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Introduction 
As COVID-19 continues to cause significant impacts to the health and 
well-being of citizens and economies across the globe, a number of 
accounting implications may arise for public sector entities that are at 
the forefront in responding to this outbreak.  

Some of the key impacts for public sector entities include, but are not 
limited to: 

• Interruptions of operations and refocus on essential services 
• Delivering services digitally 
• Supply chain disruptions 
• Unavailability of personnel 
• Closure of facilities 
• Increased volatility in the value of financial instruments 
• Reduced tourism, disruptions in nonessential travel and sports, 

cultural and other recreational activities 

Public sector entities must therefore carefully consider their unique 
circumstances and how the conditions resulting from the COVID-19 
outbreak may affect financial reporting and disclosures. The challenges 
faced by each public sector entity may differ, and financial reporting 
functions may need to address a variety of accounting, reporting, and 
internal control challenges. 

Accounting Considerations 
As COVID-19 continues to spread globally, public sector entities should 
consider the impact of the outbreak on accounting conclusions and 
disclosures related to, but not limited to, the following: 

• Subsequent Events 
• Measurement Uncertainty 
• Estimating Tax Revenue 
• Impairment of Financial Assets  
• Fair Value Measurements 
• Liquidity Risk Management 

The purpose of this document is to highlight some key issues that 
public sector entities should consider in the preparation of their 
financial statements prepared in accordance with Canadian Public 
Sector Accounting Standards (PSAS) for years ending on or after 
December 31, 2019. This accounting update also emphasizes 
considerations to be contemplated by public sector entities with 
respect to its internal control environment. It does not address 
management or risk reporting that will also need to be considered. 
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• Write-Downs of Non-Financial Assets 
• Forgivable Loans and Loans with Significant Concessionary Terms 
• Pension Plans with Plan Assets 
• Termination Benefits 
• Going Concern  
• Investments in Government Business Enterprises and Interests in Partnerships 
• Other potential impacts and considerations 

Depending on the facts and circumstances of each public sector entity, the ultimate accounting impacts will 
vary. However, the following accounting areas may be more likely to be affected because of the COVID-19 
outbreak. 

Subsequent Events 
At the end of each reporting period, public sector entities should carefully evaluate information that becomes 
available after the reporting date but before the issuance of the financial statements.  

For public sector entities in Canada with reporting periods ending on December 31, 2019, it is generally 
appropriate to consider that the effects of COVID-19 on a public sector entity are the result of events that 
arose after the reporting date. It would be expected that decisions made in response to the COVID-19 
outbreak indicate conditions that arose after the reporting date, and may therefore require disclosure in the 
financial statements but would not require adjustments to amounts recognized. 

With respect to reporting periods ending on or after March 31, 2020, much more consideration will be 
required. As of March 31st, the outbreak had spread to Canada and non-essential businesses in some 
provinces were required to shut down. In accordance with PS 2400 Subsequent Events, all information 
provided from subsequent events prior to completion of the financial statements would be used in evaluating 
estimates made and the financial statements would be adjusted where necessary. Financial statements 
should be adjusted when events occurring between the date of the financial statements and the date of their 
completion provide sufficient, additional evidence relating to conditions that existed at the date of the 
financial statement (PS 2400.09).  

As the impact of COVID-19 is widespread, public sector entities should consider providing its users of 
financial statements with subsequent event disclosures about the known and potential risks to their 
operations, and the economic environment in which they operate, focusing in on those that are specific and 
material in nature. Generic disclosures that focus on well-known general risks are not required, although its 
inclusion in a public sector entity’s financial statements is acceptable as long as the disclosure is factually 
accurate, appropriate and complies with the accounting guidance. 

Public sector entities should instead consider providing disclosures which are as specific as possible in 
describing the particular impacts to the public sector entity and its business. In many cases, it will not be 
possible to estimate the financial effect, so a clear statement will be needed to address this. However, for 
example, in cases where public sector entities might hold material investments in financial instruments, an 
estimate of the financial effect on those investments at the date of issuance of the financial statements 
would be expected. There may be other examples where financial effects can and should be estimated. 

