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It’s the year-end financial reporting season again.  What are the top five issues you need to consider when 
finalising the financial statements for 2014?   

With the arrival of the new revenue standard – FRS 115 Revenue from Contracts with Customers, the 
construction industry has effectively lost its contract accounting ‘rule book’.  Contractors will often find that 
applying the new standard to a traditional construction contract results in a revenue accounting outcome 
broadly similar to current stage of completion accounting.  However, there is no automatic right to recognise 
revenue on a progressive basis for construction contracts, and many new concepts apply.  In this issue, we 
help you come to grips with what’s changed. 

On 24 July 2014, the International Accounting Standards Board (IASB) issued the final version of the new 
financial instruments accounting standard, IFRS 9.  In Singapore, the Accounting Standards Council (ASC) 
adopted and issued the standard as FRS 109 in December 2014.  Let us tell you more about the emerging 
trends and issues arising from the global implementation of the expected loss impairment model in financial 
institutions.  

On the international front, IASB is currently finalising  the accounting standard for leases and insurance 
contracts.   

Read this latest issue to find out more. 

In addition, we have a special supplement which provides a round up of changes in the areas of financial 
reporting standards, income taxes and legal and regulatory matters in 2014.  It is worth checking this list of 
changes against your own circumstances to see if any of them require changes to your financial statements 
or any disclosures for the year end 2014.  
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1. Top 5 issues you should consider in this financial year-end  
 

This article is contributed by:  

 

 

 

 
 

Reinhard Klemmer    
Head of Professional Practice 

Chan Yen San 
Senior Manager,  
Professional Practice 

 

   
 
 

 

Financial statements are coming under increased scrutiny with the advent of the Accounting And 
Corporate Regulatory Authority’s Financial Reporting Surveillance Programme (FRSP).  It should 
therefore come as no surprise that more emphasis has been placed on the quality of financial 
reporting.  Regulators, investors and the wider public are therefore becoming more particular 
about the appropriateness of accounting practices and sufficiency of the disclosures in the 
financial statements.  As we approach the annual reporting season, we highlight the top five 
issues you should consider this year end. 

 

(1) Declining oil prices may cause impairment and liquidity issues  

Oil prices have declined substantially over the past months.  Companies that have engaged in 
speculative investments in oil and gas infrastructure such as rigs and support vessels and companies 
supporting the industry may be exposed to cashflow problems.   

Are there going concern and liquidity risks? 

Companies that are negatively affected by falling oil prices may face impairment issues when declining 
cash flow projections result in lower valuations. They may also face liquidity issues as financing from 
banks and financial institutions may be restricted.    

Heightened liquidity risks mean that greater attention must be paid to key assumptions used to derive 
cash flow forecasts for going concern or asset valuation assessments.  In some cases, companies will 
need to consider whether there are material uncertainties that would cast significant doubts on a 
company’s ability to continue carrying on a business as a going concern.  Such companies will also need 
to adequately disclose their liquidity risks and the sources of funding and uncertainties that are 
reasonably likely to result in a material change to the liquidity status. 
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(2) Development properties may need to be written down due to declining property prices 

The property cooling measures in Singapore appear to have taken its toll on the Singapore property 
market with the property price indices for 3Q2014 published by URA showing at least three quarters of 
consecutive decline. 

 

 
Source: URA 

Is the level of provisioning adequate? 

Given the prevailing market sentiment and the signals reflected in the declining property price indices, 
property developers with significant unsold inventories in Singapore should carefully assess the extent 
of provisions required to reflect current expectations.   A provision is required if the cost is higher than 
the estimated selling price less costs to complete and sell.  Some questions to consider include:  

• Are market activities expected to decline further as a result of the cooling measures? 

• What is the most recent selling market price of the property or other similar properties within the  
same locality? 

• If the demand in the property market declines substantially, can the developer secure adequate 
financing? 

The assessment is generally carried out on a unit-by-unit basis and not for the development project as a 
whole as units are marketed individually.  However, property developers can group units together for 
the purpose of the assessment if the outcome do not differ materially if a unit-by-unit basis approach of 
determining the amount of provision is adopted. 

As the cooling measures may be targeted at specific types of properties (commercial versus residential) 
or specific market segments (public housing versus executive condominium), the financial impact will 
ultimately depend on the specific circumstances of the company.  

Based on our experience, the estimation of future selling prices is extremely subjective and highly 
judgemental.  Unless the property is sold after year end, there is often a wide range of reasonably 
possible outcomes. Given the significance of the matter, adequate disclosures over the estimates and 
how they have been derived needs to be ensured. Management will have to make a reasonable 
judgement on the extent of provision required after considering all facts and circumstances. 
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(3) More than half of Singapore listed companies are trading below book.  Are their assets over-
valued? 

A very simple indicator for potential impairment is the comparison of net asset value per share with the 
share price. Recent global economic indicators suggest that there continues to be an increased risk of 
impairment of goodwill and other non-financial assets.   

