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Notice

ANY TAX ADVICE IN THIS COMMUNICATION IS NOT INTENDED OR WRITTEN BY 

THE SPEAKERS’ FIRMS TO BE USED, AND CANNOT BE USED, BY A CLIENT OR ANY 

OTHER PERSON OR ENTITY FOR THE PURPOSE OF (i) AVOIDING PENALTIES THAT 

MAY BE IMPOSED ON ANY TAXPAYER OR (ii) PROMOTING, MARKETING OR 

RECOMMENDING TO ANOTHER PARTY ANY MATTERS ADDRESSED HEREIN. 

You (and your employees, representatives, or agents) may disclose to any and all persons, 

without limitation, the tax treatment or tax structure, or both, of any transaction 

described in the associated materials we provide to you, including, but not limited to, 

any tax opinions, memoranda, or other tax analyses contained in those materials.

The information contained herein is of a general nature and based on authorities that are 

subject to change.  Applicability of the information to specific situations should be 

determined through consultation with your tax adviser.



Overview

1. Contingencies

2. Risks and Uncertainties

3. Subsequent Events – Type I and  Type II

4. Going Concern

a. Red Flags 

b. Management’s evaluation – Stress Test 

Computations and Mitigating Factors 

and liquidity considerations

c. Financial Statement Presentation and 

Disclosure

5. Impact of Going Concern on Auditors’ and 

Accountants’ Reports
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ASC 450 Contingencies

• Recognize loss contingency – when probable that an asset has been 
impaired, or a liability incurred at the date of the financial statements 
(issued or available to be issued) and the amount can be reasonably 
estimated. 

• Amount to be accrued

• When one amount within a range appears to be a better estimate than any other 
amount within the range, that amount should be accrued; 

• When no amount within the range is a better estimate than any other amount, the 
minimum amount in the range should be recorded

• This amount is not net of recoveries

• If a liability has been recognized – Disclose the nature of the contingency 
and the amount needed to not make financial statement misleading.
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• “Probable - The future event or events are likely to occur.

• Likely to occur” is a higher threshold than “more likely than not” but not “virtually 

certain”

• More likely than not is generally => 50.1%  chance of occurrence. 

• Reasonably Possible - The chance of the future event or events occurring is 

more than remote but less than likely.

• Remote - The chance of the future event or events occurring is slight.

Threshold for Probable
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ASC 450 Contingencies

• If there is a reasonable possibility that the loss is greater than amount 

recognized – Disclose estimate of possible loss or range of losses or state that 

such an estimate cannot be made

• When there is at least reasonable possibility that a loss has been incurred –

Disclose the nature of a contingency and an estimate of the possible loss or 

range or state that an estimate cannot be made.
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• ASC 450-20-25-8 specifically indicates that “[g]eneral or unspecified business 
risks” should not be accrued in the financial statements since they do not 
meet the probable and reasonably estimable requirements of ASC 450-20-25-
2. 

• However, ASC 450-20-55-8 indicates that an uninsured loss resulting from 
injury to others or damage to property of others is accrued as a loss 
contingency if the event took place before the date of the financial 
statements and the amount of the loss  is reasonably estimable through prior 
experience or information available

ASC 450 Contingencies
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Unasserted Claims

• Possible claims or assessments of which an entity has not yet been notified by 
the injured party or potential claimant (e.g., claim expected from a current 
government investigation or litigation as a result of a past action). 

• ASC 720-20-25-14 - Incurred but not reported (IBNR)  claims are required to 
be accrued if both criteria in ASC 450-20-25-2 are met

First, determine whether a past event has triggered a loss contingency. 

Then determine the probability that 

(1) a lawsuit will be filed or a claim will be asserted against it and 

(2) such a lawsuit or claim will result in an unfavorable outcome for the entity. 

Accrue loss If it is probable that an unasserted claim will result in an unfavorable 

outcome and if the amount of the loss can be reasonably estimated

Additional disclosure if it is reasonably possible that there is exposure to loss > 

the amount accrued
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Determining When to Recognize a Liability for the Guarantee of a Subsidiary’s Debt

On October 15, 20X4, Entity A purchases a controlling interest in Investee B and consolidates B 

in A’s consolidated financial statements. Entity A also guarantees B’s third-party debt of $1 

million. In A’s consolidated financial statements, the entire $1 million of debt is recognized in 

its financial statement owing to A’s controlling interest in B.