Measurement Uncertainty 
In order to provide users of the financial statements with the appropriate insight into the risks and 
uncertainties that a public sector entity faces during the COVID-19 outbreak, judgements made in the 
preparation of the financial information could be more material to the financial statements than in previous 
reporting periods. As such, each of the areas discussed in this document may be a source of measurement 
uncertainty that requires disclosure (PS 2130 Measurement Uncertainty). 

Estimating Tax Revenue 
Many public sector entities rely on taxes as a major source of revenue to fund operations. Most public sector 
entities that rely on taxes to support operations have systems and methods in place to estimate their tax 
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revenue for financial reporting purposes. As Canada works its way through the economic consequences of 
battling COVID-19, it is expected that the models used by public sector entities to estimate tax revenue will 
have to be adjusted to estimate the economic impact and the corresponding estimated tax revenue that a 
public sector entity has earned as of March 31st, 2020. 

Impairment of Financial Assets 
For public sector entities that have adopted the suite of Financial Instrument Standards (PS 3450, PS 1201, 
and PS 2601), unrealized gains and losses on financial instruments that are in the fair value category are 
reflected in the statement of remeasurement gains and losses. The requirement to assess impairment of 
financial assets does extend to instruments in this category. Therefore, if management believes a financial 
asset in the fair value category is impaired (which is a decline in value that is other than temporary), an 
impairment loss should be recognized in the statement of operations.  

For public sector entities that have not adopted the suite of Financial Instrument Standards, financial assets 
may not be reflected at fair value on the financial statements. However, there is still the requirement to 
assess whether financial assets, such as investments, have loss in value that is other than temporary.   

A key judgement will be determining whether a decline is other than temporary, as it is not known how long 
the COVID-19 outbreak will last, and the associated time it will take for the economy to recover or respond. 
Determining whether a decline in fair value is other than temporary typically involves a management 
estimate examining the quantum of the loss that has occurred along with the amount of time for which the 
decline has occurred. Included in this would be management’s evaluation of the ability of the investment to 
recoup losses, and the length of time that the loss has existed.  

Fair Value Measurements 
Fair value measurements should reflect market participant views and market data at the measurement date 
under current market conditions. Public sector entities will particularly need to pay attention to fair value 
measurements that are based on unobservable inputs (i.e. level 3 measurements) and ensure that the 
unobservable input used reflects how market participants would reflect the effect of COVID-19, if any, in 
their expectations of future cash flows related to the asset or liability at the reporting date. 

Liquidity risk management 
COVID-19 is resulting in significant operational disruptions which can have implications on a public sector 
entity’s working capital. In order to manage this risk, public sector entities may utilize various working 
capital techniques in addition to seeking new sources of funding. This could include delaying payments to 
suppliers or entering into transfer payment agreements with other governments specifically for responding to 
cash flows needs associated with COVID-19. Public sector entities should consider how the use of working 
capital techniques are reflected in the entity’s disclosure of its liquidity risk management, as required by PS 
3450 Financial Instruments: Disclosures (PS 3450.93) for those public sector entities that have adopted the 
Financial Instruments Standard.  

Write-Downs of Non-Financial Assets 
COVID-19 is causing a number of public sector entities to change the way in which they utilize their non-
financial assets, which is an indicator to consider in assessing the requirement for a write-down PS 3150.34. 
Write-downs of non-financial assets are required when the non-financial assets no longer contribute to a 
public sector entity’s ability to provide goods and services. While many public sector entities may reduce or 
stop using some of their non-financial assets to provide goods and services to help manage the COVID-19 
outbreak, these measures may not expected to be permanent in nature, and therefore may reduce the 
likelihood that public sector entities will write-down the value of their non-financial assets.  

