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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 finari@tatements relating to management'sthe
use of the going concern assumption in the prejparaf the financial statements.

NZ1.1 For the purposes of this ISA (NZ), a refeens “management” is taken to mean
“management, and where appropriate, those chargbdyovernance”.
NZ1.2 In New Zealand, those charged with governaffiesm have a statutory responsibility for

the preparation of the financial statements. Irs¢heases the process of financial
reporting is usually delegated to management, lutrésponsibility for such matters
remains with those charged with governance. Inyapglthis standard the auditor shall
apply professional judgement, using knowledge eféigal requirements and corporate
governance practices of New Zealand as well as ghdicular engagement

circumstances, to determine whether the requiresneftthis standard apply to

management or those charged with governance or both

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 managementthose-charged-with-goweradher intendsiatend to liquidate
the entity or to cease operations, or-hashavealistie alternative but to do so. Special
purpose financial statements may or may not begpeelin accordance with a financial
reporting framework for which the going concernibas relevant (for example, the
going concern basis is not relevant for some firastatements prepared on a tax basis
in particular jurisdictions). When the use of tloéng concern assumption is appropriate,
assets and liabilities are recorded on the baaistlie entity will be able to realise its
assets and discharge its liabilities in the norcoakse of businesg@ef: Para. A1)

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

3.

Some financial reporting frameworks contain amplieit requirement for
managementthose-charged-with-governance to madexdis assessment of the entity’s
ability to continue as a going concern, and stashsleggarding matters to be considered
and disclosures to be made in connection with goamgern. For example, New Zealand
Equivalent to International Accounting Standard (R3) 1 requires managementthose
charged-with-goverhance to make an assessmenteaftay’s ability to continue as a
going concern.The detailed requirements regarding managemeat'sgponsibility-of
those—charged-with-governance to assess the enaibjlity to continue as a going
concern and related financial statement disclosorag also be set out in law or
regulation.

In other financial reporting frameworks, therayrbe no explicit requirement for
managementthose-charged-with-gevernance to madexdis assessment of the entity’s

1

NZ IAS 1, “Presentation of Financial Statementsagag January 2009, paragraphs 25-26.
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ability to continue as a going concern. Neverthglsmce the going concern assumption
is a fundamental principle in the preparation official statements as discussed in
paragraph 2, the preparation of the financial statgs requires managementthose
charged-with-governance to assess the entityldyatw continue as a going concern
even if the financial reporting framework does imatude an explicit requirement to do
So.

Management'sthe assessment of the entity'styaldi continue as a going concern
involves making a judgement, at a particular pairtime, about inherently uncertain
future outcomes of events or conditions. The foifgyfactors are relevant to that
judgement:

. The degree of uncertainty associated with the ooécof an event or condition
increases significantly the further into the fut@ae event or condition or the
outcome occurs. For that reason, most financianey frameworks that require
an explicit_management assessment specify the doéwrowhich_management
isthese-charged-with-gevernanece are required te italo account all available

information.

. The size and complexity of the entity, the nature eondition of its business and
the degree to which it is affected by externaldestffect 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 reasonatileegtime they were made.

Responsibilities of the Auditor

6.

The auditor’s responsibility is to obtain suffict appropriate audit evidence about the
appropriateness of management'sthe use of the goamgern assumption in the
preparation and presentation of the financial statés and to conclude whether there is
a material uncertainty about the entity’s abilibydontinue as a going concern. This
responsibility exists even if the financial repogiframework used in the preparation of
the financial statements does not include an expéquirement for managementthose
charged-with-governance to make a specific assegsfihne entity’s ability to continue
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.

