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Context and objective
Financial reporting in the COVID-19 environment
•

COVID-19 pandemic has multiple adverse effects on most businesses and the global economy

•

Belgian listed companies reporting under IFRS now have to translate those effects, as well as the mitigating
governmental measures, into accounting numbers and pertinent disclosures

•

Considering the high degree of uncertainty and the wide range of possible outcomes, this is a challenging exercise
requiring:
− Anticipation in the scoping, analysis and documentation of key accounting judgements and estimates
− Transparent and entity specific disclosures on key judgements and estimates

•

The first financial reporting in the COVID-19 environment is subject to high expectations and scrutiny by investors
and regulators

•

In this context, the objective of this webcast is to share key accounting and reporting considerations on the
preparation of financial statements under IFRS in the COVID-19 environment:
− Focus on the half-year report 2020 prepared in accordance with IAS 34 – Interim Financial Reporting
− Integration of Belgian specific considerations, including on mitigating governmental measures
− Intention is not to be exhaustive
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Questions or comments

•

The views expressed in this presentation are those of
the presenter.

•

Official positions of Deloitte on accounting matters
are determined only after extensive due process and
deliberation.

•

You can raise your questions using the Q&A
function – if the question cannot be addressed
immediately, please send your question by email at:
beifrsbelgium@deloitte.com and we will revert back
to you afterwards.
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Refresh of IAS 34 & IAS 1
requirements in the COVID-19
environment

Interim financial reporting on 30 June 2020
Refresh of IAS 34 requirements in the COVID-19 environment
•

•

Same IFRS recognition and measurement principles apply in interim reporting as compared to annual financial statements,
including with respect to the going concern assessment:
−

Assess ability to continue as a going concern at least until 30 June 2021 taking into account, amongst other things, extent of
operational disruption, potential diminished demand for products or services, contractual obligations, potential liquidity and
working capital shortfalls, access to existing sources of capital (including from government),…

−

Consider information available up to the date of authorization of the half-year report 2020 and provide IAS 1 specific disclosures
in that respect

Greater use of estimation methods – specific attention points in the COVID-19 environment:
−

Income taxes – estimation of the average annual effective tax rate and estimate future taxable profit for recognition of DTA,
including for H2 2020

−

Estimation of annual-based volume discounts/rebates and estimation of bonus accrual based on annual result

−

Pension cost derived from cost rate at end of the prior financial year, adjusted for significant market fluctuations and for
significant one-off events, such as plan amendments, curtailments and settlements

•

Frequency of interim reporting shall not affect the annual result, except with respect to goodwill related impairment (never
reversed – IFRIC 10)

•

With respect to disclosures, overarching objective is to update the relevant information included in the last annual financial
statements, including for significant judgements and estimates

© 2020 Deloitte Belgium
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Significant judgements and estimates
Refresh of IAS 1 requirements
•

Particularly relevant when reporting in uncertain times to disclose key assumptions and judgements made by management
(IAS 1.122) as well as significant sources of estimation uncertainty (IAS 1.125) – these disclosures shall be detailed and
entity-specific

•

Assumptions and estimates shall be consistent – e.g. revenue forecast used for impairment testing and recovery of DTA

•

Disclosure update on significant judgements and assumptions made by management in applying accounting policies may
relate to:

•

−

Availability and extent of support through governmental measures that have been announced

−

Availability, extent and timing of sources of cash, including compliance with bank covenants or reliance on those covenants
being waived

−

Duration of social distancing measures and their potential impacts

−

Other judgements such as impairment indication, applicability of a force majeure clause in significant contracts, highly
probable assessment of a forecasted transaction in hedge accounting, adjusting nature of post BS events,…

Disclosure update on significant sources of estimation uncertainty may relate to the measurement of value in use in an
impairment test, net realizable value of inventory, fair value of investment property or financial assets not quoted on an active
market, measurement of expected credit loss on trade receivables, measurement of variable or contingent considerations,…

© 2020 Deloitte Belgium
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Impairment of assets (IAS 36)

Impairment of assets
Scope of IAS 36
•

Trigger for impairment testing
−

Potential indicators of impairment
Decreased demand, increased costs/business interruptions, cancellation or postponements of customer orders, need to provide
significant concessions to customers, customers experiencing financial difficulties, carrying amount net assets exceeding its market
capitalisation.

−

Attention
Apart from having an impairment test at least annually for goodwill and some specific intangibles (mainly at year-end), the existence of
potential indicators of impairment will require an impairment test for HY reporting purposes on these assets as well.
Underlying facts may affect annual reviews of useful life of the asset, amortisation/depreciation method applied and residual value.

