Dealing with uncertainty Coronavirus (COVID-19)
Implications for 2019/20 corporate reporting

Overview
The aim of this paper is to indicate key areas that management should
consider when assessing and reporting the impact of COVID-19 on the
business. Every business should make its own assessment and, to support
this, the appendix sets out a framework for identifying and evaluating the
uncertainties which need to be factored into each of the reporting areas
most affected.
The emergence and spread of COVID-19 in early 2020 is significantly
affecting business and economic activity globally. The virus was originally
identified in China and quickly spread across the world inducing the
biggest economic crisis since 2008 and some of the biggest Government
measures in terms of social freedoms since World War II.
Both COVID-19 itself and Government measures attempting to manage
its spread have rapidly changed both social and economic conditions
with an impact on almost all businesses. Supply and production chains
throughout the world are disrupted. Demand for many goods and services,
especially in the travel, retail and venue-based entertainment sectors is
drastically reduced. This, in turn, has put pressure on lenders such as
banks and other financial services providers, and insurers that provide
protection to entities impacted by COVID-19.
It will also have an impact on funds or other investors that hold positions
in affected entities/industries. A few sectors, such as supermarkets, food
producers, medical and some pharmaceutical providers, may benefit.
As well as the immediate impact, COVID-19 has led to deep, longerterm economic uncertainty. Entities face challenges in reflecting these
conditions in the forecasts and estimates that underpin many areas
of reporting and accounting. Doing so will require the use of scenario
analysis and stress testing. In particular, for the purpose of going concern
and viability reporting, the rapidly changing situation means that
assessments quickly become outdated.
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Key reporting areas
to consider
The reporting areas most likely to be affected by COVID-19
include all those which rely on forward-looking information.
The list below, which is not exhaustive, summarises the most
prevalent areas but each entity should carry out its own
assessment and update this as the situation develops.
• The Strategic report, including principal risks and uncertainty disclosures
• Going concern and in the case of companies applying the UK Corporate Governance
Code 2018, viability statements
• Impairment of non-financial assets and determination of recoverable amounts
• Impairment of financial assets (incl. lease receivables and contract assets)
• Fair value of assets and liabilities
• Other areas involving estimation uncertainty
• Audit reporting
Consistency between the front-end narrative reporting and disclosures in the financial
statements, as well as the adequacy of disclosures made in the financial statements, will also
be of vital importance.
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What are management’s
responsibilities?
A crisis such as COVID-19 brings
How does COVID-19 impact the annual
management’s responsibilities into
report?
sharp focus. The need for timely, reliable
As at 31 December 2019 there were relatively few reported
information for effective decision-making
cases of COVID-19, most of which were in east Asia. By the
end of January 2020, the number of confirmed infections in
has never been more essential. Section
east Asia had increased exponentially and the first confirmed
172 of the Companies Act 2006 requires
cases were being reported in Europe. By mid-March 2020
company directors to act to promote the
the number of cases around the world had exploded to the
success of the company, having regard to hundreds of thousands. Illness, social distancing measures and
the likely long-term consequences and the Governments forcing businesses to close or shut down during
“lockdown periods” have direct and indirect impacts on the
interests of a wide range of stakeholders.
economy. The fast-paced nature of how the virus is spreading,
When many company boards are in crisis as well as how Governments across the world are attempting to
management mode, it is essential to keep
manage the risk of infection also create significant uncertainty
these broader responsibilities front of mind. regarding how the social and economic environment is going
Although some reporting and filing deadlines have been
extended, companies’ annual reporting responsibilities are
unchanged. The strategic report must be fair, balanced and
understandable and the financial statements must present
a true and fair view. Users of the annual report need to
understand the company’s resilience in the current situation,
and the key assumptions, judgements and related uncertainties
applied in the company financial statements.
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to change in the short, medium, and long-term. The rapidlychanging situation and continuing uncertainty means that
forecasts and models soon become out-of-date. Monitoring and
revision right up to the point of signing the financial statements
will be needed.
The specific impact of COVID-19 on the annual report will
depend on the year-end as well as the entity. For December
2019 year-ends, the main areas affected are likely to be
the going concern and longer-term viability assessments
and related disclosures. For year-ends later in 2020 the
measurement of assets and liabilities is increasingly likely to be
affected as well.

