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Abstract  

If auditors question a company’s ability to continue existing, they should issue a going 

concern opinion in the audit report. Whether or not auditors will issue a going concern 

opinion depends on auditors’ ability to identify going concern problems, as well as their 

decision whether or not to issue going concern opinions. In Sweden, the going concern 

accuracy rate has been low compared to other countries. The aim of this study is therefore to 

analyse whether it is auditors’ lack of ability to identify going concern problems or their 

decision not to issue a going concern opinion, or perhaps both, that could explain the 

relatively low accuracy rate. Interviews with four auditors from the Big Four audit firms and 

four CFOs from middle sized companies were conducted. The results show that there are 

factors speaking both for and against auditors’ ability to identify going concern problems, 

why we cannot say for sure whether auditors’ lack of ability to identify going concern 

problems could be an explanation to the relatively low accuracy rate. The results do however 

reveal that auditors actively make decisions not to issue going concern opinions to their 

clients as much as possible, which could explain the relatively low accuracy rate. 
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CFO - Chief Financial Officer 

EC- European Commission 

FAR- Föreningen Auktoriserade Revisorer (The Professional Institute for Authorized Public 

Accountants, Approved Public Accountants, and other highly qualified professionals in the 

accountancy sector in Sweden) 

IAS- International Accounting Standards 
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ISA- International Standards on Auditing. 

IAASB- International Auditing and Assurance Standards Board 

RS- Auditing Standard in Sweden  (Revisionsstandard i Sverige)  

SOX - Sarbanes - Oxley Act 2002 - The Act introduced a number of reforms to enhance 

corporate responsibility, enhance financial disclosures and combat corporate and accounting 

fraud. 

 

 

Glossary 

Administration report - A description delivered by management in the annual report, 

describing what the company has done during the financial year.  

Going concern accuracy rate - How often auditors have issued a correct going concern 

opinion prior to a bankruptcy. 

Going concern assumption - The assumption that a company will continue in its current 

form for an indefinite future; the assessment is done on a minimum of 12 months. 

Going concern opinion - Meaning that the auditors express an increased risk of business 

failure on the part of their client. 

Type I misclassification - Occurs when an auditor issues a going concern opinion to a client 

that subsequently does not go bankrupt.  

Type II misclassification - When an auditor fails to issue a going concern opinion to a client 

that subsequently goes bankrupt.  

Supervisory Board of Public Accountants (Revisorsnämnden) - A governmental authority 

under the Ministry of Justice in Sweden, handling different matters related to chartered 

accountants and chartered accounting firms. They investigate and decide on disciplinary and 

other measures against auditors and accounting firms.  
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1. Auditors as creators of trust 

Auditors are viewed as an important trust-creating actor in society, as they are employed to 

objectively communicate a company’s situation to its shareholders and other stakeholders, to 

enable for e.g., investment decisions (Sikka et al., 2009). Each year, auditors produce an audit 

report for the client company, where they must assess whether or not the company is a going 

concern (going concern assumption); that is to say whether they believe that a company will 

continue in its current form for an indefinite future, with a minimum of a 12 month timeframe 

(ISA 570). If the auditors question the companies’ ability to survive, they should issue a going 

concern opinion in the audit report, meaning that the auditors express an increased risk of 

business failure on the part of their client (ISA 570). The management of the client company 

are the ones who initially conduct the going concern assessment and the auditors’ 

responsibility is to collect sufficient and appropriate audit evidence in order to assess whether 

management has made a correct assessment or not (ISA 570). Professional standards do not 

require auditors to predict the future, however they are required to actively judge the 

continued viability of every organisation they audit (Blay et al., 2011). In the audit report, 

auditors have the ability to provide information that they believe investors should be aware of, 

and since the audit report is a public record, what is stated in the report will come to the 

public’s attention (FAR, 2013). Thereby, auditors’ going concern opinion play an important 

role in making shareholders aware of companies’ financial distress, as it serves as a warning 

of potential bankruptcy (Sormunen et al., 2013). 

 

1.1. The difficulties of making correct going concern assessments  

Research suggests that the going concern assessment is one of the most difficult and 

ambiguous audit tasks (Carcello and Neal, 2000), and if a company goes bankrupt without 

having received a prior going concern opinion from the auditor, it is widely viewed as an 

audit failure (Francis, 2004). The high rate of historical corporate and audit failures indicates 

that it is difficult to predict a company’s future and to make correct going concern 

assessments (Martens et al., 2008). Although, auditing standards require an explicit 

assessment of clients’ going concern status, companies still fail without prior warnings from 

auditors (Kuruppu et al., 2012). The large collapses, such as Enron and WorldCom in the US, 

resulted in increased litigation against the companies’ auditors, increased media scrutiny, and 

increased regulatory review of the audit profession, and it was questioned worldwide whether 

auditors too often failed to identify problem companies (Fargher and Jiang, 2008; Geiger et 
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al., 2005; Myers et al., 2013). Sweden also had its share of scandals and corporate collapses, 

such as Carnegie, HQ Bank, Panaxia, Prosolvia and Skandia, which have one thing in 

common: the companies’ auditors were questioned afterwards (FAR, 2013). There are those 

who argue that the auditors should have warned about the collapses at an earlier stage, and 

some might even say that if only the auditors had done their job, the scandals could have been 

avoided (ibid). These events have affected the trust in the audit profession in Sweden, as an 

audit should serve as an important guarantor of financial statements among investors and 

lenders amongst others (ibid). 

Not only in relation to corporate scandals, but also in relation to the financial crisis in 

2008, auditors were criticised for failing to warn about the upcoming bank collapses, which 

was the starting point of the crisis (Cheney, 2009; Humphrey et al., 2009). A critical question 

that was raised is why auditors did not foresee the bank collapses during the audit (ibid). In 

January 2009, as a response to the financial crisis, The International Auditing and Assurance 

Standards Board (IAASB) issued a report in order to raise awareness among managers and 

auditors of the importance of conducting going concern assessments, in order to prevent 

corporate collapses (IAASB, 2009). Further, in the aftermath of the financial crisis the 

European Commission questioned the role of auditors and recognised how more attention 

should be given to how the audit function could be enhanced in order to contribute to 

increased financial stability (EC, 2010). Questions like “Where were the auditors?” have been 

asked, expressing a wish that auditors were more proactive in detecting, and highlighting 

major corporate frauds and failures (Humphrey et al., 2009, p. 810). 

 

1.2. Accuracy of going concern reporting 

Several quantitative studies have examined the accuracy of going concern reporting (going 

concern accuracy rate); that is to say, how many, randomly selected, bankrupt companies 

have received a going concern opinion from their auditors prior to bankruptcy. In Sweden, the 

accuracy rate has been quite low during the first part of the 21st century, with an accuracy rate 

varying between 12 and 18% (e.g., Alfredsson and Fransson, 2011; Granath et al., 2013; 

Öhman and Nilsson, 2012), compared to the US, where studies showed an accuracy rate 

between 40 and 70% (e.g., Feldmann and Read, 2010; Geiger et al., 2005). The accuracy rate 

in Sweden is low, also compared to Belgium and Denmark, where studies showed an 

accuracy rate of 36% in Belgium (Knechel and Vanstraelen, 2007) and 48% in Denmark 

(Sormunen et al., 2013). When the Swedish researchers analysed the results from their 
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studies, they could only speculate about the reasons for the relatively low going concern 

accuracy rate in Sweden. Possible explanations that they provide are: the risk of losing the 

audit assignment if auditors issue a going concern opinion (Alfredsson and Fransson, 2011; 

Granath et al., 2013), fear of causing a bankruptcy by highlighting companies’ problems in 

the audit report (Granath et al., 2013; Öhman and Nilsson, 2012), the relatively low litigation 

risk in continental countries compared to e.g., the US (Alfredsson and Fransson, 2011) and 

the fact that it is not possible for the auditor to foresee an upcoming bankruptcy (Granath et 

al., 2013). Since the researchers could not confirm their speculations; they suggested studies 

that go further into finding underlying reasons as to why many companies fail without prior 

warnings from auditors.     

 Auditors’ decision whether or not to issue a going concern opinion is a question of 

competence as well of independence, and can be characterised as a two-stage process 

(Vanstraelen, 1999). First, auditors should have the ability to identify a company with going 

concern problems, which is a matter of competence, and secondly, the auditor will have to 

decide whether or not to report this finding, which is a matter of independence. The question, 

however, is whether the relatively low accuracy rate in Sweden is caused by lack of auditors’ 

ability to identify going concern problems or by their decisions not to issue going concern 

opinions, or perhaps both? Regarding the ability to identify going concern problems, one 

could expect that the increased regulatory review of the audit profession in relation to the 

many auditing scandals and the IAASB report, enhancing the importance of going concern 

assessments as of the financial crisis, would cause auditors to enhance their effort and focus 

on going concern assessments, and in turn increase auditors’ ability to identify going concern 

problems. On the other hand, previous research shows that auditors arrive at different 

conclusions from the same audit evidence, and that there are differences in how auditing 

standards are interpreted, which suggest that the going concern assessment involves a great 

deal of subjective judgement (Kuruppu et al., 2012; Martens et al., 2008). 

 Regarding the decision whether or not to issue a going concern opinion Öhman and 

Nilsson (2012) found that even though several bankrupt companies had displayed signs of 

financial distress, only a small part of them had received a prior going concern opinion from 

the auditor, which implies that the auditors made an active decision not to issue a going 

concern opinion, even though they had identified a going concern problem. This could be 

caused by the fact that auditors face a challenge in standing up to dominant managers who 

might want to manipulate their financial statements and present their company’s accounts in 

excessively favourable terms, with a risk of losing the audit assignment if the auditor does not 
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comply with the client (Carcello and Neal, 2000; Humphrey et al., 2009). There is also a risk 

that auditors could harm their clients by making the public aware of the companies’ problems, 

which is why auditors might hesitate to express a going concern opinion in the audit report 

(Myers et al., 2013). On the other hand, in order to avoid the risk of lawsuits and loss of 

reputation if auditors fail to identify an upcoming bankruptcy, with Enron and Arthur 

Anderson as an example, auditors may protect themselves by issuing a going concern opinion 

in the audit report prior to bankruptcy (Francis, 2004; Myers et al., 2013). 

 Clearly, there are different factors and incentives that will influence auditors’ ability 

to identify going concern problems (a matter of competence) and their decision whether or not 

to issue a going concern opinion, once a going concern problem has been identified (a matter 

of independence). Therefore this study aims to analyse whether it is auditors’ lack of ability to 

identify going concern problems or their decision not to issue a going concern opinion, or 

perhaps both, that could explain the relatively low going concern accuracy rate in Sweden. 

With this aim we intend to increase the understanding of why companies fail without prior 

warning from auditors, and try to explain the relatively low accuracy rate that previous studies 

have shown. Consequently, the research question guiding this study is: 

 

How do different factors and incentives influence auditors’ ability to identify going concern 

problems and their decision whether or not to issue a going concern opinion? 
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2. Theoretical framework  

As stated above, auditors’ decision to issue a going concern opinion is a question of 

possessing the right competence, but also a question of whether auditors can stay independent 

(Vanstraelen, 1999). Therefore, we have chosen to divide the literature review into two 

sections; 1) Regulation and auditor competence and 2) Independence, litigation and 

reputation. The first section refers to the factors influencing auditors’ ability to identify going 

concern problems and includes an overview of existing standards and regulations on going 

concern as well as auditor competence. The second section focuses on the incentives 

influencing auditors’ decision whether or not to issue a going concern opinion, once they 

have identified a going concern problem, and discusses auditor independence as well as 

litigation and reputation risks. The final part of the literature review summarises the theory in 

a model that will be used in the process of collecting data and analysing the results. 

 

2.1. Regulation and auditor competence  

 

2.1.1. Going concern regulation 

In Sweden, the first national auditing standard on going concern reporting, RS 570, was 

adopted in the beginning of 2004 (Sormunen et al., 2013). To a large extent, the standard was 

based on International Standards of Auditing 570 (ISA 570 - Going Concern), and in 2011 an 

outright translation of ISA 570 was adopted in Sweden. ISA 570 declares that the going 

concern assumption (meaning that assets and liabilities are presented with the assumption that 

the entity will be able to realise its assets and pay its debts in the normal course of business), 

is a fundamental principle when preparing financial reports. It is the client company which 

initially conducts the going concern assessment and management will prepare the financial 

reports with a going concern assumption, as long as they do not intend, or have any other 

choice than, to liquidate the company (ISA 570). Management’s assessment of the company’s 

ability to continue its operation is central when auditors conduct their own going concern 

assessments, and the auditor shall discuss the assessment with management (ibid). If the 

auditor comes to the conclusion that management’s going concern assumption is incorrect, the 

auditor should express a going concern opinion (ISA 570). The auditor can also come to the 

conclusion that it is correct to assume that the client company is a going concern, but that 

there is a significant uncertainty factor that in turn could lead to substantial doubts that the 
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company will be able to survive in the future (ibid). In these cases, the auditor should 

highlight that a certain event or condition could cause the company to go bankrupt and assess 

whether management has a plan to solve the existing problems (ibid). Thus, there are different 

ways that the auditors can express themselves in the audit report, with the “substantial doubt” 

and the more serious warning: “going concern opinion”, the latter being the focus of this 

study, since a going concern opinion is assumed to be the most effective way an auditor can 

warn stakeholders about potential bankruptcy (Sormunen et al., 2013).  

