ISA (NZ) 570
Issued 07/11
Compiled 8711/13

=XRB

EXTERNAL REPORTING BOARD
Te Kawai Arahi Piirongo Mowaho
INTERNATIONAL STANDARD ON AUDITING (NEW ZEALAND) 570
Going Concern (ISA (NZ) 570)

This compilation was prepared in JulyNovember 2013 and incorporates amendments up to and
including AprilSeptember 2013.Issued-July-2014

Effective for audits of historical financial statements for periods beginning on or after 1 September,
2011.

This Standard was issued by the External Reporting Board pursuant to section 24(1)(b) of the Financial
Reporting Act 1993. This Standard is a Regulation for the purpose of the Regulations (Disallowance) Act
1989.



ISA (NZ) 570

COPYRIGHT
© External Reporting Board (“XRB”) 2011

This XRB standard contains copyright material aytoduces, with the permission of the International
Federation of Accountants (IFAC), parts of the esponding international standard issued by the
International Auditing and Assurance Standards 8¢4#AASB”), and published by IFAC. Reproduction
within New Zealand in unaltered form (retainingsthiotice) is permitted for personal and non-
commercial use subject to the inclusion of an aske@dgement of the source.

Requests and enquiries concerning reproductioniginid for commercial purposes within New Zealand
should be addressed to the Chief Executive, Ext&eporting Board at the following email address:
enquiries@xrb.govt.nz

All existing rights (including copyrights) in thisaterial outside of New Zealand are reserved byCIFA
with the exception of the right to reproduce fa furposes of personal use or other fair dealiaghEr
information can be obtained from IFACwaivw.ifac.orgor by writing topermissions@ifac.org

ISBN 978-1-927174-23-4



ISA (NZ) 570

INTERNATIONAL STANDARD ON AUDITING (NEW ZEALAND) 570
GOING CONCERN

Issued by the External Reporting Board

CONTENTS

Paragraph
History of Amendments
Introduction
Scope Of thiS ISA (NZ) .eeeiiiee e e e e e e e e e e e e e ee e e e e e eeeanaeens
GOoING CONCEIN ASSUMPLION ......iiiiiiiiiiiitimmmmmme e e e e e e e e et e eeeeeee bt e e e e e e eaaaaaeeeaaaeaaas 2
Responsibility for Assessment of the Entity’s Allyilio Continue as a Going
(@70} {07 =] ¢ o IR 3-7
EffECHIVE DAL ...t s
(@] o] = od 1= U 9
Requirements
Risk Assessment Procedures and Related ACtiVItieS...........cooovviiiiiiiiiiiiiiiiieen, 10-11
Evaluating the Assessment of Those Charged withe@@ance ..............cccoevvvvvvvvnnnnnnnn. 12-14
Period beyond the Assessment of Those Charged@aternance ............cccceeeeeeeeeennn. 15
Additional Audit Procedures When Events or Condisid\re Identified ...................... 16
Audit Conclusions and REPOIMING .......iiiicceeeeiiiiiee e eeee e e 17
Use of Going Concern Assumption Appropriate butatdévial Uncertainty EXxists ...... 18-20
Use of Going Concern Assumption INappropriate............ooeevveeeviieiiiiiiinenneeeeeeeeene 21
Those Charged with Governance Unwilling to Mak&gtend Their Assessment ...... 22
Communication with Those Charged with GOVErnanCe. .........cccoevvveeeeeeeeeeeeeeeiiinnnnns 23
Significant Delay in the Approval of Financial Satents ............cccccviiiiiiiiineeeeee, 24
Application and Other Explanatory Material
GOoiNg CONCErN ASSUMPLION ......ceiiiieeeiieimmmmmms e e e e e eeeeeeeeeeeeeetennr e e e e e e enaaaaeaaaaaeaees Al
Risk Assessment Procedures and Related ACtiVItIES............ccooovviiiiiiiiiiiiiiiiieee, A2-A6
Evaluating the Assessment of Those Charged withe@ance .............cccoovvvvvvvnnnnnnnn. A7ZA1
Period beyond the Assessment of Those Charged@aternance............cccceeeeeeeeenn.. Al3-Al4
Additional Audit Procedures When Events or Condisid\re Identified ..................... A15-A18
Audit Conclusions and REPOIMING ......iiiiiceeeeeiiiiiie e ee e e Al9



ISA (NZ) 570

Use of Going Concern Assumption Appropriate butatdvial Uncertainty Exists ..... A20-A24
Use of Going Concern Assumption INappropriate...........ccceeveveveeeeevevvnnininnneeenns A25-A26
Those Charged with Governance Unwilling to Maké&grtend Their Assessment ..... A27
[NZ] Appendix 1: Linking Going Concern Consideratsoand Types of Audit Opinions

[NZ] Appendix 2: lllustration of an Auditor’s Repthat Includes an Emphasis of Matter
Paragraph due to a Material Uncertainty regardinopConcern

Accompanying Attachment: Similarity to the Intennatl Standards on Auditing

International Standard on Auditing (New Zealand) (ISA (NZ)) 570, “Going Concern” should be read in conjunction
with ISA (NZ) 200, “Overall Objectives of the Independent Auditor and the Conduct of an Audit in
Accordance with International Standards on Auditing (New Zealand).”




History of Amendments

ISA (NZ) 570

Table of pronouncements — ISA (NZ) 57@oing Concern

This table lists the pronouncements establishirgaanending ISA (NZ) 570.

3.

