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Abstract: This study aimed to identify the most important accounting challenges resulting from the
Coronavirus (Covid-19) and its impact on sustainability accounting in economic companies, and the
study concluded that it is not possible to talk about the social and environmental sustainability of
companies before their financial sustainability, which was affected by the outbreak of the Coronavirus
(Covid-19), and the most important of these challenges that affect the financial sustainability of the
company (the company's ability to continue, fair value measurement, revenues from contracts with
customers, inventory valuation, events after the reporting period ...).
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1. INTRODUCTION
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Accounting challenges caused by the Coronavirus (Covid-19) and their impact on sustainability accounting

Since early 2020, the world has witnessed the worst economic crisis in the twenty-
first century, unlike the recessions that occurred in the past two decades, this crisis is
the result of a pandemic caused by the Coronavirus (Covid-19) and its consequent
widespread economic effects on several levels in light of the impact on global supply
chains, international trade, consumption, investment and manufacturing activities, high
levels of uncertainty, low consumer and investor confidence, and the virus imposed
restrictions on the activities of many economic sectors as a number of countries tended
to ban the movement of individuals, which affected the tourism and aviation sectors

There is no doubt that the magnitude and speed of the impact of the coronavirus
on the global economy is unprecedented. The economic environment, markets and
financial reporting are expected to continue to face significant challenges and risks for
the foreseeable future. Businesses are now facing conditions that are often associated
with a general economic downturn. Company management, accounting and auditing
professionals are expected to address the financial implications of the COVID-19
outbreak in preparing financial statements for annual or interim reporting periods. This
has an impact on the company's social and environmental sustainability.

Although these developments may have adverse effects on the liquidity, business
continuity, financial position, internal control, risk, future financial results, cash flows
and financial condition of the Company, it may not currently be possible to determine
these effects accurately due to the lack of sufficient information to predict them, the
Company is required to disclose to the extent that such information is available.

All these matters and other events of a financial nature that have emerged due to
the Corona pandemic (COVID-19) will require accountants and accounting professional
organizations to constantly reassess and analyze them, to determine whether
amendments to financial reports are required or not, or whether additional disclosures
are necessary or not, all these matters and others are challenges facing accountants and
professional and accounting organizations in order to find effective solutions, whether
in accordance with current accounting standards or by finding new accounting
treatments.

In light of the above, we pose the following question: What are the most
important accounting challenges in light of the COVID-19 pandemic and its impact on
sustainability accounting in economic companies.

The issue will be addressed according to the following plan:

2. Sustainability Accounting
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Accounting is no longer limited to the incoming and outgoing accounts of a
company or its profit and loss statement, nor is it a "bookkeeping" process, but rather it
has multiple tasks and functions, such as environmental cost accounting, social
responsibility, sustainability accounting, and others. (Al-Armouti, 2013, p. 23)

2.1 The concept of sustainability accounting

The concept of sustainability accounting emerged from developments in
accounting, with extensive developments in accounting occurring over the past 40 years,
although there have been limited developments over the past 10 years. The development
reveals two distinct lines of analysis. The first line is the philosophical debate about
accountability, if and how it contributes to sustainable development, and what steps are
needed towards sustainability. This approach is based on an entirely new system of
accounting designed to promote sustainability strategy. The second line is the
management perspective associated with various terms and tools to achieve
sustainability. This can be seen as an extension or modification of traditional financial
costing or management accounting. To develop sustainability accounting, a complete
reassessment of the relative importance of social, environmental, and economic benefits
and risks and their interactions in corporate accounting systems is again allowed.
(C.A.Tilt, 2007)

Although the term sustainable development accounting is difficult to define, due
to the lack of general acceptance of the new tool, the sustainability framework consists
of a company's policies (reflecting its sustainability roles and responsibilities), its
environmental and social sustainability performance criteria (directed to its stakeholders
to provide guidance on how to identify and manage risks), and its access to information
policy (reflecting governance and transparency). To help avoid, mitigate and manage
risks as a means of doing business sustainably, including stakeholder engagement and
disclosure obligations. (Alaa, 2017)

