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The New Covid19 pandemic caused economic crises since the beginning
of the year and created global challenges in the world. The enterprises have
faced severe problems in preparing the financial reporting for 2019. The crisis
seems to continue for the 2020 financial year. Serious challenge has been
posed to auditors and audit companies. This paper proposes ways to solve
these issues as specified by current international standards and regulations.
Enterprises faced considerable challenges during unforeseen pandemics.
The challenges are especially apparent in the preparation of valid financial
statements. Due to the existing conditions, it is difficult to understand
whether the use of the going concern of accounting in the financial statement
will be adequately perceived and useful for the interested stakeholders.

The paper elaborates on the key topics that the industries should
consider while preparing financial reporting, as well as auditors - while
auditing financial reporting.

Keywords: Auditor Opinion, Financial Reporting, Going Concern,
Presentation of Financial Statements, Subsequent Events.

JEL Codes: M41, M42

1. Introduction

On March 11, 2020, the World Health Organization recognized the spread
of the new coronavirus infection (COVID-19) as a pandemic. The reason for the
announcement of a pandemic was the scale and severity of the spread of the new
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virus in the world, as well as the inaction of some countries. The World Health
Organization has called on countries to take immediate and decisive action to
combat the coronavirus.

The measures taken to prevent the spread of the coronavirus, in turn, have
led to restrictions on the activities of many businesses and a significant increase
in economic uncertainty. It also affects changes in asset prices, fluctuations
in the exchange rate and interest rates on loans. However, in the absence of
agreements between the OPEC countries and Russia on the reduction of oil
production in March 2020, there was a significant decrease in world oil prices. The
above factors have had a significant impact on the Georgian economy (Sabauri,
L., 2016). Following the declaration of a state of emergency, the Georgian Lari
weakened significantly against foreign currencies. These and other economic
fluctuations have a significant impact on the 2020 financial accounting and
auditing of enterprises.

2. Methodology

General and specific research methods were used in this article - the
methods of analysis, synthesis, historical, logical, scientific abstraction, com-
parative analysis, statistics (selection, observation, dynamics, etc.), static, as
well as the methods of experimental evaluation.

3. Impact on the financial statements prepared for 31 December 2019

In December 2019, China notified the World Health Organization of a
number of cases of an unusual form of pneumonia. However, information that
the infection of people with coronavirus was of a mass nature became known
only in early 2020. Consequently, the impact of this infection on the Georgian
economy has been observed since the beginning of this year and is characterized
by a growing pace (Albitar, K., Gerged, A. M., Kikhia, H., & Hussainey, K., 2020).

In accordance with the legislation in force in Georgia and the International
Financial Reporting Standards, the financial statements for December 31, 2019
must be prepared in accordance with the recognized accounting principles and
estimates for the reporting date. Assumptions about the impairment testing of
an enterprise’s financial and non-financial assets as at 31 December 2019 should
reflect an objective and reasonable assurance as to the date of its preparation.
Management and auditors should avoid misuse of information that is not caused
by events and reasonable expectations that are relevant to the situation (Levy,
H. B., 2020).
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In addition, when we consider the economic impact of the 2020 pandemic
and the related crisis, it is mainly related to events after the reporting period,
that is, events that occurred after December 31, 2019 (Sabauri, L., 2016).

The events following the reporting period in accordance with International
Financial Reporting Standards

According to IAS 10 - Events After the Reporting Period, an event could be
favorable or unfavorable that occurs between the end of the reporting period
and the date that the financial statements are authorized for issue (Sabauri L.,
2017).

Here two type of events can be distinguished:

a) Events that provide evidence of conditions at the end of the reporting
period (adjusting events after the reporting period); and

b) Events that indicate conditions that may arise after the reporting period
(non-adjusting events after the reporting period); (IAASB, 2020)

An event after the reporting period is the event that has or may have
affected the financial position of the enterprise, the cash flow or the financial
result of the enterprise that occurred or was disclosed after the reporting period
and up to the date on which the financial statements were authorized for issue.
Significant events after the reporting period, whether positive or negative for the
enterprise, are subject to disclosure in the explanatory notes (Sabauri, L., 2018).

