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SUBJECT: Determining Whether Substantial Doubt Exists About an Entity’s Ability to Continue 
as a Going Concern 

SYNOPSIS

ASU No. 2014-15 (1) provides guidance for determining whether conditions 
or events give rise to substantial doubt that an entity has the ability to 
continue as a going concern within one year following issuance of the 
financial statements, and (2) requires specific disclosures regarding the 
conditions or events leading to substantial doubt.

INTRODUCTION

The Financial Accounting Standards Board (FASB) has issued Accounting Standards Update 
(ASU) No. 2014-15, Presentation of Financial Statements—Going Concern (Subtopic 205-40): 
Disclosures of Uncertainties about an Entity’s Ability to Continue as a Going Concern, which 
amends the FASB Accounting Standards Codification (ASC) to add FASB ASC Subtopic 205-
40, Presentation of Financial Statements—Going Concern. New FASB ASC 205-40 provides 
guidance regarding management’s responsibility to (1) evaluate whether there is substantial 
doubt about an entity’s ability to continue as a going concern, and (2) provide related 
disclosures. Prior to the amendments, United States generally accepted accounting principles 
(U.S. GAAP) did not contain any guidance about when and how going concern uncertainties 
should be disclosed. United States auditing standards, however, require an auditor to evaluate 
whether there is substantial doubt about an entity’s ability to continue as a going concern for a 
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reasonable period of time, not to exceed one year beyond the date of the financial statements, 
and to assess the possible financial statement effects, including disclosure.

Pursuant to the amended guidance, for each annual and interim reporting period, management 
is required to (1) evaluate whether conditions or events, considered in the aggregate, raise 
substantial doubt about the entity’s ability to continue as a going concern within one year after 
the date that the financial statements are issued or, as applicable, within one year after the 
date that the financial statements are available to be issued, and (2) if such conditions or 
events are present, provide specific disclosures, depending on whether or not substantial 
doubt is deemed to be alleviated as a result of consideration of management’s plans to 
mitigate such conditions or events. 

AMENDED GUIDANCE

Following is a discussion of the principal elements of the amended guidance. 

Master Glossary

The term substantial doubt about an entity’s ability to continue as a going concern has been 
added and defined as follows: “Substantial doubt about an entity’s ability to continue as a going 
concern exists when conditions and events, considered in the aggregate, indicate that it is 
probable that the entity will be unable to meet its obligations as they become due within one 
year after the date that the financial statements are issued (or within one year after the date 
that the financial statements are available to be issued, when applicable).” 

New FASB ASC 205-40

FASB ASC 205-40 has been added to provide the following guidance.

Evaluating Conditions and Events 

At each annual and interim reporting date, management must evaluate whether there is 
substantial doubt about an entity’s ability to continue as a going concern within one year after 
the date that the financial statements are issued, or, as applicable, within one year after the 
date that the financial statements are available to be issued. Financial statements are 
considered available to be issued when they are complete in a form and format that complies 
with U.S. GAAP and, based on the entity’s management and governance structure, all 
approvals necessary for issuance have been obtained. Financial statements are considered 
issued when they are widely distributed to shareholders and other financial statement users for 
general use and reliance in a form and format that complies with U.S. GAAP. 
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Management’s evaluation should be based on relevant conditions and events, considered in 
the aggregate, that are known—or reasonably knowable—at the date that the financial 
statements are issued and that relate to the entity’s ability to meet its obligations as they 
become due within one year after the date that the financial statements are issued. Following 
are examples of conditions and events that may raise substantial doubt about an entity’s ability 
to continue as a going concern: 

• Negative financial trends (e.g., recurring operating losses, working capital deficiencies, 
negative cash flows from operating activities, adverse key financial ratios). 

• Other indications of possible financial difficulties (e.g., default on loans or similar 
agreements, arrearages in dividends, denial of usual trade credit from suppliers, a need to 
restructure debt to avoid default, noncompliance with statutory capital requirements, a 
need to seek new sources or methods of financing or to dispose of substantial assets). 

