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IASB activities
Overview

IFRS 15:

o Deferral

* Proposed amendments

Upcoming standards:

o Leases (December 2015)

e Insurance contracts

Exposure drafts:

o Conceptual Framework [Comment period ends 25 November 2015]

» Disclosure Initiative—Materiality Practice Statement [Comment
period ends 26 February 2016]

Agenda consultation
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IFRS 15
Transition Resource Group

« 6 meetings to date (4 in 2015)
« Approximately 48 issues considered, key matters include:
 Most issues adequately addressed by IFRS 15 (approximately 40)
 Four changes proposed as a result of TRG discussions
« |ASB’s approach to changes:

= Clarify the guidance

= Limited amendments to the standard/basis of conclusions

= Additional examples or modifications to existing examples

= Practical expedients on transition

Latest developments November 2015
PwC S



IFRS 15
Proposed amendments

‘ Identifying performance obligations

Principal/agent considerations

Licenses of intellectual property

‘ Practical expedients on transition

Latest developments
PwC
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6



|
IFRS 15: Proposed amendments
Practical expedients on transition

* No restatement for contracts that are ‘completed contracts’ at
the beginning of the earliest period presented

* No retrospective restatement for modifications before the
beginning of the earliest period (aggregate effect to be considered for
Identifying satisfied and unsatisfied POs and determining
transaction price)

Latest developments November 2015
PwC 7
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| IFRS 15: Proposed amendments
Changes proposed by FASB to Topic 606

Changes similar to IASB in principle except:
e Licences
» Different language in some circumstances
« Additional examples/modified examples
* Transition
e Incremental amendments:
o collectability (Step 1)
» shipping and handling (Step 2)
* measuring non-cash consideration (Step 3)
o presentation of sales taxes collected from customers (Step 3)

Latest developments November 2015
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Presenter
Presentation Notes
Contract modification – same as IASB
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| eases — where are we now?

December 2015 (?):
Final standard

May 2013: I
Revised exposure
draft

August 2010:
Exposure Draft

March 2009:
Discussion paper

July 1996:

G4+1 - Leases:
Implementation of a
New Approach

« Effective date: 2019?
« EU-endorsement (IFRS): TBD

Latest developments November 2015
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Leases — overview

Lessee has to recognise a
right-of-use asset and a

lease liability for almost
all lease contracts

Publication date:
December 2015?

Exemptions for short
term and low value
assets

Latest developments
PwC

Lessor accounting stays
the same as under current
guidance

Still differences
between IFRS and
US GAAP

Effective date:
2019? Profile in income

statement differs

Definition of a lease is
the same in both

standards

November 2015
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Leases
Approach to lessee accounting

|IASB FASB

Right-of-use asset/
Lease liability

Balance sheet (same as 1ASB)

statement Single approach Dual approach

Income

Amortization Type A Type B
(Right-of-use asset) (financing) (operating)
Interest expense Amortization Lease expense
(Lease liability)

Interest expense

Latest developments November 2015
PwC 11
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Presentation Notes
March 2014 IASB Update 
 
Lessee accounting model
The FASB decided on a dual approach for lessee accounting, with lease classification being determined in accordance with the principle in existing lease requirements (that is, determining whether a lease is effectively an instalment purchase by the lessee). Under this approach, a lessee would account for most existing capital/finance leases as Type A leases (that is, recognising amortisation of the right-of-use (ROU) asset separately from interest on the lease liability), and accounting for most existing operating leases as Type B leases (that is, recognising a single total lease expense). Six FASB members agreed.
 
The IASB decided on a single approach for lessee accounting. Under that approach, a lessee would account for all leases as Type A leases (that is, recognising amortisation of the ROU asset separately from interest on the lease liability). Twelve IASB members agreed.



.

l
INnsurance contracts
Where are we now?

‘ Late 2016

@ G

Late 2015: Final
Conclusion of standard
re-

.March 5014- deliberations

Re-
deliberations

‘June 2013:
Issued
revised « Effective date: 20207?
Exposure . i 59
Draft EU-endorsement (IFRS): ?*

Latest developments November 2015
PwC
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Presenter
Presentation Notes


The IASB has: 
•completed discussions on the model for insurance contracts without participation features 
•is finalising discussions on application of the general model to contracts with participation features. 



Insurance contracts
Latest update: options for adopting IFRS 9

 [IFRS 9 effectiveasat 1
January 2018 but
insurers have 3 options

Overlay Deferral for IFRS 9: adopt

apbbproach IFRS 9 in full, use
approach PP OA or DA.
« Early adoption option is
also available.