2.2 Accounting Approaches to Sustainable Development:

There are many approaches within the sustainability accounting component:

(Mohammed, 2020, p. 64)
2.2.1 Social Accounting Income

The social dimension of the SDGs emphasizes the importance of the role of
accounting in performing its social function in order to cover social performance, which
makes social accounting a call for the welfare of society in addition to its main role in
its responsibility to provide realistic solutions to social issues, and it is helped in this by
the current development in the fields of digital technology and the fields of programming,
education, infrastructure, communication lines and the Internet to increase technological,
economic and social awareness.

2.2.1.1 Definition of Social Accounting:
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Social accounting is one of the most prominent manifestations of the evolution
of accounting, and this recent development arose as a result of the steady increase in the
size and capabilities of the company, especially joint stock companies that have wide-
ranging financial and social impacts. Social accounting can be defined as :

- Holding individuals accountable for the performance of specific duties.

- It is a method of accounting for costs and revenues and evaluating performance.

- It is a sophisticated "managerial-accounting” method that shows in its final analysis
the Extend to which each member of the organizational structure contributes to the profit
or loss figure and the performance evaluation of each member in light of the results
achieved.

2.2.1.2 Social Accounting Factors

These are the factors through which the effects of social programs are expressed
by using available resources to achieve social goals, with the aim of improving the
financial and economic performance of companies in order to achieve economic
development, according to the following elements :

- Direct and activity-related social costs that contribute to the provision of community
services that support COVID-19 economic recovery initiatives.

- General social costs that are shared with the rest of society and help in taking
precautionary measures for the coronavirus and its economic effects.

- Cash flows resulting from social activities that have a vital and effective role in
combating the economic crisis.

- Social income as an important and objective indicator in measuring and evaluating
economic and financial performance to combat the coronavirus and its economic effects.
2.2.2 Introduction to Environmental Accounting

Green environmental accounting is a recent development in the contemporary
development of environmental accounting that provides management and current and
future beneficiaries in society with cost information related to environmental aspects
and helps improve the quality of this information, which contributes to the process of
rationalizing decisions in light of environmental performance. Improving the reputation
of an economic unit by transforming its activities into environmentally friendly activities
2.2.2.1 Definition of Environmental Accounting:

The International Federation of Accountants (IFAC) defines it as "managing
environmental and economic performance through the development and application of
appropriate accounting systems and practices related to the environment, which may
include reporting and auditing in some companies, and that environmental accounting
relates to life cycle costs, full cost accounting, benefit valuation, and strategic planning
for environmental management.”

2.2.2.2 Environmental accounting factors
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These are the factors that are related to environmental accounting and the study of
environmental costs, identifying their elements and the associated costs of natural
resources and comparing them with environmental revenues to obtain environmental
benefits to measure the level of addition in order to achieve economic development,
according to the following elements :

- Environmental costs and their role in protecting against environmental damage and
confronting the Coronavirus and its economic effects.

- Environmental benefits and the financial savings they achieve that contribute to
environmental protection programs from the Coronavirus and its economic effects.

- Sustainable environmental development programs that contribute to creating a clean
and suitable environment to prevent any negative economic effects of the coronavirus.
- Implement green manufacturing programs to reduce coronavirus infection rates and
minimize its economic impact.