•

Value in use
−

General
Significant challenges as to determination of forecasted sales volumes, prices, gross margins, changes in working capital considering
uncertainty duration of certain COVID-19 measures being taken, how long it will take for business to return to normal,… In estimating
cash flows, greater weight shall be given to external evidence. Consider external sources such as economic projections by
respected central banks and other international organisations.
Cash flows cannot reflect the impact of restructurings that are not committed at reporting date.
Benefits of government assistance only to reflect if there is sufficient understanding at reporting date of the government assistance
programme and reasonable supportable estimates can be made.
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Impairment of assets
Scope of IAS 36
•

Impairment testing in practice
−

Going concern versus no going concern

−

Value issues in volatile times

−

Market Multiples vs DCF method?

−

DCF method
1. Discount rate / WACC considerations
• Increased risk premium to reflect uncertainties?
• Equity risk premium aligned with increased market volatility?
• Risk free rate: decrease

• Country risk: increase for some countries
 Deloitte best practice – apply ST/LT discount rate

Attention point: use WACC not in
isolation but link to forecast!

2. Cash flow projection considerations
• Delay of revenues growth/decrease on revenues?
• Impact of COVID-19 on profitability, offset by (one off) government support?
• NWC impact on cash position?
• Impact of delayed / cancelled capex on profitability / turnover?
• Is cash position sustainable?
© 2020 Deloitte Belgium
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Impairment of assets
Scope of IAS 36
•

Impairment testing in practice (cont’d)
−

DCF method (cont’d)
−

Outcome of cash flows
• Build scenarios
• Apply appropriate WACC for each scenario
• Apply probability weighting to assess fair value

−

−

Market Multiples method
−

Multiples driven by actual metrics

−

Consider market/sector sentiment and volatility

−

Benchmark with market multiples – forward looking multiples versus current multiples

Conclusions
−

Fundamentals of valuation unchanged, but more attention required to the building blocks

−

Assess impact of COVID-19 in projections

−

More professional judgement required

−

Re-assess periodically

© 2020 Deloitte Belgium
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Impairment of assets
Scope of IAS 36
•

Disclosures
−

In respect of goodwill impairment tests, disclosure of key assumptions and sensitivities will have to be provided in sufficient detail
together with a description of management’s approach to determining the value assigned to each key assumption. These include
assumptions on the duration and intensity of effects of the suspension of activities and of the recovery phase.

−

For other assets in scope of IAS 36, there are only disclosure requirements in case an impairment loss was recognised. However, when
dealing with a major source of estimation uncertainty as defined under IAS 1.125, additional disclosures will have to be provided even in
situations no impairment loss had to be recognised.
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IFRS 16 Leases
Rent concessions
The content of this section is updated till the date of this
presentation, but may change over time following guidance
from the IASB (see meeting scheduled for 15 May) or other
interpretative bodies.

Impairment of COVID-19 on lease agreements
A wide variety of fact patterns is observed in practice, resulting from:
Negotiated
between lessor
and lessee

Imposed or
encouraged by
governments

Rent
concessions

Adjust the frequency of
payment
(e.g. monthly instead of
quarterly) or timing (in
arrears/advance)

Defer the lease payments
with catch up over
remaining lease period

The lease components only (“rent”)

Defer (forgive) the lease
payments for a certain
period + extension lease
for the same or longer
period

Scope rent
concessions

Partial or full forgiveness of
lease payments over a
certain period (possibly by
replacing fixed lease
payments by lower variable
payments e.g. depending on
turnover)

The non-lease components as well
(“services” such as security, cleaning,
utilities)

© 2020 Deloitte Belgium
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Impairment on lessee accounting – current IFRS standards (1/2)
Assessment of a rent concession

Rent
concessions
Contract
modification

No contract
modification

Judgmental & difficult
Balance sheet approach
(adjust lease liability and
right-of-use asset)

Diversity, heavy workload and
lack of comparability

Income statement
approach (adjust lease
liability via P/L)

IFRS 16-Appendix A defines a contract modification as a change in the scope of a lease, or the consideration
for a lease, that was not part of the original terms and conditions of the lease (for example, adding or
terminating the right to use one or more underlying assets, or extending or shortening the contractual lease term).
© 2020 Deloitte Belgium

16

Impairment on lessee accounting – current IFRS standards (2/2)
Contract
modification

Assessment of a rent concession

IFRS 16-44 requires to account for a lease modification as a
separate contract if the modification increases the scope of
the lease by adding the right to use one or more underlying
assets; and the consideration for the lease increases by an
amount commensurate with the stand-alone price for the
increase in scope and any appropriate adjustments to that
stand-alone price to reflect the circumstances of the particular
contract.
IFRS 16-45 requires, for a contract modification resulting from
a change in the consideration (incl. rent concessions), that the
lessee shall:
1. Determine the new discount rate for the remaining lease
term;
2. Remeasure the lease liability to reflect the revised lease
payments using that revised discount rate;
3. Adjust the right-of-use asset with resulting amount.

