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Introduction 

The going concern assumption principle is fundamental for the accounting pro-

fession, being an integral part of audit theory and practice. From the point of view of 

modern economics, the going concern assumption is necessary for the preparation and 

evaluation of financial statements but it is also seen as a principal concept in securing 

the enterprise’s sustainable future. 

Over the past decade, the role and significance of internal audit for risk man-

agement has changed considerably. On the one hand, internal audit employs the risk-

based approach to its practices, while on the other, it is used to assess the ways risk is 

managed. Internal auditors are engaged in providing consultancy services, but they 

also monitor how advice is followed and how measures to minimize risk and ensure 

stability are being implemented by the management.  

It should be noted that there are few publications in the scientific literature, 

which discuss the role of internal audit in the analysis of risk associated with the go-

ing concern assumption.  

The above circumstances serve to highlight the motives which have governed 

the choice of the article’s theme.   

My thesis statement can be formulated as follows: Improving the risk assess-

ment technology in respect of the going concern assumption as a prerequisite to 

heighten the role of internal audit in risk management.  

To achieve the objectives of this paper, it is important to outline the following 

basic tasks: 

1. Examine the role of audit in evaluating the going concern assumption. 

2. Present opportunities to improve the technology for assessment of the risk as-

sociated with the going concern assumption under internal audit procedures.    

1. The role of audit in risk assessment in respect of the going 

concern assumption 

The role of audit in assessing the risk associated with the going concern assump-

tion should be discussed from a historical perspective, namely when and why it had 

become the object of evaluation by internal and external auditors. 
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To this aim, we have reviewed relevant scientific literature discussing the origin, 

purpose and technology of audit, seeking to establish a relationship with the going 

concern assumption (Sokolov, Y. V.,1996; Bychkov, S. М., Sokolov, Y. V., 2006; 

Dimitrenko, I. N., Belousova, I. N., 2007; Bulyga, 2009).  

Table 1 

Assessment of the going concern assumption for the purposes 

of external financial audit 

Stages in the 

development of 

external financial 

audit 

Purpose of 

external financial 

audit 

Technology of external 

financial audit 

Going concern as-

sumption 

Stage I: 

From 12 century 

until the first half of 

19th century. 

Confirmation of exe-

cuted operations.  

Check for mistakes and 

irregularities or misuse   

Thorough document 

inspection  

Lack of theory or prac-

tice. 

Stage II : 

From the second 

half of 19th century 

until 1903  

Revealing random or 

deliberate mistakes in 

accounting. 

Evaluating business 

actual financial state 
and profitability. 

Substantive examination Early origins of the theo-

ry of the going concern 

assumption can be traced 

back to the German, 

French and Russian 
schools of accounting.  

Stage III: 

From 1904  tо 1933  

 Finding and report-

ing fraud. 

Substantive examination 

and checks/verification 

for conformity 

Conducting survey and 

testing.    

Auditor sample. 

The theory of account-

ing principles and its 

conceptual basis is 

evolving. 

Stage IV:  

From  1934 to 1970 

Confirming the accu-

racy of Annual Fi-

nancial Statements. 

Auditor sample. 

Testing systems for in-

ternal control  

The going concern as-

sumption principle is 

adopted as an account-

ing standard.  

Stage V:  

From 1971 until 

present time   

Confirming the accu-

racy of Annual Fi-

nancial Statements 

and management 
evaluation of the go-

ing concern assump-

tion. 

Standardization of audit 

procedures; 

Testing accountancy. 

Testing internal control 
systems. 

Evaluating the manage-

ment/board assessment 

of the company’s ability 

to continue as a going 

concern. 

