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The world we live In

Volatile, uncertain, complex, ambiguous
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AASB 15 — Revenue from contracts with
customers

P
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AASB 15 — are you prepared?

Effective in 2018 and
affects every business

31 December year ends 30 June year ends
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AASB 15 — perception

“Our company’s revenue
model is very straight forward
— monthly fees, at the
published rate, paid in

Software arrears”
licences
hosted in the
cloud Utility contracts _
at a usage price Professional
services

charged at a
fixed monthly
rate
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AASB 15 — what should you consider?

Are any other goods or services promised to the customer,
including implied ones?
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AASB 15 - online access to an accounting
software package

Identity Identify Determine Recognise

contract promises :;'raig:actlon revenue

On demand access to
software

As provide
over 3 years

Transaction
price $

As provide

Training over 1 year

Licence for offline use When

or equipment provided
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AASB 15 — what should entities consider?

» Option to acquire additional items at a discount?
» Option to renew at a discount?

Page 10 Copyright © 2017 Ernst & Young Australia. All Rights Reserved. Liability limited by a scheme approved under Professional Standards Legislation EY



AASB 15 - online access to an accounting

software package

Identity Identify Determine Allocate
contract promises transaction transaction
price price

On demand access to - $
software

- $

Transaction
price $

——

Licence for offline use -
or equipment

Helpdesk services

Training

1111

Option to acquire additional

items at a discount to market

Recognise
revenue

As provide
over 3 years

As provide
over 3 years

As provide
over 1 year

When
provided

When option
exercised or
expires
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AASB 15 — what should entities consider?

Contract

Free or " .
modifications

discounted

item
\YETge][gF
Fees for

setting ﬂ Variation
up a fund order

Incentives

Consumables
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AASB 9 - Financial instruments

P
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AASB 9 — not just for banks

Deals with AASB 139’s perceived shortcomings

9

Classification and
measurement — e.g. Too little too late Restrictions on

available for sale incurred loss model hedge accounting
equities asymmetry
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AASB 9 — measurement

AASB 139

1. Solely payments of principal and
interest? (SPPI test)

2. Holding to collect cash flows?
(Business model test)

Amortised
cost

AASB 9

Amortised
cost
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AASB 9 - solely payments of principal and
interest?

Loss absorption features Exclusivity rebates
on loans

Product upgrade Share in profits

or return options

&
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AASB 9 — business model test

=

g Y 1=

Holding to collect Holding to collect Sell receivables
cash flows cash flows or sell
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AASB 9 — impairment

Balance sheet

Trade receivables
Lease receivables
Inter-company loans
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AASB 9 — impairment of trade receivables
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AASB 9 — inter-company loans

Parent
12-motnt2 Lifetime
Loan expecte expected
0 credit credit loss
loss

Subsidiary

Track changes in credit risk

Page 20 Copyright © 2017 Ernst & Young, Australia. All Rights Reserved. Liability limited by a scheme approved under Professional Standards Legislation. EY



AASB 9 — hedge accounting

Better alignment with internal Rules simplified

h

risk management

More risk positions
may be hedged

Bright line tests removed

Ay

O
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AASB 16 — Leases

P

Page 22 Copyright © 2017 Ernst & Young, Australia. All Rights Reserved. Liability limited by a scheme approved under Professional Standards Legislation. EY



AASB 16 — effective 1 January 2019

Straight line

Amortisation

Low value assets Lease term of £ 12 months
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AASB 16 — application of lease grandfathering

Assuming lease vs service assessment correct now!