No contract
modification

IFRS 16-40 considers that a reassessment or an exercise of
extension or termination options (IFRS 16-20&21) is not a
contract modification.
IFRS 16-42 considers that a change in the amounts expected
to be payable under a residual value guarantee or a change
in future lease payments resulting from a change in an index
or a rate used to determine those payments, including for
example a change to reflect changes in market rental rates
following a market rent review could not be assessed as a
contract modification.
IFRS 16-38 requires to recognise variable lease payments in
profit or loss. In this case, rent concession are assessed as a
(negative) variable payment.
IFRS 9-3.3.1 requires to assess the applicability of
derecognition requirements of the lease liability, if the
concession would result in a partial extinguishment of the
obligation specified in the contract.

If the new discount rate is lower than at transition date to
IFRS 16, a lease modification may result in HIGHER lease
liabilities, even if you got a discount!  counterintuitive
© 2020 Deloitte Belgium
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Impact on lessee accounting – using the new optional practical expedient (1/3)
In order to avoid all the issues and challenges that could potentially be faced when dealing with rent concessions in the
COVID-19 context, the IASB proposed an amendment that would offer an optional practical expedient to lessees to treat
rent concession as if it is not a lease modification. As such, lessees could skip the analysis and assessment of the rent
concession.
Scope of the optional practical expedient:
Rent concession

Changes in lease payments arising as a direct result of the
COVID-19 pandemic only and occurring within a limited
timeframe.
Conditions to use the optional practical expedient:

No use of the
optional exemption

Use of the optional
exemption

Account for the rent
concession as if it is
not a contract
modification

Contract
modification?

The optional practical expedient applies only to rent
concessions occurring as a direct consequence of the
COVID-19 pandemic and only if all of the following conditions
are met:

•

The change in lease payments results in revised
consideration for the lease that is substantially the same
as, or less than, the consideration for the lease
immediately preceding the change;

•

Any reduction in lease payments affects only payments
originally due on or before 30 June 2021; and

•

There is no substantive change to other terms and
conditions of the lease.

No
Yes
Apply B/S approach

© 2020 Deloitte Belgium

Subject to finalisation of
Amendment to IFRS 16 (see
timeline)
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Impact on lessee accounting – using the new optional practical expedient (2/3)
Examples (source: AP 32B April 2020)

© 2020 Deloitte Belgium
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Impact on lessee accounting – using the new optional practical expedient (3/3)
Transition
• Lessees should be required to apply the exemption retrospectively in accordance with IAS 8 Accounting Policies,
Changes in Accounting Estimates and Errors, but not be required to restate prior period figures.
• Instead, a lessee would recognise any difference arising on initial application of the amendment in opening retained
earnings (or other component of equity, as appropriate) in the annual reporting period that includes the date of initial
application.
Disclosures
• Lessees shall, in addition of required IFRS 16 disclosures, disclose the application of the practical expedient (+ impact if
material)
Timing

10/4

IASB Educational
material issued

17/4

24/4

8/5

IASB
Meeting

Exposure
Draft

End comment
period ED

31/5

Expected
finalization IASB
(meeting on 15/5)

30/6

Expected EU
endorsement

14 days

© 2020 Deloitte Belgium

Effective immediately,
so expected available
for Q2/H1 2020 closings
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Impact on lessee accounting – FAQ (1/4)

Scope of the
exemption

If the rent concessions result in lower rents after 30 June 2021, can you still use the
exemption?
No, the proposed wording in the Staff Paper for the IASB meeting on 15 May states that any
reduction in lease payments affects only payments originally due on or before 30 June 2021.
If I get a rent holiday of 3 months, which are added at the end of the lease (extension
lease term), am I in scope of the exemption?
Yes, we believe such leases should be in scope of the exemption and that this was the IASB’s
intention, but the wording of the ED is not clear on this point:
•

Example provided in BC5(c): Three-month rent holiday followed by an additional three
months of payments (emphasis added) being made at the end of the lease would not
preclude a lessee from applying the exemption.

•

In the Agenda Paper for the IASB meeting of 15 May, the Staff clarifies that: The Board
intended to capture within the scope of the practical expedient a simple concession that
essentially replaces the period of the rent concession with an equivalent period at the end of
the lease and with substantially equivalent payments. The Board explained that such a case
can be considered not to be a substantive change to the lease but, instead, simply a
payment concession. However, if additional changes were made, this would not be the case.

© 2020 Deloitte Belgium
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Impact on lessee accounting – FAQ (2/4)

Depreciations
RoU asset

Should the depreciation of the Right-of-use assets continue during the rent
concession period when you pay no rent?
No guidance issued by IASB
Positions are still under discussion and may depend on the specific facts and circumstances.
Current guidance:
• If no lease modification (or use of the exemption): continue depreciation. The reasoning
would be that the ‘use’ of the asset is not stopped, even if you cannot sell something in a
shop (e.g. the lessor cannot use the asset for something else because the lessee is still
occupying it with his goods).
• Similarly, IAS 16:55 also states explicitly that the 'depreciation does not cease when the asset
becomes idle or is retired from active use unless the asset is fully depreciated'.
However, if the lease term is extended with the same period as the rent holiday, it would make
sense to stop the depreciation during the rent holiday period as the lessee acquired an
additional right to use the asset (for additional payments at the end of the lease).
• If lease modification: lease liability and RoU will be adjusted.
Also note that not depreciating the RoU assets may result in impairment issues.

