
 

 

  

 

        
  

    

  

                 
    

     
    

    

  

     

   

      
         

    

kpmg.com.sgp g g

Common abbreviationsCommon abbreviations

Contact Us

ASC  Accounting Standards Council in Singapore 

ACRA  Accounting & Corporate Regulatory Authority

DP Di i

David Leaver
Partner 

Professional Practice
DP Discussion paper

ED  Exposure Draft

FASB  U.S. Financial Accounting Standards Board 

Tel: +65 6213 2538

davidleaver@kpmg.com.sg

FSP  FASB Staff Position

FRS  Singapore Financial Reporting Standard

GAAP  Generally Accepted Accounting Principles

Tan Yee Peng
Partner 

Professional Practice

IAS  International Accounting Standard

IAASB International Auditing and Assurance Standards Board

IASB International Accounting Standards Board

Tel: +65 6213 2400

yeepengtan@kpmg.com.sg

KPMG LLP IASC  International Accounting Standards Committee

ICPAS Institute of Certified Public Accountants of Singapore

IFRIC International Financial Reporting Interpretations Committee

KPMG LLP

16 Raffles Quay #22-00 

Hong Leong Building 

Singapore 048581
IFRS International Financial Reporting Standard 

INT FRS Interpretation of Financial Reporting Standard

IRAS Inland Revenue Authority of Singapore 

Tel: +65 6213 3388  

Fax: +65 6225 0984

SGX Singapore Exchange 

© 2010 KPMG LLP (Registration No. T08LL1267L), anThis publication has been issued to inform clients of important accounting developments. While we take care to © 2010 KPMG LLP (Registration No. T08LL1267L), an
accounting limited liability partnership registered in
Singapore under the Limited Liability Partnership Act 
(Chapter 163A) 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. 
Printed in Singapore

This publication has been issued to inform clients of important accounting developments. While we take care to
ensure that the information given is correct, the nature of the document is such that details may be omitted which 
may be relevant to a particular situation or entity. The information contained in this issue of Financial Reporting 
Matters should therefore not to be taken as a substitute for advice or relied upon as a basis for formulating business 
decisions. Materials published may only be reproduced with the consent of KPMG LLP.

Printed in Singapore. 

t

Financial Reporting Matters 

AUDIT MICA(P) 137/12/2009 
September 2010 Issue 32 

In this issue, we summarise the requirements of INT FRS 115 
Agreements for the Construction of Real Estate, and take a closer 
look at the proposed new standard on revenue recognition. We also 
summarise other key developments that have an impact on financial 
reporting. 

Agreements for the Proposed standard on revenue 
Construction0202 recognition 
of Real Estate 0404 We discuss the key 

changes of theWe summarise the 
proposed standardrequirements of 
and highlight the INT FRS 115 and 
impact on current impact on current dd iaddress certain 
practice.questions 


concerning the 

Accompanying 

Note.
 

Other local developments International developments 

13 We summarise the 
releases guidance 
ACRA and SGX 14 new exposure 
to assist audit drafts and 
committee standards issued 
members in byy  the IASB and 
evaluating audit other 
quality. developments 

affecting current 
and future IFRS 
reportersreporters.. 
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Financial Reporting Matters 3

Construction FRS 11
contract?

No

FRS 11

S f

Yes

Rendering of 
services only?

No

FRS 18
Rendering of services

Stage of
completion 
method

Yes

Sale of goods?
Revenue recognition 
criteria met on a 
continuous basis?

Yes
No

Upon 
completion

Revenue arising from agreements for the construction of real estate is
recognised by reference to the stage of completion in accordance with FRS 11 
for the following cases:

• The agreement meets the definition of a construction contract under FRS 11

• The agreement is only for rendering of services in accordance with FRS 18

• The agreement is for the sale of goods but meets all the recognition criteria 
under FRS 18 continuously as construction progresses.

INT FRS 115 requires retrospective application and permits early adoption.

The Accompanying Note concludes that the sale of uncompleted residential 
property units in Singapore under the standard sale and purchase agreements, as 

What is the guidance in the 
Accompanying Note? p p y g p p g

prescribed in the schedule to the Housing Developers Rules, would result in the 
transfer to the purchasers the control and significant risks and rewards of 
ownership of the uncompleted property units in their current state as 
construction progresses.

Revenue is recognised by reference to the stage of completion (POC) when all 
the other recognition criteria under FRS 18 are met continuously as construction 
progresses.

The Accompanying Note does not address the accounting treatment for other 
types of real estate sales in Singapore or overseas.  The facts and circumstances 
of each transaction should be assessed based on the specific guidance in INT 
FRS 115 when determining whether the recognition criteria under FRS 18 are

Is the Accompanying Note
applicable to other types of real 

estate sales?
FRS 115 when determining whether the recognition criteria under FRS 18 are
met continuously as construction progresses.

On adoption of INT FRS 115, RAP 11 Pre-completion Contracts for the Sale of 
Development Property issued by ICPAS will thereby cease to have effect for

Will RAP 11 continue to be 
effective? Development Property issued by ICPAS will thereby cease to have effect for

financial periods beginning on or after 1 January 2011.
effective?

Find out more
For more detailed information on INT FRS 115 and the Accompanying Note, you can 
access ASC’s website at:

htt // /f / tt h t /2010/INT FRS 115 dfhttp://www.asc.gov.sg/frs/attachments/2010/INT_FRS_115.pdf
http://www.asc.gov.sg/frs/attachments/2010/Accompanying_Note_to_INT_FRS_115.pdf
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Currently, property Currently, property 
developers in Singapore 

account for revenue using 
RAP 11 

INT FRS 115 is effective for 
annual periods beginning on 

or after 1 January 2011 

What are the reqquirements 
of INT FRS 115? 

Agreements for theAgreements for the 
Construction of Real Estate 

On 26 August 2010, the ASC issued INT FRS 115 
Agreements for the Construction of Real Estate and an 
AAccompanyiing Note whihich is an iintegrall  part off, andd toN h i 
be read together with, INT FRS 115.  

Currently, propperty developpers in Singgappore are allowed to choose between the y, p y 
percentage of completion (POC) method or the completion of construction (COC) 
method when recognising revenue from pre-completion contracts relating to the 
sale of development properties.  With Recommended Accounting Practice (RAP) 
11 Pre-Completion Contracts for the Sale of Development Property, issued by 
ICPAS in 2005, many developers favoured the POC method as they considered it 
to better reflect the extent of the revenue earnings process of the developers. 

On 26 August 2010, the ASC issued INT FRS 115 Agreements for the 
Construction of Real Estate and an Accompanying Note which is an integral part 
of, and to be read together with, INT FRS 115. 

INT FRS 115 is modelled after IFRIC 15 Agreements for the Construction of Real 
E t tEstate, whihichh was iissued by ththe IASB on 3 J 3 July 20082008 andd e ff ffective ffor annuald b IASB l ti l 
periods beginning on or after 1 January 2009. 

The Accompanying Note issued by the ASC sets out the consensus of ASC on 
the accounting treatment for sale of uncompleted residential property units “offthe accounting treatment for sale of uncompleted residential property units off-
plan” in Singapore, taking into account the legal framework in Singapore that is 
directly relevant to the application of INT FRS 115. 

INT FRS 115 provides guidance on the appropriate accounting standard to be INT FRS 115 provides guidance on the appropriate accounting standard to be 
applied when accounting for revenue arising from agreements for the 
construction of real estate.  An entity shall account for the transaction under FRS 
11 Construction Contracts only if the buyer is able to specify the major structural 
elements of the desiggn of the real estate before construction beggins and/or 
specify major structural changes once construction is in progress. Otherwise, the 
transaction shall be accounted for as either rendering of services or sale of goods 
in accordance with FRS 18 Revenue. 

INT FRS 115 also addresses the timing of revenue recognition for agreements to 
construct real estate. A flowchart illustrating the guidance is provided on the next 
page : 

© 2010 KPMG LLP (Registration No. T08LL1267L), an accounting limited liability partnership registered in Singapore under the Limited 
Liability Partnership Act (Chapter 163A), 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. Printed in Singapore. 
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Agreements for theAgreements for the
Construction of Real Estate

On 26 August 2010, the ASC issued INT FRS 115 
Agreements for the Construction of Real Estate and an 
A i N hi h i i l f dAccompanying Note which is an integral part of, and to 
be read together with, INT FRS 115.  

Currently, property developers in Singapore are allowed to choose between the Currently, property y, p p y p g p
percentage of completion (POC) method or the completion of construction (COC) 
method when recognising revenue from pre-completion contracts relating to the 
sale of development properties.  With Recommended Accounting Practice (RAP) 
11 Pre-Completion Contracts for the Sale of Development Property, issued by 

Currently, property
developers in Singapore 

account for revenue using 
RAP 11

ICPAS in 2005, many developers favoured the POC method as they considered it 
to better reflect the extent of the revenue earnings process of the developers. 

On 26 August 2010, the ASC issued INT FRS 115 Agreements for the INT FRS 115 is effective for 
Construction of Real Estate and an Accompanying Note which is an integral part 
of, and to be read together with, INT FRS 115. 

INT FRS 115 is modelled after IFRIC 15 Agreements for the Construction of Real 
E t t hi h i d b th IASB 3 J l 2008 d ff ti f l

annual periods beginning on 
or after 1 January 2011

Estate, which was issued by the IASB on 3 July 2008 and effective for annual
periods beginning on or after 1 January 2009. 

The Accompanying Note issued by the ASC sets out the consensus of ASC on 
the accounting treatment for sale of uncompleted residential property units “offthe accounting treatment for sale of uncompleted residential property units off-
plan” in Singapore, taking into account the legal framework in Singapore that is 
directly relevant to the application of INT FRS 115. 

INT FRS 115 provides guidance on the appropriate accounting standard to beWhat are the requirements INT FRS 115 provides guidance on the appropriate accounting standard to be
applied when accounting for revenue arising from agreements for the 
construction of real estate.  An entity shall account for the transaction under FRS 
11 Construction Contracts only if the buyer is able to specify the major structural 
elements of the design of the real estate before construction begins and/or 

q
of INT FRS 115?

g g
specify major structural changes once construction is in progress. Otherwise, the 
transaction shall be accounted for as either rendering of services or sale of goods 
in accordance with FRS 18 Revenue.

INT FRS 115 also addresses the timing of revenue recognition for agreements to 
construct real estate.  A flowchart illustrating the guidance is provided on the next 
page :
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What is the guidance in the 
Accompanying Note? 

Is the Accompanying Note 
applicable to other types of real 

estate sales? 

Will RAP 11 continue to be 
effective?effective? 

Financial Reporting Matters 

Construction FRS 11 
contract? 

Yes 
No 

Rendering of 
services only? 

Yes 

FRS 18 
Rendering of services 

No 

Sale of goods? 
Revenue recognition 
criteria met on a 
continuous basis? 

Yes 
No 

FRS 11 

S fStage of 
completion 
method 

Upon 
completion 

Revenue arising from agreements for the construction of real estate is 
recognised by reference to the stage of completion in accordance with FRS 11 
for the following cases: 

• The agreement meets the definition of a construction contract under FRS 11 

• The agreement is only for rendering of services in accordance with FRS 18 

• The agreement is for the sale of goods but meets all the recognition criteria 
under FRS 18 continuously as construction progresses. 

INT FRS 115 requires retrospective application and permits early adoption. 

The Accompanying Note concludes that the sale of uncompleted residential 
propertyy  units in Singappore under the standard sale and ppurchase aggreements, asp p  g  
prescribed in the schedule to the Housing Developers Rules, would result in the 
transfer to the purchasers the control and significant risks and rewards of 
ownership of the uncompleted property units in their current state as 
construction progresses. 

Revenue is recognised by reference to the stage of completion (POC) when all 
the other recognition criteria under FRS 18 are met continuously as construction 
progresses. 

The Accompanying Note does not address the accounting treatment for other 
types of real estate sales in Singapore or overseas.  The facts and circumstances 
of each transaction should be assessed based on the specific guidance in INT 
FRS 115 when determining whether the recognition criteria under FRS 18 are FRS 115 when determining whether the recognition criteria under FRS 18 are 
met continuously as construction progresses. 

On adoption of INT FRS 115, RAP 11 Pre-completion Contracts for the Sale of 
Development Property issued by ICPAS will thereby cease to have effect for Development Property issued by ICPAS will thereby cease to have effect for 
financial periods beginning on or after 1 January 2011. 

