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YowRet . VL/mc/PL-9
Direct Line 3 LS5B/41/06-07
2 Aupust 2007
Ms. Kitty Cheng By Fax and By Post
Assistant Legal Adviser (Fax: 2877 5029)
Legislative Council Secretariat, Legal Service Division
Legislative Council Building
& Jackson Road
Central, Hong Kong
Dear Ms. Cheng,
Solicitors {Professional Indemnity) (Amendment) Rules 2007
I refer to your letter of 1 August 2007 to Mr. Patrick Moss, Secretary General.
I am directed by Mr. Patrick Moss to advise you it is not the practice of the Law
Society to provide the Chinese version of his reply dated 1 August 2007 as requested
in your letter.
Yours sincerely,
Vivien Lee
Assistant Director
Professional Indemmity Scheme
ce: Mr. Patnck Moss, Secretary General
108034
President Vice-Presideuts Council Members Secretary General
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Our Ref
el VL/mc/P1-9
Direct Line L5/B/41/06-07
1 August 2007
Ms. Kitty Cheng By Fax and By Post
Assistant Legal Adviser (Fax: 2877 5029)
Legislative Council Secretariat, Legal Service Division
Legislative Council Building
8 Jackson Road
Central, Hong Kong
Dear Ms. Cheng,
Solicitors (Professional Indemnity) (Amendment) Rules 2007 ("the Amendment
Rules")
[ refer to your letter of 30 July 2007.
I set out below the background information to the Amendment Rules:
1. Prior to the Amendment Rules, rule 8(1)(a) of the Solicitors (Professional
Indemnity) Rules ("the Rules") provided the principals of a law firm must
produce an accountant’s certificate containing particulars of the gross fee
income of the firm to Hong Kong Solicitors Indemnity Fund Lid. ("the
Company"). The amount is required by the Scheme Manager, ESSAR Insurance
Services Ltd. ("ESSAR") to calculate the contribution payable for professional
indemnity insurance.
2. A standard form of accountant’s certificate was issued by ESSAR for the
purpose of rule 8(1)(a) of the Rules. A copy of the accountant’s certificate is
enclosed as Annexure A.
1. The Hong Kong Institute of Certified Public Accountants (“HEICPA™) objected
to the format of the accountant’s certificate.
President Viee-Presidents Council Members Secretary General
Lester G. Huang ~ Wong Kwai Huen  Peter CL. Lo Cecilia LW. Wong  Siephen W.S. Hung  Amirsli B. Masic  Patrick R. Moss
Junius Y. Ho Michael 1. Lintemn-Smith  Alex T.H. Lai Dieter LT. ¥ih Melissa K. Pang
Ip Shing Hing Kenneth 5.Y, Ng Ambrose S K. Lam  Thoma: 5.T. So Deputy Secretary General
Billy W.Y. Ma ™ Andrew Jeffries Joseph C.W. Li James E. Jamison  Raymond C.K. Ho

Sylvia W.Y. Siu

a0, TAR



The Law Society of Hong Kong

As part of their International Convergence Programme of Auditing and
Assurance Standards with International Standards, the HKICPA has issued a
range of standards on different reporting engagements typically undertaken by
professional accountants in the public sector in Hong Kong in recent years.
These standards set out key principles, required procedures and the appropriate
form a report should take. According to the HKICPA, the format of the
accountant’s certificate is not in line with the standards imposed by them.

In a meeting on 15 September 2006, the HKICPA explained to the Law Society
(“the Society”) how the accountant’s certificate deviated from their accounting
standards.

The words “certify” and “certificate” in the accountant’s certificate denote
absolute certainty. The HKICPA explained the accountant was not in a position
to provide absolute certainty on the gross fee income of a law firm as a
staternent of fact. In order for an accountant to certify the gross fee income, the
accountant would have to check every single entry in the ledger of the law firm
to ensure all items of revenue which should be included in the accounts had been
accurately and completely recorded. The HKICPA advised this exercise was not
generally conducted during an audit. During an audit, the auditors will look. at
the cash books and bills delivered and extract samples of transactions to chieck if
there are amy errors. If a client i.e. the law firm has good internal controls over
its ledger, the anditors may investigate fewer samples. If the internal controls are
less proficient, the auditors may look at more samples. If there are no material
errors in the samples, the auditors will opine the financial statements of the law
firm show a true and fair view of the state of affairs of the firm. Therefore all
that the auditors can give is a “reasonable assurance”, which is far short of what
they say a certificate requires.

The HKICPA advised in accordance with their accounting standards, all that the
accountant could provide to the Society was a description of the mandatory tasks
which the accountant had followed to provide the highest standard of assurance
that the amount of gross fee income was comrect and a statement on any
limitations in existence.

