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Overview
Revenue recognition — Background

IFRS 15 — Revenue from Contracts with Customers (“IFRS 15”) was issued in May 28, 2014
Culmination of joint IASB/FASB project

Generally converged with U.S. GAAP with some differences

Establishes a single, comprehensive framework for revenue recognition

Addresses inconsistencies and weaknesses in previous revenue standards and inadequate
disclosure requirements

Effective for annual periods beginning on or after January 1, 2018 (earlier application permitted) including interim periods therein
(i.e., FY 2018)

+ Limited guidance * Numerous industry and

. Difficult to apply to transaction specific requirements

complex transactions * Revenue recognition questions
continue to arise
as new types of

transactions emerge

IFRS 15/ASU

(Topic 606)

]
]
]
]
]
]
: 2014-09
]
]
]
]
]
]



Overview
Revenue recognition — Existing and new standards

Revenue recognition Revenue from contracts with customers
IAS 11 Construction contracts Point in time or over time

IAS 18 Sales of goods

IAS 18 Sales of services

IFRIC 15 Real estate sales

. New guidance on royalty revenue
IAS 18 Royalties IFRS 15

New guidance on options for
additional goods and services

IFRIC 13 Customer loyalty programmes and breakage

Guidance on non-cash consideration

IFRIC 18 Transfers of assets
SIC 31 from customers

Advertising barter transactions

Other revenue

IAS 39 Interest
IAS 18 Interest or Dividends

IAS 18 Dividends IFRS 9




Overview
Revenue recognition — Key changes

Revenue recognition under TAS 18 Revenue recognition under TFRS 15

When it meets the following criteria; Requires judgement when considering the term of the
contracts and all of the facts and circumstances. The
core of the standard are applied using the five steps
model.

« It is probable that any future economic benefit
associated with the item of revenue will flow to
the entity, and

« The amount of revenue can be measured with
reliability

Identify the contract witha customer

+ the entity has transferred to the buyer the

significant risks and rewards of ownership of

the goods :
Identify the performance

TAS 18 provides guidance for recognizing the specific obligations in the contract
categories of revenue

« Sale of goods

+ Rendering of services Determine the transaction price

+ Interest, royalties and dividends

Allocate the transaction price to
performance obligations

Recognize revenue when (or as) the
entity satisfies a performance

obligation




Overview
A synopsis of TFRS 15

Step 1:
Identify the contract with the customer

Step 2:
Identify performance obligations

Step 3:
Determine the transaction price (including discounts)

Step 4:
Allocate the transaction price based on the fair value of
the performance obligations

Step 5:
Recognize revenue as performance obligation
transferred
P High impact — More judgement required

Some impact/change expected; not significant

F’ Low or no impact expected

TP T

Potential impacts from TFRS 15 for all sector:

Revenue recognition in Customer acceptance may be

TFRS 15 triggered by a pre-requisite to satisfying
transfer of control to the
customer (not purely risks
and rewards assessment)

the
performance obligation

Multiple element
arrangements impacting point
in time versus over time
Variable consideration revenue recognition
recognition limited by
significant revenue reversal
thresholds (sale subject to

refining or price resets) Contracts > 12 months may

include a financing
component*

Take or pay arrangements
Enhanced disclosure

(including makeup rights)
requirements
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The Core Principle -5 Step Revenue Recognition Model
Overview

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

Five-step model to apply the core principle:

Recognize
. Allocate the
Identify the Idefnt|fy e Determine the transaction rEVEnue "t"rt'e“
contract with a pbel': orfnance transaction price to (or as) the
customer edel Ll el price performance entity satisfies a
the contract bligations performance
(Step 1) (Step 2) (Step 3) O(Sf:’ 5 obligation
ep

(Step 5)

This revenue recognition model is based on a control approach which differs from the risks and
rewards approach applied under existing IFRS.



