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This study aims to identify which of the indicators used to assess whether an entity may not be able to continue
as a going concern are regarded by Italian partners in auditing firms and Italian accounting and finance
academics as being the most important. The indicators and ratios are those pursuant to auditing standard
ISA 570 Going Concern, the literature and professional practice. ISA 570 does not suggest a hierarchy of these
indicators, because they are only examples of events or conditions that, individually or collectively, may cast
significant doubt on the entity’s ability to continue as a going concern (GC), nor does it suggest specific ratios.
To this end, an online survey was administered to partners in auditing firms and to the university faculty
of Accounting and Finance. The paper contributes to enriching previous literature by providing insights into
how Italian auditors and Italian financial reporting scholars prioritise GC indicators suggested by ISA 570.
The results have the potential to help auditors and directors focus on the most relevant indicators in a GC
assessment.

The applicability of the going concern (GC) as-
sumption is a highly topical issue, as it is partic-
ularly relevant in periods of economic crisis that

result in a proliferation of corporate failures. From 2008
onwards, a clear signal of this issue’s increasing relevance
has come from the significant increase in the number of
publicly traded Italian companies that have received a
modified opinion from their auditors because of mul-
tiple material doubts regarding their ability to continue
as a GC (15 qualified GC opinions (GCOs) were issued
between 2004–2007, compared to 43 in 2008–2011). The
recent, highly publicised GC problems affecting several
Italian credit institutions (including Monte dei Paschi,
Italy’s third largest bank) have added fuel to the de-
bate surrounding auditors’ effectiveness in identifying
the risk of corporate failure by applying auditing prin-
ciples. As the introduction of the Clarified ISAs as the
benchmark for all auditing practitioners by the Euro-
pean Union in an EU Regulation is on hold, it has been
necessary to provide Italian standards. In force since
2015, these Italian standards are in line with future in-
ternational standards and they include the Italia ISA 570
concerning the GC discipline.

There is great debate regarding factors that may orient
the GC assessment, and extensive literature concerning
various variables, such as financial indicators (e.g., in-
ability to pay creditors on due dates or to comply with
the terms of loan agreements), or others (e.g., loss of a
major market, key customers and managers). ISA 570
suggests only a list of elements that may be signals of

uncertainty about the entity’s ability to continue as a
GC, but it does not provide a ranking of their impor-
tance in the GC assessment. The International Auditing
and Assurance Standards Board (IAASB 2009) selects
only the more prevalent financial events that occurred
during the Global Financial Crisis.

The purpose of our investigation is to identify which
indicators suggested by the international ISA 570 are
considered to be the most relevant when assessing the
entity’s ability to continue as a GC for the foreseeable
future, thus helping auditors in the preparation of their
audit reports. This research project was chosen because,
in Italy, auditors are generally not partners in specialised
auditing firms, due to the fact that companies tend to
be small. Instead auditors are usually individual profes-
sionals who specialise in taxation matters but who also
have limited auditing skills. Our study presented Italian
partners in auditing firms and Italian academics in the
fields of accounting and auditing (SECS-P/07) and fi-
nance (SECS-P/09) with a series of warning signals that
GC problems may exist, as proposed by ISA 570 Italia
(A.3.). These general indicators were complemented by
a number of more specific ratios based on financial
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statement data suggested by professional auditor prac-
tice. In line with the previous literature, we decided to
investigate academics’ as well as auditors’ opinions be-
cause the former are experts that can express their opin-
ions without conflicts of interest.

To this end, an online survey was administered to
auditors and academics. It is interesting to see the sim-
ilarities and differences that emerge from the survey as
a comparison between practice and theory. In Italy, new
standard setters and legislation have recently highlighted
the interest in auditor GC reporting behaviour with re-
spect to GC judgements. The topic of GC is now more
important because, for audits of financial statements,
the inclusion of a GC disclosure in auditor unqualified
opinions is now mandatory (Legislative Decree, 39/2010
and ISA 570 Revised).

The paper thus contributes to enriching previous
literature by providing insights into how Italian auditing
partners and financial reporting scholars prioritise
GC indicators. Though similar studies were conducted
in the past (Mutchler 1984; LaSalle and Anandarajan
1996), they were chiefly focused on establishing which
ratios were the most widely used in professional practice
by auditors. However, they need to be revised and
there are no studies into the indicators suggested by
ISA 570. It is necessary to update evidence, since the
audit environment is continually changing (Carson
et al. 2013). Moreover, to our knowledge, this is the
first time that the opinions of academics have been
taken into consideration and compared with those of
auditors to reveal any differences between theory and
practice.

The results, which highlight which indicators are more
effective in valuing the entity’s ability to continue as a
GC, can be useful both to directors and auditors, first
of all in a small and medium entity environment. Our
evidence is based on a national context, but GC is an in-
ternational and common assumption in the preparation
of the financial statement and for this reason our results
may be useful both in Italy and abroad.

Institutional Framework for Going
Concern in Italy

The assumption that the entity is a GC made in the prepa-
ration of financial statements stems from management’s
assessment that it can also continue to do business in
the year following the current reporting period. In view
of these considerations, and in line with international
accounting standard IAS 1, in order to interpret the GC
principle, we can say that firms must apply this assump-
tion when preparing their financial statements unless:
(1) the stockholders’ meeting has resolved to liquidate
the entity or otherwise cease trading; or (2) liquidation
or cessation of trading are dictated by other factors (e.g.,

the firm is in financial distress) and it is not likely that
the firm can continue to do business in the future.