The subsequent event of the reporting period is considered essential if its
incorrect submission or omission may affect the economic decision made by the
user of the financial statements (Gogrichiani, Z., 2019). The events following of
the reporting period are to be disclosed in the explanatory notes to the financial
statements. At the same time, they are not reflected in the financial statement
of the reporting period. Explanatory notes to the financial statements and profit
and loss statements should include a brief description of the events following
the reporting period and their value in monetary terms. If it is not possible to
estimate the subsequent events of the reporting period in cash, the enterprise
should also disclose the information in the explanatory notes and explain the
reason.

If the following events of the reporting period occur after the date of signing
the financial report, enterprises should disclose in the notes to the financial
statements an explanation of the impact of the pandemic and the resulting
economic crisis caused to them, as such events always have a significant
impact on consumers’ economic decisions (Sabauri, L., & Kvatashidze, N., 2016,
November).

According to IAS 10 - Events after the Reporting Period, adjusting event is
an event after the reporting period that provides further evidence of conditions
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that existed at the end of the reporting period. Non-adjusting event is an event
after the reporting period that is indicative of a condition that arose after the
end of the reporting period but does not have an impact on the conditions of the
assets and liabilities existed as of the date of issue of the financial statement
(Sabauri, L., & Mamardashvili, N., 2014).

As we have already mentioned, the deterioration of the economic situation
related to measures to reduce the spread of viral infection (state of emergency,
closure of borders, cessation of production, etc.), which also led to a fall in world
oil prices, occurred only in 2020. Consequently, this is a non-adjusting event
occurring after the reporting period. According to the Standard, non-adjusting
events should be disclosed if they are of such importance that non-disclosure
would affect the ability of users to make proper evaluations and decisions.
The required disclosure is a) the nature of the event; and b) an estimate of its
financial effect or a statement that a reasonable estimate of the effect can not
be made (IAASB, 2020).

According to the International Accounting and Financial Reporting
Standards, in case of the adjusting events the proper changes should be made in
the financial statements, while in case of non-adjusting events, this fact should
be disclosed in the explanatory notes.

The events related to the spread of the coronavirus and the deterioration
of the economic situation, according to the IAS, constitute a non-adjusting
event, which, therefore, should be reflected in the explanatory notes with the
appropriate description.

Disclosure of the effects of COVID-19 in the explanatory notes (example):

In early 2020, there were significant fluctuations in the world market, which
were associated with a sharp decline in oil and stock indices and the widespread
of the coronavirus infection. These facts may have a negative impact on the
activities of the enterprise, in particular:

From December 31, 2019 until the date of approval of the financial
statements, the exchange rate of Georgian lari against foreign currency has
changed significantly: Euro - XX%, US Dollar - increase of XX%. The enterprise
is currently assessing the impact of these changes on its financial position,
financial performance and cash flow.

Impact of COVID-19 on lease

In April of this year, the International Accounting Standards Board issued
a new reference to the IFRS 16 “Leases” caused by the coronavirus COVID-19
pandemic. The document outlines the features of accounting for pandemic-
related benefits. The Board does not make any additions to this reference,
nor does it provide for the repeal of any requirements of the Standard. On the
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contrary, this document aims at the consistent and reliable introduction of IFRS
16 “Lease”. Following the guidelines issued in April, the Board on May of tis year
amended the IFRS 16 to facilitate lease accounting for the leaseholder while
investors continue to receive useful lease information. The change concerns the
accounting for lease-related grace periods and temporary reductions in lease
payments during the coronavirus crisis (Sabauri, L., 2018).

The amendment relieves the lessor of the obligation to revise the lease
agreement and determine whether the existing lease exemption is the result of
a pandemic. Thus, it will no longer be necessary to modify the lease agreement.
Rent-related benefits will be considered as a cash-related event and must be
paid no later than June 30, 2021.

4, Requirements of International Auditing Standards of Auditing

When conducting an audit, it is necessary to apply the requirements of
International Standard of Auditing 560 “Subsequent Events”, for the above cases.
According to the above Standard, Subsequent events are the events occurring
between the date of the financial statements and the date of the auditor’s report,
and facts that become known to the auditor after the date of the auditor’s report
(SABAURI, 2018).

