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Assessing going concern
Stakeholders would benefit from clarity in U.S.
disclosure requirements

Highlights
• Stakeholders are requesting

enhanced going concern disclosures.

• Footnote disclosures would provide
stakeholders with more
transparency, enhancing their
ability to evaluate the company's
prospects.

• Requiring companies to provide

earlier and more frequent
disclosures that provide more detail
if conditions deteriorate will benefit
stakeholders.

• Changes to preparers’ disclosure

requirements and the auditors'
reporting model should be analyzed
and executed in a coordinated
fashion.

Coordination between U.S. standard setters is key to
improving the going concern reporting model
• Unless liquidation is imminent, companies report financial results assuming they will
continue as a going concern. Currently, companies are required to disclose all matters
that are material, and certain disclosures are required by public companies in
management’s discussion and analysis (“MD&A”). However, there is no specific financial
statement disclosure requirement related to going concern.
• Under U.S. auditing standards, auditors are required to assess management’s
assumption of a company’s ability to continue as a going concern. However, audit reports
are typically only issued once a year; thus, generally there is no auditor’s reporting that
addresses changes in circumstances that occur during interim periods.
• Stakeholders make judgments throughout the year about a company’s prospects. Thus,
they would benefit from disclosures by the company in its interim and annual financial
statements of factors that could affect the going concern assumption.
• Requiring a company to provide earlier and frequent scalable financial statement
disclosures would make more specific and more timely information available about
events or conditions that could affect its ability to continue as a going concern. Scalable
disclosures would further enhance stakeholders’ ability to focus on a company’s financial
challenges.
• Improvements in the reporting model will be achieved most effectively by U.S.
accounting and auditing standard setters continuing to work together to develop
complementary standards.

Background

Recent events have highlighted the
opportunity to enhance reporting
Recent events

Stakeholder concerns

During the recent economic downturn, some
were surprised to learn that companies faced
liquidity issues or had filed for bankruptcy.
As a result, stakeholders are asking for more
timely and robust disclosures of factors that
could impact a company’s ability to continue
as a going concern.

Stakeholders make judgments about a
company’s prospects throughout the year.
However, there is no requirement for
auditors to report on going concern during
interim periods. And, because the auditor is
required to have “substantial doubt” about
the company’s ability to continue as a going
concern in order to include a going concern
reference in its report, auditors’ reports are
not required to highlight situations that do
not meet this high hurdle.

The current model in the U.S.

Companies are not
currently required to
specifically disclose
going concern
considerations in
their financial
statements.

Use of the “going concern” basis of
accounting generally assumes that a
business will continue for the foreseeable
future. Unless liquidation is imminent,
there is no requirement under U.S.
accounting standards for management to
explain the basis under which the financial
statements are prepared. Further, while all
material matters are required to be
disclosed in certain publicly available
reports, companies are not specifically
required to disclose going concern
uncertainties in their financial statements.
Auditing standards in the U.S. require the
auditor’s report to highlight material going
concern uncertainties. This is the case
when the auditor concludes that there is
substantial doubt about the company’s
ability to continue as a going concern for a
reasonable period of time (twelve months
from the balance sheet date).
“Substantial doubt” is not defined in the
auditing standard and thus requires
auditors to exercise significant judgment.
Auditors evaluate indicators such as
negative trends in financial results and
prevailing business and economic
conditions. Auditors also assess the
likelihood that management’s plans to
continue the business can be implemented
successfully.
However, the auditor is not responsible for
predicting future conditions. Accordingly,
the absence of substantial doubt does not
provide assurance the company will
continue as a going concern.

In addition, although management is
required to disclose all material matters,
current disclosures, such as public
companies’ liquidity and risk factors, may
not identify which of the factors disclosed
are most likely to impact the company’s
going concern assumption and
management's plans to address them.
Management concerns
There are concerns on the part of
management that standard setters could
require disclosures before economic or
business conditions warrant such
emphasis. They also point out that
providing disclosures about events and
conditions that could impact the use of the
going concern basis of accounting may lead
to adverse market reactions and become a
self-fulfilling prophecy.
Further, there is concern that any new
disclosure requirements could require
management to reveal sensitive
information about the company.
Current efforts in the U.S.
The Financial Accounting Standards Board
(“FASB”) expects to issue an exposure draft
on going concern in early 2013.
The Public Company Accounting Oversight
Board (the “PCAOB”) has also announced a
project on going concern. In addition, the
PCAOB has issued a concept release on the
auditor’s reporting model which suggests
expanding the use of emphasis of a matter
paragraphs to highlight the most
significant matters and uncertainties in the
financial statements.
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Analysis

Scalable disclosures would be valuable
Transparency for stakeholders
Stakeholders obtain information about
companies from many sources, including
press releases, ratings agency reports, the
trading price of a company’s securities,
management presentations, regulatory
reports, and financial statements.
Stakeholders typically assess all available
information when making decisions.
Today the hurdle for a going concern
reference in the auditor’s report is high.
The auditor must conclude that despite
management’s plans there is substantial
doubt about the company’s ability to
continue as a going concern.

