been derived; and .

where—

(i) the amount of the reserves shows a decrease as compared with the
amount at the end of the immediately preceding financial year; or

(ii) the amount at the end of the immediately preceding financial year
of the provisions (other than provisions for depreciation, renewals or
diminution in value of assets) exceeded the aggregate of the sums since
applied and amounts still retained for the purposes thereof;

the application of the amounts derived from the difference.

Where the heading showing the reserves or any of the provisions aforesaid is

divided into sub-headings, this paragraph shall apply to each of the separate amounts
shown in the sub-headings instead of applying to the aggregate amount thereof.

If an amount is set aside for the purpose of its being used to prevent undue

fluctuations in charges for taxation, it shall be stated.

9.
(a)

b

(1) There shall be shown under separate headings—

the aggregate amounts respectively of the company’s listed investments and
unlisted investments; (Amended, 6 of 1984, s. 259)

if the amount of the goodwill and of any patents and trade marks or part of
that amount is shown as a separate item in or is otherwise ascertainable
from the books of the company, or from any contract for the sale or
purchase of any property to be acquired by the company, or from any

- documents in the possession of the company relating to the stamp dut}),'

payable in respect of any such contract or the conveyance of any suc
property, the said amount so shown or ascertained so far as not written
off or, as the case may be, the said amount so far as it is so shown or
ascertainable and as so shown or ascertained, as the case may be;



(c) the aggregate amount of any outstanding loans made under the authority of
provisos (b) and (c) to section 48(1);

(d) the aggregate amount of bank loans and overdrafts, and the aggregate
amount of loans, other than bank loans or overdrafts, made to the
company which—

(i) are repayable otherwise than by instalments and fall due for repay-
ment after the expiration of the period of 5 years beginning with the day
next following the expiration of the financial year; or

(ii) are repayable by instalments any of which fall due for payment after
the expiration of that period;

(e) the aggregate amount which is recommended for distribution by way of
dividend.

(2) Nothing in head () of sub-paragraph (1) shall be taken as requiring the
amount of the goodwill, patents and trade marks to be stated otherwise than as a
. single item.

(3) The heading showing the amount of the listed investments shall be sub-
divided, where necessary, to distinguish the investments as respects which there has,
and those as respects which there has not, been granted a listing on a recognized stock
exchange. (Amended, 6 of 1984, s. 259)

(4) In relation to each loan falling within head (d) of sub-paragraph (1) (other
than a bank loan or overdraft), there shall be stated by way of note (if not otherwise
stated) the terms on which it is repayable and the rate at which interest is payable
thereon:

Provided that if the number of loans is such that, in the opinion of the directors,
compliance with the foregoing requirement would result in a statement of excessive
length, it shall be sufficient to give a general indication of the terms on which the loans
are repayable and the rates at which interest is payable thereon.

10. Where any liability of the company is secured otherwise than by operation
of law on any assets of the company, the fact that that liability is so secured shall
be stated, but it shall not be necessary to specify the assets on which the liability
is secured. :

11. Where any of the company’s debentures are held by a nominee of or trustee
for the company, the nominal amount of the debentures and the amount at which
they are stated in the books of the company shall be stated.

12. (1) The matters referred to in the following sub-paragraphs shall be stated
by way of note, or in a statement or report annexed, if not otherwise shown.

(2) The number, description and amount of any shares in the company which
any person has an option to subscribe for, together with the following particulars of
the option, that is to say—

(a) the period during which it is exercisable;
(b) the price to be paid or shares subscribed for under it.

(3) The amount of any arrears of fixed cumulative dividends on the company’s
shares and the period for which the dividends or, if there is more than one class, each
class of them are in arrear.

. _(4) Particulars of any charge on the assets of the company to secure the
liabilities of any other person, including, where practicable, the amount secured.
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(5) The general nature of any other contingent liabilities not provided for and,
where practicable, the aggregate amount or estimated amount of those liabilities, if it
is material.

(6) Where practicable the aggregate amount or estimated amount, if it is
material, of contracts for capital expenditure, so far as not provided for and, where
practicable, the aggregate amount or estimated amount, if it is material, of capital
expenditure authorized by the directors which has not been contracted for.

(7) Inthe case of fixed assets under any heading whose amount is required to be
arrived at in accordance with paragraph 5(1) (other than unlisted investments) and is
so arrived at by reference to a valuation, the years (so far as they are known to the
directors) in which the assets were severally valued and the several values, and, in
the case of assets that have been valued during the financial year,— (Amended, 6
of 1984, 5. 259)

(a) the names of the persons who valued them or particulars of their
qualifications for doing so, and

(b) the bases of valuation used by such persons.

(8) If there are included amongst fixed assets under any heading (other than
investments) assets that have been acquired during the financial year, the aggregate
amount of the assets acquired as determined for the purpose of making up the balance
sheet, and if during that year any fixed assets included under a heading in the balance
sheet made up with respect to the immediately preceding financial year (other than
investments) have been disposed of or destroyed, the aggregate amount thereof as
determined for the purpose of making up that balance sheet.

(9) Of the amount of fixed assets consisting of land, how much is ascribable
to—
(a) land in Hong Kong in each of the following categories—
(i) land held on long lease;
(ii) land held on medium-term lease;
(iii) land held on short lease;

(b) land outside Hong Kong in each of the following categories—
(i) land held freehold;
(ii) land held on long lease;
(ii1) land held on medium-term lease;
(iv) land held on short lease.

(10) If in the opinion of the directors any of the current assets have not a value,
on realization in the ordinary course of the company’s business, at least equal to the
amount at which they are stated, the fact that the directors are of that opinion.

(11) The aggregate market value of the company’s listed investments where it
differs from the amount of the investments as stated, and the stock exchange value of
any investments of which the market value is shown (whether separately or not) and is
taken as being higher than their stock exchange value. (Amended, 6 of 1984, s. 259)

(12) If a sum set aside for the purpose of its being used to prevent undue
fluctuations in charges for taxation has been used during the financial year for
another purpose, the amount thereof and the fact that it has been so used.

(13) If the amount carried forward for stock in trade or work in progress is
material for the appreciation by its members of the company’s state of affairs or of its
profit or loss for the financial year, the manner in which that amount has been
computed.



(14)

The basis on which other currencies have been converted into the currency

in which the balance sheet is expressed, where the amount of the assets or liabilities
aflected is material.

(15)

The basis on which the amount, if any ,set aside for Hong Kong profits tax

is computed.

(16)

Except in the case of the first balance sheet laid before the company after 1st

October 1975, the corresponding amounts at the end of the immediately preceding
financial year for all items shown in the balance sheet other than any item the amount
for which is shown—

(@
®

13.
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®
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@
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in pursuance of sub-paragraph (8), or

as an amount the source or application of which is required by paragraph 7
to be shown.

Profit and Loss Account

(1) There shall be shown—

the amount charged to revenue by way of provision for depreciation,
renewals or diminution in value of fixed assets;

the amount of the interst on loans of the following kinds made to the
company (whether on the security of debentures or not), namely, bank
loans, overdrafts and loans which, not being bank loans or overdrafts,—
(i) are repayable otherwise than by instalments and fall due for repay-
ment before the expiration of the period of 5 years beginning with the day
next following the expiration of the financial year; or
(ii) are repayable by instalments the last of which falls due for payment
before the expiration of that period;
and the amount of the interest on loans of other kinds so made (whether on
the security of debentures or not);

the amount of the charge to revenue for taxes imposed by the Inland
Revenue Ordinance and, if that amount would have been greater but for
relief from double taxation, the amount which it would have been but for
such relief, and the amount of the charge for taxation imposed outside Hong
Kong of profits, income and (so far as charged to revenue) capital gains;

the amounts respectively provided for redemption of share capital and for
redemption of loans;

the amount, if material, set aside or proposed to be set aside to, or
withdrawn from, reserves;

subject to sub-paragraph (2), the amount, if material, set aside to provisions
other than provisions for depreciation, renewals or diminution in value of
assets or, as the case may be, the amount, if material, withdrawn from such
provisions and not applied for the purposes thereof;

the amounts respectively of income from listed investments and income
from unlisted investments; (Amended, 6 of 1984, 5. 259)
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(h) if a substantial part of the company's revenue for the financial year consists
in rents from land and buildings, the amount thereof (after deduction of
ground-rents, rates and other out-goings);

(i) the amount, if material, charged to revenue in respect of sums payable in
respect of the hire of plant and machinery;

(/) the aggregate amount of the dividends paid and proposed.

(2) The Financial Secretary may direct that a company shall not be obliged to
show an amount set aside to provisions in accordance with sub-paragraph (1)(f). if
he is satisfied that that is not required in the public interest and would prejudice the
company, but subject to the condition that any heading stating an amount arrived
at after taking into account the amount setaside as aforesaid shall be so framed or
marked as to indicate that fact.

(3) If, in the case of any assets in whose case an amount is charged to
revenue by way of provision for depreciation or diminution in value, an amount is
also charged by way of provision for renewal thereof, the last-mentioned amount
shall be shown separately.

(4) If the amount charged to revenue by way of provision for depreciation or
diminution in value of any fixed assets (other than investments) has been determined
otherwise than by reference to the amount of those assets as determined for the
purpose of making up the balance sheet, that fact shall be stated.

14. The amount of any charge arising in consequence of the occurrence of an
event in a preceding financial year and of any credit so arising shall, if not included in
a heading relating to other matters, be stated under a separate heading.

15. The amount of the remuneration of the auditors shall be shown under a
separate heading, and for the purposes of this paragraph, any sums paid by the
company in respect of the auditors’ expenses shall be deemed to be included in the
expression “remuneration”.

16. (1) The matters referred to in sub-paragraphs (2) to (4) shall be stated by
way of note, if not otherwise shown,

(2) The turnover for the financial year, except in so far as it is attributable to the
business of banking or to business of such other class as may be prescribed for the
purposes of this sub-paragraph.

(3) If some or all of the turnover is omitted by reason of its being attributable as
aforesaid, the fact that it is so omitted.

(4) The method by which turnover stated is arrived at.

17. (1) The matters referred to in sub-paragraphs (2) to (6) shall be stated by
way of note, if not otherwise shown.

(2) If depreciation or replacement of fixed asscts is provided for by some
method other than a depreciation charge or provision for renewals, or is not provided
for, the method by which it is provided for or the fact that it is not provided for, as the
case may be. :

(3) The basis on which the charge for Hong Kong profits tax is computed.

(4) Any special circumstances which affect liability in respect of taxation of
profits, income or capital gains for the financial year or liability in respect of taxation
of profits, income or capital gains for succeeding financial years.

(5) Except in the case of the first profit and loss account laid before the
company after Ist October 1975 the corresponding amounts for the immediately



preceding financial year for all items shown in the profit and loss account.

(6) Any material respects in which any items shown in the profit and loss
account are affected—

(a) by transactions of a sort not usually undertaken by the company or other-
wise by circumstances of an exceptional or non-recurrent nature; or

(b) by any change in the basis of accounting.

ParT II

SPECIAL PROVISIONS WHERE THE COMPANY IS
A HOLDING OR SuBsIDIARY COMPANY

Modifications of and Additions to Requiremenis
as to Company's own Accounts

18. (1) This paragraph shall apply whex;e the company is a holding company,
whether or not it is itself a subsidiary of another body corporate.

(2) The aggregate amount of assets consisting of shares in, or amounts owing
(whether on account of a loan or otherwise) from, the company’s subsidiaries,
distinguishing shares from indebtedness, shall be set out in the balance sheet
separately from all the other assets of the company, and the aggregate amount of
indebtedness (whether on account of a loan or otherwise) to the company’s sub-
sidiaries shall be so set out separately from all its other liabilities and—

(@) the references in Part I to the company’s investments (except tﬁose in
paragraphs 12(8) and 13(4)) shall not include investments in its subsidiaries
required by this paragraph to be separately set out; and

(b) paragraphs 3, 13(1)(a) and 17(2) shall not apply in relation to fixed assets
consisting of interests in the company’s subsidiaries.

(3) There shall be shown by way of note on the balance sheet or in a statement
or report annexed thereto the number, description and amount of the shares in and
debentures of the company held by its subsidiaries or their nominees, but excluding
any of those shares or debentures in the case of which the subsidiary is concerned as
personal representative or in the case of which it is concerned as trustee and nejther
the company nor any subsidiary thereof is beneficially interested under the trust,
otherwise than by way of security only for the purposes of a transaction entered into
by it in the ordinary course of a business which includes the lending of money.

(4) Where group accounts are not submitted, there shall be annexed to the
balance sheet a statement showing—

(a) the reasons why subsidiaries are not dealt with in group accounts;

(b) the net aggregate amount, so far as it concerns members of the holding
company and is not dealt with in the company’s accounts, of the sub-
sidiaries’ profits after deducting the subsidiaries’ losses (or vice versa)—

(i) for the respective financial years of the subsidiaries ending with or
during the financial year of the company; and

(ii) for their previous financial years since they respectively became the
holding company’s subsidiary;

(c) the net aggregate amount of the subsidiaries’ profits after deducting the
subsidiaries’ losses (or vice versa)—
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(i) for the respective financial years of the subsidiaries ending with or
during the financtal year of the company; and

(if) for their other financial years since they respectively became the
holding company’s subsidiary;
so far as those profits are dealt with, or provision is made for those losses, in
the company's accounts;

(d) any qualifications contained in the report of the auditors of the subsidiaries
on their accounts for their respective financial years ending as aforesaid, and
any note or saving contained in those accounts to call attention to a matter
which, apart from the note or saving, would properly have been referred to
in such a qualification, in so far as the matter which is the subject of the
qualification or note is not covered by the company’s own accounts and is
material from the point of view of its members;

or, in so far as the information required by this sub-paragraph is not obtainable, a
statement that it is not obtainable:

Provided that the Financial Secretary may, on the application or with the
consent of the company’s directors, direct that in relation to any subsidiary this
sub-paragraph shall not apply or shall apply only to such extent as may be provided
by the direction.

(5) Sub-paragraph (4)(b) and (c) shall apply only to profits and losses of a
subsidiary which may properly be treated in the holding company’s accounts as
revenue profits or losses, and the (froﬁts or losses attributable to any shares in a
subsidiary for the time being held by the holding company or any other of its
subsidiaries shall not (for that or any other purpose) be treated as aforesaid so far as
they are profits or losses for the period before the date on or as from which the shares
were acquired by the company or any of its subsidiaries, except that they may in a
proper case be so treated where—

(a) the company is itself the subsidiary of another body corporate; and
(b) the shares were acquired from that body corporate or a subsidiary of it;

and for the purpose of determining whether any profits or losses are to be treated as
profits or losses for the said period the profit or loss for any financial year of the
subsidiary may, if it is not practicable to apportion it with reasonable accuracy by
reference to the facts, be treated as accruing from day to day during that year and be
apportioned accordingly.

(6) Where group accounts are not submitted, there shall be annexed to the
balunce sheet a statement showing. in relation to the subsidiarics (if any) whose
financial years did not end with that of the company—

(a) the reasons why the company's directors consider that the subsidiaries’
financial years should not end with that of the company; and

(b) the dates on which the subsidiaries’ financial years ending last before that of
the company respectively ended or the earliest and latest of those dates.

19. (1) The balance sheet of a company which is a subsidiary of another body
corporate. whether or not it is itself a holding company, shall show the aggregate
amount of its indebtedness to all bodies corporate of which it is a subsidiary or a
fellow subsidiary and the aggregate amount of indebtedness of all such bodies
corporate to it. distinguishing in each case between indebtedness in respect of
debentures and otherwise, and the aggregate amount of assets consisting of shares in
fellow subsidiaries.



(2) For the. purposes of this paragraph a company shall be deemed to be a
fellow subsidiary of another body corporate if both are subsidiaries of the same body
corporate but neither is the other's subsidiary.

Consolidated Accounts of Holding Company and Subsidiaries

20. Subject to the following paragraphs of this Part. the consolidated balance
sheet and profit and loss account shall combine the information contained in the
separate balance sheets and profit and loss accounts of the holding company and of
the subsidiaries dealt with by the consolidated accounts, but with such adjustments (if
any) as the directors of the holding company think necessary.

21. Subject as aforesaid and to Part HI, the consolidated accounts shall. in
giving the said information, comply so far as practicable, with the requirements of this
Ordinance as if they were the accounts of an actual company.

22. Sections 161 and 161B shall not, by virtue of paragraphs 20 and 21, apply
for the purpose of the consolidated accounts.

23. Paragraph 7 shall not apply for the purpose of any consolidated accounts
laid before a company with the first balance sheet so laid after Ist October 1975.

24. Inrelation to any subsidiaries of the holding company not dealt with by the
consolidated accounts—

() paragraph 18(2) and (3) shall apply for the purpose of those accounts as if
those accounts were the accounts of an actual company of which they were
subsidiaries; and

(b) there shall be annexed the like statement as is required by paragraph 18(4)
where there are no group accounts. but as if references therein to the
holding company’s accounts were references to the consolidated accounts.

25. Inrelation to any subsidiaries (whether or not dealt with by the consolidated
accounts), whose financial years did not end with that of the company, there shall be
annexed the like statement as is required by paragraph 18(6) where there are no group
accounts.

Part IH
EXCEPTIONS FOR SPECIAL CLASSES OF COMPANY

26. (1) A banking company shall not be subject to the requirements of Part 1
other than—

(«) as respects its balance sheet. those of paragraphs 2 and 3, paragraph 4 (so
far as it relates to assels), paragraph 9 (except sub-paragraphs (1)(¢/) and
(4)), paragraphs 10 and 11 and paragraph 12 (except sub-paragraphs (7),
(8). (9). (11) and (12)): and :

(h) as respect its profit and loss account, those of sub-paragraph (1)(/1) and (/)
of paragraph 13. paragraphs 14 and 15 and sub-paragraphs (1) and (5) of
paragraph 17;

but, where in its balance sheet reserves or provisions (other than provisions for
depreciation, renewals or diminution in value of assets) are not stated separately, any
heading stating an amount arrived at after taking into account a reserve or such a
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(Cap. 155.)

provision shall be so Iramed or marked as to indicate that lact. and its profit and loss
account shall indicate by appropriate words the manner in which lhc amount stated
for the company's profit or loss has been arrived at.

(2) The accounts ol a bunking company shall not be deemed. by reason only of
the fact that they do not comply with any requirements of Part 1 from which the
company is cxempt by virtue of this paragraph. not to give the true and fair view
required by this Ordinance.

(3) Inthis paragraph the expression “banking company™ means any compuany
which carries on banking business and holds a valid licence granted under the
Banking Ordinance authorizing it to do so in Hong Kong.

27. (1) An insurance company shall not be subject to the following require-
ments of Part |, that is to say—

(u) as respects its balance sheet, those of paragraphs 4 to 7, sub-paragraphs (1)(a)
and (3) of paragraph 9 and sub-paragraphs (4). (5) and (7) to (11) of
paragraph 12;

(b) as respects its profit and loss account. those of paragraph 13 (except
sub-paragraph (1)(b), (¢), {d) and (j)) and paragraph 17(2);

but, where in its balance sheet reserves or provisions (other than provisions for
depreciation, renewals or diminution in value of assets) are not stated separately, any
heading stating an amount arrived at after taking into account a reserve or such a
provision shall be so framed or marked as to indicate that fact. and its profit and loss
account shall indicate by appropriate words the manner in which the amount stated
for the company’s profit or loss has been arrived at:

Provided that the Financial Secretary may direct that any such insurance
company whose business includes to a substantial extent business other than
insurance business shall comply with all the requirements of Part I or such of them as
may be specified in the direction and shall comply therewith as respects either the
whole of its business or-such part thereof as may be so specified.

(2) Where an insurance company is entitled to the benefit of this paragraph,
then any wholly owned subsidiary thereof shall also be so entitled if its business
consists only of business which is complementary to insurance business of the classes
carried on by the insurance company.

(3) The accounts of a company shall not be decmed. by rcason only of the fact
that they do not comply with any requirement of Part I from which the company is
exempt by virtue of this paragraph, not to give the truc and fair view required by this
Ordinance.

(4) For the purposes of this paragraph a company shall be deemed to be the
wholly owned subsidiary of an insurance company if it has no members except the
insurance company and the insurance company’s wholly owned subsidiaries and its
or their nominces.

28. (1) A shipping company shall not be subject to the tollowing requirements
of Part I, that is to say—

(a) as respects its balance sheet, those of paragraph 4 (except so far as it
relates to assets), paragraphs 5. 6 and 7 and sub-paragraphs (7) and (8)
of paragraph 12;

(b) as respects its profit and loss account. those of sub-paragraph (1)(«). (¢) and
(/) and sub-paragraphs (3) und (4) of paragraph 13 and paragraph 16.



(2) The accounts of a company shail not be deemed. by reason only of the fact
that they do not comply with any requirements of Part I from which the company is
exempt by virtue of this paragraph, not to give the true and fair view required by this
Ordinance.

(3) In this paragraph the expression “shipping company™ means a company
which, or a subsidiary of which. owns ships or includes umongst its activities the
management or operation of ships, being a company which satisties the Financial
Sccretary that it ought to be treated for the purposes of this paragraph as a shipping
company.

29. Where a company entitled to the benefit of any provision contained in this
Part is a holding company, the reference in Part Il to consolidated accounts
complying with the requirements of this Ordinance shall, in relation to consolidated
accounts of that company, be construed as referring to those requirements in so far
only as they apply to the separate accounts of that company.

PART IV
INTERPRETATION OF SCHEDULE

30. (1) For the purposes of this Schedule, unless the context otherwise
requires,—

(a) the expression “provision” shall, subject to sub-paragraph (2), mean any
amount written off or retained by way of providing for depreciation,
renewals or diminution in value of assets or retained by way of providing for
any known liability of which the amount cannot be determined with
substantial accuracy;

(b) the expression “reserve” shall not, subject as aforesaid, include any amount
written off or retained by way of providing for depreciation, renewals or
diminution in value of assets or retained by way of providing for any known
liability or any sum set aside for the purpose of its being used to prevent
undue fluctuations in charges for taxation; "

and in this paragraph the expression “lability” shall include all liabilities in respect of
expenditure contracted for and all disputed or contingent liabilitics.