In preparing its stand-alone, parent-only financial statements, A continually reassesses the 

guidance in ASC 450 in each reporting period. On December 31, 20X5, A determines that (1) it is 

probable that B will default on its debt in the future and (2) the amount of the loss can be 

reasonably estimated. In accordance with ASC 450-20-25-2, A should recognize a liability in its 

stand-alone, parent-only financial statements for its probable payment of B’s debt. The amount 

of the liability is determined by identifying the best estimate, or minimum amount within a 

range, as indicated under ASC 450-20-30-1. 

NOTE - ASC 460-10 excludes a “parent’s guarantee of its subsidiary’s debt to a third party” from the recognition and 

initial measurement provisions of ASC 460. 

Parent’s Accounting for Guarantee of Subsidiary Debt –
Example 2 – 15 from A Roadmap to Accounting for 
Contingencies and Loss Recoveries 2019 Deloitte 
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Gain Contingencies

• ASC 450 – 30 - 25-1 A contingency that might result in a gain usually should 
not be reflected in the financial statements because to do so might be to 
recognize revenue before its realization or when it can be converted into 
known amounts of cash or claims to cash.

• Contingent upon a future event – Cannot record until the contingency is 
resolved

• Disclosures - Adequate disclosure shall be made of a contingency that might 
result in a gain. Care shall be exercised to avoid misleading implications as 
to the likelihood of realization – Exercise caution to avoid making 
misleading disclosures about the likelihood, timing, or amount of the 
potential gain contingency.
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• The resolution of a gain contingency that results in a gain after the 

balance sheet date but before the financial statements are issued or are 

available to be issued generally should not be considered a recognized 

subsequent event.

• ASC 855-10-15-5(c) indicates that gain contingencies “are rarely 

recognized after the balance sheet date but before the financial 

statements are issued or are available to be issued” and provides a cross-

reference to ASC 450-30-25-1, which states that “[a] contingency that 

might result in a gain usually should not be reflected in the financial 

statements because to do so might be to recognize revenue before its 

realization.” 

Gain Contingencies – Subsequent Events
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Insurance Recoveries – loss recovery versus 
gain contingency

• Accounting varies depending on the nature of the claim, amount of proceeds
and the timing of the loss and recovery - Analyze the specific policy terms and 
exclusions and ability of the insurer to satisfy the claim (e.g., polices may 
contain exclusions for epidemics).

• Business Interruption – ASC 450-30, Gain Contingencies:

1) Anticipated proceeds in excess of recognized loss are considered a gain 

contingency

2) Anticipated reimbursements relating to lost revenue from business 

interruption are considered gain contingencies

3) Accrual of salaries paid to idle workers could be a loss recognized in the 

financial statement. 

4) All gain contingencies must be resolved before reimbursement can be 

recognized in earnings. Resolved when proceeds are received or if 

confirmation of the amount has been received from the insurance company.
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• Property and Casualty (e.g., temporary relocation costs)

1) Recognize when realization of the claim is deemed probable and only to the 

extent of the related recognized loss (ASC 360 Property, Plan, and 

Equipment). Should not offset the loss.

• Factors indicating that the recovery of a loss would be probable - a legally 

enforceable contract that stipulates the terms of the insurance coverage, the terms 

are not in dispute, and no reason to believe they would be disputed. 

• If the claim is the subject of litigation, a rebuttable presumption exists that 

realization is not probable.

• May want written confirmation from legal counsel that the claim is actually covered 

by the insurance policy.

2) Anticipated proceeds in excess of recognized loss are considered a gain 

contingency and subject to ASC 450-30, Contingencies:

Insurance Recoveries – loss recovery versus 
gain contingency
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Selectivity - Required disclosures are limited to matters significant to a particular 

entity. 

Focus of disclosures - Risks and uncertainties that could significantly affect the FS 

amounts in the near term or the near-term functioning of the reporting entity. 

The following risks and uncertainties are addressed

1. Nature of the entity’s operations

2. Use of estimates in the preparation of the entity’s financial statements

3. Significant concentrations in certain aspects of the entity’s operations.

ASC 275 Risks and Uncertainties
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Risk and 
Uncertainties and 
Concentrations 
ASC 275

• Risks and uncertainties that in the 
near term could significantly affect 
the amounts reported in the 
financial statements

• Operations affected by COVID 19 
may have been significantly 
impacted – May need to reconsider 
the disclosures of the nature of the 
business – major products and 
services, principal markets and 
locations.
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• Risks and uncertainties that in the near term 

could significantly affect the amounts 

reported in the financial statements

• COVID 19 impact on reported estimates 

could be significant.

