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The World Health Organisation has declared the COVID-19 coronavirus outbreak to be a

pandemic. Many governments are taking stringent steps to contain and/or delay the

spread of the virus.

Actions taken in response to the spread of COVID-19 have resulted in significant

disruption to business operations and a significant increase in economic uncertainty,

with more volatile asset prices and currency exchange rates, and a marked decline in

long-term interest rates in developed economies.

These events and conditions create a level of uncertainty and risk that companies may

not have encountered before, and may result in significant financial reporting

implications for preparers of financial statements. KPMG focuses on the potential

financial reporting impacts for 2020 period ends.

The KPMG Team has put together this summary which we believe, can help you better

understand the potentially significant accounting and disclosure implications for your

company, and the actions management needs to take now.

Interim Reporting1

Is COVID 19 an adjusting or a non adjusting event?2

Relevant Going Concern considerations5
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Generally, items are required to be recognised and measured as if the 

interim period were a discrete stand-alone period. However, there are 

specific requirements for income taxes. 

We address below some of the key areas that companies may need to 

consider when preparing their 2020 interim financial statements. Whether 

they are relevant depends on the company’s specific circumstances – i.e. 

the nature and extent of COVID-19 impacts on the financial position, 

performance and cash flows of the company.

Management’s going concern assessment may be significantly affected by 

the current circumstances.

The considerations that apply for the going concern assessment when 

preparing annual financial statements also apply for interim financial 

statements. When assessing the uncertainties associated with a 

company’s going concern assumption, management takes into account all 

available information for a period of at least 12 months from the date of the 

interim financial statements. For example, when a company with a calendar 

year end prepares its quarterly interim financial statements at 31 March 

2020, it considers information for the period until, but not limited to, 31 

March 2021 when assessing whether the going concern assumption is 

appropriate. 

If there is a material uncertainty about the company’s ability to continue as 

a going concern at the date on which the interim financial statements are 

authorised for issue, then that uncertainty is disclosed in those interim 

financial statements. This is the case irrespective of whether it was 

disclosed in the most recent annual financial statements. In addition, 

disclosure is required when management concludes that there are no 

material uncertainties but reaching that conclusion involved significant 

judgement (a ‘close call’). 

Preparing 2020 interim financial statements is likely to involve more than the usual update 

since the last annual financial statements. Investors and other users may expect information 

above and beyond what is typically disclosed. 

01. What is the impact of COVID-19 on Interim

Recognition, 

measurement 

and 

disclosure in 

interim 

financial 

statements 

Going 

concern 

financial statements?



© 2020 a Sri Lankan partnership and a member firm and a member firm of the KPMG network of independent member firms affiliated with KPMG 

International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.

Reviews for indicators of impairment and any resulting tests for 

impairment of non-financial assets are performed at the interim reporting 

date in the same manner as at the annual reporting date. 

Companies may have tested their goodwill and intangible assets for 

impairment under LKAS 36 Impairment of Assets when preparing their 

latest annual financial statements. However, given the current economic 

circumstances, there may well be indicators of impairment at the interim 

reporting date that trigger testing of these assets again for impairment.

If a company recognises a material impairment loss on non-financial 

assets, then it provides in its interim financial statements an explanation 

of and an update to the relevant information included in the last annual 

financial statements. LKAS 36 provides relevant disclosures to be 

considered in this regard. 

Companies are required to review the residual value and the useful life 

of an asset at least at each financial year end. 

Given the current economic conditions, companies need to reassess 

those estimates during the interim period if the usage or retention 

strategy for these assets has changed. 

Inventories

Impairment 

of non-

financial 

assets

Property, 

plant and 

equipment 

(PPE) and 

intangible 

assets

Companies apply the same criteria when testing for impairment of 

financial assets as those at its annual reporting date.

If a company recognises a material impairment loss on financial assets, 

then it provides in its interim financial statements an explanation of and 

an update to the relevant information included in the last annual financial 

statements. SLFRS 7 Financial Instruments: Disclosures provides 

relevant disclosures to be considered in this regard

Impairment 

of financial 

assets

The carrying amount of assets that are measured at fair value – e.g. 

investment property – is determined at the interim reporting date.

Performing a valuation that uses significant unobservable inputs 

becomes more challenging in the current environment and, given the 

current market volatility, extrapolations based on the balance at the 

previous annual reporting date may not be appropriate.

Companies may need to consider using external valuers to determine the 

fair value of assets for which quoted prices are not available. This 

includes determining the fair value of non-financial assets – e.g. PPE and 

right-of-use assets that are valued using the revaluation model, and 

investment properties.