(2) Where—

(a) any amount written off or retained by way of providing for depreciation,
renewals or diminution in value of assets, not being an amount written off in
relation to fixed assets before 1st October 1975; or

(b) any amount retained by way of providing for any known liability,

is in excess of that which in the opinion of the directors is reasonably necessary for the
purpose, the excess shall be treated for the purposes of this Schedule as a reserve and
not as a provision.

31. For the purposes aforesaid,—

(a) the expression “listed investment” means an investment as respects which
there has been granted a listing on a recognized stock exchange, or on any
stock exchange of repute outside Hong Kong, and the expression “unlisted
investment” shall be construed accordingly; (Amended, 6 of 1984, 5. 259)
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(6
(o)

(d)

(e)

the expression “lease” includes an agreement for a lease;

in relation to land in Hong Kong—
(i) the expression “long lease” means a lease in the case of which either—

(A) the portion of the term for which it was granted remaining unexpired at
the end of the financial year is not less than 50 years, or

(B) if the lease is a renewable Crown lease, the portion of the said term
remaining unexpired at the said date when added to the term for which
the lessee is entitled to renew the lease amounts to a period of not less
than 50 years from the said date;

(i) the expression “medium-term lease” means a lease in the case of
which either—

(A) the portion of the term for which it was granted remaining unexpired at
the end of the financial year is less than 50 years but not less than 10
years, or

(B) if the lease is a renewable Crown lease, the portion of the said term
remaining unexpired at the said date when added to the term for which
the lessee is entitled to renew the lease amounts to a period of less than
50 years but not less than 10 years from the said date;

(iii) the expression “short lease” means a lease which is not a long or a
medium-term lease;

in relation to land outside Hong Kong—

(i) the expression “long lease™ means a lease in the case of which the
portion of the term for which it was granted remaining unexpired at the end
of the financial year is not less than 50 years,

(i) the expression “medium-term lease™ means a lease in the case of
which the portion of the term for which it was granted remaining unexpired
at the end of the financial year is less than 50 years but not less than 10 years,

(iii) the expression “short lease™ means a lease which is not a long or a
medium-term lease;

a loan shall be deemed to fall due for repayment, and an instalment of a loan
shall be deemed to fall due for payment, on the earliest date on which the
lender could require repayment or, as the case may be. payment if he
exercised all options and rights available to him.

{ Tenth Schedule added, 80 of 1974, 5. 22)
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STATEMENT 2.0

STATEMENTS OF STANDARD ACCOUNTING PRACTICE
EXPLANATORY FOREWORD

Authoritj and scope

Statements of Standard Accounting Practice (‘accounting standards”)
describe methods of accounting approved by the Council of the
Hong Kong Society of Accountants for application to all financial
statements intended to give a true and fair view of financial position
and profit or loss. Any limitation of general scope will be made
clear as necessary in the texts of the Statements,

Disclosure of significant departures

Significant departures in financial statements from applicable
accounting standards should be disclosed and explained. The
financial effects should be estimated and disclosed unless this would
be impracticable or misleading in the context of giving a true and
fair view. If the financial effects of departures from standard
are not disclosed, the reasons should be stated.

Obligation for members of the Society to observe
accounting standards or justify departures

The Council expects members of the Society who assume respon-
sibilities in respect of financial statements to observe accounting
standards.

When this responsibility is evidenced by the association of their
names with such financial statements in the capacity of directors
or other officers the onus will be on them to ensure that the
existence and purpose of standards are fully understood by non-
member directors and other officers, and to use their best
endeavours to ensure that standards are observed or, if they are
not observed, that significant departures from them are disclosed
and: explained in the financial statements and their effect, if
material, disclosed.

Where members act as auditors or reporting accountants the onus
will be on them not only to ensure disclosure of significant
departures but also, to the extent that their concurrence is stated
or implied, to be prepared to justify them.
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10.

11.

12.

The Council, through its Accounting Standards Committee, may
inquire into apparent failures by members of the Society to observe
accounting standards or to disclose departures therefrom.

Date from which effective

The date from which members are expected to observe accounting
standards will be declared in each Statement of Standard

‘Accounting Practice.

Exceptional and borderline cases

Accounting standards are not intended to be a comprehensive
code of rigid rules. It would be impracticable to establish a code
sufficiently elaborate to cater for all business situations and
circumstances and every exceptional or marginal case. Nor could
any code of rules provide in advance for innovations in business
and financial practice.

Moreover it must be recognised that there may be situations in
which for justifiable reasons accounting standards are not strictly
applicable because they are impracticable or, exceptionally, having
regard to the circumstances, would be inappropriate or give a
misleading view.

In such cases modified or alternative treatment must be adopted
and, as noted, departure-from standard disclosed and explained.
In judging exceptional and borderline cases it will be important
to have regard to the spirit of accounting standards as well as
their precise terms, and to bear in mind the overriding requirement
to give a true and fair view.

Where accounting standards prescribe specific information to be
contained in financial statements, such disclosure requirements do
not override exemptions from djsclosure requirements given to
and utilised by special classes of companies under Statute.
Examples of such special. classes of company are contained in
Part III of the Tenth Schedule to the Companies Ordinance
Chapter 32, viz., the banking, insurance and shipping companies.

Future developments

Methods of financial accounting evolve and alter in response to
changing business and economic needs. From time to time new
accounting standards will be drawn at progressive levels, and
established standards will be reviewed with the object of
improvement in the light of new needs and developments.
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14.
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Status of accounting guidelines

In so far as they are not replaced by Statements of Standard
Accounting Practice, accounting guidelines will have effect as
guidance statements and indicators of best practice. They are
persuasive in intent and departures from them do not necessarily
require disclosure as do departures from accounting standards.

Application of accounting standards

Statements of Standard Accounting Practice are not intended to
apply to financial statements prepared and audited in overseas
territories for local purposes where different requirements of law
or generally accepted practice prevail, but are intended to be
applied where financial statements of overseas subsidiaries and
associated companies are incorporated in Hong Kong group
accounts. :
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. STATEMENT 2.101 _
STATEMENT OF STANDARD ACCOUNTING PRACTICE
DISCLOSURE OF ACCOUNTING POLICIES

The provisions of this statement of standard accounting practice should
be read in conjunction with-the Explanatory Foreword to accounting
standards and need not be applied to immaterial items.

1.

Part 1 — Introduction

It is fundamental to the understanding and interpretation of
financial statements that those who use them should be aware of

" the” main assumptions on which they are based. The purpose
of the Statement which follows is to assist such understanding
by promoting improvement in the quality of information disclosed.
It seeks to achieve this by establishing as standard accounting
practice the disclosure in financial statements of clear explanations
of the accounting policies followed in so far as these are significant
for the purpose of giving a true and fair view. The Statement
does not seek to establish accounting standards for individual
items; these will be dealt with in separate Statements of Accounting
Practice issued from time to time.

Part 2 — Definition of Terms

Fundamental accounting concepts-are the broad basic assumptions
which underlie the periodic financial statements of business enter-
prises. At the present time the four following fundamental
concepts (the relative importance of which will vary .according
to the circumstances of the particular case) are regarded as having
general acceptability:

(a) the ‘going concern’ concept: the enterprise will continue in
operational existence for the foreseeable future. This means
in particular that the profit and loss account and balance sheet
assume no intention or necessity to liquidate or curtail
significantly the scale of operation;

(b) the ‘accruals’ concept: revenue and costs are accrued (that
is recognised as they are earned or incurred, not as money
is received or paid), matched with one another so far as
their relationship can be established or justifiably assumed,
and dealt with in the profit and loss account of the period
to which they relate; provided that where the accruals concept
is inconsistent with the ‘prudence’ concept (paragraph (d)
below), the latter prevails. The accruals concept implies that
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the profit and loss account and statement of changes reflects
changes in the amount of net assets that arise out of the
transactions of the relevant period (other than distributions
or subscriptions of capital and unrealised surpluses arising on
revaluation of fixed assets). Revenue and profits dealt with
in the profit and loss account are matched with associated
costs and expenses by including in the same account the costs
incurred in earning them (so far as these are material and
identifiable);

(c) the ‘consistency’ concept: there is consistency of accounting
treatment of like items within each accounting period and
from one period to the next;

(d) the concept of ‘prudence’; revenue and profits are not anti-
cipated, but are recognised by inclusion in the profit and
loss account only when realised in the form either of cash
or of other assets the ultimate cash realisation of which can
be assessed with reasonable certainty; provision is made for
all known liabilities (expenses and losses) whether the amount
of these is known with certainty or is a best estimate in the
light of the information available.

Accounting bases are the methods developed for applying funda-
mental accounting concepts to financial transactions and items,
for the purpose of financial accounts, and in particular (a) for
determining the accounting periods in which revenue and costs
should be recognised in the profit and loss account and (b) for
determining the amounts at which material items should be stated
in the balance sheet.

Accounting policies are the specific accounting bases selected and
consistently followed by a business enterprise as being, in the
opinion of the management, appropriate to its circumstances and
best suited to present fairly its results and financial position.

Part 3 — Standard Accounting Practice

Disclosure of adoption of concepts which differ from those
generally accepted

If financial statements are prepared on the basis of assumptions
which differ in material respects-from any of the generally accepted
fundamental concepts defined in paragraph 2 above, the facts
should be explained. In the absence of a clear statement to the
contrary, there is a presumption that the four fundamental concepts
have been observed. '
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Disclosure of accounting policies

6. The accounting policies and any changes thereto (as defined in
paragraph 4 above) followed for dealing with items which are
judged material or critical in determining profit or loss for the year
and in stating the financial position and changes therein should be
disclosed by way of note to the accounts. The explanations should
be clear, fair, and as brief as possible.

Date from which effective

7. The accounting practices set out in this statement should be adopted

" as soon as possible and regarded as standard in respect of financial

statements relating to accounting periods starting on or after 1st
July, 1975.

Part 4 — Compliance with International Accounting Standards

8. The requirements of International Accounting Standard No. 1
“Disclosure of accounting policies” accord very closely with the
content of this Statement. Accordingly compliance with this
Statement will ensure compliance with IAS 1 in all material respects.

Part 5 — Explanatory Note

This explanatory note is for general guidance only and does not form
part of the statement of standard accounting practice.

Fundamental accounting concepts, accounting bases and
accounting policies

9. In accounting usage terms such as ‘accounting principles’, ‘practices’,
‘rules’, ‘conventions’, ‘methods’ or ‘procedures’ have often been
treated as interchangeable. For the purpose of this Statement
it is convenient to distinguish between fundamental accounting
concepts, accounting bases and accounting policies.

10. Fundamental accounting concepts are here defined as broad basic
assumptions which underlie the periodic financial statements of
business enterprises. It is expedient to single out for special
mention four in particular: (a) the ‘going concern’ concept (b)
the ‘accruals’ concept (c) the ‘consistency’ concept and (d) the
‘prudence’ concept. The use of these concepts is not necessarily
self-evident from an examination of. financial statements, but they
have such general acceptance that they call for no explanation
in published financial statements and their observance is presumed
unless stated otherwise. They are practical rules rather than
theoretical ideals and are capable of variation and evolution as
accounting thought and practice develop, but their present generally
accepted meanings are restated in paragraph 2 above.
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12.

13.

14.

15.

16.

17.
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Accounting bases are the methods which have been developed for
expressing or applying fundamental accounting concepts to financial
transactions and items. By their nature accounting bases are more
diverse and numerous than fundamental concepts, since they have
evolved in response to the variety and complexity of types of
business and business transactions, and for this reason there may
justifiably exist more than one recognised accounting basis for
dealing with particular items.

Accounting policies are the specific accounting bases judged by
business enterprises to be most appropriate to their circumstances
and adopted by them for the purpose of preparing their financial
statements.

Particular problems in application of the fundamental concepts

The main difficulty in applying the fundamental accounting concepts
arises from the fact that many business transactions have financial
effects spreading over a number of years. Decisions have to be
made on the extent to which expenditure incurred in one year can
reasonably be expected to produce benefits in the form of revenue
in other years and should therefore be carried forward, in whole or

- in part; that is, should be dealt with in the closing balance sheet,

as distinct from being dealt with as an expense of the current year
in the profit and loss account because the benefit has been exhausted
in that year.

In some cases revenue is received for goods or services the
production or supply of which will involve some later expenditure.
In this case a decision must be made regarding how much of the
revenue should be carried forward, to be dealt with in subsequent
profit and loss accounts when the relevant costs are incurred.

All such decisions reqdire consideration of future events of uncertain
financial effect, and to this extent an element of commercial
judgement is unavoidable in the assessment.

Examples of matters which give rise to particular difficulty are:
the future benefits to be derived from stocks and all types of work
in progress at the end of the year; the future benefits to be derived
from fixed assets, and the period of years over which these will
be fruitful; the extent to which expenditure on research and
development can be expected to produce future benefits.

Purpose and limitations of accounting bases
In the course of practice there have developed a variety of

accounting bases designed to provide consistent, fair and as nearly
as possible objective solutions to these problems in particular



180

18.

19.

20.

circumstances; for instance bases for calculating such items as
depreciation, the amounts at which stocks and work in progress
are to be stated, and deferred taxation.

Accounting bases provide an orderly and consistent framework for
periodic reporting of a concern’s results and financial position, but
they do not, and are not intended to, substitute for the exercise
of commercial judgement in the preparation of financial reports.
Where a choice of acceptable accounting bases is available judge-
ment must be exercised in choosing those which are appropriate
to the circumstances and are best suited to present fairly the
concern’s results and financial position; the bases thus adopted
then become the concern’s accounting policies. The significance of
accounting bases is that they provide limits to the area subject to
the exercise of judgement, and a check against arbitrary, excessive
or unjustifiable adjustments where no other objective yardstick is
available. By definition it is not possible to develop generalised
rules for the exercise of judgemeat, though practical working rules
may be evolved on a pragmatic basis for limited use in particular
circumstances. Broadly, the longer a concern’s normal business
cycle - the period between initiation of business transactions and
their completion - the greater the area subject to judgement and its

_effect on periodic financial statements, and the less its susceptibility

to close regulation by accounting bases. These limitations to the
regulating powers of accounting bases must be recognised.

Significance of disclosure of accounting policies

In circumstances where more than one accounting basis is
acceptable in principle, the accounting policy followed can signi-
ficantly affect a concern’s reported results and financial position
and the view presented can be properly appreciated only if the

-policies followed in dealing with material items are also explained.

For this reason adequate disclosure of the accounting policies is
essential to the fair presentation of financial accounts. As accounting
standards become established through publication of Statements of
Standard Accounting Practice, the choice of accounting bases
regarded as generally available will diminish, but it has to be
recognised that the complexity and diversity of business renders
total and rigid uniformity of bases impracticable.

The items with which this Statement is mainly concerned are those
which are subject to the exercise of judgement as to how far they
should be dealt with in the profit and loss account for the period
under review or how far all or part should be carried forward in
the balance sheet as attributable to the operations of future periods.
The determination of the annual profit or loss of nearly every
business substantially depends on a systematic approach to a few
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material items of this type. For the better appreciation of the view
they give, financial statements should include a clear explanation
of the accounting policies followed for dealing with these few key
items (some examples of which are given in paragraph 21 below).
The intention and spirit of this Statement are that management
should identify those items of the type described which are judged
material or critical for the purpose of determining and fully
appreciating the company’s profit or loss and its financial position,
and should make clear the accounting policies followed for dealing
with them.

Examples of matters for which different accounting bases
are recognised

Significant matters for which different accounting bases are re-
cognised and which may have a material effect on reported results
and financial position include:

— depreciation of fixed assets

— treatment and amortisation of intangibles such as research
and development expenditure, patents and trademarks,

— stocks and work in progress

— long-term contracts

— deferred taxation

— hire-purchase or instalment transactions
-— leasing and rental transactions

— conversion ,of foreign currencies

— repairs and renewals

— consolidation policies

— property development transactions

— warranties for products- or services

This list is not exhaustive, and may vary according to the nature
of the operations conducted.
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STATEMENT 2.102
STATEMENT OF STANDARD ACCOUNTING PRACTICE
EXTRAORDINARY ITEMS AND PRIOR YEAR ADJUSTMENTS

he provisions of this statement bf standard accounting practice should
be read in conjunction with the Explanatory Foreword to accounting
standards and need not .be applied to immaterial items.

Part 1 — Introduction

1. There are currently two different points of view on the treatment
of extraordinary and prior year items. One view is that in order
to avoid distortion, the profit and loss account for the year should
include only the normal recurring activities of the business. It
should therefore exclude extraordinary and prior year items, which
should be taken direct to reserves or adjusted against the opening
balance of retained profits.

2. The other view, on which this Statement is based, is that the profit
and loss account for the year should include and show separately
" all extraordinary items which are recognised in that year and, with
certain specified exceptions, all prior year items.. The main reasons

for accepting this view are that: ' '

(a) inclusion and disclosure of extraordinary and prior year items
will enable the profit and loss account for the year to give a
better view of a company’s profitability and progress;

(b) exclusion, being a matter of subjective judgement, could lead
to variations and to a loss of comparability between the
reported results of companies; and

(c) exclusion could result in extraordinary and prior year items
being overlooked in any consideration of results over a series
of years.

Part 2 — Definition of Terms

3. Extraordinary items, for the purposes of this Statement, are those
items which derive from events or transactions outside the ordinary
activities of the business and which are both material and expected
not to recur frequently or regularly. They do not include items
which, though exceptional on account of size and incidence (and
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which may therefore require separate disclosure), derive from the
ordinary activities of the business. Neither do they include prior
year items merely because they relate to a prior year.

Prior year adjustments are those material adjustments applicable to
prior years arising from changes in accounting policies and from
the correction of fundamental errors. They do not include the
normal recurring corrections and adjustments of accounting
estimates made in prior years.

Part 3 — Standard Accounting Practice
Profit after extraordinary items

The profit and loss account for the year should show a profit or
loss after extraordinary items, reflecting all profits and losses re-
cognised in the accounts of the year other than prior year adjust-
ments as defined in Paragraph 4 and unrealised surpluses on
revaluation of fixed assets, which should be credited direct to
reserves.

Items of an abnormal size and incidence which are derived from
the ordinary activities of the business should be included in arriving
at the profit for the year before taxation and extraordinary items,
and their nature and size disclosed.

Extraordinary items

Extraordinary items as defined in Paragraph 3 (less attributable
taxation) should be shown separately in the profit and loss account
for the year after the results derived from ordinary activities and
their nature and size disclosed.

Prior year adjustments

Prior year adjustments as defined in Paragraph 4 (less attributable
taxation) should be accounted for by restating prior years, with
the result that the opening balance of retained profits will be
adjusted accordingly. The effect of the change should be disclosed
where practicable by showing separately in the restatement of the
previous year the amount involved. Items which represent the
normal recurring corrections and adjustments of accounting
estimates made in prior years should be included in the profit and
loss account for the year and, if material, their nature and size
should be disclosed.



184

-~ 10.

11

12.

Profit and loss account presentation

As a result of the foregoing, the profit and loss account for the
year should, if there are extraordinary items, include the following
elements:

— profit before extraordinary items;
— extraordinary items (less taxation attributable thereto);

— profit after extraordinary items.

A statement of retained profits/reserves showing any prior year
adjustments should immediately follow the profit and loss account
for the year. An example of a statement ‘of profit and loss for
the year and a statement of retained profits/reserves is set out in
the appendix.

Date from which effective

The accounting practices set out in this Statement should be adopted
as soon as possible and regarded as standard in respect of financial
statements relating to accounting periods beginning on or after
Ist January 1977.

Part 4 — Note on Legal Requirements in Hong Kong

The application of the foregoing standard accounting practice will
provide the disclosure required by paragraph 17 (6) of Schedule
10 to the Companies Ordinance which requires the following to
be stated by way of note if not otherwise shown:

‘Any material respects in which any items shown in the profit and
loss account are affected —

(a) by transactions of a sort not usually undertaken by the
company or otherwise by circumstances of an exceptional or
non-recurrent nature; or

(b) by any change in the basis of accounting.’

Part 5§ — Compliance with International Accounting Standards

The requirements of International Accounting Standard No. 8
“Unusual and prior period items and changes in accounting
policies” accord very closely with the content of this Statement.
Accordingly, compliance with this Statement will ensure compliance
with IAS 8 in all material respects.
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Part 6 — Explanatory Note

This explanatory note is for general guidance only and does not form
part of the statement of standard accounting practice.

13.

14.

15.

Extraordinary Items

Extraordinary items are defined in paragraph 3 of the Statement.
They derive from events outside the ordinary activities of the
business; they do not include items of abnormal size and incidence
which derive from the ordinary activities of the business. The
classification of items as extraordinary will depend on the particular
circumstances — what is extraordinary in one business will not
necessarily be extraordinary in another. Subject to this, examples
of extraordinary items could be the profits or losses arising from
the following:

(a) the discontinuance of a significant part of a business;

(b) the sale of an investment not acquired with the intention of
resale;

(c) writing off intangibles, including goodwill, because of unusual
events or developments during the period; and

(d) the expropriation of assets.

In order to present faicly the results from the ordinary activities
of the business, extraordinary items require to be disclosed in
the profit and loss account after the ordinary results have been
ascertained.

Items which, though abnormal in size and incidence, are not
extraordinary items (as defined in paragraph 3) because they
derive from the ordinary activities of the business would include:

(a) abnormal charges for bad debts and write-offs of stocks and
work in progress and research and development expenditure;

(b) abnormal provisions for losses on long-term contracts; and

(c) most adjustments of prior year taxation provisions.

These items, because they derive from the ordinary activities, should
be reflected in the ascertainment of profit before extraordinary items
although, because of their unusual size and incidence, they may
require disclosure if a true and fair view is to be given.
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17.

18.

At a time of frequent movement of currency exchange rates, the
accounting treatment of foreign currency transactions and conver-
sions and the distinguishing of items that are extraordinary present
many problems. The accouating policies adopted should be dis-
closed and explained in accordance with Statement No. 2.101
(SSAP 1) “Disclosure of Accounting Policies.”

