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Effect of the New Companies Ordinance on Financial
Statements and Directors’ Report for the Year Ended
31 March 2015

By Nelson Lam, Past President and Council Member of SCAA

The new Companies Ordinance (Cap. 622) has come into effect for the first financial report-

ing year beginning on or after 3 March 2014, which is the commencement date of the new

Companies Ordinance. It implies that, for example,

e the preparation of financial statements for the year ended 31 March 2015 should follow the
new Companies Ordinance; but

* the preparation of financial statements for the year ended 31 December 2014 is largely
following the predecessor Companies Ordinance (Cap. 32).

This article provides a summary from an accountant’s perspective on the issues that may be

Nelson Lam, affected by the new Companies Ordinance in preparing the financial statements and direc-

Past President and tors” report for the year ended 31 March 2015. The issues to be shared are not an exhaustive

Colineil Meatber of SCAA list and, in case of doubt, you have to refer to the original texts of the new Companies

Ordinance and seek for legal advice.

Financial Statements for the Year Ended 31 March 2015

In preparing the financial statements for the year ended 31 March 2015, a company should

observe the following:

1. A company has to adopt the no-par (or nominal) value regime with effective from 3 March
2014, and adjust the par value and share premium (if any) in the financial statements;

2. Lengthy list of disclosure in Tenth Schedule of the predecessor Companies Ordinance has
been eliminated and cannot be found in the new Companies Ordinance;

3. Instead, a company has to follow the disclosures in the applicable accounting standards
and Schedule 4 to the new Companies Ordinance;

4. The applicable accounting standards (subject to a company falling within the reporting
exemption in the new Companies Ordinance) include
a. Hong Kong Financial Reporting Standards (“HKFRSs™),

b. Hong Kong Financial Reporting Standard for Private Entities (“HKFRS for PE”), and
c. Small and Medium-sized Entity Financial Reporting Framework and Financial
Reporting Standard (“SME-FRF and FRS”), revised 2014;

5. Schedule 4 to the new Companies Ordinance only includes four items in Part | and one
item in Part 2 and a company falling within the reporting exemption may not need to
follow Part 2;

6. Disclosure of director’s emoluments and other matters relating to directors is covered in

407 (4), 451, 452(2) and the Companies (Disclosure of Information about
nefites of Directors) Regulation. It implies that disclosure of certain directors’ transac-
ns has . moved from the directors’ report to the financial statements; and

endments in the new Companies Ordinance in respect of the financial
ny is the so-called “legal backing” for the accounting standards. Section
at “the financial statements for a financial year must also comply with (a) any
s of this Ordinance in relation to the financial statements; and (b) the

of standard accounting practice issued or specified by
\ccountin, Standards (Prescribed Body)) Regulation,
ong Institute of Certified Public Accountants.



Directors’ report for the Year Ended 31 March 2015

The disclosure requirements for the directors’ report under the new Companies Ordinance (Cap. 622) are

contained in the following locations:

1. Sections 388 to 391 and 543(2) of the new Companies Ordinance;

2. Schedule 5 “Contents of Directors’ Report: Business Review” (unless exempt under section 388(3)) to the
new Companies Ordinance; and

3. The Companies (Directors’ Report) Regulation (Cap. 622D).
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In addition, section 391 of the new Companies Ordinance sets out the requirements relating to the approval
and signature of the directors’ report. The changes in the directors’ report include:
|. The names of all the directors in a group must be disclosed in a consolidated directors’ report, and the
disclosure should extend to the date of approving the directors’ report;
2. The disclosure of significant transactions, arrangements or contracts entered into by the company, where a
director has a material interest, has been moved to the financial statements and will therefore be subject to audit;
3. The new disclosure in the directors’ report includes:
a. reasons for a director resigning or not seeking re-appointment, if related to the affairs of a company:
b. permitted indemnity provisions; and
c¢. equity-linked agreements; and
4. Unless the company is exempt, a new “business review” section must be included in the directors’ report.

Business Review

Schedule 5 “Contents of Directors’ Report: Business Review™ to the new Companies Ordinance requires that
a directors’ report for a financial year must contain a business review that consists of:

I. a fair review of the company’s business;

a description of the principal risks and uncertainties facing the company;

particulars of important events affecting the company that have occurred since the end of the financial year; and
an indication of likely future development in the company’s business.

i L

To the extent necessary for an understanding of the development, performance or position of the company’s

business, a business review must include:

I. an analysis using financial key performance indicators;

2. key performance indicators means factors by reference to which the development, performance or position
of the company’s business can be measured effectively.

3. a discussion on
a. the company’s environmental policies and performance; and
b. the company’s compliance with the relevant laws and regulations that have a significant impact on the

company; and

4. an account of the company’s key relationships with its employees, customers and suppliers and others that

have a significant impact on the company and on which the company’s success depends.

Section 388(3) of the new Companies Ordinance sets out 3 situations under which a company is exempt from

including a business review in the directors' report in compliance with Schedule 5. These are:

I. the company falls within the reporting exemption;

2. the company is a wholly owned subsidiary of another body corporate in the financial year; or

3. the company is a private company that does not fall within the reporting exemption for the financial year,
and a special resolution is passed by members to the effect that the company is not to prepare a business
review required by that Schedule 5 for the financial year.

Section 388(4) of the new Companies Ordinance requires that the above resolution must be passed at least 6
months before the year end and Section 622(2) of the new Companies Ordinance requires the delivery of a
copy of the resolution to the Companies Registrar for registration within 15 days after it is made or passed.

In view of all these changes which have not yet been exhaustive, accountants have to prepare in advance and
make sure that the preparation of financial statements and directors’ report for the year ended 31 March 2015
(and onwards) complies with the requirements in the new Companies Ordinance and, of course, the applicable
accounting standards.
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