Here, the GC concept is covered by IAS 1 (paragraphs
25 and 26). Specifically, IAS 1 requires that in preparing
financial statements, management shall make ‘an assess-
ment of an entity’s ability to continue as a going concern’.
According to IAS 1, financial statements shall be pre-
pared on a GC basis unless management either intends
to liquidate the entity or cease trading, or has no realis-
tic alternative but to do so. Assessing the prospects for
continuing to do business requires management to con-
sider forward-looking information. In this connection,
IAS 1 states that in assessing whether the GC assump-
tion is appropriate, management must take into account
all available information about the future, which is at
least, but not limited to, 12 months from the end of the
reporting period.

For the audit of financial statements from 2017, Ital-
ian standard setters implemented in July 2017 ISA 570
(Revised). At the same time the law (Legislative Decree,
39/2010) was modified aligning to the provision of the
new request of the auditing standard to include a GC
disclosure in auditor opinion.

Literature

There is extensive literature on the GC assumption. A
large number of studies have investigated the factors
that can influence GC assessment worldwide. Many
of these studies have focused on analysing financial
statement items (financial indicators), while others have
investigated non-financial indicators (including market
variables, strategic initiatives and governance charac-
teristics), or the role of management plans or client
characteristics (business sector, ownership structure,
etc.) and auditors’ characteristics (independence, non-
audit services, fees, partner’s gender, auditor tenure,
etc.). Major summaries of the entire international
literature on the subject have been produced by Carson
et al. (2013) and by Gissel et al. (2010). A number of
attempts have also been made to develop quantitative
models for predicting failure which can provide auditors
with useful tools for reducing the inherent subjectivity of
making GC assessments, and help build consent around
the auditor’s decision (Carson et al. 2016). For our
investigation, we analysed the literature on identifying
the indicators that can signal GC problems. ISA Italia
570 identifies a series of events or conditions that,
individually or collectively, may cast significant doubt
on the entity’s ability to continue as a GC. The standard
distinguishes between (ISA 570, para. A.3) financial
indicators (see Results, Q2), operating indicators (Q3)
and other indicators (Q4). The following financial
indicators proposed by the auditing standard are widely
addressed in the literature (Carson et al. 2016).
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Table 1 Liquidity indicators

Current assets/Current
liabilities

Kida 1980; Mutchler 1985; Menon
and Schwartz 1987

Interest expense/Earnings
before interest and tax

Koh 1991

Cash/Current liabilities Kida 1980; Koh and Killough
1990; Koh 1991; Lennox 1999

Working capital/Total
liabilities

Mutchler 1985

Cash flow from
operations/Total liabilities

Menon and Schwartz 1987;
Raghunandan and Rama 1995

Table 2 Leverage indicators

Market value of equity/
Book value of debt

Altman and McGough 1974

Book value of net worth/
Book value of debt

Kida 1980

Total long-term liabilities/
Total assets

Mutchler 1985

Total liabilities/Total assets Dopuch et al. 1987; Raghunandan
and Rama 1995

Financial indicators

Liquidity

The prospect of having revenues in the next 12 months
that are lower than planned outlays has a significant
influence on an entity’s ability to continue as a GC. Nu-
merous studies have found that auditors are more likely
to issue GCOs for companies with low liquidity. Sev-
eral indicators have been used to measure the level of
liquidity (see Table 1).

Leverage

The warning signs proposed by ISA 570 include the in-
ability to comply with the terms of loan agreements and
fixed-term borrowings approaching maturity without
realistic prospects of renewal or repayment. Chen and
Church (1992) found evidence that auditors regard de-
fault on debt obligations and the approaching need to
restructure debt as an important indicator of the is-
suance of a GCO. In general, many international studies
have shown that the size of debt influences GC decisions.
The level of debt has been measured with a number of
indicators (see Table 2).

Profitability

Although in the final analysis a company’s bankruptcy
is the result of a lack of cash and liquidity, profitability
is an important factor in GC assessments. The promi-
nence that ISA 570 assigns to substantial operating losses,
as well as to adverse key financial ratios, is borne out by

Table 3 Profitability ratios

Net income/Total assets Kida 1980; Mutchler 1985;
Dopuch et al. 1987

Retained earnings/Total assets Altman and McGough 1974;
Koh and Killough 1990;
Dopuch et al. 1987; Menon
and Schwartz 1987

Earnings before interest and
taxes/Total assets

Altman and McGough 1974

Net income before tax/Net sales Mutchler 1985
Current and/or recurring losses Dopuch et al. 1987; Lee et al.

2005

international studies. A large number have found that
auditors are more likely to issue GCOs when compa-
nies have profitability problems. Examples of the many
methods that have been used to measure profitability are
given in Table 3.

Profitability is an important indicator in GC assess-
ments, as it is a necessary condition for generating cash
from operations, and whether a company in financial
distress can obtain fresh backing from lenders and in-
vestors depends on earnings forecasts, since companies
that are expected to continue to produce losses are not
likely to attract investments (Feng and Li 2014).

