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Introduction

1 1.

The-purpese-ofthis International Standard on Auditing (ISA) is-to-establish-standd
ahd-provideguidanee-ondeals with the auditor’s responsibility in the audit of finan|

rds
cial

statements with respect to the going concern assumption used in the preparation of

the financial statements—hcluding—considering—management’s—assessment—of;

the
the

entity’s—abHity-to-continde—as—a-going-concern._This ISA does not deal with

auditor’s consideration of financial statements prepared on a basis other than a gd

ing

concern basis, such as a liquidation basis.

The Going Concern Assumption

| of

hnenem—statemems—Under the gomg concern assumptlon an entlty IS erchnapiy

viewed as continuing in business for the foreseeable future. Financial stateme

nts,

and, in particular, all general purpose financial statements, are therefore prepared

N a

going concern basis, unless management either intends to liquidate the entity o

I to

cease operations, or has no realistic alternative but to do so. Aeeerdinrghy\When
use of the going concern assumption is appropriate, assets and liabilities are recor]
on the basis that the entity will be able to realize its assets and discharge its liabili
in the normal course of business. There may be some circumstances where spe

the
ded
ties
cial

purpose financial statements are prepared in accordance with a financial repor

ing

framework for which the going concern basis is not relevant (e.g., some finan

cial

statements prepared ona tax ba5|s in partlcular IUFISdICtIOHS)WI-t-h—Hel-t-heHhe—FH-‘EGH-

HOR
o=

Responsibilities of the Auditor and of Management

3.

Some financial reporting frameworks contain an explicit requirement' for ma-
nagement to make a specific assessment of the entity’s ability to continue as a going
concern, and standards regarding matters to be considered and disclosures to be made
in connection with going concern. For example, International Accounting Standard
(IAS) 1 {Revised-2003), “Presentation of Financial Statements” requires manageniuent

The detailed requirements regarding management’s responsibility to assess the entity’s ability to continue as a going

concern and related financial statement disclosures may be set out in the financial reporting framework, legislation

law or regulation.
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to make an assessment of an enterprise’s-entity’s ability to continue as a going
2
concern.

In other financial reporting frameworks, there may be no explicit requirement for
management to make a specific assessment of the entity’s ability to continue as a
going concern. Nevertheless, since the going concern assumption is a fundamental
principle in the preparation of the financial statements, as described in paragraph 2,
management has a responsibility to assess the entity’s ability to continue as a going
concern even if the financial reporting framework does not include an explicit

respensibitity-requirement to do so.

7.1
7.2

7.2b1

7.2b3

7.2b2

Management’s assessment of the entity’s ability to continue as a going concern
assumptien-involves making a judgment, at a particular point in time, about the future
outcome of events or conditions which are inherently uncertain. The following factors
are relevant to that judgement:

o IngeneraltermstThe degree of uncertainty associated with the outcome of an
event or condition increases significantly the further into the future a judgment is
being made about the outcome of an event or condition. For that reason, most
financial reporting frameworks that require an explicit management assessment
specify the period for which management is required to take into account all
available information.

e The size and complexity of the entity, the nature and condition of its business
and the degree to which it is affected by external factors all affect the judgment
regarding the outcome of events or conditions.

e Any judgment about the future is based on information available at the time at
which the judgment is made. Subsequent events canmay—eentradict be
inconsistent with a judgment which was reasonable at the time it was made.

International Accounting Standard (1AS) 1 {Revised-2003) as at 31 December 2005, “Presentation of Financial
Statements,” paragraphs 23 and 24 state: “When preparing financial statements, management shall make an
assessment of an entity’s ability to continue as a going concern. Financial statements shall be prepared on a going
concern basis unless management either intends to liquidate the entity or to cease trading, or has no realistic
alternative but to do so. When management is aware, in making its assessment, of material uncertainties related to
events or conditions that may cast significant doubt upon the entity’s ability to continue as a going concern, those
uncertainties shall be disclosed. When financial statements are not prepared on a going concern basis, that fact shall
be disclosed, together with the basis on which the financial statements are prepared and the reasons why the entity is
not regarded as a going concern.