The relevant accounting standard, FRS 36 requires that non-financial assets such as machinery, patents 
and goodwill, should not be carried in the balance sheet at more than their recoverable amount. 
Recoverable amount is the higher of the cash flows receivable from (a) selling the asset or (b) earning 
net profits through the use of the asset (known as “value in use”).   

The following are key areas that should be considered when performing an impairment assessment: 

• Assumptions and judgements in respect of expected future cash flows should be realistic and take 
proper account of the current economic conditions and outlook and/or higher levels of uncertainty 

• Companies whose market value has fallen below their book value need to perform an impairment 
assessment 

• Key assumptions used and sensitivities to reasonably possible changes in those assumptions should  
be disclosed.  These disclosures should not be too high level and aggregated.  Sufficient details 
should be provided. 

• Events and circumstances that led to the recognition/ reversal of each material impairment loss and 
the basis for determining the recoverable amounts should be disclosed. 
 

The value placed on the shares of businesses by the ‘market’ is below the most recent carrying value of 
equity.  Are the non-financial assets (machinery, patents and goodwill) impaired? 

Where the market value of a company has fallen below its book value, such situations are typically 
considered to represent an indication of impairment under the accounting standard, and therefore 
requires an impairment assessment.   

An analysis of the price-to-book ratios of publicly traded companies in Singapore shows that more than 
half of the companies trade at price-to-book (P/B) ratios below one. This implies that the value placed on 
the shares of such businesses by the ‘market’ is below the most recent carrying value of equity (or net 
assets) in their financial statements.  
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*Based on share prices as at 23 October 2014 and the most recent book value per share data available for each company prior to 
that date. 

The above data emphasises the need for companies to pay attention to impairment of non-financial 
assets and to take particular care in assessing the reasonableness of the estimates of recoverable 
amounts in impairment testing.  The involvement of an expert such as a valuation specialist may often 
provide greater assurance about the recoverable amount estimated, and at the same time enhances 
the process used by management to develop their judgements. 

 
(4) Changing accounting standards – Don’t forget the disclosures  

In this financial year, numerous new or revised accounting standards become effective for the first 
time.The most significant change that is expected to affect many companies  is the adoption of the new 
consolidation suite of standards (FRS 110, 111 and 112).   
 
The new consolidation suite requires companies to reassess their consolidation conclusion.  It also 
provides new guidance on the accounting for joint arrangements and adds new disclosures on interests 
in subsidiaries, associates, joint arrangements and interests in unconsolidated structured entities.   

 
If the adoption of the new consolidation suite and other new or revised standards result in material 
effects to the financial statements, adequate disclosures (e.g. material effects of changes on respective 
financial statement line items) should be made to explain the financial effects.  Companies should also 
ensure that adequate time is allocated to prepare the additional disclosures set out in FRS 112. 

 
At the same time, the ASC has also issued numerous new or revised accounting standards (e.g. FRS 
115 and FRS 109) that are not yet effective for the 31 December 2014 financial statements.  Companies 
are encouraged to consider the implications arising from these impending accounting standards and 
make the necessary disclosures on the impact of adoption of these new standards in their 2014 
financial statements.  Any known or reasonably estimable information relevant to assessing the possible 
impact on the company’s financial statements in the period of initial application should be disclosed so 
as to inform stakeholders about the upcoming changes. 

You can refer to our supplement for a list of newly effective and forthcoming standards in 2014 and 
amendments effective beyond 2014. 

  

P/B < 1 
53% 

P/B > 1 
47% 

Percentage of listed companies with P/B ratios more than 1 and less than 1* 

Financial Reporting Matters   5 

http://www.kpmg.com/SG/en/IssuesAndInsights/frm/Issue49-supplement-dec2014.pdf


(5) Common financial statements presentation and disclosures mistakes to avoid  

Last but not least, whether you are a preparer or a reviewer, remember to look out for the following 
when finalising the 2014 financial statements:   

(a) Avoid internal inconsistencies with other disclosures.  For example, the numbers disclosed in 
the cash flow statement, effective tax reconciliation and financial risk management tables should 
reconcile with other disclosures. 

 
(b) Consolidated cash flow statements should not solely be derived from consolidated balance 

sheet and profit or loss accounts, when significant foreign operations’ functional currencies are not 
the group’s presentation currency.  Unrealised foreign exchange changes are not cash flows!  
Always translate the significant investing and financing transactions at actual/ average rates (e.g. 
loans paid/received, items of property, plant and equipment acquired/disposed).  Effects of foreign 
exchange changes on foreign cash balances held should be properly calculated and disclosed 
separately as a reconciling item between opening and closing cash balances. 

 
(c) Financial guarantee contracts issued (e.g. intra-group financial guarantees provided to banks) that 

are accounted for under FRS 39 should be included in the maturity (liquidity risk) analysis table at the 
maximum amount of the guarantee. The amount of the guarantee is allocated to the earliest period 
in which the guarantee could be called.  If such guarantees are accounted for as insurance 
contracts, the disclosure of the expected cash flows is required. 

