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Disclosure of material accounting policies

What's theissue?

IAS 1 Presentation of Financial Statements has
been amended’ to require companies to
disclose ‘material’ rather than ‘significant’
accounting policies.

Forming part of the International Accounting
Standards Board (IASB)'s Disclosure Initiative
project, the amendments aim to help companies
provide more relevant, company-specific
accounting policy disclosures.

Replacing ‘significant’ with ‘material’ means that
a company’s assessment will be based on a
defined term in IFRS Accounting Standards.
Further, companies can refer to the IASB’s
existing guidance when making materiality
judgements.

©

What's the impact?

The impact for companies will depend on the
existing accounting policy information they
provide.

Companies will need to assess accounting policy
information together with other information in the
financial statements.

For some companies, the impact may be
significant.

»

What's next?

Assess the potential impact now — the
amendments are effective for annual periods
beginning on or after 1 January 2023.

To help with this assessment, we share our
three-step approach along with our insight and
illustrative examples.

1 In February 2021, the IASB issued Disclosure of Accounting Policies (Amendments to IAS 1) and updated IFRS Practice Statement 2 Making Materiality Judgements.
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Disclosure of
material
accounting
policies

Our three-step guide sets out
a logical approach for
applying materiality
judgements to accounting
policy disclosures under
IFRS Accounting Standards.

m Three-step approach

m Step1-Isthe transaction, other event or condition material?
m Step2-Is the related accounting policy informationitself material?

m Step 3 - Determine what accounting policy information to disclose

lllustrative examples
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Three-step approach

m Three-stepapproach

When making materiality judgements about what accounting policy information to disclose, companies can follow a three-step approach.

Is the transaction, other event or

condition material?

(Step 1)

Yes

Is the related accounting policy Yes
information itself material?

(Step 2)

[

No accounting policy information Disclose material accounting policy

Go to Step 3

needs to be disclosed information

Determine what accounting policy

information to disclose

(Step 3)




Step 1 - Is the transaction, other
event or condition material?

N7A step1-Is the transaction, other event or conditionmaterial?

Materiality is a company-specific aspect of relevance Assessing materiality

-
.

Material item Go to Step 2 @

Information is material if omitting, misstating or obscuring it could reasonably be
expected to influence decisions that primary users make on the basis of a company’s
financial information.

Either the size or the nature of the item, or a combination of both, could be the
determining factor when assessing materiality of an item.

Items of immaterial size may be material due to their nature. For example,
compensation of key management is material due to its nature, even if it is
quantitatively immaterial to the company.

Other disclosure requirements in IFRS Accounting Standards and other events or
conditions related to the transaction apply, regardless of whether management assesses
accounting policy information to be immaterial.

For example, the disclosure requirements in IAS 37 Provisions, Contingent Liabilities and
Contingent Assets apply even if management determines that the accounting policy
information for provisions is immaterial to its financial statements.

EHEE | 5



Step 2 — Is the related accounting
policy information itself material?

KE] step?-Is therelated accounting policy informationitself material?

A company then considers:

+ if the users of its financial statements need the accounting policy
information to understand other information in the financial statements;
and

» whether the accounting policy information can reasonably be expected to
influence decisions that the users make on the basis of the financial
statements.

IAS 1 provides a non-exhaustive list of examples of when accounting policy
information is likely to be material, as follows.

} Change in policy during the period.
Policy chosen from one or more options permitted — e.g. fair value vs cost.

Policy developed in absence of directly applicable guidance in
IFRS Accounting Standards.

Significant judgement or assumptions required in applying the policy.

vV v v Vv

Accounting treatment is complex.

Related accounting policy
information is not material

Related accounting policy
information is material

No disclosure required

l

Disclosure required

Go to Step 3 5)




Step 3 — Determine what accounting
policy information to disclose

KN step3- Determine what accounting policy information to disclose

Generally, it is more useful to users when a company provides accounting
policy information that:

» focuses on how it has applied IFRS Accounting Standards to its own
specific facts and circumstances;

* includes judgements it has made; and

» avoids boilerplate information.

In some cases, a company may include information that is standardised, or
that duplicates or summarises the requirements of the Accounting Standards
—e.g. when:

* the accounting treatment is complex — e.g. a company applies more than
one accounting standard to the item; or

* local GAAP differs from IFRS Accounting Standards.