4.  As a result of the HKICPA's objections, many law firmns and their accountants

- refused to-sign the certificate. Without the information on the gross fee income,

law firms are unable to renew their professional indemnity insurance. Under

rule 6 of the Rules, unless a law firm is exempted, the solicitors in the firm
cannot practise without insurance.



The Law Society of Hong Kong

The purpose of the Amendment Rules is to replace “accountant’s certificate™
with “a report in such form as the Company may specify with the approval of
the Council” in the Rules.

The HKICPA met with the Society again on 14 June 2007 and it was agreed the
gross fee income report, attached as Annexure 2, would replace the certificate
in Annexure 1.

The Society is satisfied that in the circumstances the gross fee income report
will enable a fair calculation to be made of the firm’s contribution to the annual
professional indemnity premium.

Yours sincerely,

?E,\/Pm

P.E. Moss
Secretary General

Encls.
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COMFIDENTIAL

NNERLRE |

To: ESSAR Insurance Services Lid.
215! Floor, Aon China Building
28 Queen's Road Central

Hong Kong

Interchange: DX-009337 Central 1

HONG KONG SOLICITORS INDEMNITY FUND LIMITED

SOLICITORS (PROFESSIONAL INDEMNITY)} RULES

ACCOUNTANT'S CERTIFICATE

NAME OF SOLICITOR FIRM:

|. the undersigried, hereby certify that the gross fee income of the practice of the above-captioned firm for the accounting

year ended

Dated the

NOTES:(1)

{(2)

was HKS

day of 20

SIGMATURE
MNAME OF C.PA.
EEIBSEEIRITIELT s ortios o st e e e S e e S e G An o e

ADDRESS

TEEEEERRENEE i b s e ;

This certificate shall be completed and signed by a Certified Public Accountant.

*Gross fee incomea” means:

(a)

()

all professional fees, remuneration, commission and charges of any kind whatsoever which are rendered or
received in connection with the practice of a solicitor, and

all income derived by any service, administrative or trustee company or trust in so far as its activities are
carried oul solely in connection with the practice of a solicitor but excluding

{iy any company which accepts monies for investment other than as a trustee; and

(i} any income derived by any company within paragraph (b) for services rendered to the practice or to

any other company within paragraph (b) where and to the exlent that such income is included in the
gross fee income of the practice or of such other company as aforesaid



AN~ ERURE 2

Gross Fee Income Report

To: The principals
[Name of Law Firm]

In accordance with our engagement letter daled [dats], we have performed the
procedures agreed with you which are set out below with respect to the gross fee
income of [Mame of Law Firm] (*the Practice™) for Ihe year ended [date].

Our engagement was conducted in accordance with Hong Kong S‘tandar? on Related
Services 4400 "Engagements to Perform Agreed-upon PFrocedures Regarding
Financial Information” issued by the Hong Kong Institute of Cerified Public Accountants
("HKICPA™). The procedires do not censtitute an assurance engagement performed in
accordance with Hong Kong Standards on Auditing, Hong Kong Standards on Review
Engagements or Hong Kong Standards on Assurance Engagements issued by the
HKICPA (collectively referred to as "Hong Kong assurance standards™), and, as such,

no assurance is expressed.

The procedures were performed solely o assist you in satisfying the requirement of
Rule 8 of the Solicitors (Professional Indemnity) Rules and are summarised as follows:

1 We obtained a scheduls of gross fee income of the Practice for the year ended
[date] which amounted to HK$[X] prepared by the principals and for which the
principals are solely responsible.

2 We obtained the Practice's ["audited financial statemenis)/[~underlying books and
records from which the gross fee income set out above is extracted] for the year
ended [date] and such other documents as appropriata (including profits tax rstum
whara applicabila).



3 We compared the amount of gross fee income of HKE[X] as stated above to the
corresponding amount stated in the [“audited financial statements][*underlying
books and records from which the gross fee income set out above is extracted] for

the year ended [dale] and found the amounts to agree ;

Had we performed additional procedurss or had we performed an assurance
engagement in respact of the amount of gross fee income for the year ended [date] in
accordance with Hong Kong assurance standards, other matters might have come to
our attention that would have been reported to you.

Qur reporl is solely for the purpose sel forth in the third paragraph of this report and is
for your information only, and is nol to ba used for any other purpose or to be distributed
lo any other parties, except that we agree that a copy of this report may be provided to
the Manager of the Professional Indemnity Scheme. We expressly disclaim any liability

~ or duty to any. other party for the conlent in this report. This report relates only to the

items specified above and does not extend fo the financial statements of the Practica,
taken as a whaole.

[Name of firm]
[* Certified Public Accountants (Practising)/Ceriified Public Accountants]
Hong Kong i

[Date]

* Deleta as appropriate

d In the event that practitioners encounter any exceptlons, detalle of the excapthons should ba Hlstad In 1ha repon,
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