Prior year adjustments

Prior year adjustments, that is prior year items which should be
adjusted against the opening balance of retained profits or reserves,
are rare and limited to items arising from changes in accounting
policies and from the correction of fundamental errors. They are
discussed in the paragraphs that follow. The majority of prior
year jtems however should be dealt with in the profit and loss
account of the year in which they are recognised and shown
separately if material. They arise mainly from the corrections
and adjustments which are the natural result of estimates inherent
in accounting and more particularly in the periodic preparation
of financial statements. Estimating future events and their effects
requires the exercise of judgement and will require reappraisal as
new events occur, as more experience is acquired or as additional
information is obtained. Since a change in estimate arises from
new information or developments it should not be given retrospec-
tive effect by a restatement of prior years. Sometimes a change
in estimate may have the appearance of a change in accounting
policy and care is necessary in order to avoid confusing the two.
For example, the future benefits of a cost may have become
doubtful and a change may be made from amortising the cost over
the period of those benefits to writing it off when incurred. Such
a change should be treated as a change in estimate and not as a
change in accounting policy. Prior year items are not extraordinary

‘merely because they relate to a prior year; their nature will deter-

mine their classification.

Changes in accounting policies

It is a fundamental accounting concept that there is consistency of
accounting treatment within each accounting period and from one
period to the next. A change in accounting policy should therefore
not be made unless it can be justified on the ground that the new
policy is preferable to the one it replaces because jt will give a
fairer presentation of the results and of the financial position of
the business. For example, the issue of a Statement of Standard
Accounting Practice that creates a new accounting basis or expresses
a preference for a basis not at present in use in the company is
sufficient ground for making a change. It is a characteristic of a



19.

20.

187

change in accounting policy that it is the result of a choice between
two or more accounting bases. It therefore does not arise from
the adoption or modification of an accounting basis necessitated by
transactions or events that are clearly different in substance from
those previously occurring. An example of a change in accounting
policy would be a change in the method of computing the cost of
stock and work in progress from one which includes no overheads
to one which includes all production overheads. In the case of
a change in accounting policy, the cumulative adjustments applicable
to prior years have no bearing on the results of the current year
and they should therefore not be included in arriving at the profit
for the current year. They should be accounted for by restatin

prior years with the result that the opening balance of retaine§
profits will be adjusted accordingly. The effect of the change
should be disclosed where practicable by showing separately in
the restatement of the previous year the amount involved.

Corrections of fundamental errors

In exceptional circumstances financial statements may have been
issued containing errors which are of such significance as to destroy
the true and fair view and hence the validity of those financial
statements and which would have led to their withdrawal had the
errors been recognised at the time. The corrections of such
fundamental errors should be accounted for not by inclusion in
the profit and loss account of the current year but by restating
the prior year(s) with the result that the opening balance of retained
profits will be adjusted accordingly.

Special cases

There are a few special instances where items of a revenue or
expense nature are permitted or required, either by law or by a
company’s constitution, to be taken to reserves. For example,
Section 48B of the Companies Ordinance permits the preliminary
expenses of a company or the expenses of, or the commission paid
or discount allowed on, any issue of its shares or debentures to
be written off against the share premium account. It also permits
the share premium account to be used in providing for the premium
payable on redemption of any redeemable preference shares or
of any debentures of the company. Another example is the
common requirement in the Articles of Association of many pro-
perty and investment holding companies to take the profits on sale
of properties or investments to capital reserve. So as to reflect
the effect of all such items on the profit or loss for the year, they
should be dealt with by taking them, on an amortised basis where
appropriate, to the profit and loss account and by transferring an
equivalent amount between reserves and the profit for the year.
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Appendix

This appendix is illustrative only and does not form part of the statement

of standard accounting practice.

Example of a Statement of Profit and Loss for the year and a

Statement of Retained profits/Reserves

Statement of Profit and Loss for the year ended 31st December 1975

1975
$000 $000
Turnover .................. 183,000
Operating profit after charging or ’
including: ............... 19,400
Depreciation ........... 4,100
Exceptional loss on major
contract (see note 2) .. {1,000
Other items ............ | 325])
Other income:
Investment income ....... 300
Profit before taxation and extra-
ordinary items ............ 19,700
Taxation .................. 9,850
Profit before extraordinary items 9,850
Extraordinary items less taxation
(seenote3) .............. 835
Profit after extraordinary items . 9,015
Dividends .................. 410
Retained profit ............. 4,605
Statement of Retained Profits/Reserves
Retained profit for the year .... 4,605
Retained profits/reserves at
beginning of year:
As previously reported ... 48,890
Prior year adjustment (see
note 1) ............. 450
As restated ............ 48,440
Retained profits/reserves at end
of year ...... e 33,045

1974

$000 $000

158,000

18,100
4,000

310

44,000

275
43,725

48,440
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Notes

(1) The policy followed in accounting for research and development
expenditure, which in prior years was written off over a period of four
years, was changed during the year ended 31st December 1975 and such
expenditure is now written off in the year in which it is incurred. It is
considered that the new policy will give a better presentation of the
results and the financial position of the company. Research and
development expenditure carried forward at 31st December 1974 (less
attributable taxation $340,000) amounted to $450,000. In restating
the results for 1974 on the basis of the new policy, the charge for
research and development in that year has been increased by $175,000
out of the expenditure carried forward at the end of 1974. The re-
mainder $275,000 relating to 1973 and earlier years, has been charged
against retained profits at the beginning of 1974.

(2) Items within the normal activities of the company which require
disclosure on account of their abnormal size and incidence.

(3) Description of actual items.
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STATEMENT 2.103
STATEMENT OF STANDARD ACCOUNTING PRACTICE
STOCKS AND WORK IN PROGRESS

The provisions of this statement of standard accounting practice should
be read in conjunction with the Explanatory Foreword to accounting
standards and need not be applied to immaterial items.

Part 1 — Introduction

No area of accounting has produced wider differences in practice
than the computation of the amount at which stocks and work in
progress are stated in financial statements. This Statement of
‘Standard Accounting Practice seeks to define the practices, to
narrow the differences and variations in those practices and to
ensure adequate disclosure in financial statements.

Part 2 — Definition of Terms'
Stocks and work in progress comprise:

(a) goods or other assets purchased for resale;
(b) consumable stores;

(c) raw materials and components purchased for incorporation into
products for sale;

(d) products and services in intermediate stages of completion;

(e) finished goods.

Cost is defined in relation to the different categories of stocks and
work in progress as being that expenditure which has been incurred
in the normal course of business in bringing the product or service
to its present location and condition. This expenditure should
include, in addition to cost of purchase (as defined in paragraph
4) such costs of conversion (as defined in paragraph 5) as are
appropriate to that location and condition.

Cost of purchase comprises purchase price including import duties,
inward transport and handling costs and any other directly
attributable costs, less trade discounts, rebates and subsidies.
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Cost of conversion comprises:

(a) costs which are specifically attributable to units of production,
i.e. direct labour, direct expenses and sub-contracted work;

(b) production overheads (as defined in paragraph 6);

(c) o'ther overheads, if any, attributable in the particular
circumstances of the business to bringing the product or
service to its present location and condition.

Production overheads are overheads incurred in respect of
materials, labour or services for production, based on the normal
level of activity,. taking one year with another. For this purpose
each overhead should be classified according to function (e.g. pro-
duction, selling or administration) so as to ensure the inclusion in
cost of conversion of those overheads (including depreciation)
which relate to production, notwithstanding that these may accrue
wholly or partly on a time basis.

Net realisable value is the actual or estimated selling price (net of
trade but before settlement discounts) less:

(a) all further costs to completion; and

(b) all direct costs to be incurred in marketing, selling and
distributing.

A long-term contract is a contract entered into for manufacture or
building of a single substantial entity or the provision of a service
where the time taken to manufacture, build or provide is such that
a substantial proportion of all such contract work will extend for
a period exceeding one year.

Attributable profit is that part of the total profit currently estimated
to arise over the duration of the contract (after allowing for likely
increases in costs so far as not recoverable under the terms of the
contract) which fairly reflects the profit attributable to that part
of the work performed at the accounting date. (There can be no
attributable profit until the outcome of the contract can be assessed
with reasonable certainty.)

Foreseeable losses are those losses which are currently estimated to
arise over the duration of the contract (after allowing for estimated
remedial and maintenance costs, and increases in costs so far as
not recoverable under the terms of the contract). This estimate
is required irrespective of:

(a) whether or not work has yet commenced on such contracts;
(b) the proportion of work carried out at the accounting date;
{c) the amount of profits expected to arise on other contracts.
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12.

13.

14.

15.

16.

Part 3 — Standard Accounting Practice

Stocks and Wwork in progress other than long-term contract work
in progress

The amount at which stocks and work in progress, other than
long-term contract work in progress, is stated in periodic financial
statements should be the total of the lower of cost and net realisable
value of the separate items of stock and work in progress or of
groups of similar items.

Long-term contract work in progress

The amount at which long-term contract work in progress is stated
in periodic financial statements should be cost plus any attributable
profit, less any foreseeable losses and progress payments received
and receivable. If, however, anticipated losses on individual con-
tracts exceed cost incurred to date less progress payments received
and receivable, such excesses should be shown separately as
provisions.

Disclosure in financial statements

The accounting policies which have been used in calculating cost,
net realisable value, attributable profit and foreseeable losses (as
appropriate) should be stated.

Stocks and work in progress should be sub-classified in balance
sheets or in notes to the financial statements in a manner which
is appropriate to the business and so as to indicate the amounts
held in each of the main categories.

In relation to the amount at which long-term contracts are stated
in the balance sheet there should be stated:

(a) the amount of work in progress at cost plus attributable profit,
less foreseeable losses;

(b) cash received and receivable at the accounting date as progress
payments on account of contracts in progress.

Date from which effective

The accounting practice set out in this statement should be adopted
as soon as possible and regarded as standard in respect of financial
statements relating to accounting periods beginning on or after
Ist January 1977.
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Part 4 — Compliance with International Accounting Standards

17. The requirements of International Accounting Standard No. 2
“Valuation and presentation of inventories in the context of the
historical cost system” and of International Accounting Standard
No. 11 “Accounting for construction contracts” accord very closely
with the content of this Statement. = Accordingly compliance with
this Statement will automatically ensure compliance with IAS 2
and IAS 11 in all material respects. '

Part S — Explanatory Note

This explanatory note is for general gzd'dance only and does not form
part of the statement of standard accounting practice.

Introduction

18. Many of the problems involved in arriving at the amount at which
stocks and work in progress are stated in financial statements are
of a practical nature rather than resulting from matters of principle.
This explanatory note discusses some particular areas in which
difficulty may be encountered.

19. The determination of profit for an accounting year requires the
matching of costs with related revenues. The cost of unsold or
unconsumed stocks and work in progress will have been incurred
in the expectation of future revenue, and when this will not arise
until a later year it is appropriate to carry forward this cost to be
matched with the revenue when it arises; the applicable concept is
the matching of cost and revenue in the year in which the revenue
arises rather than in the year in which the cost is incurred. If
there is no reasonable expectation of sufficient future revenue to
cover cost incurred (e.g. as a result of deterioration, obsolescence
or a change in demand), the irrecoverable cost should be charged
to revenue in the year under review. Thus, stocks and work in
in progress normally need to be stated at cost, or, if lower, at net
realisable value.

20. The comparison of cost and net realisable value needs to be made
in respect of each item of stock separately. Where this is im-
practicable, groups or categories of stocks items which are similar
will need to be taken together. To compare the total realisable
value of stocks with the total cost could result in an unacceptable
setting off of foreseeable losses against unrealised profits.

21. In order to match costs and revenue, ‘costs’ of stocks and work
in progress should comprise that expenditure which has been in-
curred in the normal course of business in bringing the product
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22.

23.

24,

25.

26.

27.

or service to its present location and condition. Such costs will
include all related production overheads, even though these may
accrue on a time basis.

The methods used in allocating costs to stocks and work in pro-
gress need to be selected with a view to providing the fairest
possible approximation to the expenditure actually incurred in
bringing the product to its present location and condition. For
example, in the case of retail stores holding a large number of
rapidly changing individual items, stocks on the shelves have often
been stated at current selling prices less the normal gross profit
margin. In these particular circumstances this may be acceptable
as being the only practical method of arriving at a figure which
approximates to cost.

The allocation of overheads

Production overheads are included in cost of conversion (as defined
in Part 2) together with direct labour, direct expenses and sub-
contracted work. This inclusion is a necessary corollary of the
principle that expenditure should be included to the extent to which
it has been incurred in bringing the product ‘to its present location
and condition’ (paragraph 3 of Part 2). All abnormal conversion
costs, however (such as exceptional spoilage, idle capacity and
other losses), which are avoidable under normal operating
conditions need, for the same reason, to be excluded.

Where firm sales contracts have been entered into for the provision
of goods or services to customer’s specification, overheads relating
to design, and marketing and selling costs incurred before
manufacture may be included in arriving at cost.

The costing methods adopted by a business are usually designed to
ensure that all direct material, direct labour, direct expenses and
sub-contracted work are identified and charged on a reasonable
and consistent basis, but problems arise on the allocation of over-
heads which must usually 1nvolve the exercise of personal judgement
in the selection of an appropriate convention.

The classification of overheads necessary to achieve this allocation
takes the function of the overheads as its distinguishing characteris-
tic (e.g. whether it is a function of production, marketing, selling
or administration), rather than whether the overhead tends to vary
with time or with volume.

The cost of general management, as distinct from functional
management, are not directly related to current production and
are, therefore, excluded from cost of conversion and hence from
the cost of stocks and work in progress.
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28. In the case of smaller organisations whose management may be:

29.

30.

involved in the daily administration of each of the various functions,
particular problems may arise in practice in distinguishing these
general management overheads. In such organisations the cost of
management may fairly be allocated on suitable bases to the
functions of production, marketing, selling and administration.

Problems may also arise in allocating the cost of central service
departments, the allocation of which should depend on the function
or functions that the department is serving. For example the
accounts department will normally support the following functions:

(a) production — by paying production direct and indirect wages
and salaries, by controlling purchases and by preparing
periodic accounts for the production units;

(b) marketing and distribution — by analysing sales and by con-
trolling the sales ledger;

(c) general administration — by preparing management and
annual accounts and budgets, by controlling cash resources
and by planning investments.

Only those costs of the accounts department that can reasonably
be allocated to the production function fall to be included in the
cost of conversion.

The allocation of overheads included in the valuation of stocks
and work in progress needs to be based on the company’s normal
level of activity, taking one year with another. The governing
factor is that the cost of unused capacity should be written off in
the current year. Tn determining what constitutes ‘normal’ the
following factors need to be considered:

(a) the volume of production which the production facilities are
intended by their designers and by management to produce
under the working conditions (e.g. single or double shift)
prevailing during the year;

(b) the budgeted level of activity for the year under review and
for the ensuing year;

(c) the level of activity achieved both in the year under review
and in previous years.

Although temporary changes in the load of activity may be ignored,
persistent variation should lead to a revision of the previous norm.
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33.

34.

35.

36.

Where management accounts are prepared on a marginal cost basis,
it will be necessary to add to the figure of stock so arrived at the
appropriate proportion of those production overheads not already
included in the marginal cost.

The adoption of a conservative approach to the valuation of stocks
and work in progress has sometimes been used as one of the
reasons for omitting selected production overheads. In so far as
the circumstances of the business requirc an element of prudence
in determining the amount at which stocks and work in progress
are stated, this needs to be taken into account in the determination
of net realisable value and not by the exclusion from cost of
selected overheads.

Methods of costing

It is frequently not practicable to relate expenditure to specific
units of stocks and work in progress. The ascertainment of the
nearest approximation to cost gives rise to two problems:

(a) the selection of an appropriate method for relating costs to
stocks and work in progress (e.g. job costing, batch costing,
process costing, standard costing);

{b) the selection of an appropriate method for calculating the
related cost where a number of identical items have been
purchased or made at different times (e.g. unit cost, average
cost or FIFO). ’

In selecting the methods referred to in paragraphs 33 (a) and (b)
above, management must exercise judgement to ensure that the
methods chosen provide the fairest practicable approximation to
‘actual cost’. Furthermore, where standard costs are used they
need to be reviewed frequently to ensure that they bear a reasonable
relationship to actual costs obtaining during the period.. Methods
such as base stock and LIFO do not usually bear such a relationship.

The method of arriving at cost by applying the latest purchase
price to the total number of units in stock is unacceptable in
principle because it is not necessarily the same as actual cost and,
in times of rising prices, will result in the taking of a profit which
has not been realised.

One method of arriving at cost, in the absence of a satisfactory

_costing system, is the use of selling price less an estimated profit

margin. This is acceptable only if it can be demonstrated that
the method gives a reasonable approximation of the actual cost.



37.

38.

39.

40.

41.

42.

197

In industries where the cost of minor by-products is not separable
from the cost of the principal products, stocks of such by-products
may be stated in accounts at their net realisable value. In this case
the costs of the main products are calculated after deducting the
net realisable value of the by-procucts.

The determinafion of net realisable value

Net realisable value is the amount at which it is expected that items
of stocks and work in progress can be disposed of without creating
either profit or loss in the year of sale, i.e., the estimated proceeds
of sale less all further costs to completion and less all costs to be
incurred in marketing, selling and distributing directly related to
the items in question.

The initial calculation of provisions to reduce stocks from cost to
net realisable value may often be made by the use of formulae
based on predetermined criteria. The formulae normally take
account of the age, movements during the past, expected future
movements and estimated scrap values of the stock, as appropriate.
Whilst the use of such formulae establishes a basis for making a
provision which can be consistently applied, it is still necessary
for the results to be reviewed in the light of any special cir-
cumstances which cannot be anticipated in the formulae, such as
changes in the state of the order book.

Where a provision is required to reduce the value of finish goods
below cost, the stocks of the parts and sub-assemblies held for the
purpose of the manufacture of such products, together with stocks
on order, need to be reviewed to determine if provision is also

_required against such items.

Where stocks of spares are held for sale special consideration of
the factors in paragraph 39 above will be required in the context of:

(a) the ‘number of units sold to which they are applicable;

(b) the estimated frequency with which a replacement spare is
required;

(c) the expected useful life of the unit to which they are
applicable.

Events occurring between the balance sheet date and the date of
completion of the accounts need to be considered in arriving at
the net realisable value at the balance sheet date (e.g. a subsequent
reduction in selling prices). However, no reduction falls to be
made when the realisable value of material stocks is less than the
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purchase price provided that the goods into which the materials
are to be incorporated can still be sold at a profit after incorporating
materials at cost price.

Replacement cost

Items of stocks and work in progress have sometimes been stated
in financial statements at estimated replacement cost where this is
lower than net realisable value. Where the effect is to take account
of a loss greater than that which is expected to be incurred, the
use of replacement cost is not regarded as acceptable. However,
in some circumstances (e.g., in the case of materials whose price
has fluctuated considerably and which have not become the subject
of firm sales contracts by the time the financial statements are
prepared) replacement cost may be the best measure of net
realisable value.

The application of net realisable value

The principal situations in which net realisable value is likely to
be less than cost are where there has been:

(a) an increase in costs or a fall in selling price;

(b) physical deterioration of stocks:

(¢c) obsolescence of products;

(d) a decision as part of a company’s marketing strategy to
manufacture and sell products at a loss;

(e) errors in production or purchasing.

Furthermore, when stocks are heild which are unlikely to be sold

.within the turnover period normal in that company (i.e. excess

stocks), the impending delay in realisation increases the risk that
the situations outlined in (a) to (c) above may occur before the
stocks are sold and needs to be taken into account in assessing
net realisable value.

Long-term contract work in progress

Separate consideration needs to be given to work in progress arising
from long-term contracts. Owing to the length of time taken to
complete such contracts, to defer taking profit into account until
completion may result in the profit and loss account reflecting not
so much a fair view of the activity of the company during the year
but rather the results relating to contracts which have been com-
pleted by the year end. It is therefore appropriate to take credit
for ascertainable profit while contracts are in progress, subject to
the limitations in paragraph 46 below.
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The profit, if any, taken up needs to reflect the proportion of the
work carried out at the accounting date and to take into account
any known inequalities of profitability in the various stages of a
contract. Many businesses, however, carry out contracts where
the outcome cannot reasonably be assessed before the conclusion
of the contract and in such cases it is prudent not to take up any
profit. Where the business carries out contracts and it is considered
that their outcome can be assessed with reasonable certainty before
their conclusion, then the attributable profit should be taken up,

but the judgement involved should be exercised with prudence.

If, however, it is expected that there will be a loss on a contract
as a whole, provision needs to be made (in accordance with the
prudence concept), for the whole of the loss as soon as it is
recognised. This has the effect of reducing the work done to date
to its net realisable value. Where unprofitable contracts are of
such magnitude that they can be expected to absorb a considerable
part of the company’s capacity for a substantial period, related
administration overheads to be incurred during the period to the
completion of those contracts should also be included in the
calculation of the provision for losses.

Thus, the gross amount of long-term contract work in progress
should be stated in financial statements at cost plus attributable
profits (if any) less foreseeable losses (if any). In arriving at a
decision as to whether there are attributable profits, a company
should consider whether having regard to the nature of the
contracts undertaken it is reasonable to foresee profits in advance
of the completion of the contracts.

In ascertaining cost of long-term contract work in progress it is
not normally appropriate to include interest payable on borrowed
money. However, in those infrequent circumstances where sums
borrowed can be identified as financing specific long-term contracts,
it may be appropriate to include such related interest in cost, in
which circumstances the facts should be clearly stated.

In some businesses, long-term contracts for the supply of services
or manufacture and supply of goods exist where the prices are
determined and invoiced according to separate parts of the contract.
In these businesses the most appropriate method of reflecting
profits on each contract is usually to match costs against perform-
ance of the separable parts of the contract, treating each such
separable part as a separate contract. In such instances, however,
future revenues from the contract need to be compared with
future estimated costs and provision made for any foreseen loss.
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In determining whether there is attributable profit to be included in
the amount at which long-term contract work in progress is stated
in the financial statements, and in calculating such attributable
profit, account should be taken of the type of business concerned.
It is necessary to define the earliest point for each particular con-
tract before which no profit is taken up, the overriding principle
being that there can be no attributable profit until the outcome of
a contract can reasonably be foreseen. Of the profit which in the
light of all the circumstances can be foreseen with a reasonable
degree of certainty to arise on completion of the contract, there

" should be regarded as earned to date only that part which prudently

reflects the amount of work performed to date. The method used
for taking up such profits needs to be consistently applied.

