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SAS 59, April 1988; SAS 64, December 1990; SAS 77, November
1995 ; and SAS 96, January 2002.

Effective Date

These statements are now effective.

Applicability

Audits of financial statements in accordance with generall y accepted
auditing standards.

eve that there
ttinue as a
r's evaluation
doubt about
'or a reasonthe fmancial
uding the
!ment of the
tssuing (or
1on the finan-

EFFECTIVE DATE AND APPLICABILITY

NOTE: Th e Statement applies in the audit of any type of entity. It is applicable
to both profit-making and not-for-profit organizations. Thus, it would apply, for
example, in the audit of a municipality. Also, the Statement applies to both
GAAP basis financ ial statements and OCBOA (Other Comprehensive Bases of
Accounting) basis fina ncial statements, (e.g., cash or modified cash basis, tax
basis, or regulatory basis). However, it does not apply to liquidation basis
financial statements.

DEFINITIONS OF TERMS
The section itself has no general definitions. The section is based on the "going concern" concept (see below, Objectives of Section) .

OBJECTIVES OF SECTION
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The "going concern" concept has long been a tenet of fi nancial accounting. It has been
called an assumption, a concept, a basic fixture, and a postulate and has usually been stated
somewhat as follows:
Continuation of entity operations is usually assumed in financial accounting in. the absence of
evidence to the contrary.

SAS 59, codified in till s section imposes an affirmative obligation on the auditor, to
make an assessment of ability to continue as a going concern.
Note that the section does not mandate any procedures especially and solely directed to
searching for conditions or events that would indicate a going concern problem. The obli gation is to assess the inform ation obtained from procedures used for other purposes.
Report modification may result solely from substantial doubt about continued existence
regardless of whether there is any uncertainty associated with the recoverability and classification of recorded amounts. SAS 34 made the decision to modify the audit report hinge on
uncertainty about recoverability and classification. Under this section, continued existence
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341 Consideration of an Entity's Ability to Continue as a Going Concern

has a separate statu s. There could be substantial doubt abo ut continued ex istence even when
there is no question abo ut recoverability and classification.
When the audit report is modified for a mate1ial uncertainty the opinion is unquali fied,
but disclosure of the go ing concern uncertainty is made in an explanatory paragraph that
fo llows the opi nion paragraph. This type of uncertai nty is the only one that requires a report
modi fication.
The section states that "a reasonable period of time" is a peri od not to exceed one year
beyond the balance sheet date.
In January 2002, SAS 96, Audit Documentation, amended SAS 59 to add a requirement
to document certain specific aspects of the work perfo rmed and conclusions reached abo ut
the audito r's going concern co nsiderations. (See Fundamental Requirements for the specific
documentation requirements.)

FUNDAMENTAL REQUIREMENTS
AUDITOR'S RESPONSIBILITY

The audi to r should evalu ate whether there is substantial do ubt about the entity's ability
to conti nue as a going concern for a reasonable period of time, not to exceed one year beyond
the date of the financial statements being audited (i.e. , the balance sheet date). However, the
auditor is not requ ired to des ign audit procedures specificall y to identi fy conditions and
events th at indi cate a "going concern" problem.
PROCEDURES REQUIRED

The auditor should consider whether the results of his or her usual audit procedures indicate that there could be su bstantial doubt.
ADDITIONAL PROCEDURES

If the auditor has substanti al doubt about the entity's ability to continue as a going concern for a reasonable period of time, he or she should
1.
2.
3.

Obtain info rmati on about management's plans to mitigate the proble m.
Assess the li kelihood of effective implementation of the pl ans.
Identify those elements that are espec ial ly significant to mitigating the going concern problem and should plan and perfmm auditing procedures to obtain ev idential
matter abo ut those elements.
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PROSPECTIVE FINANCIAL INFORMATION

If prospective financial info rmation is significan t to management's plans, the auditor
should obtain that info rmati on and should consider the adequacy of support for the significant a~s u m pti o n s. The auditor should pay special attention to those assumptions that are

J.
2.
3.

Materi al to the prospecti ve financi al info rmation.
Particularl y sensitive or susceptible to change.
Not consistent with histori cal trends.

AUDITOR CON CLUSIONS-SUBSTANTIAL DOUBT EXISTS

If the auditor concludes that there is substantial doubt about the entity' s ability to continue as a going concern for a reasonable period of time, he or she should ( l ) consider
whether the condition is adequ ately disclosed and (2) modify the auditor' s standard report by
including an explanatory parag raph (following the opinion paragraph) or disclaim an opin-
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ion. The auditor's conclusion should be expressed in the report using the terms "substantial
doubt" and "going concern."
AUDITOR CONC~IONS-SUBSTANTIAL DOUBT DOES NOT EXIST·
"'";:_:'.'

If the auditor conCludes that substantial doubt does not exist about the entity's ability to

continue as a going concern for a reasonable period of time, he or she should consider
whether the matter needs to be disclosed.
NOTE: The absence of reference to substantial doubt in the auditor's report does not mean that the
auditor is providing assurance about an entity 's ability to continue as a going concern.

INADEQUATE DISCLOSURE

If the auditor concludes that the entity's disclosures about its ability to continue as a going concern for a reasonable period of time are inadequate, the auditor's report should be
qualified or adverse because of a departure from generally accepted accounting principles.
NOTE: The need to consider the adequacy of disclosure of go ing concern problems is independent of
the auditor's decision to modify the audit report, that is, disclosure may be necessary even when the
report is not modified.

DOCUMENTATION REQUIREMENTS

If, after considering the aggregate of events and conditions identified during the audit,
the auditor believes that there is substantial doubt about the ability of the entity to continue
as a going concern for a reasonable period of time, the auditor should document all of the
following:
I.

2.
3.
4.

The conditions or events that led to the auditor's belief that there is substantial
doubt about the entity's ability to continue as a going concern.
Those parts of management's plans that are particularly significant to overcoming
the adverse effects of conditions or events.
The auditing procedures performed and evidence obtained to evaluate management's plans.
The auditor's conclusions about whether substantial doubt about the going concern
issue remains.
• If substantial doubt exists, document the possible effects of the conditions or

events on the financial statements and the adequacy of the related disclosures.
If substantial doubt is alleviated, document the conclusion about whether disclo-

sure of the principal conditions and events that led the auditor to believe there
was substantial doubt is needed.
5.

The auditor's conclusion about whether to include an explanatory paragraph in the
audit report to reflect the conclusion that substantial doubt remains . If going concern disclosures are inadequate, the auditor should document the conclusion about
whether to express a qualified or adverse opinion to reflect the GAAP departure.
INTERPRETATIONS

ELIMINATING A GOING CONCERN EXPLANATORY PARAGRAPH FROM A
REISSUED REPORT (AUGUST 1995)

An auditor may be asked by the client to reissue the audit report and eliminate the going
concern paragraph. Such requests usually occur after the going concern matter has been re-

