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Overall Learning Objectives
 After completing this course, you should be familiar with:

 Financial reporting implications faced by many entities due to the COVID-19 
pandemic

 Detailed accounting guidance related to COVID-19 generated transactions and 
considerations

 Disclosure issues related to COVID-19 related accounting topics
 Updates on the PPP program
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Topics Covered on Today’s Webinar
 Accounting guidance related to:

 Going concern and other disclosure issues
 Revenue recognition
 Inventory
 Long-lived asset impairment
 Debt and lease concessions
 PPP loans
 COVID-19 legislation specific income tax considerations
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Going Concern and Other 
Disclosure Issues
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Going Concern – The Numbers
 1,261, or approximately 18% of SEC registrants received going 

concern opinions on their FY 2020 audits
Of the over 1,400 SEC registrants that received going concern 

opinions in 2019, 2/3 received a similar opinion in 2020
 15% of such companies disappeared in 2020

Going concern opinions heavily concentrated among non-accelerated 
filers
 97% of all going concern opinions issued
 31.1% of all opinions issued

Source: Audit Analytics analysis
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Going Concern Audit Opinions – Reasons Cited 

Source: Audit Analytics analysis

Top Reasons Accompanying Going Concern Opinion

Issue % opinions

Recurring losses 72%

Cash constraints 36%

Cash flow issues 26%

No or limited operations 21%

Additional funds needed 14%

Debt default or bankruptcy 9%
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Key Takeaways
While many entities have weathered the COVID-19 storm, some still 

have not
 This is primarily true of non-accelerated filers

 Number of such opinions was consistent with FY 2019
 Drop in % of non-accelerated filers receiving going concern opinions is due to 

recent SEC rule changes

 Percentage of going concern opinions is roughly consistent for large 
and accelerated filers after adjusting for filing status changes
Due to the lingering effects of COVID-19, substantial doubt will 

continue to exist for many smaller SEC registrants into the future
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ASC 205-40: Presentation of Financial Statements 
Going Concern
 Requires management to assess an entity’s ability to continue as a 

going concern when preparing and fairly presenting F/S
 If substantial doubt about ability to continue as a going concern, even 

if alleviated by management’s plans, informative disclosure required 
Do not change from going concern to liquidation basis of accounting 

until entity’s liquidation becomes imminent, as defined by U.S. GAAP
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Management’s Responsibilities
 Requires disclosures about risks and uncertainties that may interfere 

with an entity’s ability to met its obligations when due
 Assessment is explicitly primarily the responsibility of management

 Independent accountant’s responsibility is to evaluate the reasonableness of 
management’s going concern assertions and disclosures
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Substantial Doubt Defined Per ASC 205-40
 “Probable” entity will be unable to meet its obligations as they 

become due within one year after the F/S are “issued” or “available to 
be issued”
 Probable = Future event(s) are likely to occur
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Required Look Forward Period
 Period over which the entity’s ability to meet its obligations is 

assessed
 12 months beyond date F/S issued or available to be issued
 Impacts fair presentation of both interim and annual F/S

 Previous look forward period was traditionally one year beyond the 
balance sheet date
 New date prevents the holding of F/S until can justify that entity can simply 

survive until the next balance sheet date
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Defining F/S Issued or Available To Be Issued
 F/S issued = Widely distributed to shareholders and other F/S users 

for general use and reliance in form and format that complies with 
GAAP
 F/S available to be issued = Complete in a form and format that 

complies with GAAP and all issuance approvals obtained
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Operating Environment Going Concern 
Risk Indicators
 Turnover of key management or other positions
Work stoppages or other labor difficulties
 Substantial dependence on particular project success
Uneconomic long-term commitments
 Entrance into an unprofitable market
 Legal proceedings
 Legislative or regulatory proceedings jeopardizing operations
Uninsured catastrophic event

13 © Surgent  |  FRC4/22/F1

ASC 205-40: Required Disclosure Variations
1.If management’s plans successfully reduce likelihood of uncertainty, 

must still disclose initial concern and how substantial doubt was 
alleviated

2.If substantial doubt is not alleviated, must disclose concerns and 
management’s plans intended to alleviate the substantial doubt 
raised

3.For first subsequent period where initial substantial doubt no longer 
even exists, disclose how substantial doubt was resolved
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Potential Mitigating Effect of Management’s Plans

 Consider only to extent that information available indicates BOTH are 
probable to occur within one year after F/S issues or available to be 
issued:
 Plans will be effectively implemented 
 When implemented, plan will probably mitigate the relevant conditions or 

events within look forward period

 If not probable of effective implementation within required look 
forward period, then can not be considered when evaluating whether 
substantial doubt is alleviated
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Consideration of Plans When Substantial Doubt 
Raised 
 Consider feasibility of implementation in light of entity’s specific facts 

or circumstances
Generally, plans must be approved before F/S are issued or available 

to be issued to be considered probable
 Consider the expected magnitude and timing of plans in related to 

conditions/events intended to be mitigated 

16 © Surgent  |  FRC4/22/F1



Disclosure – Initial Substantial Doubt Alleviated 

When substantial doubt is raised but is alleviated by management’s 
plans, disclose:
 Principal conditions or events that raised initial doubt
 The possible effect in relation to ability to meet obligations
 Mitigating factors, including management’s plans
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Disclosure – Substantial Doubt Not Alleviated 
When substantial doubt is raised and is not alleviated, disclose:

 Principal conditions or events that raised doubt
 Management’s evaluation of significance
 Management’s plans
 Statement that there is “substantial doubt about the entity’s ability to 

continue as a going concern”

Disclosures should become more extensive as additional information 
becomes available
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Additional Audit Standard Disclosure – Substantial 
Doubt
 Possible discontinuation of operations
 Relevant prospective financial information
 Information about the recoverability or classification of recorded 

asset amounts or the amounts or classification of liabilities
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Impact Of COVID-19 on Going Concern 
Considerations
 The assessment of an entity’s ability to continue as a going concern 

could still be significantly impacted by the COVID-19 pandemic
 This impact will likely raise substantial doubt for many entities
 Further, with the significant uncertainty surrounding both macro-level 

and industry and/or entity-level impact of the related forced 
shutdowns, etc. it may be challenging for an entity to determine that 
the going concern risk has been mitigated
 Entities will need to follow the appropriate disclosure requirements 

for the successful, unsuccessful or undeterminable outcome of its 
mitigation plans

20 © Surgent  |  FRC4/22/F1



Going Concern Opinion: Borr Drilling Limited
Excerpt from Auditor’s Opinion

Substantial Doubt over the Company’s Ability to Continue as a Going Concern

The accompanying consolidated financial statements have been prepared assuming that the Company will 
continue as a going concern. As discussed in Note 1 to the consolidated financial statements, the Company has 
incurred substantial losses since inception and will require additional financing within the next 12 months in 
order to fund expected operating losses, meet existing capital expenditure commitments and further execute 
on its planned capital expenditure program, and to cover the negative cash effects of current and any future 
contract terminations arising as a result of the COVID-19 pandemic. This raises substantial doubt about its 
ability to continue as a going concern. Management’s plans in regard to these matters are also described in 
Note 1. The consolidated financial statements do not include any adjustments that might result from the 
outcome of this uncertainty.
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Going Concern Footnote Disclosure: Borr Drilling 
Limited

Going concern

The Company has incurred significant losses since inception and is dependent on additional financing in order 
to fund continued losses expected in the next 12 months and to meet its existing capital expenditure 
commitments and further execute on its planned capital expenditure program. In addition to this, the Company 
is experiencing the impact of current unprecedented market conditions and the global market reaction to the 
COVID-19 pandemic. At this stage, the Company cannot predict with reasonable accuracy the impact on the 
Company. At the time of this report the Company has received early termination notices for three ongoing 
contracts and one cancellation of an upcoming contract. The negative cash effects as a result of current and any 
future contract terminations further extend the existing need for additional financing.

This raises substantial doubt about the Company’s ability to continue as a going concern. The financial 
statements do not include any adjustments that might result from the outcome of this uncertainty.
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Going Concern Footnote Disclosure: Borr Drilling 
Limited

Going concern, con’t

On June 5, 2020 the Company completed an equity offering raising an additional $30 million and completed a financial 
restructuring including amendments to the facilities from its secured lenders and shipyards. The key amendments were; (i) 
deferral of the delivery of five newbuild jack-ups rigs until mid-2022, (ii) deferral of certain interest payments until 2022, (iii) 
deferral of debt amortization in 2021 of $65 million until maturity of the loans in the second quarter of 2022, (iv) amendment 
of certain of the financial covenants, including  reduction of the minimum liquidity covenant from 3% of net interest bearing
debt, to $5 million with a gradual step-up to $20 million at December 31, 2021. Thereafter the 3% level will be reinstated, (v) 
as part of the amendments, utilization of the remaining $30 million under our revolving credit facilities requiring all banks' 
consent, (vi) amending the minimum book equity ratio from 33.3% to 25% up to and including 31 December 2021. Thereafter 
the required ratio will be 40%, and (vii) suspension of the Debt Service Coverage Ratio covenant of 1.25x until 31 December 
2021.