The auditor shall perform audit procedures designed to obtain sufficient
appropriate audit evidence that all events occurring between the date of the
financial statements and the date of the auditor’s report that require adjustment
of, or disclosure in, the financial statements have been identified. Based on these
evidences, the auditor should form an opinion on the financial statements. The
auditor should consider, in the light of subsequent reporting events, whether
there is a material uncertainty about the entity’s ability to continue operating as
a going concern (Levy, H. B., 2020).

Going Concern

When preparing the financial statements, it is understood that the
enterprise will continue to operate and continue to operate in the future. That
is, the enterprise is not in danger of liquidation, cessation of operations or
significant reduction in scale (Albitar, K., Gerged, A. M., Kikhia, H., & Hussainey,
K., 2020).

IAS 1 - “Presentation of Financial Statements”, indicates that in the process
of preparing the financial statements, management should assess whether the
enterprise hasthe capacity to continue operating as a going concern. The financial
statements should be prepared in accordance with the principle of operation of
the enterprise, unless the management of the enterprise intends to liquidate
or close the enterprise, or if it has no real choice for not to act so. If at the

138



Impacts of COVID-19 on the Financial Reporting and Audit

time of the assessment the management of the enterprise is aware of material
uncertainties related to the events or conditions that give rise to reasonable
doubt about the enterprise’s ability to continue operating as a going concern, it
should explain those material uncertainties in explanatory notes. If the financial
statements are not prepared in accordance with the principle of functionality,
the enterprise shall disclose in its notes this fact and the basis on which the
financial statements were prepared. The reason why the enterprise can not be
considered a going concern must also be indicated. In assessing the eligibility
of a going concern, the management of the enterprise shall take into account
any available information about the future activities of the enterprise, which
includes at least twelve months after the end of the reporting period, but is not
limited to this period. The quality of the discussion of these facts depends on
specific situations. If the enterprise has been profitable in the past and financial
resources are available to it, a conclusion on its viability may be prepared without
detailed analysis. Otherwise, in order for the entity to be considered viable
for its financial statements, management may need to consider a number of
factors related to the entity’s current and expected profitability, debt repayment
schedules, and possible sources of funding (IFAC, 2020).

The management of the enterprise should evaluate the functionality
regardless of whether there are causes of the crisis. An enterprise should not
prepare financial statements on a performance basis unless management
determines that the entity intends to liquidate or close down after the reporting
period, or that there is no real alternative to doing so (IFAC, http://eifrs.ifrs.org/
eifrs/bnstandards/en/1AS10.pdf, version.pdf. p.14, 2020).

The deterioration of the enterprise’s core business and financial position
after the reporting period may in some cases indicate that management has no
more realistic choice but to liquidate the enterprise or suspend its operations.
In such a case, the financial statements are prepared in accordance with the
requirements of IFRS 5 “Non-current Assets Held for Sale and Discontinued
Operations” and in the explanatory notes according to the requirements of IAS
1-“Presentation of Financial Statements”.

If management is aware of material uncertainties relating to events
or conditions that may give rise to significant doubts about the ability of the
enterprise to continue to operate as a going concern, events or conditions
may arise after the reporting period that require clarification in the financial
statements (IFAC, 2020) (IFAC, 2020). In the event the enterprise does not prepare
financial statements with a view to operation as a going concern, such an event
should be disclosed in the explanatory notes to the financial statements, while
the relevant reason to indicated in the notes.
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Approach of Audit to Enterprise Functionality in the Context of COVID-19
Pandemic

The auditor / audit firm should assess whether it has been able to obtain
sufficient and appropriate audit evidence that the entity’s financial statements
have been prepared in full compliance with the principle of functionality. Factors
that may cast doubt on the continued operation of the entity to be audited,
include:

1. Loss of sales market, franchise, special permit (license) of the main
supplier or contractor;

2. Shortage of basic production resources.

The negative impact of the coronavirus crisis is particularly significant, that
causes or will cause a significant reduction in demand for enterprise services in
areas such as:

1. Tourism and Travel;

2. Shipping (air, railway, road transport, etc.);

3. Hotel business;

4, Retail trade (non-food products, in particular)

5. Automotive industry;

6. Civil Engineering

7. Production and sale of luxury items.

The auditor should, among other important issues, analyze, discuss
with management, and assess the possible impact of factors such as possible
disruption of the supply chain (e.g., supply of raw materials and supplies from
China or Europe) that may result in the loss of business customers (BASKAN, T.D.,
2020).