  
(d) Disclose amounts of unremitted earnings for which deferred tax liabilities have not been provided 

for in the financial statements. For example, if you have subsidiaries, branches, associates and 
interests in joint arrangements that are located in foreign jurisdictions such as the People’s Republic 
of China for which withholding tax effects on the unremitted earnings have not been provided, the 
amount needs to be disclosed. 
 

(e) Accounting policies and notes need to reflect actual practices in order to better communicate 
information to financial statement users.  Boilerplate disclosures should be avoided.  For example, in 
the case of capital management, the financial statements should disclose what capital consists of, 
and to include a summary table if it is not apparent from the balance sheet or the statement of 
changes in equity/ notes.   
 

(f) Significant judgments on accounting treatments with material effects need to be disclosed.  
Sufficient details (background, nature and conclusions) have to be provided.  This should tie in with 
what has been communicated with your Audit Committee.  

 
(g) Only significant estimation uncertainties (e.g. goodwill impairment, going concern) with material 

effects in the next financial year needs to be disclosed.  Sufficient details (nature, carrying amounts, 
sensitivity, expected resolution and range of reasonably possible outcomes, changes in key 
assumptions) have to be provided.  This should also tie in with what has been communicated with 
your Audit Committee.  
 

(h) Key management personnel compensation should always be disclosed regardless of 
quantum.   Disclosure should include the breakdown - short-term (e.g. salaries, bonuses, share 
options), long-term (e.g. long term incentive plan) and post-employment (e.g. CPF, pension plan). 
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2. FRS 115 – The new revenue standard: How does it affect 
construction companies 
 

This article is contributed by:  

 

 

 

 
 

Teo Han Jo 
Partner, Audit 

Chan Yen San  
Senior Manager,  
Professional Practice 

  
  
 

 

 
 

In November 2014, the ASC issued a new standard on revenue recognition, FRS 115 Revenue from 
Contracts with Customers.  This standard is equivalent to IFRS 15 which was issued by the IASB in 
May 2014.   

FRS 115 will replace FRS 11 Construction Contracts, the current accounting standard that provides 
specific guidance on contract accounting. 

The good news for contractors is that the progressive revenue recognition similar to current stage-
of-completion accounting is largely retained for many long-term construction contracts. Therefore, 
contractors will often find that applying the new standard to a traditional construction contract 
results in an accounting outcome broadly similar to FRS 11. 

Nevertheless, the devil is in the details.  FRS 115 introduces many new concepts for revenue and 
cost recognition that are different from FRS 11.  Contractors should not assume that their 
accounting for revenue and costs are not affected by FRS 115. The new standard completely 
overhauls the way revenue is estimated and measured and what costs qualify for capitalisation.  
 
Even if the outcome is expected to be similar, an exercise to quantify the difference is still 
necessary to confirm that the difference is indeed negligible.    
 

  

Financial Reporting Matters   7 



 
 
 
In this article, we highlight key areas of potential changes which contractors should look out for. 
 
(1) Certain pre-contract costs incurred during the bid process cannot be capitalised  

It is not uncommon for contractors to incur a significant amount of pre-contract costs during the bid 
process.  Some of these costs are success-based (e.g. sale commission and success fees) while others 
such as due diligence costs are incurred regardless of whether the contract was won or lost.  In many 
cases, a bidder may have to incur a significant amount of design costs as it is required to complete the 
detailed design work as part of its bid.   

Under FRS 115, costs of obtaining a contract can be capitalised only if it is incremental (incurred as a 
result of winning a contract) and the contractor expects to recover these costs. Fulfillment costs can be 
capitalised provided the costs: 

• relate directly to the contract or an anticipated contract that is yet to be awarded; 

• generate or enhance resources used in satisfying performance obligations; and 

• are expected to be recovered. 

This means that external costs such as commissions and fees that are success based and fulfillment 
costs (e.g. design costs) could generally qualify for capitalisation as an asset.  Internal costs (e.g. an 
allocation of internal team bid staff costs) are less likely to meet the incremental costs tests and may 
have to be expensed as incurred.  Contractors will need to review the nature of the pre-contract costs to 
establish whether they qualify for capitalisation under the new standard. 
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(2) Unbundling and bundling 

Contractors currently recognise revenue for each construction contract atits contract level. FRS 115 
introduces the concept of performance obligations.  Performance obligations are the promise to deliver 
goods or perform services.  Contractors will be required to identify performance obligations within the 
contract and account for each performance obligation separately if they are distinct.  Goods or services 
are distinct if the: 

• customer can benefit from the goods or services either on its own or together with other resources 
readily available to the customer; and the 

• promise to transfer the goosd or services to the customer is separately identifiable from other 
promises in the contract. 

A construction contract may in theory be broken down into many promises that may need to be 
accounted for separately.  However, the contract for the construction service can continue to be 
accounted for as one performance obligation if the contractor can demonstrate that:  

• it will provide a significant integration service; 

• the goods or services significantly modify or customise another goods or services promised in the 
contract; or 

• the goods and services within the contract are highly dependent on or integrated with other goods or 
services i.e. not distinct.     