The going concern as-

sumption is being 

adopted in international 

accounting and auditing 
standards.  . 
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Data systematized in Table 1 and external audit standards (МОС 570, 2004) 

show that: 

 Historically, the going concern assumption was developed as a theory and 

practice for the purposes of accountancy to further become one of its funda-

mental principles; 

 The going concern assumption has become the object/has been placed in the 

focus of external audit during periods of economic instability (i.e. difficult or 

uncertain economic conditions) when the need to protect investors has been 

particularly strong; 

 External auditors check and verify the accuracy and correctness of annual fi-

nancial statements/reports and assure that the going concern principle is ap-

plicable to the business entity; 

 Use of the going concern principle and its assessment is specifically regulated 

by the accounting and auditing standards; 

 Current auditing standards (МОК 570, 2015) are focused upon the going con-

cern assumption, since it is used in the preparation of annual financial state-

ments and the management has the responsibility to issue an assessment of 

the company’s ability to continue as a going concern for a period of at least 

12 months.  

 The going concern assumption for the purposes of external audit is valid for a 

period of time, usually 12 months as of the date of financial statement or bal-

ance sheet and needs to be evaluated for each reporting period.  

We have also studied specialized literature which discusses the history, theory 

and practice of internal audit (Милър, 2007; Sridhar Ramamoorti, 2003). Results show 

that at a given stage of internal audit development, its risk management had such an 

impact that it virtually changed the very paradigm of its development to respond to 

the challenges of the 21
st
 century. This calls for rethinking of professional standards 

and redefining the concept of internal audit (ІІА, 2013). Thus, internal audit goes 

outside the scope of traditional approaches and enters the domain of risk management 

and corporate governance (Глейм, 2001). Subsequently, the nature of auditor 

engagement has also changed and internal auditors have become engaged in 

consulting activities and their plans and programs have been closely aligned with 

business development strategies. Stakeholders needs, represented by the company 

board and management, audit committees, external auditors or any third parties for 

effective risk management have resulted in assigning internal auditors a special role 

in the process of identification, assessment and analysis of risks in respect of the 

going concern assumption.  

 



Articles 

 
33 

 

Although external and internal audit overlap in the assessment of the going con-

cern assumption, the studied specialized literature and case studies provide sufficient 

evidence to distinguish between the role of external and internal auditors in the pro-

cess against the following criteria: 

Table 2 

Criteria for distinguishing between the role of external and internal 

auditors in assessing the risk in respect of the going concern assumption 

Criteria for 

distinguishing between 

auditors functions 

Internal Audit External Audit 

Aim of assessment  IA aims to identify and assess 

the risks associated with the 

going concern assumption, to 

assure that risks have been 

evaluated and recommendations 

to management and stakehold-

ers made to help minimize risks 

and ensure effective manage-

ment  

EA has the purpose to assess 

risks in order to give AFR users a 

kind of professional guarantee 

that said report   was prepared in 

accordance with the going con-

cern assumption  

Period of assessment   This period can be shorter or 
longer than 12 months 

For a period of 12 months from 
the date of AFR or balance sheet 

date   

Object of assessment IA assesses the impact of risk 

factors which determine wheth-

er the business may continue as 

a going concern or not; 

Analyzes factors which have 

affected business operations 

positively or negatively. 

EA verifies the correctness of 

financial statements, disclosures, 

and assessment on the part of 

management of appropriateness 

of going concern assumption.  

Information sources for 

assessment 

Internal and external sources of 

information including opera-

tional data   

Internal and external sources of 

information 

Professional opinion 

based on assessment 

results/data     

Internal auditors prepare an 

expert opinion in view of evi-

dence gathered and assessment 
of risks for the period specified 

in the auditor’s engagement or  

advice  provided    

External auditors qualify their 

expert opinion in view of evi-

dence obtained and assessment 
results for a period of 12 months 

as of the date of annual financial 

report/ balance sheet date  

Reporting assessment 

results 

The report is addressed to all 

stakeholders  

 The report is prepared on the 

basis of the nature of auditor’s 

engagement and obtained evi-

dence. 



34 IZVESTIA – Journal of University of Economics – Varna 
 

 

 

 

Making the assessment 

report public  

It is defined by the nature of 

auditor’s engagement; 
It is publicized after the annual 

financial report has been 

checked and verified. 