Find out more 
For more detailed information on INT FRS 115 and the Accompanying Note, you can
access ASC’s website at: 

htt http:// //www.asc.gov.sg/frs//attachhmentts/2010/INT /2010/INT_FRSFRS _115115.pdf/f tt df 
http://www.asc.gov.sg/frs/attachments/2010/Accompanying_Note_to_INT_FRS_115.pdf 
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Financial Reporting Matters 5

For contracts that are partially in the scope of the ED and partially in the scope of 
th IFRS th ED ld b li d l h th th IFRS d t i l dother IFRSs, the ED would be applied only when the other IFRS does not include 

guidance on the separation and/or measurement of contracts. For example, a 
contract to lease an asset to a customer (within the scope of IAS 17 Leases and 
out of scope of this ED) and to deliver maintenance services on the leased asset 
(within scope of the ED) There is currently no equivalent hierarchy within IAS 11(within scope of the ED). There is currently no equivalent hierarchy within IAS 11
and IAS 18 that deals with the separation and measurement of contracts that are 
partially within the scope of another standard.

What are the proposed changes?What are the proposed changes?
A. A new five-step model for revenue recognition

Step 1: Step 3: 
Identify the 
contract with 
customer

Contract Transaction price 
for the contract

p
Determine 
the 
transaction 
price

Step 2: 
Identify the

Performance
obligation

Performance
obligation

Transaction 
price

Transaction 
price

Step 4: 
Allocate theIdentify the

separate 
performance
obligations in 
the contract

obligation
1 

obligation
2

price
allocated to 
performance 
obligation 1

price
allocated to 
performance 
obligation 2

Allocate the
transaction 
price to the 
separate 
performance 
obligationsobligations

Recognise Recognise Step 5:g
revenue

g
revenue

p
Recognise 
revenue as each 
performance 
obligation is 
satisfied

Step 1: Identify the contract with the customer
IAS 11 contains explicit guidance on combining and segmenting constructionIAS 11 contains explicit guidance on combining and segmenting construction
contracts to reflect the substance of the contracts.  In the absence of guidance in 
IAS 18, the guidance on combining and segmenting contracts in IAS 11 is 
sometimes applied by analogy to other contracts, which may be significantly 
different from the construction contracts that are in the scope of IAS 11.different from the construction contracts that are in the scope of IAS 11.

In contrast, the ED proposes specific requirements on combining and segmenting 
contracts which would be applied to all contracts within its scope.  Under the ED, 
two or more contracts would be combined if their prices are interdependent.  

Consistent application of rules 
on combining and 

segmenting contracts – Are p p
Indicators that contracts have interdependent prices include:
• the contracts are entered into at or near the same time

• they are negotiated as a package with a single commercial objective

• they are performed either concurrently or consecutively

seg e g co ac s e
prices interdependent?

• they are performed either concurrently or consecutively.

A single contract would be segmented if its components are priced independently.  
Goods or services are priced independently if:
• the entity or another entity regularly sells identical or similar goods or services• the entity or another entity regularly sells identical or similar goods or services

separately

• the customer does not receive a significant discount for buying some goods or 
services together with other goods or services in the contracts.   

© 2010 KPMG LLP (Registration No. T08LL1267L), an accounting limited liability partnership registered in Singapore under the Limited 
Liability Partnership Act (Chapter 163A), 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. Printed in Singapore.

Some transactions 
currently in the scope of 
IAS 18 ld b t id IAS 18 would be outside 

the scope of the ED 

Proposed standard on revenue
Proposed standard on revenue 
recognition 

On 24 June 2010, the IASB and the FASB jointly published 
an expposure draft on a new accountingg standard, 
ED/2010/6 Revenue from Contracts with Customers. 
Under these joint proposals, entities, whether reporting 
under IFRS or U.S. GAAPS. , would apply a single, , would apply a single,under IFRS or U. GAAP
principles-based revenue recognition standard across 
transactions and across industries. 

From the IFRS perspective, the new proposed standard will replace IAS 11 
Construction Contracts, IAS 18 Revenue, IFRIC 13 Customer Loyalty Programmes, 
IFRIC 15 Agreements for the Construction of Real Estate, IFRIC 18 Transfers of 
Assets from Customers and SIC 31 Revenue – Barter Transactions involving Assets from Customers and SIC 31 Revenue Barter Transactions involving 
Advertising Services. 

Why is there a need for change? 
IFRS contains two main standards on revenue recoggnition that have remained 
largely unchanged for many years, as well as various interpretations that were 
issued in recent years to provide guidance on specific application issues. The 
revenue recognition standards have different principles, can be difficult to 
understand and apply, and lack guidance for multiple-element arrangements. The 
interpretations lack consistency in accounting for multiple-element arrangements 
and may at times result in accounting treatment that is different from the main 
standards. 

The introduction of a single, principles-based revenue recognition standard will 
remove inconsistencies in existing revenue recognition standards and practices. 
It should also provide a more robust framework for addressing revenue 
recognition issues. 

What is the scope of the ED? 
The proposals in the ED would only apply to revenue arising from contracts with 
customers in relation to goods or services that are an output of the entity’s 
ordinary activities A contract may be written A contract may be written, oral or implied by the entity s ordinary activities. oral or implied by the entity’s 
customary business practice, but must have commercial substance and 
enforceable rights and obligations. Revenue arising from other transactions that 
is currently in the scope of IAS 18, such as dividend income and income from 
non-contractual royalties would be outside the scope of the ED non contractual royalties, would be outside the scope of the ED. 

The ED would not apply to revenue arising from lease contracts, insurance 
contracts, contractual rights and obligations under financial instruments contracts 
and non-monetaryy exchan gges between entities in the same line of business to 
facilitate sales to customers other than the parties to the exchange. 

© 2010 KPMG LLP (Registration No. T08LL1267L), an accounting limited liability partnership registered in Singapore under the Limited 
Liability Partnership Act (Chapter 163A), 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. Printed in Singapore. 
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5 4  Financial Reporting Matters

Proposed standard on revenueProposed standard on revenue
recognition

On 24 June 2010, the IASB and the FASB jointly published 
an exposure draft on a new accounting standard, p g
ED/2010/6 Revenue from Contracts with Customers.  
Under these joint proposals, entities, whether reporting 
under IFRS or U.S. GAAP, would apply a single,under IFRS or U.S. GAAP, would apply a single,
principles-based revenue recognition standard across 
transactions and across industries.

From the IFRS perspective, the new proposed standard will replace IAS 11 
Construction Contracts, IAS 18 Revenue, IFRIC 13 Customer Loyalty Programmes, 
IFRIC 15 Agreements for the Construction of Real Estate, IFRIC 18 Transfers of 
Assets from Customers and SIC 31 Revenue – Barter Transactions involvingAssets from Customers and SIC 31 Revenue Barter Transactions involving
Advertising Services.

Why is there a need for change?
IFRS contains two main standards on revenue recognition that have remained g
largely unchanged for many years, as well as various interpretations that were 
issued in recent years to provide guidance on specific application issues. The 
revenue recognition standards have different principles, can be difficult to 
understand and apply, and lack guidance for multiple-element arrangements.  The 
interpretations lack consistency in accounting for multiple-element arrangements 
and may at times result in accounting treatment that is different from the main 
standards.

The introduction of a single, principles-based revenue recognition standard will 
remove inconsistencies in existing revenue recognition standards and practices. 
It should also provide a more robust framework for addressing revenue 
recognition issues.  

What is the scope of the ED?
The proposals in the ED would only apply to revenue arising from contracts with 
customers in relation to goods or services that are an output of the entity’s 
ordinary activities A contract may be written oral or implied by the entity’s

Some transactions 
currently in the scope of 
IAS 18 ld b t id ordinary activities.  A contract may be written, oral or implied by the entity s

customary business practice, but must have commercial substance and 
enforceable rights and obligations. Revenue arising from other transactions that 
is currently in the scope of IAS 18, such as dividend income and income from 
non-contractual royalties would be outside the scope of the ED

IAS 18 would be outside
the scope of the ED

non contractual royalties, would be outside the scope of the ED.

The ED would not apply to revenue arising from lease contracts, insurance 
contracts, contractual rights and obligations under financial instruments contracts 
and non-monetary exchanges between entities in the same line of business to y g
facilitate sales to customers other than the parties to the exchange.

© 2010 KPMG LLP (Registration No. T08LL1267L), an accounting limited liability partnership registered in Singapore under the Limited 
Liability Partnership Act (Chapter 163A), 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. Printed in Singapore.
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Financial Reporting Matters 

For contracts that are partially in the scope of the ED and partially in the scope of 
othther IFRSIFRSs, the EDED wouldld b be appli liedd on lly when ththe other IFRS d IFRS does nott i inclludeth h th d 
guidance on the separation and/or measurement of contracts. For example, a 
contract to lease an asset to a customer (within the scope of IAS 17 Leases and 
out of scope of this ED) and to deliver maintenance services on the leased asset 
(within scope of the ED) There is currently no equivalent hierarchy within IAS 11 (within scope of the ED). There is currently no equivalent hierarchy within IAS 11 
and IAS 18 that deals with the separation and measurement of contracts that are 
partially within the scope of another standard. 

What are the proposed changes?What are the proposed changes? 
A. A new five-step model for revenue recognition 

Step 1: Step 3: 
Identify the 
contract with 
customer 

Contract Transaction price 
for the contract 

Determine 
the 
transaction 
price 

Step 2: 
Identify heIdentify the 
separate 
performance 
obligations in 
the contract 

obligation 
1 

Consistent application of rules 
on combining and 

segmentingg contracts – Areseg 
prices interdependent? 

Performance 
obligation 

Performance 
obligation 

Transaction 
price 

Transaction 
price 

Step 4: 
Allocate the obligation 

2 
price 
allocated to 
performance 
obligation 1 

price 
allocated to 
performance 
obligation 2 

Allocate the 
transaction 
price to the 
separate 
performance 
obligationsobligations 

Recognise Recognise Step 5:g 
revenue 

g 
revenue Recognise 

revenue as each 
performance 
obligation is 
satisfied 

Step 1: Identify the contract with the customer 
IAS 11 contains explicit guidance on combining and segmenting constructionIAS 11 contains explicit guidance on combining and segmenting construction 
contracts to reflect the substance of the contracts.  In the absence of guidance in 
IAS 18, the guidance on combining and segmenting contracts in IAS 11 is 
sometimes applied by analogy to other contracts, which may be significantly 
different from the construction contracts that are in the scope of IAS 11.different from the construction contracts that are in the scope of IAS 11. 

In contrast, the ED proposes specific requirements on combining and segmenting 
contracts which would be applied to all contracts within its scope.  Under the ED, 
two or more contracts would be combined if their pprices are interdeppendent. 
Indicators that contracts have interdependent prices include: 
•	 the contracts are entered into at or near the same time 

• they are negotiated as a package with a single commercial objective
 

•• they are performed either concurrently or consecutively
 they are performed either concurrently or consecutively. 

A single contract would be segmented if its components are priced independently.  

Goods or services are priced independently if:
 
•• the entity or another entity regularly sells identical or similar goods or services
 the entity or another entity regularly sells identical or similar goods or services 

separately 

•	 the customer does not receive a significant discount for buying some goods or 
services together with other goods or services in the contracts.   

© 2010 KPMG LLP (Registration No. T08LL1267L), an accounting limited liability partnership registered in Singapore under the Limited 
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6  Financial Reporting Matters 7

Illustrative example 2
Identifying separate performance obligations

Facts
Company S enters into a contract with Customer B and promises to

• grant B exclusive right to use S’s technology to market, distribute and 
manufacture drugs

• provide research and development (R&D) service to B with the objective of 
obtaining regulatory approval to market and distribute the drugs.g g y pp g

Scenario 1 – Single performance obligation
B must use S to perform the R&D service because the know-how and 
expertise related to the technology are proprietary to S and are not available 
from other entities. 

In this scenario, the licence is not distinct because it is not, and could not be, 
sold separately since it does not have a distinct function.  S would account for 
the licence and the R&D service as a single performance obligation. 

Scenario 2 – Separate performance obligationsScenario 2 – Separate performance obligations
Other entities can perform the R&D services by using similar technology. 

In this scenario, the R&D service is distinct because similar services are sold 
by other entities.  The licence is also distinct because it could be sold 
separately since it has a distinct function (i e it has utility with R&D servicesseparately since it has a distinct function (i.e. it has utility with R&D services
that are sold separately by other entities) and a distinct margin (i.e. resources 
required to develop the licence and render the R&D service could be 
separately identified and are subject to different risks).  S would identify the 
licence and the R&D service as separate performance obligations. 

Entities that have accounted for contracts under IAS 11 and recognised revenue 
by reference to stage of completion at the contract level would now be requiredby reference to stage of completion at the contract level would now be required
to identify separate performance obligations and account for them separately. 

Similarly, entities that have applied the guidance on identifying separate 
components in the current interpretations by analogy to other transactions mayco po e ts t e cu e t te p etat o s by a a ogy to ot e t a sact o s ay
find themselves having different separate performance obligations under the ED. 

Step 3: Determine the transaction price 
Currently, revenue is measured at the fair value of consideration received. 
Revenue is recognised if it can be reliably measured and based on the present 
value of consideration due if payment extends beyond normal credit terms. 

The ED requires the transaction price to be determined based on the probability-
weighted amount of consideration that an entity expects to receive from the 
customer in exchange for the transfer of goods or services. In contrast, IAS 11 
and IAS 18 are silent on the probability-weighted approach.

