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Foreword

Annual financial statements will always be a critical

communication to investors and other stakeholders ( 6 us er s 6

But how effective will they be in explaining to your stakeholders
how the global COVID-19 pandemic has affected your

organisation?

While the focus over the last three years has been on explaining
the introduction of new International Financial Reporting
Standards (IFRS) dealing with revenue, financial instruments
and leasing, readers of the financial statements will want to
know how the global pandemic changed the business.

No matter what situation exists, preparers of financial
statements need to get the content right. When drafting the
financial statements that will be issued, management should be
mindful of what others have done 1 particularly businesses in
the same industry sector i when they tell their own COVID-19
story and they should never lose sight of what makes their
business unique. This will take time and effort because the
recognition, measurement and disclosure requirements set out
in IFRS issued by the International Accounting Standards Board
(IASB) can be complex and demanding.

Unfortunately, many users complain that IFRS generates
financial statements that are cluttered, and important
information is often hard to find.

Telling the COVID-19 story is not only about reflecting what the
financial reporting standards require disclosure on. It is also
about correctly applying the materiality concept to disclosure
and not being fearful of regulatory and stakeholder challenge.
Areluctance to deviate from well-established practices by
adoptinga 6 s a ff @ tmydsdi often results in duplication,
irrelevance and many 6 b o i | discjpdurastwhich is not
what users, including many securities and audit regulators,
want to see.

In light of COVID-19, those charged with the governance

of reporting entities, particularly those that are listed, have
another opportunity to reflect on how they want to tell their
story of their business activities throughout 2020 and how
they are responding to the pandemic. The art, rather than the
science, of issuing high-quality financial statements in 2021 is
to prepare those that will not only comply with all the technical
requirements set out in IFRS, but also effectively communicate
how the entity has adapted and reacted to the environment it
has been operating in.

This publication describes and illustrates how entities can
better tell their COVID-19 story using four key tools we believe
can help explain what has happened over the last 12 months.

Mark Hucklesby
Global Head IFRS Reporting
Grant Thornton International Ltd
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Summary of best practices

With encouragement from regulators and from the IASBitself,
entities around the world continue to innovate and introduce new
perspectives and insight into their financial statements. Every
entity, be it a company or not, should be looking to tell a unique
story of operations andactivities.

Given this, we have identified four themes i or best practices i we believe will prove
helpful when reporting the consequences of the COVID-19 pandemic throughout the X

financial statements. The four best practices are interdependent. Eachisa 6 t dhatl 6
should be used to a greater or lesser extent depending on the circumstances.

1Comply but communicate 2 Omit the immaterial

Telling the COVID-19 story effectively not only requires Make effective use of materiality to enhance the clarity and
entities to comply with applicable accounting standards conciseness of the financial statements.

and regulations, their financial statements should also

become an effective partof the wider communication to Incorrectly applying the concept of materiality is perceived to
their stakeholders. be one of the main drivers for overloaded financial statements.

Information should only be disclosed if it is material. It is

Be mindful that the financial statements are justone 6 p i & ¢ e material if it could influence u s e desisions which are based

the p u z avhea éommunicating with stakeholders. Make them on the financial statements.

more effective by considering the following:

A Holistic approach i ensure the overall communication is
effective by having a holistic approach. This means the
annual report, which includes the financial statements,
read as a whole, should deliver a consistent and coherent
message throughout.

A Betransparent with APMs i if using alternative performance
measures (APMs), do so transparently, making sure users do
not misinterpret them. Do this by providing useful additional A firstly, filter #1 is to consider if the underlying item (ie the

information which supports and explains how COVID-19 amount recognised or the unrecognised event or risk) is
has impacted the entity. itself material because of its size or its nature, and

A ifitis, filter #2 then applies to determine which specific
disclosures (and level of detail) need to be provided for
each item.

The materiality assessmentisthe 6 f i ih de@ding what
information to disclose and what to omit. Once it has been
determined which specific line items require disclosure, entities
should assess what to disclose about these items, including
how much detail to provide and how best to organise the
information in the financial statements. This can be done using
a two-stage filtering process as follows:
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3 Re-think the notes

Re-evaluate how the notes to the financial statements
are organised to improve their effectiveness as a
communication tool.

Being the largest section of the financial statements, the
notes can have the greatest impact on the effectiveness of
the financial statements as a communication tool. Improve the
effectiveness of the notesby:

A Re-organising the notes i move away from the traditional
order of the notes. Group the notes into various categories,
placing the most critical information upfront. COVID-19 has
placed a renewed emphasis on various elements within the
financial statements such as going concern, impairment
and how revenue is being recognised. Be mindful of the
importance of these topics to the readers of the financial
statements by making these some of the first topics that are
included in the notes to the financial statements.