Key areas of the annual report impacted
by COVID-19
The annual report in the UK consists of front-end narrative
reporting including for example, the Strategic Report,
Corporate Governance Report, and the Directors’ Report, and
the back-end financial statements prepared in accordance
with either IFRS or UK GAAP. The key corporate reporting
areas expected to be most affected by COVID-19 are those
which rely on management’s ability to forecast. The list below
summarises the key ones. This is not an exhaustive list and
entities will need to carry out their own risk assessment and
update it as appropriate as the situation develops.
Front-end narrative reporting
• Strategic and governance reporting
• Principal risks and uncertainties
Going concern and viability
• Going concern
• Viability statements
Financial statements
• Impairment of non-financial assets and determination of
recoverable amounts
• Impairment of financial assets (incl. lease receivables and
contract assets)
• Fair value of assets and liabilities
• Other areas involving estimation uncertainty
• Audit reporting
These areas are discussed in detail below including what
will need to be considered by management with regards to
COVID-19.
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Front-end narrative reporting
Strategic and governance reporting
Depending on the size and regulatory environment in which
the entity operates the front-end narrative may consist of
several different reports regarding the business’s strategy
and performance during the period, position at the reporting
date and future outlook through application of that strategy.
Some companies are required to report on how directors have
discharged their duties under s172 of the UK Companies Act
2006.
The specific areas affected by uncertainty are discussed below
in more detail, however we would expect that many businesses
will have to reconsider their strategies and outlook going
forward given the significant impacts of COVID-19. Further, the
pandemic and various Government measures imposed have
likely put significant pressure of governance processes and
on directors in discharging their fiduciary duties. Accordingly,
apart from the specific areas of front-end narrative reporting
detailed below, we would expect narrative reports to include
detailed and specific explanations of the current impact
of COVID-19, how management have responded and the
resilience of the business in the face of longer-term uncertainty.
Management is not expected to predict the ultimate extent and
duration of the pandemic or its wider impact on the economy.
However, it is reasonable for stakeholders to look to companies
to use best endeavours to explain the specific known impacts
on their business to date as well as the anticipated future
impacts under different scenarios.
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Principal risks and uncertainties
The reporting of principal risks and uncertainties is an
important factor in an investors’ decision-making process.
Understanding the principal risks and uncertainties faced by a
company is important both before making an investment and
during the holding of that investment. These disclosures also
serve to help investors assess the extent to which the company
has appropriate risk management processes in place. Changes
in risks faced by a company are one factor that may cause
investors to change the size of their shareholding.
Investors and other stakeholders will be especially interested
in management’s assessment regarding the impact of COVID19 and the actions management have taken or are planning
in response. Reporting on the principal risks and uncertainties
should be closely linked, and where possible referenced, to all
areas of the annual report where uncertainties around COVID19 are likely to have an impact on the entity.
When disclosing principal risks and uncertainties, management
should consider the specific resources, assets and relationships
that are most at risk and the mitigating steps being taken to
protect them. The principal risk and uncertainties would be
expected to include the aspects which may be crucial to a
company’s ability to weather the storm and rebuild when the
opportunity arises. For example, risks and uncertainties arising
from the potential loss of key employees who have a crucial
role to play in ensuring the business can sustain and rebuild. All
stakeholders, including investors, will likely be interested in the
business’s workforce and seek an understanding of how they
are being retained and supported.

Going concern and viability
Going concern
When preparing financial statements management is required
to assess the entity’s ability to continue as a going concern.
Management should consider all available information about
the foreseeable future, which is at least, but is not limited to,
twelve months from the date when the financial statements
are authorised for issue. In reaching and determining their
judgements and assumptions about the foreseeable future,
management should consider all available information
regarding COVID-19 up to and including the date the financial
statements are authorised for issue.
COVID-19 will impact almost all businesses and will not
discriminate between ‘good’ and ‘bad’ businesses. Any
underlying weakness which a business may have will likely
be exposed by COVID-19. For example, businesses which are
highly leveraged or are reliant on physical interaction with
customers, may be impacted to a greater extent than those
which are not. Further, the extent of any impact may vary at
different points in time as the situation develops.
Management will be taking practical steps to protect the
business in these uncertain times. These steps will also assist
management in making their going concern assessment and
identifying material uncertainties. We set out some suggestions
below:

Short-term cash flow forecasting
• For example, daily or weekly forecasting on a receipts and
payments basis. This would allow cash management to be
carefully monitored and help to inform management when
cash balances may become pressured, and whether and
how much new liquidity or funding may be required in the
future.
Stress-testing the forecasts
• It is important that management carry out scenario
planning to include consideration of short-term disruption,
more prolonged disruption and a realistic worst-case
scenario planning which may include complete business
shutdown or loss of key staff for a period. Clearly there is an
element which will be outside of management’s control, but
management should consider what mitigating actions they
could take, such as offering staff sabbaticals, as a means to
reduce the fixed cost base for a period of time.
Government financial support
• The Chancellor of the Exchequer has made numerous
announcements confirming the level of financial support
to businesses. These include a job retention scheme, loan
schemes, capital and interest payment holidays, financial
assistance for statutory sick pay and HMRC’s assistance
with time to pay arrangements for existing tax obligations. It
is important for management to understand and utilise the
financial support available.
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Financial covenants
• Management should assess the impact of the various
scenario planning forecasts on any financial covenants in
place. For example, do any of the forecasts indicate that
the covenants will be breached? If so, when and for low
long could the covenants be in breach? If no breaches
are currently forecasted, what is the headroom on those
covenants?
• These are important considerations given that unauthorised
breaches may lead to loans being repriced or recalled by
lenders. Therefore, early communication with lenders is key
as noted in the next point.
Communications with stakeholders
• It is important for management to maintain good
communication with lenders, equity holders, customers,
suppliers and employees and to be open and transparent
with them. It is often the case that sourcing new funding
whether from lenders or equity participants, particularly at
times when there is a higher demand from other businesses
for financial support, may be more challenging and may
carry higher costs.
• In addition, many financiers require signed audited financial
statements alongside loan covenant calculations within an
agreed time period after the reporting date. This is often
stipulated within a loan agreement document. Therefore,
to not conform with this requirement may be considered a
breach of the terms of the agreement. Given the uncertainty
COVID-19 presents, early communication with lenders is key
to reach an agreed position.
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• It will be important to communicate with both customers and
suppliers early and often to ensure that working capital can
be effectively managed and to manage the increased risks
associated with short-term lending and borrowings.
• In uncertain times such as those currently being
experienced, constant engagement with employees
regarding how management is attempting management
the situation and measures being considered to avoid the
impact of long-term redundancies or administration.
Sources of funding
• Depending on the outcome of the various forecasts and
scenario analyses management produce, it may be
necessary for other sources of funding to be identified. This
may be from a variety of sources, such as raising funds from
existing shareholders through rights issues or through the
issue of new shares or from other sources such as entering
joint venture arrangements.
Asset-based lending/borrowing facilities
• These types of facilities have grown in popularity in recent
years and examples include borrowing facilities in relation
to stock and/or receivables. Management should consider
what their working capital facilities look like under the
different scenarios forecasted and what is likely to be the
borrowing base in order to assess how much capital could
be borrowed. Modelling these is not always straightforward
as the facilities themselves may be complex and the nature
of the uncertainty surrounding COVID-19 adds another
layer of complexity. Therefore, management may require
third party support to complete these and audit teams
should consider the qualifications and experience of
management’s expert.

Viability statements
Entities that mandatorily or voluntarily apply the UK Corporate
Governance Code are required to disclose a ‘longer-term
viability statement’. In this, the directors should explain whether
they have a reasonable expectation of the company’s viability
over a stated period of assessment along with explanation of
their basis for this conclusion. This is distinct from the going
concern statement (see above) and covers a considerably
longer period. Whilst the going concern basis of accounting
may be appropriate, there may still be risks and uncertainties
that threaten the company's business model, future
performance, solvency or liquidity that need to be disclosed.
As the viability statement covers a longer period, the required
assessment is inherently more uncertain especially when
considering the longer-term implications of the COVID-19
outbreak on the entity. Due to the significant uncertainties
that currently exist, there may be less confidence in stating a
reasonable expectation of viability exists. In recent guidance,
the Financial Reporting Council (FRC) have stressed that,
due to unprecedented pace of change, any reasonable level
of expectation is expected to carry a much lower level of
confidence. It is therefore important for the statement to be
clear on the company’s specific circumstances and the degree
of uncertainty about the future. The statement should also
draw attention to any qualifications or assumptions made by
management and associated level of confidence.

Key assumptions about future scenarios considered should
be explained. Businesses should use scenario analysis and
stress testing in developing their statements and this may
need to be continuously monitored at least until authorisation
of the annual report for reporting purposes, and beyond that
governance purposes.
As discussed below, based on the current situation there is
a rebuttable presumption that all audit reports will contain
a material uncertainty regarding going concern. In these
cases, the viability statement should also address the material
uncertainties regarding going concern and management’s
responses to address those uncertainties over the viability
reporting period.
Forecasting and modeling
Given the uncertainties arising from COVID-19, it may be
daunting and difficult to know where to begin ensuring the
uncertainties which have the biggest impact on the business
are built into forecasts and models. As discussed above there
is a need for scenario analysis and stress testing both for
governance purposes and to underpin the going concern and
viability reporting. This should include reverse stress-testing to
determine a ‘breaking scenario’.
The framework in appendix 1 is designed to assist management
in addressing those uncertainties when preparing forwardlooking information.
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Financial statements
Impairment of non-financial assets
Both IFRS and UK GAAP require non-financial assets to be
impaired if their carrying value exceeds their recoverable
amount, with the recoverable amount being the higher of
fair value less costs to sell (FVLCTS) and value in use (VIU).
Recoverable amount is determined for the cash-generating unit
(CGU) to which the asset belongs if it cannot be determined for
the individual asset.
Both IFRS and UK GAAP require the VIU estimate to reflect:
• an estimate of future cash flows expected to be derived
from the asset, or CGU
• expectations about possible variations in the amount or
timing of those future cash flows
• the time value of money represented by the current riskfree rate of interest
• the price for bearing the uncertainty inherent in the
asset, and
• other factors which market participants would reflect in
the pricing of the future cash flows.