Pronouncements Date Early Effective date
approved operative date

International Standard on |July 2011 - This ISA (NZ) is dfective for

Auditing (New Zealand) 570 audits & historical financia
statements for perio(
beginning on or after
September, 2011

International Standard on |April 2013 Effective for audits of financiz

Auditing (New Zealand) 610 statements for perds ending

(Revised 2013Wsing the on or after 15 December 201

Work of Internal Auditors

Amendments to the September Effective for audits of financiz

International Standards on |{2013 statements for periods endi

Auditing (New Zealand) to on or after 31 December 201

Promote Improved Audit

Quality

14,

Table of Amended Paragraphs in ISA (NZ) 570

Paragraph affected

How affected

By...[date]

to

10, A6 Amended ISA (NZ) 610 (Revised 2013) [April
2013]

13, A14 Amended Amendments to the International
Standards on Auditing (New Zealand)
Promote Improved Audit Quality
[September 2013]

NZ13.1, NZ13.2, NZA14.1, |Added Amendments to the International

NZA19.1, NZA21.1, [NZ]
Appendix 1, [NZ] Appendix !

™Y

Standards on Auditing (New Zealand)
Promote Improved Audit Quality

to

[September 2013]




ISA (NZ) 570

Introduction

Scope of this ISA (NZ)

1. This International Standard on Auditing (New [Aed) (ISA (NZ)) deals with the
auditor’s responsibilities in the audit of finarlcgiatements relating to the use of the
going concern assumption in the preparation ofittancial statements.

Going Concern Assumption

2. Under the going concern assumption, an entitigised as continuing in business for the
foreseeable future. General purpose financialstatés are prepared on a going concern
basis, unless those charged with governance eitteard to liquidate the entity or to
cease operations, or have no realistic alternative¢o do so. Special purpose financial
statements may or may not be prepared in accordastbea financial reporting
framework for which the going concern basis isvatd (for example, the going concern
basis is not relevant for some financial statempregpared on a tax basis in particular
jurisdictions). When the use of the going concessuaption is appropriate, assets and
liabilities are recorded on the basis that thetentill be able to realise its assets and
discharge its liabilities in the normal course aoimess(Ref: Para. A1)

Responsibility for Assessment of the Entity’s Abiliy to Continue as a Going Concern

3.  Some financial reporting frameworks contain gplieit requirement for those charged
with governance to make a specific assessmenteoértity’s ability to continue as a
going concern, and standards regarding matters ttmbsidered and disclosures to be
made in connection with going concern. For examplew Zealand Equivalent to
International Accounting Standard (NZ IAS) 1 regsithose charged with governance to
make an assessment of an entity’s ability to comtiais a going concetithe detailed
requirements regarding the responsibility of thdds®rged with governance to assess the
entity’s ability to continue as a going concern egldted financial statement disclosures
may also be set out in law or regulation.

4. In other financial reporting frameworks, theraynibe no explicit requirement for those
charged with governance to make a specific assegsfie entity’s ability to continue
as a going concern. Nevertheless, since the gangetn assumption is a fundamental
principle in the preparation of financial statenseat discussed in paragraph 2, the
preparation of the financial statements requireseltharged with governance to assess
the entity’s ability to continue as a going concewen if the financial reporting
framework does not include an explicit requiremerdo so.

5.  The assessment of the entity’s ability to cargias a going concern involves making a
judgement, at a particular point in time, abouter@mtly uncertain future outcomes of
events or conditions. The following factors areevaint to that judgement:

. The degree of uncertainty associated with the ooécof an event or condition
increases significantly the further into the futae event or condition or the
outcome occurs. For that reason, most financiarney frameworks that require

1 NZIAS 1, “Presentation of Financial Statementsag$ January 2009, paragraphs 25-26.
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an explicit assessment specify the period for wthdse charged with governance
are required to take into account all availableinfation.

. The size and complexity of the entity, the nature eondition of its business and
the degree to which it is affected by externaldexaffect the judgement regarding
the outcome of events or conditions.

. Any judgement about the future is based on infolonaévailable at the time at
which the judgement is made. Subsequent eventg@sait in outcomes that are
inconsistent with judgements that were reasonatiteeatime they were made.

Responsibilities of the Auditor

6.

The auditor’s responsibility is to obtain suffict appropriate audit evidence about the
appropriateness of the use of the going concerangs#on in the preparation and
presentation of the financial statements and tcloole whether there is a material
uncertainty about the entity’s ability to contiraga going concern. This responsibility
exists even if the financial reporting frameworledsn the preparation of the financial
statements does not include an explicit requirerdoenhose charged with governance to
make a specific assessment of the entity’s alidityontinue as a going concern.

However, as described in ISA (NZ) 2bthe potential effects of inherent limitations on
the auditor’s ability to detect material misstatemseare greater for future events or
conditions that may cause an entity to cease tbragnas a going concern. The auditor
cannot predict such future events or conditionscoddingly, the absence of any
reference to going concern uncertainty in an audit@port cannot be viewed as a
guarantee as to the entity’s ability to continua @®ing concern.