 IfIFRS 9isadopted, OA
and DA are prohibited.

« OAandDA are
prohibited for first-time
adopters.

(OA)

Latest developments November 2015
PwC 13
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Presentation Notes
An entity that has applied IFRS 9 is not permitted to use the overlay or deferral approach. 

First-time adopters are not allowed to use the overlay or deferral approach. 

Disadvantage:
In some territories insurance entities use local IFRS-based GAAP and may be required to adopt IFRS before the effective date of the new insurance contracts standard. In this case the insurance entities will be in similar situation to those which have already adopted IFRS, however, they will not be able to use either the overlay or the deferral approach. 



IFRS 9: Financial instruments
TRG for Impairment of Financial Instruments (ITG)

Latest developments
PwC

2 meetings in 2015
Around 12 issues considered
Only 1 issue raised with the IASB (no changes to the standard expected)

Significant issues discussed:

Assessment of significant _ _ o
increase in credit risk for Revolving credit facilities

guaranteed debt instruments

Measurement of expected

Significant increases in credit credit losses for revolving
risk credit facilities £

November 2015
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Presenter
Presentation Notes
Complete list of issues discussed:
Forecasts of future economic conditions
Loan commitments - scope
Expected credit losses–measurement date
Assessment of significant increase in credit risk for guaranteed debt instruments
The maximum period to consider when measuring expected credit losses
Revolving credit facilities
Measurement of expected credit losses for an issued financial guarantee contract
Measurement of expected credit losses in respect of a modified financial asset
Significant increases in credit risk:
Using changes in the risk of default occurring over the next 12 months as an approximation for changes in lifetime risk of default
Forward looking information (What is ‘reasonable and supportable’)
Measurement of expected credit losses for revolving credit facilities – referred to IASB

Assessment of significant increase in credit risk for guaranteed debt instruments (Agenda Paper 5) 
30. The issue relates to the application of the impairment requirements in IFRS 9 to guaranteed debt instruments in circumstances in which the financial guarantee contract held is integral to the contractual terms of the financial asset. IFRS 9 requires that measurement of the expected credit losses of the guaranteed debt instrument includes cash flows from the integral financial guarantee contract. However, the submitter asks whether an entity should consider the ability to recover cash flows through the integral financial guarantee contract when assessing whether there has been a significant increase in the credit risk of the guaranteed debt instrument since initial recognition. 
31. Some ITG members commented that IFRS 9 is clear that recoveries from integral financial guarantee contracts should be excluded from the assessment of significant increases in credit risk of the guaranteed debt instrument. This is because the focus of the Standard is about the risk of the borrower defaulting when making such an assessment, as highlighted in the examples in paragraph B5.5.17 of IFRS 9. These examples clarify that information about the guarantee (or other credit enhancements) may be relevant to assessing changes in credit risk, but only to the extent that it affects the likelihood of the borrower defaulting on the instrument. Furthermore, this approach is consistent with the treatment of collateral. A few ITG members observed that the approach in the Standard is designed to give information about the extent to which an entity is reliant on the guarantee (and other credit enhancements) for the collection of cash flows, as opposed to relying on the ability and willingness of the obligor to make contractual payments. 
32. A few members of the ITG commented that in certain circumstances, for example if the lender is as reliant, or more reliant, on the guarantor for the collection of cash flows, this approach did not seem intuitive. However these members agreed that the approach in the Standard was clear, as discussed above. 

Revolving Credit Facilities (Agenda Paper 4) 
39. Agenda Paper 4 addressed two issues raised by a submitter regarding the application of the impairment requirements to a portfolio of revolving credit card exposures. The first issue related to the maximum period to consider when measuring expected credit losses and the second issue related to the determination of the date of initial recognition of the revolving facilities for the purposes of assessing them for significant increases in credit risk. 

