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Timing of revenue
and costs

Reconciling cash in
flows to reported
revenue numbers

Managing margins
and profitability

Inconsistent practices

Identifying
onerous/marginal
contract positions

Lack of comparability

Revenue 5



IFRS 15 Response



IFRS 15 Response

Does IFRS 15 meet
the challenges
which businesses are
experiencing?
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IFRS 15 - objectives of the new standard

Provide a more robust
framework for addressing
revenue issues

Remove inconsistencies and
weaknesses in existing
requirements

—_—
IASB / FASB
Converged
Standard

Provide more useful Simplify preparation of

information through financial statements by
improved disclosure reducing the number of
requirements requirements by having one

revenue framework
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What is new?

IFRS 15 creates a single source of revenue requirements for all entities in all
industries.

The new standard applies to revenue from contracts with customers and
replaces all of the revenue standards and interpretations in IFRS, including:

o IAS 11: Construction Contracts,

o |IAS 18: Revenue,

o IFRIC 13: Customer Loyalty Programmes,

o IFRIC 15: Agreements for the Construction of Real Estate,

o IFRIC 18: Transfers of Assets from Customers; and

o SIC-31: Revenue — Barter Transaction involving Advertising Services.

IFRS 15 is principles-based, consistent with current revenue requirements, but:
v’ provides more application guidance and

v’ provides explicit presentation and disclosure requirements, which are more

detailed than under current IFRSSs.

© 2016 KPMG International Cooperative (“KPMG International”), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPM ternational. KPMG International providegt_}v(:’,nLIe 9
no client services. No member firm has any authority to obligate or bind KPMG International or any other member firm third parties, nor does KPMG International hawe’any such authority to obligate or bind any
member firm. All rights reserved.



What has changed?

IAS 11, 18
and IFRICs

IFRS 15
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Key changes and impact

Internal impacts for entities External impacts for entities

= Revenue recognition may be = Contract terms and business
accelerated or deferred practices may need to change to
achieve or maintain a particular

= Revenue may be recognised at a :
revenue profile

point in time or continuously over time

= Changes in timing of revenue
recognition may impact the timing of
dividends, taxation and sales
incentives

- Long-term contracts: contract
completion or as contract fulfilled

= New estimates and judgements
required

m Cost guidance is limited

= Communications with stakeholder will
require careful consideration
= Extensive new disclosure

: m  Get it right the first time! Capital
requirements

markets highly intolerant of revising
= New systems and processes may be revenue accounting
required

= Transition options need to be
considered
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IFRS 15 — The sectors we believe will be impacted

Aerospace and ; . .
P Automotive Business Services
Defence
: Consumer and .
Construction . Oil and Gas
Franchisors

: o Industrial : :
Gambling Mining Manufacturing Life Sciences

Media Real Estate Shipping
Tech Power and Utilities
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IFRS 15 - The issues we are seeing/changes to current practice

IFRS 15 contains a five-step contract based control model for recognising revenue:

Stlep Identify the contract » Contract
-
Step Ide_ntlfy performgnce PO 1 PO 2
2 obligations(PO) in the contract
- -
Step TP for the contract
- -
Step [ Allocate the transaction price to TP allocated to TP allocated to
performance obligations PO 1 PO 2
- -
Step reven_ue "?‘S . . Revenue on PO 1 Revenue on PO 2
performance obligations satisfied

Keys: PO: Performance obligation TP: Transaction price
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IFRS 15 - The issues we are seeing/changes to

current practice — Step 1

ldentify the contract »

Contract

The portfolio
approach

Who will be affected
most?

Telcos , Shipping
Power and
Utilities

Unsure about
whether to
aggregate

Revenue before
contract signed

Aerospace and
Defense

May accelerate
revenue

Contract
modifications

Property
Developers

True-up
adjustments may
be required
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IFRS 15 - The issues we are seeing/changes to current practice — Step 2

Step Identify performance obligations
in the contract

PO 1

PO 2

Who will most be
”?

Separating

deliverables All Industries

Less guidance
available in
existing IFRS

Manufacturers/
Automotive

May need to
separate
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IFRS 15 - The issues we are seeing/changes to

current practice — Step 3

Step
3

Time value of
money

=

TP for the contract

Who will most be
affected?

A&D, Telco, long-
term contracts,
pharma

Separate out
financing

Revenue cap

Anyone with
variable
consideration

Revenue recognised
only when highly

probable it won’t
reverse

Royalties of IP

Exception
to the rule
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IFRS 15 — The issues we are seeing/changes to current practice — Step 4

Step | Allocate the transaction price to
4 performance obligations

TP allocated to

TP allocated to
PO 2

Stand alone
selling prices

Who will most be
affected?

