
 

 
 
 

THE EFFECTS OF COVID-19 ON THE FINANCIAL STATEMENT 2019 AND 2020 
 
Background 
On 31 December 2019, the World Health Organization (WHO) was informed that a limited number of 
cases of pneumonia were found in Wuhan, Hubei.   
 
On 7 January 2020, Chinese authorities identified a new type of virus, “Coronavirus (COVID-19)” as the 
cause.  
 
On 11 March 2020, the World Health Organization declared the novel of Coronavirus a global 
pandemic. 
 
The outbreak of COVID-19 has affected not just the health of people but also the health of the global 
economy: governments and private entities, had to take significant measures to contain the spread of 
the virus, including quarantine and limiting the movement of the people, restricting flights and travel 
and lastly schools, stores, plant and border closures. 
 
Consequently, most of the companies, belonging to different sectors such as healthcare, finance, real 
estate, motor vehicles, pharmaceuticals, tourism and retail entertainment have been affected directly 
or indirectly, which in turn caused a significant impact on financial reporting.  
 
This article considers the impacts of COVID-19 spotted on the reporting periods ending 31 December 
2019 and provides some insight on the key accounting implications, that the management needs to 
consider for the financial statements 2020 of Hong Kong companies.  
 
Financial statement as at 31 December 2019: 
The impacts of COVID-19 have been an evolving situation since late 2019, although the widespread 
has developed rapidly in 2020.  
 
How to treat this event in the financial reporting as at 31 December 2019?  
 
For the entities with reporting date at 31 December 2019 or before, the widespread of COVID-19 
occurred during the entity’s “subsequent events period”. 
 
In accordance of the HKSA 10, an event occurred between the end of the reporting period and the 
date when the financial statements are authorized for issue, is an “Event after the reporting period”.  
 
There are two types of subsequent events: 

(a) Adjusting: those that reflect conditions that already existed at year-end and that may 
represent a modification of the financial statements of the Company.  
 

(b) Not-adjusting: those that evidence conditions that did not exist at the year-end and should 
therefore not lead to a change in the accounts. However, when the events are of such 
importance that failure to provide information about them could distort the ability of users of  
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the financial statements to evaluate them, the disclosure of the financial statements 
should include information about the nature of the subsequent event with an 
estimate of its effect or, where appropriate, a statement about the impossibility of 
making such an estimate. 
 
In general, for the financial year ended 31 December 2019, the impact caused by COVID-19 
should be considered as a subsequent event type (b), requiring information on the disclosure 
of the financial statements.  
 

Financial statement after 1 January 2020:  
While all of the considerations and disclosures above would still apply, the management should 
consider the following points for the closing of the financial statement as at 31 December 2020:  
 

 Revenue recognition: as the result of the spread of the virus, the entities have faced a decline 
of the sales and the prices and an increase of the discounts and returns. 
 
Such factors should be considered in the assessments of the agreements with third parties. 
The management needs to check whether the previous estimates are still appropriate or 
whether it requires amendment of the customer agreements.  
 
In conclusion, an entity should review its revenue accounting policies and estimates to make 
sure they are still applicable given the current circumstances. 
 

 Measurement of inventories: inventories are measured at the lower of cost and net realizable 
value (NRV), as at the reporting date. When determining the net realizable value of inventory, 
management must assess the estimated selling price of the goods less the estimated cost of 
completion and the estimated costs necessary to make the sale.  
 
Given the current market, the entities need to assess whether it is necessary to write down 
to net realizable value, due to reduced movement in inventory, or an increase in selling costs 
or lower selling prices.  
 

 Property, plant and equipment (PPE): the closure of the production units, owing to the 
lockdown have caused a problem of underutilization/non-utilization of PPE. Hence, the 
management needs to review the estimate of the useful life and the residual value of the 
assets of the company.  
 
However, according the HKAS 16 Property, Plant and Equipment the depreciation does not 
cease when the asset becomes idle or is retired from active use unless the asset is fully 
depreciated. Therefore, entities shall continue to recognize depreciation while that asset is 
temporarily idle. 
 

 Government grants: to boost the local economy, the Hong Kong SAR Government launched a 
series of support measures in response to COVID-19 for business and individuals, including 
employment support schemes (e.g. wage subsidies), sector-specific reliefs (e.g. cash subsidies 
to retail), rent concessions and provision of concessionary interest loans with government 
guarantees. 
 
For the annual report, the management should consider whether this type of assistance 
received from the government meets the definition of a government grant in HKAS 20.  
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 Rent concessions: due to the COVID-19 pandemic, rent concessions have been offered by 
lessors to lessees.  
 
An amendment to HKFRS 16, has been issued “Covid-19-Related Rent Concessions”, which 
inserted a practical expedient for lessees. It grants the lessee an option to not apply for the 
lease modification provisions where lease concessions are a direct result of the COVID-19 
pandemic subject to the issued criteria. 
 
In this way, if the entity chooses this election, there will be no impact on the financial 
statement.  
 

 Impairment of non-financial assets (including goodwill): under HKAS 36, at the end of each 
reporting period, companies are required to assess whether there is any impairment for non-
financial assets. An asset is impaired when a company is not able to recover its carrying value, 
either by using it or selling it.  
 
In the assessment of impairment indicator, the directors have to take into the adverse impact 
on companies caused by measures, taken by governments, to stop the spread such as 
temporary manufacturing plant closures, limiting the movement of the people and restricting 
flights and travel.  
 

 Fair value measurements: an increase of the volatility of the pricing and a relevant reduction 
in the volume of transactions, are the main effects of the COVID-19 on the financial market.  
This could lead a change in the assumptions used to measure fair values of the financial 
instruments such as discount rates, credit-spread/ counterparty credit risks, etc.   
 

 Going Concern: management’s going concern assessment has been significantly affected by 
the current situation. HKAS1 states that at each reporting date, management is required to 
assess the entity’s ability to continue as a going concern and consider all available information 
about the future, which is at least, but is not limited to, twelve months from the annual 
reporting date. 
 
The measures taken to contain the spread of the virus and the current uncertainty about the 
economy and the future should be consider in the management’s going concert assessment.  
Where management is aware of material uncertainties that cast doubt on the entity’s ability 
to continue as going concern, the entity should disclose that material uncertainty in the 
financial statements. Where these uncertainties are so pervasive to not guarantee the ability 
to going concern, the financial statements must not be prepared on the going concern 
principle, but have to be prepared on another basis, such as a liquidation basis.  

 
Conclusion  
A year later, the COVID-19 pandemic continues to impact companies and people in different ways. 
While some governments are starting to ease restrictions, others continue to enforce lockdown 
measures. 
 
As the situation is currently moving, the management of the companies need to check and update 
constantly to ensure all the judgements made are current based on the information available at the 
latest date possible.   
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