Cash flows and discount rates
When estimating VIU, the projected cash flows should be
based on the most up-to-date formally approved management
budgets and forecasts, excluding cash inflows and outflows
arising from future restructuring or enhancements. If the
approved budgets and forecasts were prepared prior to
emergence of COVID-19 it will often be necessary to prepare
new ones. These also need to be formally approved to meet the
requirements of the Standards.
Discount rates should take account of the risk specific to the
asset under review, and in the context of COVID-19 may require
adjustment for changes in the time value of money, country
risk, currency risk, asset specific risk and price risk. Importantly,
the discount rate would also be expected to include an
appropriate reflection of whether the cash flows are optimistic
or stretch targets.
The risk associated with uncertainty can be factored into either
forecasted cash flows or the discount rate but should not be
adjusted for in both.
The impairment assessment will require consideration of many
of the same factors as the going concern assessment. It will
be necessary to ensure that there is consistency in many of
the assumptions applied to both assessments. However, the
impairment assessment is based on conditions existing at the
reporting date (see below for a discussion of events after the
reporting date).
When estimating FVLCTS, the guidance below on fair value
estimates applies.
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Disclosures
Where management concludes that a reasonably possible
change in one or more of their assumptions used in the
estimate of the recoverable amount would result in an
impairment, or material change to the carrying amount of the
asset, or CGU, that impact should be disclosed in the financial
statements. This is required by both the impairment disclosure
requirements and general disclosure requirements relating to
key sources of estimation uncertainty for IFRS. The UK GAAP
disclosure requirements are, however, far less prescriptive in this
regard. However, it will still be necessary to consider whether
such disclosures are necessary to achieve a true and fair view.
VIU relies on management’s judgements and assumptions
about expected future cash flows. Given the significant
uncertainty arising from COVID-19, the accompanying
disclosures relating to scenario and sensitivity analysis should
be given particular attention. For example, when considering
whether a ‘reasonably possible’ change to an assumption
could lead to an impairment loss, the range of reasonably
possible changes will often be wider than before.
Inventory
Inventories are subject to a different impairment model to other
non-financial assets. Inventories are required to be measured
at the of cost and net realisable value under both IFRS and
UK GAAP. Reduced demand for goods, slower distribution
channels and the forced shut-down of businesses supplying
non-essential goods are likely to have an immediate negative
impact on net realisable value. Inventories which have short
shelf lives such as fresh produce held by restaurants may need
to be fully written off, whilst for others management will need to
consider what prices they could reasonably achieve in future
sales of those goods.
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Impairment of financial assets
UK GAAP
Impairment of financial assets under UK GAAP (FRS 102
sections 11 Basic Financial Instruments and 12 Other Financial
Instrument Issues) works on an “incurred loss model”. This same
incurred loss model used to apply IAS 39 Financial Instruments:
Recognition and Measurement. Under these models, for an
impairment loss to be recognised, there must be objective
evidence that a loss event has occurred at the balance sheet
date.
The following are examples of indicators that a loss event has
occurred:
• financial difficulty of the issuer
• failure to pay by the due date, and
• renegotiation of terms of an instrument.
The requirement for a loss event to have occurred means that
an impairment loss cannot be recognised for losses expected
because of a future event. For example, an impairment loss
cannot be recognised simply based on the expectation that
an entity may default on its repayments due to the general
economic environment unless this is based on objective
evidence of an incurred event. However, it does not mean that
impairment losses are only recognised once there is certainty
that the cash flows will not be received, such as when the
counterparty goes into administration.
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Under UK GAAP, whether COVID-19 outbreak gives rise to a
loss indicator at the reporting date will depend on the specific,
observable impact of COVID-19 on the debtor at the reporting
date. Management should be proactive in assessing whether
objective evidence of a loss event relating to COVID-19 exists
at the reporting date, which becomes more likely for reporting
dates further into the 2020 calendar year. For example, more
loss events will be observable for March and April 2020 yearends than for 31 December year-ends.
When a loss indicator has been identified, uncertainties
concerning COVID-19 may affect management’s estimate of
the resulting credit loss. The recoverable amount of assets held
as collateral over debts and the extent to which it can mitigate
losses will also need to be considered.

IFRS 9
When applying IFRS 9's expected credit loss (ECL) model, the
forward-looking impact of COVID-19 on credit risk and loss
exposures must be considered. ECLs should be determined
using all available information about conditions at the
reporting date that is reasonable and supportable, including
the government support measures. The impact will vary by
entity but there are the following important principles in IFRS 9
to consider in this context.
ECL is an unbiased probability-weighted estimate. When
COVID-19 leads to an increased probability of a counterparty
failing to pay, ECL will increase, even if the most likely outcome
is full payment by the debtor.
It is not however sufficient to assume a significant increase in
credit risk arising from COVID-19. IFRS 9 requires businesses
to assess changes in the risk of a default occurring over the
expected life of a financial instrument. Further, the assessment
of a significant increase in credit risk and the measurement of
ECLs are required to be based on reasonable and supportable
information that is available to an entity without undue cost
or effort. Management should develop estimates based on
the best available information about past events, current
conditions and forecasts of economic conditions. Accordingly,
in assessing forecast conditions, consideration should be given
both to the effects of COVID-19 and the unprecedented levels
of government support being given.
It may be difficult to incorporate the specific effects of COVID19 and Government support measures on a reasonable and
supportable basis. However, changes in economic conditions
should be reflected in macroeconomic scenarios applied by
management and in the unbiased probability weightings.

