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Issues presented by Covid-19

• Fair Value and Impairments

– Fixed Assets

– Leases

– Financial Instruments

– Inventory

– Goodwill 

• Revenue

• Going Concern

• Loan Modifications and Covenants

• Troubled Debt Restructuring

• Subsequent Events

• Risks and Uncertainties

• Business Interruption Insurance 
Recovery and Presentation

• Cares Act and PPP Loans

• Social Security Tax Moratorium

• Remote Engagements
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Issues presented by Covid-19 – Impairments Overview

Definition of Fair Value:

The price that would be received to sell an asset or paid to transfer a liability in 
an orderly transaction between market participants at the measurement date

Example 1:

What is the fair value of the following widget?

Selling Price $100

Commission Paid 10

Net: $  90
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Issues presented by Covid-19 – Fair Value

Definition of Fair Value:

The price that would be received to sell an asset or paid to transfer a liability in 
an orderly transaction between market participants at the measurement date

Example 2:

What is the fair value of the following widget that can be sold in two markets?

Market 1 Market 2

Selling Price $100 $ 95

Commission Paid 10 3

Net: $  90 $ 92
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Issues presented by Covid-19 – Fair Value

Key Terms:

• The Price

• Orderly Transaction

• Principal (or most Advantageous) Market

• Market Participants

• Highest and Best Use

Valuation Techniques

• Market Approach

• Income Approach

• Cost Approach
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Issues presented by Covid-19 – Impairments Overview

Impairment Testing Concepts: 
• Mandatory Fair Value Testing

• Triggering Events

• Net Realizable Value (NRV) or Fair Value (FV)

• Qualitative Analysis (QA)

Asset Carrying Value Impairment Testing

Inventory Lower of Cost or NRV/Market NRV or Market

Fixed assets Cost less Depreciation Triggering Events

Financial instruments FV or Amortized Cost Credit Losses

Goodwill Cost or Amortized Cost FV or QA

Intangible assets with indefinite lives Cost QA

Intangible assets with finite lives Amortized Cost QA
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Issues presented by Covid-19 – Fixed Assets

• ASC 360, Property, Plant, and Equipment includes guidance on 
impairments of fixed assets.  The standard covers both;

– Assets held and used, even if impaired, and

– Assets held for sale including those connected with discontinued 
operations.

• ASC 360 generally applies to all entities except

– Specialized industry practices

– Asset where valuation is addressed in other ASC sections
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Issues presented by Covid-19 – Fixed Assets

• Impairment is evaluated when there is a triggering event such as:

– Significant decrease in an asset’s market value

– Significant change in the way an asset is used

– Significant change in the entity’s business or legal environment

– Significant cost overruns incurred for self-constructed assets

– Continuing operating losses and cash flow deficiencies

– A more likely than not expectation that the asset will be sold or otherwise 
disposed of before the end of its useful life.
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Issues presented by Covid-19 – Fixed Assets

• Impairment is a two-step process

– Step One - Determine if future cash flows will recover the book value of 
the asset. If so, then there is no impairment.

– Step Two – If future cast flows will not recover the book value of the asset, 
impairment would be the decrease of the asset’s book value to its fair 
value.

• Uses undiscounted cash flows

10



Issues presented by Covid-19 – Fixed Assets

Example 1 Question:

Musto Corporation recently changed its product mix which resulted in less 
projected production of Widget 1.  The Company has a machine with the 
sole purpose of producing Widget 1.  Information related to this machine is:

Fair Value $ 1,000,000

Book Value 1,500,000

Widget 1’s Future Cash Flow 1,400,000
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Issues presented by Covid-19 – Fixed Assets

Example 1 Answer:

Impairment is calculated as follows:

Step One:

Future Cash Flow $ 1,400,000

Book Value 1,500,000

Difference Negative Continue to Step Two

Step Two:

Book Value $ 1,500,000

Fair Value 1,000,000

Impairment $    500,000
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Issues presented by Covid-19 – Fixed Assets

Example 2 Question:

Musto Corporation recently changed its product mix which resulted in less projected 
production of Widget 1.  The Company has a machine with the sole purpose of producing 
Widget 1.  Information related to this machine is as follows:

Fair Value $ 1,000,000

Book Value 1,500,000

Widget 1’s Future Cash Flow 1,600,000 ($200,000 more than example 1)

Impairment is calculated as follows:

Step One:

Future Cash Flow $ 1,600,000

Book Value 1,500,000

Difference Positive  No Impairment – Step Two not needed
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Issues presented by Covid-19 – Leases

• ASC 740 and ASC 742, Leases include guidance on impairments of leases.  Under the 
standards, lease assets and liabilities are recorded on the balance sheet (capitalized);

– When it is a capital lease under ASC 740, or

– When it is an operating or financing lease under ASC 742.

• Unless they have elected early adoption, private companies are required to use ASC 742 for 
years beginning after December 15, 2021

• Capitalized leases are recorded by first calculating the liability and offsetting the amount as 
an asset.

– Liabilities are based on the present value of the lease payments.

• Under ASC 740 the journal entry is as follows:

Leased Asset XX

Lease Liability XX
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Issues presented by Covid-19 – Leases

• Covid-19 Situations

– A lessee is no longer able to pay the liability and abandons the lease

– A lessor grants to the lease a concession on the lease in the form of 

• Lower payments

• A rent holiday

• Extended term in exchange for a rent holiday
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Issues presented by Covid-19 – Leases

• Abandoned leases

– The lessee derecognizes the liability and asset and records a gain or loss on the 
abandonment in the current period.

– The lessor 

• derecognizes the net investment in the lease and records a loss in the current period.

• In a sales type lease, the asset is recognized on the books at fair value

– Any costs related to the abandonment of the lease and operations are recognized.

• Lease modifications

– The lessee recomputes the present value of the lease payments, adjusts the liability, and 
records any differences as an adjustment to the leased asset

– The lessor recomputes the present value of the lease payments and recognizes a loss.
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Issues presented by Covid-19 – Financial Instruments

FAS 115 on Marketable Securities (1993)
Debt and Equity Securities

Trading FV ‐ NI
Available for Sale FV ‐ OCI
Held‐to‐Maturity Amortized Cost

FAS 159, Fair Value Option (2007)
Available for Sale FV ‐ NI
Held‐to‐Maturity FV ‐ NI
Equity Method Investments FV ‐ NI
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Issues presented by Covid-19 – Financial Instruments

ASU 2016‐01

Debt Securities (ASC 320) Same as FAS 115

Equity Securities (ASC 321)

With readily determinable FV FV ‐ NI

Without readily determinable FV FV ‐ OCI or Fair Value Option

ASU 2016‐13

Credit Losses (ASC 326)

ASU 2017‐12

Derivatives and Hedging (ASC 815)
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Issues presented by Covid-19 – Financial Instruments

• The U.S. stock market plummeted in the first quarter of 2020 and later 
rebounded. 

• Some business did not rebound

• Companies should consider whether and continuing unrealized losses of 
equity and debt securities must be recorded in accordance with ASU 2016-
01, Financial Instruments – Overall (Subtopic 825-10) Recognition and 
Measurement of Financial Assets and Financial Liabilities.
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Issues presented by Covid-19 – Financial Instruments

• Companies should consider the following accounting and reporting 
issues related to investments in stocks and bonds that are impacted by the 
decline in market values:

– Whether investment losses occurring after year end, and before issuing of 
financial statements, warrant disclosure as a subsequent event.

– Whether equity securities without readily determinable fair values and 
debt securities should have write downs for impairments.

– Whether bonds that are available for sale or held to maturity should be 
written down.
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Issues presented by Covid-19 – Financial Instruments

Disclosure of Stock Losses

• ASC 855-10-25-3, Subsequent Events, states: “an entity shall not recognize 
subsequent events that provide evidence about conditions that did not exist 
at the date of the balance sheet but arose after the balance sheet date but 
before the financial statements are issued or available to be issued.”

