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Background

Hong Kong Institute of Certified Public Accountants revised the Accounting Bulletin 3 Guidance on Disclosure of
Directors’ Remuneration. This Accounting Bulletin supersedes Accounting Bulletin 3 issued in January 2000 and
has been developed in consultation with Companies Registry in so far as the provisions in the Hong Kong
Companies Ordinance Cap. 622 (“CO”) and the Companies (Disclosure of Information about Benefits of Directors)
Regulation Cap. 622G (the “Regulation”) are concerned. It provides general reference on certain requirements of
the Hong Kong Companies Ordinance Cap. 622 and Cap. 622G with respect to the disclosure of directors’

remuneration in notes to the financial statements.

Introduction

Section 383 of the CO requires that the financial statements of a company incorporated in Hong Kong must

contain, in the notes to the financial statements, the information prescribed by the Regulation in relation to the

following:

(@) directors’emoluments;

(b) directors’ retirement benefits;

(©) payments made or benefit provided in respect of the termination of the service of directors; and

(d) consideration provided to or receivable by third parties for making available the services of a person as
director.

All companies whose securities are listed on The Stock Exchange of Hong Kong Limited are also required by the
Main Board Listing Rules and GEM Listing Rules to make disclosures required by section 383 of the CO and the

Regulation, irrespective of whether or not they are incorporated in Hong Kong.

This Accounting Bulletin sets out the Financial Reporting Standards Committee’s (the “Committee”)
understanding of the requirements in the above paragraph. This Accounting Bulletin also provides general
reference on common practical issues encountered in preparing the required information. Here we draw your

attention to certain required information which may be overlooked.
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Practical Issues

A. An employee acting as an alternate director

“Alternate director” refers to an individual who attends meetings on behalf of a director on occasions when the

director is unable to attend.

The Committee is of the view that remuneration of such a person would be included as directors’ remuneration

only to the extent of any specific incremental amount received or receivable by the person in respect of acting

as an alternate director, if any.

B. Meaning of “subsidiary undertaking” is extended to non-controlled entities

Itis possible that the term “subsidiary undertaking” as used in the Regulation may include entities that would not
fall within the definition of a controlled 'subsidiary' under HKFRS 10. For example, when a company owns more
than 50% of the equity shares of another company but does not have control. In this case, the investee is a
“subsidiary undertaking” within the meaning of Schedule 1 of the CO, even though for accounting purposes the

investee is a joint venture or an associate, not a subsidiary.

According to sections 3(4) of the Regulation for this purpose, the term “subsidiary undertaking” also includes any
other undertaking, not just a subsidiary undertaking of the company as defined in Schedule 1 of the CQ, if the

person is or was a director of the company and also a director of that undertaking by virtue of the company’s

nomination (whether direct or indirect).

This means that if a company has nominated one or more of its directors to sit on the boards of any of the
company’s investees, whether they are subsidiaries, joint ventures, associates or other investments, then any
remuneration paid to or receivable by that person or persons in respect of that extra role may need to be included
in the directors’ remuneration disclosed by the investor company, unless the director occupies that position for

reasons other than because of nomination rights held by the company. For example:

Company A has nominated one of its directors to the board of its associate, company B. Company B pays $250,000

per year to the director in respect of his services to the company.

® As the director has been nominated by company A as a director of the associate, the associate is deemed
to be a subsidiary undertaking (for the purposes of directors’ remuneration disclosure). The director is
performing qualifying services for company A by being its representative on company B’s board. So, in this
situation, company A includes the $250,000 in its aggregate disclosure of emoluments paid to or

receivable by the director.

® |fthe $250,000 were paid directly to company A (that is, as a sum to be accounted for to the company) and
not to the director personally, this amount would NOT be included as directors’emoluments in company
A’s financial statements. Company B should disclose the payment of $250,000 in its own financial

statements as a sum paid to a third party in respect of the director’s services.

In these circumstances, the Company is encouraged to explain in the financial statements the different meaning

of “subsidiary undertaking”.
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C Consideration provided to or receivable by third parties for making available the director’s services

Section 7 of the Regulation requires separate disclosure of the aggregate amount of the consideration provided to

or receivable by any third party for making available qualifying services of a person who is a director of a company.

According to section 7(3), the reference to “third party”in this section is a reference to any person other than:

(@) the director;

(b) a connected entity of the director;

(0 the company; or

(d) a subsidiary undertaking of the company.

The disclosure requirement does not apply when the payment has been made to a connected entity of the
director. For example:
(@) a company with which the director is associated through an ownership interest of more than 30%; or

(b) a partnership in which the director is a partner.

Any such amounts are deemed to be directors’ emoluments, retirement benefits or payments for loss of office,

depending on the circumstances in which the payment arose.

