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Financial Reporting Considerations  
Related to COVID-19 
By Grace Singer, CPA and Angela Katehis, CPA  
 
As a result of the ongoing COVID-19 events and the global impact of the pandemic, most, if not all, 
entities will be affected.  

Although the virus was reported to the World Health Organization (WHO) on December 31, 2019, it was 
not until March 11, 2020 that a global pandemic declaration was made.  The declaration prompted most 
world governments to institute drastic measures on economic and social activity to slow the spread.  

As this pandemic affects the logistics and operational aspect of entities worldwide, it is paramount for 
all entities to account for its effects on their financial reporting obligations. Special attention should be 
placed on the following categories during this uncertain time.  

CARES Act Impact 
The Coronavirus Aid, Relief and Economic Security Act (CARES Act) has implications for both Tax and 
GAAP basis financial statements for calendar year 2019.   
 
Tax Basis – The CARES Act includes an adjustment to the Tax Cuts and Jobs Act (TCJA) of 2017 which 
failed to designate “qualified improvement property” (QIP) as 15-year Modified Accelerated Cost 
Recovery System (MACRS) property. The CARES Act now designates QIP as 15-year MACRS property, 
and assigns a 20-year life if ADS is elected or required. Significantly, this amendment is made 
retroactive to 2018, as if originally included in TCJA 2017. The changes may be material in certain 
instances and may necessitate changes to financial statement which have not yet been issued.   
 
GAAP Basis – The CARES Act also includes several significant changes for corporate taxpayers that should 
be reflected in the provision for income taxes in the period of enactment. Companies that anticipate 
benefits related to prior periods or a change in deferred taxes as a result of the CARES Act should record 
these effects as a discrete item in the quarter of enactment. To the extent the CARES Act provisions  
would result in a significant change in a company’s financial statements for periods ending prior to the 
enactment date that have not yet been issued, the impact of the changes should be disclosed.
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Financial Reporting Considerations Pertaining to Calendar Year 2019 

Subsequent Events 
Financial statements requirements dictate that all material, current and potential events, be disclosed 
on period end financial statements.  

Based on the timing of these events, calendar year-end entities should evaluate their exposure to the 
pandemic-related events. Topic 855, of the Financial Accounting Standards Board's (FASB) Accounting 
Standards Codification (ASC) dictates that calendar year entities whose financial statements have not 
been finalized, should take considerations regarding the effect of the COVID–19 event and its impact 
on required disclosures. The financial statements should be adjusted for any changes in estimates 
resulting from such recognized subsequent events. 

Risk and Uncertainties 
Topic 275, of the FASB’s ASC, requires disclosure as well of risk and uncertainties such as the effect of 
COVID-19 on the amounts reported in the financial statements in the near-term or in the functioning of 
the reporting entity in the near-term.  The impact can be related to the nature of the entity’s 
operations, the use of significant estimates, and the current vulnerabilities due to concentrations 
(which include concentrations in a market or geographical area effected by COVID-19).   

Debt Agreements and Covenants 
The COVID-19 related events have increased entities’ concerns related to cash flow management and 
liquidity. Existing debt agreements and covenants may need to be amended to avoid defaults and 
other similar disruptions.  ACS 470-50 and ACS 470 highlight changes debtors will need to consider 
specifically to existing debt agreements and troubled debt restructuring requirements. Additionally, 
ASC 470-10-45 will require that any debt or covenant violation or default as of the financial statement 
date will cause a consideration of the reclassification of long-term debt. Creditors, who are involved in 
any such modifications will also need to ensure proper reclassification for any restructuring in 
accordance with ASC 310-40.  

Going Concern  
Due to the economic uncertainties caused by the outbreak of COVID-19, entities may face previously 
unforeseen negative events affecting operating cash flows and liquidity, including extended closures, 
reduced access to customers, and supply chain disruptions. These deteriorating conditions will directly 
impact the evaluation of an entity’s ability to continue as a going concern for at least one year after the 
financial statements are issued (or available to be issued). ASC 205-40 requires additional financial 
disclosures to an entity’s going concern. Additionally, as discussed previously, ASC 275 includes 
disclosure requirements related the impact of COVID-19 to estimates and other vulnerabilities 
pertaining to business concentrations. 