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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Objectives

9.  The objectives of the auditor are:

(&) To obtain sufficient appropriate audit evidencearegng the appropriateness of
management’s-the use of the going concern assumiptithe preparation of 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

Requirements

Risk Assessment Procedures and Related Activities

10. When performing risk assessment procedures asreejoy 1SA (NZ) 315 (Revised),
the auditor shall consider whether there are evardenditions that may cast significant
doubt on the entity’s ability to continue as a goooncern. In so doing, the auditor shall
determine whether _management -hasthose—charged-geithrnance—have already
performed a preliminary assessment of the entiyilty to continue as a going concern,
and:(Ref: Para. A2-A5)

(@) If such an assessment has been performealditer shall discuss the assessment
with management and-these—charged-with-goevernandedatermine whether
management has identified events or conditiohs—Hasen—identified that,
individually or collectively, may cast significadbubt on the entity’s ability to

continue as a going concern and, if so, managesteatplans-ef-these-charged
with-governance to address them; or

(b) If such an assessment has not yet been pexthrthe auditor shall discuss with

management-and-those-charged-with-gevernance siefbathe intended use of

the going concern assumption, and enquire_of managihose-charged-with
goverhanee whether events or conditions exist thdiyidually or collectively,

may cast significant doubt on the entity’s abitidycontinue as a going concern.

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

Evaluating Management'sthe Assessmentof Fhose-Chyad-with-Governanece

13.

12. The auditor shall evaluate management'sthe sassnt of -these—eharged—with
governance-of the entity’s ability to continue agoang concern(Ref: Para. A7-A9; A11-

A12)
[Replaced by the NZAuASB. Refer to NZ 13.1]

3

ISA (NZ) 315 (Revised), “Identifying and Assegsithe Risks of Material Misstatement through Untéerding
the Entity and Its Environment,” paragraph 5.
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NZ13.1 In evaluating-the management’s assessmetidse-charged-with-governance of the

entity’s ability to continue as a going concerrg tuditor shall consider the relevant
period, which may be the same or may differ fromat thsed by-these-charged-with
governancemanagement to make-their its assessmargaired by the applicable

financial reporting framework. Hthe managemeassessment of the entity’s ability to
continue as a going concern covers less than lignarg period, the auditor shall request

these-charged-with-governancemanagement to coméspaohe relevant period used by
the auditor. (Ref: Para. A10-A12)

NZ13.2 Relevant period means the period of at I#ashonths from the date of the auditor’s

14.

current report.

In evaluating_management'sthe assessment, tididoa shall consider whether

managementsthe assessment-of-those-charged-witdigmee includes all relevant

information of which the auditor is aware as a ltestithe audit.

Period beyond_Management'sthe Assessment-of Fhosb&@ged-with-Governance

15.

The auditor shall enquire of managementthosegela-with-governance as to-stheir
knowledge of events or conditions beyond the pesicdanagementstheir assessment

that may cast significant doubt on the entity’dighbio continue as a going conce(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 consideratf mitigating factors. These
procedures shall includgref: Para. A15)

(&) Where_management hasthose-charged-with-governameabt yet performed an

assessment of the entity’s ability to continue agoag concern, requesting
managementthese-charged-with-governance to makeitassessment.

(b) Evaluating_management'sthe plans-ef-these-chargtlgevernance for future

actions in relation to itstheir going concern assent, whether the outcome of
these plans is likely to improve the situation etn@éther management'sthe plans of

those-charged-with-governance are feasible initbemstancegRef: Para. A16)

(c) Where the entity has prepared a cash flow foreaadtanalysis of the forecast is a
significant factor in considering the future outaof events or conditions in the

evaluation of management'sthe plans-ef-those-chasgh-governance for future
action:(Ref: Para. A17-A18)

() Evaluating the reliability of the underlyincath 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 management made-itsthessmsat-was-made.

(e) [Amended by the NZAuASB].
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NZ16.1  Requesting written representations frometabgrged with governance, regarding

their plans for future action and the feasibilifytlrese plans.

Audit Conclusions and Reporting

17.

