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BACKGROUND  

1. The Board included a project on its 2021 – 2023 work programme to consider the 

guidance and disclosure requirements on going concern in the existing Standards of 

GRAP. The project will also assess how prevalent the need is for guidance on the 

liquidation basis of accounting. The approved project brief is included as attachment 

5(b).  

OBJECTIVE OF THIS MEMORANDUM 

2. The objective of this memorandum is to: 

(a)  provide feedback on: 

(i) how, and what preparers currently assess and disclose in their financial 

statements on going concern and financial sustainability; 

(ii) what information is disclosed when an entity is restructured, dissolved or 

disestablished in its entirety (hereafter referred to as ”liquidation”);  

(iii) information and requirements of other standard-setters or organisations 

relevant to this project; and  

(b) raise issues for consideration by the Technical Committee and Board.   

3. This memorandum comprises three parts – Part A deals with going concern, Part B 

deals with the liquidation basis of accounting and Part C deals with financial 

sustainability. 

OBTAINING INFORMATION RELEVANT TO THIS PROJECT  

4. To obtain information that are relevant to this project, the following steps were taken:  

(a) A high-level discussion was held with representatives from the National Treasury to 

understand what existing guidance is available to assist management with the 

assessment of the entity’s ability to continue as a going concern. Additionally, it was 

to understand the current legislative processes, if any, that should be followed when 

a liquidation takes place.   
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(b) Discussions were held with the representatives from the Auditor-General of South 

Africa (AGSA) to understand existing audit requirements on going concern, financial 

sustainability and liquidation.  

(c) A review of the audited financial statements of entities that apply the Standards of 

GRAP was undertaken to assess what disclosures are provided in the financial 

statements on going concern and financial sustainability. The review also 

considered what information is disclosed when a decision was taken to liquidate an 

entity, and if any specific measurement considerations are applied to measure 

assets and liabilities prior to the dissolution of the entity.  

(d) A questionnaire was issued to entities applying Standards of GRAP to obtain 

information on what management considers to conclude on the entity’s ability to 

continue as a going concern, and to understand what information is presented in 

the financial statements prior the liquidation of the entity.  

(e) Virtual engagements were held with stakeholders that apply the Standards of 

GRAP.   

PART A – GOING CONCERN AND MATERIAL UNCERTAINTIES 

5. The Secretariat analysed the input and results obtained from the review, the 

questionnaires and engagements with stakeholders, along with the local guidance and 

requirements from other standard-setters or organisations. Based on this information, 

recommendations are made to the Technical Committee on going concern and material 

uncertainties that may cast significant doubt on the entity’s ability to continue as a going 

concern (hereafter referred to as “material uncertainties”).  

Existing requirements and guidance on going concern and material uncertainties 

Local requirements and guidance   

6. The Standards of GRAP on Presentation of Financial Statements (GRAP 1) and Events 

After the Reporting Date (GRAP 14) require management to assess an entity’s ability to 

continue as a going concern when preparing its financial statements. There may also be 

circumstances where the usual going concern tests of liquidity or solvency appear 

unfavourable but other factors suggest that the entity is nonetheless a going concern. If, 

in making an assessment about an entity’s going concern, management is aware of 

material uncertainties, GRAP 1 requires the disclosure of such material uncertainties. 

7. The Secretariat has developed guidance that outlines high-level issues that entities 

should consider in preparing their financial statements following COVID-19. Guidance is 

also included on assessing going concern.  

8. The National Treasury has issued the following guidance on going concern and material 

uncertainties: 

• The GRAP Accounting Guidelines on GRAP 1 (hereafter referred to as the “GRAP 1 

Accounting Guideline) and GRAP 14. These Guidelines include explanatory 

guidance on going concern, while the GRAP 1 Accounting Guideline also includes an 

illustrative example of disclosures that should be provided when there is material 

uncertainty regarding going concern.   
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• An illustrative example in the mSCOA specimen annual financial statements on the 

Accounting Officer’s Report dealing with going concern, and an accounting policy 

note on the going concern assumption. 

• MFMA Circular 71 was issued in terms of the Municipal Finance Management Act, 

Act No 56 of 2003 (MFMA). This Circular, which is recommended practice, outlines 

a uniform set of key financial ratios and norms that are applied by municipalities and 

municipal entities to assess the entity’s performance and financial health.   

9. The AGSA applies the International Standard of Supreme Audit Institutions on Going 

Concern (ISSAI 1570) that deals with the auditor’s responsibilities relating to going 

concern and the implications for the audit report. ISSAI 1570: 

• requires an auditor to evaluate management’s assessment of the entity’s ability to 

continue as a going concern by considering information over the same period as that 

used by management. Auditors are also required to ensure that management 

considered all the relevant information when making their assessment; and  

• includes guidance explaining that the going concern basis ceases to be appropriate 

when there is a dissolution of an entity without any continuation (see Annexure A 

paragraph 1).  

10. The AGSA developed a Frequently Asked Question on what an auditor should keep in 

mind when assessing the going concern assumption. Technical guidance has been 

issued on additional considerations for the going concern assessment as a result of 

COVID-19. Details of the factors to be considered are included in Annexure A 

paragraphs 2 to 4. 