Effective Date

8. This ISA (NZ) is effective for audits of finamtistatements for periods beginning on or
after 1 September, 2011.
Objectives
9.  The objectives of the auditor are:

(&) To obtain sufficient appropriate audit evidenceareghg the appropriateness of the
use of the going concern assumption in the prejparaf the financial statements;

(b) To conclude, based on the audit evidence obtawleether a material uncertainty
exists related to events or conditions that maysigaificant doubt on the entity’s
ability to continue as a going concern; and

(c) To determine the implications for the auditor’'saep

2

ISA (NZ) 200, “Overall Objectives of the Indepemd Auditor and the Conduct of an Audit in Accordamith
International Standards on Auditing (New Zealand).”
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Requirements
Risk Assessment Procedures and Related Activities

10. When performing risk assessment procedures asreedfoy ISA (NZ) 315 (Revised),
the auditor shall consider whether there are ev@rdenditions that may cast significant
doubt on the entity’s ability to continue as a goooncern. In so doing, the auditor shall
determine whether those charged with governance &dlaady performed a preliminary
assessment of the entity’s ability to continue gsiag concern, andref: Para. A2-A5)

(@) If such an assessment has been performealditer shall discuss the assessment
with management and those charged with governandedatermine whether
events or conditions have been identified thatyiddally or collectively, may cast
significant doubt on the entity’s ability to conti@mas a going concern and, if so, the
plans of those charged with governance to addness;tor

(b) If such an assessment has not yet been peaxthrthe auditor shall discuss with
management and those charged with governance sieefbathe intended use of
the going concern assumption, and enquire of tlohseged with governance
whether events or conditions exist that, indivithuar collectively, may cast
significant doubt on the entity’s ability to conti as a going concern.

11. The auditor shall remain alert throughout thditafor audit evidence of events or
conditions that may cast significant doubt on thitgs ability to continue as a going
concern(Ref: Para. A6)

Evaluating the Assessment of Those Charged with Geknance

12. The auditor shall evaluate the assessmentaskticharged with governance of the
entity’s ability to continue as a going concgref: Para. A7-A9; A11-A12)

13. [Replaced by the NZAUASB. Refer to NZ 13.1]

NZ13.1 In evaluating the assessment by those ctiaviie governance of the entity’s ability to
continue as a going concern, the auditor shallidenshe relevant period, which may be
the same or may differ from that used by thoseggthuvith governance to make their
assessment as required by the applicable finaegiafting framework. If the assessment
of the entity’s ability to continue as a going centcovers less than the relevant period,

3 ISA(NZ) 315 (Revised), “Identifying and Assesgihe Risks of Material Misstatement through Uniderging
the Entity and Its Environment,” paragraph 5.

__ISA{NZ) 560 “Subsegquent Events;” paragraph-5(a).
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the auditor shall request those charged with garera to correspond to the relevant
period used by the auditor. (Ref: Para. A10-A12)

NZ13.2 - Relevant period means the period of at IEasgnonths from the date of the auditor’s
current report.
14. In evaluating the assessment, the auditor sbaflider whether the assessment of those

charged with governance includes all relevant mition of which the auditor is aware
as a result of the audit.

Period beyond the Assessment of Those Charged wiBovernance

15. The auditor shall enquire of those charged waternance as to their knowledge of
events or conditions beyond the period of theiesm®ient that may cast significant doubt
on the entity’s ability to continue as a going cemc(Ref: Para. A13-A14)

Additional Audit Procedures When Events or Conditiacns Are Identified

16. If events or conditions have been identifieat thay cast significant doubt on the entity’s
ability to continue as a going concern, the audit@il obtain sufficient appropriate audit
evidence to determine whether or not a materiattamty exists through performing
additional audit procedures, including consideratmf mitigating factors. These
procedures shall includ@ef: Para. A15)

(@) Where those charged with governance have not y&trpeed an assessment of the
entity’s ability to continue as a going concernguesting those charged with
governance to make their assessment.

(b) Evaluating the plans of those charged with govezador future actions in relation
to their going concern assessment, whether th@meof these plans is likely to
improve the situation and whether the plans oférdsarged with governance are
feasible in the circumstancegRef: Para. A16)

(c) Where the entity has prepared a cash flow foreaadtanalysis of the forecast is a
significant factor in considering the future oute®of events or conditions in the
evaluation of the plans of those charged with goaece for future actionRef:
Para. A17-A18)

() Evaluating the reliability of the underlyingath generated to prepare the
forecast; and

(i) Determining whether there is adequate supgort the assumptions
underlying the forecast.

(d) Considering whether any additional facts or infaiiorahave become available
since the date on which the assessment was made.

(e) Requesting written representations from those @thngth governance, regarding
their plans for future action and the feasibilifytleese plans.

Audit Conclusions and Reporting

17. Based on the audit evidence obtained, the@gtitll conclude whether, in the auditor’s
judgement, a material uncertainty exists relatez/ents or conditions that, individually
or collectively, may cast significant doubt on taity’s ability to continue as a going
concern. A material uncertainty exists when the mtage of its potential impact and
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likelihood of occurrence is such that, in the amdétjudgement, appropriate disclosure
of the nature and implications of the uncertaistpecessary fo(ref: Para. A19)

(&) Inthe case of a fair presentation financial rapgframework, the fair presentation
of the financial statements, or

(b) In the case of a compliance framework, the findnstatements not to be
misleading.