 The auditor’s going concern assessment goes beyond providing professional 

attestation of the accuracy and completeness of companies’ reporting and disclosures, to 

providing additional information to the financial markets regarding the risk that a company 

may not continue in business in the foreseeable future (Blay et al., 2011). However, the 

auditor is not responsible for predicting bankruptcy per se, as it is possible for companies to 

fail for reasons an auditor could not reasonably have anticipated 12 months in advance (ISA 

570). The going concern assessment is comprised of judgements of future events, which by 

nature might be uncertain. ISA 570 lists several factors that will be of importance when 

making this judgement, such as: the timeframe of different events, the company’s size and 

complexity, the characteristics of the company and to what degree the company is affected by 

external factors. Examples of events or circumstances that imply that it is doubtful that the 

company will continue its business are negative equity or negative operating profit, inability 

to pay back loans as they mature, an excessive need of short term financing, negative cash 

flow and loss of important markets or clients (ISA 570). When a company has had profitable 

operations for several years and has a secured future financing, management can make a 

going concern assessment without a detailed analysis (ISA 570). In these cases the auditor’s 

assessment of whether or not the company has made a correct assessment can be done without 

detailed evaluation measures. In other cases, when the company is not as stable, the going 

concern assessment should be more extensive (ibid). 

 

2.1.2. Auditor competence  

It is important that auditors produce a trustworthy audit report, which reflects the current state 

of the company, and in order to do this it is important that auditors have the right competence 

and expertise (Barnes, 2004; Sikka et al., 2009). Auditors have established their status on the 

basis that their competence and expertise enable them to mediate uncertainty and construct 

objective, true and fair views of financial statements, which facilitate for example investors, 
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employees, citizens and markets to limit and manage risks (Sikka, 2009). When auditors 

conduct going concern assessments, they use different standards and techniques, as well as 

their personal knowledge and experience (Sikka et al., 2009). In several cases, these methods 

have proved to be insufficient, since the audit profession has been struck by periodical 

scandals where auditors were criticised for failing to detect failing companies or fraudulent 

behaviour (ibid). Such events raise concerns of whether auditors lack the requisite 

competence and incentives to construct the promised true and fair view of companies 

(Cheney, 2009; Humphrey et al., 2009). 

Evidently, it is important that auditors possess the right competence in order to 

conduct a sufficient going concern assessment. Gibbins et al. (2007) recognised how CFOs 

perceived that, when an issue is to be resolved between the auditor and the client, the power 

will go to the party having the greatest competence and expertise. Further, the CFOs 

acknowledged that they possessed the higher competence and could perform better analyses 

of the company, and that they had to teach the auditor about the business transactions. With 

this in mind, it should be important that auditors possess a high level of competence and 

knowledge about the clients’ operations, so that they have the ability to stand up to the client 

in an event of a disagreement between the two. Moreover, Gibbins et al. (2007) also found 

that CFOs often perceive that the objective of financial reporting and the audit are mainly 

about complying with form; that is to say, following different accounting rules, rather than 

focusing on economic substance. If this is the case, it might lead to auditors failing to see the 

bigger picture of companies’ financial situation, which could decrease auditors’ ability to 

identify going concern problems. 

 

2.1.3. Increased focus on going concern assessments 

Following the financial crisis in 2008, the International Auditing and Assurance Standards 

Board’s (IAASB) published a report to raise awareness among auditors on the importance of 

conducting going concern assessments (IAASB, 2009). The report highlights that auditors 

should carefully evaluate management’s going concern assessment, and that the going 

concern assessment should be considered in every audit engagement. It is stated that, neither 

management, nor auditors, can predict the future, especially in rapidly changing conditions, 

however, this does not change either management’s or auditors’ responsibility to conduct 

proper going concern assessments (IAASB, 2009). Auditors need to consider that, even many 
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well-respected companies with a long-standing history of profits and availability of credit, 

may find it difficult to obtain or renew financing in a turbulent economy (IAASB, 2009). 

As of the financial crisis, Love and Lawson (2009) recognise that more careful 

consideration should be taken into account in the selection and use of procedures, and 

narrower tolerances for errors should be accepted from auditors. Furthermore, historical 

experience should not be considered as sufficient evidence (ibid). This is also stressed by the 

European Commission (EC, 2010) which, after the financial crisis, recognised that the focus 

of audits has so far mainly been based on historical information and events, and suggests that 

auditors should focus more on assessing forward looking information. The Commission even 

proposes that, if it is of value for stakeholders, auditors should provide an economic and 

financial outlook of companies in relation to the going concern assessment, something that so 

far has been covered by equity analysts and credit rating agencies (ibid). If auditors were 

required to provide an extensive financial outlook of companies, then perhaps the ability to 

identify more problem companies would increase, as auditors would then have to give a more 

holistic view of companies’ financial situation. However, the problem of changing the focus 

of audits is that auditors might be unwilling to partake in a change of their work and of the 

regulatory framework, as increasingly detailed audit regulation will demand more time and 

resources and make audits more expensive (Lennartsson, 2012). It is therefore questionable if 

audit firms will and can allow auditors to spend more time and resources on going concern 

assessments, even though this might be desirable by legislators. 

 

2.1.4. The timeliness of going concern assessments 

Evaluating the values of the client company’s assets can be difficult and creates additional 

challenges for auditors to conduct correct going concern assessments (Humphrey et al., 2009). 

The going concern assessment is made on a 12 month timeframe, but in the context of illiquid 

and volatile markets this is considered as a long time (ibid). Asset-values can shift 

dramatically and unanticipated in the timeframe of less than six weeks, which makes it 

somewhat understandable that companies could get a clean audit report and still fail soon after 

(ibid). Such a scenario raises fundamental questions about the significance of the audit report, 

and the question is whether an audit is sufficient to act as an effective early warning system of 

potential corporate problems or even collapse (Humphrey et al., 2009). It is also questionable 

if, given the volatility of capital markets, a 12 month evaluation period for the going concern 

assessment is too long (ibid). The European Commission’s (EC, 2010) suggestions on how 
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the audit function could be enhanced in order to contribute to financial stability, also consider 

the timeframe of an audit as problematic. The Commission argues that an auditor’s opinion is 

often “too little too late” (EC, 2010, p. 8) and that the timeliness and frequency of 

communication to stakeholders should be considered, and become more frequent. 

 

2.1.5. Summary of factors affecting auditors’ ability to identify going 

concern problems  

Figure 1 summarises the factors that may influence auditors’ ability to identify going concern 

problems, and includes factors speaking both for and against that auditors’ possess the ability 

to identify problem companies. 

 

 

 

2.2. Independence, litigation and reputation 

 
2.2.1. Auditor independence 

Vanstraelen (1999) recognises that, even though auditors are able to identify that a company 

is not a going concern, this does not necessarily mean that auditors will decide to issue a 

going concern opinion in the audit report. This will depend on whether or not auditors’ will 

manage to stay independent and go against the client’s opinion (ibid). Researchers have 

provided evidence that managers are unwilling to report that their company might be facing 
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going concern problems (Carcello and Neal, 2000; Humphrey et al., 2009). Managers 

naturally want to protect their business and even the most honest managers will be tempted, or 

feel pressured, to shade or violate accounting and reporting rules (Love and Lawson, 2009). 

Therefore, it is important that auditors are able to stand up to managers and use their 

professional scepticism, in order to give shareholders a fair view of companies. 

In the process of conducting going concern assessments, auditors depend on the 

client company to a lesser or greater extent (Barnes, 2004). The auditors may not be experts 

on the industry in which the client operates and therefore their decisions will, to some extent, 

involve judgements based on subjective information provided by the client (ibid). In order to 

get access to information and to conduct proper going concern assessments, the auditors must 

work closely with their clients in order to understand the environment and identify the 

different risks that the company is exposed to (Beattie et al., 2001; Hellman, 2011). ISA 570 

also requires that auditors discuss the going concern assessment with management, as they 

must rely on estimates made by them. However, the problem is that an excessive reliance on 

the client’s work could be devastating, and has been referred to as one of the factors 

explaining the Enron scandal and collapse of Arthur Andersen (Hellman, 2011; Knechel, 

2007). The topic has also been up for discussion in relation to the recent financial crisis, 

where the level of scepticism among auditors in dealing with their clients has been 

questioned, as auditors failed to alert the public about the upcoming banking crisis (Sweeney 

and Pierce, 2011). Whether or not auditors will be tough and independent towards the client 

will depend on what they can gain by being tough or what they might lose by being 

conformable; that is to say which incentives auditors have (Lennartsson, 2012). As discussed 

earlier, the going concern assessment is viewed as one of the most difficult and ambiguous 

audit tasks (Carcello and Neal, 2000). Keeping this in mind, prior research suggests that when 

auditors face ambiguous situations, they are more likely to adopt their clients’ position (ibid). 

If the client chooses to emphasise certain aspects and understate, or even hide other aspects, 

while auditors are likely to agree with their clients, it makes it somewhat understandable why 

companies do not receive a going concern opinion from the auditor, but collapse shortly 

afterwards. 

In the event of a conflict between auditors and their clients, auditors can strengthen 

their position by threatening to issue a going concern opinion (Perreault and Kida, 2011), but 

on the other hand, clients can strengthen their position by threatening not to remunerate the 

auditors if they do not comply with the clients’ opinion (McCracken et al., 2008). This is also 

recognised by Carcello and Neal (2000), who state that clients receiving a going concern 
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opinion are more likely to switch auditors. Therefore, in order to maintain client satisfaction 

and prevent the client from switching auditor; auditors may choose not to issue a going 

concern opinion when they should (Barnes, 2004; Kaplan and Williams, 2012). This is also 

discussed by Sikka (2009), who recognises that audit firms have been increasingly willing to 

violate laws and regulations in order to assist their clients to publish flattering financial 

statements. Auditing firms may legitimise their status by appealing to professional values, but 

just like other capitalist enterprises, they also try to increase profits and market shares (ibid). 

This can lead to behaviour where auditors perform a service for their clients rather than on 

behalf of stakeholders and the public (ibid). 

 

2.2.2. Litigation and reputation risks 

 

2.2.2.1. Whether or not to issue a going concern opinion 

In the process of evaluating whether or not a company is a going concern, auditors can make 

two types of misclassifications; Type I and Type II misclassifications (Myers et al., 2013). A 

Type I misclassification occurs when auditors issue a going concern opinion to a client that 

subsequently does not declare bankruptcy, while a Type II misclassification occurs when 

auditors fail to issue a going concern opinion to a client that subsequently declares bankruptcy 

(ibid). There are costs associated with both types of misclassifications to auditors and their 

clients, as well as financial statement users (Geiger et al., 2005). A Type I misclassification 

can be harmful to the client company and may increase the likelihood of a subsequent failure, 

as it can reduce the client’s ability to obtain financing and increases investors’ awareness of 

the company’s financial problems (Blay et al., 2011; Myers et al., 2013; Young and Wang, 

2010). This might be devastating for a company which is already struggling to survive. 

Öhman and Nilsson (2012) suggest that a possible reason for the relatively low going concern 

accuracy rate in Sweden is that auditors try to increase efforts to minimise Type I 

misclassifications, since they do not want a self-fulfilling prophecy, where the auditor harms 

the client company and becomes the cause of bankruptcy. Therefore, auditors’ unwillingness 

to make a Type I misclassification and harm their client is expected to increase the number of 

Type II misclassifications. 

Type II misclassifications can lead to loss of confidence in the statutory audit 

function, with significant costs for investors as well as auditors (Geiger et al., 2005; Kuruppu 

et al., 2012; Myers et al., 2013). For stakeholders, and especially investors and shareholders, 
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an unexpected bankruptcy can cause severe economic losses (Myers et al., 2013). 

Furthermore, from auditors’ perspective, the litigation-cost and risk of decreased reputation of 

making a Type II misclassification can be quite large and, therefore, by issuing a going 

concern opinion to a financially distressed client, auditors may protect themselves from these 

potential costs (Myers et al., 2013). Generally, a large negative stock market reaction is more 

likely to trigger an investor to pursue a lawsuit against auditors; however, if financial 

statements and accompanying audit reports reveal the client’s financial difficulties before 

bankruptcy, any losses from the bankruptcy are less likely to be recoverable from auditors 

(Carcello and Palmrose, 1994; Francis, 2004). The fear of loss of reputation also appears to be 

an incentive that may cause auditors to issue going concern opinions to their client 

(Vanstraelen, 1999), and prior studies show that the market response to a bankruptcy 

announcement is less negative when the auditor has issued a going concern opinion prior to a 

bankruptcy; compared to if the auditor has not (Francis, 2004).  

The auditors’ objective should be to avoid making either Type I or Type II 

misclassifications, and the auditors’ decision to issue a going concern opinion, will depend on 

the perceived relative costs of Type I versus Type II misclassifications, with a consideration 

of economic trade-offs, such as the expected cost of being exposed to third-party lawsuits, and 

the anticipated cost of loss of reputation (Chen et al., 2013; Myers et al., 2013; Sikka et al., 

2009; Vanstraelen, 1999). Clearly, auditors will have to consider the risk of litigation and loss 

of reputation involved in not issuing a going concern opinion, as well as the consequences if 

they do issue a going concern opinion, as it is probably not in the auditor’s best interest to 

become the cause of bankruptcy for their clients, or lose the audit assignment. 