International requirements and guidance   

(a)  IFRS Foundation educational material  

11. The IFRS Foundation has issued educational material (Going concern – a focus on 

disclosure) to support entities with the implementation of the requirements related to the 

preparation of IFRS financial statements on a going concern basis. The educational 

material emphasises that, due to the current economic environment arising from the 

COVID-19 pandemic, a greater degree of judgement may be required to assess an 

entity’s ability to continue as a going concern. The COVID-19 pandemic resulted in many 

entities seeing a significant downturn in their revenue, profitability, and hence liquidity.  

12. As a result of the stressed economic environment, users of financial statements are 

more likely to focus on disclosures relating to going concern. The educational material 

explains that IAS 1 on Presentation of Financial Statements requires management to 

consider all available information about the future, such as: 

• any temporary shut-down or curtailment of the entity’s activities; 

• possible restrictions on the entity’s activities that may be imposed by government in 

the future;  

• the continuing availability of any government support; and  

• the effects of long-term structural changes in the market, such as changes in 

customer behaviour.  
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13. The educational material also emphasises that management’s decision will be 

underpinned by assumptions and judgements that, in the current environment, may 

involve more uncertainty than in the past. It is therefore important to not only consider 

the specific disclosure requirements relating to going concern in IAS 1, but also the 

overarching disclosure requirements in IAS 1. These requirements include those relating 

to judgements that have a significant effect on the amounts recognised in the financial 

statements.  

(b)  IFRS Interpretation Committee (IFRIC) 

14. The IFRIC received a question about the accounting applied by an entity that is no longer 

a going concern, as described in paragraph .25 of IAS 1. The IFRIC concluded that the 

current principles and requirements in the IFRS Standards relating to going concern are 

appropriate and that no additional guidance is required. Details of the questions posed 

to the IFRIC, and its response is included in Annexure A paragraphs 5 to 7.  

(c) Governmental Accounting Standards Board (GASB) 

15. GASB’s Statement No 56 on Codification of Accounting and Financial Reporting 

Guidance Contained in the AICPA Statements on Auding Standards lists indicators of 

when there may be significant doubt about an entity’s ability to continue as a going 

concern. The Statement includes disclosures that should be presented under these 

circumstances. Details of these are included in Annexure A paragraphs 8 and 9.  

(d) International Forum of Accounting Standard Setters (IFASS) 

16. At the October 2020 IFASS meeting, the standard setters from New Zealand and 

Australia made presentations on going concern disclosures and on the basis of 

preparation where an entity is no longer a going concern. These standard-setters noted 

that IFRS only includes limited disclosure requirements about management’s 

assessment of an entity’s ability to continue as a going concern. The paper noted that 

there is diversity in practice over the information provided in circumstances when the 

financial statements are prepared on a going concern basis, but management is aware 

of events or conditions that may cast significant doubt on this judgement. It was also 

noted that investors, auditors and regulators want more disclosures on when 

management's going concern assessment has involved (a) significant judgement; 

and/or (b) material uncertainties.  

17. The Australian standard-setter did not make any amendments to its standards but 

issued guidance on The Impact of COVID-19 on Going Concern and Related 

Assessments.  

18. In response to the going concern matters noted at the IFASS meeting, the New Zealand 

Accounting Standards Board has developed new going concern disclosure 

requirements for disclosing (a) significant judgements applied by management in 

forming its conclusions on the entity’s ability to continue as a going concern; and (b) 

material uncertainties management is aware of in forming its conclusions on the entity’s 

ability to continue as a going concern.  

19. Details of the disclosures in New Zealand’s public and private accounting standards, NZ 

IAS 1 on Presentation of Financial Statements and PBE IPSAS 1 on Presentation of 

Financial Reports, are included in Annexure A paragraphs 10 to 12. 
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ACTION REQUIRED #1 

The Technical Committee is requested to: 

(a)  NOTE the local and international requirements and guidance on going concern and 

material uncertainties; and  

(b)  INDICATE if they are aware of any other requirements or guidance that could be 

relevant to this project. 

#1 Assessing going concern and material uncertainties 

Feedback from the review, questionnaires, and stakeholder engagements 

20. In assessing going concern, management takes into account all available information 

about the future, which is at least, but not limited to, twelve months from the reporting 

date. The following observations on the time period, and the factors considered by 

management when assessing going concern were noted: 

(a) Information considered by management is in some instances limited to that being 

available for the next twelve months. However, most entities consider information 

beyond twelve months when assessing going concern by taking into account 

medium to long-term information.   

(b) Common factors that management considers in assessing going concern include: 

(i) Negative trends – for example, expenses exceeding revenue, recurring 

operating losses, consistent working capital deficiencies, reduction in own 

revenue generated, and negative operating cash flows. 

(ii) Financial condition including current liquid resources – for example, available 

cash, available access to credit, operating losses, net asset position, and cash 

on hand. 

(iii) Initiatives to maintain funding requirements – for example, initiatives to raise 

additional funding, enhancing revenue collections, stricter enforcement of credit 

control measures, and the entity’s ability to levy fees, tariffs and charges.    

(iv) External matters – for example, pending legal proceedings against the entity, 

loss of a key customer, intention of National Treasury to require the entity to 

surrender its surplus, changes to legislation, other initiatives or interventions by 

national or provincial treasuries, and the impact of recent developments, such 

as COVID-19.  

