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GOING CONCERN CHECKLIST

Objective: To ensure that the fundamental concept of going concern is fully considered and that the requirements of NSA 570 are met.

	Overview:  Under the going concern assumption, an entity is viewed as continuing in business for the foreseeable future.  Financial statements are prepared on a going concern basis, unless management either intends to liquidate the entity or to cease to operate, or has no realistic alternative to do so (in these circumstances the financial statements are prepared on a break-up basis).



Part 1 – Discussion with the Client Regarding Going Concern:

	1. Date(s) on which the going concern assumption was discussed with the client:

	

	2. Names of the audit team members involved in the discussion:

	

	3. Names of the person(s) from the entity involved in the discussion:
This must include a representative from ‘those charged with governance’ (e.g. a director of the company) and management. Whilst for many entities ‘those charged with governance’ will also be ‘management’, where Ac2 identifies that this is not the case, it must be ensured that going concern is discussed with both groups.

	

	4. Has the entity prepared formal forecasts or similar for a period at least twelve months from the end of the reporting period?

	[Yes / No]

	5. If the entity has not prepared formal forecasts or similar for a period of at least twelve months from the end of the reporting period, document the nature of the client’s assessment of going concern. 
This assessment could include:
· Formal budgets on a rolling quarterly basis looking forward, supported by a more informal assessment of the subsequent period
· Informal assessment by way of expectations of the level of repeat custom and expenses, timing of significant orders, working capital requirements, significant future ‘one-off’ expenditure etc.

	

	6. Do those charged with governance or management have any concerns about the going concern status of the entity?

	[Yes / No]

	7. Where the answer is ‘yes’, document on a supporting schedule the client’s concerns and how significant they are.

	



	Part 2 – The Auditor’s Assessment ~ General Considerations:

	
	Comments / Ref

	1. Where a formal assessment of going concern has been prepared by the entity obtain a copy, along with backing schedules and supportive information. Consider whether entity’s expectations are realistic and can be supported by evidence obtained elsewhere on file. In particular, compare any budgets and projections to post year end management accounts, review the reasonableness of the assumptions and consider how reliable management information has historically been.

	
	

	2. Where the client has not made a formal assessment of going concern, or this assessment does not cover the period up to twelve months from the end of the reporting period, consider whether the informal assessment of going concern is supported by evidence elsewhere on file. Document whether it is considered that this ‘informal’ assessment is sufficient given the going concern risks identified.

	
	

	3. Confirm that the entity has (formally or informally) considered a period at least twelve months from the end of the reporting period.

	
	

	4. Review the following documents on the audit file and ensure that they support (or don’t conflict with) the client’s assessment of the entity’s going concern status:-
· Planning documentation, including: points forward, preliminary discussions with the client; preliminary analytical procedures, the assignment plan and briefing notes [Ac Section];
· The subsequent events review [Aa3a];
· Review of NSA compliance critical issues memorandum / significant risks [Aa7];
· Final analytical procedures, including particularly key performance indictors regarding, profitability; liquidity, and gearing [Aa10];
· Review of bank covenants [I Section];
· Review of contingent liabilities [L Section]; and
· The results of the review of board and shareholder meetings [M Section].

	
	

	5. Consider whether the procedures adopted (including the period considered) by the client to identify potential going concern problems are appropriate for this entity.

	
	

	6. Obtain written confirmation from the client confirming their view that the entity is a going concern and (where applicable) confirming that they have considered a period of at least one year from the end of the reporting period.

	
	Aa4


[bookmark: Part2]
Part 3a – The Auditor’s Assessment ~ Specific Concerns:
Completion of this section is optional unless potential issues regarding the going concern presumption have been identified in Parts 1 or 2 above.

	
	
	
	Comments / Ref

	1.
	If the entity has given guarantees to any related party, review the health of these entities or individuals to ensure that it is either unlikely that a liability will crystallise, or if it does, it will not be significant to the going concern status of the entity.

	
	

	2.
	Where the entity is dependent on key customers or key suppliers (that could not be easily replaced), including related parties, has there being any indication that the trade relationship is in jeopardy, or the going concern status of the counterparty is in jeopardy?

	
	

	3.
	Where the entity is depended on a key employee (who could not be easily replaced) has there been any indication that they are looking to leave the organisation?

	
	

	4
	Where the entity is coming to the end of a property lease, is there any indication that a suitable property will not be able to found, or that the level of rent will render the business unviable?

	
	

	5.
	Where the company is dependent on funding from a related party, has it been ensured that a letter of support has been obtained, and has it been assessed whether the related party has the financial resources to continue to support the client for the foreseeable future?

	
	

	6.
	Consider any other specific issues that could impact on the going concern status of the client, these might include:-
· Impending litigation, or regulatory action against the client; 
· Changes in legislation or government (both national and local) policy;
· Changes to local planning law which could adversely affect the client; and
· Technological or market developments which would render the client’s products or services obsolete or uncompetitive.

	
	

	7.
	Where bank finance is significant to the entity and banking covenants are in place, ensure that, if not already addressed on file, compliance with them has been fully assessed and where breaches of covenant have occurred, that the intentions of the bank have been confirmed.

	
	







Part 3b – The Auditor’s Assessment ~ Disclosure considerations:

	
	
	
	Comments / Ref

	1.
	No material uncertainty:
If events or conditions have been identified that may cast significant doubt on the entity’s ability to continue as a going concern but, based on the audit evidence obtained the auditor concludes that no material uncertainty exists, have adequate disclosures been made about these events or conditions?

Where the auditor concludes that management’s use of the going concern basis is appropriate and no material uncertainty exists, the auditor is required to report by exception in the audit report on such matters.

	
	

	2.
	Material uncertainty:
Where events and conditions are identified which give rise to a material uncertainty with respect to going concern, has adequate disclosure been made in the financial statements?

The financial statements must:
a) adequately disclose the principal events or conditions that may cast significant doubt on the entity’s ability to continue as a going concern and management’s plans to deal with these events or conditions; and 
b) Disclose clearly that there is a material uncertainty related to events or conditions that 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.

If adequate disclosure has been made, the opinion shall be unmodified but the audit report shall include a separate section under the heading “Material uncertainty related to Going Concern”.

If adequate disclosure is not made, the auditor shall express a qualified opinion or adverse opinion, in accordance with NSA 705.
	
	





Part 4 – Conclusion:

Where potential problems with the going concern presumption have been identified, summarise the issue and resolution:

	Going Concern Problem
	Audit Evidence Gained / Schedule Reference

	
	



On the basis of the work recorded above, I consider that:

· The financial statements have been correctly prepared on the break-up basis.*

· The going concern concept is* / is not* correctly applied to this client.

· There is no concern* / concern* / significant concern* regarding the going concern concept for this client.

· The notes to the financial statements require* / do not require* additional information regarding the going concern concept.

· The audit report should be unmodified* / unmodified with a “Material uncertainty related to going concern” paragraph* / qualified with respect to going concern.*

· (If qualification or ”Material uncertainty” paragraph) Consideration has been given as to whether a report to a regulatory authority is required.

(* Delete as applicable)


	Signed:
	
	[A.E.P.]     Date:
	



[bookmark: _GoBack]There is more guidance on the impact on the financial statements and audit report of going concern issues in Chapter 3, paragraph 5.4 of the Manual, as well as in NSA 570.
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