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b. the audit of the financial statements of PEFC, for the year ended May 31, 2015
{Doc 2);

c. the audit of the financial statements of PEFC, for the year ended May 31, 2016
(Doc 3);

d. the compilation of the financial statements for PEI, for the year ended May 31,
2015 (Doc 4);

e. the compilation of the financial statements for PEI, for the year ended May 31,
2016 (Doc 5); and

f. the audit of the opening balance sheet of SS Inc., as at December 14, 2016 (Doc
6).

Commissions or referral fees

7. While acting as the engagement partner for the audit of the financial statements of PEFC
for the years ended May 31, 2014 (Doc 1), 2015 (Doc 2) and 2016 (Doc 3) and the
opening balance sheet of SS Inc. as at December 14, 2016 (Doc 6), Lipchitz accepted
over $96,000 in commissions or referral fees {Doc 7 to 9) from PEFC, or a related entity,
contrary to Rule 216 of the Rules and the Code.

8. The PCC and Lipchitz agree with the facts and conclusions set out in this Agreement for
the purpose of this proceeding only, and further agree that this Agreement of facts and
conclusions is without prejudice to Lipchitz in any other proceedings of any kind,
including, but without limiting the generality of the foregoing, any civil or other
proceedings which may be brought by any other person, corporation, regulatory body,
or agency.

Background
9. Lipchitz obtained his Chartered Accountant designation in 1980 and has been member

of CPA Ontario since December 4, 1980.

10. Lipchitz began his accounting career with a small accounting firm that merged with Price
Waterhouse.

11.In or about 1990, Lipchitz opened his own firm offering audit and tax services to the
public.
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12.

13.

14.

15.

18.

17.

18.

19.

On May 18, 2006, PEFC was incorporated as “210**** Ontario Inc.” under the Business
Corporations Act of Ontario. Effective May 9, 2014, the company changed its name to
PEFC. PEFC was a registered mortgage brokerage that arranged and administered
second mortgages on single-family properties.

In or about 2012, Lipchitz began providing accounting services to PEFC.  Lipchitz
prepared Notice to Reader financial statements and corporate tax returns for PEFC's
fiscal years ended May 31, 2012 to May 31, 2014.

PEFC’s May 31, 2014 year end financials (Doc 5) were upgraded to an audit, as the
Financial Services Commission of Ontario (“FSCO") required a statutory audit of its trust
funds with an accompanying audit report.

Commencing on or about September 2014, PEFC's principals, MR, BB and ML
(Principals) began establishing various related, subsidiary corporations and investment
funds including, but not limited to, PEI SS Inc. and SSMF.

The Principals utilized PEI to hold title to the development properties and mortgage
loans. SSMF was a pooled investor fund, administered by PEFC, that was to be used to
lend money to borrowers on the security of second mortgages. SS Inc. was intended to
be licensed to operate as an Exempt Market Securities Dealer, as defined in the
Securities Act, R.5.0. 1990, ¢.5.5. PEFC’s income was generated from fees charged
for its mortgage and fund administration.

Lipchitz PC performed audits for the 2014 (Doc 1}, 2015 (Doc 2) and 2016 (Doc 3) PEFC
year ends, and of the 2016 opening balance sheet of SS Inc. (Doc 6) , compilations of
the 2015 and 2016 PEI year ends (Docs 4 and 5), as well as compilations and tax returns
for various other PEFC related entities.

Lipchitz resigned as PEFC’s auditor on October 31, 2016, “in recognition that my
investor services work for PEFC had the potential to become a non-insignificant threat
to my independence.” (Doc 10)

In May 2017, the Ontario Securities Commission (OSC) obtained a receivership order
over PEFC and its related companies, in part, to protect investors who were told their
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25. The investigation focused on Lipchitz's role as president of Lipchitz PC and Lipchitz's
audit of PEFC and its related entity SS Inc., and his compilation of the financial
statements of a second related entity, PEL.

26. On or about July 27, 2021, upon review of the Investigator's report, dated July 13, 2021,
the PCC directed allegations of professional misconduct, pertaining to Lipchitz's
professional conduct and his failure to perform professional work in accordance with
generally accepted standards with respect to the four audits and two compilation
engagements, detailed in para. 2 above.

Generally Accepted Auditing Standards in 2014 to 2016

27. The standards for auditing applicable to the audits are described by GAAS. During 2014-
2016, GAAS were published in the Assurance section of the CPA Canada Handbook.