Companies with
more than one
PO

Need a database
to record and
allocate

The ‘residual’
approach

Companies
adopting a
residual method

Unlikely to be
available
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IFRS 15 - The issues we are seeing/changes to current practice — Step 5

Step Recognise revenue as
performance obligations satisfied

Revenue on

PO 1

Revenue on
PO 2

Who will most be
affected?

Input or output?

Any contracts or
services over-
time

Possible change
in method

Revenue over
time

Any contracts or
services over-
time

Must meet criteria
to recognise
revenue over time

New guidance for
licences

Revenue over-
time or at a point
in time
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Impact Assessment by Industry

The steps of the model that are most likely to affect the current practice of certain
industries are summarized below:

2 3 4
Aerospace and defense o y W
Assat managers ¥
Building and construction v
Contract manufacturers
Health care (U.5.) ¥ v
Licensors imadia, life sciencas, franchisors) v E v v
Real estate v ¥
Software v v ¥
Telecommunications {mobile networks, cable) ¥ ¥

In particular, life sciences.
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Timing of New Revenue Recognition Standard

Depending on transition method and length of contracts, some companies will soon need to start
preparing to address:

m Process and system changes
= Enabling dual reporting during transition period
m Dealing with unanticipated complexity

m Maximizing the use of internal resources by spreading work over longer period

L ° o
t
May 28, 2014 January 15t January 1s
Final standard Retrospective Effective date

transition
application date
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Transition

Full
retrospective
— no practical

predients

Stakeholder
reguirements

e

Partial
retrospective
— practical
expedients

Consider:

Implications on
group entities

Cumulative
effect
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Impact &
Implementation




Impact & Implementation

Accouﬁing
Change
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Impact & Implementation

Accounting, Tax, and Reporting
Accounting policies and procedures
Historical results, reporting differences and transition

Interaction with other accounting standards — Financial
Instruments and Leases

Tax reporting, application and compliance
Operating and Accounting Interface

Accomﬁing A
Change
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Impact & Implementation

Systems and Processes

Systematic consideration of complex
contract/customer base

Database and data-sets

Information gathering tools

ERP system functionality

Processes tailored to contracts/products

General ledger, sub-systems and reporting packages
Transition processes and parallel runs

Changes to internal controls and procedures

Accouﬂing
Change

Revenue 26



Impact & Implementation

People and Change
= Stakeholder Engagement

= Project management

= Training and awareness of stakeholders
(accounting, sales, legal, procurement etc)

Multi-sector and multi-locations
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Impact & Implementation

Accoufiting .
Change

Business
Contractual terms
Product bundling and pricing
Cost and margin analysis
Internal reporting and business metrics
Compensation arrangements
Communication with stakeholders
Opportunity to review and rethink business practice
Coordination with other strategic initiatives and developments
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Impact & Implementation

Accouﬁing
Change
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The way forward?

. O
Business
as usual

Engage’ Implement
Stakeholders

Impact \

Assessment

P Scoping Q
O and
- Planning
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Contact us

Agnes Lutukai

Department of Professional Practice, West Africa
KPMG Professional Services

KPMG Tower

Bishop Aboyade Cole Street
Victoria Island

Lagos

Mobile: +234 (0) 812 911 4452
Read more on our Website
Follow our KPMG Africa Blog
Join us on LinkedlIn

Talk to us on Twitter

Visit our Facebook page

Visit our YouTube channel
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http://www.kpmg.com/NG/en/Pages/default.aspx
http://www.blog.kpmgafrica.com/
http://www.linkedin.com/company/kpmg_nigeria
https://twitter.com/KPMG_NG
https://www.facebook.com/kpmg.ng
http://www.youtube.com/user/KPMGAfrica

cutting through complexity

Disclaimer: The information contained herein is of a general nature and is not
intended to address the circumstances of any particular individual or entity.
Although we endeavour to provide accurate and timely information, there can
be no guarantee that such information is accurate as of the date it is received
or that it will continue to be accurate in the future. No one should act on such
information without appropriate professional advice after a thorough
examination of the particular situation.

© 2014 KPMG Services Proprietary Limited, a South African company and a
member firm of the KPMG network of independent member firms affiliated
with KPMG International Cooperative ("KPMG International"), a Swiss entity.
All rights reserved.