In calculating the total eStimated profit on the contract, it is
necessary to take into account not only the total costs to date and
the total estimated further costs to completion = (calculated by
reference to the same principles as were applied to cost to date)
but also the estimated future costs of rectification and guarantee
work, and any other future work to be undertaken under the
terms of the contract. These .are then compared with the total
sales value of the contract. In considering future costs it is
necessary to have regard to likely increases in wages and salaries,
to likely increases in the price of raw materials and to rises in
general overheads so far as these items are not recoverable from
the customer under the terms of the contract.

Where approved variations have been made to a contract in the
course of it and the amount to be received in respect of these
variations has not yet been settled and is likely to be a material
factor in the outcome, it is necessary to make a conservative
estimate of the amount likely to be received and this is then
treated as part of the total sales value. On the other hand, provi-
sion needs to be made for foreseen claims or penalties payable
arising out of delays in completion or from other causes.

The settlement of claims arising from circumstances not envisaged
in the contract or arising as an indirect consequence of approved
variations is subject to a high level of uncertainty relating to the
outcome of future negotiations. In view of this, it is generally
prudent to make provision for receipts in respect of such claims
only when negotiations have reached an advanced state and there
is evidence in writing of the acceptability of the claim in principle
to the purchaser, an indication of the magnitude of the sum
involved also being available.



55.

56.

57.

58.

59.

201

The amount to be reflected in the year’s profit and loss account
will be the appropriate proportion of this total profit by reference
to the work done to date, less any profit already taken up in prior
years. The estimated outcome of a contract which extends over
several accounting years will nearly always vary in the light of
changes in circumstances and for this reason the result of the year
will not necessarily represent the proportion of the total profit on
the contract which is appropriate to the amount of work carried
out in the period: it may also reflect the effect of changes in
circumstances during the year which affect the total profit estimated
to accrue on completion.

Disclosure in financial statemnents

A suitable description of the amount at which stocks and work in
progress are stated in financial statements might be ‘at the lower of
cost and net realisable value’ or, in the case of long-term contract
work in progress ‘at cost plus attributable profit (if any) less
foreseeable losses (if any) and progress payyments received and
receivable’.

In order to give an adequate explanation of the affairs of the
company the accounting policies followed in arriving at the amount
at which stocks and work in progress are stated in the financial
statements should be set out in a note. Where differing bases
have been adopted for different types of stocks and work in pro-
gress the amount included in the financial statements in respect
of each type will need to be stated.

In the case of long-term contract work in progress the terms of
a contract usually involve progress payments which reduce the
amount at which the contract is stated in the financial statements.
The financial position of a company may be materially dependent
on the outcome of such contracts despite this lessening of their
apparent significance. A related note should, therefore, indicate
the amount of progress payments received and receivable separately
from the net amount of cost plus attributable profit, less foreseeable
losses as appropriate.

The use of the following terms in describing the accounting
policies adopted in arriving at the amount at which stocks and
work in progress are stated in financial statements should be
restricted in conformity with the definitions given to each. Where
these definitions are inapplicable, alternative expression should be
used and explained.

(a)i Unit cost: the cost of purchasing or manufacturing identifiable
units of stock.
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(b)

©

(d)

(e)

®

(2

(h)

Average cost: the calculation of the cost of stocks and work
in progress on the bases of the application to the unit of
stocks on hand of an average price computed by dividing the
total cost of units by the total number of such units. This
average price may be arrived at by means of a continuous
calculation, a periodic calculation or a moving periodic
calculation.

FIFO (ﬁrstAin; first out): the calculation of the cost of stocks
and work in progress on the basis that the quantities in hand
represent the latest purchases or production.

LIFO (last in, first out): the calqulation of the cost of stocks
and work in progress on the basis that the quantities in hand
represent the earliest purchases or production.

Base stock: the calculation of the cost of stocks and work in
progress on the basis that a fixed unit value is ascribed to a
predetermined number of units of stock, any excess over this
number being valued on the basis of some other method.
If the number of units in stocks is less than the predetermined
minimum, the fixed unit value is applied to the number
in stock.

Replacement cost: the cost at which an identical asset could
be purchased or manufactured. :

Standard cost: the calculation of the cost of stocks and work
in progress on the basis of periodically predetermined costs
and of operations and operational efficiency and the related
expenditure. :

Completed long-term contract: a long-term contract on which
no further work, apart from maintenance work, is expected
to take place.
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STATEMENT 2.104
STATEMENT OF STANDARD ACCOUNTING PRACTICE
ST. ATEMENTS OF CHANGES IN FINANCIAL POSITION

The provisions of this statement of standard accounting practice should
be read in conjunction with the Explanatory Foreword to accounting
standards and need not be applied to immaterial items.

Part 1 — Introduction

1. The profit and loss account and the. balance sheet of a company
show, inter alia, the amount of profit or loss made during the year
and the disposition of the company’s resources at the beginning

-and the end of that year. However, for a fuller understanding of
a company's affairs it is necessary also to identify the movements
in assets, liabilities and capltal which have taken place during the
year and the resultant effect on net liquid funds. This information
is not specifically disclosed by a profit and loss account and balance
sheet but can be made available in the form of a statement of
changes in financial position which will show the source and
application of funds (a ‘funds statement’).

2. The funds statement is in no way a replacement for the profit and
loss account and balance sheet although the information which
it contains is a selection, reclassification and summarisation of
information contained in those two statements. The objective of
such a statement is to show the manner in which the operations
of a company have been. financed and in which its financial
resources have been used and the format selected should be
designed to achieve this objective. A funds statement does not
purport to indicate the requirements of a business for capital nor
the extent of seasonal peaks of stocks, debtors, etc.

3. A funds statement should show the sources from which funds have
flowed into the company and the way in which they have been
used. It should show clearly the funds generated or absorbed by
the operations of the business and the manner in which any resulting
surplus of liquid assets has been applied-or any deficiency of such
assets has been financed, distinguishing the long term from the
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short term. The statement should distinguish the use of funds for
the purchase of new fixed assets from funds used in increasing
the working capital of the company.

The object of this Statement is to establish the practice of pro-
viding statements of changes in financial position as a part of
audited financial statements and to lay down a minimum standard
of disclosure in such statements.

Part 2 — Definition of Terms

Net liquid funds are cash at bank and in hand and cash equivalents
(e.g. investments held as current assets) less bank overdrafts and
other borrowings repayable within one year of the accounting date.

Part 3 — Standard Accounting Practice

This accounting standard shall apply to all financial statements
intended to give a true and fair view of financial position and profit
or loss other than:

(a) those of enterprises with turnover or gross income of less than
'~ HKS$1,000,000 per annum;

(b) Companies who have obtained exemption under Section 141D
of the Companies Ordinance Cap. 32 being companies who do
not comply with a true and fair view in their financial
statements.

(c) licensed banks, deposit-taking, insurance and shipping
companies; .

(d) charities and non-profit making entities (entities whose long-
term financial objective is other than to achieve an operating
profit; examples of such entities are trade associations, clubs
and pension funds).

In the case of those enterprises exempted from the requirements
of this Statement, consideration should nevertheless be given to
the particular circumstances of such enterprises with a view to
furnishing the funds statement wherever it is desirable.

Audited financial statements should, subject to paragraph 6 above,
include a statement of changes in financial position both for the
period under review and for the corresponding previous period.



10.

205

The statement should show the profit or loss for the period together
with the adjustments required for items which did not use (or
provide) funds in the period. The following other sources and
applications of funds should, where material, also be shown:

(a) dividends paid;
(b) acquisitions and disposals of fixed and other non-current assets;

(c) funds raised by increasing, or expended in repaying or re-
deeming, medium or long-term loans or the issued capital of
the company;

(d) increase or decrease in working capital sub-divided into its
components, and movements in net liquid funds.

The funds statement will provide a link between the balance sheet
at the beginning of the period, the profit and loss account for the
period and the balance sheet at the end of the period. A minimum
of ‘netting off’ should take place as this may tend to mask the
significance of individually important figures; for example, the sale
of one building and the purchase of another should generally be
kept separate in a funds statement. The figures from which a
funds statement is constructed should generally be identifiable in
the profit and loss account, balance sheet and related notes. If
adjustments to those published figures are necessary, details should
be given to enable the related figures to be rapidly located.

Where the financial statements are those of a group, the statement
of changes in financial position should be so framed as to reflect
the operations of the group. It should reflect any purchases or
disposals of subsidiary companies either (a) as separate items, or
(b) by reflecting the effects on the separate assets and liabilities
dealt with in the statement, so that the acquisition of a subsidiary
company would be dealt with as an application of funds in acquiring
the fixed assets (including goodwill) of that subsidiary and as a
change in working capital. In either case, in the interests of
clarity, it will generally also be necessary to summarise the effects
of the acquisition or disposal by way of a footnote indicating, in
the case of an acquisition, how much of the purchase price has
been discharged in cash and how much by the issue of shares.
Examples of the alternative treatments are shown in examples 2
and 3 in the Appendix.
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The investor's interest in the earnings of an investee company
accounted for under the equity method could be presented in the
funds statement as part of the funds provided by operations, either
in total with a corresponding application of funds representing
reinvestment of the unremitted portion of those earnings, or to
the extent that dividends are received or receivable. from the
investee. Inclusion of the investor’s share of earnings of an
investee as funds from operations is consistent with the application
of the equity method in the measurement of income. On the
other hand, the funds from operations may be restricted to the
dividends received or currently receivable because the unremitted
earnings of such an investee do not represent current resources
available to the enterprise; this latter practice is generally con-
sidered to be the best way of achieving the objective of the funds
statement.

Date from which effective

The accounting practices set out in this Statement should be
adopted as soon as possible and regarded as standard in respect
of financial statements relating to accounting periods commencing
on or after 1st January 1978.

Part 4 — Compliance with International Accounting Standards

The requirements of Internmational Accounting Standard No. 7
“Statement of changes in financial position” accord very closely
with the content of this Statement. Accordingly compliance with
this Statement will ensure compliance with IAS 7 in all material
respects.

Appendix

This appendix is for general guidance and does not form part of the
Statement of Standard Accounting Practice. The methods of presenta-
tion used are illustrative only and in no way prescriptive and other
methods of presentation may equally comply with the accounting
standard. The format used should be selected with a view to demon-
strating clearly the manner in which the operations of the company
have been financed and in which its financial resources have been
utilised.



Example 1

COMPANY WITHOUT SUBSIDIARIES LTD.
STATEMENT OF CHANGES IN FINANCIAL POSITION

This Year
$°000 $°000 $'000
SOURCE OF FUNDS
Profit before tax 1,430
Adjustments for items not involving the
movement of funds:
Depreciation 380
TOTAL GENERATED FROM
OPERATIONS . 1,810
FUNDS FROM OTHER SOURCES
Issue of shares for cash .. 100
1,910
APPLICATION OF FUNDS
Dividends paid (400)
Tax paid .. (690)
Purchase of fixed assets .. (460)
_ (1,550)
360

$°000

Last Year
$°000 -

(400)
(230)
(236)

$°000

440

325

765

80
845

(866)
(21)



INCREASE/DECREASE IN WORKING
CAPITAL

Increase in stocks .-
Increase in debtors ,
(Increase) decrease "in creditors — ex-
cluding taxation and proposed dividends
Movement in net liquid funds:
Increase (decrease) in:
Cash balances

Short-term investments . .

80
120
115

(5)

50

— 45

360

114
22
(107)
35
(85)
— (50)

(21)

802



Example 2

GROUPS LIMITED
STATEMENT OF CHANGES IN FINANCIAL POSITION

(based on the accounts of the Group and showing the effects of acquiring a subsidiary
on the separate assets and liabilities of the Group.)

This Year Last Year
$°000 $°000 $°000 $°000 $°000 $°000

SOURCE OF FUNDS
Profit before tax and extraordinary items,

less minority interests e e e 2,025 2,610
Extraordinary items e e e e 450 (170)
2,475 2,440

Adjustments for items not involving the
movement of funds:

Minority interests in the retained profits

of theyear .. .. .. .. .. 25 30
Depreciation e e e e e 345 295
Profits retained in associated companies (40) : —

TOTAL GENERATED FROM
OPERATIONS .. .. .. .. .. 2,805 2,765

602



FUNDS FROM OTHER SOURCES

Shares issued in part consideration of the

acquisition of subsidiary* .. .. .. 290 —

Capital raised under executive option
scheme ce e e e e 100 80
3,195 2,845

APPLICATION OF FUNDS

Dividends paid e e e e e (650) (650)
Tax paid N (770) (970)
Purchase of fixed assets* .. .. .. - (660) (736)
Purchase of goodwill on acquisition of
subsidiary* e e e e (30) ] —
Debentures redeemed .. .. .. .. (890) | —
—  (3,000) —  (2,356)

195 , ” 489

012



INCREASE/DECREASE IN WORKING

CAPITAL :
Increase in stocks* e e e 120 . 166
Increase in debtors* .. .. .. .. ' 100 122
Decrease in creditors —excluding taxation
and proposed dividends* .. .. .. 75 17
Movement in net liquid funds:
Increase (decrease) in cash balance* (35) _ 10
Increase (decrease) in short-term
investments .. .. .. .. .. (65) 174
—_ (100) — 184
N 195 —_— 489

P

* SUMMARY OF THE EFFECTS OF THE ACQUISITION OF SUBSIDIARY LIMITED

NET ASSETS ACQUIRED DISCHARGED BY

Fixed assets .. .. .. .. .. 290 Shares isswed .. .. .. .. .. 290

Goodwill .. .. .. .. .. .. 30 Cashpaid .. .. .. .. .. .. 60

Stocks N 40

Debtors .. .. .. .. .. .. 30

Creditors .. .. .. .. .. .. _(40) -
350 350

112



Example 3
GROUPS LIMITED

STATEMENT OF CHANGES IN FINANCIAL POSITION

(based on the accounts of the Group
and showing the acquisition of a
subsidiary as a separate item).

SOURCE OF FUNDS

Profit before tax and extraordinary items,

less minority interests

Extraordinary items

Adjustments for items not involving the

movement of funds:

Minority interests in the retained profits

of the year

Depreciation

Profits retained in associated companies
TOTAL GENERATED FROM

OPERATIONS

$°000

This Year
$'000

$°000

2,025

450
2,475

25
345
(40)

2,805

Last Year
$°000 $'000 $'000

2,610

(170)
2,440

30
295

2,765

¢le



FUNDS FROM OTHER SOURCES
Shares issued in part consideration of the
acquisition of subsidiary*

Capital raised uvnder execunve opllon
scheme

APPLICATION OF FUNDS
Dividends paid
Tax paid .. .
Purchase of fixed assets
Purchase of Subsidiary Ltd.*
Debentures redeemed

INCREASE/DECREASE IN WORKING
CAPITAL

Increase in stocks ..
Increase in debtors .
Decrease in credltors—cxcludmg taxatxon
and proposed dividends -
Movement in net liguid funds:
Increase (decrease) in cash balance®*

Increase (decrease) in short-term
investments e e

(650)
(770)
(370)
(350)
(890)

(3,030)
165

80
2,845
(650)
(970)
(736)
 — (2,356)
489
166
122
17
10
174
— 184 '
_ 489

£1¢



* ANALYSIS OF THE ACQUISITION OF SUBSIDIARY LIMITED

NET ASSETS ACQUIRED
Fixed assets

Goodwill

Stocks

Debtors

Creditors

290
30
40
30

(40)
350

DISCHARGED BY
Shares issued

Cash paid ..

290
60

w
o

vie
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STATEMENT 2.105

STATEMENT OF STANDARD ACCOUNTING PRACTICE
EARNINGS PER SHARE

The provisions of this statement of standard accounting practice should
be read in conjunction with the Explanatory Foreword to accounting
standards and need not be applied to immaterial items.

Part 1 — Introd_qction

1. A fundamental requirement of financial reporting is the disclosure
of the salient features of the financial statements in the clearest
possible form. Outstanding among the matters of interest to
shareholders in quoted companies are earnings per share, dividends
per share and the trend of these two figures over a number of years.

2. Where a company is enlarged by amalgamation or by issues of
shares for cash, a statement of company profits over a number of
years is not by itself a sufficient basis on which to assess past
profit performance. As new shares are issued, either for the
purpose of acquisition or by way of rights issues, a company may
well show rising profits without reflecting a corresponding growth
in earnings per share.

3. Earnings per share forms the basis for calculating the ‘price-earnings
ratio’ which is a standard stock-market indicator. Price-earnings
ratios relating to both past and prospective profits are widely used
by investors in judging the relative worth of a share.

4, The annual financial statements of a quoted company should there-
fore disclose earnings per share calculated in accordance with
accepted standards; the record of adjusted earnings per share will
assist in the assessment of the past performance of a company so
far as concerns its equity shareholders.

5. Earnings may be calculated cither in terms of dollars and -cents per
share or in terms of a percentage yield on the issued equity capital
corresponding with the way in which dividends are generally
declared. The need for clarity makes it desirable that both
dividends and earnings should be expressed in the form of dollars
and cents per share, rather than as a percentage of the nominal
value of the shares.

6. The concept of earnings per share is a simple one and, except where
there are changes in the capital structure, the calculation is
straightforward.
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10.
_ either in the profit and loss account or in a note thereto. In

11.

Part 2 — Definition of Terms

Earnings per share means the profit or loss in dollars and cents
attributable to each equity share, based on the consolidated profit
or loss of the period after tax and after deducting minority interests
and preference dividends, but before taking into account extra-
ordinary items, divided by the number of equity shares in issue
and ranking for dividend in respect of the period.

Part 3 — Standard Accounting Practice

This accounting standard shall apply to companies having a quota-
tion on a recognised stock exchange in Hong Kong for any class
of equity, other than companies claiming exemption from the
disclosure requirements under Part III of the Tenth Schedule of
the Companies Ordinance Cap. 32.

In the audited financial statements of such quoted companies, the
earnings per share should be shown on the face of the profit and
loss .account both for the (feriod under review and for the
corresponding previous period.

The basis of calculating earnings per share should be disclosed, .

particular, the amount of the earnings and the number of equity
shares used in the calculation should be shown.

Where a company has at the balance sheet date contracted to issue
further shares after the end of the period, or where it has already
issued shares which will rank for dividend later, the effect may
be to dilute future earnings per share. In addition, therefore, to
the basic earnings per share, as set out above, the fully diluted
earnings per share should be shown on the face of the profit and
loss account of quoted companies in the following circumstances:

(@) where the company has issued a separate class of equity
shares which do not rank for any dividend in the period
under review, but which will do so in the future;

(b) where the company or any of its subsidiaries has issued
debentures or loan stock (or preference shares) convertible
into equity shares of the ‘company;

(c) where the company or any of its subsidiaries has granted
options or issued warrants to subscribe for equity shares of
the company.
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In each case:

(/) the basis of calculation of fully diluted earnings per share
should be disclosed;

(i) the fully diluted earnings per share need not be given unless
the dilution is material: dilution amounting to 5 per cent or
more of the basic earnings per share is regarded as material
for this purpose;

(iif) fully diluted earnings per share for the corresponding previous
riod should not be shown unless the assumptions on which
it was based still apply; :

(iv) equal prominence should be given to basic and fully diluted
: earnings per share wherever both are disclosed.

Date from which effective

12. The accounting practices set out in this Statement should be
adopted as soon as possible and regarded as standard in respect
of financial statements relating to periods beginning on or after
Ist January 1978.
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- STATEMENT 2.106
STATEMENT OF STANDARD ACCOUNTING PRACTICE
DEPRECIATION ACCOUNTING
The provisions of this statement of standard accouniing practice should

be read in conjunction with the Explanatory Foreword to accounting
standards and need not be applied to immaterial items.

Part 1 — Introduction

1. This Statement deals with depreciation accounting and applies to
all depreciable assets. This Statement does not deal with:

(a) forests and similar regenerative natural resources;

(b) expenditure on the exploration for and extraction of minerals,
. oil, natural gas and similar non-regenerative resources;

(c) expenditure on research and development;
(d) investment properties (which is covered by SSAP 13); and
(e) goodwill (which is covered by SSAP 14).

2. In order to match revenues with costs and charges more accurately
period by period, it is necessary to allocate the depreciable amounts
of depreciable assets over their estimated useful lives on a
systematic basis.

Part 2 — Definition of Terms
3. Depreciable assets are assets which:

(a) are expected to be used during more than one accounting
period;
(b) have a limited useful life, as defined in paragraph 4; and

(c) are held by a company for use in the production or supply of
goods and services, for rental to others (e.g. plant and
machinery for hire), or for administrative purposes (c.g. a
company’s own office premises or office furniture and
equipment). '

4. Useful life is either

(a) the period over which a depreciable asset is expected to be
use£; or

(b) the number of production or similar units that is expected
to be obtained from the asset.
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Depreciation is the allocation of the depreciable amount of an
asset over its estimated useful life.

Accumulated depreciation is the aggregate of depreciation allocated
up to a given point of time.

Part 3 -— Standard Accounting Practice

Charitable, Government subvented and non-profit making entities
(entities whose long-term financial objective is other than to achieve
an operating profit; examples of such entities are trade associations,
clubs and pension funds) are exempted from compliance with this
standard provided that full disclosure of accounting policies is made.

The depreciable amount of a depreciable asset should be allocated
to the Profit and Loss Account on a systematic basis for each
accounting period during the useful life of the asset.

The depreciation method selected should be applied consistently
from period to period unless altered circumstances justify a change.
Where there is a change from one method of depreciation to
another, the net book value of the asset should be written down to
its residual value over the remaining useful life on the new basis,
commencing with the period in which the change is made. The
reason, and the effect of the change if material, should be disclosed
in the period of change.

The useful life of a depreciable asset should be estimated after
considering the following factors:

(a) expected physical wear and tear;
(b) obsolescence;
(c) legal or other limits on the use of an asset.

The useful lives of major depreciable assets or classes of de-
preciable assets should be reviewed periodically, and depreciation
rates for current and future accounting periods adjusted if current
expectations are significantly different from the previous estimates.
If the estimate of the useful life of an asset is revised, the deprecia-
tion rate should be adjusted so as to allocate the depreciable
amount of the asset, less accumulated depreciation at the date of
the change, over the remaining useful life of the asset. If material,
the effect of the change should be disclosed in the period of change.