28. GAAS requires auditors to obtain reasonable assurance that an entity’s audited financial
statements are free from material misstatement, whether due to fraud or error.
Reasonable assurance is a high, but not absolute, level of assurance that reduces to an
acceptably low level, the risk of incorrectly opining on misstated financial statements.
{Tab 1)

29.To obtain reasonable assurance, GAAS set out various standards to be met,
requirements to be fulfilled and steps to be taken. They include obtaining sufficient
appropriate audit evidence while exercising professional skepticism, as well as
completing EQCRSs as required by GAAS.

30. CAS 200 “Overall objectives of the independent auditor and the conduct of an audit in
accordance with Canadian Auditing Standards” describes the sufficiency and
appropriateness of audit evidence as being interrelated, as follows:

A28. Audit evidence is necessary to support the auditor's opinion and report. It is
cumulative in nature and is primarily obtained from audit procedures performed during
the course of the audit. it may, however, also include information obtained from other
sources such as previous audits (provided the auditor has determined whether
changes have occurred since the previous audit that may affect its relevance to the
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e Information that brings into question the reliability of documents and
responses to inquiries to be used as audit evidence.

* Conditions that may indicate possible fraud.

 Circumstances that suggest the need for audit procedures in addition to
those required by the CASs.

A19. Maintaining professional skepticism throughout the audit is necessary if the
auditor is, for example, to reduce the risks of:

* Overlooking unusual circumstances.

* Over generalizing when drawing conclusions from audit observations.

» Using inappropriate assumptions in determining the nature, timing and
extent of the audit procedures and evaluating the results thereof.

A20. Professional skepticism is necessary to the critical assessment of audit
evidence. This includes questioning contradictory audit evidence and the reliability
of documents and responses to inquiries and other information obtained from
management and those charged with governance. It also includes consideration of
the sufficiency and appropriateness of audit evidence obtained in the light of the
circumstances, for example, in the case where fraud risk factors exist and a single
document, of a nature that is susceptible to fraud, is the sole supporting evidence
for a material financial statement amount. (Tab 1)

38. An auditor is required to consider the reliability of information to be used as audit
evidence. In cases of doubt about the reliability of information or indications of possible
fraud, an audit is required to investigate further and determine what modifications or
additions to audit procedures are necessary to resolve the matter. (Tab 1)

39. On believing management's representations, CAS 200.A22 states:

A22. The auditor cannot be expected to disregard past experience of the honesty and
integrity of the entity's management and those charged with governance.
Nevertheless, a belief that management and those charged with governance are
honest and have integrity does not relieve the auditor of the need to maintain
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49,

50.

51.

52.

53.

Lipchitz acknowledges that he did not obtain sufficient appropriate audit evidence to
support (2015) Balance Sheet item “Long term debt” and (2016) Balance Sheet item
“Mortgages Payable-AC". Lipchitz states that these items were mischaracterized on
PEFC’s financial statements at the direction of the Principals. Based on his notes,
Lipchitz recognized the connection between the AC liability and the misuse of the
“Assets held in Trust”, but he failed to assess the transaction with sufficient degree of
depth.

With respect to the Balance Sheet item “Assets held in trust”, also referred to as Prepaid
Trust Funds, Lipchitz admits that he was aware the funds were used inappropriately.
Although he states that he raised the misuse with MR, he did not document that
knowledge or conversation in the file, neither was it reported in the management internal
control letter, nor reported to the British Columbia Financial Institutions Commission
(BCFIC) (Doc 19). His notes related to the “Assets held in trust” were not included in the

audit file.

Lipchitz admits that he relied on MR’s representations and assessment of the OSC's
oversight and other regulatory requirements, including FSCO and BCFIC, and neither
obtained sufficient evidence nor conducted a thorough validation of the governing laws
and regulations in the audit of financial statements.

Lipchitz acknowledges that given his expertise, the extent of the work he completed for
PEFC and his awareness of the use of Balance Sheet Item “Assets held in trust”
(Prepaid Trust Funds), he should have alerted the appropriate stakeholders with respect
to the financial structure, record keeping, oversight and operation of PEFC. However,
he failed to do so.

Lipchitz admits that, despite his knowledge of the foregoing circumstances, the
management letter did not reference the inappropriate use of the “Assets held in Trust”,
which was a significant internal control deficiency, and inappropriate management
override. (Doc 20 paragraphs 3.i. 58 to 63)
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54, Lipchitz did not demonstrate the required level of professional skepticism when auditing
the Calgary Propetties. He should have recognized, based on the information available
to him, the possibility that a material misstatement due to fraud or error could exist with
respect to the presentation of the Calgary Properties.