Indicators most frequently used by auditors collected
by questionnaires

Some studies have sought to determine which indicators
company auditors regard as being the most important in
their professional practice. Mutchler (1984) and LaSalle
and Anandarajan (1996) administered a questionnaire
to obtain survey evidence from auditors about the im-
portance they assign to different financial ratios in their
GC reporting decisions. According to Mutchler (1984),
the five main ratios were found to be: cash flow from
operations/total debt; current assets/current liabilities;
net worth/total debt; total debt/total assets; and total li-
abilities/total assets. In the later study by LaSalle and
Anandarajan (1996), the surveyed auditors indicated
that the main five financial ratios are: net worth/total li-
abilities; cash flows from operations/total liabilities; cur-
rent assets/current liabilities; total liabilities/total assets;
and change in net worth/total liabilities.

As emphasised by Carson et al. (2013), since the audit
environment is continually changing, it is necessary to
update evidence on the financial statement variables that
auditors rely on when making GCOs.

Studies regarding non-financial indicators

Management plans and strategies

When the auditor identifies signs that cast doubt on the
entity’s ability to continue as a GC, ISA 570 requires that
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additional audit procedures be performed, including an
evaluation of management’s plans for future actions in
relation to its GC assessment, the extent to which the
outcome of these plans is likely to improve the situation,
and whether these plans are feasible in the circumstances
(ISA 570, para. 16). Where the company has prepared a
cash flow forecast, the auditor must evaluate the relia-
bility of the underlying data used to prepare the forecast
and determine whether there is adequate support for
the assumptions underlying the forecast. The crucial el-
ement in forming a correct opinion about whether the
GC assumption applies to a company’s financial state-
ments is thus the credibility of the plans management has
drawn up to keep the company in business. In this con-
nection, studies (Frost 1997; Koch 2002) have concluded
that managers of companies in financial distress tend
to formulate over-optimistic forecasts in order to reduce
the risk of being replaced. The existence of credible man-
agement plans is also one of the factors mitigating the
risk of GC problems mentioned by ISA 570. As regards
mitigating factors, Behn et al. (2001) found that two of
these factors – plans to issue equity and borrow addi-
tional funds – are negatively correlated with the issuance
of GCOs. Feng and Li (2014) found that auditors of
companies with GC uncertainties exercise professional
scepticism when determining the correct weight to put
on management forecasts, as a response to the risk that
the latter are too optimistic.

Companies that have already received a qualified
opinion in the past

A number of studies have found that auditors are more
likely to issue a GCO in the current year if the com-
pany received a GCO in the previous year (Lennox 2000;
Carcello and Neal 2000; Vanstraelen 2003; Chan et al.
2006). In Italy, Bava and Gromis (2013) found that a
limited number of Italian listed companies that received
a GCO were able to solve their problems. Having al-
ready received a GCO is one of the indicators of GC risks
proposed by ISA 570.

Going concern risk-forecasting models

Many studies have also presented models for predict-
ing GC risks. Some have considered only quantitative
indicators, while others have developed models that
also take qualitative factors into account (Ohlson 1980;
Dopuch et al. 1987; Bell and Tabor 1991; Biggs et al. 1993;
Cormier et al. 1995; Anandarajan and Anandarajan 1999;
Kuruppu et al. 2003; Gaeremynck and Willekens 2003).

In carrying out such analyses, however, it must be
borne in mind that the assessment may also involve fac-
tors that cannot always be tested scientifically.

Research Method

As has been illustrated in the review of the literature,
this study draws on several similar investigations of the
topic (Mutchler 1984; LaSalle and Anandarajan 1996).
In particular, the analysis is based on administering a
questionnaire to the auditor’s partners and to accounting
and finance academics. In addition to contributing to
the literature, this study makes it possible to evaluate the
content proposed by the recently introduced auditing
standard ISA 570 by surveying experts’ opinions. From a
professional standpoint, we believe that our findings can
provide management and auditors with a useful basis
for prioritising certain indicators over others. While we
cannot claim to be able to establish a generally applicable
hierarchy – a goal we feel to be unreachable, given the
complexity of GC issues – we have identified indicators
that are regarded as particularly effective in signalling
GC risks.

Our first research question is therefore:

RQ1: Which of the factors that cast doubt on an entity’s
ability to continue as a GC listed in ISA 570
are regarded as being most important by Italian
auditors and academics?

Auditing standard ISA 570 lists a number of factors to
be taken into account when assessing whether there are
GC risks. The listing provided is given as an example,
and is not all-inclusive. This research question aims to
identify the indicators that should receive the greatest
attention in GC assessments, and at the same time col-
lect suggestions from auditors and academics concerning
further indicators that are not contemplated by ISA 570.
We expect respondents selecting financial indicators to
dominate, in line with the international literature that
shows the relationship between financial indicators and
GC assessment. Furthermore, we expect a substantial
alignment between auditors’ and academics’ results.

The second research question is therefore:

RQ2: Focusing on the financial indicators generally
used in this type of evaluation by external users
(auditors, analysts and banks), which are consid-
ered the most sensitive in order to asses a GCO?

