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Introduction

• Definition of Going concern?

• Whose responsibility is it to assess going concern? Management or

Auditor?

• The going concern review requires significant judgement to be

applied and the impact of external factors, such as significant

global events, can make the assessment of management’s going

concern review challenging. Additionally, recent corporate

failures have brought the auditor’s review of going concern back

into focus.

• This presentation discusses the auditor’s responsibilities, as well

as the indicators which could highlight whether an entity is/not a

going concern and the reporting aspects relating to going

concern.



The auditor's objectives in relation to 
going concern

ISA 570 (revised) going concern, contains well-established guidance

on going concern, including the following objectives for the auditor:

• To obtain sufficient appropriate audit evidence regarding, and

conclude on, the appropriateness of management's use of the

going concern basis of accounting in the preparation of the

financial statements

• To conclude, based on the audit evidence obtained, whether a

material uncertainty exists related to events or conditions that

may cast significant doubt on the entity's ability to continue as a

going concern, and

• To determine the implications for the auditor's report in

accordance with ISA 570.



Identifying and assessing going 
concern of an entity

• All audits should involve an assessment of their appropriateness of the

management’s use of going concern basis of accounting, and its

obvious to say that the auditor may well have to perform additional

procedures when there are heightened risks relating to going concern,

caused by difficult economic and market condition or specific industry

considerations affecting the company.

• Going concern should be considered at all stages of audit, not just in

terms of specific procedures, and the auditor is required to remain alert

to events or conditions which may cast significant doubts on the

company’s ability to continue as a going concern. This requires the

auditor to exercise high level of professional judgement.



Identifying and assessing going concern of an 
entity

1. Assessing risk at the planning stage of the 
audit, and when re-assessing risk as the audit 

progresses

2. designing and performing audit 
procedures to respond to the 

assessed risks

3. evaluating and concluding on the 
results of au

4. evaluating and concluding on the 
results of audit

Identifying and assessing going concern of an entity



Cont...

Paragraph A3 of ISA 570 provides good examples of financial,

operational and other indicators which may individually or

collectively cast significant doubt on the entity’s ability to carry

on as a going concern

This is where the auditor’s judgement is critical as it is not

conclusive that one or more of these items always signifies

that a material uncertainty exists.



Assessing risk at the planning stage of 
the audit

• Auditors are required by ISA 315, Identifying and Assessing

the Risks of Material Misstatement through Understanding

the Entity and Its Environment, to gain an understanding of

the audit client's business and the economic environment in

which it operates. This understanding should then lead to

the identification of business risks, which are then evaluated

in terms of any risks of material misstatement in the financial

statements.



Cont.…
• Business risks include risks that could reduce the company's profit 

and/or cash inflows, and could ultimately mean that either a company is 

not a going concern, or that there are significant doubts over its ability 

to continue as a going concern. Identification of this heightened risk at 

this initial stage in the audit cycle means that additional audit 

procedures can be planned as a response to the specific risks identified.



Examples of business risks

All of this means that the auditor must gain a detailed understanding of 

the environment in which a company is operating, and more 

specifically, an understanding of the particular market conditions 

affecting its operations. Risks can arise from many factors, including: 

• reduced demand for goods and services,

• customers' inability to pay for goods and services already 

provided,  

• an inability to raise necessary finance and the need and 

renewal of specific operating licenses. 

Such factors must be assessed for their specific impact on a 

company's operations. It is important to remember that difficult 

economic or market conditions do not automatically mean that a 

material uncertainty exists about a company's ability to continue as a 

going concern but these must be considered by the auditor in order to 

gain a full understanding.



Cont......

For a company facing going concern difficulties, the fundamental financial statement

risk is whether the financial statements have been prepared on the correct basis of

accounting, or whether any significant uncertainties have been disclosed in the

financial statements. However, there are more specific financial statement risks

including:

• potential overstatement of non-current assets if impairments caused by reduced

market value or value in use have not been recognized

• potential overstatement of inventory if net realizable value has fallen due to

reduced demand

• potential overstatement of receivables if irrecoverable debts are not provided

for

i. incorrect measurement and recognition of gains or losses on financial

instruments due to inactive markets

ii. incorrect measurement and disclosure of assets held for sale or

discontinued operations

iii. incorrect measurement or disclosure of provisions or contingent

liabilities caused by restructuring of operations



Designing, performing and evaluating 
audit procedures

More generally, audit procedures are necessary in order to evaluate how the

key management personnel have satisfied themselves that it is appropriate to

adopt the going concern basis in preparing the financial statements.