Where assets are revalued in the financial statements, the provision
for depreciation should be based on the revalued amount and cur-
rent estimate of remaining useful life, with disclosure in the period
of change of the effect of the revaluation, if material.
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Where depreciable assets are disposed of for an amount different
from their net book value, the surplus or deficiency should be
reflected in the result for the period and disclosed separately if
material. Where such disposals arise because of the discontinu-
ance of a significant part of the business, they should be dealt with
as extraordinary items in accordance with Statement 2.102
(SSAP 2).

Land and Buildings

In countries other than Hong Kong, land is normally freehold
land and has an indefinite useful life and, in most cases, it retains
its value indefinitely; it is accordingly not usually regarded as a
depreciable asset.

Where land is held and the relevant lease has an unexpired term
of not less than 50 years (including the renewal period) at the
balance sheet date (defined as a long lease in the Hong Kong
Companies Ordinance Cap. 32), it is permissible not to amortise
the depreciable amount of the land although it is of a depreciable
nature.

Buildings have limited useful lives and therefore are depreciable
assets.

Some enterprises have not treated buildings as depreciable assets
for the reason that the aggregate value of the building and the
land on which it stands has not declined. As land and buildings
are separate assets, recognition for accounting purposes of any
increase in value of the land is a separate issue from the deter-
mination of the depreciable amount of the buildings. If the
separate cost of the separate amounts at which land and buildings
have been previously revalued are not known, they should be
estimated, preferably based on professional valuations.

Land and buildings in the course of development or redevelop-
ment should be freated as follows:

(a) Held with the intention to re-sell

Where land and buildings in the course of development or
re-development are held for re-sale, they may be regarded as
trading stocks of an enterprise and, as such, should be stated
at the lower of cost and net realisable value in accordance
with Statement 2.103 (SSAP 3) on accounting for stocks and
work in progress.

(b) Held for other purposes

Where land and buildings in the course of development or
re-development are held for production, rental or administra-
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tive purposes or in circumstances where no decision has yet
been taken to re-sell the property, depreciation of the
buildings (and of the land where applicable) should be pro-
vided from the date the buildings can be put to effective use
by the enterprise (e.g. the date of issue of the occupation
permit).

Disclosure in financial statements

The following should be disclosed for each major class of depre-
ciable assets:

(a) the basis of arriving at the amounts at which depreciable assets
are stated in the financial statements;

(b) the depreciation methods used;
(c) the useful lives or the depreciation rates used;
(d) total depreciation for the period; and

(e) the gross amount of depreciable assets and the related ac-
cumulated depreciation, distinguishing between the gross
amount of depreciable assets included in the financial state-
meants at cost, those included at directors’ valuation and those
included at professional valuation.

Transitional arrangements

Where assets are depreciated for the first time under the terms of
this Statement, it will represent a change in accounting policy
and therefore the amount of depreciation charged relating to prior
periods should properly be treated as a prior year adjustment and
charged against the opening balance of retained profits in accord-
ance with Statement 2.102 (SSAP 2). Alternatively, the changes
in policy inay be applied only to the current and future financial
statements (see example 2 of the Appendix). In this case, it is
necessary to show the following in the financial statements, or a
note thereto:

(a) the effect on the results of prior accounting periods had assets
been depreciated from the time of acquisition, and

(b) the effect on the results of current and future accounting
periods.

Date from which effective

The accounting practices set out in this Statement should be
adopted as soon as possible and regarded as standard in respect of
financial statements relating to periods beginning on or after Ist
April 1978.
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Part 4 — Compliance with International Accounting Standards

23. The requirements of International Accounting Standard No. 4
“Depreciation accounting” accord very closely with the content of
this Statement. Accordingly: compliance with this Statement will
ensure compliance with JAS 4 in all material respects.

Part 5 — Explanatory Note

This explanatory note is for general guidance only and does not form
part of the statement of standard accounting practice.

Useful Life and Residual Value

24. Estimation of the useful life of a depreciable asset is a matter of
judgement ordinarily based on experience with similar types of
assets. For an asset using new technology or used in the produc-
tion of a new product or in the provision of a new service with
which there is little experience, estimation of the useful life is
more difficult but is nevertheless required.

25. The useful life of a depreciable asset for an individual enterprise
may be shorter than its physical life. In addition to physical wear
and tear, which depends on operational factors such as the number
of shifts for which the asset is to be used, other factors need to
be taken into consideration. These include technical obsolescence,
economic obsolescence, and legal limits such as the expiry dates
of related leases.

26. In those circumstances in which the residual value of an asset is
likely to be small in relation to cost, it can be ignored. If the
residual value is likely to be significant, it should be estimated at
the date of acquisition, or the date of any subsequent revaluation
of the asset, on the basis of realisable values prevailing at that
date for similar assets which have been used in conditions similar .
to those in which the asset will be used. The gross residual value
in all cases is reduced by the expected costs of disposal at the
end of the useful life. ,

Depreciation Allocation Methods

217. Depreciablc' amounts are allocated to accounting periods using
various systematic methods of allocation of which the following
are the more commonly used:

(a) the straight line method, under which periodic depreciation
is computed by dividing the depreciable amount of the asset
by the expected number of accounting periods during its
useful life;
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(b) the production or service output method, under which periodic
depreciation is computed by reference to the use or output
of the asset period by period; and

(c) the reducing balance method, under which periodic deprecia-
tion is computed as a constant proportion of the asset’s
historical cost or substituted amount, less accumulated de-
preciation.

Other methods include the sum of the years digits method and the
sinking fund and annuity methods, which involve the inclusion of
imputed interest in the computations.

The straight line method is the one most commonly used and should
be adopted where appropriate. Whichever method of depreciation
is selected, its consistent use is necessary in order to provide
comparability of the results of operations of the enterprise from
period to period.

Revaiuation of Assets

Where assets are revalued and effect is given to the revaluation in
the financial statements, depreciation should be based on the
revalued amount and there should be disclosed, by way of a note
in the financial statements for the period of change, the sub-
division of the depreciation charge between that applicable to the
original cost (or valuation if previously revalued), and that
applicable to the change in value arising from the current
revaluation.

It is not appropriate to omit charging depreciation of a depreciable
asset on the ground that its market value is greater than its net
book value (see paragraph 2 above). Further, if account is taken
of such increased value by writing up the net book value of the
asset, an increased depreciation, as indicated in paragraph 30, will
become necessary.

Disclosure

In order that users of financial statements may be properly
informed, it is necessary to disclose the depreciation policy used
in the financial statements of an enterprise and the estimated useful
lives or depreciation rates adopted for major classes of depreciable
assets. For the same reason, it is necessary to disclose the charge
for depreciation in the period and the accumulated depreciation at
the end of that period.



224

Appendix

This appendix is for general guidance only and does not form part
of the statement of standard accounting practice. The methods of
presentation used are illustrative only and are in no way prescriptive,
as other methods of presentation may equally comply with the ac-
counting standard.

Example 1
General Accounting Policy Note on Depreciation

Depreciation is provided at rates calculated to write off the cost
of fixed assets over their estimated useful lives on a straight line basis.

The annual rates of depreciation adopted are as follows:

Land held on long leases (i.e. Nil
with an unexpired term in
excess of 50 years)

Land held on medium-term Over the unexpired terms of
and short leases the leases

Buildings 24 % or over the unexpired
terms of the leases, if less
than 40 years

Motor vehicles 25%

Plant and machinery 15%

Other fixed assets 10%
Example 2

Note on Changes in Accounting Policy (where the prior year adjust-
ment treatment is not adopted)

No depreciation was previously provided for buildings constructed
on land held on long leases. With effect from the beginning of the
current financial year, buildings on land held on long leases were de-
preciated and the depreciation charge in respect of those buildings for
the current accounting period and future years is $M per annum. Had
depreciation been applied to those buildings from the dates of acquisi-
tion, the depreciation for prior years would have been $N per annum.
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Example 3
Note on the Effect of Revaluation

A revaluation of certain properties during the year was carried . out
as at 1Ist July 19X0 by AB & Co., Chartered Surveyors, on the
“existing use” basis. The valuation was adopted by the directors and
reflected in the company’s records on 4th July 19X0. '

The surplus of $X arising on revaluation has been transferred to
capital reserve. The charge to Profit and Loss Account for the current
year includes an amount of $Y, which represents the additional de-
preciation required as a result of the revaluation.

Example 4
Note. on Change in Method of Depreciation

Plant and machinery, previously depreciated at 10% per annum
on a reducing balance method, are with effect from the current financial
year being depreciated at the same rate on a straight line method.
The directors consider the straight line method to be more appropriate
having regard to the circumstances of the business. For an item
already in use at the beginning of ghe current financial year, its net
book value at that date is to be written off by an equal annual charge
over its remaining useful life. This change in depreciation method
results in an additional charge of $Z for the current year.

Example §
Split between Land and Building

DATA: Book value of property = $1,000,000
Directors’ estimate of the current market value:

Land $1,800,000
Building $1,200,000
Total value $3,000,000

If it is decided to retain the book value of the property at
$1,000,000, then the value attributable to land and to the
building is as follows:-—

1,800,000
3,000,000

1,200,000
3,000,000

Land = $1,000,000 x = $600,000

Building = $1,000,000 x = $400,000
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STATEMENT 2.107
STATEMENT OF STANDARD ACCOUNTING PRACTICE
GROUP ACCOUNTS

The provisions of this statement of standard accounting practice should
be read in conjunction with the Explanatory Foreword to accounting
standards and need not be applied to immaterial items.

Part 1 — Introduction

Group accounts showing the state of affairs and profit or loss of a
holding company and its subsidiaries have been required by law in
Hong Kong since 1974. In practice group accounts usually take
the form of consolidated financial statements which present the
information contained in the separate financial statements of the
holding company and its subsidiaries as if they were the financial
statements of a single entity. Alternative forms of presentation
are, however, permitted by the Companies Ordinance under certain
conditions.

It is generally accepted that consolidated financial statements are
usually the best means of achieving the objective of group accounts
which is to.give a true and fair view of the profit or loss and of the
state of affairs of the group. This accounting standard recognises,
therefore, that only exceptionally will alternative forms of group
accounts give.a better view than consolidated financial statements.

The method of preparation of consolidated financial statements on
an jtem by item basis, eliminating intra-group balances and trans-
actions and unrealised intra-group profit, is well understood and
this statement is not intended to be a detailed text on the subject.

Except to a limited extent this statement does not deal with the
subjects of acquisitions and mergers or goodwill. This statement
also does not deal with the accounting of and the reporting on
translation of foreign currency financial statements into the report-
ing currency for- presenting consolidated financial statements.

The statement has been drafted to apply to companies incorporated
under the Companies Ordinance. The principles laid down in it
are nevertheless applicable to the financial statements of any entity,
whether incorporated or not, which controls another entity or
entities and which wishes or is required to present financial state-
ments reflecting the activities of the undertaking as a whole.
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In giving a true and fair view of the profit or loss and of the state
of affairs of the group as a whole, the same principles apply to
consolidated financial statements as would apply to the financial
statements of a single entity. Disclosure should therefore be made
in the consolidated financial statements of any matters which would
be required to be disclosed in the financial statements of a single
entity.

Part 2 — Definition of Terms

Under the Companies Ordinance, a company shall be deemed to
be a subsidiary of another company, if —

(a) that other company:

(i) controls the composition of the board of directors of the
first' mentioned company;

(ii) controls more than half of the voting power of the first
mentioned company; or

(iii) holds more than half of the issued share capital of the
first mentioned company (excluding any part of it which
carries no right to participate beyond a specified amount
in a distribution of either profits or capital); or

(b) the first mentioned company is a subsidiary of any company
which is that other company’s subsidiary.

A company is a holding company of another if that other is its
subsidiary as defined above.

A group consists of a holding company and its subsidiaries.

Financial statements are balance sheets, profit and loss accounts,
statements of changes in financial position, notes and other state-
ments, which collectively are intended to give a true and fair view
of financial position and profit or loss.

Group accounts are the financial statements of a group.

Consolidated financial statements are one form of group accounts
which presents the information contained in the separate financial
statements of a holding company and its subsidiaries as if they
were the financial statements of a single entity.

Equity share capital is the issued share capital of a company
excluding any part thereof which, neither as respects dividends
nor as respects capital, carries any right to participate beyond a
specified amount in a distribution.
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The equity method of accounting is a method of accounting under
which the investment in a company is shown in the consolidated
balance sheet at:

(a) the cost of investment;
and

(b) the investing company or group’s share of the post-acquisition
retained profits and reserves/accumulated losses of the

company,
less
(c) any amount written off in respect of (a) and (b) above;

and under which the investing company accounts separately in its
profit and loss atcount for its share of the profits/losses before
taxation, taxation' and extraordinary items of the company
concerned.

Part 3 — Standard Accounting Practice
Consolidated financial statements

A holding company should prepare group accounts in the form of
a single set of consolidated financial statements covering the
holding company and its subsidiary companies, at home and over-
seas. The only exceptions to this practice are in the circumstances
set out in paragraphs 19 to 22 below.

Uniform accounting policies

Uniform group accounting policies should be followed by a holding
company in preparing its consolidated financial statements. Where
such group accounting policies are not adopted in the financial
statements of a subsidiary, appropriate adjustments should be made
in the consolidated financial statements. In exceptional cases where
this is impracticable, different accounting policies may be used
provided they are generally acceptable and there is disclosure of:

(a) the different accounting policies used;

(b) an indication of the amounts of the assets and liabilities in-
volved, and an indication of the effect on results and net assets
of the adoption of policies different from those of the group;
and

(c) the reasons for the different treatment,
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Group accounting periods and dates

For the purposes of consolidated financial statements the financial
statements of all subsidiaries should wherever practicable be
prepared:

(a) to the same accounting date; and
(b) for identical accounting periods as the holding company.

If a subsidiary does not prepare its formal financial statements to
the same date as the holding company and if it is not practicable
to use for consolidation purposes financial statements drawn up to
the same date as those of the holding company, appropriate adjust-,
ments should be made to the consolidated financial statements for
any transactions and events in the intervening period necessary to
ensure a true and fair view. The following additional information
should be given for each principal subsidiary with a different ac-
counting date:

(a) - its name;
(b) its accounting date; and
(c) the reason for using a different accounting date.

Where the accounting period of a principal subsidiary was of a
different length from that of the holding company the accounting
period involved should be stated.

Exclﬁsion of subsidiaries from group accounts and consolidation

Group accounts need not be prepared, unless required by law,
where the holding company itself is at the end of its financial year
a wholly-owned subsidiary.

When a company is not a wholly-owned subsidiary and it does not
prepare group accounts dealing with all its subsidiaries for one of
the other reasons permitted under the Companies Ordinance, the
reason for the exclusion of any subsidiary must be stated. Con-
sideration will need to be given to whether the resulting financial
statements give a true and fair view of the position of the group
as a whole.

A subsidiary should be excluded from consolidation if:

(a) its activities are so dissimilar from those of other companies
within the group that consolidated financial statements would
be misleading and that information for the holding company’s
shareholders and other users of the statements would be better
provided by presenting separate financial statements for such
a subsjdiary; or
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(b) the holding company, although owning directly or through
other subsidiaries more than haif the equity share capital of
the subsidiary, either:

(i) does not own share capital carrying more than half the
votes; or

(i) has contractual or other restrictions imposed on its ability
to appoint the majority of the board of directors; or

(c) the subsidiary operates under severe restrictions which signi-
ficantly impair control by the holding company over the sub-
sidiary’s assets and operations for the foreseeable future; or

(d) control is intended to’ _bc*'tempo(agy._

If a group prepares group accounts in a form other than con-
solidated financial statements in circumstances different from those
set out in paragraph 21, the onus is on the directors to justify and
state in the accounts the reasons for reaching the conclusion that
the resulting group accounts give a fairer view of the financial
position of the group as a whole. Similar considerations apply
where consolidated financial statements are prepared dealing with
a subsidiary which comes within the scope of the circumstances
set out in paragraph 21. '

Accounting treatment of subsidiaries excluded from consolidation

Where a subsidiary is excluded from consolidation on the grounds
set out in paragraph 21(a), the group accounts should include
separate financial statements for that subsidiary. They may be
combined with the financial statements of other subsidiaries with
similar operations, if appropriate. The separate financial state-
ments should include the following information:

(a) details of the holding company’s interest;
(b) particulars of intra-group balances;
(c) the nature of traasactions with the rest of the group; and

{d) a reconciliation with the amount included in the consolidated
financial statements for the group’s investment in the sub-
sidiary, which it is recommended be stated under the equity
method of accounting.

Where a subsidiary is excluded from consolidation on the grounds
of lack of effective control as set out in paragraph 21(b), it is
recommended that it be dealt with in the consolidated financial
statements under the equity method of accounting. Separate
financiai information about it should be included in the group
accounts to meet the requirements of the Companies Ordinance.
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Where a subsidiary is excluded from consolidation on the grounds
set out in paragraph 21(c), it is recommended that the amount
of the group’s investment in the subsidiary be stated in the con-
solidated balance sheet at the amount at which it would have been
included under the equity method of accounting at the date the
restrictions came into force. No further accruals should be made
for its profits or losses. However, if the amount at which the
investment js stated in the consolidated financial statements on
this basis has been impaired by a decline in value of the invest-
ment (other than temporarily), provision for the loss should be
made through the consolidated profit and loss account. For this
purpose, investments should be considered individually ard not
in aggregate.

Where a subsidiary is excluded from consolidation on the grounds
set out in paragraph 21(c), the following information should be
disclosed:

(a) its net assets;
(b) its profits or losses for the period; and

(¢) any amounts included in the consolidated profit and loss
account in respect of:

(i) dividends received;

(i) writing down of the investment.

Where a subsidiary is excluded from consolidation on the grounds
set out in paragraph 21(d), the temporary investment in the sub-
sidiary should be stated in the consolidated balance sheet as a
current asset at the lower of cost and net realisable value.

Disclosure in respect of subsidiaries excluded from consolidation

In respect of subsidiaries excluded from consolidation, the following
information should be disclosed in the group accounts:

(a) the reasons for excluding a subsidiary from consolidation;
(b) the names of the principal subsidiaries excluded;

() any premium or discount on acquisition (the difference be-
tween the purchase consideration and the fair value of assets
acquired) to the extent not written off; and

(d) any further detailed information required by the Companies
Ordinance.
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Changes in composition of the group

When subsidiaries are purchased on or after the date from which
this standard becomes effective, the purchase consideration should
be allocated amongst the underlying net assets, both tangible and

‘intapgible, other than goodwill on the basis of the fair value to

the acquiring company. If this is not done by means of adjusting
the values in the books of the acquired company, it should be done
on consolidation. Any difference between the purchase considera-
tion and the value ascribed to net tangible assets and identifiable

" intangible assets will represent premium (goodwill) or discount

on acquisition.

In the case of material additions to or disposals from the group,
the consolidated financial statements should contain sufficient in-
formation about the results of the subsidiaries acquired or sold
1o enable shareholders to appreciate the effect on the consolidated
results.

Where there is a material disposal, the consolidated profit and loss
account should include:

(a) the subsidiary’s results up to the date of disposal; and

(b) the gain or loss on sale of the investment, being the difference
at the time of sale between:

(i) the proceeds of the sale; and

(i) the holding company’s share of its net assets together
with any premium (less any amounts written off) or
discount on acquisition.

Effective date of acquisition or disposal

The effective date for accounting for both acquisition and disposal
of a subsidiary should be the earlier of:

(a) the date on which consideration passes; or

(b) the date on which an offer becomes or is declared uncon-
ditional.

This applies even if the acquiring company has the right under the
agreement to share in the profits of the acquired business from
an earlier date.



33.

34.

35.

36.

37.

233

Disclosure of principal subsidiaries

The names of the principal subsidiaries should be disclosed in the
group accounts, showing for each of these subsidiaries:

(a) the proportion of the nominal value of the issued shares of
each class held by the group;

(b) an indication of the nature of its business; and

(c) the place of incorporation.

Outside or minority interests

Outside or minority interests in the share capital and reserves of
companies consolidated should be disclosed as a separate amount
in the consolidated balance sheet and should not be shown as part
of the shareholders’ funds; debit balances should be recognised
only if there is a binding obligation on minority shareholders to
make good losses incurred which they are able to meet.

Similarly, the profits or losses of such companies attributable to
outside interests should be shown separately in the consolidated
profit and loss account after arriving at group profit or loss after
tax but before extraordinary items. Minority interests in extra-
ordinary items should be deducted from the related amounts in
the consolidated profit and loss account.

Restrictions on distributions

If there are significant restrictions on the ability of the holding
company to distribute the retained profits of the group (other
than those shown as non-distributable) because of statutory, con-
tractual, exchange control or (axation restrictions the extent of the
restrictions should be indicated. If retained profits of subsidiary
companies overseas would be subject to further tax on distribution,
full provision should be made for such tax unless circumstances
justify a lower or no provision.

Date from which effective

The accounting and disclosure requirements set out in this
statement should be adopted as soon as possible and regarded as
standard in respect of group accounts relating to periods com-
mencing on or after 1st January 1982.
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Part 4 — Note on Legal Requirements in Hong Kong

The obligation to lay group accounts before the members of a
holding company in general meeting is set out in Section 124(1)
of the Companies Ordinance, Chapter 32 of the revised edition
1975. In general terms the form and content of group accounts
are dealt with inter alia in Sections 125 and 126 of the Companies
Ordinance and in Schedule 10 to the Companies Ordinance.

Under Section 124(2)(a) of the Companies Ordinance group
accounts shall not be required where the holding company is at
the end of its financial year the wholly-owned subsidiary of another
body corporate incorporated in Hong Kong. Paragraph 19 of the
standard encompasses this exemption.

Section 124(2)(b) of the Companies Ordinance also allows
group accounts (subject to approval of the Financial Secretary in
certain ‘instances) not to deal with a subsidiary if the company’s
directors are of the opinion that:

() it is impracticable, or would be of no real value to members
of the company, in view of the insignificant amount involved,
or would involve expense or delay out of proportion to the
value to members of the company; or

(i) the result would be misleading, or harmful to the business of
the company or any of its subsidiaries; or

(iii) the business of the holding company and that of the subsidiary
are so different that they cannot reasonably be treated as a
single undertaking.

