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IFRS Highlights

IASB to clarify its definitions of accounting
policies and estimates

On 12 September 2017, the IASB published an exposure
draft offering clarifications of the concepts of accounting
policy and accounting estimates defined in IAS 8.

The distinction between the two concepts is important,
insofar as they do not have the same accounting
consequences. A change in accounting policy does not
generally have an impact on net income, unlike a change in
accounting estimate.

These clarifications relate to the following aspects:

= Explanations of the link between the two concepts, with
a succinct definition of an accounting policy, and
clarifying that accounting estimates are used in applying
an accounting policy;

= Clarifying that selecting an estimation technique, or
valuation technique, used when an item in the financial
statements cannot be measured with precision,
constitutes making an accounting estimate; and that

=  Selecting the first-in, first-out (FIFO) cost formula or the
weighted average cost formula for interchangeable
inventories constitutes selecting an accounting policy.

Comments should be sent to the IASB before
15 January 2018. The exposure draft can be consulted at:
http://www.ifrs.org/projects/work-plan/accounting-
policies-and-accounting-estimates/#published-documents

Materiality: the IASB publishes two documents

As part of its Better Communication project, the IASB
published two documents on  materiality on
14 September 2017.

The first of these is the second in its series of Practice
Statements, and aims to guide preparers in the application
of judgment as to the materiality of the matters they report,
rather than adhering to a checklist approach. To do so, it
brings together the various references to materiality in IFRS
standards, and illustrates them with guidance and examples.

We shall return to this subject in greater detail in our next
edition of Beyond the GAAP.

The second document is an exposure draft putting forward
minor amendments to the definition of materiality in IAS 1
and IAS 8.

These amendments aim to:

= align the definitions in IFRS standards and the definition
in the Conceptual Framework by making minor
improvements;

= incorporate some of the supporting requirements in
IAS1 into the definition to give them additional
prominence; and

= improve the clarity of the explanations accompanying
the definition of ‘material’.

Comments should be sent to the IASB before
15 January 2018. The exposure draft can be consulted at:
http://www.ifrs.org/projects/work-plan/definition-of-
material/#published-documents

A transition resource group for IFRS 17

On 21 September 2017, the IASB announced the
composition of the transition resource group that will
support the implementation of IFRS 17, Insurance contracts.
Nine business representatives have been appointed
alongside six representatives of audit firms and three
observers from prudential and market institutions.

Like the groups set up to accompany the implementation of
IFRS 15, Revenue from contracts with customers and IFRS 9,
Financial instruments, the aim of this group is not to provide
clarifications as to the application of the standard but rather
to serve as a platform for the discussion of technical aspects
and practices encountered by the companies concerned
during the implementation phase, so that the IASB can
determine if normative actions or support by way of
explanations are necessary.

The exposure draft can be consulted at
http://www.ifrs.org/news-and-events/2017/09/iasb-
announces-composition-of-the-transition-resource-group-
for-ifrs-17/
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The recognition of these taxes, resulting from temporary
taxable or deductible differences arising from a fair value
exercise impacts the amount of goodwill accounted for

This goodwill method consists of recognising goodwill both for
the entity’s share and the minority interest share

In a business combination, these liabilities are recognised in the

5. Combinations under this type of control are excluded from the statement of financial position, whereas they are not accounted
scope of IFRS 3 forunder IAS 37
7. This goodwill method consists of recognising no goodwill for Price adjustment clause
minority interests . o . .
y ] One must be identified among the parties to a business
10. Where they relate to employees, they are recognised as combination
liabilities and measured at the acquisition date under IAS 19, o
rather than at fair value 9. Takeover where the acquirer is not the one you thought
13. How any error in the initial recognition of the business 11. When they are applied to inputs, they are capable of generating
combination must be adjusted when the measurement period outputs
is past 12. Acronym for the accounting method relating to a business
18. Duration in months of the period allowed from the acquisition combination under IFRS 3
date to identify the assets acquired and the liabilities assumed 14. For the purposes of impairment testing, goodwill acquired in a
from the acquiree business combination should be allocated to one at the
19. Termused to mean that the initial accounting for a combination acquisition date (acronym)
is incomplete 15. In such an acquisition, the parent must remeasure the equity
21. Adjective designating an asset that must be recognised instruments previously
separately 16. The profit resulting from an acquisition under advantageous
conditions
Down . . . . A
17. An entity that is acquired must be this for the combination to
be within the scope of IFRS 3
1. An asset representing future economic benefits in a business 20, E hen th i h th isiti "
combination, consisting of assets that cannot be individually - Even Wt znf €y qua ify as ZUC t €se acquisl |(t)nfct(r)]s S are
identified or separately accounted for Sg?gun ed for in expenses and not as a component of the price
3. Describes transactions which, though included in the
acquisition contract, are not an integral part of the business
combination
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IFRS 15: how has financial reporting changed since