• Disclose estimates sensitive to change if:

1. it is at least reasonably possible that the 

estimate at the FS date will change in the 

near term as a result of one or more 

future confirming events, and 

2. The effect would be material

Risk and 
Uncertainties and 
Concentrations 
ASC 275
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ASC 275 – 10 – Supplementing Disclosures 
for Contingencies

• 50-11 This Subtopic’s disclosure requirements are separate from and do not 
change in any way the disclosure requirements or criteria of Topic 450; 
rather, the disclosures required under this Subtopic supplement the 
disclosures required under that Topic as follows:

• a. If an estimate (including estimates that involve contingencies covered by 
Topic 450) meets the criteria for disclosure under paragraph 275-10-50-8, 
this Subtopic requires disclosure of an indication that it is at least reasonably 
possible that a change in the estimate will occur in the near term; Topic 450 
does not distinguish between near-term and long-term contingencies.

• 50-12 If a loss contingency meets the criteria for disclosure under both Topic 
450 and paragraph 275-10-50-8, this Subtopic requires disclosure that it is at 
least reasonably possible that future events confirming the fact of the loss or 
the change in the estimated amount of the loss will occur in the near term.
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Sample Footnote – Trends & Technique

• Use of Estimates: The preparation of financial statements in conformity with 

U.S. generally accepted accounting principles requires management to make 

estimates and judgments. These estimates and judgments affect the 

reported amounts of assets and liabilities and the disclosure of contingent 

assets and liabilities (if any) at the date of the financial statements and the 

reported amounts of revenues and expenses during the reporting period. 

Actual results could differ from those estimates.
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Current Vulnerability due to Certain Concentrations

1. Requires disclosure of certain concentrations if all 
three of the following criteria are met:

a) concentration exits at the FS date

b) concentration makes the entity vulnerable to 
the risk of a near term severe impact

c) it is at least reasonably possible that events 
that could cause severe impact will occur in the 
near term

2. Disclosures should provide information adequate to 
inform users of FS of the general nature or risks and 
uncertainties associated with the concentration.

3. For concentrations of operations located outside 
home country required to disclose both the carrying 
amount of net assets and geographic areas in which 
located.

Risk and 
Uncertainties and 
Concentrations 
ASC 275
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Severe Impact - Definition

• (Used in reference to current vulnerability due to certain concentrations.) A significant 

financially disruptive effect on the normal functioning of an entity. Severe impact is a 

higher threshold than material. Matters that are important enough to influence a 

user's decisions are deemed to be material, yet they may not be so significant as to 

disrupt the normal functioning of the entity. Some events are material to an investor 

because they might affect the price of an entity's capital stock or its debt securities, 

but they would not necessarily have a severe impact on (disrupt) the entity itself. The 

concept of severe impact, however, includes matters that are less than 

catastrophic. Matters that are catastrophic include, for example, those that would 

result in bankruptcy.
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Concentration Disclosures

If requirements are met

A. Concentrations in the volume of business transacted with a particular customer, 

supplier, lender, grantor, or contributor. The potential for the severe impact can result, 

for example, from total or partial loss of the business relationship. For purposes of this 

Subtopic, it is always considered at least reasonably possible that any customer, grantor, or 

contributor will be lost in the near term.

B. Concentrations in revenue from particular products, services, or fund-raising events. 

The potential for the severe impact can result, for example, from volume or price changes 

or the loss of patent protection for the particular source of revenue.

C. Concentrations in the available sources of supply of materials, labor, or services, or of 

licenses or other rights used in the entity's operations. The potential for the severe 

impact can result, for example, from changes in the availability to the entity of a resource 

or a right.

D. Concentrations in the market or geographic area in which an entity conducts its 

operations. The potential for the severe impact can result, for example, from negative 

effects of the economic and political forces within the market or geographic area. For 

purposes of this Subtopic, it is always considered at least reasonably possible that 

operations located outside an entity's home country will be disrupted in the near term.
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Sample Footnote – Trends & Techniques - 1.30
CARDINAL HEALTH, INC. (JUN)

• Concentrations of Credit Risk

• We maintain cash depository accounts with major banks, and we invest in high quality, 

short-term liquid instruments, and in marketable securities. Our short-term liquid 

instruments mature within three months and we have not historically incurred any related 

losses. Investments in marketable debt securities consist of a portfolio of high-grade 

instruments. Such investments are made only in instruments issued by highly-rated 

institutions, whose financial condition we monitor. We had none of these investments at 

June 30, 2018.

