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The purpose of this publication is to assist members of Audit Committees and persons 
preparing annual reports in carrying out their reporting-related tasks. 
It is not easy to track changes in regulations regarding both accounting standards, law 
provisions and guidelines related to sustainability reporting. In order to meet the needs 
of members of Audit Committees and financial staff, we offer you this publication. This 
is the first publication of such kind issued by PwC Lithuania, developed based on 
similar publications issued by other PwC member firms in various Central & Eastern 
European countries for a number of years.

With respect to changes in IFRS Accounting Standards, the aim of this publication is to 
summarize and briefly present all upcoming changes approved by the IFRS Board 
(“IASB”, “Board”).  In terms of financial reporting, in 2023, the new accounting standard 
IFRS 17 “Insurance Contracts” applies for the first time. IFRS 17 was issued in 2017 to 
ensure greater transparency and comparability of financial statements and has  
significant impact on all entities conducting insurance activities, including banks. 
For these entities, the application of IFRS 17 goes well beyond the financial, actuarial 
and systems development spheres. For example, it may influence the design and 
distribution of products, incentive plans, and also preparing budgets. Moreover, the 
new standard does not apply to insurance companies only - entities conducting 
non-financial activities should also consider whether the contracts they enter into 
contain an insurance element. Further, the amendments to applicable accounting 
standards clarify the guidelines of the standards, in order to facilitate their application 
for preparers of financial statements. Nevertheless, we would like to highlight the 
amendments to IAS 1, which replace the requirement to disclose “significant” 
accounting policies by those that are "material". This seemingly insignificant change 
requires entities to optimize accounting policy disclosures in their financial statements.

The near future will also bring us significant changes in non-financial reporting, 
primarily around environmental, social and governance (“ESG”). Multiple sets of 
sustainability reporting standards have been developed in recent years or are in the 
process of being developed - there is no single, universal set of global standards in 
place. The following standards are most relevant in Europe: 

1. European Sustainability Reporting Standards (“ESRS”) developed by European 
Financial Reporting Advisory Group (“EFRAG”) and adopted by the European 
Commission in July 2023 for mandatory use in the EU under Corporate 
Sustainability Reporting Directive (“CSRD”), with mandatory reporting from FY2024 
in 2025 along with limited assurance by listed large companies and from FY2025 in 
2026 by many large companies. 

2. Sustainability standards issued by International Sustainability Standards Board 
(“ISSB”), an independent standard-setting body within the IFRS Foundation. 

3. Global Reporting Initiative (“GRI”) commonly used or referred to by many reporters 
who prepare sustainability reports on a voluntary basis. 

While there is a degree of interoperability and alignment among these standards, there 
are still some important differences to consider. The rigour and quality of sustainability 
reporting will need to be the same as that applied in the financial statements – hence, 
companies need to understand which framework will apply to them and evaluate the 
impact as soon as possible.

Additionally, in our opinion, the issue of a drastic increase in interest rates is also 
important for financial reporting. Finally, we raise concerns about the use of the IFRS 
Foundation's trademarks in financial statements and auditor's reports.

We hope that this publication will be useful for members of Audit Committees in 
discussions with companies about upcoming changes. We also hope that it will be 
helpful for those preparing financial statements and non-financial information.

Jonas Balsys
Director, PwC Lithuania
Capital markets 
transactions, technical 
accounting, ESG, 
structuring
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1.
Amendments to IFRS 
Accounting Standards
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Tomasz Konieczny
Partner
PwC CEE Corporate 
Reporting Services

Comment

The most important change in 2023 is the implementation of the new accounting standard IFRS 17, which 
has revolutionized the accounting approach to contracts meeting the definition of an insurance contract. The 
new standard changes the principles of measurement and calculation of profits and losses in each period and 
introduces major changes in the reporting of insurance contracts, which will result in fundamental changes in 
the insurance and reinsurance sector and financial entities consolidating insurance activities. The standard's 
requirements are complex and are largely based on estimates and assumptions to reflect current trends, 
taking into account the companies' experience, history, and the time value of money. After the change, 
insurers will report results in a different way, and the amounts of liabilities resulting from concluded insurance 
contracts will also change significantly. But the introduction of this standard does not affect only insurers. The 
definition of an insurance contract goes beyond what is perceived as insurance in our everyday life - most of 
us associate insurance with a concluded insurance policy. However, the standard covers all contracts in 
which a party assumes non-financial risk. As a result, it may turn out that entities offering various types of 
guarantees or unlimited service packages may be required to apply the provisions of the new standard. 

However, other changes to existing accounting standards introduced in 2023 (and in subsequent years) do 
not change their key requirements. These changes clarify and provide additional explanations on how to 
apply the guidelines contained in these standards and may be particularly helpful in resolving interpretation 
doubts and in recording business transactions. Some of them also introduce additional disclosure 
requirements to increase a value to stakeholders of financial statements.
A significant part of the amendments to accounting standards clarifies the guidelines of the standards in order 
to facilitate the application of IFRS for those preparing financial statements. In particular, attention should be 
paid to the amendments to IAS 1, which replace the requirement to disclose "significant" information 
regarding accounting policies to that which is "material". The seemingly insignificant change is intended to 
encourage preparers of financial statements to optimize disclosures regarding accounting principles. Instead 
of the current extensive descriptions of accounting principles, which often repeat the requirements of the 
standard and are not tailored to the entity’s situation, the standard requires the inclusion of information that is 
specific to the entity and necessary to understand the choices and judgments made in selecting accounting 
principles. The standard does not prohibit the inclusion of irrelevant information, but clearly states that it must 
not obscure information that is important for understanding the entity's financial situation and results of 
operations. It is expected that the application of the revised accounting standard will significantly impact 
disclosure regarding accounting principles.
Some changes organize and clarify existing requirements. The issue of breaking covenants in loan 
agreements and the related requirement to classify debt as a short-term liability has always caused a lot of 
controversy. Amendments to the standard clarify the classification rules in the event of failure to meet 
contractual requirements (covenants) and significantly expand disclosure requirements. Moreover, the 
amendments to IAS 12 "Income Taxes" introduce the requirement to recognize deferred tax on certain 
transactions, e.g. leasing, which is extremely common on the market. Another amendment to IAS 12 
introducing an exemption from determining deferred tax in connection with changes in tax regulations 
regarding the global minimum tax is equally important.
Some changes introduced to IFRS accounting standards are related to ongoing changes in the economic 
environment in which entities operate, for example, amendments to IAS 7 and IFRS 7 introduce additional 
requirements for disclosing information related to contracts for financing liabilities to suppliers, i.e. reverse 
factoring, which from over the past few years, has become an increasingly popular liquidity management tool.
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The presented assessment of the impact on the preparers of financial statements is a subjective assessment of PwC, and the application of individual 
amendments may have a different impact depending on the individual circumstances of the individual entity applying IFRS. Entities that have adopted a 
financial year other than the calendar year should analyse the provisions of the transition regarding individual changes, as the dates of application may be 
different for them.

5

Impact assessment
Significant effect on a number of entities in Lithuania;     
Significant effect on a small group of entities operating in Lithuania; 
The issue applies to a small group of entities in Lithuania, or an insignificant 
impact of the changes, or the changes introduce additional options or 
simplifications but do not impose new reporting obligations; 
Generally no effect on entities operating in Lithuania, potential impact on foreign 
entities covered by consolidation or on first adopters of IFRS.

Nature of the amendment
        New standard or interpretation;
        Amendment to the existing standard or interpretation;
        Amendment to standard under the IFRS improvements project.

Effective year in the EU
2023 –  The year from which the European Union 
requires applying a given amendment (where 
financial year = calendar year); EU-? – means that 
the amendment has not yet been endorsed and NA 
that it does not require endorsement, has been 
rejected by the EU or approvals deferred.

Early application
Can the standard or its amendment be applied early 
(following its endorsement by the EU, if relevant) 
((✔ =Yes, ✖ = No, !!! – yes, but it must also be 
applied early to other standards).

Summary of approved amendments to IFRS Accounting 
Standards with information on their approval by the EU, 
possibility of early application and assessment of the 
impact on entities applying IFRS in Lithuania

Approved by the IASB for application after January 1, 2023. P.

IFRS 17 Insurance Contracts and amendments to IFRS 17 UE-2023 !!! 5

Amendments to IAS 1 Presentation of Financial Statements and IFRS Practice Statement 2 - a requirement to 
disclose material information about accounting policies UE-2023 ✔ 8

Amendments to IAS 8 Accounting Policies, Changes in Accounting Estimates and Errors - definition of 
accounting estimates UE-2023 ✔ 9

Amendments to IAS 12 Income Taxes - deferred tax related to assets and liabilities arising from a single 
transaction UE-2023 ✔ 10

Amendments to IAS 12 Income Taxes - International Tax Reform - Pillar Two Model Rules UE-2023 ✔ 11

Approved by the IASB for application after January 1, 2024.

Amendments to IFRS 16 Leases - lease liability in a sale and leaseback transactions EU-? ✔ 12

Amendments to IAS 1 Presentation of Financial Statements - classification of liabilities as current or 
non-current EU-? ✔ 13

Amendments to IAS 7 Statement of Cash Flow and IFRS 7 Financial Instrument: Disclosures - supplier 
finance arrangements EU-? ✔ 15

Approved by the IASB for application after January 1, 2025.

Amendments to IAS 21 The Effects of Changes in Foreign Exchange Rates - lack of exchangeability EU-? ✔ 16

Amendments rejected or deferred by the EU (endorsed by the IASB for application after January 1, 
2016)

IFRS 14 "Regulatory Deferral Accounts" NA ✔ 17

Amendments to IFRS 10 Consolidated Financial Statements and to IAS 28 Investments in Associates 
regarding the sale or contribution of assets between an investor and its associates or joint ventures NA ✔ 17
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Insurance contracts
IFRS 17 

Replaces the standard IFRS 4 "Insurance Contracts".

Effective date Annual periods beginning after January 1, 2023. Earlier application is permitted if IFRS 15 and IFRS 9 are adopted.

EU approval Approved for use after January 1, 2023.

First application Retrospective using one of the following methods:
• retrospectively for each period presented, or 
• if this is impracticable, a modified retrospective approach in accordance with the guidelines of the standard; or
• the fair value approach as required by the standard.

Impact 
assessment – ⬤

Significant impact on all entities conducting insurance business, including banks. However, companies conducting 
non-financial activities should also consider whether this standard applies to them, e.g. in guarantee transactions that 
go beyond the standard guarantees provided for their own products (see expert comment below).

Issue

The new accounting standard IFRS 17 "Insurance Contracts" was 
issued in 2017 and introduced the greatest revolution in the reporting of 
insurance companies and other entities offering products meeting the 
definition of an insurance contract in decades. The aim is to ensure 
greater transparency and comparability than has been the issue so far, 
where in practice it was allowed to apply different accounting principles, 
often even inconsistent ones within one capital group. 
IFRS 4 was issued in 2004 as a transitional IFRS standard, which 
allowed entities to apply existing accounting practices and focused only 
on introducing disclosures regarding amounts, timing and uncertainties 
regarding future cash flows from insurance contracts and therefore did 
not regulate certain accounting issues precisely enough, leaving the 
discretion to the entities. 

Consequences

The new standard has the greatest impact on life insurance companies, 
given that the contracts they sign are often of a long-term nature. 
However, in the case of non-life insurance, insurers faces also changes 
in reinsurance accounting and need to discount the value of claims.

The standard is not limited to insurance companies and each entity 
must consider whether its contracts contain an element that meets the 
definition of an insurance contract (as defined in IFRS 17).

