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Introduction
Hello and welcome. I’m Reinhard Dotzlaw, a partner at KPMG in Canada and global 
IFRS and corporate reporting leader.

As we approach the end of 2022, your company, your employees and your 
customers face a tough set of challenges. While climate-related matters continue 
to top the list of priorities for investors and other stakeholders, we are all 
confronted with an unusually challenging macroeconomic environment: not least 
due to the impacts of inflation, rising energy prices, the Ukraine-Russia conflict and 
the continued threat of COVID-19.

So companies have much to consider as they get their year-end financial reports 
ready.

We’d like to help. I’ve asked members of our International Standards Group to 
share their thoughts on some of the burning questions at this year end.

Each will introduce themselves and then take you through some key 
considerations. We’ll be brief and to the point, and direct you to some helpful 
resources at the end.
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Climate-related matters
I’m Gabriela Kegalj, and I’d like to talk about communicating the impacts of climate-
related matters in your financial statements.

All companies face climate-related risks and opportunities – the question to 
address for year-end reporting is: what are the potential impacts for your company, 
now and in the future?

Investors and regulators will look to your annual report – the financial statements 
at the back and the discussion at the front – to understand the impacts. They 
want to know the effects on your business model, cash flows, financial position 
and performance: how do climate-related risks and opportunities bear upon your 
company now and more generally on your long-term prospects? So, you need to 
carefully consider the extent of climate-related information you provide.

Keep in mind that users are calling for better connectivity between the front part 
of the annual report and the financial statements. For example, if management’s 
critical assumptions disclosed in the front part are different to those applied in the 
financial statements, users want to understand why.

So I would highlight three key considerations for your climate-related information:

– Clarity: What key judgements and estimates made in preparing the financial
statements are affected by climate-related matters? And is this impact made
clear from the disclosures provided?

– Connectivity: Are climate-related assumptions that are included in the front
part of the annual report consistent with the financial statements? If not, think
about providing additional explanations in the annual report to explain why
they diverge.

– Expectations: Have you factored in the expectations of your regulator?
For year-end reporting, some have outlined these in quite a bit of detail.
Whether it’s advising issuers to avoid boiler-plate disclosures in the
financial statements or cautioning against “green-washing” or being overly-
promotional in the front part, climate-related matters have been identified as
priority number one.

Finally – keep monitoring the developments on sustainability reporting. The newly 
formed ISSB is working to finalise its first two sustainability disclosure standards – 
on general requirements and climate-related requirements. You’ll need to monitor 
your jurisdictions’ response – at the parent-company level and wider, across the 
group – and understand how and when you need to implement them.

Estimating in uncertain times
I’m Matt Cook, and I’d like to talk about making estimates in times of uncertainty.

You should be proactive in planning, and making necessary adjustments to your 
processes and controls for making estimates. This includes engaging with your 
audit committee and your auditors early and often.

There are three key questions:

1) Which estimates are more complex, subjective or uncertain?

2) Are the methods, assumptions and data used in these estimates
appropriate?

3) What do you need to communicate to the users?

In particular, you should bear in mind that because conditions are subject to rapid 
change:

– the key sources of estimation uncertainty may be different to last year; and

– the degree of variability in key sources of estimation uncertainty may also be
greater than in the past.
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If an estimate includes assumptions that are highly sensitive to changes in 
economic conditions, then the range of reasonably possible measurement 
outcomes is likely to be significant. So it will be crucial that your disclosures help 
your readers understand the sources of estimation uncertainty and the significant 
judgements made.

Going concern
My name is Genevieve Naik and the issue I’d like to address is going concern – both 
the assessment and related disclosures.

Many companies are facing challenges in these uncertain times. Deteriorating 
economic conditions and general economic uncertainty is even impacting the 
ultimate survival of some companies. So you need to assess your company’s ability 
to continue as a going concern. You need to focus on whether your company has 
sufficient liquidity to continue to meet its obligations as they fall due.

In particular, there are three things you need to consider:

1) whether your budgets and forecasts have been updated for this rapidly 
changing economic environment;

2) different economic scenarios, including a severe but plausible downside 
scenario; and

3) whether your mitigating plans are achievable and realistic.

The fact that you were able to get financing in the past does not mean you can now, 
and the cost of financing is likely to be higher in the current circumstances.

Remember – your going concern disclosures will be scrutinised in more detail if you 
identified material uncertainties, or if it was a close call – which means there are 
no material uncertainties, but you’ve made significant judgements in reaching that 
conclusion.

No-one can predict the future accurately and the going concern assessment 
may not be easy, but investors and regulators expect a robust going concern 
assessment and transparent disclosure of uncertainties. They will want to know 
how you performed the assessment and the judgements involved.

Impairment of non-financial losses
I’m Hayley Pang, and I’d like to talk to you about impairment testing of non-financial 
assets.

Impairment testing is an area in which significant judgement is required. The more 
uncertain the outlook for companies, the greater the complexity and subjectivity 
involved. For many companies, the challenging environment results in an increased 
risk of impairment.

