
Introduction

The novel coronavirus (COVID-19) is expected 
to affect most of the companies in India, either 
directly or indirectly and the increased economic 
uncertainty and risk may pose significant financial 
reporting implications. 

At a fundamental level, for certain companies, the 
current events and conditions may cast a significant 
doubt on their ability to continue as a going 
concern, particularly if large debt repayments are 
due within the next 12 months.

Measures to contain the spread of the pandemic 
could have significantly affected the business 
operations of many companies. This coupled with 
high level of economic uncertainty may trigger the 
need to perform impairment testing as at 31 March 
2020, including for assets that are required to be 
tested for impairment annually. This would extend 
to cover assessment of right-of-use assets held by 
a lessee in a lease contract. 

Issues may also arise in areas relating to revenue 
accounting. Uncertainty about whether the rights 
and obligations in customer contracts remain 
enforceable may affect the timing and amount of 
revenue to be recognised. For instance, customers 
may now struggle to meet their contractual 

obligations, rights to payment for performance to 
date may not be enforceable due to force majeure 
or similar clauses being invoked and companies 
and their customers may seek to change the terms 
of existing contracts to respond to the impacts of 
the COVID-19 outbreak on their business. Revenue 
estimates may also need to be updated to reflect 
the latest expectations.

Other area of concern could relate to incorporation 
of forward-looking information that is available 
without undue cost or effort at the reporting date 
into the measurement of Expected Credit Loss 
(ECL), particularly to account for economic impact 
of COVID-19. Additionally, companies may need to 
provide for loss-making contracts and for penalties 
consequent to failure to comply with contractual 
obligations.

In this article, we aim to cast our lens on how 
companies operating in various sectors are going 
to be impacted by these financial implications of 
COVID-19.  

The implications are not exhaustive and there could 
be other impact areas which need to be considered 
by the companies. Also, the extent of impact could 
vary from company to company under each sector.

Financial reporting 
impact of COVID-19: 
Sector-wise analysis

Chapter 2
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This article aims to:
Discuss the key accounting and financial 
reporting implications of COVID-19 likely to 
be faced by companies in various sectors.
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The Indian as well as global automotive industry was 
already in the midst of a deep slowdown in financial year 
2019-20 due to subdued economy and weak customer 
sentiments. COVID-19 situation has exacerbated it even 
further.

The Passenger Vehicle (PV) sector is most affected after 
witnessing consistent growth over the last 8-10 years. In 
the financial year 2019-20, PV sales in India declined by 
an unprecedented 17.88 per cent1, thereby, impacting the 

cash position of component suppliers and putting their 
business sustainability at risk.

COVID-19 has led to production shutdown in the second 
half of March 2020 and also contributed to an overall 
demand uncertainty.

Following are the key financial reporting considerations 
for companies in the automotive sector amid COVID-19.

Automotive sector

1. Automobiles domestic sales trends as published by 
Society of Indian Automobile Manufacturers (SIAM).

Area of impact Description

Impairment of 
non-financial 
assets 

Triggers of impairment would need to be evaluated due to decline in sales and profitability.

Capitalisation of 
borrowing costs

Expansion plans may be affected by an extended lockdown which may have an impact on 
capitalisation of borrowing costs.

Provisions 
and onerous 
contracts

Supply chain disruption may result into substantial increase in the cost of goods manufactured. 
Therefore, evaluate onerous provisions in the fixed price contracts without any escalation 
clause.

Also evaluate warranty and service support extension provision for the vehicles sold.

Inventory 
valuation Careful assessment of fixed overheads is required while undertaking inventory valuation.

Going concern
Assess continuity of the going concern based on the factual data, both historical and as on 
date; the forward-looking information in hand and events that may have occurred subsequent 
to the financial reporting period date till finalisation of accounts.

Revenue

Due to disruptions caused by COVID-19, many automotive dealers may not be able to meet 
the targets set for volume discounts. Original Equipment Manufacturers (OEMs) would need 
to assess any implication of liquidated damages and impact of Force Majeure clauses in the 
agreements.

Expected Credit 
Loss (ECL)

Due to the COVID-19 situation, there is a significant increase in the credit risk and liquidity risk. 
Accordingly, companies might need to reassess their basis of ECL provisioning.
Also, challenges lie in incorporating into the measurement of ECL, forward-looking information
relating to the economic impact of COVID-19 that is available without undue cost or effort 
at the reporting date. Also assess whether there is a significant increase in credit risk with 
respect to receivables from dealers.
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Healthcare as a sector in India, has evolved over the 
years and, as it stands today, encompass various 
elements of health and wellness. Broadly, it comprises 
of hospitals (specialty-focused or multi-discipline), 
diagnostic centres (hospital-based centres or diagnostic 
chains or stand-alone centres) medical practitioners 
(clinic-based or part of hospitals), medical tourism, health 
insurance, medical equipment and wellness chains. The 
Indian healthcare industry can be broadly categorised 
into two modes of operation - public and private.  

Though both the modes have been continuously 
contributing in strengthening the healthcare system, 
the challenges that Indian healthcare sector faces are 
optimal utilisation of resources, minimising operational 
costs, maximising performance and efficiency, scaling of 
business, rapidly evolving technology and globalisation 
of healthcare delivery quality and standards. Pandemics 
like COVID-19 puts a reality test on the adequacy and 
efficiency of our healthcare units.  

Following are the key financial reporting considerations 
for companies in the healthcare sector amid COVID-19.