(v) Internal matters – labour difficulties, substantial dependence of success of a 

project, uneconomic long--term commitments, loss of key management with no 

intention to replace, and a need to significantly revise operations. 

21. On the need for additional guidance to assist management with the going concern 

assessment, stakeholders shared that guidance is needed in the following areas: 

• assessing going concern when an entity has been placed under administration;  

• the auditor’s expectations on going concern; 

• information on COVID-19 uncertainties; and  

• additional areas for management to consider when assessing going concern. 
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22. Some participants also proposed that: 

• a flow chart could be developed with questions that can be considered by 

management to conclude when an entity is able to continue as a going concern; 

• a uniform format could be developed to ensure that there is consistency when 

management assesses going concern;  

• a standardised approach should be developed to assess the impact of COVID-19 

on the entity’s going concern assessment; and  

• additional guidance should be provided in the GRAP Accounting Guidelines to 

assist management with its going concern assessment. 

Recommendations from the Secretariat  

General observations 

23. The Secretariat is of the view that the development of a flow chart, a uniform format, and 

a standardised approach to assess the impact of COVID-19 (see paragraph .22), is 

inappropriate. Entities need to consider their specific circumstances, along with the 

nature of their activities to assess the entity’s ability to continue as a going concern. 

Develop a fact sheet 

24. Various inputs were shared by stakeholders on factors to consider when assessing 

going concern. Also,  

(a) the FAQ and technical guidance from the AGSA; 

(b) the educational material from the IFRS Foundation; and 

(c) GASB’s Statement 56  

list various factors to consider in this regard.  

25. Based on these observations, for the next phase of this project, the Secretariat proposes 

to develop a fact sheet. The objective of a fact sheet would be to outline the most 

common features, factors and other accounting considerations that management may 

consider when assessing going concern and material uncertainties. Inputs from 

stakeholders, and factors listed by other standard-setters or organisations will be used 

for this purpose.  

26. Even though GRAP 1 requires an entity to consider all available information about the 

future in assessing going concern, which is at least, but not limited to twelve months 

from the reporting date, a number of entities only consider information for the next twelve 

months. The need to consider information beyond twelve months is also emphasised in 

the IFRS Foundation’s educational material. In addition to including a list of the factors 

to be considered when assessing going concern in the fact sheet, the Secretariat is of 

the view that the fact sheet should also emphasise that: 

(a) based on the current economic environment within which entities operate, it is 

important to consider information beyond twelve months when assessing going 

concern; and  
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(b) the entity’s going concern assessment should be entity specific, and that 

management needs to consider the entity’s specific circumstances to conclude on 

the entity’s ability to continue as a going concern.  

Amendments to the Standards of GRAP  

27. The guidance from ISSAI 1570 is useful in understanding the application of the going 

concern assumption by public sector entities. For the next phase of this project, it is 

proposed that GRAP 1 should be amended to explain when preparing financial 

statements on a going concern basis by public sector entities will be inappropriate (see 

Annexure A paragraph 1 for the ISSAI wording).  

Share stakeholders’ input with the National Treasury 

28. The Secretariat further proposes to share the need for additional guidance to assist 

management with its going concern assessment with the National Treasury. 

ACTION REQUIRED #2 

The Technical Committee is requested to: 

(a) NOTE the observations from the review, questionnaires, and stakeholder 

engagement; and  

(b) INDICATE whether it supports the proposals on going concern and material 

uncertainties in paragraphs .23 and .25 to .28.  

#2  Information disclosed on going concern  

Feedback from the review, questionnaires, and stakeholder engagements 

29. It was noted that information on the entity’s ability to continue as a going concern is 

included in: 

(a) the accounting policy note, with further explanations in the disclosure notes on going 

concern or events after the reporting date. Often the information presented in the 

accounting policy note and the disclosure notes were duplicated; and   

(b) the foreword and introduction to the annual report, or the CEO, chairperson, Board, 

accounting authority, CFO or Directors’ report.  

30. It was also noted that most entities include generic accounting policies on going concern, 

and explanations of factors that were considered in assessing going concern. Generic 

explanations as to why management deems the preparation of the financial statements 

on the going concern basis appropriate, include that: 

(a) the entity neither has the intention nor the need to liquidate or curtail materially the 

scale of the entity;  

(b) the entity is dependent on funding from either the national or provincial 

government or a municipality to continue its operations;  

(c) the realisation of assets, and the settlement of liabilities, contingent obligations 

and commitments will occur in the ordinary course of operations;  

(d) the budget and cash flow forecasts were reviewed and found to be sufficient; 

and/or 

(e) management assessed the entity’s current financial position as healthy.   
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31. Most stakeholders shared the view that going concern is not generic, but entity specific. 

Entities need to consider their specific circumstances to conclude on their ability to 

continue as a going concern. When there are material uncertainties, entity specific 

disclosures should be provided in the financial statements. 

32. Respondents indicated the need for additional disclosures in the notes to the financial 

statements on:   

(a) the entity’s liquidity and solvency ratios; and 

(b) the impact of COVID-19 on the entity’s going concern assessment. 

33. Respondents also noted that financial health assessments will be useful to inform 

management decisions, and that these assessments should be required for 

management, rather than only be undertaken by the AGSA.  

