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 Background 
 
The Coronavirus (COVID-19) is having an unprecedented impact resulting in disruptions across all industries 
and sectors and significant volatility in financial markets. It is currently causing adverse effects on the global 
economy and governments around the world have rolled out various measures to mitigate its effects and provide 
relief for entities and individuals. The impact might be compounded by the ongoing trade tensions between 
China and the US. 
 
In this publication, we highlight certain key accounting and financial reporting issues amid COVID-19. It is not 
intended to be exhaustive and there may be other factors to consider in the circumstances of individual entities. 
 
 

 Going concern  
 
HKAS 1 “Presentation of financial statements” requires an entity to evaluate its ability to continue as a going 
concern for a period of at least one year from the end of the reporting period taking into account condition or 
event after the reporting period, regardless of whether it is adjusting or non-adjusting. Because of the uncertainty 
and evolving nature of the crisis, management’s evaluation of conditions or events could be challenging and 
involves significant judgement and estimates. For example, some entities suffering severe impacts (e.g. retail, 
catering sectors) may have changed its business model/strategy to identify new streams of income. As such, a 
more rigorous analysis and assessment of key inputs and assumptions underpinning an entity’s cash flow 
forecast, as well as sensitivity analyses is crucial.  
 
Significant doubt about an entity’s ability to continue as a going concern exists when conditions and events, 
considered in the aggregate, indicate that it is probable that the entity will not be able to meet its obligations as 
they become due within one year after the end of the reporting period. Disclosures in the notes to the financial 
statements are required if management concludes that there is material uncertainty relating to going concern, 
or significant judgement has been made by the management in concluding that material uncertainty does not 
exist having considered all relevant information. 
 
If it is determined that the going concern assumption is no longer appropriate, for example, the management 
intends to liquidate or cease trading, HKAS 10 “Events after the reporting period” requires a fundamental change 
to the basis of accounting. HKFRS does not specify the basis of accounting, an entity will need to carefully 
assess their situation and circumstances. 
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 Revenue recognition 

 
Contract 
collectability 
 

A contract with customer only exists if the criteria under HKFRS 15.9 are met. Among others, 
it is probable that the entity will collect the consideration to which it is entitled in exchange 
for the goods or services that will be transferred to the customer. An entity shall not reassess 
whether the contract fulfills those criteria after contract inception unless there is an indication 
of a significant change in facts and circumstances. COVID-19 may have an adverse effect 
on the customer’s ability and intention to pay the consideration when it is due. Where an 
entity concludes that the collectability is not probable and the entity chooses to continue to 
perform under the contract, it should not recognise any further revenue associated with the 
contract until collectability becomes probable in a subsequent period and other criteria in 
HKFRS 15 “Revenue from contracts with customers” are met, the entity can begin to 
recognise revenue again. 

Contract 
modification 
 

Uncertainties resulting from COVID-19 may prompt an entity to modify existing contracts 
with customers. Where the contracting parties agree to amend the scope and/or price of a 
contract, an entity accounts for the modification in accordance with the requirements in 
HKFRS 15.20 - 21, meaning that it could potentially result in recognition of a separate 
contract if certain conditions are met, or a catch-up adjustment due to the change in contract 
price with its financial effects to be accounted for prospectively if the remaining goods and 
services are not distinct. 

Variable 
consideration 
 

Where the transaction price contains an element of variable consideration, an entity should 
be alert to the requirements under HKFRS 15 – the amount of variable consideration should 
only be estimated to the extent that it is highly probable that a significant reversal in the 
amount of cumulative revenue recognised will not occur when the uncertainty associated 
with the variable consideration is subsequently resolved. To promote sales, an entity may 
offer price concessions, discounts on future goods or services or set up loyalty programmes. 
Depending on circumstances, an entity may need to reverse revenue upon revised 
estimates, or defer an amount of revenue as contract liability. The financial impacts should 
be evaluated carefully in measuring the revenue and reassessed at the end of the reporting 
period. 

