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* We only have one hour
« We cannot refer to all the details contained in [FRS 15

e Slides may contain details that you can refer to
subseqguently for your own benefit, but are not addressed
IN the session

* We will provide exposure at a high level to important
considerations relating fo IFRS 15
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* [ssued May 2014, effective 1 Jan 2017 for entities using full IFRS

 SiX ofther pronouncements superseded by IFRS 15 (e.g., IAS 18, |AS 11,
IFRIC 13/15/18, SIC-31 etc.)

 Single model for revenue recognition
« Before: IAS 18 versus IAS 11, plus other interpretations issued

 |IFRS 15 Is principle-based (a focus on liabillities, 1.e., SOFP approach)

c A New to be applied to all confracts with customers



IFRS 15
Leases within scope of IFRS 16 Leases

Contrac
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, except the following:

hin the scope of IFRS 17 Insurance Confracts

FInancia

NSt

'uments (and other contractual rights and obligations) within the scope of IFRS 9

Financial Instruments

Investments governed by:
« |AS 27 Separate Financial Stafements

 |[FRS 10 Consolidated Financial Statements
* |FRS 11 Joinf Arrangements
¢ |AS 28 Investments in Associates and Joint Ventures

Non-monetary exchanges between entities in the same line of business o facilitate sales to
customers or potential Customers (e.g., “stock lending”)




Ine 5-step revenue cpd®?
| _oene CamMpus
recognirion model

e|denftify the contfract(s) with the customer

e|dentity all performance obligations in the contract }

e Determine/estimate the fransaction price

e Allocate the transaction price to the performance obligafions in the con’rrac’r}

\

e Recognise revenue when/as performance obligations are safisfied

/

Institute of
Taxation
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¢ A with a customer will be within the scope of IFRS 15
when ALL of the below are met:

* The contfract has been approved by the parties to the contract

« Each party’s rights in relation to the goods/services to be transfterred,
can be identified

* The payment terms for the goods/services to be fransterred, can be
identifled

* The contract has commercial substance (risk, timing or amount of future
cash flows Is expected to change because of the contract)

|t Is probable that the consideration to which the entity is entifled to In
exchange for the goods/services, will be collected
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o Contracts that don’t meet the previous criteria as yet, are to be re-
assessed on an ongoing basis until they do, and then IFRS 15 Is applied from
that point on

« Contracts that meet criteria at inception, are not re-assessed, unless significant
changes are identified (e.q., customer can no longer pay)

o |If criteria not met by contract, and consideration iIs received from
customer, revenue shall only be recognised If:
« Confract was ferminated and the consideration received, Is notf refundable; or

» The entity has no remaining obligations fo fransfer goods/services to the customer and
all (or substantially all) of the consideration has been received and is notf refundable
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« Contract modifications can occur — fwo options exist:

« Scope of the confract increases (addition of distinct promised
goods/services), AND

* The price of the contfract increases (lbased on stand-alone prices of
goods/services)

« TwO accounting possibilities can arise for the modification:

« Modification is a termination of existing contract, and creation of a hew
contract (if remaining goods/services are distinct from goods/services
transferred before the modification)

« Modification is part of existing contract (remaining goods/services are not
distinct from goods/services transterred before modification) and there is a
poartially-satisfied single performance obligation at date of modification — an
adjustment 1o revenue Is therefore made on a cumulative catch-up basis
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* AT the Inception of the contract, the enftity assesses the
goods/services promised o the customer, and identifies
each fo transfer fo the customer either:

* A good/service (or bundle of goods/services) that is ; or

* A series of distinct goods/services that are substantially the same
and have the “same pattern of transter” to the customer (i.e. on
monthly bbasis), which is if:

« Each distinct good/service would be a P/O satisfied over time; and

* The same method would be used 1o measure progress towards complete
satistaction of the P/O
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« Goods/services to be transferred to the customer are
usually explicitly stated in a contract

 May also be IMPLIED by customary business practices,
oublished policies or specific statements If, at the time of
entering Info the contract, those promises create a valid
expectation of the customer, that the entity will fransfer a
good/service to the customer

» Only activities that franster a good/service to a customer,
are iIncluded in P/O’s (i.e., admin and set-up activities for
contracts and contract fulfilment activities are not P/O’s)
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« Goods/services are It BOTH the following are met:

* The customer can benefit from the goods/services on ifs own or In
conjunction with other readily available resources (i.e., the
good/service Is capable of being distinct); and

* The entity’s promise to transfer the good/service Is separately
identifiable from other promises in the contract (i.e., the good/service is

also distinct within the context of the contract), which is, for example
when:

* The entity does not provide a significant service of integrating the good/service
with other goods/services promised in the confract (stand-alone)