On this topic the ISA 570 suggests some general indica-
tors, but professional practice and the literature identify
more specific financial ratios. Our paper investigates Ital-
ian auditor partners’ and Italian academics’ opinions on
them and attempts to identify more relevant indicators
concerning GC assessment. As will be discussed in detail
in the following paragraphs, the survey included indi-
cators that are not considered by the auditing standard.
In addition, spaces were provided in the questionnaire
to enable the interviewees to write comments or give
personal evaluations. This was also done to collect addi-
tional ratios or suggestions. Responses to RQ2 can help,
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under an operating perspective, to define the meaning
of indications of ISA Italia 570 that suggests the generic
use of financial indicators in this type of assessment.

The survey

An online questionnaire was developed and adminis-
tered using SurveyMonkey

R©
software. Participants re-

ceived an email with a link to the questionnaire, which
could be completed only once, as the software checks
the TCP/IP. In an attempt to collect as many responses
as possible, participants were allowed to interrupt their
work on the questionnaire at any time, save their re-
sponses and return to the survey later. To encourage
participation and help ensure higher-quality responses,
moreover, a copy of the questionnaire in PDF format was
attached to the invitation email so that potential partic-
ipants could view it beforehand and resolve any doubts
they may have had regarding its content. The question-
naire consisted of 11 questions and was designed to be
completed in a few minutes. Average completion time
was nine minutes. This average does not take into ac-
count the situations in which participants interrupted
the questionnaire and returned to it in a second sitting.
Emails were sent to participants on three occasions with
a time lapse of 15 days between each email. The final
reminder was sent on 4 May 2017.

The questionnaire contained two sections. The first
five questions dealt with the content of ISA 570, and in
particular the paragraph headed ‘Risk Assessment Pro-
cedures and Related Activities’. Participants were first
asked whether they considered financial, operating or
other indicators to be most important in making GC
assessments. The questionnaire then examined each cat-
egory in more detail, asking participants to rank them
according to importance. We chose to use a dropdown
list to rank indicators, unlike several previous studies
that asked respondents to assign a score to each indi-
cator on the basis of its importance (for example, on a
scale of 1 to 5, where 1 is least important and 5 is most
important). Our choice stems from the conviction that
all of the indicators listed in the auditing standard are
important. With this technique, the respondent needed
only to rank the indicators in a hierarchy without having
to assign a specific score to each. This eliminates the risk
of assigning the same score to more than one indicator,
thus skewing the ranking upwards. As can be seen, the
indicators we used were taken faithfully from the audit-
ing standard. This was followed by a question regarding
the so-called mitigating factors indicated in the auditing
standard.

The second section consisted of three questions (6, 7
and 8). In the first question respondents were asked to
assign a percentage weight to the information provided
in financial statements, and a percentage weight to the

information provided in forecasts. In theory, the GC
assessment should be based on forecast data, but as
underlined in the literature, company managers are
often financially stressed, and therefore tend to build
optimistic forecasts. Once some ratios that were widely
used by professionals and auditors had been collected
(and not included in ISA 570), we tested which ratios
were more effective in a GC assessment. The intervie-
wees were then asked to state which of the ratios and
indicators the major auditing firms use in their practice
should be considered when examining approved
financial statements, management plans and budgets.
In the literature there are also several GC prediction
studies. The last three questions (9, 10 and 11) therefore
sought the respondents’ opinions regarding the use
of indicators forecasting the probability of failure. In
other words, the survey addressed the use of statistical
models for this type of assessment. The last question
was open-ended, as the respondents were asked to
consider their answers to the previous questions and
state the indicators they believed should be adopted
in GC assessments. Although the questionnaire used
a multiple-choice design, in four of the questions the
possible answers could be expanded by adding an
open textbox, while another three questions included
a specific open textbox where respondents could write
their own comments.

The questionnaire’s recipients

Previous similar surveys have sought to identify the
indicators that can cast doubt on an entity’s ability to
continue as a GC, but these were addressed to partners
in auditing firms (LaSalle and Anandarajan 1996). Our
analysis is also based on a questionnaire, but seeks
the opinions of auditors and academics in specific
fields. Auditor partners are the Big 4 and a further
246 Italian audit firms. For academics, we selected all
Italian university faculty members in programs falling
under subject classification codes SECS-P/07 (Business
Administration), consisting of 766 faculty members, and
SECS-P/9 (Finance), consisting of 91 faculty members.
This group included all researchers, associate professors
and full professors in disciplines closely connected with
the issues under investigation. Names were taken from
the official site of the Italian Ministry of Education,
Universities and Research (MIUR), and the invitation
was emailed to the entire group. The number of emails
sent and the response rate are summarised in Table 4.

According to Neuman (2000), response rates are im-
portant in survey research because a low response rate
can create bias and weaken the validity of the research,
suggesting caution needs to be exercised before gener-
alising results. A response rate of 16.4% and 22.16% is
adequate, in light of Neuman’s (2000) acknowledgement
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Table 4 Emails sent

Addressees Responses %

Big 4 191 41 21.5
Non-Big 4 364 50 13.4

Total auditors 555 91 16.4
Total academics 857 190 22.16

that response rates in the range of 10–50% are common
for surveys. Thus, it is argued that the results of this
research have general validity. Despite the fact that the
survey was anonymous, the auditors’ retention rate was
influenced by their fear that our research was evaluat-
ing the quality of their GC assessment and their audit
companies. Our decision to involve not only auditors, as
in previous studies, but also academics in the area, has
both advantages and disadvantages. In gauging the im-
portance of the various indicators, there can be no doubt
that academics are more independent than auditors, as
they cannot, for example, be influenced by trends for the
indicators in the specific entity where they work, as is
the case with auditors. The disadvantage is that some of
these academics may not deal with this issue and may
therefore not be well versed in all that it entails. In ad-
dition, while some of them are actually also auditors
and have thus developed specific professional skills to
deal with actual GC assessments in the field, others may
have a background which is limited to academic studies.
This disadvantage, however, is to some extent counter-
balanced by the fact that it can be assumed that many
of the academics who did not consider themselves to
have sufficient knowledge of the field did not answer the
questionnaire.