Significant 
financing 
component 
 

An entity may change the way it arranges the payment terms for its goods or services, e.g. 
provide longer credit periods to customers with financial difficulties, or alternatively request 
up-front payments to alleviate the entity’s liquidity problem. In this situation, a significant 
financing component may exist and an entity may need to recognise the effects of financing 
(interest income or interest expense) in profit or loss. 

Revenue 
recognition 
over time 

The disruptions to an entity’s operations may impact the original completion time and costs 
to complete. A delay may trigger penalty (also a form of variable consideration) and in turn 
reduce the transaction price to the extent that it may fall below the unavoidable costs to fulfil 
the contract, giving rise to an onerous contract to be recognised in the financial statements. 
 
Business disruptions may also result in significant inefficiencies in its performance that were 
not reflected in the price of the contract, and therefore an entity using cost-based input 
method would need to exclude the abnormal or excessive costs as they do not contribute 
to the measure of progress in satisfying the performance obligation.  
 
It is vital that an entity revisits the budgeted contract revenue and contract cost to reflect the 
prevailing market conditions. Any changes in estimates are accounted for prospectively. 
 
Where an entity recognises revenue over time under HKFRS 15.35(c), it should consider 
carefully whether its right to payment for performance completed to date remains 
enforceable. Depending on the relevant contractual wording and interpretation, an entity’s 
right may be limited due to force majeure or similar clauses. 
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 Financial instruments 
 
Expected credit losses 
Estimating expected credit losses (ECL) is challenging in the current stressed environment. A couple of points 
to note in estimating ECL: 
 
  - COVID-19 may change the risk characteristics of certain trade receivable based on their 

industry or location, meaning that the segmentation of customers applied in prior years may no 
longer be appropriate. An entity should revisit the segmentation when using provision matrix 
available under the simplified model. 

  - When applying general model, an entity should assess whether there is significant increase in 
credit risk over the expected life of a financial instrument, considering both the effects of COVID-
19 and government support measures being undertaken. 

  - ECL is a probability weighted amount that is determined by evaluating a range of possible 
outcomes. It may be appropriate to model additional scenarios and weigh their likelihood e.g. 
impact of a severe downturn or impact of government economic relief measures, on a 
reasonable and supportable basis. 

  - An entity should reassess the loss rates as the historical loss rates may not be indicative of the 
current environment, and evaluate macroeconomic forecasts in building up the forward looking 
information without using hindsight. 

  - Where an entity acts as a guarantor, the probability that it would need to reimburse the holder 
of the guarantee for failure of a borrower to pay under a specified debt instrument may be higher 
in case the borrower is under financial distress. An entity would need to reconsider the 
sufficiency of provision for financial guarantee contract in the financial statements. 

  - For loan commitments issued by financial institutions, an entity with liquidity problem is more 
likely to leverage on the unused loan facilities, meaning that the probability of default and 
exposure at default in respect of loan commitments may be heightened. 

 
 
An entity also applies the impairment requirements under HKFRS 9 “Financial instruments” to long-term 
interests in an associate or joint venture to which the equity method is not applied that forming part of the entity’s 
net investment in the investee. In determining the impairment loss on these long-term interests, an entity does 
not take into account adjustments to the carrying amount arising from allocation of losses of the associate or 
joint venture or impairment assessment under HKAS 28 “Investments in associates and joint ventures”. 
 
In response to COVID-19, the International Accounting Standards Board (IASB) has issued some educational 
materials to highlight the requirements on accounting for ECL and reinforce the importance of entities using all 
reasonable and supportable information available (historic, current and forward-looking to the extent possible) 
when determining whether lifetime losses should be recognised. An entity should not apply its ECL methodology 
mechanically. For example, the extension of payment holidays to all borrowers in particular class of financial 
instruments should not automatically result in all those instruments being considered to have suffered a 
significant increase in credit risk. Instead, the lender needs to consider all relevant facts and circumstances. 
 