• ASC 855-10-55-2(f) offers a list of nonrecognition subsequent events one of 
which is includes: “changes in the fair value of assets and liabilities.”
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Issues presented by Covid-19 – Financial Instruments

Disclosure of Stock Losses (ASC 855-10-50-2)

• Some non-recognized subsequent events may be of such a nature that they 
must be disclosed to keep the financial statements from being misleading.
For such events, an entity shall disclose the following:

– The nature of the event, and

– An estimate of its financial effect, or a statement that such an estimate 
cannot be made.
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Issues presented by Covid-19 – Financial Instruments

Disclosure of Stock Losses (Continued):

• The question is whether a significant decline in the fair value of investments 
after year end should be disclosed as a subsequent event? 

• There is no authority on this issue and a company must make a judgement. 
Many companies believe that a decline in the fair value of an investment 
portfolio after year end is not typically disclosed as a subsequent event 
unless such a decline is permanent.

• If, instead, the decline is nothing more than a recurring event within the 
typical eb and flow of stock market values, disclosure as a subsequent event 
is not warranted.
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Issues presented by Covid-19 – Financial Instruments

Impairment Losses- Investments in Equities Securities

• A second accounting issue related to investments and the economic aspects 
of COVID-19 is whether certain investments should be tested and written 
down for impairment losses. In 2019, ASU 2016-01, Financial Instruments-
Overall,

– Requires equity investments (other than those accounted for using the 
equity method or that result in consolidation) to be measured at fair value 
with changes in fair value recognized in net income.

– Offers an optional formula to avoid fair value accounting of certain 
investments in equities without a readily determinable fair value.

– Retains the three-category accounting for debt securities (held to maturity, 
trading, and available for sale).
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Issues presented by Covid-19 – Financial Instruments

Impairment Losses- Investments in Equities Securities (Continued)

• For investments in equities, companies are required to record them at fair 
value so that any unrealized

• losses due to market declines are recorded on the income statement. 
Thus, an impairment test and measurement is moot.

• There are two instances in which companies should consider an 
impairment test with respect to investments in equity and debt securities 
under the ASU 2016-01 rules:

– Equity securities without a readily determinable fair value, and

– Debt securities classified as available for sale or held to maturity.
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Issues presented by Covid-19 – Financial Instruments

Impairment Test- Equity Securities Without a Readily Determinable Fair 
Value

• ASC 321 provides a new one-step impairment test for investments in equity 
securities without a readily determinable fair value.

• In accordance with the impairment rules, an equity security without a readily 
determinable fair value shall be tested for impairment using a qualitative 
assessment.
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Issues presented by Covid-19 – Financial Instruments

Impairment Test- Equity Securities Without a Readily Determinable Fair 
Value (continued)

• An equity security without a readily determinable fair value shall be written 
down to its fair value if a qualitative assessment indicates that:

– The investment is impaired, and

– The fair value of the investment is less than its carrying value (as 
measured using the optional formula).

• Once written down, the written down amount becomes the new carrying 
amount going forward.
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Issues presented by Covid-19 – Financial Instruments

Qualitative assessment (1 of 3)

• At each reporting period, an entity that holds an equity security without a 
readily determinable fair value, shall make a qualitative assessment 
considering impairment indicators to evaluate whether the investment is 
impaired. Impairment indicators that an entity considers include, but are not 
limited to, the following:

– A significant deterioration in the earnings performance, credit rating, asset 
quality, or business prospects of the investee

– A significant adverse change in the regulatory, economic, or technological 
environment of the investee
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Issues presented by Covid-19 – Financial Instruments

Qualitative assessment (2 of 3)

– A significant adverse change in the general market condition of either the 
geographical area or the industry in which the investee operates

– A bona fide offer to purchase, an offer by the investee to sell, or a 
completed auction process for the same or similar investment for an 
amount less than the carrying amount of that investment, and

– Factors that raise significant concerns about the investee’s ability to 
continue as a going concern, such as negative cash flows from 
operations, working capital deficiencies, or noncompliance with statutory 
capital requirements or debt covenants.
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Issues presented by Covid-19 – Financial Instruments

Qualitative assessment (3 of 3):

If an equity security without a readily determinable fair value is impaired based 
on a qualitative assessment, an entity shall include an impairment loss in net 
income based on the following formula:

Fair value $   XX

Carrying amount (1) XX

Unrealized loss (income statement) $ (XX)

(1) Carrying amount is measured using the optional formula: Cost – impairment 
losses recorded previously +/- the increase or decrease in the value of identical 
or similar investments in the same entity.
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Issues presented by Covid-19 – Inventory

Overview

• U.S. manufacturers are experiencing reduced manufacturing volume

• These facts result in several unintended consequences in valuing 
inventories:

– Manufacturers may be allocating fixed overhead to inventories using a 
lower-than-normal capacity, thereby creating an artificially higher unit cost 
that exceeds net realizable value.

– Manufacturers may be capitalizing as fixed overhead costs an amount 
of abnormal idle facility costs incurred during the pandemic shutdown. 
These costs should be recorded as period costs.

– Declining sales prices result in a lower net realizable value (NRV). 
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Issues presented by Covid-19 – Inventory

Overview

• Inventory costs can be accounted for under two methods
– Direct costing - only capitalize variable manufacturing costs (not GAAP)

– Absorption costing – capitalizes all manufacturing costs, including fixed costs.

• Absorption costing
– Fixed costs are allocated to units based on normal production capacity using standard 

costing

– Any standard costs not allocated based on the actual production is changed to cost of 
goods sold.
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Issues presented by Covid-19 – Inventory

ASC 330 requires that certain rules be followed in valuing inventories:

• Inventory costing rules required by GAAP are as follows:

– Lower of cost and net realizable value - for FIFO and average cost 
inventories, and

– Lower of cost or market value - for LIFO and retail method inventories.

• Cost includes an allocation of variable production overheads and fixed 
production overheads.

• Watch out for reduced net realizable value due to declining sales prices

• Once written down, inventory write downs cannot be reversed in the 
subsequent years.
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Issues presented by Covid-19 – Inventory

ASC 330 requires that certain rules be followed in valuing inventories 
(continued):

• Overheads are allocated to inventories using the following approach:

– Variable production overheads: are allocated to each unit of production 
based on actual use of the production facilities (e.g., actual production 
volume).

– Fixed production overheads: are allocated to inventories based on normal 
capacity of the production facilities
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Issues presented by Covid-19 – Inventory

ASC 330 requires that certain rules be followed in valuing inventories:

• Normal capacity: is the production expected to be achieved over a number 
of periods or seasons under normal circumstances, taking into account the 
loss of capacity resulting from planned maintenance.

– Normal capacity includes a range of production levels within which 
ordinary variations in production levels are expected

– When production is abnormally low, fixed overhead should continue to be 
allocated to each unit of production using normal capacity, and not the 
lower actual production volume.
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Issues presented by Covid-19 – Inventory

ASC 330 requires that certain rules be followed in valuing inventories 
(continued):

• Examples of factors that might be anticipated to cause an abnormally low 
production level outside the normal capacity range include:

– Significant reduced demand for a product

– Labor and materials shortages

– Unplanned facility or equipment downtime

• Abnormal amounts of idle facility expense, freight, handling costs, and 
wasted materials (spoilage) should be recognized as current period charges 
and not capitalized as part of production overhead.
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Issues presented by Covid-19 – Inventory

What capacity level should an entity use to allocate fixed overhead when 
volume declines due to an economic shutdown?

• The goal is to ensure that not too much fixed overhead is allocated to 
inventory cost. If this does occur, inventory cost is overstated and is 
subsequently written down to the lower of cost and net realizable value (FIFO 
or average cost) or the lower of cost or market rule (for LIFO or retail 
method).
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Issues presented by Covid-19 – Inventory

What capacity level should an entity use to allocate fixed overhead when 
volume declines due to an economic shutdown? (continued)

• There are two adjustments companies might want to consider making to 
address the idle shutdown period, to avoid allocating to inventory cost excess 
inventory costs.

– Remove from overhead abnormal amounts (during the shutdown period) 
for idle facility costs, freight, handling costs and waste materials (spoilage) 
costs, and charge them to expense as period costs, not capitalized as part 
of production overhead.

– If production volume is abnormally low (due to the shutdown), allocate 
fixed overhead based on the normal capacity level not the lower actual 
production level.
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Issues presented by Covid-19 – Inventory

Example: A company has the following manufacturing volume.