It is not publicized – it serves to 

give information to the stake-
holders  

Assessment methodolo-

gy   

There is no special methodology 

for IA but it conforms to exist-

ing standards, regulations and 

industry sector laws.  

There is no special methodology 

for EA but it should conform to 

existing standards.  

Auditor’s responsibility 

for assessment results   

Internal Audit gives assurance 

and acts as a professional guar-

antee without carrying any 

management responsibility.  

External Audit gives assurance 

and acts as a professional guaran-

tee without carrying any man-

agement responsibility. 

Type of auditor en-

gagement in terms of 

assessment  

Providing assurance that risks 

have been correctly assessed 

and related processes duly con-
trolled; 

Engagement for assessing and 

reporting key risks and associat-

ed control; 

Reviewing key risks and their 

management; 

Providing advice on the appro-

priateness of risk avoidance. 

EA engagement for agreed pro-

cedures; 

Inspection engagement; 
Engagement for expressing a 

reasonable degree of assurance; 

Engagement for expressing a 

limited degree of assurance; 

Engagement for compiling in-

formation; 

Audit of financial statement. 

Providing guarantee 

and assurance  

Reasonable assurance; 

Professional in terms of en-

gagement. 

Reasonable assurance; 

Limited assurance; 

Professional in terms of engage-

ment. 

Communication and 

interaction of external 

and internal auditors 

during assessment    

Coordination of risk assessment activity; 

Harmonization of risk assessment procedures and criteria; 
Use of results and evidence from the audit on risk assessment ; 

Use of assessment results for audit purposes. 

 

In view of the above analysis, the following conclusion can be made:   

The internal audit role in assessing risk in respect of the going concern assump-

tion is determined by the needs and interests of all stakeholders in the face of 

board, management, the audit committees and any third parties in order to effec-

tively manage related risks, using control mechanisms and measures to minimize 

risk and respond to the risk appetite. 
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2. Opportunities for improving the risk assessment technology in respect of the 

going concern assumption under conditions of internal audit 

The effects of the economic and financial crisis and subsequent bankruptcies 

have been taxing not only for entrepreneurs but for all stakeholders. They all as-

sume/realize that a key problem under conditions of uncertainty is to manage risk re-

lated to the external environment, the activity, financial stability and sustainable de-

velopment of the business entity.  

In order to improve the risk assessment technology in respect of the going con-

cern assumption under conditions of internal audit (IAASB, 2009; Панкратова, 

2012) it is necessary to do the following: 

 Identify the risk in respect of the going concern assumption for the pur-

pose of internal audit  

The process of risk identification in respect of the going concern assumption 

aims at defining the nature of risks which accompany business activities and business 

processes. To this aim, sufficient information should be gathered to ensure risk identi-

fication and classification for the purpose of effective risk management. From a theo-

retical and practical point of view, risks can be grouped on the basis of different crite-

ria (Шапкин, 2003): 

 In view of place of occurrence: risks can be internal and external;  

 According to cause: objective and subjective; 

 According to the type of activity: financial, operational, legal, organizational, 

investment, etc.; 

 According to the stage of taking management decision: at the stage of taking 

the decision and at the stage of implementing the decision; 

 In view of degree of manifestation: minimal, moderate, high, critical, and dis-

astrous. 

The above criteria can also be applied to the risks associated with the going con-

cern assumption. This will help to identify, assess and manage risks in a more respon-

sible and effective way. Internal auditors who are engaged in risk identification and 

assessment have a handful of methods at their disposal (Pickett, K., H. Spenser, 

2010), which are also applicable to the going concern assumption and risks associated 

with it, e.g.:  

 Expert methods: survey; interview; risk map/chart;  

 Statistical methods: VAR; (CFAR); Stress Testing; 

 Analytical methods: financial analysis; document analysis; analysis of busi-

ness processes; benchmarking; factor analysis. 
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To achieve better coordination and interaction between internal and external au-

ditors, it is necessary to systematize the risks in respect of the going concern assump-

tion in view of the recommendations of international auditing standards. (ISA 570, 

2015; МОС 570, 2004; IIA, 2013). These risks can be further evaluated on a ten point 

scale, then ranked and regrouped under the following categories: business processes, 

activities and divisions (See Table 3). 