2.2.3 Introduction to Economic Accounting:

Accounting is used as an economic tool to support many economic principles and
standards and to serve financial and economic policy, by measuring the property owned
by the Enterprise and the added value it can provide to the national income according to
economic indicators that are relied upon to measure the rise and fall of prices and
monitor the economic movement at the level of the national economy, as the accounting
policy must be adapted to the economic reality
2.2.3.1 Definition of Economic Accounting:

Economic accounting is defined as : A tool for describing and measuring the
flows of economic activity by recording financial operations and transactions according
to the double-entry method, in order to present income and its use of operating costs,
and to analyze these results and use them to manage planning, follow-up and decision-
making processes.
2.2.3.2 Economic accounting factors:

These are the factors through which basic data and analytical tools are expressed
to link the accounts of the accounting unit at the micro level to the accounting unit at
the macro level, with the aim of guiding the economic activity of the state to make
financial, economic and social decisions, to improve the financial and economic
performance of companies in order to achieve economic development, according to the
following elements :

- Economic accounting and its role in characterizing the financial flows of activities and
then measuring and evaluating the economic situation in light of the Corona crisis.

- Economic accounting and its role in measuring the economic added value of
enterprises and their contribution to economic growth in light of the Corona crisis.

- Economic accounting disclosure and measurement helps in monitoring the movement
of economic sectors and directing towards the safe path of development in light of the
Corona crisis.
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- Accounting information at the national level contributes to evaluating economic
development plans and correcting deviations in light of the Corona crisis.

3. Accounting challenges in light of the Corona pandemic (Covid-19) and its impact
There is no sustainability accounting Some of these challenges include, but are not
limited to:

3.1 Evaluating the company’s ability to continue

IAS 1 "Presentation of Financial Statements" requires management, in preparing
the financial statements, to make an assessment of the company's ability to continue as
a going concern for the foreseeable future and whether the going concern assumption is
appropriate. Furthermore, disclosures are required when the going concern basis is not
used or when the company is aware when making its assessment) .EY (2020 «

A company must also disclose material uncertainties that cast doubt on the
company's ability to operate on a going concern basis in its financial statements. It is
very likely that many large and small companies, especially in certain sectors, will have
issues related to going concern that need to be considered by management. There will
be a wide range of factors to consider in ongoing financial judgments and projections
including travel bans, restrictions, government assistance, potential sources of
alternative financing, the financial health of suppliers and customers and their impact
on expected profitability and other key financial matters, performance ratios including
information showing whether there will be sufficient liquidity to continue to meet
obligations as they fall due. (IFAC, 2020)

3.2 Fair Value Measurement

In accordance with IFRS 13 "Fair Value Measurement”, fair value is a market-
based measurement, not company-specific, and for some assets and liabilities, there may
be observable market transactions i.e. market information may not be available, but in
both cases the objective of fair value measurement remains the same: to estimate the
price at which a regular transaction to sell the asset or transfer the liability between
market participants at the measurement date would be based on current market
conditions (i.e. the exit price) at the measurement date from the perspective of a market
participant holding the asset or owing the liability. (Kamal., 2021, p. 2)

Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets
or liabilities that an entity has access to at the measurement date. Level 1 inputs are
quoted prices (unadjusted) in active markets for identical assets or liabilities that an
entity has access to at the measurement date. However, this level of fair value
measurement under COVID-19 19 is unavailable, resulting in a transition to Level 2
inputs, which are inputs other than quoted prices included in Level 1 that are observable
for the asset or liability either directly or indirectly, and if these inputs are not observable
for the asset or liability they are measured in accordance with Level 3 inputs, which are
inputs for which market data is not available and which have been developed for which
market data is available and which are developed using the best available information
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about the assumptions that market participants would make when pricing the asset or
liability including assumptions about risk, the unobservable inputs used in the valuations
may require material adjustments to reflect risks and uncertain market conditions at the
measurement date.

In light of the above, the researcher believes that fair value measurement under
the current circumstances, the COVID-19 outbreak, increased uncertainty in estimates,
less observable market data from companies, changing valuation techniques and the use
of more judgments and assumptions, may lead to a greater number of fair value
measurements classified as Level 3 inputs in the fair value hierarchy, for example due
to unobservable inputs that have become significant in the current environment.

