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Summary of Interim Inspection Report published by the FRC 
 

In December 2020, the Financial Reporting Council (“FRC”) published the Interim Inspection Report (“Report”) 

relating to findings from inspections performed in 2020, in the middle of the first inspection cycle. The findings 

cover matters arising from reviews of both individual listed entity audits and the firm’s audit quality control 

systems. It is the first inspection report since the establishment of new inspection function under the amended 

FRC Ordinance. The Annual Inspection Report is expected to be issued in March 2021.  

 

Audit quality is of prime importance and auditors play a pivotal role in providing investors and other stakeholders 

with confidence in the audit and in the audited financial statements. We have a relentless commitment to uphold 

it. The purpose of this publication is to set out the key areas of inspection findings from individual audit 

engagement reviews that necessitate our prompt response to safeguard and enhance the quality of audit. 

 

Among these findings, the exercise of professional scepticism was not sufficient in at least one area in 90% of 

the engagements inspected, including going concern and asset impairment assessments, and where there was 

a higher risk of management bias or fraud. Common deficiencies have also been identified in a number of other 

areas of audit work, including identifying and addressing the risk of management fraud, the use of an auditor’s 

expert and the assessment of a company’s application of accounting standards.  

 

Quantitative and qualitative analyses of key findings are summarised in the following table1. It is stressed that 

individual findings from inspection of engagements by the FRC do not necessarily indicate that the financial 

statements are materially misstated but rather that the quality of the audit has been affected by deficiencies in 

important aspects of the work. 

 

 

 

 

                                                        
1 For further details of inspection findings, please access the Interim Inspection Report in the following link: 

https://www.frc.org.hk/en-us/Documents/Publications/periodic-reports/Inspection-Interim-Report-ENG.pdf 
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Key areas of 
findings 

Percentage# Summary 

Lack of professional 
scepticism 

89% 

Examples of areas where engagement teams did not sufficiently 

demonstrate professional scepticism include: 

 Challenge key management’s assumptions in determining 

estimates e.g. forecast cash flows and discount rates used in 

going concern and impairment assessments 

 Consider the business rationale for complicated and unusual 

transactions and related fraud risk 

 Consideration of contradictory or disconfirming evidence in areas 

such as asset impairment and timing of revenue recognition 

 Challenge management’s determination of incremental 

borrowing rates under HKFRS 16 Leases 

Deficiencies in 
testing of journal 
entries 

56% 

 Indicators of fraud risk used to identify high-risk journals for 

testing were not tailored to the individual engagement, leading to 

audit procedures that could have failed to identify fraudulent 

accounting entries 

 Journal entries with amounts below an arbitrary threshold were 

not tested, even though the journal was identified by the auditor 

as having an indicator of fraud risk 

Deficiencies relating 
to key audit matters 
(KAM) 

39% 

 Omission or insufficient description of why the auditor considered 

a matter to be a KAM or how that KAM was addressed in the audit 

 Not performed all of the procedures that were described in the 

auditor’s report to address the KAM 

Deficiencies in 
evaluating the 
application of 
accounting 
standards: 

 

 

Revenue recognition 75% 

Not adequately assessed the appropriateness including: 

 Whether the entity was acting as principal or as agent in 

transactions 

 Identification of separate performance obligations 

 Timing of revenue recognition 

Expected credit loss 
impairment 

38% 

 A lack of challenge on the business rationale and commercial 

substance for lending transactions, including consideration of 

related party relationships 

 Insufficient challenge of management’s assessment of the credit 

quality of receivable balances 

 Insufficient or inappropriate audit procedures over the entity’s 
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identification of significant increase in credit risk and staging of 

loans and receivables 

 A lack of consideration of how an entity had determined its 

forecast of future economic conditions 

 A failure to obtain sufficient appropriate audit evidence over the 

recoverability of loans and advances and receivables 

Deficiencies in 
using the work of an 
auditor’s expert 

54% 

 A lack of an agreement on the scope of work and specific 

procedures to be performed by the auditor and the expert during 

the engagement 

 The expert’s opinion was not consistent with the purpose for 

which the expert was engaged 

 Instances where experts placed caveats on the extent to which 

the engagement team could rely upon their work, which were 

inappropriate, leading to the auditor having insufficient or 

inappropriate audit evidence on which to draw a conclusion 

Inadequate 
documentation 

78% 

Not adequately documented the matters considered in reaching 

conclusions, or the detailed procedures performed, over areas 

including: 

