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| Scope of the Change

Accounting is just the tip of the iceberg
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Accounting

Operations
Purchasing Tax
Human Resources Treasury
Investor Relations Finance Planning & Analysis
Sales & Marketing SOX/Internal Controls



| Scope of the Change

Potential areas of difference

Volume Contingent
discounts revenues

“Cash cap”
guidance

Sales Funded R&D Certain
commissions arrangements subscriptions

Customer
Term licenses loyalty
programs

Other contract
costs

Discounted
goods or
services

No VSOE

C e an Roadmaps
limitation P

PwC Israel

Service level
agreements

Ratable
revenue may
change

Vendor
protection
clauses

Implied
maintenance

Disclosures

Transition alternatives

Distributor
revenues

Time value of
money

Contract
modifications

Residual
approach

Allocation of
discounts

Gonsignment
arrangements

Extended
warranties

Customization/
implementation

Extended
payment terms

Bill and hold
arrangements

In-transit loss
coverage

Elimination
of software
guidance
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How does it work?

5 Key Steps
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Identify the contract with the

customer
Identify the performance obligations in

the contract

Determine the transaction price

performance obligations

' Allocate the transaction price to separate

Recognize revenue when (or as) each
performance obligation is satisfied

a1
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How does it work?
Step 1: Identify the contract with the customer

Collectability
» Probable

Contract Contract
combination modification

* Price interdependence » New contract

» Negotiated as » Modification prospectively
package with single » Cumulative catch up
commercial objective

» Single performance
obligation

PwC Israel



I [ ]
How does it work?
Step 2: Identify the performance obligations
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The customer can
benefit from the good or
service either on its

own or together with othe
readily available resources

The good or service is
separately identifiable
from other promises
in the contract

Distinct



How does it work?
Step 3: Determine the transaction price

Variable
consideration Transaction
price =
Significant Amqu nt Of.
—— coqs&deratlon. to
Componcnt which the entity
expects to be
Non-cash entitled to in
consideration exchange for
transferring

goods or services

Consideration
payable to
customers
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How does it work?
Step 4: Allocation of the transaction price

o B 8
Transaction price (and Allocate to each performance obligation based on
any subsequent changes) relative stand-alone selling price

] ] Should be estimated if the actual selling
Stand-alone selling price price is not directly observable

Cost plus reasonable margin

Possible estimation Market prices similar good/service

methods include

Residual approach when selling price
is highly variable
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How does it work?
Step 5: Timing of revenue recognition
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Revenue is recognized over time

Customer receives Create/enhance an Does not create asset
benefits as asset customer with alternative use
performed/ another controls and Right to payment
would not need to for work to date

re-perform
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Effective Date and Adoption Methods

Transformative change is on the horizon

Revenue Recognition Standard Transformation

New
Standard

Current
GAAP

FY’2014

Final - - - Effective
Standard clarifications Potential Dual Reporting Period Date
Issued

.

* Cumulative adjustment to Retained Earnings will be reported

* Current GAAP versus new Standard impacts will be disclosed

Note : The above timeline assumes a calendar year-end

Under the retrospective approach in IFRS- presentation of only the annual period immediately preceding the first annual
period for which this Standard is applied is needed
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~
Retrospective Approach New Standard
J
~
Modified Current GAAP
Retrospective Approach New Standard
J

11



This is not just an accounting change...Impacts will extend beyond

accounting
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Accounting
Oversight

Project

Business Management Data

Models Management

Systems
Implementation
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A three-step process for implementing the Standard

-

) A B

Assess

* Establish governance, project and change management
approach

- Inventory revenue arrangements and review contracts

* Review current accounting policies and practices

* |dentify relevant differences under the new standard

PwC Israel

= Determine adoption method (retrospective or practical

Convert

expedient)
= Map accouniing policy differences to process and

systems impacts
= Consider dual-GAAP approach, including interim solutions

= Establish roadmap and communication plan

Embed

= Educate and communicate within the organization
- Effect process and systems changes

= Collect and convert data, perform calculations

= Draft disclosures (both transition and ongoing)
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.........................................

O ferf

financial executives
research foundation

pwc

Revenue Recognition:
PwC/ FERF 2015 survey results
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PwC and FERF 2015 survey results

How far along 1s your company in implementing
the new revenue recognition standard?

Most have started, but We have started,
0 . but have not yet
almost 28% of completed an initial —I 136
respondents have not Impact assessment
begun an assessment. We have not started
an initial impact | 79
assessment |

We have completed
an IHIT_IEI lmpac‘t H 58
assessment

We have started to

implement systems, _I 13
controls and process

changes

; ferf
financial executives
research foundation
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PwC and FERF 2015 survey results

If you have not begun your implementation
efforts, what are the reasons behind the delay?

The Top 3:

1.

38% do not
believe there will
be a significant
impact.

. 18% of

respondents
have resource
constraints.

. 28% are waiting

on additional
guidance.

Do not believe there will be
a significant impact on our
company’s financials

Resource constraints

Waiting for clarification on
additional accounting topics

Waiting for finalization of the
proposed amendments

Expect to initiate efforts now
that the FASB and IASB
have voted on the effective
deferral date

Other

Do not have the proper IT
systems in place

——— A
—] 18%

— 14%

—] 14%

O ,.fe.rf.

nancial executives
researc h foundation
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PwC and FERF 2015 survey results

What level of effort will be requared to implement
the new revenue recognition standard?

67% of respondents 106
said that a moderate to ~
significant level of 84
effort will be required T
to implement the new 61
standard.
32
Significant Moderate Low Not sure

G ferf

ancial executiv
research foundation
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PwC and FERF 2015 survey results

When does your company plan to adopt the

standard?

Over 66% plan 190
on taking advantage
of the Boards’ deferral.

70
I
18
We are Undecided We are
planning to planning for
take advantage early adoption,
of the deferral as of the original

effective date

8
-

We are
planning for
early adoption

O ferf

financial executives
research foundation
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PwC and FERF 2015 survey results

Please rate the expected impact of the new revenue
recognition standard on the following areas?

Customer contracts
[N=274]

Disclosure process
[N=277]

Billing systems
[N=275]

ERP
[N=270]

Business processes/policies
[N=275]

Debt covenants
[N=2T74]

Accounting policies/procedures
[N=276]

Compensation agreements/bonus plans
[N=278]

Tax impacts
[N=274]

Internal control environment
[N=276]
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| 37%

| 33%

: 33%

=N | 29%

— | 28%

| 28%

| 26%

] 25%
—

24%

@ ferf

rrrrrrr h foundation

19



PwC and FERF 2015 survey results

Has your organization decided on a method of

adoption?
Method of adoption is
unclear:
[ ] ) "
83/6 undemded Undecided, but
on a meth(}d Of considering full : 218
adgption retrospective

Undecided
* Only 10% currently I o
believe they will use

i ) Decided
modified retrospective Vodified | 34
approach. retrospective
Full —I 23
retrospective
PwC Israel \« _ferf

inancial executives
researcl h faundation
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PwC and FERF 2015 survey results

Do you expect to make system changes to
accommodate the new standard?

Over 53% of 9%,

respondents expect Yes,
L P xP significant
0

0,
make at least some :'(:5""’
system changes. moderate

Yes, some
changes

G ferf

financial executives
research foundation
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Thank You

Chen Liblich
Chen.Liblich@il.pwc.com

03-7954855

pwc
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