Press Release

S

CpA Hong Kong Institute of
Certified Public Accountants
- EEEHWLAE

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

(HONG KONG, 2 August 2018) A Disciplinary Committee of the Hong Kong Institute of
Certified Public Accountants reprimanded Mr. Andrew David Ross (A01858), Mr. Fok
Wai Ming (A14447) and Baker Tilly Hong Kong Limited (M0154) on 20 June 2018 for
their failure or neglect to observe, maintain or otherwise apply professional standards
issued by the Institute. The Committee further ordered Ross, Fok and Baker Tilly to pay
penalties of HK$100,000, HK$100,000 and HK$250,000 respectively. In addition, the
three respondents were ordered to pay jointly and severally costs and expenses of
disciplinary proceedings of the Institute and the costs of the Financial Reporting Council
(FRC) in the total of HK$117,372.20.

Baker Tilly was a newly appointed auditor who audited the consolidated financial
statements of Code Agriculture (Holdings) Limited, a company listed in Hong Kong, and
its subsidiaries for the year ended 31 March 2012 (2012 Financial Statements) and
expressed an unmodified auditor's opinion. Ross was a director of Baker Tilly who
issued the auditor's report on behalf of the corporate practice. Fok was a director of
Baker Tilly substantially involved in the audit.

The Institute received a referral from the FRC about auditing irregularities in relation to
the audit of the 2012 Financial Statements. The group's financial statements in the
previous years included errors in the accounting treatment of a substantial acquisition.
Those errors affected the opening and year-end balances and comparative information
in the 2012 Financial Statements which pertained to the acquisition. Deficiencies were
found in the audit procedures conducted by the respondents on the balances pertaining
to the acquisition. Furthermore, Baker Tilly did not have adequate policies and
procedures to ensure clear designation of an engagement director and appointment of
an engagement quality control reviewer (EQCR) in the audit of the 2012 Financial
Statements.

After considering the information available, the Institute lodged complaints under section
34(1)(a)(vi) of the Professional Accountants Ordinance (Cap 50).

The Disciplinary Committee found that:

0] Baker Tilly was in breach of Hong Kong Standard on Auditing (HKSA) 200,
HKSA 230, HKSA 500 and HKSA 510;

(i) Ross and Fok were in breach of section 100.5(c), as elaborated in section 130.1,
of the Code of Ethics for Professional Accountants for their failure to act diligently
in the audit;



(i) Ross, whom Baker Tilly asserted to be an EQCR in the audit, was in breach of
HKSA 220 for his failure to objectively evaluate the significant judgements and
conclusions of the audit team; and

(iv) Baker Tilly was in breach of Hong Kong Standard on Quality Control 1 for its
failure to maintain adequate policies and procedures to ensure clear assignment
of responsibility to an engagement director and appointment of an EQCR.

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.
The Committee noted from evidence presented in the disciplinary proceedings that the
breaches identified were a manifestation of a systemic problem in the respondents’
audits, which included audits of listed companies that could have adversely affected
public investors' interests.

About HKICPA Disciplinary Process

The Hong Kong Institute of Certified Public Accountants (HKICPA) enforces the highest
professional and ethical standards in the accounting profession. Governed by the
Professional Accountants Ordinance (Cap. 50) and the Disciplinary Committee
Proceedings Rules, an independent Disciplinary Committee is convened to deal with a
complaint referred by Council. If the charges against a member, member practice or
registered student are proven, the Committee will make disciplinary orders setting out
the sanctions it considers appropriate. Subject to any appeal by the respondent, the
order and findings of the Disciplinary Committee will be published.

For more information, please see:
http://www.hkicpa.org.hk/en/standards-and-requlations/compliance/disciplinary/

- End -

About HKICPA

The Hong Kong Institute of Certified Public Accountants (HKICPA) is the statutory body
established by the Professional Accountants Ordinance responsible for the professional
training, development and regulation of certified public accountants in Hong Kong. The
Institute has more than 42,000 members and 16,000 registered students.

Our qualification programme assures the quality of entry into the profession, and we
promulgate financial reporting, auditing and ethical standards that safeguard Hong
Kong's leadership as an international financial centre.

