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IFRS 15 Revenue Recognition




Overview of the new revenue recognition
standard

A FASB and IASB joint revenue recognition project to develop a common
standard

IFRS 15 replaces all existing revenue standards and interpretations
(e.g. IAS 18, IFRIC 13)

It provides a more structured approach to measuring and recognising
revenue, with an entirely new 5-step model and detailed application
guidance. It also:

Requires entities to make many estimates and use significant judgement
May significantly affect business processes, systems and internal controls

There is not a clear-cut change to previous standards: understanding the
Impact of the changes requires entities to reassess all their ‘in-scope’
revenue streams under the new approach and the new guidance

Disclosure requirements on revenue are expanded significantly

Entities can choose to adopt the standard using either a full retrospective
approach or a modified retrospective approach
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The five step model

Core principle — Recognise revenue to depict the transfer of goods or services
to customers in an amount that reflects the consideration to which the entity
expects to be entitled in exchange for those goods or services

Step 1: Identify the contract(s) with the customer
!

Step 2: Identify the performance obligations (PO) in the contract
!
!

Step 4: Allocate the transaction price to the POs in the contract
!

Step 5: Recognise revenue when (or as) each PO is satisfied

The five-step model applies to all the revenue streams for all types of contracts within the
scope of the new standard
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Disclosures

Entities are required to provide quantitative and
gualitative disclosures to help users understand
the nature, amount, timing and uncertainty of
revenue and cash flows arising from contracts
with customers, including information regarding:

Disaggregation of revenue

Significant changes in contract assets and liabilities and
costs

Performance obligations
Determination and allocation of transaction prices

Amounts allocated to remaining performance obligations
and when these amounts would be recognized as revenue

Significant judgments and changes in judgments
Costs capitalized in obtaining or fulfilling contracts
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IFRS 9 Financial Instruments




IAS 39 vs. IFRS 9: Classification and
Measurement

* Rule-based * Principle-based

* Complex and difficult to apply * Based on business model and

* Multiple impairment models nature of cash flows

* Own credit gains/losses * Single impairment
recognized in P&L for FVO model
liabilities * Own credit gains/losses

* Complicated reclassification presented in OCI for FVO
rules liabilities

* Business model-driven
reclassification
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Synopsis of the key aspects of the new

model for financial assets
| |

‘Contractual cash flow characteristics’ test
(at instrument level)

Derivatives

Debt (including hybrid contracts)

Pass Fail Fail Fail
Business model’ assessment Held for trading?
(at an aggregate level)
1 | Hold-to-collect o | BM with objective that 3 | Neither (1) Yes No
contractual results in collecting nor (2)
cash flows contractual cash flows
and selling FA N
0 -
Conditional fair value Yes 5 <« Fve?ecc'tggt,'f”
option (FVO) elected? :
Noi Noi Yes l
v v v
Amortised FVOCI FVOCI
. . FVPL .
cost (with recycling) (no recycling)

EY



IAS 39 vs. IFRS 9: Impairment

* |Incurred loss model

* Delays recognition of credit
losses until there is evidence
of aloss event

* Only considered losses that
arose from past events and
current conditions (future
credit loss events not
considered)

* Multiple impairment models for
financial instruments

* Expected loss model

* Eliminates the threshold for
the recognition of expected
credit losses

* Measurement based on
reasonable and supportable
information available (past,
current, and forecast)

* Single impairment model for
financial instruments
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General approach

Loss Stage 1 Stage 2 Stage 3
allowance

updated
at each
reporting
date

Lifetime
expected
credit losses
criterion
Interest
revenue
calculated
based on




The new hedge accounting model:
background and objective

Hedge accounting under IAS 39 was criticised for being:
Complex
Rules based
Not aligned with risk management practices

Objective of new hedge accounting model in IFRS 9:
Represent in the financial statements the effect of an
entity’s risk management activities

More economic hedging strategies should qualify for
hedge accounting

It should be easier for users of financial statements to
understand hedging activities and the accounting
consequences
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Key differences: snapshot

Risk component as eligible hedged item

80%-125% test

Prospective effectiveness testing

Retrospective effectiveness testing

Quantitative effectiveness test

Qualitative effectiveness test

All ineffectiveness must be recognised

Accounting for ‘costs of hedging’

Rebalancing of hedge ratio

Dedesignation (risk management objective
unchanged)

Discontinuation (risk management objective
changed or other qualifying criteria not met)
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IFRS 9: Subsequent Effectiveness Assessments,

Rebalancing and Hedge Discontinuation

: No
Continue I—!edge 5
Accounting
— Rebalance

_ . Yes
Has the risk management objective
changed?

[ o
Is there still an economic relationship No
between the hedged item and hedging
instrument? 7

l Yes
Does the effect of credit risk dominate the Yes
value changes that result from the —>
economic relationship?

[ o
Is there an imbalance in the hedge ratio
that would create ineffectiveness?

Yes
< Discontinue Hedge Accounting
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IFRS 16 Leases




Overview

Recognise assets and liabilities for most leases

New presentation and disclosure requirements

Accounting substantially the same
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Definition of a lease

There Is an identified asset

The contract conveys the right to
control the use of the identified

asset for a period of time In
exchange for consideration

L ease
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Lessee accounting
Recognition and measurement

Initial recognition
and measurement

Subsequent
measurement of
lease liability

Subsequent
measurement of
ROU asset

Profit and loss

Initially measure right-of-use (ROU) asset! and lease
liability at present value of lease payments

Accrete the lease liability based on the interest method
using a discount rate determined at lease
commencement?

Reduce lease liability by payments made

Depreciate ROU asset, based on IAS 16 Property,
Plant and Equipment

Alternative measurement of ROU asset under IAS 16
and IAS 40 Investment Property

Generally ‘front-loaded’ expense for individual lease
Separate interest and depreciation

1 Initial measurement of the ROU asset would also include the lessee’s initial direct costs (IDCs),
prepayments made to the lessor less lease incentives received from the lessor, if any, and
restoration, removal and dismantling costs.

2 As long as areassessment and a change in the discount rate have not occurred.
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Good Luck!
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