


INDEPENDENCE



Requirements: General

 All audit work must be independent and remain 
objective and impartial.

 Except under limited circumstances, auditors 
should be independent from an audited entity 
during:
 Any period of time covered by the financial statements 

or subject matter of the engagement
 Period of professional engagement

 Independence is comprised of:
 Independence of Mind
 Independence of Appearance
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Conceptual Framework

 GAGAS’s consideration of independence consists of 
4 related sections, providing
 A conceptual framework for making determinations 

unique to specific environments; requirements
 Guidance on independence for organizations 

structurally located within the entities; requirements
 Guidance on independence for auditors providing non-

audit services; and requirements
 Guidance on documentation necessary to support 

adequate consideration of independence
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Conceptual Framework, continued

 GAGAS’s conceptual framework helps auditors 
identify, evaluate, and apply safeguards to address 
threats to independence.

 Auditors should reevaluate threats to 
independence, including safeguards, whenever 
new information rises or changes.

 If the work of specialists are used, their 
independence should be assessed.

 Auditors should conclude that independence is 
impaired if the safeguards are not effective.

 If impaired, auditors should decline engagement. 
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Identifying & Evaluating Threats to 
Independence

 At a minimum, auditors should identify, asses, and 
evaluate the following broad categories of threats to 
independence:
 Self-interest threat
 Self-review threat
 Bias threat
 Familiarity threat
 Undue influence threat
 Management participation threat
 Structural threat (not applicable to CPA firms)
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Applying Safeguards to  Eliminate or 
Reduce Threats

 Safeguards are controls designed to eliminate or 
reduce to an acceptable level threats to independence.  

 Under the conceptual framework, the auditor applies 
safeguards that address the specific facts and 
circumstances under which threats to independence 
exist.  

 The Yellow Book lists two safeguard categories:
 Safeguards in the work environment
 Safeguards created by the profession, legislation, or 

regulation
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Self –Interest Threats Self-Review Threats Bias Threats Familiarity Threats

Audit organization having 
undue dependence on 
income from a particular 
audited entity.

Audit organization issuing a 
report on the effectiveness
of the operation of the 
systems after design or 
implement.

Member of the engagement 
team having preconceptions 
about the objectives of a 
program under audit that are 
strong enough to affect the 
auditor’s objectivity.

Member of engagement 
team having a 
close/immediate family 
member who is a principal or 
senior manager of the 
audited entity.

Member of audit team 
entering employing 
negotiations with audited 
entity.

Audit organization having 
prepared data used to 
generate records that are the 
subject of the engagement.

Member of engagement 
team having close/immediate 
family who’s employed by 
the entity in a position of 
significant influence.

Significant error found when 
evaluating results of previous 
service provided by auditor’s 
audit organization.

Audit organization providing 
service or audited entity 
directly affecting the subject 
matter of the engagement.

Member of the engagement 
team having biases 
associated with political, 
ideological, or social 
convictions that result from 
membership or employment 
in, or loyalty to, a particular 
type of policy, group, entity, 
or level of government that 
could affect the auditor’s 
objectivity.

Principal/employee of 
audited entity recently 
served on the engagement 
team.

Member of the audit team 
has direct financial interest in 
the audited entity.

A member of the 
engagement team
being/recently been, 
employed by audited entity 
in a position to significantly 
influence the subject matter 
of the engagement.

Auditor accepting gifts or 
preferential treatment from
an audited entity.

Senior audit personnel 
having a long association 
with the entity.

Examples of Circumstance 
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Examples of Circumstance 
Threats, continued

Undue Influence Threats Management Participation Threats

Influence that could improperly limit/modify the scope of an 
engagement or threaten to do so, including pressure to reduce the 
extent of work performed to reduce costs/fees.

Member of the engagement team being, have been, 
a principal or senior manager of the audited entity.

External interference with selection/application of audit procedures or 
the selection of transactions examined.

Audit organization principal or employee serving as a 
voting member, making policy decisions affecting 
future direction of the program.

Unreasonable restrictions on time allotted to complete an engagement 
or issue the report.

Audit organization principal/employee 
recommending a single individual for a specific 
position key to the entity or program under audit.