 

2.2.2.2. Litigation and reputation risks’ impact on going concern accuracy rate 

The collapses of Enron and WorldCom in 2002 resulted in increased regulation of the audit 

profession in the US (Fargher and Jiang, 2008; Geiger et al., 2005). Consequently, the 

Sarbanes - Oxley Act (SOX) was implemented in 2002, which introduced a number of 

reforms to enhance financial disclosures and combat corporate and accounting fraud, and 

created the Public Company Accounting Oversight Board, to oversee the auditing profession 

(US Securities and Exchange Commission, 2014). The implementation of SOX made auditors 

in the US more conservative and less willing to take the client’s position when trying to solve 

complicated issues (Brown and Wright, 2008). In response to the changes in the audit 

environment during this period, auditors in the US issued more going concern opinions to 

their clients in the post-Enron period, compared to before, with a going concern accuracy of 



13 
 

70% after the Enron scandal, compared to between 40% and 50% before (Feldmann and 

Read, 2010; Geiger et al., 2005). 

In Sweden, we have not found any data on going concern accuracy from 2002-2003, 

after the Enron-scandal occurred. Although, it should be noted that there was no regulation on 

going concern reporting in Sweden at this time, since the first national auditing standard on 

going concern reporting (RS 570) was not introduced in Sweden until 2004 (Sormunen et al., 

2013). In relation to the scandals in Sweden such as Carnegie in 2007, HQ Bank in 2010 and 

Panaxia in 2012, there was no significant changes in the going concern accuracy; rather the 

accuracy rate varied between 13% in 2007 (Alfredsson and Fransson, 2011), 16%  in 2009 

(Alfredsson and Fransson, 2011), 17% in 2010 (Öhman and Nilsson, 2012) and 15% in 2012 

(Granath et al., 2013), with no significant increase of the going concern accuracy rate in 

Sweden because of the scandals. Clearly, the accounting scandals in Sweden did not have the 

same effect on Swedish auditors, as the Enron-scandal had on auditors in the US with an 

increased amount of going concern opinions. A possible explanation for this could be the fact 

that the regulatory and legal environment in the US, where lawsuits are more common, is 

different from the one in Europe (Knechel and Vanstraelen, 2007). This, in turn, might cause 

US auditors to issue more going concern opinions in order to protect themselves from 

lawsuits.  

 

2.2.3. Summary of incentives affecting auditors’ decision whether or not to 

issue a going concern opinion 

Figure 2 summarises the incentives that may influence auditors’ decision whether or not to 

issue a going concern opinion to a client, once they have identified a going concern problem. 
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2.3. Analysis-model 

The model below summarises the literature review and lists the factors likely to influence 

auditors’ ability to identify going concern problems (a matter of competence), as well as the 

incentives influencing auditors’ decision whether or not to issue a going concern opinion, 

once they have recognised a going concern problem (a matter of independence). As a result of 

historical accounting scandals and the recent financial crisis, we expect that the increased 

attention from both legislators and the public on auditors and going concern assessments will 

have caused auditors to become more conservative and put more focus on going concern 

assessments, which in turn may have increased auditors’ ability to identify going concern 

problems. Further, as the risks of litigation and loss of reputation have become increasingly 

more severe, auditors may protect themselves from these risks by deciding to issue more 

going concern opinions to their clients. However, previous research also acknowledge that 

standards are interpreted in different ways and that the going concern assessment contains a 

lot of subjective judgement, which may decrease auditors’ ability to identify going concern 

problems (Kuruppu et al., 2012; Martens et al., 2008). There is also a risk that auditors are not 

capable of standing up to dominant managers, risking that auditors may decide not to issue a 

going concern opinion when they should, because of fear of losing the client (e.g., Humphrey 

et al., 2009; Love and Lawson, 2009). At the same time, auditors may not want to express a 

going concern opinion, as it may harm the client company and cause a bankruptcy per se 

(Blay et al., 2011; Myers et al., 2013; Öhman and Nilsson, 2012). 

To conclude, there are factors and incentives working both for and against auditors’ 

ability and decision to issue a going concern opinion to a client company when they should. 

The model below summarises these factors and incentives and functioned as a foundation for 

the collection of the empirical data, as well as the analysis of the results, to relate the findings 

to previous research and to increase the understanding of why companies fail without prior 

warnings from auditor. 
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3. Research design 
This section presents how we conducted the research in order to answer the research question 

and fulfil the aim of the study. It includes a description of the methods used, how the 

respondents were chosen and how the empirical data was collected and analysed. Lastly, it 

includes a discussion about the advantages and disadvantages of the chosen research design. 

 

3.1. Research approach 

The aim of this study was to analyse whether auditors’ lack of ability to identify going 

concern problems or their decision not to issue a going concern opinion, or perhaps both, 

could explain the relatively low going concern accuracy rate in Sweden. Several prior studies 

on going concern reporting have used a quantitative approach, focusing on how many correct 

going concern opinions auditors have issued during a certain period of time (going concern 

accuracy rate). However, such studies are limited in the sense that they do not go into the 

deeper aspects of understanding the underlying factors to why things occur, or not occur 

(Bryman and Bell, 2011, p. 168). By focusing on numbers, quantitative-based audit research 

papers do not really study audit practice per se; rather, they study correlations between 

dependent market variables, which says little about the process by which such outcome arise 

(Humphrey, 2008). Prior research on going concern reporting acknowledged the limitations of 

only using statistical data in order to increase the understanding of how the going concern 

assessment is conducted (e.g., Alfredsson and Fransson, 2011; Granath et al., 2013). 

Therefore, we argue that a qualitative approach was appropriate for this study, in order to 

provide understanding of the underlying reasons for the relatively low going concern accuracy 

in Sweden, and thereby add to the knowledge from prior research. Further, Humphrey (2008) 

recognises the value of qualitative research within the field of auditing in order to enhance the 

understanding of the auditing process, and to know more about what is done in the name of 

audit practice; in this case, learn more about the factors and incentives influencing auditors’ 

ability to identify going concern problems and their decision whether or not to issue a going 

concern opinion to a client. 

 

3.2. Choice of respondents 

We chose to contact authorised auditors from the Big Four audit firms (Deloitte, EY, KPMG 

and PwC) located in Uppsala and Stockholm. It is the authorised auditors who sign the audit 
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report (Revisorslagen §17), and accordingly, they are the ones who are responsible for the 

going concern assessment. Therefore, we considered authorised auditors to be able to provide 

the most insightful answers for the aim of this study. The auditors were contacted via e-mail, 

where the field of topic was presented. We contacted auditors from different audit firms, in 

order to get as independent answers as possible, since auditors working for the same firm are 

often affected by relationships and values within the firm (Arbnor and Bjerke, 1994, p. 132). 

We contacted approximately 50 auditors, and four auditors from three out of the Big Four 

firms chose to participate. The number of respondents was limited due to the auditors’ lack of 

time to participate in the study, caused by heavy workload during their peak season. 

Although, we still believe that participation from three out of the Big Four firms provided us 

with sufficient variety of respondents.  

We also targeted CFOs from middle sized and large limited companies in Uppsala. 

CFOs are usually the ones who communicate with the auditors (this was also confirmed by 

each CFO who participated in the study), and since CFOs/managers are the ones who initially 

conduct going concern assessments, they were a relevant group to target in addition to 

auditors. Furthermore, auditors also discuss the going concern assessment with management 

in order to scrutinise whether or not they have made a correct assessment (FAR Online, 

2014a). Describing CFOs' view is important because, although CFOs are central to 

companies' financial reporting, their view is rarely presented in academic business research or 

accounting literature (Gibbins et al., 2007). By targeting both auditors and CFOs, we were 

able to provide “two sides to the story”, which in turn increases the probability that the study 

fairly represents different viewpoints among members of a social setting (Bryman and Bell, 

2011, p. 398). The choice of targeting CFOs from middle and large sized limited companies is 

motivated by the fact that a bankruptcy of a larger limited company probably affects more 

stakeholders, in comparison to a smaller, say family-owned, company where perhaps only a 

small group of people is affected by a bankruptcy. Thus, we believe that going concern 

assessments are of greater importance in larger companies. Additionally, managers of small 

companies might not conduct a going concern assessment prior to the auditor’s assessment 

(IAASB, 2009), and are therefore not relevant to target for this study.  

In order to target CFOs, we searched for companies in the database Retriever 

Business, and in order to find middle and large sized companies, we used a definition from 

Svenskt Näringsliv. Middle sized companies should have at least 50 employees and a turnover 

of at least 10 million Euros per year (Svenskt Näringsliv, 2010); hence, this was typed in as a 

minimum requirement in the database. The search was narrowed to limited companies in 
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Uppsala, which enabled us to visit the companies for face-to-face interviews. The search 

resulted in approximately 70 limited companies, for which we contacted 60 of them via email 

or telephone (the remaining 10 companies lacked contact information to the appropriate 

respondents). A requirement was that the CFOs had worked within their position for at least 

five years in order to have experience of conducting going concern assessments. Four out of 

the 60 contacted CFOs, who fulfilled the requirements, agreed to participate. This was 

considered as a satisfying number of respondents regarding the time and resource limitations 

of this study. 

3.3. Data-collecting 

3.3.1. Designing the interview guides 

Interviews were considered as the most suitable data-collecting method, as interviews achieve 

an understanding of social life by asking participants to reflect on processes leading up to and 

following events, and allows respondents to reflect on things they may not previously have 

thought about, which in turn can result in a rich set of data (Bryman and Bell, 2011, p. 404; 

Saunders et al., 2012, p. 378). The semi-structured form of interview was considered as 

appropriate for this study, since semi-structured interviews may include different themes and 

key questions, while still making it possible to vary the questions and change the order of 

questions depending on the flow of the conversation with the respondent (Humphrey and Lee, 

2004, p. 197; Saunders et al., 2012, p. 274). This also enabled us to ask follow-up questions, 

depending on how the interview developed, or if the respondent revealed something that we 

initially did not think of, or did not intend to ask about. 

Two different interview guides were conducted; one for the interviews with the 

auditors and one for the CFO-interviews (see Appendix 2 and 3). The interview guides were 

formulated based on the summarising model from the literature review (see figure 3, p.15), 

which means that they were divided into two main sections; 1) Regulation and auditor 

competence and 2) Independence, litigation and reputation. The model, (figure 3, p.15) based 

on previous research and current regulation, enabled us to formulate relevant questions 

needed to fulfil the aim of the study. Certain predetermined topics were aimed to be 

discussed, hence the interviews had a relatively clear focus, however the interview process 

was also flexible to take different directions depending on what the respondent considered 

important to discuss, something that characterises semi-structured interviews (Darmer and 
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Freytag, 1995, p. 256). A more detailed description of how the interview guides were 

constructed can be found in Appendix 1. 

We formulated as understandable and direct questions as possible; something that is 

important to achieve, even though the questions relate to complex issues (Saunders et al., 

2012, p. 372-373). When developing the interview questions it was also important to ensure 

that the questions were not leading the respondent in any direction, since this can significantly 

affect the respondents’ answers (Ghauri et al., 1995, p. 69). By staying as objective as 

possible towards the topic discussed, the risk of biasing the respondent with our own opinions 

was minimised. The auditor-interview guide was sent out to a couple of auditors (who were 

not a part of this study) prior to the interviews, as a pilot study, in order to receive feedback 

on the interview questions and to ensure that the questions were clear and relevant. The pilot 

study resulted in a few changes on how the questions were formulated in order to increase the 

understand ability. While intending to stick to different themes, the questions were at the 

same time formulated to be open, so that the respondents could formulate their answers in 

their own way and highlight what they considered important to discuss. By doing this, the risk 

of overlooking important information needed to fulfil the purpose of the study is minimised 

(Saunders et al., 2012, p. 391). Control-questions were asked, when needed, in order to 

confirm that the respondents’ answers had been perceived correctly and to minimise 

misinterpretations, and ensure the adequacy of the answers. As a complement to the 

interviews, we studied the audit reports from the past ten years (2003-2012) for each company 

participating in the study, in order to find out whether or not they had received a going 

concern opinion from their auditor during this period. This enabled us to ask appropriate 

questions to the CFOs and to verify the information given by them during the interviews. 
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3.3.2. The interview procedure 

Face-to-face interviews were considered appropriate for this study, as it allows the interviewer 

to observe the respondent’s body language and immediate reactions to the questions, and also 

enables creation of trust and a personal relationship between the interviewer and the 

respondent (Holme and Solvang, 1997, p. 105). In the beginning of the interviews, all of the 

respondents were offered anonymity, since the topic may be sensitive to discuss, referring to 

e.g., Carcello and Neal (2000), who state that the going concern assessment is one of the most 

difficult and ambiguous audit tasks. The respondents may not want to, or cannot, discuss 

certain sensitive topics, and we believe that the respondents answer more truthfully when they 

are not mentioned by name, why anonymity was offered. Further, when confidentiality and 

anonymity is assured; the reliability of the data is also likely to be enhanced (Saunders et al., 

2012, p. 231). All of the interviews were conducted at the respondents’ workplaces and the 

two authors were present at each interview, which lasted approximately 40-45 minutes each. 

Having more than one person present at the interviews can be valuable in order to recognise 

contradicting views and it enables one person to take notes, while the other person can think 

of follow up questions and focus on body language (Humphrey and Lee, 2004, p. 343). The 

interviews were recorded, but we also took notes during the interviews. By recording the 

interviews, it enabled us to recall the discussions with the respondents and to transcribe the 

interviews afterwards. 
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The respondents were given information about the research question and the topic of 

the study prior to the interviews in order to get a hold of the most appropriate respondents, but 

also in order to let them prepare themselves to discuss the topic. If relevant information is 

provided to the participants in advance, it may enhance the credibility of the results (Saunders 

et al., 2012, p. 385). It also facilitates the interview process if the respondent understands 

what type of information the interviewer needs to get access to (Ghauri et al., 1995, p. 69), 

and it resulted in the fact that all respondents had the same information prior to the interviews. 

