Cover Story $1EINEE

Beyondthe
Audit Signature

— An Interview with

Dr DaVId Sun Chairman of AFRC

;N
EETES f'éﬁ'JE%EﬁiaE
— SgMETEE ﬁFE -




Spring 2026

n an interview with Momentum, Dr David Sun, Chairman of the
Accounting and Financial Reporting Council (AFRC), outlines how
robust audits and financial reporting underpin trust Hong Kong's capital
markets — and why audit committees and independent non-executive
directors (INEDs) must take an active role in safeguarding quality.

“The quality of an audit begins long before an auditor signs the audit
report.”

For Dr David Sun, Chairman of the Accounting and Financial
Reporting Council (AFRC), that simple observation captures a
fundamental truth about Hong Kong’s capital markets. While public
attention often focuses on an auditor’s opinion, confidence in
financial reporting is built much earlier—through management'’s
commitment to integrity, robust corporate governance, independent
oversight and objective assurance.

In an interview with Momentum, Dr Sun explains why credible
financial reporting is one of the indispensable foundations of
investor confidence and why maintaining that confidence is a shared
responsibility across the entire financial reporting ecosystem.

Trust is the currency that keeps capital markets functioning. It gives
investors the confidence to commit capital, supports efficient price
discovery and reinforces Hong Kong’s standing as one of the world’s
leading international financial centres. That confidence rests on many
foundations, including the rule of law, effective market regulation,
sound corporate governance and transparent markets. Within that
broader framework, however, Dr Sun believes credible financial
reporting occupies a unique place.

“Investors can only make informed decisions if they have confidence in
the financial information on which those decisions are based,” he says.

As Chairman of the AFRC, Dr Sun views high-quality financial reporting
not as the responsibility of auditors alone, but as the product of an
entire ecosystem working together in the public interest.

"It starts with management preparing financial statements that
faithfully reflect a company’s financial affairs. It depends on audit
committees and independent non-executive directors exercising
effective oversight. It culminates in an external auditor providing
objective assurance without fear or favour.”

Throughout the interview, one theme emerged repeatedly: trust in
financial reporting is not created by any single institution. It is built
collectively by company management, boards, auditors, regulators and
market participants, each fulfilling a distinct but complementary role.

Trust is Built by an Ecosystem
At the heart of that ecosystem are three closely connected

professional communities. The first comprises chief financial officers,
chief accountants and finance teams, who bear primary responsibility
for preparing financial statements that present a true and fair view of
a company'’s financial affairs. The second consists of audit committees
and financially literate INEDs, who oversee financial reporting,
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challenge significant accounting judgements and safeguard
shareholders’ interests. The third is the audit profession itself,
providing the independent assurance that enables investors
to place confidence in published financial statements.

Supporting these professional communities is a wider
network of regulators, institutional investors, financial analysts
and asset managers whose oversight reinforces market
discipline and strengthens confidence in Hong Kong's capital
markets.

“Trust is not built by one institution alone,” Dr Sun says.
"Every participant has a role to play.” As Hong Kong's
independent regulator of the accounting profession, the
AFRC contributes to that ecosystem by strengthening
confidence in financial reporting while supporting the
healthy and sustainable development of the profession.

Its responsibilities extend across inspections, investigations,
disciplinary actions and the oversight of public interest entity
auditors and certified public accountants. Working closely
with the Securities and Futures Commission (SFC), Hong
Kong Exchanges and Clearing (HKEX) and other regulators,
the AFRC helps uphold the integrity of Hong Kong’s financial
reporting framework.

“Our role is not simply to regulate,” Dr Sun explains. “It is to
strengthen confidence in financial reporting while supporting the te

healthy and sustainable development of the profession.” %ETE%?E&%{EW
HEEERSA
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Governance Sets the Tone
If confidence begins with management, it is sustained through

effective governance. Dr Sun believes audit committees, supported
by financially literate INEDs, occupy a pivotal position in the financial
reporting ecosystem. Their responsibilities extend well beyond
reviewing financial statements. They oversee the integrity of financial
reporting, challenge significant accounting judgements, monitor risk
and appoint the external auditor.

“A strong audit committee asks probing questions,” he says.
"It challenges significant accounting judgements and ensures
management can support the assumptions behind them.”

When selecting an external auditor, Dr Sun encourages boards to
look beyond audit fees alone. “Experience, industry expertise, quality
management systems, partner involvement and sufficient resources
all matter,” he says. “Audit quality should always be the overriding
consideration.”

Constructive dialogue between companies and auditors is both
necessary and desirable, but it must never compromise auditor
independence. “Independent assurance only has value if auditors
are able to exercise objective professional judgement without fear or
favour.”

That principle can come under pressure from commercial
considerations. Dr Sun expresses concern about excessive fee
pressure, opinion shopping and changes
of auditors close to reporting deadlines.
Although these may appear to be
commercial decisions, they can have
significant implications for audit quality
and investor confidence.

“Boards should regard audit quality as
an investment in trust rather than simply
a cost to be minimised.”

The quality of an audit begins
long before an auditor signs
the audit report. y9

He is particularly concerned about
substantially underpricing audit
engagements to win business. If fees
become unsustainably low, firms may
be unable to devote sufficient partner
attention or experienced staff to
complex engagements, increasing the
risk that audit quality will suffer.
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Similarly, opinion shopping or frequent changes of auditors can
undermine confidence if they are used to avoid robust professional
challenge rather than for legitimate commercial reasons. Dr Sun
therefore welcomes initiatives by the SFC and HKEX to strengthen
oversight of auditor changes and improve transparency around the
reasons for replacing auditors.