• Internal matters (e.g., work stoppages or other labor difficulties, substantial dependence 
on the success of a specific project, uneconomic long-term commitments, the need for a 
significant revision of operations). 

• External matters (e.g., legal proceedings, legislation or regulations that might jeopardize 
the entity’s ability to operate, loss of a key franchise, license, or patent, loss of a principal 
customer or supplier, an uninsured or underinsured natural disaster). 

In assessing the entity’s ability to meet its obligations within one year after the financial 
statements are issued, the following factors should be taken into account: (1) the entity’s 
current financial condition, including its liquidity sources; (2) the entity’s conditional and 
unconditional obligations that are due or anticipated; (3) the funds necessary to maintain the 
entity’s operations, considering its current financial condition, obligations, and other expected 
cash flows; and (4) other conditions and events.

Consideration of Management’s Plans

When relevant conditions or events initially indicate that it is probable (i.e., likely) that the entity 
will be unable to meet its obligations as they become due within one year after the date that the 
financial statements are issued, and, therefore, the conditions or events raise substantial doubt 
about the entity’s ability to continue as a going concern, management should evaluate whether 
its plans to mitigate those conditions and events, when implemented, will alleviate the 
substantial doubt. Such plans, which should be based on information available as of the date 
that the financial statements are issued, should be evaluated only if it is probable that (1) they 
will be implemented within one year after the financial statements have been issued, and (2) 
when implemented, they will mitigate the conditions and events giving rise to substantial doubt 
within one year after the financial statements have been issued. Note that, to be considered 
probable of being effectively implemented within one year, management, or others with the 
appropriate authority, must have approved the plan before the date that the financial 
statements are issued. 
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Following are examples of plans that management may implement to mitigate conditions or 
events that raise substantial doubt about an entity’s ability to continue as a going concern: 

• Plans to dispose of the business, or of specific assets. 

• Plans to borrow money or restructure debt. 

• Plans to reduce or delay expenditures. 

• Plans to raise additional equity capital.

Note that a plan to meet an entity’s obligations as they become due through liquidation does 
not qualify as a plan in evaluating whether substantial doubt is alleviated, even if liquidation is 
likely to occur.

Disclosures

If, after considering management’s plans, substantial doubt about an entity’s ability to continue 
as a going concern is judged to be alleviated, the following information should be disclosed: 

• A description of the principal conditions or events that raised substantial doubt about the 
entity’s ability to continue as a going concern, before consideration of management’s 
plans. 

• Management’s evaluation of the significance of such conditions or events relating to the 
entity’s ability to meet its obligations. 

• A description of management’s plans that alleviated the substantial doubt. 

If, however, after considering management’s plans, substantial doubt about an entity’s ability to 
continue as a going concern is not judged to be alleviated, the following disclosures should be 
made: 

• An affirmative statement that there is substantial doubt about the entity’s ability to continue 
as a going concern within one year after the date that the financial statements are issued. 

• A description of the principal conditions or events that raise substantial doubt about the 
entity’s ability to continue as a going concern. 

• Management’s evaluation of the significance of such conditions or events relating to the 
entity’s ability to meet its obligations.

• A description of management’s plans intended to mitigate the conditions or events that 
raised substantial doubt. 

If, in subsequent annual or interim reporting periods, conditions or events continue to raise 
substantial doubt about an entity’s ability to continue as a going concern, the foregoing 
disclosures should be provided in those subsequent periods. If applicable, an explanation of 
how conditions or events have changed between reporting periods should be given. For the 
period in which substantial doubt no longer exists, before or after consideration of 
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management’s plans, disclosure is required of how the relevant conditions or events giving rise 
to substantial doubt were resolved. 

EFFECTIVE DATE AND TRANSITION

The amended guidance is effective for the annual period ending after December 15, 2016, and 
for annual periods and interim periods thereafter. Early adoption is permitted.
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