The downside of this method is that when the respondent knows what topics will be up for 

discussion, it may take away a degree of spontaneity in the answers. While the respondents 

were told about the topic and the research question, we did not mention that part of the aim of 

the study was to try to explain the relatively low going concern accuracy rate in Sweden, since 

we believe that this would have risked that the respondents would have felt criticised, which 

in turn could have affected their answers.  

When conducting interviews, there is a risk that the respondents might understand 

questions in different ways, which can affect the outcome of the study (Holme and Solvang, 

1997, p. 99). Since our research topic contains certain terms that can be misinterpreted (for 

example the difference between “substantial doubt” and “going concern opinion”), we started 

off by defining them, in order to ensure that the interviewer and the respondents had the same 

understanding of the topics discussed, and in order to minimise the risk of misunderstanding 

the questions. 

.  

3.3.3. Data analysis 

The large amount of data that a qualitative researcher gathers can be overwhelming and 

difficult to analyse (Bryman and Bell, 2011, p. 404). However, a rich set of data was 

favourable for this study, as we aimed to provide an understanding of a problem that has not 

been extensively explored in the past. The interviews were transcribed immediately after they 

had been conducted, while we still had the meeting fresh in mind. In order to increase validity 

it is important for the researchers to make proper connections between empirical observations 

and theory, which requires well developed definitions and well established procedures for 

coding the answers (Ghauri et al., 1995, p. 53). In order to enable this connection, the material 

was analysed, using the analysis-model (figure 3, p.15) to identify whether or not the results 

could be related to previous research. When analysing the answers it was important that we 

stayed objective; since the background of the researchers can affect the interpretations and 
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coding of the data (Ghauri et al., 1995, p. 66). In order to ensure that we had not 

misinterpreted the data, and in order to enable the reader to judge our analysis of the results; 

several citations from the interviews have been presented. Since the aim of the study is to 

investigate how different factors and incentives influence auditors’ ability and decision to 

issue going concern opinions, we have presented the auditors’ viewpoint first, and then 

complemented with the viewpoints from the CFOs in order to verify the information provided 

by the auditors. 

 

3.4. Critique of chosen research design 

The use of a qualitative approach and a relatively small amount of interviews may limit the 

ability to generalise the findings to other settings (Saunders et al., 2012, p. 382). This problem 

was limited by considering the sampling and by targeting different audit firms in order to 

decrease the subjectivity and increase the ability to generalise. Further, the results from this 

kind of study can still give guidance and be applicable in similar settings and situations 

(Kvale and Brinkman, 2009, p. 282). Since semi-structured interviews lack a certain amount 

of standardisation, it might lead to concerns about reliability (Saunders et al., 2012, p. 381). It 

was, however, not necessarily the intention of the study to enable repeatability of findings 

from the interviews, since the interviews reflect the reality at the time when they were 

conducted. 

There are advantages and disadvantages to recording the interviews. On the upside, 

the recording enabled us to listen carefully and be more spontaneous with follow-up questions 

to the respondent, without the need to take notes of everything that was said through the 

interviews. The downside is that the respondent might become more careful with what they 

say when they know they are being recorded (Bryman and Bell, 2011, p. 482). However, it 

was important to ensure that no information from the interviews was missed, and in order to 

minimise the risk of carefulness from the respondent, anonymity was offered. We also 

clarified that the recorded material would only be used for the purpose of this study and be 

deleted afterwards.  
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4. The findings 

This section presents the empirical findings from the interviews and an analysis of the results, 

and it is divided into the same two sections as the theoretical framework; 1) Regulation and 

auditor competence, which discusses auditors’ ability to identify going concern problems, and 

2) Independence, litigation and reputation, which refers to auditors’ decision whether or not 

to issue a going concern opinion once they have identified a going concern problem. 

 

4.1. Regulation and auditor competence: Auditors’ ability to 

identify going concern problems 

4.1.1. Going concern regulation  

All auditors use ISA 570 as a foundation when conducting going concern assessments. One 

auditor says that it is one of the only ISAs that he really uses. Although, we also understand 

that the audit firms do not follow ISA literally, rather they create internal working 

methodologies based on ISA. Furthermore, only relying on standards does not seem to be 

enough since the going concern assessment contains a lot of subjective judgement, something 

that one auditor illustrates: 

 

Neither the audit firm’s checklists, nor ISA 570, are that detailed or standardised to be 

applicable to all companies. (Auditor C) 

 

The fact that standards are not sufficient for auditors to rely on has also been recognised by 

previous research which states that there are differences in how auditing standards are 

interpreted, and that the going concern assessment involves a great deal of subjective 

judgement (Kuruppu et al., 2012; Martens et al., 2008). This in turn might imply that, even 

though standards on how to conduct going concern assessments exist and are constantly 

developed, it might not lead to that auditors manage to identify more problem companies, 

since auditors probably use the standards to a different extent and may not interpret them in 

the same way. 

 

All auditors believe that the going concern assessment is an important part of the audit, 

however, only for those companies where the going concern question is considered as a risk 

for the client company. Hence, when the going concern question is not considered as a risk, 
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no further scrutinising is done. One auditor explains that when it is not considered as a risk, 

the auditor just checks a box, stating that a risk analysis has been performed, and no further 

audit evidence is needed concerning the going concern question. This is illustrated by two 

other auditors, where one also explains that it is not very often that the going concern question 

is considered a risk for a client: 

 

You make a risk analysis and if the going concern question is considered as a risk, the going 

concern assessment will have a quite high focus during the rest of the audit, but if it is only 

considered as a small risk, or no risk at all, the going concern question will not have much 

focus at all. (Auditor D) 

 

For 90% of the companies, the going concern assessment is not an important question. 

(Auditor B) 

 

It is quite clear from the interviews that the auditors do not believe that they should actually 

conduct their own going concern assessments; rather these assessments should be done by 

management, and the auditors should verify whether or not management’s assessment is 

reasonable. However, when the CFOs discuss the importance of going concern assessments 

and whether they conduct a yearly going concern assessment, all of them explain that they 

make forecasts, but none of them would call it a going concern assessment where the question 

of the company’s existence is up for discussion. The CFOs seem to be quite unfamiliar with 

the going concern question and explain that, regarding the question of going concern, it is 

implicit that the company will continue its operations why this is not really a question that is 

up for discussion: 

 

The question of whether or not the company will continue to exist is very rarely on the 

agenda. (CFO D) 

 

The question of survival has never really been a great issue. (CFO A) 

 

The going concern question is not really a question at all. (CFO B) 

 

This is also confirmed by the auditors, who explain that clients usually do not conduct going 

concern assessments unless the auditors ask them to, which is only when the going concern 
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question is considered as a risk for a company. The majority of the auditors state that they 

would like the clients to consider the going concern question more often, although they rarely 

do until the situation is critical and the auditors require them to address the problem.  

 

ISA 570- Going Concern requires auditors to collect sufficient and appropriate audit evidence 

in order to assess whether or not a company is a going concern. Further, ISA 570 states how 

management’s own assessment of the company’s ability to continue its operation is central 

when auditors evaluate whether or not management’s going concern assessment is correct 

(ISA 570). However, none of the interviewed CFOs actually conduct a yearly going concern 

assessment. Furthermore, the auditors only conduct a going concern assessment when the 

going concern question is considered as a risk for a client, which apparently does not seem to 

be very often. This would mean that in several cases, no going concern assessment is 

conducted at all; either by management or by auditors, which could work negatively regarding 

auditors’ ability to identify going concern problems. Although, this might be caused by the 

fact that ISA 570 also states that, when a company has had profitable operations for several 

years and has a secured future financing, management can make a going concern assessment 

without a detailed analysis, and in these cases, the auditor’s assessment of whether or not the 

company has made a correct assessment can be done without detailed evaluation measures. 

This could be the reason to why the auditors explain that, for most companies the going 

concern question is not of importance, why a going concern assessment is unnecessary. 

Furthermore, from the audit reports from the past ten years, we can conclude that none of the 

CFO-companies have ever received a remark from their auditors in the audit report during this 

period, and they all state that they have a stable business with secured financing, which could 

be a reason why they do not conduct going concern assessments either. The question is 

though, whether the absence of going concern assessments in the majority of audit 

engagements could be an explanation to why so many companies fail without prior warnings 

from auditors. Furthermore, one could discuss whether auditors’ risk analysis are sufficient in 

order to “wave off” the going concern question, or if this decreases their ability to identify 

going concern problems. 

 

4.1.2. Auditor competence and expertise 

There is no doubt that all auditors perceive that going concern assessments can be difficult to 

conduct, although, none of them believe that they lack the knowledge to conduct correct 

going concern assessments. While the auditors believe that they possess a satisfying level of 
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knowledge to conduct going concern assessments, they all agree that managers possess an 

even better ability to conduct the assessments compared to auditors, since managers have 

better knowledge of the company’s operations, and are in a better position to make forecasts: 

 

The client has the better knowledge of their business compared to the auditor. (Auditor C) 

 

The clients are the ones who know their business and are in a better position to negotiate with 

customers and making forecasts. (Auditor B) 

 

This view is also shared by the CFOs, who all state that they possess better knowledge about 

their operations and can better assess the future, compared to their auditors. Further, the CFOs 

explain that the auditors are rarely experts on the industries that the companies are operating 

in: 

 

I do not believe that auditors are in a position to make an assessment that would be better 

than ours, as they have the disadvantage of having access to less information than us. (CFO 

A) 

 

Of course it is management who has the better knowledge to assess the future. They (the 

auditors) do not have enough knowledge about the industry or the company. (CFO B) 

 

These findings are in line with Gibbins et al.’s (2007), who found that CFOs acknowledged 

that they possessed a higher level of competence and could perform better analyses of the 

company, and had to teach the auditor about business transactions. The fact that the 

companies have better knowledge about their operations compared to auditors might not be 

very strange. However, it should be kept in mind that, Gibbins et al.’s (2007) found that, when 

an issue is to be resolved between the auditor and the client, the power will go to the party 

having the greatest competence and expertise. This in turn might be a concern regarding 

whether auditors will issue concern opinions when they should. 

 

The majority of the CFOs believe that, the audit teams that come out to do the audit are often 

quite inexperienced and do not always know what to look for. Two of them say that auditors 

focus a lot on details, and sometimes fail to get the bigger picture of the company, 

consequently risking that the audit may end up focusing on unimportant things. A common 
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view amongst the CFOs is also that the audit mainly focuses on following different checklists 

and making sure that you have all the necessary documentation, in order to show internally 

that everything has been done correctly. This is illustrated by one of the CFOs: 

 

A great part of the audit is just checking boxes. It does not matter what the content is, rather 

the important thing is to show that you have done it. Sometimes everything just misses its 

purpose. (CFO A) 

 

The view from the CFOs is similar to Gibbins et al.’s (2007) findings; that CFOs often 

perceive that the objective of financial reporting is mainly about complying with form, that is 

to say, following different rules, rather than focusing on economic substance. If the focus is 

too much on details, this might have negative influences on the ability to identify going 

concern problems, since judging whether a company will continue to exist, probably requires 

that auditors look at the bigger picture and conduct an overall assessment of the client’s 

operations. 

 

4.1.3. Increased focus on going concern assessments 

None of the auditors would say that the financial crisis has affected how they conduct going 

concern assessments, and they still only conduct such an assessment if the going concern 

question is considered as a risk for the client. This is the case, despite the IAASB’s report in 

2009, which was introduced as a response to the financial crisis, highlighting the importance 

of conducting going concern assessments and stating that auditors should consider the going 

concern assessment in every audit engagement. Though, it is difficult to tell from the IAASB-

report whether or not it is sufficient to conduct a risk analysis in every audit engagement and 

conclude that the going concern question is not important, or whether the IAASB wants 

auditors to conduct an actual going concern assessment in every audit engagement. When the 

auditors were asked about the IAASB report, none of them could recall taking part of it, and 

therefore, they could not really discuss its content or how it may have affected their work with 

going concern assessments. Two of the auditors explain how these kind of reports from 

regulators are probably considered internally, and might develop the internal methodology 

and documentation frames, although, they cannot say for sure whether or not this was the case 

with the IAASB-report. We can conclude that the process of conducting going concern 

assessment has not changed radically because of the financial crisis. Rather, the majority of 
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the auditors believe that it has become more important, especially internally within the firm, 

to formalise and document the work. However, this has not affected the amount of audit 

evidences collected from clients or how much resources are put into going concern 

assessments: 

 

It is important to show/document that you have considered the going concern question, but 

concluded that the going concern question is not a risk for the client. (Auditor B) 

 

Two of the auditors discuss how the crisis affected the availability of financing, and that 

banks sometime require a statement from the auditors concerning the client company’s ability 

to meet the requirements for the new loan covenants introduced after the crisis, with tougher 

requirements in order to achieve financing. However, they explain that the way of working is 

not really different; the companies can or cannot show how they plan to finance their 

business: 

 

I do not believe that the going concern issue changes over a night, because of a crisis. Often, 

if companies are facing problems, this has been the case for several years. (Auditor B) 

 

One of the auditors (who audits clients in the financial sector) says that after the financial 

crisis, going concern assessments received increased focus within the financial sector, and as 

a response to the crisis, a new auditing recommendation was developed for auditing of 

financial companies. He says that this recommendation enhanced the importance of auditing 

within the financial sector and included details on how ISA 570-Going Concern should be 

used and interpreted in the financial sector. Although, just like the other auditors, he explains 

that the way of conducting going concern assessments has not really changed because of this.  