Table 3 

Classification of risks associated with the going concern assumption 

for the purpose of internal audit 

Risk categories Manifestation of risk factor Score 

Financial 

Negative value of net assets. 

0-10 

Change in payment scheme with clients. 

Adverse key financial ratios. 

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 secure financial resource for development of the business. 

Considerable losses from the business’s core activities and lack of 

back-up reserves. 

Arrears or discontinuance of dividends. 

Economically irrational debt instruments. 

 Indications for filing for bankruptcy under the Trade Law.  

Operational 

Loss of key management without replacement. 

0-10 

Loss of a major market, license or principal supplier. 

Problems with staff qualification and shortage of raw materials. 

Overdependence on execution of a specific order or project imple-

mentation.  

Considerable reduction in production volume and volume of goods 

and services.  

Sales of raw materials and materials exceed sales of goods ready for 

sale or services.  

Loss of key management without replacement. 

Loss of a major market, license or principal supplier. 

Others 

Non-compliance with capital or other statutory requirements.  

0-10 

Pending legal or regulatory proceedings against the entity that may, if suc-

cessful, result in claims that the entity is unlikely to be able to satisfy. 

Changes in law, regulation or government policy expected to ad-

versely affect the entity.  

 

 Developing a risk assessment scale in respect 

of the going concern assumption  
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Specialized literature (Уродовски, В. Н., А. А. Бахаева, 2011; ІАСОР, 2014; 

IPPF, 2009; Бутусов, Е., Р. Сафина, 2013) provides ample evidence on the use of 

different scales. To analyze risk factors associated with the going concern assump-

tion, it is appropriate to develop a scale that can be used by both types of audit. Such 

a scale should be based on the assumption that risk associated with the going concern 

can be studied over a time period of 36 months, i.e., a period embracing a complete 

cycle, from occurrence to running of crises. Said scale may take into account current 

regulations or good practices in a given sector. It can also be based on the 5 point 

rank scales for assessing risk along the interval from zero to ten.  

Risk ranking can be categorized into minimal, moderate, high, critical and cata-

strophic. The aim is to differentiate risk associated with the going concern assump-

tion, in view of the frequency and power of its occurrence and consequences. This 

allows to evaluate the state of controls and upgrade them in time but it also provides 

an opportunity for the management to take due action and respond to risk in order to 

manage it more effectively and minimize it.  

The advantage of such a scale is as follows: first, it can be applied by both inter-

nal and external auditors in the execution of the audit engagement; secondly, it covers 

periods exceeding 12 months and can be used for diagnostics and forecasts; last but 

not least, it works on the advice provided by internal auditors making it more specific 

and efficient but also more easily followed. (See Table 4) 

Table 4 

Risk assessment scale 

Scale Ranking Score 

Description of effects/consequences Recovery 

Duration 

Consequences 

for the busi-

ness 

Consequences 

for the stake-

holders: cus-

tomers, 

shareholders, 

employees 

What should be 

done to make the 

organization 

healthy again? 

5 
Cata-

strophic 
10 

The conse-

quences are 
beyond recov-

ery/remedy 

Winding down 

or discontinu-
ing operations   

Complete loss 

of trust on the 
part of all 

stakeholders. 

Acquisition or bank-

ruptcy 

4 Critical 8-9 

Could be re-

covered within 

a period of  

 (24-36  

months) 

Winding down 

of business 

operations.  

It results in 

temporary loss 

of trust on the 

part of one or 

more stake-

holder groups.  

Significant changes 

in terms of man-

agement, financial 

restructuring and 

change in strategic 

direction. 
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3 High 4-7 

Recovery pos-

sible within a 
period of 

 (12-24 

months) 

One or more 

activities are 
seriously af-

fected.  

Complete loss 

of trust on the 
part of one or 

more stake-

holder groups.   