31 December 20167

Following up on the study we carried out at
31 December 2016 (see Beyond the GAAP no 109 -
March 2017), we look at the information published on
30June 2017 by a sample of European companies on
progress towards transition and the anticipated impacts of
the first application of IFRS 15 at 1January 2018 (for the
companies whose reporting date coincides with the end of
the calendar year, and excluding cases of early application.)

The conclusions of this interim progress report will be worth
reviewing at the end of the second half of 2017, given the
fact that most issuers are still analysing the impacts.

1. The sample

The sample is the same as was used in the study at
31 December 2016, consisting of industrial and services
companies from the Eurostoxx 50, CAC 40 and Next 20.
Banks and insurance companies were therefore excluded
from the sample.

The analysis covered IFRS financial statements published for
the first half-year and available as of 20 September 2017,
with a sample of 75 entities (49 French and 26 European
outside France). This gave us:

= 71 interim reports at 30 June 2017;

= 2interim reports at 28 February 2017,
= linterimreportat 2 July 2017;

= lannual reportatat 31 March 2017.

All of the charts and tables in this study have been produced
by Mazars, based on data gathered from the interim financial
statements published by the companies in our sample for the
period to 30 June 2017.

The examples which follow are provided as illustration only,
and are not intended to represent the whole range of good
practices identified in the research.

2. Augmented reporting...

Almost 50% of the companies in our sample have adopted
the “progressive” approach encouraged by the regulators,
with more disclosures published on the impact of IFRS 15
than at 31 December 2016.

Augmented disclosures on IFRS 15 at 30 June 2017
compared with 2016 financial reporting

Yes

This new information includes:

= A closer analysis of the principles of the standard,
through applying it to the broad categories of contracts
with customers and to operating segments and/or
business lines;

Excerpt from BOUYGUES’ consolidated interim financial
statements at 30 June 2017:

= IFRS 15: Revenue from Contracts with Customers

On 28 May 2014, the 1ASB issued a new standard on revenue recognition intended to replace
most of the current IFRS pronouncements on this subject, in particular 1AS 11 and I1AS 18. The
new standard was endorsed by the European Union on 29 October 2016 and is applicable
from 1 January 2018. The Bouygues group has not early adopted IFRS 15, which it will apply
retrospectively with effect from 1 January 2018; the 2017 figures presented in 2018 will also
be restated to reflect the impacts of IFRS 15 (presentation of a comparative reporting
period).

The process of implementing IFRS 15 within the Bouygues group is ongoing, as is the
assessment of the impacts of the new standard. The key issues being assessed are:

- Construction: the method used to recognise revenue over time. Based on the principal
contracts analysed to date, the method used to calculate the recognition of revenue over
time is consistent with IFRS 15.

- Property: the principle of recognising revenue and margin over time, especially on off-
plan sales under “VEFA” (Ventes en I'Etat Futur d’Achévement) contracts in France, is not
called into question by IFRS 15. However, the calculation of the percentage of
completion on residential and business property development projects will now have to
incorporate land-related costs. This means that more revenue and margin will be
recognised at the start of the project as compared with current practice.

- Media: distribution contracts, and the date of recognition of revenue generated by rights
sales (especially TV and SVoD).

- Telecoms: identifying performance obligations, especially on contracts that combine a
subscription with a subsidised handset; such contracts will have to be split into separate
components. Under IFRS 15, both the revenue recognition pattern and the split between
the sale of the handset and the supply of the service will change, and the accelerated
revenue recognition will result in a contract asset being reported in the balance sheet. A
further impact relates to some contract origination costs, which will be recognised as an
asset in the balance sheet on signature of the contract and then amortised over the life
of the contract.

BOUYGUES, Interim results 2017, Financial report, page 47
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The choices made in light of the practical expedients
offered;

Excerpt from TELEFONICA’S consolidated interim financial
statements at 30 June 2017:

It is also possible to elect to apply certain practical expedients to facilitate the application of the new
criteria. The Group has evaluated which of them will be adopted in the implementation of the standard
with the objective of reducing the complexity in its application. The main practical expedients that the
Group plans to implement are:

Not to apply the standard retrospectively to contracts that are completed contracts at January
1,2018.