External interference over assignment, appointment, compensation, and 
promotion of audit personnel.

Auditor preparing management’s corrective action 
plan to deal with deficiencies detected in the 
engagement.

Restrictions on funds or resources provided to the audit organizations 
adversely affecting the ability to fulfill responsibilities. Structural Threats

Authority to overrule/inappropriately influence auditors’ judgment as to 
the appropriate content of the report.

External/internal auditor organizations, structural 
placement of the audit function within the reporting 
line of the areas under audit.

Threat of replacing the auditors over audit report disagreement, 
conclusions, or application of accounting principle or other criteria.

For internal audit organizations, administrative 
direction from the audited entity’s management.Influences that jeopardize the auditors’ employment for reasons other 

than incompetence, misconduct, or the audited entity’s need for GAGAS 
engagement.
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Acceptable Threat Level

 A threat to independence is not an acceptable level 
if it either:
 Could affect the auditors’ ability to conduct an 

engagement without being affected by influences 
compromising judgment or

 Could expose the auditors/audit organization to 
circumstances that would cause a third party to 
conclude the organization has been compromised.

 Auditors may place limited reliance on safeguards 
but they should not rely solely on then to eliminate 
or reduce threats.
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Requirements: Identifying 
Prohibited Non-audit Services

 Before providing non-audit service to an audited 
entity, auditors should determine if the service 
provided is a threat to independence and if the 
entity has an individual that can assume the 
responsibilities.

 If the entity is unable/unwilling to assume these 
responsibilities, auditors should conclude that 
these services are an impairment to independence.

 Auditors should conclude that management 
responsibilities are impairments to independence.
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Application: Identifying 
Prohibited Non-audit Services

 Auditors, while having a range of nonaudit services 
consistent with their skills/expertise, may create 
threats to independence.

 Effectively overseeing the service provided is a 
critical component of determining independence.

 The individual responsible for overseeing the 
management is required to have sufficient 
expertise, however, the management is not 
required to possess a specific skill to re-perform 
the service
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Management Responsibilities

 Management responsibilities include:
 Setting policies and strategic direction for the audited entity;
 Directing and accepting responsibility for the actions of the audited 

entity’s employees in the performance of their routine, recurring 
activities;

 Having custody of an audited entity’s assets;
 Reporting to those charged with governance on behalf of 

management;
 Deciding which of the audit organization’s or outside third party’s 

recommendations to implement;
 Accepting responsibility for designing, implementing, or maintaining 

internal control;
 Providing services intended for use as management’s primary basis 

for making decisions significant to the engagement;
 Developing an audited entity’s performance measurement system  

when significant to the engagement; and
 Serving as a voting member of an audited entity’s management 

committee or board of directors
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Routine Activities

 Routine activities typically are insignificant in terms 
of time incurred or resources expended and 
generally do not result in a specific 
project/engagement or formal report.

 Routine activities include:
 Providing advice to the audited entity on accounting 

matters
 Providing advice on routine business matters
 Educating the audited entity on matters within 

technical expertise
 Providing information to the entity that is readily 

available to the auditors
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Non-Audit Services

 For recurring engagements, having another 
independent audit organization audit areas affected by 
the non audit service may provide a safeguard to 
mitigate a threat to independence.

 A non-audit service otherwise prohibited by GAGAS 
during the period covered by financial statements may 
not threaten auditors’ independence provided that the 
following exist:
 Non-audit service was provided before the period of 

professional engagement;
 Non-audit service related only to period prior to the time 

covered by the financial statements; and
 The financial statements for the period to which the non-

audit service relates were audited by other auditors
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Non-Audit Services, continued

Auditors providing services for entities 
conducting GAGAS engagements need assurance 

that the following functions are performed in 
connection with non-audit services:

In connection with non-audit services, auditors 
should establish & document their understanding 

of the management regarding:

Assumes all management responsibilities Objectives of the non-audit service

Oversees services, designating an individual, with 
suitable experience Services provided

Evaluate the adequacy and results of the services 
provided Entity’s acceptance of responsibilities

Accept responsibilities for the results of the 
services Auditors’ responsibilities

Limitations on the provision of non-audit services
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Non-Audit Services, continued

 Some non-audit services directly support an 
entity’s operation, and may threaten the auditor’s 
ability to maintain independence.

