Deloitte Indonesia
Business and Industry
Updates
Business as Unusual: Impact of COVID-19
on Financial Reporting in Indonesia

Deloitte Indonesia Business and Industry Updates

Business as Unusual:
Impact of COVID-19 on
Financial Reporting
in Indonesia
Business as usual is no longer an option.
The disruption brought by the COVID-19
pandemic has made – and will continue
to make – a profound impact on all
businesses and industries.
Earlier in March 2020, social restriction
policies were introduced across many
cities in Indonesia, including Jakarta. With
only several sectors – such as defence
and security, public order, food, oil and
gas, health services, economy, finance,
communication, industry, and logistics
– in operation during this period, the
crisis is expected to have widespread
macroeconomic and financial impacts on
businesses.
Indeed, one recent survey has concluded
that this year’s crisis is expected to be
Indonesia’s worst since 20041. According
to the Minister of Finance, Sri Mulyani
Indrawati, Indonesia’s economy may
contract up to 0.4 percent in the worstcase scenario2.

As the pandemic increases in both
magnitude and duration, entities are
experiencing conditions often associated
with a general economic downturn.
These include, but are not limited to,
financial market volatility and erosion,
deteriorating credit, liquidity concerns,
increasing unemployment, broad declines
in consumer discretionary spending,
increasing inventory levels, reductions
in production because of decreased
demand, layoffs and furloughs, and other
restructuring activities. The continuation
of these circumstances could result in an
even broader economic downturn, which
could have a prolonged negative impact on
an entity’s financial results.
In this update, we discuss some of the
key accounting considerations related
to conditions that may result from the
COVID‑19 pandemic, and highlight some
of the recent government interventions
that may also hold several accounting
implications for entities. The significance
of the individual issues will of course vary
by industry and by entity. Entities must
therefore carefully consider their unique
circumstances and risk exposures, and
consider the impact the outbreak may have
on their financial reporting.
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Impact of COVID-19 on Financial Reporting
in Indonesia
Depending on the nature of an entity’s
transactions and its financial reporting
timeline, the impact of COVID-19 may not
be significant in the immediate financial
year, and may only become fully evident in
the next financial year and beyond.
PSAK in focus
To provide financial reporting guidance
to entities in Indonesia, the Indonesian
Financial Accounting Standards Board –
Dewan Standar Akuntansi Keuangan IAI
(DSAK IAI) – has issued a series of three
press releases relating to the PSAK 8, PSAK
71, and PSAK 68 standards respectively.
Looking ahead, entities will need to
reconsider three key assumptions from an
accounting perspective, although this list is
by no means exhaustive:
• Adjusting events
As outlined in PSAK 8 paragraph 3,
adjusting events are those providing
evidence of conditions existing at the
end of the reporting period, whereas
non-adjusting events are indicative of
conditions arising after the reporting
period.
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In the context of COVID-19, the first
indication of the outbreak came to the
fore at the end of December 2019. About a
month later on 30 January 2020, the World
Health Organisation declared the outbreak
a pandemic and a global health emergency.
But it was not until 2 March 2020 that the
first cases were reported in Indonesia.
Consequently, the DSAK IAI does not view
the COVID-19 pandemic as an adjusting
event, although entities must still ensure
that measurements of assets and liabilities
reflect prevailing conditions on the date of
the financial reporting.

assumption, by taking into account
all relevant facts and data, including
information on relief programs and any
other government response3.
• Expected credit losses (ECL)
Implemented in Indonesia on 1 January
2020, PSAK 71 covers the application of
ECL. Given that there was no evidence of
the existence of COVID-19 in Indonesia
as of 31 December 2019, the DSAK IAI
has confirmed that entities would have
no reliable information that they can use
to measure expected credit losses or
include them in modelling scenarios.

• Going concern
PSAK 8 paragraph 14 stipulates that
entities should take into consideration
the validity of their going concern
assumption in the preparation of their
financial statements, especially if they
have reasons to believe that there may
be significant events that could arise
after the reporting period that would
threaten this assumption. Accordingly,
entities should evaluate whether the
COVID-19 pandemic would have any
significant impacts on the going concern

“Press Release – Dampak pandemi COVID-19 terhadap penerapan PSAK 8 peristiwa setelah periode pelaporan dan PSAK 71 instrumen keuangan. Ikatan Akuntan

Indonesia. 1 April 2020
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Other accounting considerations
From an accounting perspective, it
is important that entities take into
consideration the impact of COVID-19 on
their industry, as well as their own unique
circumstances and specific risk exposures
in exercising their judgement. Other
sample accounting issues that entities may
encounter include, but are not limited to,
the following:
• Material judgements, assumptions,
and uncertainties
Even in the best of times, material
judgements, assumptions, and
uncertainties have important roles
to play in providing users of financial
reports with a more complete
understanding of an entity’s business
conditions. But in today’s uncertain
times, they are fundamentally crucial
in enabling users of financial reports
to comprehend the risks that are
confronting the entity, and understand
the judgements and assumptions
that have been made in the face of
uncertainties.
In providing disclosures, an entity should
therefore distinguish between the
following:
• Significant judgements, i.e. judgements
other than the estimations that have
been made in applying an entity’s
accounting policies, and which often
relate to how an item is characterised;
and
• Significant sources of estimated
uncertainty, i.e. assumptions or other
sources of uncertainty (including
judgements involving estimation), which
often relate to the value of an item.
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• Going concern
Given that financial statements are
prepared on a going concern basis –
unless the management intends either to
liquidate the entity or to cease trading, or
has no realistic alternative but to do so
– it is necessary for entities to consider
the appropriateness of their financial
statements in light of this assumption,
taking into account the following factors:
• Recurring operating losses
• Working capital deficiencies
• Negative cash flow from operating
activities
• Any other adverse key financial ratios
• Inadequate financial headroom
• Default on loans or similar agreements
• Denial of usual trade credit from
suppliers
• Necessities to restructure debt to avoid
default
• Difficulties in obtaining financing
• Events after reporting period
At the end of each reporting period,
entities should carefully evaluate any new
information that has become available
after the reporting date but before the
issuance of the financial statements.
Given the volatility of the market, entities
may face challenges in determining
whether a specific event taking place
after the end of the reporting period
should be considered an adjusting or
non-adjusting event.