Healthcare sector

Area of impact Description

Going concern

The sector (in particular, hospitals) is highly leveraged and capital intensive. It requires at 
least three to five years of operation by hospitals to depict profits or positive Earnings Before 
Interest, Tax, Depreciation and Amortisation (EBITDA). Therefore, evaluation of going concern 
at an entity-level should be considered separately by evaluating certain factors like decrease 
in revenue or bed occupancy, immediate short-term loss of revenue or cash collection by the 
healthcare units. 

Leases Assess lease modification criteria for the leased premises for any change in contractual terms 
or rent concessions if any provided by the lessor. 

Loan covenants
Evaluate if there is any breach of the loan covenants both as at 31 March 2020 and 
subsequent to year-end. Accordingly, assess reclassification of certain categories of loans into 
current/non-current. 

Expected Credit 
Loss (ECL)

For many of the hospitals in India, substantial provision for doubtful debts (ECL) pertains to 
the government receivables. Also, receivables could be due from various countries consulate 
(group of foreign patients). Therefore, evaluate the basis of measurement of ECL provisions as 
they would require application of significant judgement. 

Deferred Tax 
Asset (DTA) Reassess recoverability of DTA due to changes to future forecasts.

Extension 
in liability 
payments

Several companies may re-negotiate the terms of payment with vendors and other healthcare 
consultants. Therefore, evaluate consequent change in liability provision at year-end (deferral 
and not waiver of liability). Also evaluate the impact of change in financing and other costs. 
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India is one of the global hubs of Information 
Technologies Enables Services (IT/ITES). Companies 
operating in the sector are also likely to be immediately 
impacted by the measures taken to contain the 
pandemic - prolonged lock-down and mobility 
restrictions. To address the challenge, technology 
companies have deployed resources by providing 
employees secured workspaces from home to execute 
their contracts.

IT/ITES companies in India provide a wide range of 
services2 to companies across almost all industry 

verticals. It is assessed that customers in the retail, 
travel, transportation, manufacturing, energy and 
hospitality sectors are immediately impacted by the 
global pandemic while others (e.g. banking, insurance, 
etc.) will be impacted with a lag. Accordingly, Indian IT/
ITES companies would have to assess the consequent 
impact on their operations from providing services to 
companies engaged in these sectors.  

Following are the key financial reporting considerations 
for companies in the IT/ITES sector amid COVID-19.

Information Technology sector

Area of impact Description

Revenue 

Assess the impact on the future revenues on account of: 

a. Customers having financial resource constraints or being adversely impacted from their 
end-customers 

b. Prolonged lock-down situation leading to mobility restrictions 

c. Low discretionary spends due to change in priorities.

Revenue contracts may include variable consideration such as rebates, volume discounts and 
penalties. Revisit the estimate of the amount of variable consideration resulting from penalties 
relating to breaches of service level agreements, request for additional discounts by impacted 
customers and termination or deferment of contracts.  

Assess the impact of any delay and inability to meet contractual commitments that may invoke 
force-majeure clauses.

In certain fixed price contracts, there may be a possibility of constraints or inefficiencies in 
rendering services which may require revision of estimation of future costs to complete the 
contract. Assess the impact of increased costs due to likely delays in meeting performance 
obligations as this could result in onerous contracts to be provided for or revenues might need 
to be adjusted due to change in percentage of completion.

Impairment of 
non-financial 
assets

Assess the triggers of impairment and revisit key assumptions used in the impairment 
calculations including the need for appropriate sensitivity analysis.

Expected Credit 
Loss (ECL)

Due to the COVID-19 situation, there is a significant increase in the credit risk and liquidity 
risk. Accordingly, companies might need to reassess their basis of ECL provisioning. Also, 
challenges lie in incorporating into the measurement of ECL, forward-looking information
relating to the economic impact of COVID-19 that is available without undue cost or effort at 
the reporting date. 

Hedge 
accounting

Analyse the extent of forecasted transactions that are hedged but are not highly probable and 
whether these transactions are still expected to occur. This reassessment should be done 
basis available information. Also consider the effect of changes, if any, in both counterparty 
credit risk and own credit risk while assessing hedge effectiveness and measuring hedge 
ineffectiveness by making use of available internal and external information. 

Going concern
Assess continuity of the going concern based on the factual data, both historical and as on 
date; the forward-looking information in hand and events that may have occurred subsequent 
to the financial reporting period date till finalisation of accounts. 

2. Companies engaged in the IT sector earn revenue primarily from IT services comprising software development and related services, maintenance, consulting 
and package implementation, licensing of software products and platforms and from sale of distinct internally/externally developed software and hardware.
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A sector which involves all and impacts all, consumer 
markets and retail is a sector which touches the lives of 
people on a daily basis. Almost every individual on this 
planet is touched either as a supplier, manufacturer or 
consumer of the products under this sector. The sector 
by itself has various sub-segments, largely segregated 
by the type of products sold and by the mode of reaching 
to its customers.  

At a broader level these can be called out as: fast-
moving-consumer-goods; consumer durable goods; 
apparel, accessories and lifestyle; retail stores and 
e-commerce – all of it forms part of the sector.  One 

of the commonly heard word during the pandemic, 
‘essentials’ falls under the gamut of this sector.  

The sector probably covers the maximum number of 
brands, across its various sub-segments. However, in 
the current times, the COVID-19 pandemic challenges 
the existence and survival of these brands, across all 
sub-segments and categories.  All of this also pose 
several financial reporting implications. 

Following are the key financial reporting considerations 
for companies in the consumer market and retail sector 
amid COVID-19.

Consumer market and retail

Area of impact Description

Revenue 

Evaluate the timing of revenue recognition where goods were dispatched but were not 
received or were received after the reporting period or in many instances were returned due 
to lockdown. Assess the impact of stock clearance discounts/distributor support schemes, 
etc. on the amount of revenue to be recognised. 

