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Abstract

Financial reporting refers to the communication of financial information, like financial statements, to the
financial statement users, like investors and creditors. Financial reporting is typically viewed as companies issuing
financial statements. A general purpose set of financial statements include a balance sheet, income statement,
statement of owner’s equity, and statement of cash flows, but financial reporting is much more broad than just as set
of financial statements. The Government and the Institute of Chartered Accounts of India (ICAI) have issued various
accounting standards & guidance notes which are applied for the purpose of financial reporting. The measures
taken across the globe to try to slow the spread of COVID-19 affected both the supply and demand for many goods
and services. Although fiscal and monetary policy measures were implemented to prop up the economy, the pace
and stability of economic recovery and the long-term impact of the crisis still remain difficult to predict, especially
as we enter a second wave. Many companies in a vast array of sectors have experienced an economic loss because
of this virus. These incurred and expected losses need to be examined for significance and duration to determine the
impact on impairment assessments. Inventory, goodwill, intangible assets, non-financial assets, financial assets, and
investments will all need to be assessed. Some of the business decisions made by entities during the crisis, like
restrictions on the movement of people, work-from-home arrangements for personnel, and closures of head offices
and operating branches, may restrict the auditors' access to financial records potentially affecting reporting
deadlines.
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INTRODUCTION

In any industry, whether manufacturing or service, we have multiple departments, which function day in
day out to achieve organizational goals. The functioning of these departments may or may not be interdependent, but
at the end of the day they are linked together by one common thread — Accounting & Finance department. The
accounting & financial aspects of each and every department are recorded and are reported to various stakeholders.
There are two different types of reporting Financial reporting for various stakeholders & Management
Reporting for internal Management of an organization.

Both this reporting are important and are an integral part of Accounting & reporting system of an
organization. But considering the number of stakeholders involved and statutory & other regulatory requirements,
Financial Reporting is a very important and critical task of an organization. It is a vital part of Corporate
Governance.

Meaning: Financial reporting refers to the communication of financial information, like financial
statements, to the financial statement users, like investors and creditors. Financial reporting is typically viewed as
companies issuing financial statements.

A general purpose set of financial statements include a balance sheet, income statement, statement of
owner’s equity, and statement of cash flows, but financial reporting is much more broad than just as set of financial
statements.

Definition of Financial Reporting
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Financial Reporting involves the disclosure of financial information to the various stakeholders about the financial
performance and financial position of the organization over a specified period of time. These stakeholders include
investors, creditors, public, debt providers, governments & government agencies. In case of listed companies the
frequency of financial reporting is quarterly & annual.

Financial Reporting is usually considered an end product of Accounting.

The typical components of financial reporting are:

The financial statements — Balance Sheet, Profit & loss account, Cash flow statement & Statement of changes in
stock holder’s equity

The notes to financial statements

Quarterly & Annual reports (in case of listed companies)

Prospectus (In case of companies going for IPOs)

Management Discussion & Analysis (In case of public companies)

The Government and the Institute of Chartered Accounts of India (ICAI) have issued various accounting
standards & guidance notes which are applied for the purpose of financial reporting. This ensures uniformity across
various diversified industries when they prepare & present their financial statements. Now let’s discuss about the
objectives & purposes of financial reporting.

Objectives of Financial Reporting
According to International Accounting Standard Board (IASB), the objective of financial reporting is
“to provide information about the financial position, performance and changes in financial position of an enterprise
that is useful to a wide range of users in making economic decisions. ”
The following points sum up the objectives & purposes of financial reporting
Providing information to the management of an organization which is used for the purpose of planning, analysis,
benchmarking and decision making.
Providing information to investors, promoters, debt provider and creditors which is used to enable them to male
rational and prudent decisions regarding investment, credit etc.
Providing information to shareholders & public at large in case of listed companies about various aspects of an
organization.
Providing information about the economic resources of an organization, claims to those resources (liabilities &
owner’s equity) and how these resources and claims have undergone change over a period of time.
Providing information as to how an organization is procuring & using various resources.
Providing information to various stakeholders regarding performance management of an organization as to how
diligently & ethically they are discharging their fiduciary duties & responsibilities.
Providing information to the statutory auditors which in turn facilitates audit.
Enhancing social welfare by looking into the interest of employees, trade union & Government.
Now let’s discuss few aspects about importance of financial reporting.
Importance of Financial Reporting
The importance of financial reporting cannot be over emphasized. It is required by each and every stakeholder for
multiple reasons & purposes.
The following points highlights why financial reporting framework is important
In help and organization to comply with various statues and regulatory requirements. The organizations are required
to file financial statements to ROC, Government Agencies. In case of listed companies, quarterly as well as annual
results are required to be filed to stock exchanges and published.
It facilitates statutory audit. The Statutory auditors are required to audit the financial statements of an organization to
express their opinion.
Financial Reports forms the backbone for financial planning, analysis, benchmarking and decision making. These
are used for above purposes by various stakeholders.
Financial reporting helps organizations to raise capital both domestic as well as overseas.
On the basis of financials, the public in large can analyze the performance of the organization as well as of its
management.
For the purpose of bidding, labor contract, government supplies etc., organizations are required to furnish their
financial reports & statements.
ROLE OF ACCOUNTING
Accounting plays an important and useful role by developing the information for providing answers to many
questions faced by the users of accounting information:

» How good or bad is the financial condition of the business?

