Proceedings No. D-18-1447C

IN THE MATTER OF

A Complaint made under section 34(1A) of the Professional Accountants Ordinance, Cap. 50

BETWEEN

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

AND
Yu Kung Shing (F04854) 15T RESPONDENT
K. S. Yu & Co. (1668) 2D RESPONDENT

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

Members: Mr. Chin, Vincent (Chairman)

Ms. Cheung Chiu Nam, Cermain
Miss Tam Wing See

Mr. Lee Ka Leung, Daniel

Miss Tang Kwan Lai

ORDER AND REASONS FOR DECISION

1. This is a complaint made by the Registrar of the Hong Kong Institute of Certified Public
Accountants against Yu Kung Shmg, CPA (Practising) & K. S. Yu & Co., (collectively
"the Respondents").

2. The particulars of the complaint letter of the Registrar dated 8 April 2020 are set out
below.

BACKGROUND

3. Hong Kong Penjing & Arstone Society Company Limited (“Company”) is a private

company limited by guarantee and its principal activities are to promote better
relationship amongst its members and to establish art galleries for the exhibition of
artistic potted plants. The Company’s financial statements had been required to be
prepared in accordance with the Hong Kong Financial Reporting Standards for each of
the years ended 31 December 2013 to 2015, and the Small and Medium-sized Entity



Financial Reporting Framework and Financial Reporting Standard for the year ended
31 December 2016.

The 1% Respondent is the sole proprietor of the 2" Respondent. The Firm was the
auditor of the Company and issued unmodified audit opinion on the financial statements
of the Company for each of the four financial years ended 31 December 2013 to 2016.

In November 2018, the incumbent chairman of the Company (“Informant”) lodged a
complaint against the Respondents and questioned if they had performed the audits
properly. The Informant asserted that the amounts due from two executive committee
members of the Company as stated in the audited financial statements were denied by
those two members, and there were also alleged improprieties relating to salary
expenses.

The Institute made enquiry of the Respondents. By their letters dated 20 February and
5 August 2019, the Respondents provided copies of the audit and other relevant
documentation in respect of the audits of the 2013 to 2016 financial statements.

A review of the audit working papers indicated that the Respondents had failed to
comply with professional standards issued by the Institute.

THE COMPLAINT

8.

Section 34(1)(a)(vi) of the Processional Accountants Ordinance (“PAQO”) applies to the
Respondents in that they have failed or neglected to observe, maintain or otherwise

apply professional standards in their audits of the financial statements of the Company
for each of the years ended 31 December 2013 to 2016.

FACTS AND CIRCUMSTANCES IN SUPPORT OF THE COMPLAINT

Deficient audit work done on the current accounts in respect of changes in the amounts due

from executive committee members to the Company

9.

10.

The table below summarises the amounts due from/(to) executive committee members:

HKS$ 2016 2015 2014 2013 2012
Amounts due from / (to):

Choi Wing Cheong (“Choi”) 221,383 227,383 227,383 215,159 -

Li Yik Ki (“Li”) 226,313 226,313 226,313 211,563 -

Lai Biu Kwai (“Lai”) 227,313 227,313 227,313 228,313 -

Cheng Joi Kuen Kenny (“Cheng™)  (143,396) (35,314) - - 696,939

(extracted from working papers “Amount due from members” in 2013 and 2014; and “Amount due from
/ (to) members” in 2015 and 2016 provided by the Respondents)

The abovementioned working papers “Amount due from members” in 2013 and 2014
and “Amount due from / (to) members” in 2015 and 2016 documented the following

notes:

€)) “All the movement was cash (sic)” (for 2013 and 2014 audits);



11.

12.

13.

14.

(2)  “...no subsequent settlement can be checked.” (for 2013 to 2016 audits); and

(3)  telephone discussion with Cheng regarding the recoverability of the amounts
due from members:

. “...Mr. Cheng said the amount will be recovered in the future. No need
to worry about the recoverability problem so we do not qualify
recoverability.” (2013 and 2014 audits)

. “...He [Mr. Cheng] said he will solve the problem in the next year. I told
him the amount was long outstanding. I told him we will qualify the
opinion in the next year if no recover of long outstanding amount so we
do not qualify recoverability in current year.” (2015 audit)

. “...He [Mr. Cheng] said he need more time to solve the long outstanding
C/A [current account] problem and promise me the problem can be
solved in next year.” (2016 audit)

Notwithstanding that:

€)) as of 31 December 2013, the amount due from Cheng to the Company of
HK$696,939 as of 31 December 2012 had been decreased to zero; and;

) as of 31 December 2013, the total amount due from three other members (i.e.,
Choi, Li, and Lai) had been increased from zero to HK$655,035,

the Respondents had not documented any explanation for the changes in the amounts
due from/(to) members in the year of 2013 (“Changes in Amounts Due from
Members™).