If a company makes a payment to its holding company in return for the holding company providing the services

of one of the company’s directors, such payment also falls under section 7 of the Regulation as a “payment to
third party’.

D. Types of services provided by a director

The Regulation requires each type of directors’ remuneration to be distinguished between:
(a) remuneration in respect of services as director of the company or as a director of its subsidiary
undertakings; and

(b) remuneration for the management of the affairs of the company or its subsidiary undertakings.

Remuneration in respect of services as a director are normally those fees which are paid to directors in their
capacity as such and not in any managerial or executive capacity. Typically these would be fees fixed either by the

Articles of Association or by the company in general meeting.

The remainder of the remuneration of an executive director is generally assumed to be those sums which are paid

to directors of the company in connection with the management of the affairs of the company or its subsidiary

undertakings. This other remuneration normally includes salaries, bonuses and other benefits paid to executive

directors, for instance, for acting as a managing director, or being responsible for a business segment.
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All payments made to a director, except for reimbursement of expenses, would generally fall within one of these

categories of directors’ remuneration i.e. “as a director” or “in connection with the management of the affairs”,
unless it can clearly be demonstrated otherwise. When a director has specific technical skills, such as a
professional valuer or legal adviser. In such cases, payments may also be made to the director in a self-employed
or an independent professional capacity for the provision of technical services that are not connected with
qualifying services as a director or otherwise in connection with managing the company or its subsidiary

undertakings.

E. Apportioning payments between holding company and subsidiary undertakings

When a person is a director of more than one company within a group, it may be necessary to identify which
amounts of the person’s remuneration relate to which company. A common example of this is where an executive
director of a holding company is also appointed as director of a number of that company’s subsidiaries. In such
cases, all of that individual’'s remuneration relating to the group will be discloseable in the holding company’s
financial statements. However, in each of the subsidiaries’ financial statements, the amount to be disclosed should

relate only to the qualifying services provided by that individual to that subsidiary.

In the case of directors being paid solely by the holding company or by a service company in the larger

group, the following is typically disclosed by the company:

(@)  the fact that the directors of the company are also directors/employees of the holding company/fellow
subsidiaries and are remunerated by the holding company/a fellow subsidiary in respect of their services to
the group as a whole; and

(b)  an estimation of a reasonable amount of remuneration, for example based on an estimate of number of
working hours spent on providing qualifying services to the company or its subsidiaries, if the director
spends more than an insignificant amount of time on such activities and thus those services are more than

just incidential.

lllustrative wording for disclosure:

When directors receive no remuneration

Directors’ remuneration disclosed pursuant to section 383 of the Companies Ordinance (Cap. 622) and Companies

(Disclosure of Information about Benefits of Directors) Regulation (Cap. 622G) for the year is HKSnil (201Y: HKSnil).

When some directors are paid by another group company, and no apportionment is made

In addition to the directors’ remuneration disclosed above, certain directors are not paid directly by the Company
but receive remuneration from the Company’s holding company, in respect of their services to the larger group
which includes the Company and its subsidiaries. No apportionment has been made as the qualifying services

provided by these directors to the Company and its subsidiaries are incidental to their responsibilities to the larger

group.
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F. Guidance on valuing and disclosing benefits in kind

If any emoluments, retirement benefits, payments for loss of office or consideration payable to third parties consist
of a benefit otherwise than in cash, then the amounts disclosed for that category should include the estimated

money value of that benefit.

Where the company has paid a third party to provide the benefit to the director (or the director’s connected

entity), then the estimated money value of that benefit is usually the cost incurred by the company.

In some cases, the money value may not be readily apparent from a transaction with third parties. In such cases,
the directors should estimate the value from the perspective of the director as a market participant. This amount
will not necessarily coincide with the cost borne by the company in providing such benefits, or the amount of

expense recognised for financial reporting purposes in accordance with HKFRS.

Here are some examples of estimating money value of benefits in kind:

Types of benefits in kind Methods in estimating the money value

Market rental of the property as if it were let on arm’s length terms plus an
Property owned by the company, property g p y

used by the director related charge borne by the company less any amount contributed by the

director.

Company'’s product transferred Normal selling price of an equivalent product sold in an arm’s length

to a director transaction.

o Difference between the contractual interest payable by the director on the
Subsidised loans advanced to a

direct loan and the market interest otherwise payable by the director in obtaining
irector

the funding in the market.

Share options granted by the An amount recognised as an expense in accordance with HKFRS 2; or

company to a director The amount of the gain if the options are exercised, or as if they were
exercised, at the time of vesting, for those options which vested during

the year.

An asset is provided to a director| An apportionment between business and private use would be required.

for a mixture of business and The apportionment of the cost between business and private use should be

private use on a reasonable and consistent basis.