3.3 Revenues From Contracts with Customers

The effects of the COVID-19 outbreak may call into question the ability of
companies and their customers to adhere to the terms of their contracts, and may affect
the timing and amount of revenue to be recognized, or whether the revenue should be
recognized at all.

For example, companies may need to consider the following) :Brain(2020 «

- Customers may now struggle to meet their contractual obligations, does this mean that
companies should stop recognizing revenue on existing contracts and not recognize
revenue on new contracts ?

- Pay-for-performance rights may not yet be enforceable, e.g. invoked due to force
majeure or similar clauses, does this affect the recognizability of revenue over time ?

- Companies and their customers may seek to change the terms of existing contracts to
respond to the impacts of the COVID-19 outbreak on their business, how should
companies account for these contract modifications ?

To further clarify, IFRS 15, Revenue from Contracts with Customers,
states that a contract with a customer will be considered a valid contract only when the
agreement creates legally enforceable rights and obligations, i.e. an entity recognizes
revenue if, and only if, the contract passes the contract existence test in the first step of
the five-step model for revenue recognition.

v" First Step : Define the contract with the client.

v Second Step : ldentify the obligations or commitments to be performed in the
contract.

v’ Step three : Determine the transaction price (transaction).

v’ Step four : Allocate the transaction price to the elements and components of the
contract.

v’ Step five : Recognize revenue when the company fulfills its contractual
obligations.

Organizations need to carefully consider whether these first-step criteria are met, for

example: (Razigat., 2019, p. 65)
- Are both parties obligated to fulfill their respective obligations ?

7
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- Is payment likely to be collected for the goods or services ?
- Does the contract allow each party to terminate the contract if it is not fully
performed without compensating the other party.

These criteria are assessed at the inception of the contract and should not
be reassessed unless there is an indication of a significant change in facts or
circumstances, if the contract does not meet the above criteria the revenue is not
recognized.

3.4 Impairment of non-financial assets (including goodwill)

COVID-19 has caused temporary factory closures and has also led to restrictions
on travel and the import and export of goods, all of which can be considered as an
indicator of asset impairment because companies are unable to recover the book
value/book value whether using or selling the assets, in other words, companies should
reconsider whether they face any circumstances such as store closures, reduced revenues,
order cancellations, supply chain disruptions, or lower stock prices, that their assets
should be tested for impairment.

These changes may indicate an assessment of whether the impact of COVID-19
has led to an impairment of assets and their financial performance, including estimates
of future cash flows and earnings, may be significantly affected by the direct or indirect
effects of recent and ongoing events. IAS 36 Impairment of Assets requires companies
to perform an impairment test (i.e. estimate the recoverable amount of the affected cash-
generating unit) at the end of each reporting period when there is any indication that the
cash-generating unit may be impaired. Indicators of impairment include (but are not
limited to) significant changes that have a negative impact on the company that have
occurred during the period, or that will occur in the near future.

In addition, another gray area in financial reporting is goodwill impairment,
because this element is likely to make companies that have had significant competitive
acquisitions in the past, if the amount of goodwill on the statement of financial position
for distressed industries is high, there is likely to be more scrutiny of these companies'’
income statements and their impact, which could affect potential goodwill impairment
charges on profitability for future years. (Joshi, 2020)

3.5 Estimates of financial statement components

The spread of the coronavirus has future implications for businesses that may be
difficult to predict. For example, management uses projections of future cash flows
when testing the impairment of non-financial assets such as goodwill ; recognizing and
measuring the impairment of financial assets ; and measuring the fair value of financial
assets. As uncertainty about the future increases, management may find it more difficult
to make some of these estimates than in other years.

Here, the company must exercise due diligence in its estimate of the impact of
the pandemic and the assumptions it makes regarding the adjustment of cash flows or
discount rates based on risk, future changes in payroll and future changes in prices that
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affect other costs. IAS 1 emphasizes that the disclosure of assumptions and other sources
of estimation uncertainty referred to above is particularly relevant to estimates that
require management's most difficult, subjective or complex judgment, as in the case of
COVID-19, the endpoint and severity of which may be difficult to predict. The standard
emphasizes that the greater the number of variables and assumptions affecting the
potential picture of future uncertainties, the greater the uncertainty.

