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Audit Hot Spots 2020
Highlights of Audit Challenges



Audit Hot Spots 2020
• Covid-19 effects and impacts

• Audit planning consideration

• Audit execution pointers

• Case study 1 - Impairment of non-financial assets

• Case study 2 - Expected Credit loss

• Going concern assessment

• Audit Completion

• Key audit reminders
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Audit Hot Spots 2020
Covid-19 effects and impacts



Potential effects of the COVID-19 

• Impacts on businesses:
• Going concern or liquidity issues
• Renegotiation of debts
• Reduction in sales
• Supply chain disruptions
• Delayed in customers’ collections
• Retrench or furlough staffs
• Renegotiation of lease contracts
• Government supports and 

assistance

• Various sectors impacted:

AND MANY MORE
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COVID-19 Measures

• Mandated lockdown or partial lockdown in most countries 

• Oversea travel restrictions

• Work from home arrangements

• Safe distancing measures

Increased challenges for auditors in the 
financial statement audit as so much has 

changed but commitment to audit quality, 
professional standards and community has 

not changed
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Audit Hot Spots 2020
Audit planning consideration



Audit planning

• Possible revision of risk assessments
• Impact on the planned audit approach of new or revised risks that have 

arisen because of COVID-19 
• Impact of changes to auditor’s understanding of the entity’s system of 

internal control including:
• The control environment
• Changes to the planned reliance on internal controls in determining responses to 

identified risks of material misstatement

SSA 315 (Revised) requires auditors to identify and assess the risks of material misstatement (“RMM”), 
whether due to fraud or error, at the financial statement and assertion levels, through understanding the 
entity and its environment, including entity’s internal control, thereby providing a basis for designing and 

implementing responses to the assessed risks of material misstatement.
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Areas more susceptible to the RMM due to 
fraud or error

Revenue 
recognition

Impairment
Expected 
credit loss

Related party 
transactions

Inventory 
obsolescence

Unrecorded 
liabilities

Unusual 
business 

transactions

Debt covenant 
compliance 

Increased 
professional 

scepticism
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Determination of materiality

Identifying 
users

Selecting 
appropriate 
benchmark

Timing of 
assessing 

materiality

Continually 
to reassess 
materiality

• Existence of new user 
(i.e. new financier or 
investor)   

• Any changes in needs 
of users?

• Consider whether there is a need to normalise or 
averaging the benchmark

• Consider whether a specific materiality is 
required for certain balances, transactions or 
disclosures that are of particular importance to 
users

Extensive 
professional 

judgement required!
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Audit’s responses to assessed risks

• Need to revisit the planned audit approach, different from the past
• Work from home arrangement, internal controls are not operating as usual 

• Possible increase the extent of substantive testing

• Greater focus on:
• The financial statement closing process (in particular journal entries and 

other adjustments made)

• The auditor’s evaluation of the overall presentation of financial statements, 
including consideration of whether adequate disclosure have been made (i.e. 
going concern, financial risk management, impairment)
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Audit Hot Spots 2020
Audit execution pointers



Audit evidence

Original 
documents

Electronic 
form/ non-

original

Audit risks

• Authenticity of electronic documents
• Remain alerts to indicators that suggest electronic 

information has been modified
• Missing information, unusual format, 

inconsistency looking authorised signatories etc.
• Consistency of electronic information with other audit 

evidence obtained

Quality of audit evidence cannot be 
compromised
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Accounting estimates

• Greater focus on:
• Whether assumptions (i.e. discount rates, forecast etc.) remain appropriate 

• Whether data used by client is relevant and reliable

• Changes in regulatory factors that may affect accounting estimates (i.e. 
government measures or initiatives aimed at sustainable solutions for 
temporarily distressed debtors)

• The effect of changing inherent risk factors, in particular uncertainty
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Audit Hot Spots 2020
Case Study 1- Impairment of non-

financial assets



Impairment of non-financial assets

What are the assets subject to 
impairment under SFRS(I) 1-36?

PPE Goodwill ROU

Intangible 
assets

Investment 
property at 

cost

Due to COVID-19, 
indicators for 

impairment are 
more present now 

than before

EXPECT FOR

Impairment 
test

Smaller 
headroom or 
impairment 

loss
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Impairment of non-financial assets

• Sense Co is a retailer specialising in low-cost but fashionable clothing for 
youth. They have a 31 December year-end and Sense Co adopted SFRS(I) 
16 on 1 January 2019

• Sense Co has operations in over 26 countries and it leases all of its retail 
space from various landlords 

• Sense Co also has a head office in Singapore, where all the administrative 
and IT staffs work in

• Management has identified indicators of impairment (reduced sales and 
foot traffic at all stores), so they are preparing to provide impairment 
calculations (value-in-use) in accordance with SFRS(I) 1-36 to their auditors 
for 31 December 2020 year-end
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Impairment of non-financial assets

What should auditors focus in reviewing the impairment 
assessment of management?
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Impairment of non-financial assets

Potential errors Description

Unchanged discount rate Discount rate most likely will change or higher than the rate used in prior 
year’s assessment. The risks and uncertainties arising from COVID-19 will 
generally increase the rate of return that a market participant would require. 

