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1. Overview 
In recent years, there have been a number of events around the world, 
including geopolitical instability and conflicts, pandemics and natural 
disasters, that have led economic uncertainty that impacts entities globally. 
In turn, this raises many IFRS accounting considerations. Entities may be 
impacted by fluctuations in commodity prices, foreign exchange rates, 
restrictions to imports and exports, supply chain disruptions and possible 
slowdowns in global economies. 

Inflation rates and interest rates globally remain high. Higher inflation has 
prompted central banks around the world to push up interest rates. Entities 
that have debt face increased borrowing costs and, potentially, higher 
refinancing costs in the future. Furthermore, many IFRS standards use 
discounting to account for the time value of money in measuring non-current 
assets and liabilities (for example, the fair value measurement of investment 
properties using discounted cash flows). When interest rates increase, the 
present value of those assets and liabilities will decrease. This may affect  
a number of areas of financial reporting, including impairment calculations, 
provisions, retirement obligations, leases, financial instruments and revalued 
tangible and intangible assets.  

Entities may also have contracts that are explicitly inflation-linked and  
this may mean assets and/or liabilities, for example, real estate leases, or 
inflation-linked bonds need to be adjusted for inflation. There are a number  
of IFRS standards that specifically refer to inflation as one of the assumptions 
to be considered for measurement purposes. For example, inflation is 
particularly relevant in assessing asset impairments, which require estimates 
to be made about future revenue and expenditure. Inflation also affects  
many other areas of accounting, such as determining the residual value  
of property, plant and equipment and net realisable values of inventories. 
The measurement of provisions for obligations in the future (for example, 
decommissioning provisions), can also be significantly impacted by inflation. 

This publication provides a reminder of some of the existing accounting 

requirements to be addressed when considering the impact of uncertain events.  

The topics addressed in this publication are: 

• Uncertain estimates and judgement disclosures (Section 2) 

• Impairment of non-financial assets (Section 3) 

• Fair value measurement (Section 4) 

• Financial instruments (Section 5) 

• Insurance recoveries (Section 6) 

• Leases (Section 7) 

• Onerous contracts (Section 8) 

• Assets held for sale, discontinued operations and restructurings (Section 9) 

• Inventories (Section 10) 

• Revenue recognition (Section 11) 

• Foreign currency movements and hyperinflation (Section 12) 

• Investments in subsidiaries, associates and joint ventures (Section 13) 

• Employee benefits (Section 14) 

• Share-based payments (Section 15) 
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• Government grants (Section 16) 

• Going concern (Section 17) 

• Events after the reporting period (Section 18) 

• Other financial statement presentation and disclosure requirements 

(Section 19) 

• Interim reporting considerations (Section 20) 

Further information about the topics addressed in this publication can be found 

in the 2024 edition of International GAAP®. This publication is available online 

and offline, free to charge to all users and can be accessed at ey.com 

2. Uncertain estimates and judgement 
disclosures 

The financial statement disclosure requirements will vary depending on the 

magnitude of the financial impact of current events, for example, increased 

inflation and interest rates.  

There may be additional risks during times of uncertainty that the carrying 

amounts of assets and liabilities require material adjustments within the next 

financial year. Similarly, entities need to carefully consider whether additional 

disclosures are necessary to help users of financial statements understand the 

judgement applied in the financial statements. IAS 1 Presentation of Financial 

Statements requires disclosure of information about the assumptions 

concerning the future, and other major sources of estimation uncertainty at the 

end of the reporting period, that have a significant risk of resulting in a material 

adjustment to the carrying amounts of assets and liabilities, such as non-current 

assets subject to impairment, within the next financial year. The nature and 

extent of the information provided will vary according to the type of assumption 

and other circumstances, but may include: 

• The nature of the assumption or other estimation uncertainty 

• The sensitivity of carrying amounts to the methods, assumptions and 

estimates underlying their calculation, including the reasons for the 

sensitivity 

• The expected resolution of an uncertainty and the range of reasonably 

possible outcomes within the next financial year in respect of the carrying 

amounts of the assets and liabilities affected 

• An explanation of changes made to past assumptions concerning those 

assets and liabilities, if the uncertainty remains unresolved 

Entities need to consider the level of volatility when determining the relevant 

sensitivity disclosures. That is, in times of high volatility, a reasonably possible 

change will generally involve more significant changes than in times of low 

volatility.  

An entity is also required to disclose the judgements, apart from those involving 

estimations, that management has made in the process of applying its 

accounting policies and that have the most significant effect on the amounts 

recognised in the financial statements. Further information about the 

requirements of IAS 1 is available in Chapter 3 of the 2024 edition of 

International GAAP®. 

https://live.atlas.ey.com/#collection/VAD_C_25903772/?pref=20052/9/1007&crumb=104
https://www.ey.com/en_gl/ifrs-technical-resources/international-gaap-2024-global-perspective-on-ifrs
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3. Impairment of non-financial assets 

IAS 36 Impairment of Assets requires an entity to test all assets that are within 

its scope for potential impairment when indicators of impairment exist. In 

addition, goodwill, intangible assets not yet available for use and intangible 

assets with indefinite useful lives must be tested for impairment annually.  

In some events, there may be a risk of physical damage or restricted access  

to assets, as well as the risk of impairment due to a decrease in recoverable 

amounts. An asset is impaired when an entity is not able to recover its carrying 

value, either by using it or selling it.  

3.1. Impairment indicators 

Indicators of impairment may include both external and internal sources of 

information and could include: 

• Significant changes in commodity prices or other market rates. 

• Significant changes with an adverse effect on the entity that have taken  

place during the period, in the technological, market, economic or legal 

environment in which the entity operates or in the market to which  

an asset is dedicated.  

• The carrying amount of the entity’s net assets is more than its market 

capitalisation. For example, geopolitical risks may lead to decreasing stock 

prices, which again may indicate that the carrying value of the entity’s net 

assets is higher than its market capitalisation. 

• Evidence of obsolescence, theft, seizure or physical damage of an asset.  

If there is an indication of impairment, an impairment test must be performed in 

accordance with IAS 36. Further information is available in Chapter 20 of the 

2024 edition of International GAAP®. 

The complete destruction of a non-current asset would result in the 

derecognition of that asset rather than an impairment. That is because the 

complete destruction of an asset means that no future economic benefits are 

expected either from its use or disposal (except for disposal benefits, e.g., from 

metal content in the scrap). 

3.2. Measurement of impairment losses 

When assessing impairment, entities are required to determine the recoverable 

amounts of the assets, being the higher of fair value less costs of disposal 

(FVLCD) and value in use (VIU). When measuring FVLCD, fair value is measured 

in accordance with IFRS 13 Fair Value Measurement, which is explained below. 

Costs of disposal are calculated in accordance with IAS 36. The estimation of 

the VIU involves estimating the future cash inflows and outflows that will be 

derived from the use of the asset and from its ultimate disposal and discounting 

the cash flows at an appropriate rate. 

Geopolitical risks may result in a significant increase in interest rates and/or 

inflation rates. This may affect an entity’s discount rate when using a 

discounted cash flow model, as it could impact current market assessments of 

the time value of money and the risks specific to the asset(s) or cash-generating 

unit(s) for which the future cash flow estimates have not been adjusted. 

