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GOING CONCERN – AUDITORS RESPONSIBILITIES 

Conclude on management’s 
assessment of going concern 

assumption

Whether a material uncertainty exists



GOING CONCERN – ACCOUNTING PERSPECTIVE

An entity is a going concern unless management either intends 
to liquidate the entity or to cease trading, or has no realistic 
alternative but to do so. 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 date when the financial 
statements are authorised for issue

FRS 102 (para 3.8) (similar in IFRS)



MATERIAL UNCERTAINTIES

An uncertainty related to events or conditions 

that, individually or collectively, may cast 

significant doubt on the entity's ability to continue 

as a going concern, where the magnitude of its 

potential impact and likelihood of occurrence is 

such that appropriate disclosure of the nature 

and implications of the uncertainty is necessary 

for: 

(i) in the case of a fair presentation financial 

reporting framework, the fair presentation of the 

financial statements; or

(ii) in the case of a compliance framework, the 

financial statements not to be misleading. 

When management is aware, in making 

its assessment, of material uncertainties 

related to events or conditions that cast 

significant doubt upon the entity’s ability 

to continue as a going concern, the entity 

shall disclose those uncertainties.

FRS 102 (para 3.9) (similar in IFRS) ISA 570 (para 9-2 (b)) 



AUDIT PROCESS

Planning
Audit 

testing
Conclusions 

drawn
Audit 

opinion 



PLANNING – KEY POINTS

Engagement 
team meeting

Understanding 
the entity and 

its 
environment

Risk 
assessment 
(ISA 315R)

• Discuss possible risks to going concern

• Use knowledge of industry, competitors

• Consider current market conditions

• Future strategies,

• Financing arrangements

• New regulations

• Sustainability and climate related matters

• The business model

•  Financial performance and budgeting process



PLANNING

Risks:

What are some 
of the possible 
gross risks with 

the going 
concern 

assumption?

Inquiries:

What are 
management’s 

plans to mitigate 
these risks

Audit testing:

What evidence 
would you seek 
to corroborate/ 

contradict 
management’s 

actions

Other

Operating

Financial



What are some of 

the possible risks for 

the going concern 

assessment of Hotel 

Chocolat?



HOTEL CHOCOLAT – AUDIT REPORT EXTRACTS



OBTAIN MANAGEMENT’S ASSESSMENT

Management’s assessment of going 
concern must be for a period of at least 12 
months from the date on which the 
financial statements are authorised

• Consider period of cash flow forecasts, 
(if prepared)

• Consider size of entity

• Consider complexity of business and 
industry



POSSIBLE AUDIT PROCEDURES IN RESPONSE TO RISK

• Obtain and evaluate cash flow forecasts (who prepared them, is there regular 
forecasting prepared, have they been approved?)

• Robustly challenge assumptions, evaluate underlying data, test sensitivity 
analysis, perform stress testing

• Review and evaluate any banking arrangements and compliance with 
covenants

• Perform a subsequent events review, signed sales contracts, agreed banking 
arrangements etc 

• Discuss with management

• Review and evaluate reliance on external support

• Review future funding negotiations

Planning



HOTEL CHOCOLAT EXTRACTS



OTHER CONSIDERATIONS

Impact of 

sustainability and 

climate related 

matters

Consistent use of 

assumptions in 

other audit areas 

(e.g. impairments)

Evaluate mgt’s 

plans to mitigate 

risk (sale of asset, 

costs savings, 

borrow money) 

Impact of increase 

in supplies, fuel etc

Approval of new 

banking facilities

Group entities and 

‘letters of support’

Cash flow 

forecasts

Other 

evidence



POSSIBLE INQUIRIES OF THE CLIENT

• Can the entity remain solvent in these market conditions?

• How is the business affected by climate related matters? 
How does this impact consumers, production?

• Any signed sales contracts around y/e to support future 
activity and/or future cash inflows

• Any new banking arrangements; have any been 
renegotiated? Will they breach any covenants, overdraft 
limits? Alternative sources of finance?

• Any borrowings repayable in short term?

• Any reliance on external support? E.g. parent?



ISA REQUIREMENTS

ISA (UK) 570R para A8-2

‘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.’



Why

LETTERS OF SUPPORT

When Impact

• To provide some comfort to 

auditors in relation to the 

director’s assessment of 

going concern or assurance 

on the financial obligations 

to a lender

• Commonly provided by 

parent entities of a 

subsidiary 

• Generally, not legally 

binding as must contain 

certain contractual 

arrangements, eg offer and 

acceptance

• Obtain before signing of 

financial statements 

and audit report

• Preferably ass close to 

signing date as 

possible, taking into 

account the most recent 

developments

• Perform relevant testing 

before reliance on letter 

of support, eg audit cash 

flow forecast

• Evaluate parent/group 

entity’s ability to provide 

the support outlined in 

letter

• Consider disclosure in 

the parent and subsidiary 

financial statements

• Consider impact on audit 

opinion



EXAMPLES OF ADVERSE IMPACTS ON BUSINESS

• Negative financial trends, e.g. operating losses, 
adverse financial ratios, negative cash position, 
reduced operations.