Single best estimate of cash flows Usually, single best estimate of cash flows will be used for VIU calculation. 
Significant uncertainty may exist as at 31 December 2020 depends on what 
the effects of COVID-19 will be at respective jurisdiction. Cash flow model is 
impacted by uncertainty concerning future customer behaviour, effects of 
global supply chain, store operation etc. May not possible to use single best 
estimate and reflect all uncertainty in a single discount rate. Multiple cash 
flows scenarios and probability weighting them might need to be 
considered.
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Impairment of non-financial assets 

Potential errors Description

Treatment of lease payment SFRS(I) 1-36:50(a) forbids future cash flows from including cash flows from 
financing activities. Therefore, lease payments included in the carrying 
amount of a recognised lease liability must be excluded from cash flows.

Lease term vs forecast period Existing lease term for respective store might be shorter than the forecast 
period. Sense Co should forecast market rental costs and include those cash 
flows, as operating the store requires a leased space. Inclusion of these 
cash flows in substance similar to ‘capex’ or maintenance cash flows as they 
are required for the CGU to operate.

Identify the CGU Incorrect CGU has been identified. Significant judgement involved in 
determining the level at which impairment testing takes place.
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Impairment of non-financial assets

Potential errors Description

Allocation of corporate assets Sense Co has a central corporate functions at their head office in 
Singapore, corporate assets need to be allocated to respective stores’ CGU 
as these corporate assets provide payroll, IT and other necessary functions 
to respective stores.

Foreign currency cash flows Sense Co might not estimate the future cash flows in the currency in which 
the respective stores will generate and then discount it at an appropriate 
rate for that currency.

Auditors need to remain alert and aware of the 
latest updates issued by auditing and accounting 

standard setters
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Audit Hot Spots 2020
Case Study 2– Expected Credit Loss



Expected credit loss allowance

• Unique Tea Co supplies bottled ice tea to cafes and restaurants as well as 
local supermarkets.

• Unique Tea Co supplies its products to customers on 30-day credit terms 
and has a 30 June year end.

• Due to COVID-19, Circuit Breaker were introduced in April and May 2020, 
whereby cafes and restaurants were permitted to provide takeaway and 
delivery services only. Although government support was introduced, 
many cafes and restaurants were not viable and closed down.

• On the other hand, supermarkets have been experiencing record sales.
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Expected credit loss allowance
• As at 30 June 2020, the trade receivables balance, aging and ECL loss rate 

are as follows:

• Management of Unique Tea Co used its historical loss provision data in 
2019 and adjusted it to reflect relevant information about current 
conditions and reasonable and supportable forecasts about the future. 

(‘000) Current 31-60 days 61-90 days > 90 days Total

Cafes & restaurants $2,000 $1,300 $1,500 $1,700 $6,500

Supermarkets $19,500 $4,500 $2,500 $500 $27,000

Total $21,500 $5,800 $4,000 $2,200 $33,500

Historical loss rate - 1.95% 5.00% 20.00% 1.60%

Adjusted loss rate - 21.62% 33.80% 68.57% 20.00%
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Expected credit loss allowance 

Is the ECL provision provided by Unique Tea Co appropriate 
and reasonable?

• Cafe and restaurants customers are more severely impacted by 
COVID-19, higher ECL allowance is expected

• Management should further segmentised its customer profile as 
certain industries maybe more impacted as compared to others

• Apply different loss rate for cafe and supermarkets
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Audit Hot Spots 2020
Going Concern Assessment



Going concern assessment
• Management’s responsibilities • Auditor’s responsibilities
When preparing financial statements, management 

shall make an assessment of an entity’s ability to 
continue as a going concern. An entity shall prepare 

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

entity or to cease trading, or has no realistic 
alternative but to do so. (SFRS(I) 1-1:25)

Director(s) must also satisfy themselves that on 
the issuance of financial statements, there are 

reasonable grounds to believe that the company 
will be able to pay its debts as and when they 

fall due (CA, 12th Schedule Section 1)