ISA 570 - “Going Concern” (revised) obliges auditor to obtain sufficient
appropriate audit evidence about the appropriateness of management’s use of
the going concern assumption in the preparation of the financial statements (IFAC,
https://www.ifac.org/system/files/publications/files/ISA-570-(Revised).pdf, p.17-
20, 2020). The work top be performed by the auditor for obtaining sufficient
appropriate audit evidence about the appropriateness of management’s use of
the going concern assumption in the preparation of the financial statements, as
stipulated in ISA 570 (revised), is discussed in more detail in the Extraordinary
Practical Guideline of the International Auditing and Assurance Standards Board
- “Auditor Reporting in the Current Evolving Environment Due to COVID-19” -
priority issues to envisage during the audit in connection to COVID-19 impact”
(Dohrer, B., & Mayes, C., 2020). It is true that the above-mentioned emergency
practical reference also discusses the potential impact of this issue on the
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auditor’s report, but this emergency reference discusses in more detail the
situations where the auditor’s opinion needs to be modified (i.e. conditional or
negative opinion or refusal to comment) (IAASB, 2020).

If it is appropriate to apply the principle of going concern in the light of the
foregoing circumstances, but there is substantial uncertainty as to the audibility
of the audited entity, the auditor should consider the following:

1. Whether there is adequate information (events and conditions) disclosed
in the notes to the financial statements, which may call into question the
possibility of continuing the operations of the enterprise, as well as consider
management plans and opinions regarding these events and conditions (El-
Mousawi, H., & Kanso, H., 2020);

2. Whether there are facts (events and conditions) clearly stated in the notes
to the financial statements that may jeopardize the ability of the enterprise to
continue its operations and whether the enterprise will be able to sell its assets
and repay its liabilities in the ordinary course of business.

If the entity’s financial reporting the functionality-related information is
disclosed adequately, the auditor, in connection to the financial reporting, shall:

1. Express unmodified opinion;

2. Add paragraph ,substantial uncertainty related to functionality”, for:

> Customers interested in the auditor’s report, pay attention to the part of
the explanatory notes to the financial statements where the issue related to the
operation of the enterprise is discussed,;

> Declaring that the given events and conditions indicate the existence
of substantial uncertainty, which may call into question the possibility of an
enterprise to operate further as a going concern

> Indicating that the auditor’s opinion on the above-mentioned issue is
not modified.

Example of “Substantial uncertainty related to functionality” in the
auditor’s report:

In the section on Substantial Uncertainty Related to Functionality, we
draw attention on the explanatory note to the financial statements, which lists
the factors that affect the uncertainty associated with the continuity of the XXX
enterprise in terms of the spread of new coronavirus infection and describes the
economic consequences thereof.

As it is stated in the explanatory note Y to the financial statements, these
terms, together with other circumstances set out in the explanatory notes,
indicate the existence of material uncertainty which may call into question the
operation of the XXX enterprise. Our opinion on this circumstance has not been
modified (Fiume, R., Onesti, T., & Bianchi, S., 2020).
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If in the explanatory notes to the financial statements of the enterprise, the
information on substantial uncertainty is not disclosed adequately, the auditor
must:

1. Expressaconditional or negative opinion depending on the circumstances;

2. In the part of the auditor’s report that describes the basis of the auditor’s
opinion, indicate the substantial uncertainty that could jeopardize the possibility
of further operation of an enterprise as the going concern and at the same
time, indicate the fact that the information on this issue has not been disclosed
adequately in the financial statements.

