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Dear Assignment / News / Business Section Editor

Hong Kong Institute of Certified Public Accountants takes disciplinary
action against a removed certified public accountant (practising) and a
corporate practice

(HONG KONG, 7 February 2014) — A Disciplinary Committee of the Hong Kong Institute
of Certified Public Accountants ordered on 8 January 2014 that (a) the name of Choi
Kwok Man (membership number A03798) be removed from the register of certified public
accountants for 30 months with effect from 17 February 2014, and the removal shall take
effect concurrently to the removal order on Choi which took effect on 18 November 2013;
and (b) K.M. Choi & Au Yeung Limited (corporate practice number M043) be
reprimanded for their refusal or neglect to comply with the provisions of rule 7 of the
Corporate Practices (Registration) Rules.

In addition, Choi and the corporate practice (collectively "respondents") were ordered to
pay the costs of the disciplinary proceedings of HK$81,893.

The corporate practice was selected for review by the Institute's Practice Review
Committee. Choi was the director responsible for all audit engagements provided by the
corporate practice. The practice review team found that the signatures on the audit
reports on three financial statements selected for review were materially different and did
not resemble Choi's specimen signatures. Choi explained that he had authorized three
audit staff to sign off all the audit reports on his behalf but none of these audit staff were a
director of the corporate practice and a practising member. After considering information
available, the Institute lodged a complaint against Choi and the corporate practice under
section 34(1)(a)(ix) of the Professional Accountants Ordinance.

The Disciplinary Committee found that the respondents refused or neglected to comply
with rule 7 of the Rules made by the Council by allowing audit reports issued by the
corporate practice to be signed by persons who were not directors of the corporate
practice and practising members.

Having taken into account the circumstances of the case, the Disciplinary Committee
made the above order against the respondents under section 35(1) of the ordinance.

Under the ordinance, if the respondents are aggrieved by the order, they may give notice
of an appeal to the Court of Appeal within 30 days after they are served the order.

The order and findings of the Disciplinary Committee are available at the Institute's
website under the "Compliance" section at www.hkicpa.org.hk.
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Disciplinary proceedings of the Institute are conducted in accordance with Part V of the
ordinance by a five-member Disciplinary Committee. The majority (three members) of
each committee, including the chairman, are non-accountants chosen from a panel
appointed by the Chief Executive of the HKSAR, and the other two members are CPAs.

Disciplinary hearings are held in public unless the Disciplinary Committee directs
otherwise in the interests of justice. A hearing schedule is available at the Institute's
website. A CPA who feels aggrieved by an order made by a Disciplinary Committee
may appeal to the Court of Appeal, which may confirm, vary or reverse the order.

The Disciplinary Committees have the power to sanction members, member practices
and registered students. Sanctions include temporary or permanent removal from
membership or cancellation of a practising certificate, a reprimand, a penalty of up to
$500,000, and payment of costs and expenses of the proceedings.

— End -
About the Hong Kong Institute of Certified Public Accountants

The Hong Kong Institute of CPAs is the only body authorized by law to register and grant
practising certificates to certified public accountants in Hong Kong. The Institute has
more than 36,000 members and more than 17,000 registered students. Members of the
Institute are entitled to the description certified public accountant and to the designation
CPA.

The Hong Kong Institute of CPAs evolved from the Hong Kong Society of Accountants,
which was established on 1 January 1973.

The Institute operates under the Professional Accountants Ordinance and works in the
public interest. The Institute has wide-ranging responsibilities, including assuring the
guality of entry into the profession through its postgraduate qualification programme and
promulgating financial reporting, auditing and ethical standards in Hong Kong. The
Institute has responsibility for regulating and promoting efficient accounting practices in
Hong Kong to safeguard its leadership as an international financial centre.

The Hong Kong Institute of CPAs is a member of the Global Accounting Alliance — an
alliance of the world’s leading professional accountancy bodies, which was formed in
2005. The GAA promotes quality services, collaborates on important international issues
and works with national regulators, governments and stakeholders.