© 2020 Deloitte Belgium
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Impact on lessee accounting – FAQ (3/4)

Timing of P/L
effect

Classification of
P/L

Application of
exemption

If you get a rent discount of e.g. 3 months without lease term extension, should you book
the gain (extinguished lease liability) in one time?
The example in the IASB staff paper seems to indicate yes, but in the discussions during the meeting,
it was stated that it depends on facts & circumstances. If there is a contractual agreement to get a rent
free period of 3 months, it would be justified to recognise the gain on day 1 (IFRS 9 approach), but it
is possibly not the only approach and we expect diversity (e.g. if there is first a rent holiday of 1
month which is then extended, if the negotiations between lessor and lessee are still ongoing or if
there are certain conditions on the rent holiday such as remaining in lockdown). A case-by-case
analysis will probably be needed. Note that this may result in different timing for the income
recognition from the waiver of liabilities as compared to the RoU depreciations.
Should the gain resulting from a rent concession received be presented as operating or
finance result?
There is no guidance on this in IFRS. Both may an acceptable accounting policy choice, depending on
facts and circumstances of the specific rent concession received.

Could you use the exemption for certain lease contracts and not for others?
You need to be consistent. See IFRS 16.2: An entity shall apply this Standard consistently to contracts
with similar characteristics and in similar circumstances.

© 2020 Deloitte Belgium
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Impact on lessee accounting – FAQ (4/4)
Should the interests on the lease liability be recognized during the rent-free period granted?

Interests

In general, we would expect yes, see guidance on non-consecutive leases where also interests are recognised
when the asset is not used.
Also in the (simplified) example in the IASB Agenda Paper, interests continue to accrue.
Lease term when the lease consists of non-consecutive periods of use
IFRS 16:18
IFRS 16 defines a lease as '[a] contract … that conveys the right to use an asset … for a period of time in exchange
for consideration' [emphasis added] and a period of use is defined as 'the total period of time that an asset is used
to fulfil a contract with a customer (including any non-consecutive periods of time)' [emphasis added]. Therefore,
when evaluating the lease term, a lessee must determine the total period of time over which it has the right to
control the use of the underlying asset, which may comprise the sum of non-consecutive periods. The short-term
leases exemption in IFRS 16:5(a) (see 8.2.2) is available only if the aggregate of the non-consecutive periods (that
comprise the period of use) is 12 months or less.
For example, Retailer A enters into a lease contract for the use of mall space for three consecutive months of each
year (the holiday period) for 10 years. Because Retailer A only has the right to control the use of the asset for 30
months (i.e. the total of the non-consecutive periods being 10 periods of three months each), Retailer A determines
that the lease term consists of 30 months. The short-term lease exemption is not available as the total period of
use is more than 12 months.
Retailer A recognises a right-of-use asset representing its right to use the mall space for 30 months with a
corresponding lease liability. The right-of-use asset is depreciated on a straight-line basis over 30 months. That
depreciation expense is recognised only during each three-month period of use, with no depreciation recognised in
the intervening nine-month periods. The interest expense is recognised on the lease liability using the
effective interest rate method, with interest recognised over the entire period of the lease contract of
10 years.
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Impact on lessor accounting – current IFRS standards
Considering guidance from IASB Staff in Agenda Paper 32c meeting 15 May 2020
No practical expedient
planned by IASB for the
moment (1)  only for
lessees

If increase in scope: apply IFRS 16-79 and
recognise the change as a new contract

Contract modification
In principle apply IFRS 9 provisions
related to contract modification 
remeasure lease receivable (2)

Finance lease
No contract
modification

 One shot P/L

Contract modification

Recognition on a straight line basis, except if
another systematic basis is more representative
of the pattern in which benefit from the use of
the underlying asset is diminished (depending
on fact and circumstances) (3)

No contract
modification

No guidance in IFRS 16. Case-by-case
analysis also considering consistency
with measurement basis of related asset
(IAS 40/16)

Rent concession

Operating lease

(1) See IASB Staff Agenda Paper 32c to be
discussed on 15 May
© 2020 Deloitte Belgium

(2) Idem, §50-53
(3) Idem, § 28,29 and 56

25

Impact on lessor accounting

For most of lessors with a large volume
of lease contracts, this is their core
business for which they would have
processes and systems in place that
would allow them to treat any contract
modification

Why the
Board did
not consider
any
amendment
to lessor
accounting?

