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1. Background 

The Covid-19 outbreak was first reported near the end of 2019. In late 2019,  

a cluster of cases displaying the symptoms of a ‘pneumonia of unknown  

cause’ were identified in Wuhan, the capital of China’s Hubei province. On 

31 December 2019, China alerted the World Health Organisation (WHO) of  

this new virus. On 30 January 2020, the International Health Regulations 

Emergency Committee of the WHO declared the outbreak a ‘Public Health 

Emergency of International Concern’. Since then, the virus has spread 

worldwide. On 11 March 2020, the WHO announced that the Covid-19 outbreak 

could be characterised as a pandemic. 

The virus has significantly impacted the world economy. Many countries have 

imposed travel bans and lockdowns on millions of people and many people in 

many locations are subject to quarantine measures. Businesses are dealing with 

lost revenue and disrupted supply chains. While some countries have eased the 

lockdown, the relaxation has been gradual and, in some cases, they have had to 

re-impose stricter measures to deal with renewed outbreaks. As a result of the 

disruption to businesses, millions of workers have lost their jobs and many 

businesses, especially those that involve close in-person contact, have been 

adversely affected. The Covid-19 pandemic (Covid-19 or the pandemic) has also 

resulted in significant volatility in the financial and commodities markets 

worldwide. Various governments have provided both financial and non-financial 

assistance to disrupted industry sectors and the affected businesses and other 

organisations. 

We have surveyed the disclosures in IFRS financial statements of more than  

120 companies that published their annual financial statements subsequent  

to the Covid-19 pandemic being declared. Therefore, most of these financial 

statements are from entities with a 30 June 2020 year-end. As noted in the 

Appendix: List of companies, most of these companies are located in Australia, 

South Africa and the United Kingdom. 

Covid-19 clearly represents a challenge for entities and has affected them in 

many different ways. Users of financial statements wish to understand not just 

how entities have been affected to date, but also how this might affect their 

future performance and what risks they remain exposed to. The purpose of  

the survey was twofold: 

• To provide users of financial statements with an overview of accounting 

issues that should be of interest to them  

• To identify examples of disclosures that illustrate the impact on entities 

which may help other entities in preparing their own financial statements 

The examples of disclosures in this publication have been taken from annual 

IFRS financial statements and are grouped by areas of interest. The issues 

discussed are by no means exhaustive and their applicability depends on  

the facts and circumstances of each entity. It should be noted that many  

entities also include extensive disclosures about the impact of Covid-19 in  

their management commentaries, but those disclosures fall outside the scope  

of this publication. 
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Extracts from financial statements presented in this publication are reproduced 

for illustrative purposes. They have not been subject to any review on their 

compliance with IFRS or any other requirements, such as local capital market 

rules. This publication documents practices that entities have developed, and 

the extracts presented here are not intended to represent ’best practice’. We 

also remind readers that the extracts presented should be read in conjunction 

with the rest of the information provided in the financial statements in order to 

understand their intended purpose. 

While entities have applied IFRS in reporting on the impact of Covid-19, new 

application issues may continue to arise. Furthermore, the views we express in 

this publication may evolve as practice develops. The impact of Covid-19 will 

depend on the underlying facts and circumstances specific to the entity, which 

means that in seemingly similar situations differences in presentation and 

disclosure may be appropriate. 

This publication supplements our Applying IFRS series on accounting 

considerations of the coronavirus pandemic and should be read in conjunction 

with it. Please see ey.com/IFRS for our most recent IFRS Covid-19 publications. 

 

http://www.ey.com/ifrs
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2. Going concern 

IAS 1 Presentation of Financial Statements requires management, when 

preparing financial statements, to make an assessment of an entity’s ability  

to continue as a going concern, and whether the going concern assumption is 

appropriate, up to the date on which the financial statements are issued. Given 

the unpredictability of the potential impact of the Covid-19 pandemic, there 

may be material uncertainties that cast significant doubt on the entity’s ability 

to operate on a going concern basis. When an entity prepares its financial 

statements, it is required to disclose these material uncertainties in order to 

make clear to readers that the going concern assumption used by management 

is subject to such material uncertainties. Regardless of whether management 

concludes that the material uncertainties do not exist, if management has 

exercised significant judgement in making its going concern assessment, the 

significant judgements must be disclosed.  

Considerations that an entity might disclose to address its going concern basis 

include: 

• Whether the entity has sufficient cash and/or headroom in its credit 

facilities to survive a downturn whilst noting that the evolving nature of the 

Covid-19 pandemic means that uncertainties will remain, and it may not be 

able to reasonably estimate the future impact of Covid-19  

• Actions the entity has taken to mitigate the risk that the going concern 

assumption is not appropriate such as activities to preserve liquidity 

• Consideration of the entity’s business model and related risks 

• Any challenges of the underlying data and assumptions used to make the 

going concern assessment 

Barratt Developments plc (Barratt) adopted the going concern basis in the 

preparation of its financial statements. However, the Covid-19 pandemic  

has heightened the inherent uncertainty in its going concern assessment. 

Therefore, the significant judgement Barratt exercised in reaching the 

conclusion was disclosed, although it concluded that there are no material 

uncertainties that might cast significant doubt on the ability of the company  

to continue to operate as a going concern. The going concern assessment is 

based on a worst-case scenario which was modelled over the three-year period 

covered by the Director’s viability review. It concluded that the going concern 

assumption is appropriate for the next 12 months at least. Barratt disclosed 

that it has sufficient liquidity to meet its current liabilities and also disclosed   

its working capital requirements and the mitigating actions it would expect to 

undertake. 

The going concern 
assessment needs to be 

performed up to the date 
on which the financial 
statements are issued. 
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Extract 1: Barratt Developments plc United Kingdom 

 

 
 

Domain Holdings Australia Limited (Domain) prepared its financial statements 

on a going concern basis. Domain disclosed its consideration of the 

appropriateness of the going concern basis, which includes the agreements for 

new lending facilities and financial covenant waivers. 

Extract 2: Domain Holdings Australia Limited Australia 

 
... 

 
... 
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How we see it 
The degree of consideration of the impact of Covid-19 , the conclusion 

reached, and the required level of disclosure will depend on the facts and 

circumstances in each case, because not all entities will be affected in  

the same manner and to the same extent. Significant judgement may be 

required given the nature of the pandemic and the uncertainties involved. 

Continual updates to the assessments up to the date of issuance of the 

financial statements are required. 
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3. Financial instruments 

The Covid-19 pandemic and the related government measures to provide 

financial assistance may have a direct impact on the accounting for financial 

instruments. IFRS 9 Financial Instruments and IFRS 7 Financial instruments: 

Disclosures deal with the accounting and disclosure requirements for financial 

instruments.  

3.1 Liquidity risk and modification of financing contracts 

Entities affected by Covid-19 may experience cash flow challenges arising from 

disruptions to their operations, higher operating costs or decrease in demand 

for their products, which results in lost revenues. This may trigger liquidity 

problems and entities may need to obtain additional financing, amend the terms 

of existing debt agreements or obtain waivers if they no longer satisfy debt 

covenants. It is expected that the disclosures required under IFRS 7 reflect any 

significant changes in the liquidity position and it is important that entities 

disclose what actions they have taken to mitigate any cash flow challenges. 

Entities should be mindful that this disclosure is consistent with their 

assessment of the going concern assumption. 

Dixons Carphone plc (Dixons), like many entities during the Covid-19 pandemic 

have entered into a new facility to ensure that any liquidity concerns are 

mitigated. This was disclosed in Dixons’ financial risk management and 

derivative financial instruments note below: 

Extract 3: Dixons Carphone plc United Kingdom 

 
 

Disclosures should also include measures taken to address liquidity risk  

which have occurred subsequent to the period end but prior to the financial 

statements being authorised for issuance. For example, Downer EDI Limited 

(Downer) renegotiated the maturity dates of a significant portion of its debt 

facilities and established new committed debt facilities, a larger portion of  

which was established in direct response to Covid-19 to ensure its liquidity 

strength was maintained during a period of heightened global uncertainty and 

volatility. After the end of the fiscal year, Downer announced an equity raising 

to support an acquisition and provide flexibility for continued investment in its 

core business. 
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Extract 4: Downer EDI Limited Australia 

 

Auckland International Airport Limited (Auckland Airport), for example, has 

disclosed that it has completed extensions of all bank facilities maturing before 

31 December 2021. It also provides details of the extension terms and the 

amount of the available and undrawn facilities. 
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Extract 5: Auckland International Airport Limited New Zealand 

 
 

An example of a disclosure where the impact was during the reporting period 

and not at the end of the period is made by Challenger Limited (Challenger).   

