
Financial instruments in accordance with 
IFRSs and COVID-19
The steps individual countries are taking to 
curb the spread of infection are having seri-
ous repercussions for the financial markets 
and the global economy. These, along with 
the effects of government assistance, are in 
turn directly affecting companies’ financial 
reporting and, to a particularly high degree, 
accounting for financial instruments.

Reporting of expected losses (ECL)
For financial instruments classified as 
Level 1 under the expected credit loss 
model, it is necessary to examine at each 
reporting date whether the credit risk on 
those financial instruments has increased 
significantly. Reasons for an increase in the 
credit risk may be deterioration in the rele-
vant economic conditions, a change in mar-
ket data relating to credit risk (e.g. credit 

default swaps) or a change in the lending 
conditions for new contracts concluded. 
To support companies, governments have 
instigated a plethora of assistance meas-
ures such as moratorium periods for loan 
repayments, loan guarantees, and credit 
facilities. These may affect companies in a 
variety of ways, which is why it is necessary 
to evaluate the precise extent to which this 
assistance affects the financial instruments 
being reported. Rescue packages that 
directly impact the credit risk of a financial 
asset must be taken into account when the 
change in the credit risk is being assessed. 
Furthermore, guarantees and warranties 
may affect the amount of expected losses 
where they are an integral component of 
the relevant financial asset. The state aid 
measures also need to be appropriately 

reflected in the future scenarios. Ultimately, 
the company needs to evaluate to what 
extent the pandemic constitutes a tem-
porary shock that can be mitigated by the 
government assistance and how this will 
affect the credit risk of the individual asset 
in the long term. 



Our team of experts is happy to assist 
you in evaluating these challenges in 
your financial reporting!
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Modifications
Over and above this, IFRS reporters also 
need to closely examine the effects of the 
state aid measures and bilateral contract 
modifications on financial instruments that 
have already been recognized. This particu-
larly includes an assessment of whether, as 
a consequence of a modification, the finan-
cial instrument in question needs to be 
derecognized (a substantial modification) 
or whether the modification has to be rec-
ognized in profit or loss without derecog-
nition. Here, it is important to give close 
consideration to whether a modification in 
fact exists and whether this is required to 
be classified as substantial.

Classification of financial assets 
Sales of financial assets classified as held for 
sale are not necessarily detrimental for the 
fulfillment of the business model condition. 
The company must state good reasons 
justifying the sale (for example, a sale for the 
sole reason of increasing the debtor’s credit 
risk would not be detrimental).

Fair value measurement
Companies are required to take particular 
care in using unobservable inputs (Level 3 
inputs) such as internal company infor-
mation. Here it is necessary to ensure 
that these inputs reflect the effects of the 
Coronavirus pandemic at the measurement 
date as they would also be considered by 
market participants in the forecasting. 

Cash flow hedges
In the case of cash flow hedges, effects 
arise in particular on the assessment of 
the probability that a hedged forecast 
transaction will occur. Where this is no 
longer highly probable, the hedge must be 
discontinued prospectively.