Full capacity (100%) 100,000 units

Normal capacity (80%) 80,000 units

In 2020, the Company’s actual manufacturing volume is 60,000 units due to 
a shutdown of production related to the COVID-19 pandemic.

Assume the company actual fixed costs in 2020 were:

Normal fixed costs $ 120,000

Idle facility costs* 40,000

Total fixed costs $ 160,000

*idle facility, freight, handling costs, and spoilage during the shutdown period),
39

Issues presented by Covid-19 – Inventory

Example Discussion:

Idle facility expense are removed from fixed overhead and expensed as 
period costs. 

Normal expenses:

Based on normal capacity: $120,000/80,000 units = $1.50 per unit

Based on actual capacity: $120,000/60,000 units = $2.00 per unit 

Solution:

Normal (60,000 actual units X $1.50): $  90,000 Inventory

Excess ($120,000 - $90,000): 30,000 COGS

Idle Facility Expense 40,000 COGS

$160,000
40



Issues presented by Covid-19 – Inventory

Change the facts: Assume instead that actual manufacturing volume is 90,000 
units.

Conclusion: Fixed overhead should be allocated using 90,000 units, which is 
the greater of normal capacity (80,000 units) and actual manufacturing volume 
(90,000 units).

Observation: It is important for accountants to review the normal capacity used 
to allocated fixed overhead when there has been abnormally low production 
volume due to the economic shutdown. Further, lower volume could continue in 
future periods until demand increases.
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Issues presented by Covid-19 – Inventory

Should idle facility costs during the pandemic shutdown be expensed as 
period costs?

• Yes. GAAP requires that abnormal amounts of idle facility expense, freight, 
handling and waste materials be expensed as period costs. That means they 
should be removed from fixed overhead and not be included as part of the 
overhead capitalized to inventory.

• Although GAAP does not define “abnormal” amounts of idle facility expense, 
there is little dispute that a two- or three-month shutdown of a plant due to a 
global pandemic is “abnormal” and such costs to operate the facility during 
the shutdown should not be included in fixed overhead. As to what is facility 
expenses, it would appear that such costs include all fixed costs to operate 
the manufacturing facility including rent, depreciation, utilities, insurance, and 
other occupancy costs. 42



Issues presented by Covid-19 – Goodwill Impairments

When a company is acquired, the following journal entry is made to record the 
net assets of the new company:

Asset FV

Liabilities FV

Cash (Equity) FV

Goodwill Plug

Issues presented by Covid-19 – Goodwill Impairments

• Both public and nonpublic entities with goodwill could be impacted by the 
decline in fair value from the COVID-19 pandemic.

– Public companies do not amortize goodwill and are required to test 
goodwill annually for impairment.

– Private (nonpublic) entities have the option of electing an accounting 
alternative to amortize goodwill over 10 years with no annual test of 
goodwill unless there is a triggering event.
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Issues presented by Covid-19 – Goodwill Impairments

• Three Methods in Accounting for Goodwill

1. Annual Fair Value Test (Now a one-step process)

2. Annual Qualitative Analysis (optional)

3. 10-year Amortization (private company and NFP election)

• Regardless of the method, sudden declines in fair value of the entity (due to 
the pandemic) might result in an impairment of goodwill.

• The impact of the economic downturn due to the coronavirus must be 
considered in measuring goodwill for possible impairment and may result in 
an otherwise healthy company having a write down of goodwill in 2019 and 
2020, until it recovers financially in 2021.
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Issues presented by Covid-19 – Goodwill Impairments

• Both public and private (nonpublic) entities with material goodwill must 
consider that COVID-19 economic issues directly affect two elements of the 
goodwill impairment tests:

– Triggering events (qualitative factors), may now exist such as a decline in 
economic environment, industry, an entity’s cash flow and overall 
business, and

– Fair value might be adjusted downward in the first step of the impairment 
test, reflective of discounting lower cash flows anticipated in the future.

• Goodwill impairment is always the last item tested for impairment

• Once goodwill is written down for impairment, it cannot be recovered in 
future years.
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Issues presented by Covid-19 – Goodwill Impairments

Existing GAAP for goodwill

• The existing accounting rules for goodwill are found in ASC 350: Intangibles: 
Goodwill and Other, which offers two options to account for goodwill:
– Apply the general model - available for all companies:

• Goodwill is not amortized 

• An annual impairment test is performed using a one-step approach

• Qualitative factors (triggering events) may be considered as a precursor to performing 
the one step impairment test, and

• An interim impairment test is required if there is a triggering event.

– Private-company alternative: Election available to private (nonpublic) companies only:

• Goodwill is amortized over a maximum of 10 years on a straight-line basis, and

• An annual impairment test is not performed unless there is a triggering event.
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Issues presented by Covid-19 – Goodwill Impairments

One-step approach to measure goodwill impairment:

Fair value of entity’s stockholders’ equity $  AA

Carrying amount of entity’s stockholders’ equity (BB)

If negative, impairment loss $ (CC)

Entry: debit credit

Impairment loss CC

Goodwill CC
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Issues presented by Covid-19 – Goodwill Impairments

ASU 2021-03, Intangibles - Goodwill:

• Applies to private companies and not-for-profit entities who have elected the 
accounting alternative to perform goodwill impairments based on a triggering 
event evaluation.

• Entities are not required to monitor triggering events during the reporting 
period

• Goodwill impairment testing is done at year end.

• Additional incremental disclosures are not required
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Issues presented by Covid-19 – Goodwill Impairments

Optional qualitative assessment approach (1 of 2):

• Prior to performing the one-step quantitative test, an entity may first perform 
a qualitative assessment as a precursor to determining whether it is 
necessary to perform the one-step quantitative goodwill impairment test.
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Issues presented by Covid-19 – Goodwill Impairments

Optional qualitative assessment approach (2 of 2):

• Under the optional qualitative assessment, the entity assesses certain 
qualitative factors to determine whether it is more likely than not (that is, a 
likelihood of more than 50%) that the fair value of a reporting unit 
(stockholders’ equity) is less than its carrying amount, including goodwill.

– If based on the qualitative assessment, it is more likely than not (more 
than 50%) that the fair value is less than the carrying amount, the entity 
must perform the one-step impairment test.

– If based on the qualitative assessment, it is not more likely than not (more 
than 50%) that the fair value is less than the carrying amount, the entity is 
not required to perform the one-step impairment test.
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Issues presented by Covid-19 – Goodwill Impairments

Examples of qualitative factors to consider:

• Macroeconomic conditions

• Industry and market considerations

• Cost factors

• Overall financial performance

• Other relevant entity-specific events such as changes in management, key 
personnel, strategy, or customers; contemplation of bankruptcy; or litigation

• Events affecting a reporting unit, and

• A sustained decrease in share price:
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Issues presented by Covid-19 – Goodwill Impairments

Observation: Given the deterioration of the economy coupled with uncertainty 
as to when the economic climate will improve, there’s a good chance 
businesses will fail the qualitative factors test in 2020 and 2021, resulting in 
the need to perform the one-step quantitative test for goodwill impairment. In 
particular, most companies (public and non-public, alike) are impacted by the 
economic conditions occurring from the economic shutdown in the wake of 
COVID-19, including:

• Deterioration in general economic conditions

• Deterioration in the environment in which an entity operates,

• Negative or declining cash flows, and

• Decline in actual or planned revenue or earnings compared with actual and 
projected results of relevant prior periods.
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Issues presented by Covid-19 – Goodwill Impairments

Example 1a: Company X, a chain of retail stores in the New York City area, is 
performing its annual test of goodwill impairment at June 30, 2020 year end. X 
has $500,000 of goodwill on its balance sheet and is required to perform its 
annual goodwill impairment test. X chooses to first perform a qualitative 
assessment in lieu of performing the quantitative one-step test.

Conclusion: In performing the qualitative assessment, X considers several 
qualitative factors including:

• Deterioration in general economic conditions

• Deterioration in the environment in which an entity operates

• Negative or declining cash flows

• Decline in actual or planned revenue or earnings
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Issues presented by Covid-19 – Goodwill Impairments

Example 1a (continued):

• X’s business was closed in the first half of 2020 due to the COVID-19. 

• X expects to reopen its stores in late 2020 but is uncertain as to future 

demand and profitability. 