Financial assets subject to the full, 3-stage ECL model
For money lenders and other entities with longer-term debt
assets, the full, 3-stage ECL model applies. A key part of this
is the move from ‘stage 1’ (measured at 12 month expected
credit loss) to ‘stage 2’ (lifetime expected credit loss) if there
has been a significant increase in credit risk since origination.
This involves a comparison of risk of default relative to the time
when the asset was originally recognised.
COVID-19 could result in several loan assets moving from stage
1 to stage 2. Further, the relevant considerations for longer
term assets are more complex because of the forward-looking
nature. For example, for a 5-year loan the lender needs to
consider the change is risk of default over the full 5-year term.
Trade receivables, contract assets and lease receivables
For most corporates, the full 3-stage ECL model is less relevant
because a simplified model applies to trade receivables (which
do not contain a significant financing component). This is
a single-stage model in which lifetime ECLs are recognized.
In practice entities often use a provision matrix. The loss
percentages used in a matrix (or other method) might start
from historical experience but will need to be reviewed to reflect
the increased risks resulting from COVID-19.
The simplified ECL model also applies to contract assets arising
under IFRS 15. Companies can also make an accounting policy
choice to apply this model to trade receivables and contract
assets that contain a financing component and to lease
receivables arising under IFRS 16.
However, if a corporate business has a long-term receivable (eg
a 3 year loan to an associate, or a loan to a group entity in its
separate financial statements), the 3-stage model still applies.
It is important to note that both the UK GAAP and IFRS 9
impairment assessment should be based on the conditions
at the reporting date. However, for UK GAAP purposes the
assessment is based on observable evidence of impairment
while for IFRS 9 it is based on risk. Please see below for further
discussion on post-reporting date events.
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Fair value estimates
Both level 3 and to a limited extent level 2 fair values require the
use of unobservable inputs. These unobservable inputs must
reflect a market participant’s perspective relating to the COVID19 pandemic uncertainties in pricing an asset or liability at the
reporting date. Fair value estimates are not adjusted to reflect
changes in a market participant’s views after the reporting date
(see the discussion on post-reporting date events below). In
some cases, greater use of unobservable inputs will be required
because fewer observable inputs are available as markets
become less active.
While UK GAAP uses consistent principles in terms of fair value
determination and therefore the guidance above is equally
applicable to UK GAAP.
Taxation
The Chancellor of the Exchequer has announced several
Government interventions designed to assist businesses
during this time of uncertainty. These can be found on the
Government website gov.uk/coronavirus and management
should carefully review these interventions to see if they qualify
for them and if they would benefit from applying for them.
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Examples of some of the incentives announced to date include:
• Coronavirus job retention scheme
• Statutory sick pay relief package for SMEs
• 12-month business rates holidays for businesses within
certain trading sectors
• HMRC time to pay scheme
• Coronavirus business interruption loan scheme.
It will be necessary to consider whether the various forms
of Government support meet the definition of a government
grants under IFRS (IAS 20) or UK GAAP, and accounted for
accordingly or disclosed as Government assistance.
Deferred tax
Management will need to revisit their previous assumptions
regarding availability of future taxable profits as it relates
to the recognition of deferred tax assets arising from carried
forward unused tax losses.

Post-reporting date events
IAS 10 defines an adjusting post-reporting date event as an
event that provides evidence of conditions that existed at the
reporting date. A non-adjusting event indicates conditions that
arose after the reporting date.
As at 31 December 2019, there were a limited number of cases
of a virus reported to the World Health Organisation (WHO).
The subsequent spread of the virus, its identification as COVID19 by the WHO and actions taken by Governments after 31
December 2019 do not provide additional evidence about
the situation that existed at 31 December 2019. Therefore,
for entities with a reporting date of 31 December 2019 (or
earlier) the emergence of new information about COVID-19
and its impact is a non-adjusting event. This view is in line with
guidance published by the FRC.

For example, in stable markets a debtor defaulting and
entering administration post year-end but before the financial
statements are approved is presumed to indicate financial
difficulties of the debtor at the reporting date. However, in the
unstable economic environment created by COVID-19, some
entities which had little risk of default at the reporting date may
suddenly have to enter administration for any combination
of reasons referred to in early sections above. In this latter
situation, the subsequent default may not reflect conditions
that existed at the reporting date and no additional impairment
is recognised.
Even where no adjustment is required to management’s
estimates as a result of COVID-19 related post reporting date
events, management will still need to consider the requirements
of IAS 10 on disclosure of non-adjusting events.

