
ISA 570 ‘Auditor Reporting on Going Concern’

International Developments

Background
Going concern assumption is the fundamental accounting principle that underlies the preparation of financial statements as it 
establishes the measurement and classification basis for assets and liabilities of any entity. As per the financial reporting framework, 
financial statements are prepared under an inherent presumption that the reporting entity will continue in operation and that there is 
neither the intention nor the necessity to liquidate it or to cease trading. 

It has observed that going concern reporting is not given due attention by the companies and at times even by their auditor. In a 
number of cases insufficient disclosures in financial statements regarding going concern and inappropriate reporting by the auditor on 
this important issue have been noted. In this context, stakeholders have called for enlarged focus on going concern matters. The 
IAASB’s work on revised going concern standard has responded to the call. The IAASB on January 15, 2015 issued new and revised 
auditor reporting standards and related conforming amendments to provide greater transparency on the audit performed.
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What the Auditor’s Report contains regarding Going Concern as per revised ISA 570?

Existing ISA 570 highlights important factors that needed to be considered while determining existence of any uncertainties about the 
entity’s ability to continue as a going concern and also gives some examples.
While laying down auditor’s responsibility on the subject of going concern assessment specifies following qualitative disclosures in the 

financial statements, that may lead to an 
unmodified audit opinion, even in the 
presence of material uncertainty related 
to going concern;

It establishes guidance with regard to 
auditor’s considerations of 
appropriateness of management’s use of 
going concern assumption in preparation 
of the financial statements. The auditor 
concludes, based on audit evidence 
obtained, whether a material uncertainty 
exists related to events or conditions that 
may cast significant doubts on entity’s 
ability to continue as a going concern; and 
determine its implications on the 
auditor’s report.

C. When the Use of the 
Going Concern Is 
Appropriate but a Material 
Uncertainty Exists Relating 
to Events or Conditions 
that May Cast Significant 
Doubt on an Entity’s 
Ability to Continue as a 
Going Concern

A. In all auditor’s reports (See paragraphs 33(b), A43, 
and paragraph 38(b) (iv), Appendix of ISA 700 
(Revised)

Enhanced description of the auditor’s responsibility 
to consider the appropriateness of the managements’ 
use of the going concern assumption in the 
preparation of the financial statements, and to 
consider whether there are material uncertainties 
about the entity’s ability to continue as a going 
concern that need to be disclosed in the financial 
statements.

If the auditor concludes that a material uncertainty 
exists, this will now be highlighted in a separate, 
clearly identified section of the report by drawing 
attention to the related disclosures in the financial 
statements or, if such disclosures are inadequate, 
then modify the opinion.

The auditor’s conclusions are based on the audit 
evidence obtained up to the date of the auditor’s 
report. However, future events or conditions may 
cause an entity to cease to continue as a going 
concern. This statement will be standardized in all 
auditor’s reports when ISA 570 (Revised) applies. 

B. If the use of the going concern basis is inappropriate (See paragraphs 21 and A26–A27 of ISA 570 (Revised)

If the financial statements have been prepared using the going concern basis of accounting but, in the auditor’s judgment, management’s 
use of such basis is inappropriate, the auditor’s report will include:
An adverse opinion, positioned as the first section of the auditor’s report and
A description of this circumstance in the Basis for Adverse Opinion section 

Disclosures in financial 
statements are adequate (See 
paragraph 22 & Illustration 1 in the 
Appendix of ISA 570 (Revised)) 

An unmodified opinion
A section with a heading of 
“Material Uncertainty Related to 
Going Concern”.
Reference to the note in financial 
statements that describes the 
material uncertainty.
A statement that these events or 
conditions indicate that a 
material uncertainty exists that 
may cast significant doubt on 
entity’s ability to continue as a 
going concern and that auditor’s 
opinion is not modified in respect 
of the matter.