In assessing whether the going concern assumption is appropriate, management takes into account all available
information about the future, which is at least, but is not limited to, twelve months from the balance sheet date. The
degree of consideration depends on the facts in each case. When an entity has a history of profitable operations and
ready access to financial resources, a conclusion that the going concern basis of accounting is appropriate may be
reached without detailed analysis. In other cases, management may need to consider a wide range of factors relating
to current and expected profitability, debt repayment schedules and potential sources of replacement financing
before it can satisfy itself that the going concern basis is appropriate.”

Agenda Item 9-B
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The auditor’s responsibility is to eensider—evaluate the appropriateness| of
management’s use of the going concern assumption in the preparation of the financial
statements; and eensiderconclude whether there are material uncertainties about|the
entity’s ability to continue as a going concern that need to be disclosed in the financial
statements. The auditor considers-evaluates the appropriateness of management’sluse
of the going concern assumption even if the financial reporting framework used in the
preparation of the financial statements does not include an explicit requirement for
management to make a specific assessment of the entity’s ability to continue as a
going concern.

10

The auditor cannot predict future events or conditions that may cause an entity to
cease to continue as a going concern. Accordingly, the absence of any reference to
going concern uncertainty in an auditor’s report cannot be viewed as a guarantee as to
the entity’s ability to continue as a going concern.

Effective Date

40

8.

This ISA is effective for audits of financial statements for periods beginning on or
after December 15, 2004-2008". |

Objectives

9.

The objectives of the auditor are to obtain sufficient appropriate audit evidence ahout
whether:

thereof, the auditor should consider the appropriateness of mManagement’sjuse
of the going concern assumption in the preparation_and presentation of|the
financial statements is appropriate in the circumstances, and

(b)  There are material uncertainties about the entity’s ability to continue as a gqing
concern, and if so, to determine whether they have been appropriately discldsed
in the financial statements.

Requirements

Planning-the- Auditand-Performing Risk Assessment Procedures

13/c0

11

ala it1 ala _i_en
When—When performlng rlsk assessment procedures—. tom obtalnmg an
understanding of the entity, the auditor sheuld-shall consider whether there are events
or conditions and-related-business-risks-whichthat may cast significant doubt on|the

entity’s ability to continue as a going concern.

1

This effective date is provisional, but it will not be earlier than December 15, 2008. |

Agenda Item 9-B
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14

151

When the—audrrteHs—performmg I’ISk assessment procedures_ to obtain_an

understanding of the entity,, —H—se,—the auditor shall reviewevaluate that
management’s preliminary assessment_of the entity’s ability to continue as a going
concern, if such assessment has been performed, to determine whether management
has identified events or conditions_that may cast significant doubt on the entity’s
ability to continue as a going concern;-such-as-those-discussed-in-paragraph-8; and
management’s plans to address them. If management has not yet made-performed a
preliminary assessment, the auditor shall discusses with management the basis for
theirits intended use of the going concern assumption. The auditor shall also;-and
inquires of management_as to whether events or conditions, that individually or
collectively may cast significant doubt about the going concern assumption sueh-as

those discussed in paragraph 85, exist.

121

12.

The auditor sheuld-shall remain alert throughout the audit for audit evidence of events
or conditions and-related-business-risks-which-that may cast significant doubt on the
entity’s ability to continue as a going concern—in—perferming—auditprocedures
threughout the-audit.

Evaluating Management’s Assessment

17

13.

-The auditor sheutd-shall evaluate management’s assessment of the entity’s ability to

continue as a going concern.

18

14.

The auditor’s evaluation sheuld-shall cover eensiderthe same period as that used by
management i—making-to make its assessment under the applicable financial
reporting framework. If management’s assessment of the entity’s ability to continue
as a going concern covers less than twelve months from the balance sheet date, the
auditor sheuld-shall ask-request management to extend its assessment period to
twelve months from the balance sheet date.