In its interest bearing financial liabilities note, Challenger had an undrawn 

‘Corporate’ banking facility of A$400 million at the start of the financial year 

and A$50 million was outstanding at the end of the financial year. Challenger 

disclosed that, as a result of the Covid-19 pandemic, this facility was fully  

drawn down in March 2020, to ‘provide additional financial flexibility during the 

Covid-19 crisis’. The footnote continued to state that A$350 million was repaid 

in June 2020. 

Extract 6: Challenger Limited Australia 
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3.2 Hedge accounting 

As the economy slows as a result of the Covid-19 pandemic, business 

transactions may be postponed or cancelled, or they may occur in significantly 

lower volumes than initially forecast. If an entity has designated a transaction 

such as the purchase or sale of goods or the expected issuance of debt, as  

a hedged forecast transaction in a cash flow hedge, it will need to consider 

whether the transaction is still a ‘highly probable forecast transaction’. 

It is important that entities ensure that the disclosure requirements of IFRS 7 

are met in respect of designated hedging relationships.  

An example of a disclosure that is required under IFRS 7 is whether the hedges  

are no longer effective. Cochlear Limited disclosed that its forward exchange 

contracts were no longer highly effective and that hedge accounting on these 

items has been discontinued. It then disclosed the amount of the loss arising 

from the termination of the ineffective forward exchange contracts. 

Extract 7: Cochlear Limited Australia 

 
 

3.3 Expected credit loss (ECL) assessment 

The large-scale business disruptions caused by Covid-19 may give rise to 

liquidity issues for some entities. Deterioration in credit quality of loan 

portfolios and trade receivables (amongst other items) as a result of  

Covid-19 may have a significant impact on an entity’s ECL measurement. 

A number of regulators have published guidance on the regulatory and 

accounting implications of the impact of Covid-19. In March 2020, the 

International Accounting Standards Board (IASB) published a document for 

educational purposes, entitled, Accounting for expected credit losses applying 

IFRS 9 Financial Instruments in the light of current uncertainty resulting from 

the Covid-19 pandemic, to help support the consistent application of accounting 

standards on expected credit losses. IFRS 9 does not set bright lines or a 

mechanistic approach to determining whether there is a significant increase in 

credit risk (SICR), nor does it dictate the exact basis on which entities should 

determine forward-looking scenarios to measure expected credit losses. 

Entities should consider the following in updating their ECL calculations due to 

Covid-19: 

• The use of reasonable and supportable information. Given the 

unprecedented circumstances, it is critical that entities provide transparent 

disclosure of the critical assumptions and judgements used to measure the 

ECL. This may be difficult since rating companies may not have updated 

their ratings 

• Re-segmentation of loan portfolios or groups or receivables 

Deterioration in credit 
quality of loan portfolios 
and trade receivables 
(amongst other items) as a 
result of Covid-19 may 
have a significant impact 

on an entity’s ECL 
measurement. 

https://www.ifrs.org/news-and-events/2020/03/application-of-ifrs-9-in-the-light-of-the-coronavirus-uncertainty/
https://www.ifrs.org/news-and-events/2020/03/application-of-ifrs-9-in-the-light-of-the-coronavirus-uncertainty/
https://www.ifrs.org/news-and-events/2020/03/application-of-ifrs-9-in-the-light-of-the-coronavirus-uncertainty/
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• Individual and collective assessment of loans, receivables and contract 

assets. In order to accelerate the detection of such changes in credit quality 

not yet detected at an individual level, it may be appropriate to adjust  

the ratings and probabilities of default on a collective basis, considering  

risk characteristics such as the industry or geographical location of the 

borrowers 

• Extension of payment terms. If payment terms are extended in light of the 

current economic circumstances, the terms and conditions of the extension 

will have to be assessed to determine their impacts on the ECL estimates 

• Payment holidays 

The ECL calculation and the measurement of significant deterioration in  

credit risk both incorporate forward-looking information using a range of 

macroeconomic scenarios and, as such, entities need to reassess the inputs  

to their provision matrix used to calculate ECLs. Uncertainties in market trends 

and economic conditions may persist due to Covid-19, which may impact actual 

results that differ materially from the estimates in ECLs. 

It is important that entities make adequate disclosures concerning their 

assessment of ECLs. It may be that entities’ ECLs are not impacted by  

Covid-19. However, given the subjective nature of ECL calculations, it would  

be appropriate for entities to disclose the inputs into the calculation and to 

consider a sensitivity analysis to highlight the impact of changes to inputs on  

its ECL estimates. 

3.4 Payment holidays and breaches of covenants 

Corporates that are money lenders should disclose the payment holiday 

measures they have provided to customers as a result of Covid-19. Some of 

these measures will be required by governments whilst others will be at the 

discretion of the lender. This should include the key terms of the payment 

holidays and the volumes granted (e.g. expressed as carrying amounts and 

related ECLs for the related exposures. It is also important that entities disclose 

any financial impact (e.g., the expense incurred as a result of having waived or 

reduced interest over the holiday period), the effect of government support 

received and whether the measures provided to customers are considered to  

be indicators of an SICR as indicated by IFRS 9. 

The following extracts are examples of disclosures provided by banks on this 

area, which may be considered by corporates to the extent relevant and 

applicable.  

Commonwealth Bank of Australia Limited (CBA) disclosed that it introduced 

support measures to its customers including loan repayment deferrals and 

origination of loans under a government guarantee scheme. Furthermore, CBA 

discussed the relationship between a loan deferral and a SICR event and the 

steps undertaken to determine if a SICR event occurred.  
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Extract 8: Commonwealth Bank of Australia Limited Australia 

Note 1.1 – Basis of Accounting (Impact of coronavirus (Covid-19)) 

 

Note 3.2 – Provisions for impairment (SICR) 

 
 

FirstRand Limited (FirstRand) disclosed the relief measures it provided to 

eligible customers with a detailed description of the mechanism by which the 

relief operates. The reasons behind modification losses were also disclosed 

together with the quantitative impact.  

Extract 9: FirstRand Limited South Africa 
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3.5 Current vulnerability due to concentration risks 

Entities that have a large portion of their receivables with a small number of 

similar customers may face a concentration of risk and, as a result, a greater 

risk of loss than other entities. Paragraph 34(c) of IFRS 7 requires that 

concentration of risk should be disclosed if it is not otherwise apparent from 

other risk disclosures provided.  

Therefore, entities should consider including the following information: 

• A description of how management determines concentrations of risk  

• A description of the shared characteristic that identifies each 

concentration. For instance, the shared characteristic may refer to 

geographical distribution of counterparties by groups of countries, 

individual countries or regions within countries and/or by industries  

• The amount of the risk exposure associated with all financial instruments 

sharing that characteristic  

Entities that have identified concentrations of activities in areas or industries 

affected by the pandemic (e.g., the airline, hospitality and tourism industries) 

and have not previously disclosed the concentration because they did not 

believe that the entity was vulnerable to the risk of a near-term severe impact, 

should, under the current circumstances, consider making such a disclosure.  

Burberry Group plc (Burberry) disclosed that it does not have a significant 

concentration of credit risk. It disclosed that trade receivables are spread 

across a large number of customers and no debtor has more than 4% of the 

total balance due, with a prior year comparison to highlight the lack          

of significant movement in debtor concentration. 

Extract 10: Burberry Group plc United Kingdom 
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Verbio Vereinigte BioEnergie AG (Verbio) disclosed details of its concentration  

of credit risk by both customer groups and regions. This disclosure included  

the note that management monitors its concentration of credit risk by both 

customer groups and regions.  