The following are selected key changes as compared to previous 
accounting practices:

• all cash flows are based on current assumptions, whereas 
previously for some insurance contracts, insurance was valued 
using historical assumptions or those made at the product tariff 
stage. 

• revenue recognition rules are more consistent with IFRS 15, 
excluding deposit components, and revenue is not recognized on a 
cash basis, as was often the case today for life insurers.

• historical data such as loss ratios, discount rates and unrealized 
profits are needed for valuation. This data did not need to be 
collected for previous accounting and regulatory reporting 
purposes.

Amendments introduced to IFRS 17

In 2020, the Board published amendments to IFRS 17, including 
transition changes regarding the exemption of insurance companies 
from the application of the guidelines of IFRS 9 "Financial Instruments". 
Moreover, in 2022, another amendment to IFRS 17 was published 
regarding the initial application of IFRS 17 and IFRS 9 “Financial 
Instruments” in the presentation of comparative data. 
The change addressed an important issue related to "accounting 
mismatches" between liabilities under insurance contracts and financial 
assets arising in comparative data presented when applying IFRS 17 
and IFRS 9 for the first time.

6

In the case of an insurance company, the impact of applying IFRS 17 will go well beyond the financial, actuarial and systems 
development spheres. For example, it may affect the design and distribution of products, incentive plans and broader 
remuneration policies, as well as the preparation of budgets. The standard may also affect the payment of taxes and 
dividends, depending on local laws.
As the new accounting standard does not apply only to insurance companies, all entities should analyze whether they are 
covered by it. Examples in which there may be an element of insurance contracts include a credit contract in which the 
repayment obligation expires upon the death of the holder, or an energy sales contract in which the energy supplier 
undertakes to repair household appliances in the event of faults, and performance guarantees offered to investors by 
development companies. As a result, it may turn out that many entities will be affected by the new regulations and compliance 
with the requirements of IFRS 17 may pose a significant challenge for many entities. 
Nevertheless, this is seen as the price to be paid for improved accounting practice and better comparability, in particular in the 
case of the insurance sector. Many hope that better accounting practices will have a positive impact on investor perceptions 
of the sector and result in lower costs of capital for the sector in the future.

Comment

Ivona 
Strazdauskė
Senior Manager
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Insurance contracts
IFRS 17 
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The scope of IFRS 17 - not only insurers

As mentioned, the requirement to apply the standard is not limited to 
insurance companies. Each contract should be considered in terms 
of the existence of an element that meets the definition of an 
insurance contract (an insurance benefit in the random event). 

The above created potential problems in the financial sector, 
resulting in an amendment to the standard excluding credit card 
contracts and similar from the scope of the standard, if the price 
tariffs of such contracts do not reflect the insurance risk of 
customers. On the other hand, in relation to selected loan 
agreements - which meet the definition of an insurance contract and 
in which the entity's liability is determined as the amount of the 
liability remaining to be repaid by the customer at the time of the 
insured event (e.g. loans with exemption from repayment in the 
event of the borrower's death) - an option to choose the application 
of IFRS 17 or IFRS 9 to these contracts. This selection is made by 
the entity at the contract portfolio level.

The standard excludes from its scope warranty services related to 
the provision of goods and services by the entity to customers (e.g. a 
car manufacturer's warranty), while if the sales contracts include an 
obligation to provide benefit in the random event, then such an 
element is included in the scope of the standard.

Moreover, the exemption can only be used if the guarantee/warranty 
of proper performance is provided directly by the 
manufacturer/service provider. If such security is provided by the 
parent company or another company from the group, the exemption 
does not apply at the level of the guarantor's separate report and it 
should be considered whether a given contract meets the definition 
of an insurance contract. This is a very common case in the industry 
of general contractors and developers who issue a proper 
performance guarantees to their special purpose vehicles. Due to 
the different valuation of liabilities in this respect in accordance with 
IFRS 17 compared to IAS 37 or IFRS 9, it is required to re-evaluate 
such liabilities taking into account the risk adjustment for 
non-financial risk in the valuation and, consequently, recognize them 
appropriately on the date of implementation of the new standard and 
re- revaluation for subsequent balance sheet dates.

Expected recoverability of acquisition cash flows

The entity is obliged to allocate part of the acquisition costs to the 
expected renewals of insurance contracts, as well as to recognize 
these costs as an asset until the renewal of insurance contracts 
occurs. At the end of each reporting period, the entity assesses the 
recoverability of this asset and discloses information about it in the 
financial statements.

Profit recognition - CSM (Contractual Service Margin) 

The amendment applies to insurance contracts under which services 
are also provided that guarantee return on investment 
(investment-return service). In the general valuation model, the CSM 
should be recognized over the insurance coverage period and the 
investment-return service period

When there is a change in estimates for the CSM, the entity has an 
accounting policy choice to recognize the effect of the change in 
estimates made in previous financial statements applying IFRS 17. 
The entity recognizes the effect of the amendment in estimates on a 
year-to-date basis, or it is recognized over the remaining period of 
insurance cover (period-to-period basis)

Recognition of loss recovery from reinsurance contracts held

In accordance with IFRS 17, at the time of initial recognition, the 
entity recognizes a loss from insurance contracts from which it 
expects to incur a loss. 

If an entity transfers these contracts to reinsurance, the entity 
modifies the CSM for that class of reinsurance contracts and the 
amount of losses that the entity recovers from its reinsurance 
contracts is recognized on a one-off basis on initial recognition. The 
value of recovering losses from reinsurance contracts held at the 
time of initial recognition depends on the amount of losses 
recognized on account of insurance contracts and the percentage of 
losses that the entity expects to recover from reinsurance contracts 
held.

Presentation of assets and liabilities from insurance contracts

Assets and liabilities related to insurance contracts are presented in 
the financial statements on a portfolio basis, and not on a group 
basis.

Risk mitigation option

The guidelines of the standard introduce the possibility of using risk 
mitigation options when limiting financial risk using reinsurance 
contracts and non-derivative financial instruments measured at fair 
value.

Simplifications when transitioning to IFRS 17

The transitional provisions enable the use of simplifications to be 
applied in the transition to IFRS 17 regarding the recognition as at 
the date of transition of the recovery of losses from reinsurance 
contracts held, capitalized acquisition costs, estimated values 
determined in previous reporting periods, investment contracts with 
the option of voluntary participation, contracts purchased in the 
period of their settlement and risk mitigation options.
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Amends the standard IAS 1 "Presentation of financial statements" and the IFRS Practice Statement 2 regarding disclosures on accounting 
policies.

Effective date Annual periods beginning after January 1, 2023.

EU approval Approved for use after January 1, 2023.

First application Applies prospectively from January 1, 2023 with the possibility of earlier application.

Impact 
assessment –  ⬤ Limited impact, detailing change, possible long-term impact.

What does it change?
In February 2021, the IFRS Board published amendments to IAS 1 
"Presentation of financial statements" regarding disclosures on the 
accounting policies
Amendments to IAS 1 require companies to disclose information about 
their 'material' accounting policies, not their 'significant' accounting 
policies. As part of the amendments to IAS 1, a definition of material 
information regarding accounting policies was introduced.
As part of the amendments to IAS 1, a definition of material information 
regarding accounting policies was introduced. Accounting policy 
information is material if, when taken together with other information in 
the entity's financial statements, it could reasonably be expected to 
influence decisions that the main users of general purpose financial 
statements make on the basis of those financial statements.

The amendment also clarifies that information on accounting policies is 
material if, in the absence of such information, users of the financial 
statements would not be able to understand other material information 
contained in the financial statements.
Revised IAS 1 also includes an example illustrating information on 
accounting policies considered material. 
In addition, the amendment to IAS 1 clarifies that immaterial information 
about accounting policies need not be disclosed; however, if they were 
disclosed, this should not obscure what is considered material 
information. 
In addition, to emphasize the importance of the clarifications introduced 
to IAS 1, the Board also amended the IFRS Practice Statement 2 on 
the application of the concept of materiality in practice to disclosures 
regarding accounting policies.
The revised IFRS Practice Statement 2 provides guidance on how to 
apply the concept of materiality to accounting policy disclosures.

Materiality with respect to 
accounting policies
IAS 1 and IFRS Practice Statement 2
regarding disclosures on accounting policies 
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Rasa 
Radzevičienė
Partner

Comment

Current market practice shows that financial statements contain very extensive descriptions of accounting policies, which very 
often refer to transactions that do not occur at all in a given entity, or in extreme cases are a summary of IFRS accounting 
standards guidelines. Such an approach to disclosing accounting policies means that financial statements do not meet their 
primary purpose, i.e. they do not provide information that is specific to a given company and useful for making economic 
decisions. Financial statements are more like an educational document, which seems to be unnecessary in the case of 
financial reporting, as the conceptual framework of reporting assumes that the user of the report has knowledge of the 
standards to the extent necessary. As a result, overloading with general information makes it difficult to find information 
relevant to a given entity.

Therefore, the IFRS Board decided to amend IAS 1 "Presentation of Financial Statements" and the IFRS Practice Statement 
2 regarding disclosures on accounting policies, in response to comments received from investors and other users of financial 
statements. Investors emphasized that additional guidelines are needed to indicate what information on accounting policies 
should be disclosed. The Board has produced two examples for IAS 1 that illustrate (1) how to disclose making significant 
judgments and how to focus on entity-specific information, e.g. an entity describes how it allocates the transaction price to its 
separate performance obligations and when the entity recognizes revenue (over time or at the point) and (2) what is the 
assessment of the materiality of accounting information so as not to duplicate the requirements of IFRS, e.g. avoiding 
disclosure of IAS 36 requirements as part of a separate accounting policy for impairment property, plant and equipment, 
where there was no impairment or reversal of impairment in the current or comparative reporting period, and the disclosures 
about significant judgments and estimates already contain information about significant assumptions used in the impairment 
assessment. 

It should be recognized that this amendment is needed and may contribute to shorter and more succinct financial statements, 
provided; but only when preparers of financial statements will comply properly with the new guidelines of the IFRS Board.
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Rasa Selevičienė
Director

Comment

Distinguishing a change in accounting policy from a change in accounting estimates is often a practical problem for preparers; 
meanwhile, the decision on this issue has a fundamental impact on the financial statements due to the different method of 
applying this change, i.e. retrospective vs. prospective approach.

The distinction between accounting principles and estimates may be easier in a situation where a given accounting standard 
presents many variants and gives the possibility of choosing, where the use of one of the alternatives results in a different 
valuation of the balance sheet item, e.g. in case of inventory valuation methods (FIFO or weighted average cost method). 
In such a situation, it is clear that we are dealing with a choice of accounting policy and its change should be applied 
retrospectively.

It is more difficult to determine the calcification of the change when the problem concerns a detailed calculation methodology 
for which the standard provides general guidelines, e.g. when an entity decides to change the methodology for calculating 
expected credit losses in relation to financial assets. Then it does not necessarily mean a change in accounting policies. 
The calculation of the amount of expected credit losses constitutes an estimate in itself, and the selection and establishment 
of an appropriate methodology for the calculation of this amount is intended to ensure that the estimated amount is reliable 
and as accurate as possible.

Amends the standard IAS 8 "Accounting Policies, Changes in Accounting Estimates and Errors".

Effective date Annual periods beginning after January 1, 2023.

EU approval Approved for use after January 1, 2023.

First application Applies prospectively starting January 1, 2023 with the possibility of earlier application.

Impact 
assessment – ⬤ Limited impact, detailing change.