Hong Kong Institute of CPAs’ contact information:

Stella To

Deputy Director, Communications
Phone: 2287 7209

Mobile: 9027 7323

Email: stella@hkicpa.org.hk
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Proceedings No.: D-12-0713P
IN THE MATTER OF

Complaints made under Sections 34(1)(a) and 34(1AA) of the
Professional Accountants Ordinance (Cap.50) (“the PAO™)

BETWEEN

The Registrar of the Hong Kong Institute of
Certified Public Accountants COMPLAINANT

AND

Mr. Choi Kwok Man
Membership No.A03798 1 RESPONDENT

K.M. Choi & Au Yeung Limited
Corporate Practice No.M043 2" RESPONDENT

Before a Disciplinary Committee of the Hong Kong Institute of Certified Public
Accountants (“the Institute™)

Members : Mr. Wong Kwai Huen, Albert (Chairman)
Ms. Carver, Anne Rosemunde
Mr. Ching Tang Foon Stephen
Mr. Tang Chung Wah Alan
Mr. Roger Best

REASONS FOR DECISION

1. This is a complaint made by the Registrar of the Hong Kong Institute of Certified
Public Accountants (“the Institute”) as Complainant against the First Respondent, a
certified public accountant (practising) and the Second Respondent, a corporate



practice. Section 34(1)(a)(ix) of the PAO applies to the First Respondent and to the
Second Respondent by virtue of Section 34(1AA) of the PAO.

2. The particulars of the Complaint as set out in a letter dated 6 September 2012 (“the
Complaint”) from the Registrar of the Institute to the Council of the Institute for
consideration of the Complaint for referral to the Disciplinary Panels were as

follows:-
BACKGROUND
1. On 26 January 1999, the Institute approved the registration of the Second

Respondent as a corporate practice, pursuant to section 28E of the PAO.

2. In 2009, the Second Respondent was selected for review by the Practice Review
Committee (the “Committee’”). The practice review team visited the Second
Respondent in August 2009 to carry out an initial practice review. Two follow up
visits were carried out in July 2010 (the “I* Follow Up Visit”) and February 2012
(the “2™ Follow Up Visit”).

3. At the conclusion of the initial practice review and each follow up visit, the practice
review team prepared a Reviewer’s Report which was submitted to the Committee
together with such submissions or representations made by the Second Respondent.

4. The Reviewer’s Report on the first practice review was considered by the
Committee in November 2009. The Committee expressed concern over the
shortcomings identified in a listed company audit engagement in view of its public
interest nature. According to the Reviewer’s Report, there were a number of areas
where the Second Respondent needed to take additional steps to improve the level
of compliance with Hong Kong Standard on Quality Control 1 “Quality Control for
firms that Perform Audits and Reviews of Historical Financial Information, and
Other Assurance and Related Services Engagements (“HKSQC 17) and other
professional standards. The Reviewer’s Report, also recorded that, in the course of
their review of the Second Respondent, the First Respondent was unable to provide
persuasive explanation in response to the practice review team’s questions relating
to the engagements under review and there was limited evidence to indicate that he
had carried out a review of the engagements, as required of the engagement
practising director.



The Reviewer’s Report on the 1% Follow Up Visit was considered by the
Committee in December 2010. Despite noting that actions had been taken by the
Second Respondent in response to the findings identified in the initial practice
review, the Committee expressed serious concerns over the shortcomings identified
during the 1% Follow Up Visit in the listed company audit engagement. The
Reviewer’s Report recorded that there were still a number of areas where the
Second Respondent needed to take additional steps to improve the level of
compliance with HKSQC 1 and other professional standards.

In this follow up visit, the practice review team noted that the First Respondent had
signed off a number of checklists in the audit files to evidence his review and he
also advised the practice review team that he had reviewed all work papers and
understood the work of the audit team. However, the First Respondent again was
unable to provide persuasive explanation in response to the practice review team’s
questions relating to all three engagements (including the listed company audit
engagement) selected for review.

The Second Respondent resigned as the auditor of the above-mentioned listed
company after the 1* Follow Up Visit and indicated that it would not accept new
listed company engagements in the future.

In the course of the Second Respondent’s 2" Follow Up Visit, in addition to a
number of issues concerning the Second Respondent’s quality control system and
audit engagements selected for review, the practice review team also noted and
reported the fact that the Practice was not complying with Rule 7 of the Corporate
Practice (Registration) Rules (“CP(R)R”), when signing its audit reports.

