
 
From: Auditor of State’s Center for Audit Excellence 

To: All IPA Firms 

Subject: COVID 19 Audit Guidance 

Date: April 13, 2020 

 

As you are all likely aware, there has been a flood of different interpretations on accounting and 
auditing guidance as it relates to the impact or potential impact of the COVID-19 state of 
emergency. While many of the interpretations have broader guidance there are some articles that 
can be helpful (including those attached). In an effort to promote consistency, we wanted to 
share not only the attached articles, but also some additional points related to how Ohio 
government’s financial statements, audit reports, and the related audit procedures may be 
impacted as a result. 
 
Subsequent Event (SE) Disclosures  
We anticipate disclosures (similar to the draft below) related to the impact of COVID-19 will be 
relatively common and likely should be included in most released reports. Additionally, auditors 
should include an emphasis of matter paragraph (similar to the draft below) in the opinion related 
to this disclosure unless well-reasoned working papers are maintained to support not 
including.  Regardless, we recognize each determination needs to be audit specific. Therefore, 
auditors should discuss with the client to determine if management agrees to modify their note 
disclosures to include a subsequent event note (if one is not already included). If management 
modifies to include the disclosure, auditors should not issue a control deficiency for the 
modification as these are facts that were unknown at the time their financial statements were 
filed in the Hinkle System.   If the client doesn’t feel a disclosure is necessary, auditors would 
evaluate management’s reasoning and determine if the facts and circumstances would result in a 
material misstatement, which in some situations could lead to opinion modifications. 
 

Draft disclosure: 
The United States and the State of Ohio declared a state of emergency in March 2020 due to 
the COVID-19 pandemic. The financial impact of COVID-19 and the ensuing emergency 
measures will impact subsequent periods of the [Entity Type]. The [Entity Type]’s 
investment portfolio and the remove if no material investments] investments of the pension 



and other employee benefit plan in which the [Entity Type] participates have incurred a 
significant decline in fair value, consistent with the general decline in financial markets. 
However, because the values of individual investments fluctuate with market conditions, and 
due to market volatility, the amount of losses that will be recognized in subsequent periods, if 
any, cannot be determined. In addition, the impact on the [Entity Type]’s future operating 
costs, revenues, and any recovery from emergency funding, either federal or state, cannot be 
estimated. 
 
Draft Emphasis of matter: 
As discussed in Note X to the financial statements, during 20XX, the financial impact of 
COVID-19 and the ensuing emergency measures will impact subsequent periods of the 
[Entity Type].  We did not modify our opinion regarding this matter. 
 
Note: Auditors should evaluate and modify this disclosure based on the circumstances and 
perceived/ measurable impact at each entity. For instance: 

- If bank balances are material and are included in the OPCS, auditors may consider 
whether there has been any material changes in pooled collateral. Spot checking 
some current OPCS balances is encouraged to evaluate this risk. 

- If investment losses are determinable or can be reasonably estimated, the amounts or 
estimated ranges should be disclosed in the Deposit/investment disclosure. 

- Reminder: For AOS Regulatory Basis (non-GAAP) filers, this disclosure would not 
include references to investments of the pension and other employee benefit plan in 
which the entity participates in due to GASB 68 /75 reporting not being applicable. 

 
Going Concern Evaluations 
While we anticipate for governments going concern disclosures would be rare, auditors should 
still be considering these factors, including COVID-19 impact, when performing their 
evaluations.  Even if auditors do not feel the entity has a going concern issue to report, the 
potential loss of revenue during this time could result in financial difficulties. Auditors should 
document their evaluation / conclusions in their working papers and follow guidelines in AU-C 
570 for determination of whether or not there is a going concern or financial difficulties situation 
requiring disclosure in the footnotes and auditor’s opinion. 
 
Estimates 
Some estimates may have been reasonably determined using practices that were perfectly 
acceptable or reasonable in prior periods; however, uncertainty or expected reductions could 
mean they can no longer be supported. If such situations arise, auditors should discuss them with 
management in order to determine if a more appropriate estimate can be determined.   

 If a modified estimate is determinable, auditors should not issue a control deficiency for 
any modification if the facts and circumstances were unknown at the time their financial 
statements were filed in the Hinkle System.    

 If a modified estimate is not reasonably determinable, auditors should evaluate whether 
the note disclosure appropriately discloses the issue and modify it as needed. 

 
 
 



Moving Forward 
While we believe the above guidance is likely the best approach as of right now, changes are 
happening daily. Auditors should not only rely on the information in this communication, but 
also evaluate these situations based on the most current information they have available to them. 
In future periods, i.e. those ending on June 30, 2020 and subsequent, there will be additional 
considerations. For instance, the internal controls operating during this time likely aren’t the 
normal control procedures because of the ‘stay at home’ order, therefore auditors may need to 
consider this when planning the engagement.  In addition, fraud risks will likely be heightened 
due to the change in control process.  
 