Results

Statistics regarding the responses for each question are
presented below. The first set of questions (1 to 5) aims
to establish a hierarchy of financial, operating and other
indicators.

Q1: Among the events or conditions that may cast
doubt on the going concern assumption listed in
ISA 570, which do you think are most important?

Respondents could select only one of three answers
(see Table 5). As expected, respondents selecting finan-
cial indicators dominated. This is in line with the ex-
tensive international literature that analyses the major
indicators that point to GC uncertainties. As Carson
et al. (2013: 357) note, ‘major insight from such research
is that publicly available financial statement information
is an important factor associated with the auditor’s de-
cision to issue a GCO’. Earlier studies (Mutchler 1984;
LaSalle and Anandarajan 1996) investigated which finan-
cial indicators are most commonly used by auditors. The

Table 5 Result Q1

Auditors % Academics %

Financial 78 86% 132 69%
(economic, financial

and equity
difficulties)

Operating 10 11% 51 27%
(difficulties with

management,
labour, markets)

Other 3 3% 7 4%

Total 91 100% 190 100%
No answer 0 0% 0 0%

greater importance (+17%) attributed to financial indi-
cators on the part of auditors was expected because, in
professional practice, these indicators may be estimated
more easily and are less subjective than operating indi-
cators. Among the Big 4 the percentage grows to 90% for
financial indicators, 10% for operating indicators and
none for the others.

Q2: Which of the following financial indicators do you
think are most important?

Respondents were asked to select their top five indica-
tors in order of importance. The frequency with which
a number of indicators was named among the top five is
shown in Table 6. The first 11 indicators listed are taken
from the auditing standard, and the next three (12, 13,
14) are sometimes considered in professional practice.

The indicators most frequently selected as being
among the top five were numbers 1, 8, 2, 6 and 3 for audi-
tors, and 8, 6, 1, 5 and 12 for academics. Three of the top
five were selected by auditors as well as academics. The
responses were then processed to rank the selected indi-
cators by assigning a score of five to the indicator chosen
as most important, a score of four to the second most
important, and so on, down to a score of one for the in-
dicator that was designated fifth in order of importance.
Indicators not selected were assigned a score of zero.

Using this scoring system, two out of three indica-
tors in the auditors’ top ranking are the same as those
in the academics’ top three (see Table 7). These indi-
cators – ‘net liability or net current liability position’
and ‘inability to pay creditors on due dates’ – as well
as the third one for the auditors – ‘fixed-term borrow-
ings approaching maturity without realistic prospects of
renewal or repayment’ – are signals of potential future
insolvency. These results are common for Big 4 as well as
Non-Big 4. As can be seen from the standard deviation,
the indicator designated the most important for auditors
not only significantly outranks the others, but its vari-
ance is also smaller, demonstrating a general tendency
among the auditors to acknowledge its relevance. For
the academics, the responses for the second most im-
portant indicator, the first for the auditors, show greater
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Table 6 Q2 results

Auditors % Academics %

1 Net liability or net current liability position 68 77.27 77 49.36
2 Fixed-term borrowings approaching maturity without realistic

prospects of renewal or repayment; or excessive reliance on
short-term borrowings to finance long-term assets

63 71.55 70 44.87

3 Indications of withdrawal of financial support by creditors 54 61.36 61 39.10
4 Negative operating cash flows indicated by historical or

prospective financial statements
52 59.09 54 34.61

5 Adverse key financial ratios 49 55.68 73 46.79
6 Substantial operating losses or significant deterioration in the

value of assets used to generate cash flows
55 62.50 80 51.28

7 Arrears or discontinuance of dividends 14 15.90 8 5.12
8 Inability to pay creditors on due dates 65 73.86 101 64.74
9 Inability to comply with the terms of loan agreements 36 40.91 40 25.64

10 Change from credit to cash-on-delivery transactions with
suppliers

18 20.45 22 14.10

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

26 29.54 25 16.02

12 Negative operating cash flows in cash flow statement 30 34.09 71 45.51
13 Negative investment cash flow in cash flow statement 16 18.18 12 7.69
14 Excessive outlays of financial resources within the group 18 20.45 10 6.41

Responses 88 96.70% 156 82.11%
No answer 3 3.30% 34 17.89%

Table 7 Q2 ranking

Aud.
rank

Acad.
rank

Auditors’
score Mean SD

Academics’
score Mean SD

1 2 Net liability or net current liability position 263 4.17 1.23 286 2.83 2.02
2 5 Fixed-term borrowings approaching maturity

without realistic prospects of renewal or
repayment; or excessive reliance on
short-term borrowings to finance
long-term assets