Forgivable Loans and Loans with Significant Concessionary Terms 
Some public sector entities may issue loans to organizations or citizens that have significant concessionary 
terms, or are forgivable. Forgivable loans require the application of judgement to determine whether there 
truly is an expectation of repayment, or whether the loans being issued have little expectation of repayment 
and are therefore in fact grants. New loan programs will require the application of professional judgement to 
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determine whether these are in fact loans or grants. Certain loans may be structured to provide a significant 
concessionary term (such as an interest free loan). In such cases, public sector entities must bifurcate the 
cash flows between those that are concessionary (which would be treated as a grant) and those cash flows 
that are expected to be repaid (accounted for as a discounted loan).  

For public sector entities that have issued loans prior to the COVID-19 outbreak, PS 3050 Loans receivable 
requires that loans be reflected at the lower of their cost and net recoverable value. Additional considerations 
may be necessary for the March 31, 2020 fiscal year end for the determination of valuation allowances 
against outstanding loans if there is a likelihood that recoverability of such loans would be impacted. 

Pension Plans with Plan Assets 
PS 3250 acknowledges that most public sector entities do not have full actuarial valuations performed on 
their pension plans each year due to the magnitude of data gathering and information processing required. 
Typically, a full actuarial valuation is performed every 3 years, and in the years between actuarial valuations, 
an extrapolation is performed to update the expected accrued benefit obligation and the related expenses. In 
performing an update, consideration is given to whether there have been significant changes to the inputs 
into the calculation, including information about the employee group and the assumptions such as long term 
expected rate of return on plan assets. When the effect of any change is significant, PS 3250 states that a 
new valuation may be necessary. Given the fluctuations in financial markets, careful consideration should be 
given to whether the actuarial extrapolation or full valuation has adequately captured management’s best 
estimate. From the obligation perspective, there might be considerations of remeasurement if there is a 
significant movement in employee group such as permanent layoffs. The new environment may also lead the 
government to reconsider long-term expected return on plan assets assumption and see if this affects the 
obligation measurement. Finally, temporary layoffs may also lead to reduction in service cost accrued in the 
plan. 

From the asset side, public sector entities measure plan assets either at their market value or by adjusting to 
market value over a period not to exceed 5 years. If plan assets are measured at market value, it will be 
important for management to ensure that the value of plan assets is reflective of their value at the end of 
their fiscal year. If plan assets are adjusted to market value over a period of time, the impact will be 
reflected partly at the current year-end and over upcoming year ends (the smoothing effect). However, 
management may need to consider whether the magnitude of the impacts of COVID-19 on its adjusted 
market-related value of plan assets create a large difference compared to the market value. In such cases, 
actuarial practice has generally been to apply a limit on how much it can deviate from the actual market 
value (although not a rule generally around 10% downward or upward could be used as a rule of thumb). 

Termination Benefits 
In a difficult economic environment, a public sector entity may be considering or implementing restructuring 
plans such as the downsizing (temporarily or permanently) of operations. In carrying out such plans, public 
sector entities may be in a position to record an accrual at year-end when they are demonstrably committed 
to the termination. Demonstrably committed requires that the termination plans be approved by those who 
have the appropriate level of authority, be communicated to the employees, and specific information around 
timing and the target level of reduction have been determined. Curtailment treatment could be triggered if 
the downsizing is significant. 