The Core Principle -5 Step Revenue Recognition Model

Applying the 5 step model

Identify the

Identify the

Recognize
revenue when (or

Allocate the

3 performance Determine the transaction price as) the entity
coltJ:::n\;vel:h - obligations in the transaction price to performance satisfies a
contract (Step 3) obligations performance
(Step 1) (Step 2) (Step 4) obligation
(Step 5)
Deliver Cu100 Point in time
equipment
Provide training .
services CU5 Over time
Contract with
customer
Cu110
Provide support .
services Cu4 Over time
Provide
extended Cu1 Over time
warranty




The Core Principle -5 Step Revenue Recognition Model
Step 1 — ldentify the contract

= Alegally enforceable contract must meet all of the following requirements:

The parties have The entity can identify

approved (oral or the payment UiIS Gy E e Eilily;

each party’s
rights regarding
goods or services

The contract has
commercial
substance

implied) the contract terms for the goods or
and are committed to services to
perform be transferred




The Core Principle -5 Step Revenue Recognition Model
Step 1 — ldentify the contract (Cont’d)

A contract modification is a change in the scope or price (or both) of a contract that is approved by the parties to the
contract. Contract modifications may be assessed as follows:

Contract modification approved? CEIBUTEL )13 R L

existing contract

Yes

Does the scope of the contract increase due to the addition of
promised goods or services that —_—

e
are distinct? NG

Are the remaining goods or services distinct from
goods or services transferred on or before the date
of the contract modification?

Yes

Does the price of the contract increase by an amount of
consideration that is reflective of the stand-alone selling prices of ——
these additional goods and services? No

Yes
Yes

Fellis [zl Termination of existing

contract and a single
performance obligation
(cumulative catch-up)

contract and creation of a
new contract (prospective)

Contract modification is a separate contract




The Core Principle -5 Step Revenue Recognition Model

Step 2 — ldentifying performance obligations

A performance obligation is a promise to transfer to the customer a good or service (or a bundle of goods or services) that is
distinct or a series of distinct goods or services.

Identify all (explicit or implicit) promised goods and services in the contract

Are promised goods and services distinct from other goods and services in the contract?

New

Capable of being distinct Distinct in context of contract

Can the customer benefit from the good .
. . : Is the good or service separately
or service on its own or together with . o . :
. identifiable from other promises in the
other readily
. contract?
available resources?

v v

Yes No

Account for as a

Combine two or more promised goods
performance obligation

or services and re-evaluate




The Core Principle -5 Step Revenue Recognition Model
Step 2 — ldentifying performance obligations (cont’d)

A series of distinct goods or services may be a single performance obligation if the goods or services are substantially the
same and have the same pattern of transfer to the customer.

Series
Distinct good or Distinct good or Distinct good or
service service service

» Each distinct good or service is substantially the
same, and

» Each distinct good or service in the series is a performance Yes

« The same method would be used to measure the entity’s performance obligation

progress towards complete satisfaction of the performance
obligation to transfer each distinct good or service in the series
to the customer.

No Account for each distinct good or service as a separate

performance obligation



The Core Principle -5 Step Revenue Recognition Model

Step 3 — Determining the transaction price

m  What is the transaction price? What does it include?

Definition

* Consideration amount to which
an entity expects to be entitled
in exchange for transferring
promised goods or services to
a customer.

Transaction @ @
Price

Fixed consideration

e The amount is fixed and not
contingent on the outcome of
future events.

Variable consideration
* Estimated and potentially
constrained

* e.g., discounts, rebates,
refunds, etc.

O O

Significant benefit of financing

» If identified, leads to
adjustment in transaction
price.

* Practical expedient available.

Non-cash consideration

Variable consideration

L]

L]

Consideration in a form other
than cash
Shall be measured at FV

Consideration payable

to customers

Reduces transaction price
unless payment is made for a
distinct good/service.



The Core Principle -5 Step Revenue Recognition Model
Step 3 — Determining the transaction price (cont’d)

For variable consideration, an entity needs to assess the likelihood and magnitude of a significant revenue reversal.
Consider the following factors (e.g.,) in doing so:

Yes
Consideration is highly susceptible to factors outside entity’s influence

Uncertainty related to amount of consideration is not expected to be Yes
resolved for a long time

Significant

Entity’s experience with the type of contract is limited or experience has Yes

e - revenue
limited predictive value

reversal

Entity typically offers a broad range of price concessions or changing Yes
payment terms and conditions

The contract has a large number and a broad range of possible Yes
consideration amounts

Do not include in
transaction price



The Core Principle -5 Step Revenue Recognition Model
Step 3 — Determining the transaction price (cont’d)

Example 3.1 - Volume discount

An entity enters into a contract with a customer for sales of product for total consideration of $100/unit for a one-year period
with the condition that if the customer purchases more than 75 units, total consideration will be $80/unit retrospectively
applied.

Initially, the entity does not believe the customer will purchase more than 75 units.