214 3.35 1.70 211 2.09 1.79

3 1 Inability to pay creditors on due dates 144 2.29 1.57 329 3.26 1.40
4 – Indications of withdrawal of financial support

by creditors
141 2.24 1.16 – – –

5 – Negative operating cash flows indicated by
historical or prospective financial
statements

136 2.16 1.59 – – –

– 3 Substantial operating losses or significant
deterioration in the value of assets used to
generate cash flows

117 – – 250 2.48 1.71

– 4 Adverse key financial ratios 113 – – 227 2.25 1.88

dispersion. This indicator is thus penalised if we con-
sider that 35 academics identified it as the most impor-
tant, against 25 for the first. This shows a convergence in
opinions on these two categories.

Q3: Which of the following operating indicators do
you think are most important?

Responses were processed to rank the selected indica-
tors by assigning a score of five to the indicator chosen
as most important, a score of four to the second most
important, and so on, down to a score of zero for the in-
dicator that was designated sixth in order of importance
(see Table 8).

On this topic, auditors and academics are aligned, al-
though for auditors the manager’s intention to liquidate
the entity is more relevant than the loss of major markets
and key customers. The Big 4 partners’ opinion confirms
the academics’ ranking in the first two positions.

Management intentions to cease operations, a situa-
tion which, according to IAS 1, means that the GC as-
sumption does not apply, although it is ranked second,
75 academics (50% of those who answered the question)
stated that it is the most important, as opposed to 49 who
chose market losses. However, the ranking is explained
by the difference in variance, where the management
intentions indicator shows higher variance.
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Table 8 Q3 ranking

Aud.
rank

Acad.
rank

Auditors’
score Mean SD

Academics’
score Mean SD

1 2 Management intentions to liquidate the entity or
to cease operations

321 3.65 1.84 497 3.34 2.01

2 1 Loss of a major market, key customer(s),
franchise, licence or principal supplier(s)

312 3.55 1.38 569 3.82 1.23

3 3 Loss of key management without replacement 258 2.93 1.32 387 2.60 1.49
4 4 Shortages of important supplies 205 2.33 1.20 321 2.15 1.24
5 5 Emergence of a highly successful competitor 138 1.57 1.31 233 1.56 1.49
6 6 Labour difficulties 86 .98 1.28 228 1.53 1.28

Responses 88 96.70% 149 78.42%
No answer 3 3.30% 41 21.58%

Indicators such as loss of key management, labour
difficulties or the emergence of competitors do not, in
general, have an immediate effect on an entity’s ability to
continue as a GC, so it is understandable that they were
regarded as less important than the first two.

Q4: Which of the other indicators do you think are
most important?

Responses were processed to rank the selected indica-
tors by assigning a score of five to the indicator chosen
as most important, a score of four to the second most
important, and so on, down to a score of zero for the in-
dicator that was designated sixth in order of importance
(see Table 9).

As in the previous questions, auditors (Big 4 and Non-
Big 4) and academics are aligned. The sole difference is
an inversion of the first two positions. Indeed, and un-
expectedly for academics, not meeting statutory capital
requirements ranked first (56 academics, or 38% of re-
spondents designated it as the most important indicator
in this category). This is surprising, because although
it is legally a cause of liquidation, it is only indirectly
an indicator of GC problems. According to Italian law
(Article 2447 of the Civil Code) if operating losses cause
net equity (NE) to fall below the statutory minimum
(€50 000 for joint stock companies), the company will
be required to go into liquidation unless capital is in-
creased to an amount not less than the legal minimum,
or the form of the organisation is changed to a partner-
ship or a limited liability company. Clearly, the respon-
dents who chose this as the most important indicator
considered that if operating losses reduce NE to below
the legal minimum, these losses will also have absorbed
enough liquidity to cast doubt on the company’s viabil-
ity. There can be no doubt that the lack of concrete plans
for ensuring that the company can continue as a GC is
of great importance (41 respondents, or 28% of the to-
tal, regarded it as the most important indicator in this
group), given that when there are significant GC uncer-
tainties it is almost always essential for management to
draw up plans that make major breaks with the past in

order to keep the company in business. The lack of such
plans can also be a sign of poor management.

To analyse the so-called mitigating factors, the follow-
ing question was formulated:

Q5: In assessing an entity’s ability to continue as a
going concern, ISA 570 requires that mitigating
factors be considered. Which of the factors do you
think are most important?

Respondents could select up to three factors (see
Table 10).

The auditors’ ranking (Big 4 and Non-Big 4) is per-
fectly aligned with that of the academics’. The central role
of forecasts is clear from these responses. The availabil-
ity of reliable cash flow forecasts was reported to be the
most important indicator by a large margin, followed
by the availability of reliable management plans. This
first set of questions answers our RQ1 identifying the
most relevant factor in the GC assessment in the Italian
academics’ opinion.

Q6: In making a going concern assessment, what per-
centage weight do you assign to the forecasts made
in management plans, and what weight do you as-
sign to the information disclosed in the financial
statements?