Recommendations from the Secretariat  

Develop a fact sheet 

34. The Secretariat is of view that the impact of COVID-19 on the entity’s going concern 

assessment is only one of the factors that management should consider when assessing 

going concern. As recommended in paragraph .25, the development of a fact sheet is 

proposed for the next phase of this project to provide guidance on the factors to be 

considered by management when assessing going concern. 

35. Entities should be encouraged to eliminate generic accounting policies or descriptions 

on the entity’s going concern assessment. The information presented and disclosed 

should reflect the entity’s unique circumstances to inform decision-making. The 

Secretariat proposes that this matter should also be highlighted in the fact sheet.  

Share stakeholders’ input with the National Treasury 

36. The Secretariat is of the view that disclosures on solvency and liquidity in the financial 

statements are inappropriate for inclusion on the Standards of GRAP. The calculation 

of these ratios is entity specific and are usually calculated to inform management 

decisions. It is therefore proposed to recommend to the National Treasury the need: 

(a) to develop a requirement that compels management to assess an entity’s financial 

health through indicators, to inform management information;  

(b) to develop specific financial ratios for other public sector entities, similar to that 

developed in Circular 71; and   

(c) for guidance on the calculation of the liquidity and solvency ratios to ensure that 

entities use consistent information for these calculations. 

ACTION REQUIRED #3 

The Technical Committee is requested to: 

(a) NOTE the information from the review, questionnaires, and stakeholder 

engagement on information disclosed on going concern; and  

(b) INDICATE whether it supports the proposals in paragraphs .34 to .36 on 

information disclosed on going concern.    

#3  Information disclosed on material uncertainties 
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Feedback from the review, questionnaires and stakeholder engagements 

37. A limited number of entities disclose information on their financial statements on material 

uncertainties. Stakeholders proposed that the financial statements should require the 

disclosure of management’s: 

(a) reasoning and judgements when they conclude that it remains appropriate to prepare 

financial statements on the going concern basis amid unfavourable external 

conditions; and 

(b) actions to address these material uncertainties and to mitigate risk.  

38. It was also observed that: 

(a) based on the legislative processes that need to be followed to disestablish public 

sector entities; and  

(b) because most public sector entities are reliant on government funding to meet their 

service delivery objectives, 

not many entities have concerns about their ability to continue as a going concern. 

Despite there being specific disclosure requirements in the Standards of GRAP on 

material uncertainties, these disclosures are mostly lacking from the financial 

statements. 

Recommendations from the Secretariat  

Amendments to the Standards 

39. Following the support for additional disclosures on material uncertainties, the Secretariat 

proposes to expand the disclosure requirements in GRAP 1 as part of the next phase of 

this project. The local guidance from the AGSA’s FAQ, the IFRS Foundation’s education 

material and the disclosures developed by the New Zealand Accounting Standards 

Board for public benefit entities (see Annexure A paragraph 12) will be considered in 

developing the proposed disclosures.  

ACTION REQUIRED #4 

The Technical Committee is requested to: 

(a) NOTE the information from the review, questionnaires, and stakeholder 

engagement on information disclosed on material uncertainties; and  

(b)  INDICATE whether it supports the proposal on additional disclosures on material 

uncertainties in paragraph .39.   

PART B – LIQUIDATION BASIS OF ACCOUNTING  

40. The section considers the need for guidance on the liquidation basis of accounting 

where an entire entity is liquidated.  

Existing requirements and guidance on going concern and material uncertainties 

Local requirements and guidance  

41. Local guidance and requirements include: 

• GRAP 19 on Provisions, Contingent Liabilities and Contingent Assets that provides 

guidance on the recognition of provisions associated with restructurings. 
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• GRAP 14 explains that simply because a restructuring involves the disposal of a 

component of an entity, it does not in itself bring into question the entity’s ability to 

continue as a going concern. When a restructuring that is announced after the 

reporting date means that an entity is no longer a going concern, the nature and 

amount of assets and liabilities recognised, may change. GRAP 14 also requires an 

entity to provide appropriate disclosures in its financial statements where a 

restructuring is announced after the reporting date. 

• The Standards of GRAP on Transfer of Functions Between Entities Under Common 

Control and Transfer of Functions Between Entities Not Under Common Control 

provide guidance on accounting for transfers of functions from the perspective of 

the acquirer or recipient.  

• The Standard of GRAP on Mergers includes guidance and disclosures to be applied 

by a combining entity (i.e., an entity that is combined from the mutual sharing of 

risks and benefits in a merger). A combining entity is required to continue to 

measure its assets and liabilities in accordance with the applicable Standard of 

GRAP until the merger date.  

• The Standard of GRAP on Discontinued Operations specifies the presentation and 

disclosure of discontinued operations from the transferor’s perspective. 

42. The Companies Act, Act No 71 of 2008 includes requirements relating to liquidation, 

reckless trading and business rescue. These requirements could be applicable to those 

entities that apply the Standards of GRAP. The Act firstly prohibits an entity to trade 

under insolvent circumstances. The Act allows for entities that are insolvent to apply for 

business rescue, if the Board has reasonable grounds to believe that the entity is 

financially distressed and there appears to be a reasonable prospect of rescuing the 

entity. These proceedings may, however, not be adopted if liquidation proceedings have 

been initiated against the entity. If an entity applies for business rescue it is evident that 

the entity does not yet intend to apply for liquidation. Government, however, will need 

to continue funding the operations of the entity until the business rescue processes 

have been finalised. 