We will continue to explore additional financing opportunities, the strategic sale of a limited number of modern jack-ups and 
the opportunistic disposal of older assets in order to further strengthen the liquidity of the Company. While we have 
confidence that these actions will enable us to better manage our liquidity position, and we have a track record of delivering 
additional financing, there is no guarantee that any additional financing measures will be concluded successfully.
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ASC 855, Subsequent Events
 “Recognized” or Type 1 – Evidence about conditions that existed at 

balance sheet date:
 Lawsuit underway before balance sheet date settled after but before F/S 

issued/available to be issued
 Bankruptcy filing by customer after balance sheet date but before F/S 

issued/available to be issued

 Recognize effects in F/S
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ASC 855, Subsequent Events
 “Unrecognized” or Type 2 – Evidence about conditions that did not 

exist at balance sheet date:
 Business combination occurs after balance sheet date but before F/S 

issued/available to be issued
 Settlement of litigation when event giving rise to claim took place after 

balance sheet date but before F/S issued/available to be issued
 Loss of plant/inventories result of fire/natural disaster that occurred after 

balance sheet date but before F/S issued/available to be issued

Do not recognize effects in F/S
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Disclosure Requirements
Non-SEC filers – Date through which subsequent events evaluated and 

whether that date is date F/S were issued/available to be issued
 SEC filers – Not required to disclose date through which subsequent 

events have been evaluated
Nonrecognized subsequent events if disclosing keeps F/S from being 

misleading:
 Nature and estimate of effect/statement that estimate cannot be made
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Going Concern Opinion: Stein Mart, Inc.
Excerpt from Auditor’s Opinion

Going Concern
The accompanying consolidated financial statements have been prepared 
assuming that the Company will continue as a going concern. As discussed in 
Note 1 to the consolidated financial statements, the Company temporarily closed 
all of its stores as a result of the COVID-19 pandemic, which has caused a 
material adverse effect on the Company’s sales, results of operations, liquidity, 
and cash flows. These conditions raise substantial doubt about the Company’s 
ability to continue as a going concern. Management’s plans in regard to these 
matters are also described in Note 1. The consolidated financial statements do 
not include any adjustments that might result from the outcome of this 
uncertainty.
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Subsequent Events and Going Concern Footnote 
Disclosure: Stein Mart, Inc.

Subsequent Events and Going Concern
During March 2020, a global pandemic was declared by the World Health Organization related to the rapidly growing 
outbreak of a novel strain of coronavirus ("COVID-19"). The pandemic has significantly impacted the economic conditions in 
the U.S., accelerating during the first half of March, as federal, state and local governments reacted to the public health crisis, 
creating significant uncertainties in the U.S. economy. In March 2020, we announced the temporary closure of all stores for 
an unknown period of time and significant actions taken to mitigate the ongoing impact of the COVID-19 pandemic on our 
cash flows to protect our business and associates for the long term in response to the crisis. Such actions include targeted 
reductions in discretionary operating expenses such as advertising and payroll expenses, including furloughing a significant 
number of our employees and temporarily reducing the payroll of remaining employees; reducing capital expenditures, 
reducing merchandise receipts; and utilizing funds available under our Revolving Credit Facility and Third Promissory Note. 
Further, we have sought and are seeking extended payment terms with all vendors, including merchandise, expense, and rent 
vendors. We started reopening stores on April 23, 2020 as government jurisdictions have allowed, and as of the date of this 
filing, we have reopened substantially all of our stores with limited operating hours. We are unable to predict when all of our 
stores will reopen or if additional periods of store closures will be needed or mandated.
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Subsequent Events and Going Concern Footnote 
Disclosure: Stein Mart, Inc.

Continued impacts of the pandemic have had a material adverse impact on 
our revenues, earnings, liquidity and cash flows, and may require significant 
additional actions in response, including, but not limited to, further 
employee furloughs, reduced store hours, store closings, expense reductions, 
or discounting of pricing of our products, all in an effort to mitigate such 
impacts. The extent of the impact of the pandemic on our business and 
financial results will depend largely on future developments, including the 
duration of the spread of the outbreak within the U.S., the impact on capital 
and financial markets and the related impact on consumer confidence and 
spending, all of which are highly uncertain and cannot be predicted. This 
situation is rapidly changing and additional impacts to the business may arise 
that we are not aware of currently. While the disruption is currently expected 
to be temporary, there is uncertainty around the duration. The ultimate 
impact of the pandemic on the Company’s results of operations, financial 
position, liquidity, or capital resources cannot be reasonably estimated at 
this time
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Subsequent Events and Going Concern Footnote 
Disclosure: Stein Mart, Inc.

The significant risks and uncertainties related to the Company's 
liquidity described above raise substantial doubt about the Company's 
ability to continue as a going concern over the next twelve months. The 
Consolidated Financial Statements have been prepared on a going 
concern basis, which contemplates the realization of assets and 
satisfaction of liabilities and other commitments in the normal course 
of business. The accompanying Consolidated Financial Statements do 
not include any adjustments to reflect the possible future effects of this 
uncertainty on the recoverability or classification of recorded asset 
amounts or the amounts or classification of liabilities.
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Polling Question
Do you have clients for which going concern considerations will be a 
significant issue on their next engagement?

A. Yes. Many
B. Yes. Some
C. Yes. Only a few
D. None
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Changes in Applying ASC 
606 Due to COVID-19 and 
Other Business Changes
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Potential COVID-19 Impacts on Revenue 
Recognition

Relevant literature: ASC 606
 Variable consideration (performance bonuses, penalties, price concessions) 
 Entity estimates at contract inception the amount of consideration it will be 

entitled to in exchange for transferring promised goods or services
 Revenue from variable consideration is constrained to the extent it is not 

probable of collection 
 Pandemic may cause uncertainties around variable consideration
 Disclosures may be affected

 Methods, inputs, and assumptions used for estimating variable consideration
 Amount and timing of revenue 

 Future operating losses are accounted for in future periods but disclosure 
may be required
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New 5-Step Model Under Topic 606
New five step principles-based approach to recognizing revenue
1. Identify the contract(s) with a customer
2. Identify the performance obligations in the contract
3. Determine the transaction price
4. Allocate the transaction price to the performance obligations in the 

contract
5. Recognize revenue when (or as) the entity satisfies a performance 

obligation
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Step 1 – Identify Contract(s) With Customer
 Can only apply new model to contract if all of the following:

 Parties to contract have approved contract and are committed to perform 
their respective obligations

 Entity can identify each party’s rights regarding goods/services to be 
transferred

 Entity can identify payment terms for goods/services to be transferred
 Contract has commercial substance
 Probable entity will collect consideration entitled to in exchange for 

goods/services transferred to customer
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Bad Debt vs. Collectability
 Collectability

 Determinant of whether there is a contract
 Assessed at inception
 Not reassessed unless there is a significant change in customer credit-

worthiness 
 Change accounted for prospectively and impacts revenue

 Bad debt considerations
 Related to amounts already billed
 Reserve is an expense, not reduction in revenue
 Accounted for under ASC 310
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Contract Modifications – Defined
 Contract Modification – Change in scope or price (or both) of a 

contract that is approved by the parties to contract:
 Change order, variation, or amendment to contract

 Creates new or changes existing enforceable rights and obligations
 Can be approved in writing, by oral agreement, or implied by 

customary business practices
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Contract Modifications – Separate Contract
 Separate contract if:

1. Scope increases with addition of distinct promised goods/services 
AND

2. Price increases by standalone selling price of new goods/services 
 May include appropriate adjustments to that price to reflect circumstances of the 

particular contract
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Contract Modifications – Not a Separate Contract 

 If not a separate contract, account for goods/services not yet 
transferred at date of contract modification (remaining promised 
goods/services) using one of three options:

1. Treat as termination of existing contract and creation of new contract
2. Treat as part of existing contract
3. Combination of the two 
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Step 2 – Identify Performance Obligations in 
Contract
 Performance Obligation – Promise in contract with customer to 

transfer to customer either:
a. Good/service (or bundle of goods/services) that is distinct

or

b.Series of distinct goods/services that are substantially the same and have the same 
pattern of transfer to customer
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Implicit Promises in Contracts With Customers
 Contracts with customers typically state the goods/services an entity 

promises to transfer to a customer:
 Implicit promises can also create valid expectations by customers that entity 

will transfer goods/services at time of entering into contract based on
 Entity’s customary business practices
 Published policies
 Specific statements
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Options That Grant a Material Right
Generally, not account for options until exercised
Option with a material right:

 Option that provides a material right to a customer which it would not have 
received without entering into the contract (i.e., incremental discount or free 
item)

 Allocate a portion of transaction price to such option
 Based on stand-alone selling price
 Recognize deferred revenue when the option is exercised or expires 
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Material Right Example
 Following a sale of $1,000, a retailer offers customers the following:

 50 percent discount on its next purchase from the retailer that occurs over the 
next 60 days

 The retailer offers all consumers a 10 percent discount for all purchases
 The retailer assumes that 75 percent of the recipients of the 50 percent 

discount coupon will use it
 The customer’s expected purchase subject to the discount is estimated to be 

$200
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Estimation of Discount
 The estimated amount of discount, per coupon holder, would be $60, 

determined as follows:
 Purchases subject to 50 percent discount $200
 Incremental discount of 40 percent $80
 Estimated % of customers utilizing discount 75%

 Estimated discount per customer $60
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Allocation of Purchase Price to Option Granting a 
Material Right
 Revenue allocated toward original purchase $943

 $1,000 x 1,000/(1,000 + 60)

 Revenue allocated toward option $57
 $1,000 x 60/(1,000+ 60)

 The $57 allocated to the option would be deferred as it is allocated 
toward the performance obligation of the expected future purchase. 
This amount would be recognized when the 50 percent coupon is 
exercised or when the coupon expires (breakage)
 A similar methodology would be followed when a free product is 

offered to the customer as well
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Step 3 – Determine Transaction Price
 Transaction Price – Amount of consideration entity expects in 

exchange for transferring promised goods/services to customer:
 Excludes amounts collected on behalf of third parties (sales tax)

 Consider contract terms and customary business practices
 Assume goods/services will be transferred:

 Contract will not be cancelled, renewed, or modified

May include fixed amounts, variable amounts, or both
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Variable Consideration – Two Methods for Determining Possible 
Consideration

 Expected value method – Sum of probability-weighted amounts in a 
range of possible consideration amounts:
 May be appropriate estimate if entity has a large number of contracts with 

similar characteristics

Most likely amount method – Single most likely amount in a range of 
possible consideration amounts (most likely outcome):
 May be appropriate estimate if contract has only two possible outcomes 

(entity achieves a performance bonus or does not)

 (Recall Concepts Statement 7, Using Cash Flow Information and 
Present Value in Accounting Measurements)
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End of Period – Update Transaction Price
 To faithfully represent circumstances at reporting date
 For changes in circumstances during reporting period
 Allocate change to performance obligations on same basis as at 

contract inception
 Amounts allocated to satisfied performance obligation recognized as 

revenue or reduction of revenue in period transaction price changes
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When Determining Transaction Price – Consider

