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In a recent article published by Business Standard titled “Paytm management-auditor tussle paves way for financial

transparency”, Our Senior Partner Vinod P Veettil shares his expert insights.
Vinod Opined “While assessing an entity’s abilityto continue as a going concern, the auditor has to consider events or conditions,

which may cast material uncertainty in this regard,”

Read full here:

concern-status-of-companies-124070400784 1.html

coverage https://www.business-standard.com/amp/companies/news/now-auditors-more-vigilant-on-going-

Paytm management-auditor tussle
paves way for financial transparency

RUCHIKA CHITRAVANSHI & AJINKYA KAWALE
Hew DelhilMumbai, & July

Thetussle between the auditorsand the
management of Paytm Payments Bank
Limited (PPBL) overthe “going concern”
status of the company shows that
corporate governance systems are
maturing in India unlike before, when the
formerwere pulled up for not flagging
these issues, a seniorofficial told Business
Standard. The auditors have doubted
whether PPBL cancontinueasa "going

concern”, given its operational challenges.

Goingconcern is an accounting term
for acompany that is financially stable
enough to meet its obligations and
continue its business for the foreseeable
future. Certain expenses and assets may
bedeferred in financial reportsifafirmis
assumed to be agoing concern.

“Ifthe management is disputing the
report, then investors will have totakea
call. Aninformed debate can take place. It
isgood for the system. The shareholders
and investors need to know the true state
of affairson the going concern issue,” the
official said. Concerns over viability of
PPBL, an associate entity of One97
Communications, have arisen after RBI
placed crippling restrictions on the
company. Operations at the payments
bank have come to astandstill after most
of its businesses were impacted following
the regulator's action.

In January, citing persistent non-
compliance, the banking regulator placed
restrictions such as nocustomer deposits,
credit and cashbacksin PPBL accounts,
among others, after March 15,

The Standard on Auditing (SA) 570
requires the auditor toobtain sufficient
audit evidence thatacompany isagoing
concern and will continue its operations
for the foreseeable future.

Inability of acompany to pay creditors
onduedatesor comply with the termsof
loan agreements, negative operating cash
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flows, and adverse key financial ratios are
some ofthe many red flags, which the
auditors have towatch out for.

Experts said going concern
assumption is vital for the integrity of
financial statements, and auditors are
increasingly vigilant in their assessments
toavoid the severe repercussions of
overlooking potential financial distress in
companies. An incorrect going concern
assumption can mislead stakeholders
about the company’s financial health and
future viability. “Auditors have become
more cautious intheir assessments, often
requiring more robust evidence and
documentation tosupport the going
concern assumption. This increased
caution is partly due to regulatory scrutiny
and the potential consequences of failing
toidentify and report risks accurately,”
said Vatsal Gaur, partner, King Stubb &
Kasiva, Advocates and Attorneys.

Inthe past, numerous orders have
been passed by the National Financial
Reporting Authority (NFRA) against
auditors for failure toevaluate a firm's
ability tocontinue as a going concern.

For instance, onJanuary 9, pointing
outthe lapsesinthe auditof SRS
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Infrastructure, NFRA had said that the
auditor failed toevaluatethe
management's assessment of theentity’s
ability to continue as agoing concernand
alsotoobtain appropriate evidence
related to revenue recognition. The
authority had imposed a penalty of ¥3lakh
onthe company’s chartered accountant
and debarred him for three years for
professional misconduct.

Inthecase of IL&FS Financial Services
(IFIN) back in 2019, NFRA found that the
auditor did not adequately question the
going concern assumption onthe basis of
which the management had prepared the
financialstatements. NFRA had said that
the auditors had accepted the
management'sstand of not disclosing the
Net Owned Funds and Capital to Risk
Assets Ratio of IFIN as on March 31, 2018,
bothofwhich were negative and the
situation would have led to cancellation of
the company’s NEFClicence.

“While assessing an entity's abilityto

as agoingconcern, the auditor
hastoconsider events or conditions,
which may material uncertainty in
this regard,” said Vinod PV, senior partner,
IndiaLawLLP.
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