The specific disclosures required by LKAS 34 for fair value measurement 

need to be provided.

Fair value 

measurement



© 2020 a Sri Lankan partnership and a member firm and a member firm of the KPMG network of independent member firms affiliated with KPMG 

International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.

Remeasurement of net defined benefit obligations/assets: Companies 

preparing interim financial statements should consider whether net 

defined benefit obligations/assets need to be remeasured. Under LKAS 

19 Employee Benefits, remeasurements are recognised in the period 

when they arise; therefore, if adjustments at the interim reporting date 

are considered to be material, then they need to be recorded at that 

date.

Actuarial valuations: An updated measurement of plan assets and 

obligations is required when a plan amendment, curtailment or 

settlement is recognised. In addition, significant market fluctuations may 

trigger the need for an updated actuarial valuation. 

Net realisable value: LKAS 2 Inventories requires a company to measure 

its inventory at the lower of cost or net realisable value and update its 

estimate of the net realisable value at the interim reporting date. The 

COVID-19 outbreak may affect this estimate. 

Write-down losses: If a company writes inventory down to its net 

realisable value at the interim reporting date, then any resulting losses 

need to be recognised immediately – i.e. they cannot be deferred 

because they are expected to be restored or absorbed by the annual 

reporting date. Companies need to disclose the write-down of 

inventories to net realisable value and their reversal

Impact on 

employee 

benefits and 

employer 

obligations

Inventories 

Effective tax rate: Under LKAS 34, the income tax expense recognised 

in each interim period is based on the best estimate of the weighted-

average annual income tax rate expected for the full year applied to the 

pre-tax income for the interim period.

The unprecedented challenges caused by the COVID-19 outbreak may 

cause companies to conclude that they cannot estimate their annual 

effective tax rate reliably. In this case, the actual effective rate, based on 

a year-to-date actual tax calculation, may represent the best estimate of 

the annual effective tax rate. 

Tax reliefs: In response to the COVID-19 outbreak, government may 

introduce tax reliefs for certain types of income, additional tax 

deductions, a reduced tax rate or an extended period to use tax losses 

carried forward. Companies recognise tax credits that relate to a one-off 

event in the interim period in which the event occurs, rather than reflect 

them in their estimate of the annual effective tax rate. Conversely, a 

change in the tax rate that is substantively enacted in an interim period 

may be recognised as a one-off event or spread over the remainder of 

the annual reporting period via an adjustment to the estimated annual 

effective tax rate. 

Recoverability of deferred tax assets: A deferred tax asset is recognised 

for deductible temporary differences and unused tax losses (tax credits) 

carried forward, to the extent that it is probable that future taxable 

profits will be available. The COVID-19 outbreak may affect a company’s 

projections of the probability of future taxable profits, which in turn could 

affect the recognition of deferred tax assets at the interim reporting 

date.

Income taxes
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Date of authorisation: In the current market conditions, companies 

should consider disclosing the date on which the interim financial 

statements are authorised for issue and who gave that authorisation. 

This is not specifically required by LKAS 34 but it may help users’ 

understanding because any event that occurs after that date is not 

disclosed or adjusted for in those interim financial statements. 

Adjusting vs non-adjusting: A company discloses events that occurred 

after the interim reporting date but are not reflected in the interim 

financial statements. Determining those subsequent events that should 

be reflected (adjusting) vs those that are disclosed (non-adjusting) in the 

interim financial statements may require judgement. 

A company discloses the nature and amount of items affecting assets, 

liabilities, equity, net income or cash flows that are unusual because of 

their nature, size or incidence.

Subsequent 

events

Unusual 

items

Companies should consider the classification of assets and liabilities as 

current or non-current at the interim reporting date. For example, a loan 

for which provisions are breached at the interim reporting date, such 

that the liability becomes repayable on demand, would need to be 

classified as current, unless the company obtained a waiver before the 

interim reporting date.

Companies need to disclose any loan default or breach of a loan 

agreement that has not been remedied on or before the interim 

reporting date. 

Current/non-

current 

classification

Interim financial statements generally include the headings and 

subtotals that were included in the most recent annual financial 

statements. However, given the current circumstances, companies may 

consider presenting additional line items if they deem them to be useful 

for users – e.g. presentation of government grants
Additional 

line items
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In the current market conditions, companies should ensure that the 

minimum disclosure requirements of LKAS 34 are supplemented by 

additional disclosures, if they are relevant to an understanding of their 

interim results, position and cash flows, including:

• Changes in significant judgements and assumptions made by 

management, as well as areas of estimation uncertainty as required 

by LKAS 1; and

• overarching disclosures of the impact of the COVID-19 outbreak on 

the interim financial position, performance and cash flows. 