As a result, it is more likely than not (more than 50%) that the fair value of X’s 

goodwill is less than the $500,000 carrying amount, and X must perform the 

one-step impairment test.
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Issues presented by Covid-19 – Goodwill Impairments

Example 1b: Assume the following additional information at June 30, 2020:

Given information:

Fair value of Company X’s stockholders’ equity $1,000,000

Carrying amount of X’s stockholders’ equity 1,100,000

Carrying amount (book value) of goodwill 500,000
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Issues presented by Covid-19 – Goodwill Impairments

Example 1b (Continued):

Conclusion: In performing the one-step quantitative impairment assessment, the 
company compares the entity’s fair value and carrying value of stockholders’ equity 
(SE).
Step 1: Identify a Potential Impairment:

Fair value of X’s SE $ 1,000,000

Less: Carrying amount of X’s SE 1,100,000  

Equals: Impairment $ (  100,000)

Entry: June 30, 2020: debit credit

Goodwill Impairment loss 100,000

Goodwill 100,000
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Issues presented by Covid-19 – Goodwill Impairments

Example 1c:

Assume the same facts except

• The only asset with a FV less than the carrying cost is a fixed asset

• The fixed asset is overstated by $100,000

• The fixed asset is not impaired under the step 1 cash recovery test

Goodwill Step 1: Identify a Potential Impairment:

Fair value of X’s SE $ 1,000,000

Less: Carrying amount of X’s SE 1,100,000  

Equals: Impairment $ (  100,000)

Same answer as Example 1(b)  Goodwill is impaired by $100,000
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Issues presented by Covid-19 – Goodwill Impairments

Do private companies have to worry about fair value if using the 10-year 
accounting alternative?

• Generally, private (nonpublic) companies ignore impairment if they elect the 
10-year accounting alternative. The reason is because an annual test for 
impairment of goodwill is not required under the accounting alternative. 

• However, ASU 2014-02 provides that an impairment test is required if there 
is a triggering event on the balance sheet date.

Observation: For most nonpublic entities, triggering events leading to goodwill 
impairment did not exist at December 31, 2019 because the pandemic 
commenced in 2020. Consequently, triggering events from the aftermath of the 
pandemic might exist when preparing financial statements for fiscal - or 
calendar-year 2020.
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Issues presented by Covid-19 – Goodwill Impairments

Example 2: Private Company Impairment Test:

• Company X is a private company that has elected to use the accounting 
alternative and amortize goodwill over 10 years.

• The carrying amount of goodwill on its June 30, 2020 balance sheet is 
$800,000. X has been directly impacted by the COVID-19 economic 
shutdown and identifies several triggering events;

– There has been a deterioration in general economic conditions.

– There has been a deterioration in the industry and environment in which X 
operates.

– X’s cash flows are negative and declining.

– X expects it future revenue or earnings to decline.
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Issues presented by Covid-19 – Goodwill Impairments

Example 2: Private Company Impairment Test (Continued):

Conclusion: 

• Because X has identified several triggering events, X should test goodwill for 
impairment even though it amortizes goodwill under the accounting 
alternative.

• In testing goodwill for impairment, X should use the same one-step test used 
for public companies testing goodwill.
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Issues presented by Covid-19 – Revenue

• ASC 606, Revenue from contracts with customers records revenue based on a five-step 
approach

1. Determine if a contract exists

2. Determine the performance obligations

3. Determine the transaction price

4. Allocate the transaction price to the performance obligations

5. Recognize revenue

• Incorporated into step one is the need to determine the collectability of the contract

– If the contract is not collectible, then there is no contract.

– Covid-19 may cause a previously collectible contract to be uncollectible.  This would 
result in need to derecognize revenue.
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Issues presented by Covid-19 – Going Concern

• ASC 205, Presentation of Financial Statements, conveys on management 
to evaluate and disclose whether there is substantial doubt about a 
company’s ability to continue as a going concern.  The Topic defines 
substantial doubt as:

Substantial doubt about an entity’s ability to continue as a going concern 
exists when conditions and events, considered in the aggregate, indicate 
that it is probable that the entity will be unable to meet its obligations as 
they become due within one year after the date that the financial 
statements are issued (or within one year after the date that the financial 
statements are available to be issued when applicable).
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Issues presented by Covid-19 – Going Concern

• ASC 205, Presentation of Financial Statements requires management to:

– Evaluate uncertainties about the entity’s going concern presumption at 
each annual and interim reporting period, and

– Include specific, relevant disclosures if certain conditions re met.
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Issues presented by Covid-19 – Going Concern

• Disclosures related to ASC 205 are as follows:
– Substantial doubt about the entity’s ability to continue as a going concern

– The principal condition and events giving rise to the substantial doubt

– Management’s evaluation of the significance of those conditions

– Any mitigating conditions and events, including management’s plans of mitigation

• If substantial doubt is mitigated, the entity must disclose the mitigation and
– The principal conditions that initially gave rise to the substantial doubt

– A description of the plans that alleviated the substantial doubt

• Financial statements do not use liquidation accounting
– Income statement closed (even if mid year)

– Balance Sheet restated to fair value
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Disclosure Example
Note 10: Going Concern

The Company has sustained operating losses in 2020 due to the covid-19, resulting in a net 
shareholder’s deficiency. The Company is also currently in default on certain of its loan 
agreements. These conditions lead management to believe that there is substantial doubt about 
the Company’s ability to continue as a going concern. Management is currently negotiating with 
its bank to restructure outstanding loans. In addition, the Company’s owners have agreed to 
defer any salary during 2020 and 2021 and to reclassify shareholder loans to the shareholders’ 
equity of the Company. Management believes these actions will allow the Company to continue 
operations for the foreseeable future, but there is no assurance that these actions will permit the 
Company to continue as a going concern in the long-term. The financial statements do not 
include any adjustments that might result if the Company cannot continue as a going concern.

66



Issues presented by Covid-19–Loan Modifications & Covenants

Companies with loans outstanding may have to address loan terms with their 
lenders to avoid being placed in default, in light of the unprecedented economic 
decline. Consider some of the more obvious short-term modifications that might 
be required:

• Companies may have to seek waivers of loan financial covenants such as 
debt/equity and coverage ratios

• Because of their shutdown of operations, companies might have to seek 
extensions of time for submitting audited (or reviewed) financial statements, 
as it could take longer for auditors and accountants to complete their 
engagements.
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Issues presented by Covid-19–Loan Modifications & Covenants

Companies with loans outstanding may have to address loan terms with their 
lenders to avoid being placed in default, in light of the unprecedented economic 
decline. Consider some of the more obvious short-term modifications that might 
be required (continued):

• In certain cases, companies that are experiencing cash flow challenges might 
seek a short-term modification of their loans.

• Companies should consider seeking short-term loan modifications to ensure 
they have the ability to meet financial obligations and continue as a going 
concern.
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Issues presented by Covid-19 – Troubled-Debt Refinancing

• Troubled-debt restructuring is when a creditor “for economic or legal 
reasons related to the debtor’s financial difficulties, grants a concession to 
the debtor that it would not otherwise consider”

• Troubled-debt restructuring involves
– Settlement of debt at less than it’s carrying value or

– Continuation of debt with a modification of terms

• Troubled-debt restructuring does not apply to
– Modifications of a debt obligation that reflect general economic conditions leading to a 

reduced interest rate

– The refunding of an old debt with new debt having an effective interest rate approximately 
equal to that of similar debt issued by nontroubled debtors
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Issues presented by Covid-19 – Troubled-Debt Refinancing

• Modification of Terms can be

– Reduction of stated interest rate.

– Extension of the maturity date of the face amount of the debt.

– Reduction of the face amount of the debt.

– Reduction or deferral of any accrued interests.