A Signposting i assist users in navigating their way through
the financial statements through the effective use of
signposting, cross-referencing and indexing.

Getting it right

In making these changes, one thing does not change.
Financial reporting is a regulated activity and compliance
with these requirements is essential. Getting the content
of the financial statements right, particularly in light of

the COVID-19 pandemic will require the application of
professional judgement, care and attention to detail,
proper planning and project management, and making
sure fit-for-purpose systems and controls support the
amounts included in the financial statements.

4 Prioritise the policies

Thefinancial statements need only disclose the most
significant accounting policies. The disclosures made should
be relevant, specific to the reporting entity and in light of
COVID-19 explain how the accounting policies have been
applied throughout the reporting period.

The aim of accounting policy disclosures is to help users
properly understand how the amounts included the financial
statements were determined. Tomake accounting policy
disclosures effective preparers should:

A Make them significant i remove non-significant disclosures
that do not add any value, and make sure that new
accounting policies are included if, for example, government
grants have been received and the amounts involved
are material. Use judgement to determine whether the
accounting policies are significant and do not fall into the
trap of automatically including what was reported last
year. Consider not only the materiality of the balances or
transactions affected by the policy but also other factors
including the nature of the e n t iopeyatioss in light of
the pandemic.

A Beclear and specific i reduce generic disclosures (for
example those that summarise the recognition and
measurement requirements in the accounting standards)
and develop disclosures that explain in detail how the entity
has applied the policies (eg revenues that are recognised
over time as opposed to at a point in time).

A Articulate key estimates and judgements i effective
disclosures about the most important estimates and
judgements provide investors with a useful understanding of
the amount included in the financial statements. So:

T for estimates, focus on the most difficult, subjective and
complex estimates. Include details of how the estimate
was derived, key assumptions involved, the process
for reviewing the amounts disclosed and a sensitivity
analysis, and

T for judgements, provide sufficient background
information on each judgement, and explain how they
were made.
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Comply but
communicate

Telling the COVID-19 story
effectively not only requires
entities to comply with applicable
accounting standards and
regulations, their financial
statements should also become
an effective part of the wider

communication totheir stakeholders.




Holistic approach

It is iImportant that the content of the annual report is assessed
holistically to ensure it delivers a consistent and coherent

message to the users.

There are many powerful social media channels available to
entities to corroborate disclosures in the financial statements,
so preparers of the financial statements should be mindful of
this when drafting their financial statements. Depending on
jurisdictional requirements, the annual report will typically
include financial statements, together with management
commentary providing further insightintothee nt i t y o s
governance, strategy and business developments (often
including corporate, environmental and social responsibility). It
might also report on how the organisation is managing various
forms of capital that are part of its operations and activities,
such as financial, manufactured, intellectual, human, social
and relationship, and naturalcapital.

IFRS guidance

IAS16 Pr e s e of FinandiabSrt a t e raekmowlsdges
that any entity may present, outside the financial
statements, a financial review that describes and explains
the main features of an e n t ifihapc@akperformance, its
cash flows and its financial position, and the operation
uncertainties and risks it faces. In light of COVID-19, every
reader of the financial statements will be interested in this.

Although reports and statements presented outside
financial statements are beyond the scope of IFRS, reports
and statements on sustainability are becoming essential,

Eventhough reports and statements outside financial
statements are excluded from the scope of IFRS, very often
they will not be beyond the scope of other types of regulation.
Telling users what they need to know in a digestible manner
about the significance of non-financial information (egclimate
related matters such as those set out by the Task Force for
Climate-related Financial Disclosures (TCFD) click here), and
how COVID-19 may or may not have impacted it, will be of
great interest to users and will likely go a long way to help
satisfy any regulatory requirements.

Asdefined in the recently updatedReporting Framework issued
by the International Integrated Reporting Council (IIRC), an
integrated report should be a concise communication about
howanor g an i sswategypgovérsance, performance and
prospects, in the context of its external environment, lead to

the creation of value over the short, medium and long term.
The lIRC have produced an interesting article on dntegrated
reporting post COVID-19¢(issued in May 2020), linking the
pandemic to the six forms of capital.

particularly in industries in which environmental factors
are significant and when employees are regarded as an
important user group.

The IASBissued in 2010 a Practice Statement called

6 Ma n a g €€menmte n twhich prdvides abroad,
non-binding framework for the presentation of commentary
that relates to financial statements that have been prepared
in accordance with IFRS Standards. It is currently being
updated and an exposure draft is due to be issued in

Q2 2021.