 Variable consideration
 Constraining estimates of variable consideration
 Existence of a significant financing component in the contract
Noncash consideration
 Consideration payable to a customer
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Step 5 – Recognize Revenue When (or As) Entity Satisfies a Performance 
Obligation

 Performance obligation satisfied by transferring goods/services
 Transfer occurs when (or as) customer obtains control of 

goods/services, either at a point in time or over time:
 Control – Ability to direct use of and obtain substantially all remaining 

benefits from an asset
 Control – Includes ability to prevent other entities from directing use of and 

obtaining benefits from an asset = “defensive control”
 Control – Considers any agreement to repurchase promised asset or 

component thereof
 Entity should assess if control passes over time first:

 Approach could result in change of timing of revenue recognition for certain 
entities – contract manufacturers
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Measuring Progress Toward Complete Satisfaction of a 
Performance Obligation
Output methods – Based on direct measurements of value to 

customer of goods or services transferred to date: 
 If entity has right to invoice customer amount that corresponds directly with 

value of performance completed to date, recognize that as revenue

 Input methods – Based on efforts or inputs in satisfying performance 
obligation (e.g., costs incurred, relative to total expected inputs to 
satisfy that performance obligation):
 Can use straight-line if efforts or inputs are expended evenly throughout the 

performance period

Milestone method must reflect actual progress on contract
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Reasonable Measures of Progress
 Reliable information required
 In early stages of a contract, entity may not be able to reasonably 

measure outcome of performance obligation, but does expect to 
recover costs incurred in satisfying the performance obligation:
 Recognize revenue only to extent of costs incurred until such time it can 

reasonably measure outcome of performance obligation
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Polling Question
Have your clients made changes to their revenue recognition 
approaches as a result of COVID-19?

A. Yes. Many changes
B. Yes. Some changes
C. Yes. Few changes
D. No changes
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Inventory Accounting 
Issues Related to 
COVID-19 or General 
Business Issues
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Inventory Accounting Issues 

 Inventory valuation
 Application of the lower of cost or market (LCM) or lower of cost or net 

realizable value (NRV) test
 Applicability of each test
 Application of each approach

Overhead absorption
 Fixed vs. variable overheads
 Accounting for under-absorbed overhead
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Accounting for Obsolete Inventory
 Inventory valued at LIFO or Retail

 Lower of cost or market
 Market is replacement cost
 The replacement cost cannot exceed the net realizable value or be lower than 

the net realizable value less a normal profit margin

 All other inventory
 Lower of cost or net realizable value (NRV)
 NRV is the estimated selling price in the ordinary course of business, less 

reasonably predictable costs of completion, disposal, and transportation
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Inventory Obsolescence Example – Non-LIFO or 
Retail Method Inventory

A company identifies $9,000 worth of obsolete inventory. It then estimates that the inventory 
can still be sold in the market for $3,500, with a cost to dispose the inventory of $500. 
Accordingly, the inventory has an NRV of $3,000.

Since the value of inventory has fallen from $9,000 to an NRV of $3,000, the difference 
represents the amount of inventory impairment, that is, $9,000 - $3,000, or $6,000

Journal entry to record the impairment

Cost of Goods Sold             $6,000

Inventory                                         $6,000

(to record inventory obsolescence)
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Inventory Obsolescence Example – LIFO or Retail 
Method Inventory

A company identifies $9,000 worth of obsolete inventory. It then estimates that the inventory can still be sold 
in the market for $3,500, with a cost to dispose the inventory of $500. Accordingly, the inventory has an NRV of 
$3,000.

The replacement cost of the obsolete inventory is $4,500, while a normal profit margin is 20%.

The estimate of market price is the replacement cost of $3,200. However, replacement cost can’t exceed NRV 
of $3,000.  Nor can market price be lower than the NRV, less a normal profit margin, or $2,400 ($3,000 NRV –
(20% X 3,000)). Accordingly, market is $3,000, or the inventory’s NRV.

Journal entry to record the impairment

Cost of Goods Sold             $6,000

Inventory                                             $6,000

(to record inventory obsolescence)
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Full Absorption Costing
 Inventory is initially measured at cost, which includes the following:

 Cost of materials, and, 
 For work-in-process and finished goods, 

 Inventory cost includes the costs incurred directly or indirectly in production, which includes 
labor and overhead

 Full absorption costing refers to the process of allocating (absorbing) 
overhead into the cost of inventory
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Full Absorption Costing – Allocation of Overhead 
Costs
 Variable production overhead costs should be allocated to each unit of 

production on the basis of the actual use of the production facilities
 The allocation of fixed production overhead costs, however, is required to be 

based on the “normal capacity” of the production facilities, which is defined as 
the production expected to be achieved over a number of periods under normal 
circumstances, taking into consideration loss of capacity resulting from planned 
maintenance

 “Normal capacity” may be significantly impacted by COVID-19 related slowdowns 
or shutdowns
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Full Absorption Costing – Use of Standard Cost 
Systems
Many companies use standard cost to account for their inventories

 Standard cost represents the expected per unit cost of direct material, direct 
labor, and manufacturing overhead for a product typically based on budgets 
and forecasts

 Use of standard cost is acceptable, provided the standards are adjusted at 
reasonable intervals to reflect current conditions and variances between 
actual costs and standards are absorbed into inventory so that, at the balance 
sheet date, the standard cost approximates actual cost under one of the 
recognized bases (e.g., FIFO, average cost, LIFO). 
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Full Absorption Costing – Indirect Costs
 Indirect production costs to be included under for full absorption 

 Cost of indirect materials and supplies 
 Tools and equipment used in production but not capitalized
 Costs of quality control and inspection 
 Distribution and warehousing costs (finished goods) 
 Depreciation for assets related to or necessary for production or 

manufacturing
 Note that depreciation continues on temporarily idled facilities  
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Full Absorption Costing – Indirect Costs
 Indirect production costs to be included under for full absorption 

 Cost depletion (except depletion on intercompany sales)
 Repairs and maintenance of production equipment 
 Utilities 
 Rent 
 Factory administrative expenses
 Insurance related to production 
 Certain salary costs

 Indirect labor and supervisory wages related to production, including basic 
compensation, overtime pay, vacation and holiday pay, and payroll taxes 

 Pension cost representing current service costs
 Pension contributions to multi-employer plans
 Profit-sharing contributions 
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Full Absorption Costing – Indirect Costs
 Indirect production costs to be included under for full absorption 

 Other employee benefit costs, including worker's compensation expenses, 
payments under wage continuation plans, amounts includable in income of an 
employee under nonqualified pension, profit-sharing and stock bonus plans, 
premiums on life and health insurance, incentive compensation, and 
miscellaneous employee benefits
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Full Absorption Costing – Costs Not Capitalized
 Indirect production costs NOT to be included under for full 

absorption 
 Costs attributable to rework labor, scrap, and spoilage
 Losses from casualty or theft 
 Bidding costs 
 Research and development expenses 
 Marketing, advertising, and selling expenses
 General and administrative expenses attributable to business activities as a 

whole (i.e., not directly or indirectly related to manufacturing, retailing, or 
wholesaling operations) such as costs of recruiting, billing, and accounts 
receivable 

 Officers' salaries related to business activity as a whole 
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Full Absorption Costing – Example 1
 Trident Corporation has produced 50,000 and sold 40,000 units this 

year and has reported the following costs:
 Direct material cost per unit $20
 Direct labor cost per unit $15
 Variable mfg. overhead per unit $10
 Variable SG&A cost per unit $10
 Fixed manufacturing overhead $400,000
 Fixed SG&A cost $100,000
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Full Absorption Costing – Example 1
 For absorption costing, we need only material cost, labor cost, and 

overheads. SG&A is not part of absorption costing.
 Fixed overhead per unit = fixed overhead/number of units produced
 Fixed overhead per unit = $400,000/50,000
 Fixed overhead per unit = $8 per unit
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Full Absorption Costing – Example 1
Unit cost under absorption cost, at standard 

 Direct material costs $20
 Direct labor costs + $15
 Variable overhead costs + $10
 Fixed overhead + $8

Unit cost under absorption cost = $53

What happens if only 30,000 units were produced related to COVID-19 
related shut or slowdowns?

Only $240,000 ($8 per unit x 30,000 units) was absorbed.
$160,000 of fixed overhead was not absorbed

68 © Surgent  |  FRC4/22/F1



Full Absorption Costing – Under or Over Absorbed 
Overhead
When a company uses standard costing, it derives a standard amount 

of overhead cost that should be incurred in an accounting period and 
applies it to produced goods
 If the actual amount of overhead per unit produced turns out to be 

different from the standard amount of overhead, then the overhead is 
said to be either under absorbed or over absorbed
 If overhead is under absorbed, this means that more actual 

overhead costs per unit were incurred than expected, with the 
difference being charged to expense as incurred
 This usually means that the recognition of expense is accelerated into the 

current period, so that the amount of profit recognized declines
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Polling Question
Have your clients had inventory-related accounting adjustments related 
to COVID-19?