Regarding the Changes in Amounts Due from Members, the Respondents’ explained
in their letter dated 20 February 2019 that, in 2013, there had been a transfer of the
opening balance of the amount of HK$696,939 due from Cheng to three other executive
committee members, namely Choi, Li and Lai (“Transfer”). The Transfer had
purportedly been requested by Cheng in August 2015, supported by an email from
Cheng’s personal assistant and the minutes of the Company’s Executive Committee
Members’ meeting held on 13 August 2015.

However, in the Respondents’ letter dated 5 August 2019, they provided a different
explanation for the Changes in Amounts Due from Members. The Respondents
explained that the amount of HK$696,939 due from Cheng had been the Company’s
“left over trust fund” when Cheng had become the Chairman of the Company in 2008.
Presumably, the Respondents meant that the said amount of HK$696,939 had been
transferred from the Company to Cheng to be held on trust by Cheng for the Company.
As Cheng personally had subsequently paid salaries to gardeners of approximately
HKS$132,000 per year for and on behalf of the Company, the fund of HK$696,939 held
in trust by Cheng for the Company had been fully set-off by the year end of 2012.

On 8 September 2019, the Respondents had again retracted the explanation for the
Changes in the Amounts Due from Members being the setting off of trust funds held



15.

16.

17.

18.

by Cheng for the Company by salary payments. The Respondents represented that they
had not known that Cheng had made such salary payments until the 2017 audit. The
Respondent had then purportedly requested the Company to provide evidence on the
Transfer but had been dissatisfied that the quality of the evidence provided had been
“not good enough”. In these proceedings, the Respondents have neither provided any
evidence that they had purportedly obtained, nor have elaborated why such evidence
had been “not good enough”. There had been no contemporaneous documentation in
the audit papers in support of the Respondents’ aforesaid representations.

It was apparent from the Respondents’ representations, summarised in the preceding
three paragraphs, that mutually inconsistent explanations had been provided in respect
of the same issue on the Changes in Amounts Due from Members. If the “trust fund”
of HK$696,939 had been fully set off by salaries paid by Cheng personally to the
gardeners for and on behalf of the Company, the amount due by Cheng to the Company
would have become zero and no Transfer to the other executive committee members
could possibly have happened in the year 2013. Conversely, if the Transfer had taken
place, it could not have been the case that the “trust fund” had been fully set off. The
Respondents’ mutually inconsistent explanations reflected that, during the audits, they
had failed properly to evaluate the Changes in the Amounts Due from Members and
had failed to obtain any relevant explanations from Cheng in the year 2013.

Both documents purportedly relied on by the Respondents (i.e., the email from the
personal assistant of Cheng and the minutes of the meeting of the Company’s Executive
Committee Members as mentioned in paragraph 12 infra) had not stated any rationale
for the purported Transfer. Moreover, the email from the Company could not be
considered as independent evidence of the relevant balances.

The Respondents had failed to obtain direct confirmations from Li and Lai regarding
the Changes in Amounts Due from Members. The audit confirmations sent out and
received by the Respondents for the audits from 2013 to 2016 are summarised below:

2016 2015 2014 2013
Audit confirmations received:

Choi Yes No Yes Yes
Li* No No No No
Lai* No No No No
Cheng Yes No No No

(*except documented in the 2015 working paper “Amount due from / (to) members” that
confirmations were sent to the members, there was no record of sending any audit confirmations
to Li or Lai for the 2013, 2014 and 2016 audits.)

Furthermore, the Respondents had not performed any alternative procedures for
ascertaining the Changes in Amounts Due from Members. This was apparent from the
contemporaneous audit working papers, which had no record of any indication as to
why such procedures had not been necessary.

Regarding the assessment of the recoverability of the amounts due from executive
committee members, the Respondents had only obtained oral representations from
Cheng that there had been no recoverability problem (paragraph 10 above) without



endeavouring to obtain any further evidence to corroborate with Cheng’s oral
representations. By the time of the 2015 and 2016 audits, the amounts due from both
Li and Lai had been long outstanding, of which the Respondents had been fully aware.
However, the Respondents had still accepted Cheng’s verbal representations at face
value without modifying their audit opinion.

19.  Furthermore, the Respondents had failed to document:
€)) their understanding and assessment of the reason for the Transfer;
2) the reason why audit confirmation had not been necessary for Li and Lai; and

?3) the reason why further audit procedure had not been necessary to corroborate
Cheng’s oral representation that there had been no recoverability problem.

20.  Based on the above, when the Respondents were auditing the the company's financial
statements from 2013 to 2016, regarding the Changes in Amounts Due from Members,
they failed:

(1) to design and perform audit procedures to obtain sufficient appropriate audit
evidence, contrary to paragraphs 6 to 9 of Hong Kong Standard on Auditing
(“HKSA”) 500 Audit Evidence; and

2) to prepare sufficient audit documentation to support the audit conclusions
reached thereon, contrary to paragraph 8 of HKSA 230 Audit Documentation.