LKAS 34 contains other specific disclosure requirements for financial 

assets and/or financial liabilities.

Some regulators have emphasised that, given the magnitude of the 

latest economic changes, companies should provide in their interim 

financial statements sufficient disclosure for investors to understand the 

significant events and transactions that have occurred since the annual 

financial reporting date. 

Companies need to consider whether their 2020 interim financial 

statements provide sufficient information because investors and other 

users may expect information above and beyond what is typically 

disclosed. Condensing or omitting disclosures on the assumption that 

users have access to the most recent annual financial statements may 

no longer be appropriate – i.e. information disclosed in the 2019 annual 

financial statements may be less relevant in the current circumstances.

Disclosures

Actions for Management to take NOW

• Assess the company’s ability to continue as a going concern at the interim reporting date.

• Consider whether information disclosed in the last annual financial statements remains 

relevant. If not, then provide updated disclosures.

• Assess and reflect the impacts of the COVID-19 outbreak in the interim financial 

statements – in particular, whether uncertainties are factored into all the necessary 

estimates and judgements.

• Assess whether the disclosures and explanations provided in the interim financial 

statements are sufficient for users to understand the significant events and transactions 

that have occurred since the annual reporting date.

• Provide additional disclosures to enable users of interim financial statements to understand 

the overall impact of the COVID-19 outbreak on the financial position and performance of 

the company.
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Companies need to exercise significant judgement in determining which events after the 

reporting date are adjusting events. . 

02. How should companies assess COVID-19

Considerations 

for assessing 

events after 

the reporting 

period

31 December 2019 

For 31 December 2019 financial statements, the financial reporting effects 

of the COVID-19 outbreak are generally non-adjusting events (with the 

exception of going concern) because the significant changes in business 

activities and economic conditions occurred as a result of events arising 

after the reporting date – e.g. actions taken by governments and the 

private sector to respond to the COVID-19 outbreak.

Certain events did occur before 31 December 2019, however, the 

announcement by WHO that the coronavirus was a global health 

emergency was made in March 2020 – i.e. after the end of a 31 

December reporting period – and measures taken by many national 

governments followed this announcement. Many actions taken by 

governments and the private sector to respond to the outbreak also 

followed after 31 December 2019. Therefore, based on information about 

the outbreak that was reasonably available as at 31 December 2019, it is 

likely that market participants would have made either no adjustments to 

their assumptions, or only inconsequential changes, based on their 

assessments of the available information and associated risks as at that 

date.

If management determines that developments after 31 January 2020 are 

adjusting events, then this will probably be a significant judgement that 

would require clear disclosure, including the reasons why management 

concluded that these developments are adjusting events.

Impact at 

reporting 

date(s)

events after the reporting date?

Subsequent events period covered by LKAS 10
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Subsequent periods –31 March 2020

For companies with reporting periods ending in March 2020, and 

calendar year end companies reporting in the first quarter of 2020, the 

COVID-19 outbreak is likely to be a current-period event that will require 

ongoing evaluation to determine the extent to which developments after 

the respective reporting date should be recognised in that reporting 

period.

As the impacts of the COVID-19 outbreak continue to evolve, capturing 

events that relate specifically to conditions that existed at or before the 

reporting date – i.e. adjusting events – will require careful assessment.

To do that, companies need to carefully assess their specific facts and 

circumstances to identify events that generally represent the 

culmination of a series of conditions that existed at or before the 

reporting date.

Impact at 

reporting 

date(s)

For material non-adjusting events, companies are required to disclose 

the nature of the event and an estimate of its financial effect, or a 

statement that an estimate cannot be made. A non-adjusting event is 

considered material if it is of such importance that non-disclosure would 

affect the ability of the financial statements’ users to make proper 

evaluations and decisions. 

As the date of authorisation moves further from the reporting date, 

users might expect that a company would have more information 

available to disclose an estimate of the financial effects of a non-

adjusting event.

Disclosures 

Actions for Management to take NOW

When assessing the impact of COVID-19 events after the reporting date, management needs 

to do the following.

• Identify and consider all subsequent events until the date the financial statements are 

authorised for issue and determine whether these events are adjusting – i.e. they provide 

evidence of conditions that existed as at the reporting date or indicate that the going 

concern assumption is inappropriate .

• Disclose the nature and financial effects of events that are considered to be material, even 

if they are non-adjusting.
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Current events and conditions may have a significant impact on a company’s ability to 

continue as a going concern. 