IAS 36 requires an entity  
to test all assets that  

are within its scope for 
potential impairment 

when indicators of 
impairment exist or, at 

least, test annually for 
goodwill, intangible 

assets not yet available 
for use and intangible 

assets with indefinite 

useful lives. 
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Significant uncertainty and judgement also arise when considering how different 

scenarios may materialise, for instance, when assessing the probability and 

impact of future developments. When significant uncertainty and judgement 

exist, an expected cash flow approach, based on probability-weighted scenarios, 

may be more appropriate than a single best estimate for estimating VIU. In 

practice, this could mean probability weighting scenarios (i.e., worst case, base 

case and best case), as well as factoring in different pricing curves. Even when  

a probability-weighted scenario approach is used, an entity would still need to 

consider adjusting the discount rate for the general uncertainties and risks not 

reflected in the cash flows. In addition, as uncertainties increase, management 

may need to regularly reperform impairment tests to ensure the analysis 

remains current and the assumptions are up to date. 

Since the remaining useful life for many assets is long term, entities must 

consider not just the immediate effect, but also the subsequent effect of  

the events referred to above, which may continue for an unknown period.  

For example, if the entity expects to abandon an item of property, plant or 

equipment at a future date, it will need to adjust the depreciable period and 

write down the carrying amount of the asset to its residual value (if any) over  

the period up to that date. An entity’s decision to change the expected use of  

an asset could also affect the composition of the Cash Generating Unit (CGU) 

and, if it does, significant judgement may be needed to determine the point in 

time when this change in the CGU determination is reflected. 

3.3. Disclosure 

The more uncertainty there is, the more important it is for entities to provide 

detailed disclosure of the assumptions taken, the (preferably external) evidence 

they are based on and whether a reasonably possible change in the key 

assumptions could result in recognising impairment losses (sensitivity analysis). 

How we see it 
Management is required to assert that “reasonable and supportable 

assumptions that reflect the conditions existing at the reporting date” were 

used for impairment testing. We expect that many of these assumptions are 

significantly affected by geopolitical risks and uncertainties. As such, entities 

need to consider providing detailed disclosures about the key assumptions 

and sensitivities. 
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4. Fair value measurement 

IFRS 13 Fair Value Measurement provides a definition of fair value and guidance 

that applies in all circumstances. Importantly, fair value is a market-based 

measurement, not an entity-specific measurement. Therefore, the reporting 

entity’s intentions (e.g., to hold an asset or liability in a market downturn) or 

entity-specific assumptions are not considered and, instead, market 

participants’ assumptions must be used. IFRS 13’s fair value hierarchy requires 

valuation techniques to maximise the use of observable inputs from orderly 

transactions and minimise the use of unobservable inputs. Consequently, even  

if the market for an asset has become less liquid (that is, less active), relevant 

prices or inputs observed from orderly transactions in these markets must still 

be considered. 

When valuations are subject to significant measurement uncertainty and there 

is a wider range of possible estimates of fair value measurement (FVM), the 

entity is required to apply judgement to determine the point within that range 

that is most representative of FVM in the circumstances. This requires, amongst 

others, considering the impact of the risk of default of the counterparty on FVM. 

An example is the credit valuation adjustment (CVA) applied to the valuation  

of commodity derivative contracts, which can be impacted by a rise in 

commodity prices, which may trigger severe increases in margin calls for 

counterparties with negative positions (and, therefore, increase their risk of 

default or affect the liquidity position of the entity). 

4.1. Orderly transactions 

The definition of fair value contemplates an orderly transaction, which is  

a transaction that assumes exposure to the market for a period prior to  

the measurement date to allow for marketing activities that are usual and 

customary for transactions involving such assets or liabilities and it is not  

a forced transaction (e.g., a forced liquidation or distress sale). While volatility  

in the financial markets may suggest that the prices are aberrations and do not 

reflect fair value, it would not be appropriate for an entity to disregard market 

prices at the measurement date, unless those prices are from transactions that 

are not orderly. Evidence of whether a transaction is orderly must be evaluated 

when deciding the weight that is placed on the transaction price when 

estimating FVM or market risk premiums. If the observed price is based on a 

transaction that is determined to be forced or disorderly, little, if any, weight is 

placed on it compared with other indications of value.  

The determination of whether a transaction is orderly is made at the individual 

transaction level and requires the use of judgement based on the available 

evidence from all relevant factors. While market factors such as an imbalance  

in supply and demand and liquidity constraints can affect the prices at which 

transactions occur in a given market, such an imbalance does not automatically 

indicate that the parties to a transaction were not knowledgeable and willing 

market participants or that a transaction was not orderly. IFRS 13 makes  

clear that fair value is a market-based measurement, not an entity-specific 

measurement, and notes that the reporting entity’s intention to hold an asset  

or liability in a market downturn is not relevant. 

While volatility in the 

financial markets may 
suggest that the prices  

are aberrations and do 
not reflect fair value, it 

would not be appropriate 
for an entity to disregard 

market prices at the 
measurement date, unless 

those prices are from 
transactions that are  

not orderly.  
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4.2. Active markets  

A significant decrease in the volume of transactions in a market does not 

automatically imply that a market is no longer active. However, it can influence 

which valuation technique(s) are used, how those techniques are applied and 

whether inputs are observable at the measurement date. Similarly, increased 

complexity and judgement in measuring fair value does not automatically imply 

that fair value can no longer be reliably measured.  

IFRS 13’s fair value hierarchy requires valuation techniques to maximise  

the use of observable inputs from orderly transactions and minimise the use  

of unobservable inputs. Consequently, even if the market for an asset has 

become less liquid, relevant prices or inputs observed from orderly transactions 

in this market must still be considered. It would be inappropriate for an entity  

to default solely to a model’s value based on unobservable inputs, such as  

an income approach that uses only an entity’s own inputs (a Level 3 

measurement), when Level 2 (observable) information, for instance, recent 

transacted prices, is available. Judgement is required in assessing the relevance 

of observable market data and whether they reflect orderly transactions, 

particularly in situations when there has been a significant decrease in market 

activity for an asset or liability. 

Further information on measuring fair value under IFRS 13 is available in 

Chapter 14 of the 2024 edition of International GAAP®. 

How we see it  
IFRS 13 provides relevant guidance on FVM of assets and liabilities in 

markets that have experienced significant volatilities or reduction in volume 

or activity. The application of this guidance to arrive at a reasonable 

estimate of FVM requires significant management judgement and relies  

on the robustness of the entity’s FVM determination and review processes.  

In certain cases, the changes to the existing valuation techniques and 

valuation adjustments required in response to the current market conditions 

may warrant assistance from external valuation specialists with the 

necessary expertise, experience and market knowledge.  

Providing transparency on the techniques, key assumptions and inputs used 

in determining fair value, including the sensitivities by providing disclosures 

required by IFRS 13, is an integral part of FVM and key to enhancing the 

usefulness of financial reporting. 

5. Financial instruments 

IFRS 9 Financial Instruments and IFRS 7 Financial instruments: Disclosures deal 

with the accounting for financial instruments and the related disclosures.  

5.1. Impairment 

Entities with lending activities will need to consider the requirements in IFRS 9 

when measuring expected credit losses (ECLs) on loans and trade receivables 

made, or committed, to other entities and individuals, and financial guarantees 

granted. Inflation and high interest rates may adversely impact the ability of 

borrowers to repay their debts and could trigger impairment losses. Entities  

will also need to consider ECLs relating to bank deposits and debt securities 

(including those issued by governments).   
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Many entities may be adversely affected by rising prices for commodities such 

as oil, gas and wheat, or by a potential slowdown in the global economy. There 

may also be consequential impacts on the credit quality of entities along the 

supply chain.  

Some exposures are likely to have significantly increased in credit risk and 

would need to be measured based on lifetime expected credit losses.  

Also, some guarantee contracts held, including those considered integral to  

the terms of a loan, may not cover some losses incurred due to exclusion of 

particular events. Therefore, when calculating the ECL on guaranteed loans,  

the conditions of the guarantee are carefully assessed.  

