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Background

Section 134(5) of the Companies Act, 2013 requires board of directors of every company 
to state in its Directors’ Responsibility Statement that they have prepared the annual 
accounts on a going concern basis. 

Given the economic uncertainty created by the novel coronavirus (COVID-19) coupled 
with significant business disruptions for entities across almost all sectors, there is likely to 
be an increase in events and circumstances which may cast significant doubt on a 
company’s ability to continue as a going concern. Therefore, management may need to 
assess whether going concern assumption is still appropriate as a basis for the 
preparation of the company’s financial statements. 

Under the going concern basis of accounting, the financial statements are prepared on 
the assumption that the entity is a going concern and will continue its operations for the 
foreseeable future, unless management intends to liquidate the entity or cease 
operations or has no realistic alternative but to do so .

When the going concern basis of accounting is used, assets and liabilities are recorded 
on the basis that the entity will be able to realise its assets and liabilities in the normal 
course of business.

New development

Recently, the International Accounting and Auditing Standards Board (IAASB) and the 
Institute of Chartered Accountants of India (ICAI) have issued guidance on going concern 
assessment amid COVID-19 for companies and considerations for an auditor while 
evaluating the management’s assessment.

In this issue of First Notes, we aim to provide an overview of the specific matters to be 
considered by the management while assessing going concern in current times as per 
the guidance issued by IAASB and ICAI.
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The implications of COVID-19 may not automatically result in existence of a material 
uncertainty. The increased risk of significant doubt on an entity’s ability to continue as a 
going concern will depend on the nature and circumstances of the entity, including the 
industry in which it operates. Some of the important considerations highlighted by the ICAI 
guidance are as follows:

• Assess what impact the current events and conditions have on an entity’s operations and 
forecasted cash flows, with a focus on whether the entity will have sufficient liquidity to 
continue to meet its obligations as they fall due.

• Consider the existing and anticipated effects of the COVID-19 on the assumptions, in 
particular significant assumptions that are sensitive or susceptible to change or are 
inconsistent with historical trends.

• Assess specific matters relating to COVID-19. Few examples are highlighted in the table 
below.

Going concern assessment – Management considerations

(Source: ICAI guidance on going concern)

• Consider all available information about the future, for at least, but not limited to, 12 months from the end of the 
reporting period.

• In case after the reporting period, management determines that it intends to liquidate the entity or cease trading, 
or that it has no realistic alternative but to do so, the financial statements may require a fundamental change in 
the basis of accounting (e.g., to liquidation basis of accounting), rather than an adjustment to the amounts 
recognised within the original basis of accounting. 

Area Matters to be considered

Regulatory • Impact of measures taken by governments in countries where entity operate

• Changes to the entity’s access to capital impacted by measures taken by regulators

• Entity’s ability to prepare timely financial statements or other required information/ 
filings, including delays in receiving financial data from operations in other countries 
or material investees for consolidated financial statements.

Operating 
environment

• General considerations include restructuring of the entity/group (actual or planned) 
and its business (e.g., store closures, workforce reduction) that may be needed to 
generate sufficient cash flows.

• Other considerations could include:

– Level of lost revenue and cash flows including the effect of rebates, refunds and 
allowances.

– Impact of foreign exchange fluctuations including the impact of any hedging 
arrangements to reduce uncertainty.

– Inability to honour certain terms of contracts leading to penalties by regulators/ 
counterparties and suitability of invocation of force majeure clauses.

Liquidity • This could involve operational and funding considerations such as:

– Risk relating to receivables (delays or failures of counterparties, requests for 
changes in payment terms).

– Impact of trade financing products such as letters of credit, forfaiting, shipping and 
payment terms, etc.

– The impact on funding due to but not limited to:

o Potential covenant breaches and resultant impact on credit ratings
o Material adverse changes/material adverse event clauses in debt agreements.
o Debt maturity profile and impact of COVID-19 on refinancing risk.