• In general

– The creditor will recognize a loss

– The debtor will

• Compute the effective-interest rate based on the new terms of the loan

• Compute a gain if the interest rate falls below zero.
• R

70



Issues presented by Covid-19 – Troubled-Debt Refinancing

Facts:

• Original Loan amount was $1,000,000 (6% interest)

• Loan is restructured with the following terms:

– $60,000 interest for two years

– $800,000 due in two years

• Market rate for a similar loan on date of refinance is 5%

Creditor accounting:

• PV of new loan at 5% is $837,188

• Loss on TDR is $162,812 (1,000,000 – 837,188)
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Issues presented by Covid-19 – Troubled-Debt Refinancing

Debtor Accounting:

• Reduce loan payable to $920,000

• Record gain of $80,000

Disclosure Example 1 (Debtor):
NOTE 11:  DEBT (in part):

During the period ended December 31, 2020, the Company was able to restructure its loan 
with Main Street Bank. Under the terms of the restructuring, Main Street has agreed to 
accept payments in the amount of $60,000 per year with a balloon payment of $800,000 in 
two years. As a result, the Company has recorded a restructuring gain of $80,000.

• R
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Issues presented by Covid-19 – Troubled-Debt Refinancing

Example 2 (new facts):

• Assume the loan is reduced to $900,000 instead of $800,000

• Computed effective interest rate of cash flow is now 1.026%
• R

Disclosure Example 2 (Debtor):
NOTE 11:  DEBT (in part):

During the period ended December 31, 2020, the Company was able to restructure its loan 
with Main Street Bank. Under the terms of the restructuring, Main Street has agreed to 
accept payments in the amount of $60,000 per year with a balloon payment of $900,000 in 
two years. The interest rates have been adjusted based on the new terms of the loan. No 
gain was recorded on the restructuring.
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Issues presented by Covid-19 – Subsequent Events

ASC 855, Subsequent Events

• The coronavirus has come to fruition in early 2020. Many companies were 
not impacted by its economic effects until after year-end 2019 but before they 
issued their 2019 financial statements in mid-2020.

• Companies should evaluate their disclosure of the economic impact of 
COVID-19 as a subsequent event after year end and before the financial 
statements are available to be issued (issued for SEC companies).

• Companies should also consider whether a subsequent event should be 
recorded on the balance sheet (Type 1) or disclosed only (Type 2).

• Because the events surrounding COVID-19 are fluid, it is likely that 
subsequent disclosures will be relevant well into 2021.
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Issues presented by Covid-19 – Subsequent Events

• There are two types of subsequent events:

– Type 1 subsequent events (recognized subsequent events): events or 
transactions that provide additional evidence about conditions that existed 
at the date of the balance sheet, including the estimates inherent in the 
process of preparing financial statements.

– Type 2 subsequent events (non-recognized subsequent events): consists 
of events that provide evidence about conditions that did not exist at the 
date of the balance sheet but arose after that date.
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Issues presented by Covid-19 – Subsequent Events

• All entities shall evaluate subsequent events through the date that the 
financial statements are available to be issued (if a non-public entity) 
and issued (if an SEC filer or conduit bond obligor).

– Available to be issued: Financial statements are considered available to 
be issued when they are:

• Complete in a form and format that complies with GAAP, and

• All approvals necessary for issuance have been obtained, such as those from 
management, the board of directors, and/or significant shareholders.

– Issued: Financial statements are considered issued when they are widely 
distributed to shareholders and other financial statement users for general 
use and reliance in a form and format that complies with GAAP.
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Issues presented by Covid-19 – Subsequent Events

• For Type 1 subsequent events, an entity shall recognize in the financial 
statements the effects of all subsequent events that provide additional 
evidence about conditions that existed at the date of the balance sheet, 
including the estimates inherent in the process of preparing financial 
statements.

• For Type 2 subsequent events, an entity shall not recognize subsequent 
events that provide evidence about conditions that did not exist at the date of 
the balance sheet but arose after the balance sheet date but before financial 
statements are available to be issued.
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Issues presented by Covid-19 – Subsequent Events

• Examples of non-recognized subsequent events (Type 2) include (1 of 2):

– Sale of a bond or capital stock issued after the balance sheet date, but 
before financial statements are issued or are available to be issued

– A business combination that occurs after the balance sheet date, but 
before financial statements are issued or are available to be issued

– Settlement of litigation when the event giving rise to the claim took place 
after the balance sheet date, but before financial statements are issued or 
are available to be issued

– Loss of plant or inventories as a result of fire or natural disaster that 
occurred after the balance sheet date, but before financial statements are 
issued or are available to be issued
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Issues presented by Covid-19 – Subsequent Events

(Continued)
• Examples of non-recognized subsequent events (Type 2) include (2 of 2):

– Losses on receivables resulting from conditions (such as a customer’s 
major casualty) arising after the balance sheet date, but before financial 
statements are issued or are available to be issued

– Changes in the fair value of assets or liabilities (financial or nonfinancial) 
or foreign exchange rates after the balance sheet date, but before 
financial statements are issued or are available to be issued.

– Entering into significant commitments or contingent liabilities, for example, 
by issuing significant guarantees after the balance sheet date, but before 
financial statements are issued or are available to be issued.
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Issues presented by Covid-19 – Subsequent Events

Disclosures:

• An entity that is not an SEC filer shall disclose the following:
– The date through which subsequent events have been evaluated by 

management.

– Whether that date is the date the financial statements were issued or the date 
the financial statements were available to be issued.

• For those non-recognized subsequent events (Type 2) that are of such a 
nature that they must be disclosed to keep the financial statements from 
being misleading, an entity shall disclose the following:
– The nature of the event

– An estimate of its financial effect, or a statement that such an estimate cannot be 
made.
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Issues presented by Covid-19 – Subsequent Events

Example 1A: Business is Shut Down under State Mandate- More 
Expansive Disclosure

NOTE X: Subsequent Event

The Company has evaluated subsequent events through April 23, 2020, which is the date 
through which the financial statements were available to be issued.

In response to an order by the Governor of New Jersey related to the coronavirus (COVID-
19), in March 2020, the Company closed its business on a short-term basis. The Company 
does not know the overall effect on its operations from closing its business.
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Example 1B: Business is a Chain of Liquor Stores and is Considered 
“Essential” It is Not Shut Down under State Mandate- Basic Disclosure

NOTE X: Subsequent Event

The Company has evaluated subsequent events through April 23, 2020, which is the date 
through which the financial statements were available to be issued. 

In response to an order by the Governor of New Jersey related to the coronavirus (COVID-
19) pandemic, in March 2020, most local businesses were required to close operations 
indefinitely. The Company’s liquor stores, were classified as an essential business and were 
permitted to remain open.

The Company does not know the overall effect on its operations from the COVID-19 
pandemic.
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Issues presented by Covid-19 – Risks and Uncertainties

Disclosure of Risks and Uncertainties

• The impact of the coronavirus has uncovered the fact that many U.S. 
companies have a “current vulnerability due to certain concentrations” that 
has not been disclosure previously.
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Disclosure of Risks and Uncertainties

• Examples of such concentrations include:
– A large percentage of materials, supplies and products have been purchased

from China and other countries that have closed down their manufacturing 
operations, resulting in supply-chain shortages in the United States.

– Companies have significant revenue and operations concentrations within certain 
countries that have significant exposure to coronavirus.

– Companies have industry specific risks such as concentrations in the restaurant 
and hospitality business.

• In such circumstances, an entity may have a current vulnerability due to 
a concentration. 
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Issues presented by Covid-19 – Risks and Uncertainties

Disclosure of Risks and Uncertainties (continued):

• These concentrations create risk to companies, which may require a 
concentration of risk disclosure in accordance with ASC 275, Risks and 
Uncertainties.

• ASC 275 requires an entity to disclose concentrations if, based on 
information known to management before the financial statements are issued 
or are available to be issued (for nonpublic entities), all of the following 
criteria are met:
– The concentration exists at the date of the financial statements.

– The concentration makes the entity vulnerable to the risk of a near-term severe impact, 
and

– It is at least reasonably possible that the events that could cause the severe impact, will 
occur in the near term.
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Issues presented by Covid-19 – Risks and Uncertainties

• ASC 275 defines near term, severe impact, and reasonably possible, as the 
following:

– Near term: is defined as a period of time not to exceed one year from the 
date of the financial statements.

– Severe impact: is defined as a significant financially disruptive effect on 
the normal functioning of an entity. Severe impact is a higher threshold 
than material. Matters that are important enough to influence a user's 
decisions are deemed to be material, yet they may not be so significant as 
to disrupt the normal functioning of the entity.