Use of Going Concern Assumption Appropriate but a Mterial Uncertainty Exists

18. Ifthe auditor concludes that the use of theggooncern assumption is appropriate in the
circumstances but a material uncertainty existsatiditor shall determine whether the
financial statements:

(@) Adequately describe the principal events or coodgithat may cast significant
doubt on the entity’s ability to continue as a gpaoncern and the plans of those
charged with governance to deal with these evantsmditions; and

(b) Disclose clearly that there is a material uncetyaielated to events or conditions
that may cast significant doubt on the entity’dighbio continue as a going concern
and, therefore, that it may be unable to realssastets and discharge its liabilities
in the normal course of busine@ef: Para. A20)

19. If adequate disclosure is made in the finarste@tements, the auditor shall express an
unmodified opinion and include an Emphasis of Mgiggagraph in the auditor’s report
to:

(a) Highlight the existence of a material uncertairghating to the event or condition
that may cast significant doubt on the entity’digtiio continue as a going concern;
and

(b) Draw attention to the note in the financial statata¢hat discloses the matters set
out in paragraph 18. (See ISA (NZ) 7)@Ref: Para. A21-A22)

20. If adequate disclosure is not made in the fir@statements, the auditor shall express a
qualified opinion or adverse opinion, as approgriat accordance with ISA (NZ) 7065.
The auditor shall state in the auditor’s report thare is a material uncertainty that may
cast significant doubt about the entity’s abiliycontinue as a going conce(Ref: Para.
A23-A24)

Use of Going Concern Assumption Inappropriate

21. If the financial statements have been preparea going concern basis but, in the
auditor’s judgement, the use of the going concesaiaption in the financial statements
is inappropriate, the auditor shall express an im#vepinion(Ref: Para. A25-A26)

> ISA (NZ) 706, “Emphasis of Matter Paragraphs &ibler Matter Paragraphs in the Independent Auditor’
Report.”

® ISA (NZ) 705, “Modifications to the Opinion inéindependent Auditor’s Report.”

10
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Those Charged with Governance Unwilling to Make oExtend Their Assessment

22.

If those charged with governance are unwillongake or extend their assessment when
requested to do so by the auditor, the auditord sbahsider the implications for the
auditor’s report(Ref: Para. A27)

Communication with Those Charged with Governance

23.

Unless all those charged with governance arehiad in managing the entifythe
auditor shall communicate with those charged witkiegnance events or conditions
identified that may cast significant doubt on timéitg’s ability to continue as a going
concern. Such communication with those charged gatvernance shall include the
following:

(@) Whether the events or conditions constituteagenal uncertainty;

(b) Whether the use of the going concern assumpgiappropriate in the preparation
and presentation of the financial statements; and

(c) The adequacy of related disclosures in thenfired statements.

Significant Delay in the Approval of Financial Staements

24,

If there is significant delay in the approvhtle financial statements by those charged
with governance after the date of the financiaksteents, the auditor shall enquire as to
the reasons for the delay. If the auditor belighas the delay could be related to events
or conditions relating to the going concern assessnthe auditor shall perform those
additional audit procedures necessary, as desanltagraph 16, as well as consider
the effect on the auditor’s conclusion regardiredkistence of a material uncertainty, as
described in paragraph 17.

*k%*

Application and Other Explanatory Material
Going Concern Assumption(Ref: Para. 2)
Considerations Specific to Public Sector Entities

Al

The use of the going concern assumption is r@kvant to public sector entities. For
example, NZ IAS 1 addresses the issue of the abilipublic sector entities to continue
as going concerrisGoing concern risks may arise, but are not limidsituations
where public sector entities operate on a for-phafsis, where government support may
be reduced or withdrawn, or in the case of priadiiis. Events or conditions that may
cast significant doubt on an entity’s ability tontimue as a going concern in the public
sector may include situations where the public ®eentity lacks funding for its
continued existence or when policy decisions ardahat affect the services provided
by the public sector entity.

" ISA(NZ) 260, “Communication with Those ChargeithaGovernance,” paragraph 13.
8 NZIAS 1, paragraph NZ 26.1 — NZ 26.2.

11
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Risk Assessment Procedures and Related Activities

Events or Conditions That May Cast Doubt about @d@woncern AssumptiqRef: Para. 10)

A2.

The following are examples of events or cowodiithat, individually or collectively, may
cast significant doubt about the going concernragsion. This listing is not all-inclusive
nor does the existence of one or more of the itamsys signify that a material
uncertainty exists.

Financial

Net liability or net current liability position.

Fixed-term borrowings approaching maturity withieatlistic prospects of renewal
or repayment; or excessive reliance on short-tenmolwvings to finance long-term
assets.

Indications of withdrawal of financial support bseditors.

Negative operating cash flows indicated by histdriar prospective financial
statements.

Adverse key financial ratios.

Substantial operating losses or significant detation in the value of assets used
to generate cash flows.

Arrears or discontinuance of dividends.

Inability to pay creditors on due dates.

Inability to comply with the terms of loan agreertgen

Change from credit to cash-on-delivery transactisitis suppliers.

Inability to obtain financing for essential new guzt development or other
essential investments.

Operating

The intentions of those charged with governandigtndate the entity or to cease
operations.

Loss of key management without replacement.

Loss of a major market, key customer(s), franchisence, or principal supplier(s).
Labour difficulties.

Shortages of important supplies.

Emergence of a highly successful competitor.

Other

Non-compliance with capital or other statutory regments.

Pending legal or regulatory proceedings againsetitigy that may, if successful,
result in claims that the entity is unlikely to &ele to satisfy.

Changes in law or regulation or government poliqyeeted to adversely affect the
entity.

Uninsured or underinsured catastrophes when theyroc

12
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The significance of such events or conditioften can be mitigated by other factors. For
example, the effect of an entity being unable t&erits normal debt repayments may be
counter-balanced by plans to maintain adequateflcags by alternative means, such as
by disposing of assets, rescheduling loan repaysnentobtaining additional capital.
Similarly, the loss of a principal supplier may btigated by the availability of a
suitable alternative source of supply.