Entities (for which leasing is their core
business) are expected to use
standardised contracts and would offer
standardised concessions.
Therefore, assessing concessions and
applying the right accounting policies
for a group of contracts would not be
less challenging for lessors
IFRS 16 kept lessors accounting
treatment model as in IAS 17.
Therefore, they are not preparing FS
with a new model. As a consequence,
lessors do not need such an exemption
Accounting for lessors in case of lease
modification is easier (e.g. no revised
discount rate) – in operating lease

© 2020 Deloitte Belgium

Main concerns for
2020 interim FS

•

ECL implications for client receivables when
lessees have ceased their payments without
any renegotiations. Such situation may also
trigger questions on lease income
recognition (*)

•

Recognition of revenue in Q1 and H1 F/S
based on variable lease payments linked to
the lessee’s annual turnover (e.g. in retail).

•

FV measurement under IAS 40 (for owned
properties and right-of-use assets).

•

In case of lease modification: recoverability of
lease incentive assets (e.g. resulting from
previous rent free periods) to assess

(*) IFRS 16 as such does not include collectability condition to recognise
revenue, so different approaches may be acceptable if collection is not
probable:
a) Continue recognising operating lease income + test operating lease
receivables for impairment under IFRS 9
b) Stop recognising operating lease income per analogy with IFRS 15 and
Conceptual framework 4.37-38
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REIT specifics

Consider

Looking backward

Assess potential impacts on:
• ECL on finance lease receivable
• ECL on operating lease
receivable
• ECL on historical lease incentive
assets (accrued income)

COVID-19
Rent concession

Looking forward

Assess potential impacts on:
• Revenue recognition when rent
concession is granted or when tenants
just stop paying
• Impact on fair value of investment
property and consistency with lease
income recognition
• Capacity to pay dividends (cash
constraints)

© 2020 Deloitte Belgium
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Other considerations

•

Also for the services included in/linked to the lease contracts, certain concessions may be granted/negotiated (e.g.
cleaning, security guard, utilities)  if no concession for lessee, these kinds of ongoing payments may result in
onerous contracts (if excluded from the RoU-asset) or impairment (if included in the RoU asset).

•

Frequency of discount rate updates: Q4 2019 discount rates may not be appropriate for new leases in 2020.

•

If rent compensations are directly granted by the government, IAS 20 on government grants need to be applied.

•

COVID-19 may lead to impairment indicators on right-of-use assets (risk for impairment will amongst others
depend on definition of CGU and existing headroom before COVID-19).

© 2020 Deloitte Belgium

28

Revenue from contracts with
customers

Revenue from contracts with customers
Potential impact of COVID-19

Contract
enforceability

•

Business disruptions may
prevent normal business
practices

•

This may make the
determination of whether
an entity has enforceable
rights and obligations
challenging

•

Contract modification

• An entity may modify its
enforceable rights or
obligations under a
contract with a customer

Revenue recognition

Variable consideration

•

An entity must update its
estimated transaction
price in each reporting
period where the price
includes a variable
consideration

•

An entity may need to
reconsider the timing of
revenue recognition if it
is unable to satisfy its
performance obligations
on a timely basis

•

E.g. rebates, discounts,
penalties, price
concessions, refunds

•

E.g. the temporary
shutdown of a health
club

• E.g. reducing minimum
purchase commitments

E.g. parties are unable to
formally sign a contract

Other items to consider: Material rights, significant financing component, implicit performance obligations
© 2020 Deloitte Belgium
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Revenue from contracts with customers
Contract enforceability

If IFRS 15 contract criteria are not met, then revenue is only recognized when:
1. The criteria are met; or
2. No performance obligations remain and substantially all the consideration is received and is non-refundable; or
3. The contract is terminated and the consideration received is non-refundable.

•

Contract approval may not be possible under the normal business practices because the entity is unable to obtain signatures

•

Carefully evaluate if and when enforceable rights and obligations exist – consult legal counsel

•

Consider the effect of “force majeure” clauses

© 2020 Deloitte Belgium
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Revenue from contracts with customers
Contract modification
An entity may modify its enforceable rights or obligations under a contract with a customer

A price concession is
granted to a customer

Concession is due to
variability that existed at
contract inception

Concession is provided
solely as a result of
COVID-19

Treat as variable
consideration even though
triggered by COVID-19

Concession modifies the
parties’ rights and
obligations

© 2020 Deloitte Belgium
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Revenue from contracts with customers
Contract modification
An entity may modify its enforceable rights or obligations under a contract with a customer
Modification in scope
of the contract

Goods/services are added
at stand-alone selling
price

Treat as separate
contract
Note: Stand-alone
selling prices may
have changed in
light of the current
economic
environment

Reduction in transaction
price or scope

Termination of old contract
and creation of new
contract (goods/services
are distinct)

Cumulative catch-up
adjustment to the original
contract (goods/services are
not distinct)

© 2020 Deloitte Belgium
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Revenue from contracts with customers
Variable consideration
An entity should only include amounts of variable consideration in the transaction price if it is highly
probable that doing so would not result in a significant reversal of cumulative revenue recognised when the
uncertainty is resolved
Increase in
product returns