Based on the audit evidence obtained, the@ghtll conclude whether, in the auditor’s
judgement, a material uncertainty exists relatez/emts or conditions that, individually

or collectively, may cast significant doubt on #aity’s ability to continue as a going

concern. A material uncertainty exists when the mtage of its potential impact and

likelihood of occurrence is such that, in the anditjudgement, appropriate disclosure
of the nature and implications of the uncertaistpécessary 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.

19.

20.

If the auditor concludes that the use of thegooncern assumption is appropriate in the
circumstances but a material uncertainty existsatiditor shall determine whether the
financial statements:

(@) Adequately describe the principal events or cood#ithat may cast significant
doubt on the entity's ability to continue as a gpirconcern and

management’s plansthe-plans-ofthose-charged-aitbrgance to deal with these

events or conditions; and

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

If adequate disclosure is made in the finarst@lements, the auditor shall express an
unmodified opinion and include an Emphasis of Mgigagraph in the auditor’s report
to:

(@) Highlight the existence of a material uncertairghating to the event or condition
that may cast significant doubt on the entity’digttio 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)6Ref: Para. A21-A22)

If adequate disclosure is not made in the tiristatements, the auditor shall express a
qualified opinion or adverse opinion, as approgriat accordance with ISA (NZ) 705.
The auditor shall state in the auditor’s report thare is a material uncertainty that may
cast significant doubt about the entity’s abiliycbntinue as a going conce(Ref: Para.
A23-A24)

* 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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Use of Going Concern Assumption Inappropriate

21. If the financial statements have been prepare@ going concern basis but, in the
auditor’'s judgement, managementsthe use of theggobncern assumption in the
financial statements is inappropriate, the auditall express an adverse opiniRef:
Para. A25-A26)

ManagementFhose-Charged-with-Goevernance Unwillinga Make or Extend ltsFheir
Assessment

22. If management-isthose-charged-with-governarecaravilling to make or extend itstheir
assessment when requested to do so by the autliéoguditor shall consider the

implications for the auditor’s repoKRef: Para. A27)
Communication with Those Charged with Governance

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

(@) Whether the events or conditions constituteatenal 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. Ifthereis significant delay in the approvéihe financial statements by management or
those charged with governance after the date dirthacial statements, the auditor shall
enquire as to the reasons for the delay. If thet@aubelieves that the delay could be
related to events or conditions relating to thexg@oncern assessment, the auditor shall
perform those additional audit procedures necesaarglescribed in paragraph 16, as
well as consider the effect on the auditor’s cosicln regarding the existence 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. Management'sThe use of the going concern assamis also relevant to public sector
entities. For example, NZ IAS 1 addresses the igktiee ability of public sector entities
to continue as going concerh&oing concern risks may arise, but are not limtted

®  ISA(NZ) 260, “Communication with Those ChargeithwGovernance,” paragraph 13.

" NZIAS 1, paragraph NZ 26.1 — NZ 26.2.

11
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situations where public sector entities operate dor-profit basis, where government
support may be reduced or withdrawn, or in the aafserivatisation. Events or
conditions that may cast significant doubt on atitys ability to continue as a going
concern in the public sector may include situatiwhere the public sector entity lacks
funding for its continued existence or when poligcisions are made that affect the
services provided by the public sector entity.

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 concernrapsion. 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-temmolwvings 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 transactisitls suppliers.

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

Operating

. ManagementThe intentions-efthese-charged-withigawaee to liquidate 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

12
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. Non-compliance with capital or other statutory regments.

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

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

. Uninsured or underinsured catastrophes when theyroc

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 management’s plans to maiatlguate cash flows by alternative
means, such as by disposing of assets, reschedalmgrepayments, or obtaining
additional capital. Similarly, the loss of a pripal supplier may be mitigated by the
availability of a suitable alternative source opply.

The risk assessment procedures required byggh 10 help the auditor to determine
whether-the_management’s use of the going concesanaption is likely to be an
important issue and its impact on planning the taddliese procedures also allow for
more timely discussions with managementthose-cHasgi-governance, including a
discussion of managementstheir plans and resolufany identified going concern
issues.