Particular b) While acting as the engagement partner for the compilations of the financial
statements of PEL for the years ended May 31, 2015 and 2016, he failed to exercise an

appropriate appropriate level of Qrofesswnal skepticism regardlng management’s presentations ent’s presentations of

value, ownership and financial statement presentation of the Balance Sheet items:
“Development Project (2015} 10,467,606 and (2016} 12,999,606 and, “Long term debt

(2014) 10,827,208, and (2015) 10,938,065".

55. “Compilation engagements” states that, on occasion, despite the very limited
involvement, an accountant may become aware that the information supplied is
obviously incorrect, incomplete or otherwise unsatisfactory with the result that the
financial statements would be false or misleading. In situations where the accountant
believes the financial statements to be false or misleading, he or she should request
additional or revised information to complete the statements. (Tab 2)

56. There was no evidence in Lipchitz’s file to support management’s assertion that PEl was
the beneficial owner of the Calgary Properties, identified as Balance Sheet item
“Development Project”.

57. The PEFC Balance Sheet item “Construction in progress” was recorded on PEl's
balance sheet as Balance Sheet item “Development Project’ and valued, in 2016, at
approximately $13 million (Doc 14), although Lipchitz's 2014 rudimentary calculations
concluded a value of $7 million. The calculations were not included in the working paper
file and were based on an appraisal that noted a hypothetical assumption that the
properties were 100% completed when they were not. {Doc 15) Lipchitz provided the
Investigators with meeting notes from the August 30, 2018, closing meeting (that were
also not a component of the working papers) that state: “The value of the properties (per
M about $7.5M)" (Doc 21)

58. When asked by the Investigators to explain asset value, specifically how his $7 million
value calculation reconciled to the asset amount of approximately $13 million on PEl's



14

ONTARIO

59.

60.

61.

62.

63.

balance sheet, Lipchitz responded: “I did a notice to reader on that company [PEI], so |
didn't really pursue that”. (Doc 36)

Lipchitz admits that over the course of the PEI compilations, at the direction of the
Principals, he recorded the Balance Sheet items “Development Project” and “Long term
debt” in the incorrect corporate entity and there were several associated errors and
misrepresentations which could cause the statements to be false or misleading. (Doc 4
and 5)

a. In fiscal 2015, the loans from LM of approximately $1.2 million were recorded on
both PEFC and PEI;

b. The "OT" liens on the Calgary Properties (i.e. debt related to investor funds) of
approximately $2 million were recorded on both PEFC and PEIl in both fiscals
2015 and 2016;

¢. The construction pool loans (i.e., Due to Investors) were recorded in both PEFC
and PElI in fiscal 2016; and

d. The amount recorded in PEI's 2015 fiscal year end was the balance at May 1,
2015 (not May 31, 2015, the year end date).

Lipchitz agrees that Balance Sheet item “Development Project”, which represented the
largest asset for which PEFC investors lent funds, was included in PEI's 2015 and 2016
financial statements, while investor funds, direct investments and third-party debt were
wrongly included in both PEI's and PEFC's financial statements. (Doc 18)

Although Lipchitz prepared Notice to Reader financial statements for PEI, the reduced
level of assurance, from that of an audit, did not remove the requirement to consider the
implication that the values of the properties were likely significantly overstated.

Lipchitz failed to consider whether the overstatement of the value of the properties would
result in the PEI financial statements to be false or misleading.

Lipchitz admits that he did not demonstrate the required level of professional skepticism
when validating the Calgary Properties. He should have recognized based on the
information available to him the possibility that a material misstatement due to fraud or
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error could exist with respect to the presentation of the Calgary Properties, but he did
not.

Allegation 2: Joel Lipchitz, in or about the period May 1, 2014 to December 20, 2016,
while acting as the engagement partner for the audits of financial statements of PEFC for
the years ended May 31, 2014, 2015 and 2016, failed to adequately evaluate and
safeguard against threats to auditor independence arising from his referral of investors
in PEFC for compensation, contrary to Rule 204.3 of the Rules and the Code.

Allegation 3: THAT the said Joel Lipchitz, in or about the period May 1, 2014 to December
20, 2016, while acting as the engagement partner for the audit the opening balance sheet
of SS Inc. as at December 14, 2016, failed to adequately evaluate and safeguard against
threats to auditor independence arising from his referral of investors in PEFC, a related
entity, for compensation, contrary to Rule 204.3 of the Rules and the Code

64. The Rules and Code required Lipchitz to be independent of PEFC and SS Inc. while
acting as engagement partner for the audits of their respective financial statements.