The CPA designation is a top qualification recognised globally. The Institute is a member
of and actively contributes to the work of the Global Accounting Alliance and
International Federation of Accountants.
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Proceedings No.: D-15-1066F
IN THE MATTER OF

A Complaint made under Section 34(1) and 34(1A) of the Professional
Accountants Ordinance (Cap.50) (the “PAO”) and referred to the
Disciplinary Committee under Section 33(3) of the PAQ

BETWEEN

The Registrar of the Hong Kong Institute of

Certified Public Accountants COMPLAINANT
AND

Mr. Andrew David Ross FIRST
Membership No. AQ1858 RESPONDENT
Mr. Fok Wai Ming SECOND
Membership No. A14447 RESPONDENT
Baker Tilly Hong Kong Limited THIRD
Corporate Practice No. M0154 RESPONDENT

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

Members: Mr. Wong Wing Yan Kenneth (Chairman)
Mr. Lee Tsung Wah Jonathan
Ms. Leung Chi Ying Kathy
Mr. Espina Anthony Joseph

ORDER & REASONS FOR DECISION

1. This is a complaint made by the Registrar of the Hong Kong Institute of Certified
Public Accountants (the “Institute”) against Mr. Andrew David Ross, certified public
accountant (practising) (“Ross”), Mr. Fok Wai Ming, certified public accountant
(practising) ( “Fok”), and Baker Tilly Hong Kong Limited, a corporate practice (the
“BTHK™). Section 34(1)(a)(vi) of the Professional Accountants Ordinance ("PAO™
applied to the Respondents.

2, The Complaint as set out in a letter dated 6 March 2017 (the “Complaint™) is as
follows:-



BACKGROUND

(1) Code Agriculture (Holdings) Limited ("Company") was incorporated in Bermuda and its
shares are listed on the Growth Enterprise Market of the Stock Exchange of Hong Kong
(stock code: 08153).

(2) The financial statements of the Company and its subsidiaries ("Group") for the year
ended 31 March 2012 ("2012 Financial Statements") were stated to have been prepared
in accordance with Hong Kong Financial Reporting Standards ("HKFRS") issued by the
Hong Kong Institute of Certified Public Accountants'.

(3) Baker Tilly Hong Kong Limited ("BTHK") was appointed as the new auditor of the
Company on 24 May 2012. Mr. Andrew David Ross ("Ross") was the director who
issued the auditor's report on behalf of BTHK for the 2012 Financial Statements on 21
June 2012. The auditor's report stated that the audit for the year was conducted in
accordance with the Hong Kong Standards on Auditing ("HKSA") and gave a true and
fair view” on the 2012 Financial Statements.

(4) Mr. Fok Wai Ming ("Fok") was a director of BTHK at the relevant time. He was
substantially involved in the audit of the 2012 Financial Statements ("2012 Audit") based
on the facts available. Fok resigned from BTHK as a director in August 2013.

(5) The Group's financial statements for the years ended 31 March 2011° and 2012 stated that
there were adjustments for accounting errors in previous years, which mainly related to an
acquisition in 2010 ("Acquisition"). The Acquisition recorded in the 2010 financial
statements® was earlier the subject matter of an investigation and enquiry of the Financial
Reporting Council ("FRC") in May 2012 to April 2013. The Company retrospectively
corrected the accounting errors in the 2013 financial statements after FRC completed the
investigation and enquiry of the 2010 financial statements,

(6) On the basis of the result of the FRC investigation referred to in the foregoing paragraph,
the Institute took regulatory actions against the Company’s previous auditor in relation to
the audit of the Group's financial statements for the year ended 31 March 2010, A
Disciplinary Committee made an order against the previous auditor in January 2015.

(7) In January 2014, the FRC received a complaint on the 2012 Audit concerning, among
others, the audit of the opening balances and comparative information in the 2012
Financial Statements. In July 2014, the FRC directed the Audit Investigation Board
("AIB") to investigate possible anditing irregularities in relation to the 2012 Financial
Statements. '

! BTHK‘s)auditor's report and Note 3.1 to the 2012 Financial Statements (pages 366 to 367 and 379 of
Annex 1.1

2 BTHK expressed true and fair view on the 2012 Financial Statements.

% The 2010 and 2011 financial statements were audited by another practice and were the subject of
disciplinary action by the Institute in January 2015.
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(8) In carrying out its investigation into the 2012 Audit, the AIB found that BTHK failed to

identify the following accounting errors that were contained in the previous yeat’s
financial statements and affected the correctness of balances brought forward to the 2012
Financial Statements;

(i) deferred tax liability adjustment was not measured at a tax rate applicable to the
acquired subsidiaries in mainland China according to paragraph 47 of HKAS 12
Income Taxes ("HKAS 12");

(i) "capital reserve" was accounted for as an identifiable liability in the Acquisition;

(ii1) allocation of goodwill for the purpose of impairment assessment was not compliant
with paragraph 80 of HKAS 36 Impairment of Assets ("HKAS 36");

(iv) convertible bonds issued for the Acquisition were not properly accounted for in
accordance with HKAS 32 Financial Instruments: Presentation ("HKAS 32") and
HKAS 39 Financial Instruments: Recognition and Measurement ("HKAS 39"); and

(v) recognition and measurement of identifiable assets acquired in the Acquisition was
not compliant with HKFRS 3 Business Combinations ("HKFRS 3").