20

15.

In evaluating management’s assessment, the auditor considers-shall:

(@  Obtain an understanding of the process management followed to make its
assessment;

(b)  Evaluate the assumptions on which the assessment is based; and
(c) Evaluate management’s plans for future action; and

(d) Evaluate whether management has taken into account the relevant information
of which the auditor is aware as a result of the audit procedures.

Period Beyond Management’s Assessment

Agenda Item 9-B
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22

16.

The auditor sheuld-shall inquire of management as to its knowledge of events or
conditions and-related-business—risks-beyond the period of assessment used| by
management that may cast significant doubt on the entity’s ability to continue as a

going concern.

Further Audit Procedures when Events or Conditions are ldentified

26.1

26(b)

29.1

29(a)

29(b)

26(a)

27.6

27.5

26(c)

17. When events or conditions have been identified which may cast significant doubt on

the entity’s ability to continue as a going concern, the auditor sheuldshall:

() Gather—Obtain sufficient appropriate audit evidence to eenfirmor
dispeldetermine whether or not a material uncertainty exists through earnting

eutperforming additional audit procedures-eensidered-necessary, including

consideration of -censideringthe-effectofany-plans-efmanagement-and-of

mitigating factors:-. When analysis of a cash flow forecast is a signifig
factor in considering the future outcome of events or conditions the audi

considers-shall -the-fellowing:

«The-evaluate the reliability of the entity’s information system for generating s
information:, and

Whetherdetermine whether there is adequate support for the assumptions underly
the forecast.

(b) RewiewEvaluate management’s plans for future actions based on its gq
concern assessment, ; Fhe-auditorand -obtains sufficient appropriate a

ther
ant
itor

uch

ing

ing
idit

evidence that management’s plans are feasible and that the outcome of these

plans will improve the situation.

(c) Fhe—auditer—also—censidersDetermine whether any additional facts
information are-have become available since the date on which managemn
made its assessment.

{e)(d) Seek specific written representations from management regarding its plang
future action.

or
ent

for

Audit Conclusions and Reporting

30

31

18.

Based on the audit evidence obtained, the auditor sheuld-shall determine-concl

Lide

Hwhether, in the auditor’s judgment, a material uncertainty exists related to event

S or

conditions that alone or in aggregate, may cast significant doubt on the entity’s

ability to continue as a going concern. A material uncertainty exists when

the

magnitude of its potential impact is such that, in the auditor’s judgment,

elearappropriate disclosure of the nature and implications of the uncertaint
necessary for the fair presentation of the financial statements_in accordance wi

is
th a

fair presentation financial reporting framework, or in the case of a complia

nce

framework, for the financial statements not to be misleading.
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Use of Going Concern Assumption Appropriate but a Material Uncertainty Exists

19. H-When the use of the going concern assumption is appropriate in the circumstances
but a material uncertainty exists, the auditor eensiders-shall determine whether the

32 : .
financial statements:
(@ Adequately describe the principal events or conditions that may ghverise-to
the-cast significant doubt on the entity’s ability to continue n-eperationas a
going concern and management’s plans to deal with these events or conditions;
and
(b) State clearly that there is a material uncertainty related to events or conditions
which may cast significant doubt on the entity’s ability to continue as a going
concern and, therefore, that it may be unable to realize its assets and discharge
its liabilities in the normal course of business.
20.
33.1 '
with Ma#e%mqmph&u%ndependen%ﬁ%ﬂy%aenl)lfadequate dlsclosure IS
conforming made in the financial statements, the auditor shall express an unmodified opinion but
amendments shall include an Emphasis of Matter paragraph in the auditor’s report to:
from ISAs 705
and 706 (@) Highlight the existence of a material uncertainty relating to the event or
condition that may cast significant doubt on the entity’s ability to continue as
a going concern; and to
(b) Draw attention to the note in the financial statements that discloses the matters
set out in paragraph 19. (See ISA 706, “Emphasis of Matter Paragraphs and
Other Matter(s) Paragraphs in the Independent Auditor’s Report.”)
341 21. Ifadequate disclosure is not made in the financial statements, the auditor sheutd-shall
' express a qualified or adverse opinion, as appropriate (See ISA 700705,
“Modifications to the Opinion in the Independent Auditor’s Report”;~“Fhe-Auditor’s
342 ReportonFinancial Statements”3-paragraphs 45-46). The reportauditorshoutd -shall