Impairment of 
non-financial 
assets

Assess the triggers of impairment and changes in key assumptions due to cash flow crunch 
created by a demand shock in times of lockdown and issues with supply chain and availability 
of raw material.  

Provisions 
and onerous 
contracts

Assess any fixed commitment or loss of business/profit arrangements with toll-manufacturers/
third party suppliers.  

Inventory 
valuation

In case of apparel sector, assess if there is a reduction in the realisation price of products and 
Net Realisable Value (NRV) against the cost at which inventories are held. In case of food sub-
segment, difficulties in supply chain may lead to increase in instances of expired goods.  

ECL

Due to the COVID-19 situation, there is a significant increase in the credit risk and liquidity risk. 
Accordingly, companies might need to reassess their basis of ECL provisioning.
Also, challenges lie in incorporating into the measurement of ECL, forward-looking information
relating to the economic impact of COVID-19 that is available without undue cost or effort 
at the reporting date. Also evaluate the impact of extension of credit period to customers 
(distributors).

Going concern

Assess continuity of the going concern based  
on the factual data, both historical and as  
on date; the forward-looking information 
in hand and events that may have occurred  
subsequent to the financial reporting  
period date till finalisation of accounts. 

Apart from this, the product category in  
which the entity deals with, positioning  
of its brand, available channels of sales,  
entity’s credit rating and position of  
cash reserves are some other key  
factors that would help support any  
future forecasts and assumption of  
going concern.  
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India has a diversified financial sector that has undergone 
rapid expansion and is a significant contributor to the 
Gross Domestic Product (GDP). The sector comprises 
commercial banks, insurance companies, Non-Banking 
Financial Companies (NBFCs), pension funds, mutual 
funds and other smaller financial entities.

COVID-19 outbreak is expected to significantly disrupt 
the operating environment of the financial institutions in 
India, in particular banks and NBFCs.

Following are the key financial reporting considerations 
for companies in the financial services sector amid 
COVID-19.

Financial services sector

Area of impact Description

Expected Credit 
Losses (ECLs) 
for NBFCs

Incorporate forward-looking information relating to the economic impact of COVID-19 that is 
available without undue cost or effort at the reporting date into the ECL model. Adjust result 
of the model based on expert credit judgement to reflect the information available at the 
reporting date appropriately.

Determination 
of fair values

For fair value measurement use assumptions that market participants would use, reflecting 
market conditions at the measurement date. Use of hindsight or adjusting for what may be 
viewed as depressed pricing at the measurement date in light of subsequent changes in 
market prices is not permitted. 

Consider an appropriate risk premium for the key risks and market conditions such as 
economic activity levels, credit risk, liquidity risk, forecasting risk and commodity price risk 
amongst others. Further, the number of fair value measurements classified as Level 3 in the 
fair value hierarchy may increase (e.g. due to unobservable inputs such as the credit risk 
becoming significant in the current environment). 

Business model 
re-assessment 
for entities 
covered under 
Ind AS

NBFCs generally originate loans to hold to collect the interest and principal. Accordingly, 
loans are accounted based on amortised cost. As there is a significant change in the market 
conditions, revisit the business model assessment for the existing financial instruments and 
for financial assets/instruments it plans to sell. 

Liquidity and 
asset liability 
management

Economic disruption following the COVID-19 pandemic has caused financial burden for many 
borrowers including for several NBFCs who have extended the benefit of moratorium on the 
loans given by them to their customers but have not been able to avail similar benefits on the 
borrowings availed from banks and other financial institutions.

Banks and NBFCs would need to assess the impact of the pandemic with respect to their 
customers’ ability to repay loans. 

Budgets and forecasts may require significant revision – e.g. forecast collections, fund raising, 
changes in working capital to be able to meets its own obligations, etc. It is important that 
entities consider different scenarios, including a reasonably plausible downside scenario. 

Insurance 
claims

COVID-19 has affected many businesses but it especially puts a spotlight on insurers who can 
expect to be inundated with general inquiries and claims across multiple different lines, health, 
life or non-life cover. 

Impact for non-life or general insurance companies may be limited in cases where exclusion 
clauses for communicable diseases and epidemics/pandemics into non-life products such as 
business interruption and travel insurance were introduced post the SARS outbreak of 2003.

Event cancellations may also cause greater losses to insurers as some large events have 
policies that may cover them even for epidemics or pandemics. It is likely that the reinsurance 
sector will bear some of the brunt here, as insurers claim back the costs of cover from them 
over a certain threshold. Life insurers and health insurance companies may face challenges 
on account of potential impacts on mortality rates. Further, because of the long-term assets 
and liabilities that life insurers hold, market volatility also impact asset liability management 
risks for life insurers. All of these factors can result in solvency ratio challenges for insurance 
companies. 

RBI regulatory 
package

NBFCs should consider the impact of whether the moratorium granted by RBI results into a 
modification of the terms of the original loan and requires derecognition. 
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Real estate and construction sector broadly includes - 
real estate developers (who construct real estate assets 
for revenue through its sale, lease or capital appreciation) 
and contract companies (who undertake construction 
based on the specifications and requirements of 
the customers). BCRE sector has been significantly 
impacted by the pandemic as no construction activities 

are taking place for the past month on account of the 
lockdown and the sector is expected to see a slow 
pick up as many workers may have migrated to their 
hometowns due to loss of work.

Following are the key financial reporting considerations 
for companies in the BCRE sector amid COVID-19.

Building, Construction and Real Estate (BCRE)

Area of impact Description

Revenue 

Assess the impact on timing of revenue recognition due to lockdown. For residential projects, 
delays beyond committed timelines might impact interest payouts to customers as per 
Real Estate Regulatory Authority (RERA) Regulations and for contractors, this could result in 
liquidated damages payable to customers.