The risk assessment procedures required byggh 10 help the auditor to determine
whether the use of the going concern assumptidgeiy to be an important issue and its
impact on planning the audit. These proceduresallsw for more timely discussions
with those charged with governance, including ausision of their plans and resolution
of any identified going concern issues.

Considerations Specific to Smaller Entities

A4. The size of an entity may affect its abilityt@hstand adverse conditions. Small entities

AS.

may be able to respond quickly to exploit oppotiesj but may lack reserves to sustain
operations.

Conditions of particular relevance to smalliged include the risk that banks and other
lenders may cease to support the entity, as wtleggossible loss of a principal supplier,
major customer, key employee, or the right to ojganader a licence, franchise or other
legal agreement.

Remaining Alert throughout the Audit for Audit Eande about Events or Conditions
(Ref: Para. 11)

AG.

ISA (NZ) 315 (Revised) requires the auditoregwise the auditor’s risk assessment and
modify the further planned audit procedures acewigiwhen additional audit evidence
is obtained during the course of the audit thaciff the auditor’s assessment of figk.
events or conditions that may cast significant doumthe entity’s ability to continue as a
going concern are identified after the auditorskidassessments are made, in addition to
performing the procedures in paragraph 16, thetatsliassessment of the risks of
material misstatement may need to be revised. Xisgeace of such events or conditions
may also affect the nature, timing and extent ef aluditor’s further procedures in
response to the assessed risks. ISA (NZ)}%&stablishes requirements and provides
guidance on this issue.

Evaluating the Assessment of Those Charged with Geknance

The Assessment and Supporting Analysis and théoAadtvaluation(Ref: Para. 12)

AT.

A8.

The assessment of those charged with goverr@ribe entity’s ability to continue as a
going concern is a key part of the auditor’s coasation of the use of the going concern
assumption.

It is not the auditor’s responsibility to rdgtthe lack of analysis by those charged with
governance. In some circumstances, however, tlkedhdetailed analysis by those
charged with governance to support their assessma&ynot prevent the auditor from

9

10

ISA (NZ) 315 (Revised), paragraph 31.
ISA (NZ) 330, “The Auditor’s Responses to AssesRéeks.”

13
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concluding whether their use of the going concessumption is appropriate in the
circumstances. For example, when there is a histigoyofitable operations and a ready
access to financial resources, those charged witergance may make their assessment
without detailed analysis. In this case, the autditevaluation of the appropriateness of
the assessment may be made without performingle@tavaluation procedures if the
auditor’s other audit procedures are sufficiergniable the auditor to conclude whether
the use of the going concern assumption in thegoegjon of the financial statements is
appropriate in the circumstances.

In other circumstances, evaluating the assesisai¢he entity’s ability to continue as a
going concern, as required by paragraph 12, mdydecan evaluation of the process
followed by those charged with governance to ma&e assessment, the assumptions on
which the assessment is based and the plans &f thasged with governance for future
action and whether those plans are feasible igitte@mstances.

The Period of the Assessm@rdf: Para. 13)

A10. Most financial reporting frameworks requiriag explicit assessment by those charged

with governance specify the period for which theg required to take into account all
available informatior}?

Considerations Specific to Smaller Entit{esf: Para. 12-13)

All.

Al2.

In many cases, those charged with governaing@aller entities may not have prepared
a detailed assessment of the entity’s ability totiome as a going concern, but instead
may rely on in-depth knowledge of the business anticipated future prospects.
Nevertheless, in accordance with the requiremdrntslSA (NZ), the auditor needs to
evaluate the assessment of the entity’s abiligptdinue as a going concefar smaller
entities, it may be appropriate to discuss the oradand long-term financing of the
entity with management and those charged with gwrere, provided that these
contentions can be corroborated by sufficient deentary evidence and are not
inconsistent with the auditor’s understanding eféhtity. Therefore, the requirement in
paragraph 13 for the auditor to request those eldangth governance to extend their
assessment may, for example, be satisfied by dismysenquiry and inspection of
supporting documentation, for example, orders vecHior future supply, evaluated as to
their feasibility or otherwise substantiated.

Continued support by owner-managers is oftgooirtant to smaller entities’ ability to

continue as a going concern. Where a small estigrgely financed by a loan from the
owner-manager, it may be important that these fanelaot withdrawn. For example, the
continuance of a small entity in financial difficpuimay be dependent on the owner-
manager subordinating a loan to the entity in fawabanks or other creditors, or the
owner-manager supporting a loan for the entitytmyiling a guarantee with his or her
personal assets as collateral. In such circumssathesauditor may obtain appropriate
documentary evidence of the subordination of themewnanager’s loan or of the

guarantee. Where an entity is dependent on addltsupport from the owner-manager,
the auditor may evaluate the owner-manager’s ghiditmeet the obligation under the

11

For example, NZ IAS 1 defines this as a periad $hould be at least, but is not limited to, tveatvonths from

the end of the reporting period.

14
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support arrangement. In addition, the auditor neguest written confirmation of the
terms and conditions attaching to such supportthecdwner-manager’s intention or
understanding.

Period beyond the Assessment of Those Charged wiBovernance(Ref: Para. 15)

A13. Asrequired by paragraph 11, the auditor resialert to the possibility that there may be
known events, scheduled or otherwise, or conditibaswill occur beyond the period of
assessment used by those charged with governaatcen#ty bring into question the
appropriateness of the use of the going concenmgsson in preparing the financial
statements. Since the degree of uncertainty asedaoiath the outcome of an event or
condition increases as the event or condition ithéu into the future, in considering
events or conditions further in the future, thaéations of going concern issues need to
be significant before the auditor needs to congaleng further action. If such events or
conditions are identified, the auditor may neecttpuest those charged with governance
to evaluate the potential significance of the exmrtondition on its assessment of the
entity’s ability to continue as a going concerntiase circumstances the procedures in
paragraph 16 apply.