Disclosures in financial 
statements are inadequate or 
omitted (See paragraph 23 & 
Illustrations 2–3 of ISA 570 
(Revised)) 

As appropriate, a qualified or 
adverse opinion 
A statement in the Basis for 
Qualified (Adverse) Opinion section 
of the auditor’s report that a 
material uncertainty exists that may 
cast significant doubt on the entity’s 
ability to continue as a going 
concern and that the financial 
statements do not adequately 
disclose this matter.
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Auditor’s Effort Deepened on Going Concern Issue

When a material uncertainty exists, this will now be highlighted in a separate, clearly identified section of the report.

In “close call” situations, auditor is required to evaluate the adequacy of disclosures in view of the requirements of the applicable 
financial reporting framework. Such matters may become Key Audit Matters (KAM) and communicated in the auditor’s report and 
may include identified events or conditions disclosed in the financial statements

KAM relating to going concern could include substantial operating losses, available borrowing facilities and possible debt 
refinancing, non compliance with loan agreements and related mitigating factors.

Please Note that the revised ISA 570 wording will be 
applicable once prescribed by SECP.

Legal and Regulatory Compliance
Members are advised that compliance status of a 
company with any legal and regulatory requirements 
having bearing on its going concern ability should be 
analyzed, impact should be evaluated and appropriately 
disclosed. Such legal and regulatory requirements may 
include:

Minimum Capital requirement
Not meeting preconditions of a license where the 
company is carrying on any licensed activity; and
Non-compliance with any applicable law that may have 
a detrimental impact on a company’s ability to continue 
as a going concern.

Section 305 empowers the Court to wind up the 
company in dire conditions and it is not appropriate to 
construe that Court will wind up all companies which 
have not commenced their business within one year. 
SECP, or any aggrieved stakeholder, may petition the 
Court to initiate winding-up proceedings when one of 
the conditions mentioned in Section 305 of the 
Companies Ordinance 1984 is present. Until such a 
petition is filed, the Company may not be construed not 
to be a going concern, if the management’s intention is 
otherwise. 

This is to be emphasized that the company may 
continue its existence without doing any business as 
long as it is financially sound, the management has 
intention to continue, and the entity complies with all 
statutory requirements.
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ISA 701 ‘Communicating Key Audit Matters in the 
Independent Auditor’s Report’

Background
Users demand auditor’s report to be more informative and include
more entity-specific and relevant information. To respond this call, IAASB issued 
new and revised Auditor Reporting Standards and related conforming 
amendments, one of which is the issuance of new ISA 701 ‘Communicating Key 
Audit Matters in the Independent Auditor’s Report’. The updates on the revised 
ISA 700 were given in our previous bulletin. 

What are Key Audit Matters?
“Key audit matters are those matters that, in the auditor’s judgment,
 were of most significance in the audit of the current-period financial 
statements.”

Describing KAM?
The new ISA requires the auditor to describe each KAM include:
a reference to related financial statement disclosures;
address why the matter was considered to be one of most significance in the 
audit; and
how it was addressed in the audit. 

While the amount of detail is a matter of professional judgment, the standard 
notes that this might include: 
Aspects of the auditor’s response or approach that was most relevant to the 
matter or specific to the assessed risk.
A brief overview of procedures performed.
An indication of the outcome of the auditor’s procedures. 
Key observations with respect to the matter.

Benefits of Communicating KAM in Auditor’s Report
Enhance communicative value of the auditor’s report by providing greater 
transparency on the audit performed.
Focus users on areas subject to significant management judgment and auditor’s 
attention.
Renew auditor focus on matters to be communicated as it results in increased 
professional skepticism. 
Provide users a basis to further engage with management and TCWG.

How will Auditor determine KAM?
ISA 701 sets out the decision framework for auditors using the communications 
with TCWG as a starting point. From the matters communicated to TCWG, the 
auditor is required to determine those matters that required significant auditor 
attention as illustrated below:

1.

2.

3.

4.

How to write a KAM? 
KAM should be entity-specific and avoid technical 
language. The auditor will take into account the 
following while drafting descriptions of KAM: 

The auditor shall describe each KAM in the 
auditor’s report unless: 
Law or regulation precludes public disclosure 
about the matter; or  
In extremely rare circumstances, such                                    
communication will lead to adverse consequences 
which could outweigh the public interest.

