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ACCOUNTING AND FINANCIAL REPORTING FOR
COVID-19 AND THE CARES ACT PART 1
The purpose of this course is to review the accounting and financial reporting impacts of the economic
crisis created by the coronavirus (COVID-19), and the changes made by the 2020 CARES Act. Topics
include: disclosures of subsequent events and risks and uncertainties; asset impairments and long-lived
assets; write-downs and discourses of stock market investments and other accounting and auditing
issues related to the coronavirus.

LEARNING ASSIGNMENTS AND OBJECTIVES
As a result of studying each assignment, you should be able to meet the objectives listed below each
individual assignment.

SUBJECTS
Introduction
Accounting and Auditing Issues Related to the Coronavirus (COVID-19)
Subsequent Events: ASC 855, Subsequent Events
Disclosure of Risks and Uncertainties
Asset Impairments- Long-Lived Assets
Writedowns and Disclosures of Stock Market Investments
Study the course materials from pages 1 to 48
Complete the review questions at the end of each chapter
Answer the exam questions 1 to 10
Objectives:
•
•
•
•
•
•

To Identify types of subsequent events that require disclosure
To recognize some types of concentrations that might require disclosure under the risk
and uncertainty rules
To identify the definition of near-term
To recall the frequency in which an entity should test goodwill for impairment
To recognize the formula for testing goodwill impairment
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NOTICE
This course is sold with the understanding that the publisher is not engaged in rendering legal, accounting, or other
professional advice and assumes no liability whatsoever in connection with its use. Since laws are constantly changing,
and are subject to differing interpretations, we urge you to do additional research and consult appropriate experts before
relying on the information contained in this course to render professional advice.
This course and test have been adapted from supplemental materials and information contained in the materials entitled
Accounting and Financial Reporting for COVID-19 and the CARES Act © 2020 Fustolo Publishing LLC. Displayed by
permission of the author. All rights reserved.

© Pacific CPE, LP 2020
Program publication date 4/24/2020
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EXAM OUTLINE
• TEST FORMAT: The final exam for this course consists of 10 multiple-choice questions
and is based specifically on the information covered in the course materials.
• ACCESS FINAL EXAM: Log in to your account and click Take Exam. A copy of the final
exam is provided at the end of these course materials for your convenience, however you
must submit your answers online to receive credit for the course.
• LICENSE RENEWAL INFORMATION: This course qualifies for 2 CPE hours.
• PROCESSING: You will receive the score for your final exam immediately after it is
submitted. A score of 70% or better is required to pass.
• CERTIFICATE OF COMPLETION: Will be available in your account to view online or
print. If you do not pass an exam, it can be retaken free of charge.
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ACCOUNTING AND FINANCIAL REPORTING FOR
COVID-19 AND THE CARES ACT PART 1
Assignment 1 Objectives
After completing this assignment, you should be able to:
• Identify types of subsequent events that require disclosure.
• Recognize some types of concentrations that might require disclosure under the risk and uncertainty
rules.
• Identify the definition of near-term.

I. INTRODUCTION
Status of the U.S. economy in 2020- COVID-19 and the CARES Act
A strong U.S. economy that existed in early 2020 has been shattered by a silent enemy called the
coronavirus (COVID-19). Few saw this pandemic coming and there is little experience in recent years as
to how to combat it. The result is a surreal economic climate in which businesses have shut down for an
unknown period of time. Even after the virus is contained, U.S. businesses, large and small, must deal
with the aftermath of the virus and the wake that it has left. It will take time to recover.
On March 27, 2020, President Trump signed the $2 trillion Coronavirus Aid, Relief, and Economic
Security Act (the CARES Act). The purpose of the CARES Act is to mitigate the effects of the COVID-19
pandemic on the U.S. economy.
The CARES Act has as its nucleus the $350 billion Paycheck Protection Program (PPP), which provides
forgivable loans to U.S. businesses. It also modifies several tax provisions previously made by the Tax
Cuts and Jobs Act (TCJA), including liberalizing the net operating loss (NOL) carryback and interest
deductibility provisions.
Although the CARES Act and additional fiscal and monetary stimulus result in trillions of dollars being
pumped into the U.S. economy, what is unknown is when the U.S. economy rebounds to its pre-virus
status.
Regardless of the timing of U.S. economy’s recovery, management and their accountants and auditors,
must consider the impact of the coronavirus (COVID-19) on the financial health of their clients and how
to properly capture the impact of the pandemic on company financial statements and disclosures.
Management and their accountants and auditors should consider the following trends related to the
impact from the coronavirus.
1.