On May 20, 20XX, the entity inters from the customer’s purchasing pattern that the customer will in fact meet this target.

Assume that the purchase pattern is as follows:

Month Selling unit

Jan 10
Feb 15
Mar 15
May 20 12
Total 52

How does entity recognize revenue on Jan, Feb, Mar, May?




The Core Principle -5 Step Revenue Recognition Model
Step 3 — Determining the transaction price (cont’d)

Example 3.1 - Volume discount (Solution)

Month Revenue Note
Jan 1,000 (10 units * $100)
Feb 1,500 (15 units * $100)
Mar 1,500 (15 units * $100)
May 20 160 (Cumulative sales 52 units * $80) -
4,000 cumulative revenues from Jan - Mar
Total 4,160




The Core Principle -5 Step Revenue Recognition Model
Step 4 — Allocating the transaction price

Allocate revenue between elements based on standalone selling price of

each separate performance obligation

Standalone — Observable price at which entity would sell a promised good/service
selling price separately to a customer

If not directly observable, standalone selling price
will be estimated

» Adjusted market assessment approach + Allocation of discount and variable consideration to
. distinct performance obligation if certain criteria are

» Expected cost plus a margin approach met

* Residual approach (when standalone price is highly « Otherwise on a pro-rata basis to all performance

variable or uncertain) obligations




The Core Principle -5 Step Revenue Recognition Model
Step 4 — Allocating the transaction price (cont’d)

Example 4.1 - Allocating contract revenue

m TeleCo enters into a contract with a customer to provide a handset for a price of $400 and 24-month wireless services

for a price of $10 per month. The customer can get the handset or wireless services from any other telecommunication
companies. The price of the wireless service is equal to its stand-alone selling price.

m  TeleCo identifies two performance obligations - the handset and the wireless services.
®  The handset is sold separately for $575.

How much is the transaction price and what process should be performed to allocate this to the performance

obligations?




The Core Principle -5 Step Revenue Recognition Model
Step 4 — Allocating the transaction price (cont’d)

Example 4.1 - Allocating contract revenue (Solution)

- The stand-alone selling price of the wireless service is $240 ($10 x 24 months).

- The transaction price is $640 ($400 + $10 x 24 months), which is allocated to the performance obligations based on their

relative stand-alone selling prices as follows:

Performance Standalone selling Price Remark
obligations price allocation
Handset $575 $452 $640x(575/815)
Wireless service $240 $188 $640x(240/815)
Total S o $815 $640
In this example, no significant financing component has been identified by TeleCo.




The Core Principle -5 Step Revenue Recognition Model

Step 5 — Recognizing revenue (cont’d)

Performance satisfied over time = Revenue recognized over time

.0R.0R.

IF NOT

Revenue recognized at a point in time



The Core Principle -5 Step Revenue Recognition Model
Step 5 — Recognizing revenue (cont’d)

For performance obligations satisfied at a point in time, indicators of the transfer of control include, but are not limited to, the
following:

Entity has a present right to payment for the asset

The customer has legal title to the asset

The entity has transferred physical possession of the asset

The customer has the significant risks and rewards of ownership of the asset

The customer has accepted the asset




Effective date and transition provision

TFRS 15 will be effective in Thailand for the period beginning from 1 January 2019 with two options for transition to TFRS
15.

Initial
application

Option 1: Modified
Retrospective

Adjust opening
balance of equity
TAS 11 & TAS 18 as at date of initial
application

Option 2:
Fully Retrospective

All restated under TFRS 15




Key transition for transition

Significance of
accounting IT implementation
changes

Number, length .
and terms of reDIEiCrlgrilérnets
contracts q

Availability of
historical
information

Transition options Stakeholder
choices perception
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Impacts, challenges and issues
Broader impacts

Accounting Changes — Timing, Presentation and

Disclosure Processes and

Controls

Stakeholders

Information
Technology

Impacts may be broader than you think



Impacts, challenges and issues
Consider some of the significant changes

Impact/considerations

* How to identify?
Separate performance obligations » Do standard policies need to be developed to ensure
consistent identification?

* How to determine stand-alone selling price?
* Does this information exist?
e Can this be an automated calculation?

Allocating the
transaction price

*  What method will be used for estimating?
Variable consideration * How to determine probability of a ‘significant
revenue reversal’?

* |dentification?
Contract costs * What does ‘incremental cost’ mean for
your organization?

