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15.0 Introduction

After Completing the pl
befqre the audit report ¢
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= nt appropriate audit evidence has been obtained to support the audit

opinion. |

S) Aggregating the errors.

6) Review of subsequent events. :

7) Validity of the use of the going concern basis of accounting.

8) Opening balances and comparatives. ‘

9) Other information in documents containing audited financial statements.

10) Final analytical review procedures. ; gy

11) Communication with those charged with governance. :

12) Checking that all the necessary written management representations have obtained.
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¢ Ilch audit work a final review of financial statement is carried out
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an be drafted. The final review involves consideration of the following

15.1 Going Concern

The Going concern is one of the fundamental accounting concepts where is assumeq that the
entity will continue in operational existence into the fqrc?seeable future and that it has {1(;
intensions of either winding up or curtaili.ng matena}ly into scale of operation. Financia
statements are normally prepared on the basis of the going concern assumption.

ditor should obtain sufficient appropriate.audit evidencelregardmg
ent use of the going-concern as a ba§1s for preparation of the
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Inability to pay salaries and benefits on a monthly basis.

Arrears or discontinuance of dividends

2. Operational indicators '

Loss of a major customer.

Loss of key operating personnel without replacement.
Shortage of important supplies.

Denial of a major operating license. :
Fundamental changes in the market or technology leading to obsolescence.
Emergence of a highly successful competitor. '
. v Labour difficulties.
3.Other indicators

v Breach of capital market regulations or other statutory or regulatory requirements,
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i ir t of the entity’s going concern
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6) Analyze and discuss with (he entity’s management the latest interim financial

Statement,

7)  Read the terms of debentyreg and loan agreement to determine whether the entity has
breached the terms,

8) Rea}d the minutes o ['the shareholders and those charged with governance for reference
to financing difficulties,

9)  Consider whether any additional facts or information have become available since the
date on which Management made its assessment

10) Enqlln'e from the company’s lawyers regarding existence of litigations from lenders.

11)  Confirm the existence, legality and enforceability of arrangements to obtain financial
Sllpp?l‘t from related or third parties,

I.:Z) Obtain and review the letter of comfort or support.

13) Evall_mte the entity’s plans to deal with any unfulfilled customers’ orders.

14)  Obtain written management representations regarding going concern.

Examples of mitigating plans of action

| X

2.

b

A plan to obtain additional funding.
Audit procedures
1) Review the loan agreement
2) Review correspondences between the bank and the entity regarding the borrowings.
3) Review any evidence of previous relationships with the entity.
4) Circularize the lender to determine their willingness and ability to provide the loan.
5) Imspect the company’s articles of association to determine whether directors have the
powers to borrow.
6) Review minutes of the authorizing the borrowing
If Funding from a Grant
> Review the grant application
= Correspondences with the government regarding the grant :
=> Review the documents relating the anticipated grant to determine the terms
and conditions of the grant
Discuss with the management to determine the ability of the company to meet
the conditions of the grant and how the company will meet these conditions
Evaluate the managements plans about how the company will meet the terms
of the grant
Review events after the balance sheet to determine whether any part grant has
received and the progress made by the company to meet the conditions of the

grant.
A plan to dispose off some assets to resolve cash flow deficiencies.

Audit procedures ’

1) Verify the existence of the asset by physical inspection.

2) Verify the ownership of the asset by inspecting the documents of title,
3) Check to confirm that the asset is not charged or mortgaged.

4) assess the marketability or sale-ability of the asset.
Check that the realizable proceeds can resolve the cash flow deficiency:.

6) Check the sale of the asset will not materially affect the firm’s operation.
7) Check the accounting for Held for sale non- current assets procedures

v ¥y
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3. Arescue Packao
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ol problremmn, g 10 provide financial Support to a subsidiary having a going
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‘ gies such as Franchising
Audit procedures:

able from the holding company,

Pany to confirm ghejy willingness and ability to provide

egally binding and not just a mere expression of

1) Inspect the minutes of the board to confirm authorization.
2) Evaluate financial viability the franchise

3) Obtain advice as to the technical and commercial viability.
4) Communicate with the prospective Franchisee.