– Risk that the parent company will no longer support the business.
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Historical financial results are unlikely to provide a basis for future cash flows in current times 
as these might not reflect changes around the industry and markets owing to COVID-19 such 
as decline in share prices, likely impact on credit rating, regulatory restrictions, etc. Therefore, 
management is expected to consider additional sources of information when evaluating the 
reasonableness of the assumptions used in its assessment of going concern.

Certain sources of information that may be used to assess reasonableness of going concern 
assumptions include:

• Industry/analyst reports

• Third party studies

• Data from the World Health Organisation (WHO) or local institutions about the expected 
progression of the COVID-19 outbreak in the countries

• Data from governmental sources about the severity and estimated duration of the 
economic downturn and actions the government may take to mitigate the effects.

Management is expected to prepare a range of scenarios based on different dates of recovery 
to determine the potential impact on underlying performance and future funding 
requirements. These scenarios should adequately address the impact of COVID-19 by 
applying stricter parameters than those used in the past.

Additionally, assess the need to appoint a management’s expert for developing forecasts for 
going concern assessment.

Change in assessment from previous periods to COVID-19 situation

The required disclosures will depend on the facts and circumstances of each entity and their 
exposure to the current evolving environment. From COVID-19 perspective, following 
disclosures should be provided:

• In case management has significant doubt about the entity’s ability to continue as a going 
concern, disclose the uncertainties, even if it concludes that no material uncertainty exists. 

• When a material uncertainty exists, disclose the fact that entity’s ability to continue as a 
going concern is subject to a material uncertainty.

• Additional line items or sub-totals on the face of statement of profit and loss may be 
included to depict entity’s performance such as impairment adjustment.

• Enhanced disclosures regarding estimation uncertainty might be required, for instance, 
assumptions may be subject to a material change within the next period. 

• Disclose any changes in financial risks such as credit risk, liquidity risk, currency risk and 
other price risk, and changes in objectives, policies and processes for managing those 
risks are expected.

• Additional disclosures about liquidity risk might be needed when COVID-19 has affected 
cash flows from operations or the ability to access cash in other ways such as from 
government payments, factoring receivables or supplier financing.

• Update management’s analysis of principal risks and uncertainties that could affect the 
amounts reported in the financial statements or the functioning of the reporting entity.

• Additional disclosures in the board’s report or in an annual report (other than financial 
statements and auditor’s report) need to be provided. 

Disclosures
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• Use of going concern basis of accounting is inappropriate: If the financial statements have 
been prepared using the going concern basis of accounting but, in the auditor’s 
judgement, management’s use of the going concern basis of accounting in the preparation 
of the financial statements is inappropriate, the auditor would express an adverse opinion.

• Use of going concern basis of accounting is appropriate but a material uncertainty exists 
which has been adequately disclosed in the financial statements: The auditor would 
express an unmodified opinion and the auditor’s report would include a separate section 
under the heading ‘Material Uncertainty Related to Going Concern’.

• Use of going concern basis of accounting is appropriate but a material uncertainty exists 
which has not been adequately disclosed in the financial statements: The auditor should 
express a qualified opinion or adverse opinion (depending on the pervasiveness of the 
matter to the financial statements (i.e., the inadequacy of disclosures)).

• A new Key Audit Matter (KAM) may be reported to describe the identified events or 
conditions disclosed in the financial statements that were the focus of auditor’s attention.

Impact on auditor’s report

The COVID-19 pandemic may be a contributing factor to a delay in the approval of financial 
statements. If a significant delay occurs, communication between auditors, management and 
those charged with governance should remain open and effective allowing both the auditor 
and those charged with governance to fulfil their respective responsibilities despite the delay.

Significant delay in approval of financial statements

With the likely increase in events and conditions that may cast significant doubt on an entity’s 
ability to continue as a going concern due to COVID-19, auditors are also expected to perform 
additional audit procedures to evaluate management’s assessment around going concern. 
These would at a minimum involve, evaluation of reliability of cash flow forecast prepared by 
the management considering change in economic environment, management’s plan for 
future actions and assessing its feasibility in the circumstances. 