The impact of the current economic uncertainty is incorporated into the ECL in 

a way that reflects an unbiased and probability-weighted amount that is 

determined by evaluating a range of possible outcomes. Calculating a 

probability–weighted amount does not necessarily require a complex analysis or 

a detailed simulation of a large number of scenarios, and the standard suggests 

that relatively simple modelling may be sufficient. For instance, the average 

ECLs of a large group  

of financial instruments with shared risk characteristics may be a reasonable 

estimate of the probability–weighted amount. In other situations, the 

identification of scenarios that specify the amount and timing of the cash flows 

for particular outcomes, and the estimated probability of those outcomes, will 

probably be needed. In those situations, the ECLs are required to reflect at least 

two outcomes in accordance with the IFRS 9 requirements.  

Additionally, the impact of uncertainty could be reflected through management 

overlays. Entities must avoid double-counting the effects of various 

assumptions applied in the individual assessment, macroeconomic scenarios 

and management overlays. Judgement will also need to be exercised with 

regard to the timing of the release of the overlays created as a result of the 

current economic environment. It is important that there is acceptable evidence 

to support management’s judgements relating to these overlays, and where 

significant, these judgements are disclosed (see Disclosures below).  

If the payment terms of loans are extended, they will have to be assessed to 

determine their impacts on the classification of the asset and on the ECL 

estimate, as well as any other accounting impacts (see also Contract 

modifications below). For example, the extension may represent a significant 

increase in credit risk (resulting in the classification of the asset as stage 2) or  

it may be considered a concession that would result in the classification of the 

asset as credit-impaired (i.e., stage 3), depending on facts and circumstances. 

For further information on impairment of financial assets see Chapter 46 of the 

2024 edition of International GAAP®. 

5.2. Hedge accounting 

Entities looking to protect themselves from rising interest rates may enter into 

interest derivatives (such as interest rate swaps) to hedge interest rate risk 

related to forecast debt issuances or existing variable-rate debt. Similarly, 

entities may enter into non-interest derivatives (such as options or forward 
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contracts) in order to hedge themselves against rising energy or commodity 

prices. Entities that seek to apply hedge accounting to these transactions will 

need to consider the requirements of IFRS 9 (and potentially IAS 39 Financial 

instruments: Recognition and Measurement (IAS 39)), in particular, the 

requirements to qualify for hedge accounting. If positions are unhedged, rising 

interest rates are likely to result in increased interest costs. 

Entities that hold derivative instruments, in particular, interest rate derivatives, 

may experience substantial gains or losses, which could affect collateral 

requirements, liquidity, profit and loss, or OCI, and, consequently, equity. In 

addition to measurement consequences, there are also disclosure 

consequences, such as the requirement to disclose the quality of collateral held, 

or a maturity analysis for derivative financial liabilities. Similarly, the valuation 

of other derivatives, such as commodity derivatives, may also be affected. 

Changes in a derivative counterparty’s credit risk, or an entity’s own non-

performance risk, could also affect fair value estimates of derivatives. The 

hedge effectiveness of derivatives that are designated as hedging instruments 

will also need to be assessed. 

Business transactions may be postponed or cancelled in response to geopolitical 

uncertainty, or they may occur in significantly lower volumes than initially 

forecast. If an entity has designated a transaction such as the purchase or sale 

of goods, or the expected issuance of debt, as a hedged forecast transaction in 

a cash flow hedge, it will need to consider whether the transaction: (i) is still  

a ‘highly probable forecast transaction’ in order to be able to continue to apply 

cash flow hedge accounting; or (ii) is still ‘expected to occur’ in order to allow 

the amounts accumulated in the cash flow hedge reserve to remain, and not be 

recycled immediately to profit and loss.  

It is also possible that counterparties to hedging instruments, or hedged items, 

may have increased significantly in credit risk, such that credit risk may now 

dominate the hedge relationship so that hedge accounting is not permitted. 

Furthermore, any hedging relationship involving currencies with restrictions 

applicable to settlement in that currency, will have to be considered carefully.  

For further information on hedge accounting see Chapter 48 of the 2024 

edition of International GAAP®. 

5.3. Asset classification and business model assessment  

As a result of the current economic conditions, entities may decide to dispose  

of investments classified at amortised cost under IFRS 9, possibly driven by a 

deterioration of the credit quality of the borrower of a financial asset. If the sale 

is due to an increase in credit risk, this could still be consistent with the business 

model objective of ‘hold-to-collect’, because the credit quality of financial asset 

is relevant to the entity’s ability to collect contractual cash flows. The sale of  

a financial asset because it no longer meets the credit criteria specified in the 

entity’s documented investment policy could be an example of a sale that would 

be consistent with the ‘hold-to-collect’ business model.  

An increase in the frequency and value of sales in a particular period is not 

necessarily inconsistent with the objective to hold financial assets in order to 

collect contractual cash flows if an entity can explain the reasons for those 

Business transactions may 

be postponed or cancelled, 
or they may occur in 

significantly lower volumes 
than initially forecast. If  

an entity has designated  
a transaction such as  

the purchase or sale of 
goods or the expected 

issuance of debt, as  
a hedged forecast 

transaction in a cash  
flow hedge, it will need  

to consider whether  
the transaction is still a 

‘highly probable forecast 
transaction’ in order to be 

able to continue to apply 
cash flow hedge 

accounting. 
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sales, and demonstrate why sales in the future will be lower in frequency or 

value. However, in the current environment, where inflationary and interest 

rate pressures may be ongoing, any sales for liquidity reasons need to be 

reviewed with increased scrutiny, as it may be difficult to prove that they will 

not be repeated in the future.  

Importantly, reclassifications triggered by a change in the business model for 

managing financial assets are expected to be very infrequent and will occur only 

in the rare cases when an entity either begins, or ceases, to perform an activity 

that is significant to its operations and is demonstrable to external parties (for 

example, an acquisition, disposal or termination of a business line). In such 

cases, the reclassification is applied prospectively from the reclassification date, 

which is the first day of the first reporting period following the change in 

business model that results in an entity reclassifying financial assets.  

Further information on the reclassification of financial assets is available in 

Chapter 43, section 8, of the 2024 edition of International GAAP®.  

5.4. Contract modifications  

Affected entities may experience cash flow challenges as a result of disruptions 

in their operations, higher operating costs or lost revenues. Such entities  

may need to obtain additional financing, amend the terms of existing debt 

agreements, or obtain waivers if they no longer satisfy debt covenants. In such 

cases, they will need to consider the guidance provided in IFRS 9 to determine 

whether any changes to existing contractual arrangements represent a 

substantial modification, or potentially a contract extinguishment, which would 

have accounting implications in each case. For financial liabilities, an entity 

derecognises the liability if the cash flows are extinguished (i.e., when the 

obligation specified in the contract is discharged, cancelled or expires) or if  

the terms of the instrument have substantially changed.  

IFRS 9 provides guidance on determining if a modification of a financial liability 

is substantial, which includes a comparison of the cash flows before and after 

the modification, discounted at the original effective interest rate (EIR), 

commonly referred to as the ‘10% test’. If the difference between these 

discounted cash flows is more than 10%, the instrument is derecognised. 

However, other qualitative factors could lead to derecognition irrespective of 

the 10% test (e.g., if a debt is restructured to include an embedded equity 

instrument). For financial assets, while IFRS 9 contains a number of factors that 

need to be assessed, including whether the right to cash flows from the asset 

have expired, or if the entity has transferred its right to receive the cash flows 

from the asset, the ‘10% test’ is not explicitly required. However, when 

developing accounting policies, entities may include qualitative considerations 

and, in some cases, include the ‘10% test’. However, the IFRS Interpretations 

Committee has indicated1 that applying the ‘10% test’ in isolation would not 

always be appropriate, because of potential inconsistencies with the impairment 

requirements in IFRS 9.  