include specific reference in the auditor’s report to the fact that there is a material
uncertainty that may cast significant doubt about the entity’s ability to continue as a
going concern.

ISA 700, “The Auditor’s Report on Financial Statements” will be withdrawn when ISA 700 (Revised), “The

Independent Auditor’s Report on a Complete Set of General Purpose Financial Statements” and ISA 701,
“Modifications to the Independent Auditor’s Report” become effective. ISA 700 (Revised) and ISA 701 are effective
for auditor’s reports dated on or after December 31, 2006.

Agenda Item 9-B
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Going Concern Assumption Inappropriate

351 22. If, in the auditor’s judgment, the entity will not be able to continue as a going
' concern, the auditor sheuld—shall express an adverse opinion if the finangial
statements have been prepared on a going concern basis-the-auditor-conclugies,
359 regardless of whej[her or not _appropriate disc_losure has bee_n ma_de;_th&t—the—geing
(2" part) concern—assumption—used —in—the—preparation—of—the —financial—statementy s
RS S T S DR e nne B B n el Cs e
Management Unwilling to Make or Extend Its Assessment
3\/7“& 23. If management is unwilling to make or extend its assessment when requested to do
conforming so by the auditor, the auditor sheuld-shall consider the-whether there is a neefl to
amendments modify the opinion in the auditor’s report as a result of the auditor’s inability to
from ISAs 705 obtain sufficient appropriate audit evidencelmitation-on-the scope-oftheauditpr’s
and 706 work.
37.3 (1 H-managementisunwillingto-de-se-it-1t is not the auditor’s responsibility to regtify
part) the lack of analysis by management.
In some circumstances, the lack of analysis by management may not preclude the
38.1 auditor from being satisfied about the entity’s ability to continue as a going
concern. {n-ethercireumstances-howevertWhen, however, the auditor mayret
beis unable to obtain sufficient appropriate audit evidence to enable the auditgr to
38.3 determine-able-to-confirm-ordispel, in the absence of management’s assessmgnt,
' whether or not events or conditions exist whichthat indicate-there-may-be-a-nay
cast significant doubt on the entity’s ability to continue as a going concern, or|the
existence of plans management has put in place to address them or other mitigating
factors—tn-these-cireumstances,- the auditor shall qualify the opinion or disclpim
the auditor’s opinion as appropriate medrmes—ﬂofeuaudﬁe#s—lnepen—as discussed in
384 ISA 705-+4SA-700“Fhe Auditor’s Report-on-Financial-Staterments.”* paragraphs
with 26-44.
conforming
amendments
from ISAs 705
and 706
Significant Delay in the Sigrature-or-Approval of Financial Statements
39 24. When there is significant delay in the sighature—or—approval of the finangial
statements by managementmanagement or those charged with governance after|the
balance sheet date, the auditor shall eensiders-inquire as to the reasons for the deflay.

When the delay could be related to events or conditions relating to the going concern
assessment, the auditor shall considers-the-reed-to-perform those additional afidit

4

See footnote 5.

Agenda Item 9-B
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procedures necessary, as described in paragraph 2617, as well as consider the effect
on the auditor’s conclusion regarding the existence of a material uncertainty, as
described in paragraph 3018.