© 2010 KPMG LLP (Registration No. T08LL1267L), an accounting limited liability partnership registered in Singapore under the Limited 
Liability Partnership Act (Chapter 163A), 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. Printed in Singapore.

Financial Reporting Matters 

Illustrative example 1 
Combining and segmenting contracts 

Facts 
Company S enters into an agreement with Customer B to sell equipment and 

i t i f t t l id ti f $400 S ll i ilmaintenance services for a total consideration of $400. S sells similar 
equipment and maintenance services on a stand-alone basis.  The stand-alone 
selling price of the equipment and the maintenance service is $375 and $30, 
respectively. 

AnalysisAnalysis 
In order to assess whether to segment the contract for the purposes of 
applying the ED, S considers first whether it or other entities regularly sells 
similar items on a stand-alone basis: this appears to be the case.  Secondly, S 
considers whether the customer receives significant discount for buying the 
items together; the discount is 1.23%, which does not appear to be 
significant. 

As the equipment and the maintenance services are regularly sold on a stand-
alone basis and the customer does not obtain a significant discount for buying 
the goods and services together, the equipment and maintenance services 
can be viewed as priced independently. S would segment the contract. 

Systematic approach to 
identifying separate 

performance obligations – Is 
promised good or service 

distinct? 

Th d h f bi i d ti t t i i il b t tThe proposed approach of combining and segmenting contracts is similar but not 
identical to IAS 11. For example, the combination criteria under IAS 11 require the 
contracts to be part of a single project with an overall profit margin but do not 
require the contracts to be entered into at or near the same time.  The proposed 
approach may result in outcomes that are different from the current practiceapproach may result in outcomes that are different from the current practice. 

Step 2: Identify the separate performance obligations in the contract 
IAS 18 requires an entity to consider whether a transaction contains separately 
identifiable components but does not provide guidance on identifying separateidentifiable components but does not provide guidance on identifying separate 
components in a transaction.  Whilst the recent interpretations (such as IFRIC 13, 
IFRIC 15 and IFRIC 18) provide guidance on the identification of components in 
specific circumstances, there is currently no comprehensive guidance that applies 
to all revenue ggeneratingg transactions. 

In contrast, the ED proposes a systematic approach to identifying separate 
performance obligations that would apply to all contracts with customers.  A 
promised good or service is a separate performance obligation if it is distinct from 
other goods or services in the contract.  A good or service has a distinct function if 
it has utility either on its own or together with other goods or services that the 
customer has acquired from the entity or is sold separately by the entity or by 
another entity. It has a distinct profit margin if it is subject to distinct risks and if 
the entity can identify separately the resources needed to provide the service. 

Some contracts can be broken down into a very large number of performance 
obligations.  However, it may not be necessary to apply the recognition and 

t i t t h t f bli ti if th measurement requirements to each separate performance obligation if the 
promised goods or services are transferred at the same time and accounting for 
the performance obligations together would result in the same outcome. 

© 2010 KPMG LLP (Registration No. T08LL1267L), an accounting limited liability partnership registered in Singapore under the Limited 
Liability Partnership Act (Chapter 163A), 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. Printed in Singapore. 



    

 

 

 
 

           

          

 

      
         

    

     

    

             

              

      

 

 

      
         

    

7 6  Financial Reporting Matters

Illustrative example 1
Combining and segmenting contracts

Facts
Company S enters into an agreement with Customer B to sell equipment and 

i t i f t t l id ti f $400 S ll i ilmaintenance services for a total consideration of $400.  S sells similar 
equipment and maintenance services on a stand-alone basis.  The stand-alone 
selling price of the equipment and the maintenance service is $375 and $30, 
respectively.

AnalysisAnalysis
In order to assess whether to segment the contract for the purposes of 
applying the ED, S considers first whether it or other entities regularly sells 
similar items on a stand-alone basis: this appears to be the case.  Secondly, S 
considers whether the customer receives significant discount for buying the 
items together; the discount is 1.23%, which does not appear to be 
significant.

As the equipment and the maintenance services are regularly sold on a stand-
alone basis and the customer does not obtain a significant discount for buying 
the goods and services together, the equipment and maintenance services 
can be viewed as priced independently. S would segment the contract.

Th d h f bi i d ti t t i i il b t tThe proposed approach of combining and segmenting contracts is similar but not
identical to IAS 11. For example, the combination criteria under IAS 11 require the 
contracts to be part of a single project with an overall profit margin but do not 
require the contracts to be entered into at or near the same time.  The proposed 
approach may result in outcomes that are different from the current practiceapproach may result in outcomes that are different from the current practice.

Step 2: Identify the separate performance obligations in the contract
IAS 18 requires an entity to consider whether a transaction contains separately 
identifiable components but does not provide guidance on identifying separateidentifiable components but does not provide guidance on identifying separate
components in a transaction.  Whilst the recent interpretations (such as IFRIC 13, 
IFRIC 15 and IFRIC 18) provide guidance on the identification of components in 
specific circumstances, there is currently no comprehensive guidance that applies 
to all revenue generating transactions.

Systematic approach to 
identifying separate 

performance obligations – Is 

g g

In contrast, the ED proposes a systematic approach to identifying separate 
performance obligations that would apply to all contracts with customers.  A 
promised good or service is a separate performance obligation if it is distinct from 

promised good or service 
distinct?

other goods or services in the contract.  A good or service has a distinct function if 
it has utility either on its own or together with other goods or services that the 
customer has acquired from the entity or is sold separately by the entity or by 
another entity.  It has a distinct profit margin if it is subject to distinct risks and if 
the entity can identify separately the resources needed to provide the service.

Some contracts can be broken down into a very large number of performance 
obligations.  However, it may not be necessary to apply the recognition and 

t i t t h t f bli ti if thmeasurement requirements to each separate performance obligation if the 
promised goods or services are transferred at the same time and accounting for 
the performance obligations together would result in the same outcome. 

© 2010 KPMG LLP (Registration No. T08LL1267L), an accounting limited liability partnership registered in Singapore under the Limited 
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Financial Reporting Matters 

Illustrative example 2 
Identifying separate performance obligations 

Facts 
Company S enters into a contract with Customer B and promises to 

• grant B exclusive right to use S’s technology to market, distribute and 
manufacture drugs 

• provide research and development (R&D) service to B with the objective of 
obtaining regulatory approval to market and distribute the drugs.g g  y  pp g 

Scenario 1 – Single performance obligation 
B must use S to perform the R&D service because the know-how and 
expertise related to the technology are proprietary to S and are not available 
from other entities. 

In this scenario, the licence is not distinct because it is not, and could not be, 
sold separately since it does not have a distinct function.  S would account for 
the licence and the R&D service as a single performance obligation. 

Scenario 2 – Separate performance obligations Scenario 2 Separate performance obligations 
Other entities can perform the R&D services by using similar technology. 

In this scenario, the R&D service is distinct because similar services are sold 
by other entities.  The licence is also distinct because it could be sold 
separately since it has a distinct function (i e it has utility with R&D services separately since it has a distinct function (i.e. it has utility with R&D services 
that are sold separately by other entities) and a distinct margin (i.e. resources 
required to develop the licence and render the R&D service could be 
separately identified and are subject to different risks).  S would identify the 
licence and the R&D service as separate performance obligations. 

Entities that have accounted for contracts under IAS 11 and recognised revenue 
by reference to stage of completion at the contract level would now be requiredby reference to stage of completion at the contract level would now be required 
to identify separate performance obligations and account for them separately. 

Similarly, entities that have applied the guidance on identifying separate 
compoponents in the current interppretations by analogy to other transactions mayayy ogy 
find themselves having different separate performance obligations under the ED. 

Step 3: Determine the transaction price 
Currently, revenue is measured at the fair value of consideration received. 
Revenue is recognised if it can be reliably measured and based on the present 
value of consideration due if payment extends beyond normal credit terms. 

The ED requires the transaction price to be determined based on the probability-
weighted amount of consideration that an entity expects to receive from the 
customer in exchange for the transfer of goods or services. In contrast, IAS 11 
and IAS 18 are silent on the probability-weighted approach. 
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8  Financial Reporting Matters 9

Step 5: Recognise revenue as each performance obligation is satisfied
U d IAS 18 iti it i f l f d i l d t f iUnder IAS 18, revenue recognition criteria for sale of goods include transferring 
significant risks and rewards of ownership to the customer and retaining neither 
continuing managerial involvement nor effective control over the goods sold.

Revenue under the scope of IAS 11 or from the rendering of services isRevenue under the scope of IAS 11 or from the rendering of services is
recognised by reference to the stage of completion when the outcome of the 
transaction can be estimated reliably. IAS 18 also generally requires upfront non-
refundable payments to be recognised as revenue provided that there are no 
future obligations for the entityfuture obligations for the entity.

The ED proposes that an entity would recognise revenue when a performance 
obligation is satisfied, i.e. when the customer obtains control of the promised 
good or service.  The customer obtains control of a good or service when the 

Shift from ‘risks and rewards’ 
to ‘transfer of control’ 

approach g g
customer has the ability to direct the use of the asset and to receive the benefit 
from the asset, or prevent other parties from directing the use and receiving the 
benefit from the asset. 

approach

Indicators that the customer has obtained control of a good or service:

• The customer has legal title.

• The customer has physical possession.

• The customer has an unconditional obligation to pay.

• The design or function is customer-specific.

The concept of continuous transfer of control to the customer under IFRIC 15 is 
carried over to the ED.  Under the ED, control is transferred continuously to the 
customer if the customer has the present ability to direct the use of and receive 
the benefit from the asset as it is produced, manufactured or constructed, i.e. the 
work in progress.  The entity would apply the revenue recognition method that 
b d i h i f f l f d i hbest depicts the continuous transfer of control of goods or services, such as 
output methods, input methods or methods based on the passage of time.

Illustrative example 4Illustrative example 4
Continuous transfer

Facts
Company S enters into an agreement to build engineering equipment for a 
fixed price The equipment is manufactured at S’s facility Payments arefixed price.  The equipment is manufactured at S s facility.  Payments are
made on a quarterly basis by the customer during construction and the legal 
title for the equipment passes upon delivery of the completed equipment.

Scenario 1 – Control transfers continuously
Payments are non-refundable and reflect the work completed during thePayments are non refundable and reflect the work completed during the
quarter.  The equipment is highly customised to the customer’s needs and 
the customer is highly involved in specifying the design.  If the contract is 
terminated, the customer retains the partially-completed equipment and is 
obliged to pay for any work completed to date.

In this scenario, S promises to provide the customer with materials and 
engineering services continuously because the customer controls the 
equipment throughout the manufacturing process.  Revenue is recognised on 
a continuous basis. 

© 2010 KPMG LLP (Registration No. T08LL1267L), an accounting limited liability partnership registered in Singapore under the Limited 
Liability Partnership Act (Chapter 163A), 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. Printed in Singapore.

Financial Reporting Matters 

Explicit guidance on factors 
for consideration in for consideration in 

determining transaction price 

Transaction price is allocated 
to separate performance 

obligations based on relative 
stand-alone selling prices 

Factors to consider when determining the transaction price include: 

• Estimates of variable consideration – variable consideration included in 
transaction price and revenue recognised only if it can be reasonably estimated 

• Effect of customer’s credit risk – consideration is adjusted to reflect 
customer’s credit risk and probability-weighted expected amount 

• Effect of time value of money if contract includes a material financing 
component – effects of financing component is separately accounted from the 
transfer of goods or services, applicable even for transactions with advance 
payment 

• Fair value of non-cash consideration – consideration measured indirectly by 
reference to stand-alone selling price of promised goods or services if it cannot 
be reasonably estimated 

• Whether a certain amount of consideration payable to the customer is aWhether a certain amount of consideration payable to the customer is a 
discount or payment for other goods or services – the transaction price is 
reduced by a consideration payable to the customer in excess of the fair value 
of goods or services received from the customer if both components exist. 

Illustrative example 3 
Consideration payable to a customer 

Facts 
Company S sells food products to a supermarket for $20 000 S also pays Company S sells food products to a supermarket for $20,000. S also pays 
$1,000 to the supermarket to stock, display and conduct cooking 
demonstrations to promote and sell the products.  The fair value of this 
service is $700 and S has assessed that the consideration paid to the 
supermarket is a payment for distinct service provided by the supermarket. 

Analysis 
S recognises an expense of $700 for the service rendered by the 
supermarket. The remaining $300 is accounted for as a reduction in the 
transaction price and S recognises revenue of $19,700 when the supermarket 
b i  l  f  h  dobtains control of the products. 

Step 4: Allocate the transaction price to the separate performance 
obligations 
IAS 18 does not prescribe the basis of allocating transaction price to the separate 
components of a transaction.  Current interpretations permit transaction price to 
be allocated based on the relative fair value of the components, or to the 
undelivered component.  This is by reference to its fair value with the balance to 
the delivered component (residual method). 