In relation to the financial crisis, the majority of the auditors do not perceive that the 

audit function has received criticism or that auditors should have done something differently 

in relation to the crisis; rather they believe that the banks have a greater responsibility for the 

crisis. On the other hand, the auditor who audits companies in the financial sector recognises 

that the audit function received more focus and criticism after the financial crisis, for giving 

clean audit reports to banks that collapsed three months later. Although, he says that later, it 

was concluded that the criticism was not justified and that the auditors could not actually have 

done anything differently or anticipated the upcoming bank collapses. 
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 The CFOs’ perception confirms what the auditors express; that there has not been an 

increased focus or more resources spent on going concern assessments after the financial 

crisis. Two of the CFOs explain how there is always a discussion about the cost of the audit 

and that the company has a budget on how much to spend on it, and if the price would exceed 

this limit, they would consider switching audit firm. Thereby there is a limitation of how 

much scrutinising the auditors can do. One of them says that auditors are given an amount of 

money and can then choose what to focus on: 

 

You get what you pay for. (CFO D) 

 

It appears that Humphrey et al.‘s (2009, p. 810) question: “Where were the auditors?” and 

criticism of the audit profession for failing to warn about the bank collapses in 2008 in 

relation the financial crisis, is not something that the auditors appear to relate to (except from 

Auditor D). Furthermore, the auditors believe that such criticism is not justified and that 

auditors should not receive any blame for the crisis. Clearly, there is a conflict between the 

European Commission’s (EC, 2010) opinion; that auditors should take more responsibility in 

order to contribute to financial stability (enhancing the focus on going concern assessments 

being one of these responsibilities), and how the auditors perceive their own role. The fact 

that one auditor perceives that auditors received more focus and criticism as of the financial 

crisis, is probably because he audits clients within the financial sector, which was the most 

affected one during the financial crisis in 2008. Although, he still believes that auditors could 

not have done anything differently to prevent the crisis. 

Evidently, the way of working with going concern assessments does not seem to 

have changed because of increased focus on going concern assessments from regulators and 

the public. Rather, it has enhanced the importance for auditors to document their work in 

order to “prove” that they have considered the going concern question in every audit 

engagement. This is in line with Lennartsson’s (2012) discussion; that auditors are generally 

adverse to changes in their work through increased regulation. Further, if companies are not 

willing to pay more for an audit, it is questionable whether increased regulation and focus on 

going concern assessments will lead to more resources spent on scrutinising or if it only 

increases the amount of documentation. Though, to only increase the level of documentation 

probably does not increase auditors’ ability to identify going concern problems. 
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4.1.4. Assessing more forward looking information 

As a response to the financial crisis, the European Commission (EC, 2010) criticised that the 

focus of audits has mainly been based on historical information, and suggested that auditors 

should focus more on assessing forward looking information when conducting going concern 

assessments. However, when the auditors and CFOs were asked whether they believe that it 

has become more important to assess forward looking information, none of them perceive that 

there has really been a change of the focus of the audits. All auditors believe that historical 

information is useful in order to assess the profitability of companies and how successful 

management has been at making forecasts in the past. One auditor explains this as: 

 

The companies either have good or bad history of making forecasts, crisis or no crisis. 

(Auditor B) 

 

We understand that, in general, auditors look at previous years to see how the client managed 

to acquire more financing and how good managers have been at making forecasts in the past, 

and assumes that this will be a good foundation for assessing the future. The auditors believe 

that historic information is of importance when assessing a company’s future, since it can be 

problematic to assess forward looking information. One auditor explains that it is not 

auditors’ responsibility to acknowledge every event that might possibly happen in the future; 

rather auditors should make assessments based on what they know at the time. He says that 

the demands on the audit profession is sometimes unrealistic and that this is caused by the fact 

that one does not know what the auditors role is, and what it is not. As he puts it: 

 

The auditor is no fortune teller. (Auditor D) 

 

Similarly, none of the CFOs perceive that there has been a change towards assessing more 

forward looking information. One of the CFOs says that the auditor mainly considers 

historical information and only considers future plans if it is regarding valuation-questions, 

when the company for e.g., buys or sells other companies, and does not believe that there has 

been a change in focus: 

 

It is possible that it has changed towards these kind of questions (forward looking 

information), but in that case, I have missed it. (CFO D) 
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Seemingly, the requirements that historical experience should not be considered as sufficient 

evidence if auditors should be able to identify problem companies and prevent corporate 

collapses (e.g., EC, 2010; Love and Lawson, 2009), has not been translated into actions by 

auditors. This might be caused by the fact that the auditors do not believe that they have any 

responsibility for the financial crisis is terms of warning about the upcoming bank collapses. 

One of the auditors makes it rather clear that auditors’ judgements are made considering the 

information that they possess on that day, and how it is not their responsibility to predict the 

future. The fact that the auditors try to limit their responsibility to assess the future to a further 

extent, might be a factor that works negatively in term of auditors’ ability to identify going 

concern problems. 

 

4.1.5. Increased responsibility to communicate companies’ financial 

situation to stakeholders 

The European Commission proposes that, if it is of value for stakeholders, auditors should 

provide an economic and financial outlook of companies in relation to the going concern 

assessment, something that so far has been covered by equity analysts and credit rating 

agencies (EC, 2010). However, when the auditors were asked about the suggestion that 

auditors should express themselves more freely about companies’ economic status in the audit 

report, none of them are positive to this idea. They all believe that it is easier to recognise 

companies’ problems and to notice any deviations in a standardised audit report; compared to 

if the auditor would write more freely, as more extensive audit reports require the reader to be 

able to read between the lines in order to understand whether or not a company is a going 

concern. One auditor believes that it is good that the audit report contains a detailed 

description of what the auditor’s responsibility is and what it is not, since the public might not 

know what the auditors’ responsibilities are. Furthermore, all auditors believe that writing 

more extensively about companies’ financial situation is undesirable, since it will make the 

audit report too subjective and hinder comparability between companies. This is illustrated by 

one of the auditors: 

 

To write freely about the going concern question in the audit report would be problematic, as 

it can lead to a situation where the auditor only speculates. (Auditor B) 
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Further, one auditor is concerned that the audit report might become irrelevant if it is too long. 

He perceives that auditors provide enough information to stakeholders through the existing 

audit report, why major changes are unnecessary: 

 

We usually get told that we should provide more information in the audit report, but the 

question is if the users of financial reports really know what kind of information they want 

from auditors. (Auditor D) 

 

The CFOs agree with the auditors’ opinion regarding how freely auditors should express 

themselves in the audit report. They believe that if the audit report would be too long and 

contain too much information from the auditor; it would be difficult to understand what is 

stated by the auditor, and to tell whether or not there is a going concern problem, or other 

problems in general. One CFO believes that already as it is today, the audit report can be 

difficult to understand since it contains a lot of information.  

 

Clearly, the European Commission's (2010) suggestion on a more extensive description of 

companies’ financial situation in the audit report is not desirable by the auditors or the CFOs. 

One of the auditors even believes that the good thing about the audit report is that it contains a 

detailed description of what the auditor’s responsibility is and what it is not, which implies 

that he is resistant to increased responsibility for auditors to express themselves more 

extensively about their clients’ financial situation. Although, the results from this study 

cannot tell whether more information in the audit report is desirable from stakeholders and 

other users of financial statements, however, one auditor implies that stakeholders often 

cannot specify what type of information they want from auditors, rather they just ask for more 

information in general. It is difficult to conclude though, whether a more extensive audit 

report with a financial outlook of companies would increase auditors’ ability to identify going 

concern problems. On the one hand one could expect that if auditors were required to provide 

more information, they would increase the amount of scrutinising. However, on the other 

hand if both auditors and their clients are sceptical towards this idea, the suggestions from the 

European Commission might just miss its purpose. 
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4.1.6. The timeliness of going concern assessments and communication to 

stakeholders 

All auditors appear to believe that the 12 month timeframe is reasonable when conducting 

going concern assessments. They are all sceptical towards a shorter timeframe for going 

concern assessments and two of them believe that, if possible, going concern assessments 

should be made on an even longer basis than 12 months:  

 

The forecast is only made on a 12 month timeframe, so it is not really that difficult to conduct. 

(Auditor C) 

 

If possible, going concern assessments should be made on a longer basis. (Auditor A) 

 

It is clear that the longer the timeframe, the more uncertain the forecast will be, however, 12 

months does still seem to be a reasonable timeframe for going concern assessments from the 

auditors’ point of view. The auditor who audits clients in the financial sector, says that during 

the financial crisis it was sometimes difficult to make going concern assessments on 12 

months, but he believes that it would be pointless to make an assessment on a shorter 

timeframe, say every third month, since e.g., investors are not interested in such a short term 

perspective when deciding whether or not to invest in a company. 

 

The auditors’ perception of the 12 month timeframe for a going concern assessment is not in 

line with e.g., Humphrey et al.’s (2009) and the European Commission’s (EC, 2010) 

concerns, that in the context of illiquid and volatile markets, 12 months is a long timeframe as 

asset-values can shift dramatically and unanticipated within the matter of a few weeks. The 

auditors do not seem to have the concern that an audit might not be sufficient to act as an 

effective early warning system of approaching major corporate problems, because the 

timeframe on evaluating the going concern status is too long. Seemingly, the auditors do not 

perceive that the 12 month timeframe is a factor that works negatively in terms of the ability 

to identify going concern problems, while e.g., the European Commission does. Therefore it 

is difficult to conclude whether the timeframe of going concern assessments is a factor that 

has negative influences in terms of auditors’ ability to identify going concern problems. 
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4.1.7. Summary of the first part of the findings  

 

 

4.2. Independence, litigation and reputation: Auditors’ decision to 

issue going concern opinions 

 

4.2.1. Relying on information from the client 

All auditors explain that it is the clients who provide the auditors with information, and that 

auditors can only try to verify the information against external sources. If the clients provide 

auditors with only pure forecasts, the auditors cannot verify it against anything really, unless 

the company has e.g., written contracts from customers. One of the difficulties of assessing 

going concern appears to be the fact that it is based on the client’s own calculations. This is 
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also expressed by the CFOs, who explain that the auditors have to rely on, and use the 

information provided by the client company: 

 

The auditors have to rely on information provided by us to a very large extent. (CFO B) 

 

Professional scepticism plays an important role when judging the information provided by the 

client, and both the auditors and the CFOs explain that mutual trust between the auditor and 

the client is important: 

 

The auditor and the client need to be able to trust each other. (Auditor A) 

 

An auditor should be able to trust the information from us and assume that it is correct. (CFO 

D) 

 

The view from the auditors and the CFOs is in line with what previous research 

acknowledges; that auditors must work closely with their clients in order to understand their 

operations and make decisions based upon the clients’ calculations (Barnes, 2004; Beattie et 

al., 2001; Hellman, 2011). However, an excessive reliance on the client’s work could be 

devastating, and has been referred to as one of the factors explaining the Enron scandal 

(Hellman, 2011; Knechel, 2007). Furthermore, research has shown that managers are 

unwilling to report that their company might be facing going concern problems, and therefore 

might be tempted to shade their financial statements (Carcello and Neal, 2000; Humphrey et 

al., 2009; Love and Lawson, 2009). Though, the auditors do not appear to recognise this risk 

to any further extent. The majority of the auditors do not perceive that there is a great risk that 

managers would try to enhance the numbers in the financial statements. One auditor explains 

that, the risk that managers would try to enhance their results is not only a risk for companies 

who are performing poorly, why this risk is not necessarily connected to the going concern 

question: 

 

I believe that there are always incentives for managers to produce numbers that enables 

bonuses to management et cetera. This is always a risk, even for companies where the going 

concern question is not a risk. (Auditor B) 
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Another auditor says that he does not believe that it is possible for managers to manipulate the 

financial statements; at least not for the companies he audits: 

 

It does not work that way; at least not for larger companies. (Auditor D) 

 

4.2.2. Going concern opinions’ impact on the relationship with the client 

The risk of losing the audit assignment due to a going concern opinion does not seem to be 

substantial among the auditors. None of the auditors state that they have lost a client due to a 

going concern opinion, and explain that the going concern question is usually something that 

the auditor and the client can agree upon. The auditors agree that if it comes to the fact that 

they must issue a going concern opinion, it has probably been an issue for so long that they 

have already gotten the company to understand about their problems. Furthermore, the 

auditors find it important to explain to the client why a warning is necessary and to get them 

to understand about their own problems, why a going concern opinion should not come as a 

surprise to the client:  

 

Continuously during the audit you have a dialogue with the client, so a going concern opinion 

should not come as a surprise to them. (Auditor D) 

 

The auditors explain that management often understand the company’s problems themselves, 

and therefore there are rarely any conflicts regarding the going concern question. 