Communication with those charged with governance

Conforming | 25.  When tFhe auditor has identified events or conditions sheuld-communicate-eventsor
fr‘:‘)ﬁe{‘sd'&“;gto conditionsthe-auditor-has-identified-that may cast significant doubt on the entity’s
' ability to continue as a going concern_-the auditor shall communicate with those
3% charged with governance about the matter. When—even{s—er—eeedrmens-ha#e—beere
and ! /
eeneem—the—aeelﬂer—d&seussesSuch commumcatlon W|th those charged W|th
39 governance shall include a discussion of the following:
@) Whether the events or conditions constitute a material uncertainty;
(b) Whether the use of the going concern assumption is appropriate in the
preparation of the financial statements; and
(c) The adequacy of related disclosures in the financial statements.
Application Guidance
Introduction
Considerations Specific to Smaller Entities
(1APS Al. The size of an entity affects its ability to withstand adverse conditions. Small entities
1005.94) can respond quickly to exploit opportunities, but may lack reserves to sustain
' operations.
(IAPS A2. Conditions of particular relevance to small entities include the risk that banks and
1005.95) other lenders may cease to support the entity, the possibility of the loss of a principal
' supplier, major customer or key employee, and the possible loss of the right to operate
under a license, franchise or other legal agreement.
Considerations Specific to Public Sector PerspectiveEntities
gg?tlécr A3. The appropriateness of the use of the going concern assumption in the preparation of
Perspective the financial statements is generally not in question when auditing either a central
pl government or those public sector entities having funding arrangements backed by a

central government. However, where such arrangements do not exist, or where central
government funding of the entity may be withdrawn and the existence of the entity
may be at risk, this ISA witlprovide—usefulguidaneebecomes applicable. As
governments eorperatize-and-privatize government entities, going concern issues wit
are become-becoming tnereasinghy-relevant to the public sector.

Agenda Item 9-B
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Planning-the- Auditand-Performing Risk Assessment Procedures

A4. The following are eExamples of events or conditions, which-may-ghverise-to-busifess

risks, that individually or collectively, may cast significant doubt about the gqging
concern assumption-are-set-eut-belew. This listing is not all-inclusive nor does|the
existence of one or more of the items always signify that a material uncertainty®

exists.
Financial

« Net liability or net current liability position.

o Fixed-term borrowings approaching maturity without realistic prospects of
renewal or repayment; or excessive reliance on short-term borrowings to
finance long-term assets.

« Indications of withdrawal of financial support by debtors and other creditors.

o Negative operating cash flows indicated by historical or prospective
financial statements.

o Adverse key financial ratios.

o Substantial operating losses or significant deterioration in the value of assets
used to generate cash flows.

o Arrears or discontinuance of dividends.

« Inability to pay creditors on due dates.

« Inability to comply with the-other terms of loan agreements.

o Change from credit to cash-on-delivery transactions with suppliers.

« Inability to obtain financing for essential new product development or other
essential investments.

Operating

o Loss of key management without replacement.

o Loss of a major market, franchise, license, or principal supplier.

o Labor difficulties ershortages-of-important-supphies.

 Shortages of important supplies.

Other

Non-compliance with capital or other statutory requirements.

The phrase “material uncertainty” is used in 1AS 1 {Rewised-2003}-in discussing the uncertainties related to events
or conditions which may cast significant doubt on the enterprise’s-entity’s ability to continue as a going concern that
should be disclosed in the financial statements. In other financial reporting frameworks, and elsewhere in the ISA’s,
the phrase “significant uncertainties” is used in similar circumstances.

Agenda Item 9-B
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e Pending legal or regulatory proceedings against the entity that may, if
successful, result in claims that are unlikely to be satisfied.

o Changes in legislation-law or regulation or government policy expected to
adversely affect the entity.

The significance of such events or conditions often can be mitigated by other factors.
For example, the effect of an entity being unable to make its normal debt repayments
may be counterbalanced by management’s plans to maintain adequate cash flows by
alternative means, such as by disposal of assets, rescheduling of loan repayments, or
obtaining additional capital. Similarly, the loss of a principal supplier may be
mitigated by the availability of a suitable alternative source of supply.