(9) In their representations to the FRC*, BTHK asserted that (i) they did not revisit the initial
recognition of the Acquisition which took place in the financial year ended 2010, and

they were not aware of any errors in the subsequent measurement of assets and liabilities

identified and recognized in the initial recognition; (ii) the predecessor auditor and
management of the Company both represented to BTHK that no misstatements were
identified in previous years; and (iii) they performed all applicable audit procedures on
the opening balances and the comparative information.

(10)

(11)

(12)

(13)

BTHK submitted to the FRC that Ross was the Engagement Quality Control Reviewer
("EQCR") for the 2012 Audit and signing director for the audit report on the 2012
Financial Statements, and that Fok took up the role of an engagement director® in the
2012 Audit,

In his representations to the FRC®, Fok asserted that (i) after performing audit
procedures, he and his subordinate did not find any material misstatement in the
opening balances or the comparative information in the 2012 Financial Statements and
he sent the relevant documents to Ross for review and approval; (i) the audit
procedures performed by BTHK. during the 2012 Audit did not reveal the potential
errors as later disclosed by the management of the Company; and (iii) any accounting
error relating to the capital reserves would have been dealt with by audit procedures
performed on impairment of goodwill.

On 1 June 2015, the FRC referred a report of the AIB dated 7 May 2015 to the Institute
pursuant to section 9(f) of the Financial Reporting Council Ordinance, Cap. 588.

The balances pertaining to the Acquisition, i.e. goodwill, intangible assets, deferred
taxation and convertible bonds, were included in the statement of financial position in

4 Representations of BTHK and/or Ross were extracted in section 3.1.3 of the AIB report.

5 Section 4.1.2.1 of the AIB report.

6 Section 3.1.4 of the AIB report.



the 2012 Financial Statements. As the AIB report focused on the 2012 opening
balances and did not contain information about BTHK's audit work on the balances at
the year end, the Institute obtained from BTHK their working papers of the 2012 Audit
for review in April 2016.

THE COMPLAINTS

First Complaint

(14) Section 34(1)(a)(vi) of the Professional Accountants Ordinance ("PAO™) applies to
BTHK in that, in the audit of the 2012 Financial Statements, they failed or neglected to
observe, maintain or otherwise apply one or more of the following professional

standards:

(a) Paragraph 6 of HKSA 510 Initial Audit Engagements - Opening balances,

(b} Paragraph 15 of HKSA 200 Overall Objectives of the Independent Auditor and the
Conduct of an Audit in Accordance with Hong Kong Standards on Auditing; '

(c) Paragraphs 8 to 10 of HKSA 230 Audit Documentation; and

(d) Paragraph 6 of HKSA 500 dudit Evidence.

Second Complaint

(15) Section 34(1)(a)(vi) of the PAO applies to Ross in that, non-compliances with four
professional standards in the 2012 Audit indicate that he failed to act diligently in
accordance with section 100.5(c) as elaborated in section 130.1 of the Code of Ethics
for Professional Accountants ("COE").

Third Complaint

(16) Section 34(1)(a)(vi) of the PAO applies to Fok in that, non-compliances with four
professional standards in the 2012 Audit indicate that he failed to act diligently in
accordance with section 100.5(c) as elaborated in section 130.1 of the COE.

Fourth Complaint

(17) Section 34(1)(a)(vi) of the PAO applies to Ross in that, in issuing the auditor's report
for the 2012 Financial Statements as director responsible for the 2012 Audit, he failed
or neglected to observe, maintain or otherwise apply paragraph 19 of HKSA 220
Quality Control for an Audit of Financial Statements ("HKSA 220") because he had
failed to ensure appointment of an independent EQCR and discuss significant matters
with the EQCR for the 2012 Audit.

Fifth Complaint (In the Alternative to the Fourth Complaint)

(18) Alternatively, section 34(1)(a)(vi) of the PAO applies to Ross in that, as EQCR of the
2012 Audit, he failed or neglected to observe, maintain or otherwise apply paragraph
20 of HKSA 220 because he had failed to perform an objective evaluation of the
significant judgments made by the engagement team and conclusions reached in
formulating the auditor's report.
4



Sixth Complaint

(19)

Section 34(1)(a)(vi) of the PAO applies to BTHK in that they had failed or neglected to
observe, maintain or otherwise apply paragraphs 30, 32, 35 and 42 of Hong Kong
Standard on Quality Control 1 Quality Control for Firms that Perform Audits and
Reviews of Financial Statements, and Other Assurance and Related Services
Engagements ("HKSQC1") because there was inadequate policies and procedures to
ensure the clear assignment of responsibility for the audit engagement of the Company
to an engagement director and appointment of an EQCR.