 Debt modifications 
The accounting impact of any changes to the terms of arrangement between the lender and borrower should 
be evaluated. The borrower takes into account a combination of qualitative and quantitative (i.e. 10 per cent test 
as specified under HKFRS 9.B3.3.6) assessments in determining whether the modification is substantial or not. 
A substantial modification would require the borrower to derecognise the existing financial liability and recognise 
a new liability with the resulting gain or loss recognised in profit or loss. If the modification is not substantial, the 
borrower adjusts the carrying amount of financial liability by discounting the revised cash flows using the original 
effective interest rate.    
 
In respect of modifications of financial assets, HKFRS 9 does not have specific accounting guidance on when 
they should result in derecognition. If the lender concludes that the modification does not result in derecognition, 
it should consider impairment requirements (HKFRS 9.5.5.12) and the impact on the carrying amount of financial 
asset to reflect the modified contractual cash flows (HKFRS 9.5.4.3).  
 
Financial risk disclosures 
HKFRS 7 “Financial instruments: Disclosures” requires an entity to disclose the nature and extent of risks arising 
from financial instruments and how it manages those risks. An entity should evaluate the risks (e.g. 
credit/liquidity/price risk) brought by COVID-19 and where appropriate, enhance the risk disclosures in the 
financial statements, together with any changes in policies or processes to mitigate those risks. 
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 Impairment of assets under HKAS 36 
 
At the end of each reporting period, an entity is required to assess whether there is any indication that an asset 
may be impaired under HKAS 36 “Impairment of assets”. For goodwill and intangible assets with indefinite life, 
an annual impairment test is required irrespective of whether there is any indication of impairment. The external 
and internal sources of information e.g. decline in demand or prices for goods and services, temporary 
suspension of operations may indicate that the assets are impaired, as such, an entity is required to estimate 
the recoverable amount, which is the higher of fair value less costs of disposal and value in use, to determine 
the extent of impairment loss.   
 
As a starting point, an entity determines whether the asset can be tested at an individual asset level or a cash-
generating unit (CGU) level, depending on whether the asset can generate largely independent cash inflows 
from other assets. The determination of recoverable amount requires an entity to consider the conditions that 
exist as of the reporting period end. In other words, adjustment should not be made to incorporate information 
that reflects conditions existing after the end of the reporting period. 
 
When an entity applies a value in use calculation, it may be appropriate to apply the expected cash flow 
approach to capture a range of possible outcomes reflecting the risks and uncertainties in the timing (e.g. 
duration of COVID-19 and time to recover) and amounts inherent in estimated future cash flows, instead of the 
single, most likely, future cash flows. The preparation of forecasted cash flows would be more challenging and 
requires rigorous analyses based on reasonable and supportable assumptions, if an entity has changed its 
business strategy/model and historical cash flows may not be relevant to the current projections. 
 
In case a single predicted outcome approach is used, the discount rate should be adjusted to incorporate the 
risks and uncertainties brought by COVID-19. Whichever approach is adopted, appropriate risk should be 
reflected in either the discount rate or cash flows.  
 
As a reminder, a right-of-use asset is also subject to impairment requirements under HKAS 36. If it is included 
in a CGU using a value in use model (VIU), the related lease liabilities should be excluded as financing cash 
flows are excluded from VIU.  
 
With respect to the investment in a subsidiary, associate and joint venture, an entity also applies HKAS 36 in 
determining impairment assessment in the separate financial statements.  
 
HKAS 36 also sets out extensive disclosure requirements relating to impairment assessment, e.g. how 
recoverable amount is determined, disclosure of key assumptions, growth rate, and sensitivity to change. 
 