A. Yes. Both obsolescence and overhead absorption issues
B. Yes. Only obsolescence issues
C. Yes. Only overhead absorption issues
D. No inventory accounting issues
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Accounting for Debt 
Modifications and 
Extinguishments
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Modification of the Terms of Debt
 Common modifications

 Restructuring terms
 Exchanging one debt instrument for another

Modification can be accounted for two ways
 Extinguishment of existing debt and issuance of new debt
 Modification of existing debt

 Early extinguishment of debt is a modification
 Often due to changes in the following:

 interest rates
 Credit rating
 Capital needs
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Impact of a Debt Modification
 A debt modification may be effected by the following

 Amending the terms or cash flows of an existing debt agreement
 Exchanging existing debt for new debt with the same lender
 Repaying an existing debt obligation and contemporaneously issuing new debt 

to the same lender
 Repaying debt with proceeds from new debt from a different lender would be accounted 

for as debt extinguishment 
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Troubled Debt Restructuring
 Conditions for troubled debt restructuring (TDR)

 The borrower is experiencing financial difficulty
 The lender grants the borrower a concession

 If restructuring results in full settlement of debt, it is accounted for as 
debt extinguishment
 Both conditions must exist in order for the modification to be 

accounted for as a TDR
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Determining if an Entity Is Experiencing Financial 
Difficulties
Determining when a borrowing is experiencing financial difficulty

 Evaluation of a deterioration of credit worthiness
 Decline from investment grade to non-investment grade

 Per ASC 470-60-55-9, meeting both of the following is evidence of not
experiencing financial difficulties

 Debtor is servicing old debt and can obtain funds to repay the old prepayable debt from 
sources other than the existing creditors at an effective interest rate equal to the current 
market rate for a nontroubled debtor

 The creditors agree to restructure the old debt solely to reflect a decrease in current market 
interest rates for the debtor or positive changes in the creditworthiness of the debtor since 
the debt was originally issued
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Indicators of Financial Difficulty
 If entity does not meet one or both of the preceding conditions, it 

looks to the following indicators of financial difficulties:
 The debtor is currently in default on any of its debt
 The debtor has declared or is in the process of declaring bankruptcy
 There is significant doubt about debtor’s continuance as a going concern
 Currently, the debtor has securities that have been delisted, are in the process 

of being delisted, or are under threat of being delisted from an exchange

Continued 
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Indicators of Financial Difficulty
 Additional indicators of financial difficulty

 Based on estimates, the debtor forecasts that its entity-specific cash flows will 
be insufficient to service the debt in accordance with its terms 

 Absent the modification, the debtor can’t obtain funds from sources other 
than the existing creditors at an effective interest rate equal to the current 
market interest rate for similar debt for a nontroubled debtor

 Each of these alone or in conjunction with another, would be an 
indicator of financial difficulties

If the debtor is not experiencing financial difficulty, then the 
restructuring is not a TDR
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Determining Whether a Lender Is Granting a 
Concession
 Lender grants a concession when the effective borrowing rate (EBR) 

on the restructured debt is less than the EBR on the original debt
 EBR of restructured debt is the interest rate where the discounted 

cash flows of the restructured debt equals that of the original debt
 Considerations in determining if lender is making a concession

 Exclude hedging effects on carrying amount of debt
 Include unamortized premium, discount, issuance costs, etc.
 Include the current fair value of a new or revised sweetener in day one cash 

flows
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Example of Consideration of Whether a Concession 
Has Been Granted
 Existing debt has the following terms:

 Outstanding balance – 1,000,000
 Remaining term – 5 years
 Maturity date – December 31, 2023
 Unamortized discount - $17,857
 Net carrying amount - $982,143
 Coupon rate – 5.5%
 Interest payment – annually in December
 Lump sum principle payment at maturity

 Modifications granted
 Principal forgiveness - $100,000
 New interest rate of 3%
 Fair value of equity securities granted by debtor - $50,000
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Determining the EBT of the Restructured Debt
12/31/19 12/31/20 12/31/21 12/31/22 12/31/23 Total

Interest 27,000 27,000 27,000 27,000 27,000 135,000

Principal 900,000 900,000

Total 1,035,000
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Is the Modification a TDR?
Determine the discount rate where the present value of the modified 

debt agreement equals the carrying value of the existing debt
 EBR of 2.24% results in discounted cash flows of $1,035,000 being equal to 

$932,143, the carrying value of the existing debt ($982,143 less $50,000 
equity sweetener)

 As 2.24% is less than the 5.86% EBR of existing debt, this modification 
represents a concession by the lender to the debtor
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Accounting for a TDR
 Accounting treatment will be based on whether the future 

undiscounted cash flows exceed the current carrying value of the 
modified debt or not
 Future undiscounted cash flows of modified debt should include:

 All payments under the new terms 
 All contingent payments, irrespective of probability
 If debt is payable on demand, assume maximum number of payments
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Accounting for a TDR
 If undiscounted cash flows are less than carrying value of debt

 Recognize gain for the difference
 Carrying amount of debt is future undiscounted cash flow amount
 No interest expense is recorded going forward; all payments reduce carrying 

value

 If undiscounted cash flows exceed carrying value of debt, no gain is 
recorded and new effective interest rate is established
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Example
Term loan carrying amount $982,143
Less: fair value of equity provided (50,000)
New net carrying value 932,143 
Less: future undiscounted cash flows 1,035,000
Difference ($102,857)

As undiscounted cash flows of modified debt exceed the 
carrying value of the existing debt, no gain is recognized. 

Discount on modified debt is amortized using 2.24% effective 
interest rate
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Accounting for Debt Restructurings That Are Not 
TRSs
Different model than TDR model is applied
 Legal form of modification is not a consideration in determining the 

appropriate accounting
Determinant factors

 Does the lender remain the same?
 Is the change in the debt terms substantial?

 Two potential accounting outcomes
 Debt extinguishment
 Debt modification
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Accounting for a Modification or Extinguishment
 Accounting for a debt modification

 No gain or loss recorded
 New effective interest rate established based on carrying value and cash flows
 Capitalize fees paid or received from existing lender; 3rd party fees expensed

 Accounting for debt extinguishment
 Old debt is de-recognized and new debt is recorded at fair value
 Gain or loss recorded for difference between net carrying amount of old debt 

and fair value of new debt
 Interest expense is recorded using effective interest rate of the new debt
 Fees paid to existing lender are expensed
 Fees paid to third parties are capitalized and amortized
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Modification or Exchange of a Term Loan
 Accounting treatment is determined by whether

 The lender remains the same
 The change in the debt terms is considered substantial

 Transaction involving the issuance of a new term loan to one lender and 
concurrent satisfaction of an existing term loan to another unrelated lender 
is always accounted for as a debt extinguishment and issuance of new debt
 Determination if debt is substantially different

 Difference between the present value of the new debt is greater than 10% of the 
present value of the remaining cash flows of the debt under the original terms

 Limited exception for modification or exchange affecting the term of an embedded 
conversion option or if modification or exchange of debt adds a substantive 
conversion  
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Performing the 10% Test
 Cash flows of new debt should include all amounts paid by the debtor to 

the lender as a day-one cash flow
 Third-party fees should not be included in cash flow analysis
 If there is a variable interest rate in either debt instrument, the spot 

interest rate on the restructuring date should be used to determine future 
interest payments
 If either debt is puttable or callable, then separate cash flow analyses 

should be performed assuming exercise and non-exercise. Use the scenario 
generating the smallest change.
 For debt amended more than once in the preceding 12 months, use the 

debt that existed just prior to the earliest amendment occurring in the 
prior 12 months
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Performing the 10% Test – Example
 Company A has a non-prepayable term loan.  Due to its improved 

financial condition, Company A has modified its debt

Original Debt New Debt

Principal 
Amount

$5,000,000 $5,000,000

Interest Rate 5.5% 5.0%

Effective interest 
rate

6.0% N/A

Remaining term 3 years 5 years

Lender fees N/A $200,000
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10% Test – Analysis
10% Test Analysis

Cash flows of original debt (PV of $5,000,000, 
5.5%, discounted at 6%, for 3 years)

$4,933,175

Cash flows on new debt:
• PV of $5,000,000, 5.0%, discounted at 6%, 

for 5 years
$4,789,382

• Lender fees, undiscounted 200,000 $4,989,382

Difference in cash flows $     56,207

Percentage change in cash flows 1.13%

As the change in cash flows is less than 10%, this transaction 
would be accounted for as a modification
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Applying the 10% Test With Prepayable Debt
 ASC 470-50-40-12(C) provides guidance on applying the 10% test to 

prepayable debt

“If either the new debt instrument or the original debt instrument is callable or 
puttable, then separate cash flows analysis shall be performed assuming 
exercise and non-exercise of the call or put.  The cash flow assumptions that 
generate the smaller change would be the basis for determining whether the 
10% threshold is met.”

 If the prepayment option is exercisable at any time, assume it is 
exercisable immediately.  This will result in the smallest changes in 
cash flows.
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Modification or Exchange – Line of Credit and Revolving Debt 
Arrangements

 Line of Credit (LOC) or revolving-debt arrangement allows the borrower 
with the ability to borrow money as needed, up to a stated amount, repay 
portions of previous borrowings, and re-borrow under the same contract
 LOC or revolving arrangement may include

 Amounts drawn by the borrower (debt)
 Commitment by lender to make additional funds available (commitment)

 Costs incurred by borrower are generally deferred and amortized over the 
term of the arrangement
 When such an arrangement is modified, the borrower determines if the 

modification is a TDR
 ASC 470-50-40-21 provides guidance on modification of such arrangements
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Applying ASC 470-50-40-21 to LOC Modifications
 Modifications or exchanges resulting in either new LOC arrangements or 

resulting in a traditional term-debt arrangement:
 The debtor should compare the product of the remaining term and maximum 

available credit of the old arrangement (borrowing capacity) with the borrowing 
capacity of the new arrangement

 If the borrowing capacity of the new arrangement is greater than or equal to the 
borrowing capacity of the old arrangement, then any unamortized deferred costs, 
fees paid to the creditor and any third-party costs incurred would be deferred and 
amortized over the term of the new arrangement

 If the borrowing capacity of the new arrangement is less than the borrowing capacity 
of the old arrangement:
 Any fees paid to the creditor and third-party costs incurred are associated with the new 

arrangement
 Any unamortized deferred costs related to the old arrangement should be written off in 

proportion to the decrease in borrowing capacity of old arrangement
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Example of Applying Guidance 
 Company A has a LOC, which it decides to modify to extend the term 

and reduce the commitment amount

Original LOC New LOC

Original term 5 years 4 years

Remaining term 3 years 4 years

Commitment $10,000,000 $5,000,000

Unamortized debt 
issuance costs

$200,000 N/A

New 3rd party fees N/A $10,000

New lender fees N/A $20,000
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Modification to LOC – Accounting for Unamortized 
Costs and New Fees

Accounting for Unamortized Costs and New Fees

Borrowing capacity on original LOC

Total commitment amount $10,000,000

Remaining term 3 years

Original borrowing capacity $30,000,000

Borrowing capacity on new line of credit

Total commitment amount $5,000,000

Remaining term 4 years

New borrowing capacity $20,000,000

As the borrowing capacity decreased by 33%, 33% of the unamortized original LOC debt 
issuance costs should be currently expensed, with the remaining amortized over the term 
of the new arrangement.  New lender fees and third-party fees should be capitalized and 

amortized over 4 years
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Accounting for Debt Extinguishment
 A debtor should derecognize a liability if and only if it has been 

extinguished.  A liability has been extinguished if either of the following 
conditions are met:
 The debtor pays the creditor and is relieved of its obligation for the liability.  Payment 

includes the following:
 Delivery of cash
 Delivery of other financial assets
 Delivery of goods or services
 Reacquisition by the debtor of its outstanding debt securities whether the debt securities are 

cancelled or held as so-called treasury bonds
 The debtor is legally released from being the primary obligor under the liability, 

either judicially or by the creditor

 An entity should derecognize a debt instrument when a debt modification 
or exchange is deemed to be an extinguishment
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Measuring the Gain or Loss on Debt 
Extinguishment
 ASC 470-50-40-2 provides guidance on measurement

 Difference between the reacquisition price of the debt and the net carrying 
amount of the extinguished debt is currently recognized as gain or loss

 Reacquisition price of debt
 The amount paid on extinguishment, including a call premium and 

miscellaneous costs of reacquisition.  If extinguishment is achieved by a direct 
exchange of new securities, the reacquisition price is the total present value 
of the new securities.

