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Improving disclosure surrounding going concern
The impact of COVID-19 is expected to have a significant impact on the going concern
assumption for a large number of entities. Some entities which were previously a going
concern may no longer be. Many entities will need to apply significant judgement
and will be required to consider the impact of material uncertainties in assessing the
entity’s ability to continue as a going concern.
Therefore, it is likely the impact of COVID-19 will put added
pressure on entities to disclose in their financial statements
information for users that is relevant and useful. In respect
of the entity’s ability to continue as a going concern:
• significant judgements and estimates made in
management’s assessment
• any material uncertainties in existence
• management’s plans to address the material
uncertainties that exist.

Financial reporting requirements
IAS 1 contains guidance related to the going concern
assumption and outlines when financial statements are
prepared on the assumption the entity will continue as a
going concern. IAS 1 explicitly states that at each reporting
date, management is required to assess the entity’s ability
to continue as a going concern and consider all available
information about the entity’s future. Management should
consider a wide range of factors, such as: current and expected
profitability, debt repayment schedules and potential sources
of replacement financing and the ability to continue providing
services. If management concludes that the entity may be
liquidated (either by choice or because it has no realistic
alternative but to do so), the going concern assumption would
not be appropriate and the financial statements may have
to be prepared on another basis, such as a liquidation basis.
If there is material uncertainty about the entity’s ability to
continue as a going concern, the entity should include going
concern disclosure in the notes to its financial statements.
Significant judgements and sources of estimation
uncertainty
In addition to the above required disclosures for going concern,
disclosures for significant judgement and sources of estimation
and uncertainty are also relevant.
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Significant judgments
IAS 1 requires that when significant judgement has been
involved in concluding whether or not there are material
uncertainties that cast significant doubt upon an entity’s
ability to continue as a going concern, these judgements
should be disclosed. This includes judgements where
entities conclude:
• that there are significant uncertainties that cast doubt
over the entities ability to continue as a going concern,
but the entity has ultimately determined that financial
statements should be prepared on a going concern
basis
• there are no material uncertainties related to events or
conditions that cast significant doubt over the entities
ability to continue as a going concern.

Sources of estimation uncertainty
IAS 1 also requires disclosure of sources of estimation
uncertainties. This involves disclosing information about
the assumptions it makes about the future, and other
major sources of estimation uncertainty at the end of
the reporting period. In respect of the going concern
assessment this is disclosing those amounts that could
potentially result in a material adjustment to the carrying
values of assets and liabilities within the next financial
period. Entities should disclose, in relation to those assets
and liabilities, details of their nature and their carrying
amount at the end of the reporting period.

Period of assessment
IAS 1 explicitly states that at each reporting date, management
is required to assess the entity’s ability to continue as a going
concern and consider all available information about the
future, which is at least, but is not limited to, twelve months
from the annual reporting date. As a result, all events that
occur during an entity’s subsequent events period should be
considered when evaluating whether there is significant doubt
about the entity’s ability to continue as a going concern.
In other words, even if events during the subsequent events
period are not considered adjusting subsequent events, they
should still be incorporated into the going concern assessment.
Furthermore, events or conditions that cast significant doubt
on an entity’s ability to continue as a going concern should be
disclosed if there are material uncertainties or if a significant
amount of judgment is involved in reaching the conclusion
about whether the going concern assumption is appropriate.
IFRIC agenda decisions from July 2010 and July 2014 should
be taken into consideration here.

Auditing disclosure requirements for
going concern
When applying IFRS, an auditor is required to consider
the adequacy of disclosures in relation to management’s
assessment of going concern.
Auditing standard ISA 570 ‘Going Concern’ sets out specific
disclosure expectations where there are events or conditions
that may cast doubt on the entity’s ability to continue as a
going concern including:
• the principal events or conditions that may cast doubt on
the entities ability to continue as a going concern
• management’s plan for dealing with such events or
conditions
• that there is a material uncertainty related to events and
conditions that may cast significant doubt on the entity’s
ability to continue as a going concern (if applicable)
• where there is a material uncertainty identified, that the
entity may be unable to realise its assets and discharge its
liabilities in the normal course of business.

Practical insight – Period of assessment
We recommend caution when considering the relevant
period of assessment for going concern. There has been
modification to the auditing standards at a local level for
some jurisdictions. These include Australia, New Zealand
and the UK. They stipulate the auditor must ensure that
management has considered a period of no less than
12 months from the date of approval of the financial
statements.
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Conflict between accounting and
auditing standards

How Grant Thornton can help

Although preparers are not required to comply with auditing
standards, in order for an auditor to meet the requirements of
ISA 570 they are required to assess whether the disclosures
in the financial statements in relation to going concern are
adequate based on the requirements and guidance in the
auditing standards.
Whilst the auditing standards are specific in required
disclosures where there are events or conditions that may
cast doubt on the entity’s ability to continue as a going
concern, the accounting standards are not specific. There
is therefore judgement involved in how an auditor concludes
that the disclosures in relation to going concern are
adequate, particularly when the assessment involves
significant judgement or material uncertainties. We
therefore recommend engaging with the auditor soon after
commencement of the audit.

Preparers of financial statements will need to be agile
and responsive as the situation unfolds. Having access to
experts, insights and accurate information as quickly as
possible is critical – but your resources may be stretched
at this time. We can support you as you navigate through
accounting for the impacts of COVID-19 on your business.
Now more than ever the need for businesses, their auditor
and any other accounting advisors to work closely
together is essential. In this article is general information,
not specific advice. However, if you would like to discuss
any of the points raised, please speak to your usual
Grant Thornton contact or visit www.grantthornton.
global/locations to find your local member firm.

Best practice
A key component of assessing going concern is to report all
the material uncertainties that exist at the date of approval
of the financial statements in a clear and concise way.
We recommend building going concern disclosures which
provide information about events and conditions that cast
doubt over the entities ability to continue as a going concern,
even if the entity has concluded the going concern basis is
still appropriate. This includes disclosing judgements and
assumptions made as part of whether the going concern
assumption is appropriate.
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