65. Guidance to Rule 204 of the Code provides:

a. ltis afundamental principle of the practice of Chartered Professional Accountancy
that a member who provides assurance services shall do so with unimpaired
professional judgment and objectivity and shall be seen to be doing so by a
reasonable observer. This principle is the foundation for public confidence in the
reports of assurance providers.

b. The confidence that professional judgment has been exercised depends on the
unbiased and objective state of mind of the reporting accountant, both in fact and
appearance. Independence is the condition of mind and circumstance that would
reasonably be expected to result in the application by a member of unbiased
judgment and objective consideration in arriving at opinions or decisions in
support of the member's report. A member or firm is not considered to be
independent if the member or firm does not comply with the provisions of Rules
204.1 10 204.4.

¢. “clearly insignificant” Throughout this Rule and Guidance, reference is made to
“significant” and “clearly insignificant”. In considering the significance of any
particular matter, qualitative as well as quantitative factors should be taken into
account. A matter should be considered clearly insignificant only if it is both trivial
and inconsegquential.

d. Self-Interest Threats

A self-interest threat occurs when a firm or a person on the engagement team
could benefit from a financial interest in, or other self-interest conflict with, an
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assurance client. Examples of circumstances that may create a self-interest threat
include, but are not limited to:

a direct financial interest or material indirect financial interest in an
assurance client;

a loan or guarantee to or from an assurance client or any of its directors
or officers;

dependence by a firm, office or member on total fees from an assurance
client;

undue concern about the possibility of losing the engagement;
evaluating performance or providing compensation for selling non-audit
services to an assurance client;

having a close business relationship with an assurance client; and

potential employment with an assurance client.

66. During the audits of the financial statements of PEFC for the years ending May 31, 2014

to May 31, 2016, Lipchitz was also working with PEFC, referring potential investors to

the Principals. In return for each party that Lipchitz referred who invested in a PEFC

entity, PEFC or a related entity, would pay Lipchitz or Lipchitz PC a referral fee. Over

the course of audits of PEFC and SS Inc., Lipchitz and Lipchitz PC received referral fees
from PEFC, or its related entities, totalling $96,314.

67. Lipchitz PC documented the independence threats present in the engagement as being

non-significant. Lipchitz admits that he failed, prior to his resignation as auditor in

October 2016, to recognize the impact of the referral fees on his independence and

admits that totality of the referral fees he received from PEFC, or its related entities,

were neither trivial nor inconsequential. (Doc 22)

68. With respect to the 2014, 2015 and 2016 PEFC Audits, given Lipchitz's collateral referral
agent business relationship with PEFC and the referral fees received, Lipchitz and

Lipchitz PC failed to demonstrate they undertook sufficient safeguards to ensure they

were independent in fact and appearance.
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5) Lipchitz and Lipchitz PC received referral fees from PEFC, or its related entities,
totalling $96,314.

76. Lipchitz admits that in preparing the compilations of the financial statements of PEI, he
failed to recognize the existence of a threat to his independence arising from the referral
fees he received from PEFC, or a related entity, and failed to mention his relationship
with the entity in his Notice to Reader communications. (Doc 4 and Doc 5)

Allegation 5: THAT the said Joel Lipchitz, in or about the period May 1, 2014 to
September 30, 2014, while acting as the engagement partner for the audit of the financial
statements of PEFC for the year ended May 31, 2014, failed to perform his professional
services in accordance with generally accepted standards of practice of the profession,
contrary to Rule 206.1 of the Rules, in that:

Particular a) He failed to obtain sufficient appropriate audit evidence to support the
Balance Sheet item “Construction in progress 2.451,186”

77. CAS 580.4 states that “Although written representations provide necessary audit
evidence, they do not provide sufficient appropriate audit evidence on their own about
any of the matters with which they deal. Furthermore, the fact that management has
provided reliable written representations does not affect the nature or extent of other
audit evidence that the auditor obtains about the fulfilment of management's
responsibilities, or about specific assertions.” (Tab 3)

78.Note 3 to PEFC's 2014 Financial Statements provides: “Construction in progress
includes development costs, long term debt interest, realty taxes, interest on general
borrowing, and administrative and general expenses incurred in connection with the
acquisition, development and construction of properties for sale.” (Doc 23)

79. Lipchitz relied on management’s representations with respect to the Calgary Propetrties
and did not corroborate these representations against sufficient and appropriate audit
evidence as required.






c p A

21

ONTARIO

85.

audit evidence that the auditor obtains about the fulfilment of management's
responsibilities, or about specific assertions.” (Tab 3)

Although Note 8 to PEFC’s Financial Statements (Doc 24) provides a listing of six related
parties that together owe PEFC the stated amount, Lipchitz relied on management’s
representations with respect to the amounts and did not corroborate management
representations against sufficient and appropriate audit evidence as required.