« The good/service does not significantly modify or customise another
good/service promised in the contract

« The good/service is not highly interrelated with or highly dependent on other
goods/services promised in the confract
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Real estate development cqm]pony ABC Limited enters into a
confract with one customer in terms of which a mini-lifestyle
estate Is to be bullt by ABC Limited for R100 million. The customer
will sell the units fo approved buyers after construction. There will
be 20 similar units (even size but different interior layouts), a large
communal entertainment area including pool, 8-foot perimeter
walls, one entrance gafte containing a guard house and
communal paved roads to access all units. The R100 million 1s
payable three months after completion of the estate, to allow for
quality checks to be done by the customer.
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e The TP Is the amount to which an entity ( fo be entitled
IN exchange for the transfer of goods/services

« Entity will consider past cusfromorY business practices 100, to determine
TP (e.qg., early settflement discounts granted not specified in T&Cs)

« Amounts collected on behalf of 3@ parties, are excluded (e.g., VAT,
commissions)

« Consideration promised in a contract with a customer may include
fixed amounts, variable amounts or both

e TWO aspects to focus on:

» Dealing with variable consideration (NB)

« Constraining the ‘estimates of variable consideration’ (limitation on inclusion of
variable consideration)

» Existence of a significant financing component in the contract
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f consideration iINncludes ‘variable consideration’, the entity shall
EﬁTIMATE the to which IN exchange for fransferring
he .

« Only to extent thaft it is ‘HIGHLY PROBABLE’ that a significant reversal in the amount of cumulative revenue
recognised, will not occur when the uncertainty is subsequently resolved

« Royalty from usage of licence of intellectual property: only when sales/usage occur (stricter!!)
Variabillity can be explicit (legal tferms) or implied (constructively)

Variable consideration (examples):
« Discounts, rebates, refunds, credits, price concessions, iIncentives, performance bonuses, penalties

o |f en’riT’ry’s enfitlement fo consideration is contingent on the occurrence or non-occurrence of a future
even

* Products sold with a right of return, or fixed amount Is promised as a performance bonus on achievement
of a specified milestone efc.

Measurement of variable consideration — two methods (whichever is most appropriate):

we (the sum of probability-weighted amounts in a range of possible consideration
amounts) (especially for large number of contracts with similar outcomes)

(the single most likely outcome of the coniract) (e.g., the enfity either achieves a
performance bonus, or not) (N0t many outcomes to choose from)
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 |f the timing of payments agreed to by the parties to the contract (either explicitly, or implicitly)
provides the customer or the entity with a significant benefit of financing the transter of

goods/services to the customer:
« The contract then contains a significant financing component and consideration shall be adjusted

« Godalis to recognise revenue relating to the transfer of the goods/services at an amount that
reflects the price that the customer would have paid if the customer had paid CASH for those

goods/services

« TwO main issues to be considered to assess existence of significant financing component:

« The difference, it any, between the amount of promised consideration and the cash selling price of the
promised goods/services; and

« The combined effect of:

The length of time between when the entity fransters the promised goods/services to the customer and when the
customer pays for those goods/services; and

The prevailing inferest rates in the relevant markets
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* TO what amount of consideration does the entity
when transferring the promised

goods/services to the customer (i.e., satistying the P/O)<¢
(refer ./3 to .80)

» Allocation will happen on a re

* Not applicable when only one P/O exists...
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* The selling price for each distinct good/service underlying each P/O, must
be determined at confract incepfion

* The contract price is then allocated in proportion o those stand-alone selling
porices

* |t stand-alone selling price is not available, the entity shall ESTIMATE the
stand-alone selling price using maximum olbservable inputs:

. Agjusjrr)ed market assessment approach (assess the market and competitors, and
adjus

« Expected cost plus margin approach (costs to satisty P/O, plus appropriate margin)

« Residual approach (total TP less the sum of observable stand-alone selling prices of
other goods/services in the confract = residual approach)
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* Revenue Is recognised as control Is passed, either or

« Control = abllity to direct the use of and obtain substantially all
of the FEB from the asseft (i.e., the goods/services)

* This Includes the abillity to prevent others from directing use/obtaining
the FEB from the asset! Contractual protection, legal protection eftc.