Facts and circumstances in respect of the First Complaint

(20)

There were a number of accounting errors in the financial statements for the previous
years (2010 and 2011) which were brought forward to the opening balances and
comparative information of the 2012 Financial Statements. The Respondents did not
obtain sufficient appropriate audit evidence to confirm that the opening balances and
comparative information were correct and reflect the application of appropriate
accounting policies by performing one or more of the following procedures in
accordance with paragraph 6(c) of HKSA 510;

(a) Reviewing the predecessor auditor's working papers;
(b) Evaluating whether audit procedures performed in the current period provide

evidence relevant to the opening balances relating to the Acquisition; or

(¢) Performing specific audit procedures to verify the opening balances relating to the

21

Acquisition.

The previous years' accounting errors brought forward to the opening balances and
comparative information in the 2012 Financial Statements were as follows:

Deferred tax

(a) Deferred tax liability in respect of the fair value adjustment of net assets acquired in

the Acquisition was determined based on a tax rate of 16.5%. The use of this tax
rate was inappropriate as it was not applicable to the acquired subsidiaries in
mainland China,

Audit procedures performed by BTHK relating to the balance of deferred tax at 31

March 2012

The 2012 closing balances revealed that a single tax rate of 16.5% was used in
calculating deferred tax liability of the Group. Some of the investee / acquired
companies giving rise to deferred taxation were operating in mainland China where
profits tax rates were not uniformly 16.5%. There was no documented audit work
to verify the components of the deferred tax provision to support the auditor's
acceptance of the correctness of calculation, in particular, the use of a single tax rate
of 16.5%. (Annexes 2.5 and 2.7)



(b)

()

(d)

Capital reserve

"Capital reserve" of HK$26 million was identified as a liability assumed in the
Acquisition. However, the amount was recognized directly in equity rather than as a
liability of the Group in the 2010 and 2011 financial statements. The inconsistency
was not identified.

Goodwill acquired

Goodwill acquired in the Acquisition was allocated to one single cash-generating
unit ("CGU") of "agricultural related machinery operation and fertilizer operation”
which in fact comprised two separate operating segments., Impairment assessment
was made of the goodwill allocated to the single CGU in the 2011 financial
statements. The allocating of goodwill to a CGU larger than one operating
segment for impairment assessment was a non-compliance with paragraph 80 of
HKAS 36.

Audit procedures performed by BTHK relating to the balance of goodwill at 31
March 2012

The planned audit procedures relating to goodwill focused on the valuation assertion
only. BTHK did not consider the existence, completeness and proper allocation
assertions as having significant risks. The Group allocated goodwill to a single
CGU, ie. tobacco agricultural operation, notwithstanding that a professional
valuation report issued in June 2012 stated that the investee company was
"principally engaged in the business of tobacco leave flue-curing, tobacco
agricultural machinery and tobacco-specialized fertilizers in China", which
suggested that the business comprised more than one CGUs. There was no
documentation of audit work done to support the auditor's acceptance of
management's allocation of the goodwill to one single CGU.

Convertible bonds issued

Notes 5(f) and 37 to the 2011 financial statements disclosed the accounting policy
and further described the accounting treatment of the convertible bonds issued in the
Acquisition. The stated accounting treatment of the convertible bonds was (a) not
in accordance with paragraphs 31 and 32 of HKAS 32; and (b) inconsistent with the
Company's accounting policies.

The description of the convertible bonds in note 37 to the 2011 financial statements
referred to an option to early redeem all or part of the then outstanding principal
amount of the convertible bonds. However, the relevant accounting treatment for
the embedded call option was not disclosed in the 2011 financial statements.

The effective interest rate for the convertible bonds was approximately 1.6%

whereas the bank borrowings' interest rate ranged between 5.31% and 6.91% per

annum for loans outstanding as at 31 March 2011 and between 6.56% to 11.56% per

annum for loans outstanding as at 31 March 2012. The interest expense was

unreasonably low for a five-year convertible bond with a principal amount
6



(e)

HK$1,098 million and carried a fixed interest rate of 1% per anmum, The
calculation of the interest expense under the effective interest method was not in
accordance with paragraph 9 of HKAS 39.

