Chapter 17 Final Review of Financial Statements
Answer 1

(a)

The engagement partner who has ultimate responsibility for committing the audit firm when signing the audit report.
(b)
To ensure the sufficient and appropriate audit evidence is obtained to reduce the risk of material misstatement to an acceptable level.

To ensure the financial statements are in agreement with the accounting records, known facts and comply with the relevant financial reporting framework.

To ensure the financial statements as a whole are consistent with the auditors’ understanding of the entity and its environment when forming an overall conclusion.

To ensure adequate audit work is carried out properly.

To ensure the audit opinion on financial statements is supported by the audit evidence gathered.

(c)(i)

According to HKSA 570, the auditor’s responsibility is to consider:

· The appropriateness of management’s use of the going concern assumption in the preparation of the financial statements.

· Whether there are material uncertainties about the entity’s ability to continue as a going concern that need to be disclosed in the financial statements.

When planning the audit and obtaining an understanding of the entity, the auditor should consider whether there are events or conditions and related business risks which may cast significant doubt on the entity’s ability to continue as a going concern.
The auditor should consider the same period as that used by the management in making its assessment under the applicable financial reporting framework. If management’s assessment of the entity’s ability to continue as a going concern covers less than twelve months from the balance sheet date, the auditor should ask management to extend its assessment period to twelve months from the balance sheet date.
(c)(ii)

· Net liability or net current liability position.
· Fixed-term borrowings approaching maturity without realistic prospects of renewal or repayment; or excessive reliance on short-term borrowings to finance long-term assets.

· Indications of withdrawal of financial support by shareholders and other creditors.

· Negative operating cash flows indicated by historical or prospective financial statements.

· Adverse key financial ratios.
· Substantial operating losses or significant deterioration in the value of assets used to generate cash flows.

· Arrears or discontinuance of dividends.

· Inability to pay creditors on due dates.

· Inability to comply with the terms of loan agreements.

· Change from credit to cash-on-delivery transactions with suppliers.

· Inability to obtain financing for essential new product development or other essential investments.

(c)(iii)

Inquire of management whether there are renewal of bank loan, reschedule of loan repayment or any other future actions.

Inspect the agreements or the correspondence from the bank as evidence for the renewal of bank loan or reschedule of loan repayments.
Consider mitigating factors such as current level of the company’s financial resources, or its ability to raise additional debt or equity finance.

Seek written representations from the company’s management regarding its plan for future actions.
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