Remember it is still important that certain information set out
in IFRSis included either in the financial statements or in the
notes. Be careful not to place information outside the financial
statements that should be included within them.
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Are the messages consistent and coherent?

Although information presented outside the financial A are you emphasising the right things, and does your
statements is not governed by IFRS; it is important to provide latest reporting period compare with what you may have
a consistent and clear message throughout an annual report. previously reported?
In preparing the annual report containing financial statements A are you using the same terminology between the financial
the following matters should be considered: statements and the management commentary? For
A what is important to the business, what are its main example, if you refer to the statement of financial position as
objectives, and did they change as a result of the COVID-19 the balance sheet, is this done throughout the entire annual
pandemic? If yes, then explain, to an appropriate extent, report i rather than switching between the two titles?
what has happened A if you are disclosing APMs, either in your financial statements
A are the messages consistent throughout the annual report or elsewhere, can they be reconciled to IFRS-based amounts.
and within the financial statements? If significant changes Refer to our section on APMs for more details.
have been made during the last annual reporting period, A does information aboutkey business developments leave out
either dealing with unforeseen positive or negative outcomes information that can be found elsewhere (for example, on
from the pandemic, has sulfficient attention been given to thec o mp a wepsitey?

this throughout the entire annualreport?

Example’i providing a consistent and coherentmessage

Ac o mp a key dbjective is to maximise growth. One of financial statements which have key disclosures on business
its key indicators in achieving this is their reported revenue. combinations (including disclosures about the impact on

In the annual report theydiscuss in the management the new business to future revenue), revenue and operating
commentary how COVID-19 has impacted their revenue, segments and subsequent events. They also link these
comparing their targeted revenue amountsto their disclosures to the overall COVID-19 disclosure note where a
actual. They also discuss their intentions forthe future similar overview to management commentary is provided.

to maintain their growth targets. This story links to the
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Betransparent with APMs

APMs are performance metrics that are either not defined in
IFRS, or are calculated differently from the requirements in IFRS.
Many companies disclose APMsin the financial statements or
elsewhere in the annual report. Examples include:

A revenue including share of joint ventures and associates

A EBITDA

A measures of profit or loss that exclude certain items.

IFRS guidance

Although APMs are not defined in IFRS,there is some limited
guidance in this area.

IAS1 requires entities to disclose additional6 headi ngs

ands u b t anthte ktatefnent of profit or loss and other

comprehensive income when relevant to understanding its

financial performance. IAS 1 as it currently stands requires

these amounts to be:

A made up of amounts recognised and measured in
accordance with IFRS

é\ presented and labelled clearly and understandably
consistent from period to period

A be displayed with ho more prominence thanthe required
subtotals and totals.

The Basis for Conclusions to IAS 1 discusses operating

When an entity includes such a subtotal for results of
operations, it should include all expenses and income that
areofan 6 o p e r rad ti W \yendf some items occur
irregularly or infrequently or are unusual in amount. For
example, it would be inappropriate to exclude items clearly
related to operations such as inventory write-downs and
restructuring and relocation expenses. Similarly, itwould
be inappropriate to exclude items on the grounds that
they do not involve cash flows, such as depreciation and
amortisation expenses.

There is also guidance in IAS336 Ear mer8lyar e 6
regarding alternative earnings per share calculations.
Alternative EPSamounts should use the same denominator
and are required to be disclosed in the notes to the financial
statements (however disclosing on the face of the statement

profit (which is not defined in IFRS, however there is currently of financial performance is not prohibited) with basic and

an exposure draft on issue that proposes a definition T
referto 6 Wa tthish p a orepage 9 for more details).

diluted amounts having equal prominence.
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Why are they anissue?

A The use of APMs has been increasing over recent years,and A APMs can be good if they are used by management to

it is now quite rare for an entity not to include them when monitor the business and make decisions over time. In

reporting on their operations and activities. light of COVID-19, there could well be an insightful story
A APMs can certainly help in telling the story of how COVID-19 to be shared with the readers of the annual report and

has impacted operations when they are used appropriately. the financial statements that can be told using APMs

But by contrast, non-transparent, inconsistent or selective appropriately.

use causes confusion. Therefore, securities regulators A APMs can be bad when they are used to mask underlying

around the world have warned entities to use APMs with performance or show the reporting entity in an

caution and not to create new measures to explain the inappropriately flattering light. COVID-19 has brought

impact of the pandemic on their operations and activities. attention to going concern issues, and potentially overly

optimistic management assumptions underlying the
carrying amounts of assets.

If using APMs, what should you do?