Extract 11: Verbio Vereinigte BioEnergie AG Germany 

 

 
 

3.6 Significant judgements and estimates 

Given the inherent level of uncertainty and the sensitivity of judgements and 

estimates, the disclosure of the key assumptions used, and judgements made  

in estimating ECLs is particularly relevant. Important disclosures would, for 

example, include the values of the key macroeconomic inputs used in  

a multiple economic scenario analysis and the probability weights of these 

scenarios, as well as the assumptions used to determine how the different 

challenges for specific sectors and regions have been taken into account and 

the effect of any management overlays.  

Seven West Media Limited (Seven West) provides details of the new procedures 

which it has undertaken in determining ECLs as a result of Covid-19. Seven 

West refers to the general processes that it undertakes for ECLs in a ‘normal’ 

environment and has noted four new specific areas that have been considered 

this year. Seven West’s assessment of ECLs has resulted in a lower ECL rate  

for debtors over 90 days, but there has been an increase in the ECL rate for 

shorter periods, including current debtors, which is the driver of the overall  

net increase in ECLs in 2020. 
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Extract 12: Seven West Media Limited Australia 

 

 
 

Insurance Australia Group Limited (IAG) disclosed that while it has not  

changed the methodology and assumptions applied on which it based its ECL 

calculations, it did incorporate estimates, assumptions and judgements specific 

to the impact of Covid-19.  

Extract 13: Insurance Australia Group Limited Australia 

 
 

Suncorp Group Limited (Suncorp) disclosed details of the material uncertainty 

and judgements related to its ECLs and then followed this with a sensitivity 

analysis which shows the downside sensitivity ECL. Suncorp disclosed that a 

payment deferral request does not automatically result in a SICR, as per 
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industry guidance, and that it adopted an accounting treatment to pause 

counting days past due, until such time as any deferral period ends. 

Extract 14: SunCorp Group Limited Australia 
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How we see it 
Given the level of uncertainty and the sensitivity of judgements and 

estimates, it is important to disclose the key assumptions used and 

judgements made in estimating ECLs and in hedge accounting, as well  

as the impact of any relief measures provided to customers. 
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4. Impairment assessment of non-financial 
assets 
4.1 Existence of impairment indicators 

With the recent developments in the pandemic, there are both external and 

internal sources of information, such as the fall in stock and commodity prices, 

decrease in market interest rates, manufacturing plant shutdowns, shop 

closures, reduced demand and selling prices for goods and services, etc., 

indicating that an asset may be impaired. As many entities might not be 

permitted under IAS 36 Impairment of Assets to use the most recent detailed 

calculation of the recoverable amount in the impairment test made in a 

preceding period, additional disclosures may be useful when entities conclude 

otherwise. 

4.2 Disclosure 

Given the current uncertain environment, it is important for entities to provide 

detailed disclosures of the assumptions made, the supporting evidence and the 

impact of a change in the key assumptions (i.e., a sensitivity analysis). This is 

especially the case as they will have likely been materially updated compared to 

the key assumptions, judgements and estimates applied in the previous annual 

financial statements. These would include, for example, the values of the key 

assumptions, sensitivity analysis, and the probability weights of multiple 

scenarios when using an expected cash flow approach.  

The non-financial assets that are likely to be subject to such impairment triggers 

include: property, plant and equipment; intangible assets (including those with 

indefinite lives); and goodwill. Whilst inventories are not covered by IAS 36, 

entities will need to consider the impact of reductions in the net realisable value 

of inventories. Refer to section 13 for further details. 

The extent of the disclosures made is a matter of judgement. The greater  
the impact,the greater the need for more extensive disclosures. The global 
airline industry, for example, is one of the hardest hit sectors. Many airlines 
provide detailed disclosures on their impairment assessment while the 
disclosures of other less-affected entities may not be as extensive.  

Qantas Airways Limited (Qantas) disclosed that management assessed that 

there were indicators of impairment as a result of the significant impact of 

Covid-19. Qantas has noted the steps it has undertaken in response. 

Extract 15: Qantas Airways Limited Australia 

 
 

Qantas performed an impairment test for individual assets that are not 

expected to contribute to the cash flows of a cash-generating unit (CGU). Some 

of its aircraft, the A380 fleet, are expected to be grounded for the foreseeable 

future but do not qualify as assets held for sale. Given the significant 

It is important for entities to 

provide detailed disclosures 

of the assumptions made, 

the supporting evidence  

and the impact of a change 

in the key assumptions (i.e., 

a sensitivity analysis). 



 October 2020 Applying IFRS Disclosure of Covid-19 impact 20 

uncertainty around the return to service of these aircraft, they have been 

tested for impairment outside the CGU to which they originally belonged. 

Extract 16: Qantas Airways Limited Australia 

 
 

In terms of its impairment test of its CGUs, Qantas disclosed the significant 

assumptions it made in determining the recoverable amount based on their 

value in use. Qantas also described the quantitative impact of the impairment 

assessment for each of the assets and CGUs tested for impairment, as well as a 

sensitivity analysis. 

Extract 17: Qantas Airways Limited Australia 
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In line with the requirements of IAS 36, Webjet Limited (Webjet) disclosed both 

the assumptions used in the value in use calculation and then disclosed that 

headroom in the B2B cash-generating unit is modest, and reasonably possible 

changes in assumptions above may result in impairment. Webjet then discussed 

how the headroom found in the base case is sensitive to changes in the 

assumptions. 



 October 2020 Applying IFRS Disclosure of Covid-19 impact 22 

Extract 18: Webjet Limited Australia 

 
 

Whilst the above disclosure examples are mainly quantitative, it is important 

that entities disclose assumptions and uncertainties that exist due to Covid-19. 

Barratt Developments plc described how the annual impairment test of its 

intangible asset with an indefinite life (the brand – David Wilson Homes) – was 

impacted by Covid-19. It disclosed how it determined the value in use, noting 

the uncertainties that exist followed by the key assumptions made in the 

forecasts. This was followed by a sensitivity analysis that disclosed the impact 

of changes to the discount rate and probability of adverse scenarios as the                   

key variables in the value in use calculations as well as the headroom in the 

impairment test. 



 

23 October 2020 Applying IFRS Disclosure of Covid-19 impact 

Extract 19: Barratt Developments plc United Kingdom 

 

 
 

How we see it 
Covid-19 has significantly increased the uncertainties that entities  

face when assessing to what extent assets or CGUs are impaired. This also 

includes the assumptions used in the calculation of the recoverable amount 

of non-financial assets. It is, therefore, important that management use 

reasonable and supportable assumptions and provide detailed disclosure  

of the assumptions and sensitivities. 
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5. Government grants 

In an attempt to mitigate the impact of the Covid-19 pandemic, governments in 

many countries have introduced measures to aid entities. Whilst some of these 

measures are within the scope of IAS 20 Accounting for Government Grants and 

Disclosure of Government Assistance, others are not. 

IAS 20 requires entities to disclose the following information: 

• The accounting policy adopted for government grants, including methods of 

presentation adopted in the financial statements 

• The nature and extent of government grants recognised in the financial 

statements and an indication of other forms of government assistance from 

which the entity has directly benefited 

• Unfulfilled conditions and other contingencies attaching to government 

assistance that has been recognised 

Corporate Travel Management Limited disclosed its accounting policy for 

government grants related to income which have been recognised in other 

income. The nature of the government grants, including any conditions or other 

contingencies attached to them, was also disclosed. 

Extract 20: Corporate Travel Management Limited Australia 

 

… 

 

… 

 

Governments in many 

countries have introduced (or 

are expected to introduce) 

measures to assist entities. 

Careful judgement is 

required in determining 

whether or not these 

measures are to be 

accounted for as government 

grants. 
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How we see it 
Whether IAS 20 should be applied depends on the facts and circumstances 

of the specific measures implemented by the government, including 

government agencies and similar bodies. Entities need to analyse all facts 

and circumstances carefully to determine the appropriate accounting 

treatment, and provide users of financial statements with an understanding 

of both the economic and the accounting impacts through transparent 

disclosures. 
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6. Income taxes and other taxes 
6.1 Stimulus measures 

A range of economic stimulus packages have been announced by governments 

around the world. Recent government responses to Covid-19 have included 

income tax concessions and other rebates. Entities need to consider the 

impacts of these legislative changes on their accounting for income taxes. 