Al4. [Amended by the NZAuASB Refer to NZ A14—1-]l:©t—than—enqwr—y—et—theseueharged

NZA14.1 - Other than enquiry of those charged witlverhance, the auditor does not have a
responsibility to perform any other audit procedueidentify events or conditions that
may cast significant doubt on the entity’s abitidycontinue as a going concern beyond
the relevant period, which, as discussed in papdgiZ. 13.2, is at least twelve months
from the date of the audltor S report on the cdrferancral statements—assessed—bv—those

A . A BCJOaP A velve

Additional Audit Procedures When Events or Conditians Are Identified (Ref: Para. 16)

A15. Audit procedures that are relevant to the ireguent in paragraph 16 may include the
following:

. Analysing and discussing cash flow, profit and othelevant forecasts with
management.

. Analysing and discussing the entity’s latest avddanterim financial statements.

. Reading the terms of debentures and loan agreemahtietermining whether any
have been breached.

. Reading minutes of the meetings of shareholdessetikharged with governance
and relevant committees for reference to finandifficulties.

. Enquiring of the entity’s legal counsel regardihg existence of litigation and
claims and the reasonableness of the assessmémis@tharged with governance
of their outcome and the estimate of their finahicrglications.
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. Confirming the existence, legality and enforce&pdif arrangements to provide or
maintain financial support with related and thiedtpges and assessing the financial
ability of such parties to provide additional funds

. Evaluating the entity’s plans to deal with unfilledstomer orders.

. Performing audit procedures regarding subsequesttsuo identify those that
either mitigate or otherwise affect the entity’slifp to continue as a going
concern.

. Confirming the existence, terms and adequacy abkong facilities.
. Obtaining and reviewing reports of regulatory atsio
. Determining the adequacy of support for any plargisgosals of assets.

Evaluating the Plans of Those Charged with Govecedor Future ActiongRef: Para. 16(b))

Al6. Evaluating the entity’s plans for future aosamay include enquiries of those charged
with governance as to their plans for future agtioduding, for example, their plans to
liquidate assets, borrow money or restructure delhice or delay expenditures, or
increase capital.

The Period of the Assessm@rif: Para. 16(c))
Al7. In addition to the procedures required in geaph 16(c), the auditor may compare:

. The prospective financial information for recentoprperiods with historical
results; and

. The prospective financial information for the cumrperiod with results achieved
to date.

A18. Where the assumptions of those charged wiiemg@ance include continued support by
third parties, whether through the subordinatiotoahs, commitments to maintain or
provide additional funding, or guarantees, and sugdport is important to an entity’s
ability to continue as a going concern, the audiay need to consider requesting
written confirmation (including of terms and conalits) from those third parties and to
obtain evidence of their ability to provide suclpgart.

Audit Conclusions and Reporting(Ref: Para. 17)

A19. The phrase “material uncertainty” is used i S 1 in discussing the uncertainties
related to events or conditions which may castiiagmt doubt on the entity’s ability to
continue as a going concern that should be disdliosthe financial statements. In some
other financial reporting frameworks the phraseayrigicant uncertainty” is used in
similar circumstances.

NZA19.1 Refer to [NZ] Appendix 1 for a diagrammaificstration of the links between going
concern considerations and the types of audit opgi

Use of Going Concern Assumption Appropriate but a Mterial Uncertainty Exists
Adequacy of Disclosure of Material UncertairiRef: Para. 18)

A20. The determination of the adequacy of the fornstatement disclosure may involve
determining whether the information explicitly dwhe reader’s attention to the
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possibility that the entity may be unable to coméimealising its assets and discharging
its liabilities in the normal course of business.

Audit Reporting When Disclosure of Material Uncantg Is Adequatéref: Para. 19)

A21. The following is an illustration of an Emphasif Matter paragraph when the auditor is
satisfied as to the adequacy of the note disclosure

Emphasis of Matter

Without qualifying our opinion, we draw attentiom Note X in the financial
statements which indicates that the Company induareet loss of ZZZ during
the year ended December 31, 20X1 and, as of that e Company’s current
liabilities exceeded its total assets by YYY. Theeaditions, along with other
matters as set forth in Note X, indicate the existeof a material uncertainty that
may cast significant doubt about the Company’sitgttib continue as a going
concern.

NZA21.1 Refer to [NZ] Appendix 2 for an lllustragZAuditor’'s Report that contains an unqualified
opinion with an Emphasis of Matter paragraph.

A22. In situations involving multiple material untanties that are significant to the financial
statements as a whole, the auditor may considepitopriate in extremely rare cases to
express a disclaimer of opinion instead of addimg=enphasis of Matter paragraph.
ISA (NZ) 705 provides guidance on this issue.

Audit Reporting When Disclosure of Material Uncertgt Is InadequatégRef: Para. 20)

A23. The following is an illustration of the relewgparagraphs when a qualified opinion is to
be expressed:

Basis for Qualified Opinion on Financial Position

The Company’s financing arrangements expire anduatsooutstanding are
payable on March 19, 20X1. The Company has beeblema re-negotiate or
obtain replacement financing. This situation inthsahe existence of a material
uncertainty that may cast significant doubt onG@loenpany’s ability to continue
as a going concern and therefore the Company magddge to realise its assets
and discharge its liabilities in the normal couddebusiness. The financial
statements (and notes thereto) do not fully digctbs fact.