Given the integrated nature of contracting activities and that goods and services within the contract are 
generally highly dependent on or highly integrated with other goods or services, many construction 
contracts are likely to contain only a few performance obligations. The delivery of the integrated product 
and its warranty is an example.  This will however have to be demonstrated and documented by the 
contractor. If the contractor cannot demonstrate the inter-relationship between the elements of the 
construction contract, then it may be required to recognise revenue across multiple performance 
obligations. 
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(3) New qualifying criteria for progressive recognition of revenue means that not all contracts 
automatically qualify for stage-of-completion accounting  

The new standard has retained the progressive recognition of revenue which is similar to the current 
stage-of-completion accounting for many long-term construction contracts.  However, new criteria for 
determining when revenue should be recognised over time have been introduced.   

Under FRS 115, revenue is recognised over time if one or more of the following criteria are met: 

 Criterion Example 

1 
The customer simultaneously receives and consumes the 
benefits provided by the contractor’s performance as the 
contractor performs. 

Routine or recurring services 
like cleaning services 

2 The contractor’s performance creates or enhances an asset 
that the customer controls as the asset is created or 
enhances. 

Building an asset on a 
customer’s site 

3 The contractor’s performance does not create an asset with 
an alternative use to the contractor and the contractor has an 
enforceable right to payment for performance completed to 
date. 

Building a specialised asset that 
only the customer can use, or 
building an asset to a customer 
order 

 
Some construction contracts may continue to qualify for progressive recognition of revenue.  For other 
contracts, revenue may have to be recognised only on practical completion.  All construction contracts 
need to be reviewed in detail before a conclusion can be reached. The question of alternative use of the 
asset constructed will most likely be the most difficult one in practice, in particular when the basic design 
of the asset is the same for many different customers and the customisation only takes place fairly late 
in the process. Car manufacturers are one example.  

(4) Certain contract costs may no longer qualify to be capitalised as work-in-progress  

FRS 115 contains new guidance on what costs do not qualify for capitalisation as work-in-progress and 
are to be expensed as incurred.  Under FRS 115, the following costs do not qualify for capitalisation as 
work-in-progress: 

• General and administrative costs (unless those costs are explicitly chargeable to the customer under 
the contract); 

• Costs of wasted materials, labour or other resources that are not recoverable under the contract; 

• Costs that relate to satisfied performance obligations (performance of past obligations). An asset can 
only be recognised for costs incurred in relation to satisfying (or continuing to satisfy) future 
performance obligations; and 

• Costs for which an entity cannot distinguish whether they relate to satisfied or unsatisfied 
performance obligations. 

Most costs that qualify for capitalisation as work-in-progress under FRS 11 may continue to be 
capitalised under FRS 115.  However, as the specifics of the guidance vary from current FRS 11, 
contractors will need to consider the new guidance in FRS 115 to determine which costs can be 
capitalised as work-in-progress.  
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(5) The method used to measure the stage-of-completion may need to change resulting in either a 
deferral or acceleration of revenue and profit 

Under FRS 115, if the requirements to recognise revenue over time are met, a contractor measures the 
stage-of-completion using either an input method (e.g. contract costs incurred to date as a percentage of 
total forecasts costs) or an output method (e.g. surveys of work completed to date). 

Whilst the available methods for determining the stage-of-completion appear similar to current 
accounting, a contractor will need to reassess whether an input or output method best depicts its 
performance under the contract.  As a result, some contractors may need to change the methods used 
to measure progress under FRS 115, resulting in either a deferral or acceleration of revenue and profit 
compared to current practice. 

(6) Liquidated damages and penalties for late completion are accounted for as a reduction of 
revenue   

Under FRS 115, liquidated damages or penalties payable to customers as a result of a delay in 
completion of construction are considered variable consideration and treated as adjustments to revenue.   

FRS 115 prescribes specific estimation techniques for variable consideration and only permits variable 
amounts to be included in contract revenue to the extent that it is highly probable that the contractor will 
not be required to re-pay such monies as liquidated damages or penalties.   

The highly probable threshold in FRS 115 may result in later recognition of variable amounts and the 
deferral of revenue in some cases.    

(7) Revenue from incentive payments and performance bonuses may be delayed under FRS 115 

It is common for construction contracts to include incentive payments or performance bonuses to 
incentivise a contractor to complete the construction ahead of schedule.  Such payments are considered 
‘variable consideration’ under FRS 115, similar to liquidated damages and penalties discussed above.  As 
FRS 115 requires variable consideration to be included in revenue only to the extent that it is highly 
probable that the revenue will not reverse, it may result in later recognition of variable amounts and the 
deferral of revenue in some cases. 