Please contact the Center for Audit Excellence with any questions. 
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1 FASB ASC 855 requires that, when a reporting entity meets either of the following criteria, subsequent events 
need to be evaluated through the date that the financial statements are issued:

The reporting entity is an SEC filer
The reporting entity is a conduit bond obligor for conduit debt securities that are traded in a public 
market

When a reporting entity does not meet either of the above­noted criteria (e.g., typical private company), 
subsequent events need to be evaluated through the date that the financial statements are available to be issued.  
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Going concern tips for auditors during the pandemic
By Bob Dohrer, CPA, CGMA, with Ken Tysiac 
April 3, 2020

Auditor reporting and transparency about the entity’s financial condition is information critical to our turbulent
economy. Amid the economic turmoil related to the coronavirus pandemic, going concern is one of the topics
that auditors are most frequently asking about in their contacts with the AICPA. The information in this article
does not address audits performed in accordance with PCAOB standards.

Auditors may need refreshers on what the auditing standards say about going concern and how they interact
with the accounting requirements.

In FASB’s standards, management is responsible for determining whether preparing the financial statements
on a going concern basis is appropriate for the entity. FASB’s standards require that management look out
for a reasonable period of time, which is 12 months beyond the date when the financial statements are
issued. Management needs to assess whether there is substantial doubt about the entity’s ability to continue
as a going concern for that 12-month period. Management then concludes whether preparation of the
financial statements as a going concern is appropriate.

I should also just quickly point out that’s the standard issued by FASB for nongovernmental entities. There
are also governmental accounting standards. (specifically, for going concern, GASB Statement No. 56,
Codification of Accounting and Financial Reporting Guidance Contained in the AICPA Statements on
Auditing Standards.) And the reasonable period of time for this assessment by management in that case is
12 months from the financial statement date, for example, the balance sheet date.

Some special-purpose frameworks may address this evaluation of a reasonable period of time. For instance,
the Financial Reporting Framework for SMEs also has the period defined as 12 months from the financial
statement date, for example the balance sheet date.

For this reasonable period of time, management is required to identify whether any conditions or events are
present when they’re making this evaluation that may cause significant doubt with respect to the ability to
continue as a going concern. And management’s evaluation is made based on the conditions or events that

https://www.journalofaccountancy.com/info/privacy-policy.html
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are known at the time they are making that evaluation or are reasonably knowable as of that date. It
essentially is, at the date of that evaluation, what do they know and then what is their conclusion around
that.

I think that’s important because what that actually says is that conditions that arise or events that occur
subsequent to that evaluation or subsequent to the date that the financial statements are issued, those
subsequent events may result in a different outcome or a difference that does not reflect management’s
evaluation. And that’s OK. Nobody can predict the future.

“Substantial doubt” from the perspective of management is defined by FASB as a “probable” threshold,
which means “likely to occur.” When we get to the auditing discussion later, however, it should be noted that
AU-C Section 570, The Auditor’s Consideration of an Entity’s Ability to Continue as a Going Concern, does
not define “substantial doubt.” The auditing standards direct the auditors to consider whatever the
accounting framework uses. In this case, whatever U.S. GAAP (either FASB or GASB) requires is what the
auditor would use.

The auditor’s objectives
The auditor is required to consider the evaluation that has been performed by management and then to
come to his or her own conclusion on whether the use of the going concern basis is appropriate for
preparation of those financial statements. Another requirement is for the auditor to consider the adequacy
and the appropriateness of the disclosures around the conditions and events relative to going concern.
Those requirements for disclosure are essentially in the accounting framework, so they’re embedded in U.S.
GAAP (either FASB or GASB).

Let’s drill down on those basic objectives and consider the steps the auditor goes through in achieving those
objectives. The first one, of course, is to consider, from the auditor’s perspective, whether there are any
conditions or events that cause or raise substantial doubt about the ability to continue as a going concern.

Certainly, it would be hard to deny that the pandemic and COVID-19 create events and conditions that may
cause doubt about an organization’s ability to continue as a going concern. But that’s not a blanket, uniform,
absolute rule in today’s environment. Depending on the sector in which the entity operates, it may or may
not cause significant doubt. The example that everybody uses these days is, if your business happens to
make toilet paper, the environment is probably not leading you to question your ability to continue as a going
concern.

On the other hand, if you’re operating a business in the hospitality industry — restaurants, bars, airlines,
cruise ships, things like that — obviously the conditions and events give rise to going concern matters.

Once the auditor establishes whether conditions and events warrant a going concern evaluation, the next
step for the auditor is to ask whether management has performed the evaluation that they are required to
perform under the accounting framework as described above.