Particular b) He failed to adequately assess the risk of material misstatement due to
fraud or error associated with excluding the item “Development Project” from the
Balance Sheet;

86.

87.

88.

CAS 240.26 requires that “the auditor shall identify and assess the risks of material
misstatement due to fraud at the financial statement level, and at the assertion level for
classes of transactions, account balances and disclosures.” (Tab 5)

The Calgary Properties were listed in the 2014 Balance Sheet as a PEFC asset
“Construction in Progress”. In 2015, the Calgary Properties were included as PEI| asset
“Development Project” rather than “Construction in Progress” of PEFC (Doc 25 and Doc
26). There was no evidence in the file to support either the asset move from PEFC to
PEI or management’s assertion that PEl became the beneficial owner of the Calgary
Properties in 2015. Lipchitz did not obtain sufficient audit evidence to support that the
ownership moved from PEFC to PEI, instead his reporting was based solely on
unsubstantiated management representations.

Lipchitz admits that he did not demonstrate the required level of professional skepticism
when auditing the Calgary Properties. He should have recognized the possibility that a
material misstatement due to fraud or error could exist with respect to the presentation
of the Calgary Properties.

Particular c) He failed to obtain sufficient appropriate audit evidence to support the
completeness of the Balance Sheet item “Development Project”;
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89. CAS 580.4 states that “Although written representations provide necessary audit
evidence, they do not provide sufficient appropriate audit evidence on their own about
any of the matters with which they deal. Furthermore, the fact that management has
provided reliable written representations does not affect the nature or extent of other
audit evidence that the auditor obtains about the fulfiment of management's
responsibilities, or about specific assertions.” (Tab 3)

90. PEFC owned the Calgary Properties. Originally, the Calgary Properties were recorded
in the 2014 audit of the financial statements of PEFC as Balance Sheet item
“Construction in progress 2,451,186".

91. The 2015 audit of the financial statements of PEFC, recorded no value for “Construction
in progress” while recording a new Balance Sheet item “Due from Related Parties
2,185,250" without explanation.

92. Lipchitz recorded the Calgary Properties on PEl's 2015 Balance Sheet as “Development
Project 10,467,606". There was insufficient evidence in either file to support
management’s assertion that PEl was the beneficial owner of the Calgary Properties
instead of PEFC.

93. Lipchitz admits that he relied on management's representations of a transfer of
ownership of the Calgary Properties from PEFC to PEl with respect to his recording of
the 2015 PEFC Balance Sheet item “Construction in progress” and 2015 PEI Balance
Sheet item “Development Project” and did not corroborate those representations against
sufficient and appropriate audit evidence.

94. Lipchitz admits that his failure to obtain sufficient and appropriate audit evidence to
support the transfer of the Calgary Properties asset from PEFC to PEI required him to
report the Calgary Properties as an asset in the 2015 PEFC financial statements, his
failure to do so renders that PEFC 2015 Balance Sheet item incomplete.
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Particular d) He failed to employ adequate professional skepticism in evaluating

management’s representations and property appraisals for the Balance Sheet itemn

“Development Project”.

95.

96.

97.

8.

99.

CAS 240.13 requires that “the auditor shall maintain professional skepticism throughout
the audit, recognizing the possibility that a material misstatement due to fraud could
exist, notwithstanding the auditor's past experience of the honesty and integrity of the
entity's management and those charged with governance.” (Tab 4)

Furthermore, in CAS 240.A8, maintaining professional skepticism requires an ongoing
questioning of whether the information and audit evidence obtained suggests that a
material misstatement due to fraud may exist. It includes considering the reliability of the
information to be used as audit evidence and the controls over its preparation and
maintenance where relevant. Due to the characteristics of fraud, the auditor's
professional skepticism is particularly important when considering the risks of material
misstatement due to fraud. (Tab 5)

Originally, the Calgary Properties were recorded in the 2014 audit of the financial
statements of PEFC as Balance Sheet item “Construction in progress 2,451,186". In
2015 Lipchitz removed the Calgary Properties from PEFC'’s Balance Sheet and recorded
it on PEI's 2015 Balance Sheet as item “Development Project 10,467,606".

During the investigation Lipchitz was asked to review his file to determine what work
was done to assess the value of the Calgary Properties. In response, he provided a
calculation of value. The calculation was not in the working paper file, nor was the
completed appraisal. Lipchitz said he performed the calculation in October 2014.

Lipchitz admits that he did not have complete copies of the appraisals prior to 2019.
Lipchitz confirms that, at the time of calculation, the Calgary Properties were not 100%
complete which was the premise of the appraisal. Lipchitz states that MR showed him
projections which supported the reported value of the Calgary Properties, however,

Lipchitz does not have copies of those projections.
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Particular f) He failed to prepare sufficient audit documentation to enable an experienced
auditor to understand significant matters arising during the audit, the conclusions
reached, and significant professional judgements made in reaching audit conclusions.