Furthermore, none of the auditors perceive the risk of losing a client due to disagreements 

regarding the going concern question as a severe problem, since in that case; there are most 

likely other problems in the relationship between the auditor and the client. Furthermore, if 

the auditor and the client have a good relationship overall, it should not be a problem: 

 

If the client decides to fire me because of a going concern opinion, then it is likely that there 

are also other and more severe problems in the relationship than the just the going concern 

question. (Auditor A) 
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The risk of losing the client because of a going concern opinion is not something that we 

really consider. If the client has such a poor relationship with the auditor, they probably 

should not have that auditor anyway, and this relationship is then probably affected by many 

other issues, apart from the going concern question. (Auditor C) 

 

It is my job, and if the client does not have respect for me, I should probably not work with 

that client anyway. Some clients might get upset and change auditors because of a going 

concern opinion, but in that case: so might be it. One could then ask: What is the point of 

having auditors if we cannot do our job? (Auditor D) 

 

The CFOs agree with the auditors regarding the question how the relationship with the auditor 

would be affected by a going concern opinion. Although, none of the CFOs have ever had any 

going concern problems, they believe that it would be obvious if a company has severe 

problems and could not continue its business, why there would probably not be any conflicts 

with the auditor. One CFO explains that if there are severe problems within a company, 

management are probably also aware of the company’s situation and would understand why 

the auditor must issue a warning, and states that: 

 

Everyone has got a job to do. (CFO B) 

 

The CFOs also share the auditors’ view regarding how there probably is a quite a serious 

issue in the relationship between the client and the auditor, if you choose to get into a conflict 

regarding a going concern opinion. One CFO explains that; only in cases where the CFO 

would have felt ill treated by the auditor; a disagreement regarding the going concern question 

would affect the relationship between the two. Further, the majority of CFOs recognise how a 

going concern opinion is as much their problem as the auditor’s, and a sign that they have not 

done their job properly: 

 

If the auditor would express something negative in the audit report, it would be a failure for 

me as a CFO as well. (CFO D) 

 

If the auditor has to issue a going concern opinion, it means that the auditor has obviously 

failed to convince me to do what he wants me to do. (CFO C) 
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McCracken et al., (2008) and Carcello and Neal (2000) discuss how clients can strengthen 

their position by threatening not to remunerate the auditor if they do not comply with the 

clients opinion, and that clients receiving a going concern opinion are more likely to switch 

auditors. However, this view is not shared by the auditors and the CFOs. Rather, both the 

auditors and the CFOs perceive that the clients usually recognise the companies’ problems 

themselves, why there are rarely any conflicts regarding the going concern question. At the 

same time, the auditors would not hesitate to issue a going concern opinion, because of fear of 

losing the client, since both the auditors and the CFOs state that if there would be a conflict 

between the two regarding the going concern question, there are probably other problems in 

the relationship as well. Thereby the risk expressed by Barnes (2004) and Kaplan and 

Williams (2012); that auditors may decide not to issue a going concern opinion when they 

should, in order to prevent the client from switching auditors, cannot be confirmed by the 

results from this study. According to the auditors, fear of losing the audit assignment does not 

appear to be an incentive for auditors to decide not to issue a going concern opinion to a 

client. Although, as Sikka (2009) discusses; auditing firms may legitimise their status by 

appealing to professional values, but just like other capitalist enterprises, they also try to 

increase profits and market shares. This is why we suspect that auditors are probably, to some 

extent, still influenced by fear of losing the audit assignment, even if they may state that they 

are not. 

 

4.2.3. Whether or not to issue a going concern opinion 

It appears to be very rare that auditors issue a going concern opinion to a client company. 

When the auditors are asked whether they have ever issued a going concern opinion to their 

clients, all of them make it rather clear that it is quite uncommon: 

 

It is very unusual for an auditor to express that a company is not a going concern. (Auditor 

C) 

 

It is very seldom that I have expressed that a company is not a going concern. (Auditor B) 

 

A common view amongst the auditors is that they will always try to get management to solve 

their problems as soon as possible, rather than having to express a going concern opinion, 
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since neither management nor the auditor want to go as far as expressing the problems in the 

audit report: 

 

If the company states that it is a going concern, it is very unusual that the auditors say that it 

is not. Or if they do; the auditors should at least have a lot of proof of the company’s 

problems before expressing anything in the audit report. (Auditor C) 

 

We hardly ever issue going concern opinions. Most of the time, we try to get the clients to 

solve the problems before we highlight anything in the audit report. (Auditor D) 

 

Furthermore, one auditor says that whenever there is a situation where the auditor is 

considering issuing a going concern opinion, the firm has routines for how it should be 

handled, where a national or Nordic quality manager becomes involved every time the auditor 

expresses any serious issues in the audit report. Hence, issuing a going concern opinion does 

not appear to be something that is done in a trice. It seems to be more common to write in the 

audit report that more capital is needed, but very rare to express that the company is not a 

going concern. Furthermore, it is understood that, if management cannot solve the company’s 

problems, the auditors rather see management informing the stakeholders about the problems 

affecting the company’s ability to continue its operations in the administration report, rather 

than highlighting the problems in the audit report:  

 

We always want the client to solve the problems or inform themselves about them in the 

administration report. (Auditor D) 

 

The fact that I have to issue a going concern opinion in the audit report means that I have 

totally failed at convincing management that there is something wrong with the company. If 

management refuses to inform about the company’s problems in the administration report, 

resulting in that I have to inform about the problems in the audit report, I believe that it is a 

complete failure. (Auditor A) 

 

The CFOs also perceive that auditors are increasingly requiring management to inform 

stakeholders about useful information in the administration report. One CFO explains that the 

audit has become more about auditors guarding themselves and putting more responsibility on 

managers. Similarly, another CFO perceives that auditors are demanding management to 
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collect all the evidences and to certify that they are taking responsibility for what is done, 

moving more responsibility away from the auditors: 

 

Everyone is trying to put the risk on someone else. (CFO C) 

 

Seemingly, the auditors try their best to avoid issuing going concern opinions in the audit 

report. Rather, their goal is to get the company to solve their problems first, or else to write 

about their problems themselves in the administration report. Furthermore, the auditors 

believe that it is the client company’s responsibility to inform their investors that they are in 

financial trouble. Öhman and Nilsson’s (2012) findings; that several bankrupt companies had 

displayed signs of financial distress, but only a small part of them had received a prior 

warning from the auditor, raised concerns that auditors made an active decision not to issue a 

going concern opinion even though they had identified a going concern problem. This is in 

line with our findings, and the fact that auditors try their best to avoid issuing going concern 

opinions, might explain the relatively low going concern accuracy rate in Sweden. In the audit 

report, the auditors have the ability to provide information of what they believe investors 

should be aware of (FAR, 2013), but seemingly, the auditors would rather have management 

explaining about their problems in the administration report, and therefore one could question 

the importance of the audit report. It is doubtful whether auditors are fulfilling their purpose if 

they limit their responsibility to communicate to stakeholders through the audit report, and put 

more responsibility towards management and away from auditors. Moreover, one could 

question the auditors’ role in making shareholders aware of a company’s financial distress and 

warn about potential bankruptcies (e.g., Sormunen et al., 2013), if auditors avoid issuing 

going concern opinions to their clients as much as possible. 

 

4.2.4. Harming the client (Type I misclassifications) 

If auditors make a Type I misclassification (issue an unnecessary going concern opinion to a 

company that keeps existing), it can be harmful to the client, since it can affect the company’s 

ability to receive financing and may increase investors’ awareness of the company’s problems 

and thereby increases the likelihood of failure (Blay et al., 2011; Myers et al., 2013; Young 

and Wang, 2010). Although, when the auditors were asked about what consequences a going 

concern opinion has on the market reaction; all auditors state that they have not noticed any 

kind of reactions from e.g., stakeholders because of a going concern opinion from the auditor: 
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From what I can remember, from the times I have issued a warning, there was no big market 

reaction. In those cases where a going concern opinion is needed, you can usually tell from 

the financial statements that a company is having problems. (Auditor B) 

 

Two of the auditors say that they try to explain to management that, if the auditor issues a 

going concern opinion, it will not affect the client company, since users of annual reports will 

notice themselves from the financial statements that the company is running out of money, so 

management might as well highlight the problems in the administration report: 

 

It does not matter if a company’s problems are stated in the administration report or in the 

audit report; it has the same effect. (Auditor A) 

 

Surely, it might become more difficult for the company to get access to financing, but the 

banks can probably come to the same conclusions as the auditor, just by looking at the 

financial statements. They do not need the audit report to conclude that a company is not 

worthy of further financing. (Auditor B) 

 

The CFOs seem to agree with the auditors on this question and state that one can tell from the 

financial statements if a company is having problems. They believe that, when a company is 

performing badly and might face bankruptcy, the investors can probably tell from the annual 

report and the balance sheet that a company is running out of money, and do not need the 

auditor to conclude this: 

 

I do not believe that the profitability of this company would be affected or impaired because 

of a going concern opinion from the auditor. (CFO B) 

 

It would be very strange if the auditor found something that did not show through the 

numbers in the financial reports. (CFO A) 

 

Apparently, neither the auditors, nor the CFOs, believe that a going concern opinion from the 

auditor will have a great impact on the client company, and all of them state that one can tell 

from the financial statements if a company is having problems, why the auditor’s expression 

in the audit report is not crucial for investors to make decisions. Seemingly, our findings are 

not in line with previous researchers’ (e.g., Blay et al., 2011; Myers et al., 2013; Young and 
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Wang, 2010), who state that a Type I misclassification (unnecessary warnings) can be harmful 

to the client company and increases the likelihood of subsequent failure. Rather, both the 

auditors and the CFOs believe that one can tell from the financial statements if a company is 

performing badly and does not need the auditors’ opinion to conclude that fact. From this we 

can conclude that, if what the auditors and CFO express reflects the reality; harming the client 

does not appear to be a substantial incentive for auditors to decide not to issue a going 

concern opinion to a client. 

 

4.2.5. Litigation and reputation risks (Type II misclassifications) 

We understand that the auditors find that the risks of litigation and decreased reputation are 

important to keep in mind when assessing going concern. One auditor explains that the going 

concern assessment is an important part of the audit, since other errors during the audit might 

not be as severe, but if the company is not a going concern, it is a serious problem. Further, he 

explains that when a company goes bankrupt, a receiver will scrutinise whether the board of 

directors and the auditors have done their job, and if this is not the case, there is a risk of 

lawsuit for the audit firm. Moreover, he says that auditors are the ones who have the highest 

insurances, compared to e.g., board of directors, and therefore they are usually the ones who 

will get sued. Similarly, the other auditors agree that if a company goes bankrupt and the 

auditor has not expressed anything in the audit report, and nothing is stated in the annual 

report regarding the company’s problems; there is a risk for the auditor to get sued. The 

litigation risk appears to be the most crucial risk that a wrong going concern assessment (Type 

II misclassification) could give rise to: 

 

If it turns out that the client company is not a going concern and we as auditors have not done 

our job properly, we will probably get sued. It is as simple as that. (Auditor C) 

The auditors also discuss the risk of decreased reputation and how any mistakes that they 

make during the audit may affect the reputation of the audit firm and their other engagements 

and commitments. They agree that when a large company goes bankrupt, media will 

immediately highlight this and identify the responsible audit firm. Furthermore, two of the 

auditors recognise how the audit profession has received more attention lately, as the industry 

has received more international influences, where big lawsuits are becoming more common. 



43 
 

They also discuss that the climate within the industry today is different compared to 10 years 

ago, and that this has been affected by e.g., media, politicians and court cases: 

I believe that is has become a trend lately to criticise the audit profession, especially related 

to the recent auditing scandals. (Auditor B) 

One auditor agrees that scandals have affected the audit profession, since there can be large 

amounts that are paid in damages. However, he believes that, as auditors, they try to do their 

best regardless of what happens in the legal environment: 

Of course it is important to do a good audit, but that was the case already before the scandals 

occurred. (Auditor D) 

Seemingly, all auditors recognise that there is a risk of litigation and loss of reputation if 

auditors fail to warn about an upcoming bankruptcy. However, even though some of the 

auditors recognise that the legal climate in Sweden is increasingly affected by national 

influences with lawsuits becoming more common, there is probably still a difference in the 

legal climate in Sweden compared to e.g., the US, where lawsuits are even more common. 

This might be why US auditors issue more going concern opinions to their clients in order to 

protect themselves from litigation, while Swedish auditors may not experience the same risks, 

which in turn may explain the relatively low going concern accuracy rate in Sweden, 

something that Knechel and Vanstraelen (2007) also discuss. This can also be shown through 

the statistics, showing that US auditors issued more going concern opinions to their clients 

after the Enron scandal (Feldmann and Read, 2010; Geiger et al., 2005), while the scandals in 

Sweden such as Carnegie and HQ Bank did not have the same effect on the accuracy rate in 

Sweden (e.g., Alfredsson and Fransson, 2011; Granath et al., 2013; Öhman and Nilsson, 

2012). Thereby, the risk of litigation may not be a substantial incentive that would influence 

auditors’ decision whether or not to issue a going concern opinion to a client. 