If management has performed that evaluation, then the next step would be for the auditor to look at,
consider, and discuss management’s evaluation with them. I think in today’s environment, certainly with
today’s smaller businesses, management has their hands full with so many things, just keeping the
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operations going and the doors open, that they may very well have not spent a lot of time with a going
concern evaluation. If management has not performed that evaluation, then the auditor is obligated to ask
management to perform the evaluation required by the accounting framework.

The next step then is to consider the evaluation that management has performed. The first question of
course is, do you agree as an auditor that management has identified all the appropriate conditions and
events that need to be considered? Have they extended that evaluation period out to the reasonable period
of time? Have they included all relevant information that’s available at that date? Remember, management’s
evaluation is valid at the point at which they make that evaluation based on known information.

Management’s plans for mitigating substantial doubt
When conditions and events have been identified and management has concluded there is substantial doubt
about their ability to continue as a going concern, the next step would be for the auditor to evaluate
management’s plans to effectively mitigate those conditions and events to less than a probable chance of
occurring.

In other words, the auditor would be asking, “Can management execute these plans, and if executed, would
it mitigate substantial doubt about going concern to less than probable?”

This is a key process for auditors. Often management is going to be using cash flow forecasts in that
evaluation, and that’s a significant factor in helping them determine whether their plans can alleviate
substantial doubt.

When management needs to use cash flow projections to make their evaluation, then the auditor certainly
has to consider those projections and evaluate the underlying data. The auditor has to make sure the
underlying data used in the projections is reliable and that management has the appropriate support for the
assumptions they’re using in making the projections.

The last piece of the puzzle often for management plans involves the entity’s ability to access funding from
an external third party, a parent entity, an owner-manager, or some other source. That circumstance is
directly addressed in GAAS (AU-C Section 570). If that’s part of management’s plans, then the auditor
needs to assess whether those third parties have both the intent and the ability to provide that support if
need be. And if the intent and ability are present, there is a requirement for the auditor to obtain written
evidence about the intent, preferably from the third party. And if that’s all present, that may very well lead to
a conclusion that the going concern has been alleviated for a reasonable period of time.

Specifically related to external funding in the current environment, we’re all very well aware of the
Coronavirus Aid, Relief, and Economic Security (CARES) Act and the funding that is available through a
loan program (https://www.journalofaccountancy.com/news/2020/apr/paycheck-protection-program-ppp-
loans-sba-details-coronavirus.html) with the U.S. Small Business Administration (the SBA). It certainly
appears as though most qualifying small businesses will be able to obtain a loan from the SBA to cover
payroll and interest on mortgage obligations, as well as rent payments and utility payments for the covered
period of that loan. And if those funds are expended as intended, the portions of the loan that are expended
in accordance with the program would be forgiven.

https://www.journalofaccountancy.com/news/2020/apr/paycheck-protection-program-ppp-loans-sba-details-coronavirus.html
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As a result, the CARES Act is a viable source for external funding for management today as part of their
plans. We certainly believe that because this program has been enacted by legislation and it’s being run by
the Treasury Department involving the SBA, that the Act or the law itself is sufficient in lieu of written
evidence about the intent.

Nonetheless, the CARES Act funding on its own may not be enough to alleviate substantial doubt about
going concern. One aspect that the auditor would need to be thinking about, and I’m sure owner-managers
and management are thinking about, is whether that funding is sufficient to get them through a full 12-month
period. We need to take that consideration going forward in whether the substantial doubt related to going
concern was alleviated.

Special considerations related to the COVID-19 pandemic
When management needs to do projections, auditors need to consider the reliability of the underlying data
involved in those projections and the reasonableness of management assumptions. I think it’s generally well
recognized that in the environment we face today with the pandemic, there is a heightened degree of
uncertainty associated with trying to do projections for a 12-month period into the future.

Auditors understand that in this environment, it is inevitable that the degree of uncertainty is elevated from
what it would be in other cases. Because of this, we need to look at those projections with a degree of
judgment to assess whether management has done the best they can in making those projections or
assessments, based on the information available to them today.

Auditors also need to ask whether management’s assumptions are reasonable. That requires a lot of
judgment, but I think we have to appreciate that the robustness and the rigor of elaborate cash flow
projections, for example, just may not be possible in the environment we’re in. We’re all going to have to
recognize that those requirements have to be met the best they can with the information that’s available at
the time the evaluation is made.

The important point then is that when a going concern evaluation involves projections and there is
uncertainty involved, those types of disclosure in the financial statements that highlight the uncertainty,
especially as it relates to uncertainty associated with estimates and projections, should be made in the notes
to the financial statements in the risks and uncertainty area or some general footnote.