Considerations Specific to Smaller Entities

A4.

AS.

The size of an entity may affect its abilitytdhstand adverse conditions. Small entities
may be able to respond quickly to exploit oppotiasj but may lack reserves to sustain
operations.

Conditions of particular relevance to smallitees include the risk that banks and other
lenders may cease to support the entity, as witleggossible 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 auditorgwise the auditor’s risk assessment and
modify the further planned audit procedures acecwlgiwhen additional audit evidence
is obtained during the course of the audit thaciff the auditor's assessment of Fitk.
events or conditions that may cast significant domthe entity’s ability to continue as a
going concern are identified after the auditorsk imassessments are made, in addition to
performing the procedures in paragraph 16, thetasliassessment of the risks of
material misstatement may need to be revised. Xisteace 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) @3ablishes requirements and provides
guidance on this issue.

8

9

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

13
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Evaluating Management'sthe Assessment-ef Fhose-Chyad-with-Governance

Managementsthe Assessment and Supporting Analydithe Auditor’s Evaluatio(ref:
Para. 12)

A7. Management’sThe assessment-ofthosecharghdierernance of the entity’s ability to
continue as a going concern is a key part of thditas consideration of

managementsthe use of the going concern assumption

A8. Itis not the auditor’s responsibility to rdgtthe lack of analysis by managementthose
charged-with-gevernance. In some circumstancesevenythe lack of detailed analysis

by managementthose-charged-with-governance to dupgbeir assessment may not
prevent the auditor from concluding whether manageistheir use of the going concern

assumption is appropriate in the circumstancesekample, when there is a history of
profitable operations and a ready access to fiaamesources management—those
charged-with-governance may make-tstheir assessmibiout detailed analysis. In this
case, the auditor’s evaluation of the appropriaepnémanagement'sthe assessment may
be made without performing detailed evaluation ptages if the auditor’s other audit
procedures are sufficient to enable the auditootwlude whether management'sthe use
of the going concern assumption in the preparatibnhe financial statements is
appropriate in the circumstances.

A9. In other circumstances, evaluating managentbetassessment of the entity’s ability to
continue as a going concern, as required by pgradgra, may include an evaluation of

the process followed by managementthose-chargddgaiernance to make 4tstheir
assessment, the assumptions on which the assessni@sied and managementsthe

plans-efthese-charged-with-gevernance for futatiemand whether management'sthose
plans are feasible in the circumstances.

The Period of Managementsthe AssessifrattPara. 13)
A10. Most financial reporting frameworks requiriag explicit management assessment by

these-charged-with-governance specify the perlothuch management-isthey-are

required to take into account all available infotioa'°

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

All. In many cases, the managementthose-chargbdyaiernance of smaller entities may

not have prepared a detailed assessment of thg'smatdility to continue as a going
concern, but instead may rely on in-depth knowleolgthe business and anticipated
future prospects. Nevertheless, in accordancethéthequirements of this ISA (NZ), the
auditor needs to evaluate management'sthe asseisshties entity’s ability to continue
as a going concerkor smaller entities, it may be appropriate tousthe medium and
long-term financing of the entity with managememd-those-charged-with-governance,
provided that_management'sthese contentions carcdsmborated by sufficient
documentary evidence and are not inconsistenttélauditor’s understanding of the
entity. Therefore, the requirement in paragraph f@B the auditor to request

managementthose—charged-with—governance to extetbir assessment may, for
example, be satisfied by discussion, enquiry asyation of supporting documentation,

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

the end of the reporting period.

14
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for example, orders received for future supply, leated as to their feasibility or
otherwise substantiated.

Al12. Continued support by owner-managers is oftgoortant 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 farelaot withdrawn. For example, the
continuance of a small entity in financial difficplmay 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
support arrangement. In addition, the auditor neguest written confirmation of the
terms and conditions attaching to such supporttheacdwner-manager’s intention or
understanding.

