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Philippine Auditing Practice Notes (PAPN or Notes) are issued by the Auditing 
Standards and Assurance Council (AASC) to provide practical assistance to auditors 
in implementing the Philippine Standards on Auditing (PSAs) or to promote good 
practice.  Notes do not have the authority of PSAs. 
 
This PAPN does not establish any new basic principles or essential procedures its 
purpose is to assist auditors, and to develop good practice, by providing guidance on 
the application of the PSAs when conducting an audit of financial statements.  The 
auditor exercises professional judgment to determine the extent to which any of the 
audit procedures described in this Notes may be appropriate in the light of the 
requirements of the PSAs and the entity’s particular circumstances. 
 
This PAPN of the AASC is not based on specific International Auditing Practice Notes 
(IAPN) issued by the International Auditing and Assurance Standards Board of the 
International Federation of Accountants but was issued to address a specific situation 
in the Philippines. 
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Introduction 
 


1. With the occurrence of an extraordinary event, such as a pandemic or disease outbreak or a 
natural disaster, which causes restriction to travel and suspension of business operations, audit 
engagement teams may face challenges in conducting the audit of the annual financial 
statements (AFS) of Philippine companies with domestic and/or foreign business operations 
affected by such extraordinary event. 
 


2. Audit teams could face significant challenges completing their audits due to the following 
circumstances, including but not limited to : 


a. Barriers to obtaining the information needed to perform procedures and reach 
conclusions; 


b. Challenges in obtaining access to the management of components and others, including 
legal counsel, management’s or auditor’s experts; 


c. Difficulties accessing client premises to perform procedures (e.g., not being able to 
observe management’s inventory counts or to physically verify fixed assets after year-
end); 


d. Audit procedures not providing the anticipated audit evidence, requiring modifications to 
the audit approach (e.g. a significant decline in response rates for bank and/or debtor 
confirmations); 


e. A need to respond to risks of material misstatement arising from limitations on 
information and/or management having less time than usual to prepare the financial 
information; 


f. A need to perform additional audit work to respond to risks of material misstatement 
arising from the potential financial effects of the outbreak (e.g. additional procedures to 
evaluate the appropriateness of management’s assessment of the entity’s ability to 
continue as a going concern); and 


g. Impediments to completing the audit as a result of the engagement team having to work 
remotely. 


 
3. These challenges may also cause significant delays in the completion of component audits and 


may also impact the ability of component auditors to obtain sufficient appropriate audit evidence. 
Consequently, the group engagement team may need to make changes to the group audit 
strategy and plan, may not be able to meet the group reporting deadline, and may need to 
consider the implications of the foregoing on the auditor’s report on the group financial 
statements. 


 
Objective 
 
4. The purpose of this PAPN is to provide guidance to public practitioners when an extraordinary 


event takes place during the conduct of an audit.  


 
General Guidance 


 
Quality Control 


  
5. Auditors shall comply with all the requirements in respect of quality control in Philippine Standard 


on Quality Control (PSQC) 1. However, in the current circumstances, some meetings, 
discussions and access to files will be virtual and facilitated through technology. Given this, the 
auditor must document clearly on the file how the direction, supervision and review process was 
structured and operated to overcome obstacles, and how communication with team members and 
in particular: key audit partners; engagement quality control reviewers; and any firm technical 
reviewers was maintained.  
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Audit Strategy and Plan 


6. An audit is a cumulative and iterative process. New information that comes to the attention of the 
engagement team may differ significantly from the information on which the initial risk 
assessment was based and, in response, the engagement team may need to modify risk 
assessments and planned audit procedures.  For example, an engagement team’s initial audit 
plan includes reliance on the entity’s internal control but because of the happening of an 
extraordinary event it has become evident that testing the internal control of the entity is no longer 
feasible or even when feasible, it may no longer provide the expected results for which the 
engagement team decided to rely on internal controls.  Accordingly, modification on the audit 
strategy and plan will have to considered to suit the significant change in circumstances.  


 
Below are audit considerations when an extraordinary event such a pandemic or disease outbreak, a 
natural disaster, occurs after reporting date and during the conduct of an audit. 