Respondents were asked to assign a percentage im-
portance to each of the two options, so that they added
up to 100%. Auditors, as well as academics, assigned
almost the same relevance to plans regarding a foresee-
able future than to the approved financial statement (see
Table 11). Big 4 partners attributed superior relevance
to the business plan (56%, against 44% for the finan-
cial statement). The fundamentally equal number of re-
spondents who believed approved financial statements
are more important and who give greater weight to man-
agement plans might seem surprising, as GC assessments
are necessarily prospective. In theory, one would expect
a greater reliance on forecasts. This finding, however, can
be explained by considering that forecasts and plans have
an inherent level of uncertainty that often undermines
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Table 9 Q4 ranking

Aud.
rank

Acad.
rank

Auditors’
score Mean SD

Academics’
score Mean SD

1 2 No concrete plans for ensuring the entity can
continue as a GC

315 3.58 1.58 448 3.07 1.77

2 1 Non-compliance with capital or other statutory
requirements

265 3.01 1.84 482 3.30 1.77

3 3 Pending legal or regulatory proceedings against the
entity that may, if successful, result in claims that
the entity is unlikely to be able to satisfy

224 2.55 1.43 381 2.61 1.42

4 4 The company has already received qualified opinions
because of GC uncertainties

209 2.38 1.71 367 2.51 1.62

5 5 Uninsured or underinsured catastrophes when they
occur

177 2.01 1.66 306 2.10 1.63

6 6 Changes in laws or regulations or government policy
expected to adversely affect the entity

130 1.48 1.24 206 1.41 1.32

Responses 88 96.70% 146 76.84%
No answer 3 3.30% 44 23.16%

Table 10 Q5 results

Auditors’
responses %

Academics’
responses %

Wealthy owner–manager who does not wish to cease operations 35 40% 63 44%
Reliable and feasible management plans 52 59% 97 68%
Reliable and adequately supported cash flow forecasts 75 85% 115 80%
Favourable facts or information have become available since the

financial statements were prepared
52 59% 73 51%

Imminent buyout 26 30% 44 31%
Other 2 2% 2 1%

Responses 88 96.70% 143 75.26%
No answer 3 3.30% 47 24.73%

Table 11 Q6 results

Auditors’ responses % Academics’ responses %

Approved financial statements 49 49
Management plans/budgets 51 51

Responses 88 96.70% 144 75.79%
No answer 3 3.30% 46 24.21%

their reliability. As Feng and Li (2014) have shown, au-
ditors of stressed firms view management forecasts with
professional scepticism, as they are often over-optimistic
(Frost 1997; Koch 2002).

Q7: In making a going concern assessment, which of
the following indicators taken from reliable and
feasible management plans/budgets do you find
particularly useful?

Respondents could select up to three choices (see
Table 12).

The indicators proposed in this question are widely
used by both auditing firms and banks in order to
assess the sustainability of a firm’s debt (Devalle and
Pisoni 2016). Responses regarding the indicators taken
from prospective documents highlight the central role

assigned to cash flow, as inferred by the choice of the
cash flow indicator and the NFP/EBITDA ratio. In any
case, to maintain support from lenders and investors,
firms must also be attentive to the ratio between NE
and the total debt represented by NE and net financial
position.

Only a few respondents specified additional ratios.
This means that the suggested ratios are widely consid-
ered to be the most important. The ranking is the same
for auditors (Big 4 and Non-Big 4) and academics.

Q8: In making a going concern assessment, which of
the following ratios from the financial statements
do you find particularly useful?

Respondents could select up to three choices (see
Table 13).
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Table 12 Plan/budget ratios

Auditors’ responses % Academics’ responses %

Net equity/Total debt (i.e., NE + NFP) 34 39% 59 41%
NFP/EBITDA 49 56% 72 50%
Financial expenses/Revenues 16 18% 22 15%
EBITDA/Financial expenses 37 42% 56 39%
EBIT/Financial expenses 18 20% 28 19%
ROI < ROD (average cost of debt) 12 14% 54 37%
Cash flow 72 82% 113 78%
Other (specify) 2 2% 5 3%

Responses 88 96.70% 145 76.32%
No answer 3 3.30% 45 23.68%

Table 13 Financial statement ratio

Auditors’ responses % Academics’ responses %

Net equity/Total debt (i.e., NE + debt) 54 61% 83 57%
NFP/EBITDA 68 77% 85 59%
Financial expenses/Revenues 28 32% 40 28%
EBITDA/Financial expenses 40 45% 77 53%
EBIT/Financial expenses 23 26% 34 23%
ROI < ROD (average cost of debt) 29 33% 71 49%
Other (specify) 3 3% 11 8%

Responses 88 96.70% 145 76.32%
No answer 3 3.30% 45 23.68%

Auditors (Big 4 and Non-Big 4) and academics
totally agreed in their selection. The two indicators
designated by both as most important (NE/Debt and
NFP/EBITDA) are among those most frequently used
by banks to evaluate debt sustainability from equity and
financial standpoints respectively. Though synthetic,
they are particularly effective in signalling whether
an entity has problems in these areas. The fact that
EBITDA/Financial expenses was assigned a higher
score than EBIT/Financial expenses and Financial
expenses/Revenues is understandable, as EBITDA is
more reliable than EBIT as a measure of a firm’s ability
to generate cash, and the information value of the weight
of financial expenses on revenue is limited by the fact
that revenues do not represent a margin. Consequently,
using this indicator presupposes that the firm’s revenues
enable it to maintain a certain level of financial expenses,
which is not true for all firms with very low operating in-
come. This section refers to the weight assigned to global
indicators that result from applying statistical models
which link multiple indicators or company variables.