 

4.2.6. Which is worse: Type I or Type II misclassifications? 

When considering which would be the worst scenario; giving a going concern opinion to a 

company that continues to exist (Type I misclassification), or not giving one to a company 

that subsequently goes bankrupt (Type II misclassification), it seems like the auditors 
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sometimes find it difficult to balance both of these problems, but that Type II 

misclassifications usually come with more severe consequences: 

 

In general, the criticism will be greater if we fail to warn about a bankruptcy, rather than if 

we warn unnecessarily and the company continues to exist. (Auditor B) 

 

If an auditor makes an incorrect assessment of a company that continues to exist, it will 

usually not have any big consequences, rather it is not until a company is performing really 

badly that the auditor will receive attention and perhaps face a lawsuit. (Auditor C) 

 

Seemingly, the auditors believe that Type II misclassifications come with more severe 

consequences, however, issuing a going concern opinion to a company that continues to exist 

(Type I misclassification) does not seem to be desirable either: 

 

To issue unnecessary warnings is not good. No mistakes (either Type I or Type II 

misclassifications) are desirable. (Auditor D) 

 

It is as big of a risk to say that a company is not a going concern when it is, to say that a 

company is a going concern when it is not. (Auditor C) 

 

Even though the auditors seem to recognise the litigation and reputation risks, they do not 

believe that it is a good idea for auditors to protect themselves from lawsuits by issuing more 

going concern opinions. One auditor says that when the first auditing standard on going 

concern (RS 570) was introduced in Sweden; more focus was put into going concern 

assessments, and too many, unnecessary going concern opinions were issued. Again, the 

auditors stress how they rather have the client company themselves informing about their 

problems in the administration report, since too many unnecessary warnings from auditors to 

companies that continues to exist are undesirable.  

 

The auditors seem to agree that they usually face more criticism if they fail to warn about a 

bankruptcy (Type II misclassification) than if they warn unnecessarily (Type I 

misclassifications). This is in line with previous research which recognises that the market 

response to a bankruptcy announcement is less negative when auditors have issued a going 

concern opinion prior to the bankruptcy; compared to if they have not (Francis, 2004; Myers 
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et al., 2013). It is suggested that the risk of litigation and loss of reputation would cause 

auditors to issue more going concern opinions to their clients in order to protect themselves 

from these risks (Carcello and Palmrose, 1994; Vanstraelen, 1999). Though, despite this, our 

findings show that the auditors are reluctant towards protecting themselves from lawsuits and 

decreased reputation by issuing unnecessary going concern opinions, why they rather have the 

companies writing about the problems themselves in the administration report (something that 

the auditors mention several times during the interviews).  

Öhman and Nilsson (2012) suggest that Swedish auditors’ effort to minimise Type I 

misclassifications (unnecessary warnings) may increase the number of Type II 

misclassifications (failing to warn about a bankruptcy) could explain the relatively low going 

concern accuracy rate in Sweden (e.g., Alfredsson and Fransson, 2011; Granath et al., 2013; 

Öhman and Nilsson, 2012). This is somewhat in line with our findings, as the auditors express 

that unnecessary going concern opinions from auditors (Type I misclassifications) are 

undesirable. Although, our findings also show that the auditors do not believe that a going 

concern opinion would cause a great negative market reaction, since one can tell from the 

financial statements, and does not need the auditors’ opinion, in order to recognise that a 

company is in financial trouble (as previously discussed). This is not in line with Öhman and 

Nilsson’s (2012) suggestion; that Swedish auditors may hesitate to issue going concern 

opinions since it could lead to self-fulfilling prophecies, and become the cause of a 

bankruptcy. Rather, our findings imply that the relatively low accuracy rate in Sweden could 

be caused by the fact that the auditors’ mission is to get management to display their problems 

in the administration report, putting more responsibility away from the auditors who thereby 

do not need to make a statement in the audit report. It should also be discussed that, even 

though Swedish auditors may not issue more going concern opinions in order to protect 

themselves from lawsuits, one could still consider that they protect themselves by putting the 

responsibility to inform about companies’ problems on managers, which the auditors can then 

refer back to. That way, the auditors do not have to take a position and issue a going concern 

opinion in the audit report. 
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4.2.7. Summary of the second part of the findings 
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5. Conclusions and discussion 

To answer the research question: How do different factors and incentives influence auditors’ 

ability to identify going concern problems and their decision whether or not to issue a going 

concern opinion?, we have considered the problem from two perspectives; auditors’ ability to 

identify going concern problems (a matter of competence), and their decision whether or not 

to issue a going concern opinion (a matter of independence). Regarding auditors’ ability to 

identify going concern problems, our results show that, in the majority of audit engagements, 

auditors do not conduct going concern assessments, unless the going concern question is 

considered a risk for the client company. Furthermore, the CFOs do not either conduct going 

concern assessments unless the auditor asks them to, or explain that it is explicit that the 

company is a going concern. These two facts combined could decrease auditors’ ability to 

identify going concern problems. Moreover, the CFOs perceive that auditors mainly focus on 

details and following checklists, risking they might fail to see the bigger picture of the clients 

operations, which in turn could be negative in terms of auditors’ ability to identify going 

concern problems. However, the auditors believe that in general they possess enough 

knowledge to identify whether or not a company is a going concern; why our results cannot 

say for sure whether lack of competence among auditors is a factor that could affect auditors’ 

ability to identify going concern problems.   

  The auditors believe that the criticism they faced after the financial crisis for failing 

to warn about the upcoming bank collapses is not justified, and that it is not the auditors’ job 

to predict the future or to consider all possible events that might, or might not occur. Our 

results also indicate that increased focus on the going concern question from legislators might 

just lead to more documentation from auditors, rather than a change in how auditors actually 

conduct going concern assessments. Though, an increased amount of documentation probably 

does not increase auditors’ ability to identify going concern problems. Furthermore, the 

auditors do not like the idea of providing a complete financial outlook of their clients and of 

increasing the amount and frequency of information provided in the audit report, as they are 

concerned that this might only lead to speculations and too much subjectivity from auditors. 

The fact that auditors are not positive to the idea of increasing their responsibility to provide 

more information about their clients could decrease auditors’ ability to identify going concern 

problems.      

The results from this study cannot conclude that auditors lack the ability to identify 

going concern problems, and we believe that this is caused by the fact that auditors are not 
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willing to admit that they do not always manage to get it right. While our results cannot say 

for sure whether auditors lack the ability to identify going concern problems; they reveal more 

about auditors’ decision whether or not to issue going concern opinions once they have 

identified a going concern problem. All auditors explain that it is very rare to issue a going 

concern opinion to a client and that they avoid it as much as possible. However, this does not 

appear to be caused by the fact that auditors believe that a going concern opinion would harm 

the client company, as both the auditors and the CFOs believe that stakeholders can tell from 

a company’s financial statements that they are performing poorly and might go bankrupt, and 

do not need the auditors’ opinion to come to this conclusion. Furthermore, the auditors state 

that the risk of losing the client because of a going concern opinion is not an incentive for 

auditors not to issue a going concern opinion, which is also confirmed by the CFOs. 

Although, we question whether this really reflects the reality, since audit firms, like other 

companies, are driven by profits. 

Even though the auditors perceive that there is a risk of litigation and loss of 

reputation if they fail to issue a going concern opinion to a client that subsequently goes 

bankrupt, while also believing that a warning from the auditor would not harm the client to 

any further extent, the auditors are reluctant to issuing going concern opinions in order to 

protect themselves from litigation, since unnecessary warnings from auditors are undesirable. 

Rather, the auditors put the responsibility to report on companies’ problems on managers to 

reveal in the administration report. That way, auditors do not have to express anything in the 

audit report, other than referring to management’s administration report. By getting managers 

to report about going concern problems, auditors may avoid making either Type I or Type II 

misclassifications, and thereby, also avoid the consequences of both types of 

misclassifications. The fact that auditors avoid issuing going concern opinions as much as 

possible, could be an explanation for the relatively low going concern accuracy rate in 

Sweden. Hence, it appears that the low accuracy rate is caused by the fact that auditors 

actively decide not to issue going concern opinions, while we cannot conclude whether 

auditors lack the ability to identify going concern problems. 

 

5.1. Further research suggestions 

As further research we suggest more studies on going concern accuracy, but to extend them to 

investigating whether management of bankrupt companies have expressed going concern 

problems in the administration report, in those cases where the auditors have not issued a 
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going concern opinion in the audit report. Since our results imply that it is more common that 

companies write about their own problems, rather than having auditors expressing them in the 

audit report, studies of this kind would be interesting and add to the findings from previous 

research. Further, it would be useful with studies that include a stakeholder perspective in 

order to find out where, and by whom, stakeholders prefer that companies problems should be 

expressed, in order to effectively make investors aware about companies’ financial situation: 

by managers in the administration report, or by auditors in the audit report. Our results imply 

that auditors believe that the information they provide to stakeholders in the audit report today 

is sufficient and that one can tell from financial statements if companies are performing badly. 

However, we need to know more about what kind of information the public might prefer from 

auditors, and who should provide them with this information, the companies or the auditors? 

Such studies would increase the knowledge of the importance of communication about 

companies’ financial situation from auditors. 

 Since our results did not manage to conclude whether auditors’ lack the ability to 

identify going concern problems, future studies should approach this question from a different 

angle. While we do not have a clear view on the best way of conducting such a study; we 

suggest that one could interview management of bankrupt companies (which have not 

received a going concern opinion from the auditor prior to the bankruptcy) and ask whether or 

not their auditor had expressed concerns regarding the going concern question to management 

prior to the bankruptcy. This way we would learn more about whether or not auditors have 

managed to identify the going concern problems prior to a bankruptcy. Lastly, since our study 

only consists of eight interviews, similar studies to ours would be useful in order to see 

whether the results from this study can also be generalised to further situations. 

 

  



50 
 

References 

Alfredsson, R. and Fransson, M. 2011, “Going concern assumption in a Swedish context -do 

auditors change their propensity to issue a going concern opinion in different stages of the 

business cycle?”, Master Thesis, University of Gothenburg, Published 2011-06-17. Available 

at: http://hdl.handle.net/2077/25718. 

 

Arbnor, I., and Bjerke, B. 1994, Företagsekonomisk metodlära, Studentlitteratur, Lund. 

 

Barnes, P. 2004, “The auditors going concern decision and Types I and II errors: The Coase 

Theorem, transaction costs, bargaining power and attempts to mislead”, Journal of 

Accounting and Public Policy, vol. 23, pp. 415–440. 

 

Beattie, V., Fearnley, S. and Brandt, R. 2000, "Behind the Audit Report: A Descriptive Study 

of Discussions and Negotiations Between Auditors and Directors", International Journal of 

Auditing, vol. 4, no. 2, pp. 177-202. 

 

Blay, A. D.,  Geiger, M. A., and North, D. S. 2011, “The Auditor’s Going-Concern Opinion 

as a Communication of Risk”, Auditing: A Journal of Practice & Theory American 

Accounting Association, vol. 30, no. 2, pp. 77–102. 

 

Brown, H. L., and Wright, A. M. 2008, Negotiation research in auditing. Accounting 

Horizons, vol. 22, no. 1, pp. 91-109. 

 

Bryman, A. and Bell, E. 2011, Business research methods, Oxford University Press, Oxford. 

 

Carcello, J.V., and Neal, T.L. 2000, “Audit Committee Composition and Auditor Reporting 

Source”, The Accounting Review, vol. 75, no. 4, pp. 453-467. 

 

Chen, C., Martin, X., and Wang, X. 2013, “Insider Trading, Litigation Concerns, and Auditor 

Going-Concern Opinions”, The accounting review, vol. 88, no. 2, pp. 365–393. 

 

Cheney, G. 2009, “Connecting the dots to the next crisis”, Financial Executive, vol. 25, no. 3, 

pp. 30–33. 

http://hdl.handle.net/2077/25718


51 
 

Darmer, P. & Freytag, P. V. 1995, Företagsekonomisk undersökningsmetodik. Lund: 

Studentlitteratur AB. 

 

EC. 2010, Green Paper. Audit Policy: Lessons from the Crisis, Brussels: European 

Commission, Published 2010-10-13. Retrieved 2014-02-28, Available at:  

http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2010:0561:FIN:EN:PDF. 

 

FAR. 2013, Revisionsberättelsen - Startskottet för ett angeläget lärande. Stockholm: FAR. 

Retrieved 2014-02-18. Available at:  

http://www.far.se/PageFiles/9999/FAR_Vitboken_48sidor_A4_lowres.pdf. 

 

Fargher, N.L., and Jiang, L. 2008, “Changes in the Audit Environment and Auditors’ 

Propensity to Issue Going-Concern Opinions”, Auditing: A Journal of Practice & Theory, vol. 

27, no. 2, pp. 55–77. 

 

Feldmann, D. A., and Read, W. J. 2010, “Auditor conservatism after Enron”. Auditing: A 

Journal of Practice & Theory, vol. 29, no. 1, pp. 267-278. 

 

Francis, J.R. 2004, "What do we know about audit quality?", The British Accounting Review, 

vol. 36, no. 4, pp. 345-368. 

 

Geiger, M.A., Raghunandan, K., and Rama, D.V. 2005, “Recent Changes in the Association 

between Bankruptcies and Prior Audit Opinions”, Auditing: A Journal of Practice and 

Theory, vol. 24, no. 1, pp. 21–-35. 

 

Ghauri, P.N., Grønhaug, K. and Kristianslund, I. 1995, Research methods in business studies: 

a practical guide, Prentice Hall, New York. 

 

Gibbins, M., McCracken, S.A. and Salterio, S.E. 2007, "The Chief Financial Officer's 

Perspective on Auditor‐Client Negotiations", Contemporary Accounting Research, vol. 24, 

no. 2, pp. 387-422. 

 

http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2010:0561:FIN:EN:PDF
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2010:0561:FIN:EN:PDF
http://www.far.se/PageFiles/9999/FAR_Vitboken_48sidor_A4_lowres.pdf
http://www.far.se/PageFiles/9999/FAR_Vitboken_48sidor_A4_lowres.pdf


52 
 

Granath, S., Kumlin, A. and Lundgren, N. 2013, “Vad kan förklara revisorns yttrande 

angående företagets förmåga till fortsatt drift?”. Lund University. Published 2013-06-05. 