– Reasonably possible: is defined as the change of a future event or 
events occurring is more than remote but less than likely (probable).
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Issues presented by Covid-19 – Risks and Uncertainties

• A concentration of a risk might require disclosure if it is reasonably possible 
that the concentration (such as a supply-chain concentration) could result in 
a severe impact on the company within one year from the balance sheet 
date. Any risk outside one year does not require disclosure although 
companies may choose to include such disclosures.
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Required disclosures:

• If there is a concentration that exists at the date of the financial statements 
that makes the entity vulnerable to the risk of a near-term severe impact, and 
it is at least reasonably possible that the events that could cause the severe 
impact, will occur in the near term, ASC 275 requires the following disclosure:

– Information that is adequate to inform users of the general nature of the 
risk associated with the concentration.
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Issues presented by Covid-19 – Risks and Uncertainties

Isn’t a disclosure of the risks associated with COVID-19 exempt under the 
acts of God provision in ASC 275?

• No. ASC 275 provides that concentrations related to the possible effects of 
acts of God, war or sudden catastrophes are not subject to the ASC 275 
disclosure. 

• However, the overall impact of the coronavirus on the economy is not an act 
of God and not exempt from the disclosure. The economic effects of the 
supply-chain and customer concentrations are separate from the virus, itself, 
and are based on decisions made by companies to assume the risk of 
concentrations for economic reasons.
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Isn’t a disclosure of the risks associated with COVID-19 exempt under the 
acts of God provision in ASC 275? (continued)

• Accountant and auditors should be aware of concentrations of risk that have 
exists in businesses, and that have been exacerbated by the COVID-19 
pandemic, such as:

– Concentration of customers

– Concentration of supply of materials and product from foreign countries, 
and

– Concentration of business operations in a particular geographic area or 
industry, such as restaurants and hotels, or foreign operations.
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Issues presented by Covid-19 – Risks and Uncertainties

Example 2: U.S. Supplier with a Concentration of Supply Purchased from 
China Concentration of Risk Disclosure

NOTE X: Certain Concentrations

The Company purchases approximately 60% of its products from distributors located in 
China and other parts of Asia. In early 2020, suppliers located in China shut down 
operations as a result of the coronavirus (COVID-19) outbreak. On January 31, 2020, the 
U.S. Health and Human Services Secretary declared the COVID-19 outbreak a public health 
emergency in the United States. As a result, the Company was able to fulfill sales orders by 
liquidating approximately a 45-day supply of inventory on hand, after which it closed its 
distribution business on March 31, 2020. The concentration of supply from China, coupled 
with the local impact of the COVID-19 outbreak, means it is reasonably possible that these 
concentrations could result in a severe impact on the business in the near term. The 
Company does not know the overall effect on its operations from closing its business.
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Example 3: A U.S. Restaurant Group is Shut Down Concentration of Risk Disclosure
NOTE X: Certain Concentrations

In early 2020, the Company was directly impacted by the coronavirus outbreak (COVID-19). On 
January 31, 2020, the U.S. Health and Human Services Secretary declared a public health  
emergency for the United States. In March 2020, the Governor of New Jersey announced that all 
nonessential businesses (including restaurants) were required to close down operations indefinitely, 
with the exception of take-out and delivery services which remain open. 

In response to the Governor’s order, the Company closed all 10 of its restaurants from on-premises 
dining service with limited take-out and delivery operations remaining open. In taking this action, the 
Company was required to lay off approximately 90% of its employees on a short-term basis and 
remains obligated to pay certain sick pay and workers’ compensation costs associated with those 
employees. 

If the restaurants remain closed for an extended time period, it is reasonably possible such closings 
could have a severe impact on the Company’s operations in the near term. 

The Company does not know the overall effect on its operations from closing its businesses.
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Issues presented by Covid-19 – Risks and Uncertainties

Example 3A: A U.S. Restaurant Group is Shut Down Combined Subsequent Events and 
Concentrations Disclosure

NOTE X: Subsequent Events and Certain Concentrations The Company has evaluated subsequent events 
through April 23, 2020, which is the date through which the financial statements were available to be 
issued. 

In early 2020, the Company was directly impacted by the coronavirus outbreak (COVID-19). On January 31, 2020, 
the U.S. Health and Human Services Secretary declared a public health emergency for the United States. In March 
2020, the Governor of New Jersey announced that all nonessential businesses (including restaurants) were 
required to close down operations indefinitely, with the exception of take-out and delivery services which remain 
open. 

In response to the Governor’s order, the Company closed all 10 of its restaurants from on premises dining service 
with limited take-out and delivery operations remaining open. In taking this action, the Company was required to 
layoff approximately 90% of its employees on a short-term basis and remains obligated to pay certain sick pay and 
workers’ compensation costs associated with those employees. 

If the restaurants remain closed for an extended time period, it is reasonably possible such closings could have a 
severe impact on the Company’s operations in the near term. The Company does not know the overall effect on its 
operations from closing its businesses. 

The Company does not know the overall effect on its operations from closing its businesses.
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Example 3B: A U.S. Restaurant Group is Shut Down Combined Subsequent Events and 
Concentrations Disclosure Abbreviated Disclosure

NOTE X: Subsequent Events and Certain Concentrations

The Company has evaluated subsequent events through April 23, 2020, which is the date 
through which the financial statements were available to be issued. 

In response to an order by the Governor of New Jersey related to the coronavirus (COVID-
19), in March 2020, the Company closed all 10 of its restaurants from on-premises dining 
service with limited take-out and delivery operations remaining open. 

If the restaurants remain closed for an extended time period, it is reasonably possible such 
closings could have a severe impact on the Company’s operations in the near term. 

The Company does not know the overall effect on its operations from closing its businesses.
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Issues presented by Covid-19 – Business Interruption Insurance

Business Interruption Insurance Recovery and Presentation

• One of the most significate legal issues related to COVID-19 is whether 
companies can recover claims they make under their business interruption 
insurance coverage. Most insurance companies are taking the position that 
the effects of the coronavirus are excluded from the standard business 
interruption insurance policy coverage. Businesses, on the other hand, allege 
that the economic impact of the coronavirus is covered under the force 
majeure (act of God) provision of their policies.

• Companies should read their insurance policies to ascertain whether there 
might be a valid insurance claim that can be made for recovery of lost 
business. If so, such a claim cannot be recorded as a receivable until it is 
realized as it is a gain contingency. In such cases, a disclosure is warranted.
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• Following are the GAAP rules related to accounting for business interruption 
insurance recoveries.
– Any insurance recoveries of losses and costs incurred should be classified in a manner 

consistent with the related losses within the income from continuing operations. 

Note: However, FASB ASC 225-30, Income Statement-Business Interruption 
Insurance, also states that entities may choose how to classify such recoveries in the 
statement of operations, provided that classification does not conflict with existing 
GAAP requirements.

– A receivable relating to the insurance recovery should be recognized only when
realization of the claim for recovery of the loss recognized in the financial 
statements is deemed probable.

– A gain should not be recognized on the income statement until any contingencies relating 
to the insurance claim have been resolved.
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Issues presented by Covid-19 – Business Interruption Insurance

Example 1: X owns and operates a retail store in downtown New York City and maintains 
insurance to cover business interruption losses. Under the policy, the Company receives 
compensation for lost profits in the event of a business interruption from damage to property.

In March 2020, X is required to shut down operations due to a state order pertaining to the 
COVID-19 pandemic. The company is able to prove that the coronavirus contaminated the 
property’s HVAC and other systems, which is damage to “property.” 

As of September 30, 2020, X has filed a claim with its insurer to recover its estimated lost profit 
through September 30, 2020. X has not previously filed a claim under its insurance policy and is 
uncertain of the final settlement amount. X believes there could be a dispute regarding the 
amount of coverage under the policy. The parties have not agreed on a settlement as of the 
date that X issues its financial statements for the period ended September 30, 2020.

Conclusion: X should not recognize a receivable and income related to the insurance claim. 
The reason is because contingencies related to the recovery remain unresolved. X should 
recognize the receivable and income when those contingencies are resolved by settlement of 
the claim with the insurance company.
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• Three particular GAAP issues relate to the new NOL rules starting in 2020:

– A company must record a refund receivable for a tax refund created due 
to a five-year carryback of 2018, 2019 or 2020 NOL.