Audit procedures performed by BTHK relating to the balances of convertible bonds
at 31 March 2012

BTHK identified the valuation assertion of the liability component of issued
convertible bonds as having a significant risk. Assertions regarding rights and
obligations, completeness and correct allocation of liability/equity components of
the convertible bonds were not documented as having significant risks. There was
no documentation of the auditor assessing whether the bonds' embedded call option,
the existence of which was evidenced by early redemption occurring in 2011, was
correctly accounted for in accordance with paragraphs 31 and 32 of HKAS 32.

There was no reference in the working papers to the valvation report for the initial
recognition of the convertible bonds in 2010. In addition, the valuation report
stated the fair value of the redemption option to be HK$264,153,019 as at 25 March
2010 and HK$342,297,281 as at 31 March 2010. Those amounts should be
included in the liability component under HKAS 32, but they appear not to have
been so accounted for, as shown by the working papers.

Intangible assets included in goodwill

Goodwill of HK$896.6 million was recognized as a result of the Acquisition. This
amount represented over 60% of the purchase consideration. The 2011 financial
statements did not include any qualitative description of the factors that made up the
goodwill as required by HKFRS 3. A professional valuation report issued in June
2012 (see (c) above) identified intangible assets, i.e. "license", "distribution
network" and "assembled workforce", and stated the fair value of each of the items.
In the 2012 Financial Statements, these intangible assets were apparently included
in the opening and closing balances of goodwill instead of separately accounted for
as intangible assets.

Audit procedures performed by BTHK relating to the balance of intangible assets at

31 March 2012

(22) BTHK did not identify any significant risk for "other intangible assets". The working
papers showed that intangible assets noted above were all included under "goodwill"
and their individual fair values were not stated in the working papers and the financial
statements. There was no documented audit work to support the auditor's acceptance
that the three intangible assets should properly be accounted for as part of "goodwill"
instead of included separately with individual fair values attached under "other
intangible assets".

(23)

The associated financial effects of the above non-compliances, taken together, are
likely to be material to the 2012 Financial Statements.



(24)

(25)

(26)

27

(28)

(29)

In their responses to the Institute’, BTHK asserted that there was no requirement in the
professional standards to re-audit matters which took place two financial years before
the current audit period, and that they were entitled to rely on assurance provided by
the predecessor auditor and client when there was no indication or evidence that they
could not do so, and that they were under "multiple deceptions” (by management and
the predecessor auditor). For the reasons set out in the following paragraphs, BTHK's
assertions could not justify the inadequacy of their procedures performed during the
2012 Audit on the material opening and closing balances pertaining to the Acquisition.

The 2012 Audit was BTHK's first audit engagement for the Company. BTHK should
have properly planned and performed their audit procedures for the opening balances
and comparative information to address the inherent risks related to initial audits.
HKSA 510 sets out the audit procedures that are required to be performed on opening
balances and comparative information.

Specifically, paragraph 6(b) of HKSA 510 requires an auditor to obtain sufficient
appropriate audit evidence for determining whether the opening balances reflect the
application of appropriate accounting policies; and paragraph 6(c) of HKSA 510
requires the auditor to perform one or more of the procedures specified in that
paragraph®, BTHK's working papers (as described in sub-paragraph (30} below)
failed to reflect that the required audit procedures were carried out.

As the 2012 Audit was BTHK's first audit engagement for the Company, they did not
have previous experience on the ability and integrity of the management of the
Company. In addition, BTHK did not carry out procedures to assess the professional
competence and independence of the predecessor auditor. Accordingly, BTHK would
not have adequate grounds on which to "rely on assurances" from management and the
predecessor auditor without obtaining sufficient appropriate evidence to verify those
assurances.

Further, the disclosure of adjustments for prior period accounting errors in 2011
financial statements and 2012 Financial Statements relating to the Acquisition would
reasonably alert BTHK to the need to obtain sufficient appropriate evidence of the
correctness of the balances relating to the Acquisition that were included in the 2012
Financial Statements.

The above observations show that BTHK. did not plan and perform their work with
adequate professional scepticism in breach of paragraph 15 of HKSA 200.

7 Letter from BTHK dated 7 October 2016 {Annex 2.8).

8 Paragraph 6 of HKSA 510 provides that:

"The auditor shall obtain sufficient appropriate audit evidence about whether the opening balances contain
misstatements that materially affect the current period’s financial statements by: ...