It should be noted that, where subsidiaries are not dealt with in
group accounts or are being dealt with in a form of group accounts
other than consolidated financial statements, information may still
be required by law about the results of these subsidiaries and the
extent to which they have been dealt with in the accounts of the
holding company (paragraphs 18(4) and 24 of Schedule 10 to the
Companies Ordinance). .

In the case of a subsidiary excluded from consolidation under
paragraph 21(a), the information set out in paragraph 23 should
satisfy the requirements of the Companies Ordinance about group
accounts provided adequate detail is given. Where a subsidiary is
excluded from consolidation on the grounds set out in paragraphs
21(b) to 21(d) of the standard, additional information to that set
out in paragraphs 24 to 27 may be needed in order to satisfy the
requirements of the Companies Ordinance about group accounts.
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The definition of a subsidiary company given in paragraph 7 of
this statement conforms with the statutory definition given in full
in the Companies Ordinance, Section 2(4) — (6).

Section 127(1) of the Companies Ordinance states that a holding
company’s directors shall secure that except where in their opinion
there are good reasons against it, the financial year of each of its
subsidiaries shall coincide with the company’s own financial year.
Paragraph 18 of the standard specifies the action to be taken in
preparing consolidated accounts where accounting periods do not
coincide.

Under the provision of Section 126(2) of the Companies
Ordinance the consent of the Financial Secretary will be required
to the use of financial statements of subsidiaries for consolidation
purposes -covering a period ending after the financial year end of
the holding company.

Section 128(3) of the Companies Ordinance provides that dis-
closure of the name of a subsidiary which is either incorporated
outside Hong Kong or carries on business outside Hong Kong
need not be made if in the opinion of the directors and with the
concurrence of the Financial Secretary such disclosure would be
harmful.

Part 5 — Compliance with International Accounting Standards

The requirements of International Accounting Standard No. 3
“Consolidated financial statements”, excluding paragraphs 40 to
42 inclusive, accord very closely with the content of this Statement.
Accordingly compliance with this Statement will ensure compliance
with IAS 3 in these respects. Paragraphs 40 to 42 of IAS 3
deal with the equity method of accounting for associated companies.
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STATEMENT 2.108
STATEMENT OF STANDARD ACCOUNTING PRACTICE
ACCOUNTING FOR CONTINGENCIES

The provisions of this statement of standard accounting practice should
be read in conjunction with the Explanatory Foreword to accounting
standards and need not be applied to immaterial items.

Part 1 — Introduction

.. The term contingency used in this statement is applied to a con--

dition which exists at the balance sheet date, where the outcome
will be confirmed only on the occurrence or mon-occurrence of
one or more uncertain future events. It is not intended that
uncertainties connected with accounting estimates should fall within
the scope of this statement, for example the lives of fixed assets,
the amount of bad debts, the net realisable value of inventories,
the expected outcome of long-term contracts or the valuation of
properties and foreign currency balances.

Part 2 — Definition of Terms

Financial statements are balance sheets, profit and loss accounts,
statements of changes in financial position, notes and other state-
ments, which collectively are intended to give a true and fair view
of financial position and profit or loss.

Company includes any enterprise which comes within the scope
of statements of standard accounting practice.

Directors include the corresponding officers of organisations which
do not have directors.

The date on which the financial stateinents are approved by the
board of directors is the date the board of directors formally
approves a set of documents as the financial statements. In
respect of unincorporated enterprises, the date of approval is the
corresponding date. In respect of group accounts, the date of
approval is the date when the group accounts are formally ap-
proved by the board of directors of the holding company.

Contingency is a condition which exists at the balance sheet date,
where the outcome will -be confirmed only on the occurrence or
non-occurrence of one or more uncertain future events,
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Part 3 — Standard Accounting Practice

In addition to amounts accrued under the fundamental concept of
prudence (see Statement No. 2.101 (SSAP 1) “Disclosure of
accounting policies™), a material contingent loss should be accrued
in financial statements where it is probable that a future event will
confirm a loss which can be estimated with reasonable accuracy
at the date on which the financial statements are approved by the
board of directors.

The material contingent loss not accrued under paragraph 7 above
should be disclosed except where the possibility of loss is remote.

Contingent gains should not be accrued in financial statements.
A materia} contingent gain should be disclosed in financial state-
ments only if it is probable that the gain will be realised.

In respect of each contingency which is required to be disclosed
under paragraphs 8 and 9 above, the following information should
be stated by way of notes in financial statements:

(a) the nature of the contingency;

(b) the uncertainties which are expected to affect the ultimate
outcome; and

(c) a prudent estimate of the financial effect, made at the date
on which the financial statements are approved by the board
of directors; or a statement that it is not practicable to make
such an estimate.

Where there is disclosure of an estimate of the financial effect of
a contingency, the amount disclosed should be the potential
financial effect. 1In the case of a contingent loss, this should be
reduced by:

(a) any amounts accrued; and

(b) the amount of any components where the possibility of loss
is remote.

The net amount only need be disclosed.

The estimate of the financial effect should be disclosed before
taking account of taxation, and the taxation implications of a
contingency crystallising should be explained where necessary- for
a proper understanding of the financial position.

Where both the nature of, and the uncertainties which affect, a
contingency in respect of an individual transaction are common to
a large number of similar transactions, the financial effect of the



238

contingency need not be individually estimated but may be based
on the group of similar transactions. In these circumstances the
separate contingencies need not be individually disclosed.

Date from which effective

14. The accounting practices set out in this statement should be
adopted as soon as possible and regarded as standard in respect
of financial statements relating to accounting periods beginning on
or after 1st January, 1983.

Part 4 — Note on Legal Requirements in Hong Kong

15. Paragraph 12(5) of the Tenth Schedule to the Companies
Ordinance requires the following to be stated by way of note on,
or in a statement or report annexed to, the balance sheet:

“The general nature of any other contingent liabilities not provided
for and, where practicable, the aggregate amount or estimated
amount of those liabilities, if it is material”.

Part § — Compliance with International Accounting Standards

16. The requirements of International Accounting Standard No. 10
“Contingencies and events occurring after the balance sheet date”
concerning contingencies accord very closely with the content of
this Statement. Accordingly compliance with this Statement will
enspre compliance with TAS 10 in all material respects so far as
contingencies are concerned. :

Part 6 — Explanatory Note

This explanatory note is for general guidance only and does not form
part of the statement of standard accounting practice.

17. Contingencies existing at the balance sheet date should be taken
into consideration when preparing financial statements. Estimates
of the outcome and of the financial effect of contingencies should
be made by the board of directors of the company. These
estimates will be based on consideration of information available
up to the date on which the financial statements are approved
by the board of directors and will include a review of events
occurring after the balance sheet date. As an example, in the
case of a substantial legal claim against a company, the factors to
be considered would include the progress of the claim at the date
on which the financial statements are approved, the opinion of
legal experts or other advisers and the experience of the company
in similar cases.
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The treatment of a contingency existing at the balance sheet date
is determined by its expected outcome. In addition to accruals
under the fundamental concept of prudence (see Statement No.
2.101 (SSAP 1) “Disclosure of accounting policies’™), contingent
losses will be accrued in financial statements where it is probable
that a future event will confirm a loss which can be estimated with
reasonable accuracy at the date on which the financial statements
are approved by the board of directors.

Existing conventions preclude contingent gains from being accrued
in financial statements. The existence of a contingent gain should
be disclosed only if it is probable that the gain will be realised.
When the realisation of the gain becomes reasonably certain, then
such a gain is not a contingency and accrual is appropriate.

Subject to paragraphs 18 and 19 above, a material contingency
which is not accounted for under existing requirements should be
disclosed by way of notes in order to ensure that financial state-
ments do not present a misleading position. Such disclosures
should indicate the nature of the contingency, the uncertainties
which are expected to affect the ultimate outcome and either a
prudent estimate of the financial effect or a statement that it is
not practicable to make such an estimate.

A contingency may be reduced or avoided because it is matched
by a related counter-claim or claim by or against a third party.
In such cases any accrual, or the amount to be disclosed in
financial statements by way of notes, should be reduced by taking
into account the probable outcome of the claim. However, the
likelihood of success, and the probable amounts of the claim and
the counter-claim, should be separately assessed, and separately
disclosed where appropriate.

In disclosing the financial effect of a contingency, the amount
should be stated before taking account of taxation, and the taxation
implications of a contingency crystallising should be explained
where necessary for a proper understanding of the financial
position.

There are some contingencies where the possibility of the ultimate
outcome having a material effect on the financial statements is so
remote that disclosure could be misleading. This statement does
not require disclosure of remote contingencies.
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STATEMENT 2.109
STATEMENT OF STANDARD ACCOUNTING PRACTICE
ACCOUNTING FOR POST BALANCE SHEET EVENTS

The provisions of this statement of standard accounting practice should
be read in conjunction with the Explanatory Foreword to accounting
standards and need not be applied to immaterial items.

Part 1 — Infroduction

Events arising after the balance sheet date need to be reflected in
financial statements if they provide additional evidence of condi-
tions that existed at the balance sheet date and materially affect
the amounts to be included.

Additionally, disclosure needs to be made by way of notes of
material events arising after the balance sheet date which provide
evidence of conditions not existing at the balance sheet date.

A post balance sheet event for the purpose of this standard is an
event which occurs between the balance sheet date and the date
on which the financial statements are approved by the board of
directors. It is not intended that the preliminary consideration
of a matter which may lead to a decision by the board of directors
in the future should fall within the scope of this standard.

Events which occur after the date on which the financial state-
ments are approved by the board of directors do not come
within the scope of this standard. If such events are material the
directors should consider publishing the relevant information.

The ﬁrocess involved in the approval of financial statements by
the directors will vary depending on the management structure and
procedures followed in preparing and finalising financial statements.
However, the date of approval will normally be the date of the
board meeting at which the financial statements are formally
approved, or in respect of unincorporated enterprises the corres-

nding date. In respect of group accounts, the date of approval
is the date the group accounts are formally approved by the board
of directors of the holding company.

Part 2 — Definition of Terms

Financial statements are balance sheets, profit and loss accounts,
statements of changes in financial position, notes and other state-
ments, which collectively are intended to give a true and fair view
of financial position and profit or loss.
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Company includes any enterprise which comes within the scope
of statements of standard accounting practice.

Directors include the corresponding officers of organisations which
do not have directors.

The date on which the financial statements are approved by the
board of directors is the date the board of directors formally
approves a set of documents as the financial statements. In respect
of unincorporated enterprises, the date of approval is the corres-

nding date. In respect of group accounts, the date of approval
is the date when the group accounts are formally approved by the
board of directors of the holding company.

Post balance sheet events are those events, both favourable and
unfavourable, which occur between the balance sheet date and the
date on which the financial statements are approved by the board
of directors.

Adjusting events are post balance sheet events which provide
additional evidence of conditions existing at the balance sheet date.
They include events which because of statutory or conventional
requirements are reflected in financial statements.

Non-adjusting events are post balance sheet events which concern
conditions which did not exist at the balance sheet date.

Part 3 — Standard Accounting Practice

Financial statenients should be prepared on the basis of events
occurring up to the balance sheet date and conditions existing at
that date.

A material post balance sheet event requires changes in the
amounts to be included in financial statements where:

(a) it is an adjusting event; or

(b) it indicates that application of the going concern concept to
the whole or a material part of the company is not appro-
priate.

A material post balance sheet event should be disclosed where:

(a) it is a non-adjusting event of such materiality that its non-
disclosure would affect the ability of the user of financial
statements to reach a proper understanding of the financial
position; or
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(b) it is the reversal or maturity after the year end of a transaction
entered into before the year end, the substance of which was
primarily to alter the appearance of the company’s balance
sheet.

16. In respect of each post balance sheet event which is required fo
be disclosed under paragraph 15 above, the following information
should be stated by way of notes in financial statements:

(a) the nature of the event; and

(b) an estimate of the financial effect, or a statement that i} is not
practicable to make such an estimate.

17. The estimate of the financial effect should be disclosed before
taking account of taxation, and the taxation implications should
be explained where necessary for a proper understanding of the
financial position.

18. The date on which the financial statements are approved by the
board of directors should be disclosed in the financial statements.

Date from which effective

19. The accounting practices set out in this statement should be
adopted as soon as possible and regarded as standard in respect
of financial statements relating to accounting periods beginning on
or after 1st January, 1983. :

Part 4 — Compliance with International Accounting Standards

20. The requirements of International Accounting Standard No. 10 -
“Contingencies and events occurring after the balance sheet date”
concerning post balance sheet events accord very closely with the
content of this Statement. Accordingly compliance with this
Statement will ensure compliance with IAS 10 in all material
respects so far as post balance sheet events are concerned.

Part 5§ — Explanatory Note

This explanatory note is for general guidance and does not form part of
the statement of standard accounting practice. The examples in para-
graphs 27 and 28 are merely illustrative and the lists are not exhaustive.

The examples listed distinguish between those normally classified as
adjusting events and as non-adjusting events. However, in exceptional
circumstances, to accord with the prudence concept, an adverse event
which would normally be classified as non-adjusting may need to be
reclassified as adjusting. In such circumstances, full disclosure of the
adjustment would be required.
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Classification of post balance sheet events

Events occurring after the balance sheet date may be classified into
two categories: ‘adjusting events’ and ‘non-adjusting events’.

Adjusting events are events which provide additional evidence
relating to conditions existing at the balance sheet date. They
require changes in amounts to be included in financial statements.
Examples of adjusting events are given in paragraph 27.

Some events occurring after the balance sheet date, such as a
deterioration in the operating results and in the financial position,
may indicate a need to consider whether it is appropriate to use
the going concern concept in the preparation of financial statements.
Consequently these may fall to be treated as adjusting events.

Non-adjusting events are events which arise after the balance sheet
date and concern conditions which did not exist at that time.
Consequently they do not result in changes in amounts in financial
statements. They may, however, be of such materiality that their
disclosure is required by way of notes to ensure that financial
statements are not misleading. Examples of non-adjusting events
which may require disclosure are given in paragraph 28.

Disclosure would be required of the reversal or maturity after the
year end of transactions entered into before the year end, the
substance of which was primarily to alter the appearance of the
company’s balance sheet. Such alterations include those com-
monly known as ‘window dressing’.

There are certain post balance sheet events which, because of
statutory requirements or customary accounting practice, .are re-
flected in financial statements and so fall to be treated as adjusting
events. These include proposed dividends, amounts appropriated
to reserves, the effects of changes in taxation and dividends re-
ceivable from subsidiary and associated companies.

Adjusting events

The following are examples of post balance sheet events which
normally should be classified as adjusting events:

(a) Fixed assets. The subsequent determination of the purchase
price or of the proceeds of sale of assets purchased or sold
before the balance sheet date.

(b) Property. A valuation which provides evidence of a per-
manent diminution in value as at the balance sheet date.
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(©)

(d)

(e)

®

®

(h)

)

Investments. The receipt of a copy of the financial state-
ments or other information in respect of an unquoted company
which provides evidence of a permanent diminution in the
value of a long-term investment as at the balance sheet date.

Stocks and work in progress

(i) The receipt of groceeds of sales after the balance sheet
date or other evidence concerning the net realisable value
of stocks.

(ii) The receipt of evidence that the previous estimate of
accrued profit on a long-term contract was materially
inaccurate.

Debtors. The renegotiation of amounts owing by debtors,
or the insolvency of a debtor.

Dividends receivable. The declaration of dividends by sub-
sidiaries and associated companies relating to periods prior
to the balance sheet date of the holding company.

Taxation. The receipt of information regarding rates of
taxation.

Claims. Amounts received or receivable in respect of
insurance claims which were in the course of negotiation at
the balance sheet date. -

Discoveries. The discovery of errors or frauds which show
that the financial statements were incorrect.

Non-adjusting events

The following are examples of post balance sheet events which
normally should be classified as non-adjusting events.

(a)
(b)
©
(d
(e

®

Mergers and acquisitions.

Reconstructions and proposed reconstructions.
Issues of shares and debentures.

Purchases and sales of fixed assets and investments.

Losses of fixed assets or stocks as a result of a catastrophe
such as fire or flood.

Opening new trading activities or extending existing trading
activities.
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(g) Closing a significant part of the trading activities if this was
not anticipated at the year end.

(h) Decline in the value of property and investments held as
fixed assets, if it can be demonstrated that the decline occurred
after the year end.

() Changes in rates of foreign exchange.
(7 Government action, such as compulsory acquisition.
(k) Strikes and other labour disputes.

(D Augmentation of pension benefits.

Disclosure jn financial statements

Separate disclosure of adjusting events is not normally required
as they do no more than provide additional evidence in support
of itzms in financial statements.

In determining which non-adjusting events are of sufficient
materiality to require disclosure, regard should be had to those
matters which are necessary to enable users of financial statements
to assess the financial position.
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STATEMENT 2.110

STATEMENT OF STANDARD ACCOUNTING PRACTICE
ACCOUNTING FOR THE RESULTS OF
ASSOCIATED COMPANIES

The provisions of this statement of standard accounting practice should
be read in conjunction with the Explanatory Foreword to accounting
standards and need not be applied to immaterial items.

Part 1 — Introduction

It is accepted accounting practice in Hong Kong for a company
not to take credit in its own (i.e., non-consolidated) profit and loss
account and balance sheet for its share of the profits of other com-
panies (subsidiary or otherwise) which have not been distributed.
The view is taken that the inclusion of undistributed profits would
ignore the separate legal entities of the companies concerned and,
as regards the investing company, be in breach of the prmcnple
that credit should not be taken for investment income untnl it is
received or receivable.

However, where a company conducts a significant part of its
business through the medium of other companies, whether more or
less than 509, owned, the mere disclosure of dividend income (or
mere inclusion of dividend income alone) is unlikely to be sufficient
to give shareholders adequate information regarding the total
results of the employment of resources of the group.

At one time such operations were usually carried out through the
medium of subsidiary companies. It was for this reason that the
Compames Ordinance required the preparation of group accounts,
normally in the form of consolidated financial statements. In
recent years there have been two important developments. One has
been the growing practice of companies to conduct parts of their
business through other companies (frequently consortium or joint
venture companies) in which they have a substantial but not a
controlling interest. The other is the importance which investors
have come to attach to earnings (as distinct from leldends) the
pnce/earnmgs ratio (P/B ratlo) and, mcreasmgly, earnings per
share. Thus in order that the investing company’s financial state-
ments as a whole may give adequate information, and provide a
total of earnings from which the most meaningful ratios can be
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calculated, it is considered appropriate that the coverage of con-
solidated financial statements be extended so that they shall include
(within the framework of the existing law) the share of earnings
or losses of companies which are defined in this statement as asso-
ciated companies.

This approach recognises a difference in principle between the
nature of investments in associated companies (as defined in this
statement) and other forms of trade investment. The essence of
the distinction is that the investing company actively participates
in the commercial and policy decisions of its associated companies;
it thus has a measure of direct responsibility for the return on its
investment, and should account for its stewardship accordingly,
whereas it will not normally seek to exert direct management in-
fluence over the operating policy of other companies in which it
invests, and should continue to deal with them in accordance with
traditional accounting methods.

The broad concept underlying the accouating treatment of the
results of associated companies here stated is the adoption in
modified form of the consolidation procedures used for subsidiary
companies. [t follows from this that the investing group’s share
of associated companies’ profits and losses will be reflected in its
consolidated profit and loss account, and its share of their post-
acquisition retained profits/accumulated losses will be reflected in
its consolidated balance sheet, though not in its own balance sheet
as a legal entity. This is generally referred to as the equity method
of accounting.

Part 2 — Definition of terms

A company includes any enterprise which comes within the scope
of statements of standard accounting practice. In particular, refer-
ences to investments in companies include not only investments
in corporate enterprises but can include investments in non-cor-
porate joint ventures and consortia.

A group comprises a holding company and its subsidiaries.

An associated company is a company not being a subsidiary of the
investing group or company in which:

(a) the investing group or company’s interest is effectively that of
a partner in a joint venture or consortium and the investing
group of company is in a position to exercise a significant
influence over the associated company; or
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(b) the investing group or company’s interest is for the long term
and is substantial, and, having regard to the disposition of
the other shareholdings, the investing group or company is in
a position to exercise a significant influence over the associated
company.

Significant influence over a company essentially involves participa-
tion in the financial and operating policy decisions of that company
(inclyding dividend policy) but not necessarily control of those
policies. Representation on the board of directors is indicative of
such participation, but will neither necessarily give conclusive
evidence of it nor be the only method by which the investing com-
pany may participate in policy decisions. .
Where the investing group or company holds 209, or more of the
equity voting rights of a company, it should be presumed that the
investing group or company has the ability to exercise significant
influence over that company unless it can clearly be demonstrated
that the investing group or company is not in a position to exercise
significant influence. For example, there may exist one or more
other large shareholdings which prevent the investing company
exerting such influence.

Where there is an investment by the investing group or company
in less than 209, of the equity voting rights of a company, and
the investing group or company’s interest is not effectively that of
a partner in a joint venture or consortium, it should be presumed
that the investing group or company does not have the ability to
exercise significant influence unless it can clearly demonstrate, and
the associated company concurs, that it is in a position to exercise
influence under the terms of this statement.

Where different companies in a group hold shares in a company,
for the purposes of establishing whether or not significant influence
is presumed to exist, the investment in that company should be
taken as the aggregate of the holdings of the investing company
and of those of its subsidiaries but not its associated companies.

Use of the term ‘associated company’ should be restricted to the
meaning defined in this statement.

Part 3— Standard accounting practice
Bases of accounting for income of associated companies

Income from investments by a company or its subsidiaries in
associated companies (as defined in part 2 above) should be brought
into account on the following bases:
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(@) in the investing company’s own financial statements

(i) dividends received up to the accounting date of the invest-
ing company; and

(ii) dividends receivable in respect of accounting periods end-
ing on or before that date and declared before the finan-
cial statements of the investing company are approved by
the directors.

(b) in the investing group’s consolidated financial statements (or
the equivalent prepared in accordance with paragraph 19 be-
low) the investing group’s share of profits less losses of asso-
ciated companies.