Nevertheless, entities need to keep in
mind that all assessments should be
made based on the existing conditions
on the reporting date, and adjustments
can be only be made to reflect
subsequent events occurring after the
reporting date.
For subsequent reporting periods,
the effects of the COVID-19 pandemic
may have implications on the
acknowledgment and measurement
of assets and liabilities in an entity’s
financial statements. This will be highly
dependent on the reporting date, as
well as the specific circumstances of the
entity’s operations, and the particular
events under consideration.
• Impairment of non-financial assets
(including goodwill)
Entities may need to assess whether the
COVID-19 pandemic has resulted in the
impairment of their non-financial assets.
Their financial performance, including
estimates of future cash flows and
earnings, may be significantly affected by
the direct or indirect impacts of recent
and ongoing events.
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• Valuation of inventories
Inventories are measured at the lower
of cost and net realisable value (NRV).
As a result of COVID-19, entities may
face challenges in calculating the
NRV or experience abnormally low
production levels due to temporary
shutdowns of the production lines.
Therefore, they may need to review
their costing of inventories in order to
ensure that unallocated fixed overheads
are acknowledged in profit or loss
statements for the period in which they
are incurred.
• Allowance for ECL
COVID-19 may impact the ability of
borrowers, whether corporate or
individual, to meet their obligations
under loan relationships. In addition,
both corporate and individual borrowers
may have exposures that are specific to
their geography or industry sector that
may increase their risk of default. At an
aggregate level, the overall increased
probability of default across many
borrowers and loss rates may increase
due to the fall in value of collateral
evident more generally by falls in prices
of assets.

Accordingly, an asset should make
allowances for ECL based on
measurements that reflect:
• An unbiased and probabilityweighted amount that is determined
by evaluating a range of possible
outcomes;
• The time value of money; and
• Reasonable and supportable
information that is available without
undue cost or effort at the reporting
date about past events, current
conditions, and forecasts of future
economic conditions.
ECL applies to trade receivables,
loans, debt securities, as well as the
losses recognised in measuring loan
commitments and financial guarantee
contracts. The amount and timing of
ECLs, as well as the probability assigned
thereto, must be based on reasonable
and supportable information that is
available without undue cost and effort
at the end of the reporting period
without the use of hindsight. In some
cases, this may require significant
judgement.
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Recent COVID-19 regulatory
developments
In its response to the COVID-19 pandemic,
the government has introduced a series
of regulations to support businesses in
Indonesia. These measures, which may
have financial reporting implications for
companies, include the following:
• National Economic Stimulus as
Countercyclical Policy to the Impact
of COVID-19 (OJK Regulation 11/2020)
Issued on 13 March 2020, the regulation
allows banks to implement policies that
support economic growth stimulus
for debtors who are affected by the
COVID-19 outbreak, including micro,
small, and medium-sized businesses.
This regulation, will be valid until 31
March 2021, also covers debtors who
are being restructured as a result of
the COVID-19 outbreak. Under this
facility, credit or financing that has
been restructured shall be classified
as performing loans, and credit for
rural credit banks (BPR) and financing
for sharia rural credit banks (BPRS) are
exempted from the credit or financing
restructuring accounting treatment4.

• The Presidential Decree No 12 of
13 April 2020 (Keppres 13/2020) on
the “Determination of Non-Natural
Disaster of the 2019 Coronavirus
Disease (COVID-19) Pandemic as a
National Disaster”
Issued in April 2020, this regulation
stipulates that a “national disaster” may
be considered a force event, as the
occurrence of such an event is beyond
the reasonable control of contracting
parties, and cannot be prevented or
avoided. However, it does not necessarily
mean that a party can directly terminate
contracts or agreements, or neglect
contractual obligations as these matters
will require further review and analysis5.

• Government Regulation (PP) No.
23/2020 on the national economic
recovery program
Under this regulation, which took effect
on 11 May 2020, the government will
carry out efforts to support the recovery
of Indonesia’s economy through state
capital injections (PMN), fund placements
at certain banks, government investment
and state guarantees. The PMN for
state-owned enterprises (SOEs) aims to
strengthen the capital structure of these
companies or their subsidiaries affected
by the outbreak and to increase the
ability of SOEs and their subsidiaries to
carry out economic recovery programs
mandated by the government6.

Researched and written by:
Imelda Maybituin Orbito
Partner, Assurance Service
Deloitte Indonesia
imorbito@deloitte.com
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