6.1.1 Income taxes 

IAS 12 Income taxes should be applied in accounting for income taxes, which 

includes: 

• All domestic and foreign taxes which are based on taxable profits 

• Taxes, such as withholding taxes, which are payable by a subsidiary, 

associate or joint arrangement on distributions to the reporting entity 

IAS 12 does not apply to accounting for government grants, which fall within 

the scope of IAS 20 or investment tax credits. Taxes other than income taxes 

are accounted for under IAS 37 Provisions, Contingent Liabilities and 

Contingent Assets and, in particular, IFRIC 21 Levies, or by reference to the 

accounting standard most closely related to the item subject to such a non-

income tax (such as IAS 19 Employee Benefits, in the case of payroll taxes). 

The classification of a tax as an income tax affects its accounting treatment  

in several key respects, as IAS 12 provides specific guidance on the recognition, 

measurement, presentation and disclosure of deferred taxes. In addition, 

IFRIC 23 Uncertainty over Income Tax Treatments provides specific guidance  

on accounting for uncertainties over income tax treatments. 

Fonterra Co-operative Group Limited (Fonterra) disclosed the impact of  

a stimulus measure that affects income taxes within the scope of IAS 12. 

Fonterra explained that the Covid-19 relief package in New Zealand has 

reintroduced depreciation deductions for certain qualifying buildings, which 

gives rise to deferred tax assets. 

IAS 12 does not apply  
to accounting for 
government grants, 
which fall within the 
scope of IAS 20, or to 
investment tax credits.  
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Extract 21: Fonterra Co-operative Group Limited New Zealand 

 
 

6.1.2 Taxes outside the scope of IAS 12 

Harmony Gold Mining Company Limited disclosed various stimulus measures 

from which it has benefitted, including a carbon tax delay and a tax holiday on 

the skills development levy. 

Extract 22: Harmony Gold Mining Company Limited South Africa 

 
 

As noted above, other taxes fall within the scope of IAS 19, IAS 20, IAS 37 and 

IFRIC 21, depending on the exact facts and circumstances. 

6.2 Recoverability of deferred tax assets 

In assessing the probability of the future realisation of carry forward tax losses, 

entities will need to consider whether the adverse economic conditions arising 

as a result of Covid-19 existed as at the end of the reporting period. If so, the 

entity will need to consider the deterioration of the economic outlook in its 

forecasts of taxable profits and reversals of taxable temporary differences. 

In applying their judgement, entities may wish to consider IFRIC 23. Although 

IFRIC 23 was not specifically intended to deal with tax law changes or with the 

Although IFRIC 23 was 
not specifically intended 
to deal with the current 
Covid-19 pandemic in 

mind, it provides helpful 
guidance that entities 
may wish to consider. 
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current Covid-19 pandemic in mind, it provides helpful guidance that entities 

may wish to consider in accounting for the uncertainties that exist with respect 

to their tax positions in light of any changes in legislation. It requires an entity 

to consider whether it is probable that a taxation authority will accept an 

uncertain tax treatment. If the entity concludes that the position is not likely to 

be accepted, the effect of the uncertainty needs to be reflected in the entity’s 

accounting for income taxes. 

6.2.1 Derecognition of deferred tax assets 

Major Drilling Group International Inc. disclosed that due to the uncertainty 

caused by COVID-19, during the year, it has derecognised a portion of its 

deferred income tax assets. 

Extract 23: Major Drilling Group International Inc. Canada 

 
… 

 
 

6.2.2 Uncertainty around availability of future taxable profits 

IAS 12 requires an entity to disclose the nature of the evidence supporting the 

recognition of deferred tax assets when the utilisation of the recoverability of 

the asset is dependent on future taxable profits. 

Vicinity Limited (Vicinity) recognised a deferred tax asset, primarily relating to 

historical tax losses. The recoverability of this deferred tax asset is dependent 

on the generation of sufficient future taxable income to utilise those tax losses. 

Covid-19 has increased the uncertainty in determining certain key assumptions 

underlying this assessment. The key assumptions subject to this increased 

uncertainty include future property and development management fee 

revenues, which are linked to the performance and value of the investment 

properties under management.  

Extract 24: Vicinity Limited Australia 

 
… 

 
… 

 
… 
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… 

 

6.3 Effective tax rate reconciliation 

IAS 12 requires an explanation of the relationship between tax expense 

(income) and accounting profit in the form of a reconciliation. This 

reconciliation takes as its starting point the (substantively) enacted applicable 

tax rate that may have been affected by stimulus measures. In addition, the 

relative size of the reconciling items themselves is affected by the profitability 

of the entity. 

Barratt Developments plc noted that the pause in activity as a result of 

Covid-19 reduced the profit before tax, which increases the proportional impact 

of the adjustments in its effective tax rate reconciliation. 

Extract 25: Barratt Developments plc United Kingdom 

 
... 

 
 

How we see it 
Entities need to carefully assess any new tax legislation to determine 

whether the tax relief or rebates received from the government fall within 

the scope of IAS 12 (income taxes), IAS 20 (government grants), or  

IAS 19 (payroll taxes). In addition, entities must consider if they need to 

derecognise deferred tax assets as a result of the deterioration of the 

economic outlook in their forecasts of taxable profits and reversals of 

taxable temporary differences. 
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7. Liabilities from insurance contracts 

Entities will need to disclose the assumptions used to make their estimates, 

highlight the uncertainties and explain the sensitivities of the measurement of 

the insurance liabilities if alternative assumptions were used, explaining how 

these are influenced by incorporating consequential effects of Covid-19. Other 

disclosure items, like insurance risk concentrations, claims developments, credit 

risk and market risk may be affected as well. Entities should also consider the 

implications for capital disclosures as capital ratios may come under pressure 

due to a fall in asset values and stressed capital requirements.  

While uncertainties over the impact of Covid-19 remain, they will need to be 

disclosed together with any potential effects. Such disclosure would need to 

include an explanation of events that happened after the reporting period, both 

for conditions that existed at the end of the reporting period, and for conditions 

that arose after the reporting period.  

NIB Holdings Limited (NIB) stated in its risk management note that “ … the 

impact of the COVID-19 pandemic on the global economy has resulted in 

increased insurance and financial risk to the Group. This heightened level     

of uncertainty and risk is managed as part of the Group's ‘Risk Management 

Framework.” NIB provided details of the key insurance risks. 

Extract 26: NIB Holdings Limited Australia 

 
 

NIB disclosed the steps which were undertaken to estimate “the provision for 

deferred and suspended claims”. This was the first time such a provision had 

been recognised as it resulted from “the temporary closure of elective surgery 

and reduced access to ancillary benefits” as governments ensured that there 

were sufficient hospital beds for Covid-19 patients in the first wave of the 

pandemic. 

Entities will need to disclose 

the assumptions used to 

make their estimates, 

highlight the uncertainties 

and explain the sensitivities 

of the measurement of the 

insurance liabilities. 
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Extract 27: NIB Holdings Limited Australia 

 
 

Insurance Australia Group Limited (IAG) disclosed the impact of Covid-19 on its 

outstanding claims liability within the critical accounting estimates and 

judgements section of the policy disclosures. IAG highlighted the high degree of 

uncertainty and advised readers to ‘carefully consider these disclosures in light 

of the inherent uncertainty …’. 
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Extract 28: Insurance Australia Group Limited Australia 

 

 
 

IAG identified and disclosed the ranges for key actuarial assumptions that were 

used in the measurement of outstanding claims, as shown below:  

Extract 29: Insurance Australia Group Limited Australia 

 
 

Furthermore, the company provided a sensitivity analysis of the impact that 

changes in the assumptions would have on the net outstanding claims liability.  
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Extract 30: Insurance Australia Group Limited Australia 

 
 

How we see it 
It is important that insurance entities provide explanations of the 

uncertainties caused by the evolving nature of Covid-19. The impact on 

insurance entities is expected to be much broader than the effect on the 

accounting for insurance liabilities, which means that disclosures in respect 

of other requirements may also be impacted.  
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8. Leases 

It is important that entities determine whether any changes to the terms  

and conditions of a lease arrangement meet the definition of a lease 

modification under IFRS 16 Leases, as this will drive the necessary disclosures. 