Required disclosures
in the financial
statements about
significant events
and conditions that
could impact the
company’s use of the
going concern basis
of accounting would
better inform
stakeholders.

Further, if negative conditions exist but do
not give rise to substantial doubt, there
would be no specific requirement that
management provide information in the
financial statements about its plans to
address its financial challenges.
If management were required to disclose its
assessment of risks and uncertainties that
could impact the company’s use of the
going concern assumption, and its plans to
address those risks and uncertainties,
stakeholders would have even greater
insight into management’s analysis of the
company’s financial situation.
Management’s role
Management is best positioned to provide
insight into the most significant risks to the
company’s ability to continue as a going
concern and the company’s plans to
address those risks.
An accounting standard that provides
economic factors and business risks for
management to consider in developing its
disclosures could be useful for preparers.
The goal of the standard should be for
management to provide more transparency
for stakeholders into its going concern
assessment.
The disclosures should also be scalable
based on the risks to a company’s going
concern status at a point in time. The
disclosures could identify whether the
financial statements are prepared on a
liquidation basis or a going concern basis,
and why the basis used is appropriate. Less
severe going concern situations might

include disclosure of the potential issue
and management’s anticipated actions,
such as refinancing debt or raising capital.
As the company’s situation became more
challenging, the disclosure could be
expanded to include more specifics about
the conditions and possible alternatives if
management’s plans are not successful.
Such disclosures should be included in the
interim and annual financial statements
and be sufficiently detailed to inform
stakeholders about financial challenges
impacting the company and how it is
responding.
The auditor’s role
For public companies, some view going
concern disclosures as more appropriately
residing in MD&A, due to their forward
looking nature. However, we believe that
the disclosure should be contained in a
footnote in the interim and annual
financial statements where they will be
subject to the auditor's assessment.
Consistent with the current reporting
model, auditors could highlight the
company’s disclosure by including an
emphasis of matter paragraph in their
audit reports.
Coordinated change is critical
We applaud the FASB for its current efforts
to develop a standard with input from the
PCAOB and others. The standard is
expected to provide guidance for
management to assess going concern and
require disclosures.
The PCAOB should also modify existing
auditing standards to address auditors’
responsibilities for the new disclosures. In
addition, the PCAOB should consider
auditor reporting implications. We believe
that company disclosures about going
concern may in certain circumstances
warrant an auditor emphasis of a matter
paragraph.
In conclusion
By continuing to collaborate, the FASB and
PCAOB have an opportunity to improve
stakeholders’ understanding of going
concern assessments. Stakeholders will
benefit from these new disclosure
requirements.
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Questions and answers

Q: Would a going concern disclosure
requirement be challenging for companies?

Q: Would the going concern assessment be
the same for all entities?

A: A shift from more generalized
disclosures of risk factors to more pointed
disclosures about the company’s ability to
continue as a going concern will likely be
challenging for some companies. They may
need to establish new processes and
controls to gather and report the necessary
information.

A: No. Management and auditors will
need to evaluate the company’s ability to
continue as a going concern in light of its
facts and circumstances. Company-specific
financial risks, liquidity risks, and business
risks would be among the factors to be
considered.

Further, depending on a company’s specific
facts and circumstances, management may
need to determine how best to make the
disclosures when sensitive information is
involved. Despite the potential challenges,
we believe that stakeholders would benefit
from disclosures that are scalable based on
the company’s circumstances and
management’s anticipated actions.
Q: Why would stakeholders benefit from
clarity in U.S. disclosure requirements?
A: Currently, public companies provide
broad disclosures in the risk factor and
liquidity sections of periodic filings to
inform stakeholders of risks to their
financial conditions. Specifically requiring
management to provide scalable
disclosures about the greatest risks to the
company’s ability to continue as a going
concern and management's plans will
provide more transparency to stakeholders.
Embedding this requirement in an
accounting standard will also drive
consistency across companies by defining
the timing and threshold for making
disclosures.
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Email: michael.j.gallagher@us.pwc.com
Beth Paul
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Phone: 973-236-7270
Email: elizabeth.paul@us.pwc.com

For example, a private start-up enterprise
would be subject to different business and
economic risks than an established public
company in a stable environment.
Similarly, liquidity risks associated with a
financial institution that finances longterm assets with short-term liabilities
would need to be evaluated in a fact specific
manner.
Q: What has the FASB been doing about
going concern and what are its next steps?
A: The FASB met in November 2012 and
tentatively decided to propose a new
reporting model for management’s
assessment of going concern.
Going forward the FASB will (i) assess the
applicability of its proposed model to
nonpublic entities, (ii) perform further
analysis of the nature of disclosures and the
interaction with MD&A for public
companies, (iii) provide guidance on how
management’s plans should be
distinguished and considered, and (iv)
consider the effective date and transition.
An exposure draft is expected early in 2013.
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