In view of the non-compliance of Rule 7 of the CP(R)R as identified by the practice
review team, the Committee wrote to the Second Respondent and the First
Respondent on 16 April 2012 informing them of its decision to refer the matter to
the Registrar to raise a complaint, under section 34(1A) of the PAO. The
Committee also directed the Second Respondent to implement certain remedial
actions in the first half of 2012.

At the relevant time, there were two practising directors registered under the name
of the Second Respondent:

- the First Respondent; and
- Mr. [X] (“Mr. [X]”), membership number A[xxxxx].



10.

The First Respondent was the sole director responsible for all audit engagements
provided by the Practice. He informed the practice review team that Mr. [X] was
not involved in the Second Respondent’s daily operations or in the provision of
audit services, because he had another practice.

THE CORPORATE PRACTICE (REGISTRATION) RULES

11.

12.

13.

The CP(R)R were made by Council pursuant to its powers contained under
Sections 17, 18 and 51 of the PAO.

Rule 7 of the CP(R)R provides:

“Save and Except where a dispensation is granted under Rule 24, an audit report
issued by a corporate practice from time to time shall be signed by a director of the
corporate practice who is a practising member.”

Rule 24 of the CP(R)R provides:

“Subject to Rule 25, a dispensation of compliance with the requirements laid down
in Rule 7 may be granted notwithstanding Rule 23 in the event of death or
incapacity or disqualification or involuntary absence of the sole practising member
in a sole practising member corporate practice whereby an authorised person may
sign an audit report in the name of the corporate practice provided that approval
of an application made by the non-practising member director or non-member
director of the sole practising member corporate practice to the Council to
dispense with the requirement of Rule 7 under Force Majeure is obtained within
seven days after the occurrence of the event of death or incapacity or
disqualification or involuntary absence as the case may be, which approval shall
have retrospective effect as from the occurrence of such event and, for such period
or periods and subject to such conditions as the Council considers necessary to
enable remedial step or steps to be effected for the continuation of the accountancy

’

business operated by the sole practising member corporate practice.’

THE COMPLAINT

14.

Section 34(1)(a)(ix) of the PAO applies to the First Respondent and to the Second
Respondent (by virtue of Section 34(1AA) PAO), in that they had refused or
neglected to comply with the provisions of Rule 7 of the CP(R)R by allowing audit
reports issued by the Second Respondent to be signed by a person(s) who was not a
director of the Second Respondent.



FACTS AND CIRCUMSTANCES IN SUPPORT OF THE COMPLAINT

15.

16.

17.

18.

19.

20.

21.

In the course of conducting its 2™ Follow Up Visit, the practice review team noted
that the signatures on the audit reports of three audit clients (“the Audit Reports™)
selected for review were materially different.

In fact, the signatures differed from those specimen signatures for the Second
Respondent filed with the Institute.

According to the practice reviewer’s report on the follow up visit conducted
between 6th and 9th of February, 2012, the First Respondent mentioned that he had
not signed off any audit reports for the past five years. The First Respondent
revealed that he had authorized three audit staff (Mr. [Y] (Membership
No.A[xxxxx]), Mr. [A] and Mr. [B] (student no.S[xxxxxx]) to sign off all the audit
reports on his behalf. None of these audit staff were a director of the Second
Respondent and Mr. [Y] was the only staff member qualified with the Institute.

It should be noted that no dispensation of the requirement to comply with Rule 7 of
the CP(R)R had been granted by the Council pursuant to Rule 24 of the CP(R)R.

By way of explanation, the First Respondent advised in his letter to the Committee
dated 6 March 2012 that he had told the practice review team that he “had read
through the requirements of Rule 7 and Rule 24 many times and note that they did
not mention signing personally. Every signature on my behalf is specifically
authorized by me in written form.”

The Reviewer’s Report on the 2™ Follow Up Visit recorded that the First
Respondent had shown the practice review team a written form in which he
allegedly recorded which manager was assigned to sign reports on his behalf,
together with the relevant sign-off date of the audit report. However, no such
written approval for the Audit Reports could be located.

The Complainant submitted that whether or not the First Respondent had
authorised a staff member to sign an audit report was irrelevant. The CP(R)R
clearly requires that any audit report issued by a corporate practice should be
“signed by a director....who is a practising member” unless the Council has granted
a dispensation pursuant to Rule 24 CP(R)R.