International requirements and guidance   

(a)  The Financial Accounting Standards Board (FASB)  

43. FASB has issued Topic 205 on Presentation of Financial Statements: Liquidation Basis 

of Accounting that requires an entity to prepare its financial statements using the 

liquidation basis of accounting when liquidation is imminent. Liquidation is imminent 

when the likelihood is remote that the entity will return from liquidation and either: 

• a plan for liquidation is approved by the person or persons with the authority to make 

such a plan effective and the likelihood is remote that the execution of the plan will 

be blocked by other parties; or 

• a plan for liquidation is being imposed by other forces (for example, involuntary 

bankruptcy).  

44. When entities prepare their financial statements using the liquidation basis of 

accounting, it is required to present relevant information about an entity’s expected 
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resources in liquidation by measuring and presenting assets at the amount of the 

expected cash proceeds from liquidation. 

(b)  Financial Reporting Technical Committee (FRTC) 

45. The FRTC is the technical committee of the Financial Reporting Standards Council 

(FRSC). The FRTC established a sub-committee to consider the need for guidance on 

the liquidation basis of accounting. As the FRSC has not yet been reappointed by the 

Minister of Trade and Industry, work in this area has not commenced.  

ACTION REQUIRED #5 

The Technical Committee is requested to: 

(a)  NOTE the local and international requirements and guidance on liquidation; and  

(b)  INDICATE if they are aware of any other requirements or guidance that could be 

relevant to this project. 

Feedback from the review, questionnaires, and stakeholder engagements 

46. In obtaining information on the liquidation basis of accounting, the Secretariat focused 

on those entities that were liquidated. One entity included an explanation in a disclosure 

note that indicated that all business functions, assets, liabilities and personnel of the 

entity will be transferred. The disclosure note also explained that a liquidator was 

appointed to oversee the liquidation process.  

47. Another entity noted that it is inappropriate to prepare the financial statements on the 

going concern basis if the entity intends to cease operating, or there is no realistic 

alternative but to do so. This entity did, however, not indicate the basis on which the 

financial statements were prepared, other than to say they have been prepared in 

accordance with the Standards of GRAP.   

48. It was also noted that entities do not apply specific measurement requirements to assets 

and liabilities in the financial statements when they are being liquidated. 

49. Stakeholders proposed that the financial statements should include an explanation of 

the decision to liquidate the entity, and the impact of the decision on the entity’s 

resources and obligations. A proposal was also received to include an explanation of 

the decision to liquidate the entity in the report of the Chairperson of Council, the CEO 

and the auditor’s report. 

50. Stakeholders indicated that the liquidation of public sector entities is limited. They 

suggested that guidance on the application of the liquidation basis should not be 

developed at this point in time. Instead, the Board should consider developing FAQs to 

explain what entities need to consider when they are liquidated. 

Recommendations from the Secretariat  

51. The Secretariat proposes that guidance on the liquidation basis of accounting should 

not be developed at this point time, as guidance does not seem to be urgent.  

52. Entities are uncertain on when, and how to measure their assets and liabilities when a 

liquidation decision is taken. As part of the next phase of this project, it is proposed to 

include guidance in GRAP 1 on the values to consider in measuring assets and liabilities 

based on the expected cash flows to be derived from a liquidation, and when these 
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valuations should be considered. This guidance will be derived from the requirements in 

FASB’s Topic 205.  

ACTION REQUIRED #6 

(a) NOTE the information from the review, questionnaires, and stakeholder 

engagement on the liquidation basis of accounting; and  

(b) INDICATE whether it supports the proposal to develop guidance as noted in 

paragraphs .51 and .52.  

PART C – FINANCIAL SUSTAINABILITY 

53. This part of the project considers the available guidance on financial sustainability, and 

what information or explanations, if any, is included in entities’ financial statements on 

their sustainability.  

Existing requirements and guidance on financial sustainability  

Local requirements and guidance   

54. The Standards of GRAP require management to assess the entity’s ability to continue 

as a going concern. There is no similar requirement to assess an entity’s financial 

sustainability, or to disclose information in the financial statements on this assessment. 

55. As part of its PFMA and MFMA General Reports, the AGSA assesses certain financial 

health indicators. The health indicators that are assessed include, among others, going 

concern uncertainty, expenses exceeding revenue, current liabilities exceeding current 

assets, and total liabilities exceeding total assets. To generate the information needed 

for the General Reports, auditors need to complete a working paper on going concern 

and financial viability indicators.  

56. The Companies and Intellectual Property Commission (CIPC) issued requirements to 

Directors, to include voluntarily information in the Director’s report on the entity’s 

solvency and liquidity assessments.  

International requirements and guidance   

International Public Sector Accounting Standards Board (IPSASB) 

57. The IPSASB has issued RPG 1 on Reporting on the Long-term Sustainability of an 

Entity’s Finances. The objective of the RPG is to provide guidance on reporting on the 

long-term sustainability of a public sector entity’s finances. The RPG also addresses the 

impact of current policies and decisions made at the reporting date on future inflows and 

outflows. The information provided in the annual report through the RPG supplements 

information presented in the general-purpose financial statements. It aims to provide an 

indication of the projected long-term sustainability of an entity’s finances over a specified 

time horizon in accordance with stated assumptions. The RPG is not mandatory but 

represents good practice.    