• Our trade receivables and finance notes and related accrued interest are exposed to a 

concentration of credit risk with certain large customers and with customers in the retail 

and healthcare sectors. Credit risk can be affected by changes in reimbursement and other 

economic pressures impacting the healthcare industry. With respect to customers in the 

retail and healthcare sectors, such credit risk is limited due to supporting collateral and the 

diversity of the customer base, including its wide geographic dispersion. We perform regular 

credit evaluations of our customers’ financial conditions and maintain reserves for losses 

through the established allowance for doubtful accounts. Historically, such losses have been 

within our expectations. Refer to the “Receivables and Allowance for Doubtful Accounts” 

section within this Note for additional information on the accounting treatment of reserves 

for allowance for doubtful accounts.
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Subsequent Events 

• ASC 855, Subsequent Events, define subsequent events as events and 

transactions that occur after the balance sheet date but before financial 

statements are issued or available to be issued.

• Recognized subsequent events. Events or transactions that provide additional 

evidence about conditions that existed at the date of the balance sheet, 

including the estimates inherent in the process of preparing financial 

statements.

• Type I
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Subsequent Events

• Nonrecognized subsequent events. Events that provide evidence about 

conditions that did not exist at the date of the balance sheet but that arose 

after the balance sheet date but before financial statements are issued or are 

available to be issued.

• Type II under audit standards
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• Evaluate whether an event provides additional evidence about conditions 
that existed at balance sheet date.

• FS should be adjusted for any changes in estimates resulting from such 
recognized subsequent events.

• For outbreak related events that do not provide additional evidence 
about conditions that existed at balance sheet date consider disclosing 
the nature of the event and an estimate of its effect on the FS or a 
statement that an estimate cannot be made.

• Entities indirectly affected should consider whether subsequent event 
disclosures are necessary to keep the FS from being misleading.

Subsequent Events
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Subsequent Events

• For 12/31/2019 financial statements any COVID-19 related subsequent events 

identified are likely to be nonrecognized subsequent events (Type II).

• Some nonrecognized subsequent events may be of a nature that the financial 

statement disclosure is required to keep the statements from being 

misleading. Disclosures should include the following:

• Nature of the event or events

• An estimate of the financial statement effect of the event or events, or a 

statement that the estimate cannot be made.
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Subsequent 
Events –
Sample 

Disclosures for 
COVID-19

The Company evaluated its December 31, 2019 
consolidated financial statements for subsequent events 
through the date the consolidated financial statements 
were issued. As a result of the spread of the COVID-19 
coronavirus, economic uncertainties have arisen which are 
likely to negatively impact net income. Other financial 
impacts could occur though such impact is unknown at this 
time.

The outbreak of the novel coronavirus, COVID-19, has 
adversely impacted global financial markets and 
contributed to significant volatility in financial instruments. 
The pandemic and related government responses are 
creating disruption in global supply chains and adversely 
impacting virtually all industries. Depending on the severity 
and length of the outbreak, the novel coronavirus will 
present material uncertainty and risk with respect to the 
Company, its results of operations, cash flows, and financial 
condition. Given the uncertainty regarding the spread of 
this coronavirus, the related financial impact cannot be 
reasonably estimated at this time.
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ASC 205-40, Presentation of Financial 
Statements – Going Concern

1. Requires management to evaluate, an entity’s ability to continue as a going concern within one 
year after the date the financial statements are issued or available to be issued. 

a. Management should evaluate in the aggregate, conditions and events that are known or 
reasonably knowable, but should not take into account the mitigating effect of 
management’s potential actions.

b. Management should consider qualitative and quantitative information about:

1. The entity’s current financial condition, including its liquidity sources

2. The entity’s conditional and unconditional obligation due within the year.

3. The fund’s required to maintain operations

4. Other conditions that may adversely affect the entity.

2. If management concludes that substantial doubt exists, management must assess its plans to 
mitigate the issues and whether they will alleviate the substantial doubt (e.g. restructure 
debt, reduce expenses, disposing of assets, increase equity ownership.  Specific disclosures are 
required in this situation (e.g., principal conditions or events that raised the doubt, 
management’s evaluation of the significance of the situation and their plans to alleviate the 
issues. 