03. What are the relevant going concern
considerations?

When management assesses the company’s ability to continue as a going 

concern, it will need to consider the current economic uncertainty and 

market volatility caused by the COVID-19 outbreak, which has been further 

exacerbated by a decline in oil prices.

In assessing whether the going concern assumption is appropriate, 

management assesses all available information about the future (which is 

at least, but not limited to, 12 months from the reporting date), considering 

the possible outcomes of events and changes in conditions, and the 

realistically possible responses to such events and conditions that are 

available. 

Going 

concern 

considerations, 

including 

financing 

challenges 

In many cases, 2020 budgets and forecasts prepared in 2019 may now be 

of limited relevance given the rapidly changing economic and business 

circumstances. 

These may require significant revision – e.g. for forecast sales, gross 

margins and changes in working capital – to be able to support 

management’s assessment in the current environment.

It is important that management’s assessment considers different 

scenarios, including a reasonably plausible downside scenario. After 

updating the forecasts, management will need to assess whether it 

expects to remain in compliance with financial covenants.

It will be critical for management to assess what impacts the current 

events and conditions have on a company’s operations and forecast cash 

flows, with the key issue being whether a company will have sufficient 

liquidity to continue to meet its obligations as they fall due.

For example, a company may need to consider whether:

• it has sufficient cash and unused credit lines/borrowing facilities to meet 

short-term needs;

• further actions are needed by management to enable the company to 

generate sufficient cash flows to meet its obligations when they fall 

due;

• it needs to negotiate with lenders to restructure and/or increase 

borrowing facilities;

• to restructure operations to reduce operating costs;

• to defer capital expenditure; or

• to seek financial support from shareholders and/or government 

programmes designed to support businesses.

Revising 

budgets 

and 

forecasts
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Management should reassess the availability of finance because it may not 

be easily replaced and the costs may be higher in the current 

circumstances.

• Borrowers with weaker credit ratings may find it more difficult to access 

bond markets, and may find banks and other lenders less willing to 

renew or increase borrowing facilities.

• Lenders may demand new terms, such as significantly higher yields or 

improved collateral, particularly for companies in highly exposed 

sectors.

• Lenders themselves may be experiencing liquidity issues and may need 

central bank assistance to be able to continue to provide, or increase, 

financing.

• Borrowers with foreign currency-denominated debt may find that debt 

servicing costs increase significantly due to the depreciation of their 

local currency.

• Covenants in loan agreements may provide lenders with an opportunity 

to withdraw financing.

If management concludes that the consequences of the outbreak will 

result in a deterioration in operating results and financial position after the 

reporting date that is so severe that the going concern assumption is no 

longer appropriate, then the financial statements would need to be 

adjusted – i.e. a change in the going concern assumption is considered an 

adjusting event. 

Financing 

challenges

To the extent that events and conditions are identified that may cast 

significant doubt on a company’s ability to continue as a going concern, 

disclosure of uncertainties is required if these events constitute material 

uncertainties or management’s conclusion that there are no material 

uncertainties involved significant judgement.

Supply chain, logistics and other disruptions or significant changes in 

demand can have implications for a company’s working capital. Many 

companies would need to adjust the way they manage liquidity to respond 

to the current market turmoil, including the use of alternative sources of 

funding. Additional disclosures will be needed, explaining those changes 

and how the company manages its liquidity in these difficult economic 

conditions.

SLFRS 7 Financial Instruments: Disclosures requires disclosure of 

quantitative data about liquidity risk arising from financial instruments. A 

company also needs to explain how it is managing this risk, including any 

changes from the previous period and any concentrations of liquidity risk. 

Disclosures addressing these requirements may need to be expanded, 

with added focus on the company’s response to the impact of COVID-19. 

Examples of specific disclosures required include:

• an explanation of how a company manages liquidity risk; and

• disclosures of defaults and breaches relating to the borrowings 

recognised during and at the end of the reporting period. 

Given the significance and widespread impact of COVID-19, expanded 

disclosures may be necessary.

Disclosure
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Disclosure

Inventories

When assessing a company’s ability to continue as a going concern, management may need 

to do the following.

• Update forecasts and sensitivities, as considered appropriate, taking into account the risk 

factors identified and the different possible outcomes. It is important to consider downside 

scenarios – e.g. taking into account the impacts of a ‘lockdown’, when relevant.

• Review projected covenant compliance in different scenarios.

• Assess its plans to mitigate events or conditions that may cast significant doubt on the 

company’s ability to continue as a going concern. In particular, management would be 

expected to reassess the availability of finance. The company needs to assess whether its 

plans are achievable and realistic.

Actions for Management to take NOW
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