 

1 IFRIC Update, September 2012, available on the IFRS Foundation’s website 

 

https://eur01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.ifrs.org%2Fcontent%2Fdam%2Fifrs%2Fnews%2Fupdates%2Fifrs-ic%2F2012%2Fifric-update-sep-2012.pdf&data=05%7C02%7Cemily.moll1%40uk.ey.com%7C708811477eb24b92979408dc5e3f69c5%7C5b973f9977df4bebb27daa0c70b8482c%7C0%7C0%7C638488873644645563%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C0%7C%7C%7C&sdata=ghPpleWHNcxMPHB%2BmnW%2Be0M16%2Ftpq6ou%2F%2Fjyhasb%2Fsk%3D&reserved=0
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Further information on contract modifications is available in Chapter 45, section 

3.8, and Chapter 47, section 3, of the 2024 edition of International GAAP®.  

5.5. Own use exemption  

Entities that have revised their expectations on purchases or sales of non-

financial items due to the current economic environment, need to consider how 

these changes affect the classification and measurement of such contracts and 

whether they continue to meet the so called ‘normal purchase or sale exception’ 

in IFRS 9. If a contract which was originally entered into as a normal purchase or 

sale ceases to be held for that purpose at a later date, it is subsequently 

accounted for as a financial instrument under FRS 9. However, if the contract 

was not originally held for own use and was, therefore, accounted for under 

IFRS 9, but, subsequently, begins to be held for own use, then it remains within 

the scope of IFRS 9.  

It should be noted that in March 2024 the IASB tentatively agreed to make 

limited scope amendments to the own-use requirements for contracts meeting 

specific requirements relating to power purchase arrangements for renewable 

electricity, where the source is nature-dependent. An exposure draft with  

the updated requirements is anticipated in May 2024, and it is expected to 

permit early application of the proposed amendments from the date the final 

amendments are issued2. If an entity has entered into such contracts, and  

the own use exemption is under consideration due to the current economic 

environment, the entity needs to monitor the IASB developments on this 

matter. 

Further information on the own use exemption is available in Chapter 40, 

section 3, of the 2024 edition of International GAAP®. 

5.6. Disclosures  

IFRS 7 requires entities to provide disclosures in their financial statements that 

enable users to evaluate:  

• The significance of financial instruments for the entity’s financial position 

and performance  

And  

• The nature and extent of risks arising from financial instruments to which 

the entity is exposed during the period and at the reporting date, and how 

the entity manages those risks. These risks include credit, liquidity and 

market risk  

In times of geopolitical uncertainty, disclosures of these risks are particularly 

relevant to users of the financial statements, with specific emphasis on liquidity 

risk.  

 

2 IASB Update, March 2024, available on the IFRS Foundation’s website 

https://eur01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.ifrs.org%2Fnews-and-events%2Fupdates%2Fiasb%2F2024%2Fiasb-update-march-2024%2F%2310&data=05%7C02%7Cemily.moll1%40uk.ey.com%7C708811477eb24b92979408dc5e3f69c5%7C5b973f9977df4bebb27daa0c70b8482c%7C0%7C0%7C638488873644652576%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C0%7C%7C%7C&sdata=tcTUNVZELkaNlqwuOnN%2B4KnYV%2Fecut6cKGePGf3LZEQ%3D&reserved=0
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Current vulnerability due to concentration and liquidity risks  

• In the current economic environment entities may be exposed to: 
Concentrations of risk (for example investments or cash and cash 
equivalents held with only a limited number of financial institutions)  

Or 

• Liquidity or refinancing risk  

This risk is reflected in the financial statement disclosures. For example, 
paragraph 34(c) of IFRS 7 requires that concentration of risk is disclosed if not 
otherwise apparent from other risk disclosures provided. Similarly, IFRS 7.B11F 
requires disclosures such as funding sources, and lines of credit that can be 
accessed to meet liquidity needs, or concentrations of liquidity risk in the assets 
held. Entities need to be mindful that this disclosure is consistent with their 
assessment of the going concern assumption, and in severe cases of liquidity 
risk, significant judgements made relating to the going concern assumption will 
need to be disclosed.  

Significant judgements and estimates  

Given the inherent level of uncertainty and the sensitivity of the judgements and 
estimates involved, the disclosure of the key assumptions and judgements is 
important. Key disclosures relating to ECLs include, for example, the values of 
the key macroeconomic inputs used in the multiple economic scenario analysis 
and the probability weighting of these scenarios, as well as the assumptions 
used to determine how the different challenges for specific sectors have been 
taken into account, and the effect of any management overlays.  

In addition, IFRS 13 requires a number of disclosures designed to provide users 
of financial statements with additional transparency regarding: 

• The extent to which fair value is used to measure assets and liabilities  

• Valuation techniques, inputs and assumptions used in measuring fair value  

• The effect of Level 3 fair value measurements (using significant 
unobservable inputs) on profit or loss (or other comprehensive income)  

As a consequence of the volatility caused by the current environment, and the 
resulting impact on fair values, these disclosures are of particular importance. 
See section 6 Fair Value Measurement below for further considerations relating 
to fair value measurement.  

Further information on financial instrument disclosures is available in Chapter 
49 of the 2024 edition of International GAAP®. 

6. Insurance recoveries 

Entities often enter into insurance policies to reduce or mitigate the risk of loss 

arising from damage to, or loss of, assets or other events. However, careful 

consideration of those policies will be required to determine whether losses 

directly or indirectly attributable to geopolitical events are covered by 

insurance.  

6.1. Recognition 

The accounting for insurance claims will differ based on a variety of factors, 

including the nature of the claim, the amount of proceeds (or anticipated 

proceeds) and the timing of the loss and corresponding insurance recovery.  

In addition, any accounting for insurance proceeds will be affected by the 

evaluation of coverage for that specific type of loss in a given situation, as  

well as an analysis of the ability of the insurer to satisfy a claim. 
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IAS 37 Provisions, Contingent Liabilities and Contingent Assets prohibits the 

recognition of contingent assets. In such a situation, the recognition of the 

insurance recovery will only be appropriate when its realisation is virtually 

certain, in which case, the insurance recovery is no longer a contingent asset. In 

the context of a potential insurance recovery, determining that there is a valid 

insurance policy for the incident and a claim will be settled by the insurer, may 

require evidence confirming that the insurer will be covering the claim. 

6.2. Measurement 

Once it is established that it is virtually certain that the entity will be 

compensated under a valid insurance policy, any uncertainty as to the amount 

receivable is reflected in the measurement of the claim. The amount of a 

provision is not reduced by any expected reimbursement. Instead, the 

reimbursement is treated as a separate asset and the amount recognised  

for the reimbursement asset is not permitted to exceed the amount of the 

provision.  

6.3. Presentation 

‘Netting off’ is not allowed in the statement of financial position, with any 

insurance reimbursement asset classified separately from any provision. 

However, the expense relating to a provision can be shown in the income 

statement net of any corresponding reimbursement, to the extent that they 

occur in the same reporting period. 

In accordance with IAS 7 Statement of Cash Flows, cash flows from operating 

activities are described as cash flows from the principal revenue-producing 

activities of the entity and other activities that are not investing or financing 

activities. If the insurance proceeds are related to business interruption,  

the corresponding cash flows are classified as operating cash flows. 

How we see it 
The terms and conditions of an insurance policy are often complex. In the 

context of a potential insurance recovery, determining that there is a valid 

insurance policy for the incident and a claim will be settled by the insurer, 

may require evidence confirming that the insurer will be covering the claim. 

7. Leases 

Entities account for lease contracts in accordance with IFRS 16 Leases. 

