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Abstract

Auditors are required to issue going concern opinion (GC opinion) to companies that are incapable to continue their
operations in the near future. It is very important for auditors to issue the GC opinion properly because such opinion
is the only signal from them on the viability of a company. Investors need such signal before they can make good
investment decisions. In Malaysia however, auditors do not want to issue GC opinion to a very large percentage of
financially distressed companies. This motivates this paper to discuss the impact of the latest ISA 570 (2016) on GC
opinion issuance rate in this country. Overall, we are in the opinion that there is no strong ground to expect the new
ISA 570 (2016) to reduce the problem of Malaysian auditors do not issue the GC opinion to many financially
distressed companies. This is due to no new stricter measures being introduced in the latest auditing standard.
Nonetheless, we propose four actions that can be taken by Malaysian policy makers and standard setters if they want
to improve the rate and practice of GC opinion issuance.
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1.0  Background

The incidents that Malaysian auditors do not issue going concern opinion (GC opinion) to
seriously financially distressed companies is still a pressing problem. A survey conducted by Osman,
Turmin, Muhamad and Hussain (2016) reported that auditor issued GC opinion to only between 11 and
30 percent of financially distress Malaysian properties and construction listed companies. Earlier, Abdul
Wahab, Mat Zain and Abdul Rahman (2013) analysed data of selected 379 financially distress companies
and found that only 6.3 percent of them received GC opinion. Policy makers have raised this issue as
early as in 2009 (and until recently). Financial Statement Review Committee (FSRC) of Malaysian
Institute of Accountant, particularly, reveals that the most common weakness in Malaysian listed
companies’ financial statements under their selective review is in the assessment of the appropriateness of
GC assumption during the preparation of the documents (see Accountants Today, December 2009,
May/June 2012, November 2010, November, 2009).

The latest International Standards on Auditing 570 Going Concern (ISA 570) has been released

and made effective in Malaysia starting from 15™ December 2016. It is reasonable to expect that the new
ISA 570 (2016) could at least reduce the incidence of Malaysian auditors do not want to issue GC opinion
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to financially distress companies. The ISA 570 is a pertinent element in the effort to reduce the incidents
because it frames the way auditors conducts going concern assessment and GC opinion issuance process.
We found no assessment on the impact of the latest ISA570 on GC opinion issuance rate has been made
and this motivates us to start a discussion. The objectives of this paper are (1) to evaluate the evolution of
the ISA 570 standard and to make sense of its possible impact on the rate of GC opinion issuance and (2)
to highlight measures that can improve GC opinion issuance practice that policy makers and researchers
could consider.

We hope this paper is a contribution in a way that it could become an input in the process of
developing future promulgations related to going concern principle and could inculcate future academic
studies in this area. The next section analyses the evolution of ISA 570 Going Concern adaptation in
Malaysia. It is followed by a section that brings to light a number of matters that can be incorporated in
auditing standards as well as other promulgations to reduce errors in GC opinion issuance. This paper is
ended with a final conclusion.

2.0 The Evolution of ISA 570

We evaluate the evolution of ISA 570 through a historical analysis. The ISAs issued by
International Federation of Accountants (IFAC) have been the basis of auditing standards in Malaysia
since 1977, according to a source from Malaysian Institute of Certified Public Accountants [MICPA]
(EStandardsForum, 2011). A major milestone in the adaptation of IFAC’s auditing standards in Malaysia
took place in 2003 when Malaysian Institute of Accountants (MIA) and MICPA formed a Joint Working
Group on Auditing (JWG). The purpose of the working group is to issue new ISAs as well as to
harmonize Malaysian auditing practices (Malaysian Institute of Accountants, 2003). However, not until
October 2009, MIA via its report entitled ‘IFAC Clarity Project Review’ noted that “in line with the
IFAC Clarity Project, Malaysia issued clarified ISAs as Exposure Drafts, and subsequently clarified ISAs
were adopted as MASAs [Malaysian Approved Standards on Auditing] effective for periods beginning on
or after January 1, 2010” (EStandardsForum, 2011). Until then, Malaysia is an active member of IFAC,
with the purpose of gaining up to date auditing and accounting knowledge as well as contributing
Malaysian input to this international accounting body (Malaysian Institute of Accountants, 2010).

