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The impacts of the COVID-19 coronavirus outbreak have caused a significant deterioration in economic
conditions for some companies and an increase in economic uncertainty for others. Management needs to
assess whether these events or conditions, either individually or collectively (‘current events or conditions’),
cast significant doubt on the company’s ability to continue as a going concern or, in severe cases, whether
the going concern assumption is still appropriate as a basis for the preparation of the company’s financial
statements. Although some sectors and jurisdictions may be more affected than others, all companies across
all jurisdictions need to consider the potential implications for the going concern assessment.
What are the relevant going concern considerations?
The impact of current events and conditions on the
going concern assessment will vary considerably from
sector to sector, we believe that except for the following
essential sectors as determined by the Government
(food processing, distribution and retail companies,
petroleum distribution and retail entities, power
generation, transmission and distribution companies,
private security companies, telecommunication
companies, broadcasting companies, print and electronic
media companies and port related companies), the other
sectors are expected to experience decline in revenue
and gross margin.
Getting into more detail on going concern
considerations, including financing challenges
Under IFRS® Standards, management is required
to assess a company’s ability to continue as a going
concern. A company is no longer a going concern if
management either intends to liquidate the entity or
cease trading, or has no realistic alternative but to do so.
Companies are required to disclose material uncertainties
related to events or conditions that may cast significant
doubt on their ability to continue as a going concern.
In addition, disclosure is required when management
concludes that there are no material uncertainties but
reaching that conclusion involved significant judgement
*
(a ‘close call’).
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.
Revising budgets and forecasts
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

Close calls are identified events or conditions that may cast significant doubt on an entity’s ability to continue as a going concern but due to
management’s plans, it was concluded that no material uncertainty exists.

*
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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.

•

To seek financial support from shareholders and/
or government programmes designed to support
businesses.

funding. Additional disclosures will be needed, explaining
those changes and how the company manages its
liquidity in these difficult economic conditions.
IFRS 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.

•

Disclosures of defaults and breaches relating to the
borrowings recognised during and at the end of the
reporting period.

Financing challenges
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.
Disclosures
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
2

Given the significance and widespread impact of
COVID-19, expanded disclosures may be necessary.
Actions for management to take now
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.
Crisis Cash Management

In troubled times, even the most profitable business can
swiftly become unsustainable if cash controls are weak
and visibility over cash is limited. Most banks will need
to relook their strategies on their liquidity buffer levels as
these will change over time. Some banks will observe
net outflows while others experience net inflows given
customer “de-risking” and the flight to quality.
For banks experiencing reductions in liquidity buffers,
difficult balance sheet decisions will need to be made
around the use of available liquidity to fund renewal of
revolving lines and new extensions of credit.
Robust, sustainable crisis cash management buys
valuable breathing space to restructure and/or refinance.
In the longer run, an improved cash flow can reduce debt,
fund growth and provide better stakeholder returns.
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Seven steps to stabilize cash

•

In a crisis like COVID-19, your business may have limited
time under existing financial arrangements. These seven
steps can help you gain time to stabilize:
1.

Improve visibility of funding requirements through
robust short-term cash flow forecasts.

2.

Identify and implement `quick wins’ to generate
trapped cash or preserve cash.

3.

Establish tighter controls over cash and bring in cashrelated KPIs - to seek reduction in leakage and adapt
to changing lender requirements.

4.

Develop short-term tactical liquidity strategies.

5.

Manage communications and interactions with
relevant stakeholders (lenders, suppliers, landlords
and tax authorities) e.g. build facility headroom or
incremental financing.

6.

Rebuild trust with stakeholders to support
sustainable restructuring.

7.

Rapidly explore alternative financing options with
investors/financiers.

Economic and Regulatory Updates
The emergence of COVID-19 has prompted a dire
need for collaboration between the government and
organisations in the private sector. Consequently, publicprivate partnerships are becoming essential in combating
this pandemic.
•

CACOVID: Nigeria private sector operators unite
against coronavirus
The Nigeria private sector, through the Coalition
Against COVID-19 (CACOVID), has taken a
united front in the fight against the spread of the
coronavirus in Nigeria. This initiative has supported
in providing four fully equipped medical tents to
house 1000 beds and more. This was disclosed in
a statement by CACOVID, which is led by industry
giants, such as Access Bank Group, Aliko Dangote
Foundation, Zenith Bank, Guaranty Trust Bank, MTN,
and many others.

•

GTBank makes an intervention with 100-bed
intensive care centre in Lagos
A private sector intervention by Guaranty Trust Bank
in the ongoing effort to mitigate the negative impact
of corona virus pandemic in Nigeria is coming by way
of a fully equipped 100-bed intensive care centre the
bank is setting up in Lagos State for the Nigerian
people.

•

Young Professionals Organisation (YPO)
This is an organisation of young professionals poised
with an ambition to build an isolation centre which
has now been completed. The organisation is in
partnership with Lagos State and Nigeria Centre
for Disease Control (NCDC) for the purpose of
reducing and controlling the spread of the pandemic
(COVID-19).

In support of some of the above mentioned partnerships,
KPMG in Nigeria is providing pro bono professional
services as its contribution to these efforts.
Our Latest Publications
Cybersecurity Implications
COVID-19 pandemic is changing
our lives. People are concerned,
and with that concern comes
a desire for information, safety
and support. Organized crime
groups are exploiting the fear,
uncertainty and doubt which
COVID-19 brings to target
individuals and businesses in a
variety of ways. For more details, follow this link:
https://bit.ly/34KZeOB
A Customer-First Approach

		

The Citizen for Citizen Initiative
This is a citizen-driven initiative led by the Chairman
of First Bank of Nigeria, Mrs. Ibukun Awosika, with
a goal to mobilise and generate a substantial pool
of funds for citizens of Nigeria during the COVID-19
pandemic.

COVID-19 has turned everyday
life on its head. With the
situation changing daily,
businesses must act with
integrity and empathy to
navigate the current challenges
and retain their customers when
the crisis ends. For more details,
follow this link:
https://bit.ly/3ek6khd
Coronavirus (COVID-19) Tax
Developments
KPMG’s reports of tax
developments in response to the
coronavirus (COVID-19).
Follow this link for more details:
https://bit.ly/3dOUHP3
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