Increased interest rates may affect lease accounting because they increase a 

lessee’s incremental borrowing rate, which is used to measure the lease liability 

for new leases, certain lease modifications and other events that require 

remeasurement (see below). An increase in the lessee’s incremental borrowing 

rate will result in the recognition of a lower lease liability if all other variables 

are constant. As the incremental borrowing rate is lease specific, geopolitical 

risks may impact each lease and entity differently.  

Lessees are required to reassess the lease term and, therefore, the lease 

liability, upon the occurrence of either a significant event or a significant change 

in circumstances that is within the control of the lessee (e.g., a business 

decision to substantially curtail or exit operations in a leased facility).  

IAS 37 prohibits the 
recognition of contingent 

assets. In such a 
situation, the recognition 

of the insurance recovery 
will only be appropriate 

when its realisation is 
virtually certain, in which 

case, the insurance 
recovery is no longer  

a contingent asset. 
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Leased assets, such as aircraft, real estate, shipping vessels or 

telecommunications equipment, may be impacted by geopolitical events. There 

may be indications that a lease has been terminated or modified, that the lease 

related assets (e.g., the underlying asset for lessors of operating leases, or the 

right-of-use asset for lessees) may be impaired or that the lease related assets’ 

useful life and residual value need to be reviewed. Lessees also consider 

whether there have been events within their control that would result in a 

reassessment of an existing lease contract. For example, a lessee may decide  

to exit certain properties and change its conclusion on whether it will exercise 

future lease renewal options. Further information on accounting for changes to 

lease contracts is available in Chapter 23 of the 2024 edition of International 

GAAP®. 

Further, entities need to monitor any laws or regulations governing their 

contracts to determine whether there are any changes to their rights and 

obligations arising from any new government measures, which may result in 

changes to the accounting for lease contracts.  

8. Onerous contracts 

A contract is considered onerous when the unavoidable costs of meeting  

the obligations under the contract exceed the economic benefits expected to  

be received under it. The unavoidable costs under a contract reflect the least 

net cost of exiting from the contract, which is the lower of the cost of fulfilling  

it and any compensation or penalties arising from failure to fulfil it. If an entity 

has a contract that is onerous, IAS 37 requires the entity to recognise and 

measure the present obligation under the contract as a provision. IAS 37 

specifies which costs an entity needs to include when assessing whether  

a contract is onerous or loss-making.  

Geopolitical risks may result in entities having to consider loss-making customer 

contracts that become onerous and other contracts, such as for the supply  

of materials for which the costs have increased. Supply chains, especially  

for commodities, may be disrupted in global events. For example, when a 

manufacturing entity has contracts to sell goods at a fixed price and it cannot 

deliver the goods itself without procuring them from a third party at a 

significantly higher cost, the provision for the onerous contract will reflect  

the lower of the penalty for terminating the contract or the present value of  

the net cost of fulfilling the contract (i.e., the excess of the cost to procure the 

goods over the consideration to be received). Contracts need to be reviewed  

to determine if there are any special terms that may relieve an entity of its 

obligations (e.g., force majeure). Contracts that can be cancelled without paying 

compensation to the other party do not become onerous unless there is a 

constructive obligation. 
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9. Assets held for sale, discontinued 
operations and restructurings  

Entities may decide to sell or abandon certain assets or execute a restructuring 

plan as a result of geopolitical concerns and economic uncertainty. 

IFRS 5 Non–current Assets Held for Sale and Discontinued Operations addresses 

the presentation and measurement of non-current assets and disposal groups 

that are expected to be recovered by disposal rather than through continuing 

use. Such assets and disposal groups are classified as held for sale and written 

down to the lower of carrying amount and fair value less costs to sell. 

Depreciation and amortisation cease and the assets are presented separately  

in the statement of financial position. Assets or disposal groups that are to be 

abandoned must not be classified as held for sale, but results and cash flows 

from a disposal group that is to be abandoned may be presented as 

discontinued operations once it ceases to be used, if certain criteria are met. 

IFRS 5 also deals with the presentation and disclosure of discontinued 

operations.  

Further information on IFRS 5 is available in Chapter 4 of the 2024 edition of 

International GAAP®. 

A restructuring is planned and controlled by management, and materially 

changes either the scope of a business undertaken by an entity or the manner in 

which business is conducted. The following are examples that may fall within the 

definition of a restructuring: 

• Sale or termination of a line of business 

• Closure of a business location in a country or region or relocation of 

business activities from one country or region to another 

• Changes in management structure, for example, eliminating a layer of 

management 

• Fundamental reorganisations that have a material effect on the nature  

and focus of an entity’s operations 

Restructuring costs are recognised only when the general recognition criteria  

in IAS 37 are met, i.e., there is a present obligation (legal or constructive) as  

a result of a past event, in respect of which a reliable estimate of the probable 

cost can be made. For constructive obligations to restructure, IAS 37 also 

requires that the entity has a detailed formal plan and has raised a valid 

expectation with the parties affected that it will carry out the restructuring  

by starting to implement that plan or announcing its main features to those 

affected by it. In order for an announced plan to give rise to a constructive 

obligation, its implementation needs to begin as soon as possible and to be 

completed in a timeframe that makes significant changes to the plan unlikely.  

Further information on IAS 37 is available in Chapter 26 of the 2024 edition of 

International GAAP®. 

Restructuring costs are 
recognised only when 

the general recognition 
criteria in IAS 37 are met, 

i.e., there is a present 
obligation (legal or 

constructive) as a result of 
a past event, in respect of 

which a reliable estimate 
of the probable cost can 

be made. 
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10. Inventories 

IAS 2 Inventories generally requires entities to account for inventories at the 

lower of cost and net realisable value (NRV). Estimates of NRV may be subject 

to more estimation uncertainty currently, and determining the appropriate 

assumptions may require significant judgement. In some cases, entities may 

need to write off their inventories. For example, entities may need to dispose  

of goods they are unable to store or cannot sell. Other entities may have to 

determine whether to write down their inventories to NRV if they become 

wholly or partially obsolete, or if their selling prices have declined. 

Some entities may have lower levels of production or an idle plant, for example, 

due to lower demand or forced closures. If production volumes are lower than 

usual, entities must not increase the amount of fixed overhead costs allocated 

to each unit of production. Rather, any unallocated overheads are recognised as 

an expense in the period in which they are incurred.  

Disclosures about inventories, including the measurement bases used, assist 

users in understanding how transactions, events and conditions are reflected  

in the financial statements and the sensitivity to change. At a minimum, entities 

will need to disclose the amount of any write-down of inventories recognised  

in profit or loss in annual financial statements and, if significant, in interim 

financial statements. Further information on inventories is available in  

Chapter 22 of the 2024 edition of International GAAP®. 

11. Revenue recognition 

Entities account for revenue under IFRS 15 Revenue from Contracts with 

Customers. Further information on revenue is available in Chapter 27 of the 

2024 edition of International GAAP®. 

Estimates of variable consideration in new and ongoing customer contracts will 

need to be evaluated, including reassessment of the constraint. Examples of 

variable consideration estimates that may have changed include expectations 

about returns of goods, contract volumes and whether an entity will meet 

contractual conditions for performance bonuses or penalties. Estimates made  

at contract inception are required to be updated throughout the term of the 

contract to depict conditions that exist at each reporting date, including any 

amounts that are constrained, to reflect revised expectations about the amount 

of consideration to which it expects to be entitled.  

Changes to the transaction price that relate to a change in estimates of  

variable consideration (and that are not the result of contract modifications, 

which are discussed below) are generally allocated to the performance 

obligations in the contract on the same basis as their initial allocation. 