Period beyond_Management'sthe Assessment-of Fhosb&ged-with-Governance(Ref:

Para. 15)

Al13. 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 managementthose-charged-wimgoge that may bring into
guestion the appropriateness of management’sthef tlsegoing concern assumption in
preparing the financial statements. Since the @egfeincertainty associated with the
outcome of an event or condition increases as\eter condition is further into the
future, in considering events or conditions furtimethe future, the indications of going
concern issues need to be significant before tb@aweeds to consider taking further
action. If such events or conditions are identifidte auditor may need to request
managementthose-charged-with-gevernhance to evahepotential significance of the
event or condition on its assessment of the est#lyility to continue as a going concern.
In these circumstances the procedures in paradr@ipply.

Al4. [Amended by the NZAuASB. Refer to NZ A14.1].

NZA14.1 Other than enquiry ef-these-charged-withegaanrcemanagement, the auditor does not
have a responsibility to perform any other audibcpdures to identify events or

conditions that may cast significant doubt on thitgs ability to continue as a going

concern beyond the relevant period, which, as dsediin paragraph NZ 13.2, is at least

twelve months from the date of the auditor’s reporthe current financial statements.
Additional Audit Procedures When Events or Conditians Are Identified (Ref: Para. 16)

A15. Audit procedures that are relevant to the irequent 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.
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Reading minutes of the meetings of shareholdessetkharged with governance
and relevant committees for reference to finandifificulties.

Enquiring of the entity’s legal counsel regardihg existence of litigation and
claims and the reasonableness of management’ thssasents-of- those-charged
with-gevernanee of their outcome and the estimatleeair financial implications.

Confirming the existence, legality and enforce&pdif arrangements to provide or
maintain financial support with related and thiedtges 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 subsequesriteuto identify those that
either mitigate or otherwise affect the entity’slip to continue as a going
concern.

Confirming the existence, terms and adequacy ablong facilities.
Obtaining and reviewing reports of regulatory atio
Determining the adequacy of support for any plarisdosals of assets.

Evaluating Managementsthe Plans-ef Fhose-Chargdt@overnance for Future Actions

(Ref: Para. 16(b))

Al16. Evaluating managementsthe-entity’s plansfiidure actions may include enquiries of

managementthose—charged—with—governance as -teeHtgphans for future action,
including, for example, itstheir plans to liquidassets, borrow money or restructure

debt, reduce or delay expenditures, or increasikatap

The Period of Managementsthe AssessifrattPara. 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.

Al18. Where _managementsthe assumptions—of-thosegetiawith—governance include

continued support by third parties, whether through subordination of loans,
commitments to maintain or provide additional furgjior guarantees, and such support
is important to an entity’s ability to continueagoing concern, the auditor may need to
consider requesting written confirmation (includofderms and conditions) from those
third parties and to obtain evidence of their &piio provide such support.

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 castiicgmt doubt on the entity’s ability to
continue as a going concern that should be disglisthe financial statements. In some
other financial reporting frameworks the phraseayrigicant uncertainty” is used in
similar circumstances.
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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 UncertainiRef: Para. 18)

A20. The determination of the adequacy of the fomnstatement disclosure may involve
determining whether the information explicitly dmwhe reader’s attention to the
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 Inadequaté¢Ref: 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 digcths 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....:
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. comply with generally accepted accounting pracgtidéew 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..

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 amammount outstanding was
payable on December 31, 20X0. The Company hasuedie to re-negotiate or
obtain replacement financing and is considerimggfifor bankruptcy. These events
indicate a material uncertainty that may cast figamt doubt on the Company’s
ability to continue as a going concern and theestioe Company may be unable to
realise its assets and discharge its liabilitigé&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 accountiracice in New
Zealand;

. do not give a true and fair view of the financiasgion 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, managementsthe use of theaggobncern assumption in the
financial statements is inappropriate, the requaeinof paragraph 21 for the auditor to
express an adverse opinion applies regardlessethwhor not the financial statements
include disclosure of the inappropriateness of maneent’'sthe use of the going concern
assumption.

