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IFRS 15 - key changes

Key areas:

e Unbundling of contracts

* Allocation of total revenue to the unbundled parts

» Uncertain revenue or variable consideration

» Adjusting for significant financing components

« Recognition of revenue at a point of time or over time
« Contract modifications

« Contract costs

 More extensive disclosure requirements

@ 2017 Deloitte Touche Tohmatsu Jaiyos Co., Ltd. 61



IFRS 15 - understanding the core approach

Contract
with
customer

@ 2017 Deloitte Touche Tohmatsu Jaiyos Co., Ltd.

Deliver handset

Provide network
services

Provide 3" party
shopping voucher

Provide
handset/service
voucher (material
rights)

When delivered

When performed

When delivered

When provided
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Step 1: Identify the contracts with the customer

- Can identify
Collectibility of each party’s

consideration Apply IFRS 15 right
S only when ALL 5
criteria are met.

Commercial
substance

@ 2017 Deloitte Touche Tohmatsu Jaiyos Co., Ltd.
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Step 2: Identify the performance obligations (PO)

Identify all promised goods and services in the contract

Or together with
other readily

available
resources
>

Combine goods and services with Account for the
Treat as a single other goods and services until a separate
transaction bundle of goods and services that performance

is distinct is identified obligation

@ 2017 Deloitte Touche Tohmatsu Jaiyos Co., Ltd. 64



Step 3: Determine the transaction price

Consider the effects of:

e \Variable consideration

e The time value of money (if financing component is
significant)

e Non-cash consideration
e Consideration payable to a customer

@ 2017 Deloitte Touche Tohmatsu Jaiyos Co., Ltd.
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Step 3: Determine the transaction price - Variable consideration
(VC)

Variable consideration

« Consideration often vary due to discounts, rebates, refunds, credits,
incentives, performance bonus/penalty, contingencies, price concessions, or
similar items.

 Implication — adjust for the estimated future contract price adjustments
earlier.

@ 2017 Deloitte Touche Tohmatsu Jaiyos Co., Ltd. 66



Variable consideration - illustrative example

Background

Entity

Contract to build customised asset by 31 March 20X7

@

$2.5 mil

Customer

VC1

Reduction/ increment by $10,000 per day
depending on completion before or after 31
March X7

VC2

Inspection by 3 party upon completion and
depending on achievement of a specified
inspection rating assigned, entity will be entitled
to incentive bonus of $150,000

@ 2017 Deloitte Touche Tohmatsu Jaiyos Co., Ltd.
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Variable consideration - illustrative example (cont’d)

Building Estimate for Variable Consideration

VC 1 Daily penalty/incentive VC 2 Inspection Incentive
of $10,000 Bonus of $150,000

“Most Likely Amount” method

e Only two possible
outcomes ($150,000 or

$0)

@ 2017 Deloitte Touche Tohmatsu Jaiyos Co., Ltd.
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Step 4: Allocate transaction price

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

N
If not directly observable, standalone

selling price will be estimated

\_ Y,
Gpproaches \ ( Allocation of discount and variable \
. Adjusted market assessment consideration to distinct PO if

observable

E I i - i
xpected cost plus a margin - Otherwise on a pro-rata basis to

Residual (when standalone price all performance obligations
\_ is highly variable or uncertain)  / \ W,

@ 2017 Deloitte Touche Tohmatsu Jaiyos Co., Ltd. 69



Allocating transaction price - illustrative example

Contract for sales of Handset, Voice and Data for $100

S

Entity « Each product is satisfied at different points in ~ Customer

time
« No observable evidence to which discount
Question belongs to
What is the allocated transaction price of each product?
Method Stand-alone Allocated
price price
$ $
Handset Directly observable 100 50 100/200 x 100
(Regularly sold separately)
Voice Adjusted market assessment 40 20 40/200 x 100
approach
Data Adjusted market assessment 60 30 60/200 x 100
approach

Total 200 100

@ 2017 Deloitte Touche Tohmatsu Jaiyos Co., Ltd.
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Step 5: Recognise revenue

Recognise revenue when (or as) the entity satisfies a performance
obligation by transferring a promised good or service to a customer. An
asset is transferred when the customer obtains control of that asset.