(8) Recognition of revenue from variation orders and claims may be delayed upon adoption of 
the standard 

Under FRS 115, variations and claims must be approved before the amounts can be included as contract 
revenue.  If the variations and claims have been approved but a change in the contract price has not been 
agreed, the guidance on variable consideration would apply.  This means that contractors must prove 
that future revenue reversals are highly improbable which could be challenging.  Recognition of revenue 
from variations and claims may in some cases be delayed upon adoption of the new standard. 
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(9) Timing of recognition of foreseeable losses and how they are measured may change under 
FRS 115 

FRS 115 does not provide specific guidance on loss-making contracts, which are instead within the 
scope of FRS 37 Provisions, Contingent Liabilities and Contingent Assets.  Under FRS 37, if a contractor 
has a contract that is onerous (i.e. a contract in which the unavoidable costs of meeting the obligations 
exceed the economic benefits expected to be received under it), a contractor is required to recognise a 
provision.  

In contrast, foreseeable losses under FRS 11 are identified by reference to expected contract costs, 
which generally refer to the full costs of fulfilling the contract.  This includes attributable overheads.  The 
change introduced by FRS 115 may mean that contractors may have a significant impact on when a 
project is considered onerous and how the foreseeable loss is calculated. 

(10) Extensive disclosure requirements require existing systems to be redesigned to capture the 
additional information 

The new standard includes extensive disclosure requirements which were not included in FRS 11.  The 
new disclosures are onerous and may require disclosure of information which may be commercially 
sensitive.   

Examples of new disclosures include: 

• a reconciliation of contract asset and contract liability balances.  

• the amount of transaction price allocated to performance obligations that are unsatisfied or partially 
satisfied for contracts that are expected to be completed a year from contract inception, (e.g. future 
order books for which the company has signed contracts with customers), including when the 
unsatisfied or partially satisfied performance obligations are expected to be recognised as revenue. 

• The closing balances of assets recognised from the costs to obtain or fulfill a contract with a 
customer by the main category (e.g. costs to obtain contracts, pre-contract costs, setup costs). 

Understanding the extent of disclosures in advance will provide companies with sufficient time to 
redesign existing systems to capture the additional information required to be disclosed and to assess 
the impact on the business if the disclosures include commercially sensitive information. 

Next steps 

Whilst the stage-of-completion accounting is retained under FRS 115, the criteria to achieve the outcome 
have changed. Contractors will need to consider their contractual terms to assess whether they can 
continue to recognise revenue over time, as failure to do so may lead to significant deferral of revenue. 
There are also changes to the calculation of revenue involving variable consideration portion or a contract 
modification compared to FRS 11 which may impact revenue recognition and timing.  The devil really is 
in the detail. 

FRS 115 is effective from periods commencing on or after 1 January 2017. Entities in the construction 
industry should therefore start to  look at their current processes and identify any potential changes early 
as contracts entered into during the current year may well spread into 2017, the year for the new 
standard’s adoption. As revenues are a most sensitive topic, early communication and education of 
stakeholders on any changes to the company’s revenue profile require an early assessment to avoid 
surprises. 
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To find out more about the impacts on the construction industry of the new revenue standard, you can 
download the following publication: 

 

Impacts on the 
construction industry of 
the new revenue 
standard 

   

To find out more about the new revenue standard, you can download the following publications: 

    

In the Headlines – May 
2014:  Revenue a new 
global standard 

First Impressions: 
Revenue from contracts 
with customers 

 

Transition to the new 
revenue standard  
What’s the best 
transition option for your 
business 

Accounting for revenue is 
changing  
What’s the impact on 
telecommunication 
companies? 

    

 

Issues in-Depth: 
Revenue from contracts 
with customers 

New revenue standard - 
Assessing the impact 
for power and utilities 
companies 

Accounting for revenue 
is changing – impact on 
oil and gas companies 
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3. IFRS 9 - Expected impairment loss model: What are the 
emerging trends and implementation issues? 
 
This article is contributed by:  

 
 
 

 
 

  

 

Yvonne Chiu    
Partner, Audit 

Varghese Anthony 
Senior Manager,  
Professional Practice 

 

 

 

In July 2014, the IASB issued the final version of the new financial instruments accounting 
standard, IFRS 9 Financial Instruments to replace IAS 39 Financial Instruments: Recognition and 
Measurement. Mandatorily effective from 1 January 2018, this completes a project that was 
accelerated in 2008 in response to the financial crisis. 

In Singapore, the Accounting Standards Council (ASC) issued the complete version of IFRS 9, as 
FRS 109 in December 2014. 

Entities around the world, particularly those in the financial sector, have started assessing the 
impact of the standard on their key performance indicators, and profit or loss volatility.  Potential 
changes to processes and systems, and the time and additional resources needed to implement 
the new standard cannot be under estimated. 

The expected loss impairment model introduced by the new standard appears to generate the 
most interest amongst financial institutions globally primarily due to the higher degree of 
judgement required.   

This article highlights the emerging trends and issues arising from the global implementation of 
the expected loss impairment model.  
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Implementation of key impairment concepts under IFRS 9 (FRS 109)  

Impact assessments of the impairment requirements of IFRS 9 (FRS 109) have not generally 
commenced in earnest. However, questions are being asked, particularly in the financial sector, on some 
of the concepts of impairment, how these translate into practical application and what the potential 
implementation challenges arising would be. 