Example of inadequate disclosure of the information about substantial
uncertainty in the relevant paragraphs of the auditor’s opinion.

Paragraph of Auditor Opinion

We conducted the audit of the financial statements of the company XXX for
the Year 20XX, which included the statement of financial position, profit and loss
account and statement on total income, statements of changes in the company'’s
equity and cash flows, as well as explanatory notes (Gonzalez-Uribe, 2020).

In our opinion, in addition to the possible effects preconditioned by
influence of the issue described in the section “Basis of Conditional Opinion” of
the Audit Report, the attached financial statements reflect fairly (or unequivocally
and fairly), in accordance with International Financial Reporting Standards, the
financial position of the “XXX” enterprise as at 31 December 20XX, as well as the
financial results of its operations and cash flows for the year ended on that date.

Basis of Conditional Opinion

As the explanatory note Y says, the term of funding of the entity to be
audited expires, while the enterprise’s indebtedness must be repaid through
April 20X1. The enterprise is in the course of negotiating new funding, but before
signing the audit report, it was unable to change the terms of the existing contract
and find a new source of funding (Chang, Y. T., Chen, H., Cheng, R. K., & Chi, W.,
2019). This situation indicates the existence of substantial uncertainty, which
may jeopardize the possibility of continuing the operation of the enterprise. This
issue is not properly presented in the notes to the financial statements (Group.,
2016).

If the financial statements are prepared in accordance with the principle
of functionality, while in view of the circumstances and events prevailing in the
auditing firm’'s professional judgment, the application of the above principle is
inappropriate, the auditor should express a negative opinion in his report on the
financial statements.

An example of expressing a negative opinion in an audit report, when the
information on the substantial uncertainty is omitted in the explanatory notes.
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Negative opinion

We conducted the audit of the financial statements of the company XXX for
the Year 20XX, which included the statement of financial position, profit and loss
account and statement on total income, statements of changes in the company’s
equity and cash flows, as well as explanatory notes.

In our opinion, due to importance of the issue described in the section
“Basis of Negative Opinion” of the Audit Report, and considering all aspects, the
attached financial statements do not reflect fairly (or unequivocally and fairly),
in accordance with International Financial Reporting Standards, the financial
position of the “XXX" enterprise as at 31 December 20XX, as well as the financial
results of its operations and cash flows for the year ended on that date

Basis of Negative Opinion

Term of the agreement on funding the enterprise to be audited, is expired,
while its liabilities are to be covered until December 31, 20X1. The enterprise
failed to make changes in the Funding Agreement and/or find new sources of
funding, that is why it is considering to initiate bankruptcy proceedings. This
circumstance indicates the existence of substantial uncertainty, which raises
reasonable doubts whether the enterprise will be able to continue activities as a
going concern. This situation is not disclosed properly in the financial statements.

According to the International Standards On Auditing (ISA) the auditor’s
responsibilities in the audit of financial statements relating to management’s use
ofthe going concern assumption in the preparation of the financial statement and
its impacts on the audit report, are determined by ISA “Going Concern” (revised).
According to this standard, The auditor’s responsibility is to obtain sufficient
appropriate audit evidence about the appropriateness of management’s use of
the going concern assumption in the preparation of the financial statements and
to conclude whether there is a material uncertainty about the entity’s ability
to continue as a going concern, Which means that the enterprise will normally
continue to operate in the nearest forecast period.

In other financial reporting frameworks, there may be no explicit
requirement for management to make a specific assessment of the entity's
ability to continue as a going concern. Nevertheless, since the going concern
assumption is a fundamental principle in the preparation of financial statements
as discussed in paragraph 2, the preparation of the financial statements requires
management to assess the entity’s ability to continue as a going concern even
if the financial reporting framework does not include an explicit requirement to
do so (IFAC, 2020).

When assessing the entity’s ability to continue as a going concern, the
auditor should consider the same period that the management will consider
as required so by the financial reporting principles or a relevant applicable law.
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If the above period of the entity’s ability to continue as a going concern covers
less than 12 months from the date of the financial statements, the auditor shall
request management to extend its assessment period to at least 12 months
from that date. When reviewing the management’s assessment, the auditor
should analyze whether the management evaluation contains all the necessary
information that the auditor is aware of as a result of working on the project.