The ED proposes that the entity would allocate the transaction price to separate 
perfformance obli  bligatiions iin proportiion to thheiir rellatiive standd-allone sellilling priices, 
thereby effectively prohibiting the residual method.  When stand-alone selling 
prices are not directly observable, an entity would estimate them using 
approaches such as the “expected cost plus margin approach” or the “adjusted 
market assessment approach”.market assessment approach 

Subsequent to contract inception, any changes in the transaction price would be 
allocated to all performance obligations, including those that have been satisfied.  
Amounts allocated to satisfied performance obligations would be recognised asAmounts allocated to satisfied performance obligations would be recognised as 
adjustments to revenue in the period in which the change occurs. 
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9 8  Financial Reporting Matters

Factors to consider when determining the transaction price include:Explicit guidance on factors 
for consideration in • Estimates of variable consideration – variable consideration included in 

transaction price and revenue recognised only if it can be reasonably estimated 

• Effect of customer’s credit risk – consideration is adjusted to reflect 
customer’s credit risk and probability-weighted expected amount 

for consideration in
determining transaction price

• Effect of time value of money if contract includes a material financing 
component – effects of financing component is separately accounted from the 
transfer of goods or services, applicable even for transactions with advance 
payment 

• Fair value of non-cash consideration – consideration measured indirectly by 
reference to stand-alone selling price of promised goods or services if it cannot 
be reasonably estimated

• Whether a certain amount of consideration payable to the customer is aWhether a certain amount of consideration payable to the customer is a
discount or payment for other goods or services – the transaction price is 
reduced by a consideration payable to the customer in excess of the fair value 
of goods or services received from the customer if both components exist.

Illustrative example 3
Consideration payable to a customer

Facts
Company S sells food products to a supermarket for $20 000 S also paysCompany S sells food products to a supermarket for $20,000.  S also pays
$1,000 to the supermarket to stock, display and conduct cooking 
demonstrations to promote and sell the products.  The fair value of this 
service is $700 and S has assessed that the consideration paid to the 
supermarket is a payment for distinct service provided by the supermarket.

Analysis
S recognises an expense of $700 for the service rendered by the 
supermarket.   The remaining $300 is accounted for as a reduction in the 
transaction price and S recognises revenue of $19,700 when the supermarket 
b i l f h d

Step 4: Allocate the transaction price to the separate performance 

obtains control of the products.

obligations
IAS 18 does not prescribe the basis of allocating transaction price to the separate 
components of a transaction.  Current interpretations permit transaction price to 
be allocated based on the relative fair value of the components, or to the 
undelivered component.  This is by reference to its fair value with the balance to 
the delivered component (residual method).

The ED proposes that the entity would allocate the transaction price to separate 
f bli i i i h i l i d l lli i

Transaction price is allocated 
performance obligations in proportion to their relative stand-alone selling prices, 
thereby effectively prohibiting the residual method.  When stand-alone selling 
prices are not directly observable, an entity would estimate them using 
approaches such as the “expected cost plus margin approach” or the “adjusted 
market assessment approach”

to separate performance 
obligations based on relative 

stand-alone selling prices

market assessment approach .

Subsequent to contract inception, any changes in the transaction price would be 
allocated to all performance obligations, including those that have been satisfied.  
Amounts allocated to satisfied performance obligations would be recognised asAmounts allocated to satisfied performance obligations would be recognised as
adjustments to revenue in the period in which the change occurs.
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Illustrative exam 4

are non refundable and reflect the work the

Financial Reporting Matters 

Shift from ‘risks and rewards’ 
to ‘transfer of control’ 

approachapproach 

Step 5: Recognise revenue as each performance obligation is satisfied 
U d  IAS  18  iti  it  i  f  l  f  d  i  l d  t  f  iUnder IAS 18, revenue recognition criteria for sale of goods include transferring 
significant risks and rewards of ownership to the customer and retaining neither 
continuing managerial involvement nor effective control over the goods sold. 

Revenue under the scope of IAS 11 or from the rendering of services isRevenue under the scope of IAS 11 or from the rendering of services is 
recognised by reference to the stage of completion when the outcome of the 
transaction can be estimated reliably. IAS 18 also generally requires upfront non-
refundable payments to be recognised as revenue provided that there are no 
future obligations for the entityfuture obligations for the entity. 

The ED proposes that an entity would recognise revenue when a performance 
obligation is satisfied, i.e. when the customer obtains control of the promised 
good or service. The customer obtains control of a ggood or service when the g 
customer has the ability to direct the use of the asset and to receive the benefit 
from the asset, or prevent other parties from directing the use and receiving the 
benefit from the asset. 

Indicators that the customer has obtained control of a good or service: 

• The customer has legal title. 

• The customer has physical possession. 

• The customer has an unconditional obligation to pay. 

• The design or function is customer-specific. 

The concept of continuous transfer of control to the customer under IFRIC 15 is 
carried over to the ED. Under the ED, control is transferred continuously to the 
customer if the customer has the present ability to direct the use of and receive 
the benefit from the asset as it is produced, manufactured or constructed, i.e. the 
work in progress.  The entity would apply the revenue recognition method that 
b d i h i f f l f d i hbest depicts the continuous transfer of control of goods or services, such as 
output methods, input methods or methods based on the passage of time. 

Illustrative example 4ple 
Continuous transfer 

Facts 
Company S enters into an agreement to build engineering equipment for a 
fixed price The equipment is manufactured at S’s facility Payments are fixed price. The equipment is manufactured at S s  facility. Payments are 
made on a quarterly basis by the customer during construction and the legal 
title for the equipment passes upon delivery of the completed equipment. 

Scenario 1 – Control transfers continuously 
Payments are non-refundable and reflect the work completed during the Payments completed during 
quarter.  The equipment is highly customised to the customer’s needs and 
the customer is highly involved in specifying the design.  If the contract is 
terminated, the customer retains the partially-completed equipment and is 
obliged to pay for any work completed to date. 

In this scenario, S promises to provide the customer with materials and 
engineering services continuously because the customer controls the 
equipment throughout the manufacturing process.  Revenue is recognised on 
a continuous basis. 
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Financial Reporting Matters 11

The ED appears to use more restrictive language than IAS 11 relating to allocated 
t IAS 11 it i di t t tt ib t bl t t t ti it t bcosts.  IAS 11 permits indirect costs attributable to contract activity to be 

allocated to specific contracts.  In contrast, the ED refers only to the allocation of 
costs that relate directly to the contract or contract activities. It is not clear 
whether the ED intends to restrict the extent of allocated costs eligible for 
capitalisationcapitalisation.

C.  Onerous test assessed at performance obligation level
Currently, the requirements of IAS 11 and IAS 37 on accounting for foreseeable 
losses and losses on onerous contracts respectively focus primarily onlosses and losses on onerous contracts, respectively, focus primarily on
assessing whether a contract will be loss-making.

The ED proposes that an entity would evaluate whether an onerous performance 
obligation exists by considering whether the present value of the probability-

Onerous test to be assessed at 
performance obligation level g y g p p y

weighted direct costs of satisfying a separate performance obligation exceed its 
allocated transaction price. A loss would be recognised for onerous performance 
obligation even if the contract is profitable overall. Any loss would be first 
recognised as an impairment loss against any recognised asset relating to the 

p g

contract, and any excess loss would be recognised as a separate liability for the 
onerous performance obligation. 

D. Specific application issues
Sale and repurchase contracts
If an entity sells an asset to a customer and agrees to repurchase that asset (or an 
asset that is substantially the same or an asset of which the sold asset is a 
component) in the future, the entity would consider whether or not the contract is 
i f th EDin scope of the ED.

Repurchase agreements can be:
• a customer’s unconditional right to require the entity to repurchase the asset (a 

put option)put option)

• an entity’s unconditional obligation to repurchase the asset (a forward)

• an entity’s unconditional right to repurchase the asset (a call option).

If the customer has a put option, then the customer has control of the asset.  In 
such cases, the contract would be in the scope of the ED and the entity would 
account for the agreement similarly to the sale of a product with a right of return.

Th ED ld t l t h t h b th tit h

Only customer put options are 
in the scope of the ED –

similar treatment as sale of 
goods with a right of return

The ED would not apply to repurchase agreements whereby the entity has an 
unconditional obligation or right to repurchase the asset, since the customer 
would not have obtained control of the asset. The asset is not derecognised in 
such cases.  The entity would account for the transaction as a right of use under 
IAS 17 or as a financing arrangementIAS 17 or as a financing arrangement.

Product warranties and product liabilities
Under IAS 18, a standard warranty clause in a sale contract that does not result in 
the retention of significant risks by the seller would not preclude the recognitionthe retention of significant risks by the seller would not preclude the recognition
of revenue at the date of sale.  In this case, a warranty provision is recognised in 
accordance with IAS 37 Provisions, Contingent Liabilities and Contingent Assets 
at the date of sale of the product for the best estimate of the costs to be incurred 
for repairing or replacing defective products.  However, an abnormal warrantyp g p g p , y
obligation may indicate that the significant risks and rewards of ownership have 
not been passed to the buyer such that revenue recognition should be deferred.
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10 Financial Reporting Matters 

Illustrative example 4 (continued) 
Continuous transfer 

Scenario 2 – Control transfers at a point in time 
Quarterly payments are fixed at inception of the contract. The equipment is of 
a standard design and the customer cannot specify major aspects of the 
d i  If  h  i  i  d  h  S  f  design. If the contract is terminated, the customer compensates S for any 
loss of profit on sale of the equipment to another customer. 

In this scenario, the customer does not obtain control of the equipment until 
upon its delivery. S provides the customer with engineering equipment and 

ld i h th i t i l t dwould recognise revenue when the equipment is completed. 

Proposed withdrawal of 
percentage of completion 

method 

Shift of focus from deferring 
sufficient consideration for sufficient consideration for 

future obligations to 
recognising revenue only 

when performance 
obliggations are satisfied 

Costs are capitalised only if 
they relate directly to future 

perfformance undder a conttractt 

The ED proposes to withdraw the percentage of completion method under IAS 11 
that is commonly used to recognise revenue from the construction of assets that 
are specified by customers.  A similar accounting outcome may arise under the 
ED if control of constructed asset is transferred to the customer continuously. 

The ED also contains guidance on the assessment of customer acceptance 

clauses in determining whether a customer has obtained control of a promised 

good or service. Customer acceptance is a formality when the entity can 

objectively determine that a good or service has been transferred in accordance 

with th ith the specifi ifications iin the conttractt. R t b i d til
ti th Revenue cannot be recognised until 
customer acceptance is obtained unless the customer acceptance is a formality.  

The shift of focus from deferring sufficient consideration for future obligations to 
recognising revenue only when performance obligations are satisfied would recognising revenue only when performance obligations are satisfied would 
effectively result in deferring revenue recognition for upfront non-refundable 
payments. Upfront non-refundable payments are not separate performance 
obligations under the ED. They would have to be included in total consideration, 
allocated to identified separate performance obligations and recognised as allocated to identified separate performance obligations, and recognised as
 
revenue only when the performance obligations are satisfied.
 

Contract modifications 
Under IAS 11, variations and claims for costs not included in the origginal contract 
price are included in contract revenue when it is probable that the variations or 
claims will be accepted by the customer, and the amount can be measured 
reliably. 

The ED proposes that the entity would account for a contract modification as part 
of the original contract only if they are priced interdependently, and recognise the 
cumulative effective of the contract modification in the period in which the 
modification occurs.  A contract modification would be accounted for as a 
separate contract if it is priced independently from the original contract. 

B. Specific guidance on capitalisation of contract costs 
The ED proposes that a separate asset would be recognised only if the costs 


l t di tl t th t t t h th t ill b d i
 relate directly to the contract, generate or enhance resources that will be used in 
satisfying future performance under a contract and are expected to be recovered, 
unless they are otherwise eligible for capitalisation under other IFRSs. 
Specifically, costs that are not eligible for capitalisation include: 
• costs of obtaining a contract • costs of obtaining a contract 

• costs that relate to satisfied performance obligations 

• abnormal amount of wasted materials, labour, or other contract costs. 

Contract costs recognised as an asset under the ED would be amortised as the 

entity transfers the related good or service to the customer.
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10 Financial Reporting Matters

Illustrative example 4 (continued)
C ti t fContinuous transfer

Scenario 2 – Control transfers at a point in time
Quarterly payments are fixed at inception of the contract. The equipment is of 
a standard design and the customer cannot specify major aspects of the 
d i If h i i d h S fdesign.  If the contract is terminated, the customer compensates S for any 
loss of profit on sale of the equipment to another customer.

In this scenario, the customer does not obtain control of the equipment until 
upon its delivery. S provides the customer with engineering equipment and 

ld i h th i t i l t d

The ED proposes to withdraw the percentage of completion method under IAS 11 

would recognise revenue when the equipment is completed.