Leases

Assess whether lease arrangement for many entities may become onerous due to the 
disruption in business and dedicated fixed cost.

Consider whether there is any change in lease arrangements with regard to lease payments, 
rent free holidays, etc., which may lead to application of lease modification under Ind AS 116. 

Impairment of 
non-financial 
assets

Assess the triggers of impairment and revisit key assumptions used in the impairment 
calculations including the need for appropriate sensitivity analysis.

Provisions 
and onerous 
contracts

Assess the possibility of sub-contractors being unable to perform their part on a contract 
which in turn could impact the company’s performance of a contract. Similarly, during 
lockdown, entities might need to pay to the labourers, with no revenue generation on the 
other hand. There could also be an increase in cost of completing projects which may lead to 
onerous contracts.

Inventory 
valuation

It is expected that the real estate prices will remain stagnant or will reflect a declining trend 
as the demand will remain restricted in the current environment. Developers holding on the 
inventory and not willing to sell at lower price, might end up with higher interest burden due to 
working capital block. On the other end, input prices of materials (cement and steel) and cost 
of labour are expected to increase, resulting in lower margins and in some cases impact NRV. 

Going concern

Assess continuity of the going concern based on the factual data, both historical and as on 
date; the forward-looking information in hand and events that may have occurred subsequent 
to the financial reporting period date till finalisation of accounts.These events could include, 
significant disruption in the construction business operations due to lockdown, unavailability of 
on-site work force leading to high idle time pay and direct loss, defaults by major customers, 
pressure from suppliers for payment and liquidity crunch forcing entity to sell off its assets.

ECL

Due to the COVID-19 situation, there is a significant increase in the credit risk and liquidity risk. 
Accordingly, companies might need to reassess their basis of ECL provisioning. 

Also, challenges lie in incorporating into the measurement of ECL, forward-looking information 
relating to the economic impact of COVID-19 that is available without undue cost or effort at 
the reporting date. 

Taxes 
Entities should reassess forecasted profits and the recoverability of deferred tax assets in 
accordance with Ind AS 12, Income Taxes, considering the additional uncertainty arising from 
the COVID-19 and the steps being taken by the management to control it.

Borrowings Failure to meet the dues might affect the credit rating of the entities which may hinder their 
future loan raising possibilities.
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India is the sixth largest petrochemical and chemicals 
producer in the world, contributing to approx. 3.5 
per cent of global chemical industry with a domestic 
production of 27.8 MMT. The global demand of the sector 
has grown by an average of 4.1 per cent over the past 
three years whereas the domestic demand has grown 
approximately by 4.7 per cent over the past three years3. 

Immediately after the nation-wide lockdown was 
announced in India due to COVID-19, the Indian Finance 
Minister declared an INR1.7 trillion package, mostly to 
protect the vulnerable sections (including farmers) from 
any adverse impacts of the pandemic. 

The Indian Council of Agricultural Research (ICAR) has 
issued state-wise guidelines for farmers to be followed 
during the lockdown period. The advisory mentions 

specific practices during harvest and threshing of various 
rabbi (winter sown) crops as well as post-harvest, 
storage and marketing of the farm produce.

Commodity prices across the board have been 
significantly impacted as a result of the economic 
consequences of social distancing and the closing of 
non-essential businesses, especially the full or partial 
shuttering of the retail, food service and restaurant 
sectors.

As a result of COVID-19, companies are taking actions 
that have an impact on financial reporting and disclosure 
requirements.

Following are the key financial reporting considerations 
for companies in the chemical and agro-chemical sector 
amid COVID-19.

Chemical and agro-chemical sector

Area of impact Description

Revenue 

Revise estimated sales/projected sales for coming quarter and year-end. There would be 
revenue loss on account of disruption and even possibility of cancellation of confirmed orders.

Assess the impact on timing of recognition of revenue for export orders expected to be 
delivered in the month of March 2020 and in coming quarters. Potential liquidated damages 
could also be imposed on companies due to delay in scheduled delivery to customers.

Impairment of 
non-financial 
assets

Assess the triggers of impairment and evaluate the assumptions used for impairment testing 
and determining the recoverable amounts of the non-financial assets.

Provisions 
and onerous 
contracts

Assess sale or purchase agreement with major customers and/or suppliers to identify 
penalties, in case of non-fulfilment of the conditions. 

Going concern
Assess continuity of the going concern based on the factual data, both historical and as on 
date; the forward-looking information in hand and events that may have occurred subsequent 
to the financial reporting period date till finalisation of accounts.

3. KPMG in India publication ‘Potential impact of COVID-19 on the Indian economy’ issued in April 2020
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COVID-19 is likely to impact the education sector 
in a variety of ways. Due to the outbreak, students 
across various locations are being taught via distance 
learning mode. This has led to possible changes in the 
structure of courses, batch duration and its composition, 
frequency and process of assessments, collaborations 
with schools, availability of faculty through online 
medium and so forth.

In higher education, most higher education institutes 
are not fully geared to implement online learning 
with constraints around availability of digital content, 

technology and delivery capabilities. The outbreak is 
also expected to have far reaching consequences such 
as decreased global mobility of students (inbound and 
outbound), difficulty in recruiting, etc.4 The impact of 
COVID-19 is also expected to impact admissions to 
educational institutes. These would also pose challenges 
in financial reporting by these institutions. 

Following are the key financial reporting considerations 
for those operating in the education sector amid 
COVID-19.

Education sector

Area of impact Description

Revenue 

Due to a shift from classroom learning to online learning, effectiveness of imparting education 
through online medium might create challenges regarding availability of faculty, ability of 
servers/networks/software, batch size and batch composition. This may lead to a change in 
timing of satisfaction of performance obligations and thereby, change in revenue recognition.