Changes in man-

agement with con-
siderable effect on 

business operational 

activity.  

2 Moderate 2-3 

On a temporary 

basis 

(< 12 months) 

Limited impact 

upon a specific 

activity  

It reflects min-

imum loss of 

trust in one of 

the stakehold-

ers groups.   

Review and adjust-

ment/update of op-

erational activity/.  

1 Minimal 0-1 Minimal effects 

 

Risk is seen as minimal when its impact on the company’s financial situation 

and business results is negligible, having little or no effect upon the going concern 

assumption. 

Risk is moderate when identified or felt within a specific sector or activity over a 

period of one year, and when it entails minimum loss of trust with one of the stake-

holders groups. Such risk necessitates an immediate review or update of the business 

operational activity. The business is still able to continue as a going concern.  

Risk is high, when recovery from its adverse effects can take up a period of one 

or two years. More than one area of activity is affected, which may cause realignment 

of production and strategic objectives/ program. Furthermore, more than one stake-

holder group exhibits a considerable degree of distrust. Cash flows are limited and 

changes in capital structure, board and operational management have occurred. The 

enterprise can be defined as a going concern provided there is a sound, financially 

backed strategy and a program for restructuring, renewal and stabilization is ap-

proved.   

Risk is seen as critical when its consequences can be remedied within a period of 

24 -36 months. Operations are discontinued over longer periods, stakeholders trust is 

seriously shattered, there is loss of markets, decapitalization, changes in the board of 

directors, restructuring of company operations and redesigning of business strategies. 

The going concern assumption can be applied if a remedial program is implemented 

or under way. In case of limitations which arise from filing for bankruptcy proce-

dures, the going concern concept cannot be applied under the generally accepted ac-

counting and auditing standards.  

Risk is defined as catastrophic, when its consequences are beyond remedy be-

cause of closed down business operations, complete loss of stakeholders trust, decapi-

talization and market crisis, takeover or bankruptcy. The enterprise is unable to con-

tinue as a viable business.  
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 Developing a risk assessment matrix for each risk factor associated with 

the going concern assumption. The matrix is developed for the main busi-

ness processes, identifying and assessing process associated risks in accord-

ance with a chosen scale. If based around COSO - ERM model (COSO, 2004) 

the matrix could be presented by categories such as business processes, ac-

tivities/operations, functions or departments and business unit overall.   

 Assessing likelihood of risk occurrence, frequency of occurrence, signifi-

cance and risk consequences, in respect of the going concern assumption.  

The purpose of this analysis is to rank the risks and choose appropriate meth-

odology in accordance with internal audit procedures and available resources. 

These analytical procedures aim to identify factors associated with financial, 

operational and other risks related to the going concern assumption. It will be 

more expedient to apply a set of complementary analytical procedures that 

will help identify, evaluate and analyze risk factors but also gather relevant 

and substantial evidence for the execution of audit engagement. The findings 

of applied analytical procedures should be summarized and reported, to serve 

as recommendation basis. The following variants are possible:  

 Identified risks have no impact on the going concern assumption – in this 

situation, it is necessary to monitor their occurrence and development in 

time, i.e. internal audit is rather engaged in periodical monitoring whereby 

management exerts continual monitoring; 

 The risks identified have insignificant impact on the going concern as-

sumption – in this case it is advisable to analyze the existing system of 

controls and if necessary, to update it, with board and management ex-

pected to develop procedures to respond to risk which will be subsequent-

ly followed and assessed by internal auditors; 

 Identified risks have a significant impact on the going concern assumption 

– under these circumstances, risks are identified as critical or catastrophic 

for the enterprise. In this context, internal auditors’ role is to present their 

reports to management and stakeholders and give advice on how to re-

spond to risk and take due action to manage and minimize risks and con-

tain negative effects on business unit development. 