Therefore, at 31 December 2019 COVID-19 will have no impact
on the measurement of assets and liabilities. However, in terms
of going concern assessments, management is required to
consider all information up the date of approving the financial
statements and so developments relating to COVID-19 will still
need to be incorporated into the 31 December 2019 going
concern assessment.
For reporting dates later in 2020 developments relating to
COVID-19 will become more relevant to the measurement of
assets and liabilities at the reporting date. Additional information
about COVID-19 and its impact will be known at the reporting
date but the picture continues to evolve. Careful analysis and
judgement will therefore be required to determine whether
information becoming available only after the reporting
date reflects conditions which existed at the reporting date.
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Significant judgements and key sources of estimation
uncertainty
All the above areas of the annual report involve management’s
judgements and assumptions as of the reporting date. There
is a significant degree of uncertainty associated with COVID19. Whilst going concern and viability will require ongoing
assessment of the current conditions and scenario analysis
up to the date of authorisation of the annual report, the other
areas are based on management assessment of the most likely
outcome, but will nonetheless require disclosures regarding
sensitivities and potential ranges of outcomes.
In addition to those areas mentioned, the annual report may
include other areas subject to estimation uncertainty such
as variable consideration under IFRS 15, provisioning under
IAS 37 (and UK GAAP) may also be impacted by COVID-19,
requiring management to reassess their previous judgements
and assumptions.
Both UK GAAP and IFRS contain disclosure requirements in
relation to:
• significant judgements other than those relating to
estimation uncertainty; and
• disclosure in relation to key sources of estimation
uncertainty.
The requirements under IFRS are more prescriptive than UK
GAAP, particularly in relation to estimation uncertainty and
include the need to present the disclosures in a manner
that helps users of financial statements to understand the
judgements that management makes about the future and
about other sources of estimation uncertainty.
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The nature and extent of the information provided will vary
according to the nature of the assumptions made and
other circumstances. Examples of the types of disclosures
an entity makes are:
• the nature of the assumption or other estimation
uncertainty
• the sensitivity of carrying amounts to the methods,
assumptions and estimates underlying their calculation,
including the reasons for the sensitivity
• the expected resolution of an uncertainty and the
range of reasonably possible outcomes within the next
financial year in respect of the carrying amounts of the
assets and liabilities affected; and
• an explanation of changes made to past assumptions
concerning those assets and liabilities, if the
uncertainty remains unresolved.
While these same disclosure requirements may not be contained
within UK GAAP, management will still need to consider whether
the financial statements provide a true and fair view without
making such disclosures. This is especially relevant where
management has made assumptions and taken judgements
which are highly sensitive and could result in impairment of
assets. Disclosures are required in accordance with both UK
GAAP and IFRS where there is a material uncertainty regarding
the entity’s ability to continue as a going concern.
In order to meet these disclosure requirements, it will still be
necessary to test the sensitivity of their forecast and models to
reasonably possible changes in the inputs and assumptions
arising from COVID-19 which are uncertain at the reporting
date. Appendix 1 provides a framework for how management
might approach uncertainty created by COVID-19 in
developing their detail scenario analysis and stress testing.
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Audit impact

Each of the areas outlined above relating to where COVID-19
may have the greatest impact on management’s assessment
and evaluation of relevant uncertainties for the financial
statements, will be areas of focus for auditors. In arriving at
their opinion on the financial statements, auditors will need to
obtain sufficient, appropriate audit evidence over key areas of
judgement and estimation uncertainty. This may, for example,
comprise evidence that supports key assumptions and evidence
of detailed calculations underpinning management analysis.
For all accounts with year-ends of 31 December 2019 and
after yet to be signed, we are seeing increasing instances of
audit firms, in conjunction with management, extending their
timescales for completing relevant audit procedures before
the issue of auditor reports. This is to ensure sufficient time for
management to undertake appropriate scenario and sensitivity
analyses to reflect the impact of COVID-19 on their assessment
of the adoption of the going concern basis in the preparation
of the financial statements. Furthermore, this ensures sufficient
time for auditors to assess and challenge these updated
assessments and conclusions. We anticipate, in accordance
with regulator expectation, increased instances of a material
uncertainty related to going concern as a result of COVID-19
being disclosed in financial statements and reported by auditors
as a consequence of the significant, fast-moving impacts of the
virus and level of uncertainty that results.
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Current areas of difficulty experienced by businesses and their
auditors as a result of COVID-19 include:
• Constraints relating to timing and attendance at stock takes
due to social distancing measures, amongst others
• Difficulties in obtaining sufficient, appropriate audit
evidence regarding valuation of inventories
• Difficulties in obtaining bank letters, and other third-party
confirmations
• Inability to obtain valuations which require physical
inspection by independent valuers due to social-distancing
measures and lockdowns
• Inability to obtain access to original documentation
• Difficulties in assessing going concern in the current fastmoving climate
• Challenges in obtaining audit evidence from component
auditors
• Practical difficulties in providing access to working papers to
successor auditors
• Increased potential for qualified auditor reports given all of
the above
Given the significance of the above in the context of the auditor’s
procedures, early and detailed discussions will be needed
between management and the auditor and these discussions
will be ongoing, up to and including the point the accounts are
signed. In addition, early communications from management
to their investors and stakeholders may be required to a greater
degree than prior to the coronavirus outbreak so as to manage
their expectations and limit the impact of any uncertainty and
reduced economic confidence.

