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SA-570 (R) 

 

 

Q.1. What do you mean by Going Concern 

Assumption and what is Auditor's 

responsibility in relation to it? 

According to AS-1 Going concern is a fundamental 

accounting assumption. According to it - The 

enterprise is normally viewed as a going concern, that 

is, as continuing in operation for the foreseeable 

future. It is assumed that the enterprise has neither the 

intention nor the necessity of liquidation or of 

curtailing materially the scale of the operations. It is 

management's responsibility, to consider going 

concern assumption at the time of preparing and 

presenting Financial Statements. According to SA-570 

(R) Auditor's objective in relation to going concern are 

 To obtain sufficient appropriate Audit Evidence 

about the appropriateness of management's use of 

SA-570(R) - Going Concern - 

[Effective Date 01.04.2017] 
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the going concern assumption in the preparation 

and presentation of the Financial Statements; 

 To conclude 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. 

Q.2. What are the steps involved in 

considering the going concern 

assumption during an Audit? 

Step-1 Enquiry with management:-  

The Auditor shall determine whether management has 

already performed a preliminary assessment of the 

entity's ability to continue as a going concern, and if 

management has identified events or conditions that, 

individually or collectively, may cast significant doubt 

on the entity's ability to continue as a going concern 

what are management's plans to address them; if 

management is assured about the going concern the 

Auditor shall evaluate management's assessment of the 

entity's ability to continue as a going concern. 
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Step-2 When events or conditions have been identified 

that may cast significant doubt on the entity's ability to 

continue as a going concern he should perform 

additional Audit procedure to have reasonable 

conclusion about appropriateness of going concern by 

adopting following procedures: 

 Request management to make its assessment about 

the going concern, 

 Evaluating management's plans for future actions 

in relation to its going concern assessment, 

 Requesting written representations from 

management or, where appropriate, those charged 

with Governance, regarding their plans for future 

action and the feasibility of these plans. 

Step-3 Audit conclusions and reporting:- 

Case-1 Use of going concern assumption appropriate 

but a material uncertainty exists: - In such case, Auditor 

will require a proper disclosure in the Financial 

Statement about such uncertainty. The determination 

of the adequacy of the Financial Statement disclosure 

may involve determining whether the information 

explicitly draws the reader's attention to the possibility 

that the entity may be unable to continue realizing its 

Overall Objectives of the Independent Auditor 

and the conduct of an Audit in accordance 

with standards on Auditing-[Effective Date: 

01.04.2010] 
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assets and discharging its liabilities in the normal course 

of business. If such disclosure is made Auditor will issue 

an unqualified opinion but he is required to emphasis 

the matter. On the other hand if above required 

disclosure of Material Uncertainty Is Inadequate- 

Auditor will qualify his Audit report and if appropriate 

an adverse opinion can be given. 

Case-2 Use of going concern assumption 

inappropriate: - If the Financial Statements have been 

prepared on a going concern basis but, in the Auditor's 

judgment, management's use of the going concern 

assumption in the Financial Statements is 

inappropriate, the Auditor shall express an adverse 

opinion, regardless of whether or not the Financial 

Statements include disclosure of the inappropriateness 

of management's use of the going concern assumption. 

But if management discloses the fact and prepare the 

Financial Statement on liquidation basis (bringing all 

the assets and liabilities to realizable value), the 

Auditor may be able to express an unmodified opinion 

on those Financial Statements, provided there is 

adequate disclosure therein but may consider it 

appropriate or necessary to include an Emphasis of 

Matter paragraph in the Auditor's report to draw the 
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user's attention to that alternative basis and the 

reasons for its use. 

Step-4 Communication with those charged with 

Governance:- 

Unless all those charged with Governance are involved 

in managing the entity, the Auditor shall communicate 

with those charged with Governance events or 

conditions identified that may cast significant doubt on 

the entity's ability to continue as a going concern. Such 

communication with those charged with Governance 

shall include the following: 

 Whether the events or conditions constitute a 

material uncertainty; 

 Whether the use of the going concern assumption 

is appropriate in the preparation and presentation 

of the Financial Statements; and 

 The adequacy of related disclosures in the 

Financial Statements. 
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PRACTICE PROBLEMS 

Q.3. Procedures to be performed by the 

Auditor in expressing opinion on 'going 

concern' assumption? 

As per SA- 570, “Going Concern”, the following are 

the relevant procedures that are relevant in this 

connection 

 Analyze and discuss cash flow, profit and other 

relevant forecasts with management. 