 Developing an exemplary internal audit program for risk assessment, in 

respect of the going concern assumption  

The purpose of such a program is to systematize the basic steps in the audit pro-

cess stages providing appropriate procedures and work documents. Each program can 

be reviewed, updated and completed in view of the specific nature and purpose of the 

auditing engagement, available resources and time frame. (See Table 5) 
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Тable 5 

An exemplary program for internal audit risk assessment 

in respect of the going concern assumption 

Purpose of 

internal audit 

Disclosure and evaluation of financial risk factors in respect of the going 
concern assumption  

Disclosure and evaluation of operational risk in respect of the going 

concern assumption 

Articulating and evaluating factors associated with other risks in respect 

of the going concern assumption   

Assessment of internal controls efficiency and risk factors in respect of 

the going concern assumption  

Following advice and measures taken  in response to risk in respect of the 

going concern assumption   

Step Method Document Reference Auditor 

Planning 

Evaluation of internal 

controls 

Test for controls 

and their 

appropriateness 

matrix  

risk – controls  

 

Risk identification  List of risks Risk classification.  

Risk register 

 

Risk assessment Ranking of risks  Scale and matrix for risk 

vulnerability / 

sensitivity 

 

Analysis of audit 

results  

report Advice/recommendation  

Actually Checks 

Review of strategies 
and programs for 

business development   

Strategies and 
programs 

Check lists  

Review and analysis 

of accounting policies 

Accounting 

policy  

Check lists  

Review of contracts 

for raw materials, 

lease and rent terms, 

etc. 

Contracts for: 

supplies, sales, 

rent, etc. 

Check lists  

Review of contractors 

and payment due 

Payment scheme Check lists  

Review of credit 

payments 

Types of credits 

and terms of 

credit payment 

Check lists  

Review of legal 

disputes 

Types of 

court/lawsuit 

cases 
 

 

Check lists  
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 Analysis of financial 

situation 

Main 

coefficients  

Comparative tables and 

analyses   

 

Review of markets 
and marketing 

strategies 

Market shares, 
marketing 

strategies 

Check lists  

Evaluation of staff 

qualification and HR 

management policies.  

Policies for HR 

management 

Check lists   

others In view of 

needs/demand 

Check lists  

Reporting and 

recommendation 

Preparation of initial 

and final report. 

report Initial and final report  

Follow up on 

recommendations 

monitoring review, analysis, 

comparison 

Comparative tables  

 

The herein discussed procedures which aim to improve the technology of inter-

nal audit and risk assessment in respect of the going concern assumption can be 

summarized and presented in the following way: (See Diagram 1) 

 

 
 

Diagram 1. A summary of procedures designed to improve the risk 

assessment technology in respect of the going concern assumption 

  

In view of the above considerations, we should draw the following conclusion: 

To establish the role of internal auditors in assessing risk regarding the going concern 

assumption, it is necessary to apply the herein discussed techniques for improving 

risk assessment technology in auditing practices and develop a methodology that 

 

  

Developing an internal audit program

Risk analysis in respect of the going concern assumption
Analytical procedures. Evidence. Results.. 

Assessment of risk in respect of the going concern assumption
Risk assessment scale. Matrix of risk vulnerability.

Identification of risk in respect of the going concern assumption
Classiification of risk. Risk register
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takes into account both accounting and auditing standards and recommendations and 

good internal and external audit practices, industry sector peculiarities and the state of 

the country’s microeconomics.  

Conclusion 

Improvement of risk assessment technology in respect of the going concern as-

sumption will help internal auditors to apply appropriate methods and procedures in 

their work towards a better quality and effective execution of their auditing engage-

ments. This in turn will raise the role and significance of internal audit in the risk 

management process.  
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INTERNAL AUDIT AND RISK ASSESSMENT CONNECTED WITH 

THE GOING CONCERN ASSUMPTION 

Chief Assist. Prof. Ruslana Dimitrova, PhD 

Abstract 

The article presents an overview of the role of internal and external audit in risk assess-

ment, connected with the going concern assumption. There are presented possibilities for im-

proving the technology of risk assessment under conditions of internal audit as a basis for de-

veloping a methodology in the designated field.  
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