The amount of non-cash benefits is not required to be disclosed separately from cash benefits. However, the

nature of that benefit must be disclosed.
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lllustrative wording for disclosure:

Other emoluments disclosed above include the estimated money value of accommodation provided by the
company to the directors and their families. The money value of the accommodation is estimated to be the annual
market rental of the accommodation less any amounts paid for by the directors personally and not reimbursed by

the Company.

G. Auditors’ responsibilities under section 407(4) of the Companies Ordinance

In addition to the general requirement to express an opinion under section 406(1)(a) of the CO on whether the
financial statements have been properly prepared in compliance with the Companies Ordinance. In cases where a
company has not complied with section 383(1) of the CO, the auditor would give a qualified opinion. The auditor
must include in the auditor’s report, so far as the auditor is reasonably able to do so, a statement giving the

particulars that are required to be, but have not been, contained in the financial statements.
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Contact us

HONG KONG

43/F., Lee Garden One,

33 Hysan Avenue,
Causeway Bay, Hong Kong
Tel: (852) 3583 3800

Fax: (852) 3583 8001
Email: info@shinewing.hk
Website: www.shinewing.hk

CHENGDU

8/F, Block B, Avic Int Financial Centre,
No.88, High-tech district, Chengdu, Sichuan,
PRC (Postal Code: 610051)

Tel: (86) 28 6299 1888

Fax: (86) 28 6292 2666

TIANJIN

21/F, Xinda Plaza, No.188, Jiefang Road,
Heping District, Tianjin, PRC

(Postal Code: 300042)

Tel: (86) 22 5829 6288

Fax: (86) 22 5829 6299

CHANGCHUN

7/F, Building 7, Wanhao International Business
Plaza, No0.9399, People Street, Changchun,
Jilin, PRC (Postal Code: 130022)

Tel: (86) 431 8133 2000

Fax: (86) 431 8133 2111

DALIAN

15/F, Block B, Karen International Mansion,
No.1-1 Section A Wucai Town,

Dalian Development Area, Liaoning,

PRC (Postal Code: 116600)

Tel: (86) 0411 8762 6818

Fax: (86) 0411 8762 6307

FUZHOU

13/F, Block A, Hongli Mansion,No.168,
Hudong Road, Fuzhou,350003,

PRC (Postal Code: 350003)

Tel: (86) 0591 2830 9955

Fax: (86) 0591 2830 9000

WUHAN

Room 2701-2709, 27/F, Block 4, Xingguang
Wauxian Building (Guanggu Yinzuo), No.727
Luoyu Road, Donghu New Technology
Development Zone, Wuhan, Hubei, PRC
(Postal Code: 430071)

Tel: (86) 027 5975 9900

Fax: (86) 027 5975 9922

CHONGQING

26/F, Qibo Building, No.99 Jinyu Avenue,
Northern New District, Chongqing, PRC
(Postal Code: 401122)

Tel: (86) 23 8911 2588

Fax: (86) 23 8911 2599

ZHENGZHOU

28/F, Block A, No.3 Shenglong Plaza,
No.78 Shangding Road, Zhengdong New
District, Zhengzhou, PRC

(Postal Code: 450046)

Tel: (61) 3716688 3777

Fax: (61) 371 6187 7011

BENJING

9/F,Block A, Fu Hua Mansion
No.8 Chaoyang Men Beidajie,
Dongcheng District, Beijing,
PRC (Postal Code: 100027)
Tel: (86) 10 6554 2288

Fax: (86) 10 6554 7190

SHANGHAI

32/F, China Development Bank Tower,

No0.500, Pudong South Road, Pudong New Area,
Shanghai, PRC (Postal Code: 200120)

Tel: (86)21 6164 3939

Fax: (86) 21 6164 3900

QINGDAO

27/F, HuaYin Mansion, No.5,

Donghai Road(west), Shinan District, Qingdao,
PRC (Postal Code: 266071)

Tel: (86) 532 8089 5858

Fax: (86) 532 8089 5959

YINCHUAN

11/F, Investment Plaza, No.65,

Hubin Street(west), Xingqing District,
Yinchuan, Nixia, PRC (Postal Code: 750001)
Tel: (86) 951 671 8800

Fax: (86) 951 672 1553

KUNMING

9-10/F, Ruyi Plaza, No.36, Middle People Road,
Kunming, Yunnan, PRC

(Postal Code: 650021)

Tel: (86) 871 6815 9955

Fax: (86) 871 6364 6916

NANJING

7/F, Hetai International Mansions, No. 128,
Shanxi Road, Nanjing, Jiangsu, PRC
(Postal Code: 210009)

Tel: (86) 025 5280 8866

Fax: (86) 025 8371 6000

HANGZHOU

Room 702, Wangjiang Internatioal Center,
Shangcheng District, Hangzhou, Zhejiang, PRC
(Postal Code: 310008)