 Auditors may provide non-audit services without 
impairing independence: (1) services are not 
prohibited by GAGAS, (2) specific requirements are 
met, and (3) significant threats have been 
eliminated/reduced to an acceptable level.
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Preparing Accounting Records 
and Financial Statements

 The following services involving preparation of accounting 
records impair independence:
 Determining or changing any records without approval; 

authorizing/approving the entities transactions; and preparing or 
making changes to source documents without approval

 Apart from those defined as impairments, related services 
create significant threats and should be documented to 
eliminate/reduce. These include:
 Recording transactions or posting coded transactions; preparing 

financial statements based in trial balance; posting entries 
approved to the entity’s trial balance; and preparing account 
reconciliations that identify reconciling items for evaluation.

 Management is responsible for the preparation and fair 
presentation of financial statements.

 Consequently, an auditor’s acceptance of responsibility 
would impair the auditor’s independence.
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Preparing Accounting Records 
and Financial Statements, continued

 The following internal audit assistance activities 
impair independence:
 Setting internal audit policies/strategic direction of 

activities; performing procedures that form part of the 
internal control; and determining the scope of the 
internal audit function and resulting work.

 Providing/supervising ongoing monitoring 
procedures impairs independence because of the 
management participation threat is significant.

 Some non-audit services are provided by 
individuals not directly involved in the operation, 
making possible for the auditor to provide an 
objective analysis.
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Information Technology Services

 IT services impair independence if they include:
 Designing/developing an entity’s financial information 

or IT system that will play a significant role in the 
management;

 Making significant modifications to source code;
 Supervising audited entity personnel in the daily 

operation; or
 Operating an audited entity’s network, financial 

information system, or other IT system
 IT services may aggregate data, form part of 

internal control, or generate information affecting 
the subject matter of the engagement.
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Appraisal, Valuation, and 
Actuarial Services

 Auditors should conclude independence is 
impaired (if services involve significant subjectivity, 
or when combined with other services are material 
to the financial statements) if activities include:
 Advisory service
 Benefit plan administration
 Business risk consulting
 Executive or employee recruiting
 Investment advisory or management
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DOCUMENTATION



Documentation

 While insufficient documentation does not impair 
independence, auditors should prepare 
appropriate documentation under GAGAS 
requirements. Independence standard includes:
 Document threats to independence requiring 

safeguards;
 Document specific safeguards if an audit organization 

is located within a government entity and considered 
independent of said safeguards;

 Document consideration of management’s ability to 
effectively oversee the service; and

 Document the auditor’s understanding with an audited 
entity for which the auditor provides non-audit service
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PROFESSIONAL JUDGEMENT



Professional Judgment

 Professional judgment includes exercising 
reasonable care and professional skepticism.

 Professional judgment represents the application 
of all involved individuals.

 Professional judgment is important in:
 Carrying out all professional responsibilities
 Applying the conceptual frame work to determine 

independence
 Determining the necessary level of understanding of 

the subject matter and circumstances
 Professional judgment does not mean eliminating 

all limitations/weaknesses, but rather identifying, 
assessing, mitigating, and concluding on them.
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COMPETENCE



General Competence

 Competence is knowledge about specific GAGAS 
requirements and having the skills/abilities to 
proficiently apply said knowledge to engagements.

 Audit organizations are responsible in assigning 
staff who are adequately trained to perform their 
duties.

 Specialists, if needed, are to be vetted in the same 
manner as general auditors in their areas of 
specialization.
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Competence Application

 Competence enables auditors to make sound 
professional judgements gained through education 
and experience
 Education is developing skills, knowledge, & abilities 

typically conducted in academic environment.
 Experience refers to workplace activities relevant to 

developing professional proficiency
 Competence is not measured by years of 

experience, but by a consistent commitment to on-
going training throughout your career
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Indicators of Competence

 Technical knowledge and skills are needed to 
conduct engagements to proficiently apply:
 GAGAS
 Standards, statutory requirements, regulations, 

criteria, and guidance applicable to auditing/objectives 
for the engagement

 Techniques, tools, and guidance related to professional 
expertise applicable to performed work
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Indicators of Competence, continued

 There are varying roles on the engagement team 
that require different levels of proficiency:
 Entry level
 Supervisory
 Partners and directors

 Competently performing engagements involve 
certain key terms auditors need to follow:
 Planning
 Directing
 Performing
 Reporting
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Specialists

 Conducting engagements may require the use of 
specialized techniques or methods and the skill of 
specialists.