Control:

Ability to direct the use of an asset
Obtain substantially all of the
remaining benefits from that asset
Ability to prevent other entities from

directing the use of and obtaining
benefits from an asset

@ 2017 Deloitte Touche Tohmatsu Jaiyos Co., Ltd. 71



Step 5: Recognise revenue (cont’d)

Performance satisfied over time = Revenue recognise over time

@ 2017 Deloitte Touche Tohmatsu Jaiyos Co., Ltd. 72



Step 5: Recognizing Revenue

Revenue recognized at a point in time

Indicators that control transfers include:

Present right to payment

Legal title of goods and services

Transferred physical possession

Significant risks and rewards of ownership

The customer has accepted the asset

@ 2017 Deloitte Touche Tohmatsu Jaiyos Co., Ltd. 73



Key impact on revenue recognition

Identify the
performance
obligations in
the contract

Identify the
contract with
a customer

Unbundling
Collectability of contracts

@ 2017 Deloitte Touche Tohmatsu Jaiyos Co., Ltd.

Determine
the
transaction
price

Uncertain
revenue or
contingent
revenue

Allocate the
transaction
price to
performance
obligations

Allocation of
total revenue
to the
unbundled

parts

Step 5

Recognize
revenue
when each
performance
obligation is
satisfied

Recognition
of revenue at
a pointin
time or over
time
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Unbundling of contracts

Fact pattern

ManufactCo enters into a contract to sell a customer a pool filter system and
a filter cartridge that is delivered two weeks later.

« The pool filter system cannot filter without the filter cartridge.

 Both the pool filter system manufacturer and sellers of generic
filter cartridges sell the pool filter system and filter cartridges

separately.

’ I!Lrb,r
mE— B
Day 1 Day 14
| e [oa =3}

How many distinct performance obligation(s) can be identified?
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Suggested solution

« ManufactCo identifies two distinct performance obligations: the pool filter
system and the filter cartridge:

o The customer can benefit from the goods either on their own or
together with other resources that are readily available to the
customer (IFRS 15.27(a)); and

o ManufactCo's promise to transfer the goods or service to the customer
is separately identifiable from other promises in the contract (IFRS
15.27(b)). In particular, ManufactCo does not provide a significant
service of integrating the cartridges with the filter system (IFRS
15.29(a)) into a combined output. The cartridges are not significantly
modified or customized by the filter system (IFRS 15.29(b)). The
cartridges and the filter system are not highly interdependent or highly
interrelated (IFRS 15.29(c)).

@ 2017 Deloitte Touche Tohmatsu Jaiyos Co., Ltd. 76



y ,
e . //JI “‘.."
'd
" 4
- .r &

« In 20X7, JavaCo enters into a contract to license its customer relationship
management software to a customer.

« Three days later, in another contract, JavaCo agrees to provide consulting
services to significantly customize the licensed software previously sold to
function in the customer’s IT environment.

The customer is unable to use the software until the customization
services are complete.

Should JavaCo combine these two contracts and account for them as a
single contract under IFRS 15?

@ 2017 Deloitte Touche Tohmatsu Jaiyos Co., Ltd.
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Suggested solution

These two contracts should be combined and accounted for as a single
contract under IFRS 15.17 because:

1) They were entered into at or near the same time with the same customer
in accordance with IFRS 15.17; and

2) The promised goods or services under the contracts constitute a single
performance obligation. This is because JavaCo is providing a significant
service of integrating the license and consulting service into the combined
item for which the customer has contracted. In addition, the software will
be significantly customized by the consulting services.

@ 2017 Deloitte Touche Tohmatsu Jaiyos Co., Ltd.
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Contract Identification

« TechCo sells (and delivers) goods to a customer on Day 1 with a cost of
$700 for consideration consisting of:

* A deposit received on Day 1 of $250; and
 $1,000 receivable on Day 360.

Assume that collectability is not probable

Manth 0 1 2 3 4 5 3] 7 8 9 10 11 12 Total
Payments 250 - - - - - - - - - - - 1,000 1,250

Cumulative Payments 250 - - - - - - - - - - - 1,15&_

How much revenue would be recognized, and during which month(s)?