Going Concern 
Public sector entities prepare financial statements on the assumption that the organization is a going 
concern. In light of the significant operational disruption caused by the COVID-19 outbreak, public sector 
entities will particularly need to contemplate whether the going concern assumption remains appropriate. For 
governments, it is expected that the going concern assumption will remain appropriate. However, some 
public sector entities, such as those Government Organizations that obtain funding from various sources, 
may require a more in-depth assessment with respect to going concern. Therefore, some public sector 
entities will need to assess their ability to continue as a going concern, taking into account the degree of 
uncertainty associated with the COVID-19 outbreak, as well as the size and complexity of the entity and the 
degree to which it is affected by external factors related to COVID-19.  
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Investments in Government Business Enterprises and Interests in Partnerships 
Certain public sector entities may have investments in government business enterprises (GBEs), and/or 
interests in business partnerships (GBPs). PS 3070, Investments in Government Business Enterprises, and 
PS 3060, Interests in Partnerships, require that the underlying organizations maintain their operations and 
meet their liabilities from the revenues they receive. Public sector entities should carefully assess whether 
circumstances arising from COVID-19 affect their GBEs and GBPs ability to sustain operations from revenue. 
Failure to meet these criteria would result in a change in status of GBE or GBP to a governmental unit 
requiring consolidation. PS 3070 notes that a change in status occurs either from a specific observable event, 
or from the results of operations deteriorating over time. Therefore, it is expected that public sector entities 
may need to analyze whether the COVID-19 outbreak was a specific event that has triggered the loss of GBE 
status, or alternatively an event that highlights results from operations that have deteriorated over time, 
resulting in a loss of GBE Status. Alternatively, the analysis could demonstrate that the COVID-19 outbreak 
is expected to have a temporary negative result on operations, but not one that would permanently affect a 
GBEs or GBPs ability to sustain operations from revenues.   

Other potential impacts and considerations  
A number of other areas in the financial statements that may be affected by the COVID-19 outbreak include: 

• Appropriate accounting for modification of contractual arrangements, for example a reduction or deferral 
of lease payments granted by a lessor to a lessee  

• Contractual rights disclosure may require updating if the facts and circumstances around those rights 
change 

• Breaches of financial covenants may occur, which could impact the timing of payments (i.e. payable on 
demand) and the associated disclosure 

• Inventories of pandemic related supplies are likely to be sizeable, subject to higher volumes of both 
purchases and usage and therefore may pose more significant cut-off risks than in prior years 

• Changes in available information that impacts the assessment, and expected outcomes, of contractual 
obligations and contingent liabilities 

• A greater volume of inter-entity transactions that will need to be tracked, recorded and disclosed 
• Assessment of insurance claims as to whether it is virtually certain that amounts are receivable under 

business interruption and/or other insurance claims and the potential disclosure of contingent assets, as 
applicable  

Adapting internal control environments 
As of mid-March, a number of businesses and organizations have instructed their employees to work from 
home in an effort to flatten the COVID-19 curve and minimize spread of the disease through the workforce. 
Because of the impact of COVID-19, public sector entities may need to modify their controls to adapt to the 
new internal control environment in which employees are required to perform business tasks from home.  

Public sector entities should consider the risk and operating effectiveness of modified internal controls and 
should assess any breakdown in review-type controls or the inability of individuals to perform control duties 
due to COVID-19 related issues. Entities should consider implementing and documenting the alternative 
controls that are in place to address temporary breakdowns in existing controls.  

Preparing for March 31st Year-Ends 
A number of public sector entities are preparing to complete their annual financial reporting process and 
prepare their financial statements in a virtual manner. A number of issues that could arise as they prepare to 
close out their fiscal year, such as: 

• Capacity constraints in finance due to redeployment of staff to essential services 
• Increased demands on finance for accurate financial information for interim periods and revised budgets 
• Special tracking of COVID-19 related transactions while closing out a fiscal year 
• Inability to process invoices and cheques that have been sent through mail 
• Inability to present financial statements on timely basis (PS 1201.22 and through legislative 

requirements) 
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• Increased focused on communicating with stakeholders about the financial impact of the COVID-19 
outbreak on the public sector entity 

• Providing audit evidence to an auditor in a virtual environment 

Ongoing Considerations  
Looking ahead, the impact of COVID-19 on the global economy and financial markets is expected to continue 
to evolve. Public sector entities should evaluate the related accounting issues and disclosure considerations 
discussed above as facts and circumstances change. 
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