Insufficient documentation of audit work on salary expenses

21.  The salary expenses disclosed in the audited financial statements of the Company are
summarized below:

Financial Year 2016 2015 2014 2013 2012
Gardeners’ salaries 132,000 132,000 - - 132,000

The expenses (or omission of them) are obviously material to the audited financial
statements.

22.  The Respondents confirmed that they had not prepared any working papers for the
gardeners’ salaries for the financial years 2013 and 2014 because the expenses had not
existed in 2013 and 2014.

23.  Inresponse to the Institute’s enquiries on why there had been no salary expenses in the
audited 2013 and 2014 financial statements, the Respondents provided two emails from
Cheng’s assistant summarised as below:

1) On 5 August 2015, Cheng’s assistant requested the Respondents to include
gardener’s expenses of HK$84,000 and bonsai maintenance expenses of
HK$96,000 for each of the 2013 and 2014 financial years.



24,

25.

26.

) Subsequently, on 6 August 2015, Cheng’s assistant confirmed that she had
checked with Cheng that there had been no need to include the said expenses in
the accounts.

The Respondents further explained that, during the 2013 audit, they had enquired the
Company’s management for the reasons for not providing salary expenses. The
management explained that no salary payments had been made. The Respondents
represented that they had checked that there had been no bank record of the payments
and explained that they had not questioned whether or not this was reasonable because
the gardeners’ work could possibly have been done by other people without the
Company having to pay any salary. However, none of the above explanations had been
documented in the audit working papers. The Respondents have admitted that their
audit documentation relating to the audit of the salary expenses had not been adequate.

There was no evidence in their working papers showing that the Respondents had
discussed with management and analysed the reasons why provision for salary
expenses had not been necessary. Given that understatement of expenses is a common
audit risk area, and that there had previously been provision for salary expenses in 2012,
the Respondents should have critically assessed information gathered from their audits
and prepared adequate audit documentation explaining why they had concurred with
the Company’s management that provision for salary expenses had not been necessary.

Based on the above, when the Respondents audited the gardeners’ salary expenses in
2013 and 2014, they had failed to prepare sufficient audit documentation to support the
audit conclusions, contrary to paragraph 8 of HKSA 230 Audit Documentation.

THE PROCEEDINGS

27.

28.

29.

30.

By the letters signed by the parties dated 6 May 2020, the Respondents have admitted
the Complaint against them, and the parties have requested that the steps set out in
paragraphs 17 to 30 of the Disciplinary Committee Proceedings Rules (“DCPR”) be
dispensed with.

The Disciplinary Committee agreed with the parties” request to dispense with the steps
setout in Rules 17 to 30 of the DCPR in light of the admission made by the Respondents
and directed the parties to make written submissions on sanctions and costs.

The Respondents and the Complainant made submissions on sanctions and costs by
letters dated 25 July 2020 and 4 August 2020 respectively.

In considering the proper order to be made in this case, the Disciplinary Committee has
had regard to all the aforesaid matters, including the particulars in support of the
Complaint, the Respondents’ personal circumstances, and the conduct of the
Complainant and the Respondents throughout the proceedings.

CONSIDERATIONS

31.

In the light of the aforementioned facts, we consider that the breaches by the
Respondents of the relevant auditing standards would fall within the "serious" category
in considering the penalties to be imposed. For breaches that fall within the



“serious”category, the usual penalties are a reprimand and a pecuniary penalty within
the range of HK$50,000 and HK$100,000.

32.  We have taken into account the Respondents' early admissions of the Complaints,
which have resulted in savings in time and costs in not having to hold a full evidential
hearing.

33.  We have taken into account the Respondents’ pleas of mitigation.

34.  We have also taken into account that these proceedings are concurrent with a related
set of disciplinary proceedings (i.e. D-19-1500P), in which the 1% Respondents herein
is also the respondent in those proceedings.

35.  Having considered the abovementioned factors, the Disciplinary Committee is minded
to reprimand and impose the lowest pecuniary penalty in the range on the Respondents.

SANCTIONS AND COSTS

36.  The Disciplinary Committee ORDERS that:-

¢)) the Respondents be reprimanded under section 35(1)(b) of the PAO;

) the Respondents do pay jointly and severally a penalty of HK$50,000 under
section 35(1)(c) of PAO; and

?3) the Respondents do pay jointly and severally the costs and expenses of and
incidental to the proceedings of the Complainant, including the costs of the
Disciplinary Committee, in the sum of HK$72,892.50 under section 35(1)(iii)
of the PAO.



Dated: 31lst March 2021

Ms. Cheung Chiu
Cermain

Member

Disciplinary Panel A

Nam,

Miss Tam Wing See
Member
Disciplinary Panel A

Mr: Chin, Vincent
Chairman
Disciplinary Panel A

Mr. Lee Ka Leung, Daniel
Member
Disciplinary Panel B

Miss Tang Kwan Lai
Member
Disciplinary Panel B