58. The National Treasury in Kenya developed requirements for entities to report on 

financial sustainability in a separate report, that forms part of the annual report. 

ACTION REQUIRED #7 

The Technical Committee is requested to: 
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(a) NOTE the local and international requirements and guidance on financial 

sustainability; and  

(b)  INDICATE if they are aware of any other requirements or guidance that could be 

relevant to this project. 

Feedback from the review, questionnaires, and stakeholder engagements 

#4 Guidance on the difference between going concern and financial sustainability 

59. During the engagements with the National Treasury and the AGSA, it became evident 

that a distinction needs to be made between going concern and financial sustainability. 

Stakeholders understand going concern to be that an entity will be in a position to 

continue its operations in the foreseeable future, despite having funding challenges. 

Financial sustainability, on the other hand, is an indication that the entity’s financial 

performance is deteriorating when there is insufficient funding to meet its service 

delivery objectives, and financial commitments, such as paying creditors and/or settling 

debt.  

60. Stakeholders shared the view that there is a difference between going concern and 

financial sustainability. This difference is based on the period over which entities 

consider information.  

61. Some stakeholders proposed that definitions for going concern and financial 

sustainability should be included in the Standards of GRAP along with explanatory 

guidance. Others indicated that defining going concern and financial sustainability could 

be difficult, as there is no standard definition for these concepts in other literature, 

including the auditing standards.  

#5 Disclosures in the financial statements on financial sustainability 

62. Some stakeholders shared the view that specific disclosures on financial sustainability, 

as it relates to going concern, should be presented in the financial statements. This is to 

specifically address the lack of disclosures on material uncertainties, and because the 

audit focus is mostly on the information presented in the financial statements. These 

stakeholders suggested that the criteria in the Companies Act, that result in the entity 

applying for business rescue, could be considered in developing guidance on financial 

sustainability. 

63. Other stakeholders shared the view that information on financial sustainability should 

not be included in the financial statements, but elsewhere in the annual report. This is 

because a number of areas need to be considered when addressing financial 

sustainability.  

Recommendations from the Secretariat  

64. The Secretariat is of the view that assessing financial sustainability is beyond the scope 

of preparing financial statements and that information on financial sustainability should 

therefore not be presented in the financial statements. 

65. Accounting requirements on assessing financial sustainability as part of the annual 

financial statements have also not been developed by any other standard-setters. 

RPG 1 also does not address assessing the financial sustainability of an individual entity 

but is more focused on revenue collection and long-term debt at a macro-economic 

level.  
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66. It is therefore proposed that the need for guidance on information about an entities’ long-

term ability to meet service delivery objectives, and an entity’s overall financial health, 

should be shared with the National Treasury. The National Treasury should consider the 

development of guidance and requirements on financial sustainability as part of its 

annual reporting guidance.  

ACTION REQUIRED #8 

The Technical Committee is requested to INDICATE whether it supports the proposal 

in paragraphs .64 to .66 on financial sustainability.  

 
NEXT STEPS 

67. The recommendations from the Technical Committee will be discussed at the Board 

meeting. Based on the Board’s agreed actions, the Secretariat will commence with the 

next phase of the project that involves the development of guidance in the areas agreed. 

A proposed Exposure Draft will be considered by the Technical Committee and Board 

at their first meeting in 2022.  
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ANNEXURE A – RELEVANT GUIDANCE FOR THIS PROJECT  

International Standards of Supreme Audit Institutions on Going Concern (ISSAI 1570) 

1. ISSAI 1570 includes the following guidance to explain the application of going concern to 

public sector entities: 

“Cessation of a public sector entity is most likely to result from a government policy 

decision. A policy decision may be taken to wind up and dissolve an entity in its 

entirety, to scale back its operations and transfer some of its functions to another 

public entity, merge with another public entity or privatize the entity. In each of these 

cases the operational existence of all or part of the entity ceases. Only in the case 

of dissolution without any continuation of the entity would the going concern basis 

cease to be appropriate. In the other cases public sector auditors consider the basis 

on which the activities are transferred, from the viewpoint of the entity that is 

relinquishing the assets and liabilities at the accounting date.” 

AGSA 

2. The AGSA has developed a FAQ to explain what the auditor should keep in mind when 

assessing the going concern assumption. The following factors list what management 

may need to consider is assessing if the going concern is appropriate: 

• the entity’s current and expected performance; 

• the expected short-and medium-term economic environment in which the entity 

operates; 

• potential and announced restructurings of organisational units; 

• estimates of revenue; 

• detailed cash flow and profit forecasts; 

• the power to levy rates and taxes; 

• the likelihood of continued government funding or the reduction or withdrawal of 

government support; 

• potential sources of replacement financing; and  

• multi-year or other funding agreements that are in place. 

3. The FAQ further explains that where there are significant doubts about the entity’s ability 

to continue as a going concern, details of those uncertainties must be disclosed even if 

the financial statements continue to be prepared on a going concern basis. This includes 

uncertainties that arise from events and conditions that occur after the reporting date. The 

FAQ indicates that adequate disclosure of the following should be included: 

• an explanation of the principal events, conditions, or uncertainties that may cast 

significant doubt on the entity’s ability to continue as a going concern;  

• management’s plans to deal with these events, conditions or uncertainties; 

• a clear statement that there is a material uncertainty related to events or conditions 

that may cast significant doubt on the entity’s ability to continue as a going concern; 

and  
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• a clear statement that the entity may, therefore, not be unable to realise its assets and 

discharge its liabilities in the normal course of its operations/ business.  