What does it change?
Practice shows that preparers do not use an uniform approach to 
distinguish accounting principles from accounting estimates. It was 
often difficult for entities to distinguish a change in accounting policy 
from a change in accounting estimates, especially when it concerns 
a change in the valuation method.
Meanwhile, this distinction is important because changes in accounting 
estimates are applied prospectively to future transactions and other 
future events, whereas changes in accounting policies are generally 
applied retrospectively to past transactions and other past events, as 
well as to the current period. When entities make inconsistent 
distinctions between the two types of changes, it is difficult for investors 
to compare companies' financial performance.
As a result, in February 2021, the Board published an amendment to 
IAS 8 "Accounting Policies, Changes in Accounting Estimates and 
Errors" regarding the definition of accounting estimates. 
The amendment to IAS 8 introduces a definition of "accounting 
estimates" and clarifies how companies should distinguish changes in 
accounting policies from changes in accounting estimates.

Introduced changes, including:
(a) clarifying how accounting policies and accounting estimates are 

related by stating that accounting estimates are used to apply 
accounting policies;

(b) introducing a modified definition of accounting policies that is clearer 
and more concise;

(c) specifying that the use of a particular estimation or valuation 
technique when a financial statement item cannot be accurately 
measured constitutes the making of an accounting estimate; and

(d) clarifying that making the choice under IAS 2 "Inventory" of the 
first-in, first-out (FIFO) cost formula or the weighted average cost 
formula for interchangeable inventory constitutes a choice of 
accounting policy.

The amendment is mandatory for annual periods beginning on or after 
January 1, 2023.
Nevertheless, the change does not appear to require an adjustment to 
the previously published financial statements.

Definition of accounting estimates
IAS 8

9
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Amends the standard IAS 12 "Income Taxes".

Effective date Annual periods beginning after January 1, 2023. possibility of early application.

EU approval Approved for use after January 1, 2023.

First application Retrospective in accordance with the transitional requirements written in the amendment to the standard.

Impact 
assessment – ⬤ It can have a significant impact on entities with significant lease-related balances.

What does it change?
In 2021, the IFRS Board amended IAS 12 "Income Taxes" by 
introducing a requirement to recognize deferred tax on certain 
transactions that, on initial recognition, give rise to equal amounts of 
taxable and deductible temporary differences. The proposed changes 
will typically apply to transactions such as leases to the lessee and 
decommissioning liabilities.
Before the amendment to the standard, there were ambiguities as to 
whether the recognition of equal amounts of assets and liabilities for 
accounting purposes (e.g. initial recognition of a lease) with no effects 
on current tax settlements results in the need to recognize deferred tax 
or whether the initial recognition exemption should be applied, which 
says that deferred tax balances are not recognized if the recognition of 
an asset or liability has no impact on the accounting or tax result at the 
time of such recognition. In practice, both approaches have been used 
by preparers of financial statements. 
The amended IAS 12 regulates this issue by requiring the recognition 
of deferred tax in the above situation and introduces an additional 
provision that the exemption from initial recognition does not apply if 
the entity at the same time recognizes an asset and an equivalent 
liability and each of them creates temporary differences. 
The revised standard provides further detailed clarifications and an 
example has been added to the standard to illustrate the new guidance.

The amendments to IAS 12 should be applied for annual periods 
beginning on or after January 1, 2023 using the modified approach 
retrospectively, i.e. at the beginning of the earliest comparative period 
presented:  

(a) a deferred tax asset should be recognized - to the extent to 
which taxable temporary differences exist or are likely to be 
recoverable, and the deferred tax liability for all taxable temporary 
differences;

(b) recognize the cumulative effect of the initial application of the 
changes as an adjustment to the opening balance of retained 
earnings (or other component of equity, as appropriate) at that 
date.

Obligation to recognize deferred tax on 
certain transactions
IAS 12
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Brigita 
Stepankevičienė
Manager

Comment

As described above, the issue has not been regulated so far, which resulted in some preparers not recognizing deferred tax 
on leasing transactions. This approach did not affect the year in which lease transactions were entered into the accounting 
books, but the impact could be recorded in subsequent periods, which results from the fact that the right to use assets and the 
lease liability are not equal at subsequent balance sheet dates. The amendment sorts out this situation. Recognition of the 
deferred tax asset and deferred tax liability in the case of the initial recognition of the lease will result in the subsequent 
pre-tax financial result being evenly burdened with income tax, and the deferred tax balances will provide a better 
understanding of the tax consequences of possible modifications to leasing agreements. It is worth noting that the previous 
regulations did not exclude the calculation of "full" deferred tax - for those who did so, the change will not affect.
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Amends the standard IAS 12 "Income Taxes".

Effective date Annual periods beginning after January 1, 2023.

EU approval Approved for use after January 1, 2023.

First application Companies can apply the change immediately, but disclosure requirements are required in respect to the annual 
periods beginning on or after January 1, 2023.

Impact 
assessment – ⬤

Impact on entities within large international corporate groups covered by the Pillar 2 model rules that operate in a 
jurisdiction where Pillar 2 legislation has been adopted or entered into force.

Global Minimum Income Tax 
(Pillar Two Model Rules)
IAS 12

11

What does it change?
In December 2021, the Organization for Economic Co-operation and 
Development (“OECD”) published model rules for the so-called Pillar 
Two, aimed at reforming the international tax system of business 
entities. Large multinational companies falling within the scope of these 
rules are required to calculate their effective tax rate and will be liable 
to pay a supplementary minimum tax equal to the difference between 
the effective tax rate and the minimum rate of 15%. 

In response to legislative changes and numerous concerns raised 
regarding the accounting treatment of the effects of the Pillar Two tax 
reform, in May 2023 the IFRS Board issued narrow-scope amendments 
to IAS 12. The amendments introduce a temporary exemption from the 
requirement to recognize and disclose deferred tax arising from tax law 
enacted or substantively enacted to implement the Pillar Two model 
rules published by the OECD, including tax law that implements 
qualified domestic minimum top-up taxes described in those rules. 

The changes also introduce information requirements for entities 
covered by the Pillar Two regulations and oblige entities to disclose:

・ the fact of application of the exemption to recognising and disclosing 
information about deferred tax assets and liabilities related to Pillar 
Two income taxes;

・ separately its current tax expense (income) related to Pillar Two 
income taxes;

・ in periods in which Pillar Two legislation is enacted or substantively 
enacted but not yet in effect, an entity shall disclose known or 
reasonably estimable information that helps users of financial 
statements understand the entity’s exposure to Pillar Two income 
taxes arising from that legislation.

The amendments to IAS 12 should be applied immediately (subject to 
any local legislative processes) and retrospectively in accordance with 
IAS 8 “Accounting Policies, Changes in Accounting Estimates and 
Errors”.

Comment

The published amendments to IAS 12 constitute a significant simplification for entities that will be affected by the global reform 
of the tax system. By introducing an exemption from the calculation of deferred tax in relation to the effects of the Pillar Two 
reform, the Board resolved the numerous doubts related to its recognition, in particular, since in many jurisdictions, the tax 
regulations are still in the legislative process.

It could be argued that the Pillar Two requirements imposing a minimum tax of 15% would not apply in Lithuania as the basic 
tax rate is 15%. Nevertheless, entities benefiting from significant tax reliefs, such as relief for research and development work, 
and operating within the capital groups qualifying for the application of Pillar Two requirements may be required to pay 
minimum tax. Moreover, apart from deferred tax issues, adapting to the new Pillar Two requirements will also be a challenge 
for such companies. Ivona 

Strazdauskė
Senior Manager
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Amends the standard IFRS 16 "Leases".

Effective date Annual periods beginning after January 1, 2024 with early application.

EU approval Not approved at the time of this publication.

First application Retrospective in accordance with the transitional requirements written in the amendment to the standard.

Impact 
assessment – ⬤ It may affect entities entering into significant leaseback transactions.

Lease liabilities in sale and leaseback 
transactions
IFRS 16 
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What does it change?
To date, there have been discrepancies in practice regarding the 
recognition of certain effects of sale and leaseback transactions when 
the criteria of IFRS 15 are met (the so-called "real sale" transaction).
In the above situation, the standard requires the seller-lessee to 
measure the right-of-use asset resulting from a sale and leaseback 
transaction in proportion to the previous carrying amount of the asset, 
which relates to the seller's right-of-use that the lessee retains. 
Accordingly, in such transactions, the gain is limited to the amount that 
relates to the rights transferred to the buyer-lessor. As a result, the 
initial measurement of the lease liability is a consequence of how the 
seller-lessee's right-of-use asset is measured and the gain or loss 
recognized at the date of the transaction. However, until now, IFRS 16 
did not include any specific requirements for subsequent measurement 
for such transactions, which created significant discrepancies in 
situations where future lease payments were variable, particularly when 
the variability went beyond an adjustment for a change in the rate or 
index.
Accordingly, in March 2021, the IFRS Board issued amendments to 
IFRS 16 that supplement the requirements for the accounting treatment 
of sale and leaseback transactions, and the revised examples in the 
standard illustrate how to apply the Board's new guidance.

The introduced amendment requires the seller-lessee to subsequently 
measure lease liabilities arising from a leaseback in a way that it does 
not recognise any amount of the gain or loss that relates to the right of 
use it retains. Accordingly, the amendments, among others:
(a) define the proportion of the previous carrying amount of an asset 
under a sale-leaseback as a comparison of the present value of the 
expected lease payments discounted using a discount rate with the fair 
value of the asset sold;
(b) define the components of the lease payment that should be 
included in the measurement of the lease liability arising from
 a sale-leaseback;
(c) clarify how right-of-use assets should be measured after initial 
recognition (subsequent measurement in accordance with paragraphs 
29-35 of IFRS 16, and therefore consistent with the measurement of 
right-of-use assets not included in a sale or leaseback transaction) and 
how to measure the lease liability.
The amendment does not change the general rules on sale and 
leaseback under IFRS 16, therefore it is expected to affect only 
a limited number of entities in the market.

Comment

As of today, the measurement of right-of-use assets and lease liabilities arising from sale and leaseback transactions has not 
been sufficiently precise, which could cause interpretation problems for entities that carry out this kind of transactions in 
practice and result in the application of a different approach by different entities. 
Due to the fact that such transactions often involve significant assets with a relatively long useful life, a different approach 
could have had a significant impact on the result of the transaction.

The new requirements are particularly relevant where leasebacks involve variable lease payments that do not depend on 
index or rate, as these payments are excluded from 'lease payments' under IFRS 16. If the payments include variable lease 
payments, there was the risk that, due to the lack of appropriate regulations, the seller-lessee could recognize a profit in 
relation to the right of use, which it retains only as a result of remeasurement (e.g. as a result of modification of the lease 
agreement or change of the lease term), due to the fact that it would apply the general requirements for the subsequent 
measurement of lease liabilities not specifically related to a sale and leaseback transaction. Such a gain would be recognized 
even though no transaction or event occurred that could give rise to that gain.

The amendment to the standard sorts out this situation, and the amended examples explain in particular what should be done 
when measuring, after initial recognition, a right-of-use asset and a lease liability in a sale and leaseback transaction with 
variable lease payments that do not depend on an index or rates. 

Jurgita 
Krikščiūnienė
Director
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Classification of liabilities as current 
and non-current
IAS 1

Amends the standard IAS 1 "Presentation of financial statements".

Effective date Annual periods beginning after January 1, 2024.

EU approval Not approved at the time of this publication.

First application Retrospective in accordance with IAS 8 with the possibility of earlier application.

Impact 
assessment – ⬤ It may have a significant impact on entities with significant debt.