 Specialists may include actuaries, appraisers, 
attorneys, engineers, etc.

 Qualifications for specialists include:
 Professional certification, license, other recognition
 Reputation/standing of specialist in the views of peers
 Previous experience and work in the subject matter
 Auditor’s prior experience in using the specialist’s work
 Knowledge of technical performance standards or 

other requirements in specialist field etc.
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CONTINUING PROFESSIONAL EDUCATION



GAGAS Qualification

 Auditors working on an engagement conducted in 
accordance with GAGAS need to complete GAGAS 
qualification requirements.
 Auditors need to complete 4 hours of CPE in GAGAS 

topics for qualification.
 Each level of the engagement team has varying 

GAGAS qualification requirements.
 For a CPE to complete the GAGAS Qualification 

requirement, the provider should include course 
content relevant to GAGAS topics to indicate the 
purpose to fulfill the CPE requirement.
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Updating GAGAS Qualification

 To update, auditors should complete at least 4 
hours of CPE each revision of GAGAS and should be 
completed by the end of the 2-year CPE period.

 Auditors should complete at least 20 hours of CPE 
each year.

 Auditors maintain their professional competence 
and GAGAS Qualification completing at least 80 
hours of CPE every 2 years as follows:
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CPE HOURS Subject matter categories of CPE

24 hours

Standards, statutory requirements, regulations, criteria, and 
guidance applicable to auditing or the objectives for the 
GAGAS engagement(s) being conducted (includes the 4 hours 
of GAGAS topics for GAGAS Qualification when applicable)

56 hours
Subject matter or topics that directly enhance the auditors’ 
professional expertise to conduct GAGAS engagements



Subject Matter Categories of CPE

 Auditors determine which subjects satisfy CPE 
requirements by considering what is needed to 
competently perform their assigned roles.

 Auditors taking the 4 hours in GAGAS topics may 
count toward the 24-hour requirement.

 Auditors need to consider future engagements 
when selecting specific CPE subjects to satisfy 4, 
24, and 56-hour requirements.
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Exemptions and Exceptions

 Auditors hired/assigned to GAGAS engagements 
after the beginning of the 2-year CPE period may 
prorate the 24, and 56-hour requirements but not 
the 4-hour.

 College/university students employed on a 
temporary basis or enrolled in a formal program 
may be exempt from CPE requirements.

 With discretion, audit organizations may grant 
exemptions for circumstances such as ill health, 
maternity/paternity leave, military service, etc.
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Programs/Activity Qualifying for 
CPE Requirements

 CPE programs are structured activities/programs 
with learning objectives to maintain or enhance 
auditors’ competence and perform work in 
accordance with GAGAS.
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Examples of structured programs/activities qualifying for CPE

• Internal training programs
• Education/development programs 

presented at professional 
organizations

• Training programs
• Web-based seminars/individual-

study programs
• Audio conferences
• Accredited university and college 

courses (credit and noncredit)
• Meetings where a structured 

educational program with learning 
objectives presented

• Correspondence courses, individual-
study guides, workbooks

• Serving as a speaker, panelist, 
instructor, or discussion leader at 
programs qualifying as CPA hours

• Developing materials for programs 
qualifying as CPE hours

• Publishing articles/books 
contributing directly to the author’s 
professional proficiency to conduct 
engagements



Measurement of CPE

HOURS EARNED MAY NOT EXCEED 40 HOURS

HOURS EARNED MAY NOT EXCEED 20 HOURS
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50 minutes of participation in group 
programs
½ CPE hours (25 minutes) but only 
after the 1st CPE hours ahs been 
earned
Attending actual classroom time
 15 CPE hours each semester credit
 10 CPE hours each quarter credit

1 CPE hour for every 50 minutes of 
presentation time

2 CPE hours for developing, writing, 
or preparing each 50 minutes of 
presentation
1 CPE hour for each hour auditors 
write/publish during the published 
year

CPE credits can be earned through:



Measurement of CPE, continued

 Auditors hired/assigned to a GAGAS engagement 
after the beginning of the 2-year CPE period may 
complete a prorated number of CPE hours.

