The effects of COVID-19 on accounting
The global pandemic caused by COVID-19 is
already affecting the markets worldwide, oil
prices are going down. Many world leaders
share the opinion that the world economy is
entering a recession (some talk about a
depression), which is estimated to last into
2022. The pandemic has impacted economic
operations in various sectors:
Commercial flights.
Decline in tourism.
Changes in the supply chain
A halting or deferral of new investments.
A drop in the stock market.
Measures taken by Central banks. Lowering in
financial services rates.
• Cancellation of sporting events.
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These factors will disrupt economies, but this raises
questions from an accounting point of view, for
example:
• Going concern (IAS 10): The shutdown, even if
temporary, will impact the business activities of
companies, but to what extent? It will depend on
the economic strength of both the companies and
their shareholders. Governments are putting relief
measures in to place in certain sectors:
manufacturing, small business, airlines, tourism and
so on. The auditor will evaluate (ISA 570) the
entity's ability to keep the business operating and
the shareholders' intention to continue providing
support, absorbing losses and generating sufficient
profitable activities to allow recovery.
• Impairment of non-financial assets: Given the
effects of the pandemic, entities should assess, at
the end of each reporting period, whether there is
any indication of impairment of any asset. If this
indication exists, the entity will estimate the
recoverable amount of the asset (IAS 36
"Impairment of assets").
• Loss of inventories (IAS 2): Inventories must be
valued at the net realisable value (NRV) or cost,
whichever is less. Determining the NRV can be

tricky in the midst of uncertainty. Inventories may
become obsolete or may be lost due to damage or
expiration (drugs, food, perishables).
• Measurement at fair value (IFRS 13): The
measurement must take into account the changing
conditions and expected returns.
• Breaches of financial commitments: The closing of
business activities or the temporary suspension
must impact the cash flows and therefore cause
breaches in short and long-term financial
commitments. This could mean changes in working
capital: a long-term debt could become a shortterm debt, depending on the conditions. Failure to
meet debt payments may put the business under a
going concern situation.
• Management of liquidity, interest rate and
exchange risk: The effects of the pandemic on the
economy could affect interest rates, the exchange
rate and inflation, causing the integral cost of
financing to rise, increasing financial losses for the
period.
• Adjustment for inflation (IAS 29): If in any country,
inflation or hyperinflation occurs, the financial
statements should be adjusted for inflation.
• Events after the reporting date (IAS 10): Financial
statements must reflect the effect of subsequent
events. Some subsequent events may have an
effect on the valuation of some assets and
liabilities.
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