Amendments to the standard introduced by the Board
In 2020, the IFRS Board introduced amendments to IAS 1 with regard 
to the classification of liabilities as long-term or short-term, which were 
originally supposed to apply from 2021, but were deferred until 2024.
In October 2022, the IFRS Board issued further amendments to IAS 1, 
which address the issue of classification of liabilities in relation to which 
the entity is obliged to meet specific contractual requirements, i.e. 
covenants. This change was also a response to stakeholders' concerns 
regarding the classification of such liabilities as current or non-current. 
These changes will also come into effect in 2024.

What does it change?
The amended IAS 1 provides that liabilities are classified as current or 
non-current depending on the rights existing at the end of the reporting 
period. Neither the entity's expectations nor events after the reporting 
date (for example, covenant waivers or breaches) affect the 
classification.
Liabilities are classified as non-current if the entity has a significant 
right to defer settlement of the liability for at least 12 months from the 
end of the reporting period.
The amended guidelines specify that the assessment should be made 
as at the balance sheet date on the basis of the rights held by the 
entity, and it should not be taken into account whether the entity will 
exercise these rights.

13
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Classification of liabilities as current 
and non-current
IAS 1

The right to defer exists only if the entity meets all relevant conditions at the 
reporting date.

As a consequence of the amendments to the standard, it was clarified that the 
covenants of loan agreements, which the entity must comply with only after the 
balance sheet date, will not affect the classification of liabilities as non-current or 
current as at the reporting date. However, covenants that an entity must meet at or 
before the balance sheet date would affect the classification of liabilities as current 
or non-current, even if that condition is assessed only after the entity's balance 
sheet date.

The amendment to the standard also clarifies what is meant by the phrase 
"settlement" of the liability. "Settlement" is defined as settling 
a liability with cash, other economic resources or the entity's own equity 
instruments.

The change introduced in October 2022 was the result of discussions caused by 
the amendments from 2020, and in particular doubts related to the moment of 
confirming compliance with contractual conditions (covenants).

In response to the doubts, the Board clarified the solutions dated 2020, but at the 
same time introduced significant disclosure obligations. 

Information that will require disclosure includes:

・ what covenants the company has in its contracts;

・ whether the company complied with them at the reporting date;

・ whether the company expects to comply with them in the future 
(and how it will do so).

Comment

The classification of credit liabilities as long-term or short-term considering the fulfillment of contractual conditions, i.e. 
covenants has been arousing many questions for the years. This is due to the fact that many covenants are constructed on 
the basis of financial data from the annual financial statements (e.g. calculation of the Net Debt/EBITDA ratio), while the 
preparation of this report and its delivery to the financial institution often takes place several months after the balance sheet 
date. The Board consistently presents the view that the status as at the balance sheet date, e.g/ December 31, is important 
for the classification, and any events after that date have no impact on the classification. The entity's rights to defer payments 
should be assessed as at that date and the liability should be classified as long-term only if the deferral is longer than 12 
months from the balance sheet date. Nevertheless, this view was not always clearly reflected in the content of the standard. 
Recent changes have replaced the wording that the right to deferral should be “unconditional”, as credit agreements rarely 
contain any conditions. Contrary, contracts often contain arrangements for periodic testing of contractual terms. As a result, 
the term “significant right to defer payment” has been used, which should be understood as a right that exists at the balance 
sheet date, not taking into account events after the balance sheet date.

According to the detailed requirements of the standard, when classifying liabilities, an entity considers only its rights, and 
ignores its expectations and intentions. Thus, the entity's intention to settle a liability in the short term, that meets the 
requirements to be classified as long-term, does not affect the classification (such liability is non-current). The method of 
settling the liability also does not affect the classification. So far, when classifying, it has not been clear how to take into 
account the entity's intention to repay, or how to proceed when a liability can be converted to equity.

Prior to the amendments, the requirements of the standard regarding the disclosure of contractual terms relating to the entity's 
lending were not strictly defined. Certain obligations could be inferred from the disclosure requirements regarding capital 
management (IAS 1), significant judgments (IAS 1) or liquidity risk management (IFRS 7). Nevertheless, there were no strict 
requirements regarding the disclosure of information on when and what conditions an entity must meet in order not to be 
forced to accelerate loan repayment. The amendments to the standard address this issue and introduce a number of 
disclosure requirements. I believe that investors will appreciate extended disclosures, as the terms and conditions of loan 
agreements are often a key element for the entity’s performance assessment. 

Brigita 
Stepankevičienė
Manager

14
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Amends the standard IAS 7 “Cash Flow Statement” and IFRS 7 “Financial Instruments - Disclosures”.

Effective date Annual periods starting after January 1, 2024.

EU approval Not approved at the time of this publication.

First application Financial statements for the year ended December 31, 2024, no need to present comparative data.

Impact 
assessment – ⬤

Limited impact, the amendments do not affect the recognition or measurement principles, but only require disclosures 
in relation to a specific transaction.

Supplier finance arrangements
IAS 7/IFRS 7

15

What does it change?
In May 2023, the IFRS Board published amendments to IAS 7 and 
IFRS 7 requiring the disclosure of certain information about supplier 
finance arrangements (also called “reverse factoring”). 
The amendments respond to investors that said they urgently need 
more information about reverse factoring agreements, to be able to 
assess how these arrangements affect an entity's liabilities, cash flows 
and liquidity risk.
To meet investor’s needs, the IFRS Board introduced new requirements 
into the accounting standards to ensure that the new disclosures 
provide information about:
(a) the terms and conditions of supplier finance arrangements,
(b) the carrying amount of financial liabilities that are part of supplier 

finance arrangements and the line items in which those liabilities 
are presented,

(c) the carrying amount of the financial liabilities for which suppliers 
have already received payment from the finance providers,

(d) the range of payment due dates for both the financial liabilities that 
are part of supplier finance arrangements, and comparable trade 
payables that are not part of such arrangements,

(e) non-cash changes in the carrying amount of financial liabilities,
(f) access to supplier finance arrangements facilities and 

concentration of liquidity risk with the finance providers.

Entities will be required to aggregate the information they provide about 
the arrangements. However, entities should disaggregate information 
about terms and conditions that are dissimilar, disclose explanatory 
information when the range of payment due dates is wide, and disclose 
the type and effect of non-cash changes that are needed for 
comparability between periods.
All entities that use supplier finance arrangements in their operations 
will be required to provide the new disclosures, provided they are 
material.

Comment

The issue of financing using reverse factoring became the subject of a heated debate a few years ago when several entities 
using this method of financing declared insolvency and the fact of using reverse factoring and its size were not sufficiently 
disclosed in the financial statements of these entities.

It should be expected that the new disclosure requirements of the amended standards will ensure greater transparency 
regarding companies' financing through factoring transactions and will contribute to improving the quality of information 
included in financial statements, because so far this information could not always be read directly from companies’ reports.

Some disclosures may pose challenges for entities in collecting information that should be disclosed. In particular, preparing 
the disclosures for financial liabilities for which suppliers have already been paid by financial institutions may be difficult, as 
many entities may not have easy access to adequate historical data to provide the appropriate level of detail for these 
disclosures. Companies may need to implement new processes and controls to ensure complete and accurate data 
collection. Jonas Balsys

Director
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Amends the standard IAS 21 "The effects of changes in foreign exchange rates".

Effective date Annual periods starting after January 1, 2025, with earlier application permitted.

EU approval Not approved at the time of this publication.

First application

When an entity applies the new requirements for the first time, it is not permitted to restate comparative information. 
Instead, the entity is required to translate the affected amounts at estimated spot exchange rates at the date of initial 
application, with an adjustment to retained earnings (if between foreign and functional currency) or to the reserve for 
cumulative translation differences (if between functional and presentation currency).

Impact 
assessment – ⬤ It may affect entities concluding transactions in foreign currencies.

Lack of exchangeability
IAS 21

16

What was the issue?
IAS 21 sets out the exchange rate that an entity uses when it reports 
foreign currency transactions in the functional currency or translates the 
results of a foreign operation in a different currency. Until now, 
IAS 21 set out the exchange rate to use when exchangeability between 
two currencies is temporarily lacking, but not what to do when lack of 
exchangeability is not temporary. Furthermore, assessing 
exchangeability between two currencies requires the analysis of 
various factors; such as the time frame of the exchange, the ability to 
obtain the other currency, markets or exchange mechanisms, the 
purpose of obtaining the other currency, and the ability to obtain only 
limited amounts of the other currency.

Therefore, in August 2023, the IFRS Board published amendments to 
IAS 21, which are intended to help entities to determine whether 
a given currency is exchangeable into another currency and to 
determine the spot exchange rate when exchangeability is lacking.  The 
objective in estimating the spot exchange rate at a measurement date 
is to determine the rate at which an orderly exchange transaction would 
take place at that date between market participants under prevailing 
economic conditions.

The amendments to IAS 21 are a response to numerous comments 
from the users of financial statements who raised concerns about 
diversity in practice in accounting for a lack of exchangeability between 
currencies.

What does it change?
However, the amendments to IAS 21 do not provide detailed 
requirements on how to estimate the spot exchange rate. Instead, they 
set out a framework under which an entity can determine the spot 
exchange rate at the measurement date using: 
(a) an observable exchange rate without adjustment, for example
・ a spot exchange rate for a purpose other than that for which an 

entity assesses exchangeability; or 
・ the first exchange rate at which an entity is able to obtain the other 

currency for the specified purpose after exchangeability of the 
currency is restored.

(b) another estimation technique, for example, that could be any 
observable exchange rate adjusted as necessary to meet the objective 
of the new requirements.

As a result, the revised standard will require companies to use 
a consistent approach when assessing whether a currency can be 
exchanged into another currency; and if this is not possible, the 
obligation to provide required disclosures about how the alternative 
exchange rate was determined.

Comment

In developing the amendments to IAS 21, the IFRS Board decided not to set a hierarchy of observable exchange rates to use 
in estimating a spot exchange rate. Whilst a hierarchy generally has a benefit of increasing consistency, in this case, it might 
have imposed additional costs without providing more useful information.

Thus, the IFRS Board set a clear objective for the exchange rate estimation, but at the same time, the Board left a choice of 
what approach the entity takes to make this estimation, taking into account the entity’s specific circumstances.

It is also worth noting that the amendments to the standard also include accompanying new disclosures to help investors to 
understand the effects, risks and estimated rates and techniques used when a currency is not exchangeable.

Ivona Strazdauskė
Senior Manager



PwC |  Changes in reporting

2.New IFRS Sustainability 
Disclosure Standards (ISSB)

17

Jonas Balsys
Director

Comment

Considering the current interest in climate change and its impacts, entities should 
ensure that they conduct a rigorous assessment of disclosures to ensure that all 
material information affecting the financial statements in this regard is presented. 
As climate-related issues become increasingly important, management should consider 
a number of specific issues related to this topic, e.g. "green loans" (i.e. bonds/loans 
issued at an interest rate that is to some extent dependent on key performance 
indicators related to sustainable development), estimates used in creating provisions 
and calculating the recoverable amounts, accounting effects of participation in a 
voluntary “green certificates” market and many other issues.

In addition, entities should also ensure consistency between financial statements and 
non-financial information on key sustainability-related matters. This issue is one of the 
priorities of public supervision authorities, including ESMA. The consistency between 
financial and non-financial reporting should also be the focus of auditors of financial 
statements, other practitioners providing assurance on sustainability reporting and audit 
committees. 

Therefore, in order to ensure that entities apply uniform principles for disclosing and 
measuring climate-related matters and thus, ensure the comparability of those 
disclosures, in June 2023, the International Sustainable Standards Board (ISSB) has 
published the first two standards on this topic. These two standards are the first two 
elements of a sustainability reporting framework collectively referred to as IFRS 
Sustainability Disclosure Standards.

