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ADDRESSING THE FINANCIAL REPORTING ISSUES ARISING FROM THE COVID-
19 PANDEMIC

Baigon Temirlan Erlanuly, Amanova Gulnara Dusembaevna
A 2" year Masters’ student in Economics, Ph.D. in Economics
“Accounting and Audit” profile

Faculty of Economics

L.N. Gumilyov Eurasian National University, Kazakhstan

Annotation. The COVID-19 pandemic has had a significant impact on the global economy and has presented
numerous challenges for financial reporting. As companies continue to adapt to the new normal, there are several
key issues that must be addressed in order to ensure accurate and transparent financial reporting. This article aims
to explore these issues and provide possible solutions for addressing them. These include issues such as the impact of
remote work on financial reporting, the use of estimates and assumptions in financial statements, and the increased
need for financial reporting transparency. The article also discusses the importance of clear and timely
communication with stakeholders in addressing these issues. Overall, this article serves as a valuable resource for
companies and financial professionals as they navigate the ongoing challenges of financial reporting in the wake of
the COVID-19 pandemic.

Keywords: pandemic, financial reporting issues, remote work, revenue recognition, a going concern.

PEIIEHUE TPOBJEM ®UHAHCOBOM OTYETHOCTH, BOSHUKIIINX B PE3YJIbTATE
IMAHAEMHAHA COVID-19

baiizon Temupnan Epnanynvt, Amanoea I'ynvnapa /[1ocembaesna

Mazucmpanm 2-20 Kypca HanpasieHus « IKOHOMUKA», KAHOUOAM IKOHOMUYECKUX HAVK
cneyuanvHocms « Yuem u ayoumy

Eepasuiickuii Hayuonanonoiii Ynusepcumem

um. JI.H.I'ymunesa, Kazaxcman

Annomauus. Ilanoemus COVID-19 okazana snauumenvnoe nushue Ha MUPOGYIO IKOHOMUKY U CO30AA
MHO2OYUCIeHHble nPobaeMbl 015 Yunancosoll omuemuocmu. T10cKonbKY KOMRAHUU NPOOOIAHCAIOM A0ANMUPOBATNLCSL
K HOBbIM HOPMAM, HEOOXOOUMO Peulumb HECKOILKO KIIOYEBbIX BONPOCO8, YMOoObl 00eCneyums MmoYyHyI0 U NPO3PAUHYIO
Gunancogyo omuemnocno. Ima cmanvsi HANPAGIEHA HA U3YYeHUe IMUX NPOOLeM U NPeOOCMABNIEHUE 603MONCHBIX
pewenuti 015 ux peutenusi. K num omuocsames maxkue 0npochl, KaxK IusiHue YOdreHHOU pabomul HA QUHAHCOBYIO
OMuemHOCMb, UCHONIB308AHUE OYEHOK U OONYWEHUL 6 (PUHAHCOBOL OMYEMHOCHU U NOGLIUEHHAS. NOMPEOHOCHb 6
nPO3PAYHOCMU  (PUHAHCOBOU omuemHoCcmMU. B cmambe makdice paccMampueaemcs GadiCHOCMb YemKoUu U
CBOECBPEMEHHOU KOMMYHUKAYUU C 3AUHMEPECOBARHBIMU CHIOPOHAMU 6 PeWeHUU dMux 8onpocos. B yerom, sma
CMamusL CLyHCUM YEHHbIM PECyPCOM OJisk KOMAAHULL U (PUHAHCOBBIX CHEYUATUCHIO8, NOCKOLbKY OHU PeUaiom mekyuue
npobaemvl punancosol omuemnocmu nocie nandemuu COVID-19.

Knweevie cnoea. nandemus, npobiemvl QUHAHCOB0U OmMYemMHOCMU, YOAIeHHAs paboma, yuem
nocmynjienut, oeticmayloujee npeonpusimue.

The COVID-19 pandemic has had a significant impact on financial reporting for companies
all over the world. But the response to the pandemic has resulted in even more economic
uncertainty and disruption to business operations as most developed countries have seen their long-
term interest rates decline and asset prices get more volatile. Some of the issues that have arisen
include the need for updated financial statements and the potential for increased financial
volatility. Companies may also be required to make additional disclosures about the impact of the
pandemic on their operations and financial results. Additionally, there may be increased scrutiny
from regulators and investors regarding the accuracy and reliability of financial statements. To
mitigate these issues, companies should closely monitor the impact of the pandemic on their
operations and financial results, and provide clear and transparent disclosures in their financial
statements.

Some of the specific ways COVID-19 has affected financial accounting include:
1.Impairment of assets: The pandemic has led to a significant decrease in demand for some goods
and services, which has resulted in companies having to write off some of their assets as impaired.
This can have a significant impact on a company's financial statements.
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2.Revenue recognition: The pandemic has led to changes in the way companies operate, which can
affect the timing and amount of revenue that is recognized. Companies may have to adjust their
revenue recognition policies and practices as a result.

3.Lease accounting: The pandemic has led to a decrease in demand for commercial real estate,
which has resulted in companies renegotiating their leases. This can have an impact on a company's
lease accounting and the way it is reported in financial statements.

4.Disclosures: Companies may be required to make additional disclosures in their financial
statements about the impact of the pandemic on their operations and financial results. This could
include information about the potential impact of the pandemic on the company's liquidity and the
effectiveness of its internal controls.