When preparers are using APMs they should:

Carefully define the APMsthey have used and explain how they have been calculated. Whilesome APMs
may be self-evident (eg EBITDA), others might be calculated in a number of different ways.

Explain why they are using particular APMs and why they are useful.
Label the APMs clearly and distinguish them from IFRSdisclosures.

Ensurethe measures are unbiased, (eg non-recurring gains should be treated in the same way as non-recurring
losses and there is transparency with the definition ofé nere cur ri ngod) .

Reconcilethe APM amounts to the IFRS disclosures made if it is not immediately clear where the numbers
come from.

Use measures consistently each year and explain any changes to the disclosures. If changes are made then
comparatives, and any accompanying reconciliations, should be adjusted accordingly.

Avoid presenting the APMs with more prominence than the IFRSdisclosures.

SIOIGIOICIOIE)

These best practice principles are consistent with those issued by the European Securities Markets Authority (ESMA) in June
2015. ESMAregulates EUfinancial markets. Recently ESMAissued a publication reminding entities of the main principles of
the APM guidelines. Their publication, 6 Qu e s tanddAnssvers, Guidelines on A P MgisSued in April 2020), recommends
entities to use caution when adjusting APMs and when including new APMs to address the impact of COVID-19.
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Examplei reconciliation to an IFRSdisclosure

Inan e n t imanagement accounts they include an
adjusted EBITDA calculation. Asthis is not required by IFRS,
they use APMs to add this in. Asit is not directly reconcilable
to an IFRS line item, they provide a reconciliation as follows:

Non-IFRS measures: adjusted EBITDA

2020 2019

Profit before tax X X
Add
back: X X

Net interest expense

Depreciation X X
Amortisation X X
EBITDA X X

Cost adjustments:

i impairment of other X i
intangibles

Income adjustments:

i profit on disposal of X i
investment property

Adjusted EBITDA X X

Watch this space i a new disclosure standard iscoming

The IASB for the last few years has been working on a project

toenhancethed pr i natd ipd els dhe objecivi of
this project is to improve existing guidance in IFRS that helps
entities to determine the basic structure and content of a
complete set of financial statements.

The aim is to develop a disclosure standard that improves
and brings together the principles for determining the basic

structure and content of the financial statements, in particular

the notes.

In December 2019, the IASBissued an Exposure Draft
6 Ge n Presantatonand Di s ¢ | oT®eaiExpessiré Draft

proposes to replace IAS 1 with a new IFRS and amend several

other IFRS Standards.

The impact ofthe proposals would include:

A changes to the structure of the statement of profit
or loss

A more minimum subtotals, including asubtotal for
operating profit

A new requirements on disaggregating information in the
financial statements

A new disclosures about unusual items, management
performance measures and the analysis ofexpenses

A limited changes to the statement of cash flows and
statement of financial position.

For more information on this Exposure Draft refer to our
IFRS Alert 2020-01.
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The concept of materiality is used throughout financial reporting
and auditing. Put simply, information is material if it could
reasonably be expected to influence the decisions made by
users which are based on the financial statements.

Using materiality when deciding how to account for
transactionsis familiar. For example, some entities use
a6capit dlhir esbblodwidid purchases of
property, plant and equipment are expensed immediately.
But materiality also acts asa 6 f i ih de@ding what
information to disclose i and what to omit. This filtering
process is the focus ofthis section.

IFRS guidance i materiality definition

Information is material if omitting, misstating or
obscuring it could reasonably be expected to influence
decisions that the primary users of general purpose
financial statements make on the basis of thosefinancial
statements, which provide financial information about a
specific reporting entity.

Why is materiality an issue?

The disclosures in IFRS are voluminous. Some are labelled
as 6 mi n i requireréents. Some IFRS standards include
a disclosure objective along with examples of the types of
information that might meet the objective. In all cases, however,
entitiesd o méetl to disclose informationifi tindreaterial.

Traditionally, however, many entities have taken a checklist
approach. Why is this? It can seem easier to simply include a
disclosure than to make a difficult judgement about whether it
is material or not. The incentives i such as the risk of regulatory

challenge i have traditionally been slantedtowardsa é s af et y

firstd Bupthpetide & oolwturning. The new consensus
is that including immaterial information is not only unnecessary
T it actually reduces the usefulness of the financial statements,
and therefore preparers, together with their auditor need

to be bold and no longer include information that falls into

this category.

IFRS guidance i materiality practice
statement

The IASBhas issued a practice statement @pplication of

materiality to financial statementséThe aim is to help

management apply the concept of materiality. The scope

of the statement is the financial statements as a whole,

not only the notes. The statement provides guidance in the

following three mainareas:

A characteristics of materiality

A how to apply the concept of materiality when making
decisions about presenting and disclosinginformation
in the financial statements

A how to assess whether omissions and misstatements
of information are material to the financial statements.