 

 Leases  
 
Under this difficult economic environment, a lessor and lessee might renegotiate the terms of a lease, or a lessor 
might provide relief to lessees by deferring or reducing lease payments.  In response, the Hong Kong Institute 
of Certified Public Accountants (HKICPA) has issued a publication providing guidance on accounting for rent 
concessions under HKFRS 16 “Leases”. If a change in lease payments results from a lease modification, i.e. 
the change is not contemplated within the terms of the contract, a lessee applies HKFRS 16.44-46 to remeasure 
lease liability using a revised discount rate and make a corresponding adjustment to the right-of-use asset, 
whereas a lessor applies HKFRS16.79-80 if the lease being modified is a finance lease or HKFRS 16.87 if it is 
an operating lease. If such change does not result from a lease modification, it would generally be accounted 
for as a variable lease payment and the lessee applies HKFRS 16.38 and recognises the effect in profit or loss. 
For an operating lease, a lessor recognises the effect of rent concession by recognising lower income from 
leases. In April 2020, the IASB also issued educational materials to address the accounting for COVID-19 
related rent concessions under IFRS 16. 
 
Applying those requirements to assess whether the rent concessions are lease modifications and applying the 
required accounting to a potentially large volume of covid-19-related rent concessions could be practically 
difficult. Against this background, IASB has proposed to amend IFRS 16 to exempt lessees from having to 
consider whether COVID-19 related rent concessions such as rent holidays and temporary rent reductions are 
lease modifications, allowing them to account for those changes as if they were not lease modifications. The 
IASB aims to make the exemption immediately effective on the issue of final amendments by the end of May 
2020. 
 
For Hong Kong listed issuers, care should be taken to evaluate if the rent concessions give rise to any reporting 
obligations under the Hong Kong Listing Rules. The recent update to its FAQs relating to lease transactions 
illustrate an example where an issuer proposes to early terminate the lease, it is regarded as a disposal of asset 
under the definition of transaction set out in the Hong Kong Listing Rules and therefore subject to notifiable 
transaction requirements if relevant ratios are exceeded. 
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 Financial statements disclosure 
 
In addition to the accounting and financial reporting issues as discussed in the above sections, an entity should 
be aware of the disclosure requirements under the applicable accounting standards in order to present fairly its 
financial statements. Specifically, management’s judgements and other key sources of estimation uncertainty 
that have a significant risk of resulting in a material adjustment to the amounts recognised in the financial 
statements should be disclosed. Given the evolving nature of COVID-19, one of the key judgements is to 
distinguish an event that arose from condition that existed at (i.e. adjusting event) and that arose after (i.e. non-
adjusting event) the end of reporting period. 
 
In March 2020, HKICPA issued a publication to provide guidance in this regard. The outbreak of COVID is 
normally considered as a non-adjusting event for financial statements for the year ended 31 December 2019. 
For subsequent reporting periods, the effects would generally be incorporated in the financial reporting. Where 
an event is concluded as non-adjusting, but it is material, an entity is required to disclose the nature of the event 
and an estimate of its financial effect. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 
 

©  2020 SHINEWING (HK) CPA Limited. All rights reserved. 

 

 

 

 

 

Contact Us 
 

 

 

 

 

 

 

 

HONG KONG  

Address : 43/F., Lee Garden One, 33 Hysan Avenue, Causeway Bay, Hong Kong 

Tel : (852) 3583 8000 

Fax : (852) 3583 8001 

Email : info@shinewing.hk 

Website : www.shinewing.hk 

 

 

 

 

 

 

 

 

 

 

 

 

 
ShineWing is an international network of independent accounting and consulting firms, each of which is a member of ShineWing International Limited, a Hong 
Kong company limited by guarantee. ShineWing International Limited is a central coordinating entity and does not provide any professional services to clients. 
For more information about our network, please visit www.shinewinginternational.com. 
 
This publication is intended to provide general information and guidance on the subject concerned. No one should act upon such information without consulting 
a qualified professional adviser. ShineWing takes no responsibility for any errors or omission in, or for the loss incurred by individuals and companies due to 
the use of the information of this publication. No claims, action or legal proceedings in connection with this publication brought by any individuals or companies 
having reference to the information of this publication will be entertained by ShineWing. 

http://www.shinewinginternational.com/