Procedures should include:

• analyzing and discussing cash flow, profit and other relevant forecasts with

management

• reviewing the terms of loan agreements and determining whether they have

been breached

• reading minutes of board meetings and relevant committees for any

discussion of financing difficulties

• reviewing events after the year end to identify factors relevant to the going

concern assumption as a basis for the preparation of the financial

statements.



Cont.…

In evaluating going concern, the auditor will consider whether necessary 

borrowing facilities are in place and in doing so will attempt to obtain 

confirmations from the company's bankers. However, the bankers may be 

reluctant to confirm whether the borrowing facilities will be available, in 

which case the auditor should consider the significance of this to the 

entity's ability to continue as a going concern, and also consider, through 

discussion with management, whether there are other strategies or sources 

of finance available.





Audit tests on going concern

These audit test includes reviewing of:

a. Financing/cash flow challenges which include

• Insufficient equity and working capital

• Inability to obtain or refinance borrowing.

• Indications of withdrawal of financial support by creditors or owners

• Negative operating cash flows indicate by historical or prospective F/S

• Inability to pay creditors on due dates

b. Adverse market conditions, trends or events which include:

• Management intention to liquidate the entity or to cease operations.

• Work stoppages or other labor disputes.

• Loss of key management or employees without replacement.

• Loss of a major market, key customers, franchise, license or principal

supplies.

• Emergence of a highly successful competitor.

• Substantial operating losses or significant deterioration in the value of assets

used to generate cash flows.

• Lack of sufficient insurance for a catastrophe.



Cont...

c. Regulatory or legal challenges including:

• Pending legal or regulatory proceedings against the entity

• Changes in law or regulation or government policies expected to

adversely affect the entity.

• Non compliance with capital or other statutory requirements.

Other tests may include:

I. Inquires to management whether it has identified any events or conditions

that create substantial doubt about the entity's ability to continue as a going

concern.

II. Check for significant delay in the approval of financial statements.



Is there adequate 
disclosure of any 

material uncertainty 
regarding going 

concern?

Have the financial 
statements been 

prepared using the 
appropriate basis of 

accounting?

Audit opinion

Forming an audit opinion 
(Reporting)



Reporting on level of disclosure adequacy

ISA 570 contains detailed guidance in this area, which is briefly summarized below:

• Where the disclosure of material uncertainty is considered adequate, the auditor

will express an unmodified opinion and will also include a separate section in the

auditor’s report entitled ‘Material Uncertainty Related to Going Concern’. This

section will draw attention to the note in the financial statements which discloses

the uncertainties. This section will also state that these events or conditions as

disclosed constitute a material uncertainty but the auditor’s opinion is not modified

in respect of the matter.

• Where the disclosure of material uncertainty is not considered adequate, the

auditor should express either a qualified or adverse opinion in accordance with ISA

705 (Revised) Modifications to the Opinion in the Independent Auditor’s Report. In

the Basis for Qualified/Adverse Opinion section of the auditor’s report, the auditor

should state that a material uncertainty exists which may cast significant doubt on

the entity’s ability to continue as a going concern and that the financial statements

do not adequately disclose this matter.



Conclusion
• Auditors must be extra vigilant in relation to the audit of going concern matters, and 

should also remember the possible ethical implications of being involved in non-

audit services relevant to going concern. Going concern is an area which should be 

front and Centre of every audit and evidence must be challenged with the 

appropriate level of professional skepticism



PART 2:
EMERGING ISSUES ON  ETHICS, 
AUDIT RISKS AND REPORTING

Uphold public interest
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1. INTRODUCTION ON ETHIC ,AUDIT RISK 
AND REPORTING

ETHICS

Standards that address ethical requirements

1. ISA 200 (Ref: Para. 14) Ethical Requirements Relating to an Audit of Financial Statements -The auditor is

subject to relevant ethical requirements, including those pertaining to independence, relating to financial

statement audit engagements

2. Part A of the IESBA Code establishes the fundamental principles of professional ethics relevant to the

auditor when conducting an audit of financial statements and provides a conceptual framework for applying

those principles.

3. ISQC 1 sets out the responsibilities of the firm for establishing policies and procedures designed to provide

it with reasonable assurance that the firm and its personnel comply with relevant ethical requirements,

including those pertaining to independence.

4. ISA 220 recognizes that the engagement team is entitled to rely on a firm’s system of quality control in

meeting its responsibilities with respect to quality control procedures applicable to the individual audit

engagement,



Cont...