Consider the effects of the outbreak in going concern evaluations. Plant closures, significant delays 

or inability to collect from counterparties may affect a company’s operating cash flows and liquidity 

which may change cashflow projections used for going concern evaluation.
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ASC 205-40, Presentation of Financial 
Statements – Going Concern ng Concern – Red Fl

Factors to consider before starting analysis:

• Negative financial trends - recurring operating losses, working capital deficiencies, 

negative cash flows from operating activities, adverse key financial ratios

• Debt Structure and Availability of Credit - Default on an obligation, noncompliance 

with statutory capital requirements, a need to restructure debt, denial of usual 

trade credit, need to seek new sources or methods of financing or to dispose of 

substantial assets 

• Legal proceedings

• Legislation that might jeopardize the entity’s ability to operate. 

• Loss of a major customer or supplier

• Underinsured catastrophe from suppliers 
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Going Concern Analysis

• Identify significant risks to liquidity

• Plan to mitigate 

• Disclosure of what is known

• Consider impact on auditors’ or accountants’ report
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Identifying significant risks to liquidity

• US GAAP (ASC 205-40) requires the company to evaluate going 

concern with in one year after the date the financial statement is 

issued

• COVID impact

• Disruption of revenue stream from closures

• Higher levels of borrowing to meet operating costs

• Longer collection cycles on receivables

• Asset based lending decreases based on borrowing base
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Identifying significant risks to liquidity (cont’d)

• COVID impact (cont’d)

• Access to funding

• Current cash and reserves, projected cash flow from 

operations(factor in revenue and expense changes), borrowing 

capacity

• Impact on debt covenants(prohibition on other debt such as PPP 

loans)

• Member financing 

• PPP loans and other relief programs

• Ability to defer expenditures

• Impact of COVID on customer and vendor base 
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Company’s plan to mitigate

• Needs to be “probable” that it will mitigate the concerns

• Can’t just default to:

• Member financing (need to show wherewithal)

• Bank refinancing (need to demonstrate the ability, such as debt to value, 

compliance with covenants and past ability)

• Budget shows cash flow (challenge the assumptions such as revenue and 

collection assumptions, capital expenditure deferment) 

• Stress test of the plan and projected probability based on facts known at date 

of determination
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Disclosure of what is known

• Ability to generate sufficient cash to fund operations

• Planned cost reductions

• New borrowings

• Capital infusions (contractual)

• Debt covenants and subjective acceleration clauses

• Liquidity deficiencies and causes/remediation

• Modification of auditors’ report and impact on disclosure if going concern is 

not alleviated
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Consideration of Going Concern 
Disclosures

1. Principal conditions and events that raise substantial doubt about the entity's 
ability to continue as a going concern for a reasonable period of time 

2. The possible effects of such conditions and events 

3. Management's evaluation of the significance of those conditions and events in 
relation to the entity's ability to meet its obligations and any mitigating 
factors 

4. Possible discontinuance of operations 

5. Management's plans (including relevant prospective financial information) 
that are intended to mitigate the conditions or events that raise substantial 
doubt about the entity's ability to continue as a going concern for a 
reasonable period of time – increase borrowing, delaying expenses, selling 
ownership, selling part of the business

6. Information about the recoverability or classification of recorded asset 
amounts or the amounts or classification of liabilities
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Consider impact on auditors’  or accountants’ 
report

• “Don’t delay what you should do today”

• Going concern needs to be evaluated from a year and a day from the 

date the report is issued

• Does the disclosure support mitigation or substantial doubt

• Members’ promises to fund should be highlighted in an emphasis paragraph as 

a major mitigation factor

• Not a qualified opinion or report but a modification; implications on 

disclosures if debt covenants require no modifications to report

• (AU-C 570 and AR-C 90)
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Industry Impact

• Hospitality

• Retail

• Employee Benefit Plans

• Commercial real estate 

• Tenant make up 

• Retail

• Hospitality

• Other

• Residential

• Tenant collections
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Going Concern – Disclosure of Substantial 
Doubt 

On March 11, 2020, the World Health Organization declared COVID-19 a pandemic. In recent months, the outbreak has 

spread globally and has led governments and other authorities around the world, including federal, state and local 

authorities in the United States, to impose measures intended to reduce its spread, including restrictions on freedom of 

movement and business operations such as travel bans, border closings, business limitations and closures (subject to 

exceptions for essential operations and businesses), quarantines and shelter-in-place orders. These measures may remain 

in place for a significant amount of time and has resulted in the temporary closures of all of the Company's boutiques 

from March 25, 2020 to April 30, 2020, when we began reopening a small number of our boutiques in locations where 

local shutdown orders have been lifted. These measures have also caused an overall disruption in the Company's supply 

chain and operations; while its ecommerce and distribution center remain open, they are operating at a reduced 

capacity. As a result, the Company's revenues, results of operations and cash flows have been materially adversely 

impacted which raises substantial doubt about the Company's ability to continue as a going concern.