Another aspect for auditors to consider is that the conditions and events we’re facing should not be
considered to be an automatic going concern report for any company. We still have to go through the
process. It’s likely that we may see more going concern conclusions, but it’s not automatic. There are many,
many businesses out there that have very strong financial statements, for example.

When you look at what we’re facing with the pandemic, clients with very strong balance sheets may not
have significant doubt about being able to operate as a going concern for a 12-month period just based on
the strength of their financials. This is not an automatic rule of thumb or conclusion to be drawn. You have to
look at each circumstance individually and make that assessment. It’s possible that we may have
businesses out there that can withstand this for 12 months just based on the strength of their financials.
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We have received questions from members about whether it would be prudent for management to delay the
issuance of its financial statements until some of this uncertainty is resolved. First of all, this would be
contingent on whether management has the flexibility to delay issuance of its financial statements. Certainly,
we always have to be thinking about who the users of the financial statements are and whether a delay in
the issuance of the financial statements would be acceptable or would be viewed as unacceptable by users
of the financial statements.

Again, you need to go back to the users of the financial statements. If the issuance of the financial
statements is delayed unreasonably, that simply means the users of the financial statements will be deprived
of the information they need during that extended period. That may not be in the best interests of the users,
and I think that’s something management and auditors need to be taking into account.

Another aspect of this is that nobody can even come up with a consensus estimate of when this pandemic
may start to look better and resolve itself, or when social distancing or travel restrictions may be relaxed. As
a result, it’s a little bit of a tenuous proposition to think you’re going to wait until the uncertainty resolves itself
to issue your financial statements as it may be a long time.

Auditor reporting
In the end, a client may be most interested in what the auditor’s report is going to look like. There are
different types of audit reporting that can result from a going concern evaluation.

The first one is generally a rare occurrence. If, after considering the conditions and events and
management’s plans, there’s a conclusion by the auditor that the substantial doubt has not been alleviated
and use of the going concern basis of accounting to prepare the financial statements is not appropriate but
the financial statements have been prepared on the going concern basis, then the auditor plain and simply
has to issue an adverse opinion. We don’t expect that to be common at all, but that is one requirement of the
standards.

In another scenario, let’s say the conditions and events did create a substantial doubt about going concern,
but after considering management’s plans, including projections and availability of third-party financing or
funds, we believe that significant doubt has been alleviated.  If there’s adequate disclosure in the financial
statements about those events and conditions and management’s plans, then the auditor could issue an
unmodified report in that case, or may include an emphasis-of-matter paragraph at the auditor’s discretion.

Those disclosures are required by the accounting framework. And if substantial doubt has been alleviated by
management’s plans, then management would disclose the conditions and events that gave rise to the
substantial doubt as well as their plans for alleviating it, and in that case there would be no requirement to
modify the standard auditor’s opinion. You could issue the unqualified opinion.

The next scenario deals with a situation where the events and conditions give rise to substantial doubt about
the ability of the entity to continue as a going concern for a reasonable period of time, and then we consider
management’s plans, and there’s a conclusion that the substantial doubt would not be alleviated by
management’s plans.
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In that case, management is required to make disclosures required by the accounting framework made by
management. The auditor is required to add an emphasis-of-matter paragraph to the auditor’s report that
clearly articulates the nature of substantial doubt about going concern and would direct the users of the
financial statements to the appropriate disclosures in the financial statements.

Lastly, an important aspect of this is that the disclosures are required by the financial accounting framework
to be made by management. Regardless of where we end up with respect to whether substantial doubt is
alleviated or not, the auditor always might be in a situation of having to qualify his or her opinion if the
disclosures are not appropriate in the circumstances.

A common occurrence
Although going concern is one of the top three areas we get questions about, the requirements are not
actually that complex. Everybody should be familiar with them and the process involved. Certainly, as we
alluded to, there are probably a handful of unique considerations that require the auditor to use professional
judgment when applying the requirements of the standards.

Certainly, there may very well be an increase in the number of emphasis-of-matter paragraphs and we can
expect more disclosure in the financial statements about the risks and uncertainties. But on the other hand,
it’s not going to be unusual to see those. An entity’s financial statements would not look substantially
different from everyone else’s financial statements if they’re done appropriately, because I think there are
going to be many in that category.

For more news and reporting on the coronavirus and how CPAs can handle challenges related to the
pandemic, visit the JofA’s coronavirus resources page
(https://www.journalofaccountancy.com/info/coronavirus-resources-for-cpas.html).

— Bob Dohrer, CPA, CGMA, is the AICPA’s chief auditor. Ken Tysiac (Kenneth.Tysiac@aicpa-cima.com
(mailto:Kenneth.Tysiac@aicpa-cima.com)) is the JofA’s editorial director.
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