CODES OF 
ETHICS

PROFESSINAL 
BEHAVIOURS

FUNDAMENTAL 
PRINCIPLES

THREATS

1. Self-Interest
2. Self review
3. Advocacy
4. Familiarity 
5. Intimidation

1. Objectivity 
2. Professional 

behaviors
3. Professional 

competence and 
due care

4. Integrity
5. Confidentiality

THREATS

1. Self-Interest
2. Self review
3. Advocacy
4. Familiarity 
5. Intimidation

1. Objectivity 
2. Professional 

behaviors
3. Professional 

competence and 
due care

4. Integrity
5. Confidentiality



Audit  risks
Audit risk is the risk that the company’s financial statements are not presenting its actual 

financial position or the management has an intention to cover the facts although the audit 

opinion has stated that those financial statements do not contain any material misstatement.

ISA 200  - requires auditors to obtain audit evidence to ensure the audit risk related to an audit 

assignment is minimized.

Audit risks

Detection 
risks

Control 
risks

Inherent 
risks



Sources of risks

Detection risks Control risks Inherent risks

1. Wrong sample size used
2. Audit did not understand the

complexity and the business conducted 
by the company

3. The auditors did not engage and 
communicate well with the company’s 
management.

4. The auditors did not plan the audit well 
and have chosen inappropriate audit 
procedures etc

1. The management failed to make sure
that there is proper segregation of
duties between the staff who has their
responsibility in financial reporting

2. The management was unable to
inculcate efficient and proper internal
controls in financial reporting

3. The management did not implement
the culture of appropriate filing and
documentation. etc

1. The auditors are unable to identify the 
risk as the transactions require a high 
level of judgement

2. There is a high possibility for a company 
that has misreported some of the data 
to repeat the mistakes again

3. The industry that the company is in will 
experience technological developments 
frequently, and this makes the company 
face the risks of technology 
obsolescence

4. The business transactions of the 
company are complicated, and they 
involve derivative instruments



EMERGING ISSUES ON  ETHICS, 
AUDIT RISKS AND REPORTING

Uphold public interest



2. The launch of anti- money Laundering 
guide for accountants in Kenya in 2020

The Proceeds of Crime and Anti-Money Laundering Act (POCAMLA), 2009

and its regulation (the proceeds of crime and anti-money laundering

Regulations, 2013) makes it mandatory for reporting institutions to report any

transaction related to money laundering to the Financial Reporting Centre.

The mandatory reporting prescribed in POCAMLA is designed to assist in the

detection and prevention of money laundering activities, as well as to facilitate

the investigation and prosecution of money laundering offences.

The guideline was issued to grants the Financial Reporting Centre (FRC)

authority to delegate powers to a supervisory body to issue instructions,

directions, and guidelines or rules regarding the application of the Act to

reporting institutions regulated or supervised by the supervisory body.



3. SARBANES OXLEY ACT

SARBANES OXLEY 

Auditor 
Independence 

Corporate 
Responsibility 

Studies and 
Reports 

Corporate and 
Criminal Fraud 
Accountability 

White Collar 
Crime Penalty 
Enhancements 

Analyst 
Conflicts of 

Interest 

The Sarbanes Oxley legislation  established a new paradigm for corporate accountability. Responsibilities of 

the audit committee and CEO and CFO have been clearly established at higher levels than in the past. It 

has also created a new standard for the design implementation and operation of an Internal Control 

structure. Major areas covered by the act is illustrated below: 



4. IFRS 9 & IFRS 16

IFRS 9 IFRS 16

• The amendment clarifies which fees an 
entity includes when it applies the ‘10 per 
cent’ test in paragraph B3.3.6 of IFRS 9 in 
assessing whether to derecognise a 
financial liability. 

• An entity includes only fees paid or 
received between the entity (the 
borrower) and the lender, including fees 
paid or received by either the entity or 
the lender on the other’s behalf

IFRS 16 specifies how an IFRS reporter will 
recognize, measure, present and disclose 
leases.
• The standard provides a single lessee 

accounting model, requiring lessees to 
recognize assets and liabilities for all 
leases unless the lease term is 12 months 
or less or the underlying asset has a low 
value. 

• Lessors continue to classify leases as 
operating or finance, with IFRS 16’s 
approach to lessor accounting 
substantially unchanged from its 
predecessor, IAS 17.



5. Whistleblower activity.

Issue:

• The number of matters a Company investigates has increased, partially as 

a result of increased whistleblower and other “hotline” activity.

Auditors’ role.

• Ensuring protection of an entity’s whistleblowers.

Implication

• Understanding of the role and responsibilities of the auditor and how they 

are impacted by the company’s process in relation to whistleblowing.



6. Economic developments

Economic 
developmen

ts

Implications.
Disclosures by the 
auditors e.g., on risk 
factors, subsequent 
events, etc.

Auditors’ role.
The auditor may 
need to consider 
the impact on its 
risk assessment.