In response to such events, management is taking aggressive and prudent actions to reduce expenses and defer payment 

of accounts payables and inventory purchases to preserve cash on hand. These actions include, but are not limited to, 

furloughing substantially all of the Company's corporate and boutique employees (for the duration of boutique closures at 

their location and subject to reduced staffing for a phase-in period upon reopening), base salary reduction for the 

Company's senior leadership team, deferring payment of rent at the Company's boutiques, corporate headquarters and 

distribution facility, beginning in April 2020 subject to discussion with its landlords and other vendors, limiting 

investments in its ecommerce to necessary website and supporting functions, and suspending all capital expenditures. 

Additionally, the Company borrowed $5.0 million under its Amended ABL Credit Facility in April 2020. The Company has 

also filed an income tax refund for $10.7 million with the IRS related to the provision under the Corona Aid, Relief and 

Economic Security Act ("CARES Act") enacted in March 2020 that allows the carryback of net operating losses to prior 

years. The Company is electing to take other available relief under the CARES Act including deferral of payment of 

certain payroll taxes and employee retention tax credits. The Company continues to evaluate the provisions of the CARES 

Act and the ways in which it could assist the Company's business or improve the Company's liquidity.
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Going Concern – Disclosure of Substantial 
Doubt (continued)

The inclusion of a going concern qualification in the report of the Company's independent registered public accountant on its

accompanying financial statements for the fiscal year ended February 1, 2020 has resulted in a violation of certain covenants under 

its Amended ABL Credit Agreement and Term Loan Credit Agreement (each as defined below). On May 1, 2020, the Company 

entered into a letter agreement (the "JPM Letter Agreement") in connection with its Amended ABL Credit Agreement and a letter

agreement (the "Tiger Letter Agreement") in connection with its Term Loan Credit Agreement, in each case, to obtain a waiver 

from its lenders of any default or event of default arising from its failure to (i) deliver annual audited consolidated financial 

statements for the fiscal year ended February 1, 2020 without a "going concern" or a like qualification or exception and (ii) pay rent 

on leased locations for the months of April, May and June, 2020. The JPM Letter Agreement and Tiger Letter Agreement contain 

certain conditions and covenants, including that, in the case of the JPM Letter Agreement, the Company is required to use the

entire $10.7 million income tax refund requested under the CARES Act to repay certain outstanding borrowings under the Amended 

ABL Credit Agreement and providing that no loans will be made under the ABL Credit Agreement unless the Company's aggregate 

amount of cash and cash equivalents is less than $3.0 million. See Note 15, Subsequent Events, for additional information. If the 

Company is unable to meet its financial covenants or if there is an event of default under either agreement, including if it is unable 

or elects not to pay rent on its leased locations beginning in July 2020 and does not otherwise obtain a waiver from its lenders, the 

Company's lenders could instruct the administrative agent under such credit facilities to exercise available remedies including,

declaring the principal of and accrued interest on all outstanding indebtedness due and payable immediately and terminating all 

remaining commitments and obligations under the credit facilities. Although the lenders under the Company's credit facilities may 

waive the defaults or forebear the exercise of remedies, they are not obligated to do so. Failure to obtain such a waiver would 

have a material adverse effect on the liquidity, financial condition and results of operations and may result in filing a voluntary 

petition for relief under Chapter 11 of the United States Bankruptcy Code in order to implement a restructuring plan.

The Company could experience other potential impacts as a result of the COVID-19 pandemic, including, but not limited to, charges 

from potential adjustments to the carrying amount of its inventory and long-lived asset impairment charges. Actual results may 

differ materially from the Company's current estimates as the scope of the COVID-19 pandemic evolves, depending largely, though 

not exclusively, on the duration of the disruption to its business.