 Auditor’s consideration and identification of audit risk at the 

engagement planning stage 

 Source and reliability of underlying information 

 Sample selection criteria 

 Consideration of the appropriateness of an entity’s application of 

accounting standards 

 
# Number of engagements to which findings relate/number of relevant engagements inspected 
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Overall, the deficiencies may result in the auditors not having sufficient appropriate audit evidence to draw a 

conclusion on the financial statements. We need to be mindful of these deficiencies when planning and 

performing the audit engagements and take actions to ensure the deficiencies will not occur.  

 

The Report also identified potential areas of FRC inspection focus in 2021, including common findings identified 

from the inspections in 2020, the implementation of new professional standards and the auditor’s response to 

current economic conditions throughout the engagement.  

 

Specifically, aspects of work like application of professional scepticism in areas such as going concern, goodwill 

impairment, valuations of assets, expected credit losses, etc., as well as fraud consideration and journal entries 

testing, will continue to be an area of inspection focus. With the adoption of Hong Kong Standard of Auditing 

540 (Revised) Auditing Accounting Estimates and Related Disclosures for audits of annual financial statements 

ending on or after 31 December 2020, the implementation of this revised standard in audit engagements would 

also be another focus. Finally, where the audit engagements involve component auditors, we need to remain 

alert to the requirements under HKSA 600 Special Considerations – Audits of Group Financial Statements 

(including the Work of Component Auditors) including documenting, among others, significant audit risk and 

reporting requirements, as well as our evaluation of the sufficiency and appropriateness of the audit evidence 

obtained by the component auditor.  

 

The Covid-19 pandemic presents challenges that have a significant impact on the entities and consequently our 

audits. In this connection, the FRC also published a number of e-newsletters2 to deliver important messages 

and note-worthy issues to auditors to promote audit quality in 2020. It is important that we take note of those 

issues, learn from the inspection findings and address them in performing the audits. We all embrace audit 

quality and remain vigilant in these challenging economic times.

 

 

  

 

  

                                                        
2 For further details of insightful advice to audit profession, please read the newsletters in the following link: 
https://www.frc.org.hk/en-us/publications/e-news   

https://www.frc.org.hk/en-us/publications/e-news


 
 

©  2021 SHINEWING (HK) CPA Limited. All rights reserved. 

 

 

 

 

 

Contact Us 
 

 

 

 

 

 

 

 

 

 

 

HONG KONG  

Address : 43/F., Lee Garden One, 33 Hysan Avenue, Causeway Bay, Hong Kong 

Tel : (852) 3583 8000 

Fax : (852) 3583 8001 

Email : info@shinewing.hk 

Website : www.shinewing.hk 

 

 

 

 

 

 

 

 

 

 
ShineWing is an international network of independent accounting and consulting firms, each of which is a member of ShineWing International Limited, a Hong 
Kong company limited by guarantee. ShineWing International Limited is a central coordinating entity and does not provide any professional services to clients. 
For more information about our network, please visit www.shinewinginternational.com. 
 
This publication is intended to provide general information and guidance on the subject concerned. No one should act upon such information without consulting 
a qualified professional adviser. ShineWing takes no responsibility for any errors or omission in, or for the loss incurred by individuals and companies due to 

the use of the information of this publication. No claims, action or legal proceedings in connection with this publication brought by any individuals or companies 
having reference to the information of this publication will be entertained by ShineWing. 

http://www.shinewinginternational.com/