At the moment it may be perceived that applicability of the IFRS Sustainability 
Disclosure Standards may not be relevant to European entities. Unlike the SEC’s 
proposed rule on climate-related disclosures and EU CSRD, the IFRS Sustainability 
Disclosure Standards do not define or prescribe which type of entity should apply the 
standards. In order to address the global baseline objective, and to provide the widest 
possible application of the standards, the scope of IFRS S1 states that an entity may 
apply IFRS Sustainability Disclosure Standards where the entity’s related financial 
statements are prepared using IFRS Accounting Standards or other GAAP. This means 
that entities can apply the IFRS Sustainability Disclosure Standards on a voluntary 
basis regardless of their primary accounting framework.

Individual jurisdictions, via securities and/or other regulators, can determine whether 
the IFRS Sustainability Disclosure Standards are required or permitted as a basis for 
sustainability reporting, akin to the process for adopting IFRS Accounting Standards for 
financial reporting. In Europe with its CSRD regulation and the Green Deal ambitions it 
is probable that the IFRS Sustainability Disclosure Standards will not be endorsed in 
the foreseeable future. Therefore, the entities may apply IFRS Sustainability Disclosure 
Standards on a voluntary basis and only once full compliance with CSRD regulation is 
ensured (if an entity is within the scope of CSRD).

We write about reporting in accordance with CSRD in Chapter 3 of this publication.
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Application to earlier periods
✔ =Yes, ✖ = No  – means whether a given standard can be 
applied to earlier periods
!!! – means that a given standard may be applied to earlier 
periods, provided that other standards are also applied.

Nature of the amendment

New standard or interpretation

Amendment to the existing standard or interpretation

The above list was prepared as of November 15 2023. 
Entities that have adopted a financial year other than the calendar year should analyse the provisions of the transition regarding individual changes, as the 
dates of application may be different for them.
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Table of IFRS standards on sustainability 
disclosures (ISSB)

Approved by the ISSB for application after 1 January  2024. P.

IFRS S1 “General Requirements for Disclosure of Sustainability-related Financial Information” !!! 20

IFRS S2 “Climate-related Disclosures” ✔ 21
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Standard IFRS S1 General Requirements for Disclosure of Sustainability-related Financial Information

Effective date Annual periods starting after January 1,  2024 with early adoption permitted provided that IFRS S2 is simultaneously 
applied. 

EU approval Not approved at the time of this publication. Its approval in EU is not expected as ESRS standards are expected to be 
mandatory in the European Union (see part 3 of the publication) - therefore use in the EU is only voluntary.

First application

The entity is not required to disclose the information specified in this standard for any period prior to the date of its first 
application. Therefore, it is not required to disclose comparative information in the first annual reporting period in 
which this standard is applied. The standard is applicable to entities preparing financial statements both in accordance 
with IFRS Accounting Standards and in accordance with local regulations.

General Requirements for Disclosure 
of Sustainability-related Financial 
Information
IFRS S1

19

What is covered by the new standard?
IFRS S1 prescribes how an entity prepares and reports its 
sustainability-related financial disclosures. It sets out general 
requirements for the content and presentation of those disclosures so 
that the information disclosed is useful to users in making decisions 
relating to providing resources to the entity.

The purpose of IFRS S1 is to require companies to disclose 
information about sustainability-related risks and opportunities that 
are useful to primary users of general purpose financial reporting and  
that could reasonably be expected to affect the entity’s cash flows, its 
access to finance or cost of capital over the short, medium or long 
term (collectively referred to as ‘sustainability-related risks and 
opportunities that could reasonably be expected to affect the entity’s 
prospects’).

IFRS S1 sets out the requirements for disclosing information about an 
entity’s sustainability-related risks and opportunities. In particular, an 
entity is required to provide disclosures about:

a) the governance processes, controls and procedures the entity 
uses to monitor, manage and oversee sustainability-related risks 
and opportunities;

b) the entity’s strategy for managing sustainability-related risks and 
opportunities;

c) the processes the entity uses to identify, assess, prioritise and 
monitor sustainability-related risks and opportunities; and

d) the entity’s performance in relation to sustainability-related risks 
and opportunities, including progress towards any targets the 
entity has set or is required to meet by law or regulation.

Comment

The comprehensive guidance on sustainability reporting marks a turning point in this respect. It is expected that more 
entities will report in accordance with the IFRS Sustainability Disclosure Standards, so the quality of sustainability reporting 
is expected to continue to increase.

It is also important to point out where the disclosures required by the Sustainability Disclosure Standards should be 
incorporated. The ISSB Board notes that there are several places where required information may be disclosed. 
Sustainability-related financial disclosures may be included in a management report or other appropriate report if it forms 
part of the entity's general purpose financial reports. A management report or similar report is a mandatory report in many 
jurisdictions - in Lithuania it is annual report (to be revised based on proposed new laws & regulations in response to 
CSRD).

Entities may disclose information required under IFRS Sustainability Disclosures Standards in the same place as 
information disclosed to meet other requirements, such as information required by local regulators. However, companies 
should ensure that sustainability-related financial disclosures are easily identifiable and not obscured by other information. Jonas Balsys

Director
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Standard IFRS S2 “Climate-related disclosures”

Effective date Annual periods starting after January 1, 2024 with early adoption permitted.

EU approval Not approved at the time of this publication. Its approval in EU is not expected as ESRS standards are expected to be 
mandatory in the European Union (see part 3 of the publication) - therefore use in the EU is only voluntary.

First application

The entity is not required to disclose the information specified in this standard for any period prior to the date of its first 
application. Therefore, it is not required to disclose comparative information in the first annual reporting period in 
which this standard is applied. There are also some additional exemptions that entities can use when first applying the 
Standard. The standard is applicable to entities preparing financial statements both in accordance with IFRS 
Accounting Standards and in accordance with local regulations.

Climate-related disclosures  
IFRS S2

20

What is covered by the new  standard?
IFRS S2 is a thematic standard that builds on the requirements of 
IFRS S1 and is focussed on climate-related disclosures. 

IFRS S2 requires an entity to identify and disclose climate-related 
risks and opportunities that could affect the entity’s prospects over the 
short, medium and long term. 

The standard provides guidelines for disclosing climate-related issues 
by reference to the type of activity (so-called industry guidelines). The 
entity considers the scope of disclosures in accordance with the 
industry-based guidance. 

In addition, IFRS S2 requires entities to consider seven cross-industry 
metrics when disclosing qualitative and quantitative components on 
how the entity uses metrics and targets to measure, monitor and 
manage the identified material climate-related risks and opportunities. 

Comment

A special feature of this Standard is that it introduces industry-based guidance that have been taken from the standards 
issued by American non-profit organization, i.e. the Sustainability Accounting Standards Board (SASB). 68 industry 
categories have been introduced from the following sectors: Consumer Goods, Extractives & Minerals Processing, 
Financials, Food and Beverage, Health Care, Infrastructure, Renewable Resources & Alternative Energy, Resource 
Transformation, Services, Technology and Communications, and Transportation. 

When preparing disclosures in accordance with industry guidance, the entities are required to determine their primary 
industry classification. It will be helpful in this respect to refer to the Sustainable Industry Classification System (SICS), on 
which the industry-based guidance organised in IFRS S2 is based.

Some entities participate in a range of activities that are likely to span more than one industry. For entities whose 
operations are integrated horizontally across industries (such as conglomerates) or vertically through the value chain, more 
than one volume of industry-based guidance may be necessary for completeness. Using more than one volume of 
industry-based guidance would allow such an entity to detail the full range of climate-related risks and opportunities that 
could reasonably be expected to affect the entity’s prospects. 

The cross-industry metrics include disclosures on greenhouse gas 
(GHG) emissions, risks related to the entity's climate transition, risks of 
adverse physical impacts of climate events on the entity, 
climate-related opportunities, capital deployment, internal carbon prices 
and remuneration.

In particular, IFRS S2 requires an entity to disclose information that 
enables users of general purpose financial reports to understand:

a) the governance processes, controls and procedures the entity uses 
to monitor, manage and oversee climate-related risks and 
opportunities;

b) the entity’s strategy for managing climate-related risks and 
opportunities;

c) the processes the entity uses to identify, assess, prioritise and 
monitor climate-related risks and opportunities, including whether 
and how those processes are integrated into and inform the entity’s 
overall risk management process; and

d) the entity’s performance in relation to its climate-related risks and 
opportunities, including progress towards any climate-related 
targets it has set, and any targets it is required to meet by law or 
regulation.

Jonas Balsys
Director
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The purpose of this chapter is to draw your attention to other regulations and issues, both 
domestic and international, that concern and may directly or indirectly affect the reporting 
area of   public companies.

In particular, we would like to draw your attention that due to the increasing importance of 
climate issues and the imposition of new obligations on companies to report information 
regarding sustainable development, climate-related risks have a significant impact on 
both non-financial reporting and financial statements.

Consequently, in such a rapidly changing economic and regulatory environment, 
reporting entities should monitor both changes in IFRS-related issues and also stay up to 
date with updates and new requirements and guidelines for non-financial reporting. 
The ISSB's current guidance on sustainability reporting is described in Part 2 of this 
publication. In this part of the publication, we will introduce you to the upcoming 
European Union guidelines on reporting on sustainable development (i.e. European 
ESRS Standards). Additionally, we will indicate what climate-related aspects should be 
considered for the purposes of preparing financial statements.

In addition, we draw your attention to the guidance of public supervision authorities on 
taking into account the impact of high inflation rate on financial reporting. We also report 
on questions related to the use of the IFRS Foundation's trademarks in financial 
statements and auditor's reports in connection with the publication of a statement on this 
subject by the IFRS Foundation ("Trade Mark Guidelines").
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Rimvydas Jogėla
Partner
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ESG, i.e. current and upcoming 
obligations regarding reporting 
on non-financial information and EU 
Taxonomy 

22

Additional obligations in the area of non-financial 
information resulting from the Taxonomy
The taxonomy, partially in force from 2021, defines the criteria 
for determining whether a business activity qualifies as 
environmentally sustainable. Based on Article. 8 of Regulation 
(EU) 2020/852 and the issued implementing acts, companies 
subject to the non-financial reporting obligation must make 
taxonomic disclosures.Taxonomic disclosures are part of the 
non-financial information and should be included in the 
management report (statement of non-financial information) or 
in a separate non-financial information report. 

As a result, for the first time in the non-financial information 
prepared for 2022, non-financial companies disclosed which of 
the types of business activities contribute to environmental 
objectives relating to the mitigation of climate change or 
adaptation to climate change. In 2023, the Commission 
adopted a new implementing regulation regarding other 
environmental goals, i.e. sustainable use and protection of 
water and marine resources, transition to a circular economy, 
pollution prevention and control, protection and restoration of 
biodiversity and ecosystems. Under this act, companies will be 
obliged to disclose for the first time for FY 2023 information on 
activities qualifying for other environmental objectives, there is 
no obligation to determine the alignment of these activities with 
the technical screening criteria set out in this regulation. 
However, this obligation will arise in the next reporting period, 
i.e. in 2024, the entities will be obliged to assess the 
compliance of their activities with all environmental goals.

When disclosing taxonomic information, non-financial 
companies disclose, in particular:
・ turnover-related key performance indicators (turnover KPIs)
・ Capital Expenditure (CapEx) Key Performance Indicators 

(Capex KPIs)
・ Key Performance Indicators for Operational Expenditure 

(OpEx) (OpEx KPIs).

Further changes in non-financial reporting, which will 
cover all large companies and others, will automatically 
result in additional entities being covered by the 
obligations arising from the Taxonomy.
The described obligations arising from the Taxonomy impose 
taxonomic disclosure obligations on companies covered 
currently by non-financial reporting. 