 Prorated hours – based on the number of full 6-
month intervals remaining in the CPE period.

 Example:
 2-year CPE January 1, 2015- December 31, 2016 

assigns a new staff member in May 2015. Prorated CPE 
requirements can be calculated as follows:
a. Full 6-month intervals remaining in the CPE period: 3
b. Number of 6-month intervals in full 2-year period: 4
c. Newly assigned auditor’s CPE requirement: ¾ x 80 hours = 

60 hours
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Measurement of CPE, continued

 For newly assigned auditors subject to 24-hour 
requirement, prorated hours can be calculated: ¾ x 
24 = 18 hours.

 Auditors who do not complete the CPE 
requirements may be given additional time to do 
so at the audit organization’s discretion.

 If the deficiency is not made up, auditors may not 
be able to participate in GAGAS engagements.

 If auditors charge less than 20% of their time 
annually, the audit organization may base the 20% 
on total historical or estimated changes in a year.
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CPE Policies

 If the audit organization discontinues GAGAS 
engagements or reassigns to non-GAGAS assignments, 
auditors do not need to satisfy the CPE requirements.

 Some programs/activities do not meet CPE 
requirements:
 On-the-job training
 Basic/elementary courses
 Programs designed for basic personal development
 Programs generally not used in engagements
 Programs providing training on admin. Operations
 Business sessions with lack of learning objectives
 Conducting external quality control reviews
 Sitting for professional certification examinations
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CPE Policies, continued

 Audit organization’s policies/procedures for CPE 
may address:
 Identifying all auditors required to meet CPE 

requirements
 Providing auditors the opportunity to attend internal 

CPE, external CPE, or both
 Determining which programs qualify for CPE
 Document number of CPE hours completed
 Monitoring auditor compliance

 Policies/procedures for documenting may address 
the documentation of CPE hours to satisfy 
requirements.
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CPE Policies, continued

 Documenting CPE hours can be the responsibility 
of the individual auditors as long as there is 
supporting documentation.

 Documentation involves:
 Organization name providing CPE
 Title of program and subject matter/field of study
 Dates attended or completed
 Number of CPE hours earned
 Reasons for specific exceptions granted
 Evidence of completion

 Audit organizations do not need to prepare reports 
on CPE but may consider periodic reports to 
monitor progress.
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GOING CONCERN
ASU 2014-15



ASU 2014-15 

 Presentation in Financial Statements
 Identifying, assessing and evaluating evidence to 

support management’s assertion
 Disclosure of Uncertainties about an Entity’s Ability 

to Continue as a Going Concern.
 Effective for ALL reporting periods ending AFTER 

DECEMBER 15, 2016   
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Prior vs. New Requirements 47

GAAP (per FASB statements)  = NONE
------------------------------------------------------

GAAS (per AU-C 570)
 Auditor MUST evaluate whether there is 

substantial doubt about an entity’s 
ability to continue as a going concern

 For a reasonable period of time not to 
exceed one year beyond the balance 
sheet date of the financial statements 
being issued.

 Auditor must also consider the possible 
financial statement effects, including 
footnote disclosures on uncertainties 
about an entity’s ability to continue as a 
going concern for a reasonable period of 
time after the balance sheet date.