Proposed withdrawal of 

that is commonly used to recognise revenue from the construction of assets that 
are specified by customers.  A similar accounting outcome may arise under the 
ED if control of constructed asset is transferred to the customer continuously.

percentage of completion 
method

The ED also contains guidance on the assessment of customer acceptance 
clauses in determining whether a customer has obtained control of a promised 
good or service.  Customer acceptance is a formality when the entity can 
objectively determine that a good or service has been transferred in accordance 

ith th ifi ti i th t t R t b i d tilwith the specifications in the contract.  Revenue cannot be recognised until
customer acceptance is obtained unless the customer acceptance is a formality.  

The shift of focus from deferring sufficient consideration for future obligations to 
recognising revenue only when performance obligations are satisfied would

Shift of focus from deferring 
sufficient consideration for recognising revenue only when performance obligations are satisfied would

effectively result in deferring revenue recognition for upfront non-refundable 
payments.  Upfront non-refundable payments are not separate performance 
obligations under the ED. They would have to be included in total consideration, 
allocated to identified separate performance obligations and recognised as

sufficient consideration for
future obligations to 

recognising revenue only 
when performance 

obligations are satisfied allocated to identified separate performance obligations, and recognised as
revenue only when the performance obligations are satisfied.

Contract modifications
Under IAS 11, variations and claims for costs not included in the original contract 

g

g
price are included in contract revenue when it is probable that the variations or 
claims will be accepted by the customer, and the amount can be measured 
reliably.

The ED proposes that the entity would account for a contract modification as part 
of the original contract only if they are priced interdependently, and recognise the 
cumulative effective of the contract modification in the period in which the 
modification occurs.  A contract modification would be accounted for as a 
separate contract if it is priced independently from the original contract. 

B. Specific guidance on capitalisation of contract costs
The ED proposes that a separate asset would be recognised only if the costs 

l t di tl t th t t t h th t ill b d i

Costs are capitalised only if 
they relate directly to future 

f d t t relate directly to the contract, generate or enhance resources that will be used in 
satisfying future performance under a contract and are expected to be recovered, 
unless they are otherwise eligible for capitalisation under other IFRSs. 
Specifically, costs that are not eligible for capitalisation include:
• costs of obtaining a contract

performance under a contract

• costs of obtaining a contract

• costs that relate to satisfied performance obligations

• abnormal amount of wasted materials, labour, or other contract costs.

Contract costs recognised as an asset under the ED would be amortised as the 
entity transfers the related good or service to the customer.
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Onerous test to be assessed at 
performance obliggation levelp 

Only customer put options are 
in the scope of the ED – 

similar treatment as sale of 
goods with a right of return 

The ED appears to use more restrictive language than IAS 11 relating to allocated 
t IAS 11 IAS 11 permitits iindidi rectt costts att ttributtablble tto conttractt actiti vit ity tto bbecosts. ib 

allocated to specific contracts.  In contrast, the ED refers only to the allocation of 
costs that relate directly to the contract or contract activities. It is not clear 
whether the ED intends to restrict the extent of allocated costs eligible for 
capitalisationcapitalisation. 

C.  Onerous test assessed at performance obligation level 
Currently, the requirements of IAS 11 and IAS 37 on accounting for foreseeable 
losses and losses on onerous contracts respectively focus primarily on losses and losses on onerous contracts, respectively, focus primarily on 
assessing whether a contract will be loss-making. 

The ED proposes that an entity would evaluate whether an onerous performance 
obliggation exists byy considerin gg  whether the ppresent value of the pprobabilityy-
weighted direct costs of satisfying a separate performance obligation exceed its 
allocated transaction price. A loss would be recognised for onerous performance 
obligation even if the contract is profitable overall. Any loss would be first 
recognised as an impairment loss against any recognised asset relating to the 
contract, and any excess loss would be recognised as a separate liability for the 
onerous performance obligation. 

D. Specific application issues 
Sale and repurchase contracts 
If an entity sells an asset to a customer and agrees to repurchase that asset (or an 
asset that is substantially the same or an asset of which the sold asset is a 
component) in the future, the entity would consider whether or not the contract is 
i  f  th  ED  in scope of the ED. 

Repurchase agreements can be: 
• a customer’s unconditional right to require the entity to repurchase the asset (a 

put option)put option) 

• an entity’s unconditional obligation to repurchase the asset (a forward) 

• an entity’s unconditional right to repurchase the asset (a call option). 

If the customer has a put option, then the customer has control of the asset.  In 
such cases, the contract would be in the scope of the ED and the entity would 
account for the agreement similarly to the sale of a product with a right of return. 

ThThe EDED would nott applly tto repurchase agreementts whherebby the entit tity has anld h th h 
unconditional obligation or right to repurchase the asset, since the customer 
would not have obtained control of the asset. The asset is not derecognised in 
such cases.  The entity would account for the transaction as a right of use under 
IAS 17 or as a financing arrangementIAS 17 or as a financing arrangement. 

Product warranties and product liabilities 
Under IAS 18, a standard warranty clause in a sale contract that does not result in 
the retention of significant risks by the seller would not preclude the recognitionthe retention of significant risks by the seller would not preclude the recognition 
of revenue at the date of sale.  In this case, a warranty provision is recognised in 
accordance with IAS 37 Provisions, Contingent Liabilities and Contingent Assets 
at the date of sale of the product for the best estimate of the costs to be incurred 
for reppairingg  or repplacingg defective pproducts. However,, an abnormal warrantyy 
obligation may indicate that the significant risks and rewards of ownership have 
not been passed to the buyer such that revenue recognition should be deferred. 
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Financial Reporting Matters 13

Illustrative example 5

Facts
On 1 January, Company S enters into a contract with Customer B to sell products X and Y 
for a total consideration of $1,000.  Payment is due 30 days after the delivery of product Y.

S identifies separate performance obligations for products X and Y and allocates to them p p g p
consideration of $400 and $600, respectively, based on their relative stand-alone selling 
prices.  S transfers products X and Y to B on 1 June and 1 July, respectively.

On 1 June, S recognises contract asset and revenue from sale of product X:

D C $Dr  Contract asset $ 400

Cr  Revenue $ 400

On 1 July, S recognises the unconditional right to consideration and revenue 
from sale of product Y:

Dr  Trade receivables $1,000

Cr  Contract asset $ 400

Cr  Revenue $ 600

The ED proposes significantly more extensive disclosures about the contracts 
with customers, and significant judgements and changes in judgements made in 
determining the timing of satisfaction of separate performance obligations, the 

i i d i ll i h f bli i

More extensive disclosure 
requirements

transaction price and its allocation to the separate performance obligations.

What is the effective date and transitional provision?
The ED does not propose an effective date as the IASB plans to issue a separate 
consultation document on the effective date of this ED and other new standards 
scheduled to be completed in 2011.

The ED proposes that the new standard would be applied retrospectively in Retrospective application

accordance with IAS 8 Accounting Policies, Changes in Accounting Estimates and 
Errors.  The ED does not state whether early application of the new standard 
would be permitted. However, the IASB proposes that first-time adopters of 
IFRSs would be permitted to adopt the new standard early.Ss ou d be pe tted to adopt t e e sta da d ea y

When will the proposed change be finalised? 
The comment deadline is 22 October 2010.  IASB plans to issue the new 
standard by June 2011standard by June 2011.

Find out more
New on the Horizon: Revenue from contracts with 
customers is a publication produced by KPMG Internationalcustomers is a publication produced by KPMG International
Standards Group.

This publication addresses the requirements and issues 
discussed above in greater detail. It also provides 
illustrative examples on the application of the proposed 
requirements.

This publication is available for download at: 
http://www kpmg com/Global/en/IssuesAndInsights/ArticlesPublications/New-on-the-http://www.kpmg.com/Global/en/IssuesAndInsights/ArticlesPublications/New on the
Horizon/Documents/new-on-the-horizon-revenue-from-contracts-with-customers-13-july-
2010.pdf

KPMG International Standards Group has also published various line of 
business publications which consider the proposals in the ED with additional 
focus on the potential impact on these industries. These publications are 
available for download at: 
http://www.kpmg.com/Global/en/IssuesAndInsights/ArticlesPublications/ILine-of-
Business publications/Pages/default aspxBusiness-publications/Pages/default.aspx
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Warranties for latent defects 
or post delivery faults or post-delivery faults – 

Separate performance 
obligation? 

Customer option for 
additional goods or services – 

Material rigght exists? 

Specific guidance on licensing 
arrangement – Are rights 

exclusive? 

The ED proposes to differentiate between warranties that cover latent defects 
(i  (i.e. ddeffectts thatt existt whhen th  the product it is transfferredd tto th  the custtomer)) and thoseth  i  d  t  d th  
that cover post-delivery faults. Warranties that cover latent defects are not 
considered a separate performance obligation.  Instead, an entity would estimate 
the likelihood and extent of defective products and defer a portion of the revenue 
in respect of defective products in respect of defective products. Warranties for post delivery faults would be Warranties for post-delivery faults would be 
accounted for as separate performance obligations, and transaction price 
allocated to warranties for post-delivery faults would be recognised as revenue 
only when obligations are satisfied. 

Customer option for additional goods or services 
Currently, IFRIC 13 requires award credits which entitle customers to acquire free 
or discounted goods or services in the future to be accounted for as a separate 
compponent from the origginal sale transaction. 

The ED proposes that the option granted to the customer would give rise to 
separate performance obligation in a sale contract only if the option provides a 
material right to the customer.  The option is a material right if: 
•	 the customer would not have obtained the option without entering into the sale 

agreement 

•	 the option gives the customer the right to acquire additional goods or services 
at a pprice below stand-alone selling price.g p  

Licence or right to use intellectual property 
Under IAS 18, revenue from a licence that grants the right to use an asset for a 
sppecified pperiod of time mayy be reco ggnised on a straigght-line basis over the 
licence period.  Conversely, a licensing agreement under which the licensor has 
no control over the licensee’s use of that asset and has no obligations 
subsequent to delivery is, in substance, a sale, and revenue is recognised at the 
time of sale. 

The ED focuses on whether the customer has obtained control of substantially all 
rights associated with the intellectual property.  If so, the transaction is regarded 
as a sale and revenue is recognised when the customer is able to use and benefit 
from the rights.  Otherwise, the transaction is considered a licensing arrangement 
and revenue recognition would depend on whether the rights are exclusive.  

Revenue is recognised over the licensing period, if the rights are exclusive since 
th tit t i f bli ti i th f f i t t f ithe entity retains performance obligations in the form of a requirement to refrain 
from granting the rights to another party. If the rights are not exclusive, revenue 
is recognised when the customer is able to use and benefit from the rights. 

EE. Presentation and disclosures Presentation and disclosures 
The ED proposes that an entity would present a contract asset or a contract 
liability in the statement of financial position when it performs by transferring 
goods or services or when the customer performs by paying consideration. 

An entity would present capitalised contract costs according to their nature 
separately from the contract asset or liability. Liability for onerous performance 
obligations would also be presented separately from the contract asset or liability. 

Under the ED, an unconditional right to receive consideration would be accounted 
for as a financial asset under IAS 39.  A right to consideration is unconditional 
when only the passage of time is required before the consideration is due. 
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12 Financial Reporting Matters

The ED proposes to differentiate between warranties that cover latent defects 
(i d f t th t i t h th d t i t f d t th t ) d th

Warranties for latent defects 
or post delivery faults (i.e. defects that exist when the product is transferred to the customer) and those 

that cover post-delivery faults. Warranties that cover latent defects are not 
considered a separate performance obligation.  Instead, an entity would estimate 
the likelihood and extent of defective products and defer a portion of the revenue 
in respect of defective products Warranties for post delivery faults would be

or post-delivery faults –
Separate performance 

obligation? 

in respect of defective products.  Warranties for post-delivery faults would be
accounted for as separate performance obligations, and transaction price 
allocated to warranties for post-delivery faults would be recognised as revenue 
only when obligations are satisfied. 

Customer option for additional goods or services
Currently, IFRIC 13 requires award credits which entitle customers to acquire free 
or discounted goods or services in the future to be accounted for as a separate 
component from the original sale transaction. p g

The ED proposes that the option granted to the customer would give rise to 
separate performance obligation in a sale contract only if the option provides a 
material right to the customer.  The option is a material right if:

Customer option for 
additional goods or services –

Material right exists?
• the customer would not have obtained the option without entering into the sale 

agreement

• the option gives the customer the right to acquire additional goods or services 
at a price below stand-alone selling price.

g

p g p

Licence or right to use intellectual property
Under IAS 18, revenue from a licence that grants the right to use an asset for a 
specified period of time may be recognised on a straight-line basis over the p p y g g
licence period.  Conversely, a licensing agreement under which the licensor has 
no control over the licensee’s use of that asset and has no obligations 
subsequent to delivery is, in substance, a sale, and revenue is recognised at the 
time of sale.

The ED focuses on whether the customer has obtained control of substantially all 
rights associated with the intellectual property.  If so, the transaction is regarded 
as a sale and revenue is recognised when the customer is able to use and benefit 

Specific guidance on licensing 
arrangement – Are rights 

exclusive?
from the rights.  Otherwise, the transaction is considered a licensing arrangement 
and revenue recognition would depend on whether the rights are exclusive.  