In response to many questions about the application of IFRS 16 to rent 

concessions granted as a result of Covid-19, the IASB released an educational 

document on accounting for leases in April 2020 and an amendment to IFRS 16 

entitled Covid-19-Related Rent Concessions - Amendment to IFRS 16 Leases in 

May 2020. 

8.1 IASB educational document on lease modifications 

In April 2020, the IASB issued an educational document relating to the impact 

of Covid-19 on lease arrangements, which notes that “lessees and lessors must 

also apply the disclosure requirements of IFRS 16 and other IFRS Standards, 

such as IAS 1” regarding the disclosure requirements relating to leases – and 

lease modifications specifically. The document reminds preparers of financial 

statements that “IFRS 16 requires both lessees and lessors to disclose 

information that gives a basis for users of financial statements to assess the 

effect that leases have on their financial position, financial performance and 

cash flows. The information disclosed will need to be sufficient to enable users 

of financial statements to understand the impact of Covid-19 related changes in 

lease payments on the entity’s financial position and financial performance.” 

8.2 Amendment to IFRS 16 

In May 2020, the IASB issued Covid-19-Related Rent Concessions - amendment 

to IFRS 16 Leases to provide optional relief to lessees from applying IFRS 16 

guidance on lease modification accounting for rent concessions arising as a 

direct consequence of the Covid-19 pandemic. 

8.3 Rent concessions that are not accounted for as lease 
modifications  

A lessee that applies the practical expedient discloses that it has applied the 

practical expedient to all rent concessions that meet the conditions for it or, if 

not applied to all such rent concessions, information about the nature of the 

contracts to which it has applied the practical expedient.  

In addition, a lessee discloses the amount recognised in profit or loss to reflect 

changes in lease payments that arise from such rent concessions to which  

the lessee has applied the practical expedient. The Basis for Conclusions to  

the amendment also notes that disclosure of the cash flow effects of rent 

concessions would be relevant regardless of whether a lessee applies the 

practical expedient. 

Premier Investments Limited (Premier) disclosed that it has adopted the 

practical expedient allowed by the amendment and, rather than account for  

the rent concessions as a contract modification, it has recognised the effect of 

these concessions in the statement of comprehensive income. The impact of 

the Covid-19 related rent concessions on its lease liability was also disclosed.  

It is important that 
entities determine 
whether any changes to 

the terms and conditions 
of a lease arrangement 
meet the definition of a 
lease modification, as this 
will impact accounting 
and disclosures.  

https://www.ifrs.org/news-and-events/2020/04/application-of-ifrs-16-in-the-light-of-the-covid-19-uncertainty/
https://www.ifrs.org/news-and-events/2020/04/application-of-ifrs-16-in-the-light-of-the-covid-19-uncertainty/
https://www.ifrs.org/news-and-events/2020/05/iasb-issues-amendment-to-ifrs-standard-on-leases/
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Extract 31: Premier Investments Limited Australia 

 

 

 
 

Commonly, the nature of the disclosure is qualitative in that the entity      

had elected to apply the practical expedient resulting from the amendment, as 

disclosed by Downer EDI Limited below: 

Extract 32: Downer EDI Limited Australia 

 
 

Note that AASB 2020-4 Amendments to Australian Accounting Standards – 

Covid-19 Rent Related Concessions is the Australian equivalent to the IASB’s 

Covid-19-Related Rent Concessions - amendment to IFRS 16 Leases. 
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8.4 Lease modifications 

8.4.1 Lessee consideration 

Entities may be modifying lease for a variety of reasons. For example, entities 

may modify a lease to provide the lessee a rent concession. In other situations, 

the arrangements may be modified to change the lease term or the scope of the 

lease (e.g., reductions in floor area). IFRS 16 does not provide any specific 

disclosure requirements relating to lease modifications. However, a lease 

modification may impact the general disclosures required under both IFRS 16 

and IAS 1 as discussed in section 8.1 above. In addition, lessees are required to 

consider the disclosure requirement in IFRS 16.59 which states that “a lessee 

shall disclose additional qualitative and quantitative information about its 

leasing activities necessary to meet the disclosure objective [of the standard]”.  

8.4.2 Lessor consideration 

As discussed in section 8.1 above, IFRS 16 requires lessors to disclose 

information that gives a basis for users of financial statements to assess the 

effect that leases have on their financial position, financial performance and 

cash flows. Whilst there are no specific disclosure requirements related to lease 

modifications, lessors will need to disclose information that is sufficient to 

enable users of financial statements to understand the impact of Covid-19 

related changes in lease payments on the entity’s financial position and financial 

performance. This may include whether they have granted any rent 

concessions to their lessees as a result of the Covid-19 pandemic and their 

effect on the financial statements.  

Vicinity Limited (Vicinity) is a retail property group that has been impacted by 

Covid-19, in particular, by the Australian government’s Covid-19: Code of 

Conduct for SME commercial tenancies. In its revenue and income note, Vicinity 

disclosed the impact of the Covid-19 pandemic.  

Extract 33: Vicinity Limited Australia 
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8.5 Collectability considerations for lessors 

Lessees may face financial difficulties due to government-mandated closure of 

businesses. This may cause a significant deterioration in collectability of lease 

payments. In these circumstances, IFRS 9’s guidance on credit losses continues 

to be applicable to recognised lease receivables. As such, a lessor will be 

required to provide disclosures required by IFRS 7 and, in particular, those 

concerning ECLs as presented in section 3 above. Lessors should consider 

whether to disclose any actions they have taken in negotiating rent holidays or 

reduced rents that will not necessarily be considered impaired. 

In its 2020 half year financial statements, Nieuwe Steen Investments (NSI) N.V. 

noted that it was working with individual customers to implement arrangements 

with respect to payments as a result of Covid-19: 

Extract 34: NSI N.V. The Netherlands 

 
 

Vicinity included a narrative disclosure of the impact Covid-19 had on        

its tenants, the impact of government measures and cautioned that the 

environment is rapidly changing and uncertain: 

Extract 35: Vicinity Limited Australia 

 

 
 

How we see it 
As well as providing specific disclosures required by the amendment to  

IFRS 16, entities should consider to what extent additional disclosures are 

necessary to meet the disclosure objectives of IFRS 16 to provide adequate 

disclosure that gives a basis for financial statement users to assess the effect 

that leases have on the financial position, financial performance and cash 

flows of the entity. 

In addition, entities need to consider the presentation and disclosure 

requirements in other standards, such as those in IAS 1, IFRS 7 and IFRS 9 

when accounting for rent concessions. 
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9. Contingent assets 

In accordance with IAS 37, where some or all of the expenditure required     

to settle a provision is expected to be reimbursed by another party, the 

reimbursement is recognised if, and only if, it is virtually certain that 

reimbursement will be received if the entity settles the obligation. The amount 

of the provision is not reduced by any expected reimbursement. Instead,     

the reimbursement is treated as a separate asset and the amount recognised 

for the reimbursement asset is not permitted to exceed the amount of the 

provision. 

Northam Platinum Limited has submitted a first claim under the Covid-19 

Temporary Employee Relief Scheme to the value of R67.8 million, for which 

part payment has been received subsequent to year end. On that basis, the 

entity concluded that it was virtually certain that reimbursement would be 

received and recognised a contingent asset. 

Extract 36: Northam Platinum Limited South Africa 

 
 

How we see it 
Determining whether or not it is virtually certain that an entity is entitled    

to a reimbursement requires a careful assessment of the facts and 

circumstances. Once it is established that it is virtually certain that this is   

the case, any uncertainty as to the amount receivable should be reflected   

in the measurement of the claim. 

 

The reimbursement is 
recognised if, and only if,  
it is virtually certain that  
it will be received. 
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10. Onerous contract provisions 

10.1 Requirements 

An onerous contract is a contract in which the unavoidable costs of meeting  

the obligations under the contract exceed the economic benefits expected to  

be received under it. The unavoidable costs under a contract reflect the least 

net cost of exiting from the contract, which is the lower of the cost of fulfilling  

it and any compensation or penalties arising from failure to fulfil it. If an entity 

has a contract that is onerous, IAS 37 requires the entity to recognise and 

measure the present obligation under the contract as a provision. Before a 

separate provision for an onerous contract is established, an entity recognises 

any impairment loss that has occurred on assets dedicated to that contract. 