» Has the business activity resulted in a profit or loss?
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How well the different departments of the business have performed in the past?

Which activities or products have been profitable?

Out of the existing products which should be discontinued and the production of which commodities should
be increased?

Whether to buy a component from the market or to manufacture the same?

Whether the cost of production is reasonable or excessive?

What has been the impact of existing policies on the profitability of the business?

What are the likely results of new policy decisions on future earning capacity of the business?

In the light of past performance of the business how should it plan for future to ensure desired results?
Several months into the corona virus pandemic, widespread economic uncertainty and volatility still exists.
The measures taken across the globe to try to slow the spread of COVID-19 affected both the supply and
demand for many goods and services. Although fiscal and monetary policy measures were implemented to prop up
the economy, the pace and stability of economic recovery and the long-term impact of the crisis still remain difficult
to predict, especially as we enter a second wave.

This uncertainty may have implications on financial reporting for your organization. As the calendar year
comes to a close, it’s crucial to know how the crisis affects your financial reporting responsibilities, if you haven’t
done so already.

A BDO [Business Development Officer ] advisor can help you understand what the full impact will be
and determine next steps to manage the situation.

Our BDO advisor can assist in developing a plan tailored to the needs of your particular business. The list of
considerations below is not complete; and will likely evolve as the situation changes. Therefore, early and regular
discussions are recommended.

e  Accounting considerations

e Audit implications

e  Other BDO resources available
Accounting considerations

At a high level, there are a number of financial reporting matters that are impacted by COVID-19. These
include asset impairment, revenue recognition, penalties, debt restructurings, and reimbursements. It's also important
to ensure that entities provide sufficient disclosures in the notes to the financial statements with information about
the entity that's useful to existing and potential investors, lenders, and other decision-making creditors.

Impairment

Due to the outbreak of COVID-19, the impact on expected credit losses and future cash flow projections
used in impairment testing will need to be considered.

The hospitality industry incurred sharp declines in revenue from a sudden drop in travel and consumer
spending, but the impact is not limited to the leisure industry. All industries have been impacted, even essential
businesses and businesses that have since reopened. For example, the cost to comply with public health guidelines,
supply chain issues, and general uncertainty affects every entity.

Many companies in a vast array of sectors have experienced an economic loss because of this virus. These
incurred and expected losses need to be examined for significance and duration to determine the impact on
impairment assessments. Inventory, goodwill, intangible assets, non-financial assets, financial assets, and
investments will all need to be assessed.

In the measurement of impairment, an entity may rely on fair value measurements. The objective of a fair
value measurement is to determine the price at which an orderly transaction would take place between market
participants under the market conditions that existed at the measurement date. Given that the impact of the virus
continues to evolve, careful consideration will need to be applied to determine if appropriate valuations are being
applied consistently. Our valuation team can help companies with such issues.

Revenue recognition

The amount of revenue recognized and the pattern of revenue recognition may be impacted by COVID-19.
Entities may need to account for returns and refund liabilities.

Consider the example of large conglomerates with flexible return policies and consumers stocking up non-
perishable items. These unused goods may have been returned once the initial panic over the virus stabilized. Event
organizers and private education centers may provide tuition refunds for cancelled classes and events.

For entities that recognize revenue over a long period of time, the pattern of revenue recognition may change for
delays in rendering services.
Penalties related to termination of contracts
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Conversely, an entity may have incurred significant penalties for terminating contracts. As an example,
many conferences and events were cancelled, which resulted in loss of deposits and/or required penalties to be paid.

These non-recurring costs will need to be appropriately recognized, measured, presented, and disclosed in
financial statements. Even when an entity has not made a decision to cancel an event, consideration will have to be
given to the issues related to deposits and potential penalties if the event cancellation is probable in the future. It's
important that you review your contracts for termination and force majeure clauses.

Debt restructurings

In an uncertain economic environment, an entity may have a decline in cash inflows and as such may seek
additional financing, revise repayment terms and interest rates of existing debt agreements, or request waivers if
they no longer satisfy debt covenants. Such revisions may have an impact on the classification and measurement of
financial liabilities presented on the balance sheet. Our Financial Recovery Services team can walk entities
through the process of renegotiating debt agreements.