Recent regulatory announcements
A recent announcement from the FRC advises that Companies
House may grant a filing extension to those companies which
apply for one. In addition, on 26 March 2020, the Financial
Conduct Authority (FCA), Financial Reporting Council (FRC)
and Prudential Regulation Authority (PRA) announced a series of
actions to ensure information continues to flow to investors and
support the continued functioning of the UK’s capital markets.
These include:
• a statement by the FCA allowing listed companies an extra 2
months to publish their audited annual financial reports
• guidance from the FRC for companies preparing
financial statements in the current uncertain environment,
complemented by guidance from the PRA regarding the
approach that should be taken by banks, building societies
and PRA-designated investment firms in assessing expected
loss provisions under IFRS9; and
• guidance from the FRC for audit firms seeking to overcome
challenges in obtaining audit evidence.
The London Stock Exchange (LSE) has also published an Inside
AIM article relating to coronavirus introducing temporary
measures whereby AIM Regulation will be applying discretion to
the application of certain AIM Rules for companies and nominated
advisers. In addition on 7 April 2020 the ICAEW published
practical advice for UK businesses relating to COVID-19.

Conclusion
COVID-19 is already impacting almost every business – in
some cases profoundly. There also is a significant amount
of uncertainty over its future impact. It is therefore vital that
management plan for different scenarios and inform users
about the expected impact on the business, its financial
position and future prospects.
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Appendix 1 – framework for
incorporating uncertainty
There are several areas of the annual report which are affected
by uncertainty created by COVID-19. These are discussed in
detail above and are mostly areas which rely on forward-looking
information. Whilst uncertainty is inherent in forecasting, the
current situation raises the level of uncertainty exponentially.
In addition, Brexit continues to be a pervasive source of
uncertainty. While the ratification and the Brexit Withdrawal
Agreement has decreased the inherent risk in the short term, a
significant degree of uncertainty relating to Brexit remains in the
post-transition period. Guidance regarding how to take account
of the uncertainties related to Brexit, both during and after the
transition period, can be found in the guidance paper Brexit –
Deal, now what?
It is very challenging to reflect this level of uncertainty into
forecasts and models but best efforts must be made. This
requires application of a systematic approach. In our view it will
be necessary, as a first step, to assess the entity’s exposure to
the areas which may be impacted by COVID-19.
Once an entity’s exposure to the uncertainty-related risks
regarding the impact of COVID-19 has been established, it
should be used to guide the level of detail and extent to which
different risk factors need to be built into a detailed scenario
analysis.

Initial exposure assessment
The initial exposure assessment is intended to guide
management through the following focal points which increase
the risk of uncertainty which could impact the business. These
focal points have been identified due to the social impacts of
the virus, the Government’s measures taken to try and manage
the spread of the virus and their indirect impact on the wider
economy.
While some of these focal points will be obvious and clear to
a business, e.g. significant reduction in sales due to the forced
closure of the business by the Government, others may be less
obvious and clear.
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Management should consider to what extent the business is
exposed to the risk of uncertainty arising from each of these
focal points, amongst others. This exercise should assist
management in identifying where to focus their attention in
developing judgements and assumptions to build into various
scenarios required for stress testing their forecasts and models
required.
The following focal points, amongst others, should be considered
in assessing exposure to the risk of uncertainty arising from
COVID-19:
Broader economic conditions
All businesses will be exposed to the risk of uncertainty from
the underlying broader economic conditions arising from
the COVID-19 pandemic. This exposure could have either a
positive or negative impact on a business depending on the
industry in which the business operates, for example, travel and
entertainment industry versus supermarket retailers.
Government interventions
Government intervention measures aim to manage the spread
of the virus and include restricted social movement and forced
closure of businesses which sell non-essential goods or services.
These interventions may have a significant impact on certain
businesses which operate from high-street stores and retail
parks, but the impact may be less for other businesses, for
example, those with a strong online platform from which to
continue trading. As the Government continues to react to
COVID-19 it will be necessary to continuously monitor their
interventions and announcements and reassess the exposure on
the business.