Non-refundable security deposits taken from students are currently recognised at amortised 
cost using effective interest rate method. However, due to shift from classroom learning to 
online learning, students might choose to drop out of the course on account of reasons such 
as limited accessibility of high-speed internet, lack of an inter-personal connection with the 
teachers, etc. In such circumstances, if security deposits are being refunded, an entity would 
be required to reassess its accounting depending upon the time period within which refund 
can be claimed and criteria for refund.

Entities have arrangements with schools where they provide coaching services and collect 
a fixed minimum guarantee revenue as a percentage of the total amount collected/to be 
collected from the students. Due to COVID-19, if the schools initiate waiver of fee or extension 
of payment deadlines, then an entity should assess whether performance obligations are 
being satisfied and the timing of satisfaction of performance obligations.

Impairment of 
non-financial 
assets

Assess the triggers of impairment and revisit key assumptions used in their impairment 
calculations including the need for appropriate sensitivity analysis.

Provisions 
and onerous 
contracts

Determine if a lease arrangement entered into has become onerous and needs to be provided 
for. 

Inventory 
valuation

Inventory of educational institutions mainly includes student kits and study material. Consider 
whether write-down of inventory is required on an item-by-item basis due to reduced 
movement in inventory, decline in selling prices, or inventory obsolescence due to lower than 
expected sales.

Going concern
Assess continuity of the going concern based on the factual data, both historical and as on 
date; the forward-looking information in hand and events that may have occurred subsequent 
to the financial reporting period date till finalisation of accounts.

4. KPMG in India publication ‘Potential impact of COVID-19 on the Indian economy’ issued in April 2020
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The Media and Entertainment (M&E) sector in India was 
estimated at INR1,631 billion in FY2019 and grew at a 
compounded annual growth rate of 11.5 per cent over 
five-year period FY2015-FY20195. This was against an 
overall rate of growth in the country’s GDP at 7.2 per cent 
during the same time6. 

Typically, media consumption has tended to be 
income inelastic. However, the current environment 
is unprecedented and could result in a dip in media 
consumption in the near term and importantly, a 
realignment in consumption models.  During the 
lockdown however, certain segments of M&E are seeing 
consumption growth, particularly in TV, gaming, digital 
and Over-The-Top (OTT) content. On the other hand, 
outdoor consumption models – films, events, etc.– are 
witnessing a dramatic fall with social distancing norms 

in place. Further, most segments (except news related 
businesses) are unable to offer new content with 
production stalling across formats. Many segments of 
M&E also depend on contract employees/freelance 
agents and hence, the impact of the crisis on livelihoods 
in this sector is also considerable.

Monetisation in the M&E sector is predominantly reliant 
on advertising, which has seen a major contraction. 
Overall ad-spend is determined by the performance of 
sectors such as Fast-Moving Consumer Goods (FMCG), 
e-commerce, automotive, financial services, real estate, 
etc. all of which currently face their own challenges and 
could therefore, take time to recover.7  

Following are the key financial reporting considerations 
for companies in the M&E sector amid COVID-19.

Media and Entertainment sector

Area of impact Description

Film exhibition (theatres/cinema halls)

Leases

Assess accounting of obligation in respect of lease rent in case of cinema halls that have been 
shut down resulting in no revenues. There could be instances of force majeure notices being 
served by exhibitors to their landlords in order to safeguard them from the expected loss. 
However, facts and circumstances would need to be evaluated to assess if invocation of force 
majeure is in accordance with the terms of agreements. 

In certain cases, a lessee may expect a rent waiver and the lessor may offer a rent moratorium 
and reduced rentals. Evaluate any changes to the lease rent arrangement in the form of rent 
concessions, waiver or moratorium, extension of lease period instead of complete waiver 
of rent, etc. for accounting a lease modification under Ind AS 116. Exhibitors might need to 
evaluate their Right-of-Use (RoU) assets for the purpose of impairment. Exhibitors might 
have to reassess recoverability of capital advances and perform impairment assessment for 
properties under development.

Impairment Assess the triggers of impairment and revisit key assumptions used in the impairment 
calculations including the need for appropriate sensitivity analysis.

Films (content)

Revenue 
recognition and 
amortisation of 
content 

Due to the COVID-19 situation, not only has the production of content come to a halt but 
films scheduled to be released have also been postponed. Footfalls and therefore, revenues 
have dried up with cinema hall closures. Also, medium term release pipelines are likely to be 
impacted due to crowding of projects and restart of on-hold projects.8 

Depending on the recovery time-frame, assess if distribution models could change, for 
example, some films may have a digital only release whereas there could be acceleration 
of digital release for others due to shorter theatrical window being available. This would not 
only lead to contract modifications but more importantly, a change in estimates regarding the 
amortisation pattern of the various rights associated with each film. 

5.  India’s digital future: Mass of niches, KPMG in India 2019 

6. World Development Indicators 

7. KPMG in India’s publication ‘COVID-19: The many shades of a crisis – A media and entertainment sector perspective’, April 2020. 

8. KPMG in India publication ‘Potential impact of COVID-19 on the Indian economy’ issued in April 2020.
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Revenue 
recognition and 
amortisation of 
content (cont.)

Also, where a minimum guaranteed amount is agreed by a distributor with a producer, assess 
if renegotiations change revenue recognition and/or require assessment of recovery of 
guaranteed amounts.

Delays in completion of content due to the lockdown is likely to increase the cost of projects 
and could even render some of the projects as unviable. The release dates for many projects 
is also being pushed. Producers may or may not be able to claim insurance. Consequently, 
assess the recoverability of cost of content under production (for producers) and advances for 
projects (for distributors).