 
Audit Evidence  


 
7. Audit evidence under Philippine Standard on Auditing (PSA) 500 (Redrafted), Audit Evidence, is 


necessary to support the auditor’s opinion and report.  It is cumulative in nature and is primarily 
obtained from audit procedures performed during the course of the audit. It may, however, also 
include information obtained from other sources such as previous audits (provided the auditor has 
determined whether changes have occurred since the previous audit that may affect its relevance 
to the current audit) or a firm’s quality control procedures for client acceptance and continuance. 
In addition to other sources inside and outside the entity, the entity’s accounting records are an 
important source of audit evidence. 


 
8. When the location of the principal office or business operation of an audit client has become high 


risk due to an extraordinary event, audit teams may not be able to obtain from the audit clients 
adequate audit evidence necessary to support the auditor’s opinion and report.  Nevertheless, 
disruptions and uncertainty as a result of such extraordinary events (e.g., pandemics such as 
COVID-19) do not change, let alone make less, an engagement team’s responsibility to obtain 
sufficient appropriate evidence to support its audit opinion.  Accordingly, engagement teams are 
expected to consider and develop alternative audit procedures to gather sufficient appropriate 
audit evidence despite the circumstances. 
 


9. Considerations of the following generalizations about the reliability of audit evidence may be 
useful1: 


a. The reliability of audit evidence is increased when it is obtained from independent sources 
outside the entity: 


b. The reliability of audit evidence that is generated internally is increased when the related 
controls, including those over its preparation and maintenance, imposed by the entity are 
effective; 


c. Audit evidence obtained directly by the auditor (for example, observation of the application of 
a control) is more reliable than audit evidence obtained indirectly or by inference (for 
example, inquiry about the application of a control); 


d. Audit evidence in documentary form, whether paper, electronic, or other medium, is more 
reliable than evidence obtained orally (for example, a contemporaneously written record of a 
meeting is more reliable than a subsequent oral representation of the matters discussed); and 


  


 
1 Paragraph A31 of PSA 500 (Redrafted). 
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e. Audit evidence provided by original documents is more reliable than audit evidence provided 
by photocopies or facsimiles, or documents that have been filmed, digitized or otherwise 
transformed into electronic form, the reliability of which may depend on the controls over their 
preparation and maintenance. 


 


Group Audit Engagements 


10. In situations where the group engagement team had planned to visit the component auditor to 
perform a review of the work papers but are unable to do so, or there are no other practicable 
means to obtain those work papers despite the extension of filing of the AFS, alternative methods 
to perform the review need to be undertaken to obtain sufficient appropriate audit evidence in 
accordance with the requirements of PSA 600.44. 
 


11. In addressing the requirements of PSA 600.44, apart from visiting the component auditor's office 
to review work papers or reviewing the work papers remotely through the use of technology, such 
reviews can also be performed by way of requesting the component auditor to provide a detailed 
reporting memorandum, corroborated through group engagement team's discussions with the 
component auditor, especially on the significant risks of material misstatement and areas of 
significant estimates and judgements. Any alternative methods of reviewing audit work papers 
need to comply with the laws and regulations of the component auditor's jurisdiction. 


 
12. In the situation where the component auditor is unable to perform the planned audit procedures 


for a significant component as a result of the extraordinary event, the component auditor and the 
group engagement team must consider alternative procedures to be performed. The group 
engagement team assesses whether the alternative procedures are appropriate and whether 
sufficient and appropriate audit evidence is obtained from such alternative procedures performed. 
Where the audit evidence obtained by the component auditor is not sufficient, the group 
engagement team assesses if there are further audit procedures which can be performed by the 
group engagement team themselves. 


 
13. The importance of effective and timely two-way communication between the group auditors and 


component auditors is critical.  The group auditors shall contact component auditors as soon as 
practicable to discuss the potential impact of the outbreak on the conduct of the audit and work 
together to best address such so that audit quality is not compromised in any way. 