“Good governance requires transparency,” he says. “Investors
deserve confidence that auditors are appointed—and retained—for
the right reasons.”

Preparing the Profession for Tomorrow
Maintaining confidence in financial reporting requires more than

preserving today's standards. It also means ensuring that the
profession has the capability, capacity and vision to meet tomorrow’s
challenges.

For Dr Sun, the accounting profession is entering one of the most
significant periods of transformation in its history. Capital markets
are evolving. Corporate reporting is expanding beyond traditional
financial information. Artificial intelligence is reshaping professional
work. Together, these forces are redefining what it means to be an
accountant and an auditor.

"Preparing the profession for tomorrow is not about predicting
the future,” he says. "It is about ensuring the profession remains
competent, relevant and trusted, whatever the future brings.”

Capital Markets are Evolving
Hong Kong's resurgence as one of the world’s leading fundraising

centres reflects renewed confidence in its capital markets. With a
strong pipeline of IPO applications, the accounting profession has an
increasingly important role in supporting the city's continued growth.

For Dr Sun, however, growth must never come at the expense of
audit quality. “Growth presents tremendous opportunities,” he
says. “"But every new engagement must
still receive the time, resources and
professional attention necessary to deliver
a quality audit.”

He believes firms must carefully manage
both capability and capacity. Taking on
new engagements should not result in
experienced partners and staff being
diverted away from existing listed company
audits, particularly those involving
significant estimates, complex judgements
or heightened risks. Firms should monitor
not only the number of engagements
assigned to partners, but also their
overall workload and other professional
responsibilities. Where necessary, resources
should be reallocated or additional
engagement partners appointed with
clearly defined responsibilities.
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At the same time, the profile of Hong
Kong’s listed companies is changing.
Biotechnology companies listed
under Chapter 18A and specialist
technology companies listed
under Chapter 18C are introducing
increasingly sophisticated business
models, while many listed companies
operate across multiple jurisdictions.

“Auditors need to understand the
underlying business, critically assess
management’s assumptions and
challenge valuation methodologies
where appropriate,” Dr Sun says. “As
Hong Kong becomes increasingly
international, firms must continue
investing in sector expertise, cross-
boundary capabilities and talent
development.”

Corporate Reporting is Evolving
The information investors rely upon

is also changing. As sustainability
reporting moves steadily towards
mandatory disclosure, companies and assurance providers alike are
preparing for a new reporting environment. Research conducted by
the AFRC shows that many listed companies have begun assessing
their readiness, although preparedness varies considerably.

Dr Sun expects accounting firms to play an increasingly important
role in sustainability assurance as financial and sustainability reporting
become more closely connected. “Investors expect reliable, decision-
useful information across both.”

The Hong Kong Government has entrusted the AFRC with
developing a regulatory framework for sustainability assurance. For
Dr Sun, this is a natural extension of the profession’s public interest
role.

"Our objective is not simply to introduce regulation,” he explains. "It
is to build confidence in sustainability information in the same way
investors have confidence in financial reporting.”

Investors can only make informed decisions
if they have confidence in the financial information
on which those decisions are based. 5y
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WELCOME ADDRESS

Dr David Sun GBS, JI

Cha irman

Technology should augment
professional judgement, not replace it. L}

The Profession is Evolving
Technology represents perhaps the most far-reaching transformation.

Artificial intelligence is already automating routine work,

strengthening risk assessment and enhancing analytical capabilities.
Rather than replacing accountants, Dr Sun believes it will elevate
the profession by enabling practitioners to focus on higher-value

activities requiring judgement, scepticism and strategic thinking.

“Technology should augment professional judgement, not replace it.”

He also believes Al presents an opportunity to reshape perceptions

of the profession among younger generations.

"The profession is becoming more intellectually rewarding,” he says.

"That is an opportunity to attract talented young people who want
meaningful, purposeful and impactful careers.”
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Upholding trust in capital markets: Maintain healthy practices in auditor
appointments and audit fee setting

AFRC Addresses Concerns Surrounding Auditor Changes

Guidance Notes on Change of Auditors

Transparency Reports: Building Trust and Unlocking Audit Excellence
Understanding the Baseline — Analysing the Market Readiness for
Sustainability Reporting and Assurance in Hong Kong
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Looking Ahead

Although these transformations are reshaping the profession in different
ways, they are united by a common purpose: strengthening trust.

Whether responding to evolving capital markets, new reporting
expectations or advances in technology, the profession’s
responsibility remains unchanged—to provide reliable, high-quality
information that enables investors to make informed decisions.

For Dr Sun, regulation and professional development are not
competing priorities but mutually reinforcing ones. Effective
regulation builds confidence, while a forward-looking profession
continually earns that confidence by investing in its people,
embracing innovation and upholding the highest standards of
integrity, competence and professional judgement.

Throughout the interview, Dr Sun returned to one simple conviction.
Confidence in Hong Kong’s capital markets does not begin when
an auditor signs an audit report. It begins much earlier—with
management committed to integrity, boards willing to ask difficult
questions, auditors exercising independent professional judgement
without fear or favour, regulators upholding high standards and
investors demanding transparency.

No single institution can build trust alone.
But together, those who prepare, oversee, assure and regulate

financial reporting help safeguard one of Hong Kong’s greatest
competitive strengths: confidence in its capital markets.

Chris Davis
Editor
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