5. Conclusion

Thus, in order to address the additional factors caused by the 2020
coronavirus pandemic and the economic crisis, both management and auditors
may need additional time and resources to assess the impact of related
adjustments and disclosures in the financial statements and to formulate a sound
audit opinion, that can serve as a basis for s for extending the term of deal for
the audit of 2019 Financial Statements. Enterprises and audit companies should
be prepared for financial reporting and auditing financial reporting as defined
by the existing regulations and standards. Certainly, the same regulations and
requirements will be necessary for financial reporting in 2020.
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fohdmgdab embnb d98330hgd0b F9bobgd 390106b390900b ohohbgdmdnb godm,
dmboo 66300mdnL dbmazonm 1sbgdnb 86033690m3060 F98330hg00.

bogohomzgomb 93mbmangodgE 06033690m3060 3030960 dmobenbs H9-
dmo Aodmmzeneds RogdBmMhgdds. bogobggdm dogmdohgmonb godmiboey-
0nb dg8ogma, 360d3690m3600 25bIYLBERY Johmyon coha 33bmah 300983006
dgeohgon0o. o8 o bb3s g3Mmbmdnzghds hyg3908s ohbgonmn go30960 dmoben-
6o bofohdmamo 2020 Fonb nbsbLYh shnEbzo-0630h0d339000b0 00 8900876
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3mhmbo30h7b COVID-19-00b 3030960 12065603h 0630hnT390000 00 9J00BEDY

bBoBNodn gobbnoyons 306093n0b 3o30960 hmgmhi 2019 fonb, o0939
2020 §onob ®3n656bgh 9630hnd3900b0 00 8700899. gBoeIhoess smfghnon nb
dm3096900, hog 3003000bF06907000 R0bsbLYh0 8630hnd39000L boghmodm-
hobm bBobeohB900b Tgbododnbop. 88obmob, dmE937000 306090000 odm-
39900 3hndnbob 3030960 93MbMAN30dY, dohnmopve, bogdg gbgds boobgohnd-
390m 39homenb 898093 dmdbooh dm309690bs oo Lofohdmms bogdnobmdnb
70Y39800 393hd90900b dgbodogoomosb.

a70080b AoBohgonb ehmb 03300909000 H98Mombndbyen 900b393900-
bo”3nb godmz09yg6mm vg0080b boghmodmhobm bEBsbesh&nb —560 ,89803Mm30
dm3096900“ dmmbm3zb900n, hodgi 66dhmaddn pgBooghopss dbzgomos. dmEgdy-
0Ny, 3mbzhgBycn 8900b3939000 3om3000b§nbg00m, vgenEmhab dmbodhgdanb
3hogB0n3a00 60833900, hog do8yshgdgens, 89b80080bn boxyd3zensbo vdhoo.

08h0goe, 2020 fonb 3mhmbognhgbyon 3060980000 o 93mbmangyhan s3ho-
9009000b F909390 3odMf397900 089890000 BVIBMhgonb gobomzoenbFnbyo-
000, hmagmhz boffohdmb byeddmzobgomoul, 80939 ogenEmhydb dgndends Evb-
gohegom 00830890000 ehm o hgbayhbo nbsbbyh v630hndgg0sdn, 3mhydBnhg-
0nbo o NbMhdoENnb 3odzme36900b 303096006 39b0Rbg0QV0 0o POLVOYMY-
0700 9gendmhgon dmbodhgonb Aodmboysendgodose, hog d9bodegogons gob-
09b 2020 §onb i3nbsbbIhn 8630hnd3900b vgenBnb dgbobyo, gohnggonb 3000b
308hdg0900b bo®yd3gon.

0o3396dm bnByYy3900: sy0nBmhab vdho, BnbsbLIho o630hnd3900, 3hm-
00909000 goeoghs, 30bsb6byhn vb630hnd3900b 3hg%968v30s, d98egmadn dm-
3096900.

JEL Codes: M41, M42
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