Digital (Broadcasting/OTT/cable)

Revenue 
recognition and 
provision for 
ECL

COVID-19 has seen an overall increase in TV viewing and a secular rise in OTT consumption 
in duration, and across demographics and devices. While news channels are popular as 
viewers follow COVID-19 updates in real time, for others the content pipeline has dried up 
except where players have a large, legacy library to keep the viewers hooked-up. Further, 
monetisation has dropped substantially with advertisers scaling back on spends. 

While digital allocations by brands are likely to increase post recovery, monetisation has 
always been a challenge for the digital platforms. This is likely to result in a marked change in 
contracting for advertisements9.  

From an accounting perspective, there could be multiple services being bundled in a single 
contract which would need to be closely evaluated and unbundled from a revenue recognition 
perspective, for example, single contract for advertisement across TV and OTT platforms.  

Assess the judgement involved while allocating the transaction price to unbundled 
components of a service. 

Assess amount and timing of revenue recognitions due to variable consideration, provision 
for credits to customers, and extended free periods to drive subscription. In the case of 
broadcasters, there would be instances where advances have been paid for rights to telecast 
sporting and other events. Given that most of these events have either been postponed 
or cancelled, assess the relevant contract terms and renegotiations (where applicable) to 
understand recoverability of advances paid, consideration of time value of money (where 
advances would get adjusted at a future date of the event) and impact of renegotiation of 
related borrowings.

In general, the lockdown has led to delays in realisation of amounts due from advertisers. 
Accordingly, various publishers have granted extended credit periods for realisation of amounts 
due. Assess the impact of extended credit periods on revenue recognition.

Assess the impact of ECL model on receivables. For example, for cable operators, while their 
subscriber base may have increased due to the lockdown, the LCOs (local cable operators 
who are responsible for last mile connectivity) in many cases are experiencing delays in 
collection of subscription fees from their customers especially those who are not accustomed 
to use of digital payment medium. 

Other media (events, print, radio and out-of-home media)

Revenue and 
other related 
areas

Multiple events have been cancelled or postponed including IPL, IIFA2020, India Gaming Expo, 
FDCI Fashion week, etc. In the given scenario, earlier recovery is more likely in B2B events 
before B2C as people would continue to remain wary of crowded places. Given the dominance 
of small players, the segment could come under severe cash flow pressures9.  

Organisers would need to assess impact of renegotiation of deals, both for revenues and 
costs, compliance with debt covenants in case there are related borrowings and the resultant 
impact on business as a whole including ability to meet commitments and need for any 
provision for onerous contracts.

9. KPMG in India publication ‘Potential impact of COVID-19 on the Indian economy’ issued in April 2020.
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10. KPMG in India publication ‘Potential impact of COVID-19 on the Indian economy’ issued in April 2020.

Others – Print, 
Radio and Out 
of Home media

While print media is likely to see a surge in subscription including due to the reliability factor 
in wake of fake news being circulated on social media, out of home may see a decline, at 
least in the short-term, due to reduced mobility of people and reduced advertising budgets in 
general. Radio listenership would vary depending on whether the core base comprises regular 
listeners, ‘transit’ or ‘on-the-go’ listeners10. Accordingly, following factors should be considered 
by companies operating through these medium:

• Assess the impact on revenue recognition due to decrease in inventory utilisation leading to 
renegotiation. This would also necessitate careful evaluation of contractual terms including 
identification of any barter arrangements, assessment of need for any service level claims, 
etc.

• Assess the impact of the ECL model on receivables as credit terms are likely to be 
renegotiated leading to extended credit periods.   

Given its dominance to connect the trade and people 
across the world in a shorter span of time, the aviation 
sector is of greater significance to the wider economy 
and has strategic importance to play a vital role to 
recoup global recovery. The sector connects the world 
by providing/promoting tourism, mobility of people for 
conferences/work, supply chain, economic development 
through transport of goods/trade, etc.

The civil aviation industry in India has emerged as one 
of the fastest growing industries in the country during 
the last three years. According to the data released 
by the Department of Industrial Policy and Promotion 
(DIPP), Foreign Direct Investment (FDI) inflows in 

India’s air transport sector (including air freight) reached 
USD1,904.37 million between April 2000 and June 2019. 

Due to COVID-19, the airline industry is in freefall as 
travel bans cause significant decline in passenger 
numbers and revenues in rapid time. International Air 
Transportation Association (IATA) estimates passenger 
revenue losses up to USD252 billion in FY2020-21.  
India as the fourth largest aviation market in the world 
is expected to see a big fallout in the international 
business, though its domestic market can help to 
recover faster from this pandemic.

Following are the key financial reporting considerations 
for companies in the aviation sector amid  COVID-19.

Aviation sector 

Area of impact Description

Impairment of 
non-financial 
assets 

Assess the triggers for impairment e.g. the grounding of the significant fleets (except cargo 
flights), deficit in market capitalisation as compared to the book value and stricter norms of 
domestic/international travel for ensuing quarters, etc.

Revenue 

Typically, in aviation sector, whilst recognising passenger revenue for future travel date, 
airlines recognise ‘breakages’ on the day of sale of the ticket, based on historical statistics and 
company’s cancellation policy. This is an estimate which the airlines in the current scenario 
might need to revisit.

The uncertainty about whether the rights and obligations in customer contracts remain 
enforceable may affect the timing and amount of revenue to be recognised. For instance, 
currently, some airlines are not offering refunds but are requesting customers to adjust the 
amount against future bookings. 