Revenue is recognised over the licensing period, if the rights are exclusive since 
th tit t i f bli ti i th f f i t t f ithe entity retains performance obligations in the form of a requirement to refrain 
from granting the rights to another party. If the rights are not exclusive, revenue 
is recognised when the customer is able to use and benefit from the rights. 

E Presentation and disclosuresE.  Presentation and disclosures
The ED proposes that an entity would present a contract asset or a contract 
liability in the statement of financial position when it performs by transferring 
goods or services or when the customer performs by paying consideration. 

An entity would present capitalised contract costs according to their nature 
separately from the contract asset or liability. Liability for onerous performance 
obligations would also be presented separately from the contract asset or liability.

Under the ED, an unconditional right to receive consideration would be accounted 
for as a financial asset under IAS 39.  A right to consideration is unconditional 
when only the passage of time is required before the consideration is due.
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Illustrative example 5 

Facts 
On 1 January, Company S enters into a contract with Customer B to sell products X and Y 
for a total consideration of $1,000.  Payment is due 30 days after the delivery of product Y. 

S identifies separate performance obligations for products X and Y and allocates to them p p g p 
consideration of $400 and $600, respectively, based on their relative stand-alone selling 
prices.  S transfers products X and Y to B on 1 June and 1 July, respectively. 

More extensive disclosure 
requirements 

Retrospective application 

On 1 June, S recognises contract asset and revenue from sale of product X: 

D C  $Dr Contract asset $ 400 

Cr  Revenue $ 400 

On 1 July, S recognises the unconditional right to consideration and revenue 
from sale of product Y: 

Dr Trade receivables $1,000 

Cr Contract asset $ 400 

Cr  Revenue $ 600 

The ED proposes significantly more extensive disclosures about the contracts 
with customers, and significant judgements and changes in judgements made in 
determining the timing of satisfaction of separate performance obligations, the 
transactiion priice and its allllocatiion to thhe separate performance obli bligatiions.d i f 

What is the effective date and transitional provision? 
The ED does not propose an effective date as the IASB plans to issue a separate 
consultation document on the effective date of this ED and other new standards 
scheduled to be completed in 2011. 

The ED proposes that the new standard would be applied retrospectively in 
accordance with IAS 8 Accounting Policies, Changes in Accounting Estimates and 
Errors.  The ED does not state whether early application of the new standard 
would be permitted. However, the IASB proposes that first-time adopters of 
IFRSs would be pep rmitted to adoptdopt the new standard earlyy. 

When will the proposed change be finalised? 
The comment deadline is 22 October 2010.  IASB plans to issue the new 
standard by June 2011standard by June 2011. 

Find out more 
New on the Horizon: Revenue from contracts with 
customerscustomers is a publication produced by KPMG Internationalis a publication produced by KPMG International 
Standards Group. 

This publication addresses the requirements and issues 
discussed above in greater detail. It also provides 
illustrative examples on the application of the proposed 
requirements. 

This publication is available for download at: 
http://www kpmg com/Global/en/IssuesAndInsights/ArticlesPublications/New-on-the-http://www.kpmg.com/Global/en/IssuesAndInsights/ArticlesPublications/New on the 
Horizon/Documents/new-on-the-horizon-revenue-from-contracts-with-customers-13-july-
2010.pdf 

KPMG International Standards Group has also published various line of 
business publications which consider the proposals in the ED with additional 
focus on the potential impact on these industries. These publications are 
available for download at: 
http://www.kpmg.com/Global/en/IssuesAndInsights/ArticlesPublications/ILine-of-
BusinessBusiness-publications/Pages/default aspxpublications/Pages/default.aspx 
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International developmentsInternational developments

On 6 May 2010, the IASB issued the Improvements to IFRSs 2010 resulting from 
the third annual improvements project.  The improvements contain 11 
amendments to six standards and one interpretation. (Please refer to Briefing

Improvements to IFRSs 2010 

amendments to six standards and one interpretation. (Please refer to Briefing
Sheet – Issue 185 for more details.)

The amendments are generally effective for annual periods beginning on or after 1 
January 2011, except for those affecting IFRS 3 Business Combinations, which 
are effective for annual periods beginning on or after 1 July 2010.  Early 
application is permitted.

In Singapore, the ASC is expected to issue the same Improvements to FRSs with 
the same effective dates.

On 17 August 2010, the IASB and FASB published a joint ED Leases. The ED 
proposes that a new standard on lease accounting for lessees and lessors replace 
IAS 17 L IFRIC 4 D i i h h A i L

ED/2010/9 Leases

IAS 17 Leases, IFRIC 4 Determining whether an Arrangement contains a Lease, 
SIC-15 Operating Leases – Incentives and SIC-27 Evaluating the Substance of 
Transactions Involving the Legal Form of a Lease. 

The ED proposes new models for lessee and lessor accounting which wouldThe ED proposes new models for lessee and lessor accounting, which would
change current lease accounting requirements significantly. 

The ED proposes a model for lessee accounting under which a lessee would 
recognise a “right-of-use” asset representing its right to use the underlying assetrecognise a right-of-use asset representing its right to use the underlying asset
and a liability representing its obligation to pay lease rentals over the lease term.

The ED proposes two different accounting models for lessors: the 
performance obligation approach and the derecognition approach. If a lessorperformance obligation approach and the derecognition approach. If a lessor
retains exposure to significant risks and benefits associated with the underlying 
asset, then it would apply the performance obligation approach to the lease; 
otherwise it would apply the derecognition approach.

• Under the performance obligation approach, the lessor would continue to 
recognise its interest in the underlying asset, and would recognise a new asset 
representing its right to receive lease payments from the lessee and a new 
liability representing its obligation to deliver use of the underlying asset  to the 
lessee during the lease term. 

• Under the derecognition approach, the lessor would recognise a new asset 
representing its right to receive lease payments from the lessee, derecognise a 
portion of the underlying asset representing the lessee’s rights and reclassify 
the remaining portion as a residual asset representing its right to the underlying 
leased asset at the end of the lease term.

The IASB has invited comments on this ED by 15 December 2010.  In Singapore, 
the ASC has also issued the same ED for public comment by 22 October 2010.

Other local developments
Other local developments
 

Release of Guidance to 
Audit Committees on 

y ofy 
Work Performed by 

External Auditors 

The AC should discuss 
matters identified through the 
Publication with management 
and consider each company’s 

unique circumstances when 
applying this guidance. 

On 15 July 2010, ACRA and the SGX released the publication Guidance to Audit 
Committees (AC) on Evaluation of Quality of Work Performed by External Auditors 
to assist ACs in evaluating the quality of work performed by their external auditors, to assist ACs in evaluating the quality of work performed by their external auditors, 
especially during the appointment, reappointment and rotation of statutory 
auditors. 

This publication was developed based on observations from ACRA’s Practice 
Monitoring Programme.  It provides quality assurance to market participants, by 
evaluating whether public accountants have complied with the relevant 
professional standards and regulatory requirements in discharging their 
responsibilities for the provision of public accountancy services in Singapore. 

Audit quality is said to be represented by four key elements (E.A.S.E.): 

1. Emphasis on quality by the audit engagement partner and the audit firm 
• An audit firm should have a culture of achieving high quality audits. The  AC 

should be aware of the audit firm’s system of quality control. 

• Audit plans and subsequent changes to the plan should be communicated to 
the AC on a timely basis. 

2 Allocation of adequate and appropriate human resources2. Allocation of adequate and appropriate human resources 
• The AC should ensure the engagement partner confirms the independence 

of each team member.  

• The AC should be informed of the detailed plan outlining areas of 
responsibility the stipulated audit periods for areas of work to be completed responsibility, the stipulated audit periods for areas of work to be completed 
and information on the members performing the audit. 

3. Substantial involvement of the audit engagement partner 
• The AC should give particular attention to the extent of involvement of the 

audit engagement partneraudit engagement partner. 

4. Exercise of professional scepticism 
• Auditors should exercise an appropriate level of professional scepticism when 

evaluating management assertions, particularly in areas such as related party 
transactions external confirmations and when relying on the work of experts transactions, external confirmations and when relying on the work of experts 
and component auditors. 

This publication also contains a set of sample questions that AC members may 
want to ask when evaluating the quality of their external audit want to ask when evaluating the quality of their external audit. The publication The publication 
does not impose additional compliance requirements or supersede existing 
requirements to which ACs might already be subject. 

Find out more 
For more details about E.A.S.E., you can access ACRA’s website at: 

http://www.sgx.com/wps/wcm/connect/1574c600433a3de99880fd307a3dd506/Guidanc 
e+to+Audit+Comms+by+ACRA+SGX+2010+Revised.pdf?MOD=AJPERES 
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Other local developmentsOther local developments

On 15 July 2010, ACRA and the SGX released the publication Guidance to Audit 
Committees (AC) on Evaluation of Quality of Work Performed by External Auditors 
to assist ACs in evaluating the quality of work performed by their external auditors,

Release of Guidance to 
Audit Committees on 

Evaluation of Quality of to assist ACs in evaluating the quality of work performed by their external auditors,
especially during the appointment, reappointment and rotation of statutory 
auditors.

This publication was developed based on observations from ACRA’s Practice 

y
Work Performed by 

External Auditors

Monitoring Programme.  It provides quality assurance to market participants, by 
evaluating whether public accountants have complied with the relevant 
professional standards and regulatory requirements in discharging their 
responsibilities for the provision of public accountancy services in Singapore.

The AC should discuss 
matters identified through the 
Publication with management 

Audit quality is said to be represented by four key elements (E.A.S.E.): 

1. Emphasis on quality by the audit engagement partner and the audit firm 
• An audit firm should have a culture of achieving high quality audits. The  AC 

and consider each company’s 
unique circumstances when 

applying this guidance.

should be aware of the audit firm’s system of quality control. 

• Audit plans and subsequent changes to the plan should be communicated to 
the AC on a timely basis. 

2 Allocation of adequate and appropriate human resources2. Allocation of adequate and appropriate human resources
• The AC should ensure the engagement partner confirms the independence 

of each team member.  

• The AC should be informed of the detailed plan outlining areas of 
responsibility the stipulated audit periods for areas of work to be completedresponsibility, the stipulated audit periods for areas of work to be completed
and information on the members performing the audit. 

3. Substantial involvement of the audit engagement partner 
• The AC should give particular attention to the extent of involvement of the 

audit engagement partneraudit engagement partner. 

4. Exercise of professional scepticism 
• Auditors should exercise an appropriate level of professional scepticism when 

evaluating management assertions, particularly in areas such as related party 
transactions external confirmations and when relying on the work of expertstransactions, external confirmations and when relying on the work of experts
and component auditors. 

This publication also contains a set of sample questions that AC members may 
want to ask when evaluating the quality of their external audit The publicationwant to ask when evaluating the quality of their external audit.  The publication
does not impose additional compliance requirements or supersede existing 
requirements to which ACs might already be subject.

Find out more
For more details about E.A.S.E., you can access ACRA’s website at:

http://www.sgx.com/wps/wcm/connect/1574c600433a3de99880fd307a3dd506/Guidanc
e+to+Audit+Comms+by+ACRA+SGX+2010+Revised.pdf?MOD=AJPERES
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International developmentsInternational developments 

Improvements to IFRSs 2010 

ED/2010/9 Leases 

On 6 May 2010, the IASB issued the Improvements to IFRSs 2010 resulting from 
the third annual improvements project.  The improvements contain 11 
amendments to six standards and one interpretation. (Please refer to Briefingamendments to six standards and one interpretation. (Please refer to Briefing 
Sheet – Issue 185 for more details.) 

The amendments are generally effective for annual periods beginning on or after 1 
January 2011, except for those affecting IFRS 3 Business Combinations, which 
are effective for annual periods beginning on or after 1 July 2010.  Early 
application is permitted. 

In Singapore, the ASC is expected to issue the same Improvements to FRSs with 
the same effective dates. 

On 17 August 2010, the IASB and FASB published a joint ED Leases. The ED 
proposes that a new standard on lease accounting for lessees and lessors replace 
IAS 17 IAS 17 LLeases, IFRIC 4 D IFRIC 4 Determiiniing whhethher an AArrangement contaiins a LLease, 
SIC-15 Operating Leases – Incentives and SIC-27 Evaluating the Substance of 
Transactions Involving the Legal Form of a Lease. 

The ED proposes new models for lessee and lessor accounting which would The ED proposes new models for lessee and lessor accounting, which would 
change current lease accounting requirements significantly. 

The ED proposes a model for lessee accounting under which a lessee would 
recognise a “right-of-use” asset representing its right to use the underlying asset recognise a right of use asset representing its right to use the underlying asset 
and a liability representing its obligation to pay lease rentals over the lease term. 