The key messages in the statement are in line with this
publication. However, the practice statement gives some
useful further guidance.
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What information about COVID-19 should be disclosed?

In deciding what information to disclose, it can be useful to think about the broad types of disclosure that IFRS requires i and
this does not change for COVID-19 reporting. Most IFRS disclosures can be classified into four types:

Analysis of amounts in the primary statements
Unrecognised items

Event-driven disclosures
Risks and uncertainties.

The table shows examples of the types of disclosure under each category:

Analysis of amounts in the primary
statements

A Components of lineitems

A Reconciliations and roll-forwards

A Explanations of balances

A Assumptions and valuation methods

Unrecognised items

A Capital commitments

A Contingent liabilities

A Deferred tax not recognised
A Post-reporting date events

COVID-19 reporting could fall into all types of disclosures
under each category noted above as it is highly dependent on
an e n t iownycidcemstances and operations and how they
have been impacted bythe pandemic.

Entities should also think about removing some other types of
disclosure even though they may be considered useful by a
very small group of investors. Remember that IFRSis allabout
the provision of general purpose financial statements, not
financial statements for a specific purpose or certain users.

There are a few disclosures that are almost always considered
material in practice, and if there is any impact from COVID-19
on these areas itshould be disclosed.

12 Telling the COVID-19 story

Event-driven disclosures

A Business combinations

A Discontinued operations
A Materiality definition

A Impact of COVID-19

A Related party transactions

Risks and uncertainties

A Risk disclosures
A Sensitivity analysis
A Going concern

Disclosures that are almost always
material:

A significant uncertainties about goingconcern
A related party transactions
A key management personnel compensation.

The challenge lies in deciding what to disclose about an
underlying transaction or line item that is itself material. This
is not just an 6 iomo u dledision. It might be appropriate to
provide only some of the disclosures in the applicable IFRS.
Decisions also need to be taken about how much detail to
provide and how best to organise the information.



The flowchart below outlines a high-level decision-making process. Consider it a process of applying two 6 f i I thesfirstoige
assessing the underlying item itself, and the second the specific disclosure relating to that item:

OFi #16&r OFi #R&r

Determine which specific disclosures to provide for each
Is the underlying COVID-19 outcome underlying item:
itself material because of its size? 1 Identify the applicable IFRSdisclosures
2 Filter out disclosures that are irrelevantto u s e mesd$
3 Consider whether the entity should provide additional disclosures

No not specified in IFRS
4 For relevant disclosures, determine level of detail and emphasis
Is the underlying COVID-19 outcome itself to provide
material because of its nature? 5 Determine most appropriate format and location for disclosures

6 Consider if any specific disclosures require prominence or signposting.

No disclosures about underlying item needed

How do the two filters apply when opting what to disclose regarding COVID-19?
Filter #117 material because of the size of the underlying item

Most disclosures provide more informationaboutan 6 u n d e r | liypraotige some entities might use quantitatve6 benc heasar ks 6
i t dema lineitem, unrecognised amount, risk or event). a starting point for their assessment, but there are no 6 h aandd

The size-based materiality assessment therefore looks to the f a sulesbAsimple benchmark, such as a percentage of profits
underlying item, not the disclosure itself. In respectto COVID-19,  or total assets/liabilities, may not always tell the full story.

the underlying item is not the pandemic itself, it could be say

6 i mp a itaimaagible fixed assets as a result of COVID-1 9 6 .

Examplei contingent consideration

Acompany has purchased a business (which was soldas a year-end is only 2% of total liabilities and is not considered

consequence of COVID-19) and some of the consideration material. However, the total amount that might be payable to
isan 6 e aor unarrdngement. The acquirer measures the the vendor could be up five times higher, depending on future
liability for the earn-out at fair value as required by IFRS 3 results. Therefore, the company should provide information

6 Bu s iCmoearsbsi n a The valmagod uses both observable about ma n a g e mfeinvallé sstimate in accordance with

and unobservable inputs. The fair value of theliability at IFRS136 F &¥alueEst i mat es 0.

It is equally important to consider materiality on both an
individual and a collective basis. The impact to COVID-19 on Exam pIe T1im pai rment write-downs
one area may be immaterial in isolation, but when combined
with all the areas impacted by COVID-19 the overall effect
might be material.

An entity impacted by COVID-19 has made impairment
write downs to all of its intangible fixed assets. Individually
these write downs are immaterial but in aggregate they
are material to the e n t ilossyod the year and therefore
detailed disclosure has been provided in the financial
statements.
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