If a company decides to disclose immaterial accounting policy
information, then this information must not obscure other material
accounting policy information.
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Step 1 - Is the transaction, other
event or condition material?

Step 2 — Is the related accounting

Three-step approach policy information itself material?

Step 3 — Determine what accounting
policy information to disclose

Appendix: Disclosure Initiative
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lustrative example - Consolidation of subsidiaries

Enhancing an existing accounting policy

KPMG

Is the transaction, other event or condition material?

Yes. The Company controls a number of subsidiaries that are material
to the Group.

Is the related accounting policy information itself material?

Yes. Management has determined that it has ‘de facto’ control over
Subsidiary X despite owning less than half of X and having less than half of
the voting power. Because management considers this an area of significant

judgement, it determines that accounting policy information about

consolidation of subsidiaries is itself material to the financial statements.

Determine what accounting policy information to disclose
Management notes the following.

» The ‘control’ definition provided in Part A is standardised information
derived from IFRS 10 Consolidated Financial Statements. This information
might be useful for users because local GAAP requirements differ from
IFRS Accounting Standards.

* The consolidation procedures provided in Part B replicate the
requirements in IFRS 10. These might not be useful for users because
they are not company-specific and result in boilerplate accounting policy
information. Further, management assesses that its users are familiar with
how consolidated financial statements are prepared.

© 2023 KPMG IFRG Limited, a UK company, limited by guarantee. All rights reserved.

ounting policy extract

olled by the Group. The Group ‘controls’ an
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Step 1 — Is the transaction, other Step 2 — Is the related accounting Step 3 — Determine what accounting

Three-step approach event or condition material? policy information itself material? policy information to disclose

lllustrative examples
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lustrative example - Consolidation of subsidiaries cont)

Enhancing an existing accounting policy (cont.)

Determine what accounting policy information to disclose
(cont.)

Management revises its accounting policy information by:
* removing the standard consolidation procedures; and
+ retaining the standardised information about the ‘control’ definition.

m © 2023 KPMG IFRG Limited, a UK company, limited by guarantee. All rights reserved.
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Three-step approach

Step 1 - Is the transaction, other
event or condition material?

Step 2 — Is the related accounting
policy information itself material?

Step 3 — Determine what accounting
policy information to disclose

Appendix: Disclosure Initiative
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llustrative example - Financial assets: Business model assessment

Enhancing an existing accounting policy

o Is the transaction, other event or condition material?
Yes. Financial assets are material to the Group.

e Is the related accounting policy information itself material?

Yes. Management assesses that accounting policy information about the
business model assessment is itself material to the financial statements
because:

users may consider financial asset accounting complex; and

the business model objective affects classification and subsequent
measurement of certain financial assets directly.

Determine what accounting policy information to disclose

Management notes the following.

KPMG

Some of the information provided is standardised information — e.g. it
replicates the requirements in IFRS 9 Financial Instruments.

Standardised information might be useful for users because accounting
for financial assets and how the business model affects classification and
measurement can be complex.

Local GAAP requirements differ from IFRS Accounting Standards.
The information provided here and elsewhere in the financial statements
fails to explain the business model for specific financial assets.

© 2023 KPMG IFRG Limited, a UK company, limited by guarantee. All rights reserved.

ounting policy extract
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Step 1 - Is the transaction, other
event or condition material?

Step 2 — Is the related accounting

Three-step approach policy information itself material?

Step 3 — Determine what accounting

lllustrative examples Keeping in touch

policy information to disclose timeline

Appendix: Disclosure Initiative

ustrative example - Financial assets: Business model assessment cont)

Enhancing an existing accounting policy (cont.)

e Determine what accounting policy information to
disclose (cont.)
Management revises its accounting policy information to

include:

« certain standardised information about the business model
assessment; and

* more company-specific information about the business
model for the Group’s specific financial assets.