Portfolio of contracts: the Group will apply the requirements of the standard to groups of
contracts with similar characteristics, since, for this cluster, the effects would not differ
significantly from an application on a contract by contract basis.

Financial component: it will not be considered significant when the period between when the
promised good or service is transferred to a customer and when the customer pays for that good

or service will be one year or less.

» (Costs to obtain a contract: will be recognised as an expense when incurred if the amortisation

period of the asset that the entity otherwise would have recognised is one year or less.

TELEFONICA, Condensed consolidated interim financial statements for the
six months ended 30 June 2017, pages 14/15

= Quantitative disclosures (order of magnitude,
estimations), but only for a small proportion of the
sample (see below);

= The choice made in terms of transitional arrangements

Quantified disclosures at 30 June 2017
on the expected impacts of the application of IFRS 15

4%

N

% in 2016.

96%

What type of quantitative disclosures did companies

publish at 30 June 2017?

The quantitative disclosures provided by our sample are
presented below.

Consolidated Level of "

(see below).
ASML Net income / Range % 2
L . turnover
3. ..but the analysis is still largely ongoing,
limiting the quantitative disclosures made Capgemini  Revenue Estimate % N
Readers will recall that in their July 2016 recommendations, ) ] )
ESMA and the AMF had advised entities, in the run-up to the Daimler Equity Estimate € 2
first application of IFRS 15, to provide quantified disclosures
on the possible impacts of the standard during the first REEENES),
. - . . proportion of
period of application. If the expected impact was material,
hese fi hould i b blished in th Deutsche  turnover from Range € % i
these figures should in most cases be published in the T VT [ty o, g ]
interim financial statements for 2017. goods and
Only 11 companies, representing 15% of our sample, made mErchandise
quantitative disclosures at 30 June 2017, compared with 3 at
December 2016. Eiffage Order book Estimate € A
Most issuers will continue to quantify the impacts of
transition in the second half of 2017. However, 3 companies Fresenius  Revenue Range % N
have announced deadlines for the publication of quantified
information: ) :
Nokia Reserves Estimate %
= Engie: beginning of 2018;
= QOrange: Q4 2017, Philips Reserves Estimate € N
= Thales: Q32017 (with the publication of restated
financial statements on the first half of 2017). PSA Revenue Estimate € N
Safran Equity Estimate € N
Siemens Reserves Estimate % A
MAZARS Beyond the GAAP no. 114 — September 2017 | 5




Except from Daimler’s consolidated interim financial
statements at 30 June 2017:

Group-wide investigation of the effects on the consolidated
financial statements of adopting IFRS 13 has not yet been
completed. From today’s perspective, the application of IFRS 13
is not expected to have any major impact on the Group's profit-
abIIH:]r liquidity and capital resources or financial puultm The

tel 'Eﬂ 1 Hlbonm Nlulhc
ﬁ:mdlﬂmndmm,mm.mtmﬂm
contracts concluded before January 1, 2017 need not be reas-
sessed under IFRS 15 was made use of.

iru:rl:nc in equity of app

DAIMLER, Interim report Q2 2017, pages 34/35

Except from Philips’ consolidated interim financial
statements at 30 June 2017:

IFRS 15 Revenue from Contracts with Customers

General

The Company performed a subsequent analysis on topics which
were initially assessed as not having material differences under
IFRS 15 in comparison with curent accounting standards. These
topics were related to the measurement of revenue related to
separately identifiable components (current relative fair value
approach compared to relative standalone selling prices under
IFRS 15) and the timing of revenue recognition for the sale of
goods and rem‘renng of senvices {cthen! transfer of nﬂcs and

the .ﬂnnua Hepcn 2015 no matenal drfferen.-ces h.ave been
identified so far as result of this analysis.