Reimbursements

Entities that have business disruption insurance may be entitled to a certain amount of insurance proceeds
to cover some or all costs. In addition, there have been and will likely be more government grants/incentives
available to help support businesses.

In many cases, determining if an entity is actually covered or eligible will require a detailed analysis of the
policy or grant criteria. Given that we're in unprecedented times, careful technical interpretation of the policy/grant
criteria and the accounting standards is required to determine the appropriate presentation and disclosures.

Our Financial Advisory Services team can help address this with a focus on business interruption
insurance work and government incentives.

Disclosures

Transparent disclosures should be made on the effects and risks of the outbreak on the company. This
disclosure would generally provide information on the nature of the event and a qualitative or quantitative estimate
of its effect on the financial statements. Entities—especially listed ones will have to consider this from both a
financial statement standpoint and for their other public disclosure documents, including the Management
Discussion &Analysis (MD&A) and Annual Information Form (AIF).

Going concern

In assessing the entity's ability to continue as a going concern, management must take into account events after
the date of the financial statements.

Management will have to consider all factors known up to the date of authorization of the financial statements.
For those companies affected by the outbreak, management will need to look at the following in assessing going
concern:

e updated financial forecasts for the foreseeable future, but not less than a 12-month period;

e updated sensitivity analysis;

o forecasted compliance, or lack thereof, with banking and other covenants for the foreseeable future; and

e any other information available up to the date the financial statements are authorized for issuance.

Based on the information available, an entity will consider whether or not there is material uncertainty which
raises significant doubt about their ability to continue as a going concern. In extreme cases, an entity will need to
determine if the financial statements should be prepared on a going concern basis, or if another basis of preparation
would be more appropriate.

We can help to manage the financial reporting implications for your company resulting from COVID-19.
Audit implications
Some of the business decisions made by entities during the crisis, like restrictions on the movement of people, work-
from-home arrangements for personnel, and closures of head offices and operating branches, may restrict the
auditors' access to financial records potentially affecting reporting deadlines. These questions are arising again as we
enter the second wave of the virus:
Will the auditor have access to attend inventory counts?
How can the required audit information be provided to the auditor if either the auditor or the entity imposes
mandatory or voluntary quarantines (i.e. no access to the office to obtain the information)?
How will the timing of the audit be affected from workforce shortages due to illness or travel restrictions?
How will the adjustments to internal controls affect the ability of the auditor to complete their audit? (i.e. to
address the impact of COVID-19, or from changes in personnel due to quarantining)
Does the entity or its subsidiaries do business overseas? If audits are required in these locations, how can
the auditor gain access to the supporting information required to issue an audit opinion? Consider:
Inability to obtain bank confirmations due to bank closures
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Inability to share information across borders due to local regulations
Some of these questions may not have a good answer, and for those that do, the answer may be constantly
evolving along with the situation. Some alternatives to consider are:
How can technology help to address these concerns?
Technologies such as screen-sharing, teleconferencing, and video conferencing can help to disseminate
information without requiring either party to be physically present.
Where groups of companies share the same information technology systems, there is the possibility that
auditors in unaffected regions could access the information for a subsidiary in a heavily affected region
through an access point locally.
» What information will the auditors have limited access to, and is this important to the users of the financial
statements, such as the bank or lender?
Even with available technology, the auditor may not be able to get all the information they need.
An example of a situation where there are limited alternatives is the attendance of the auditor at the year-end
inventory count. If the auditor, or a representative acting on their behalf, is unable to attend the count, there is little
else they can do to verify the inventory balance. This may result in a qualified audit opinion or a delay to the
reporting deadline. In many cases, delivering an unqualified audit report by a certain date is required by debt
covenants, therefore qualifications and delays create additional financial reporting implications.
CONCLUSION

So we can conclude from the above points that financial reporting is very important from various
stakeholders point of view. At times for large organizations, it becomes very complex but the benefits are far more
than such complexities. We can say that financial reporting contains reliable and relevant information which are
used by multiple stakeholders for various purposes. A sound & robust financial reporting system across industries
promotes good competition and also facilitates capital inflows.

This, in turn, helps in economic development. Other accounting and reporting considerations to take note of
are covered in the references below and include revenue recognition and contract modification related to variable
consideration (linked to IFRS 15 Revenue from Contracts with Customers).

Although revenue is accounted for when it happens, there could also be an effect on the assumptions made
by management in measuring the revenue from goods or services already delivered.

For example, reduced demand could lead to an increase in expected returns, additional price concessions,
reduced volume discounts, penalties for late delivery or a reduction in the prices that can be obtained by a customer.

A company may also modify its enforceable rights or obligations under a contract with a customer such as
granting a price concession in which is it is necessary to consider whether the concession is due to the resolution of
variability that existed at contract inception or a modification that changes the parties’ rights and obligations.
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