Change in volume
rebates
• An entity must update

Decreased usage
of goods or
services

Decreased
royalties

Invocation of
retrospective price
protection clauses

Contractual penalties
for the inability to
deliver goods/services
on time
Ability to achieve
milestone payments,
performance
bonuses
Allocate a reduction in
transaction price

• An its
entity
must update
its in
transaction
price
transaction price in each
each reporting period.
reporting period

• If there is a reduction
in the estimated
• If there is a reduction in the
transaction
price,price,
a a
estimated
transaction
change
in estimate
change
in estimate
may result
may
resultofinrevenue
the
in the
reversal
previously
recognised
reversal
of revenue
previously recognised.

© 2020 Deloitte Belgium
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Revenue from contracts with customers
Recognition of revenue
Revenue cannot be recognised until control of the goods or services transfers to the customer

Inability to fulfil stand-ready obligations
due to government-mandated
shutdowns

Delays in the transfer of goods/services
e.g. shipping delays or customer is
unable to take physical possession of
the product

Unexpected costs may be incurred in
fulfilling a performance obligation
satisfied over time

•

May need to cease recognising revenue until the
entity is able to perform.

•

If an entity is completely unable to perform, it
could lead to contract termination, reversal of
revenue previously recognised and recognition
of a refund liability.

•

An entity shall carefully consider when control of
the product transfers.

•

Customers may request that the entity retains
the product on a bill-and-hold basis.

•

When using a cost-based input method, entities
may be required to adjust the measure of
progress when costs that are attributable to
significant inefficiencies were not reflected in the
price of the contract.

© 2020 Deloitte Belgium
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Inventories

Inventories
Valuation
Inventories are measured at the lower of cost and net realisable value (NRV)

Inventory write-downs
•Entities may have to assess whether a decline in their future estimated selling price is
expected, which may require a write-down of the cost of inventory.
•Some entities that are seasonal or subject to expiration may have to assess whether a writedown for obsolescence or slow-moving stock may be necessary.

Production overheads
•Manufacturing entities may have to reassess their practices for fixed overhead cost absorption
if production volumes become abnormally low during the year as a result of plant closures or
lower demand for their products.
•The allocation of fixed overhead costs to each unit of production must be based on the normal
capacity of the production facilities.
•The unallocated fixed overhead costs are recognised in profit or loss in the period in which they
are incurred.
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Financial Instruments and
COVID-19

COVID-19 and financial instruments
General context for corporates
Sharp increase in uncertainty:
• Origin lies outside financial system.
• Response of population?
• Impact of government measures?
• First impact was on liquidity and
markets – timing of overall economic
recovery?

Largest impact on financial instruments
accounting that depends on
incorporating forward-looking
information.

IFRS 9 is deemed flexible enough for the
current crisis, and will not be amended.

(e.g. IASB statement “IFRS 9 and
COVID-19 of 27 March)

In addition,
• existing contracts may be modified
(e.g. payment holidays); and
• debt covenants may come under
pressure.
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COVID-19 and financial instruments
Main considerations for corporates
•

Expected Credit Losses (discussed later).

•

Debt modifications, including payment holidays (discussed later).

•

Issues with determining fair values, especially of:

•

•

•

-

investments in unquoted entities at FVTPL/FVTOCI and puts over NCI (fair value hierarchy “Level 3” → disclosures); and

-

derivatives (market disruptions, e.g. negative American oil futures).

Hedge accounting may be disrupted:
-

Forecast transactions may no longer be highly probable (e.g. fuel hedges by airline companies).

-

Increases in credit risk (including own credit risk) on derivatives and on hedged financial instruments may disqualify the hedge relationship.

-

Deferred recycling of past hedge results for discontinued cash flow hedges: hedged item still probable of occurring?

-

Hedging strategies may have locked in high prices and high volumes, and generally may need to be reconsidered (commodity prices).

Non-financial items may have to be reclassified:
-

‘Own use’ qualification of commodity contracts (changed use patterns, net settlements or reversing transactions)
→ if no longer “own use”, these may become financial derivatives at FVTPL.

-

Reclassification of prepayments of non-financial items into financial assets/liabilities if now expected to be cash-settled
→ consequences for presentation/covenants/APM.