However, IFRSs have established general principles for dealing with
uncertainties. Specifically, 1AS 8 "Accounting Policies, Changes in Accounting
Estimates and Errors™ states that as a result of the uncertainties inherent in business
activities, many elements of financial statements cannot be measured precisely, but can
only be estimated. Estimation involves judgment based on the most recent available
information that can be relied upon. (SOCPA, 2020)

3.6 Inventory evaluation

Inventory is measured at the lower of cost or net realizable value (NRV), but in
a challenging economic environment due to the COVID-19 outbreak, calculating NVR
may require additional challenge and scrutiny at the financial statement date, and also if
the company's production level is abnormally low (for example, due to temporary
closure of production lines), it may need to review inventory cost to ensure that
undistributed fixed overheads are recognized in profit or loss in the period in which they
are incurred.

3.7 Events after the reporting period

IAS 10 "Events after the reporting period” and Section 36 of IFRS for SMEs
define events after the reporting period as those favorable and unfavorable events that
occur between the end of the reporting period and the date on which the financial
statements are approved for issue, and there are two types of eventsand the date on which
the financial statements are approved For the first time, there are two types of events:
(SOCPA, 2020)

- Those that provide evidence of conditions that existed at the end of the reporting period
(events after the end of the reporting period require adjustments).

- Those that refer to circumstances that arose after the end of the reporting period (events
after the end of the reporting period that do not require adjustments).

The standards emphasize that events after the end of the reporting period include
all events occurring up to the date on which the financial statements are approved for
issue, even if those events occur after the public announcement of profit or loss or other
selected financial information.

Each company should consider the effects associated with the spread of the
coronavirus and whether they provide evidence of conditions that existed at the end of
the reporting period, and it is unlikely that the spread of this virus will have effects that
require an adjustment to the financial statements prepared for the financial year ended
December 31, 2019.
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Given that at that date there was no impact on the companies, the focus will be
on the impact of that virus on circumstances that arose after the end of the reporting
period, and such events will not result in an adjustment to the amounts recognized in
their financial statements to reflect events after the end of the reporting period that do
not require adjustments.

4. CONCLUSION :

The accounting challenges faced by companies in light of the Coronavirus
(COVID-19) pandemic are among the most important contemporary issues that need to
be studied and analyzed because of their negative impact on economic companies and
their sustainability, so this study came in an attempt to answer the following question:
What are the most important accounting challenges in light of the Coronavirus (COVID-
19) pandemic and its impact on sustainability accounting in economic companies.

To answer this question, we divided the research paper into two axes, where in
the first axis we dealt with sustainability accounting through the concept and the
approaches to sustainability accounting, which lie in the social accounting approach, the
environmental accounting approach, and the economic accounting approach, while in
the second axis we addressed the most important accounting challenges in light of the
Corona pandemic (Covid-19) and its impact on sustainability accounting.

The main findings of the study are as follows :

- One of the most important accounting repercussions caused by COVID-19 is
the threat to the company's ability to continue its activities.

- The difficulty of measuring fair value under the current circumstances and the
COVID-19 outbreak, in addition to the uncertainty in estimates and less observable
market data from companies, and the use of more judgments and assumptions, may lead
to a greater number of fair value measurements.

- The calculation of net realizable value (NVR) for inventory valuation requires
additional challenge and scrutiny at the financial statement date, given the COVID-19
outbreak.

- Uncertain environments in the COVID-19 outbreak make estimating many
financial statement items more difficult for companies. For example, management uses
projections of future cash flows when testing the impairment of non-financial assets
such as goodwill.

- The effects of the COVID-19 outbreak are calling into question the ability of
companies and their customers to adhere to the terms stipulated in their contracts.
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