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The multinational audit firm Hemingway & Old (H&O) is one of the "Big 5" in
the provision of audit and tax advisory services for various sectors, with extensive
experience in the industrial and energy sectors, sectors where national and in-
ternational regulations and accounting and financial audit criteria require a high
degree of specialization.

1. First reputational crisis: clients

H&O started in 2015 to audit in Spain the accounts of Solarensis, one of the
leading companies in Spain in the design, manufacture and operation of photo-
voltaic renewable energy plants. Solarensis has just declared the suspension of
payments in February 2023 due to financial problems related to its supply chain,
regulatory changes and competition in the solar energy market.
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Figure 1
RECREATION OF SOLARENSIS PHOTOVOLTAIC PLANT

Source: Own elaboration.

In addition to the financial challenges arising from Solarensis’ suspension of
payments, an additional complicating factor is revealed. During the COVID-19
pandemic, Solarensis faced significant delays in the delivery of panels from its Chi-
nese supplier and partner, which represents a critical part of its supply chain.

These delays, caused by manufacturing and transportation disruptions due to
pandemic-related restrictions and shutdowns, have negatively impacted Solaren-
sis’ability to complete projects and generate revenue.

There are, therefore, several elements that need to be considered to delve
deeper into the source of Solarensis’management and solvency problems:

- Dependence on the Importation of Chinese Solar Panels: Solarensis was
heavily dependent on the importation of solar panels manufactured in Chi-
na for its PV projects. These panels were essential to its ability to operate
and meet contractual commitments to its customers and business partners.

+ Manufacturing and Delivery Delays: Restrictions and shutdowns related to
the COVID-19 pandemic caused significant disruptions in the manufactur-
ing and delivery of Chinese solar panels. This resulted in delays in project
completion and revenue generation for Solarensis, which in turn exacer-
bated its financial problems and contributed to its suspension of payments.

« Impact on Financial Solvency: Delays in the supply of Chinese solar panels
directly affected Solarensis’ ability to meet its financial obligations, includ-
ing loan payments, supplier invoices and employee salaries. This additional
financial pressure contributed to the company’s receivership situation.

The disclosure of these elements related to the supply of Chinese solar panels
adds an additional layer of complexity to the crisis facing H&O. The auditor must
now explain not only how they failed to detect the warning signs of Solarensis’
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financial crisis, but also how they failed to fully recognize the impact of the delays
in the supply of Chinese panels on the financial stability.

Figure 2
IMPACT OF SUPPLY CHAIN INTERRUPTIONS

DELAY IN MANUFACTURING

AND DELIVERY RISK DIMINISHING

STRATEGIES

LARGER COSTS

COMPETITIVE DISADVANTAGE
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REPUTATION DAMAGE

CUSTOMER SERVICE CHALLENGES

Source: Own elaboration.

For all these reasons, the receivership presents a significant crisis management
scenario. Solarensis ranks among H&O’s most prominent customers, and the com-
pany’s financial situation is now under considerable scrutiny.

Stakeholders, including investors, shareholders and employees, are looking for
answers and accountability, and H&O faces pressure to explain how they failed to
spot the warning signs of Solarensis’ financial crisis during their audits.

As a first step, the CEO of H&O Spain has just shared with its executive commit-
tee the systematic procedure (SP) just updated in January 2023 and which includes
several steps of evaluation and analysis when predicting and identifying possible
payment suspensions of the audited companies. By following these procedures,
audit firms can effectively identify potential liquidity problems and payment sus-
pensions, allowing them to take timely preventive and corrective measures.

A summary of the points included in the systematic procedure (SP) is described
below (see Annex 1 for the extended versién):

1. Audit Planning
Risk Assessment and Review of Financial History

2. Information Gathering
Management Interviews and Review of Financial Documents

3. Analysis of Financial Indicators
Financial Ratios and Cash Flow Analysis

4. Business Continuity Assessment
Going Concern Principle Assessment and Financial Problem Indicators

5. Third Party Confirmation
Balance Circularization and Review of Contracts and Agreements
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