  



 Applying IFRS Accounting considerations related to geopolitical events and uncertainty 18 

This could result in either an increase or decrease in revenue in relation to a 

satisfied performance obligation or in cumulative revenue recognised for a partially 

satisfied over-time performance obligation. Entities using the variable 

consideration allocation exception must also consider whether they can 

continue to apply this exception3. 

Uncertainties may prompt entities to modify contracts with customers. 

Customers and entities may be more likely to terminate contracts, which is also 

a form of contract modification under IFRS 15, or force majeure clauses may  

be triggered. Identifying whether a modification has occurred (whether explicit 

or implied by customary business practice) and determining how to account for 

it may require significant judgement. When an IFRS 15 contract is modified,  

an entity may also need to reassess the contract criteria in paragraph 9 of  

IFRS 15 for the modified contract, as well as the contract’s duration (i.e., the 

period in which parties to the contract have present enforceable rights and 

obligations).  

There may be an impact on customers’ ability and intent to pay, and/or entities 

may be more willing to accept partial payment or extend payment terms. 

Entities will need to determine how to account for these circumstances. 

Specifically, entities will need to consider the effects on their IFRS 15 

collectability assessments, estimates of variable consideration, the subsequent 

impairment measurement of any contract assets or trade receivables under the 

expected credit loss model in IFRS 9, as well as impairment of related contract 

cost assets and identification of significant financing components. In addition, 

entities entering into new contracts with customers will need to carefully 

consider their customers’ ability and intent to pay. 

Entities need to consider whether uncertainties or changes in business practices 

require their revenue disclosures to be enhanced. For example, if an entity 

estimates variable consideration (including application of the constraint), it is 

required to disclose information about the methods, inputs and assumptions 

used. Entities must also disclose certain information about their performance 

obligations, including when performance obligations are satisfied in a bill-and-

hold arrangement, and significant payment terms. Furthermore, entities need  

to consider the requirements to disclose the judgements and changes in 

judgements that significantly affect the determination of the amount and timing 

of revenue.  

  

 
3 If the criteria for its application are met, this exception requires variable consideration to be 
allocated entirely to a specific part of a contract, such as one or more (but not all) performance 
obligations in the contract (e.g., a bonus might be contingent on an entity transferring a promised 
good or service within a specified period of time) or one or more (but not all) distinct goods or 
services promised in a series of distinct goods or services that form part of a single performance 
obligation. 
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12. Foreign currency movements and 
hyperinflation 

12.1. Foreign currency 

A lack of exchangeability might arise when a government imposes foreign 

exchange controls that prohibit the exchange of a currency or that limit the 

volume of foreign currency transactions, in response to macro-economic 

instability and balance-of-payments problems. In addition, the currencies of 

hyperinflationary economies often experience a lack of exchangeability. If a 

currency lacks exchangeability, it can be difficult to determine an appropriate 

exchange rate to use. In August 2023, the International Accounting Standards 

Board (IASB) amended IAS 21 The Effects of Changes in Foreign Exchange 

Rates to address the determination of the spot exchange rate an entity uses 

when a currency lacks exchangeability. These amendment are effective date 

for annual periods commencing on or after 1 January 2025. Further 

information on these amendments is available in Chapter 15 of the 2024 

edition of International GAAP® and in EY’s publication IFRS Developments Issue 

220: Amendments to IAS 21: Lack of Exchangeability (September 2023).  

12.2. Hyperinflation 

Given the high inflation rates in many areas, entities with foreign operations 

need to monitor inflation rates in the foreign countries in which they operate. If 

a foreign entity’s local economy becomes hyperinflationary and the local 

currency is also the functional currency, the entity will need to apply IAS 29 

Financial Reporting in Hyperinflationary Economies.  

Our publication on hyperinflationary economies contains a list of countries that 

are considered hyperinflationary for IFRS purposes, as well as economies that 

are not currently hyperinflationary for IFRS purposes but should be monitored. 

The latest version can be downloaded at ey.com/ifrs  

13. Investments in subsidiaries, associates and 
joint ventures 

Entities may have investments in subsidiaries, associates or joint ventures that 

operate in locations that are directly impacted by global events.  

The investor in an associate or joint venture considers whether the net 

investment in an associate or joint venture is impaired if there is objective 

evidence of impairment as a result of events that occurred after the initial 

recognition of the net investment that have an impact on the estimated future 

cash flows that can be reliably estimated. Losses expected because of future 

events are not recognised. Objective evidence that the net investment is 

impaired comprises observable data about loss events including: significant 

financial difficulty of the associate or joint venture; a breach of contract, such 

as a default or delinquency in payments by the associate or joint venture;  

the entity grants the associate or joint venture a concession that it would not 

otherwise consider; it becomes probable that the associate or joint venture will 

enter into bankruptcy or another financial reorganisation.  

https://www.ey.com/en_gl/ifrs-technical-resources/amendments-to-ias-21-lack-of-exchangeability
https://www.ey.com/en_gl/ifrs-technical-resources/amendments-to-ias-21-lack-of-exchangeability
https://www.ey.com/en_gl/ifrs-technical-resources/hyperinflationary-economies-updated-may-2024
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Entities with associates and joint arrangements (including both joint operations 

and joint ventures) that are significantly affected, may also need to consider 

whether the assessments of significant influence and joint control are still 

appropriate.  

Further information is available in Chapter 11 of the 2024 edition of 

International GAAP®. 

Investments in subsidiaries are accounted for in accordance with  

IFRS 10 Consolidated Financial Statements. IFRS 10 clarifies that an investor  

is required to reassess whether it controls an investee if the facts and 

circumstances indicate that there are changes to one of the three elements of 

control, being power over the investee, exposure, or rights, to variable returns 

from its involvement with the investee, and the ability to use its power over the 

investee to affect the amount of the investor’s returns. Entities with subsidiaries 

that are significantly affected will need to consider whether the facts and 

circumstances indicate that control needs to be reassessed. For example,  

a subsidiary may be subject to nationalisation or the parent entity may lose  

its ability to have Board representation, control of the Board or even have 

difficulty with exercising physical control over some or all of the assets of  

the subsidiary. 

Potential loss of control or significant influence may also occur because of 

sanctions or restricted access to the management of entities. 

Further information is available in Chapter 6 of the 2024 edition of 

International GAAP®. 

14. Employee benefits 
When geopolitical risks result in high inflation and interest rates, these may also 

impact the recognition and measurement of employee benefits in accordance 

with IAS 19 Employee Benefits. For example, higher bond yields used to 

determine discount rates may result in a decrease in pension plan obligations.  

Management also needs to ensure that any changes to regulatory requirements 

or government policies in response to the effects of geopolitical risks are 

reflected in the accounting for employee benefits. This can be particularly 

challenging for entities operating in many countries. 

14.1. Recognition of termination benefits  

Due to economic conditions, an entity may need to terminate employees’ 

employment before the normal retirement date. In that case, an entity 

recognises termination benefits as a liability and an expense at the earlier of  

the following dates: when it can no longer withdraw the offer of those benefits; 

or when it recognises costs for a restructuring that is within the scope of  

IAS 37 and involves the payment of termination benefits. The standard notes 

that when an entity recognises termination benefits, it may also have to account 

for a plan amendment or a curtailment of other employee benefits.  
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14.2. Measurement of defined benefit plans  

IAS 19 requires that the present value of defined benefit obligations and the fair 

value of plan assets are determined frequently enough to ensure that the 

amounts recognised in the financial statements do not differ materially from the 

amounts that would be determined at the end of the reporting period. Much 

could depend on what is considered to be a ‘material change’. However, this 

value is expressly intended to include changes in market prices (hence, requiring 

asset values to be those at the end of the reporting period) and interest rates, 

as well as changes to other actuarial assumptions (such as employee turnover 

or expected future salary increases). If there are significant changes to pension 

arrangements during the interim period (such as changes resulting from a 

material business combination or from a major redundancy programme) a new 

actuarial valuation is performed using the projected unit credit method. Further 

information on accounting for employee benefits is available in Chapter 30 of 

the 2024 edition of International GAAP®. 