10.2 Disclosure 

IAS 37 requires entities to disclose the nature of the obligation and the 

expected timing of any resulting outflows of economic benefits. Significant 

judgement may be required about the amount or timing of those outflows  

given the impact of Covid-19 and the uncertainties involved. Therefore, where 

necessary to provide adequate information, entities should disclose the major 

assumptions made concerning future events in addition to an indication of the 

uncertainties. 

BT Group plc recognised a contract loss provision in respect of revenue 

contracts that are expected to become loss-making as a result of the Covid-19 

impacts. The nature of the provision and the expected timing of the outflows 

were disclosed as required by IAS 37. It also disclosed that it remains uncertain 

as to whether potential future changes to key assumptions made when 

estimating their future losses could have a significant impact. 

Extract 37: BT Group plc United Kingdom 

 

... 

 

If an entity has a contract 
that is onerous, IAS 37 
requires the entity to 
disclose the nature of  
the obligation and the 
expected timing of any 
resulting outflows of 
economic benefits. 
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How we see it 
In assessing the unavoidable costs of meeting the obligations under  

a contract at the reporting date, entities, especially those with non-

standardised contract terms, need to carefully identify and quantify any 

compensation or penalties arising from failure to fulfil it. Disclosure of  

the key assumptions and judgements is important to inform users as to  

how onerous contracts were determined. 
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11. Fair value measurement 

The Covid-19 pandemic and the ensuing economic and market disruptions  

vary across countries, markets and industries, and add uncertainty in fair value 

measurements. This uncertainty is likely to persist, as some jurisdictions that 

had eased their restrictions and opened up their economies have seen a second 

wave of Covid-19 which has led to the easing of restrictions being slowed down 

or, in some jurisdictions, a return to previously seen restrictions.  

When valuations are subject to significant measurement uncertainty due to the 

current environment and there is a wider range of possible estimates of the fair 

value, the entity is required to apply judgement to determine the point within 

that range that is most representative of the fair value in the circumstances.  

It is important in this environment that entities provide transparency about  

the techniques, key assumptions and inputs used in determining fair value, 

including the sensitivities by providing disclosures required by IFRS 13 Fair 

Value Measurement. Transparency is an integral part of fair value measurement 

and is key to enhancing the usefulness of financial reporting in this 

unprecedented time. 

Seven West Media Limited (Seven West) provided a narration on the impact of 

Covid-19 on other investments in its 2020 annual financial statements. Seven 

West included details of the additional criteria it utilised and how these were 

considered in light of Covid-19. 

Extract 38: Seven West Media Limited Australia 

 
 

Many entities will have engaged professional valuers given the uncertainty 

around valuations at this time. When this is the case, entities should disclose 

this fact in order to support its valuations. Stockland Corporation Limited 

(Stockland) disclosed that it has engaged external valuation experts to value all 

its commercial property assets whilst noting the additional measures valuers 

used to assess the impact of Covid-19.  

Extract 39: Stockland Corporation Limited Australia 

 
 

Stockland further presented a sensitivity analysis highlighting the impact of 

changes in the key drivers presented in the valuation. Given the high level of 

It is important in this 
environment that entities 
provide transparency 
about the techniques, key 
assumptions and inputs 
used in determining fair 
value.  
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uncertainty in the current environment, a sensitivity analysis is useful to 

provide investors with an assessment of the movements in inputs may have  

on valuations.  

Extract 40: Stockland Corporation Limited Australia 

 
 

How we see it 
We believe that it is key to provide sufficient disclosures to allow users to 

make an assessment of the process undertaken and the impact of variations 

of the inputs from those used. Disclosures should include valuation 

techniques used, details of the assumptions applied and sensitivity analyses.  
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12. Revenue recognition 

The Covid-19 pandemic could affect various aspects of an entity’s revenue 

accounting under IFRS 15 Revenue from Contracts with Customers. Refer to 

our publication, Applying IFRS: A closer look at IFRS 15, the revenue recognition 

standard, which contains more information about each of the following topics. 

12.1 Variable consideration and rebates 

Estimates of variable consideration in new and ongoing customer contracts will 

need to be evaluated considering current circumstances. Examples of variable 

consideration estimates that may have changed due to Covid-19 include 

expectations about returns of goods, contract volumes and whether an entity 

will meet contractual conditions for performance bonuses or penalties. 

12.1.1 Variable consideration constraint: revenue reversal 

Corporate Travel Management Limited had recognised volume-based incentive 

revenue at amounts that were deemed highly probable to be received. 

However, due to the reduction in volumes resulting from Covid-19 associated 

travel restrictions in the second half of its financial year, it revised the estimates 

in relation to the achievement of volume-based performance criteria. This led to 

a reversal in volume-based incentive revenue in the second half of the year. 

Extract 41: Corporate Travel Management Limited Australia 

 
… 

 
 

Variable consideration 

estimates that may have 

changed due to Covid-19 

include expectations about 

returns of goods, contract 

volumes and whether an  

entity will meet contractual 

conditions for performance 

bonuses or penalties. 

https://www.ey.com/en_gl/ifrs-technical-resources/applying-ifrs-a-closer-look-at-ifrs-15-the-revenue-recognition-standard
https://www.ey.com/en_gl/ifrs-technical-resources/applying-ifrs-a-closer-look-at-ifrs-15-the-revenue-recognition-standard
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12.1.2 Rebates 

carsales.com Ltd provided a dealer rebate package in response to Covid-19, 

treated as a reduction of revenue, the details of which were disclosed in its 

financial statements. 

Extract 42: carsales.com Ltd Australia 

 
 

12.2 Disclosure of Covid-19 effects 

12.2.1 Reporting pre-Covid-19 and Covid-19 periods 

Beach Energy Limited (Beach Energy) reported that despite lower gas demand 

and Brent oil prices falling to unprecedented lows in March 2020, its response 

to Covid-19 ensured minimal impact to production and sales volumes through 

the remainder of its financial year. However, the company disclosed revenue 

information separately for the first eight months (up to February 2020) and  

the last four months (up to June 2020) of the 2020 financial year. While it        

is not required under IFRS 15, this type of additional disclosure may provide 

helpful insights into the impact of Covid-19. 
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Extract 43: Beach Energy Limited Australia 

 
… 

 

 

 
 

How we see it 
The aim of disaggregating periods is to indicate to users the months that 

were mostly affected by the coronavirus outbreak. It also aims to provide 

additional information to allow users of financial statements to compare 

IFRS-based historical information. If disaggregation of periods is disclosed, 

the premise is that the entity has access to reliable information on such a 

disaggregated level, without having to make subjective assumptions that 

would make the disclosure unreliable and potentially misleading. 
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12.2.2 Comparing weekly sales 2020 to 2019 

BID Corporation Limited (BID) reported that demand for food products 

substantially diminished at the end of March 2020/early April 2020 for  

many discretionary spend sectors. In its narrative description of revenue 

developments, BID included quantitative information by comparing sales     

for a number of selected weeks with the same weeks a year earlier. 

Extract 44: BID Corporation Limited South Africa 

 
… 
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13. Cost of sales and inventories 

IAS 2 Inventories requires entities to account for inventories at the lower of 

cost and net realisable value (NRV), with limited exceptions (e.g., broker-traders 

that account for inventories at fair value less costs to sell). 

13.1 Incremental costs of production and impact on cost of 
sales 

For entities that manufacture or further process inventories, the cost of 

inventories includes an allocation of fixed production overheads that is based  

on the normal capacity of the production facilities. What is ‘normal capacity’ is 

based on an average over a number of periods or seasons, but it is determined 

under normal circumstances. Actual levels of production may be used if they 

approximate to normal capacity. However, while entities may have been able to 

continue production, periods of restriction on operations (e.g., lockdown) may 

mean that they are not producing at normal capacity. 

NRV is defined as ‘the estimated selling price in the ordinary course of business 

less the estimated costs of completion and the estimated costs necessary to 

make the sale’. As a result of Covid-19, the expected cost to complete inventory 

may have changed and the selling price may be reduced due to limited demand, 

amongst other reasons. 