With respect to auditing standard on GC opinion and assumption, none has been issued in
Malaysia until the end of 1990s. Even though IFAC released International Auditing Guidelines 23 (IAG
23) in 1986, it was not adopted in Malaysia but taken as guidance only. IAG 23 is relatively small i.e. a
seven pages document containing 16 paragraphs and covers topics on going concern assumption, audit
evidence and auditors’ report only (The International Federation of Accountants, 1986). The issuance of
GC opinion by Malaysian auditors then was very much at their discretion; a situation comparable to
Eastern European countries like Belgium at that time (Carcello, Vanstraelen, & Willenborg, 2009). In
July 1998 MIA adopted ISA 570 Going Concern and unlike IAG 23, this auditing standard was
comprehensive. The ISA 570 (1998) required auditors to consider the appropriateness of client’s going
concern assumption. Events or conditions such as high net liability, adverse key financial ratios or
negative operating cash flows have been mentioned as can cast material uncertainties that lead to
significant doubt on going concern assumption. In the year 2000 IFAC initiated the revision of the ISA
570 (1998) and released new version of the standard two years later. The ISA 570 (2002) [39 paragraphs]
is an addition to the 1998 version [18 paragraphs] particularly in terms of clarification about events and
condition that may lead to significant doubt about client’s GC assumption (International Federation of
Accountants, 2002). Figure 1 below shows the timeline of auditing standard related to GC assumption
applicable in Malaysia.
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Figure 1: Auditing Standards on Going Concern Assumption

As shown in Figure 1, ISA 570 (2002) lasted eight years i.e. until its successor the ISA 570
(2010) was introduced. Ironically, the 2002 standard was effective for a long period of time even though
significant events had happened particularly the billion dollar loss of stakeholders’ money contributed
partly by poor audit quality (Enron, WorldCom, etc) and the issuance of Sarbanes-Oxley Act in 2002
(Bellovary, Giacomino, & Akers, 2007). The newly issued ISA 570 (2010) was a major departure from
the former version. ISA 570 (2010) contains 24 paragraphs and ISA 570 (2002) contains 39 paragraphs,
but, they are almost similar in thickness with the former having 16 pages and the latter has 19 pages
(including appendixes) (International Federation of Accountants, 2010). Auditors’ responsibility has been
heightened in ISA 570 (2010) from only to ‘consider’ the appropriateness of client’s GC assumption and
disclosure practice in the earlier standard to “[1] obtain sufficient appropriate audit evidence about the
appropriateness of management’s use of the going concern assumption in the preparation and presentation
of the financial statements and to [2] conclude whether there is a material uncertainty about the entity’s
ability to continue as a going concern” (para. 6). Furthermore, the new ISA 570 enhances auditor
independence ! in deciding the appropriateness of GC assumption by promoting the auditor to
communicate “their findings about the disability of client to continue as a going concern entity” with
party that is in charge of governance like audit committee (para. 23). This is in line with Malaysian
corporate governance promulgation such as MCCG 2007 (Securities Commission Malaysia, 2007) and
Bursa Listing Rules (Bursa Malaysia, 2008) that require close working relationship between auditors and
audit committee.

After the issuance of ISA 570 (2010) Going Concern, a Malaysian auditor may issue ungualified
opinion with emphasis of matter, qualification or adverse opinion to a particular client according to the

The audit committee can enhance auditor independence and consequently can help to increase audit quality(Knapp,
1985, 1987).
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appropriateness of GC assumption and the extent of disclosure made by the client in financial statement.
The ‘comfort’ of issuing a ‘disclaimer’ like when ISA 570 (2002) is effective is no longer allowable (refer
Table 1). This should be an applauded omission because ‘disclaimer’ implicitly means auditor declines to
conclude opinion and hence protect themselves from any legal liability (Ismail & Mustapha, 2011).
Examples of events and conditions that may lead to the issuance of the GC opinion have increased in
number. Specifically, ISA 570 (2010) provides 21 examples of conditions under three headings namely
financial, operational and others while there were only 17 examples in ISA 570 (2002).

Table 1: Going Concern Opinion

Audit Opinion
Audit Conclusion ISA 570 ISA 570 ISA 570
2016 2010 2002
BUT material Unmaodified Unmodified Unmodified
1.GC uncertainty about GC | with a with Emphasis | with OEM or
assumption is | exist and adequate ‘Material of Matter Disclaimer
appropriate disclosure was made Uncertainty (OEM)
Related to
Going
Concern’
section
BUT material Qualified or Qualified Qualified
uncertainty about GC | Adverse opinion opinion
exist and adequate opinion
disclosure was NOT
made
2. GC assumption is NOT appropriate | Adverse Adverse Adverse
BUT prepare financial statement like GC | opinion opinion opinion
assumption is appropriate

