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Hello, I'm Brian O'Donovan. I'm global IFRS and corporate reporting leader at
KPMG, and I'm a member of the IFRS Interpretations Committee — the IFRIC.

In November, the Committee discussed how to identify when an economy
becomes hyperinflationary. Now, hyperinflation is an issue across the globe. In
recent years, there have been debates about whether or not countries in Africa,
South America, the Middle East and South Asia are hyperinflationary.

This is a key judgement which results in a fundamental and pervasive change in the
basis of accounting for affected companies. So it's important there's a common
understanding of how to make this judgement.

The effects of hyperinflation on financial reporting

So - what are the accounting consequences of hyperinflation? \Well, IAS 29 — the
IFRS Accounting Standard on hyperinflation — explains that in a hyperinflationary
economy, reporting operating results and financial position in local currency in the
usual way just does not provide useful information.

The fact is, when money is losing its purchasing power very quickly, you just cannot
make meaningful comparisons between transactions that happen at different
times.

To address this, IAS 29 requires financial statements to be restated in the
measuring unit current at the reporting date. This improves the usefulness of
financial information but it can be complex. It can be costly to do in practice and
that's why it's so important that hyperinflationary economies are identified on a
consistent basis.
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Indicators of hyperinflation

IAS 29 lists five indicators that an economy is hyperinflationary. Four of the
indicators are qualitative. They're things like — Does the general population prefer
to keep its wealth in non-monetary assets or some other relatively stable foreign
currency? The fifth indicator? Well, that's quantitative. Whether the cumulative
three-year inflation rate is approaching or exceeds 100 percent.

The Committee was asked a number of questions about how companies apply the
indicators. But what the questions really boiled down to is whether everyone just
mechanically follows the 100 percent test or thinks about the assessment more
broadly.

The Committee reviewed the results of outreach about what stakeholders
actually do in practice. It does seem clear that the 100 percent test is indeed very
important. It's a relatively objective indicator, and that objectivity aligns with the
goal that hyperinflationary economies be identified consistently.

At the same time, the outreach also suggests that stakeholders do in practice
consider other factors, including but not limited to the qualitative indicators listed
in IAS 29. Overall the Committee concluded there is not material diversity in how
stakeholders identify when an economy becomes hyperinflationary.

Next steps

The Committee agreed to issue a tentative agenda decision — it's open for
comment until early February. So take a look — see if you agree with the
Committee’s conclusion, and whether you want to comment.
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