As we mentioned in the previous issue of Financial Reporting Matters, IFRS 9 provides a forward looking 
impairment model – an “expected credit loss” model and replaces the existing “incurred loss” model in 
IAS 39 (FRS 39).  This means that a loss event is no longer needed to occur before an impairment loss is 
recognised.  In summary, the expected loss model under IFRS 9 (FRS 109) uses a dual measurement 
approach, as follows. 

 

12-month expected credit losses Lifetime expected credit losses 

‘12-month expected credit losses’ are the present value of all 
cash shortfalls that will result from default events that are 
possible in the next 12 months (or a shorter period if the 
expected life is less than 12 months). 

‘Lifetime expected credit losses’ are the present value of 
all cash shortfalls resulting from default events that are 
possible over the expected life of the financial instrument. 

 
If the credit risk of a financial asset has not increased significantly since its initial recognition, the financial 
asset attracts a loss allowance equal to 12 month expected credit loss.  If its credit risk has increased 
significantly, it will attract a loss allowance equal to lifetime expected credit loss, thereby increasing the 
amount of impairment recognised.   

IFRS 9 does not define what it meant by“significant”.  However, it includes a rebuttable presumption 
that credit risk has increased significantly since the initial recognition of a financial asset when 
contractual payments are more than 30 days past due.  

Further, as an exception to the general requirements, if a financial instrument is determined to have low 
credit risk at the reporting date, it may be assumed that the credit risk of the financial instrument has not 
increased significantly. In addition, the standard explains that, for some instruments, a significant 
increase in credit risk may not be evident on an individual basis, but can be assessed on a collective 
basis.  
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Emerging trends and issues in the implementation of key impairment concepts  

Based on our observations, we outline some of the trends and issues pertaining to some of the key 
impairment concepts in the table below. 

Topic Description and specific issues/trends 

What 
deterioration 
in credit 
quality is 
considered 
‘significant’? 

 

Entities will have to define the appropriate parameters for the ‘significance’ of 
deterioration in credit quality in the context of the types of assets held – such as the 
types of downgrades, where the boundary of low risk lies and what forward looking 
information will be considered other than data about past-due payments. 

Entities are opting for a probability of default (PD) based threshold and downgrade 
criteria; while others are opting to use a watch list/ stressed assets process as a way of 
segregating their asset portfolios.  

For non-financial entities, the rebuttable presumption and the exception for financial 
assets with low credit risk as described above should prove to be simplifications in the 
impairment model with the assessment of the significance of risk being based on an 
internal or external rating system. 

Probability of 
default (PD) 

 

For financial entities looking to leverage the Basel regulatory expected loss calculations, 
there will be differences between expected loss as defined by IFRS 9 and Basel III that 
will require adjustment, such as: 

- Differing PD calculation bases – i.e. the Point-In-Time PD required by IFRS 9 versus 
Through-The-Cycle PD under Basel III; 

- Forward-looking information would need to be considered in assessing lifetime 
expected losses under IFRS 9 versus information estimates under Basel III. 

Most entities are recognising the need to use Point-In-Time probability of default 
estimates to quantify expected credit losses. However, the implementation and 
governance over forward looking information measures looks like it will prove to be 
challenging particularly for less sophisticated entities which normally assess regulatory 
capital based on external data.  

Loss given 
default 
(LGD) 

Similar to PD, there will be a difference between expected loss as defined by IFRS 9 
and Basel III in respect of LGD  (the loss incurred in the event of default of a borrower). 

Some entities are considering simplistic LGD assumptions for the measurement of 
expected credit losses and will have to incorporate forward looking economic guidance. 

Discount 
rate 

The expected credit loss should be discounted at the effective interest rate (EIR) or an 
approximation thereof.  

Current EIR calculations in most entities are not automated. The challenge will therefore 
be in generating EIR that is capable of being transferred for use from the current 
impairment models.  

Maturity IFRS 9 mandates the maximum period to be considered when estimating expected 
credit losses to be the maximum contractual period over which the entity is exposed to 
credit risk  and not a longer period, even if that longer period is consistent with business 
practice (with the exception of certain revolving credit facilities, e.g. credit cards). 

Most entities have opted to use behavioural maturity for credit cards and other revolving 
facilities, but are facing difficulties in calibrating this data in a robust fashion. Entities are 
also struggling with the modification of assets (extensions) where the extension is not 
contractual and the modification does not result in de-recognition.  
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Definition of 
default 

The issue is whether default is defined using regulatory guidelines or other definitions.  

There are varying definitions between portfolios (corporate versus retail books) and  
most entities have opted to define default consistently with the Basel II definition of 
default that underpins their PD models. 

 

As the above observations indicate, the expected credit loss model under IFRS 9 (FRS 109) is a 
fundamental change from the incurred loss model under IAS 39 (FRS 39) and also differs from the Basel 
methodology with significant implications expected on implementation.  