Customer base (and wider market)
Management will need to consider and assess how exposed the
business is to changes in its customer base and demand for
their product(s). For example, businesses reliant on high-street
or retail park footfall as well as vendors of non-essential goods
and services such as those in the entertainment industry, such
as cinemas, are likely to be severely exposed to the loss of their
customer base. Uncertainty regarding how COVID-19 may
encourage or force changes in consumer behaviour whether
due to pressures from the economic conditions leading people
to redirect their disposable income away from non-essential
products or whether due to various Government interventions
such as restricted social movement preventing them from making
certain purchases. By contrast, businesses which sell goods and
services considered to be essential via online platforms will need
to assess whether increased traffic and demand through their
platforms may expose weaknesses in underlying technology or
business processes and how that could positively or negatively
impact the business. For example, some businesses have been
overwhelmed due to a combination of online demand and
reduction in staff headcount leading them to close for a short
time in order to catch up on existing customer orders.
Suppliers and supply chain
COVID-19 has had a significant impact on certain industries’
ability to continue to manufacture goods due to staff shortages
and inability to obtain parts, for example the motor car
manufacturing industry with knock-on effects on dealership
networks. Management will need to assess the business supply
chain and how exposed that supply chain may be in current
circumstances and how this may change with potential future
changes arising from the COVID-19 pandemic. Businesses which
have suppliers more locally based who are less exposed to the
various uncertainties arising from COVID-19 are potentially less
exposed in this area themselves.

Logistics and distribution networks
Businesses that are heavily reliant on warehouse staff and
global distribution networks could be exposed to reduced
staffing, closed distribution routes, reduced or shut down air or
sea freight. The less reliant the business is on large logistics and
distribution networks the less exposed the business is likely to be
to the risk arising from uncertainties in this area.
Access to global marketplace
Many countries around the world are closing their borders and
entering forms of social ‘lockdown’. Where a business is heavily
reliant on physical access to its customer base, both locally and
globally, to sell its goods and services, exposure to the risk of
uncertainty about how COVID-19 will impact the business in this
area will likely increase.
Workforce
Businesses which are reliant on a large workforce may be
significantly exposed to scenarios which result in large scale
reduction in availability of a productive workforce. For example,
this may be where employees are unable to work from home due
to the nature of work they do, childcare commitments as schools
and other childcare services are suspended, or directly due to
illness and other social distancing measures. Exposure in this
area will be driven by the ability of the business to manage its
productivity.
Relationship with funders
COVID-19 is likely to place strain on ability to meet covenants
and will also stress short-, medium-, and long-term cash flow
forecasts. These will potentially result in a need for renegotiation
of current lending arrangements. Management will need to
assess its relationship with its lenders and equity holders
regarding appetite and ability to provide further financial
support for the business going forward.
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Detailed scenario analysis
Once management has assessed the extent to which the
business is exposed to the risk of uncertainty arising from
each of the areas referred to above, amongst others which
management identifies may have an impact, they should use
this assessment to drive the level of detail and various scenarios
to build into their forecasts and models associated with each
area of the annual report considered to be affected. This
analysis should include, at a minimum, a worst-case “breaking
scenario”. This breaking scenario should consider how long the
business can sustain itself before it runs out of headroom if the
most detrimental of outcomes materialise both individually and
in combination with each other. Management should then work
back from the breaking scenario and adjust their forecasts and
models to anticipate impacts of various other outcomes, or a
combination of outcomes, in each of the areas the business is
identified to be exposed to a risk of uncertainty.
The more areas management identify that a business is exposed
to a risk of uncertainty as part of the initial exposure assessment,
the more detailed the scenario analysis will have to be. In
addition, the scenario analysis prepared for each area will need
to be continuously revisited as the social situation, Government
interventions and market reaction change continuously on an
almost daily basis.
Various scenarios should, subject to the limitations imposed
by financial reporting frameworks, include management’s
judgements and assumptions about the short, medium, and
long-term including a post-outbreak period. Examples of the
potential considerations are listed below:
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During outbreak period
• Numerous challenging economic conditions, both nationally
and internationally and whether there is a plan to assess
and respond to risks?
• Reliance on overseas trade arrangements for business to
continue and whether impacted by the various restrictions
either now or in the short and medium term?
• Potential for restricted trade within the UK and how this
impacts the business if enforced more strictly?
• Reliance on a key products and how the virus will affect
customer base and demand for these products?
• Ability to manage sunk costs and similar contractual
commitments under various potential scenarios?
• Ability to meet financial covenants and potential for
reduction in lenders’ appetite to negotiate?
• How the business can manage a loss of a significant
proportion of your workforce?
• Ability to balance payroll costs against producitvity?
• Sensitivity to recession or contraction in global markets?
Post-outbreak period
• Lasting changes in behaviour resulting from the outbreak,
e.g. levels of working from home and flexibility in working
hours and impacts on productivity?
• How long the economy will take to recover from the
disruption, including consumer confidence and asset prices?
• Changes in legislation regarding environmental impacts
of the outbreak, e.g. reduced pollution from reduction in
commuting traffic?
• Whether the reliance on European labour is re-established
and consequences of outbreak?
• How long some Government interventions last once the
country is classed as below a certain risk level?
• How long businesses take to catch up on items where
Government interventions have allowed relaxation of
payments and submission deadlines, e.g. Tax and VAT filings
and payments?
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