Effective date
This ISA will be effective for audits of financial 
statements for periods ending on or after 
December 15, 2016.

Please Note that inclusion of KAM will be made in 
the audit report once the revised audit report 
format is notified by SECP. 

REMEMBER!!!

The auditor’s communication of KAM is neither 
a substitute for the inclusion of appropriate and 
relevant financial statement disclosures nor a 
substitute for expressing a modified opinion in 
accordance with relevant ISAs.

Which Entity’s Auditor Report includes KAM?
    Listed entities (mandatory)
    When required by law or regulation.
    At discretion of Audit committee or Auditor.

Quantity of KAM
The number of KAM may be affected by the size 
and complexity of the entity, the nature of its 
business and environment, and the facts and 
circumstance of the audit engagement. It is 
envisaged that, for an audit of a listed entity, 
there will be at least one.

IAASB has published a toolkit to assist in 
understanding key aspects of Key Audit Matters. 
This publication may be accessed at: 
http://www.ifac.org/publications-resources/au
ditor-reporting-key-audit-matters

International Developments
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1. IFRS 11 ‘Joint Arrangements’

With the SECP notification dated, 10 July 2014, IFRS 11 ‘Joint Arrangements’ has become effective from the periods starting on or after January 
01, 2015. IFRS 11 establishes the principle of financial reporting by entities that have an interest in arrangements that are controlled jointly (i.e. 
Joint Arrangements (JA)). Therefore, auditor on the basis of Joint Control (JC) needs to evaluate the JA as a Joint Operation or Joint 
Venture.

2. How to identify JC?

The auditor shall inquire answers to following questions
to establish JC:

3. Audit Procedures for Classifying JA

The auditor needs to perform following audit procedures to 
classify JA as JO or JV in order to audit JA accordingly.

5. Auditing 
Entities that 
Participate but 
don’t have JC
(Non- Joint 
Controlling Parties)

The auditor needs to 
verify whether 

financial statements 
(FS) are made as per 

the following 
recognition and 
measurements 

criteria:

Impact of New IFRS on Auditor’s Scope of Work

Does the contractual arrangement give all parties, 
control of the arrangement collectively?

Joint O
peration

Joint Venture

Joint Operations

Joint Ventures

Do decisions about relevant activities require 
unanimous consent of all parties sharing control?

Is the arrangement structured through a separate 
vehicle (SV)?

Legal Form: Does the legal form of SV give investors 
direct rights to assets and obligations for liabilities in 
relation to the arrangement?

Joint Ventures
Whether Joint operator 
has, recognized  its 
interests in JV in:

Consolidated FS by 
applying equity 
method as per IAS 28.
Separate FS either at 
cost or as a financial 
asset as per IAS 39.

Parties that do have contractual rights and 
obligations to assets, liabilities, revenue & 
expenses, the auditor shall verify whether their 
contractual share has been recognized in 
consolidated and separate FS.

Parties that do not have contractual rights and obligations to assets, liabilities, revenue & 
expenses, the auditor shall verify whether their interests in JO/JV have been recognized in:
Consolidated FS by applying equity method or as a financial asset depending on the 
presence of significant influence,
Separate FS either at cost or as a financial asset if significant influence exists and otherwise 
as a financial asset.

Joint Operations
Whether Joint operator has, 
recognized its interests in a JO 
as:
a)  Its assets, including its share 
of any assets held jointly
b) Its liabilities, including its 
share of any liabilities incurred 
jointly
c) Its revenue from the sale of its 
share of the output arising from 
the joint operation
d) Its expenses, including its 
share of any expenses incurred 
jointly.

The above are accounted for in 
accordance with the applicable 
IFRSs. The same is applicable for 
separate financial statements.

Contractual Terms: Do terms of contract give 
investors right to the assets and obligations for the 
liabilities for the arrangement?

Other Facts & Circumstances: Do any other factors 
give investors rights to the assets and obligations for 
the liabilities?

JC establishes therefore IFRS 11 applicable.

YES

YES

YES

YES

YES

YES

NO

NO

NO

NO

 

 

 
 

 
 

 

What is the meaning of…..