NEW GAAP = ASU 2014-15

Management is responsible to 
evaluate whether there is 
substantial doubt about an 
entity’s ability to continue as a 
going concern

For a reasonable period of time not 
to exceed one year beyond the 
date that the financial 
statements are issued, or are 
available to be issued

Management makes an assertion 
which must be audited based 
on evidence pertaining to relevant 
conditions and events that are 
known or knowable at the date 
that the F/S are issued or 
available to be issued



Differences are Significant

 Auditor no longer performs the going concern 
evaluation / assessment

 Auditor no longer determines whether or not to 
include footnote disclosures in the F/S

 Management makes an assertion, based on 
evidence (which has to be auditable)  that the 
entity is or isn’t a going concern

 Management develops the appropriate footnote 
disclosure(s)

 Determination date is when the F/S are issued, NOT 
the balance sheet date!
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Evidence to be Developed 
by Management

 QUANTITATIVE
 Current financial condition (B/S) including its liquidity 

sources at the date the F/S are issued
 Projected income and cash flows
 Unconditional and conditional obligations due or 

anticipated to be due within 1 year after the F/S are 
issued, regardless of whether those obligations are 
currently recognized in the F/S about to be issued

 The funds necessary to maintain operations, 
 Current financial condition (B/S)
 Obligations
 Other cash flows
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Evidence to be Developed 
by Management, continued

 QUALITATIVE
 Other conditions / events when considered in 

conjunction with the Quantitative data listed in slide 
#18, which may adversely affect the entity’s ability to 
meet its obligations within 1 year after the date that 
the F/S are issued.
 Negative financial trends 
 Financial difficulties
 Internal matters
 External matters
 See detailed discussion in ASC 205-45-55-2
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Evidence to be Developed 
by Management, cont.

 Plans to dispose of assets or segment(s)
 Plans to borrow money or restructure debt
 Plans to reduce or delay expenditures
 Plans to increase owners equity
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SAS 132



Current GAAS (pre-SAS 132) vs. 
ASU 2014-15 53

Issue Current Auditing
Standard ASU 2014-15

Assessment Period Reasonable Period of 
Time: Defined as a period 
not to exceed one year 
from the balance sheet 
date

One year from the date the 
financial statements are 
issued 

Definition of 
Substantial Doubt

Undefined Probable that the entity will 
be unable to meet its 
obligations as they become 
due

Assessment Annually Annual and interim periods



Current GAAS (pre-SAS 132) vs. 
ASU 2014-15, continued

54

Disclosure Current Auditing
Standard ASU 2014-15

Disclosures: Substantial
doubt alleviated by 
management’s plans

Considered (but not required) Required

Disclosures: Substantial
doubt NOT alleviated by 
management’s plans

Required statement that there is 
“substantial doubt about the entity’s 
ability to continue as a going concern”



SAS 132: The Auditor’s Consideration of an 
Entity’s Ability to Continue as a Going Concern

 Auditor should –
 Conclude whether substantial doubt exists about 

the ability to continue as a going concern for a 
reasonable period of time which is defined as 
 The period of time required by the applicable financial 

reporting framework 
 FASB = 12 months from the date of issuance or, the date 

that the financial statements were available to be issued
 GASB = 15 months from the balance sheet date

 Evaluate the possible financial statement effects, 
including the adequacy of disclosure regarding the 
entity’s ability to continue as a going concern for a 
reasonable period of time.
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What does it mean to “Conclude?”

 There must be an assertion from management or 
those charged with governance

 There must be audit evidence (not forms, 
checklists, and practice aids) provided by 
 The entity
 Third parties
 Direct auditor knowledge

 Appropriate, necessary, and sufficient audit 
procedures must have been performed on the 
audit evidence to form a basis for a conclusion.
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SAS 132: The Auditor’s Consideration of an 
Entity’s Ability to Continue as a Going Concern

 Issued in response to ASU 2014-15

 Applies to all audits of a complete set of financial 
statements (GAAP or SPF)

 Effective for audits of financial statements covering 
reporting periods ending on or after December 15, 
2017.

57



Summary of the Guidance: 
Auditor’s Requirements

 The auditor should consider whether there are 
conditions or events, considered in the aggregate, 
which raise substantial doubt about an entity’s ability 
to continue as a going concern for a reasonable period 
of time.  The auditor should determine whether 
management  has performed an evaluation of whether 
such conditions or events exist. 