Other mitigating plans .
6) Sale of unprofitable business units.
7) Issue of additional shares N .
8) Persuading the shareholders to inject more capital
i I heme
9) Capital reconstruction scheme
1)0) Saﬁa and leaseback of assets inject cashflows
11) Debt factoring.

‘Support letters’
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5 Zz:l;ﬁ'el'%’ ’of f’w parent to support the company should also be confirmed, for
© Thep erio d) E.\‘ammmg the gl'Ol.lp’.s cash flow forecast.
R ey oj;uq‘)pm‘-r may be Iun‘:ted (g to.ox‘]e year from'the date of th(? letter
SO Cel‘ninni] amh of (!lsposul o[" the s'ubsuhm‘y). Sufﬁcwr}t other evidence
be Shtainn '€ appropriateness of the going concern assumption must therefore
. TT Qﬁtz}meg where a later repayment of material (lcb}s is foreseen.
- 1€ fact of support and the period to which it is restricted should be noted in the
financial statements of the subsidiary,
©  Evaluation of loan or overdraft

1e TR - '
S nt’s responsibility regardin g going concern

1,
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Intematlonal Accounting Standard (IAS) 1 requires management to make ap
assessment

ofan enti.ty’s ability to continue as a going concern. In line with this the management
Ofthe entity has responsibility of preparing financial statement on an appropriate basis
and to make appropriate disclosure going concern in the financial statements.
Nlan_agellléﬂt’s assessment of the entity’s ability to continue as a going concern involyes
making a Judgment, at a particular point in time, about inherently uncertain future

Outcomes of events or conditions.

The following Jactors are relevant to that judgment:

<

+
%

4+
=+

_The degree of uncertainty associated with the outcome of an event or condition
tacreases significantly the further into the future an event or condition or the outcome
occurs. The further into the future an event or condition or the outcome will occur.

The size and complexity of the entity,

The nature and condition of the business

The degree to which the entity is affected by external factors.

The information available at the time at which the Judgment is made.

Auditors responsibility regarding going concern

A

A

The auditor has a responsibility to obtain sufficient appropriate audit evidence about
the appropriateness of management’s use of the going concern basis of accounting.

To conclude on whether there is a material uncertainty about the entity’s ability to
continue as a going concern. :

In performing risk assessment procedures, the auditor should consider whether.there
are events or conditions that may cast significant doubt on the entity’s ability to

continue as a going concern. .
The auditor should establish whether management has already performed a preliminary

assessment of the entity’s ability to continue as a going concern. |
The auditor should discuss the assessmen.t .wrth management afnd.determme whether

ment has identified events or conditions that may cast significant doubt on the
H;?ﬁ;f:’: ability to continue as a going concern and, if there are, what the management’s
e

-+ yatino plans of action. . i .
Hungat;']tg pshall evaluate management’s assessment of the entity’s ability to continue
The auditor ‘

as a going concern.
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Impact of going-concer

. problems on the financial
ancial statements
1) Where there arc gong-

company will survive
going-

concern problems but the management is certain that the

et el , the management may prepare the financial statement on a
3n €rn basis .but make a disclosure in the notes to the accounts detailing:
ature of the going concern problem.

=> The management’s mitigating plan(s) of action to address the going concern
problem.

2)  Where there are going concern problems and there are significant doubts about the
continuity of the entity as a going concern the: management should prepare the
financial statement on a liquidation basis/break-up basis.

This means: ‘
o There is no classification of cuirent or non-current assets and liabilities. All are
classified current. S ’

Assets are valued at Net Realizable Value (NRV). ‘ s

o Liabilities are valued at the amount due and included in the liabilities are the

liquidation costs and redundancy payments.
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f going concern problems of the auditor’s report

cto _ — :
SR Where there are going concern problems and the financial statements give sufficient
1. e :

disclosure of the going concern problems, the auditor should issue an unqualified report
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