Royalty income

As previously disclosed in the Annual Report 2016, the Company
has identified a potential impact on revenues onginating from its
IP royalties (sepment HealthiTech Other). A detailed investigation
into contracts Ensrlrg at me date of this report TSSL'Ill ONgoing.

appmnn'l.axely ELIFE 30 million of del:‘ened revenue mal vﬂll b-e
recorded as a retained eamings increase in equity, while the
annual impact on future IP revenue is not material

Costs of obtaining a contract

The Company identified that certain sales commissions paid 1o
third parties and intemnal employees are qualified as incremental
costs of obtaining a contract. These costs are mostly paid and
capitalized upon issuance of sales orders and recognition of
revenue related to the sale of goods or rendering of senices.
Such costs are commonly expensed in line with the revenue
recognition pattern of the related poods or services. Based on
further investigation performed on these sales commissions, it
was noted that these are largely amortized within a year and
t!'ﬂ'efm'e Fhm;ps currentlj,.r intends to 1rr!1:|lement the pfactlc.&i

fallmu.nnﬂ this przu:rlcal Expetﬁent an E'StITI'EI'Ed a.d]usunent Df
approximately EUR 70 million will be recorded as a retained

eamings decrease in equity on transition, while the annual
impact on future sales commission costs is not material.

Transition

The Company has decided to apply the cumulative effect
transition method when adopting IFRS 15 in its Consolidated
financial statements for the year ending December 31, 2018,
applying the new standard to those contracts that are not
considered completed contracts at the date of initial application.
This means that comparative figures will not be restated and will
be presented in accordance with current accounting standards

PHILIPS, Notes to the semi-annual condensed consolidated financial
statements, pages 27/28

4. Companies continue to be cautious when
reporting the expected level of impact.

What impacts do companies expect transition to
IFRS 15 to have?

Assessment of the expected level of impact
following the application of IFRS 15

% in 2016.

44%

52%

N\

n Assessment ongoing and / or no precise information on the level of anticipated impact

4%

Material

= Non material even though the detailed assessment may be continuing

There has been little change in the first half of 2017 as to the
anticipated level of the impact. AlImost 46% of issuers in our
sample (compared with 52% at the 2016 year-end) are either
still assessing these impacts or reported no precise
information about the level of impact they expect. The
second half of the year should enable them to finalise their
analyses and the amount of the impacts.

The very considerable caution of the majority of companies
just a few months ahead of the transition to IFRS 15
confirms, if need there be, that this is a far from trivial
subject and that continued vigilance is required while
diagnosis and roll-out are still ongoing.

AIRBUS and E.ON have joined DEUTSCHE TELEKOM and
TELEFONICA in predicting a material impact from the new
standard.

Excerpt from E.ON’s consolidated interim financial
statements at 30 June 2017:

IFRS 15, “Revenue from Contracts with
Customers”

In May 2014, the IASB published IFRS 15, *Revenue from
Contracts with Customers,” which must be applied for fiscal years
beginning on or after January 1, 2018. Initial application is
retrospective, and the E.ON Group has opted for modified retro-
___spective initial application. Within the framework of the project
for the implementation of IFRS 15, the following significant
impact was identified in comparison with the previous revenue
recognition: The revision criteria for principal/agent relationships
will at times result in a change in recognition on the balance sheet
and income statement. This means that, in particular, revenues
and cost of materials will decrease without resulting in any earn-
ings effects. The cumulative effect is considered to be material.

E.ON, Interim report January — June 2017, page 34
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Excerpt from AIRBUS’s consolidated interim financial
statements at 30 June 2017:

IFRS 15 “Revenue from contracts with customers”

As indicated in the Consolidated Financial Statements as at 31 December 2016, IFRS 15 will replace the current
revenue recognition standards.

Airbus will adopt the new standard on 1 January 2018, using the full refrospective fransition method. Accordingly,
the comparative 2017 results included in the 2018 financial statements will be restated, and equity will be
adjusted as of 1 January 2017. Airbus will elect practical expedients for completed confracts and contract
madifications

Impacts on current revenue from construction contracts

Airbus has compared its current accounting policies and practices to the requirements of the new standard. As a

result of this analysis, Airbus expects that the adoption of IFRS 15 will have a significant impact on the timing of

revenue recognition on certain leng-term construction contracts that are currently accounted for under 1AS 11.

The most significant changes will result from the following:

» In some cases the over time revenue recognition criteria are not fulfilled under IFRS 15. In particular, on
A350 launch contracts, on A400M series production and certain NH30 contracts, revenue relative to the

manufacture of aircraft will hence be recognised at the delivery of the aircraft to the customer.

» Measurement of the revenue will take into consideration variable consideration constraints in order to
achieve high likelihood that a significant reversal of the recognised revenue will not occur in the future.