13/cl

A5,

Paragraph 10 requires the auditor to evaluate events and conditions relating to the
going concern assumption when performing risk assessment procedures. because-this
This allows for more timely discussions with management, review- including a
discussion of management’s plans and resolution of any identified going concern
iSsues.

15.2

AG6.

When management has not performed a preliminary assessment of the entity’s ability
to continue as a going concern tFhe auditor may request management to begin
making its assessment, particularly when the auditor has already identified events or
conditions relating to the going concern assumption.

New text to
reference to
ISA 315

12.2

16/c0

16/cl

A7.—1SA 315 (Redrafted), “Identifying and Assessing the Risks of Material Misstatement

through Understanding the Entity and its Environment” requires the auditor to revise
the auditor’s risk assessment and modify the further planned audit procedures
accordingly when additional audit evidence is obtained during the course of the audit
that affects the auditor’s assessment of risk.

If sueh-events or conditions which may cast significant doubt on the entity’s ability to
continue as a going concern are identified after the auditor’s risk assessments are
made;the-auditorsheuld, in addition to performing the procedures in paragraph 2617,

consider—whether—they—affect-the auditor’s assessment of the risks of material
misstatement mav need to be reV|sed Iheaudﬁe#eermde#s%h&eﬁeeeef—rdenﬂﬂed

the# The eX|stence of such events or conditions may also affect the nature, tlmlng and
extent of the auditor’s further procedures in response to the assessed risks. ISA 330
(Redrafted) “The Auditor’s Responses to Assessed Risks” establishes requirements
and provides guidance on this issue.

Evaluating Management’s Assessment

19.1

A8.

Management’s assessment of the entity’s ability to continue as a going concern is a
key part of the auditor’s consideration of the application of the going concern
assumption.

Agenda Item 9-B
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21.1

21.2

38.2

A9. As-neted-in-paragraph-6-w\When there is a history of profitable operations arld a

ready access to financial resources, management may make its assessment without
detailed analysis. In such circumstances, the auditor’s conclusion about the
appropriateness of this assessment is—-may also be made without the need |for
performing detailed procedures—Forexample, as the auditor’s other procedures may
be sufficient to assess the-appropriateness-of whether management’s use of the gqing
concern assumption in the preparation of the financial statements is appropriate infthe

circumstances.-because-the-entity-has-a-history-of profitable-operations-and-arepdy
access to financial resources.

19.2

Al10.Asneted-inparagraph-#-mMost financial reporting frameworks requiring an explicit
management assessment specify the period for which management is required to take
into account all available information.®

25

Al11.0ther than inquiry of management, tFhe auditor does not have a responsibility to
design audit procedures ether-than-nrguiry-ef-managementto test for indicationg of
events or conditions which may cast significant doubt on the entity’s ability to
continue as a going concern beyond the period assessed by management, which, as
discussed in paragraph 1834, would be at least twelve months from the balance sheet
date.

23.1

Al12.Nevertheless, the auditor is alert to the possibility that there may be known eveL]ts,
scheduled or otherwise, or conditions that will occur beyond the period of assessment
used by management that may bring into question the appropriateness of
management’s use of the going concern assumption in preparing the financial
statements.

Considerations Specific to Smaller Entities

New text
adapted
from IAPS
1005.96

A13.The management of smaller entities is less likely to have a detailed analysis of its
assessment of the entity’s ability to continue as a going concern. In some capes,
management may not have prepared a detailed assessment, but instead rely onfin-
depth knowledge of the business and anticipated future prospects. Neverthelesg, in
accordance with the requirements of this ISA the auditor needs to be satisfied as to
the entity’s ability to continue as a going concern. Discussion with, and inquiry of
management, in particular, of the financing of the entity in the medium and long-tgrm,
may be appropriate in a small entity environment, provided that managemeht’s
contentions can be corroborated by sufficient documentary evidence and are [not
inconsistent with the auditor’s understanding of the entity. Therefore, the requirement
in paragraph 14 for the auditor to request management to extend its assessment may,
for example, be satisfied by discussion, inquiry and inspection of supporting
documentation, e.g., orders received for future supply, evaluated as to their feasibility

6

For example, 1AS 1 (Revised 2003) defines this as a period that should be at least, but is not limited to, twelve
months from the balance sheet date.