(¢) Performing one or more of the following: (Ref: Para. A3-A7)

(i) Where the prior year financial statements were audited, reviewing the predecessor auditor’s working
papers to obtain evidence regarding the opening balances;
(ify Evaluating whether audit procedures performed in the current period provide evidence relevant to the
opening balances; or
(iii) Performing specific audit procedures to obtain evidence regarding the opening balances."
8



(30) The audit documentation on the audit procedures carried out on the opening balances
and comparative information was limited as follows:

(2) There was a 3-page "Summary of audit work on opening balance" but there was no
documentation on the results, findings, conclusions of the specific audit procedures
performed or any cross-referencing to specific working papers in respect of the audit
procedures performed;

(b) the "Audit Planning Memorandum" did not contain any plan for audit work on
opening balances and comparative information;

(c) the "Significant matters for partner's attention" did not contain any highlight of work
done on opening balances and comparative information and the results thereon; and

(d} the submissions on the accounting issues identified by the AIB cannot be found in the
working papers provided by BTHK to the FRC,

(31} There was also a lack of audit evidence and documentation on the audit of the 2012
closing balances (see sub-paragraph (21) above). Accordingly, BTHK was in breach
of paragraphs 8 to 10 of HKSA 230 and paragraph 6 of HKSA 500 in the 2012 Audit.

(32) In summary, in carrying out the 2012 Audit, Ross, Fok and BTHK failed to comply
with the following HKSAs:

(a) Paragraph 6 of HKSA 510;

(b) Paragraph 15 of HKSA 200;

(c) Paragraphs 8 to 10 of HKSA 230; and
(d) Paragraph 6 of HKSA 500.

Facts and circumstances in respect of the Second Complaint

(33) BTHK denied that Ross was the engagement director of the 2012 Audit. BTHK
asserted that according to their company policy for signing the auditor report for a
listed client, Ross acted as the EQCR and the signing director for the engagement.
They asserted that Fok was the engagement director’.

(34) BTHK's above assertions are inconsistent with the working papers, which documented
that Ross was designated as one of the engagement directors in the audit planning
memorandum for the 2012 Audit'®. The memorandum was approved by Ross', and
Ross signed as the "Director-in-charge” in the relevant engagement letter entered

® Section 4.1.2.1 of the AIR report,
1 Section 5.4.4 of the AIB report; and Annex 2E (page 750 of Annex 1.1) to the AIB report.
" Annex 2B {page 737 of Annex 1.1) to the AIB report.
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between BTHK and the client dated 31 May 2012'2. In addition, Ross signed the
auditor's report on the 2012 Financial Statements' as the director responsible.

(35) With regard to the signing of auditor's reports, footnote 20d of HKSA 700 Forming an
Opinion and Reporting on Financial Statements states that, “The auditor's report also
identifies the director responsible for the performance of the audit engagement
contemplated by such report, and states his/her full name as appearing in his/her
practising certificate and the practising certificate number”. The auditor's report for
the 2012 Financial Statements stated the full name and the practising certificate number
of Ross.

(36) There is no evidence to support BTHK's suggestion that Ross had been appointed as
and acted as the EQCR of the engagement. The working paper titled "Engagement
Quality Control Review Checklist — Final" did not record who the EQCR was, and the
document was not signed off by anyone'. The audit planning memorandum did not
record the name of the EQCRY, If Ross was not the engagement director, he should
not have signed the auditor's report as that would amount to a breach of Rule § of the
Corporate Practices (Registration) Rules.

(37) The available evidence shows that Ross played a substantive role in the engagement.
(38) In light of the audit deficiencies identified in the First Complaint, there is a case against
Ross for his failure to act diligently in the 2012 Audit. As a result, he was in breach

of the Fundamental Principle of Due Care in section 100.5(c) as elaborated in section
130.1 of the COE.

Facts and circumstances in respect of the Third Complaint

(39) Fok was the senior audit team member for the 2012 Audit.

(40) Despite Fok's assertion that he was "not sure” if he was the engagement director of the
2012 Audit, it is clear from the available evidence that he played a significant role and
had substantial involvement in the 2012 Audit. The relevant evidence'® was that (a)
he signed off the "New Client Checklist" as "contact partner”, (b) he signed off the
"Audit tendering checklist" as "reporting director", (c) the "Audit Planning
Memorandum" recorded that "Andrew D. Ross / Henri Fok" were the engagement
directors, and (d) an initial "HF" which appears to denote Henri Fok was marked on the
front page of the working paper "Significant matters for partner's attention". Fok

12 Annex 2D (pages 731 to 736 of Annex 1.1) to the AIB report,

13 Rule 8 of the Corporate Practices {Registration) Rules (CPRR) states that the auditor's report shall identify the
director responsible for the performance of the audit engagement,

' Annex 3C (page 847 of Annex 1.1) to the AIB report
15 Annex 2E {page 750 of Annex 1.1) to the AIB report.

16 Section 5.4 of AIB report.
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(41)

submitted that he was working under the direction and supervision of Ross who was the
engagement partner and director responsible for the 2012 Audit!”.