4. In addition, the AGSA has issued technical guidance on additional considerations for the 

going concern assessment as a result of COVID-19. This guidance indicates that an entity 

may need to take the following factors in to consideration when performing the going 

concern assessment, together with measures taken by management to control them: 

• the extent of operational disruption; 

• prolonged plant closures or suspension of operations; 

• whether it may become necessary to restructure operations in order to reduce 

operating costs; 

• the industry and geographic area in which the entity operates; 

• the financial health of customers and suppliers of the entity; 

• decline in demand for the entity’s goods and services; 

• significant delays or the inability to collect from counterparties whose businesses 

are severely affected by the outbreak; 

• suppliers’ ability to provide goods and services;  

• disruptions in the entity’s supply chains and logistics; 

• contractual obligations due or anticipated within one year; 

• the entity’s ability to meet debt repayment and other obligations; 

• the availability of and the entity’s ability to access existing or obtain new financing or 

other cash injections; 

• deterioration in the entity’s credit rating; 

• whether lenders are demanding new terms, such as significantly higher yields or 

improved collateral; 

• the use of other sources of funding by the entity; 

• the entity’s existing financial resources and the likely period of expiry if conditions 

continue or deteriorate; 

• the entity’s ability, or lack thereof, to comply with banking and other covenants; 

• the availability of sufficient cash, unused credit lines or borrowing facilities to meet 

short-term needs;  

• whether there is a need to negotiate with lenders to restructure and/or increase the 

entity’s borrowing facilities; 

• a deterioration in an entity’s operating results, financial position, gross margins, 

working capital, operating cash flow and liquidity; 

• the entity’s future expected profitability and cash flows;  

• decrease in the entity’s asset values; 
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• whether capital expenditure must be deferred; 

• the impact of the depreciating Rand on foreign currency-denominated transactions; 

• commodity and foreign exchange fluctuations;   

• government assistance available to the entity; 

• the measures taken by government and banks; 

• travel bans; and  

• community restrictions or “lockdowns”. 

IFRIC 

5. The IFRIC was requested if an entity:  

• can prepare financial statements for prior periods on a going concern basis if it was 

a going concern in those periods and has not previously prepared financial 

statements for those periods; and 

• restates comparative information to reflect the basis of accounting used in preparing 

the current period’s financial statements if it had previously issued financial 

statements for the comparative period on a going concern basis. 

6. In response to the first question, the IFRIC concluded that the principles and 

requirements in IFRS Standards provide an adequate basis for an entity that is no longer 

a going concern to determine whether it prepares its financial statements on a going 

concern basis. Applying paragraph 25 of IAS 1 and paragraph 14 of IAS 10 on Events 

After the Reporting Date, an entity that is no longer a going concern cannot prepare 

financial statements (including those for prior periods that have not yet been authorised 

for issue) on a going concern basis. 

7. In response to the second question, the IFRIC noted that, based on its research, there 

is no diversity in the application of IFRS Standards with respect to this question. As the 

IFRIC has not obtained evidence that the matter has widespread effect, it was decided 

to not add a standard-setting project on these matters to the work plan. 

GASB  

8. Statement No. 56 on Codification of Accounting and Financial Reporting Guidance 

Contained in the AICPA Statements on Auding Standards lists the following indicators 

of when there may be significant doubt about an entity’s ability to continue as a going 

concern: 

• Negative trends—for example, recurring periods in which expenses/expenditures 

significantly exceed revenues, recurring unsubsidized operating losses in business 

type activities, consistent working capital deficiencies, continuing negative 

operating cash flows from business-type activities, or adverse key financial ratios  

• Other indication of possible financial difficulties—for example, default on bonds, 

loans or similar agreements, proximity to debt and tax limitations, denial of usual 

trade credit from suppliers, restructuring of debt (other than refunds), 

noncompliance with statutory capital or reserve requirements, or the need to seek 

new sources or methods of financing or to dispose of substantial assets. 
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• Internal matters—for example, work stoppages or other labour difficulties, 

substantial dependence on the success of a particular project or program, 7 

uneconomic long-term commitments (burdensome labour contracts, for example), 

or the need to significantly revise operations.  

• External matters—for example, legal proceedings, legislation, or similar matters that 

might jeopardize intergovernmental revenues and the fiscal sustainability of key 

governmental programs; loss of a critical license or patent for a business-type 

activity; loss of a principal customer, taxpayer, or supplier; or uninsured or 

underinsured catastrophe such as a drought, earthquake, or flood. 

9. In addition, the Statement requires that the following disclosures should be presented 

when there may be substantial doubt about an entity’s ability to continue as a going 

concern: 

• Pertinent conditions and events giving rise to the assessment of substantial doubt 

about the government’s ability to continue as a going concern for a reasonable period 

of time. 

• The possible effects of such conditions and events.  

• Government officials’ evaluation of the significance of those conditions and events and 

any mitigating factors. 

• Possible discontinuance of operations. 