A26. If these-charged-with-gevernanee of the elstilyanagement isentity-are required, or

electselect, to prepare financial statements wiense of the going concern assumption
iS not appropriate in the circumstances, the firdrstatements are prepared on an
alternative basis (for example, liquidation basi$fle auditor may be able to perform an
audit of those financial statements provided thed &uditor determines that the

alternative basis is an acceptable financial reppftamework in the circumstances. The
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auditor may be able to express an unmodified opiio those financial statements,
provided there is adequate disclosure therein baytaonsider it appropriate or necessary
to include an Emphasis of Matter paragraph in tigitar’s report to draw the user’s
attention to that alternative basis and the reaBams use.

ManagementFhose-Charged-with-Governance Unwillinga Make or Extend ltsFheir
AssessmentRef: Para. 22)

A27. In certain circumstances, the auditor may eveli it necessary to request

managementthose-charged-with-governance to maketend_itstheir assessment. If
management isthese-charged-with-governance andingwo do so, a qualified opinion

or a disclaimer of opinion in the auditor’s repoidy be appropriate, because it may not
be possible for the auditor to obtain sufficienpegpriate audit evidence regarding the
use of the going concern assumption in the preparaf the financial statements, such
as audit evidence regarding the existence of pters®agement has put in place-by-those

charged-with-governance or the existence of othigating factors.

19



ISA (NZ) 570

[NZ] Appendix 1
(Ref: Para. NZ A19.1)

Linking Going Concern Considerations and Types of Adit Opinions

Does the risk assessment identify NoO Do the results of Ve
any events or conditions that i es .
ianif doub h other audit Unmodified
may cast significant doubt on the .| procedures support opinion
entity’s apility to continue as a " the initial risk
going concern? assessment? —
(Ref. Para. 10) (Ref: Para. 10 &11) Quialified or
NO disclaimer of
Yes Yes Opinion (Limitation
Can the auditor obtain, through of Scope)
additional audit procedures Is the lack of (Ref: Para. A27)
(including considerations of No sufficient appropriate
mitigating factors), sufficient » audit evidence due to Refer ISA (NZ) 705
appropriate audit evidence to management’s to determine
determine whether a material unwillingness to implications
(Ref: Para. 1¢ going concern No (Nz)705)
assessment?
C
Yes y (Ref: Para. 22)
Do additional procedures Unmodified
lead the auditor to opinion
determine that a material No
uncertainty exists? _
Adverse opinion
Yes v Has management (going concern basis|
c . .
Is the use of the going | NO | prepared the financia ves |napPropr|ate)
concern assumption »| statements on a goingq———» (Ref: Para. 21)
appropriate? concern basis?
(Ref: Para. 18) Unmodified opinion
er. Para. . .
No with Emphasis of
v Yes Matter Paragraph
Is there adequate > (Ref: Para. A26)

Yes

\4

1%

Is there adequate disclosur

of the material uncertainty in

the financial statements?
(Ref: Para. 18)

disclosure in the
financial statements of
the alternative basis?

No

Refer ISA (NZ) 705
to determine

Yes

implications

Unmodified opinion

No

with Emphasis of
Matter Paragraph
(Ref: Para. 19)

Quialified or Adverse

> opinion (inadequate

disclosure)
(Ref: Para. 20)

Note: Audit opinions referred to in this diagramshaomply, as 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 findret@tements for a reporting entity @s
defined by the Financial Reporting Act 1993.

- The terms of the audit engagement reflect the gesmr of the responsibility of those
charged with governance for the financial statesientSA (NZ) 210:

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

INDEPENDENT AUDITOR’S REPORT
To the Shareholders of ABC Limited

Report on the Financial Statements

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

Directors’ Responsibility for the Financial Statemt®

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 intecoalrol as the directors determine is necessary
to enable the preparation of financial statemehnéd &re free from material misstatement,
whether due to fraud or error.