Qualified Opinion on Financial Position

In our opinion, except for the incomplete discl@saf the information referred to in
the Basis for Qualified Opinion paragraph above,fthancial statements on pages
.to....:
. comply with generally accepted accounting pradgtidéew Zealand;

. give a true and fair view of the financial positiohABC Limited at
December 31, 20X0.

Opinion on Financial Performance and Cash Flows

In our opinion the financial statements on pageda..... give a true and fair
view of the results and cash flows of ABC Limited the year ended December
31, 20X1..
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A24. The following is an illustration of the relewgparagraphs when an adverse opinion is to
be expressed:

Basis for Adverse Opinion on Financial Position

The Company’s financing arrangements expired aadmhount outstanding was
payable on December 31, 20X0. The Company hasuresdsie to re-negotiate or
obtain replacement financing and is considerimggfifor bankruptcy. These events
indicate a material uncertainty that may cast ficant doubt on the Company’s
ability to continue as a going concern and theegtloe Company may be unable to
realise its assets and discharge its liabilitig@&normal course of business. The
financial statements (and notes thereto) do notatie this fact.

Adverse Opinion on Financial Position

In our opinion, because of the omission of thermfation mentioned in the
Basis for Adverse Opinion paragraph, the finansiatements on pages .... to

. do not comply with generally accepted accountirecpce in New
Zealand,;

. do not give a true and fair view of the financialsgion of the
Company as at December 31, 20XO0.

Opinion on Financial Performance and Cash Flows

In our opinion the financial statements on pageda..... give a true and fair
view of the results and cash flows of ABC Limitear the year ended on
December 31, 20X1.

Use of Going Concern Assumption InappropriatgRef: Para. 21)

A25. If the financial statements have been prepared going concern basis but, in the
auditor’s judgement, the use of the going concesaiaption in the financial statements
is inappropriate, the requirement of paragrapha21te auditor to express an adverse
opinion applies regardless of whether or not thafcial statements include disclosure of
the inappropriateness of the use of the going coregsumption.

A26. If those charged with governance of the errgyrequired, or elect, to prepare financial
statements when the use of the going concern assumip not appropriate in the
circumstances, the financial statements are prdmaran alternative basis (for example,
liquidation basis). The auditor may be able to genf an audit of those financial
statements provided that the auditor determindghkalternative basis is an acceptable
financial reporting framework in the circumstancBse auditor may be able to express
an unmodified opinion on those financial statemeptovided there is adequate
disclosure therein but may consider it appropiateecessary to include an Emphasis of
Matter paragraph in the auditor’s report to draw tiser’s attention to that alternative
basis and the reasons for its use.

Those Charged with Governance Unwilling to Make oExtend Their AssessmentRef:
Para. 22)

A27. In certain circumstances, the auditor maydweliit necessary to request those charged
with governance to make or extend their assessitiehbse charged with governance
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are unwilling to do so, a qualified opinion or @daimer of opinion in the auditor’s
report may be appropriate, because it may not Issilple for the auditor to obtain
sufficient appropriate audit evidence regardingube of the going concern assumption
in the preparation of the financial statementshsas audit evidence regarding the
existence of plans put in place by those chargdugavernance or the existence of other
mitigating factors.
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[NZ] Appendix 1
(Ref: Para. NZ A19.1)
Linking Going Concern Considerations and Types of Adit Opinions

Does the risk assessment NoO Do the results of Ve
identify any events or other audit es Unmodified
conditions that may cast . procedures support opinion
significant doubt on the the initial risk
entity’s ability to continue as g assessmer
going concern? — Qualified or
NO disclaimer of
Yes Yec | Opinion (Limitation
Can the auditor obtain, of Scope)
throughadditional audit Is the lack of
procedures (including No | sufficient appropriate
consideration of mitigating » audit evidence due tg Refer ISA (N2) 705
factors), sufficient appropriate management o dgter!”mne
audit evidence to determine unwilling to make, or [ implications
whether a material uncertainty extend, their going (Ref: Para. 13 of ISA
exists’ concern assessmentt
Yes
. No
Do additional procedures Unmodified
lead the auditor to opinion
determine that a material
uncertaintv exists
Yes v
Is the use of the going No Has management ves A_dverse opinion
concern assumption » prepared the financial (gglng concerm basis
appropriate statements on a goingl; inappropriate)
No Unmodified opinion
v Yes
Is there adequate with Emphasis of
Yes disclosure in the Matter Paragraph
financial statements of NoO Refer ISA (NZ) 705
> to determine
v implications
Is there adequate Yes
disclosure of the material Unmodified opinion
uncertainty in the financial with Emphasis of
statements? No Matter Paragraph
(Ref: Para. 18)

»| Qualified or Adverse
opinion (inadequate
disclosure)

Note: Audit opinions in this diagram must comply,appropriate, with:

ISA (NZ) 700Forming an Opinion and Reporting on Financial Stagnts

ISA (NZ) 705Modifications to the Opinion in the Independent ikars Report

ISA (NZ) 706Emphasis of Matter Paragraphs and Other Mater Paaags in the Independent Auditor’s Report
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[NZ] Appendix 2

(Ref: Para. A21 — A22)

lllustration of an Auditor’'s Report that Includes an Emphasis of Matter Paragraph due
to a Material Uncertainty regarding Going Concern

Circumstances include the following:

« Audit of a complete set of general purpose findrst@ements for a reporting entity as
defined by the Financial Reporting Act 1993.