When performing your impairment testing this year end, there are a few key things 
to think about.

Firstly, is there an indicator of impairment? Consider how the profitability of the 
asset and the discount rate are impacted by the economic environment including 
rises in energy prices, inflation and interest rates.

Secondly, have the key assumptions used to calculate recoverable amount been 
updated? The cash flows and discount rate should reflect the latest expectations 
for performance of the asset. In a high inflationary environment, companies often 
try to increase the prices of their products to compensate for increases in the 
costs of production. However, the ability to pass on these costs and maintain profit 
margins depends on the product and the company’s competitive position. High 
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inflation may also result in a change in consumer behaviour due to a decrease in 
disposable income. All of these factors need to be carefully considered.

And finally, do the disclosures provide useful information about the uncertainties 
which could impact the recoverability of assets, including the key judgements and 
estimates made.

Expected credit losses
I’m Colin Martin, and I’d like to discuss the challenge of estimating credit losses this 
year end.

Companies have to record today credit losses they expect to crystallise in the 
future. And the world is still facing economic disruption and uncertainty that makes 
it that much harder to do.

It involves considering, based on what we know today, different plausible future 
scenarios and then estimating how likely each one is and its impact on credit 
losses. ECLs need to reflect current conditions and future expectations, so think 
about:

– What sources have you used to form your view?

– How have your models and assumptions been updated, including potential or
actual withdrawal of government support?

– How has the credit risk of borrowers and other debtors been reassessed,
especially in an environment of high energy costs, inflationary pressures and
rapidly changing interest rates?

The operative word is expected. You can’t just wait until a customer stops paying 
you before you book a loss.

That also applies to trade debtors – so be careful with models for trade receivables. 
If they give a large weighting to historical data, you’ll need to be sure that history is 
reflective of the expected life of today’s receivables.

Information needs of investors are inevitably greater in uncertain times and this is 
particularly true for credit risk where there are a significant number of assumptions 
and estimates. It is important to remember to paint a transparent picture of a 
company’s credit risk exposure with year-end disclosures including how such risks 
are being managed.

Loss-making contracts
I’m Irina Ipatova and I would like to talk to you today about two topics: loss-making 
contracts and the new global minimum top-up tax.

First – loss-making contracts. Uncertainty and rising costs may result in some 
operations or contracts being loss-making. It may feel natural to recognise a 
provision straight away, but you need to pause and perform an analysis – for 
example, to determine whether a specific contract is onerous or your entire 
operation is loss-making.

If it is a contract, then you need to test it. Unless another standard provides 
specific guidance– for example, insurance or financial instruments – you apply the 
provisions standard. Don’t forget that the latest amendments to the provisions 
standard, which are effective this year, require a ‘direct cost’ approach. If you 
previously applied the ‘incremental cost’ approach, then you will need to recognise 
bigger and potentially more provisions for onerous contracts.

If your entire operation is loss-making, then things are different. You cannot 
recognise a provision for future operating losses. Read our seven-step guide to 
help you account for loss-making contracts.
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New global minimum top-up tax
Second – the new global minimum top-up tax.

Many jurisdictions are preparing to amend their local laws to introduce the global 
minimum top-up tax under the OECD’s Pillar 2 model rules. You may be asking how 
to account for those changes under IFRS® Accounting Standards, particularly the 
deferred tax impacts.

The good news is that the International Accounting Standards Board has agreed to 
provide practical relief from deferred tax accounting. I expect the Board to publish 
its proposals in January 2023. However, to compensate for the potential loss of 
information, companies would be required to provide new disclosures. I encourage 
you to do three things now:

– first: monitor the IASB’s standard-setting closely because we expect rapid
developments;

– second: together with your tax specialists, assess the impacts and monitor
the progress of implementation of the new rules into relevant jurisdictions’
tax laws; and

– last but not least: engage with your users to determine the appropriate level
of disclosures for your 2022 annual financial statements.

Closing comments
Thank you everyone for your insights on financial reporting in these challenging 
times.

A key theme here has been the growing demand from users and investors for 
meaningful disclosures. Connectivity is also critical, and any messaging that is 
inconsistent between the front and back of an annual report will be problematic. 
Clearly, assumptions and judgements will be central to financial statement 
measurements, and clarity of disclosures will be key.

And we have more. There’s much more information and guidance on these 
subjects and others in our online Uncertain times financial reporting resource 
centre. We’ve also recently launched a Sustainability reporting resource centre, 
which provides practical guidance to help you get ready for the new standards 
we’ve mentioned, capturing the latest thinking together with our insight.

A quick way to find this information is to type KPMG IFRS into your browser, or to 
follow KPMG IFRS on LinkedIn.

Thank you very much for joining us. Take care!

Reinhard Dotzlaw

https://home.kpmg/xx/en/home/insights/2022/03/financial-reporting-uncertain-times-resource-centre.html
https://home.kpmg/xx/en/home/insights/2022/08/issb-proposals-discussions.html
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