In these instances, the entity will include an emphasis of matter paragraph on the financials to disclose 
impacts of COVID-19 on the entity’s operations, balance sheet, and/or future risks.
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Financial Reporting Considerations Pertaining to Calendar Year 2020 

Valuation and Impairment  
Special consideration related to the potential effects of COVID-19 on present and future estimates and 
related disclosures. 

 Financial Instruments – the accounting classification related to recognition and/or impairment 
of credit losses on financial instruments (receivables, loans and investments) has many 
determining factors and is covered under a variety of standards. 

 ACS310-10-35 should be consulted for recognizing impairment and then allowances for 
expected credit losses loans, off-balance sheet commitments and other receivables prior to 
the adoption of FASB Accounting Standards Update (ASU) 2016- 13, Financial Instruments – 
Credit Losses (Topic 326): Measurement of Credit Losses on Financial Instruments. Changes 
in operating lease receivables are considered as per Topic 842 “Leases” 

 The impact of COVID-19 on recognizing impairment or expected credit losses on debt 
securities and on recognizing impairment on equity securities is covered under ASU 2016-
01 Financial Instruments – Overall (Subtopic 825-10): Recognition and Measurement of 
Financial Assets and Financial Liabilities, ASU 2016-13 and ASC320-10-35. 

 Upon the adoption of ASU 2016-01, equity securities that are not subsequently 
measured at fair value through earnings are written down to fair value in accordance 
with ASC 321-10-35-3 only if a qualitative assessment indicates that the investment is 
other-than- temporarily impaired, and the fair value of the investment is less than its 
carrying value. 

 ASC 323-10-35-31 to 35-32A, requires loss recognition for any permanent losses in value 
for all investments accounted for under the equity and joint venture carrying methods.  

 While ASC326 provides guidance on most available-for-sale securities, the adoption of 
ASU 2016-13 covers financial assets carried at amortized costs. 

Additional considerations due to severe economic conditions and declines in investments 
valuations should be given to any analysis of financial assets.  

 As per ASC 820, the objective of a fair value measurement is to ascertain the price of an asset 
under ordinary market conditions as per the measurement date. As the effect of COVID-19 
accelerates within the marketplace, price volatility considerations should be regarded with any 
pricing data.  

 Inventories – ASC 330-10-35 details the subsequent measurement of inventory and highlights 
required loss adjustments to be recognized in situations where the net recognizable value has 
been impaired. The standard also requires entities to book adjustments on future purchase 
commitments based on the net realizable value of those commitments given any changes in value.
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 Goodwill – with estimations of future company earnings on the decline, the fair value of reporting 
units might be materially affected triggering the need to perform an impairment test for good will. 
As stated in ASC 350-20-35-30, "Goodwill of a reporting unit shall be tested for impairment 
between annual tests if an event occurs or circumstances change that would more likely than not 
reduce the fair value of a reporting unit below its carrying amount”. Impairment of goodwill effects 
both private and public companies equally regardless of previous accounting decisions.  

 ASC 360-10-35-21 requires that any long-lived asset (asset group) be tested for recoverability 
whenever events or changes in circumstances indicate that the asset groups carrying amount 
may not be recoverable. The standard includes examples of events and circumstances that 
could trigger this test including declines of market price values and overall business climate 
changes affecting valuation. 

 Valuation Allowance – the ability to realize deferred tax assets are going to be a concern  
of management in situations where entities have net operating loss carrying forwards  
nearing expiration. 

Hedge Accounting 

COVID-19 has shown the potential to disrupt sales and supply chains throughout the world. When 
companies use hedging forecasted transactions including sales or purchases require additional considerations 
regarding the likelihood of occurrence. ASC 815-30-40 requires that companies discontinue hedge 
forecasting accounting if any criteria used to determine hedge accounting applicability are not met. ASC 
815-20-25-15(b) specifically requires that all hedged forecasted transactions be probable of occurring. If it is 
determined that the probability that a hedged transaction will not occur at the stated time (or within a 
two-month period after a specified date) any amounts related to hedging derivatives reported in 
accumulated other comprehensive income will be reclassified to earnings.  

If management concludes there is substantial doubt, then disclosure in the financial statements is 
required, even if management’s plans alleviate that substantial doubt. 

Questions: Contact Grace Singer 212.331.7509 | gsinger@berdonllp.com or Angela Katehis at 
212.331.7614 | akatehis@berdonllp.com, reach out to your Berdon advisor and visit Berdon’s 
COVID-19 Information Center. 
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