The IASB believes that having a discussion forum to provide support for stakeholders will assist with 
implementation challenges, particularly considering the expected magnitude of the change.  To that end, 
the IASB formed the IFRS Transition Resource Group for Impairment of Financial Instruments (ITG) to: 

• solicit, analyse and discuss stakeholder issues arising from implementation of the new impairment 
requirements: The ITG will discuss implementation issues about the new impairment model that are 
submitted by stakeholders if they give rise to a risk of diversity in practice and are pervasive (i.e. 
relevant to a wide group of stakeholders).  The identity of stakeholders who submit issues will not 
be made public. 

• inform the IASB about those implementation issues, which will help the IASB determine what, if 
any, action will be needed to address those issues: the ITG will not issue guidance (since it is not 
empowered to do so under the IASB’s due process requirements).  However, the ITG may refer an 
issue to the IASB for clarification if it thinks the guidance in IFRS 9 is unclear, or may recommend 
that educational material be developed. The IASB will determine what action, if any, will be taken on 
each issue. 

• provide a public forum for stakeholders to learn about the new impairment requirements from 
others involved with implementation: As a resource to stakeholders, agenda items and recordings of 
ITG meetings will be posted on the IASB’s website.  Also, the IASB staff will maintain a log of all 
submitted issues along with a description of how the issue was addressed. These  logs will be 
made publicly available. 

The ITG aim to hold two or three meetings in London each year through to 2017.  The first meeting of 
the ITG was held on 3 December 2014 where the overview and operating procedures of the ITG and the 
general implementation status of the standard globally were discussed. The following matters were 
noted or discussed: 

• Stakeholders were encouraged to submit questions early, in order to ensure that there is more time 
and ability for preparers to factor in the outcome of the resultant discussion into their respective 
impact assessment phases. 

• IFRS 9 outlines principles and leaves room for judgement. For example, a key issue is identifying 
significant increases in credit risk. It would be helpful if the ITG could discuss examples or issues of 
this type so as to promote high quality judgements and consistent application.   

• Larger banks are generally in the impact assessment phase – i.e. evaluating model designs, data 
requirements and data gathering challenges, and the resultant system and process implications. 
Other aspects being considered are funding requirements, availability of skilled resources and 
competing change projects (e.g. regulatory change).  

• Larger banks, particularly in Europe, are more advanced than smaller banks and other financial 
sector entities in analysing IFRS 9 and planning for transition. Some of these banks are hoping to 
conclude this phase and transition to the implementation phase by the second half of 2015. 

• Banks and other stakeholders are forming local implementation discussion groups in Canada, China 
and South Africa. 
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In Singapore, many financial institutions are now following the Monetary Authority of Singapore (MAS) 
guidelines for the purpose of loan loss provisioning.  With the commitment by ASC to full IFRS 
convergence in 2018, we believe compliance with IFRS 9 (FRS 109) by financial institutions in Singapore 
will be required as a matter of time.   

Financial institutions in Singapore are encouraged to start preparing for implementation of FRS 109 and 
where necessary, and actively participate in global discussion groups to understand global emerging 
trends and practices.  
 

To find out more about IFRS 9, you can download the following publications: 

    

In the Headlines – 
Financial instruments: 
The complete standard 

First Impressions: 
IFRS 9 Financial 
instruments 

In the Headlines – Hedge 
accounting moves closer 
to risk management 

First Impressions: Hedge 
accounting and transition 

 

Impact of new financial 
instrument standard on 
insurance companies 
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http://www.kpmg.com/Global/en/IssuesAndInsights/ArticlesPublications/first-impressions/Pages/first-impressions-hedging-dec2013.aspx
https://portal.ema.kworld.kpmg.com/grm/depts/isg/Lists/ToolsPubs/Attachments/278/IFRS%209%20leaflet%20%E2%80%93%20Insurance%20(July%202014).pdf
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https://portal.ema.kworld.kpmg.com/grm/depts/isg/Lists/ToolsPubs/Attachments/278/IFRS%209%20leaflet%20%E2%80%93%20Insurance%20(July%202014).pdf


5. International developments 
 

 
 

 

 

Narrow-scope amendments to IFRS 
 
As part of its process to make non-urgent but necessary amendments to IFRS, the 
IASB has issued Annual Improvements to IFRSs 2012–14 Cycle. 
 
This new cycle of improvements contains amendments to the following standards: 
• IFRS 5 – Non current assets held for sale and discontinued operations 
• IFRS 7 - Financial Instruments: Disclosures 
• IAS 19 – Employee Benefits 
• IAS 34 – Interim Financial Reporting 
 
The ASC endorsed these amendments in November 2014.  All of these 
amendments are effective for annual periods beginning on or after 1 January 2016, 
but there are some variations in the application guidance.  
 
Read our IFRS Newsletter: The Balancing Items to find out what these changes 
could mean for your business 
 

 

 

Finding a solution for participating contracts proves challenging 
 
In its September meeting, the IASB continued to refine the follow-up issues on the 
premium-allocation approach and discuss the accounting for participating contracts. 
 
Although it did not make any decisions on participating contracts, the Board 
directed the staff to continue exploring the effective yield and book yield 
approaches for determining the interest expense to be presented in profit or loss. 
These discussions will continue and likely appear to lead to decisions that are 
significantly different from the proposals contained in the 2013 exposure draft. 
 