Profit and loss account items*

Profit before tax. The investing group should include in its con-
solidated financial statements the aggregate of its share of before-
tax profits less losses of associated companies. The item should be
shown separately and suitably described, for example as ‘share of
profits less losses of associated companies’.

Taxation. The tax attributed to the share of profits of associated
companies should be disclosed separately within the group tax
charge in the consolidated financial statements.

Extraordinary items. The investing group’s share of aggregate
extraordinary items dealt with in associated companies’ financial
statements should be included with the group’s extraordinary items
to the extent that the group’s share of the items involved would be
classified, on the basis of the criteria set out in SSAP 2, as extra-
ordinary in the context of the financial statements of the investing
group. Where that share is material in the context of the group’s
results it should be disclosed separately from extraordinary items
arising from companies belonging to the group.

Net profit retained by associated companies. There should be
shown separately the investing group's share of aggregate net profits
less losses retained by associated companies.

Other items. - The investing group should not include its attribut-
able share of associated companies’ items such as turnover and
depreciation in the aggregate amounts of these items disclosed in
its consolidated financial statements. If the results of one or more

* Examples of profit and loss accounts drawn up to give the information required

are shown in appendices 1 and 2.
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associated companies are so material in the context of the investing
group’s financial statements that more detailed information about
them would assist in giving a true and fair view, this information
should be given by separate disclosure of the total turnover of the
associated companies concerned, their total depreciation charge,
their total profits less losses before taxation, and the amounts of
such profits attributable to the investing group. In judging mate-
riality regard should be had not merely to the group’s share of
the net profit of an associated company but also to the scale of
its operations in relation to those of the group.

An investing company (other than a wholly owned subsidiary),
which does not prepare consolidated financial statements, should
show the paragraph 14 to 18 information by adapting its own profit
and loss account if practicable, or by preparing a separate profit
and loss account. References in this statement to investing groups
and consolidated financial statements are to be taken as embracing
such additional information in the case of investing companies
which do not have subsidiaries or which do not otherwise prepare
consolidated financial statements.

Balance sheet items*

Investing compuny’s interests in associated companies. Unless
shown at a valuation, the amount at which the investing company’s
interests in associated companies should be shown in the investing
company’s own financial statements is the cost of the investment
less any amounts written off.

Investing group's interests in associated companies. The amount
at which the investing group’s interests in associated companies
should be shown in the consolidated balance sheet is:

(a) the cost of the investments less any amounts written off; and

(b) the investing group’s share of the post-acquisition retained
profits and reserves of associated companies.

The two items should be disclosed separately.

Loans between investing companies. Loans between associated
companies and the group should be separately disclosed in the
consolidated balance sheet together with the group’s interests in the
associated companies. Amounts owed by associated companies to
the investing group should not be netted against amounts owed by
the investing group to other associated companies.

* An example of a consolidated balance sheet drawn up to give the information
required is shown in appendix 3.
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Trading balances. Balances representing normal trading transac-
tions between the associated companies and the investing group
should be included under current assets or liabilities as appropriate,
with separate disclosure if material in the context of the investing
group’s financial statements.

Other items. More detailed information about the associated com-
panies’ tangible and intangible assets and liabilities should be given
if the interests in the associated companies are material in the con-
text of the investing group’s financial statements. In judging
materiality, regard should be had not merely to the net carrying
amount of the investment in an associated company, but also to
the scale of its operations in relation to those of the group.

Accumulated reserves. The amount at which the investing group’s
interests in accumulated reserves is shown in the consolidated finan-
cial statements should distinguish between profits retaimed by the
group and profits retained by associated companies. If retained
profits of associated companies overseas would be subject to further
tax on distribution, full provision should be made for such tax
unless circumstances justify a lower or no provision. Tt will also
be necessary to take account of and disclose movements on asso-
ciated companies’ other reserves, e.g., surplus on revaluation of
fixed assets.

Permanent impairment in value. Where there has been perman-
ent impairment in the carrying value of an investment in an asso-
ciated company, it should be written down and the amount written
off in the accounting period separately disclosed. ~Because an
impairment in value of the underlying net assets would normally
be reflected in the books of the associated company, further provi-
sion against the investing group’s share of these net assets should
not usually be necessary.

An investing company (other than a wholly owned subsidiary)
which does not prepare consolidated financial statements should
show the above information by way of note to the balance sheet
or by preparing a separate balance sheet.

Inclusion of associated companies’ results in consolidated financial
statements of investing group

The financial statements used for the purposes of including asso-
ciated companies’ results should be either coterminous with those
of the investing company or made up to a date which is not more
than six months before, or shortly after, the date of the investing
group’s financial statements. In the case of associated companies
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which are listed on a recognised stock exchange, financial informa-
tion used for incorporation in the financial statements of the invest-
ing company should be consistent with information published by
the associated company.

Before incorporating results of an associated company based on
financial statements issued some appreciable time before the com-
pletion of those of the investing company, care should be taken
to ensure that later information has not materially affected the
view shown by the financial statements of the associated company.
If financial statements not coterminous with those of the investing
company, or unaudited financial statements, are used and the effect
is material the facts and the dates of year ends should be disclosed.

Where the investing group or company holds 209, or more of the
equity voting rights of any company other than a subsidiary and
does not account for that company as an associated company,
details of the accounting treatment adopted, and the reason for
doing so, should be stated by way of note to the financial state-
ments; conversely, where the investing group or company holds less
than 209, of the equity voting rights of a company but accounts
for that company as an associated company, the basis on which
significant influence is exercised should be stated.

Accounting adjustments

Wherever the effect is material, adjustments similar to those adopt-
ed for the purpose of presenting consolidated financial statements
should be made to exclude from the investing group’s consolidated
financial statements such items as unrealised profits on stocks
transferred to or from associated companies and to achieve rea-
sonable consistency with the accounting policies adopted by the
investing group.

Restrictions on distribution

1f there are restrictions on the ability of an associated company
to distribute its retained profits (other than those which are shown
as non-distributable) because of statutory, contractual or exchange
control restrictions the extent of the restrictions should be indicated.

Minority interests

Where the investment in an associated company is held by an
investing company’s subsidiary in which there are minority interests,
the minority interests shown in the consolidated financial statements
of the investing company should include the minority share of the
subsidiary’s interest in the results and net assets of the associated
companies.
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Investments by associates

Where an associated company itself has subsidiary or associated
companies, the profits or losses to be dealt with in the investing
group’s consolidated financial statements are its attributable pro-
portion of the profits or losses of the group (including the appro-
prite proportion of the results and net assets of its associated com-
panies) of which the associated company is parent.

Deficiency of net assets

Where an associated company has a deficiency of net assets but is
still regarded as a long term investment, it will usually have been
supported by loans from the shareholders or by an agreement,
either formal or informal, to support it. In these circumstances,
the investing company should reflect its share of the deficiency of
net assets in its consolidated financial statements.

Investment in an unincorporated entity

Where an investment is made in an unincorporated entity, a liability
could arise which would be in excess of that resulting from taking
account only of the investing group’s share of net assets of the
associated company (e.g., as a result of joint and several liability
in a partnership). In such circumstances it may be necessary to
consider whether it would be prudent either to include an addi-
tional provision, or to recognise a contingent liability for this
excess.

Change of status

When an investment in a company ceases to fall within the de-
finition of an associated company, an amount equal to the carry-
ing amount of that company under the equity method at that date
should be treated as the effective cost of the investment and no
further account should be taken of the company’s share of subse-
quent profits and losses. Any dividends declared out of profits
earned prior to the change of status should be deducted in arriving
at the carrying value. Provision should be made against the invest-
ment if there has been any impairment in value.

Effective date of acquisition or disposal

The effective date for accounting for both acquisition and disposal
of an interest. or any portion of an interest, in an associated com-
pany should be the earlier of:

(a) the date on which consideration passes; or

(b) the date on which an offer becomes unconditional.
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39.

40.

41.

42.

43.

44.

This applies even if the acquiring company has the right under the
agreement to share in the profits of the acquired business from an
earlier date.

Disclosure of particulars of associated companies

Subject to Part 4, the names and places of incorporation of the
principal associated companies should be disclosed in the group
financial statements showing for each of these associated com-
panies:

(a) the proportion of the nominal value of the issued shares of
each class held by the group; and

(b) an indication of the nature of its business.

Corresponding amounts

On first introduction of the standard method of accounting set
out in this statement the corresponding amounts for the preceding
period should be appropriately stated on a comparable basis.

Date from which effective

The accounting practices set out in this statement should be adopt-
ed as soon as possible and regarded as standard in respect of finan-
cial statements relating to accounting periods beginning on or after
st January 1985.

Part 4 — Note on legal requirements in Hong Kong

In dealing with the results of associated companies, regard should
be had to the provisions of paragraph 13(1)(g) of the Tenth
Schedule of the Companies Ordinance which requires the amounts
respectively of income from listed investments and income from
unlisted investments to be shown in the profit and loss account.

In the case of an_associated company which is either incorporated
outside Hong Kong or carries on business outside Hong Kong,
section 129(3) of the Companies Ordinance provides that disclosure
of a company’s name and other particulars need not be made if
in the opinion of the directors and with the concurrence of the
Financial Secretary such disclosures would be harmful.

Part 5§ — Compliance with International Accounting Standards

The requirements of Tnternational Accounting Standard No. 3
“Consolidated financial statements” covering the basis of account-
ing for associated companies accord very closely with the content
of this statement. Accordingly compliance with this statement will
ensure compliance with the requirements of IAS 3 on associated
companies-in all material respects.



Appendix 1

255

Note: The method of presentation used is illustrative only and other
methods of presentation may equally comply with the requirements

of this statement.

Example of consolidated profit and loss account for a company

with subsidiaries

Consolidated profit and loss account of a company and subsidiaries

incorporating results of associated companies

Turnover (of the company and subsidiaries) ..

Operating profit (after charging depreciation and all
other trading expenses of the company and
subsidiaries) . .

Share of profits less losses of associated companies
Profit before taxation ..
Taxation: Company and subsidiaries

Associated companies

Minority interests .. .. .
Profit after taxation before extraordinary items

Extraordinary items (group proportion after taxation,
after deducting minority interests and including
share of associated companies’ items)

Profit attributable to shareholders (see note) ..
Dividends
Net profit retained ..

Company
Subsidiaries
Associated companies

HK$

X

Mo x| SRR
*

g [ 5 |

fog [ =

Note: Of the profit attributable to shareholders HKS$x is dealt with in

the company’s financial statements.
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Appendix 2

Note: The method of presentation used is illustrative only and other
methods of presentation may equally comply with the requirements

of the statement.

Example of profit and loss account for a company

without subsidiaries

Profit and loss account of a company incorporating results

of associated companies
HKS
Turnover (of the company) ..

Operating profit (after charging depreciation and all
trading expenses of the company)

Share of profits less losses of associated companies . .
Profit before taxation .. ...
Taxation: Company

Associated companies ce e ee X

Profit after taxation before extraordinary items

Extraordinary items (company and share of asso-
ciated companies’ items) after taxation ..

Profit attributable to shareholders comprising:
Profit of the company ..

Profit retained in associated companies ..
Dividends
Net profit retained ..

Company

Associated companies ..

HKS

I

%]xx
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Appendix 3

Note: The method of presentation used is illustrative only and other
methods of presentation may equally comply with the requirements
of the statement.

Example of consolidated balance sheet for a company
with subsidiaries

Consolidated balance sheet of a company and subsidiaries
incorporating associated companies

Assets emploved HKS$ HKS$

Fixed assets X

Interest in associated companies (as shown in note '
e e x*

below)

Current assets

Stocks and work in progress .. .. .. .. .. X

Debtors (including HK$x due from associated’
companies) : X
Bank balances and cash X
X

Current liabilities

Bank overdraft X

Creditors (including HKS$x due to associated
companies) x
Taxation .. X
Dividends X
x

Net current assets ..

ENE
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Financed by:

Share capital ..

Reserves (including HK$x group share of associated
company reserves) ..

Minority interests in subsidiaries

Loan capiltal

Note — Interest in associated companies

Group’s cost of investment ..

Share of post acquisition profits less losses of
associated companies

Loans to associated companies ..

Less: Loans from associated companies ..

HKS$

i [ > > |

™

||>;|>< * | >
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STATEMENT 2.111

STATEMENT OF STANDARD ACCOUNTING PRACTICE
FOREIGN CURRENCY TRANSLATION

The provisions of this statement of standard accounting practice should
be read in conjunction with the Explanatory Foreword to accounting
standards and need not be applied to immaterial items.

Part 1 — Introduction
Background ‘

1. A company may engage in foreign currency operations in two
main ways: ‘

a. It may enter directly into business transactions which are
denominated in foreign currencies. The results of these
transactions will need to be translated into the.currency in
which the company reports.

b. Foreign operations may be conducted through a foreign
enterprise which maintains its accounting records in a currency
other than that of the investing company. In order to prepare
consolidated financial statements it will be necessary to
translate the complete financial statements of the foreign
enterprise into the currency used for reporting purposes by
the investing company.

Objectives of translation

2." The translation of foreign currency transactions and financial
statements should produce results which are generally compatible
with the effects ofp rate changes on a company’s cash flows and
its equity and should ensure that the financial statements present
a true and fair view of the results of management actions,
Consolidated statements should reflect the financial results and
relationships as measured in the foreign currency financial state-
ments prior to translation.

Procedures

3. In this Statement the procedures which should be adopted when
accounting for foreign operations are considered in two stages,
namely:

a. the preparation of the financial statements of an individual
" company; and

b. the preparation of consolidated financial statements.
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10.

11.

12.

Part 2 — Definition of Terms

Financial statements are balance sheets, profit and loss accounts,
statements of changes in financial position, notes and other state-
ments which collectively are intended to give a true and fair view
of the financial position and profit or loss.

Company includes any enterprise which comes within the scope
of statements of standard accounting practice.

A foreign enterprise is a subsidiary, associated company or branch
whose operations are baséd 'ifi"a country other than that of the
investing company or whose assets and liabilities are denominated
mainly in a foreign currency. .

A foreign currency asset is an equity investment or other long-term
non-monetary asset, the holding or the use or the subsequent dis-
posal of which will generate receipts in a foreign currency.

Translation is the process whereby financial data denominated in
one currency are expressed in terms of another currency. It
includes both the expression of individual transactions in terms
of another currency and the expression of a complete set of
financial statements prepared in one currency in terms of another
currency.

The temporal method of translation requires translation of all
assets, liabilities, revenue and expenses at the exchange rate ruling
at the date on which the amount recorded in the financial state-
ments was established. At the balance sheet date monetary assets
and liabilities are retranslated at the closing rate and any resulting
exchange difference is taken to the profit and loss account.

An exchange rate is a rate at which two currencies may be
exchanged for each other at a particular point in time; different
rates apply for spot and forward transactions.

The closing rate is the exchange rate for spot transactions ruling
at the balance sheet date and is the mean of the buying and selling
rates at the close of business on the day for which the rate is to
be ascertained.

A forward contract is an agreement to exchange different currencies
at a specified future date and at a specified rate. A non-specula-
tive forward contract is one which is designated and effective as
a hedge of a net investment in a foreign entity, of a foreign
currency asset, of a net monetary asset or liability or of a firm
commitment. All other forward contracts, or parts of forward
contracts in excess of the amount hedged, are speculative.
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4.

15.

16.

17.

18.

19.

20.
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The gain or loss on a non-speculative forward contract is the
foreign currency amount of the contract multiplied by the difference
between the spot rate at the balance sheet date and the spot rate
at the date of inception of the contract or at an intervening balance
sheet date.

The discount or premium on a non-speculative forward contract
is the foreign currency amount of the contract multiplied by the
difference between the contracted forward rate and the spot rate
at the date of inception of the contract.

The gain or loss on a speculative forward contract is the foreign
currency amount of the contract multiplied by the difference
between the forward rate for the balance of the contract at the
balance sheet date and either the contracted forward rate or the
forward rate used at an intervening balance sheet date.

The net investment which a company has in a foreign enterprise
is its effective equity stake and comprises its proportion of such
foreign enterprise’s net assets; in certain circumstances, intra-group
loans and other deferred balances may be regarded as part of the
effective equity stake.

Monetary items are money held and amounts to be received or
paid in money.

Part 3 — Standard Accounting Practice

When preparing the financial statements of an individual company
the procedures set out in paragraphs 19 to 28 should be followed.
When preparing consolidated financial statements the procedures
set out in paragraphs 29 to 34 should be followed.

Individual companies

Subject to the provisions of paragraphs 21 and 25 each asset,
liability, revenue or cost arising from a transaction denominated in
a foreign currency should be translated into the reporting currency
at the exchange rate in operation on the date on which the
transaction occurred. If the rates do not fluctuate significantly
an average rate for a period may be used as an approximation.
Where the transaction is to be settled at a contracted rate that
rate should be used.

Subject to the special provisions of paragraph 25, which relate
to the treatment of foreign currency assets financed by foreign
currency borrowings or hedged by forward contracts, no subsequent
translations should normally be made once non-monetary assets
have been translated and recorded.
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21.

22.

23.

24.

25.

At each balance sheet date monetary assets and liabilities
denominated in a foreign currency should be translated using the
closing rate or, where -appropriate, the rates of exchange fixed
under the terms of the relevant transactions.

An exchange gain or loss will result during an accounting period
if a business transaction is settled at an exchange rate which differs
from that used. when the transaction was initially recorded or,
where appropriate, that used at the last balance sheet date. An
exchange gain or loss will also arise on unsettled transactions if
the rate of exchange used at the balance sheet date differs from
that used previously. Such exchange gains and losses should be
included in the profit or loss from ordinary activities unless they
arise from events which themselves fall to be treated as extra-
ordinary items, in which case they should be included as part of
such items.

Where exchange gains arise on monetary items and there are,
exceptionally, doubts as to the convertibility or marketability of
the currency in question, it is necessary to consider on the grounds
of prudence whether the amount of the gain, or the amount by
which exchange gains exceed past exchange losses on the same
items, to be recognised in the profit and loss account should be
restricted.

Gains or losses on exchange arising from transactions between a
holding company and its subsidiaries, or from transactions between
fellow subsidiaries, should normally be reported in the individual
company’s financial statements as part of the profit or loss for the
year in the same way as gains or losses arising from transactions
with third parties.

Where a company has used foreign currency borrowings or forward
contracts to finance, or provide a hedge against, its foreign currency
assets and the conditions set out in this paragraph apply, the
foreign currency assets should be denominated in the appropriate
foreign currencies and the carrying amounts translated at the end
of each accounting period at closing rates for inclusion in the
company’s financial statements. Any exchange differences arising
should be taken to reserves and the exchange gains or losses
arising on the borrowings or the forward contracts should then be
offset, as a reserve movement, against those exchange differences.
The conditions which must apply are as follows:

a. in any accounting period exchange gains or losses arising on
the borrowings or the forward contracts should be offset only
to the extent of exchange dilferences arising on the foreign
currency assets; and
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29.

30.
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b. the foreign currency borrowings or the forward contracts are
designated and effective as a hedge against the foreign currency
assets.

Where a forward contract is used as a hedge of a foreign currency
asset, the discount or premium on the contract should be either
amortised in the profit and loss account over the period of the
contract or taken to reserves with the gain or loss.

Forward contracts

Where a non-speculative forward contract is used as a hedge of
a net monetary asset or liability the gain or loss on the contract
should be taken to the profit and loss account and the discount
or premium may be either amortised over the period of the contract
or taken to the profit and loss account.

Where a non-speculative forward contract is used as a hedge of
a firm commitment no gain or loss need normally be recognised
during the commitment period. At the end of that period any
gain or loss will be added to, or deducted from, the amount of
the relevant transaction. The discount or premium should be
either amortised over the period of the contract or deferred with
the gain or loss.

Where a forward contract is speculative the gain or loss should
be credited or charged to the profit and loss account.

Consolidated financial statements

When preparing group accounts for an investing company and
its foreign enterprises the closing rate/net investment method of
translating the financial statements should normally be used.
Under this method the amounts in the balance sheet of a foreign
enterprise should be translated into the investing company’s
reporting currency using the closing rate of exchange. Exchange
differences will arise if this rate differs from that ruling at the
previous balance sheet date or at the date of any subsequent
capital injection (or reduction) and these differences should be
recorded as a movement on reserves.

The profit and loss account of a foreign enterprise accounted for
under the closing rate/net investment method should be translated
either at the closing rate or at an average rate for the period.
Where an average rate is used the difference between the profit
and loss account translated at an average rate and at the closing
rate should be recorded as a movement on reserves. The average
rate used should be calculated by the method considered most
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31

32.

33.

34,

appropriate for the circumstances of the foreign enterprise; the
use of a weighting procedure will in most cases be desirable.

In those circumstances where the trade of the foreign enterprise
is more dependent on the economic circumstances of the investing
company’s reporting currency than on its own reporting currency
the temporal method should be used.

The method used for translating the financial statements of each
foreign enterprise should be applied consistently from period to

_ period unless its financial and other operational relationships with

the investing company change.

Where foreign currency borrowings or forward contracts have
been used to finance, or provide a hedge against, group net
investments in foreign enterprises, exchange gains or losses on
the Lorrowings or forward contracts, which would otherwise have
been taken to the profit and loss account, should be offset as
reserve movements against exchange differences arising on the
retranslation of the net investments, provided that:

a. the relationships between the investing company and the
foreign enterprises concerned justify the use of the closing
rate method for consolidation purposes;

b. in any accounting period the exchange pgains and losses.
arising on the foreign currency borrowings or forward
contracts are offset only to the extent of the exchange
differences arising on the net investments in foreign enter-
prises; and

c. the foreign currency borrowings or forward contracts are
designated and effective as a hedge against the net investments.

Where a forward contract is used as a hedge of a net investment,
the discount or premium on the contract should be either
amortised in the profit and loss account over the period of the
contract or taken to reserves with the gain or loss.

Although equity investments in foreign enterprises will normally
be made by the purchase of shares, investments may also be made
by means of long-term loans and intra-group deferred trading
balances. Where financing by such means is intended to be, for
all practical purposes, as permanent as equity, such loans and
intra-group balances should be treated as part of the investing
company’s net investment in the foreign enterprise. Hence ex-
change differences arising on such loans and intra-group balances
should be dealt with as adjustments to reserves.
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Disclosure

The method used in the translation of the financial statements
of foreign enterprises and the treatment accorded to exchange
differences should be disclosed in the financial statements.