Government grant accounting may apply to loans received that are forgivable or carry a below-market interest rate (including financial
guarantees).
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COVID-19 and financial instruments
Main considerations for corporates
Accounting items
Trade receivables, contract assets,
lease receivables
Loans (typically to related parties)

Payment holidays provided (with/without
interest) & other modifications

•

Investments in debt instruments
(bonds)

Change in Expected Credit Losses (ECL)

•

Investments in equity (shares)

•

Derivatives

•

Loan commitments and financial
guarantee contracts (typically to
related parties)

•
•

Financial
assets

Financial
liabilities

Non-financial
items

COVID-19 related events

Change in Fair value

Changes in hedging relationship

Payment holidays received (with/without
interest) & other modifications

•

Trade payables

•

Debt towards banks, government
entities and other parties

Breach of loan covenants

•

Own use contracts and
prepayments of non-financial
items

Change to cash settlement
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Expected credit losses (ECL)
Scope

•

Trade receivables, contract assets, lease receivables

•

Loans (including to related parties)

•

Loan commitments, financial guarantee contracts (including to related parties)

Recap: ECL measurement must incorporate reasonable and supportable information that is available without undue cost or effort
•

Must use information about past events, current conditions and forecasts of economic conditions.

•

Staging:

•

-

Must assess risk of a default occurring over the expected life of the asset.

-

A Significant Increase in Credit Risk (SICR) triggers a switch from 12M to (higher) life-time ECL.

-

Not relevant for short-term trade receivables (always measure life-time ECL).

ECL measurement:
-

ECL = PD x EAD x LGD (probability of default x exposure at default x loss given default).

-

PD is affected by COVID-19 itself, but also by various government support measures under way.

-

EAD is affected by liquidity needs of borrower (credit lines, prepayment options).

-

LGD is affected by credit enhancements (collateral value and financial guarantees).

© 2020 Deloitte Belgium

42

Expected credit losses (continued)
IFRS 9 permits and requires flexibility
•

Existing ECL models and methodologies may no longer hold under current circumstances, e.g.:
-

Using behavioural indicators (days past due) as the main and automatic indicator of changes in credit risk.

-

Extrapolating current conditions over the expected life of a longer-term loan.

-

Using the extension of payment holidays as an automatic indicator of SICR, especially if accorded for a short term to all borrowers in
particular classes of financial instruments in view of a liquidity crunch.

-

Value of collateral and financial guarantees may have declined – need to be reassessed more frequently.

Key messages for trade receivables
•

Identify/disaggregate clients most affected by COVID-19.

•

Do not assume data from the past is a good basis for ECL.

•

Justify if you conclude ECL is not increased.

•

Be transparent about your assumptions about future evolutions

Given the uncertainties, disclosures will be key, e.g.:
•

Key judgements and sources of estimation uncertainty (IAS 1.122 and 125)

•

Granularity of credit risk information presented in the notes - different risk profiles within trade receivables? (IFRS 7.6)

•

How forward-looking information has been incorporated into the determination of expected credit losses (IFRS 7.35G)

•

Changes in credit risk management practices (clients supervision procedures, payment deferrals, etc.) (IFRS 7.35B(a))
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Modification of debt instruments, including payment holidays
Any change to the contractual cash flows of an existing financial asset or financial liability must be assessed:
•

If significant (qualitatively and/or quantitatively – 10% test), then derecognise (and realise a gain or loss) and recognise new - “at
market” - financial instrument.

•

If not significant, then recognise a modification loss or gain.
−

Adjust carrying amount via P&L to the present value of the modified cash flows, discounted at the original Effective Interest Rate (EIR) of
the instrument (i.e. keep the EIR constant going forward).

In application of this general principle, delaying payment of the contractual cash flows (‘payment holiday’, ‘moratorium’) on a debt instrument
(loan) without charging a compensating EIR interest is a form of modification:
•

that is usually not significant, and

•

that then mechanically leads to a modification loss for the creditor (unless EIR was zero).
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Debt Covenants

Debt covenants

Breach of covenants may
affect

Breaching of covenants

•

Unstable trading conditions

•

Forced closure of businesses

•

Shortages of cash flows

•

Timing of repayment

•

Amount of dividends that
might be distributed

•

Classification of the debt

•

…
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Debt covenants

Breach occurs on or before reporting date

Breach provides the lender the right to
demand
Repayment within 12 months after the
reporting date
Liability is classified as current
at the reporting date

If lender agrees on or before the reporting
date not to demand repayment
for a period ending at least 12 months after
the reporting date

Liability is classified as non-current
at the reporting date
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Debt covenants

Breach occurs after
reporting date

•

Breach is a non-adjusting event

•

Disclosed in the financial statements
when information is material (consider
the IASB’s Practice Statement 2)

•

Include information about the stage of
discussions with lenders to address
the breach, if applicable

A breach after the reporting date could create uncertainty that raises
substantial doubt about the entity’s ability to continue as a going concern
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Debt covenants
Disclosures
•

General
−

IAS 34.15 provides the general principle
• An explanation of events and transactions that are significant to an understanding of the changes in financial position and
performance of the entity since the end of the last annual reporting period. Information disclosed in relation to those events and
transactions shall update the relevant information presented in the most recent annual financial report.