» What process will be in place to identify a modification
Contract modifications compared to a change in
variable consideration?

+ How to determine whether licences are recognized over

Licences . L
time or at a point in time?

» How to track disclosure requirements?

DIEEIESUIS e EE * How to identify and capture required data?



Impacts, challenges and issues
Impacts from TFRS 15 implementation

- Change to key performance indictors and other key metrics
- Change to the profile of tax cash payments
- Availability of profits for distribution

- For compensation and bonus plan, impact on the timing of targets being achieved and the likelihood
of targets being met

- Potential non-compliance with regulatory requirements



Impacts, challenges and issues
Specific impacts

Consider the following implementation matters:

Contract costs
Contract modifications

Performance obligations satisfied over time
Customer options for additional goods or services
Customers’ unexercised rights

Licensing

Warranties

Methods for measuring progress towards complete satisfaction of a performance
obligation

Principal versus agent considerations

Non-refundable upfront fees (and some related costs)
Repurchase agreements

Bill-and-hold arrangements

Sale with a right of return

Consignment arrangements

Customer acceptance

New requirement/ Modification to existing requirements/ Largely consistent with existing
significant change less significant change requirements

Implementation Guidance




Impacts, challenges and issues

The impact of TFRS 15 on sectors

TFRS 15

Potential impacts across sectors

Regrouping or modifications of contracts

Identification of separate performance obligations (PO)
Distribution of the transaction price to POs

Sales of licenses

Percentage of completion method

Determining the correct methodology

Variable and uncertain payments

Capitalization of the costs of obtaining or executing contracts

Upfront payments

{ Telecoms

AN

AN

Industrial Products

AN

AN

Logistics

< Technology

AN

AN

{ Media

AN

AN

Consumer Goods

X Real Estate

AN

< Construction / Engineering

AN

Life Sciences

AN

Automotive

< Aerospace & Defense

AN

Asset Management

<\ Energy

AN

AN

< Hospitality

AN

AN



Impacts, challenges and issues
The impact of TFRS 15 on sectors (cont’d)

TFRS 15

Potential impacts across sectors

Payments made to customers

The right of return

Guarantees

Rights not exercised by clients

Impact of shipping conditions on the accounting date
Options for additional goods or services
Collaboration agreements

Trading transactions

Time value of money

Notes to the financial statements

Telecoms

Industrial Products

< Logistics

AN

Technology

Media

{ Consumer Goods

AN

Real Estate

Construction / Engineering

Life Sciences

Automotive

Aerospace & Defense

Asset Management

Energy

Hospitality



Readiness to apply TFRS 15

Important near-term actions and decisions

{ﬂ Near-term actions Important decisions
A

+ ldentify impacted revenue streams and products to focus « Adoption date

near-term effort -
* Transition method

+ Analyze effect of the changes on ,
financial statements » Contract vs. portfolio approach

« Design system solutions, where needed * System solutions

- Determine and resolve specific accounting and tax * Accounting policy choices and
issues significant judgments
- Evaluate impact on periodic + Changes to performance measures and metrics

financial processes
» Develop project plan and roadmap

+ ldentify impacted performance measures and key
metrics



Readiness to apply TFRS 15

Perform initial
assessment of
the impact

Some key decisions and next steps

Scope and
applicability of

contract-based or
portfolio approach

Transition
approach/strategy
and necessary
timeline and project
components

Establish project
leadership,
milestones,
governance and
resource
requirements

Evaluate significant revenue -

streams

Capture and define
accounting and tax issues
and new policy
requirements

Identify data gaps and
process requirements

Assess other potential
system impacts

Develop implementation
roadmap and workplan

Model the impact at a high
level on the financial
statements and metrics

Define accounting logic that
would need to be
accumulated through
portfolios or contract-based
automation

Define alternative
architecture for potential
options

Estimate relative costs,
design and development
effort needed to sustain
alternative approaches,
along with relative risks,
disclosure and tax reporting
needs

Evaluate effective date
requirements and transition
options

Model the implications to
financial statements and
reach consensus on the

preferred adoption approach -

Develop a dual reporting or
restatement strategy and
conclude on the opening
balance sheet date for the
accounting change

Evaluate IT alternatives
available

Update, validate and review
the detailed timeline with
key stakeholders and
develop high level resource
requirements and critical
path activities

Determine leadership and
representation from key
functional areas, and
determine protocols for key
decision making
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