The Company's consolidated financial statement as of February 1, 2020 were prepared on a going concern basis, which 

contemplates the realization of assets and the settlement of liabilities and commitments in the normal course of business.

From 10-K of Francesca’s Holdings Corporation for year ended February 1,2020. 
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Liquidation Basis

Use liquidation basis of accounting when liquidation is 
imminent 

•A plan for liquidation is approved by someone in authority to make 
such plan effective and the likelihood is remote that the execution of 
the plan will be blocked by someone or the entity will return from 
liquidation

•A plan for liquidation is being imposed by other forces (involuntary 
bankruptcy,) and the likelihood is remote that the entity will return 
from liquidation. 

Liquidation accounting should be applied prospectively 
from the day the liquidation becomes imminent. 
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Questions
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Auditor’s and Accountant’s 

Reporting on Going Concern
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Auditor’s Responsibilities for Reporting Going 
Concern Uncertainties

• AU-C 570 requires auditors to evaluate whether there is substantial 

doubt about a company's ability to continue as a going concern as a part 

of every audit. 

• the auditor's consideration of an entity's ability to continue as a going 

concern generally is affected, among other things, by factors related to 

the economy, including the industry and geographic area in which it 

operates and the financial health of its customers, suppliers, and 

financing sources.
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AU-C 570 provides auditors with guidance for evaluating going concern uncertainties 

and for reporting when a company's ability to continue in existence is in question.  

The auditor's objectives are to: 

(a) obtain sufficient appropriate audit evidence about, and conclude on, the 

appropriateness of management's use of the going concern basis of accounting in 

preparing the financial statements, 

(b) conclude on whether substantial doubt about an entity's ability to continue as a 

going concern for a reasonable period of time exists based on the audit evidence 

obtained, 

(c) evaluate possible effects on the financial statements, such as the adequacy of 

disclosure regarding an entity's ability to continue as a going concern for a 

reasonable period of time, and 

(d) issue an auditor's report in accordance with the auditing standard

Auditor’s Responsibilities for Reporting Going 
Concern Uncertainties
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Timeframe for Evaluation of Going Concern 

• The auditors' going concern assessment relates to a “reasonable period of 

time,” which AU-C 570.11 defines as a period of time required by the 

applicable financial reporting framework or, if no such requirement 

exists, within one year after the date that the financial statements are 

available to be issued. 

• under AU-C 570, the evaluation timeframe of the auditor's assessment is 

consistent with management's assessment under FASB ASC 205-40.)
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Auditor's Reporting Considerations When There Is 
Substantial Doubt about an Entity's Ability to 
Continue as a Going Concern

• When auditors conclude that there is substantial doubt about the 

entity's ability to continue as a going concern for a reasonable period 

of time, the auditor is required to evaluate the adequacy of 

disclosures required by FASB ASC 205-40. 
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Use of the Going Concern Basis of Accounting Is 
Appropriate But Conditions and Events Have Been 
Identified 

Conditions and Events Have Been Identified and Substantial Doubt 

Has Not Been Alleviated

When the applicable financial reporting framework is used with adequate 

disclosure , the auditor's conclusion about the entity's ability to continue 

as a going concern is expressed through the use of the phrase 

“substantial doubt about the entity's ability to continue as a going 

concern.
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Use of the Going Concern Basis of Accounting Is 
Appropriate But Conditions and Events Have Been 
Identified 

Conditions and Events Have Been Identified and Substantial Doubt 

Has Been Alleviated

• If the auditor concludes that substantial doubt has been alleviated by 

management's plans and adequate disclosure has been made in the 

financial statements, the auditor may include an emphasis-of-matter 

paragraph in accordance with section 706, Emphasis-of -Matter 

Paragraphs and Other-Matter Paragraphs in the Independent 

Auditor's Report, making reference to management's disclosures 

related to the conditions and events and management's plans related 

to those conditions and events.
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Reporting Example - Auditor’s Report 
Emphasis-of-Matter Paragraph  
When Substantial Doubt Is NOT Alleviated

Substantial Doubt about the Company's Ability to Continue as a Going 

Concern

The accompanying financial statements have been prepared 

assuming that the Company will continue as a going concern. As discussed in 

Note X to the financial statements, the Company has suffered recurring losses 

from operations, has a net capital deficiency, and has stated that substantial 

doubt exists about the Company's ability to continue as a going concern. 