• Government officials’ plans (including relevant prospective financial information). 

• Information about the recoverability or classification of recorded asset amounts or the 

amounts or classification of liabilities. 

New Zealand 

10. NZ IAS 1 on Presentation of Financial Statements includes the following going concern 

disclosures: 

Going concern disclosures  

12A.1 When preparing financial statements, paragraph 25 of NZ IAS 1 Presentation of 

Financial Statements requires management to assess an entity’s ability to 

continue as a going concern. It requires an entity to prepare financial statements 

on a going concern basis unless management either intends to liquidate the entity 

or to cease trading or has no realistic alternative but to do so. Furthermore, when 

management is aware, in making its assessment, of material uncertainties related 

to events or conditions that may cast significant doubt upon the entity’s ability to 

continue as a going concern, paragraph 25 of NZ IAS 1 requires disclosure of 

those uncertainties. When such material uncertainties exist, to the extent not 

already disclosed in accordance with paragraph 25 of NZ IAS 1, an entity that 

prepares its financial statements on a going concern basis shall disclose:  

(a) that there are one or more material uncertainties related to events or 

conditions that may cast significant doubt on the entity’s ability to continue as 

a going concern;  
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(b) information about the principal events or conditions giving rise to those 

material uncertainties;  

(c) information about management’s plans to mitigate the effect of those events 

or conditions; and  

(d) that, as a result of those material uncertainties, it may be unable to realise its 

assets and discharge its liabilities in the normal course of business.  

12A.2 Paragraph 122 of NZ IAS 1 requires an entity to disclose the judgements, apart 

from those involving estimations (see paragraph 125 of NZ IAS 1), that 

management has made in the process of applying the entity’s accounting policies 

that have the most significant effect on the amounts recognised in the financial 

statements. Paragraph 125 of NZ IAS 1 requires an entity to disclose information 

about the assumptions it makes about the future, and other major sources of 

estimation uncertainty at the end of the reporting period, that have a significant 

risk of resulting in a material adjustment to the carrying amounts of assets and 

liabilities within the next financial year. To the extent not already disclosed in 

accordance with paragraphs 122 and 125 of NZ IAS 1, where an entity prepares 

its financial statements on a going concern basis, and management is aware of 

events or conditions that may cast significant doubt on the entity’s ability to 

continue as a going concern, it shall disclose information about the significant 

judgements and assumptions made as part of its assessment of whether the going 

concern assumption is appropriate. 

11. The proposed disclosures included in the Exposure Draft on the proposed amendments 

to NZ IAS 1, proposed the following disclosures about the significant judgements and 

assumptions made as part of assessing whether the going concern assumption is 

appropriate are required when management is aware of events may cast significant 

doubt on the entity’s ability to continue as a going concern: 

(a) the judgements, apart from those involving estimates, that management has made 

in the process of applying the entity’s accounting policies that have the most 

significant effect on the amounts recognised in the financial statements;  

(b) information about the assumptions it makes about the future, other major sources 

of estimation uncertainty at the reporting period, that have a significant risk of 

resulting in a material adjustment to the carrying amounts of assets and liabilities 

with the next financial year; and  

(c) to the extent not already disclosed under the above requirements, where an entity 

preparer its financial statements on a going concern basis, and management is 

aware of events or conditions that may cast significant doubt on the entity’s ability 

to continue as a going concern, it shall disclose information about the significant 

judgements and assumptions made as part of its assessment of whether the going 

concern assumptions is appropriate.  

12. The amendments to the public benefit entities Standard (PBE IPSAS 1) are similar to 

those included in NZ IAS 1: 

Going Concern Disclosures  
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41.1 Paragraph 38 of this Standard requires disclosure of material uncertainties related 

to events or conditions that may cast significant doubt upon an entity’s ability to 

continue as a going concern. When such material uncertainties exist, to the extent 

not already disclosed in accordance with paragraph 38 of this Standard, an entity 

that prepares its financial report on a going concern basis shall disclose:  

(a) that there are one or more material uncertainties related to events or 

conditions that may cast significant doubt on the entity’s ability to continue as 

a going concern;  

(b) information about the principal events or conditions giving rise to those 

material uncertainties;  

(c) information about the plans of those responsible for governance to mitigate 

the effect of those events or conditions; and  

(d) that, as a result of those material uncertainties, it may be unable to realise its 

assets and discharge its liabilities in the normal course of business.  

41.2  Paragraph 137 of this Standard requires an entity to disclose the judgements, 

apart from those involving estimations (see paragraph 140), that management* 

has made in the process of applying the entity’s accounting policies that have the 

most significant effect on the amounts recognised in the financial reports. 

Paragraph 140 of this Standard requires an entity to disclose information about 

the key assumptions concerning the future, and other key sources of estimation 

uncertainty at the reporting date, that have a significant risk of causing a material 

adjustment to the carrying amounts of assets and liabilities within the next financial 

year. To the extent not already disclosed in accordance with paragraphs 137 and 

140 of this Standard, where an entity prepares its financial report on a going 

concern basis, and those responsible for the preparation of financial reports are 

aware of events or conditions that may cast significant doubt on the entity’s ability 

to continue as a going concern, it shall disclose information about the significant 

judgements and assumptions made as part of its assessment of whether the going 

concern assumption is appropriate. 