The latest ISA 570 (2016) has been released by the International Federation of Accountants
(IFAC) and has been made effective in Malaysia starting from 15 December 2016 (International
Federation of Accountants, 2015). ISA 570 (2016) contains 26 paragraphs and it is 24 pages thick
including the appendixes, almost no difference compared to ISA 570 (2010) of 24 paragraphs and 16
pages. Two roles of auditor mentioned in the ISA 570 (2016) are to “[1] to obtain sufficient appropriate
audit evidence regarding, and conclude on, the appropriateness of management’s use of the going concern
basis of accounting in the preparation of the financial statements, and to conclude, based on the audit
evidence obtained, whether a material uncertainty exists about the entity’s ability to continue as a going
concern” (para. 6). In ISA 570 (2010), however, the first role of auditors is to obtain adequate evidence
only, no requirement to conclude about the adequacy of the evidence. Here in ISA 570 (2016) auditors
have to not only ascertain the appropriateness of management’s application of going concern assumption
but also to conclude on the appropriateness of the application of such accounting principle. Paragraph 17
and 19 of this latest ISA 570 clarified the new roles further.
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Same like ISA 570 (2010), the latest standard provides a total of 21 examples of events and
condition that may cast significant doubt about the ability of an entity to continue to operate in the future.
As shown in Table 1, after the release of this ISA 570 (2016), auditor should issue Unmodified opinion
with a ‘Material Uncertainty Related to Going Concern’ section when GC assumption is appropriate in
financial statement preparation but material uncertainty about GC exist and adequate disclosure has been
made; this is more specific reference to the accounting principle compared to the prior version of ISA 570
(2010) in which auditor is expected to issue Unmodified opinion with an EOM. In the event where GC
assumption is appropriate in financial statement preparation but material uncertainty about GC exists and
management made no adequate disclosure, the auditor is expected to issue Qualified or Adverse opinion.
Consistent with ISA 570 (2002) and (2010), this latest standard set that when GC assumption is not
appropriate but a client prepared financial statement like the assumption is appropriate then auditor has to
issue an Adverse opinion.

There would be an increase in the rate of GC opinion issuance after a new and strict auditing
standard is released; this happens in US (Ryu, Uliss, & Roh, 2009), in UK (Citron & Taffler, 2004) and
China (DeFond, Wong, & Li, 1999). As it has been analyzed above, we believe that Malaysian situation is
dissimilar to US, UK and China. Given that ISA 570 (2016) is no different in strictness compared to ISA
570 (2010), no significant change in the rate of GC opinion issuance in Malaysia can be expected.

3.0 Points to Contemplate

The second objective of this paper is to highlight measures that could improve the GC opinion
issuance practice in our country. There are several that we believed can be considered:

1. GC opinion should be issued if there is doubt about the ability of a company to continue operation and
thus there must be an objective measure of probability of failure if the issuance of GC opinion is to be
made accurately. For instance, in auditing standard there should be a clear and objective indicator like
when Altman z-score of a client is -1 or less, it is compulsory for an auditor to issue GC opinion. Previous
researchers suggested that a more objective auditing standard (which can cause less auditor discretion)
could lead to a more accurate GC opinion issuance (Vanstraelen, 2000, 2002, 2003).

2. The law and regulation can be utilized to solve the problem of Malaysian auditors tend to not issue GC
opinion appropriately. The auditing and accounting standard in a way allow auditor to use discretion
(which can be clouded by self-interest), law and regulation on the other hand allow firm enforcement
(Kydland & Prescott, 1977). The enforcement of law is a proven success in a less litigious context to
reduce the practice of not issuing GC opinion to client that is supposed to receive it (see Carcello, et al.,
2009). The law and regulations can be designed to punish auditors who are deliberately do not issue GC
opinion to clients that have material uncertainty about going concern.

3. In ISA 570 (2016) it was emphasized that management plan is the most important element in the
assessment of the appropriateness of GC assumption of a client company. These standards mentioned that
auditor shall review management plan when he is at audit planning stage, at evaluating management
assessment of GC assumption, when assessing the appropriateness of the assumption, when conducting
additional procedure and when making audit conclusion. However, we in the opinion that reliance too
much on management (plan) can be fatal to the possibility of appropriate GC opinion issuance. This is
because considering management’s plan exposes auditor to negotiation with management and it is not rare
that in negotiations auditor would follow what management wants (see Knapp, 1985, 1987). And
management most of the time would want a clean audit opinion.
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4. There should be additional regulations and/or standards tailored specifically for companies that are
significantly owned by either management, family or institutions because these three groups of owners
have different ways in influencing the GC opinion issuance process (see Osman, 2016). For instance,
companies with significant management ownership (i.e. very influential management) should have a
specific committee for minority shareholders within their board of directors (minority shareholders
committee should be a good name) that can act as a check and balance mechanism to curb the
management practice of dampening auditors’ propensity to issue GC opinion.

4.0  Summary and Conclusion

Overall, we are in the opinion that there is no strong ground to expect the new ISA (2016) can
reduce the problem of Malaysian auditor do not issue GC opinion to a very large percentage of seriously
financially distress companies. This is because there is no new stricter measure has been introduced in the
latest ISA 570 (2016). However, Malaysian policy makers and standard setters still have at least four
measures if they want to improve the rate and practice of GC opinion issuance in this country. The
measures include — (1) to introduce more objective tool to be used when auditor assessing the going
concern status of a client (e.g., Altman z-score), (2) to utilize law and regulation to punish auditors who
deliberately issue a clean audit opinion to companies that have material uncertainty about going concern,
(3) to recommend auditor to rely less on management plan and (4) to prescribe auditor with guidelines to
help them to deal with influential stakeholders during GC opinion issuance process. Researchers on the
other hand should examine the effectiveness of the new ISA 570 (2016), at least.
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