© 2023 KPMG IFRG Limited, a UK company, limited by guarantee. All rights reserved.
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Step 1 - Is the transaction, other Step 2 — Is the related accounting Step 3 — Determine what accounting

Three-step approach event or condition material? policy information itself material? policy information to disclose

lllustrative examples Keeping in touch timeline

lustrative example - Revenue: New type of contract

Updating an existing accounting policy

During the current period, the Group introduced a new type of contract that allows some
customers to return products in certain instances and exchange them for new items.

o Is the transaction, other event or condition material?
Yes. Revenue from this type of contract is material to the Group.

g Is the related accounting policy information itself material?

Yes. The new contract permits the customer to return products in certain
instances, requiring management to estimate expected returns when accounting
for revenue. Because management considers this estimation uncertainty
significant, it assesses that accounting policy information about the revenue from
this contract is itself material to the financial statements.

e Determine what accounting policy information to disclose

The new contract allows product returns but neither the existing accounting policy
nor other disclosures in the financial statements include this information.

A new refund liability and a right to recover returned goods asset are also
recognised in the financial statements.

Management determines that users need specific information about:
» the new contract terms;

» the impact on the accounting for revenue, including new balances recognised;
and

+ significant estimates made by management.

m © 2023 KPMG IFRG Limited, a UK company, limited by guarantee. All rights reserved.

nting policy extract
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Step 1 - Is the transaction, other Step 2 — Is the related accounting Step 3 — Determine what accounting
event or condition material? policy information itself material? policy information to disclose

lustrative example - Revenue: New type of contract con)

Updating an existing accounting policy (cont.)

Appendix: Disclosure Initiative

Three-step approach timeline

lllustrative examples Keeping in touch

Ing policy extract

e Determine what accounting policy information to
disclose (cont.)

Management revises its accounting policy information to include
information about:

» the new contract terms and the impact on the accounting for
revenue;

+ the new refund liability and right to recover returned goods
asset recognised; and

» the assumptions management made on future returns.

roducts.

oducts when the goods are delivered to and
es are generated at that point in time.
No discounts are provided for standard XYZ

an item. Returned goods are exchanged
offered.

elivered and have been accepted by

rn an item, revenue is recognised to the
nt reversal in the amount of cumulative

is adjusted for expected returns, which are
ecific types of paper, size, finish etc. In these
recover returned goods asset are

easured at the former carrying amount of

ver goods. The refund liability is included in
recover returned goods asset is included in

s estimate of expected returns at each

e asset and liability accordingly.”

New text denoted in italics

m © 2023 KPMG IFRG Limited, a UK company, limited by guarantee. All rights reserved. | 13
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Follow
'KPMGIFRS'
onLinkedin

or visit
kpmg.com/ifrs

Whether you are new to
IFRS Accounting Standards
or are a current user, you
can find digestible
summaries of recent
developments, detailed
guidance on complex
requirements, and practical
tools such as illustrative
disclosures and checklists.

IFRS Today

Blogs, podcasts
and videos

Tracking the
development of
IFRS Sustainability
Disclosure
Standards

Climate change
financial reporting
resource centre

Insights into IFRS®

Helping you apply
IFRS Accounting
Standards to real
transactions and
arrangements

Keeping in touch

News

Search all KPMG
articles on IFRS
Accounting
Standards

KPMG IFRS on
Linkedin

Follow us and share
our insights with
your connections

Financial reporting
in uncertain times
resource centre

Guides to financial
statements

Illustrative
disclosures and
checklists
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Step 2 — Is the related accounting
policy information itself material?

Step 1 - Is the transaction, other

Three-step approach event or condition material?

Appendix: Disclosure Initiative timeline

The IASB refines its
definition of ‘material’ to
make it easier to
understand and apply

October

2018

Disclosure of Accounting
Policies (Amendments to
IAS 1 and PS2) issued
by the IASB

February

2021

© 2023 KPMG IFRG Limited, a UK company, limited by guarantee. All rights reserved
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Step 3 — Determine what accounting
policy information to disclose

As part of the Disclosure
Initiative project, the IASB has
issued various amendments and
non-mandatory guidance to help
companies make materiality
judgements

Illustrative examples

Appendix: Disclosure Initiative

Keeping in touch timeline

September

2017

The IASB issues non-mandatory
guidance, IFRS Practice Statement 2
Making Materiality Judgements (PS2)

January

2023

Disclosure of Accounting Policies
(Amendments to IAS 1 and PS2)
effective for periods beginning on or
after 1 January 2023
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