Is it a lease? Yes

Can continue as
services contract
[Grandfather]* or move
to AASB 16

Apply new standard

Can apply AASB 16
[Grandfather]* or move No change
to service accounting

-
m
7))
<
<

* Accounting policy choice for all existing contracts; not lease-by-lease
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AASB 16 — potential issues

Operating leases commitments $1,200,000
disclosed at 30 June 2019

?
Leases previously Q

accounted for as ® ‘?. O $1,400,000
service agreements [\= )\

Lease liability as at 1 July 2019

$2,600,000
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AASB 16 — retrospective application choices

Option 1

Option 2

(b) ROU asset = lease
liability

1 July i Year ending Year ending
2018 30 June 2019 30 June 2020
[} 1
2e !
Full retrospective g2 Contracts under new standard
Ex | |
3¢ '<—— Restate | —
1 July i
2019
Modified |
retrospective
Liability = PV future o
payments and (a) or (b) :53
© 1
‘ Y 4] () :

(@) ROU asset ‘as if No restatement ¢ Contracts under
AAS_B 16 always & ' new standard
applied g

=] ]
(&) ]

Note: Choice of Option 1 or 2 for entire portfolio. If option 2, then asset is a lease-by-lease choice

Page 26 Copyright © 2017 Ernst & Young, Australia. All Rights Reserved. Liability limited by a scheme approved under Professional Standards Legislation. EY




AASB 16 — choices compared

8 year lease from 1 July 2015

$100,000 per annum payable in arrears

5% discount rate at lease inception

10% incremental borrowing rate at transition date

ROU asset @

o . Liability @ Expenses post 1
Transition choices 1 July 2019

1 July 2019 July 2019

Option 1 — full retrospective $323,161 $354,595 $368,566

Option 2a — modified retrospective
(ROU asset as if AASB 16 applied)

Option 2b — modified retrospective
(ROU asset = lease liability) $316,987 $316,987 $400,000

$266,746 $316,987 $349,760

Drivers;

Discount rates at lease inception and transition date
Impact on net assets and future expenses
Maturity of leases at transition date
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Related party disclosures

P
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AASB 124 - what has changed?

» AASB 2015-6 extended related party disclosures to not-for-profit for public
sector entities

Implementation date: beginning on or after 1 July 2016
No comparatives required in first year of adoption

Identification of related parties
and transactions

Government-related entity
disclosures
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AASB 124 - key definitions

Related party definition includes:

Persons
v KMP

v Close family
members of KMP

Entities
v Subsidiaries
v Associates

Other entities

v Controlled or jointly
controlled by related
persons

v Sole Trader
v Partnerships
v Joint Venture

Key Management Personnel
(KMP) ‘those persons having
authority and responsibility for
planning, directing and controlling
the activities of the entity, directly or
indirectly, including any director
(whether executive or otherwise) of
that entity’

Exemption:

Government related entity
exemption
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AASB 124 - who are key management
personnel (KMP)?

Could include: Members of Parliament, Ministers, Cabinet,
senior executives

Assess on an entity by entity basis

KMP of government not necessarily KMP of each
controlled entity

Even if ‘management entity’ exemption applies to a
minister who is KMP of an entity they are still a related
party of the entity - other related party disclosures may

apply
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Government-related entity exemption
AASB 124, illustrative example 1

In Entity A’s financial statements, for transactions with which parties will the exemption
apply?

Government G

L

X Entity 1 Entity 2
Entity A Entity B Entity C Entity D
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AASB 124 — disclosure requirements

Nature of the relationships Transactions with
related parties:

Amount of transactions

Outstanding balances

Provision for doubtful debts and bad
debt expenses

Commitments

AASB 124
Minimum disclosure
requirements
KMP remuneration Others
short-term benefits Remuneration of other personnel

post-employment benefits, (i.e. contractors with significant

other long-term benefits, management responsibilities)
termination benefits,

share-based payments)
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AASB 124 — implementation challenges

1 July 2016 30 June 2017

: Sy Complex structures
judgmental
Completeness and accuracy of

related parties

Responsibilities and authority
vary across agencies

AASB 124 Adoption

Lack of Systems incapability
processes and to capture
controls transactions

First reporting
period

(no comparatives
required)
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AASB 1058 — Income of Not-for-profit Entities

P
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AASB 1058 - background and the need for
change

\
‘ Difficult to apply the ‘reciprocal’ and ‘non-reciprocal’ concepts

\
Immediate recognition of income in a non-reciprocal transaction (AASB 1004)
does not faithfully represent the underlying financial performance of an entity

®
®
J

/

Guidance required for NFP entities to apply AASB 15

Divergence in practice in the accounting for peppercorn leases

Gap in the accounting for transactions where an asset has been acquired for
consideration that is below market but more than nominal