22.

23.

24.

In the circumstances, the Complainant argued that both the First and Second
Respondents had failed to comply with Rule 7 of the CP(R)R.

On 27 July 2012, the First and Second Respondents sent a reply to the Complaint
stating that the First Respondent in fact signed all the relevant audit reports and
apologized for having used “inconsistent signatures” which deviated from the
specimen signatures kept on the Complainant’s record.

The explanations of the First and Second Respondents were not accepted by the
Complainant. Disciplinary proceedings were initiated.

THE PROCEEDINGS

25.

26.

217.

28.

29.

On 18 January 2013, the parties were informed of the formation of a Disciplinary
Committee in respect of the Complaint enclosing a Notice of Commencement of
Proceedings.

In accordance with the Procedural Timetable, the Complainant submitted a
Complainant’s case with the Clerk of the Disciplinary Committee (“the Clerk™).
The First and Second Respondents were required to submit their case on 1 March
2013. No Respondents’ Case was filed by the due date. The Clerk called the
Respondents’ office several times between 4™ and 6™ of March 2013 making
enquiries about the situation. The First Respondent refused to comment whether
he would file the Respondent’s Case.

The First and Second Respondents did not submit any Reply nor Checklist
according to the Procedural Timetable despite another telephone enquiry being
made by the Clerk on 22 April 2013.

In view of the lack of response from the First and Second Respondents, there was
no direction hearing. A hearing by this Disciplinary Committee was fixed at 9:30
a.m. on 31 May 2013.

On 6 May 2013, the Clerk again called the First Respondent asking if he would
make any written submission to the Disciplinary Committee before the hearing and
whether he would attend the hearing. The First Respondent refused to confirm his
position. It should be noted that on none of these occasions did the First
Respondent deny the fact that he was aware of these disciplinary proceedings.



30. On the day of the hearing, neither the First nor Second Respondents appeared.
After making another unsuccessful attempt to contact them by telephone and
having waited for over 30 minutes, the hearing commenced in their absence.

THE COMPLAINANT’S SUBMISSIONS

31. The Representative of the Complainant referred the Disciplinary Committee to
various documents in support of the Complainant’s case. In particular, the
Disciplinary Committee was asked to take note of the following:

(a) In order to comply with Rule 7 of the CP(R)R, an audit report issued by a
corporate practice must be signed by a director of the corporate practice
who is a practising member.

(b) Hence, the person who may sign an audit report must be both a director of
the corporate practice as well as a practising member.

(c) The Complainant confirmed that a corporate body cannot hold a practising
certificate. It is therefore not possible for a person to sign an audit report as
an agent of a corporate practice.

(d) Of the three Audit Reports, the signatures on two of them both dated
22.2.11 looked very different. The reference numbers of the two reports
prefixed with the initials “r n 1” and “t m 1” appear to coincide with the
names of two of the Second Respondent’s audit staff Mr. [A] and Mr. [B]
respectively. The Complainant submitted that these two audit staff in fact
signed the two audit reports. If the two reports were indeed signed by the
First Respondent on the same day, the signatures would not be so different.

(e)  The signature on the third report dated 22.8.11 carrying the initials of “rn 17,
looked very similar to that in the earlier report with the same initials. The
Complainant submitted that this one was also signed by Mr. [A].

(f) The signatures on all three Audit Reports looked very different from the
specimen signatures provided by the First and Second Respondents to the
Institute.

(2) Neither Mr. [A] nor Mr. [B] was a director of the Second Respondent or a
practising member of the Institute.

(h) As mentioned in paragraphs 17 and 23 above, the First Respondent having
previously disclosed to the practice reviewer that he authorized a Mr. [Y],
Mr. [A] and Mr. [B] to sign off all audit reports on his behalf, he
subsequently changed his stance by stating that he in fact signed all the
audit reports.



FINDINGS OF THE COMMITTEE

32.

33.

34.

35.

The Committee had considered, the following provisions of the Professional
Accountants Ordinance:

Section 28A(6): “For the avoidance of doubt, it is hereby declared that a person
other than the holder of a current practising certificate shall not be entitled to sign
an audit report on behalf of a firm of certified public accountants (practising).”

