AdvE&

Contemporary Accounting Research / Volume 3, Issue 2/ pp. 302-315

An empirical investigation of audit qualification decisions in the presence of going

concern uncertainties*

KRISHNAGOPAL MENON, KENNETH B. SCHWARTZ

First published: Spring 1987
https://doi.org/10.1111/j.1911-3846.1987.tb00640.x

* The authors gratefully acknowledge the helpful comments of the editor, two anonymous reviewers, and
Mohammad Abdolmohammadi on earlier versions of this paper. We also thank Lisa Gilbert and Premal Parekh for
their research assistance.

Abstract

Abstract. This study presents a logistic regression model which is used to identify U.S. companies
that are likely to have their financial statements qualified for going concern reasons. The model is
developed using financial statement data for a sample of failing companies. Validation tests
performed on independent samples of bankrupt and nonbankrupt companies indicate that the
model has reasonable explanatory power. The findings from this study indicate that the auditor's
qualification for companies in financial distress is correlated with variables derived from financial
statement data. The variables that are consistently identified as being closely associated with the
auditor's decision whether to qualify his opinion are recurring operating losses and change in a
company's liquidity position.

Résumé. Cette étude présente un modele de régression logistique utilisé afin d'identifier les
sociétés américaines dont les états financiers sont susceptibles d'étre accompagnés d'une opinion
avec restriction quant a la permanence de I'entreprise. Le modele est construit a I'aide de données
tirées d'états financiers provenant d'un échantillon d'entreprises en difficultés. Des tests de
validation effectués sur des échantillons indépendants de société faillies et non-faillies, indiquent
que le modele démontre une capacité explicative acceptable. Les résultats de cette étude
montrent une corrélation entre, d'une part, I'opinion avec restriction dans le cas de sociétés en
difficultés financiéres et entre, d'autre part, des variables tirées des données d'états financiers. Les
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