The ED proposes two different accounting models for lessors: the 
performance obligation approach and the derecognition approach. If a lessorperformance obligation approach and the derecognition approach. If a lessor 
retains exposure to significant risks and benefits associated with the underlying 
asset, then it would apply the performance obligation approach to the lease; 
otherwise it would apply the derecognition approach. 

• Under the performance obligation approach, the lessor would continue to 
recognise its interest in the underlying asset, and would recognise a new asset 
representing its right to receive lease payments from the lessee and a new 
liability representing its obligation to deliver use of the underlying asset  to the 
lessee during the lease term. 

• Under the derecognition approach, the lessor would recognise a new asset 
representing its right to receive lease payments from the lessee, derecognise a 
portion of the underlying asset representing the lessee’s rights and reclassify 
the remaining portion as a residual asset representing its right to the underlying 
leased asset at the end of the lease term. 

The IASB has invited comments on this ED by 15 December 2010.  In Singapore, 
the ASC has also issued the same ED for public comment by 22 October 2010. 
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On 11 May 2010, the IASB issued ED/2010/4 Fair Value Option for Financial 
Li biliti (th ED) Th l t i d i thi ED ill lti t l f t f

ED/2010/4 Fair Value 
Option for Financial Liabilities (the ED).  The proposals contained in this ED will ultimately form part of

IFRS 9 Financial Instruments and relate to the accounting for financial liabilities 
designated at fair value through profit or loss (fair value option).

The ED would require all liabilities designated under the fair value option to be

Option for Financial
Liabilities 

The ED would require all liabilities designated under the fair value option to be
measured at fair value, but changes in an entity’s own credit risk would not affect 
profit or loss. This would be achieved by a two-step approach in recording the 
gains/losses on re-measurement to fair value:

Step 1 – the full fair value change is recognised in profit or loss.
Step 2 – the amount of the fair value change attributable to changes in credit risk 

of the liability would be the presented in OCI with an offsetting entry in 
profit or loss.p

The amounts recognised in OCI would not be subsequently transferred to profit 
or loss but could be transferred within equity. 

The IASB and the ASC have invited comments on the ED.  The comment period 
has closed.

Find out more
New on the Horizon: Fair Value Option for FinancialNew on the Horizon: Fair Value Option for Financial
Liabilities is a publication produced by KPMG International 
Standards Group.

This publication addresses the requirements and issues 
discussed above in greater detail.  

This publication is available for download at: 

http://kpmg.com/Global/en/IssuesAndInsights/ArticlesPublications/New-on-the-

On 2 June 2010, the International Valuation Standards Board (IVSB) published an 
ED of proposed International Valuation Standards (IVSs) These cover valuations

International Valuation 
Standards Council ED

Horizon/Pages/New-on-the-Horizon-Fair-value-option.aspx

ED of proposed International Valuation Standards (IVSs).  These cover valuations
for most types of assets, including a proposed standard for financial instruments.

IVSs are intended to apply to valuations performed for a number of purposes, 
including financial reporting.  While not endorsed by the IASB or otherwise 

Standards Council ED
proposed International 

Valuation Standards 

g p g y
authoritative, the proposed IVSs include specific references to valuations 
performed for IFRSs.

Overview of the ED:
• The proposed IVS definition of fair value reflects a price that is fair to two 

identified parties while market value (fair value under IFRSs), reflects the value 
to market participants generally.

• The proposed IVSs state that a valuation intended to reflect a market price 
would need to take into consideration conditions in the market at the valuation 
date, rather than an adjusted or smoothed price that is intended to reflect a 
return to equilibrium.

• The valuation approach categories discussed in the proposed IVSs are similar to 
th d ib d i th IASB’ 2009 ED f i l t Ththose described in the IASB’s 2009 ED on fair value measurement.  The  
proposed IVSs state a preference for the direct market comparison approach 
above the other techniques when sufficient information is available. 

The proposed IVSs do not provide detailed descriptions of valuation techniques orThe proposed IVSs do not provide detailed descriptions of valuation techniques or
other application guidance; diversity in practice may continue due to limited 
application guidelines.

The IVSB has invited comments on the ED and the comment period has closedThe IVSB has invited comments on the ED, and the comment period has closed.

© 2010 KPMG LLP (Registration No. T08LL1267L), an accounting limited liability partnership registered in Singapore under the Limited 
Liability Partnership Act (Chapter 163A), 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. Printed in Singapore.

16 Financial Reporting Matters 

ED/2010/5 Presentation 
f I  f O  of Items of Othher 

Comprehensive Income 
– Proposed amendments 

to IAS 1 

Staff draft of ED 
Financial Statement Financial Statement 

Presentation 

Find out more 
New on the Horizon: Leases is a publication produced by 
KPMG International Standards Group. 

This publication addresses the requirements and issues 
discussed above in greater detaildiscussed above in greater detail. 

This publication is available for download at: 

http://kpmg.com/Global/en/IssuesAndInsights/ArticlesPublications/New-on-the-
Horizon/Documents/New-on-the-Horizon-Leases-sept-2010 pdf
 Horizon/Documents/New on the Horizon Leases sept 2010.pdf 

On 27 May 2010, the IASB published ED Presentation of Items of Other 
Comprehensive Income – Proposed Amendments to IAS 1.  

The ED proposes that an entity: 
• Change the title of the ‘Statement of Comprehensive Income’ to ‘Statement of 

Profit or Loss and Other Comprehensive Income’. However, an entity is still 
allowed to use other titles 

• Present comprehensive income and its components in a single Statement of 
Profit or Loss and Other Comprehensive Income, with items of other 
comprehensive income (OCI) presented in a separate section from profit or loss 
within that statement. This effectively eliminates the alternative permitted by 
current IAS 1 Presentation of Financial Statements to present a separate 
income statement 

• Present separately the items of OCI that may be reclassified to profit or loss in 
the future (such as foreign currency translation difference for foreign operations, 
fair value changes in available-for-sale financial assets and effective portion of 
changes in fair value of cash flow hedges) from those that  would never be 
reclassified to profit or loss (such as revaluation of property, plant and 
equipment and defined benefit plan actuarial gains and losses). 

The IASB has invited comments on this ED by 30 September 2010.  In Singapore, 
ththe ASC h ASC has also iissued th d the same ED f ED for public commentt. Th t i dl bli The comment period 
has closed on 30 July 2010. 

On 1 July 2010, the IASB and the FASB (the Boards) jointly issued a staff draft of 
EDED Financial Statement Presentation Financial Statement Presentation. This document represents the next step in This document represents the next step in 
the Boards’ work plan on the financial statement presentation project to develop a 
standard on financial statement presentation, which could significantly impact the 
format and presentation of financial statements. 

In response to concerns about the implementation costs and perceived benefits, 
the Boards delayed the project to allow them to engage in additional outreach 
activities, which are expected to be completed this year. 

The IASB staff also published a staff draft of ED Discontinued Operations (re-
exposure of proposed amendments to IFRS 5 Non-current Assets Held for Sale 
and Discontinued Operations), which proposes to establish a common definition 
of discontinued operations and to require common disclosures about components 
of an entity that have been (or will be) disposed of. 

An exposure draft is currently expected to be issued in early 2011. 
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Find out more
New on the Horizon: Leases is a publication produced by 
KPMG International Standards Group.

This publication addresses the requirements and issues 
discussed above in greater detaildiscussed above in greater detail.  

This publication is available for download at: 

http://kpmg.com/Global/en/IssuesAndInsights/ArticlesPublications/New-on-the-
Horizon/Documents/New-on-the-Horizon-Leases-sept-2010 pdfHorizon/Documents/New-on-the-Horizon-Leases-sept-2010.pdf

On 27 May 2010, the IASB published ED Presentation of Items of Other ED/2010/5 Presentation 
f I f O h Comprehensive Income – Proposed Amendments to IAS 1.  

The ED proposes that an entity:
• Change the title of the ‘Statement of Comprehensive Income’ to ‘Statement of 

of Items of Other 
Comprehensive Income 

– Proposed amendments 
to IAS 1

Profit or Loss and Other Comprehensive Income’. However, an entity is still 
allowed to use other titles 

• Present comprehensive income and its components in a single Statement of 
Profit or Loss and Other Comprehensive Income, with items of other 
comprehensive income (OCI) presented in a separate section from profit or loss 
within that statement. This effectively eliminates the alternative permitted by 
current IAS 1 Presentation of Financial Statements to present a separate 
income statement 

• Present separately the items of OCI that may be reclassified to profit or loss in 
the future (such as foreign currency translation difference for foreign operations, 
fair value changes in available-for-sale financial assets and effective portion of 
changes in fair value of cash flow hedges) from those that  would never be 
reclassified to profit or loss (such as revaluation of property, plant and 
equipment and defined benefit plan actuarial gains and losses).

The IASB has invited comments on this ED by 30 September 2010.  In Singapore, 
th ASC h l i d th ED f bli t Th t i dthe ASC has also issued the same ED for public comment.  The comment period
has closed on 30 July 2010.

On 1 July 2010, the IASB and the FASB (the Boards) jointly issued a staff draft of 
ED Financial Statement Presentation This document represents the next step in

Staff draft of ED
Financial Statement ED Financial Statement Presentation.  This document represents the next step in

the Boards’ work plan on the financial statement presentation project to develop a 
standard on financial statement presentation, which could significantly impact the 
format and presentation of financial statements. 

Financial Statement
Presentation

In response to concerns about the implementation costs and perceived benefits, 
the Boards delayed the project to allow them to engage in additional outreach 
activities, which are expected to be completed this year. 

The IASB staff also published a staff draft of ED Discontinued Operations (re-
exposure of proposed amendments to IFRS 5 Non-current Assets Held for Sale 
and Discontinued Operations), which proposes to establish a common definition 
of discontinued operations and to require common disclosures about components 
of an entity that have been (or will be) disposed of.

An exposure draft is currently expected to be issued in early 2011.
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ED/2010/4 Fair Value 
Option for Financial Option for Financial 

Liabilities 

International Valuation 
Standards Council ED Standards Council ED 

proposed International 
Valuation Standards 

On 11 May 2010, the IASB issued ED/2010/4 Fair Value Option for Financial 
Li biliti (th ED) Th l t i d i thi ED ill lti t l f t fLiabilities (the ED). The proposals contained in this ED will ultimately form part of 
IFRS 9 Financial Instruments and relate to the accounting for financial liabilities 
designated at fair value through profit or loss (fair value option). 

The ED would require all liabilities designated under the fair value option to be The ED would require all liabilities designated under the fair value option to be 
measured at fair value, but changes in an entity’s own credit risk would not affect 
profit or loss. This would be achieved by a two-step approach in recording the 
gains/losses on re-measurement to fair value: 

Step 1 – the full fair value change is recognised in profit or loss. 
Step 2 – the amount of the fair value change attributable to changes in credit risk 

of the liability would be the presented in OCI with an offsetting entry in 
pprofit or loss. 

The amounts recognised in OCI would not be subsequently transferred to profit 
or loss but could be transferred within equity. 

The IASB and the ASC have invited comments on the ED.  The comment period 
has closed. 

Find out more 
New the Horizon: Fair Value Option for Financial New on the Horizon: Fair Value Option for Financial 
Liabilities is a publication produced by KPMG International 
Standards Group. 

This publication addresses the requirements and issues 
discussed above in greater detail.  

This publication is available for download at: 

http://kpmg.com/Global/en/IssuesAndInsights/ArticlesPublications/New-on-the-
Horizon/Pages/New-on-the-Horizon-Fair-value-option.aspx
 

On 2 June 2010, the International Valuation Standards Board (IVSB) published an 
ED of proposed International Valuation Standards (IVSs) ED of proposed International Valuation Standards (IVSs). These cover valuations These cover valuations 
for most types of assets, including a proposed standard for financial instruments. 

IVSs are intended to apply to valuations performed for a number of purposes, 
includingg financial repportingg. While not endorsed byy  the IASB or otherwise 
authoritative, the proposed IVSs include specific references to valuations 
performed for IFRSs. 

Overview of the ED: 
•	 The proposed IVS definition of fair value reflects a price that is fair to two 

identified parties while market value (fair value under IFRSs), reflects the value 
to market participants generally. 

•	 The proposed IVSs state that a valuation intended to reflect a market price 
would need to take into consideration conditions in the market at the valuation 
date, rather than an adjusted or smoothed price that is intended to reflect a 
return to equilibrium. 

•	 The valuation approach categories discussed in the proposed IVSs are similar to 
ththose ddescribed i d in thth e IASB’ IASB’s 2009 ED on ffair vallue measurement. Thib 2009 ED i t The 
proposed IVSs state a preference for the direct market comparison approach 
above the other techniques when sufficient information is available. 

The proposed IVSs do not provide detailed descriptions of valuation techniques orThe proposed IVSs do not provide detailed descriptions of valuation techniques or 
other application guidance; diversity in practice may continue due to limited 
application guidelines. 