• Loan defaults, breaches of covenants or expected 
breaches in the future

• Inability to pay dividends

• Strikes, loss of key customer/s, reliant on small 
number of customers/projects, supply chain issues

• Uninsured event, e.g. flood, volcano eruption, 
earthquake

New start up, entering 

new market, R&D

Reinvesting 

Contingency planning

Possible upsides

Renegotiating terms 



STAND BACK EVALUATION

Based on audit procedures performed and the 
audit evidence obtained, the auditor shall 
evaluate whether sufficient appropriate audit 
evidence has been obtained regarding, and 
shall conclude on; whether in the auditor’s 
judgement, a material uncertainty…exists, and 
the appropriateness of management’s use of 
the going concern basis...’

(ISA 570 para 17.1- 18.1)



AUDIT REPORT - GOING CONCERN CONCLUSIONS

Assumption is 
appropriate 

Unmodified 
opinion

Include a 
‘Conclusions 

Relating to Going 
Concern’ section in 

audit report

Assumption is 
appropriate but a 

material uncertainty 
exists and is 

adequately disclosed

Unmodified 
opinion 

Include a separate 
‘Material Uncertainty 

Related to Going 
Concern’ section in 

audit report

Assumption is 
appropriate but a 

material uncertainty 
exists but is NOT 

adequately disclosed

Modified opinion

(Consider if 
pervasive)

Amend basis of 
opinion paragraph 

accordingly

Assumption is 
inappropriate

Adverse opinion

Disclosure 
required in 
financial 

statements



AUDIT REPORTS

• Explain how the auditor evaluated management's 
going concern assessment and any key 
observations arising with respect to that evaluation

• Disclosure of how applied UK corporate 
governance code

PIEs, other 
listed 

entities etc.



AUDIT REPORT WORDING

N
o

th
in

g
 t

o
 r

e
p
o

rt Conclusions related to Going Concern

In auditing the financial statements, we have concluded that 
the director's use of the going concern basis of accounting 
in the preparation of the financial statements is appropriate.  

Based on the work we have performed, we have not 
identified any material uncertainties relating to events or 
conditions that, individually or collectively, may cast 
significant doubt on the [entity]'s ability to continue as a 
going concern for a period of at least twelve months from 
when the financial statements are authorised for issue.

Our responsibilities and the responsibilities of the directors 
with respect to going concern are described in the relevant 
sections of this report. 



HOTEL CHOCOLAT AUDIT REPORT EXTRACTS



What went 

wrong? 

And did the 

auditors do 

enough?



WILKO EXTRACTS

Auditor’s report



AUDITS OF SMALLER ENTITIES

Risk assessment

Tailor the audit 
procedures



What could be possible going concern 
risk indicators for smaller entities?



GOING CONCERN INDICATORS FOR SMALLER ENTITIES

Going 
concern: 

internal factors

Cash flow 
problems

Overuse of 
an overdraft 

facility

Major 
losses

Significant 
debt 

repayments 
falling due

Staffing 
shortages

Delayed 
payments to 

suppliers

Going 
concern: 
external 
factors

Decline on 
high street 
and loss of 
customers

Decline in 
demand for 

product

Increased 
costs due to 

inflation

Changes in 
regulation

Increased 
competition

Changes in 
banking 
arrange-
ments



POSSIBLE AUDIT PROCEDURES FOR SMALLER ENTITIES

• Obtain and evaluate cash flow forecasts, if available

• Consider future contracts/orders and resources 
available to fulfil such contracts/orders

• Evaluate profitability

• Review any banking arrangements, overdraft facilities

• Consider medium and long-term funding

• Discuss any support from owner/manager



COMMON AUDIT ISSUES

Insufficient assessment at planning stage

Lack of evidence of challenge of managements assumptions on file

Forecasts only for 12 months from year end date

No going concern assessment prepared by client and no documentation to 
support conclusions drawn on material uncertainty

No corroboration of banking arrangements

Audit procedures not updated when sign off delayed 



PUBLICATIONS

FRC thematic 
reviews

ICAEW reports

IAASB projects



FRC THEMATIC REVIEW

• Key points:
• Disclose period forecast and consider if 

relevant

• Explain if there is reliance on facilities,  
government support, group etc

• Disclose any covenants the company is 
subject to, and whether any breaches and 
if waived or not?

• Is there any headroom in cash flow 
forecasts

• Any significant judgement used in 
concluding on no material uncertainty



ICAEW AUDIT MONITORING REPORT

• Going concern identified as an area 
for improvement
• Insufficient work to evaluate and 

challenge management uncertainties of 
forecasts and assumptions used



LATEST IAASB PROJECTS

• Promote consistent practice and behaviour and facilitate effective 
responses to identified ROMM related to going concern;

• Strengthen the auditor’s evaluation of management’s assessment of 
going concern, including reinforcing the importance, throughout the 
audit, of the appropriate exercise of professional scepticism; and

• Enhance transparency with respect to the auditor’s responsibilities 
and work related to going concern where appropriate, including 
strengthening communications and reporting requirements.

Going 
concern



WRAP UP

• A better understanding of the 

auditor’s responsibilities in 

relation to going concern and 

the practical challenges

• The possible audit opinions in 

the audit report

• Common issues and regulator 

feedback
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