Auditor’'s Responsibility

Our responsibility is to express an opinion on ¢gsancial 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 etlmezplirements and plan and perform the audit
to obtain reasonable assurance about whetherrthedal statements are free from material
misstatement.

An audit involves performing procedures to obtaudia evidence about the amounts and
disclosures in the financial statements. The proeed 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 nta#tinse risk assessments, the auditor considers
internal control relevant to the entity’s prepavatof the financial statements that gives a true
and fair view in order to design audit procedubed ire appropriate in the circumstances, but

1 ISA(NZ) 210, “Agreeing the Terms of Audit Engagemts.”
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not for the purpose of expressing an opinion oreffextiveness of the entity’s internal control.
An audit also includes evaluating the appropriadenef 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 havainéd is sufficient and appropriate to provide
a basis for our audit opinion.

Other than in our capacity as auditor we have latiomship with, or interests in, ABC Limited.
Opinion
In our opinion the financial statements on page®.... :
» comply with generally accepted accounting pradaticdew Zealand;
» (give a true and fair view of the financial positiohABC Limited as at June 30,
20X1, and of its financial performance for the ydam 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 liabiliteexeeded its total assets by YYY. These
conditions, along with other matters as set fanthlote 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 unaldalise its assets and discharge its liabilities
in the normal course of business.
Report on Other Legal and Regulatory Requirements
In accordance with the Financial Reporting Act 1988 report that:

* We have obtained all the information and explamatithat we have required.

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

[Add any matters required to be included under@hegr legislation or regulation.]
[Auditor’s signature]

[Date of the auditor’s report]

[Auditor’s address]
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ACCOMPANYING ATTACHMENT: CONFORMITY 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”

The following paragraphs have been added to ISA BND:

. For the purposes of this ISA (NZ), a reference nwmafiagement” is taken to mean
“management, and where appropriate, those charijed@vernance”. (Ref: Para NZ1.1)

. In New Zealand, those charged with governance dfteme a statutory responsibility for
the preparation of the financial statements. Is¢leases the process of financial reporting
is usually delegated to management, but the redmbtysfor such matters remains with
those charged with governance. In applying thisidded the auditor shall apply
professional judgement, using knowledge of the llagguirements and corporate
governance practices of New Zealand as well agdhtecular engagement circumstances,
to determine whether the requirements of this stehadpply to management or those
charged with governance or both. (Ref: Para. NY1.2

The following requirements have been amended in(I$4) 570:

. The ISAs require the auditor to obtain written eg@ntations from management. The
ISAs (NZ) require written representations from #hokarged with governance.
Paragraphs where references to “management” haredimeended have been labelled
as NZ paragraphs.

. ISA (NZ) 570 requires the auditor to assess the@pjateness of the going concern
assumption for the relevant period, which is astiel2 months from the date of the
auditor’s current report. However, ISA570 regsirthe auditor to consider the
appropriateness of the going concern assumpticaberiod of at least, but not limited to,
twelve months from the balance sheet date. (Re&. R 13.1-13.2)

Th|s ISA (N2Z) mcorporates termlnology and defiaits used in New Zealanel—Re#e#enees to
g Hea Z)

Compliance with this ISA (NZ) enables compliancémBSA 570.

Comparison with Australian Auditing Standards

In Australia the Australian Auditing and Assurar8@ndards 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:
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. 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 exténdssessment as described in
paragraph 22 of this Auditing Standard. [Ref. Faua 23.1]

ASA 570 also requires the auditor to assess thepppteness of the going concern assumption
for the relevant period, which is approximatelym@nths from the date of the auditor’s current

report to the expected date of the auditor’s refoorthe next reporting period. (Ref. Para. Aus

13.1-13.2)