105.CAS 230.8 requires the auditor to prepare audit documentation that is sufficient to
enable an experienced auditor, having no previous connection with the audit, to
understand the nature, timing and extent of the audit procedures performed; the results
of the audit procedures performed, and the audit evidence obtained; and for significant
matters that arose during the audit, the conclusions reached, and the significant
professional judgements made in reaching these conclusions. (Tab 4)

106. Lipchitz admits that the documentation of the Calgary Properties transactions in his
2015 audit working papers was insufficient to enable an experienced auditor to
understand these transactions, which Lipchitz himself was unable to explain.

Allegation 7: Joel Lipchitz, in or about the period May 1, 2016 to August 30, 2016, while
acting as the engagement partner for the audit of the financial statements of PEFC for the
year ended May 31, 2016, failed to perform his professional services in accordance with
generally accepted standards of practice of the profession, contrary to Rule 206.1 of the
Rules, in that:

Particular a) He failed to obtain sufficient appropriate audit evidence and adequately
document the audit testing to support the Balance Sheet item “Assets Held in Trust (Note

11) 997,815";

107.CAS 200.17 requires that “To obtain reasonable assurance, the auditor shall obtain
sufficient appropriate audit evidence to reduce audit risk to an acceptably low level and
thereby enable the auditor to draw reasonable conclusions on which to base the
auditor's opinion.” (Tab 1)

108. PEFC represented to its investors that Balance Sheet item “Assets held in Trust”, also
known as Prepaid Trust Funds, were monies that were isolated and reserved for
specific loan repayment purposes.
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Particular c) He failed to document evidence of communication with those charged with

overnance regarding potential non-compliance with laws and requlations and
consideration of the need to obtain legal advice;

114.CAS 250 outlines the obligations of the auditor when he becomes aware of a potential

instance of non-compliance with laws and regulations:

If the auditor becomes aware of information concerning an instance of
non-compliance or suspected non-compliance with laws and regulations,
the auditor shall obtain:

(a) An understanding of the nature of the act and the circumstances in
which it has occurred; and

(b) Further information to evaluate the possible effect on the financial
statements.

If the auditor suspects there may be non-compliance, the auditor shall
discuss the malter, unless prohibited by law or regulation, with the
appropriate level of management and, where appropriate, those charged
with governance. If management or, as appropriate, those charged with
governance, do not provide sufficient information that supports that the
entity is in compliance with laws and regulations and, in the auditor's
judgment, the effect of the suspected non-compliance may be material to
the financial statements, the auditor shall consider the need to obtain
legal advice. (CAS 250.19 and 20)

115.Contrary to the trust terms disclosed to investors regarding the “Assets Held in Trust”,

(Prepaid Trust Funds), PEFC did not isolate and reserve those funds to pay the first-

year interest and fees of loans, but rather PEFC, at the direction of the Principals, used

the Prepaid Trust Funds to pay PEFC’s operating expenses.

116. Lipchitz admits that he did not report PEFC’s use of the Prepaid Trust Funds and that
there was no documentation in his audit working paper file regarding the inappropriate

use of these funds.

117.Lipchitz asserts that he suggested to MR that he should obtain a legal opinion regarding

the use of the Prepaid Trust Funds, but he did not pursue the issue when MR refused
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130.Lipchitz admits that he failed to correctly identify the AC Loan in the 2016 financial
statements of PEFC and failed to obtain audit evidence to support the AC Loan's
purpose.

Particular f) He failed to communicate the circumstances surrounding the Balance Sheet
item “Mortgage Payable - Aleria Capital (Note 8) 1,750,000"” to those charged with

governance;

131.CAS 260.16 requires that the auditor communicate with those charged with governance
the auditor's views about significant qualitative aspects of the entity's accounting
practices, significant matters arising from the audit that were discussed, or subject to
correspondence with management; and other matters arising from the audit that, in the
auditor's professional judgment, are significant to the oversight of the financial reporting
process. (Tab 10)

132.Note 8 to PEFC's financial statements states that the AC Loan was “officially finalized
in June 2016", after PEFC's May 31 year end.