Further changes regarding companies' reporting in the field of 
sustainable development introduced by the CSRD Directive 
expand the group of companies subject to reporting obligations, 
which means that the obligations arising from the Taxonomy 
will cover a much wider group of entities. In addition to 
companies currently subject to reporting obligations, all large 
companies (both private and listed), as well as small and 
medium-sized listed companies, as well as certain entities from 
third countries, after meeting the financial criteria resulting from 
the CSRD, will be subject to the obligations arising from the 
Taxonomy.

The extended scope of disclosures resulting from the CSRD 
regulations is described on the following pages of this 
publication.

Teodoras 
Steponavičius
Manager

The taxonomy is the first regulation that requires an assessment of the extent to which a company's activities 
are environmentally sustainable, based on uniform criteria. This will ensure that investors receive comparable 
information within the same industries. Not all industries are covered by the Taxonomy. For example, the 
construction, energy, transport and some manufacturing industries have been largely covered by the 
Taxonomy. In 2023, technical screening criteria were issued for remaining environmental goals and covered 
new economic activities. However, in reporting for 2023, there is no obligation to check alignment with these 
criteria, only the extent to which the company's activities qualify for the description contained in this regulation 
should be checked. Therefore, reporting for 2023 against these targets will not be complete. 

Unlike climate goals, for which companies will once again report on how much their activities contribute to 
achieving climate goals. To assess this, non-financial companies must assess whether they meet the 
following requirements:

1) they make a significant contribution to the implementation of one of the climate goals. To do this, they must 
collect data and calculations, e.g. on greenhouse gas emissions, taking into account the life cycle. In some 
cases it is necessary to have a third party confirm these calculations; 2) respect the principle "do no serious 
harm" in the course of their business, which requires checking compliance with the requirements introduced 
by European regulations for a given activity, as well as specific requirements introduced by the Taxonomy; 3) 
meet the so-called minimum safeguards, which means, in particular, introducing solutions that ensure respect 
for human rights in particular in the own capital group and in the value chain. 

Comment
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European Sustainability Reporting 
Standards (ESRS)

Source of regulation Directive (UE) 2022/2464 amending Regulation (EU) No 537/2014, Directive 2004/109/EC, Directive 2006/43/EC and 
Directive 2013/34/EU as regards corporate sustainability reporting.
Commission Delegated Regulation (EU) of 31/07/2023 supplementing Directive 2013/34/EU of the European 
Parliament and of the Council as regards to sustainability reporting standards (ESRS).

Effective date The directive entered into force in January 2023, but requires implementation into the national legal order. 
The regulation will enter into force immediately ((pending publication, expected in 2024).

First application for 
periodic reporting The first reporting under the reporting standards applies to financial years beginning on January 1, 2024.

Impact 
assessment – ⬤

After the implementation of CSRD, initially, it will affect companies currently subject to non-financial reporting (for FY 
2024), in the next year (for FY 2025) it will cover all large companies, then (for FY 2026) listed SMEs, and for FY 2028 
also certain entities from third countries.

The new EU Directive on corporate sustainability reporting (the so-called 
CSRD) imposes on large companies, small and medium-sized listed 
companies and certain entities from third countries that meet the criteria 
indicated in the CSRD, the obligation to disclose in the report on 
activities, information necessary to understand the impact of a given 
entity on sustainability issues and the financial impact of identified risks 
and opportunities related to sustainable development on its 
development and results in the short, medium and long term. In July 
2023, a Commission delegated regulation was published containing the 
first set of European reporting standards (2 cross cutting standards: 
ESRS 1 and ESRS 2 and 10 ESRS topical standards: E1, E2, E3. E4, 
E5 and S1, S2, S3 and S4 a also G1), which companies will be obliged 
to use when preparing sustainability reports. The regulation is directly 
applicable for EU Member states and does not require implementation. 
The first reporting based on the adopted reporting standards applies to 
financial years starting on January 1, 2024 and will cover among others: 
listed companies, financial institution and other PIEs. In the next period 
(for FY 2025) it will cover large private companies, then listed SMEs (for 
FY 2026 ) and finally (for FY 2028) certain entities from third countries. 
The European Financial Reporting Advisory Group (EFRAG) develops a 
reporting standard for SMEs and industry-specific standards (ultimately 
an additional 39 standards are planned).
ESRS 1 General requirements
This standard constitutes the methodological basis for preparing 
disclosures based on other standards. Specifies and explains, among 
others: principles of preparing information, basic concepts, processes, 
including double materiality, and specifies general requirements for the 
preparation and presentation of information related to sustainable 
development.

ESRS 2 General disclosures
ESRS 2 establishes the disclosure requirements that an entity should 
provide at a general level in relation to all material sustainability issues. 
These requirements are established for areas concerning among others 
governance, strategy, business model, impact, risk and opportunity 
management, and metrics and goals. Disclosures under this standard 
are mandatory irrespective of the outcome of materiality assessment. 
ESRS 2 establishes the disclosure requirements (including their data 
points) that an entity should present at a general level in relation to all 
material sustainability issues. The thematic standards are divided into 
topics and sub-topics and, where appropriate, into sub-sub topics listed 
in tabular form in Appendix A.

ESRS E1 Climate change 
The purpose of the standard is to define disclosure requirements that 
enable users of sustainability information to understand how a company 
impacts climate change and what actions it takes to mitigate climate 
change. Based on the standard, the entity discloses whether it has a 
transformation plan consistent with the goal of limiting global warming to 
1.5°C and whether it has the capacity to adapt its strategy and business 
model to the transition to a sustainable economy. It also presents the 
results of the analysis of climate risks and opportunities arising from 
climate impacts and dependencies, along with financial impacts in the 
short, medium and long term. Additionally, the standard requires 
disclosure of metrics, e.g. gross greenhouse gas emissions from scope 
1, 2 and 3, energy consumption from fossil fuels, renewable sources, 
etc.

ESRS E2 Pollution 
The purpose of the standard is to define disclosure requirements that 
will enable users to understand whether and how an entity has 
a significant impact or potential impact (positively and negatively) on air, 
water and soil pollution. The entity describes the process of identifying 
such significant impacts, risks and opportunities, taking into account its 
own operations and value chain. Following this process, the entity 
discloses in particular policies, plans, objectives and actions to prevent 
or remediate pollution, including their costs. Additionally, it is required to 
describe the management of significant risks and opportunities resulting 
from pollution reduction as well as the financial consequences for the 
entity in the short, medium and long term. In addition, the entity reveals 
metrics regarding, among others: pollutant emissions (e.g. sulfur 
dioxide), water emissions (e.g. phosphates and pesticides) and 
microplastics produced or used.

ESRS E3 Water and marine resources 
The standard establishes requirements that enable users of 
a sustainability statement to understand whether and how an entity 
significantly impacts or has the potential to impact (positively and 
negatively) water and marine resources. The entity describes the 
process of identifying such significant impacts, risks and opportunities, 
taking into account its own operations and value chain. After completing 
this process, the entity discloses in particular the policies, plans and 
actions, including their costs, undertaken to reduce water consumption, 
water treatment, recovery and regeneration of the water ecosystem. In 
addition, the entity presents the management of risks and opportunities 
arising from the sustainable use of water and the financial 
consequences. Additionally, it is required to present metrics regarding, 
among others: water consumption in m3, including in areas exposed to 
water-related risks, water storage and the amount of water recycled and 
reused in m3.
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ESRS E4 Biodiversity and ecosystems

Based on this standard, an entity discloses how it affects 
biodiversity and ecosystems in terms of significant positive 
and negative, actual and potential impacts, including the 
extent to which the entity contributes to drivers of biodiversity 
and ecosystem loss and degradation. The entity is required 
to present a process for identifying such significant impacts, 
risks and opportunities taking into account its operations and 
value chain and disclose a list of significant locations within 
its operations, including those under its operational control, 
the ecological status of areas and biodiversity sensitive 
areas. The entity primarily describes biodiversity and 
ecosystem resources, policies, sustainable practices, 
transformation plan, goals and actions taken to prevent or 
mitigate negative impacts and restore biodiversity and 
ecosystems. The standard requires to disclose information 
about the management of identified risks and opportunities 
as well as the financial consequences. It is also required to 
present indicators illustrating its impact for locations located 
in or near biodiversity-sensitive areas that have a negative 
impact.

ESRS E5 Resource use and circular economy 

The standard specifies requirements in particular regarding 
resource inflows, including circularity (circular economy), 
including renewable and non-renewable resources, and 
resource outflows, including information on products and 
materials as well as waste. The standard requires to present 
how sustainably the entity uses resources and processes, 
produces, consumes and manages waste. The entity 
identifies and presents significant impacts, risks and 
opportunities related to resources and circular economy, as 
well as policies, actions and goals related to them. It will also 
evaluate the expected financial consequences related to the 
risks and opportunities occurring in this area. The entity also 
discloses the indicators regarding, among others: expected 
durability of products placed on the market, repairability of 
products, indicators of the content of recyclable materials in 
products and packaging. With regard to waste, the entity is 
supposed to provide the total amount of waste generated, 
disposed of or not recycled, and also subjected to recovery 
processes.

ESRS S1 Own workforce 

This standard requires presenting the way in which the entity 
influences its own employees including positive and negative 
impacts. Additionally, it requires the presentation of all 
actions taken to prevent negative impacts, and presentation 
of significant risks and opportunities related to its own 
employees and their management and their financial 
consequences for the entity (in the short, medium and long 
term). The standard uses the definition of own workforce, 
also including other people working for the entity, e.g. B2B. 
The standard requires disclosure of policies, activities, goals 
and indicators in basic areas, including: safety, health, 
remuneration, equal treatment, inclusiveness, association, 
social dialogue.

ESRS S2 Workers in the value chain 

The standard applies to people performing work in the value 
chain, on whom the entity can have a significant impact. The 
standard requires an explanation of how such impacts, as 
well as the entity's dependencies on those performing work 
in the value chain, may create significant risks or significant 
opportunities. Negative impacts on employees in the value 
chain may, for example, disrupt an entity's operations. The 
entity presents processes of cooperation with people 
performing work in the value chain in terms of impacts and 
mitigating negative impacts, as well as channels for reporting 
problems by employees in the value chain. The required 
indicators concern at least: reducing negative impacts on 
workers in the value chain and managing significant risks and 
opportunities for workers in the value chain.
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ESRS S3 Affected communities 
The standard sets out disclosure requirements that will enable users to understand the material impacts on affected communities in 
the value chain associated with an entity's own operations and value chain, including through its products or services, and business 
relationships, and the associated material risks and opportunities. The entity describes processes of cooperation and remediation of 
negative impacts and channels for reporting problems by affected communities. In addition, the entity discloses activities and goals 
regarding, among others: reducing negative impacts and managing significant risks and opportunities for affected communities.

ESRS S4 Consumers and end-users 
The standard introduces requirements regarding significant impacts on consumers and end users. The entity discloses information 
regarding the impacts on consumers or end-users related to products or services and the management of those impacts in relation 
to, for example, privacy, freedom of expression and access to information, health and safety, and inclusivity. It is also required to 
disclose cooperation and methods of remediation of negative impacts, as well as goals related to, among others, limiting negative 
impacts and managing significant risks. 

ESRS G1 Business conduct 
The standard focuses on business ethics and corporate culture, including anti-corruption and bribery, whistleblower protection and 
animal welfare. It also regulates disclosures relating to business conduct, including management and relationships with suppliers, 
and payment practices, particularly in relation to late payments to SMEs. The standard also requires disclosures related to exerting 
political influence, including lobbying activities. Please note that many of the disclosure requirements in the area of corporate 
governance, including the role of the supervisory board and management board in relation to ESG issues, are included in ESRS 2.
 