•

−

IFRS 7.31 requires an entity to disclose information that enables users of its financial statements to evaluate the nature and extent of
risk arising from financial instruments to which the entity is exposed at the end of the reporting period

−

An entity must consider whether to provide information not specified by IFRS Standards if that information is necessary for primary users
to understand the impact of particular transactions, other events and conditions on the entity’s financial position, performance and cash
flows (see IAS 1.17(c) and 31)

−

To assess whether information about the existence of the covenant and it terms is material information, considering both the
consequences and likelihood of a breach occurring (consider IASB’s Practice Statement 2)

Some elements that contribute to the relevance of the disclosure
−

What amount is exposed to debt covenants

−

What are the precise debt covenants to be met at reporting date and going forward

−

How frequently are they tested

−

What is the actual value of the ratio to be met compared to the covenant ratio
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Government assistance

COVID-19 government assistance

•

A wide variety of measures are being taken by governments at different levels (regional/country)

•

Some of these measures will be in the scope of IAS 20 Accounting for Government Grants and Disclosure of Government Assistance

•

Others may be in the scope of other standards, such as IAS 12 Income taxes and IAS 19 Employee Benefits

 It will be key to determine first which standard is applicable

In the next slides, we discuss some examples with a focus on the Belgian environment.
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COVID-19 government assistance - examples
Measure

Accounting considerations

Postponing of payments for income taxes
(CIT)

IAS 12 applies. Contrary to deferred taxes, current taxes should in principle be discounted if
only payable in long term, but probably not material given period of deferral and low interest
environment

Postponing of payments for other taxes
(witholding taxes on salaries, social security,
VAT, property taxes, communal or regional
taxes etc.)

Not in scope of IAS 12.
These are not financial liabilities (legal obligation instead of contractual obligation).
The deferral does not change the nature of these payments and hence, we see no reason to
change the classification on the balance sheet (except if the deferral is for more than one year
at the balance sheet, in which case presentation as a non-current liability seems appropriate).

Abolishment/waiver of certain taxes (e.g. city
tax)

In scope of IFRIC 21 Levies. These taxes are only recognized when the triggering event
occurs, so will not be recorded if there are not due.

Economic unemployment (employees placed
on temporary suspension)

• Employee receives salary from the State, complemented by lower employer contribution.
• The costs of suspension should be recognised over the suspension period and should not
be accrued at the outset  i.e. no provision at the moment of decision to introduce
economic unemployment.

Direct compensation for damage incurred
(e.g. compensation for mandatory closing of
shops)

• Recognise in operating income as government grant
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Alternative Performance
Measures

Impact of COVID-19 on Alternative Performance Measures (APM)

•

On April 17, 2020 ESMA issued Q&A nr. 18 on APM

•

ESMA encourages issuers to use caution when adjusting APMs and when
including new APMs to address the impact of COVID-19 (read: it will
generally be inappropriate to do so if COVID-19 had a pervasive impact on
the performance and cash flows of the entity).

•

Instead disclose:

−

narrative information regarding the modifications made, the
assumptions used and the impact of COVID-19;

−

information on measures taken or expected to be taken to address the
impact that the COVID-19 outbreak may have in their operations and
performance.

•

General APM guidance remains applicable (fair view, not misleading,
comparability, explain relevance, etc.)

•

If certain APM such as working capital or net debt are materially impacted by
COVID-19 effects or government measures, it will be appropriate to disclose
this.
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Tailored COVID-19 impact
assessment

COVID-19 impact on half-year report under IFRS
Next steps – How Deloitte can help

•

Need to anticipate the significant judgements and estimates required as well as the documentation and disclosures of these
judgements and estimates

•

Half-day workshop to scope the key entity-specific areas of investigation:

In-depth IFRS knowledge
COVID-19 specific guidance
Industry knowledge and guidance
Considering Belgian specificities,
incl. governmental measures

•
•
•
•

Assess together the
impact of COVID-19 on
your accounts, both
from measurement and
disclosure perspective,
taking into account
materiality

•

On that basis, specific analysis, documentation and disclosures may need to be further developed

•

If you would like to know how we can assist, please contact:
−

For audit clients – your audit partner/manager

−

For non-audit clients – send a mail to beifrsbelgium@deloitte.com

Output report =
COVID-19 heatmap
Presentation on the
key accounting and
reporting items to
be addressed by
the company in the
HY report 2020
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Additional resources

Additional resources

• Deloitte’s comprehensive IFRS in Focus newsletter which is
constantly updated:
https://www.iasplus.com/en/publications/global/ifrs-infocus/2020/coronavirus
• Collection of COVID-19 publication of regulators and others:
https://www.iasplus.com/en/news/2020/05/collections-of-covid19-resources
• COVID-19 video series: https://www.iasplus.com/en/tagtypes/global/special-topics/covid-19
• Financial Reporting Alert (US GAAP), including industry
guidance: https://www.iasplus.com/en/publications/us/financialreporting-alerts/2020/20-2
• COVID-19 Government response portal:
https://www2.deloitte.com/global/en/pages/aboutdeloitte/articles/covid-19/covid19-government-fundingportal.html
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