Net carrying amount of debt
 The amount due at maturity, adjusted for unamortized premium, discount 

and cost of issuance
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Polling Question
Have your clients had debt restructurings related to COVID-19?

A. Yes. It was/will be accounted for as TDR
B. Yes. It was/will be accounted for as a debt extinguishment
C. Yes. It was/will be accounted for as a debt modification
D. Yes but uncertain of the accounting
E. No
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Consideration of Lease Modifications
 Lease modification 

 Defined as any change to the contractual terms that was not part of the 
original terms and conditions of the lease

Many lease arrangements are being restructured as a result of 
COVID-19–related economic challenges
 Rent abatements
 Reduced payments
 Term extensions
 Other

 Such modifications are both as a result of negotiations between 
lessees and lessors and as a result of government actions
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Challenges in Applying ASC 840/842 Guidance on 
Modifications
Modifications represent changes in the respective rights and 

obligations in a lease related to term or payment, or both
 Impacts of modifications are generally accounted for prospectively, 

over the course of the lease, with updating of assumptions and 
classification determination
 ASC 840/842 guidance didn’t contemplate such COVID-19–related 

scale of modifications – not in the ordinary scope of business
 Volume of concessions
 Are government-imposed modifications based on existing rights and 

obligations in the lease or do they represent changes to such rights and 
obligations?
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FASB Guidance on COVID-19–Related Lease 
Concessions
 Policy election for both lessors and lessees
Option 1

 Apply modification guidance in ASC 840/842 to concessions
 Does concession represent a change in lease rights and obligations

 If yes, apply ASC 840/842 modification guidance
 If no, apply other applicable ASC 840/842 guidance

Option 2 
 Assume the concession was granted as part of a pre-existing right 

 Entity would not apply modification accounting
 Entity would apply variable payment guidance

Guidance applies only when total cash flows after concession resulting from 
the modification are substantially the same or less than the cash flows in the 

original contract
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Accounting for Lease Modifications By a  Lessee

 Lessee:
 Lessees account for modification as a new lease when the following occurs:

 Includes ROU not in original lease; and
 Additional ROU priced at standalone price

 Adjust ROU asset to remeasured lease liability if the modification:
 Grants lessee an additional right not in the original lease
 Extends or reduces the term of the lease
 Changes the consideration

 If modification partially or fully terminates the lease:
 Remeasure lease liability
 Decrease ROU asset proportionally 
 Recognize gain or loss on difference between change in ROU asset and lease liability
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Accounting for Lease Concessions Not Deemed 
Modifications – Lessees
 Three approaches for accounting for the concession

 Payable approach
 Amounts expensed do not change
 Entity records a liability for the amount of the concession

 Resolution of a contingency approach
 Remeasurement of lease liability and ROU asset to reflect the change in cash flows or 

timing
 Follow remeasurement guidance

 Variable lease expense approach
 Concession represents a negative variable lease payment
 Lease liability, ROU asset and lease expense/amortization are not adjusted
 Concession is recorded in period received 
 Positive variable lease payment expense recorded when paid 
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Applying the Guidance
 In response to COVID-19, the lessee and lessor agreed to a three-

month lease payment abatement. The monthly payment, which is 
also the amount of the periodic lease expense is $1,000
Option 1 –

Journal entry for each period of the abatement
Lease expense $1,000

Lease payable $1,000
Journal entry in period of payment of deferred lease payment
Lease payable $1,000

Cash $1,000
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Applying the Guidance
 In response to COVID-19, the lessee and lessor agreed to a three-

month lease payment abatement. The monthly payment, which is 
also the amount of the periodic lease expense is $1,000
Option 3 –

Journal entry in period of abatement
Lease expense $1,000

Negative variable lease exp $1,000
Journal entry in period of payment of deferred lease
Lease expense $1,000
Variable lease expense $1,000

Cash $2,000
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Polling Question
Have your clients received lease concessions as a result of COVID-19?

A. Yes. They were accounted for a modifications
B. Yes. They applied the new guidance and accounted for the impact as a 
variable payment under Option 1
C. Yes. They applied the new guidance and accounted for the impact as a 
variable payment under Option 3
D. No.
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Accounting for Receipt 
and Utilization of PPP 
Loans
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Accounting for PPP Loans – Receipt and Repayment 
of Proceeds

Receipt of funds would be accounted for as follows:
Cash $XXX

Notes payable $XXX

Accrual of interest expense
Interest expense $YYY

Notes payable $YYY

Loan repayment – Portion not forgiven
Notes Payable $ZZZ

Cash $ZZZ
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Accounting for Expenditures Made From PPP Loans 
and PPP Debt Forgiveness
No specific U.S. GAAP for accounting for governmental assistance to 

for-profit entities
 Two applicable accounting models

 Debt extinguishment model
 Expenditures are recorded as incurred

Dr. Salary expense XXX
Cr. Cash XXX

 Account for debt forgiveness as gain on extinguishment when loan is forgiven
 Analogy to other relevant GAAP

 IAS 20 – Accounting for government assistance
 ASC 958 - NFP Accounting for conditional grants

PPP loan proceeds are not taxable.  Currently, expenditures on which PPP loan 
proceeds are used are not tax-deducible.
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IAS 20, Accounting for Government Grants and 
Disclosure of Government Assistance
 IAS 20 addresses two types of government assistance

 Capital grants
 Income grants

 PPP loan would be considered an income grant for the amount that 
the entity believed likely or probable to be forgiven
 Proceeds would be recorded as a deferred income liability

 Cash $XXX
 Deferred Income liability $XXX

 Income would be recognized on a systematic basis over the period in 
which the entity recognizes related compensated costs
 Deferred income liability $YYY
 Other income $YYY
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ASC 958 – Accounting for Conditional Contributions

 Amount received would be accounted for a contingent contribution 
liability
 Amounts would be recognized as contributions as conditions (eligible 

expenditures under the PPP program) are met
 Related expenses are recorded as incurred
 Accounting outcome is similar to accounting for an income grant 

under IAS 20
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When Do I Book the Loan Forgiveness?
 Entity must be legally released from liability in order to record 

forgiveness – ASC 470
 Forgiveness received after year-end but before report release would be Type 

2 subsequent event (disclosed)
 Require notification (cancellation letter, etc.) from borrowing back

Discretion on classification of debt
 Contractual terms if expect to repay
 Possible classification of debt expected to be forgiven as current

 Income statement – gross vs. net
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Receiving Both the ERC and a PPP Loan 

 The CARES Act provided that an employer could not take the 
Employee Retention Credit (ERC) if it also received a PPP loan 
 Conversely, an eligible employer that received a PPP loan could not 

claim an ERC
 Consolidated Appropriations Act (CAA)

 The CAA provided that a taxpayer may take advantage of both programs but 
may not use the same dollars to produce two separate tax benefits — no 
double dipping with the same dollars

 Thus, the same wages cannot be both deducted as eligible PPP expenses and 
also be counted as wages for the ERC
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PPP Loan Program Reopened, January 2021
 The PPP loan program reopened in early January 2021, and will close on May 31, 

2021
 Eligible borrowers can apply for a first or a second PPP loan under this new 

version of the PPP loan program 
 COVIDTRA carved out $12 billion for minority-owned businesses and expanded 

eligibility to more nonprofits as well as local newspapers and TV and radio 
broadcasters

 A second draw PPP loan is a borrower’s second PPP loan and is limited to 
borrowers with fewer than 300 employees that have seen drops of at least 25% of 
their revenue during any quarter in 2020 relative to a comparable quarter in 2019   

 COVIDTRA also provided more flexibility to PPP loan borrowers on how they may 
spend the PPP loan proceeds and simplified the forgiveness process for PPP loans 
under $150,000

 PPP loan forgiveness Form 3508S is now available and takes the new $150,000 
ceiling amount into account
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PPP Loan Program Reopened, January 2021
 The interest rate on a PPP loan is 100 basis points or 1%, calculated on 

a non-compounding, non-adjustable basis
 The maturity date on a PPP loan is 5 years
 Loans that borrowers received before June 5, 2020, are 2-year loans, 

but borrowers and lenders can agree to extend the loan term to 5 
years
 CAA allowed recipients of a First Draw PPP loan to take a second draw
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25% Reduction in Gross Receipts
 The 25% reduction in gross receipts requirement only applies to 

businesses applying for a second draw PPP loan
 To apply for a second PPP loan, the applicant must have:

 Used up its first PPP loan or will do so, 
 Have no more than 300 employees, and 
 Show a 25% reduction in revenue from 2019 to 2020

 The 25 percent reduction in revenue is calculated one of two ways:
 Comparing annual gross receipts between 2019 and 2020 as reported on a 

completed tax return
 Comparing gross receipts in any one quarter of 2020 with that same quarter 

in 2019
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Required Documentation for a PPP Loan
 The IFR for Second Draw Loans provides that no documents are needed 

when applying for a second PPP loan but documentation will be required 
when the borrower applies for PPP loan forgiveness
 Instead, the loan applicant must certify on Form SBA 2483-SD (page 2) that 

it is applying for a PPP loan in good faith because it experienced a 25% or 
greater reduction in gross receipts from 2019 to 2020
 If the borrower did not meet the required revenue decrease, the SBA will 

not forgive the PPP loan and the borrower will be required to pay back the 
loan in its entirety
 If the SBA believes that when the loan application was made the applicant 

knew it did not have a drop in revenue, the borrower will face fines and 
potential imprisonment — see certifications on page 3, Form 2483-SD.
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Revenue Ruling 2021-2
 The CAA and Revenue Ruling 2021-2