 


Potential Financial Reporting Impacts and Audit Response 


14. The financial reporting impact of an extraordinary event , will depend on facts and circumstances, 
including the degree to which an entity’s operations is exposed to the impact of such event. It is 
important for audit teams to understand the nature and extent of an entity’s potential operating or 
financial exposure to the impact of the event and to consider the potential impact on financial 
reporting, in particular, on management’s assessment of the entity’s ability to continue as a going 
concern and the potential need for additional disclosures to reflect uncertainties and potential 
volatility triggered by the event.  Audit teams are required to maintain professional skepticism and 
objectively challenge management’s plans and significant assumptions on events or conditions 
affecting the entity and its environment, including the uncertainties associated with the 
extraordinary event. 
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To further illustrate, using the same example in paragraph 8, i.e., pandemics such as COVID-19, 
greater focus on the following are suggested responses to the impact of the environmental 
developments and actions taken by government, such as restricting travel and personal 
interactions among people, to prevent the spread of infection (see PSA 330, The Auditor’s 
Responses to Assessed Risks): 


a. the financial statements closing process, particularly journal entries and other adjustments 
made; 


b. the audit team’s evaluation of the overall presentation of the financial statements, including 
consideration of whether adequate disclosures have been made such as in respect of 
subsequent events, if the event happened post financial reporting period; and 


c. the audit team’s conclusion on whether sufficient appropriate audit evidence has been 
obtained for example, if the engagement involves a manufacturing concern, attendance at a 
stock take may not be possible, accordingly, alternative audit procedures will have been 
designed and performed, otherwise, the limitation should be cited in the auditor’s report. 


In respect of auditing estimates (see PSA 540, Auditing Accounting Estimates and Related 
Disclosures), greater focus should be made on the following: 


a. changes to regulatory factors that may affect accounting estimates such as initiatives aimed 
at sustainable solutions for temporarily distressed debtors in the context of the pandemic 
outbreak; 


b. whether assumptions are appropriate in the circumstances and in the context of the 
applicable financial reporting framework such as cash flow forecasts and discount rates; 


c. whether data being used by the entity is relevant and reliable; and 


d. the effect of changing inherent risk factors, in particular uncertainty.  


 
15. As events that occurred after the reporting date to respond to an extraordinary event, have 


caused a significant deterioration in economic condition for some entities, and an increase in 
economic uncertainty for others, management may need to assess whether these events or 
conditions, individually or collectively, cast significant doubt on the entity’s ability to continue as a 
going concern, or in severe cases, whether the going concern assumption is still appropriate as a 
basis for the preparation of the entity’s financial statements. 
 


16. In accordance with PAS 10, Events after the Reporting Period, financial statements are adjusted 
to reflect events that occur after the reporting date, but before the financial statements are 
authorized for issue, if either they provide evidence of conditions that existed at the reporting date 
(adjusting events) or they indicate that the going concern basis of preparation is inappropriate. On 
the other hand, financial statement amounts are not adjusted for events that are a result of 
conditions that arose after the reporting date (non-adjusting events). An exception is when events 
after the reporting date indicate that the financial statements shall not be prepared on a going 
concern basis. [PAS 10, paragraphs 3, 8, 10 and 14] 


  
Generally, the financial reporting effects of an extraordinary event that occurred after the 
reporting period will be accounted for as a non-adjusting event as the significant changes in 
business activities and economic conditions occurred as a result of events occurring after the 
reporting date, such as actions taken by the government and private sector to respond to a 
pandemic or disease outbreak, a natural disaster . However, if the consequences of the 
extraordinary event, even if this occurred after the reporting date, have led to an assessment that 
the going concern basis of preparation is no longer considered appropriate, the financial 
statements as at 31 December would need to be adjusted. [PAS 10, paragraph 14, 15, and 16] 
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When the impact of an extraordinary event is considered as a non-adjusting event, entities still 
need to consider whether it is appropriate to make disclosures in their financial statements to 
reflect new events or changes in conditions after the reporting date, including an estimate of their 
financial effect if determinable.  


 
Potential Effects on the Auditor’s Report 


17. The implications for the auditor’s report may include: 


a. A new Key Audit Matter (KAM) (as applicable to listed entities only) in relation to additional 
audit work necessary as a result of the extraordinary event; (e.g., additional work done on 
group audit engagements, or assessment of propriety of going concern assumption);  


b. An emphasis of matter paragraph, for example, to highlight a significant subsequent event 
disclosed in the financial statements, or relating to a significant uncertainty arising from the 
extraordinary event; 


c. Addition of a Material Uncertainty in Relation to Going Concern paragraph; 


d. A qualification or adverse opinion in respect of inadequate disclosures in the financial 
statements; 


e. A qualified opinion or a disclaimer of opinion as a result of a scope limitation in the event of 
an inability to obtain sufficient appropriate audit evidence; and 


f. A statement that describes the uncorrected misstatement if we conclude that there is an 
uncorrected material misstatement of the other information, in accordance with Philippine 
Standard on Auditing 720 (Revised), The Auditors’ Responsibilities Relating to Other 
Information. 