Lack of guidance on volunteer services received by non-government entities

/7
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AASB 1058 - new income recognition
requirements

AASB 1058 Income of Not-for-Profit Entities

Income of Not-
for-Profit (NFP)

Entities Project 2016-7 Deferral of AASB 15 for NFP Entities

2016-8 NFP implementation guidance for AASB 9
Financial Instruments & AASB 15 Revenue from
Contracts with Customers

Applies to: Guidanc-e on: .
Government departments Parliamentary appropriations
AASB 1004 Other Government controlled NFP aRr?ZKggxgifsf administrative
Contributions lé%?/ﬂrﬁr%\éirtnment and Whole of Liabilities of government department

assumed by others

Contributions by owners
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AASB 1058 vs AASB 15 I

Does contract fall under AASB 15 or AASB 10587

The agreement between two or
more parties must create
enforceable rights and obligations

Does a contract The NFP entity’s promise to transfer
with a customer a good or service must be
exist? sufficiently specific

Yes No

AASB 15 Revenue
from Contracts with
Customers

AASB 1058 Income of
Not-for-Profit Entities

Page 38 Copyright © 2017 Ernst & Young, Australia. All Rights Reserved. Liability limited by a scheme approved under Professional Standards Legislation. EY



AASB 1058 vs AASB 15 .

Example

NFP receives a government grant, that must be spent within the period
1 Jan 2018 — 31 Dec 2018

Government can require refund if NFP breaches any conditions of the contract

Grant specifies the funds must be Grant specifies that it must be used in
expended on crisis counselling services to accordance with the NFP’s overall

be provided for a specified number of objective & that it is expended in the
hours per week for the period period

Transaction occurs in a contract — an agreement with another party that creates
enforceable rights/obligations

Promise is sufficiently specific No performance obligation

Accounted for using the five step model in | Accounted for within AASB 1058
AASB 15
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AASB 1058 - recognition of assets

Current requirement under AASB 1004 Contributions

Only assets acquired for nil or nominal consideration are required
to be fair valued

New requirement under AASB 1058

Extends fair value measurement to assets with consideration that
is significantly below fair value and where the acquired asset is
principally to enable the NFP entity to further its objectives
Amends other accounting standards to measure assets at fair
value

Excludes asset acquisition at distress sales or sales with bulk
discounts
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AASB 1058 — recognition of assets significantly
below market (peppercorn) leases

Charity A (lessee) enters a 30 year lease with a lessor for the use of a
facility, with lease payments of $100 per annum

Fair value of the right to use the facility for 30 years: $360,000
Present value of future lease payments: $1,537

The leased premises must be used to provide services to the homeless, or
else Charity A will no longer be able to use the facility

Journal entry:

Dr Cr
Right-of-use asset 360,000
Lease liability 1,637
Income 358,463
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Thank you

P
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EY | Assurance | Tax | Transactions | Advisory

About EY

EY is a global leader in assurance, tax, transaction and advisory
services. The insights and quality services we deliver help build
trust and confidence in the capital markets and in economies the
world over. We develop outstanding leaders who team to deliver on
our promises to all of our stakeholders. In so doing, we play a
critical role in building a better working world for our people, for our
clients and for our communities.

EY refers to the global organisation, and may refer to one or more,
of the member firms of Ernst & Young Global Limited, each of
which is a separate legal entity. Ernst & Young Global Limited, a
UK company limited by guarantee, does not provide services to
clients. For more information about our organisation, please visit
ey.com.

© 2017 Ernst & Young, Australia.
All Rights Reserved.

This communication provides general information which is current
at the time of production. The information contained in this
communication does not constitute advice and should not be relied
on as such. Professional advice should be sought prior to any
action being taken in reliance on any of the information. Ernst &
Young disclaims all responsibility and liability (including, without
limitation, for any direct or indirect or consequential costs, loss or
damage or loss of profits) arising from anything done or omitted to
be done by any party in reliance, whether wholly or partially, on any
of the information. Any party that relies on the information does so
at its own risk. Liability limited by a scheme approved under
Professional Standards Legislation.
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