» The measure of the progress towards complete satisfaction of a performance obligation satisfied over time
will be based on inputs (i.e. cost incurred) rather than on outputs (i.e. milestones achieved). On Airbus
current long-term construction contracts progress is usually measured based on milestones achieved. Under
IFRS 15, Airbus will measure progress of work performed using a cost-to-cost approach, whenever control
of the work performed transfers to the customer over time.

Impacts on current revenue from the sale of commercial aircrart

With respect to the commercial aircraft business, other than sales made under the A350 launch contracts
described above, IFRS 15 will not change the timing of recognising revenue, which will confinue to be recognised
when the customer takes delivery of the aircraft.

The detailed analysis of the impacts on the prior period financial statements and backlog are ongoing.

Airbus will continue to work during 2017 on the guantification of transition effects and on the design and
implementation of procedures to apply the new requirements.

AIRBUS, First-half 2017 financial report, page 13

5. Transitional arrangements

The advantages and disadvantages of the two approaches to
transition offered by the standard were discussed in the
March 2017 edition of Beyond the Gaap (no 109).

What proportion of issuers provide disclosures on the
transition method chosen for the first application
of IRFS 15, and which approach have they chosen?

Choice of transition method

0
750 12%

13%

« Full retrospective

Modified retrospective
=NC

% in 2016.

61% of issuers in our sample had not so far reported their
transition method at 30 June 2017.

If we analyse these data more closely, we obtain the
following results for the countries and sectors most
represented in the sample:

By country of registration

France

Germany i

Netherlands

Others

Full retrospective = Modified retrospective mNC

Transition
method

French companies

Airbus, Alstom, Bouygues, Capgemini,

Pl . Eiffage, Ingenico, Safran, Sanofi, Thales,
retrospective

Valeo
L] . Dassault Systemes, Kering, Michelin
retrospective

Top-three industries

QOil, gas and electricity
Automotive

Telecommunication

Full retrospective ' Modified retrospective mNC

E.ON is the only energy supplier to choose the modified
retrospective approach. In the telecoms sector, most
companies have opted for the modified retrospective
method.

Finally, these two methods were almost equally represented
in the automotive sector.

BEEMAZARS
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Key points

= The first application of IFRS 15 is imminent. The financial disclosures published at 30 June 2017 give us a better
idea of the work issuers are conducting and the subjects they have identified, but the great majority of these
companies will continue their analysis over the second half of 2017.

» Though quantitative disclosures have mostly been augmented since the previous publications, issuers remain
generally cautious:

0 46% of companies in our sample still give no precise information on the expected level of impact, and
o only 15% provided quantified disclosures, despite the regulators’ recommendations.

= 61% of issuers in our sample have still not reported their choice of transition method. The two approaches have

so far been chosen by equal numbers of companies in the sample, although there are significant differences by
country.

Become a Subscriber

Keep up to date with international accounting with the English edition
of Mazars’ Newsletter on accounting standards entitled

Beyond the GAAP

Beyond the GAAP is a totally free newsletter. To subscribe, send an e-mail to doctrine-mazars@mazars.fr mentioning:
— The name and first name of the people to whom you would like to send Beyond the GAAP;
— Their position and company;

— Their e-mail address.
If you no longer wish to receive Beyond the GAAP, send an email to doctrine-mazars@mazars.fr with “unsubscribe” in the subject line of your message.
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Events and FAQ

Frequently asked questions

IFRS

— Recognition of an IFRS 2 “equity settled” plan with
gradual acquisition of rights

— Modification of performance conditions of an IFRS 2 plan.

— Level of control of an entity and impact on the
recognition of options granted in a shareholders’
agreement.

— Consolidation of a subsidiary that was not previously
significant.

— Long-term investment abroad.

— Deconsolidation effect of a programme to assign
receivables.

Upcoming meetings of the IASB,
IFRS Interpretations Committee and EFRAG

IASB Committee Board TEG

23-25 October 20-21 November 9 November 25-26 October
13-15 November 16 January 14 December 22-24 November
11-15 December 13-14 March 6 February 18-19 December

Beyond the GAAP is published by Mazars. The purpose of this newsletter is to keep readers informed of accounting developments. Beyond the GAAP may under no circumstances
be associated, in whole or in part, with an opinion issued by Mazars. Despite the meticulous care taken in preparing this publication, Mazars may not be held liable for any errors or
omissions it might contain.

The drafting of the present issue was completed on 23 October 2017
© MAZARS - September 2017 - All Rights reserved
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