Tel: (86) 0571 2689 7676

Fax: (86) 0571 2689 7636

NANNING

17/F, Tian Jian Business Building, No.8 Zhong
Tai Road, Nanning, Guangxi, PRC

(Postal Code: 530029)

Tel: (86) 771 5086 363

Fax: (86) 771 5086 880

MELBOURNE

Level 10, 530 Collins Street, Melbourne,
Victoria 3000, Australia

Tel: (61) 3 8635 1800

Fax: (61) 3 8102 3400

SHENZHEN

10/F, Block A, United Plaza,Binhe Road,
Futian District, Shenzhen,

PRC (Postal Code: 518033)

Tel: (86) 755 8290 0800

Fax: (86) 755 8290 0815

XIAN

16/F, Block C, Fortune Center, No.180,
Western section of the second ring road,
Xi'an, PRC (Postal Code: 710075)

Tel: (86) 29 6335 8888

Fax: (86) 29 6335 8899

CHANGSHA

26/F, Block C1, Kai Fu Wanda Plaza, No.598,
Zhongshan Road, Changsha, Hunan, PRC
(Postal Code: 410005)

Tel: (86) 731 8828 5566

Fax: (86) 731 8828 5567

JINAN

6/F Huate Plaza, No.17703 Jingshi Road, Lixia
District, Jinan, PRC (Postal Code: 250012)

Tel: (86) 531 8925 9000

Fax: (86) 531 8925 9099

GUANGZHOU

Floor 39, Guangzhou International Trade Center
Building, No.1 Lin He Road (west), Tianhe
District, Guangzhou, PRC (Postal Code:510620)
Tel: (86) 020 2830 9500

Fax: (86) 020 2830 9530

URUMAQI

22 F, Block 2, Hongrui Hao Ting (Jinjiang
International Hotel) No.802, Anju South Road,
Shuimogou District, Urumgqi, Xinjiang, PRC
(Postal Code: 830002)

Tel: (86) 0991 6516 688

Fax: (86) 0991 6787 779

TAIYUAN

Room 1103/1105, Fortune Building, No.98
Southern Inner Ring Street, Taiyuan, Shanxi, PRC
(Postal Code: 030012)
Tel: (86) 0351 7899 187
Fax: (86) 0351 7899 023

HEFEI

12/F, Block B, AHCOF Dong Yi Financial Plaza,
No.169 Funan Road, Luyang District, Hefei,
Anhui, PRC (Postal Code: 230001)

Tel: (86) 551 6492 1166

Fax: (86) 551 6492 1111

SYDNEY

Level 8, 167 Macquarie Street,
Sydney, NSW 2000, Australia
Tel: (61) 2 8059 6800

Fax: (61) 2 8059 6899



BRISBANE

Riverside Centre, Suite 1853, Level 18, 123
Eagle Street, Brisbane, QLD 4000, Australia
Tel: (61) 7 3085 0888

KARACHI

5th Floor, Karachi Chambers, Hasrat Mohani
Road, Karachi

Tel: (92) 21 32411474, 32412754

Fax: (92) 21 32424835

UNITED KINGDOM
9 St. Clare Steet, London, EC3 N1LQ, UK
Tel: (44) 20 7734 3300

SINGAPORE

238A Thomson Road, #25-07/08
Novena Square Tower A, Singapore
(Postal Code: 307684)

Tel: (65) 6336 5588

Fax: (65) 6336 6708

EGYPT

21 Mahmoud Bassiouny, Talaat Harb
Square, Cairo, Egypt

Tel: (202) 2578 2775

Fax: (202) 2578 2776

INDONESIA

UOB Plaza 31st Floor, JI. M.H. Thamrin
Kav. 8-10 Jakarta 10230, Indonesia
Tel: (6221) 2993 2131

Fax: (6221) 2993 2132

LAHORE

HM House, 7 Bank Square, Off The
Mall, Lahore

Tel: (92) 42 3723 5084 87

Fax: (92) 42 3723 5083

MALAYSIA

Kuala Lumpur: Level 4, Wisma TY TEOH,
11 J1n PJU aA/41B, NZX Commercial
Centre, Ara Jaya, 47301, Petaling Jaya,
Selangor, Malaysia

Tel: (603) 788 55022

Fax: (603) 780 55055
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This publication intended to provide general information and guidance on the subject concerned. No one should act upon such information without consulting a qualified
professional adviser. SHINEWING (HK) CPA Limited takes no responsibility for any errors or omission in, or for the loss incurred by individuals and companies due to the use of, the

No claims, action or legal proceedings in connection with this publication brought by any individuals or companies having reference to the information of this publication will be

SHINEWING (HK) CPA Limited - Newsletter February 2018
@ 2018 SHINEWING (HK) CPA Limited. All rights reserved.