The pace at which events are occurring during current times, maintaining regular and 
effective communication by auditors with those charged with governance is likely to be more 
important. The required communication could revolve around identification of events or 
conditions which constitute material uncertainty, appropriateness of management’s use of 
going concern, adequacy of related disclosures in the financial statements and implications 
on the auditor’s report, wherever applicable.

Additionally, auditors might need to critically analyse the ‘other information’ (forming part of 
the annual report) which could highlight matters relating to an entity’s going concern viability 
or strategy and compare the same with the information presented in the financial statements. 
The analysis would enable them to identify whether there is a material inconsistency between 
the other information and the financial statements or if there is material inconsistency 
between the other information and auditor’s knowledge obtained in the audit, in the context 
of audit evidence obtained and conclusions reached in the audit, with possible implications 
on the auditor’s report.

Auditor’s responsibility
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The guidance of ICAI and IAASB highlights the key areas which should be considered by management while 
assessing a company’s ability to continue as a going concern. Companies need to give high priority to this area 
and assess their own facts and circumstances in the light of the potential impact of COVID-19.

The assessment might require updation of forecasts and sensitivities, review of projected covenant compliances, 
and assessment of plans to mitigate events or conditions that may cast significant doubt on the company’s ability 
to continue as a going concern. Companies might need to develop multiple scenarios in terms of economic 
forecasts and within each of these scenarios perform a sensitivity analysis based on various assumptions and 
would need to bring this into their overall assessment. These scenarios and sensitivities would need to trued up 
over time as greater clarity emerges in the coming months. 

Further, it should be noted that forecasts should take into account both the positive impact of governmental 
support measures through economic stimuli programmes and the negative impact of COVID-19.

Expanded disclosures would demonstrate how a company managed its liquidity amid the pandemic and the 
judgements taken to conclude its position on going concern assessment. 

Our comments
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KPMG in India’s IFRS institute

Visit KPMG in India’s IFRS institute - a web-based platform, which seeks to act as a wide-
ranging site for information and updates on IFRS implementation in India.

The website provides information and resources to help board and audit committee members,
executives, management, stakeholders and government representatives gain insight and
access to thought leadership publications that are based on the evolving global financial
reporting framework.

Voices on Reporting

KPMG in India is pleased to present Voices on Reporting (VOR) – a series of knowledge sharing 
calls to discuss current and emerging issues relating to financial reporting.

On 24 April 2020, KPMG in India released its VOR – annual update publication for the year ended 31 
March 2020. The publication provides a summary of key updates from the Securities and Exchange 
Board of India, the Ministry of Corporate Affairs, the Institute of Chartered Accountants of India, the 
Reserve Bank of India and the Ministry of Law and Justice.

To access the publication, please click here.

Issue no. 45 – April 2020

The topics covered in this issue are:

• Analysing the going concern assumption under the COVID-19 scenario

• Financial reporting impact of COVID-19: Sector-wise analysis

• RBI’s regulatory stimulus for the financial sector

• Regulatory updates.

Missed an issue of Accounting and Auditing Update or First Notes

COVID-19: Potential impact on financial reporting

24 March 2020

The rapid outbreak of the coronavirus (COVID-19) presents an alarming health crisis that the world
is grappling with. The impacts of the COVID-19 pandemic are unfolding in real time. The COVID-19
outbreak has already had a significant effect on the economies of affected countries and 
international financial markets. As the companies in India approach their year-end, there is an urgent 
need to evaluate the impacts of the outbreak on their accounting and financial reporting. The 
financial reporting impacts of the COVID -19 outbreak will depend on facts and circumstances,
including the degree to which a company’s operations are exposed to the impacts of the outbreak.

This issue of First Notes discusses key accounting and financial reporting impacts of COVID-19 to be 
considered by companies.

https://home.kpmg/in/en/home/insights/2020/04/vor-march-2020-regulatory-updates-covid-19.html
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