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Introduction to session

• ISA 570 – Going Concern
• Directors/auditors responsibilities

• Going concern and COVID-19, what have we learnt

• Good practice we have seen

• Description of new standard and auditors responsibilities

• Reverse stress testing

• ISA 540 – Accounting estimates and judgements
• Introduction to the new standard

• Directors/auditors responsibilities

• Examples from the sector

• ISA 700 – Audit opinion

• Questions



ISA 700 – Forming an opinion and reporting 
on financial statements

• Revision to ISA 700 requires the Audit Report to include of an 
explanation of how capable the audit was at detecting 
irregularities, including fraud

• Expect a change to your audit report in respect of this.

• This section of the report will be tailored to each entity's 
specific circumstances



Companies Act

Statutory duties as company directors, include the duties to:

• Exercise their powers only for a proper purpose

• Promote the company’s success

• Exercise independent judgement

• Exercise care and skill; and

• Avoid conflicts of interest



FRS 102 – Accounting Standard Going 
Concern

• 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

• 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

• Management to consider 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



Charites SORP

• The trustees must make their own assessment of their charity’s 
ability to continue as a going concern to assure themselves of the 
validity of this assumption when preparing their financial statements

• Trustees should take into account all available information about the 
future for at least, but not limited to, 12 months from the date the 
financial statements are approved



What have we learnt through COVID-19 
Pandemic?

• The world is more uncertain

• Predicting the future and reviewing going concern can be very difficult

• Sustainability has had high priority out of necessity

• Review what we can do more efficiently

• Cashflow forecasting extremely important

• Assessing a range of scenarios important

• We need to think in worst case terms

• Those with the best financial governance have generally responded better



Sector examples of good practice

• Formal papers being prepared for boards which clearly forecast cash 
on base and worst-case scenarios that are reviewed and challenged 
by the board and with formal minute

• Longer than 12-month forecasting

• Clear documentation and justification of assumptions made 
in forecasts

• Range of scenarios

• Clear disclosure in financial statements



Key Assumptions

• Impact on live events – timescales
• Live attendances are sport, theatres, cinemas etc, when?
• Impact on other income streams
• Cost savings

• Memberships
• Predicting impact of future renewals
• Not always down!

• Reliance on government funding schemes
• JRS
• CBILS
• Likelihood of obtaining
• Covenant obligations



Accounting policies



Accounting policies



Examples of poor practice

•Reliance on a budget with limited cash flow 
forecasting

•Limited board input and challenge

•One scenario, limited thought about “what if?”

•Lack of realism over uncertainties



Introduction to ISA 570 (Revised) - Context

A response to high profile corporate failures – e.g. Carillion, BHS and 
Thomas Cook and focus on audit quality and effectiveness

New positive statements in the audit report that:

• Conclusion that management’s use of going concern basis is 
appropriate

• No material uncertainty has been identified

• Clear positive conclusion on management’s assessment of going 
concern for public interest entities, listed companies and very large 
private companies



Changing requirements for Auditors – Risk 
evaluation

More work is now prescribed in areas such as: 

• The evaluation of methods used by management

• The evaluation of the relevance and reliability of the underlying data 
used by management 

• The evaluation of the assumptions made by management in their 
assessment 

• The evaluation of management’s plans for future actions and 
consideration of whether these are feasible



Changing requirements for Auditors –
Greater challenge

•Greater challenge of management’s assessment of 
going concern

• Thorough test of the adequacy of the supporting 
evidence, 

•A new term “management bias”

• Evaluation of the risk of possible bias in the 
preparation of management’s assessment



Changing requirements for Auditors

• A “stand back” requirement for auditors to consider all of the evidence 
obtained, whether corroborative or contradictory, when the auditor draws 
their conclusions on going concern

• Increased documentation requirements

• Understanding of the entity

• Indicators of management bias

• Significant judgements made in the auditors review of the going concern 
assessment and disclosures.  



Reverse stress testing

• A reverse stress test is a stress test that starts from the opposite end 
– with the identification of a pre-defined outcome

• What would it take for the entity to fail?

• What individual event, or sequence of events, could lead to this 
outcome?

• What can be done now to avoid this?



Introduction to ISA 540 (Revised) - Context

• Similar reasons for introduction as with ISA 570

• Carillion 
• £1.6bn of Goodwill (35% of total assets)

• No impairment of  goodwill in 5 years to 2017 despite 
losses in those businesses



Introduction to ISA 540 (Revised) – Risk 
Assessment

•Enhanced risk assessment procedures and 
requirements for separate inherent risk and control 
risk assessments 

• Introduction of the concept of the spectrum of 
inherent risk

•Enhanced emphasis on the auditor’s review of 
relevant controls over accounting estimates



Introduction to ISA 540 (Revised) – Audit 
procedures

• A requirement for further audit procedures to respond to the 
assessed risks of material misstatement – the higher the assessed risk 
the more persuasive the audit evidence needs to be

• Three types of procedures
• Review of post year end outcomes

• Review of entity calculation

• Auditors reperformance of calculations

• Increased levels of audit analysis on testing methods, data and 
assumptions used by management in making estimates 



Introduction to ISA 540 (Revised) –
Challenge

• Professional scepticism – “a questioning mind, being alert to 
conditions which may indicate possible misstatement due to error 
or fraud, and a critical assessment of audit evidence”

• Management bias (again) – “A lack of neutrality by management in 
the preparation of information”

• Audit work is designed and performed by the auditor to be 
balanced so it is not biased towards obtaining corroborative 
evidence or towards excluding contradictory evidence



Examples of estimates in the sector



Common Estimates 

• Property valuations

• Stock and receivables provisions – particularly at present

• Depreciation and amortisation policies

• Provisions for liabilities

• DB pension scheme

• Other asset impairment
• Intangibles

• Investments



What should you do?

• Review your accounting estimates

•What is your basis for making the estimate, document how 
and why it is appropriate?

• Consider the need for expert valuation

• Perform impairment reviews

• Review what has happened post year end prior to audit

• Consider you financial statements and improving disclosures



Conclusions

• The changes to ISA 540 and ISA 570 although not ground 
breaking increase the onus on auditors to challenge 
management in these areas. Both are prescriptive standards.

• Expect more scrutiny and a higher bar of evidence to your 
auditors in these areas. Particularly if you are a high going 
concern risk or you have several significant estimates or 
judgements in your financial statements.

• Be prepared!
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