 
Material Uncertainty section vs Key Audit Matter vs Emphasis of Matter paragraph  


18. The auditor shall include a Material Uncertainty Related to Going Concern section if based on the 
auditor’s assessment the use of the going concern basis of accounting is appropriate but a 
material uncertainty exists and adequate disclosure about the material uncertainty is made in the 
financial statements.  
 


19. For listed entities, PSA 701, paragraph 19 provides that a matter giving rise to a material 
uncertainty related to events or conditions that may cast significant doubt on the entity’s ability to 
continue as a going concern in accordance with PSA 570, is by its nature a key audit matter.  
However, in this circumstance, this matter shall not be described in the Key Audit Matters section 
of the auditor’s report.  Rather, the auditor shall report on this matter in accordance with PSA 570 
and include a reference to the Material Uncertainty Related to Going Concern section in the Key 
Audit Matters section.  


 
For non-listed entities, the auditor shall not use Emphasis of Matter paragraph or Other Matter 
paragraph as a substitute for the Material uncertainty Related to Going Concern section. 
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20. PSA 701, paragraph A41 provides that when the auditor concludes in accordance with PSA 570 
(Revised) that no material uncertainty exists relating to events or conditions that may cast 
significant doubt on the entity’s ability to continue as a going concern, the auditor may 
nevertheless determine that one or more matters relating to this conclusion arising from the 
auditor’s work effort under PSA 570 (Revised) are key audit matters. In such circumstances, the 
auditor’s description of such key audit matters in the auditor’s report could include aspects of the 
identified events or conditions disclosed in the financial statements, such as substantial operating 
losses, available borrowing facilities and possible debt refinancing, or non-compliance with loan 
agreements, and related mitigating factors. 


 
When highlighting or emphasizing the matter may be appropriate  


21. For listed entities, PSA 706 (Revised), paragraph A2 provides that matters that are determined to 
be key audit matters in accordance with PSA 701 may also be, in the auditor’s judgment, 
fundamental to users’ understanding of the financial statements. In such cases, in communicating 
the matter as a key audit matter in accordance with PSA 701, the auditor may wish to highlight or 
draw further attention to its relative importance. The auditor may do so by presenting the matter 
more prominently than other matters in the Key Audit Matters section (e.g., as the first matter) or 
by including additional information in the description of the key audit matter to indicate the 
importance of the matter to users’ understanding of the financial statements. 


 
22. PSA 706 (Revised), paragraph A3 further provides that there may be a matter that is not 


determined to be a key audit matter in accordance with PSA 701 (i.e., because it did not require 
significant auditor attention), but which, in the auditor’s judgment, is fundamental to users’ 
understanding of the financial statements (e.g., a subsequent event). If the auditor considers it 
necessary to draw users’ attention to such a matter, the matter is included in an Emphasis of 
Matter paragraph in the auditor’s report in accordance with PSA 706 (Revised). 


 
Effective Two-Way Communication with Those Charged with Governance and Management  


 
23. Auditors are required to communicate on a timely basis with those charged with governance 


(“TCWG”) with respect to certain matters. Accordingly, auditors communicate the following 
matters when relevant:  


a. Significant changes in the planned scope and timing of the audit, including new significant 
risks and modifications to the audit strategy and plan;  


b. Significant difficulties encountered during the audit, including with respect to:  


i. Obtaining sufficient appropriate audit evidence and/ or completing our audit procedures; 
and 


ii. Potential delays in obtaining sufficient appropriate audit evidence;  


c. Significant matters that were discussed or subject to correspondence with management, 
including disagreements; and 


d. Expected modifications to the auditor’s report e.g. modifications as a result of a scope 
limitation or disagreement, emphasis of matter paragraphs in respect of significant 
uncertainty etc.  


 
24. Communications shall be timely and, due to rapidly developing events, will likely need to be more 


frequent.  
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25. Communications shall be clearly documented in the audit work papers, and shall be 
communicated in writing when appropriate. Where communications are initially made orally to 
avoid delays, these shall be followed up in writing.  
 


26. In addition to communications with TCWG, the auditors also communicate the above matters to 
management as appropriate. 


 
*    *    *    *    * 
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