 Forgiveness of PPP loans are not taxable
 Eligible expenditures are tax-deductible

 Potential mismatch between forgiveness and expenditures 
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Second Round of PPP Loans — Amount of Loan

 PPP loan borrowers are eligible for a second-draw PPP loan equal to 
the lesser of 2.5 months of the borrower's average monthly 
payroll cost or $2 million
 Because they were so detrimentally impacted by the COVID-19–

related economic downturn, hotels and restaurants may borrow up to 
3.5 times their average monthly payroll costs incurred in the 1-year 
period prior to the date of the loan 
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Eligible Borrowers for PPP Loans
 A borrower is eligible for a PPP loan if the borrower, together with any 

affiliates, is:
 A small business concern under the applicable revenue-based size standard 

established by SBA in 13 C.F.R. 121.201 for the applicable industry or under the SBA 
alternative size standard

 An independent contractor,
 An eligible self-employed individual, or sole proprietor; 
 A business concern, 
 A tax-exempt nonprofit organization described in Section 501(c)(3)
 A tax-exempt veterans organization described in Section 501(c)(19) of the IRC, 
 A Tribal business concern described in Section 31(b)(2)(C) of the Small Business Act, 

and
 The borrower employs no more than the greater of 500 employees or, if applicable, 

the size standard in number of employees established by SBA in 13 C.F.R. 121.201;
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Eligible Borrowers for PPP Loans
 A housing cooperative, 
 An eligible Section 501(c)(6) organization, or 
 An eligible destination marketing organization that employs no more than 300 

employees; 
 A news organization that is majority owned or controlled by a NAICS code 511110 

or 5151 business or a nonprofit public broadcasting entity with a trade or 
business under NAICS 511110 or 5151, that employs no more than 500 
employees (or, if applicable, the size standard in number of employees 
established by SBA in 13 C.F.R. 121.201 for the borrower’s industry) per location; 
or

 Another type of entity specifically provided for by PPP rules; and
 The borrower was in operation on February 15, 2020 and either had employees 

for whom it paid salaries and payroll taxes or paid independent contractors, as 
reported on a Form 1099-MISC or it was an eligible self-employed individual, 
independent contractor, or sole proprietorship with no employees
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ASU 2021-10: Government Assistance
 FASB issued ASU 2021-10, Government Assistance (Topic 832): 

Disclosures by Business Entities about Government Assistance 
November 2021
 Effective for periods beginning on or after December 15, 2021 (early 

adoption permitted)
Does NOT apply to NFP or EBP
Does NOT apply to 606 transactions or where the entity meets 

eligibility requirements for funding
 Primarily assistance (such as PPP loans) where the grant model is 

used or outright grants that are treated as contributions
Disclosure standard only
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ASU 2021-10: Government Assistance
Disclose:

 Type of assistance and accounting policies
 Effect on financial statements (line item in balance sheet or income 

statement)
 Terms of the assistance including duration and any recapture provisions or 

other contingencies

 Apply prospectively to all transactions within the scope of the 
amendments that are reflected in financial statements at the date of 
initial application and new transactions that are entered into after the 
date of initial application or retrospectively to those transactions
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Applying ASC 2021-10

Transactions with the government to 
which ASC 2021-10 would apply:

1. A forgivable loan from the 
government for which a business 
entity uses the IAS 20 grant 
accounting model

2. A receipt of cash or other assets 
from the government that is 
accounted for as a grant under ASC 
958-605

Transactions with the government to 
which ASC 2021-10 would not apply:

1. Income tax credits within the scope 
of ASC 740

2. A revenue contract with the 
government accounted for under 
ASC 606

3. A forgivable or below-market interest 
rate loan from the government that 
the entity accounts for under ASC 
470
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Polling Question
Did your clients take an additional PPP loan?

A. Yes. Many
B. Yes. Some
C. Yes. A few
D. Little to no have taken a 2nd PPP loan
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Debt Covenant and Debt 
Classification 
Considerations
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Presentation and Disclosure Issues Related to Debt 
Covenant Violations
 Consideration of subjective acceleration clauses (SACs) and material 

adverse change clauses (MACs)
 If a SAC or MAC makes a lender’s calling of the debt probable, it should be classified 

as current
 If only reasonably possible, disclosure of the SAC or MAC is required

 Debt agreements may contain clauses that make the debt callable by the 
lender upon certain contingent events.
 At each reporting period, the reporting entity should assess whether a contingent 

event has occurred that makes the debt obligation callable by the lender.  If so, 
current classification is required. 

 Many debt agreements include covenants on the borrower for the life of the 
agreement. Breach of a covenant triggers an event of default, which may lead to an 
increase in the interest rate or a potential demand for repayment (i.e., the debt 
becomes due). 
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Summary of Consideration of Debt Covenant 
Waivers and Grace Periods

Covenant Violation Scenario Classification

1. Violation; no waiver; no grace period Current

2. Violation; no waiver; grace period It is probable that the violation will be cured within the grace period Noncurrent

It is not probable that the violation will be cured within the grace period Current

3. Violation; waiver or modification obtained 

after the balance sheet date

Covenant not required to be met within one year from the balance sheet date Noncurrent

It is reasonably possible the covenant will be met at subsequent testing dates 

within one year from the balance sheet date

Noncurrent

It is probable the covenant will not be met at subsequent testing dates within one 

year from the balance sheet date

Current

4. Violation avoided through modification made 

before the balance sheet date
It is reasonably possible the covenant will be met at subsequent testing dates 

within one year from the balance sheet date

Noncurrent

It is probable the covenant will not be met at

subsequent testing dates within one year from the balance sheet date

Current

5. Violation occurring or anticipated after the 

balance sheet date

Noncurrent
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Sample Disclosure: Debt Covenant Violation Cured 
in Grace Period

At December 31, 2019, the company was in violation of the debt covenant related to its $500,000 
term note that is due on June 30, 2021. That covenant required a certain current ratio, as defined in 
the debt agreement, be achieved as of December 31, 2019.  As of December 31, 2019, the required 
ratio was not met, thus allowing the borrower to demand immediate repayment of the term loan.

However, the covenant contained a 90-day grace period, whereby if the violated covenant was 
subsequently met at the end of the 90-day grace period, March 31, 2020, the violation would be 
deemed to be cured and the borrower could no longer require immediate payment of the term 
loan.

As the company deemed the covenant violation at December 31, 2019 to be due to a temporary 
liquidity situation that existed at that date and that was subsequently resolved shortly after year 
end, the company believes that it is probable that it will meet the current ratio covenant at March 
31, 2020 and has thereby presented the entire balance of the term loan as a non-current liability as 
of December 31, 2019.
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Sample Disclosure: Debt Covenant Violation Has Occurred, With a Waiver 
Obtained After the Balance Sheet Date

At December 31, 2019, the company was in violation of the debt 
covenant related to its $500,000 term note that is due on June 30, 
2021. That covenant required a certain current ratio, as defined in the 
debt agreement, to be achieved as of December 31, 2019.  As of 
December 31, 2019, the required ratio was not met, thus allowing the 
borrower to demand immediate repayment of the term loan.

On February 15, 2020, the company obtained a waiver from the lender 
of this covenant.  Per this waiver, the company does not need to met 
the requirements of this covenant until December 31, 2020. 
Accordingly, the company has classified this term loan as non-current in 
its December 31, 2019 financial statements.
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Sample Disclosure: Debt Covenant Violation Has Occurred, With a Waiver Obtained 
After the Balance Sheet Date; Interim Assessment of Covenant Is Required

At December 31, 2019, the company was in violation of the debt covenant related to its $500,000 
term note that is due on June 30, 2021. That covenant required a certain current ratio, as defined in 
the debt agreement, to be achieved as of December 31, 2019.  As of December 31, 2019, the 
required ratio was not met, thus allowing the borrower to demand immediate repayment of the 
term loan.

On February 15, 2020, the company obtained a waiver from the lender of this covenant.  Per this 
waiver, the lender agreed to not require immediate repayment of the loan.  However, per the 
waiver, the lender requires the company to meet the current ratio covenant as of June 30, 2020.

Given the company’s deteriorating financial condition due to the impact of COVID-19–mandated 
closure of its retail facilities, which the company expects to continue for the foreseeable future, the 
company believes that it is probable that it will meet the current ratio covenant as of June 30, 2020 
and will thereby be in violation of this covenant at that date, allowing the borrower to demand 
immediate repayment of the term loan.  Accordingly, the company has classified the term loan as a 
current liability in its December 31, 2019 financial statements.
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Polling Question
Do you expect debt classification issues with your clients due to 
potential debt covenant violations when they prepare their financial 
statements?