Issue:
Recent developments in 
economy such as increased 
fuel prices, increase in 
inflation prices/interest rates 
etc.



7.Use of Technology
Use of technology 

• Audit firms and preparers are making significant investments in technology, 

specifically, regarding the use of data

• These investments have the potential to enhance quality, provide additional insights 

and enhance the experience of staff.

• The audit firms may need to consider changes to its audit methodology and policies 

around how it handles client data.

Implication

a,. How do firm’s use technology to:

• Enhance the audit process 

• Sustain and enhance the quality of audits

• Leverage the investments made by companies 

b. Ensure that auditing standards evolve as necessary to support expanded use of 

data auditing methods.

c.  Auditor’s consideration of a client’s use of technology.



8. Auditor’s role - non-GAAP measures.

Background: •
As part of the Sarbanes-
Oxley Act, the SEC adopted 
new disclosure regulations 
addressing non-GAAP public 
company disclosure: notably, 
Regulation G and 
amendments to Regulations 
S-K and S-B (“the 
regulations”)

implications:
• Elevate the level of independent audit 

assurance regarding compliance with 
the regulations and other related non-
GAAP measurement rules under the 
SEC’s “Conditions for Use of Non-GAAP 
Financial Measures” 

• Enhance comparability, consistency, 
compliance, and accountability within 
financial reporting 

• Provide greater investor confidence.
• Increase the relevance of work 

performed by the auditor.

Issue.
The reporting, use 
of, and reliance on 
non-GAAP measures 
have increased.
NB. However, the 
auditor’s 
responsibilities have 
not changed

Auditor’s role - non-GAAP measures



1.Impact of FASB materiality proposal

Background:

• The FASB issued 2 exposure drafts in September 2015 aimed at clarifying the concept 

of materiality and aiding company management to exercise appropriate discretion in 

determining what is material and what need not be disclosed.

Issue: 

• Potentially reduces disclosures in the notes to the financial statements 

• Omissions of immaterial disclosures would not be an accounting error; therefore, 

omitted disclosures need not be communicated to audit committees.

Implication

• Impact on investor confidence in financial reporting.

• Concerns over auditor interaction with audit committees.

• Assess auditor training/skills to address auditing management’s determination of 

immateriality. 



10. Other emerging issues

Cybersecurity

• Cybersecurity is an important business issue and, given the rise in high profile and

high impact data breaches, it is receiving an increasing amount of attention by those

in the business community

• It is no longer viewed as just an "IT" issue. Rather, it is being treated as a broader

business issue

• The auditor currently has certain responsibilities with respect to ICFR, accounts and

disclosures that may be impacted. The responsibilities include providing a reasonable

assurance that corporate records are not intentionally or unintentionally misstated.

Implications:

• Risk assessment

• Scope of the audit

• Aligning expectations of company/audit committees/investors

• Accounting/audit responses in the event of a breach

• Disclosures (risk factors, breach, etc.)



Audit considerations resulting from 
mandatory audit firm rotation in the 
EU. 

Audit considerations resulting from mandatory audit firm rotation in the EU. 

• New rules in the EU requiring the mandatory rotation of audit firms will start 

impacting certain companies.

• Foreign private issuers in the EU will be impacted by these rules. In advance of 

that, many large issuers have already rotated auditors 

• Similar rules are being enacted or considered in various other jurisdictions e.g. in  

Kenya, 

• This is also expected to have an impact on certain US subsidiaries (and the 

related audits)



Some of the amendments to 
the reporting standards
Amendment Effective dates

1. Covid-19-Related Rent Concessions beyond 30 June 2021 
(Amendment to IFRS 16)

Annual reporting periods beginning on or after 1 April 2021

2. Definition of Accounting Estimates (Amendments to IAS 8) Annual reporting periods beginning on or after 1 January 2023

3. Disclosure of Accounting Policies (Amendments to IAS 1 
and IFRS Practice Statement 2

Annual reporting periods beginning on or after 1 January 2023

4. Interest Rate Benchmark Reform — Phase 2 (Amendments 
to IFRS 9, IAS 39, IFRS 7, IFRS 4 and IFRS 16)

Annual reporting periods beginning on or after 1 January 2021

5. Covid-19-Related Rent Concessions (Amendment to IFRS 16 Annual reporting periods beginning on or after 1 June 2020

6. Onerous Contracts — Cost of Fulfilling a Contract 
(Amendments to IAS 37)

Annual reporting periods beginning on or after 1 January 202

7. Interest Rate Benchmark Reform (Amendments to IFRS 9, 
IAS 39 and IFRS 7)

Annual reporting periods beginning on or after 1 January 2020



THANK YOU