Many of the airlines in the world operate their own or participate in loyalty programmes, 
whereby based on the travel made by a customer, loyalty points are earned/accrued to the 
customers which can be redeemed by buying future air tickets or by purchasing merchandise, 
etc., in accordance with the scheme operated by the airlines. These points generally carry a 
longer validity period (say for example 36 months) and will expire at the end of the term, if not 
utilised.
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Revenue (cont.)

Reassess the estimate of such breakage revenue in an accounting year by taking into 
consideration the points which the members are not going to utilise, based on past 
experience. Additionally, the airlines might extend the expiry date of the loyalty points which 
may affect recognition of revenue.

Going concern

India’s travel and tourism industry has been significantly impacted by the pandemic. and 
therefore, there is a need to assess ability to continue as a going concern. Aviation sector 
is highly leveraged on borrowings and may potentially incur non-compliances with debts 
covenants due to the worsening financial conditions resulting out of loss of business. Consider 
the impact of current/non-current classification of loans.

Provision for 
lease return 
conditions

In an operating lease, airlines may be required to return leased aircraft to the lessor at 
contractually agreed return conditions. Certain conditions relating to return of aircraft might 
depend on usage of the component at the end of the lease basis the amount of flight hours 
or flight cycles. Reassess the basis of estimates used to determine provisions for these 
components.

Accounting for 
maintenance 
contracts

In the aviation sector, for the regular maintenance/overhaul of the fleets/aircraft, the airline 
operator, generally enters into a contract with the maintenance service provider based on 
pay by hour arrangement i.e. for example USD120 per flying hour is agreed to be paid as 
maintenance based on the hours the engine flies. So, if the engine flies for instance, 1,000 
hours in the month, then USD120,000 is to be paid to the service provider irrespective of the 
actual repair cost incurred by the service provider when the engine goes for repair. 

Also, there are contracts where a minimum number of hours need to be paid by the airline 
operators irrespective of the actual hours. Assess the amount of compensation to be provided 
for the maintenance contracts.

Receivables - 
Expected Credit 
Loss (ECL) 
model

Due to the COVID-19 situation, there is a significant increase in the credit risk and liquidity risk. 
Accordingly, companies might need to reassess their basis of ECL provisioning.
Also, challenges lie in incorporating into the measurement of ECL, forward-looking information
relating to the economic impact of COVID-19 that is available without undue cost or effort at 
the reporting date. 

Force majeure 
clauses in 
contracts

Generally, many airline operators enter into agreements with aircraft manufacturers, with 
a force majeure clause. Facts and circumstances would need to be evaluated to assess if 
invocation of force majeure is in accordance with the terms of agreements.

Onerous 
contract

Assess the situations of onerous contracts e.g., an airline makes strategic decision regarding 
exiting from certain routes.

Hospitality sector has encountered large scale 
operational disruptions on account of widespread 
lockdowns declared by governments across the cities 

and resulting cancellations of stay and travel. Following 
are the key financial reporting considerations for 
companies in the hospitality sector amid COVID-19.

Hospitality sector

Area of impact Description

Impairment of 
non-financial 
assets

Assess the impact of triggers of impairment on hotel properties (i.e. exposure in the form of 
Property, Plant and Equipment (PPE)) or assets owned through separate vehicles like joint 
ventures and associates (i.e. exposure in the form of investments carried at costs). 

Borrowing costs

Certain entities may have an ongoing renovation of certain hotel properties which could be 
mid-way when COVID-19 erupted. Due to the disruption in operations, the renovation activities 
may get hampered substantially. Assess whether active development of a qualifying asset will 
result in suspension of the capitalisation of borrowing costs. 

Leases Assess lease modification criteria for the leased premises for any change in contractual terms 
or rent concessions if any provided by the lessor. 
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ECL

Due to the COVID-19 situation, there is a significant increase in the credit risk and liquidity risk. 
Accordingly, companies might need to reassess their basis of ECL provisioning.
Also, challenges lie in incorporating into the measurement of ECL, forward-looking information
relating to the economic impact of COVID-19 that is available without undue cost or effort at 
the reporting date. 

Inventory 
valuation 

Inventories of entities in hospitality sector mainly include liquor stock, foods and beverages, 
stores and operating supplies. Therefore, the entities do not face the threat of decline in 
values due to reduction in demand. However, owing to shutdown of hotels and complete 
travel restrictions, food items which are perishable in nature may be required to be reviewed 
by management for immediate write off, if not usable. 

CSR 
expenditure

Entities in the sector have extended active support in variety of ways to the society at large in 
the form of providing accommodation to doctors, support staff on concessional or no charge 
basis, providing free food items, etc. 

Entities might need to evaluate whether provision of these activities will qualify as CSR 
expenditure under the provisions of the Companies Act, 2013, eventually resulting in suitable 
disclosures in the annual reports of the entities. 

Going concern

Assess continuity of the going concern based on the factual data, both historical and as on 
date; the forward-looking information in hand and events that may have occurred subsequent 
to the financial reporting period date till finalisation of accounts. Hotel entities are highly 
leveraged on borrowings and may potentially incur non- compliances with debt covenants 
due to the worsening financial conditions resulting out of loss in business. Therefore, assess 
current/non-current classification of the borrowings at the balance sheet date.

India stands an important position in the global 
pharmaceuticals sector. With a market size of USD55 
billion (2019-20), it is the largest provider of generic 
drugs globally. Indian pharmaceutical sector industry 
manages 50 per cent of global demand for generic 
drugs. It supplies around 80 per cent of the antiretroviral 
drugs used globally to combat AIDS (Acquired Immune 
Deficiency Syndrome)11.