– For any unused NOL carried over (after the five-year carryback), a 
deferred income tax asset must be computed using the new 21% 
corporate tax rate.

– A valuation account must be recognized against a deferred income tax 
asset, if based on the weight of available evidence, it is more likely than 
not (more than 50% probability) that some portion or all of the deferred tax 
asset will not be realized during the indefinite carryover period.
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Issues presented by Covid-19 – CARES Act

• ASC 740, Income Taxes, requires a company to record a deferred income 
tax asset for the tax benefit of a net operating loss carryforward. The asset 
represents the tax benefit that will be received when the company ultimately 
uses that NOL in future years. In order to actually use the NOL, the company 
must have future income to absorb that NOL.

• Deferred taxes are calculated with a three-step approach
– Record current payable and receivable based on the tax return(s) filed.

– Compute ending deferred taxes and adjust the balance sheet balances
• Exclude permanent differences

• Schedule temporary difference reversals

• Calculate tax on temporary differences based on enacted rates

• Determine if a valuation account is needed

– Record tax expense to balance the journal entry (plug amount)
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Example 1: 

• Company X generates a federal income tax loss in 2019 in the amount of 
$500,000.

• X carries back $200,000 of the $500,000 to years 2014-2016 and obtains a 
refund from the IRS. The tax rate paid in 2014-2016 was 35%.

• The remaining $300,000 NOL is carried forward to future years (2020 and 
beyond) indefinitely.
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Issues presented by Covid-19 – CARES Act

Example 1: 

Conclusion: The entries in 2019 are as follows:

Entry in 2019: debit credit

IRS refund receivable (1) 70,000

Income tax expense- current federal 70,000

Deferred income tax asset (2) 63,000

Income tax expense- deferred federal 63,000

(1): NOL carryback: $200,000 x 35% = $70,000.

(2): Unused NOL carryforward: $300,000 x 21% = $63,000.
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• The initial proceeds received under the PPP loan program is recorded as a 
long-term debt until it is forgiven:

– The terms of the remainder loan are as follows:

• 2-year term, (post 6/5/20 loans modified to 5 years)

• 1% interest per annum

• Deferral of payments of principal and interest for the first six months

• Interest accrues for the first six months even though payments are not 
made

• No prepayment penalty, and

• No personal guarantee or collateral.
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Issues presented by Covid-19 – PPP Loans

• The forgiveness of the loan, if approved, is recorded as other income on 
the income statement and presented separately as gain on extinguishment of 
debt under income from continuing operations
– The forgiveness of the loan, if material, should be treated under ASC 225-20, 

Income Statement- Extraordinary and Unusual Items as follows:

• A material event or transaction that is considered to be of an unusual nature or of a 
type that indicates infrequency of occurrence or both, and

• Reported as a separate component of income from continuing operations.

– Each forgiveness shall be presented as a separate component of income from continuing 
operations or, alternatively, disclosed in notes to financial statements.

• The forgiveness of loan income is a permanent difference which is not 
subject to the tax provision.
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Financial Statement Presentation Summary:

• Statement of Cash Flows

– Inflow from financing activity

• Interest is not imputed at a market rate

• Balance Sheet will continue to record the liability until

– Loan is partly or wholly forgiven, and debtor is legally released or

– The loan is paid off. 

• Forgiveness is recorded on the income statement as a gain on extinguishment of the loan
– Separate line item

– Other income

– .
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Issues presented by Covid-19 – PPP Loans

Example:

• Company X borrows $700,000 under the CARES Act PPP program and 
receives the loan on May 1, 2020.

• On October 31, 2020, X receives paperwork from the SBA confirming that 
$500,000 of the $700,000 is forgiven.

– The remainder $200,000 is still owed with a two (or five)-year term and 
1% interest per annum.

– Payments are deferred for the first months May 1 to October 31, 2020.

– Interest accrues at 1% during the 6-month deferral period.

• The forgiveness of income is treated as satisfying both the unusual nature 
and infrequency of occurrence criteria.
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Example:

Conclusion:

• Because the sale satisfies both the unusual nature and infrequency of 
occurrence criteria, any gain or loss should be reported as a separate 
component of income from continuing operations.
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Issues presented by Covid-19 – PPP Loans

Disclosure Example Potbelly Corporation Form 8-K:

On April 10, 2020, Potbelly Sandwich Works, LLC (the “Borrower”), an indirect subsidiary of 
Potbelly Corporation (the “Company”), was granted a loan (the “Loan”) from JPMorgan 
Chase Bank, N.A. in the aggregate amount of $10,000,000, pursuant to the Paycheck 
Protection Program (the “PPP”) under Division A, Title I of the CARES Act, which was 
enacted March 27, 2020.

The Loan, which was in the form of a Note dated April 6, 2020 issued by the Borrower, 
matures on April 6, 2022 and bears interest at a rate of 0.98% per annum, payable monthly 
commencing on November 6, 2020. The Note may be prepaid by the Borrower at any time 
prior to maturity with no prepayment penalties. Funds from the Loan may only be used for 
payroll costs, costs used to continue group health care benefits, mortgage payments, rent, 
utilities, and interest on other debt obligations incurred before February 15, 2020. The 
Company intends to use the entire Loan amount for qualifying expenses. Under the terms of 
the PPP, certain amounts of the Loan may be forgiven if they are used for qualifying 
expenses as described in the CARES Act
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Issues presented by Covid-19 – PPP Loans

Disclosure Example Blonder Tongue Laboratories, Inc. Form 10-K: 
On April 10, 2020, the Company received loan proceeds in the amount of approximately $1,769,000 
under the Paycheck Protection Program (“PPP”). The PPP, established as part of the Coronavirus 
Aid, Relief and Economic Security Act (“CARES Act”), provides for loans to qualifying businesses for 
amounts up to 2.5 times of the average monthly payroll expenses of the qualifying business. The loans 
and accrued interest are forgivable after eight weeks as long as the borrower uses the loan proceeds 
for eligible purposes, including payroll, benefits, rent and utilities, and maintains its payroll levels. The 
amount of loan forgiveness will be reduced if the borrower terminates employees or reduces salaries 
during the eight-week period.

The unforgiven portion of the PPP loan is payable over two years at an interest rate of 1%, with a 
deferral of payments for the first six months. The Company intends to use the proceeds for purposes 
consistent with the PPP. While the Company currently believes that its use of the loan proceeds will 
meet the conditions for forgiveness of the loan, we cannot assure you that we will not take actions that 
could cause the Company to be ineligible for forgiveness of the loan, in whole or in part.
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Issues presented by Covid-19 – PPP Loans

Disclosure Example Marrone Bio Innovations – 10-Q filed 11/9/20 
Paycheck Protection Program 

In April 2020, the Company entered into an unsecured note (the “Note”) in the amount of $1,723,000under the 
PPP. The Company has accounted for the transaction when it is considered that there is reasonable assurance that 
the grant amounts will be received and all necessary qualifying conditions, as stated in the loan agreement, are 
met, consistent with International Accounting Standards (“IAS”) 20, Accounting for Government Grants. In 
November 2020, the Company received correspondence from the lender of the PPP that the Company’s PPP loan 
amount had been forgiven. 