15. Share-based payments 

15.1. Valuation of share-based payment awards  

IFRS 2 Share-based Payment require entities that grant equity-settled share-

based payment awards to employees and others providing similar services, to 

be measured based on the fair value of the equity instruments at grant date. 

Fair value is based on market prices if available. In the absence of market prices, 

a valuation technique (e.g., option pricing model to value options granted) is 

used to estimate what the market price is on the measurement date in an arm’s 

length transaction between informed and willing parties. The current economic 

environment may impact inputs to a valuation technique, such as the risk-free 

interest rate and expected volatility of the share price, that may require more 

judgement to determine, and have a greater impact on the fair value than in 

periods of stable economic environment. Appendix B to IFRS 2 contains detailed 

guidance on estimating the fair value of equity instruments granted.  

15.2. Modification and cancellation of awards  

Entities may amend the terms and conditions of share-based payment 

arrangements to keep employees and others providing similar services 

incentivised in the current economic environment. If amendments (e.g., a 

change in the earnings target for performance-based awards or the exercise 

price) to the terms and conditions of an award change the fair value, vesting 

conditions or classification of an award, the entity must apply modification 

accounting. For equity-settled share-based payment awards, paragraph 27 of 

IFRS 2 requires that, at a minimum, the entity must recognise the services 

received measured at grant date fair value (i.e., based on the original terms) 

unless those equity-instruments do not vest because of failure to satisfy a 

vesting condition (other than a market condition) that was specified at grant 

date. When the effect of the modification increases the value of the award to  

an employee (e.g., by Increasing the number of equity instruments subject to 

the award or, in the case of an option, by reducing the exercise price), the 

incremental fair value must be recognised as a cost. The incremental fair value 

is the difference between the fair value of the original award and that of the 

modified award, both measured at the date of modification. If entities or 

employees cancel any equity-settled share-based payment arrangements during 
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the vesting period, the cancellation is accounted for as an acceleration of 

vesting and the entities must, therefore, recognise immediately the amount that 

otherwise would have been recognised for services received over the remainder 

of the vesting period. However, if a new equity instrument is granted and 

identified as a replacement for the cancelled award, the entity accounts for  

the granting of the replacement equity instruments in the same way as a 

modification of the original grant of equity instruments. For cash-settled share-

based payment awards, IFRS 2 provides guidance for modifications that change 

the classification of an award from cash-settled to equity-settled.  

The standard provides no specific guidance on other modification or 

cancellation of cash-settled awards because cash-settled awards are accounted 

for using a full fair value model. When modifications occur, the liability 

recognised at and after the point of modification will be based on its new fair 

value, with the effect of any movement in the liability recognised immediately. 

Similarly, if an award is settled, the liability will be derecognised, and any gain or 

loss on settlement is recognised immediately in profit or loss. When an award is 

cancelled, the liability will be derecognised, with a credit immediately recognised 

in profit or loss. Modifying or cancelling equity-settled or cash-settled share-

based payment awards may have tax consequences. Further information on 

accounting for share-based payments is available in Chapter 29 of the 2024 

edition of International GAAP®. 

16. Government grants 

IAS 20 Accounting for Government Grants and Government Assistance applies 

to the accounting for, and the disclosure of, government grants and to the 

disclosure of other forms of government assistance. The distinction between 

government grants and other forms of government assistance is important 

because the standard’s accounting requirements only apply to the former. 

Government grants are a specific form of government assistance and relate to 

the transfers of resources to an entity in return for past or future compliance 

with certain conditions relating to the entity’s operating activities. When a 

government implements measures to address the current geopolitical and 

economic uncertainty, entities may need to consider whether there have been 

changes to government grants or other forms of government assistance that 

may impact the financial statements or require further disclosures.  

17. Going concern 

IAS 1 Presentation of Financial Statements requires management, when 

preparing financial statements, to make an assessment of an entity’s ability  

to continue as a going concern, and whether the going concern assumption  

is appropriate. Furthermore, disclosures are required when the going concern 

basis is not used or when management is aware, in making their assessment, of 

material uncertainties related to events or conditions that may cast significant 

doubt upon the entity’s ability to continue as a going concern. Disclosure is also 

required when the judgement applied in determining the existence of a material 

uncertainty is significant. 
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In assessing whether the going concern assumption is appropriate, the standard 

requires that all available information about the future, which is at least, but not 

limited to, twelve months from the end of the reporting period, needs to be 

taken into account. This assessment needs to be performed up to the date on 

which the financial statements are authorised for issue.  

17.1. Judgement 

Management is required to assess the entity’s ability to continue as a going 

concern. In making the assessment, management may need to consider  

factors that relate to the entity’s current and expected profitability, the timing 

of repayment of existing financing facilities and the potential sources of 

replacement financing. There may be a wide range of factors that can affect  

an entity’s going concern assessment. Examples of factors that may need to be 

considered include: 

• Loss of significant customer base/decrease in demand for products or 

services 

• Loss of significant production sites/critical suppliers 

• Inability to sell products through established channels 

• Possible restrictions on activities (including financing activities)  

• The effects of longer-term structural changes in the market, including 

supply chain disruption 

• Impact of rising commodity prices 

Management takes into consideration the existing and anticipated effects  

of geopolitical concerns and economic uncertainty on the entity’s activities in  

its assessment of the appropriateness of the use of the going concern basis. For 

example, when an entity has a history of profitable operations and relies on 

external financing resources, but its operations have been suspended before or 

after the reporting date, management would need to consider a wide range of 

factors including expected impact on liquidity and profitability before it can 

satisfy itself that the going concern basis is still appropriate. IAS 1 requires 

management to take into account all available information about the future. 

There might be rapid changes in the circumstances affecting management’s 

assessment of the entity’s ability to continue as a going concern. For this 

reason, management needs to consider all available information about the 

future which was obtained after the reporting period up to the date that the 

financial statements are authorised for issue, including measures taken by 

governments and other entities in response to specific situations. That is, the 

financial statements must not be prepared on a going concern basis if, before 

they are authorised for issue, circumstances were to deteriorate such that 

management no longer has a realistic alternative to ceasing trading, even if  

the assessment at the end of the reporting period supported the application of 

the going concern basis. 

17.2. Disclosure 

There may be material uncertainties that cast significant doubt on the entity’s 

ability to operate under the going concern basis. When an entity prepares 

financial statements, it is required to disclose these material uncertainties in  

the financial statements in order to make clear to readers that the going 

The going concern 
assessment needs to be 

performed up to the date 
on which the financial 

statements are issued. 
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concern assumption used by management is subject to such material 

uncertainties. 

In January 2021, the IFRS Foundation released an educational document 

highlighting some of the points mentioned above regarding the requirements  

in IFRS that are relevant to an entity’s assessment of its ability to continue as  

a going concern and the respective disclosures. The educational document is a 

helpful reminder of the assessments that management needs to make and key 

disclosures that may apply. 

How we see it 
The degree of consideration needed, the conclusion reached, and the 

required level of disclosure in respect of the going concern assessment will 

depend on the facts and circumstances in each case, because not all entities 

will be affected in the same manner and to the same extent. Significant 

judgement may be required given the uncertainties referred to above. 

Continual updates to the assessments are required up to the date the 

financial statements are authorised for issue. 