Available at:  

http://lup.lub.lu.se/luur/download?func=downloadFile&recordOId=3915042&fileOId=39150

6. 

 

Hellman, N. 2006, "Auditor-client Interaction and Client Usefulness - A Swedish Case 

Study", International Journal of Auditing, vol. 10, no. 2, pp. 99-124. 

 

Humphrey, C. 2008, ”Auditing research: a review across the disciplinary divide”, Accounting, 

Auditing & Accountability Journal, vol. 21, no. 2, pp. 170– 203. 

 

Humphrey, C. and Lee, B. 2004, The real life guide to accounting research: a behind-the-

scenes view of using qualitative research methods, Elsevier, Amsterdam. 

 

Humphrey, C., Loft, A. and Woods, M. 2009, “The global audit profession and the 

international financial architecture: Understanding regulatory relationships at a time of 

financial crisis”, Accounting, Organizations and Society, vol. 34, no. 6–7, pp. 810-825. 

 

IAASB. 2009, Audit Considerations in Respect of Going Concern in the Current Economic 

Environment, International Auditing and Assurance Standards Board. Published January 

2009. Retrieved 2014-02-06. Available at:  

http://www.ifac.org/sites/default/files/downloads/iaasb_staff_audit_practice_alerts_2009_01.p

df#page=1&zoom=auto,0,611. 

 

ISA 570 Fortsatt drift (2009-12-15).  

 

Kaplan, S. E. and Williams, D. D. 2012, “The changing relationship between audit firm size 

and going concern reporting”, Accounting, Organizations and Society, vol. 37, no. 5, pp. 322-

341. 

 

Knechel, W. R. 2007, "The business risk audit: Origins, obstacles and opportunities", 

Accounting, Organizations and Society, vol. 32, no. 4, pp. 383-408. 

http://lup.lub.lu.se/luur/download?func=downloadFile&recordOId=3915042&fileOId=3915065
http://lup.lub.lu.se/luur/download?func=downloadFile&recordOId=3915042&fileOId=391506
http://lup.lub.lu.se/luur/download?func=downloadFile&recordOId=3915042&fileOId=391506
http://www.ifac.org/sites/default/files/downloads/iaasb_staff_audit_practice_alerts_2009_01.pdf#page=1&zoom=auto,0,611
http://www.ifac.org/sites/default/files/downloads/iaasb_staff_audit_practice_alerts_2009_01.pdf#page=1&zoom=auto,0,611
http://www.ifac.org/sites/default/files/downloads/iaasb_staff_audit_practice_alerts_2009_01.pdf#page=1&zoom=auto,0,611


53 
 

Knechel, W. R. and Vanstraelen, A. 2007, "The Relationship between Auditor Tenure and 

Audit Quality Implied by Going Concern Opinions", Auditing: A Journal of Practice & 

Theory, vol. 26, no. 1, pp. 113-131. 

 

Kvale, S. and Brinkmann, S. 2009, Den kvalitativa forskningsintervjun. Upplaga 2. Lund: 

Studentlitteratur AB. 

 

Lennartsson, R. 2012, “Revisorer har haft ett extremt högt förtroende”, Balans, vol. 38, no. 1, 

pp. 19-20.  Retrieved at: https://wwwfar.se/PageFiles/1645/Balans_1_2012_96dpi.pdf. 

 

Love, V. J. and Lawson, C. 2009, “Auditing in Turbulent Economic Times”, The CPA 

Journal, vol. 79, no. 5, pp. 30. 

 

McCracken, S. and Salterio, S.E. 2008, "Auditor-client management relationships and roles in 

negotiating financial reporting", Accounting, organizations and society, vol. 33, no. 4/5, pp. 

362-383. 

Myers, L.A., Schmidt, J. & Wilkins, M. 2013, "An investigation of recent changes in going 

concern reporting decisions among Big N and non-Big N auditors", Review of Quantitative 

Finance and Accounting, . 

Perreault, S. and Kida, T. 2011, "The relative effectiveness of persuasion tactics in auditor–

client negotiations", Accounting, Organizations and Society, vol. 36, no. 8, pp. 534-547. 

 

Saunders, M., Lewis, P., and Thornhill, A. 2012, Research methods for business students, 

Pearson, New York. 

 

Sikka, P. 2009, “Financial crisis and the silence of the auditors”, Accounting, Organizations 

and Society, vol. 34, no. 6–7, pp. 868-873. 

 

Sikka, P., Filling, S., and Liew, P. 2009, “The audit crunch: reforming auditing”, Managerial 

Auditing Journal, vol. 24, no.2, pp. 135-155. 

 

https://www.far.se/PageFiles/1645/Balans_1_2012_96dpi.pdf


54 
 

Sormunen, N., Jeppesen, K. K., Sundgren, S. and Svanström, T. 2013, "Harmonisation of 

audit practice: empirical evidence from going-concern reporting in the Nordic countries", 

International journal of auditing, vol. 17, no. 3, pp. 308-326. 

 

Svenskt Näringsliv. 2010, “Smått om små företag”, Stockholm. Retrieved 2014-03-04. 

Available at: http://www.svensktnaringsliv.se/material/rapporter/smatt-om-sma-

foretag_113659.html. 

 

Sweeney, B. and Pierce, B. 2011, "Audit team defence mechanisms: auditee influence", 

Accounting and business research, vol. 41, no. 4, pp. 333-356. 

 

US Securities and Exchange Commission. 2014, “The Laws That Govern the Securities 

Industry”. US Securities and Exchange Commission. Retrieved 2014-04-24. Available at: 

https://www.sec.gov/about/laws.shtml. 

 

Vanstraelen, A. 1999, “The Auditor’s Going Concern Opinion Decision: A Pilot Study”, 

International Journal of Auditing, vol. 3, pp. 41–57. 

 

Young, A., and Wang, Y. 2010, “Multi-risk level examination of going concern 

modifications”, Managerial Auditing Journal, vol. 25, no. 8, pp.756 - 791. 

 

Öhman, P.  and Nilsson, A. 2012, “Pre-bankrupt going concern warnings : prediction 

accuracy, extent and degree of wording ambiguity and phrasing patterns in Sweden.” Mid 

Sweden University, Department of Social Sciences, Centre for Research on Economic 

Relations. Published 2012-12-14.  Retrieved 2014-04-29. Available at: 

http://pure.ltu.se/portal/files/41433959/647.pdf. 

 

  

http://urn.kb.se/resolve?urn=urn:nbn:se:miun:diva-17753


55 
 

Appendix 1: Design of the interview guides 

 

Auditor-interviews 

The first section of the Auditor-interview guide (question 1-12) starts by discussing the 

respondent’s role and experience, what standards they use, and how the auditors use their 

personal and subjective knowledge and experience when conducting going concern 

assessments (question 1-3). Further, the importance and difficulty of conducting going 

concern assessments are discussed (question 4-5). Question 6-7 address the topic of auditor 

competence, while question 8-12 discuss the increased focus of going concern assessments 

The second section; (question 13-19), includes questions about relying on information from 

the client (question 13) and what consequences the auditors believe that Type I 

misclassifications (when an auditor issues a going concern opinion to a client that 

subsequently does not go bankrupt) and Type II misclassifications (when an auditor fails to 

issue a going concern opinion to a client that subsequently goes bankrupt) could give arise to, 

and how the auditor perceive the risk of losing and harming the client, versus the risk of 

litigation and loss of reputation (question 14-18). As a final question (question 19) the 

auditors were given the opportunity to add anything that they considered of importance 

regarding the aim of the study. 

 

CFO-interviews 

The first section of the CFO-interview guide (question 1-10) starts by discussing the CFOs’ 

role and experience within the company, what standards they use, and how they use their 

personal and subjective knowledge and experience when conducting going concern 

assessments (question 1-3). Further, the CFOs are asked about the importance and difficulty 

of conducting going concern assessments (question 4-5). Question 6-7 address the topic of 

auditor competence, while question 8-10 discuss the increased focus on going concern 

assessments. The second section (question 11-15) discusses the CFOs view on how much 

auditors must rely on information from management (question 11-12). Further, the CFOs are 

asked what consequences they believe that a going concern opinion from the auditor would 

have on the client’s operations and their relationship with the auditor (question 13-14). 

Finally, the CFOs were also able to add anything they considered of importance for the study 

(question 15). 
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Appendix 2: Interview guide- Auditors 

 

Regulation and auditor competence 

 

1. Tell us about your professional background/your position within the firm. 

a) For how many years have you been an authorized public accountant 

b) For how many years have you been conducting going concern assessments? 

 

2. To what extent do you follow International Standards of Auditing 570- Going Concern 

(ISA 570) when you conduct going concern assessments? 

 a) If you do not follow ISA 570; what standard do you follow? 

 

3. To what degree would you say that you use your own subjective opinion, personal 

experience and knowledge compared to standards when you conduct going concern 

assessments? 

 

4. Do you consider the going concern assessment as an important part of the audit? Why/Why 

not?  

 

5. Do you consider the going concern assessment as a difficult audit task? Why/Why not? 

 

6. Do you believe that you always have enough knowledge and information about the 

company and its operations to make a proper going concern assessment? Why/Why not? 

 

7. Do you perceive that you as an auditor possess the better knowledge of how the going 

concern assessment should be conducted, in comparison to the client? Why/Why not? 

 

8. Do you perceive that there has been an increased focus on auditors and going concern 

assessments because of the recent financial crisis? Why/Why not? 

 

9.  Are you aware of the report/alert that IAASB issued in January 2009 as a response to the 

financial crisis, to raise awareness of the importance of conducting going concern 

assessments? 
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a) If yes: Has the report/alert affected how you conduct going concern assessments? Why 

/Why not? 

 

10. To what extent do you consider historical information compared to a company’s future 

plans during the going concern assessment?  

a) Has this changed due to the financial crisis? Why/Why not? 

 

11. It is suggested by the European Commission that the audit report should be written more 

freely and that auditors should provide an economic and financial outlook of companies in 

relation to the going concern assessment. What is your opinion on that suggestion? 

 

12. What is your opinion about the fact that the going concern assessment should be made on 

a minimum 12 month timeframe? 

 

Independence, litigation and reputation 

 

13. To what extent do you have to rely on the client’s information when conducting the going 

concern assessment? 

 

14. Have you issued a going concern opinion to any of your clients?  

a) If yes: How common would you say that it is to issue such a warning to clients?  

 

15. What do you believe would be the consequences if you issue a going concern opinion to 

your client? /Or if you have issued a going concern opinion; what were the consequences in 

terms of: 

a) The market-reaction for the client company? 

b) Your relationship with the client/the risk of losing the audit assignment? 

 

16. What do you believe would be consequences if you do not issue a going concern opinion 

to a company that subsequently goes bankrupt?/ Or if you have experienced a situation where 

your client went bankrupt without a prior warning from you; what were the consequences in 

terms of: 

a) The litigation risks? 

b) Your reputation as an auditor? 



58 
 

17. Do you believe that the risk of litigation and loss of reputation has increased as of 

scandals such as Carnegie, HQ Bank and Panaxia? 

 

18. Which risks do you consider as most crucial in relation to the going concern assessment; 

the risk of losing the client, the litigation risk or the reputation risk? 

 

19. Is there anything that you want to add regarding the subject, that we have not discussed so 

far? 
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Appendix 3: Interview guide- CFOs 

 

Regulation and auditor competence 

 

1. Tell us about your professional background/your position within the firm. 

a) For how many years have you been a CFO? 

b) For how many years have you been conducting going concern assessments? 

 

2. Do you conduct a yearly going concern assessment for the company? 

a) If yes: Do you follow any accounting standards when conducting the assessment? 

b) If no: Why not? 

 

3. To what degree would you say that you use your own subjective opinion, personal 

experience and knowledge compared to standards when you conduct the going concern 

assessment? 

 

4. Do you consider the going concern assessment as an important part of your work? 

Why/Why not?  

 

5. Do you consider the going concern assessment as a difficult task? Why/Why not? 

 

6. Do you believe that your auditors possess enough information and knowledge about the 

company and its operations to make a proper going concern assessment? 

 

7. Do you perceive that you as a CFO possesses the better knowledge of the company/ how 

the going concern assessment should be conducted, compared to the auditor? Why/Why not? 

 

8. Do you perceive that the financial crisis has caused the auditor to become more 

conservative/ demand more audit evidences from you? 

 

9. To what extent would you say that the auditor considers historical information compared to 

the company’s future plans during the going concern assessment?  

a) Has this changed due to the financial crisis?  
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10. It is suggested by the European Commission that the audit report should be written more 

freely and that auditors should provide an economic and financial outlook of companies in 

relation to the going concern assessment. What is your opinion on that suggestion? 

 

Independence, litigation and reputation 

 

11. How much contact do you have with the auditor during the going concern assessment? 

 

12. To what extent do you perceive that the auditor has to rely on information provided by 

you when they conduct a going concern assessment? 

 

13. Has your company ever received a going concern opinion from your auditor? 

 

14. What do you believe would be the consequences if you received a going concern opinion? 

/Or if you have received a going concern opinion, what were the consequences in terms of: 

a) How it affects your business (the market reaction)? 

b) How it affects your relationship with the auditor? 

 

15. Is there anything that you want to add regarding the subject, that we have not discussed so 

far? 

 

 

 
 