The unification and significant extension of reporting obligations constitutes a serious challenge for companies 
in the context of identifying detailed areas of disclosure and collecting the necessary data. The purpose of 
ESRS is to provide high-quality information on the future financial impact related to identified risks arising from 
ESG practices. Stakeholders will learn about both negative and positive significant impacts caused by the 
company's own activities as well as by entities from its value chain. For some companies, a sustainable 
economy will create opportunities for new products or markets. Companies will be required to engage 
stakeholders such as employees, customers and local communities in preparing sustainability reports.

Information prepared on the basis of the harmonized sustainability reporting standards will be prepared in a 
structured digital format, using XBRL tagging, which will improve the accessibility and usability of the 
information, enabling more effective analysis. 

The CSRD introduced mandatory attestation of sustainability reporting. Companies will be obliged to have 
these reports certified by an independent auditor. In Lithuania certified auditors auditing the financial 
statements of the entity will be authorized to provide assurance on sustainability reports, subject to certain 
transition provisions. Based on draft amendments of relevant laws & regulations in Lithuania, appropriately 
qualified independent sustainability assurance service providers would also be allowed to provide assurance 
on sustainability reports, subject to getting certified, passing relevant exam and ensuring quality work. 

Ronaldas Kubilius
Director

Comment
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The growing importance of climate issues and 
investors’ expectations

In addition to the climate-related issues described above in the 
ESG section, it is also extremely important to consider the 
impact of climate-related matters on financial statements. 

Investors and regulators are increasingly looking for 
information on how an entity has considered environmental 
issues, and in particular climate-related risk factors, when 
making estimates and judgments in the preparation of financial 
statements. Climate-related risks can include both transition 
impacts and physical impacts, such as property damage from 
fires and floods. 

Accounting standards impose overarching disclosure 
requirements that users need to understand the impact of 
particular transactions, events and conditions on an entity's 
position and financial performance. Therefore, in light of the 
current focus on climate change issues and their impacts, 
entities should ensure that they have assessed the impact of 
climate change and consider what disclosures are necessary 
in this context to comply with IFRS. This issue is of a particular 
interests of the regulatory authorities, in particular ESMA 
identified it as its priority for 2021, 2022 and 2023. 

Educational materials of the IASB on the effect of 
climate-related effects on financial statements

In light of issuance of new IFRS Sustainability Disclosure 
Standards, IASB re-published its educational materials on the 
effects of climate-related matters on financial statements. The 
material, originally published in 2020, was updated in 2023 and 
explains how entities can include climate-related issues and 
risks in their financial statements under IFRS. The IASB noted 
that consideration of IFRS Sustainability Disclosure Standards 
may help to identify the client-related matters that affect the 
financial statements. 

Climate risks may impact an entity's operations and financial 
results. Therefore, when applying IFRS Accounting Standards, 
entities need to consider climate-related issues, in particular 
when the impact of these issues is material in the context of 
the financial statements as a whole. 

Disclosure of climate-related matters 
in financial statements

26

Source of regulation ESMA Public Statement European common enforcement priorities for the year 2021, 2022 and 2023
Effects of climate-related matters on financial statements - educational materials of the IASB Board 
(dated 2020 and re-published in July 2023)

Effective date Published in 2020-2023.

First application Recommendations and guidelines apply from the date of publication.

Impact 
assessment – ⬤ Expected impact on most entities operating in Lithuania.

What should be disclosed in the financial statements?

The educational materials have been issued by the IASB to ensure 
uniform, consistent application of existing requirements in IFRS.

Although IFRS Accounting Standards do not directly address climate 
risk, the principles underlying various judgments and estimates 
made in the preparation of financial statements often include climate 
risk factors. The educational materials provide a non-exhaustive list 
of examples of how climate risk may affect the measurement and 
disclosure requirements of various standards and various 
paragraphs of those standards. In addition to the specific 
requirements of IFRS Accounting Standards, IASB reminds the 
overarching requirement of IAS 1 to provide disclosures of 
transactions or events, not required by other IFRS Accounting 
Standards, that are relevant for understanding of the financial 
statements. In our publication we briefly discuss how climate-related 
matters may affect certain items and thus related disclosures in the 
financial statements. However, please note that the following list is 
not exhaustive and each case should be considered on a 
case-by-case basis.

The material also discusses materiality, and while it does not add or 
change requirements in the standards, it is a useful guideline that 
users and preparers can use when considering the inclusion of 
climate-related issues and risks in the financial reporting in 
accordance with IFRS Accounting Standards. 

Next steps?

In 2023, the IASB has added a project to its work plan to explore 
whether and how entities can provide better information about 
climate-related risks in their financial statements. The IASB will 
consider the work of the ISSB to ensure that any proposals work well 
with IFRS Sustainability Disclosure Standards and that any 
information required by the two Boards would complement each 
other. 

For example, disclosures required by the IFRS Sustainability 
Disclosure Standards might explain the sustainability-related risks 
and opportunities arising from an entity’s activities, its assets and 
liabilities. These disclosures might provide early indications of 
matters that will subsequently be reflected in an entity’s financial 
statements.
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Issuers should pay particular attention to the need to present consistent and relevant information for a given entity and 
comprehensive disclosures about the impacts of climate risk on the issuer's financial statements.

As described in detail above, such risks can significantly impact many accounting areas and accordingly, elements presented 
in the primary financial statements. That is why it is so important to provide clear and reliable disclosures and include specific 
information, explaining to users of the financial statements the effects of climate-related changes to the entity. It is also 
necessary to maintain the consistency and completeness of information disclosed in financial statements and in other 
non-financial information.

Property, plant and equipment and intangible assets
Climate risk can have a significant impact on the impairment of 
non-financial assets. Climate change may be an indicator of impairment 
and make it necessary to carry out an impairment test. In addition, the 
inputs and assumptions used in both the value-in-use and fair value 
less costs of disposal models may be significantly affected by climate 
change and changes in climate policies. The entities should consider 
these issues in determining the length of cash-flow forecasts and 
calculating the residual value and use of discount rate.
In addition to impairment, entities may also need to reassess useful 
lives and residual values of property, plant and equipment and 
intangible assets. In relation to the climate change, entities should take 
into consideration additional factors when determining the useful life of 
assets, such as changes resulting from the introduced laws regulating 
climate issues.

Provisions
Climate risks may affect the recognition, measurement and disclosure 
of provisions – restructuring provisions, onerous contract provisions or 
provisions for decommissioning obligations. Actions taken by the entity 
may give rise to constructive obligations for which provisions should be 
made, even in the absence of regulations requiring the entity to make 
them. For example, an entity has a power plant that is highly dependent 
on fossil fuels and for which it has recognized a decommissioning 
provision. The company's sustainability strategy guarantees carbon 
neutrality by 2030. This can realistically only be achieved by replacing 
the power plant with a newer hybrid model earlier than originally 
assumed. As a result of this plan, the entity must bring forward the 
expected cash flows for the liquidation of the plant.

Deferred tax assets
Entities should assess the impact of climate-related matters on the 
estimated future taxable profits and whether the corresponding 
deferred tax asset is recoverable. 
This can lead to derecognition of already recognized deferred tax asset 
or to not recognizing deferred tax asset at all.
The assumptions used in the assessment of recoverability of deferred 
tax asset should be consistent with the assumptions used elsewhere in 
the financial statements, e.g. in impairment test. Those assumptions 
should be disclosed to the extent that it is relevant to understanding the 
estimates and judgments made in recognizing deferred tax assets. 

Inventories
Inventories may be impaired if their cost is not recoverable, and 
accordingly, a write-down to the net realizable value is required. Certain 
industries may experience increased volatility in market prices of assets 
as a result of changes in demand patterns for certain commodities, 
which may expose these inventories to greater risk of impairment. In 
other cases, assets may be withdrawn from use or production, which 
may result in the impairment of inventories used for its servicing and 
maintenance.

Trade receivables and loans
Climate change may affect the entity's exposure to credit losses related 
to financial assets. The expected credit loss (“ECL”) model in IFRS 9 
requires the use of reasonable and supportable information that is 
available without undue cost or effort. Climate change may affect the 
assumptions made to estimate ECL. Range of physical, regulatory and 
reputational risks may affect the credit risk of borrowers or their 
probability of default. This is particularly relevant for long-term financing 
to entities that may be affected by climate change and changes in the 
climate policies.
IFRS 7 requires entities to provide qualitative and quantitative 
information about nature and extent of the risks from financial assets 
and how the entity is managing those risks. The climate related risks 
can affect the way in which the entities provide concentration 
disclosures (more focus on geographic, industry concentrations) or 
liquidity risk disclosures. Also, any changes in ECL and the reasons for 
these changes as well as changes made in assumptions about climate 
change impacts or other climate-related risks should be disclosed.

Emission trading schemes
There is no specific accounting standard that applies to the accounting 
of emissions trading schemes. As IFRIC 3 was withdrawn in 2005, 
entities should use IAS 8 to develop an appropriate accounting policy 
which leads to diversity in accounting.
Emission allowances granted by a government are generally accounted 
for under IAS 20 as receipt of a non-cash asset. However, IAS 20 
allows for different accounting policy choices with respect to 
measurement at initial recognition and presentation in both the balance 
sheet and the income statement. Disclosure of accounting policies for 
these programs is key to understanding the impact of these schemes 
on the financial statements and is directly related to the climate risk to 
which the company is exposed (in the context of the increase in prices 
of emission allowances and their availability).

Laura Umaraitė
Manager

Comment
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Source of regulation IFRS Foundation® Trade Mark Guidelines.

Effective date Published in 2023.

First application The guidance applies prospectively from the date of publication, but local regulations on this matter should be taken 
into account.

Impact 
assessment – ⬤ Potential impact on entities preparing financial statements in accordance with IFRS.

What is the result of the new guidelines?

In 2023, the IFRS Foundation® Trade Mark Guidelines on the use 
of IFRS trademarks in financial statements and auditor's reports 
were published on the IFRS Foundation website.

In accordance with the published Foundation's Guidelines, the 
accounting standards issued by the IASB should be referred 
to/identified as “IFRS Accounting Standards”.

Nevertheless, the IASB Board did not introduce any changes in 
this respect to the texts of the IFRS itself, similarly, the European 
Union has not yet informed about possible changes in the 
nomenclature of IFRS approved for use in the European Union. 

Similarly, the Ministry of Finance did not take a position on this 
matter. 

What do the new guidelines mean for entities?

The publication of new guidelines raised numerous 
uncertainties related to the use of the "IFRS" terminology in the 
financial statements of entities, especially those reporting in the 
European Union.

In particular, the doubts concerned the appropriateness of 
introducing modifications to the entities' financial statements 
and auditor's reports in the situation where there if no changes 
in the IFRS standards themselves, in particular the definition of 
IFRS contained in IAS 1 was not changed by the IFRS Board. 
Similarly, the suggested changes have not been introduced in 
European Union regulations either.

Moreover, it was argued that it is not clear exactly what 
terminology should be used because the translation from 
English into local language for the term indicated by the IFRS 
Foundation may be different.

Therefore, it seems that in this situation further communication 
on this matter should be expected from the IFRS Foundation or 
local supervisory authorities or regulators in response to these 
doubts. In their absence, it appears that entities that prepare 
their statutory financial statements in accordance with IFRS will 
continue to refer to "IFRS as endorsed by the European 
Union".