@ 2017 Deloitte Touche Tohmatsu Jaiyos Co., Ltd. 79



Suggested solution

Month 0 1 2 3 4 5 B 7 B 9 10 11 12 Total
Payments 250 - - - - - - - - - - - 1,000 1,250
Cumulative Payments 250 - - - - - - - - - - - 1,250 -

« Total consideration is $1,250 ($250 on Day 1+ $1000 on Day 360)

e The full amount of revenue would be recognized in month 12 ($1,250).

NOTE: The above assumes that the entity did not reassess that collectability was
probable at any point during the 12 month period.

@ 2017 Deloitte Touche Tohmatsu Jaiyos Co., Ltd. 80



Allocation of transaction price

elyled

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
telecommunications company. The price of the wireless service is equal to its
stand-alone selling price.

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?

@ 2017 Deloitte Touche Tohmatsu Jaiyos Co., Ltd.
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Allocation of transaction price
Suggested 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

) - O OIHOW
Performanc Standalone Price

e selling price allocation

obligations

Handset $575 $452 $640x(575/815)
Wireless $240 $188 $640x(240/815)
service

Total $815 $640

« In this example, no significant financing component has been identified by
TeleCo.

@ 2017 Deloitte Touche Tohmatsu Jaiyos Co., Ltd. 82



Implicit price concession

1 million

Stated price &
Estimated settlement _$600 000

DrugCo sells a prescription drug for $1 million payable in 90 days to a customer
in a region that is experiencing economic difficulty.

 This is the entity’s first sale in that region. The entity determines
that a relationship with the customer is critical to help boost the
market sales and expects the region’s economy to recover over the
next two years.

« After review, DrugCo expects to provide a price concession and
ultimately settle the transaction at a price of $600,000 (the
reduced price is still in excess of its costs of $100,000).

« DrugCo assesses the collectability of $600,000 and deems
collectability to be probable.

Is the transaction price variable? Does the contract meet the criteria of
Step 1 of the revenue model under IFRS 15?

@ 2017 Deloitte Touche Tohmatsu Jaiyos Co., Ltd. 83



Suggested solution

Is the transaction price variable?

* Yes. DrugCo expects to offer a price concession at contract inception and
to lower its price to $600,000.

« Variable consideration includes all consideration that is subject to
uncertainty for reasons other than collectability, such as price
concessions in this case.

Does the contract meet the criteria in Step 1 of the revenue model?

« As DrugCo expects to offer a price concession at contract inception and
lower the settlement price to $600,000, the promised consideration is
variable.

 DrugCo also assesses that the collectability of the $600,000 (i.e., the
amount they believe to be entitled to) is probable.

» Accordingly, DrugCo determines that all the criteria in Step 1 have been
met in accordance with IFRS 15.9.

@ 2017 Deloitte Touche Tohmatsu Jaiyos Co., Ltd.
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During Feb 20X1, ToolCo, a manufacturer of gardening tools, enters into a
contract with a retailer to produce one million shovels.

*ToolCo produces the shovels and ships the first 100,000 units to the retailer in
March, followed by 250,000 units in each of April and May, and 200,000 units in

each of June and July.

*These shovels are produced according to standard specifications and could be
sold to other customers.

i

1 million units { {
S AR

A 4

[

. March July

I

=
Does ToolCo recognize revenue at a point in time or over time? Why?

When should the entity recognize the revenue?

@ 2017 Deloitte Touche Tohmatsu Jaiyos Co., Ltd.
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Suggested solution

Does ToolCo recognize revenue at a point in time or over time? Why?

The criteria for recognizing revenue over time are not met so ToolCo should
recognize revenue for each performance obligation at the point in time when
the customer obtains control of the promised asset and the performance
obligation is satisfied.

When should ToolCo recognize the revenue?

ToolCo should recognize the revenue when its customer has obtained control
of the asset. ToolCo will therefore recognize the revenue in several tranches,
when control of each shipment of shovels is obtained by the customer.

@ 2017 Deloitte Touche Tohmatsu Jaiyos Co., Ltd.
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