Joint Arrangements (JA): An arrangements which binds 
parties by way of contractual agreement and gives two 
(or more) parties joint control.
Joint Operation (JO): When parties have rights to the 
assets, and obligations for the liabilities of the JA.
Joint Venture (JV): When parties have rights to only the 
net assets of the JA.

4. Auditing Joint Controlling Parties
The auditor needs to verify whether financial statements (FS) are 
made as per the following recognition and measurements 
criteria:

Identify all joint arrangements



5

January - March 2015Issue 02

a. Auditors’ review report on the Statement of 
Compliance by public sector entities 
prescribed in Schedule III of the Guidelines 
does not contain explanation of responsibility 
of neither the auditor nor the management. 
The PSC Review Report should contain the 
specific paragraphs detailing the respective 
responsibilities as suggested by ICAP to the 
SECP for revised Review Report format 
required under CCG 2012.

b. The limitation faced by auditors on the 
verification of related party transactions is 
also required to be included in the PSC 
Review Report to align it with the revised 
Review Report format.

c. Clarification on Board responsibility for 
establishing a system of sound internal 
control is required to be provided in the 
auditors’ report that should be consistent 
with the review report on statement of 
compliance under CCG 2012.

d. Although the Rules do not require it but the 
clause (xli) of the CCG 2012 requires auditors 
highlighting non-compliance with the 
requirements of the CCG 2012 as referred to 
in the SOC in their Review Report. Therefore, 
a listed PSC falling under the ambit of both 
the CCG 2012 and the Rules, will also be 
required to highlight the non-compliances 
disclosed by the management in the Review 
Report.

2. In addition to above, the SECP was also proposed that for a listed public sector 
company, if additional disclosures are required under SOC of CCG 2012 that are not 
covered in the Rules, those should also be added in the SOC of the Rules and 
accordingly, one SOC should be issued by listed PSC. 

Based on our recommendation, the consolidated SOC was developed by SECP and sent 
to ICAP for comments. The consolidated SOC is under the review of the relevant 
Committee and our comments will be sent shortly.

3. Further, ICAP comments were sought on the draft FAQs of PSC Rules 2013 developed 
by SECP. The relevant Committee of the Institute reviewed the draft FAQs in detail and 
also discussed the practical issues that are being faced by the industry/stakeholders with 
the implementation of Public Sector Companies (Corporate Governance Rules) 2013 (the 
Rules). The detailed comments have been sent to the SECP. 

Public Sector Companies (Corporate 
Governance) Rules, 2013 & Guidelines, 
2013

1. The Committee while reviewing the SECP’ 
Public Sector Companies (PSC) (Corporate 
Governance) Rules, 2013 (the Rules) & Public 
Sector Companies (Corporate Governance 
Compliance) Guidelines, 2013 (the Guidelines) 
observed the following especially in relation to 
review report prescribed in Schedule III of the 
Guidelines. The same has also been 
communicated to the SECP for alignment of the 
PSC Review Report with the Code of Corporate 
Governance (CCG) 2012 Review Report issued 
by ICAP earlier:

Based on above points, the Committee 
developed Review Report formats for Listed 
and Unlisted PSC which is currently under the 
active consideration of the SECP and at 
advance stage of approval.

Legal and Regulatory Requirements
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1. Provident Fund Disclosure 
Requirement

The Securities and Exchange Commission of 
Pakistan (SECP) under sub clause 4(iii) and 4(i) of 
Part III of the revised Fourth and Fifth Schedule 
(the Schedules) of the Companies Ordinance, 
1984 (the Ordinance) has introduced Provident 
Fund (PF) disclosure requirements as per SECP’ 
SRO 183(1)/2013 and SRO 182(1)/2013 dated 
March 4, 2013 respectively. Companies are now 
required to disclose Size of the fund/trust, 
Cost, Fair value & Percentage of investments 
made.

You would be aware that the statutory auditor 
is usually different from the PF auditor and in 
many cases audit of PF remains pending for 
number of years and therefore, the PF 
disclosures in the financial statements of the 
Company can only be based on unaudited 
figures. 