Agenda Item 9-B
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or otherwise substantiated.

(IAPS
1005.97)

Al14 Where asmall entity is largely financed by a loan from the owner-manager, it may be
important that these funds are not withdrawn. For example, the continuance of a small
entity in financial difficulty may be dependent on the owner-manager subordinating a
loan to the entity in favor of banks or other creditors. In such circumstances the
auditor may obtain appropriate documentary evidence of the subordination of the
owner-manager’s loan. Where an entity is dependent on additional support from the
owner-manager, the auditor may evaluate the owner-manager’s ability to meet the
obligation under the support arrangement. In addition, the auditor may ask for a
specific _written representation confirming the owner-manager’s intention or

understanding.

Period Beyond Management’s Assessment

242

A15.Since the degree of uncertainty associated with the outcome of an event or condition
increases as the event or condition is further into the future, in considering such
events or conditions further in the future, the indications of going concern issues wiH
need to be significant before the auditor needs to considers taking further action. As
part of the auditor’s evaluation required by paragraph 16, tFhe auditor may need to
ask-request management te-determine- to evaluate the potential significance of the
event or condition on thekrits going-cenecern-assessment_of the entity’s ability to
continue as a going concern..

Further Audit Procedures when Events or Conditions are ldentified

27.3

A16.When the auditor beheves-considers that sueh-identified events or conditions may cast
significant doubt on the entity’s ability to continue as a going concern, certain audit
procedures may take on added significance.

27.4

Al7.Fhe—auditerEvaluating management’s plans for future actions, as required by
paragraph 17(b) may include nrguiresinquiries of management as to its plans for
future action, including, for example, its plans to liquidate assets, borrow money or
restructure debt, reduce or delay expenditures, or increase capital.

28

A18.Audit procedures that are relevant in this regard may include the following:

e Analyzing and discussing cash flow, profit and other relevant forecasts with
management.

e Analyzing and discussing the entity’s latest available interim financial
statements.

o Reviewing—Inspecting the terms of debentures and loan agreements and
determining whether any have been breached.

« Reading minutes of the meetings of shareholders, those charged with governance

Agenda Item 9-B
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and relevant committees for reference to financing difficulties.

« Inquiring of the entity’s lawyer regarding the existence of litigation and claims
and the reasonableness of management’s assessments of their outcome and the
estimate of their financial implications.

« Confirming the existence, legality and enforceability of arrangements to provide
or maintain financial support with related and third parties and assessing the
financial ability of such parties to provide additional funds.

o Considering-Evaluating the entity’s plans to deal with unfilled customer ordgrs.

« ReviewingPerforming audit procedures regarding subsequent events afterpetiod
end-to identify those that either mitigate or otherwise affect the entity’s ability to
continue as a going concern.

29.2

A19.In addition to the procedures required in paragraph 17(a) the auditor may considgr it

aggrogriate to compares:

o The prospective financial information for recent prior periods with historical
results; and

o The prospective financial information for the current period with results achieved
to date.

Use of Going Concern Assumption Appropriate but a Material Uncertainty Exists

33.2

A20.1aThe determination evaluating—the—adegquaey—of the adequacy of the finangial

statement disclosure,_as required by paragraph 19,—the—auditor— may invalve
determiningeensiders whether the information explicitly draws the reader’s attention
to the possibility that the entity may be unable to continue realizing its assets and
discharging its liabilities in the normal course of business.