In light of the continued pandemic, estimates of NRV may be subject to more 

estimation uncertainty than in the past, and determining the appropriate 

assumptions may require significant judgement. In some cases, entities may 

need to write off their inventories. Some entities may have to determine 

whether to write down their inventories to NRV if their costs to complete  

have gone up as a result of the Covid-19 measures. 

Barratt Developments plc (Barratt) specifically noted that it has made 

significant estimates regarding margin recognition and has exercised 

judgement in evaluating the impact of Covid-19 on the nature and carrying 

value of inventories. In particular, Barratt disclosed and quantified the 

incremental costs due to the adoption of Covid-19 safety practices and    

other expenses that would ordinarily be capitalised as work in progress. 

Estimates of NRV may  
be subject to more 
estimation uncertainty 
than in the past, and 
determining the 
appropriate assumptions 
may require significant 
judgement. 
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Extract 45: Barratt Developments plc United Kingdom 

... 

... 

... 

... 
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13.2 Abnormal and unproductive production-related costs 

Some entities may have lower levels of production or idle plant, for example, 

due to lower demand or forced closure during the lockdown. If production 

volumes are lower than the average, entities must not increase the amount  

of fixed overhead costs allocated to each unit of production. Rather, any 

unallocated overheads are recognised as an expense in the period in which  

they are incurred. Conversely, entities may have abnormally high production  

for certain products, for example due to panic buying. In these circumstances, 

an entity needs to decrease the amount of fixed overhead allocated to each unit 

of production so that inventories are not measured above cost.  

Care will also be needed to determine whether some other costs can be 

capitalised. Entities may, for example, incur additional costs to store inventories 

due to lower than usual demand. However, such costs may need to be expensed 

as incurred as storage costs can only be capitalised when they are necessary  

to the production process, before further processing. Entities may also incur 

wasted materials, for example, to repackage goods that were originally destined 

for the wholesale market for retail consumers. Entities will need to assess 

whether wasted materials, labour or other production costs are abnormal and, 

if so, they must be expensed as incurred. 

Impala Platinum Holdings Limited disclosed the significant estimates and 

judgements regarding inventory value, which include costs specifically related 

to Covid-19 as well as abnormal production costs. In addition, it presented a 

separate line item ‘Covid-19 abnormal production costs’ as part of its cost of 

sales disclosure. 

Extract 46: Impala Platinum Holdings Limited South Africa 

... 

If production volumes are 
lower than the average, 
entities must not increase 
the amount of fixed 
overhead costs allocated 
to each unit of production. 
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How we see it 
If an income measure, such as operating income is presented ‘before 

unabsorbed costs’, a separate Alternative Performance Measure (APM) is 

introduced. This measure may, in principle, help users understand the 

impact of Covid-19 on the cost of sales. However, entities may need to apply 

considerable judgement in identifying the unabsorbed Covid-19 related 

costs, and, thus, may run the risk of excluding recurring costs from their 

measure of profit and presenting an APM that is quite subjective and lacks 

comparability. 

We believe that ‘incremental Covid-19 costs’ should be directly attributable 

to Covid-19 and should be both: a) incremental to costs incurred prior to  

the pandemic that are not expected to recur once the crisis has subsided  

and operations return to normal; and b) clearly separable from normal 

operations. 
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Northam Platinum Limited similarly disclosed that the lockdown resulted in 

limited to no production, with fixed overhead costs still being incurred which 

should not be allocated to the cost of inventories. 

Extract 47: Northam Platinum Limited South Africa 

 

Diageo plc disclosed an exceptional operating charge related to obsolete 

inventory that had to be destroyed as a direct consequence of Covid-19 and   

it also disclosed the impact on the provision for obsolescence. 

Extract 48: Diageo plc United Kingdom 

 
… 

 
… 

 
… 

 
… 
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How we see it 
Entities should carefully consider the challenge of not being able to reflect 

the full effect of the pandemic when contemplating to introduce measures 

such as ‘Unabsorbed coronavirus costs’ and ‘Incremental coronavirus costs’, 

as well as the risk of including costs not impacted by the pandemic. 

13.3 Assessment of net realisable value 

Covid-19 has required some entities to reconsider the way they do business, for 

example, by changing their supply chains or move sales online. However, other 

entities, such as Seven Group Holdings Limited, explicitly disclosed the fact that 

Covid-19 has not had a material impact on the net realisable value of inventory. 

Extract 49: Seven Group Holdings Limited Australia 
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14. Share-based payment 
Covid-19 may result in a need for additional disclosures for users of financial 

statements to understand the effect of share-based payment transactions on 

the entity’s profit or loss for the period and on its financial position, including 

information on how fair value was determined and the nature of a modification 

if an equity-settled share-based payment transaction was modified.  

Altium Limited (Altium) provided share-based payments to its employees which 

are accounted as equity-settled share-based payment transactions. Altium 

disclosed the nature of a modification to one of the share-based payments plans 

which vested subject to meeting pre-determined performance conditions tested 

in each year for a period of five years. 

Extract 50: Altium Limited Australia 

 

… 

 

How we see it 
Entities should consider whether the pandemic has any impact on the 

probability of satisfying non-market performance vesting conditions over  

the vesting period under share-based payment arrangements and whether 

modification and cancelation of plans have occurred in response to the 

pandemic. If so, then they need to consider the appropriate disclosure 

required by IFRS 2 for the modification or cancellation of such 

arrangements. 

 

Covid-19 may result in  
a need for additional 
disclosures for users of 
financial statements to 
understand the effect of 
share-based payment 
transactions. 
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15. Events after the reporting period 

Determining whether events should result in adjustments to the financial 

statements depends on the nature of the subsequent event and the accounting 

topic. This assessment will, in many cases, be highly judgemental, and entities 

should therefore consider whether disclosures about this judgement are 

required, under the relevant circumstances.  

If management concludes that an event is a non-adjusting event, but its impact 

is material, the entity must disclose the nature of the event and an estimate of 

its financial effect, unless it is impractical to do so.  

Areas that an entity should consider disclosing in its subsequent events note 

may include:  

• The measures taken to minimise the impact of Covid-19 and to continue 

operations 

• That the entity continues to monitor the Covid-19 situation and will take 

further action as necessary in response to the economic disruption 

• Any issuance of debt or equity or refinancing undertaken after the 

reporting date. Entities should disclose any amendments or waivers of 

covenants agreed by lenders to accommodate Covid-19 related concerns 

• Organisational restructurings to reduce the impact of Covid-19 and 

whether any disposals of business units have been decided 

• The impact of the subsequent restrictions imposed by governments that 

caused disruption to businesses and economic activity and the expected 

effects on revenue and operations 

• Any decisions made to suspend or alter dividends made after considering 

the inherent uncertainty surrounding the financial impact of Covid-19  

• Whether Covid-19 is likely to continue to cause disruption to economic 

activity and whether there could be further adverse impacts on revenue 

SkyCity Entertainment Group Limited disclosed its funding plan in response to 

uncertainties relating to Covid-19, such as its equity raising plan and sourcing 

of additional debt facilities, restructuring and extending the existing bank 

facility and obtaining covenant waivers. The company also disclosed the impact 

of restrictions imposed by government on its operations.  

Determining whether 
events should result in 
adjustments to the 

financial statements 
depends on the nature  
of the subsequent event  
and the accounting topic.  
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Extract 51: SkyCity Entertainment Group Limited New Zealand 

 
 

Vicinity Limited disclosed the restrictions imposed by government after the 

reporting period, as well as updated information regarding the impact of 

Covid-19 on developments such as rental assistance negotiations. Furthermore, 

the issuance of new securities after the reporting date was disclosed. 

Extract 52: Vicinity Limited Australia 

 
 

How we see it 
Entities need to ensure that effective processes are in place to identify and 

disclose material events after the reporting period which could reasonably 

be expected to influence decisions that the primary users make on the basis 

of the financial statements. 
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16. Cash, liquidity and covenant compliance 
16.1 Cash and cash equivalents 

IFRS 7 defines liquidity risk as the risk that an entity will encounter difficulty  

in meeting obligations associated with financial liabilities that are settled by 

delivering cash or another financial asset. The standard requires specific 

disclosure of how an entity manages its liquidity risk. 