Section 28D(11)(b)(iii): “A person other than the holder of a current practising
certificate shall not be entitled to sign an audit report on behalf of a corporate
practice.”

Based on these provisions coupled with the fact stated in paragraph 31(c) above,
the Disciplinary Committee was satisfied that the First and Second Respondents
were not allowed to authorize anyone who was not a director and a practising
member to sign any audit report.

The Disciplinary Committee had reviewed the evidence; in particular, all signatures
on the relevant documents and the inconsistent statements made by the First
Respondent. It accepted the Complainant’s submissions that the Audit Reports
were not signed by the First Respondent or by anyone who was a director of the
Second Respondent and a practising member.

Having carefully considered all the facts and materials presented to the Disciplinary
Committee by the Complainant, and in the absence of the First and Second
Respondents at the hearing to rebut the Complainant’s case, the Disciplinary
Committee found that the Complaint against the two Respondents was proved.

SANCTIONS

36.

37.

38.

The complaint is of a very serious nature. It calls into question other audit reports
previously issued by the two Respondents. It is compounded by the fact that the
integrity of the First Respondent is in question as he has made inconsistent
representations to the Institute.

Since there does not appear to be any precedent of this Complaint, the Disciplinary
Committee directs the parties to make written submissions in respect of the
appropriate sanctions to be imposed on the First and Second Respondents.

These submissions together with submissions on costs shall be made within 21
days from the date of this Decision.



39. Within 21 days after being served with the other party’s written submission, each
party may file and serve its written submission in reply.

40. Unless otherwise requested by the parties, the Disciplinary Committee does not
propose to hold any hearing before producing its order.

Dated the 13" day of September 2013



Proceedings No.: D-12-0713P
IN THE MATTER OF

A Complaint made under Sections 34(1)(a) and 34(1AA) of the
Professional Accountants Ordinance (Cap.50) (“the PAO™)

BETWEEN

The Registrar of the Hong Kong Institute of
Certified Public Accountants COMPLAINANT

AND

Mr. Choi Kwok Man
Membership No.A03798 1 RESPONDENT

K.M. Choi & Au Yeung Limited
Corporate Practice No.M043 2" RESPONDENT

Before a Disciplinary Committee of the Hong Kong Institute of Certified Public
Accountants.

Members : Mr. Wong Kwai Huen, Albert (Chairman)
Ms. Carver Anne Rosamunde
Mr. Ching Tang Foon Stephen
Mr. Tang Chung Wah Alan
Mr. Best Roger

ORDER

Upon reading the complaint against the Respondents as set out in a letter from the
Registrar of the Hong Kong Institute of Certified Public Accountants (“the Complainant”)
dated 6 September 2012 and the relevant documents, the Disciplinary Committee is
satisfied by the documentary evidence adduced before it that the following Complaint is
proved:



Under Sections 34(1)(a)(ix) and 34(1AA) of the PAO by refusing or neglecting to
comply with the provisions of rule 7 of the Corporate Practice (Registration) Rules by
allowing audit reports issued by the 2™ Respondent to be signed by a person(s) who was
not a practising member and a director of the 2" Respondent.

After issuing the Reason for Decision on 13 September 2013, the Disciplinary Committee
considered the written “Submissions On Sanctions” filed by the Complainant on 7 October
2013 and a letter by the 1* Respondent dated 11 October 2013.

The Disciplinary Committee also considered the Complainant's letter dated 11 October
2013 which included a disciplinary order issued on 10 October 2013 under disciplinary
proceedings No. D-12-0711F, ordering the removal of the 1* Respondent for a period of
18 months with effect from the 40" day from the date of that order.

IT IS ORDERED that:-

(1) the 1" Respondent be removed from the register of certified public accountants
temporarily for a period of 30 months under Section 35(1)(a) of the PAO. The
removal shall be effective from the 40™ day of the date of this Order and shall take
effect concurrently to the removal order dated 10 October 2013 under disciplinary
proceedings No. D-12-0711F;

2) the 2™ Respondent be reprimanded under Section 35(1)(b) of the PAO;

3) the 1** and 2™ Respondents do pay the costs and expenses of and incidental to the
proceedings of the Complainant in the sum of HK$81,893.

Dated the 8" day of January 2014
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