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or supplies except on a COD (cash on delivery) basis. The decision whether to disclose going-concern 
problems is one that heavily involves the engagement of senior managers and partners, often in 
consultation with the audit firm’s head office.

If the disclosure of the going-concern uncertainty in the financial statements is inadequate, the 
auditor expresses a modified opinion in the audit report (refer to Chapter 18).

Practice Insight 17.1

The recent global financial crisis has highlighted the importance to financial markets of clear 
and timely financial reporting. It has also resulted in a greater focus on the assessment of going 
concern and related disclosures. In the wake of the economic crisis, major policy debates have 
been initiated regarding the lessons that can be learned and the actions that can be taken with 
respect to going-concern and liquidity risk issues that entities may be facing, including how the 
auditor might play a greater role in this regard.v

Representation Letter 
During the course of a financial statement audit, management makes a number of representations in 
response to auditor inquiries. Auditing standards require that the auditor obtain a representation letter 
from management. The purpose of this letter is to corroborate oral representations made to the auditor 
and to document the continued appropriateness of those representations. The representation letter 
also reduces the possibility of misunderstanding between management and the auditor.

For example, during the audit, the auditor may inquire about related parties and conduct specific 
audit procedures to identify related-party transactions. Even if the results of these audit procedures 
indicate that such transactions have been properly disclosed, the auditor obtains written representations 
indicating that management is not aware of any undisclosed related-party transactions. In other insta-
nces, evidence may not be available to corroborate management’s representations. For example, 
suppose that management indicates intent to refinance a short-term obligation in the next period and 
reclassifies it as a long-term liability in the current financial statements. The auditor would obtain 
written representation from management to confirm that the obligations will be refinanced in the next 
period. The auditor may also seek confirmation of such financing arrangements from the entity’s lender.

Exhibit 17–3 presents an example of a representation letter from EarthWear Clothiers. Note the 
important types of information that management is asked to represent. EarthWear’s representation 
letter includes written representations that are required by ISAs. The representation letter is addressed 
to the auditor and generally is given the same date as the auditor’s report. Normally, the chief executive 
officer and chief financial officer sign the representation letter. Management’s refusal to provide a 
representation letter results in a scope limitation that is sufficient to preclude an unmodified opinion 
and is ordinarily sufficient to cause an auditor to disclaim an opinion or withdraw from the engagement.

Example of a Representation LetterExhibit 17–3

EARTHWEAR CLOTHIERS
15 February 2014
Willis & Adams International 
PO Box 333
Europolis 

This representation letter is provided in connection with your audit of the financial statements of 
EarthWear Clothiers for the year ended 31 December 2013 for the purpose of expressing an opinion 
as to whether the financial statements are presented fairly, in all material respects, in accordance 
with International Financial Reporting Standards.
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We confirm that:

Financial Statements
• We have fulfilled our responsibilities, as set out in the terms of the audit engagement letter 

dated 1 April 2013, for the preparation of the financial statements in accordance with 
International Financial Reporting Standards; in particular the financial statements are fairly 
presented in accordance therewith.

• All known actual or possible litigation and claims have been appropriately accounted for and 
disclosed in accordance with the requirements of International Financial Reporting Standards.

• Significant assumptions used by us in making accounting estimates, including those measured 
at fair value, are reasonable.

• Related-party relationships and transactions have been appropriately accounted for and 
disclosed in accordance with the requirements of International Financial Reporting Standards.

• All events subsequent to the date of the financial statements and for which International 
Financial Reporting Standards require adjustment or disclosure have been adjusted or 
disclosed.

• The effects of uncorrected misstatements are immaterial, both individually and in the 
aggregate, to the financial statements as a whole. A list of the uncorrected misstatements is 
attached to the representation letter.

Information Provided
• We have provided you with:

 º  Access to all information of which we are aware that is relevant to the preparation of the 
financial statements such as records, documentation and other matters;

 º Additional information that you have requested from us for the purpose of the audit; and 

 º  Unrestricted access to persons within the entity from whom you determined it necessary to 
obtain audit evidence.

• All transactions have been recorded in the accounting records and are reflected in the financial 
statements.

• We have disclosed to you the results of our assessment of the risk that the financial statements 
may be materially misstated as a result of fraud.

• We have disclosed to you all information in relation to fraud or suspected fraud that we are 
aware of and that affects the entity and involves:

 º Management;

 º Employees who have significant roles in internal control; or

 º Others where the fraud could have a material effect on the financial statements.

• We have disclosed to you all information in relation to allegations of fraud, or suspected fraud, 
affecting the entity’s financial statements communicated by employees, former employees, 
analysts, regulators or others.

• We have disclosed to you all known instances of non-compliance or suspected non-compliance 
with laws and regulations whose effects should be considered when preparing financial statements.

• We have disclosed to you the identity of the entity’s related parties and all the related party 
relationships and transactions of which we are aware.

Calvin J. Rogers 
Chief Executive Officer 
James C. Watts 
Chief Financial Officervi

Example of a Representation LetterExhibit 17–3
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