Q9: Over the years, a number of statistical models have
been developed for forecasting the likelihood that
an entity will fail (e.g., the Z-score). In making
going concern assessments, do you use statistical
models of this kind?

The percentage of academic respondents who an-
swered in the affirmative was far higher than expected
(see Table 14). In fact, although these forecasting models

Table 14 Q8 results

Auditors’
responses %

Academics’
responses %

Yes 12 14% 61 42%
No 76 86% 83 58%

Responses 88 96.70% 144 75.79%
No answer 3 3.30% 56 24.21%

have been shown to be quite reliable, they are not widely
used in auditing practice as confirmed by the auditors
(Big 4 and Non-Big 4). We believe that the results ob-
tained from this question were influenced by the type of
academic rather than auditing participants.

Q10: What statistical model do you think is most
important?

As the Altman Z-score is the best-known model, it was
to be expected that it would be indicated by the majority
of academic respondents (see Table 15).

Q11: If your answer to question Q8 was no, why don’t
you use such models?

As this is an open-ended question, respondents
could write their answer in the textbox provided (see
Table 16).

The main reason these tools are little used in profes-
sional practice lies in their inflexibility and the fact that
it is not possible to take prospective factors into account.
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Table 15 Q9 results

Auditors’
responses %

Academics’
responses %

Altman Z-score 5 42% 38 62%
Auditing firm internal

model
5 42% 17 28%

Other indicators 2 16% 6 10%

Responses 12 13.19% 61 32.11%
No answer 79 86.81% 129 67.89%

Table 16 Q10 results

Auditors’
responses %

Academics’
responses %

Responses 42 46.15% 55 28.94%
No answer 49 53.85% 135 71.05%

Conclusions and Future Research

Following on from the Global Financial Crisis and the
recent compulsory coming into force of Italian auditing
standards (inter alia Italia ISA 570), the GC topic has
been widely debated of late. Many studies aim to identify
the main determinants of the GC assessment and many
of them are focused on financial indicators based on
the financial statement’s items. Our work investigates
auditors’ partners and academics’ opinions of the most
relevant indicators suggested by Italia ISA 570 and other
more specific ratios based on financial statement data
suggested by professional auditor practice. In fact, the
auditing standard does not grade the relevance of these
indicators and does not suggest specific ratios.

Owing to the complexity of this topic, a rigid selection
of the most sensitive ratios may mislead auditors in this
type of evaluation, but at the same time, a total absence
may disorientate auditors that are not involved in big
auditing firms, which is a common situation in many
countries.

To the best of our knowledge this is the first time
this type of investigation has focused on the ISA 570
indicators. It is also the first time that the opinions of
accounting academics have been collected on this topic.
Furthermore, research based on the auditors’ opinion on
this topic is scarce and outdated. Academics are experts
on this topic but at the same time they are free of any
conflict of interest and their opinion is not influenced
by process timing and costs. As expected, the auditors’
opinions are aligned with those of the academics’, con-
firming the validity of the suggestions collected, but also
show a complementarity between theory and practice
on this topic. Future research could extend this analy-
sis to other countries (cultures) in order to confirm the
alignment between auditors and academics, or to collect
other relevant ratios.

In our analysis the sole material difference is observ-
able in the use of Z-score statistics. As the literature sug-
gests, academics, from a theoretical perspective, seem to
preserve the use of default models. Future research could
investigate the reasons for this in audit practice. By an-
swering RQ1, we contribute to the literature, extending
the investigation to Italian auditors and academics in
the fields that are most directly involved in financial re-
porting, on the relevant factors in the GC assessment,
identifying a relevance ranking. The current Italia ISA
570, as well as the international ISA 570 (Revised), do
not provide an all-inclusive list of events or conditions
that may cast significant doubt on the entity’s ability to
continue as a GC without a classification based on their
relevance. One of the indicators provided by the Italia
ISA 570 is ‘adverse key financial ratios’, but the docu-
ment does not specify which ratios should be preferred
for this assessment. In accordance with audit companies’
practice, we investigate which financial ratios are more
sensitive in GC assessment. In answering RQ2, our work
has identified which specific financial ratios are consid-
ered to be relevant in the GC assessment. This study does
not, and could not, claim to identify single indicators that
can signal the inability to continue as a GC, as this is a
complex assessment that cannot – as was also noted by
the auditors and academics involved in the questionnaire
– be reduced solely to the application of indicators. Such
an assessment must simultaneously consider many types
of factors: financial, operating and others. In addition,
the findings regarding the indicators that auditors and
academics believe to be the most important in GC as-
sessments are fundamentally in line with the literature
and auditors’ practice. In conclusion, the survey allows
an evaluation of the importance of financial, operating
and other indicators listed in ISA 570, and other financial
ratios that auditors and academics deem to be the most
important, contributing to expanding the literature by
offering an insight into Italian auditors’ and academics’
viewpoints. Our results are a useful tool for auditors,
directors and financial statement users, in Italy as well as
abroad, to lead them to a more accurate valuation of GC
assumption.
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