Management's evaluation of the events and conditions and management's 

plans regarding those matters also are described in Note X. The financial 

statements do not include any adjustments that might result from the 

outcome of this uncertainty. Our opinion is not modified with respect to that 

matter.
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Optional Reporting Example - Auditor’s Report 
Emphasis-of-Matter Paragraph  
When Substantial Doubt IS Alleviated

Emphasis-of-Matter

As discussed in Note X to the financial statements, the Company has 

suffered recurring losses from operations and has a net capital 

deficiency. Management's evaluation of the events and conditions and 

management's plans to mitigate those matters are also described in Note 

X. Our opinion is not modified with respect to that matter. 
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Compilation and Review 

Reporting on Going Concern 

55



AR-C, 90 Review Engagements – Going Concern

• If the FRF requires a GC analysis, consider:

• The appropriateness of the going concern assumption as applicable 

• Management’s evaluations

• Management’s plans to mitigate any substantial doubt about going 
concern

• Adequacy of the related disclosures

• If the FRF does not require a GC analysis, and there are GC issues during 
the current period or were GC questions during the prior period, the 
accountant should do the following: 

• Inquire of management whether the GC basis of accounting is 
appropriate 

• Inquire about management’s plans for addressing the situation

• Consider the adequacy of the disclosures
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AR-C Sec. 90, Reviews – Going Concern

Requirements revised by SSARS No. 24

• Effective for reviews of financial statements for periods ending 

on or after June 15, 2019

Required written representation that management has disclosed to 

the accountant all information relevant to the use of the going 

concern assumption
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Emphasis-of-Matter Paragraph 
Substantial Doubt Has NOT Been Alleviated

Review Reports 

AR-C 90.67 requires the accountant to include an emphasis-of-matter 

paragraph in the accountant's review report if, after considering conditions 

or events and management's plans, the accountant concludes that substantial 

doubt about the entity's ability to continue as a going concern for a 

reasonable period of time remains.

Compilation Reports 

Accountants may; however, are not required to add an emphasis-of-matter 

paragraph to the standard compilation report if there is substantial doubt 

about the entity's ability to continue as a going concern for a reasonable 

period of time.
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Emphasis-of-Matter Paragraph 
Substantial Doubt Has NOT Been Alleviated

• Emphasis-of-matter paragraphs are addressed in AR-C 90 as they 

relate to review reports; however, are not discussed in AR-C 80 for 

compilation reports. 

• Paragraph 2.81 of the AICPA Guide indicates there is no prohibition to 

the inclusion of emphasis-of-matter or other-matter paragraphs in 

compilation reports.  
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Emphasis-of-Matter Paragraph 
Substantial Doubt HAS been alleviated

• In accordance with AR-C 90.A125, if conditions or events have been 

identified that raise substantial doubt about the entity's ability to 

continue as a going concern for a reasonable period of time, but 

based on evidence obtained during the review, the accountant 

concludes that by management's plans, the substantial doubt has 

been alleviated, the accountant may include an emphasis-of-matter 

paragraph which references management's disclosures related to the 

conditions or events and management's plans for those conditions or 

events.
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Reporting Example - Review Report 
Emphasis of Matter Paragraph on Going Concern

Going Concern

The accompanying financial statements have been prepared assuming

that the Company will continue as a going concern. As discussed in Note

X, the Company has suffered recurring losses from operations, has a net

capital deficiency, and has stated that substantial doubt exists about the

Company’s ability to continue as a going concern. Management’s

evaluation of the events and conditions and management's plans

regarding these matters are also described in Note X. The financial

statements do not include any adjustments that might result from the

outcome of this uncertainty. Our conclusion is not modified with respect

to this matter.
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• Highlight matters that are fundamental to the user’s understanding that 

do not result in materially misstated financial statements

• As more described in Note X to the  financial statements, the Company (has 

been negatively impacted) (materially impacted) by the outbreak of a novel 

coronavirus (COVID-19), which was declared a global pandemic by the World 

Health Organization in March 2020.

• For compilation engagements - AR-C 80 does not preclude an accountant 

from including an EOM paragraph in the accountant’s compilation report.

Compilation and Review 
Reporting on Going Concern 
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• Sample Subsequent Events and Going Concern Disclosures
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Other Helpful COVID-19 Links

• https://future.aicpa.org/topic/accounting-reporting/covid-19-

accounting-reporting

• https://future.aicpa.org/resources/toolkit/aicpa-coronavirus-

resource-center

• https://www.fasb.org/COVID19
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