The IVSB has invited comments on the ED and the comment period has closedThe IVSB has invited comments on the ED, and the comment period has closed. 
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As part of their work to strengthen financial markets, the G20 commented on 
ti d b k l t f d itt d t fi li i b k it laccounting and bank regulatory reform and committed to finalising bank capital

requirements in November 2010. The G20 reiterated its objective of requiring 
banks to hold higher levels of better quality capital. 

The G20 endorsed the extension of the timeline for accounting convergence fromThe G20 endorsed the extension of the timeline for accounting convergence from
June 2011 to the end of 2011; the importance of an independent standard setter 
was also emphasised. 

The Financial Stability Board (FSB) was asked to report in October 2010 on how toThe Financial Stability Board (FSB) was asked to report in October 2010 on how to
strengthen financial institution oversight and supervision.  The increasing 
importance of the FSB was reinforced with a call to strengthen its capacity. 

The G20 now aims to phase in changes to capital requirements from 2012.p g p q

On 2 June 2010, the European Commission (the Commission) published a green 
paper which sought feedback on ways to improve corporate governance and 
employee remuneration policies. 

European Commission 
green paper Corporate 

governance in financial 
i tit ti d

While the proposals focus on reforms of governance of financial institutions, the 
green paper notes that many of the issues and possible changes might also apply 
to other sectors. 

institutions and
remuneration policies 

The Commission’s principal messages are that depositors, taxpayers and 
employees are stakeholders whose interests need to be balanced with that of 
investors.  This is considering that investors may be focused excessively on short-
t t d i i k t kiterm returns and encourage excessive risk taking.

In addition, the green paper highlights that Boards of directors are unable to 
identify, understand, and evaluate risks taken on.  The green paper further 
recommends that the role responsibilities and resources for boards should berecommends that the role, responsibilities and resources for boards should be
revised. The quality, profile and resources of risk management functions should 
also be enhanced. 

The Commission is considering requiring a risk statement in annual reports toThe Commission is considering requiring a risk statement in annual reports to
describe an entity’s appetite for risk, its strategy for managing risk and controls 
established to support that strategy. 

The green paper discusses potential expansion of the role of the auditor to g p p p p
include: strengthened links with supervisors and greater involvement with risk-
related information that may not be currently subject to audit.

For more details, please refer to Briefing Sheet – Issue 201. 

Find out more
For a more detailed update on these, you can access our website at:

http://www.kpmg.com.sg/newsletters/ifrs_briefing_sht.html
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ED/2010/7 Measurement 
Uncertainty Analysis Uncertainty Analysis 

Disclosure for Fair Value 
Measurements 

ED/2010/8 Insurance 
Contracts 

Highlights from the 
G20’s Toronto Summit 

On 29 June 2010, the IASB published ED Measurement Uncertainty Analysis 
Di l f F i V l M t Li it d R f dDisclosure for Fair Value Measurements – Limited Re-exposure of proposed 
disclosure. This ED is a limited re-exposure of the IASB’s 2009 ED Fair Value 
Measurement. 

This ED sets out the proposed required disclosures of measurement uncertainty This ED sets out the proposed required disclosures of measurement uncertainty 
analysis which include disclosures on sensitivities of fair value measurements to 
changes in key assumptions for each class of assets and liabilities measured at 
fair value using significant unobservable inputs (Level 3 measurements). 

In performing a measurement uncertainty analysis, an entity will be required to: 
•	 identify whether changing one or more of the unobservable inputs used in the 

fair value measurement to a different amount that could have reasonably been 
used would have resulted in a siggnificantlyy hi ggher or lower fair value 
measurement 

•	 disclose those amounts and how it calculated that effect. 

When pp epa reparingg a measurement uncertainty analysys s, is, an entity:ty y 
•	 does not take into account unobservable inputs that are associated with 

remote scenarios 
•	 takes into account the effect of correlation between unobservable inputs, if 

such correlation is relevant, when estimating the effect on the fair value 
measurement of using those different amounts. 

The IASB had invited comments on this ED by 7 September 2010.  In Singapore, 
the ASC has issued the same ED, and the deadline for comments has closed on 1 
August 2010. 

On 30 July 2010, the IASB issued the ED/2010/8 Insurance Contracts. 

ThThe EDED proposes a new standdardd on accountiing ffor iinsurance contracts, whi hichh 
would replace IFRS 4 Insurance Contracts. The proposals represent the first 
comprehensive IFRS accounting model for insurance contracts and are expected 
to have a significant impact on entities issuing insurance contracts. The ED does 
not propose an effective date for the new standard since the IASB plans an not propose an effective date for the new standard, since the IASB plans an 
additional consultation on the effective dates of these proposals in conjunction 
with other proposed standards to be issued in 2011. 

The proposals contain one comprehensive measurement model for all types ofThe proposals contain one comprehensive measurement model for all types of 
insurance contracts issued by entities, with a modified approach for some short-
duration contracts. The measurement model is based on a “fulfilment” objective 
which reflects the fact that an entity generally expects to fulfil its liabilities over 
time byby pay payingg benefits and claims to policycyholders as they become due, ratherpo y due, 
than transferring the liabilities to a third party. 

The IASB has invited comments on this ED by 30 November 2010.  In Singapore, 
the ASC has issued the same ED for comments by 29 October 2010. 

The G20 Leaders gathered for their first meeting of 2010 in Toronto, Canada.  The 
primary focus was on balancing stimulus for economic recovery with reduction of 
government debt; advanced economies committed to halve deficits by 2013 and 
stabilise or reduce debt-to-GDP ratios by 2016. 
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On 29 June 2010, the IASB published ED Measurement Uncertainty Analysis 
Di l f F i V l M t Li it d R f d

ED/2010/7 Measurement 
Uncertainty Analysis Disclosure for Fair Value Measurements – Limited Re-exposure of proposed

disclosure. This ED is a limited re-exposure of the IASB’s 2009 ED Fair Value 
Measurement. 

This ED sets out the proposed required disclosures of measurement uncertainty

Uncertainty Analysis
Disclosure for Fair Value 

Measurements 

This ED sets out the proposed required disclosures of measurement uncertainty
analysis which include disclosures on sensitivities of fair value measurements to 
changes in key assumptions for each class of assets and liabilities measured at 
fair value using significant unobservable inputs (Level 3 measurements). 

In performing a measurement uncertainty analysis, an entity will be required to:
• identify whether changing one or more of the unobservable inputs used in the 

fair value measurement to a different amount that could have reasonably been 
used would have resulted in a significantly higher or lower fair value g y g
measurement

• disclose those amounts and how it calculated that effect.

When preparing a measurement uncertainty analysis, an entity:e p epa g a easu e e t u ce ta ty a a ys s, a e t ty
• does not take into account unobservable inputs that are associated with 

remote scenarios
• takes into account the effect of correlation between unobservable inputs, if 

such correlation is relevant, when estimating the effect on the fair value 
measurement of using those different amounts.

The IASB had invited comments on this ED by 7 September 2010.  In Singapore, 
the ASC has issued the same ED, and the deadline for comments has closed on 1 
August 2010.

On 30 July 2010, the IASB issued the ED/2010/8 Insurance Contracts.

Th ED d d i f i hi h

ED/2010/8 Insurance 
Contracts 

The ED proposes a new standard on accounting for insurance contracts, which
would replace IFRS 4 Insurance Contracts. The proposals represent the first 
comprehensive IFRS accounting model for insurance contracts and are expected 
to have a significant impact on entities issuing insurance contracts. The ED does 
not propose an effective date for the new standard since the IASB plans annot propose an effective date for the new standard, since the IASB plans an
additional consultation on the effective dates of these proposals in conjunction 
with other proposed standards to be issued in 2011. 

The proposals contain one comprehensive measurement model for all types ofThe proposals contain one comprehensive measurement model for all types of
insurance contracts issued by entities, with a modified approach for some short-
duration contracts. The measurement model is based on a “fulfilment” objective 
which reflects the fact that an entity generally expects to fulfil its liabilities over 
time by paying benefits and claims to policyholders as they become due, rather t e by pay g be e ts a d c a s to po cy o de s as t ey beco e due, at e
than transferring the liabilities to a third party.

The IASB has invited comments on this ED by 30 November 2010.  In Singapore, 
the ASC has issued the same ED for comments by 29 October 2010.

The G20 Leaders gathered for their first meeting of 2010 in Toronto, Canada.  The 
primary focus was on balancing stimulus for economic recovery with reduction of 
government debt; advanced economies committed to halve deficits by 2013 and 

Highlights from the 
G20’s Toronto Summit

stabilise or reduce debt-to-GDP ratios by 2016. 
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European Commission 
green paper Corporate 

governance in financial 
i tit  instituti  tions andd 

remuneration policies 
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As part of their work to strengthen financial markets, the G20 commented on 
ti d b k l t f d itt d t fi li i b k it laccounting and bank regulatory reform and committed to finalising bank capital 

requirements in November 2010. The G20 reiterated its objective of requiring 
banks to hold higher levels of better quality capital. 

The G20 endorsed the extension of the timeline for accounting convergence fromThe G20 endorsed the extension of the timeline for accounting convergence from 
June 2011 to the end of 2011; the importance of an independent standard setter 
was also emphasised. 

The Financial Stability Board (FSB) was asked to report in October 2010 on how toThe Financial Stability Board (FSB) was asked to report in October 2010 on how to 
strengthen financial institution oversight and supervision.  The increasing 
importance of the FSB was reinforced with a call to strengthen its capacity. 

The G20 now aims to pphase in changges to cappital reqquirements from 2012. 

On 2 June 2010, the European Commission (the Commission) published a green 
paper which sought feedback on ways to improve corporate governance and 
employee remuneration policies. 

While the proposals focus on reforms of governance of financial institutions, the 
green paper notes that many of the issues and possible changes might also apply 
to other sectors. 

The Commission’s principal messages are that depositors, taxpayers and 
employees are stakeholders whose interests need to be balanced with that of 
investors. This is considering that investors may be focused excessively on short-
tterm retturns andd encourage excessiive riisk  t  k taki  king. 

In addition, the green paper highlights that Boards of directors are unable to 
identify, understand, and evaluate risks taken on.  The green paper further 
recommends that the role responsibilities and resources for boards should be recommends that the role, responsibilities and resources for boards should be 
revised. The quality, profile and resources of risk management functions should 
also be enhanced. 

The Commission is considering requiring a risk statement in annual reports toThe Commission is considering requiring a risk statement in annual reports to 
describe an entity’s appetite for risk, its strategy for managing risk and controls 
established to support that strategy. 

The ggreen ppapper discusses ppotential exppansion of the role of the auditor to 
include: strengthened links with supervisors and greater involvement with risk-
related information that may not be currently subject to audit. 

For more details, please refer to Briefing Sheet – Issue 201. 

Find out more 
For a more detailed update on these, you can access our website at: 

http://www.kpmg.com.sg/newsletters/ifrs_briefing_sht.html 
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September 2010 Issue 32

In this issue, we summarise the requirements of INT FRS 115 
Agreements for the Construction of Real Estate, and take a closer 
look at the proposed new standard on revenue recognition. We also 
summarise other key developments that have an impact on financial 
reporting.

Agreements for the 
Construction 02

Proposed standard on revenue 
recognition04of Real Estate

We summarise the 
requirements of 
INT FRS 115 and 
dd t i

02
We discuss the key 
changes of the 
proposed standard 
and highlight the 
impact on current

04

address certain 
questions 
concerning the 
Accompanying 
Note.

impact on current
practice. 

Other local developments International developments
ACRA and SGX 
releases guidance 
to assist audit 
committee 
members in 

We summarise the 
new exposure 
drafts and 
standards issued 
by the IASB and 

13 14

evaluating audit 
quality.

y
other 
developments 
affecting current 
and future IFRS 
reporters.reporters.
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Common abbreviations
Common abbreviations
 

ASC Accounting Standards Council in Singapore 

ACRA Accounting & Corporate Regulatory Authority 

DPDP Di iDiscussion paper 

ED Exposure Draft 

FASB U.S. Financial Accounting Standards Board 

FSP FASB Staff Position 

FRS Singapore Financial Reporting Standard 

GAAP Generally Accepted Accounting Principles 

IAS International Accounting Standard 

IAASB International Auditing and Assurance Standards Board 

IASB International Accounting Standards Board 

IASC International Accounting Standards Committee 

ICPAS Institute of Certified Public Accountants of Singapore 

IFRIC International Financial Reporting Interpretations Committee 

IFRS International Financial Reporting Standard 

INT FRS Interpretation of Financial Reporting Standard 

IRAS Inland Revenue Authority of Singapore 

This publication has been issued to inform clients of important accounting developments. While we take care to This publication has been issued to inform clients of important accounting developments. While we take care to 
ensure that the information given is correct, the nature of the document is such that details may be omitted which 
may be relevant to a particular situation or entity. The information contained in this issue of Financial Reporting 
Matters should therefore not to be taken as a substitute for advice or relied upon as a basis for formulating business 
decisions. Materials published may only be reproduced with the consent of KPMG LLP. 
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