 If such an evaluation has been performed, then the auditor 
should discuss the evaluation with management, determine 
whether management has identified relevant conditions or 
events, perform appropriate audit procedures on evidence 
prepared by management and, if so, gain an understanding of the 
plans to address them

 If such an evaluation has NOT yet been performed, then the 
auditor should discuss with management the justification for the 
intended use of the going concern basis of accounting, and 
inquire of management as to whether conditions or events exist 
that raise substantial doubt about an entity’s ability to continue as 
a going concern for a reasonable period of time.
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Auditor Requirements

 Audit management’s assertion
 Checking the box on a practice aid IS NOT auditing
 Inquiry of management is necessary BUT

 Is not sufficient
 Nor is it audit evidence
 It is information needed to assess the risk that 

management’s assertion re going concern is materially 
misstated. 

 Obtain schedules, calculations, worksheets and interim 
financial statements and cash flow analysis from the 
date the F/S are issued to 1 year out.
 Audit the integrity of management’s evidentiary materials
 Audit the completeness of evidence provided by mgt.
 Audit the mathematical accuracy
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Auditor Requirements, continued

 Audit management’s assertion, continued

 Work paper Documentation must contain 
 Evidence prepared by management
 Draft of the footnote disclosure written by management

 Work paper documentation must show what audit 
procedures and testing were performed and by whom

 Work paper documentation must show who reviewed 
and approved the audit procedures performed

 Conclusions reached.
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Example of Audit Documentation

• Management’s Assertion =  Entity XYZ Co. IS a going concern
• Positive Evidence Provided by Management

– Budgeted or projected income statement -cash basis   [ See W/P #1] 
– Budgeted or projected cash flow statement                    [ See W/P #2]
– Schedule of monthly obligations                                        [ See W/P #3]
– Other

• Auditing procedures performed
– Ascertain the reasonableness and feasibility of the assumptions 

underlying the budgeted/projected information
– Determine that assumptions are properly built into the spreadsheets
– Check the mathematical accuracy and completeness of all 

calculations
– Evaluate any other data provided by the client

• Document the audit work paper reference where the above-listed 
evidence and procedures are located
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REMEMBER

NO DOCUMENTATION MEANS THAT 
AUDIT WORK WAS NOT PERFORMED

FORMS, CHECKLISTS & PRACTICE AIDS 
ARE NOT AUDIT EVIDENCE
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Summary of the Guidance: 
Auditor’s Requirements

 The auditor’s evaluation should 
1. address management’s assessment of whether there 

are conditions or events, considered in the aggregate, 
that raise substantial doubt about an entity’s ability to 
continue as a going concern, 

2. cover the same period as that used by management in 
its evaluation, as required by the applicable financial 
reporting framework, &

3. consider whether management’s evaluation includes 
all relevant information of which the auditor is aware.
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Summary of the Guidance: 
Auditor’s Requirements, continued

 The auditor should also inquire of management as to 
its knowledge of conditions or events beyond the 
period of management’s evaluation that may have an 
effect on the entity’s ability to continue as a going 
concern.

 When events or conditions have been identified, the 
auditor should obtain sufficient appropriate audit 
evidence to determine whether such conditions and 
events, when considered in the aggregate, raise 
substantial doubt about an entity’s ability to continue 
as a going concern by performing additional audit 
procedures, including consideration of mitigating 
factors.
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Summary of the Guidance: 
Auditor’s Requirements, continued

 When management’s plans include financial support by 
third parties or the entity’s owner-manager (the supporting 
parties) and such support is necessary to support 
management’s assertions about the entity’s ability to 
continue as a going concern, the auditor should obtain 
sufficient appropriate audit evidence regarding 
1. the intent of the supporting parties to provide the necessary 

financial support, including written evidence of such intent, and 
2. the ability of the supporting parties to provide the necessary 

financial support. 
 Note that failure to obtain the written evidence of the 

intentions of the supporting parties to provide financial 
support constitutes a lack of sufficient appropriate audit 
evidence, in which case the auditor should conclude that 
management’s plans are insufficient to alleviate the 
determination that substantial doubt exists about the 
entity’s ability to continue as a going concern.
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Summary of the Guidance: 
Auditor’s Requirements, continued

 If the auditor concludes that management’s use of the 
going concern basis of accounting is appropriate in the 
circumstances, but substantial doubt exists about the 
entity’s ability to continue as a going concern, then the 
auditor should evaluate the adequacy of the financial 
statement disclosures, as required by the applicable 
financial reporting framework.