5.Estimations: The pandemic has led to increased uncertainty and volatility in financial markets.
This may require companies to make more estimates and assumptions in their financial statements,
which can lead to increased risk of errors.

The shift to remote work as a result of the COVID-19 pandemic has had a significant
impact on financial reporting. One of the main challenges is the difficulty in maintaining proper
controls and procedures for financial reporting when employees are working remotely. This can
lead to a higher risk of errors or fraud in financial statements.

Another challenge is the difficulty in maintaining effective communication and
collaboration among team members. This can lead to delays in the financial reporting process and
can make it more difficult to identify and resolve issues. Additionally, remote work can also make
it more difficult to conduct on-site audits and reviews, which are crucial for ensuring the accuracy
of financial statements.

To address these challenges, companies should consider implementing new technologies
and tools to facilitate remote collaboration and communication among team members. They should
also consider implementing new internal controls and procedures to ensure the accuracy and
integrity of financial statements. Additionally, companies should consider implementing new
technologies to facilitate remote audits and reviews.

Companies should also provide regular training and education to employees on how to
maintain accurate financial reporting while working remotely, and should also be prepared to adapt
their financial reporting process as needed to ensure that it remains accurate and transparent.
Overall, the impact of remote work on financial reporting is significant and requires companies to
be proactive in addressing these challenges to ensure accurate and transparent financial reporting
in the current environment.

An example of how COVID-19 pandemic has affected financial reporting can be seen in
the American Airlines Group, Inc. 2020 Annual Report, where the company reported a decline in
revenue due to the significant reduction in passenger traffic and travel demand caused by the
COVID-19 pandemic. The financial results of the company are evidenced in an excerpt from their
annual report below:

In a hypothetical example, not based on a real company, we can analyze the effect of the
pandemic on revenue recognition:

A company that sells tickets for live events, such as concerts and sports games, has seen a
significant decrease in demand for its services due to the pandemic. As a result, it has had to cancel
or postpone many of the events that were scheduled to take place. Under normal circumstances,
the company would recognize revenue from ticket sales when the event takes place. However,
with many events being canceled or postponed, the company may have to adjust its revenue
recognition policy.

Illustration 1. Source: American Airlines Newsroom

373



C.Total Operating Loss (A - B) -10.4B8

D. Total Nonoperating Expenses, Net
Includes items such as interest expense and income, pension and other post-retirement benefit plan income and costs. Also includes $170 million in net special -$18
tems primarily related to mark-to-market net unrealized losses associated with certain equity investments and treasury rate lock derivative instrumer

F. Subtract: Total Pre-tax Net Special Items

Includes $657 million of mainline operating net special credits (No. 12), $309 million of regional operating net special credits (No. 6) and $170 million of -$796m
onoperating net special items (D)
*H. Income Tax Benefit (G x 22%) $2.78
We recorded a benefit for income taxes at an effective rate of approximately 22%. which was substantially noncash -
“I. Net Loss, Excluding Net Special Items (G + H)
(or -519.66 per diluted share)
J. GAAP Net Loss -$8.98!

(or -$18.36 per diluted share)

'Reconciliation to GAAP Net Loss

E. Pre-tax Loss -$11.58
K. Income Tax Benefit (E x 22%) 52.68
1. GAAP Net Loss (E +K) $8.98

For example, the company may decide to recognize revenue from ticket sales when they
are sold, rather than when the event takes place. This would mean that the company would
recognize revenue from ticket sales for canceled or postponed events in the period in which they
were sold, rather than in the period when the event was scheduled to take place. This would have
a significant impact on the company's financial statements, as it would result in a significant
decrease in revenue in the periods when the events were scheduled to take place and an increase
in revenue in the periods when the tickets were sold.

This is just one example, but it illustrates how the pandemic has affected revenue
recognition for many companies. Different companies may have different policies and practices in
place, depending on the nature of their business and the specific impact of the pandemic on their
operations.

According to a recent global KPMG report, there are a couple of steps that a company’s
management can take in order to assess their ability to continue as a going concern.

» Update projections and sensitivities as necessary, taking into consideration the potential
outcomes and identified risk factors. It's crucial to take into account potential negative outcomes,
such as when it makes sense to evaluate the effects of a "lockdown."

» Examine expected covenant compliance under various conditions.

* Analyze the company's strategy to address any situations or occurrences that would seriously
jeopardize its ability to continue as a going concern. Management will be asked to reevaluate the
financing options in particular. The business must determine whether its goals can be reached and
whether they are feasible.

Overall, the pandemic has led to increased complexity and uncertainty in financial
accounting, including increased volatility in revenue and financial performance, changes in
accounting estimates and disclosures, and potential difficulties in obtaining auditing and other
financial information. As a result, it is more challenging for companies to produce accurate and
reliable financial statements. Companies may also need to provide additional disclosures related
to the impact of the pandemic on their operations and financial condition. It is important for
companies to closely monitor and consider the potential financial reporting implications of the
pandemic.

References:
1. Howard B.L. // Financial Reporting and Auditing Implications of the COVID-19 Pandemic // CPA Journal.
2020. Ne5. P. 26-33.
2. Mitevska M. // Covid 19 implications on financial reporting // Journal of Economics. 2021. Ne6. P. 196-203.
3. Stathis G., Christopher A. // The Financial Reporting Implications of COVID-19 //

374


https://www.mendeley.com/catalogue/12e39b6f-5e62-346d-9fd5-e0c5387c0b34