For the nine months ended September 30, 2020, the Company recognized as reduction to the expense categories 
specified under the PPP $702,000 and $695,000, respectively, in Research, development and patents and Selling, 
general and administrative in the condensed consolidated statement of operations. No amounts were recognized 
as reduction to Research, development and patents and Selling, general and administrative in the condensed 
consolidated statement of operations for the three months ended September 30, 2020. The remaining amount of 
total PPP funds received of $326,000 was allocated to the related PPP-specified expenses associated with the 
Company’s manufacturing operations and was been capitalized into Inventories, net on the condensed 
consolidated balance sheet. For the three and nine months ended September 30, 2020 a total of $109,000was 
amortized from Inventories, net, offsetting cost of product revenues in the consolidated statement of operations 
based on the Company’s normal recognition policy for similar items. A total of $217,000 will be recognized in future 
periods into cost of product revenues in the condensed consolidated statement of operations. 
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Issues presented by Covid-19 – PPP Loans

Disclosure Example One Group Hospitality – 10-Q filed 11/5/20 – Reference to TQA 3200.18 –
accounted for as Debt 

Recent Accounting Pronouncements 

In June 2020, the American Institute of Certified Public Accountants in conjunction with the Financial Accounting 
Standards Board (“FASB”) developed Technical Question and Answer (“TQA”) 3200.18, “Borrower Accounting for 
a Forgivable Loan Received Under the Small Business Administration Paycheck Protection Program”, which is 
intended to provide clarification on how to account for loans received from the Paycheck Protection Program 
(“PPP”). TQA 3200.18 states that an entity may account for PPP loans under ASC 470, “Debt” or, if the entity is 
expected to meet PPP eligibility criteria and the PPP loan is expected to be forgiven, the entity may account for the 
loans under IAS 20, “Accounting for Government Grants and Disclosure of Government Assistance”. Although the 
Company anticipates forgiveness of the entire amount of the CARES Act Loans, no assurances can be provided that 
the Company will obtain forgiveness of the CARES Act Loans in whole or in part. Therefore, the Company has 
elected to account for PPP loan proceeds under ASC 470 as allowed by TQA 3200.18 
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Issues presented by Covid-19 – PPP Loans

• AICPA Q&A Section 3200 – Long-Term Debt

– Inquiry: How should a nongovernmental entity account for a forgivable 
loan received under the SBA PPP?

– Reply

• Legal form is debt

• In substance it is a government grant

• SEC will not object to the treatment of a PPP Loan under ASC 470, 
Debt by analogy to IAS 20, Accounting for Government Grants and 
Disclosure of Government Assistance, provided certain conditions are 
met

• References ASC 835-30, 470-50-15-4, 405-20
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Issues presented by Covid-19 – PPP Loans

• Governmental Assistance

– Determining whether government assistance relates to income taxes

– Determining whether government assistance represents revenue from a 
customer

– Determining whether government assistance represents a contribution

– Accounting for a government grant

• Recognition and measurement overview

• Recognition of gains related to assets

• Disclosure
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Issues presented by Covid-19 – Social Security Moratorium

• Per executor order, some employers elected to discontinue the withholding 
of Social Security taxes (6.2%) on wages through December 31, 2020

• Amounts are repaid with an additional 6.2% (total 12.4%) withholding starting 
on January 1, 2021

• It is the employer’s responsibility to collect the tax from the employee and 
remit it to the IRS.

• If the employee is no longer employed after December 31st, the employer is 
liable

• This contingent liability must be evaluated for possible disclosure or 
recognition.
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Issues presented by Covid-19 – Other Issues

• AICPA Guides – Center for Plain English Accounting (1 of 2):
– Consequences of COVID-19 Illustrative Public Company Disclosures (3/31/20)

– Consequences of COVID-19 Potential Auditing Challenges (4/1/20)

• Performing physical inventory observations

• Accessing client records

• Understanding and testing internal control

• Confirming accounts

• Forecasting related to going concern

• Performing subsequent event procedures

• Obtaining management representations

• Audit planning

• Fraud brainstorming and interviews
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Issues presented by Covid-19 – Other Issues

• AICPA Guides – Center for Plain English Accounting (2 of 2)

– Accounting in the Fog of War, Treatment of PPP Loans (5/13/20)

– Pandemic Lease Concessions, Treatment Options Under FASB ASC 840 
(6/8/20)

– NFP Accounting for COVID-Related Funding + Other Financial Reporting 
Considerations (7/22/20)

– PPP Loan Accounting Developments Timing and Manner of Derecognition 
in Focus (7/22/20) 

– COVID-19 Related Illustrative Disclosures (8/19/20)
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Issues presented by Covid-19 – Other Issues

• Exit or disposal activities

– ASC 420, Exit or Disposal Cost Obligations.

– Sale or termination of business

– Closure of business in a region or relocation from one region to another

– Changes in management structure

– Reorganization with a material effect on the nature and focus of a 
company’s operations

– Costs

• Employee termination benefits under a one-time termination plan

• Contract termination costs

• Costs to consolidate or close a facility and relocate employees
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Issues presented by Covid-19 – Remote Engagements

• There are new challenges when working with clients remotely

– Tax preparation

– Compilations

– Reviews

– Attestation engagements

– Audits

• Considerations

– Communication

– Planning

– Technical needs

– Document review
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Issues presented by Covid-19 – Remote Engagements

• Communication

– Additional questions may be needed.

– Things that used to be done in person now have to be done remotely

– Explaining things have new challenges.

– It is important to schedule needs.  It is now more difficult to just go to a 
filing cabinet and find a document.  The client has to be more involved.
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Issues presented by Covid-19 – Remote Engagements

• Video Conferences

– Choose video over audio-only when you can.

– Help clients learn the platform

– Do a test-drive

– Do a video introduction

– Stay on topic

– Don’t overlook security

– Turn on cameras for team meetings

– Embrace flexible schedules

– Be prepared for permanent change
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Issues presented by Covid-19 – Remote Engagements

• Client Interviews

– Not much different that in-person interviews

– Questions and follow-up questions should be carefully planned

– At least a portion should be live.

• More conversational

• More visual

• Observations

– A big challenge

– Client walk through with cameras

• Best for continuing clients

• Use of phones, go-pros, or drones 
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Issues presented by Covid-19 – Remote Engagements

• Third-party software

– Avatour.co

– Thompson Reuters Cloud Solution

– Intertek Remote Audit Program

• Features to look for:

– Video chat

– Screen sharing

– Recording

– Tour guide
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Issues presented by Covid-19 – Remote Engagements

• Accessories

– Selfie stick

– Tripod

– External microphones

– Portable batteries

– Additional lighting
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Issues presented by Covid-19 – Remote Engagements

• Planning (1 of 2)

– Deadlines are important

– Since CPA is not on site, there is a need to better plan responsibilities

– Set client expectations and protocols early

– Decide how information will be exchanged

• Dropbox/Google Drive/One Drive

• Portals

• Encrypted email

• Pick ups and drop offs – are signatures required?
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Issues presented by Covid-19 – Remote Engagements

• Planning (2 of 2)

– Per above, since the client will be more involved in document gathering, 
the timeline for this must be coordinated

– Will any of the audit need to be in person?

• Inventory counts

• Document signing

• ISO 9001, Auditing Practice Group Guidance on Remote Audits
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Issues presented by Covid-19 – Remote Engagements

• Technical Needs

– Preserve electronic communications with clients

– VPN

– Proper software
• Video sharing (Teams, Zoom, Skype, Hangouts, Facetime, Citrix Slack)

• Portals

• Cyber security

– Proper hardware
• Headphones/microphone

• Multiple monitors

• Video camera

• Stable Internet Connection
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Issues presented by Covid-19 – Remote Engagements

• Technical Considerations

– Consider any scope limitations

• Evaluation of design and implementation of internal controls

• Inventory observations

• Responses from confirmations

– Electronic confirmations are permissible

– Make sure there is a trail

– Consider acceptability of electronic signatures
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Issues presented by Covid-19 – Remote Engagements

• Document Review

– Everything takes longer.

– Anticipate a “second ask” when first set of documents needs a follow up.

– Determining scanned vs hard copy

– Determine how client review will be done

• Video conference

• Screen sharing

• In-person

• Email
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Issues presented by Covid-19 – Remote Engagements

• Professional skepticism

– Skepticism in context

• The role of bias

• Automation bias

• Availability bias

• Confirmation bias

• Overconfidence bias

• Anchoring bias

• SAS 142
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Issues presented by Covid-19 – Remote Engagements

• Changes that need to be made (1 of 2)

– People

• Keeping Connectedness

• Face to Face Communication

• Acts of Community

– Client Experience

• Identifying the new way to work

• Implementing technology to facilitate work

• Having a human touch
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Issues presented by Covid-19 – Remote Engagements

• Changes that need to be made (2 of 2)

– Process Experience

• Working remotely will change your processes

• Document new processes.

• Use as a time of change and experimentation

– Firm Experience

• Ensuring your business can still operate

• How are you getting your cash flow?

• Executing your vision
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Questions?????
Put in the chat box or email 

cpe@aceseminars.com
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