We should be aware that the entities reporting in the European Union, e.g. in Lithuania, are obliged to 
comply with the regulations being in force in a given Member State and, as a result, domestic regulations 
should clearly specify what terminology in the local language applies to IFRS.
This means that until local and EU regulations are formally updated, the announced guidelines of the IFRS 
Foundation have no legal basis and therefore no impact on the statutory financial statements of Lithuanian 
entities.
At the same time, if the entities express such interest, there are no contraindications to using current 
terminology and adding terminology in brackets in accordance with the Foundation's Guidelines on 
trademarks.

Brigita 
Stepankevičienė
Manager

Comment

https://www.ifrs.org/content/dam/ifrs/about-us/legal-and-governance/legal-docs/trade-mark-guidelines.pdf
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An increase in the cost of capital caused by an increase in interest rates may reduce the recoverable amounts under 
impairment tests performed in accordance with IAS 36, unless there are other compensating factors (e.g. the impact of 
inflation on cash flows by increasing the generated margin). Nevertheless, the occurrence of possible compensating effects 
for a given project will require their detailed analysis.
Moreover, in an environment where inflation expectations are high in the short term, assuming a decline in the medium term 
and stabilization in the long term, the implications for the applied discount rates should be considered. In certain situations, 
the adoption of different discount rates for individual periods may be justified if there are different risks for these periods. At 
the same time, the indicated scenario may have an implication for the growth rate after the detailed forecast period. The 
detailed forecast period may not be sufficient to establish a stable level of cash flows and the assumed growth rate in the 
residual period and thus, may require different assumptions as to increases in the medium and long term. In a situation of 
high uncertainty in relation to the macroeconomic environment and the company's forecasts, a possible approach to 
estimates of future cash flows would be to use different probability-weighted scenarios, instead of the traditional model 
assuming a single set of cash flows.
In the context of the models used, both for the purposes of IAS 36, but also for other models referring to future cash flows 
(e.g. specific provisions under IAS 37), attention should also be paid to the consistency of assumptions regarding inflation and 
discount rates. In a situation where cash flows are prepared taking into account the effect of inflation (in nominal values), an 
appropriate nominal discount rate should be applied. It should also be noted that in both cases, i.e. using cash flows in 
nominal values, discounted with a nominal rate, and using the real cash flows, discounted with a real rate, should not lead to 
a different result.

Source of regulation ESMA Public Statements 2022.

Effective date Published in 2022.

First application Recommendations and guidelines apply from the date of publication.

Impact 
assessment – ⬤ Expected impact on most entities operating in Lithuania.

What is the issue?
High inflation and increased interest rates can have far-reaching effects 
on financial statements and require consideration when applying many 
of the requirements of IFRS. Some of the effects will seem relatively 
obvious (e.g. an increase in discount rates reflecting the time value of 
money and adjustments to cash flows to account for the impact of 
inflation). However, there are also many indirect effects that will affect 
the financial statements, such as projections of price increases (e.g. 
estimated increase in energy costs, the impact of volatile exchange 
rates) as well as changes in customer behaviour (e.g. switching to 
cheaper goods or reducing consumption) and the likelihood of financial 
difficulties for the entity, its customers, suppliers or other business 
partners.
Guidance and expectations of financial supervisory 
authorities
The issue of high inflation and interest rates is noticed by financial 
supervisory authorities, and ESMA has added the issue of the impact of 
the macroeconomic environment on the financial reporting of 
companies as one of its priorities for 2022 and it is expected that it 
would be similar in 2023. ESMA notes that the current macroeconomic 
environment, resulting from a combination of many factors, including. 
increase in interest rates is a source of uncertainty and poses serious 
challenges to issuers and their activities. Therefore, it is important that 
companies make a fair assessment of the impact that the 
macroeconomic environment and uncertainties will have on their 
financial statements (for example, on the issuer's ability to continue as 
a going concern) and provide clear and detailed disclosures to ensure 
that investors receive appropriate, accurate and up-to-date information.

Financial areas that may be particularly affected by high inflation and 
interest rates include:

Impairment of non-financial assets
The potential decrease in the value of assets in the residual period in 
relation to previous periods raises the need to explain the impact of 
interest rates on impairment tests and the need to consider the 
assumptions made in sensitivity analyses.

Provisions for long-term employee benefits
It is necessary to pay particular attention to the actuarial assumptions 
adopted, both those regarding the discount rate and the estimated 
increase in remuneration due to inflation.

Expenditures related to the fulfillment of contracts with customers
Since some expenditures incurred in connection with the contract with 
the customer may not be recoverable, the recoverability of the identified 
contract assets should be reassessed. In addition, in case of changes 
in the transaction prices, attention should be paid to the requirements 
of IFRS 15 regarding the recognition of variable consideration.

Financial instruments
It is necessary to provide comprehensive disclosures on, among 
others, the issuer's exposure to interest rate risk, price increase risk 
and liquidity risk, as well as explanations on the impact of the 
macroeconomic situation on credit risk management and calculations of 
impairment losses and disclosures regarding the change in the 
business model.

Ivona 
Strazdauskė
Senior Manager

Comment
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4.

PwC publications, tools and 
thought leadership on 
financial reporting and the 
Future of Finance



PwC |  Changes in reporting

PwC publications and tools on companies’ reporting and 
corporate governance

Manual of accounting – IFRS 2023
Global IFRS Guide with comprehensive practical guidance on 
the application of IFRS. It contains hundreds of practical 
examples and guidelines for all areas. The manual is a 
two-volume publication. The publication is also available as 
an electronic e-Book.

The manual can be ordered via the website:

Manual of accounting IFRS 2023

The publication is available in English.
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Template of financial statements 
according to LFAS or IFRS
Template of financial statements for entities preparing their 
financial statements in accordance with Lithuanian Financial 
Accounting Standards (LFAS) or IFRS based in Excel. 
Template contains exemplary information and disclosures 
resulting from the requirements of the standards.

The template can be ordered via the website.

The template is available in Lithuanian and English.

PwC’s Digital learning solutions

Professionals today demand learning that is engaging 
and relevant to their work. They need the flexibility to 
work on mastering skills or learning in short bites, and 
they expect convenient access anytime, anywhere. We 
have it covered, with digital learning experiences that 
meet the needs of every learner. Our suite of e-learns 
covers IFRS, ESG, cybersecurity and more.

Viewpoint – Accounting and auditing
Viewpoint is a global online tool for financial professionals.

Viewpoint provides access to the latest news, PwC guidelines, 
complete research materials and the full text of IFRS, ISSB and 
ESRS standards.

The search function and intuitive layout allow users to easily 
access everything they need related to entity financial and 
non-financial reporting.

Access to Viewpoint can be ordered on the website
viewpoint.pwc.com. There is also an option to use the trial 
version.

Content: PwC accounting manuals according to IFRS; texts of 
IFRS and IAS standards as well as SIC and IFRIC 
interpretations; thematic pages; sample financial statements; 
examples from real reports; guidelines for corporate governance.

The platform also includes a new section dedicated to 
ESG-related issues, including new standards for non-financial 
reporting and numerous thematic bulletins and studies.

This tool is convenient to use on iPads and mobile phones; gives 
you many ways to find information; the ability to create your own 
virtual documents; includes a PDF creator, includes a "library" 
with links to key content, a news page and email notifications.

“In depth”
A periodically newsletter, which 
contains analyzes and practical 
examples of the application of 
key IFRS guidelines. 

The publication is available on 
the online platform Viewpoint in 
English.

“In brief”
A regularly published newsletter 
focusing on the impact of the 
IASB and new standards on 
businesses.
The publication is available on 
the online platform Viewpoint in 
English.
 

Click here to explore

https://www.pwc.com/gx/en/services/audit-assurance/ifrs-reporting/manual-of-accounting.html
https://www.pwc.com/lt/lt/paslaugos/kapitalo-rinku-ir-apskaitos-konsultaciju-paslaugos/vas-irankis.html
https://viewpoint.pwc.com/gx/en.html
https://viewpoint.pwc.com/gx/en.html
https://www.pwc.com/lt/en/svcs/digital-learning-solutions.html
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The Future of Finance: PwC perspective and support 
available to you, including benchmarking

The Future of Finance
Faster, more strategic, constantly controlled. That’s the 
finance of future. Finance is increasingly turning into a 
strategic driver of the business - managing uncertainties, 
improving resilience and driving sustainable outcomes. 

The Finance team of tomorrow needs to be dynamic and able 
to adapt to changes in the areas of data, technology and 
people that underpin the evolution of finance.

More about the future of finance: Future of Finance
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CFO Insight Survey
A survey conducted in 2022 within 9 Central and Eastern 
Europe countries, collecting CFO feedback on the major 
challenges, expectations they face and their view in respect 
of what is a CFO role in current turbulent times.

The survey has shown 3 key trends observed by CFOs: 
digitalisation and automation, need to scruitinise the 
capabilities needed in the workforce of the future, turbulence 
is the new normal.

Read more: CFO Insight 2022 Survey

Finance function benchmarking
Is typically part of the assess phase of any Finance transformation 
project, or can be performed "stand alone“. Can be used to help 
define the future operating model, and the roadmap to achieve it.

Benchmarking is a strategic review which uses data and 
qualitative evidence to identify current performance and 
opportunity. The assessment compares current performance to 
peers, highlighting improvement opportunities and the potential 
value. Recommendations are based on the leading practices in 
top performers. Benchmarking provides clear evidence of where 
opportunities lie to improve efficiency and effectiveness, and the 
size and value of the opportunity. Many CFOs and other function 
leaders use this as a way to gain consensus within their 
leadership team, to understand where to focus, and to begin a 
business case for change. New CFOs often use the benchmark to 
build an ‘inventory’ of their new function. This way decisions can 
be made on empirical evidence, rather than opinions.

Benchmarking also gives an understanding of what leading 
performers are doing that enables them to be ahead of the pack, 
and what impact adopting those leading practices could have. For 
these reasons major change or transformation projects almost 
always start with benchmarking.

Finance function maturity assessment
The Finance function maturity assessment allows to identify 
opportunities for efficiency improvement as well as necessary 
steps a company needs to take to be in line with current trends 
of the Finance function evolution.

Process Diagnostic
The Process Diagnostic enables to dive deeper into the detail of 
particular processes. It is typically applied to the Record to 
Report, Procure to Pay, Order to Cash processes.

It is usually ran in a structured interview/ workshop approach, 
providing a deep dive assessment of the Finance process and 
can be used across the whole or selected areas of the Finance 
Function. Finance processes in detail are compared against 
leading practice. Often used in a second phase of Finance 
transformation activity, once priority processes have been 
identified.

The results of Process Diagnostic include elaboration of Finance 
(or any sub areas like controlling, accounting, tax) modernisation 
strategy and roadmap. They also provide strong support in 
defining technology investments and IT strategy of Finance.

The assessment is 
performed in a form of a 
survey and workshops that 
capture the current and 
desired level of maturity of 
the Finance function, to 
help and define the Future 
of Finance.

Future of Finance trends: move up the value chain to become a partner in business

https://www.pwc.com/gx/en/services/advisory/finance-transformation.html
https://www.pwc.com/c1/en/cee-cfo-survey-insights.html
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This publication has been developed as general 
guidance on selected topics and does not 
constitute professional advice. No one should act 
on the information contained in the article without 
seeking independent professional advice. No 
warranty (express or implied) is made as to the 
accuracy or completeness of the information 
contained in this publication and, to the extent 
permitted by law, PricewaterhouseCoopers LLP, its 
members, employees and agents assume no legal 
or financial obligation or duty of care with respect 
to to the acts or omissions of you or any other 
person based on the information contained in this 
article and any decisions made pursuant to it.

Contact us
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