* FEB from an asset are obtained directly, or indirectly:
» Using the asset to produce goods/services
» Using the asset to enhance the value of other assefts
» Using the asset to sefttle liabllities or reduce expenses
Selling or exchanging the asset
Pledging the asset to secure a loan
Holding the asset (e.g., for capital growth)
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* An entity shall recognise revenue when/as the entity satisfies o
P/O by transterring a promised good/service to a customer
« Goods/services are assets, even if momentarily (e.g., services)

« AN asset s transferred when/as the customer of that
asset

« Controlis the abllity to direct the use of and obtain substantially all of the FEB

e For each P/O identified, the entity shall determine at contract
iInception whether it will satisty the P/O:

« Over time (this is the first assumption and must be disproven); or
« At a pointin time (if not over time, then automatically at a point in time)
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* This Is identified if ONE of the following criteria is met:

* The customer simultaneously recelves and consumes the benefits
porovided by the entity’s performance as the entity performs

* The enftity’s performar

that the customer cor

OR

ce creates or enhances an asset (e.g., WIP)
frols, as the asset Is created or enhanced

OR

* The entity’s performance does NOT create an asset with an
alternative use and the enftity has an enforceable right to
payment for performance completed to date (read IFRS 15.36

and .37 in this regard)



* [N the ear]
measure t
revenue recognised shal
reasonable measurement can occur)
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‘hods may be used, whichever is most appropriar

e
. > entity’s measure of progress over time, I1s a change in
accounting estimate (i.e., due to changes in circumstances)

stages of a contract, the en’ri’g :
e progress/outcome of the P/O —if costs are recoverable,
be limited to recoverable costs incurred (untfil

* Progress towards complete satfistaction of a P/O (which is satisfied
over tfime) Is used as a measure for revenue recognition

* The enftity’s performance in fransterring control of a good/service is
measured

* A single method for measuring progress towards complete satistaction shall
be applied to each P/O
* Methods for measuring progress

* [FRS 15 does not prescribe, but measure must be reasonable to result in
revenue recognition (e.g., must not lack reliable information)

* INnpuUt or output me
 Changes to the en

mMay Not be able to reasonably
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« Automatically identified it the entity does not safisty P/O’'s over
fime (use criteria to determine, as per previous slide)

» Transfer of “control” = iImportfant = defermines point in time at
which P/O’s are satisfied

* Indicators of ‘franstfer of control’:
* The entity has a present right to payment for the asset
« Customer has a legal fitle fo the asset
* The entity has transterred physical possession of the asset

e The cT:us’rorT er has the significant risks and rewards of ownership of the
asse

* The customer has accepted the asset
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« TYPE 1: Incremental costs to a contract with a customer, are to be Qs ¢ If
those costs are expected to be recovered

« Such costs are LIMITED to the costs the entity would NOT have incurred if the contract had not been successtully
obtained (e.g., sales commission)

Practical expedient: expense the cosfts if the assef would have been amortised over one year or less anyway

a confract are
recognised as an asset if, and only if, of the following criteria are met:

« The costs relate directly to a contract or a specific anticipated contract;

The costs generate or enhance resources of the entity that will be used in satistying (or continuing to satisfy) P/QO’s
INn The future; and

 The costs are expected to be recovered

« The asset recognised i.r.o. the costs to obtain/fulfil a contract, is amortised on a systematic basis that is

consistent with the pattern of fransfer ot goods/services to which the asset relates
Recognise impairment loss in P/

|, fo the extent that contract cost’'s carrying amount exceeds:

The remaining consideration the entity expects to receive in exchange for the goods/services 1o which the asset relates

(use principles for determining transaction price, but ignore constfraining estimates of variable consideration, and adjust
the amount to reflect customer’s credit risk),

The costs that directly relate to providing those goods/services and that have not yet been recognised as expenses
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Principley/diiference

IFRS 15 (new)

IAS 18 (old)

IFRS 15 scope

All contracts with customers

Sale of goods

Rendering of services

Use of entity’ assets (interest,
royalties, dividends)

Basic premise

Control passes to buyer

Goods and services are
delivered, and risks and
rewards pass to buyer

Contract costs

Recognise as asset, amortise
and test for mpairment

Expense and don't capitalise

Performance obligations

ldentify separate P/Q’s In
contract and allocate
revenue 1o each

No such guidance

Variable consideration

Estimate and include In
tfransaction price

Limited guidance on variable
consideration

Contract modifications

Separate contracts OR modify
existing contracts — guidance

Adjust revenue amount, but
Nno clear guidance
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Principie/daiiierence

IERS 1S (_IJ':‘\//)

IAS 16 (old)

Judgements and estimates

Significant reliance

L ess rellance

Convergence with US GAAP

Developed in line with US
GAAP, convergence
expected

Not developed In line with US
GAAP

Disclosure requirements

Nature of P/O's and timing of
revenue recognition

Less extensive disclosure
requirements

Time value of money

To be considered

Not considered

P/Q’s satisfied ‘over time’

Detailed guidance, and on
progress measurement

Less guidance provided

Coniract scope

Contract characteristics
Inside/outside scope of IFRS 15

No such requirement

Consistency across industries

More consistency, revenue
recognition practices even
amended

Less consistency across
Industries
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