Issue 1—The maximum period to consider when measuring Expected Credit Losses 
40. For specific financial instruments, such as some types of portfolios of revolving credit facilities, paragraph 5.5.20 of IFRS 9 requires a period in excess of the contractual period over which the entity is exposed to credit risk to be used as the maximum period to consider when measuring expected credit losses. Paragraph B5.5.40 of IFRS 9 also provides guidance about how an entity should determine that appropriate period. The question raised by the submitter was in relation to how this period should be determined. 
41. Some ITG members commented that in determining the appropriate period over which to measure expected credit losses, an entity’s ability to segment and stratify the portfolio into different sections of exposures in accordance with how those exposures are being managed will be relevant. For example, an entity may be able to identify exposures with specific attributes that are considered more likely to default and consequently would have shorter average lives than those that are expected to continue performing. 
42. In addressing the specific questions raised by the submitter, ITG members noted the following points: 
(a) As regards assets in Stage 1, it was not clear how the average life had been determined by the submitter. Furthermore, it was noted that the example presented was quite simplified and that in practice it is more likely that an entity would further segment the portfolio and identify subsections of assets within Stage 1 that have different average lives. 
(b) As regards assets in Stage 2, it was acknowledged that the probability of assets defaulting and curing would have to be taken into account and that it would be necessary to build this into any models dealing with expected credit loss calculations. However, it was noted that materiality would need to be considered. 
(c) As regards assets in Stage 3, it was noted that the position is far more straightforward, because at that point it is expected that the entity would have taken steps to terminate the facility and the focus is on the recovery period. 
43. In respect of assets in Stage 1, it was further noted that while an entity applies a 12 month probability of default when measuring the expected credit losses, the resulting cash shortfalls must still be considered over the full life of those assets. 
44. In determining the appropriate period over which to measure expected credit losses for assets in Stages 1, 2 and 3, it was highlighted that entities must consider all three factors set out in paragraph B5.5.40, including the impact of credit risk management actions as required by B5.5.40(c). It was noted that while the exception in paragraph 5.5.20 sets out the specific circumstances under which IFRS 9 requires a period in excess of the maximum contractual period to be used when measuring expected credit losses, the fundamental aim was still to determine the period over which the entity is exposed to credit risk. Consequently, because the entity’s ability to take credit risk management actions could result in a shorter period of exposure than that indicated by the behavioural life, it would not be appropriate for an entity to assume that the behavioural life is always equal to the period over which it is exposed to credit risk. 
Issue 2—Determining the date of initial recognition for the purposes of assessing significant increases in credit risk 
45. The submitter asked how to determine the date of initial recognition of a revolving credit facility for the purposes of the assessment of significant increases in credit risk. The question was raised in the context of a large portfolio of revolving credit facilities with a diverse customer base, ranging from long-standing customers who have been with the bank for many years, to new customers who have only recently opened an account. 
46. Some ITG members noted that this was one of the key operational challenges presented by the new impairment requirements. 
47. A number of ITG members noted that IFRS 9 was clear in that the date of initial recognition was the date that the facility was issued and that this should only be changed if there had been a derecognition of the original facility. 
48. The challenge presented was how to determine when changes are sufficiently significant to result in a derecognition of the original facility and recognition of a new facility. ITG members discussed some of the factors that might be taken into consideration in making that judgement, such as issuing a new card, revising credit limits or conducting credit reviews. 

However, it was noted that judgement would be required in making this assessment and that it would depend on the specific facts and circumstances. In this regard, the following observations were made: 
(a) in some circumstances issuing a new card may be indicative that the original facility has been derecognised, but in other cases, this may be a purely operational process and thus would not indicate that a new facility has been issued; and 
(b) credit reviews in themselves may not indicate that a new facility has been issued. 
49. One ITG member questioned whether it would be appropriate to identify proxies such as the probability of default as at the last reporting date, if an entity does not have the information pertaining to the credit risk at initial recognition of the facility. It was noted that IFRS 9 requires the credit risk at initial recognition to be used subject to relief being available on transition to IFRS 9 to determine whether there has been a significant increase in credit risk since initial recognition.3 

Refer annexure for issues 3 and 4
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Conceptual Framework
Objective Achieved?

Perhaps, but issues persist:

Gaps in some areas. Eg: very little guidance

on presentation and disclosure Does not address whether some items
should be permanently excluded from the
income statement

Out of date in some areas. Eg when assets

2} e snell¢/os [Eeasse Changes to the definition of ‘liability’

ahead of the FICE project —but debt-
equity not addressed

Guidance in some areas unclear and less
helpful. Eg: nature of the reporting entity

Some aspects still unclear. Eg: direct and
indirect control

Latest developments November 2015
PwC 15



Conceptual Framework
What does it cover?

