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This article aims to:
Summarise the accounting and financial 
reporting effects of COVID-19 
that could potentially affect 
companies operating under 
the US GAAP. 
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As COVID-19 continues 
to affect the business 
operations and work 
environment, some of the 
key developments that have 
taken place under the US 
GAAP amid COVID-19 are 
highlighted in this article.

Effective dates of leases 
and revenue standards 
deferred for certain 
entities
The Financial Accounting Standards 
Board (FASB) has deferred the 
effective dates of the leases and 
revenue recognition standards by 
one year for certain entities. 

Accordingly, the standard on leases 
(Accounting Standard Codification 
(ASC) 842, Leases) would be 
applicable in the following manner:

a) From 1 January 2022 (earlier 
1 January 2021): For private 
companies being a company that 
is not:

i. A public business entity

ii. A not-for-profit entity that has 
issued or is a conduit bond 
obligor for securities that are 
traded, listed or quoted on 
an exchange or an over-the-
counter market or 

iii. An employee benefit plan 
that files or furnishes 
financial statements with or 
to the Securities Exchange 
Commission (SEC).

b) From 1 January 2020 (earlier 1 
January 2019): For public not-
for-profit entities (i.e. not-for-
profit entities that have issued 
or are conduit bond obligors 
for securities that are traded or 
quoted on an exchange or an 
over-the-counter market) that 
have not yet issued (or made 
available for issuance) financial 
statements reflecting the 
adoption of ASC-842 as of 3 June 
2020.

The FASB deferred the mandatory 
effective date of ASC 606, Revenue 
from Contracts with Customers 
from 1 January 2019 to 1 January 
2020 for private companies (as 
given in point (a) above) that have 
not yet issued (or made available 
for issuance) financial statements 
reflecting the adoption of ASC 606 
as of 3 June 2020.

The FASB also indicated that it will 
continue to monitor the need to 
change mandatory effective dates 
of other new standards, and the 
‘sunset date’ of the reference rate 
reform standard (ASU 2020-04).

Accounting for 
COVID-19-related rent 
concessions
In addition to deferring the 
mandatory effective date of the 
leases standard (ASC 842) for 
private companies and public not-for-
profit entities for an additional year, 
the FASB has provided a simplified 
approach that companies may use 
to account for COVID-19 related rent 
concessions.

The FASB staff issued a Q&A that 
provides a practical expedient for 
certain rent concessions granted in 
response to COVID-19. Discussions 
with the SEC staff affirmed their 
support for the FASB staff Q&A.

The practical expedient permits 
a company (lessees and lessors) 
to forgo an evaluation of the 
enforceable rights and obligations of 
the original lease contract. Instead, 
the company may account for the 
rent concessions, regardless of their 
form (e.g. rent deferral, abatement 
or other) either:

• As if they were part of the 
enforceable rights and obligations 
of the parties under the existing 
lease contract or

• As a lease modification.
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The practical expedient is available to all companies, 
regardless of whether they account for their leases 
under ASC 842 or ASC 840, Leases.

Eligible concessions are those that are COVID-19-related 
and do not result in a substantial increase to the rights 
of the lessor or the obligations of the lessee. As an 
example, the staff refers to leases for which the total 
payments required by the contract will be substantially 
the same as or less than the total payments required by 
the contract pre-concession as eligible for the practical 
expedient.

Ineligible concessions remain subject to the general 
guidance under ASC 842 or ASC 840, under which a 
company generally determines the accounting for rent 
concessions based on whether the concession was 
required by the terms and conditions of the original 
contract (including the laws and regulations of the 
jurisdiction governing the lease).

Compensation and benefits -  
Share-based payment awards
Companies are mitigating the financial reporting effects 
of COVID-19 by revising or providing new compensation 
and benefit arrangements. Changes in a company’s 
financial performance and market conditions owing 
to COVID-19 may have a significant effect on the 
accounting for share-based payment awards. Some of 
the key considerations are as follows:

• Performance conditions: For awards with 
performance conditions, compensation cost is 
recognised when it is probable that the performance 
condition will be achieved. Due to recent events, 
the probability assessment of performance-based 
awards should be reevaluated to determine whether a 
reversal of compensation expense is required. 

• Market conditions: Companies may grant awards 
with a market condition (e.g. the company’s 
shares achieve a specified price). The likelihood 
that the market condition will be met is captured 
in the estimate of the grant-date fair value. The 
related compensation cost is then recognised over 
an employee’s derived service period or a non-
employee’s vesting period. A change in the likelihood 
of meeting the market condition (e.g. due to the 
current uncertainty and volatility in the markets) does 
not affect the total amount of compensation expense 
recognised over the service or vesting period.

• Modifications: A company that changes the terms or 
conditions of an existing award must assess whether 
that change results in a modification of the award. 
Changes to a service, performance or market condition 
generally require modification accounting. Modification 
accounting is applied when the fair value, vesting 
conditions or the classification of the award are not 
the same immediately before or after the modification. 
Further, modifying share-based payment awards may 
have tax consequences. 

Revenue recognition
Price concessions 

Companies may offer, or customers may expect, price 
concessions in response to a decrease in customer 
demand. These concessions can be explicit or implied 
from past business practices, published policies or 
specific statements. 

If a company expects to provide a price concession (e.g. 
because it has established a pattern in the past), then it 
includes the estimate of the concession in the amount of 
consideration to which it ultimately expects to be entitled 
(i.e. the transaction price).

If a company grants a price concession when there is 
no previous pattern of concessions, then the company 
accounts for that price concession as a contract 
modification affecting price only. 

If a company has not explicitly granted a price 
concession, but fails to collect amounts under an existing 
contract, it must determine whether the amount is an 
implicit price concession (which reduces revenue) or as 
a bad debt expense. Making that determination requires 
judgement. 

Customer credit risk 

Customer credit risk may continue to increase as 
sluggish economic activity persists and unemployment 
and underemployment rises. This will have an effect 
on receivables and contract assets, and potentially the 
timing and amount of revenue to be recognised in the 
future. 
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Credit risk is also a factor in determining whether 
a contract with a customer exists under ASC 606. 
For a contract to exist, it must be probable that 
the company will collect substantially all of the 
consideration to which it expects to be entitled (the 
collectability criterion). This amount includes an 
estimate of potential price concessions (see above). 

If the collectability criterion is not met at contract 
inception (or on contract reassessment, see below), 
then the company applies a deposit model. That 
model allows for revenue to be recognised only if 
the company receives non-refundable consideration 
and if certain events have occurred. 

A company does not reassess the collectability 
criterion for existing contracts unless there is a 
significant change in facts and circumstances 
that results in a significant deterioration in the 
customer’s creditworthiness. If a company 
determines on reassessment that collectability is 
no longer probable, then it discontinues using the 
general revenue model and follows the deposit 
model.

(Source: ‘Quarterly Outlook - June 2020 edition’ 
issued by KPMG LLP – a Delaware LLP and  
the U.S. member firm of KPMG network)
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