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What’s the issue?

HKICPA issued on 21 February 2014 an
exposure draft of Accounting Bulletin 5 (AB5),
Guidance for the preparation of a business
review under the Hong Kong Companies
Ordinance Cap. 622 (“new CO”).

AB5 has been prepared by the HKICPA at the
invitation of the Hong Kong Companies
Registry to provide guidance for directors of
Hong Kong incorporated companies (HK
companies) on the preparation of a business
review under the new CO.

What is AB5’s objective?

AB5 should assist directors of HK companies to
satisfy their reporting obligations to prepare the
new analytical and forward- looking business
review. In particular, AB5 is directed towards
those non-public companies that previously
have not been required to prepare a business
review.

Directors of HK companies listed on the Stock
Exchange of Hong Kong (SEHK) already have
to provide a management discussion and
analysis (MD&A) under the SEHK’s Listing
Rules (LRs). They will now have to ensure that
they meet the business review requirements of
the new CO as well. While there is a degree of
overlap between the two, AB5 may be
insufficient to address the LRs’ requirements.

The LRs are expected to be updated by the
SEHK to remove references to the old CO and
align them with the new CO.

Am I affected?

All companies’ directors are required to prepare
a business review as part of their report for each
financial year, unless their company or group is
explicitly exempt by the new CO because it:

• falls within the (private companies) reporting
exemption for the financial year; or

• is a wholly owned subsidiary of another body
corporate in the financial year; or

• is a private company that does not fall within
the reporting exemption for the financial year,
and a special resolution (as defined in the new
CO) is passed by the members to the effect
that the company is not to prepare a business
review.

When does the first business
review have to be prepared?

The business review will form part of the
directors’ report for financial years beginning
on or after 3 March 2014. For example, financial
years starting on 1 April 2014.

What do I need to do?

Given the significant impact that the
introduction of a business review will have on
the collection and verification of necessary data
and thus the timetable for the production of
annual reports, we encourage directors to
familiarise themselves with the new CO (see
references below) and to read the guidance
provided in the draft AB5. Any comments you
may have on AB5 should be submitted to the
HKICPA by 22 April 2014.

The exposure draft may be downloaded from:
www.hkicpa.org.hk/file/media/section6_stand
ards/standards/FinancialReporting/ed-pdf-
2014/i2c_ab5.pdf
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What should a business review do?

A business review should provide information to members of a
company that helps them assess how the directors have
performed their duties. The information should analyse the
business through the eyes of the directors, both complement and
supplement the financial statements and be forward-looking. It
should be written in an understandable manner and be balanced
and neutral, dealing even-handedly with both good and bad
aspects.

To achieve these objectives a business review should consist of:

• A fair review of the company’s or group’s business(es);

• A description of the principal risks and uncertainties facing the
company or group;

• Particulars of important events affecting the company or group
that have occurred since the end of the financial year; and

• An indication of future likely development in the company’s or
group’s business(es).

Where the directors of a company are required to prepare
consolidated financial statements, the review should be prepared
also on a consolidated basis.

To the extent necessary for an understanding of the
development, performance or position of the company’s or
group’s business(es), a business review must include:

• an analysis using financial key performance indicators (KPIs);

• a discussion on:

− their environmental policies and performance; and

− their compliance with the relevant laws and regulations that 
have a significant impact on the business(es); and

• an account of their key relationships with employees,
customers and suppliers and others that have a significant
impact on the business(es), and on which the company’s or
group’s success depends.

KPIs are those factors by reference to which the development or
position of the company’s performance or position of the
company’s business can be measured effectively.

The new CO does not require the disclosure of any information
about impending developments or matters in the course of
negotiation, if the disclosure would, in the opinion of the
directors, be seriously prejudicial to the company’s or group’s
interests.

Do directors need to take any other action?

Directors should start planning as soon as possible on how they
will structure the business review. They should select those KPIs
that they judge to be effective in measuring the development,
performance or position of the business(es) of their company or
group and, therefore, will be disclosed together with information
that should enable members to understand and evaluate each
KPI. Directors will need to ensure that they have suitable
information systems necessary to collect the data they need.

Avoid inconsistencies between the business
review and the financial statements

It is likely that the business review will include non-GAAP
financial information. Consequently, it may be necessary for the
directors to explain the differences from amounts in the financial
statements and/or provide reconciliations to avoid the business
review being viewed as inconsistent with the financial
statements. This is important, as the new CO requires the
company’s auditor to form an opinion on the consistency of the
information in a directors’ report with the corresponding
financial statements. A negative opinion has to be stated in the
auditor’s report and may be brought to the attention of members
at a general meeting.

Are companies not incorporated in Hong Kong
affected?

No. Companies incorporated outside of Hong Kong are not
affected. They will continue to comply with the legal
requirements, if any, of the place in which they are incorporated
on the preparation of a directors’ report, business review,
operating and financial review or similar report.

However, non-HK companies listed on the SEHK have to comply
with the LRs on the preparation of a MD&A. As part of the
expected update of the LRs, it is anticipated that the SEHK will
address whether equivalent requirements to those in the new CO
will be introduced to ensure that there is a ‘level playing field’
between HK and non-HK issuers.

Companies Ordinance Cap. 622 references

A directors’ report is required under section 388. It must comply
with section 390 (general content), section 543(2) (details of
management contracts), Schedule 5 (contents of a business
review) and contain the information, and comply with the other
requirements, prescribed by the Companies (Directors’ Report)
Regulation Cap. 622D. Section 406(2) requires the company’s
auditor to form an opinion of the consistency of information in
the directors’ report with the financial statements.

Further information

Hong Kong Companies Registry website provides further
information on the requirement for a business review and other
aspects of the new CO.

www.cr.gov.hk/en/companies_ordinance/index.htm
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