 Review events after the Balance Sheet date for 

items affecting the entity's ability to continue as a 

going concern. 

 Analyze and discuss the entity's latest available 

interim Financial Statements. 

 Review the terms of debentures and loan 

agreements and determine whether any have been 

breached. 

 Read minutes of the meeting of shareholders, the 

board of directors and important committees for 

reference to financing difficulties. 
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 Review the status of matters under litigation and 

claims. 

 Confirm the existence, legality and enforceability 

of arrangement to provide or maintain financial 

support with related and third parties and assess 

the financial ability of such parties to provide 

additional funds. 

 Consider the entity's position concerning unfilled 

customer orders 
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THIS SA IN EXAM 

Q.4. ABC Company files a lawsuit against 

Unlucky Company for Rs. 5 crores. The 

Attorney of Unlucky Company feels that 

the suit is without merit, so Unlucky 

Company merely discloses the existence 

of the law suit in the notes accompanying 

its Financial Statements. As an Auditor of 

Unlucky Company, how will you deal with 

the situation?       (May 14/ 5 Marks) 

As per AS 29 "Provisions, Contingent liabilities and 

Contingent Assets", a contingent liability is a possible 

obligation that arises from past events and the 

existence of which will be confirmed only by the 

occurrence or non-occurrence of one or more 

uncertain future events not wholly within the control 

of the enterprise; 

Further, future events that may affect the amount 

required to settle an obligation should be 

Reflected in the amount of a provision where there is 

sufficient objective evidence that the event will occur. 
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As per SA 570 “Going Concern”, there are certain 

examples of events or conditions that, individually or 

collectively, may cast significant doubt about the going 

concern assumption. Pending legal or regulatory 

proceedings against the entity that may, if successful, 

result in claims that the entity is unlikely to be able to 

satisfy is one of the example of such event. 

When the Auditor concludes that the use of the going 

concern assumption is appropriate in the circumstances 

but a material uncertainty exists, the Auditor shall 

determine whether the Financial Statements 

adequately describe 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 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. 

In the instant case, ABC Company has filed a law suit 

against Unlucky Company for Rs.5 crores. Though, the 

attorney of Unlucky Company feels that the suit is 
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without merit so the company merely discloses the 

existence of lawsuit in the notes accompanying its 

Financial Statements. But the Auditor may evaluate the 

source data on which basis the opinion is formed. If 

the Auditor finds the uncertainty, he may request the 

management to adjust the sum of Rs.5 crore by 

making provision for expenses as per AS 29. If the 

management does not accept the request the Auditor 

should qualify the Audit report. 

Q.5. A Company's net worth is eroded and 

creditors are unpaid due to liquidity 

constraints. The management represents 

to the statutory Auditor that the 

promoter's wife is expected to give an 

unsecured loan to meet the liquidity 

constraints and that negotiations are 

underway to secure large export orders.  

          (June 09/ 4 Marks) 

According to SA-570 (R), when events or conditions 

have been identified that may cast significant doubt on 

the entity's ability to continue as a going concern, the 

Auditor shall obtain sufficient appropriate Audit 

http://www.cakit.in/


 

    

Order for video lecture  www.cakit.in 
 

 

 

12 | | Author: CA. Aseem Trivedi                                    7566758177 

Evidence to determine whether or not a material 

uncertainty exists through performing additional Audit 

procedures, including consideration of mitigating 

factors (made available to Auditor by management as 

their belief towards going concern). These procedures 

shall include: 

 When management assessment of the entity's 

ability to continue as a going concern, 

 Evaluating management's plans for future actions 

in relation to its going concern assessment, 

 When the entity has prepared a cash flow forecast, 

and analysis of the forecast is a significant 

 Evaluating the reliability of the underlying data 

generated to prepare the forecast; and 

 Determining whether there is adequate 

support for the assumptions underlying the 

forecast. 

 Requesting written representations from 

management regarding their plans for future action 

and the feasibility of these plans. 

In the given case Auditor's conclusion after applying 

the above Audit procedures would be as follows:- 
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As wife of the director is expected to give personal 

guarantee question may arise 

 Why she is giving personal guarantee? 

 Whether she is capable of becoming surety for the 

company? 

 By infusion of such fund whether cash flow will 

improve to cope up with financial crunch? 

 How many orders is hand to execute, on the basis 

of which decision of management is to take 

personal guarantee? 

 Taking written representation from director and 

external confirmation from director's wife is 

needed. 
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