An otherwise strong real estate market may decline due to higher vacancies and loan
defaults.
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a)

Residential tenants may be unable to pay rents due to their unemployment.
Some states are permitting residential tenants not to pay rent for several
months while preventing landlords from evicting them.

b)

Commercial vacancies are increasing as small businesses close their
businesses through local mandates.

c)

Even though interest rates are low, residential and commercial vacancies are
not sustainable in the long-term, which is likely to result in an increase in
loan defaults and a suppression in real estate prices within an otherwise low
capitalization rate market.

2.

Real GDP, which was expected to grow at a 2.5% to 3% pace is now anticipated to be
negative for several quarters, not recovering until the end of 2020 and early 2021.

3.

The Federal Reserve has reduced short-term interest rates to near zero, the lowest
level in years, in an attempt to use monetary policy to thwart the economic effects of the
shutdown. The good news is that inflation is low so that any quantitative easing (printing
of money) by the Federal Reserve is not likely to have a significant impact on inflation in
the short term.

4.

Americans are still carrying record-high levels of personal debt. This fact, coupled with
higher unemployment, is likely to result in higher loan default rates.

5.

In early 2020, prior to the COVID-19 effects, the unemployment rate was at a record low
of about 3.5%. Now, events have changed:
a)

The coronavirus is expected to have a significant negative effect on
unemployment in the short term as every sector of the economy shuts down.
There have already been record unemployment claims filed as early as April
2020, which is likely to continue until companies can get back to normal
operations and support their pre-virus employment levels.

6.

The U.S. stock market has been dramatically impacted by the coronavirus. The Dow
Jones average peaked at close to 30,000, followed by a dramatic decline to 19,000 in
March 2020, and a slight rebound to about 23,000 in April 2020. Most of the decline in
the stock market is due to the uncertainty of business closures during the coronavirus
pandemic period. The good news is that the fundamentals that lead to the 30,000 point
stock market are likely to exist once the virus is contained and businesses resume
operations again.

7.

In March 2020, the President signed the Coronavirus Aid, Relief, and Economic Security
Act (CARES Act) which provides $2 trillion in economic relief in the form of loans, cash
and guarantees to certain key industries, as well as money distributed to consumers. The
CARES Act is a significant commitment by the U.S. Government to combat the negative
economic effects of the coronavirus. Of course, the long-term effects of increasing the
national debt from $23 trillion to about $25 trillion could be significant in the form of longterm inflation and a larger budget deficit by funding the interest on the additional debt.
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Management, and their accountants and auditors, must evaluate each of these issues in the context of
how they affect their companies and clients. Businesses that were financially strong prior to the economy
crisis, can quickly find themselves in a financial tailspin, with cash flow challenges and risk of their
ability to continue as a going concern. Although forgivable loans received under the Paycheck Protection
Program (PPP) of the SBA certainly help companies with cash flow requirements for a few months, they
cannot sustain companies indefinitely.

II. ACCOUNTING AND AUDITING ISSUES RELATED TO THE
CORONAVIRUS (COVID-19)
Companies have no idea what the long-term effects of the coronavirus (COVID-19) will be on U.S.
businesses. It could be a short-term, 90-day impact, or it could have far-reaching effects that are chronic
and that change certain industries forever. What was initially a “China problem” is now a global one.
What started out as a virus affecting large U.S. companies with concentrations of supplies coming from
China and Asia, has now filtered down to the smallest U.S. businesses. The largest employment sector
in the United States is restaurant and hospitality businesses which employ 31 million.1 When these
businesses close down, thousands of American workers are impacted and are unemployed.
Companies must consider the economic impact of the coronavirus on their operations.
In this section, the author identifies some (but not all) of the accounting and financial reporting issues
that should be considered by small closely held businesses to larger international businesses.
The author has segregated this course into the following subsections:
Accounting Issues Related to COVID-19
a.

Subsequent events

b.

Disclosure of risks and uncertainties

c.

Asset impairments- long-lived assets

d.

Writedowns and disclosures of stock market investments

e.

Inventory costs and valuation issues

f.

Trade receivables and the allowance for doubtful accounts

g.

Exit and termination costs

h.

Contingencies and exposure to third-party and employee claims

i.

Business interruption insurance recovery and presentation

j.

Going concern and COVID-19

k.

Funded status deterioration- multi-employer plan obligations

1. Statista.com, published statistics as of 2019.
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