Auckland International Airport Limited disclosed that it has raised additional 

capital as a result of which it has seen a significant increase to cash and cash 

equivalents. 

Extract 53: Auckland International Airport Limited New Zealand 

 
 

IFRS 7 requires specific 
disclosure of how an 
entity manages its 
liquidity risk. 
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16.2 Covenant compliance 

Corporate Travel Management Limited disclosed that Covid-19 had a negative 

impact on its financial position and that it had agreed a covenant waiver with its 

lenders for the upcoming testing periods. It further disclosed the uncertainties 

around its ability to meet the covenant requirements after the period covered 

by the waiver. 

Extract 54: Corporate Travel Management Limited Australia 
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ClearView Wealth Limited disclosed that it sought to obtain a waiver such that 

the covenants are calculated on an annual basis for its 2020 financial year. 

Extract 55: ClearView Wealth Limited Australia 
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Virtus Health Limited (Virtus Health) disclosed that it was in compliance  

with its debt covenants and added that its lender group allows for ‘appropriate 

normalisations’ for Covid-19 impacts in covenant calculations up until 

31 December 2020. Virtus Health further disclosed that its liquidity and funding 

needs can be accommodated through its syndicated facility arrangements. 

Extract 56: Virtus Health Limited Australia 

 
 

How we see it 
Entities may experience cash flow challenges as a result of disruptions 

caused by Covid-19. Such entities need to take steps to maintain their 

liquidity, obtain additional financing, amend the terms of existing debt 

agreements or obtain waivers if they no longer satisfy debt covenants. 

Entities need to ensure that sufficient information is provided to the users  

of financial statements about cash and cash equivalents, liquidity, and their 

ability to comply with covenants. 
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17. Dividends and capital management

IAS 1 requires entities to make qualitative and quantitative disclosures 

regarding their objectives, policies and processes for managing capital. In 

response to Covid-19, entities may change their capital management policies, 

for example, by modifying their dividend policy. In the case where dividends 

were suspended, entities may disclose the fact with the reason and the future 

plan. 

Cochlear Limited disclosed its capital management measures to address 

Covid-19, such as a capital raising, additional facilities, obtaining covenant 

waivers and its decision not to pay a dividend.  

Extract 57: Cochlear Limited Australia 

… 

Auckland International Airport Limited disclosed the cancellation of its interim 

dividend, decision not to pay a final dividend in response to Covid-19, and the 

reason for the decision.  

Extract 58: Auckland International Airport Limited New Zealand 

IAS 1 requires entities  
to make qualitative  
and quantitative 
disclosures regarding 
their objectives, policies 
and processes for 
managing capital. 
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18. Alternative performance measures and 
disclosures 

Many entities have elected to use Alternative Performance Measures (APMs), 

also known as non-GAAP measures, to disclose quantitative estimates or 

qualitative explanations of the impact of Covid-19 on their financial results. 

However, there are some requirements that entities need to bear in mind when 

considering the use of APMs. In particular, IAS 1 requires entities to clearly 

identify and distinguish IFRS financial statements from other information in  

the same published document. Entities should be particularly cautious to ensure 

that any APMs disclosed in the financial statements are not given more 

prominence than the equivalent IFRS measures. 

Some regulators have also issued specific guidance on the use of Covid-19 

adjusted APMs. For instance, the International Organization of Securities 

Commissions (IOSCO), issued a statement on 29 May 2020, which, amongst 

other reminders, highlighted that entities should carefully evaluate the 

appropriateness of an adjustment or an APM, because not all effects of the 

pandemic are non-recurring. Entities need to explain how an adjusted amount is 

specifically associated with the pandemic to avoid misleading users. Moreover, 

IOSCO highlighted that ‘characterising hypothetical sales and/or profit 

measures (e.g., had it not been for the effect of Covid-19, the company’s  

sales and/or profits would have increased by XX%) as an APM would not be 

appropriate’ 

Our research has indicated that the use of Covid-19 adjusted APMs in  

the financial statements has been, perhaps, surprisingly limited. A large 

proportion of entities have elected to use their management commentary, 

management discussion and analysis or similar reports as the location of APMs. 

Although taking this approach means that these APMs are not captured by the 

requirements of IFRSs, entities that adopt this approach will need to be aware 

of the requirements of local regulators. Entities that take this approach should 

ensure that the APMs provided do not contradict, but are consistent with, the 

information presented in their financial statements. 

When APMs are presented within the financial statements, the requirements of 

IAS 1 must be considered. 

Entities should be 
particularly cautious to 
ensure that any APMs 
disclosed in the financial 
statements are not given 
more prominence than 
the equivalent IFRS 
measures. 



 October 2020 Applying IFRS Disclosure of Covid-19 impact 62 

Qantas Airways Limited disclosed an underlying profit before tax (underlying 

PBT) in its 2020 financial statements. This disclosure is consistent with that in 

the prior periods; however, in 2020 there is a higher degree of narration. Much 

of the narration either directly or indirectly refers to the impacts of Covid-19  

as the reason for the significant difference between underlying PBT and the 

statutory loss.  

Extract 59: Qantas Airways Limited Australia 

 
 

Refer to our publications Applying IFRS: Impact of coronavirus on alternative 

performance measures and disclosures (May 2020) and Applying IFRS: 

Alternative Performance Measures (October 2018) for more information. 

https://www.ey.com/en_gl/ifrs-technical-resources/applying-ifrs-impact-of-coronavirus-on-apms-and-disclosures
https://www.ey.com/en_gl/ifrs-technical-resources/applying-ifrs-impact-of-coronavirus-on-apms-and-disclosures
https://www.ey.com/en_gl/ifrs-technical-resources/applying-ifrs-alternative-performance-measures
https://www.ey.com/en_gl/ifrs-technical-resources/applying-ifrs-alternative-performance-measures
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How we see it 
Entities must carefully consider the requirements in IAS 1 if they are 

considering introducing Covid-19 related APMs (e.g., the minimum line  

item requirements, the use of additional line items when such presentation  

is relevant to the understanding of an entity’s financial position and 

performance). Depending on the specific facts and circumstances, 

disaggregating the minimum required line items into additional line items  

may be acceptable, as long as they aggregate into a single subtotal-line, that 

would have otherwise been presented had Covid-19 not occurred. 

In the current environment, the comparability of Covid-19 related APMs 

among entities will be a major challenge without a generally accepted way to 

objectively define and structure them. Depending on their specific facts and 

circumstances, entities may find it less controversial to provide a separate 

disclosure explaining the impact of Covid-19, rather than introducing a new 

APM or adjusting their APMs. 
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Appendix: List of companies 

Name Country 

Altium Limited Australia 

Auckland International Airport Limited New Zealand 

Barratt Developments plc United Kingdom 

Beach Energy Limited Australia 

BID Corporation Limited South Africa 

BT Group plc United Kingdom 

Burberry Group plc United Kingdom 

carsales.com Ltd Australia 

Challenger Limited Australia 

ClearView Wealth Limited Australia 

Cochlear Limited Australia 

Commonwealth Bank of Australia Australia 

Corporate Travel Management Limited Australia 

Diageo plc United Kingdom 

Dixons Carphone plc United Kingdom 

Domain Holdings Australia Limited Australia 

Downer EDI Limited Australia 

FirstRand Limited South Africa 

Fonterra Co-operative Group Limited New Zealand 

Harmony Gold Mining Company Limited South Africa 

Impala Platinum Holdings Limited South Africa 

Insurance Australia Group Limited Australia 

Major Drilling Group International Inc. Canada 

NIB Holdings Limited Australia 

Northam Platinum Limited South Africa 

NSI N.V. The Netherlands 

Premier Investments Limited Australia 

Qantas Airways Limited Australia 

Seven Group Holdings Limited Australia 

Seven West Media Limited Australia 

SkyCity Entertainment Group Limited New Zealand 

Stockland Corporation Limited Australia 

SunCorp Group Limited Australia 

Verbio Vereinigte BioEnergie AG Germany 

Vicinity Limited Australia 

Virtus Health Limited Australia 

Webjet Limited Australia 
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