33.3

A21.The following is an example-illustration of sueh-an Emphasis of Mattersa paragrpph

when the auditor is satisfied as to the adequacy of the note disclosure:

“Without qualifying our opinion, we draw attention to Note X in the financial
statements which indicates that the Company incurred a net loss of ZZZ during the
year ended December 31, 20X1 and, as of that date, the Company’s current liabilities
exceeded its total assets by ZZZYYY. These conditions, along with other matter as
set forth in Note X, indicate the existence of a material uncertainty which may cast
significant doubt about the Company’s ability to continue as a going concern.” |

33.4 with
conforming
amendments
from ISAs
705 and 706

A22. In extreme cases, such as situations involving multiple material uncertainties that are

significant to the financial statements, the auditor may consider it appropriate to
express a disclaimer of opinion instead of adding an eEmphasis of mMdtter
paragraph. 1ISA 705 establishes requirements and provides guidance on this issue.

34.3

A23.The following is an illustration example-of the relevant paragraphs when a qualified
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opinion is to be expressed:

“The Company’s financing arrangements expire and amounts outstanding are payable
on March 19, 20X1. The Company has been unable to re-negotiate or obtain
replacement financing. This situation indicates the existence of a material uncertainty
which may cast significant doubt on the Company’s ability to continue as a going
concern and therefore it may be unable to realize its assets and discharge its liabilities
in the normal course of business. The financial statements (and notes thereto) do not
disclose this fact.

In our opinion, except for the omission of the information included in the preceding
paragraph, the financial statements give a true and fair view of (present fairly, in all
material respects) the financial position of the Company at December 31, 20X0 and
of its financial performance and its cash flows for the year then ended in accordance
with ...”

34.4

A24.The following is an illustration example-of the relevant paragraphs when an adverse
opinion is to be expressed:

“The Company’s financing arrangements expired and the amount outstanding was
payable on December 31, 20X0. The Company has been unable to re-negotiate or
obtain replacement financing and is considering filing for bankruptcy. These events
indicate a material uncertainty which may cast significant doubt on the Company’s
ability to continue as a going concern and therefore it may be unable to realize its
assets and discharge its liabilities in the normal course of business. The financial
statements (and notes thereto) do not disclose this fact.

In our opinion, because of the omission of the information mentioned in the preceding
paragraph, the financial statements do not give a true and fair view of (or do not
present fairly, in all material respects) the financial position of the Company as at
December 31, 20X0, and of its financial performance and its cash flows for the year
then ended in accordance with... (and do not comply with...) ...”

Going concern Assumption Inappropriate

36
with
conforming
amendments
from ISAs
705 and 706

A25. WhenIf the entity’s management hasceneludedis required, or elects, thatthe-geing
coneern-assumptionused-in-theto preparation-prepare of-the-financial statements
when the use of the going concern assumption is not appropriate_in the circumstances,
the financial statements need-te-beare prepared on an alternative authoritative basis
(e.g., liquidation basis). The auditor may be able to perform an audit of the financial
statements provided that H-en-the-basis-of the-additionalauditprocedurescarried-out
and-the-infermation-ebtained-the auditor determines_that the alternative basis is
appropriatean acceptable financial reporting framework in the circumstances. T;-the
auditor ean-issuemay be able to express an whguatified unmodified opinion on those
financial statements provided-i there is adequate disclosure therein but may-reguire
the-auditormay treludesrequire an emphasisEmphasis of matter-Matter paragraph in
the auditor’s report to draw the user’s attention to that _alternative basis_and the
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reasons for its use.

Management Unwilling to Make or Extend Its Assessment

37.2

37.3 with
conforming
amendments

from ISAs
705 and 706

A26.In certain circumstances, such as those described in paragraphs 150, 183, 16, A7 and
24A16, the auditor may believe that it is necessary to askrequest management to
make or extend lts assessment If management |s unW|II|ng to do so, i-is-netithe

Hred

Fepenquallfled opinion or a dlsclalmer of opinion in the auditor’ s report may be

appropriate, because it may not be possible for the auditor to obtain sufficjent

appropriate evidence regarding the use of the going concern assumption in the
preparation of the financial statements.
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