The following information should also be disclosed in the
financial statements of all companies other than licensed banking,
insurance and shipping companies which take advantage of the
disclosure exemptions permitted undeér Part III of the Tenth
Schedule to the Companies Ordinance:

a. the net amount of exchange gains and losses on foreign
currency borrowings less deposits, identifying separately:

i. the amount offset in reserves under the provisions of
paragraphs 25 and 33; and

ii. the net amount charged/credited to the profit and loss
account;

b. the net amount of exchange gains or losses on forward
contracts, together with any associated discount or premium
on these contracts, offset in reserves under the provisions
of paragraphs 25 and 33; and

c. the net movement on reserves arising from exchange
differences.

Transitional arrangements

Where the provisions of this Statement are applied to the transla-
tion of foreign currency operations for the first time it may
represent a change in accounting policy which will normally need
to be reflected as a prior year adjustment io the opening balance
of retained profits in accordance with Statement 2.102 (SSAP 2).
Alternatively, where the calculation of a prior year adjustment is
impractical the changes in policy may be applied only to current
and future financial statements provided that the effect on the
results of the current period is disclosed.

Date from which effective

The accounting and disclosure requirements set out in this state-
ment should be adopted as soon as possible. They should be
regarded as standard in respect of financial statements relating to
accounting periods beginning on or after Ist January 1985.
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39.

40.

This
part

41.

Part 4 — Legal Requirements in Hong Koﬁg

Paragraph 12(14) of the Tenth Schedule to the Companies
Ordinance requires the following matter to be shown by way of
note to the balance sheet: “the basis on which other currencies
have been converted into the currency in which the balance sheet
is expressed, where the amount of the assets or liabilities affected
is material”.

Part 5 — Compliance with International Accounting Standards

The requirements of International Accounting Standard No. 21
“Accounting for the effects of changes in foreign exchange rates”
accord very closely with the content of this Statement.
Accordingly compliance with this Statement will ensure compliance
with IAS 21 in all material respects.

Part 6 — Explanatory Note

explanatory note is for general guidance only and does not form
of the statement of standard accounting practice.

The method used to translate financial statements for consolida-
tion purposes should reflect the financial and other operational
relationships which exist between an investing company and its

- foreign enterprises.

42.

43.

In most circumstances the closing rate/net investment method
should - be used. This method recognises that the investment of
a company is in the net worth of its foreign enterprise rather
than a direct investment in the individual assets and liabilities of
that enterprise. The foreign enterprise will normally have net
current assets and fixed assets which may be financed partly by
borrowings in its own reporting currency. In its day-to-day
operations the foreign enterprise is not normally dependent on the
reporting currency of the: investing company. The investing
company may look forward to a stream of dividends but the net
investment will remain until the business is liquidated or the
investment disposed of.

Exceptionally, however, there are cases in which the affairs of a
foreign enterprise are so closely interlinked with those of the
investing company that its results may be regarded as being more
dependent on the economic environment of the investing company’s
currency than on that of its own reporting currency. In such a
case the financial statements of the foreign enterprise should be
included in the consolidated financial statements as if all its
transactions had been entered into by the investing company itself
in its own currency. For this purpose the temporal method of
translation should be used.
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44, It is not possible to select one factor which of itself will lead a

45.

46.

company to conclude that the temporal method should be
adopted. All the available evidence should be considered in
determining whether the currency of the investing company is the
dominant currency in the economic environment in which the
foreign enterprise operates. Amongst the factors to be taken
into account will be:

a. the extent to which the cash flows of the enterprise have a
direct impact upon those of the investing company;

b. the extent to which the functiohing of the enterprise is
dependent directly upon the investing company;

c. the currency in which the majority of the trading transactions
are denominated;

d. the major currency to which the operation is exposed in its
financing structure.

Examples of situations where the temporal method may be
appropriate are where the foreign enterprise:

a. acts as a selling agency receiving stocks of goods from the
investing company and remitting the proceeds back to that
company;

b. produces a raw material or manufactures parts or sub-
assemblies which are then shipped to the investing company
for inclusion in its own products;

c. - is located overseas for tax or legal reasons to act as a means
of raising finance for other companies in the group.

For the purposes of this Statement foreign operations which are
conducted through a foreign branch should be accounted for in
accordance with the nature of the business operations concerned.
Where such a branch operates as a separate business with local
finance it will be accounted for using the closing rate/net invest-
ment method. Where the foreign branch operates as an extension
of the company’s trade and its cash flows have a direct impact
upon those . of the company the temporal method will be
appropriate.
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STATEMENT 2.112

STATEMENT OF STANDARD ACCOUNTING PRACTICE
ACCOUNTING FOR DEFERRED TAX

The provisions of this statement of standard accounting practice should
be read in conjunction with the Explanatory Foreword to accounting
standards and need not be applied to immaterial items.

Part 1 — Introduction

This statement is concerned with accounting for tax on profits and
surpluses which are recognized in the finapcial statements in one
period but assessed in another. It thus relates primarily to
deferred profits tax in Hong Kong and, insofar as the principles
are similar, to overseas taxes on profits payable by Hong Kong
companies or their subsidiaries.

A number of other taxes, including property tax and some overseas
taxes, are not assessed directly on profits for an accounting period
and are therefore not addressed specifically in this statement.
For such taxes, companies should generally follow the principle
underlying this statement, that deferred tax should be provided to
the extent that it is probable that a liability or asset will crystallize
but not to the extent that it is probable that a liability or asset
will not crystallize. '

The amount of tax payable on the profits of a particular period
often bears little relationship to the amount of income and
expenditure appearing_ in the financial statements. This results
from the different basis on which profits are arrived at for the
purpose of tax computations as opposed to the basis on which
profits are stated in financial statements.

The different basis of arriving at profits for tax purposes derives
from two main sources. Firstly, certain types of income are
tax-free and certain types of expenditure are disallowable, giving
rise to ‘permanent differences’ between taxable and accounting
profits. Permanent differences also arise where there are tax
allowances or charges with no corresponding amount in the financial
statements. Secondly, there are items which are included in the
financial statements of a period different from that in which they
are dealt with for tax purposes, giving rise to ‘timing differences’;
thus revenue, gains, expenditure and losses may be included in
financial statements either earlier or later than they enter into the
computation of profit for tax purposes.

- Extraordinary items, prior year adjustments and movements on
reserves are not included in profit or loss on ordinary activities
but may also have an impact on the total tax payable.
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Part 2 — Definition of Terms
Deferred tax is the tax attributable to timing differences.

Timing differences are differences between profits or losses as
computed for tax purposes and results as stated in financial
statements, which arise from the inclusion of items of income and
expenditure in tax computations in periods different from those in
which they are included in financial statements. Timing differences

" originate in one period and are capable of reversal in one or more

subsequent periods.

A loss for tax purposes which is available to relieve future profits
from tax constitutes a timing difference.

The revaluation of an asset (including, in exceptionai cases, an
investment in an associated or subsidiary company) will create a
timing difference when it is incorporated in the balance sheet,
insofar as the profit or loss that would result from realization at
the revalued amount is taxable, unless disposal of the revalued
asset and of any subsequent replacement assets would not result
in a tax liability.

The retention of earnings overseas will create a timing difference
only if:
(a) there is an intention or obligation to remit them; and

(b) remittance would result in a tax liability.

Financial statements are balance sheets, profit and loss accounts,
statements of changes in financial position, notes and other
statements, which collectively are intended to give a true and fair
view of financial position and profit or loss.

The liability method is 2 method of computing deferred tax whereby
it is calculated at the rate of tax that it is estimated will be
applicable when the timing differences reverse. For objectivity
and consistency in the liability method, deferred tax not provided
is calculated at the current tax rate.

Part 3 — Standard Accounting Practice
General
Deferred tax should be computed under the liability method.

Tax deferred or accelerated by the effect of timing differences
should be accounted for to the extent that it is probable that a
liability or asset will crystallize.
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15.

16.

17.

18.

19.

20.

21.

22.

23,

Tax deferred or accelerated by the effect of timing differences
should not be accounted for to the extent that it is probable that
a liability or asset will not crystallize.

The assessment of whether deferred tax liabilities or assets will or
will not crystallize should be based upon reasonable assumptions.

The assumptions should take into account all relevant information
available up to the date on which the financial statements are
approved by the board of directors, and also the intentions of
management. Ideaily this information will include financial plans
or projections covering a period of years sufficient to enable an
assessment to be made of the likely pattern of future tax
liabilities. A prudent view should be taken in the assessment of
whether a tax liability will crystallize, particularly where the
financial plans or projections are susceptible to a high degree of
uncertainty or are not fully developed for the appropriate period.

The provision for deferred tax liabilities should be reduced by any
deferred tax debit balances arising from separate categories of
timing differences.

Deferred tax net debit balances should not be carried forward as
assets, except to the extent that they are expected to be recoverable
without replacement by equivalent debit balances and it is justified
to treat them as assets (see Appendix paragraphs 10-11).

Profit and loss account

Deferred tax relating to the ordinary activities of the company
should be shown separately as. part of the tax on profit or loss on
ordinary activities, either on the face of the profit and loss account
or in a note. '

Deferred tax relating to any extraordinary items should be shown
separately as part of the tax on extraordinary items, either on the
face of the profit and loss account or in a note.

The amount of any unprovided deferred tax in respect of the period
should be disclosed in a note, analysed into its major components.

Adjustments to deferred tax arising from changes in tax rates and
tax allowances should normally be disclosed separately as part of
the tax charge for the period. However, the effect of a change in
the basis of taxation, or of a significant change in Government
fiscal policy, should be treated as an extraordinary item where
material.
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Balance sheet

The deferred tax balance, and its major components, should be
disclosed in the balance sheet or notes.

Transfers to and from deferred tax should be disclosed in a note.

Where amounts of deferred tax arise which relate to movements on
reserves (e.g. resulting from the expected disposal of revalued
assets) the amounts transferred to or from deferred tax should be
shown separately as part of such movements.

The total amount of any unprovided deferred tax should be
disclosed in a note, analysed into its major components.

Where the potential amount of deferred tax on a revalued asset is
not shown because the revaluation does not constitute a timing
difference under paragraph 9, the fact that it does not constitute
a timing difference and that tax has therefore not been quantified
should be stated.

Where the value of an asset is shown in a note because it differs
materially from its book amount, the note should aiso show the tax
effects, if any, that would arise if the asset were realized at the
balance sheet date at the noted value. '

Groups

Deferred tax in respect of the remittance of overseas earnings
should be accounted for in accordance with the provisions of this
statement. Where deferred tax is not provided on earnings retained
overseas, this should be stated.

Date from which effective

The accounting practices set out in this statement should be
adopted as soon as possible and regarded as standard in respect of
financial statements relating to accounting periods beginning on or
after 1 January 1988.

Part 4 — Note on Legal Requirements in Hong Kong

The references to ‘the Schedule’ below are to the Tenth Schedute
to the Companies Ordinance.

Paragraph 8 of the Schedule requires that if an amount is set aside
for the purpose of its being used to prevent undue fluctuations in
charges for taxation, it shall be stated. If such amount has been
used during the financial year for another purpose, the amount
thereof and the fact that it has been so used shall be stated
(paragraph 12(12) of the Schedule).
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34. Paragraph 12(15) of the Schedule requires disclosure of the basis
on which the amount, if any, set aside for Hong Kong profits tax
is computed.

35. Paragraph 12(5) of the Schedule requires information to be given
with respect to the amount or estimated amount of any contingent
liability not provided for. Unprovided deferred tax is a contingent
liability, except where the prospect of it becoming payable is so
remote that it does not amount to a contingent liability at all,

36. The basis on which the charge for Hong Kong profits tax is
computed shall be stated (paragraph 17(3) of the Schedule).
Particulars are required of any special circumstances affecting the
tax liability for the financial year or succeeding financial years
(paragraph 17(4) of the Schedule).

37. Paragraph 13(1)(c) of the Schedule requires disclosure of the
amount of the charge to revenue for taxes imposed by the Inland
Revenue Ordinance and, if that amount would have been greater
but for relief from double taxation, the amount which it would
have been but for such relief, and the amount of the charge for
taxation imposed outside Hong Kong of profits, income and (so
far as charged to revenue) capital gains.

38. The requirements of:
(a) paragraphs 33, 36 and 37 do not apply to licensed banks; and
(b) paragraph 35 do not apply to insurance companies
to the extent that these companies take advantage of the disclosure -
exemptions permitted under Part IIl of the Schedule.

Part 5§ — Compliance with International Accounting Standards

39. The requirements of International Accounting Standard No. 12
“Accounting for taxes on income” accord very closely with the
content of this Statement so far as deferred tax is concerned.
Accordingly compliance with this Statement will ensure compliance
with IAS 12 in all material respects so far as deferred tax is
concerned.

Part 6 — Explanatory Note

This explanatory note is for general guidance only and does not form
part of the statement of standard accounting practice.

Basis of provision

40. There are three principal bases fof computing deferred tax.
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The first is called ‘nil provision’ or ‘flow through’ and is based
on the principle that only the tax payable in respect of a period
should be charged in that period. No provision for deferred tax
would therefore be made. Those who hold this view argue that
any tax liability arises on taxable profits, not accounting profits,
and therefore consider that it is necessary to provide tax only on
taxable profits. Further, any tax liability arising on timing
differences will depend on the incidence of future taxable profits
and may therefore be difficult to quantify.

A basis radically different from nil provision is ‘full provision’,
sometimes called ‘comprehensive allocation’. This is based on
the principle that financial statements for a period should recognize
the tax effects, whether current or deferred, of all transactions
occurring in that period.

An advantage of either of these bases is that the amounts involved
can be precisely quantified. However, a crucial disadvantage is
that they can lead to a purely arithmetical approach, in which
certainty of calculation is given precedence over a reasoned
assessment of what the tax effects of transactions will actually be.

The effect of timing and other differences on tax charges in

- relation to reported profits would be of little significance if

taxation were not regarded as relevant to the performance of the
company for the period, and hence the only accepted indicator of
performance were to be the result before tax. However, the resull
after tax is also widely regarded as an important indicator of
performance and this will be distorted by accounting for deferred
tax where it is probable that a liability or asset will not crystallize,
or by failing to account for deferred tax where it is probable that
a liability or asset will crystallize.

So far as the balance sheet is concerned, the amount of
shareholders’ funds and - its relationship with the amount of funds
from other sources may similarly be distorted by accounting for
deferred tax where it is probable that a liability or asset will
not crystallize, or by failing to account for deferred tax where it
is probable that a liability or asset will crystallize.

A third basis is ‘partial provision’, which requires that deferred
tax should be accounted for in respect of the net amount by which
it is probable that any payment of tax will be temporarily deferred
or accelerated by the operation of timing differences which will
reverse in the foreseeable future without being replaced. Partial
provision recognizes that, if a company is not expected to reduce
the scale of its operations significantly, it will often have what
amounts to. a hard core of timing differences so that the payment
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of some tax will be permanently deferred. On this basis, deferred
tax has to be provided only where it is probable that tax will
become payable as a result of the reversal of timing differences.
Because it is based on an assessment of what will actually be the

position, partial provision is preferable to the other bases described
above.

Method of computation

There are two principal methods of computation. The first is the

- deferral method, under which the tax effects of timing differences

are calculated using the tax rates current when the differences
arise. No adjustments are made subsequently if tax rates change.
Reversals are accounted for using the tax rates in force when the
timing differences originated, although in practice the effects of
reversals and new timing differences are sometimes accounted for as
one item. Those who support this method recognize that, when
tax rates change, this method will not give an indication of the
amount of tax payable or recoverable. Any deferred tax balance
will therefore be a deferred tax credit or charge rather than a
liability or asset. When tax rates change there is no need to
revise the deferred tax already provided. Thus the tax charge or
credit for the period relates solely to that period and is not
distorted by any adjustments relating to prior periods.

The other method is the liability method, under which deferred tax
provisions are calculated at the rate at which it is estimated that

‘tax will be paid (or recovered) when the timing differences

reverse. Usually the current tax rate is used as the best estimate,
unless changes in tax rates are known in advance. As a result,
deferred tax provisions are revised to reflect changes in tax rates.
Thus the tax charge or credit for the period may include adjustments
of accounting estimates relating to prior periods. The deferred
tax provision represents the best estimate of the amount which
would be payable or recoverable if the relevant timing differences
reversed.

The liability method is the method consistent with the aim of
partial provision, which is to provide the deferred tax which it
is probable will be payable or recoverable.

Paragraph 12 of the Statement notes that the deferred tax not
provided, which is required to be disclosed by paragraphs 22 and
27 of the Statement, is to be calculated using the current tax rate.
This rate is preferred to the expected long term rate or other
notional rates because it is less subjective and is consistent with
the calculation of the deferred tax provision under the liability
method.
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Appendix

Note: This appendix is for guidance only and does not form part of
the statement of standard accounting practice.

Deferred tax effects of current tax legislation in Hong Kong
Introduction

1. This appendix gives guidance on the accounting treatment of the
tax effects of permanent and timing differences between taxable
and accounting income resulting from current tax legislation in
Hong Kong. It reflects legislation current as at May 1987 and
will need to be amended when necessary to reflect changes in
legislation.

2. The principal areas of difference are:
(a) permanent differences; ’
(b) timing differences;
(c) losses; and

(d) items not included in profit or loss on ordinary activities.

Items not included in profit or loss on ordinary activities are
dealt with in paragraphs 21 and 26 of this statement and
accordingly are not considered in this appendix.

Permanent differences

3. Examples of permanent differences are donations to unapproved
charitable organizations and fines (disallowable) and offshore
income (tax free). These differences will not reverse in future
periods and thus give rise to no tax effects in other periods.

Timing differences

4. The combined effect of timing differences should be considered
when attempting to assess whether a tax liability will crystallize,
rather than looking at each timing difference separately.
Paragraphs 16 and 17 of the standard indicate that reasonable
assumptions, by reference to suitable financial plans or projections
covering a period of years, are required when making this
assessment. The period may be relatively short — say three to
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five years -—— where the pattern of timing differences is expected to
be regular. However, it may need to be longer for a company
with an irregular pattern of timing differences. The length of the
lives of the relevant assets and the company’s assumptions on
growth in capital expenditure also affect the length of the period
which needs to be considered.

A number of timing differences arise from the use of the receipts
and payments basis for tax purposes and the accruals basis in
financial statements. Examples of these and other timing
differences are:

(a) interest receivable recognized as income in the accounting
period, but taxed when received or “accruing to” under
Section 15 of the Inland Revenue Ordinance;

(b) pension costs accrued in the financial statements but allowed
for tax purposes when paid or contributed at some later date;

(c) provisions not allowed for tax purposes until proven to the
satisfaction of the assessor that they are specific;

(d) revenue expenditure deferred in the financial statements,
such as development or advertising allowed for tax purposes
as it is incurred; and

(e) realized and unrealized exchange differences on foreign
exchange transactions.

A number of these differences are ‘short term’ timing differences
in that they can be identified with specific transactions and
normally reverse in the accounting period following that in which
they originated. Short term and other timing differences need to

_be considered together when attempting to assess whether a tax

liability will crystallize.

Accelerated depreciation allowances.

Accelerated depreciation allowances are timing differences which
arise from the availability of depreciation allowances in tax
computations which are in excess of the related depreciation
charges in financial statements. The reverse may also occur,
whereby the depreciation charges in financial statements exceed
the depreciation allowances available in tax computations.
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In many businesses, timing differerices arising from accelerated
depreciation allowances are Of a recurring nature and reversing
differences are themselves offset, wholly or partially, or are
exceeded, by new originating differences, thereby giving rise to
continuing tax reductions or the indefinite postponement of any
liability attributable to the tax benefits received. Thus a company
having a relatively- stable or growing investment in depreciable
assets can take tax relief year by year on capital expenditure.
This tax relief may equal or exceed the additional tax which
would otherwise have been payable in consequence of the reversal
of the original timing differences through depreciation. Where
for economic or other reasons a spasmodic or highly irregular
pattern of depreciation allowances is forecast, a substantial period
of time will need to be considered in attempting to assess whether
a tax liability will crystallizez. Where there is a declining
availability of depreciation allowances, any originating timing
differences will usually reverse, and deferred tax should be
provided unless it is probable for other reasons that no tax
liability will crystallize.

Overseas assefs

Translation of the financial statements of overseas subsidiaries or
associated companies is not regarded as creating a timing
difference. Gains and losses arising on translation of a company’s
own overseas assets (including investments in subsidiaries and
associated companies) and liabilities may give rise to timing
differences depending on whether or not the gains or -losses have
a tax effect. )

Losses

As noted in paragraph 19, the recognition of deferred tax debits
is dependent upon whether debit timing differences are expected
to be realized in future or otherwise to be recoverable without
replacement with equivalent debit balances. A significant question
exists as to whether the recognition of deferred tax debits is
contrary to the accounting concept of prudence since realization
of such debits is dependent upon sufficient future taxable income
being generated. In particular, it is conceivable that these debit
timing differences may not reverse until an-undeterminable point
in the future. Although it is consistent with the matching concept
to take up the tax effects of debit timing differences at the time
they originate regardless of when they will actually reverse,
sound judgement is required in accurately evaluating whether
there is a reasonable expectation of sufficient future taxable income
to ensure recoverability of the deferred tax asset (debit).
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11.

In particular, the recognition of deferred tax debits should
normally be discontinued when an operating loss occurs or recurs.
Under such circumstances, it may also no longer be appropriate to
carry forward as ‘an asset the balance of the deferred tax debits
in the balance sheet. Such deferred tax debits should accordingly
be evaluated as to realizability in the same manner as are other
assets., Thus deferred tax relating to current trading losses may

only be treated as recoverable when:

(a) the loss results from an identifiable and non-recurring cause;

(b) the company, or its predecessor company, has been consistently
profitable over a considerable period, with any past losses
being more than offset by income in subsequent periods; and

(c) it is assured beyond reasonable doubt that future taxable
profits will be sufficient to offset the current loss.
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