In light of the audit deficiencies identified in the First Complaint, there is a case against
Fok for his failure to act diligently in the 2012 Audit. As a result, he was in breach of
the Fundamenta] Principle of Due Care in section 100.5(c) as elaborated in section
130.1 of the COE.

Facts and circumstances in respect of the Fourth Complaint

(42)

(43)

Paragraph 19 of HKAS 220 requires the engagement partner (director) for audits of
listed companies to ensure appointment of an EQCR, discuss significant audit matters
with the EQCR; and date the auditor's report after the completion of the engagement
quality control review.

Ross asserted that he acted as the EQCR, but BTHK's working papers for the 2012
Audit did not support this assertion (see sub-paragraph (36) above). On the other
hand, the available evidence (see sub-paragraph (34) above) indicated that Ross was
more likely the engagement director. In that capacity, he would have failed to comply
with the requirements of paragraph 19 of HKSA 220 noted above.

Facts and circumstances in respect of the Fifth Complaint (In_the Alternative to the

Fourth Complaint)

(“4)

If Ross was the EQCR as asserted, he would have failed to comply with paragraph 20
of HKSA 220 since an EQCR is required to carry out an objective evaluation of
significant judgments made by the engagement team and conclusions reached in
formulating the auditor's report. From the working paper titled "Engagement Quality
Control Review Checklist — Final", it is not sure how those steps contained in it could
have satisfactorily discharged the EQCR's responsibilitics under paragraph 20 of
HKSA 220.

Facts and circumstances in respect of the Sixth Complaint

(45)

(46)

Paragraphs 30, 32, 35 and 42 of HKSQC1 require a practice to have a system of quality
control designed to provide it with reasonable assurance that the practice and its
personnel comply with professional standards, and that reports issued by the practice or
engagement partners/directors are appropriate in the circumstances. Accordingly, the
practice should clearly assign responsibility for each engagement to an engagement
partner/director and require for appropriate engagement an engagement quality control
review be conducted.

Based on the denials of both Fok and Ross that they were the engagement director,
there would be no individual assuming the responsibility as the director responsible for
the auditor's report for the 2012 Financial Statements. The absence of a clearly

"7 Section 5.4.1 of the AIB report, and letters from Fok dated 11 August 2015 and 30 August 2016,
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designated engagement director raises serious doubt as to whether BTHK's system of
quality control could have provided any reasonable assurance that the practice and its
personnel would comply with professional standards or that the auditor's reports issued
would be appropriate.

The Proceedings

3.

The Notice of Commencement of Proceedings was issued to the parties on 3
November 2017.

On 1 December 2017, RPC, on behalf of BTHK and Ross, wrote to the Disciplinary
Committee and stated that BTHK admits the First Complaint and the Sixth Complaint
and Ross admits the Second Complaint and the 5" Complaint,

On 5 December 2017, the Disciplinary Committee directed the Complainant to provide
his representations on the admissions made by BTHK and Ross and to make
application to the Disciplinary Committee if he required additional time to prepare the
case against Fok. On 7 December 2017, the Complainant replied that Fok had
indicated that he required further time for confirmation from his insurers.

On 5 January 2018, Mayer Brown JSM, on behalf of Fok, informed the Disciplinary
Committee that Fok was prepared to admit the Third Complaint,

On 30 January 2018, the Disciplinary Committee informed the parties that Mr. Wan
Chuck Fan David, one of the members of the Disciplinary Committee dealing with
these proceedings would step down from the Disciplinary Panel A on 31 January 2018.
The Chairman of the Disciplinary Committee directed the parties to state if they had
any objection that the proceedings be dealt with by the remaining four members of the
Committee.  All the parties replied by letters that they had no objection.

The Disciplinary Committee received the formal admission documents signed by
BTHK and Ross on 6 December 2017, and by Fok on 20 February 2017 respectively.
On 23 February 2018, the Chairman of the Disciplinary Committee directed that as all
the Respondents have admitted the complaints against them, the directions made
pursuant to Rules 17 to 30 of the Disciplinary Committee Proceedings Rules (the
"Rules") be waived and the substantive oral hearing of the complaint originally
scheduled be vacated. The parties were also directed to make written submissions on
sanctions and costs, which they have done so in April 2018.