While pharma manufacturing companies have been 
exempted from lockdown restrictions imposed to 

address COVID-19, the sector faces acute shortage of 
labour which has resulted in production shutdowns. 
Supply disruptions due to raw material shortages, price 
increases, factory and freight shutdowns have impacted 
access to medicines in certain cases11. 

Following are the key financial reporting considerations 
for companies in the pharmaceutical sector amid 
COVID-19.

Pharmaceutical sector

Area of impact Description

Revenue 

The pharmaceutical sector falls under the essential services category. Hence, there seems 
to be no long-term implication of COVID-19 on the sector. However, in the short-term non-
availability of labour and logistic facilities might result in delays in shipments to customers. 
Accordingly, assess the impact on timing of revenue recognition. 

Provisions 
and onerous 
contracts

Companies that did not maintain adequate stock levels might face challenges on account 
of failure to provide supplies of generic pharmaceutical products in certain geographies. 
Therefore, evaluate whether certain contracts are becoming onerous which need to be 
provided for.

Inventory 
valuation

Several companies rely heavily on imports of raw material from China. With supply chain 
disrupted, the input costs are likely to be higher, therefore, assess the impact on valuation of 
inventories and provision for net realisable value. 

11. KPMG in India’s publication ‘Potential impact of COVID-19 on the Indian economy’ issued in April 2020. 
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Power sector in India is one of the most diversified in 
the world. Sources of power generation range from 
conventional sources such as coal, lignite, natural gas, 
oil, hydro and nuclear power to viable non-conventional 
sources such as wind, solar, and agricultural and 
domestic waste.12 With a total installed capacity of 
3,68,689 MW (as on 31 January 2020), it is ranked 22nd 
out of 190 countries in getting electricity parameter. 
Also, it ranks 76th among 115 countries on the Energy 
Transition Index. 

Being an essential service, power generation is less 
likely to be impacted by the COVID-19. Though there 

might be reduction in the demand for electricity on 
account of shutdown of industrial and commercial 
activity, if it continues for longer period. Coal mining 
disruption due to COVID-19 may lead to coal shortage 
in some plants, affecting regional power availability. 
Also, solar projects which are dependent on imported 
modules may get impacted due to raw material shortfall, 
production delay and supply chain disruption13. 

Following are the key financial reporting considerations 
for companies in the power sector amid COVID-19.

Power sector

Area of impact Description

Revenue 

Power generating companies:

Assess the impact of COVID-19 on revenue recognition. Generally, power generation 
companies have a long-term Power Purchase Agreement (PPA) with state distribution 
utilities (discoms). Power generation companies levy capacity charges that are linked to plant 
availability in case of thermal and large hydro power projects and ‘must run’ status in case of 
nuclear and renewable power projects.

However, in some states the power distribution companies have already sent force majeure 
notices to power generating companies expressing their inability to pay the capacity charges. 
This may have an implication on the collection of capacity charges at least in the near term. 

There has been a considerable drop in demand and consequently, power purchase companies 
which do not have a long-term PPA would be highly affected. Companies would need to 
consider the resultant impact on revenue.

Also, for companies having long term PPAs may see a dip in the fuel charges as this is largely 
a function of the quantum of power generated. 

Power distribution companies:

Key risk from the COVID-19 pandemic for the already struggling distribution companies in 
India arises from the loss of revenues due to reduction of demand from the commercial and 
industrial customers as well as the inability to cover the cross-subsidies provided to the lower-
tariff paying consumer. 

Secondly, the utilities would also have to account for the expense to comply with any ‘must 
buy’ commitments that they have with generators with long-term PPAs. 

Impairment of 
non-financial 
assets

Assess the triggers of impairment and revisit key assumptions used in their impairment 
calculations including the need for appropriate sensitivity analysis for example, delay in 
payments by discoms, liquidity impact due to difficulty obtaining working capital loans, 
disruption in supply chain especially for solar projects, etc. Given the import dependency on 
China for sourcing of PV (photo-voltaic) modules, the execution timelines for the ongoing 
solar projects is likely to be affected with delays in the delivery of PV modules following the 
outbreak of COVID 19 in China.

This delay in turn would increase the pre-operative expenses and the overall project cost, 
which in turn would have impact on the expected returns.

12. ibef.org

13. KPMG in India’s publication ‘Potential impact of COVID-19 on the Indian economy’ issued in April 2020. 
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Disclosures
Companies should aim to provide adequate disclosures about the current and potential impact 
of the outbreak in their financial statements along with various judgements and assumptions 
that are underlying the preparation of financial statements. It is essential to ensure that 
financial statements accurately capture the impact of various risks and uncertainties involved 
as a result of the pandemic.  For instance, disclosures around management assessment of 
going concern, how it manages the risks arising from financial instruments, assumptions 
for impairment assessment and other sensitivity disclosures. The amount of additional 
disclosures required may depend on the company’s exposure to the impact of COVID-19.

The impact disclosure would extend beyond financial statements. Companies would  
need to ensure that that their annual reports and investor presentations  
also contain appropriate disclosures around the potential impacts of  
the COVID-19 on their business activities, financial situation and  
economic performance, with a focus on their response to these  
impacts.
.

Going concern

Companies might need to assess whether the current events or situations cast significant 
doubt on the company’s ability to continue as a going concern. Collection delays and defaults 
likely by consumers (lower slab domestic categories due to wage disruption; and commercial 
and industrial defaults due to business discontinuity) will put more pressure on financially 
ailing discoms. This may have a cascading effect on payment to power generating companies 
and their debt service to financial institutions.

ECL
Due to the COVID-19 situation, there is a significant increase in the credit risk and liquidity risk. 
Accordingly, reassess the basis of ECL provisioning. Force majeure claims by discoms might 
increase the risk of credit losses.