133. Lipchitz admits that the unsecured AC Loan to PEFC and the fact that it originated
from a Principal's (BB’s) company that, in turn, was funded, after PEFC’s May 31 year
end, by a corporate entity of a third party PEFC borrower (EM) contributed to his
incorrect characterization of the AC Loan on PEFC’s Balance Sheet and notes to the
financial statements as a “Mortgage Payable - Aleria Capital” (Doc 31), despite a lack
of security, rather than a loan payable in accordance with ASPE 3856.43. (Tab 9)

134.Lipchitz admits that the circumstances surrounding Balance Sheet item “Mortgage
Payable - Aleria Capital” were a significant matter arising in the audit that he did not
adequately communicate to those charged with governance and did not include as a
matter in the management letter. (Doc 30)

Particular g) He failed to obtain sufficient appropriate audit evidence to evaluate and

adequately document his understanding of the business rationale for and third-party use
of the Balance Sheet item “Mortgaqges Payable - Aleria Capital (Note 8) 1,750,000";
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140. The audit working paper file did not include any confirmations with the related parties,
nor did the file include copies of any agreements. The terms and conditions of any of
the “related party advances” were not adequately substantiated.

141.Insufficient audit evidence was gathered with respect to the Balance Sheet item “Due
to Related Parties”. Lipchitz admits that he principally relied on management's
representations to support the value and ownership of this liability.

Particular i} He failed to obtain sufficient appropriate audit evidence to support the
Balance Sheet item “Due From Related Parties (Note 12) 4,420,628;

142.CAS 580.4 states that “Although written representations provide necessary audit

evidence, they do not provide sufficient appropriate audit evidence on their own about
any of the matters with which they deal. Furthermore, the fact that management has
provided reliable written representations does not affect the nature or extent of other
audit evidence that the auditor obtains about the fulfilment of management's
responsibilities, or about specific assertions.” (Tab 3)

143.Note 12 indicates that PEFC was owed an additional 2,235,378, over 2015, from six
related corporations, two of which were new and two which purportedly no longer owed
PEFC funds.

144, The audit working paper file did not include any confirmations with the related parties,
nor did the file include copies of any agreements. The terms and conditions of any of
the “related party advances” were not substantiated.

145.There was insufficient evidence in the file to support management’s assertion that
either PEI or PEFC were the beneficial owner of the Calgary properties, which was the
underlying asset supporting the “Due From Related Parties” amount.

146.Lipchitz failed to corroborate MR's representations against other independent audit
evidence. Given the misuse of the “Assets Held in Trust”, of which Lipchitz was aware
and which he states he raised with MR , the reliability of MR's representations regarding
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159.In CAS 240.A8, maintaining professional skepticism requires an ongoing questioning
of whether the information and audit evidence obtained suggests that a material
misstatement due to fraud may exist. It includes considering the reliability of the
information o be used as audit evidence and the controls over its preparation and
maintenance where relevant. Due to the characteristics of fraud, the auditor's
professional skepticism is particularly important when considering the risks of material
misstatement due to fraud. (Tab 5)

160. Although there was insufficient evidence in the file to support management's assertion
that PEl or PEFC were the beneficial owner of the Calgary properties, based on
management's assertions of ownership, Lipchitz recorded the 2016 value of the
Balance Sheet item “Development Project” on PEl's financial statements as
12,999,606.

161.0ther than a calculation that Lipchitz prepared in 2014 (Doc 12 and Doc 13), which was
based on the appraisal that relied on a hypothetical assumption that the Calgary
properties were 100% complete, which they were not, there was no evidence that
Lipchitz audited the value.

162.Lipchitz failed to corroborate MR’s representations against other independent audit
evidence. Given Lipchitz's knowledge of PEFC’s misuse of the Prepaid Trust Funds,
the reliability of the representations from MR were questionable and warranted further
corroboration of his assertions.

163. Lipchitz admits that he did not employ adequate professional skepticism and relied fully
on MR's assertions in excluding the “Development Project’ from the 2016 PEFC

financial statements.

Particular m) He failed to prepare sufficient audit documentation to enable an
experienced auditor to understand significant matters arising during the audit, the

conclusions reached, and significant professional judgements made, in reaching audit

conclusions.
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168.In addition to not recording the Calgary Properties and debt in the correct entity, there
were several associated errors and misrepresentations which could cause the
statements to be false or misleading (Doc 18):

a. Infiscal 2015, the loans from LM of approximately $1.2 million were recorded on
both PEFC and PElI;

b. The OT liens on the Calgary Properties (i.e. debt related to investor funds) of
approximately $2 million were recorded on both PEFC and PEl in fiscals 2015;
and

c. The construction pool loans (i.e. Due to Investors) were recorded in both PEFC
and PEl in 2015.The amount recorded in PEI's 2015 fiscal year end was the
balance at May 1, 2015 (not May 31, 2015, the year-end date).