 If conditions or events, considered in the aggregate, 
have been identified that raise substantial doubt about 
the entity’s ability to continue as a going concern, but, 
based on the audit evidence obtained, the auditor 
concludes that substantial doubt has been alleviated by 
management’s plans, then the auditor should evaluate 
the adequacy of the financial statement disclosures 
required by the applicable financial reporting 
framework.
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Summary of the Guidance: 
Auditor’s Report

 If the financial statements have been prepared 
using the going concern basis of accounting, but, in 
the auditor’s judgment, management’s use of the 
going concern basis is inappropriate, then the 
auditor should express an adverse opinion.

 If, after considering identified conditions or events 
and management’s plans, the auditor concludes 
that substantial doubt about the entity’s ability to 
continue as a going concern remains, the auditor 
should include an emphasis-of-matter paragraph in 
the auditor’s report, which should be expressed in 
terms consistent with those included in the 
applicable financial reporting framework.
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Summary of the Guidance: 
Auditor’s Report, continued

 If adequate disclosure about an entity’s ability to 
continue as a going concern is not made in the financial 
statements, then the auditor should express a qualified 
opinion, or an adverse opinion, as appropriate.

 If substantial doubt about the entity’s ability to 
continue as a going concern for a reasonable period of 
time existed at the date of prior-period financial 
statements that are presented for comparative 
purposes and that doubt has been removed in the 
current period, then the emphasis-of-matter paragraph 
included in the auditor’s report on the financial 
statements of the previous period should not be 
repeated.
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Summary of the Guidance: 
Auditor’s Report, continued

 Management may request that the auditor reissue 
an auditor’s report and eliminate a going concern 
emphasis-of-matter paragraph contained therein. 

 Although an auditor has no obligation to reissue 
the report, if the auditor decides to reissue the 
report, then the auditor should reassess the going 
concern status of the entity.
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Summary of the Guidance 
Other Matters

 Unless such individuals are involved in managing the 
entity, the auditor should communicate with those 
charged with governance regarding conditions and 
events, considered in the aggregate, that raise 
substantial doubt about an entity’s ability to continue 
as a going concern for a reasonable period of time.

 If there is significant delay in the expected issuance of 
the financial statements by management or those 
charged with governance, and the auditor believes that 
the delay could be related to the evaluation of whether 
there is substantial doubt about the entity’s ability to 
continue as a going concern, then the auditor should 
perform additional audit procedures as necessary.
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Summary of the Guidance 
Other Matters, continued

 Documentation requirements when there is substantial 
doubt about the entity’s ability to continue as a going 
concern: 
1. the conditions or events that led the auditor to conclude 

that substantial doubt exists, 
2. the elements of management’s plans that the auditor 

considered to be particularly significant in overcoming 
conditions or events that raised doubts about the entity’s 
ability to continue as a going concern, 

3. the audit procedures performed to evaluate the significant 
elements of management’s plans and the evidence 
obtained, 

4. the auditor’s conclusion regarding whether substantial 
doubt about the entity’s ability to continue as a going 
concern remains or is alleviated, and 

5. the effect of the auditor’s conclusion on the auditor’s 
report.
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Example Emphasis-of-Matter Paragraph: 
Management’s Plans Do Not Alleviate 
Substantial Doubt

The accompanying financial statements have been 
prepared assuming that the Company will continue as a 
going concern. As discussed in Note X to the financial 
statements, the Company has suffered recurring losses 
from operations, has a net capital deficiency, and has 
stated that substantial doubt exists about the Company’s 
ability to continue as a going concern. Management’s 
evaluation of the events and conditions and 
management’s plans regarding these matters are also 
described in Note X. The financial statements do not 
include any adjustments that might result from the 
outcome of this uncertainty. Our opinion is not modified 
with respect to this matter. 
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Example Emphasis-of-Matter Paragraph:
Management’s Plans Alleviate the Substantial 
Doubt (optional)

As discussed in Note X to the financial statements, the 
Company has suffered recurring losses from operations 
and has a net capital deficiency. Management’s 
evaluation of the events and conditions and 
management’s plans to mitigate these matters are also 
described in Note X. Our opinion is not modified with 
respect to this matter. 
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