The auditor’s responsibilities are to obtain 
sufficient appropriate audit evidence regarding, 

and conclude on, the appropriateness of 
management’s use of the going concern basis 

of accounting in the preparation of the financial 
statements, and to conclude, based on the 

audit evidence obtained, whether a material 
uncertainty exists about the entity’s ability to 

continue as a going concern. (SSA570:6)
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Management’s assessment of going concern 
under the effect of COVID-19 pandemic

• Decreases in asset values, decline in demand and supply chain disruptions 
may be dissimilar to any previously encountered situation, making the 
forecast of outcome difficult

• Where significant uncertainties exist surrounding the outcome of future 
events, it may be appropriate for management to model multiple 
scenarios and weight their likelihood of achieving
• ‘Worst case’ scenario included in an assessment may have to consider little to no 

revenue for extended periods of time if entity is required to cease or suspense 
trading operations

• ‘Negative’ or ‘worst case’ scenarios may also need to be weighted quite heavily
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Three possible outcome on management’s 
going concern assessment

Having considered all relevant information, management concludes that there 
are no material uncertainties. However, reaching that conclusion involved 
significant judgment and require disclosure under SFRS(I) 1-1-:122.

Having considered all relevant information, management concludes that there is a 
material uncertainty over the entity’s ability to continue as going concern. Disclosure
on the existence of material uncertainty and mitigating factors are required. (SFRS(I) 
1-1:25)

Mitigating factors are insufficient and as such management chooses to, or has not 
practical ability to avoid, liquidation or the permanent cessation of trading. Entity must 
disclose the fact, adjust the basis of preparation of the financial statements and 
describe the alternative basis of preparation. (SFRS(I) 1-1:25)

No longer a 
going concern
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Audit considerations on going concern 
assessment 

Evaluate 
management’s 

assessment, plan and 
access to liquidity

Stress testing
Extend beyond 12 

months

Alert to changes in 
conditions

Disclosure
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Implications for the auditor’s report

Use of going concern basis of accounting is inappropriate, the auditor shall express an adverse opinion

Use of going concern basis of accounting is appropriate but a material uncertainty exists and adequate 
disclosure is made, the auditor shall express an unmodified opinion and include a separate section under the 
heading “Material Uncertainty Related to Going Concern”

Inadequate disclosure of a material uncertainty, auditor shall express a qualified opinion or adverse opinion, 
as appropriate

In the event that management unwilling to make or extend its going concern assessment, a qualified opinion 
or a disclaimer of opinion in auditor’s report may be appropriate
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Audit Hot Spots 2020
Audit Completion



Subsequent events review

SSA 560:4
• To obtain sufficient appropriate audit evidence about whether events occurring between the date of the 

financial statements and the date of the auditor’s report necessitates adjustment of, or disclosure in, the 
financial statements; and

• To respond appropriately to information available post the date of the auditor’s report that relates to issues 
known to the auditor at the time of the audit report, especially if it may have caused the auditor to amend the 
auditor’s report. 

Auditor’s responsibilities: The identification of any material subsequent events 
related to COVID-19, and whether these have been appropriately addressed or 
disclosed in the financial statements in accordance with the financial reporting 

framework
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Forming an opinion
• Other than going concern consideration, the ability to obtain 

sufficient appropriate audit evidence has significant bearing on the 
form of audit opinion issued.

• Should ensure the followings, but not limited to, has been 
addressed:
• Changes have been reflected in the management’s accounting estimates for 

any uncertainties arising from COVID-19
• Impact on changes in laws and regulations

• If necessary, auditors may consider to draw users’ attention to 
certain matters or modify the opinion in auditor report
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Audit Hot Spots 2020
Key Audit Reminders



Key audit reminders

• Engage clients earlier and understand the possible impacts from 
COVID-19 on the upcoming audit

• Proper audit planning and materiality consideration

• Maintain professional skepticism throughout the audit in this rapidly 
changing environment

• Involvement of experts in auditing management’s estimates

• Ensure sufficient time catered to address key issues and to finalise
audit opinion

• Communications with those charged with governance 
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Thank You
This presentation has been carefully prepared, but it has been written in general terms and should be seen as broad guidance only. The publication cannot be relied upon to cover
specific situations and you should not act, or refrain from acting, upon the information contained therein without obtaining specific professional advice. Please contact BDO LLP to
discuss these matters in the context of your particular circumstance. BDO LLP, its partners, employees and agents do not accept or assume any liability or duty of care for any loss
arising from any action taken or not taken by anyone in reliance on the information in this presentation or for any decision based on it. Copyright © 2020 BDO LLP. All rights
reserved.

BDO LLP (UEN: T10LL0001F) is an accounting Limited Liability Partnership registered in Singapore under Limited Liability Partnership Act (Chapter 163A). BDO LLP, is a member of
BDO International Limited, a UK company limited by guarantee, and forms part of the international BDO network of independent member firms.
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