A. Yes. Many clients will have these considerations
B. Yes. Some clients will have these considerations
C. Yes. A few clients will have these considerations
D. No.  
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Non-Financial Asset 
Impairment
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Impairment of Long-Lived Assets
 Applicable guidance:

 ASC 360, Property, Plant and Equipment
 ASC 350, Intangibles – Goodwill and Others

 Basic impairment model under ASC 360:
 Testing required when a triggering event occurs
 Asset or asset group is tested for recoverability

 Net asset value is compared to undiscounted net cash flows generated from use and 
disposition of the asset

 If the carrying amount is not recoverable, an impairment loss is recognized if the carrying 
amount exceeds the fair value
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Determination of Asset or Asset Group for Testing

 Level of testing for impairment:
 Lowest level for which identifiable cash flows are largely independent of cash 

flows from other groups of assets
 Cash flows from one asset group can’t offset those of another
 Determination requires significant judgment
 Challenges include

 Interdependency of revenue between groups
 Shared cost structures

 Examples
 Interdependent revenue
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Shared Cost Structures
 Costs incurred by the entity that relate to more than one asset group 

and for which costs can not be discretely identified for allocation 
 Such costs may require asset grouping at higher level
 Examples:

 Shared sales force
 Shared manufacturing functions

 The following would not require higher level grouping, due to general 
availability of reasonable allocation methods:
 Shared service activities, such as back office activities
 Allocated direct costs

 Treatment of intercompany sales
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The Impairment Model in ASC 360
 Impairment approach is based on nature of the assets:

 Held and Used
 Event driven two-step test at asset level

 Held for sale
 Lower of carrying amounts or fair value, less cost to sell the asset

 Applicability of the Held and Used model in addition to PP&E:
 Long-lived assets recorded by lessees under capital leases
 Long-lived assets of lessors subject to operating leases
 Proved oil and gas properties using “successful efforts” method
 Long-term prepaid assets

 Model does not apply to:
 Financial assets
 Long-lived assets for which other accounting exists (i.e., DTAs)
 Long lived asset for which industry specific accounting exists
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When To Test for Impairment?
 Examples of events triggering the need to test for impairment:

 A significant decrease in the market price of a long-lived asset 
 A significant adverse change in the extent or manner in which a long-lived asset is 

being used or in its physical condition
 A significant adverse change in legal factors or in the business climate that could 

affect the value of a long-lived asset, including an adverse action or assessment by a 
regulator

 An accumulation of costs significantly in excess of the amount originally expected for 
the acquisition or construction of a long-lived asset 

 A current-period operating or cash flow loss combined with a history of operating or 
cash flow losses or a projection or forecast that demonstrates continuing losses 
associated with the use of a long-lived asset 

 A current expectation that, more likely than not, a long-lived asset will be sold or 
otherwise disposed of significantly before the end of its previously estimated useful 
life
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Order of Impairment Testing Under ASC 360
 Impairment testing should be performed in the following order:

 Test other assets under applicable guidance (i.e., inventory) and indefinite-
lived intangible assets other than goodwill under Topic 350

 Test long-lived assets under ASC 360-10
 Test goodwill of reporting unit that includes these assets under ASC 350, only 

if the assets being tested are part of a reporting group

 Carrying value of each asset is adjusted before performing the next 
test
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Step One of the ASC 360-10 Test
 Recoverability test:

 Comparison of carrying amount to undiscounted net cash flows
 No impairment if net cash flows exceed carrying amount, even if carrying 

amount exceeds asset’s fair value
 If assets are not recoverable, impairment loss is the amount that their 

carrying amount exceeds fair value

 Challenges in applying the recoverability test:
 Shared assets
 Estimating future cash flows of the asset or group
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Estimating Future Cash Flows of the Assets Tested 
for Impairment
 Cash flows are undiscounted cash flow from:

 Use of the asset
 Eventual disposition of the asset

 Such cash flows may differ from those used to determine its fair value, as 
per ASC 820
 Such projections should include:

 All cash inflows expected from the asset over its remaining useful life, based on its 
existing potential

 Any cash outflows necessary to obtain the projected cash inflows
 Cash flows associated with eventual disposition of the asset

 Selling costs
 Terminal value of asset group if considered a business

 Cash flow period is based on the remaining useful life of the “primary 
asset,” which is generally its remaining depreciable life
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Measuring the Amount of the Impairment Loss 
Under ASC 360–10
 Carrying amount being tested for impairment is its cost, net of 

accumulated depreciation or amortization
 Aggregate carrying values of all assets and liabilities in asset group if 

impairment is tested at the group level
 Impairment loss is the excess of carrying value over fair value of the 

asset or asset group
 Loss is allocated to long-lived assets on a pro-rata basis, based on 

their relative carrying amounts:
 None of the loss is allocated to non-long lived assets
 Losses should not reduce the carrying amount of a long-lived asset below its 

fair value, if it is readily determinable
 Any loss is recorded as a loss from continuing operations
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Definition of Fair Value, per ASC 820
 Fair value is 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
 Orderly transaction:

 Not a forced liquidation or distress sale
 A transaction that assumes exposure to the market for a period before the 

measurement date to allow for marketing activities that are usual and customary

 Market participant:
 Buyers and sellers in the principal or advantageous market, who are

 Independent of each other
 Knowledgeable about the asset, liability, and transaction
 Able to enter into the transaction
 Willing but not forced to enter into the transaction
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Important Fair Value Concepts
 Assume that the transaction occurs in the principal market, or most 

advantageous, if there is no principal market
 Price would use “exit price,” regardless of whether that price is 

directly observable or estimated using a valuation technique
 Price excludes transaction and transportation price
 Assume the asset would be used at its highest and best use:

 Could include combination of asset with other assets
 Assumptions must be consistently applied
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Use of Valuation Techniques
Market approach:

 Uses prices and other relevant information generated from market 
transactions for identical or comparable assets

 Cost approach:
 Reflects the amount that would be required currently to replace the service 

capacity of the asset

 Income approach:
 Conversion of future amounts to a single discounted amount (i.e., discounted 

cash flows approach)
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Valuation Inputs
 Level 1:

 Uses quoted prices in an active market for identical assets or liabilities

 Level 2:
 Inputs other than Level 1 inputs that are observable for an asset or liability, 

either directly or indirectly

 Level 3:
 Unobservable inputs for assets and liabilities
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Example #1
Carrying Amount Fair Value Difference

PP&E $600 $100 ($500)

Customer Relationship 200 300 100

Patent 0 100 100

Total $800 $500 ($300)

Analysis: Entire impairment loss of $300 would be recorded against PP&E, as 
the fair value of the other long-lived assets exceeds their carrying amounts
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Example #2
Carrying Amount Fair Value Difference

PP&E $600 $100 ($500)

Customer Relationship 200 300 100

Patent 0 450 450

Total $800 $850 $50

Analysis: Even though the carrying value of the PP&E exceeds its fair value, no 
impairment is recorded, as the fair value of the asset group exceeds its carrying 

amount
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Recording the Impairment Loss
 Impairment loss in an asset to be held and used

 The loss should be included in income from continuing operations before 
income taxes 

 The loss should be included within income from operations, if such an amount 
is presented

 After recognition of the loss, the adjusted carrying amount of a long-
lived asset becomes that asset’s new accounting basis 
 The adjusted carrying amount of the long-lived asset should be 

depreciated or amortized over the asset’s remaining useful life

Subsequent reversal of a previously recorded
impairment loss is prohibited
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Impairment of Held for Sale Long Lived Assets
Use of Held for Sale model is appropriate only if all are met:

 Prior to financial statement date, management, with appropriate authority, 
commits to a plan to sell the asset

 The asset is available for immediate sale, in its current condition
 An active program to locate a buyer has been initiated
 The sale of the asset is probable and is expected to be completed within one 

year
 The asset is being actively marketed for sale at a price that is reasonable in 

relation to its fair value
 Actions required to complete the plan indicate that is unlikely that significant 

changes to the plan will be made or the plan will be withdrawn 
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Measuring the Disposal Group
Disposal group would be presented at its fair value, less cost to sell, 

beginning in period in which held for sale criteria are met
 Impairment charge is recorded for excess of carrying value over fair 

value
 Subsequent increase in asset’s fair value can be recognized, but not 

above amount of previously recognized impairment loss
 Costs to sell (ASC 360-10-35-38) include:

 Direct transaction costs, such as legal fees, brokerage commissions, and 
closing costs

 Are incremental due to decision to sell the asset  
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Order of Impairment Testing for Long Lived Assets 
Held for Sale
Order of impairment testing:

 Test other assets under applicable guidance
 Test goodwill and indefinite lived intangible assets for impairment under ASC 

350
 Test the disposal group for impairment under ASC 360-10

 Carrying amounts are adjusted, as necessary, for the results of each 
test prior to performing the next test
Note that this order is different than that for assets held for use
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Disclosures Related to Impairment or Disposal of 
Long-Lived Assets
 Per ASC 360-10-50, the following should be disclosed related to 

impaired long-lived assets classified as held and used:
 A description of in the impaired long-lived asset and the facts and 

circumstances leading to impairment
 If not separately presented on the face of the financial statement, the amount 

of the impairment loss and the caption in the income statement or the 
statement of activities that includes the loss

 The method(s) for determining the fair value (level 1,2 or 3)
 If applicable, the segment in which the impaired long-lived asset is reported 

under Topic 280
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Polling Question
Do you expect your clients to have asset impairment issues related to 
COVID-19?

A. Yes. Many will
B. Yes. Some will
C. Yes, but only a few
D. No
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Goodwill Impairment
 Performed at least annually and at occurrence of a triggering event

 ASU No. 2021-03 allows private companies to assess impairment only at year-end

 Perform qualitative assessment to determine if two-part impairment test is 
necessary:
 Evaluate events to determine if it is “more likely than not” that the fair value of a 

reporting unit is below its carrying value
 Macro
 Industry
 Entity or reporting specific issues

 A reporting unit is an operating segment or one level below an operating 
segment (also known as a component) 
 Likelihood of greater than 50% – more to quantitative test
 Can skip this step and go directly to quantitative test
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What if You Fail the Qualitative Test?
 Performed when fail or skip the qualitative test
 Step 1 – Compare fair value of reporting unit to carrying value of 

reporting unit, including goodwill
 Fair value greater than carrying value = no impairment
 Fair value less than carrying value = go to step 2

 Step 2 – Compare implied goodwill of reporting period to carrying 
value of goodwill
 Record loss if implied fair value of goodwill is less than carrying amount
 After write- down, adjusted goodwill is new accounting basis

 Reversal of write-down is prohibited

ASU No. 2017-04 allows an entity to stop at Step 1. Excess of the carrying value of the 
reporting unit over its fair value is the amount of the goodwill impairment.
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Exercise: Determine if an Impairment Loss Is 
Required
 The asset is used by a vineyard in the fermentation of the one variety of grape which the vineyard 

grows.  However, the machine can be used in the fermentation process for other types of grapes.  
The entity chooses not to use those other varieties of grapes, due to product distribution issues.

 An entity has determined that there is a triggering event that warrants a quantitative assessment 
for asset impairment of the machine used to produce its wine.   Per its analysis, the entity 
believes that cash flows can be independently tracked to this specific piece of machinery.