Discussion and Order

In considering the proper order to be made in this case, the Disciplinary Committee
has had regard to all the aforesaid matters, which include the particulars in support of
the Complaints, the Respondents’ conduct throughout the proceedings, and the
respective written submissions of the Complainant and the Respondents. In
particular, this Committee note the following:

(1) In so far as BTHK (the Third Respondent) is concerned:
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(a)

®)

The First Complaint. The Third Respondent admitted this Complaint, The
various audit deficiencies identified in this Complaint demonstrated that the
Third Respondent did not properly plan and perform their audit procedures
for the opening balances and comparative information to address the inherent
risks related to initial audits and did not carry out procedures to assess the
professional competence and independence of the predecessor auditor.
Instead, they relied on assurances from management and the predecessor
auditor without obtaining sufficient appropriate evidence to verify those
assurances. The Third Respondent clearly did not plan and carry out their
work with sufficient professional scepticism.

The Sixth Complaint. The Third Respondent admitted this Complaint. It
was very unsatisfactory that (given both the First Respondent and the Second
Respondent denied that they were the engagement director) the Third
Respondent had no director assuming the responsibility for the subject
auditor's report.  As such, the Third Respondent’s system of quality control
could not provide any reasonable assurance that the professional standards
would be complied with or that the auditor's reports issued would be
appropriate.

(2) In so far as Ross (the First Respondent) is concerned:

(a

(b)

The Second Complaint. The First Respondent admitted this Complaint,
Given the substantive role he played in the engagement, he has fajled to act
diligently in relation to the audit deficiencies identified in the First
Complaint,

The Fifth Complaint. The First Respondent admitted this Complaint.
Assuming the First Respondent was the EQCR as asserted, he did not carry
out an objective evaluation of significant judgments made by the engagement
team and conclusions reached in formulating the auditor's report — a duty
which he had not satisfactorily discharged.

(3) In so far as Fok (the Second Respondent) is concerned:

(a)

The Third Complaint. The Second Respondent admitted this Complaint.
As the senior audit team member for the work, he had failed to act diligently
given the audit deficiencies identified in the First Complaint,

(4) Generally, we accept the Complainant’s submissions that the breaches identified in
the present Complaint was not a one-off manifestation. This is a systemic
problem that continved for a number of years. We have been referred to the
Disciplinary Committee’s decision in case D-15-1096F which concerns the same
Respondents in the present proceedings and their audit of the 2008 and 2009
Financial Statements of another listed company. Our attention has also been
drawn to the fact that both complaints involved listed companies. Therefore,
public investors’ interests could have been adversely affected because of the
Respondents’ audit deficiencies.
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(5) Among other things mentioned in the First and Third Respondents’ written
submissions, the Third Respondent have subsequently installed further updates to
their electronic audit platform and control system which, according to them, were
designed to prevent similar issues from arising in future audits, and which requires
strict compliance with its sequenced processes which are in accordance of HKSA.
In other words, if this updated system works effectively, the systemic problem
mentioned in sub-paragraph (4) above should be capable to be avoided in future.

(6) Lastly, we see no reason why the Respondents should not be ordered to pay the
Institute’s costs and expenses of and incidental to the investigation and the
disciplinary proceedings, the costs incurred by the Financial Reporting Council as
well as the costs of the Disciplinary Committee.

In light of the above matters, having considered sanctions that are commensurate with
the deficiencies identified in the Complaint, the seriousness of the case, the objective
of maintaining the public reputation of the profession, the culpability of each
Respondent and the submissions respectively made by the Complainant and the
Respondents, the Disciplinary Committee orders that:-

(a) all the Respondents be reprimanded under Section 35(1)(b) of the PAQ;

(b)  the Third Respondent do pay a penalty of HK$250,000 under Section 35(1)(c)
of the PAQ;

(c) the First Respondent do pay a penalty of HK$100,000 under Section 35(1)(c)
of the PAO;

(d) the Second Respondent do pay a penalty of HK$100,000 under Section 35(1)(c)
of the PAO;

{¢) the Respondents do pay jointly and severally the Complainant’s costs and
expenses of and incidental to the investigation and the disciplinary proceedings,
the costs incurred by the Financial Reporting Council and the costs of the
Disciplinary Committee in the sum of HK$117,372.20 under Section 35(1)(iii)
of the PAQ.

Lastly, the Complainant submits that since the First Respondent has admitted the
Fifth Complaint, which is an alternative to the Fourth Complaint, the Complainant
asks for an order that the Fourth Complaint be kept on the Institute's record and is not
to be proceeded with unless the First Respondent at any time withdraws his admission
in respect of the Fifth Complaint or an order is issued from the court to do so. We
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consider this request to be a reasonable way to dispose of the Fourth Complaint, and
order accordingly,

Dated 20 June 2018

Mr. Wong Wing ¥Yan Kenneth
Chairman

Mr. Lee Tsung Wah Jonathan Ms. Leung Chi Ying Kathy
Disciplinary Panel A Disciplinary Panel B

Mr, Espina Anthony Joseph
Disciplinary Panel B
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