« The terms of the audit engagement reflect the gusar of the responsibility of those
charged with governance for the financial statesentSA (NZ) 2102

- There is uncertainty resulting from a net losgeryear and net liabilities exceeding net
assets.

INDEPENDENT AUDITOR’'S REPORT
To the Shareholders of ABC Limited

Report on the Financial Statements

We have audited the financial statements of ABCitgchon pages .... to ...., which comprises
the balance sheet as at 30 June 20X1, the inciatesr®ent, statement of changes in equity and
cash flow statement for the year then ended, adranary of significant accounting policies
and other explanatory information.

Directors’ Responsibility for the Financial Stateme

The directors are responsible for the preparatiofinancial statements in accordance with
generally accepted accounting practice in New Zwhknd that give a true and fair of the
matters to which they relate, and for such intecoakrol as the directors determine is necessary
to enable the preparation of financial statemendéd are free from material misstatement,
whether due to fraud or error.

Auditor’'s Responsibility

Our responsibility is to express an opinion on ¢hfésancial statements based on our audit. We
conducted our audit in accordance with Internati&@tandards on Auditing (New Zealand).
Those standards require that we comply with etimezplirements and plan and perform the audit
to obtain reasonable assurance about whetherrthedial statements are free from material
misstatement.

An audit involves performing procedures to obtaimit evidence about the amounts and
disclosures in the financial statements. The proeesl selected depend on the auditor’'s
judgement, including the assessment of the riskmaterial misstatement of the financial
statements, whether due to fraud or error. In npltinse risk assessments, the auditor considers
internal control relevant to the entity’s prepavatpdf the financial statements that gives a true
and fair view in order to design audit procedules fire appropriate in the circumstances, but

12 |SA (NZ) 210, “Agreeing the Terms of Audit Engagemts.”
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not for the purpose of expressing an opinion oreffectiveness of the entity’s internal control.
An audit also includes evaluating the appropriagenef accounting policies used and the
reasonableness of accounting estimates, as wellasating the overall presentation of the
financial statements.

We believe that the audit evidence that we havaiobtl is sufficient and appropriate to provide
a basis for our audit opinion.

Other than in our capacity as auditor we have laiomship with, or interests in, ABC Limited.

Opinion
In our opinion the financial statements on page®.... :

» comply with generally accepted accounting pragtiddew Zealand;

e (give a true and fair view of the financial positiohABC Limited as at June 30,
20X1, and of its financial performance for the ydwn ended.

Emphasis of Matter

Without modifying our opinion, we draw attentionNote X to the financial statements, which

indicates that the company incurred a net lossZaf during the year ended 30 June 20X1 and,
as of that date, the company’s current liabiliteeseeded its total assets by YYY. These
conditions, along with other matters as set fanthote X, indicate the existence of a material
uncertainty that may cast significant doubt abbetdompany’s ability to continue as a going

concern and therefore, the company may be unabtalise its assets and discharge its liabilities
in the normal course of business.

Report on Other Legal and Requlatory Requirements

In accordance with the Financial Reporting Act 1988 report that:

* \We have obtained all the information and explametithat we have required.

* In our opinion proper accounting records have begn by ABC Limited as far as
appears from our examination of those records.

[Add any matters required to be included under@her legislation or regulation.]

[Auditor’s signature]

[Date of the auditor’s report]

[Auditor’s address]
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ACCOMPANYING ATTACHMENT: SIMILARITY TO THE INTERNAT  IONAL
STANDARDS ON AUDITING

This conformity statement accompanies but is ndtgddSA (NZ) 570.

Conformity with International Standards on Auditing

This International Standard on Auditing (New Zealp(SA (NZ)) conforms to International
Standard on Auditing ISA 57Going Concernissued by the International Auditing and
Assurance Standards Board (IAASB), an independantlard-setting board of the
International Federation of Accountants (IFAC).

Paragraphs that have been added to this ISA (N da not appear in the text of the
equivalent ISA) are identified with the prefix “NZ”

ISA (NZ) 570 requires the auditor to assess theagp@teness of the going concern assumption
for the relevant period, which is at least 12 meritbm the date of the auditor’s current report.

However, ISA 570 requires the auditor to considher appropriateness of the going concern
assumption for a period of at least, but not lichite, twelve months from the balance sheet date.
(Ref. Para. NZ 13.1-13.2)

This ISA (NZ) incorporates terminology and defiaits used in New Zealand. References to
“management” and “those charged with governanceélieen amended in the ISAs (N2)
because the statutory responsibility for the prafpam of the financial statements rests with
those charged with governance.

Compliance with this ISA (NZ) enables compliancéwBSA 570.

Comparison with Australian Auditing Standards

In Australia the Australian Auditing and AssurarS&andards Board (AUASB) has issued
Australian Auditing Standard ASA 578oing Concern.

ASA 570 conforms to ISA 570.
The following requirements are additional to ISA%hd ISA (NZ) 570:

. If such events or conditions are identified, théitu shall consider whether they affect the
auditor's assessment of the risks of material misstent in accordance with ASA 315.
[Ref: Para. Aus 16.1]

. Whether managements is unwilling to make or extiéndssessment as described in
paragraph 22 of this Auditing Standard. [Ref. Faua 23.1]

ASA 570 also requires the auditor to assess th@pppteness of the going concern assumption
for the relevant period, which is approximatelyi@nths from the date of the auditor’s current
report to the expected date of the audrtors retm’rtthe next reportlng perlod—Hewever

sheet—date (Ref Para Aus 13 1 13 2)
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