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ACCOUNTING AND FINANCIAL REPORTING - 
COVID-19 AND THE CARES ACT PART 2

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

Inventory Costs and Valuation Issues
Trade Receivables and the Allowance for Doubtful Accounts
Exit and Termination Costs
Contingencies and Exposure to Third-Party and Employee Claims
Business Interruption Insurance Recovery and Presentation
Going Concern and COVID-19
Funded Status Deterioration- Multi-Employer Plan Obligations
Revenue and Contracts
Loan Modifications and Covenants
Impact of Lower Interest Rates on Lease Obligations
Auditing and Review Engagement Issues- COVID-19
Income Tax Issues- CARES Act
Accounting for CARES Act Loans- Paycheck Protection Program

Study the course materials from pages 1 to XX

Complete the review questions at the end of each chapter
Answer the exam questions 1 to 10

Objectives:

• To recognize some exit and disposal costs 
• To recall how to classify business interruption insurance proceeds on the financial statements
• To identify the benchmark used to determine going concern
• To recognize how to report on going concern in an audit
• To identify a method that can be used to measure variable consideration revenue
• To recognize an example of a construction-type contract
• To identify an advantage of remote auditing
• To recognize how a company should present CARES Act loan forgiveness on its financial statements
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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 4/24/20
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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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Assignment 1 Objectives
After completing this chapter, you should be able to:

• Recognize some exit and disposal costs.
• Recall how to classify business interruption insurance proceeds on the financial statements.
• Identify the benchmark used to determine going concern.
• Recognize how to report on going concern in an audit.

I. INVENTORY COSTS AND VALUATION ISSUES

A. OVERVIEW

U.S. manufacturers are experiencing reduced manufacturing volume due to the sudden decline in 
demand and the inability to purchase supplies and materials to complete the manufacturing process.

These facts result in several unintended consequences in valuing inventories:

a. 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.

b. 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.

c. Declining sales prices result in a lower net realizable value (NRV). NRV is used to value 
both:

• Lower of cost and net realizable value if FIFO or average cost method is 
used, and

• Lower of cost or market value if LIFO or retail method is used.

B. GAAP REVIEW OF INVENTORIES

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

1. Inventory costing rules required by GAAP are as follows:

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

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

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

3. Overheads are allocated to inventories using the following approach:
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a) Variable production overheads: are allocated to each unit of production based 
on actual use of the production facilities (e.g., actual production volume).

b) Fixed production overheads: are allocated to inventories based on normal 
capacity of the production facilities

4. 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.

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

b) 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.

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

5. 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.

Companies should evaluate their overhead calculations to determine whether normal capacity levels 
need to be adjusted downward to reflect a “new normal” with abnormal amounts being charged to 
expense.

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).

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.

a. 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.

b. 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.

Example: A company has the following manufacturing volume.
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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.

Conclusion: Fixed overhead should be allocated based on the normal capacity (80,000 units) instead of 
the lower 60,000 actual units manufactured. In doing so, the amount of fixed overhead allocated to each 
unit of product is decreased.

Further, if there is any abnormal idle facility expense related to idle facility, freight, handling costs, and 
waste materials (spoilage) during the shutdown period, these costs should be removed from fixed 
overhead and expensed as period costs. The remainder fixed overhead is allocated to inventory based 
on the 80,000 units manufacturing volume.

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.

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.

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

An important issue related to inventory valuations is use of net realizable value (NRV). NRV is directly 
affected by reductions in sales prices of inventory items.