18. Events after the reporting period 

Events after the reporting period are those events, favourable and 
unfavourable, that occur between the end of the reporting period and the  
date when the financial statements are authorised for issue. IAS 10 Events after 
the Reporting Period makes a distinction between adjusting and non-adjusting 
events after the reporting period. The principal issues are how to determine 
which events after the reporting period are to be reflected in the financial 
statements as adjusting events and, for non-adjusting events, what additional 
disclosures need to be provided. 

Determining whether events are adjusting or non-adjusting depends on whether 
the event provides evidence of conditions that existed at the end of the 
reporting period, or is indicative of conditions that arose after the reporting 
period. This assessment will in, many cases, be highly judgemental, and entities 
must, therefore, consider whether disclosures about this judgement are 
required. 

If management concludes an event is a non-adjusting event, but the impact of  
it is material, the entity is required to disclose the nature of the event and an 
estimate of its financial effect. If an estimate cannot be made, then the entity is 
required to disclose that fact. 

19. Other financial statement presentation and 
disclosure requirements 

An entity’s ability to meet the covenant requirements included in long-term loan 

arrangements may be affected. IAS 1 requires that, when an entity breaches a 

covenant on or before the period end, with the effect that the liability becomes 

payable on demand, it is classified as a current liability. If an entity is only 

required to comply with a covenant after the reporting period (i.e. a future 

covenant), that covenant does not affect whether the entity’s right to defer 

settlement exists at the end of the reporting period, and therefore, the 

classification as current or non-current. Further guidance on the classification of 

liabilities as current or non-current can be found in Chapter 3 of the 2024 

edition of International GAAP®. 

https://cdn.ifrs.org/-/media/feature/news/2021/going-concern-jan2021.pdf?la=en
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19.1. Disclosure 

The financial statement disclosure requirements will vary depending on the 

magnitude of the financial impact and the availability of information. Because 

there may be obligations or uncertainties that an entity may not have previously 

recognised or disclosed, an entity needs to consider whether to disclose 

additional information in the financial statements to explain the impact on areas 

that might include provisions and contingent assets/liabilities, in addition to 

asset impairments after the reporting period as discussed above. 

In relation to the assumptions and estimation uncertainty associated with  

the measurement of various assets and liabilities in the financial statements,  

there may be additional risks that the carrying amounts of assets and liabilities 

may require material adjustments within the next financial year. Therefore, 

entities need to carefully consider whether additional disclosures are necessary 

in order to help users of financial statements understand the judgement applied 

in the financial statements. Such disclosure may include, for a financial 

statement item with a carrying amount that is more volatile currently, 

sensitivity analyses indicating how carrying amounts are impacted by the 

methods, assumptions and estimates underlying their calculation. 

How we see it 
Entities need to consider the magnitude of the impact caused by current 

risks to their businesses and adequately disclose the information about those 

assets and liabilities that are subject to significant estimation uncertainty, in 

order to provide users with a better understanding of the financial impact. 

20. Interim reporting considerations 

In accordance with IAS 34 Interim Financial Statements, an entity is required to 

include in its interim financial report, an explanation of events and transactions 

that are significant to an understanding of the changes in financial position and 

performance of the entity since the end of the last annual reporting period. 

Also, an entity is required to include explanations regarding the nature and 

amount of items affecting assets, liabilities, equity, net income and cash flows 

that are unusual because of their nature, size or incidence. Information 

disclosed in relation to those events and transactions must also update the 

relevant information presented in the most recent annual financial report.  

IAS 34 sets out a number of required disclosures as well as a non-exhaustive list 

of events and transactions for which disclosures would be required if they are 

significant. For example, when significant, an entity needs to disclose changes in 

the business or economic circumstances that affect the fair value of its financial 

assets and financial liabilities, whether those assets or liabilities are recognised 

at fair value or amortised cost. In addition, an entity is also required to disclose 

any loan default or breach of a loan agreement that has not been remedied on 

or before the end of the reporting period and transfers between levels of the 

fair value hierarchy used in measuring the fair value of financial instruments 

when significant.  

Furthermore, although IAS 34 does not contain a detailed requirement to 

include sensitivity disclosures, as discussed above, if the range of reasonably 

possible changes in key assumptions has significantly changed since the end of 

the last annual reporting period, an update of relevant sensitivity disclosures 

may be required.  

In accordance with  

IAS 34, an entity is 
required to include in its 

interim financial report, 
an explanation of events 

and transactions that  
are significant to an 

understanding of the 
changes in financial 

position and performance 
of the entity since the  

end of the last annual 

reporting period. 
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The standard presumes a user of an entity’s interim financial report will have 

access to the most recent annual financial report of that entity. Therefore, it  

is unnecessary for the notes to an interim financial report to provide relatively 

insignificant updates to the information that was reported in the notes in the 

most recent annual financial report. However, in some cases, the information 

included in the last annual financial reports may no longer be relevant. 

Therefore, entities may have to provide updated disclosures or to add 

information on topics discussed in this publication for interim financial reporting 

purposes. 

While other standards specify disclosures required in a complete set of financial 

statements, if an entity’s interim financial report includes only condensed 

financial statements, as described in IAS 34, then the disclosures required by 

those other standards are not mandatory. In light of these requirements and 

depending on the entity-specific facts and circumstances, higher-level 

disclosures may be sufficient in condensed interim financial statements. 

However, if disclosure is considered to be necessary in the context of an interim 

report, those other standards provide guidance on the appropriate disclosures 

for many of these items.  



EY  |  Building a better working world

EY exists to build a better working world, helping 
to create long‑term value for clients, people and 
society and build trust in the capital markets.

Enabled by data and technology, diverse EY 
teams in over 150 countries provide trust 
through assurance and help clients grow, 
transform and operate.

Working across assurance, consulting, law, 
strategy, tax and transactions, EY teams ask better 
questions to find new answers for the complex 
issues facing our world today.

EY refers to the global organization, and may refer to one or more, of 
the member firms of Ernst & Young Global Limited, each of which is 
a separate legal entity. Ernst & Young Global Limited, a UK company 
limited by guarantee, does not provide services to clients. Information 
about how EY collects and uses personal data and a description of the 
rights individuals have under data protection legislation are available via 
ey.com/privacy. EY member firms do not practice law where prohibited 
by local laws. For more information about our organization, please visit 
ey.com. 

About EY Global Corporate Reporting Services Group
A global set of accounting and sustainability disclosure standards 
provides the global economy with one measure to assess and compare 
the financial position and performance of entities, and the sustainability-
related factors affecting them. For entities applying or transitioning 
to International Financial Reporting Standards (IFRS) — which includes 
IFRS Accounting Standards and IFRS Sustainability Disclosure Standards 
(collectively, IFRS Standards) — authoritative and timely guidance is 
essential to navigating IFRS Standards that continue to develop and 
evolve. The EY Global Corporate Reporting Services Group has helped 
develop international resources — people and knowledge — to support 
the application and interpretation of IFRS accounting and sustainability 
disclosure standards. In doing so, the EY Global Corporate Reporting 
Services Group provides deep subject matter knowledge and broad 
sector experience to the market, including the latest insights from the 
global EY network.

© 2024 EYGM Limited.  
All Rights Reserved.

EYG No. 004347-24Gbl
ED None

UKC-033551.indd (UK) 05/24. 
Artwork by Creative UK.

This material has been prepared for general informational purposes only and is not intended to 

be relied upon as accounting, tax or other professional advice. Please refer to your advisors for 

specific advice.

This publication contains copyright material of the IFRS® Foundation in respect of which 

all rights are reserved. Reproduced by EY with the permission of the IFRS Foundation. No 

permission granted to third parties to reproduce or distribute. For full access to IFRS Standards 

and the work of the IFRS Foundation please visit http://eifrs.ifrs.org

ey.com

http://eifrs.ifrs.org