169. Lipchitz admits that the foregoing entries for PEI were incorrect and that the amounts
should have been recorded in PEFC only, along with the assets reflecting the Calgary
properties. Nonetheless, he issued the financial statements.

Allegation 9: Joel Lipchitz, in or about the period May 1, 2016 to December 20, 2016,

while engaged to compile the financial statements for PE!, for the year ended May 31,
2016, failed to perform his professional services in accordance with generally accepted
standards of practice of the profession, contrary to Rule 206.1 of the Code, in that he
failed to recognize that the Balance Sheet items “Development Project 12,999,606” and
“Long Term Debt - 10,827,208" could cause the financial statements to be false or

misleading and failed to request additional or revised information to complete the
financial statements, yet he issued the financial statements.

170.The CPA Canada Assurance Handbook Related Services, Section 9200. 20 requires
that “when the public accountant is aware that there are matters which the public
accountant believes would cause the financial statements to be false or misleading, he
or she should request additional or revised information in order to complete the
statements. If management does not provide the information requested or does not
agree with the statements, the public accountant should not release the statements and
should withdraw from the engagement.” (Tab 2)
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171.Lipchitz's working paper file for the PEFC 2016 year end sets out his limited
understanding of the nature of the relationship between PEFC, PEI and the Calgary
Properties (Doc 33):

PEl-per [M] -has agreement to develop the Calgary properties it is the
beneficial owner. The Mortgages to investors were left in place and will be
discharged on the sale of the properties. The properties are substantially
complete and will be listed for sale. JL

172.Originally, the Calgary Properties were recorded in PEFC, in 2014. In 2015 and 20186,
the Calgary Properties, which represented the largest asset for which PEFC investors
lent funds, was included in the wrong company's financial statements. As at May 31,
2016, Lipchitz recorded PEIl, rather than PEFC, with Balance Sheet items
“Development Project 12,999,606” and related “Long Term Debt - 10,827,208".

173.Lipchitz recorded the 2016 value of the Calgary Properties on PEI's balance sheet at
approximately $13 million, although his rudimentary calculations concluded a value of
$7 million. The calculations were not included in the audit working paper file and were
based on a “hypothetical assumption” that the property was 100% completed, when it
was not.

174.Lipchitz made an adjusting entry to PEFC during the course of the 2016 PEFC audit
that transferred third party debt of approximately $3.1 million from PEFC to PEI, at the
instruction of MR, even though PEFC was the mortgagor. The result to PEFC was that,
after the adjustment, it held a receivable from PEIl.

175.During the investigation Lipchitz was asked to review his file to determine what work
was done to assess the value of the Calgary Properties. In response, he provided a
calculation of value. The calculation was not in the working paper file and it did not
include a complete appraisal. Lipchitz said he performed the calculation in October
2014 but there is no supporting documentation in the file detailing these calculations,
and, no documented discussion related to the appraisal being based on a hypothetical
assumption.






40

ONTARIO

b. Conclusions on compliance with independence requirements that apply to the
audit engagement, and any relevant discussions with the firm that support these
conclusions.

c. Conclusions reached regarding the acceptance and continuance of client
relationships and audit engagements.

d. The nature and scope of, and conclusions resulting from, consultations
undertaken during the course of the audit engagement.” (Tab 11)

182.CAS 230.8 requires the auditor to prepare audit documentation that is sufficient to
enable an experienced auditor, having no previous connection with the audit, to
understand the nature, timing and extent of the audit procedures performed,; the results
of the audit procedures performed, and the audit evidence obtained; and for significant
matters that arose during the audit, the conclusions reached, and the significant
professional judgements made in reaching these conclusions. (Tab 4)

183.Lipchitz verbally resigned as PEFC's auditor on October 31, 2018, citing significant
threats to his independence (See para.18 above). Notwithstanding that resignation
Lipchitz audited the opening balance sheet of SS Inc., an entity related to PEFC, as at
December 14, 2016. (Doc 6)

184.1n the course of the investigation, Lipchitz initially did not recall the SS Inc. audit of its
opening balance sheet He subsequently stated that SS Inc. was incorporated to be an
“exempt market dealer” in response to OSC'’s concern that PEFC required an exempt
market dealer entity to sell units in the mortgage fund. An opening balance sheet was
needed for the OSC registration process. Lipchitz performed the audit on the opening
balance sheet and issued an auditor’s report for this purpose on December 20, 2016.
(Doc 34)

185.Regarding the timing of the issuance of this report, specifically that it postdated his
resignation as auditor, Lipchitz stated: “l made it clear to [MR] that | was not his auditor
for [PEFC] or any of his other companies except for this favour. | would not be the
auditor for SSI either”. (Doc 35)

