The Auditing Standards Committee recognized 
these practical difficulties and discussed these 
issues with the SECP to modify the disclosure 
requirement and place such information 
outside the financial statements as this will give 
the incorrect implication that it has been duly 
audited.

SECP clarified that PF disclosures are neither 
intended to and nor will add additional 
responsibility on statutory auditor of a 
company; rather the management will remain 

liable to ensure compliance with the 
requirements of applicable laws. The requisite 
disclosure will also not be against the premise 
of transparency and completeness because 
mere mentioning of the status "unaudited" will 
adequately clarify all such doubts. 

To address the above issue, ICAP Circular No. 
03/2015 dated March 11, 2015 was issued to 
members to bridge the understanding gap on 
the matter. Members are advised obtaining PF 
unaudited financial statements/confirmation 
of PF assets from the Trustees of PF to ensure 
that such disclosures are based thereon. 

Circular can be accessed using the website link: 
http://www.icap.net.pk/archives/2220

In practice, in the absence of a 
framework, the firms have been 
issuing different types of reports 
which in many instances are not 
acceptable as it does not meet the 
requirements of Certificate. 

Considering this, the Framework for 
Certificates for Special Purposes’ is 
being developed. This Framework is 
intended to provide guidance to 
members who may be called upon to 
certify facts or data for special 
purposes and would also bring 
consistency.

2. Certificates Framework for Special 
Purposes

Government and Regulatory authorities under 
various statutes, require certificates from 
auditors i.e. Dividend Remittance, Royalty 
Remittances etc. in support of statements or 
other information prepared by the entity’s 
management.

Law requires the auditors to issue a certificate 
which is different from an assurance report. The 
Committee deliberated that if law requires 
issuing a certificate then issuance of assurance 
report may not be in line with the legal 
requirement. 

3. Development of Auditing 
Framework for Small Sized 
Entities & Retirement Benefit 
Funds
 
Considering the international 
development for the auditing 
framework for SMEs & Retirement 
Benefit Funds (funds), the Committee 
felt that locally there is also a need to 
develop separate guidance or 
framework for the audit of SMEs & 
retirement funds.

This is owing to the reason that the 
nature of risks such entity faces, their 
size and structure with respect to 
assets, capital and manpower, 
significantly differentiate them from 
other entities. 

Both the matters are currently under 
the consideration of the Committee. 

An hour with Mr. Ebrahim Yaqoob Sidat
The Auditing Standard Committee had a privilege of meeting with 
the Man of Profession, Mr. Ebrahim Yaqoob Sidat, in a Short Talk 
Session. The Chairman of the Committee briefed Mr. Sidat about 
the milestones which the Committee has achieved and still 
pursuing to achieve. The Man of Immense Knowledge appreciated 
the Committee work and shared his life rich experiences and also 
provided some useful considerations to the Committee. 

Mr. Sidat discussed the malice of expectation and confidence gap, 
the dilemma which this profession is facing since inception. He 
emphasized the importance of reducing it with better 
communication which would result in better audit quality. He 
stressed the fact that an outside world cannot distinguish between 
audit, assurance and certificates, so members and other 
stakeholders needs to be educated. He suggested that this gap can 
be reduced if we reach to regulators and other industry members 
and educate them. He emphasized that we should have strong 
consultation with the regulators on a consistent basis.

Mr. Sidat provided practical solutions to other matters and advised 
few issues to work at which the Committee will actively take up as 
agenda items in future. 

Updates from Auditing Standards Committee  

Send your valuable feedback/comments to: 

Ms. Farheen Mirza
Senior Managaer Technical Services
Department
E: farheen.mirza@icap.org.pk

                     This publication is intended to provide a 
summary of developments relating to audit during the quarter, 
legal and regulatory matters and matters under consideration 
of AuSc.

This information should not form the basis of any decision; nor 
should it be relied upon as a legal and professional guidance 
regarded as a substitute for specific advice.

No responsibility of any person acting as a result of any 
material in this publication can be accepted by ICAP and the 
Department.
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