2010 Framework 2015 Exposure Draft

e Objective e Objective

e Qualitative characteristics e Qualitative characteristics
e Elements e Elements

* Measurement  Measurement

e Recognition e Recognition

e Derecognition

e Presentation and
disclosure

 Reporting entity

COmment period (extended) ends 25 November 2015

Latest developments November 2015
PwC 16
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Disclosure initiative
Current Status

* Exposure draft issued
** Discussion paper expected in 2016 Q1

Latest developments November 2015
PwC 17



Disclosure initiative
Practice statement: Materiality

Not authoritative
Includes :
» Characteristics of materiality

* Applying materiality when making decisions about presentation and
disclosure in the financial statements

» Assessing whether omissions and misstatements are material to the
financial statements

e [lllustrative factors considered to decide whether information is
material

Next steps: Deadline for comments — 26 February 2016

Latest developments November 2015
PwC 18
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Agenda consultation

Views sought on:

Balance of resource allocation

Modification and prioritisation of research projects

Current work plan for major projects

Implementation support by IASB and IC

Pace of change and level of detall

Latest developments November 2015
PwC 19
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Agenda consultation

* Prioritisation of major projects

* Post implementation support for key standards

» Assessing the need for TRGs for future projects

« Aligning with FASB on converged standards
 Examine existing due process

 Long term relevance of IFRS in financial reporting

Latest developments November 2015
PwC 20



' Interpretations Committee
updates

Latest developments November 2015
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Interpretations Committee

Draft Interpretations

 1AS 12: Uncertainty over Income Tax Treatments [Comment period
ends 19 January 2016]

» 1AS 21: Foreign currency Transactions and Advance Consideration
[Comment period ends 19 January 2016]

Latest developments November 2015
22
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Draft IFRIC interpretation
Foreign Currency Transactions and Advance Consideration

Date of transaction
(spot rate to be

used)
Y
I
I |
Date when the
advance (asset) or Da’;e SIS LS
deferred income OR ey @A DS Ol
(liability) is initially e
recognised recognised:
Y Y,
\ } e
| Consideration when
) transaction occurs in
Earlier of the two stages
Latest developments November 2015
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Draft IFRIC interpretation
Uncertainty over Income Tax Treatments

Threshold for recognition — probable

Method of measurement — Most likely
amount or expected value method

Unit of measure — separately or
collectively

Assumptions for taxation authorities’
examination

Transition and disclosure provisions

Latest developments November 2015
PwC 24



' Looking ahead

Latest developments November 2015
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| Looking ahead

Revised IFRS 15: Revenue from contracts with customers

IFRS 16: Leases

Revised IFRS 4: Insurance contracts

Interpretati IAS 12 and IAS 21

Upcoming narrow scope amendments
Disclosure Initiative—Amendments to IAS 7
Fair value measurement: Unit of account

Recognition of deferred tax assets for unrealised losses -
Proposed amendments to IAS 12

Latest developments November 2015
PwC 26




| Looking ahead

Upcoming exposure draft: Disclosure Initiative - Changes in
accounting policies and estimates

Upcoming discussion paper: Disclosure Initiative - Principles

of Disclosure

Annual improvements: 2014-2016, 2015-2017

Effective date of amendments to IFRS 10 and IAS 28

Latest developments November 2015
PwC 27
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Questions?

This publication has been prepared for general guidance on matters of interest only, and does
not constitute professional advice. You should not act upon the information contained in this
publication without obtaining specific professional advice. No representation or warranty
(express or implied) is given as to the accuracy or completeness of the information contained
in this publication, and, to the extent permitted by law, PricewaterhouseCoopers LLP, its
members, employees and agents do not accept or assume any liability, responsibility or duty of
care for any consequences of you or anyone else acting, or refraining to act, in reliance on the
information contained in this publication or for any decision based on it.

© 2015 PricewaterhouseCoopers LLP. All rights reserved. In this document, “PwC” refers to
PricewaterhouseCoopers LLP which is a member firm of PricewaterhouseCoopers
International Limited, each member firm of which is a separate legal entity.



	IFRS developments
	Agenda
	IASB update
	IASB activities�Overview
	IFRS 15�Transition Resource Group
	IFRS 15�Proposed amendments 
	IFRS 15: Proposed amendments�Practical expedients on transition
	IFRS 15: Proposed amendments�Changes proposed by FASB to Topic 606
	Leases – where are we now?
	Leases – overview�
	Leases�Approach to lessee accounting
	Insurance contracts�Where are we now?
	Insurance contracts�Latest update: options for adopting IFRS 9
	IFRS 9: Financial instruments�TRG for Impairment of Financial Instruments (ITG)
	Conceptual Framework�Objective
	Conceptual Framework�What does it cover?
	Disclosure initiative�Current Status
	Disclosure initiative�Practice statement: Materiality
	Agenda consultation�
	Agenda consultation�
	Interpretations Committee �updates
	Interpretations Committee
	Draft IFRIC interpretation�Foreign Currency Transactions and Advance Consideration
	Draft IFRIC interpretation�Uncertainty over Income Tax Treatments
	Looking ahead
	Looking ahead
	Looking ahead
	Questions?