 The machine has a carrying amount of $500,000, a remaining useful life of 5 years and generates 
undiscounted cash flows as follows: 

 Using a discounted cash flows analysis, the entity has determined that the fair value of the 
machine to it, is $345,000.  However, other vineyards could use the machine to ferment other 
types of grapes which have greater market value.  Similar machines have sold in the secondary 
market place for $575,000.  The entity has estimated that the costs to sell the equipment would 
be about $50,000.

Year 1 Year 2 Year 3 Year 4 Year 5 Total

Cash 

Flows

$125,000 100,000 $90,000 $75,000 60,000 $450,000
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Financial Instrument 
Impairment
Pre ASC 326
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New Codification Organization Post 
ASU 2016-01
 ASC 320, Investments – Debt Securities
 ASC 321, Investments – Equity Securities
 ASC 323, Investments – Equity Method and Joint Ventures
 ASC 325, Investments – Other
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Equity Investments
With determinable fair value

 Measure at fair value
 Change in fair value recorded through net income

Without determinable fair value
 Measure at fair value, with changes through earnings; or
 Option to measure at cost, minus impairment, minus changes resulting from 

observable price changes, with changes in carrying amount included in 
earnings

 Effectively eliminates “available for sale” classification
 Equity investments accounted for on Equity Method or consolidated 

are not in scope
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Equity Securities Without Readily Determinable Fair 
Values
When equity security does not meet any of three previous criteria
Measured at fair value, in accordance with ASC 820, with changes in 

fair value included in net income
 ASC 321-10-35-2 provides measurement alternative

 Not available for equity instruments using NAV practical expedient (generally 
private equity or hedge funds)

 Investments using the ASC 321 measurement alternative are not 
required to be included in fair value hierarchy disclosures
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Applying the Measurement Alternative
 Alternative is optional
 Equity security without readily determinable fair value:

 Carried at cost,
 Less impairment
 +/- changes in observable prices 

 To identify observable price changes
 Consider relevant transactions that occurred on or before the balance sheet date 

that are or can be reasonably known
 Entity should make a reasonable, not exhaustive effort to identify
 Consider different rights and obligations of similar securities issued by the same 

issuer (i.e. voting rights, preference, and distribution rights)

 If elected, option must be applied consistently, unless criteria are no longer 
met (i.e. entity undergoes an initial offering)
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Impairment Test for Equity Investments Using 
Practicality Exemption
 Applicable for equity securities using the practicality exemption:

 Uses one-step qualitative test 
 Similar test as one used for long-lived assets, goodwill, and other intangibles
 Impairment is measured as difference between fair value and current carrying 

amount of the investment
 Impairment charge recorded as part of net income
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Impairment of Equity Interests Without Readily 
Determinable Market Prices
 Entities will need to assess such securities for impairment
 Impairment occurs if, on a qualitative basis, the fair value of the 

equity security is less than its carrying value
 Impairment is the difference and recorded in net income
 Charge reduces cost basis and is not a valuation allowance
 Value of security would continue to be written up or down, based on 

observable price changes, even if impaired
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Qualitative Factors To Consider for Impairment
Qualitative factors to consider to assess if impairment has occurred:

 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

 A significant adverse change in the general market condition of either the 
geographic 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

 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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Example of Applying Impairment Guidance
 Company A purchases preferred stock of Private Co. for $1,000
 Company A elects the measurement alternative
Due to change in Private Co’s technological environment, it must 

discount its product’s selling price in order to stay competitive
 Results in negative cash flows, reduced profitability, and jeopardizing its debt 

covenants

 Company determines quantitative impact of impairment to be $250, 
and writes down its investment and charges net income
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Applying Impairment Guidance: Example
 In next accounting period, Private Co. sells identical share of preferred 

stock for $800
 Transaction is an observable price of an identical security
 Company A remeasures its investment in Private Co.

Investment in Private Co. $50
Net Income $50
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ASC 320 Guidance: Accounting for Temporary 
Unrealized Gains/Losses – Pre-ASC 326
Original purchase of debt securities is at cost
Unrealized gains or losses are subsequently measured at each 

reporting date, as follows:

Classification Balance Sheet 
Carrying Amount

Temporary 
Unrealized 

Gains/Losses

Trading Fair value Net income

Available for sale Fair value OCI

Held to maturity Amortized cost NA
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Impairment of AFS and HTM Securities 
 Entity must determine if a decline in an individual security’s fair value below its 

amortized cost is other than temporary (OTT)
 An investment is impaired if its fair value is below its cost

 The impairment is either temporary or OTT
 OTT impairment doesn’t necessarily mean the impairment is permanent

 Impairment is OTT if either occurs
 Entity intends to sell the impaired security
 It is more likely than not that the entity will be required to sell the security before the 

recovery of the security’s amortized cost basis
 If an entity does not expect to recover its entire amortized cost basis, even if it 

does not intend to sell the investment, an OTT impairment has occurred
 Entity determines if OTT impairment is a credit loss by comparing the present value of the 

cash flows which it expects to recover to the amortized cost of the investment
 If the present value, per above, is less than the amortized cost of the investment, an OTT 

impairment, or credit loss, has occurred
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Factors To Consider When Determining if a Credit Loss 
Exists
 An entity should consider the following when determining if credit loss exists

 The length of time and the extent to which the fair value has been less than the 
amortized cost basis

 Adverse conditions specifically related to the security, an industry, or geographic area
 The historical and implied volatility of the fair value of the security 
 The payment structure of the debt security and the likelihood of the issuer being able 

to make payments that increase in the future
 Failure of the issuer of the security to make scheduled interest or principal payments
 Any changes to the rating of the security by a rating agency 
 Recoveries or additional declines in fair value after the balance sheet date

 The entity should use all available information relevant to the collectability of the 
security when developing its cash flow estimates 
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Recognition of OTT Impairment
 Entity intends to sell or it is more likely than not that it will sell the security before 

recovery
 OTT impairment recognized to earnings is the entire difference between the investment’s fair 

value and its amortized cost at the balance sheet date
 Entity does not intend to sell or it is more likely than not that it will not sell the 

security before recovery
 OTT impairment loss due to credit loss is recorded in earnings
 OTT impairment loss due to other factors is recorded in OCI, net of taxes

 New cost basis of investment is established
 Previous amortized cost basis less OTT impairment recognized in earnings
 Recoveries in fair value are not reversed to earnings
 Existing guidance in ASC 320 is then followed

 OTT impairment recognized in OCI for debt securities classified as HTM shall be 
accreted over the remaining life of the debt security in a prospective manner on 
the basis of the amount and timing of future estimated cash flows
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Equity Method Investments
Relevant literature: ASC 323
 Evaluate for impairment when changes in conditions or circumstances 

indicate that carrying amount might not be recoverable
 Investor does not have the ability to recover the carrying amount of the 

investment
 Investee cannot sustain earnings
 Current FV is less than CV
 Other investors are no longer supporting or are reducing financial 

commitment to investee

When investees recognize an impairment loss this may indicate an 
impairment for the investor
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Income Tax and ASC 740 
Considerations Related to COVID-19 
Legislation
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Coronavirus Aid, Relief, and Economic Security Act 
(CARES Act) 
 Legislation was signed on March 27, 2020
 CARES Act contains a variety of significant tax law changes for both 

individuals and businesses
 Delays in general tax filings and payments
 Business provisions

 Delay in employer and self-employment payroll taxes
 Employee retention payroll tax credit for certain businesses
 Temporary changes to IRC Section 163(j)
 Changes to NOL rules
 Corporate AMT relief

 State and local tax provisions 

CARES Act provisions impacting ASC 740 have expired
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Delay in Employer and Self-Employment Payroll 
Taxes and Other Payroll Tax-Related Provisions
 Employers and self-employed individuals may defer payment of the 

employer share (6.2%) of the FICA Tax which they would pay for 2020, 
for payments due after 3/27/20
 50% of deferral due on December 31, 2021
 Remainder is due on December 31, 2022

 Employee retention payroll tax credit for certain businesses
 Refundable payroll tax credit for 50% of qualified wages paid 
 Eligible employees carrying on a trade or business in 2020 whose:

 Operations fully or partially suspended, due to COVID-19; or
 Gross receipts declined by more than 50% when compared to same PY quarter

 Eligibility ends at end of calendar quarter in which gross receipts are greater 
than 80% of those in same PY quarter
 Definition of “qualified wages” differ based on number of employees (100)
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Other Provisions of CARES Act Impacting 
C Corporations
 Technical correction for fiscal year filers with an NOL arising in 2017-

2018 straddle year
 Correction of TCJA drafting error to allow for back-back of NOLs under pre-

TCJA rules for tax years beginning in 2017
NOL carrybacks related to years in which the taxpayer included 

income under Section 965 (TCJA Transition Tax)
 Corporate AMT Relief

 Accelerated utilization of any remaining minimum tax credits (MTCs)
 CARES Act allows for a 50% credit of MTC for 2018 tax year and 100% credit 

for the 2019 tax year
 Alternatively, a taxpayer may elect to claim 100% of unused MTCs in 2018. Bill 

allows for “quickie refund” filing
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Other Provisions of CARES Act Impacting 
C Corporations
 Technical Correction regarding Qualified Improvement Property

 Real property trade or business opting out of interest limitation provisions of Section 
163(j) may take “bonus depreciation” for QIP placed in service after 2017

 Additional depreciation may generate or increase NOLs in 2018-2020 tax years which 
can now be carried back for five years

 Limitation on deduction for charitable contributions who make cash 
contributions on 2020 is raised from 10% to 25% of taxable income
 Emergency Paid Sick Leave Act (EPSL) limitation

 $511 per diem and $5,110 in aggregate when employee is experiencing symptoms or 
subject to quarantine

 $200 per diem and $2,000 in aggregate for each employee taking leave to care for a 
child or quarantined individual

 Advance refunding of EPSL and FMLA credits on Form 7200
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Polling Question
Have your clients benefited from the corporate tax provisions of the 
CARES Act?

A. Yes, benefited a great deal
B. Yes. Some have benefited
C. Yes. A few have benefits
D. No
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Thank you!