Once the Board has addressed participating contracts, it will consider whether any 
of its decisions would impact non-participating contracts. We currently expect the 
Board to complete its redeliberations in early 2015 and a final standard to be 
released in mid-2015. 
 
Read our IFRS Newsletter: Insurance for a summary of recent developments. 
 
 
“This month’s education session highlighted the challenges the Board 
faces in finding a solution for participating contracts.”  
 
Joachim Kölschbach 
KPMG’s global IFRS insurance leader 
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Leases – Defining the problem 
 
As the leases project enters its final stages, the IASB and the FASB are still 
grappling with one of the fundamental aspects of their proposals – how to define a 
lease. 
  
In the meantime, further differences between the Boards’ proposals continue to 
emerge in other areas, most recently on sale and leaseback accounting. However, 
they have agreed on some new disclosure requirements for lessors. 
 
The Boards expect to issue their respective new standards in 2015. However, the 
possibility that they will fail to reach a converged solution on lessee accounting – 
further reducing the comparability between IFRS and US GAAP – will be of concern 
to many constituents. 
 
Read our IFRS Newsletter: Leases for a summary of recent developments. 
 

 

New revenue model and progress on enhancing disclosures 

Most banks are fully focused on the new financial instruments standard, but have 
you also thought about the potential implications of the new revenue standard? It is 
also likely to shape the accounts of banks because of its potential impact on the 
timing of revenue recognition.  This newsletter discusses both IFRS 9 and IFRS 15, 
including an analysis of some of the new revenue model’s key impacts for banks. 

Also in the news is the Enhanced Disclosure Taskforce’s second progress report, 
which shows that significant progress has been made in implementing its 2012 
recommendations. However, there is still work to be done in supporting the 
initiative and exploring new ways to refine and update the recommendations in the 
future. We summarise the report’s conclusions, lessons learned and next steps in 
this issue of the newsletter. 

For more detail, read our IFRS Newsletter: The Bank Statement.  
 
 
 
 
 
 
 
 
 
 

  

“The Boards are in the home stretch on the leases project – but on 
difference tracks”  
 
Kimber Bascom 
KPMG’s global IFRS leasing standards leader 

“IFRS 15 is more prescriptive than current guidance in some areas relevant 
to banks, and introduces new guidance.  It may require banks to modify 
their current accounting policies” 
 
Enrico Di Leo and Giorgio Vergani 
Accounting Advisory, KPMG in Italy  
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Risk disclosures for banks - Enhanced Disclosure Task Force reports on 
progress 

The banking sector continues to take steps to improve investor confidence in 
financial reports. The Enhanced Disclosure Taskforce has issued its second 
progress report on the implementation of its recommendations made in 2012. 

Although significant progress has been made by banks in implementing the 
Enhanced Disclosure Task Force (EDTF)’s recommendations – and implementation 
is nearly complete in some jurisdictions – the Financial Stability Board and the EDTF 
both believe that there is still work to be done in supporting this initiative and 
exploring new ways to refine and update its recommendations in the future. In line 
with this approach, the progress report includes a summary of lessons learned that 
banks can consider in improving their disclosures. 

Read our In the Headlines to find out more. 

 

 

Deferred tax assets on unrealised losses 
 
When the IASB proposed amendments to the accounting for deferred tax assets in 
August, we welcomed them as a step towards clarity. We now present our detailed 
analysis. 
 
This issue of New on the Horizon looks at the key questions raised in the exposure 
draft, using an illustrative example to explore the IASB's proposed solutions and the 
impacts these could have on companies. 
 
Read this issue to understand what the proposals could mean for your business. 
 

 

Insurance contracts – Finalisation and effective date may slip, transition 
method modified 
 
Deliberations on the IASB’s insurance contracts project look set to continue into 
2015, following an October meeting in which the Board did not discuss its model 
for participating contracts.  
 
With the European CFO Forum expected to set out its proposals for an alternative 
model during an education session in November 2014, it no longer appears likely 
that a final standard will be issued in mid-2015. Given an expected three-year lead 
time from publication to implementation, the new standard’s effective date is likely 
to fall after that of IFRS 9 Financial Instruments – i.e. 1 January 2018. 
 
 
 
 
 

  

“Restoring trust and enhancing transparency are key issues for the banking 
sector.  Many banks have made big steps forward in improving disclosures 
but there is still room for improvement.” 
 
Caron Hughes, Partner, Financial Services 
KPMG in China; Leader, Capital Adequacy and Risk-Weighted Assets 
workstream, EDTF 

“Companies may end up applying IFRS 9 before the forthcoming insurance 
contracts standard. They will need to prepare for this scenario, and consider 
the impacts on project management, accounting policies, the use of options 
available under IFRS 9 and stakeholder communications.” 
 
Joachim Kölschbach 
KPMG’s global IFRS insurance leader 
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IFRS compared to US GAAP 
 
IFRS compared to US GAAP helps you understand the significant differences 
between IFRS and US GAAP. This publication is a summary of those differences 
that we have encountered most frequently in practice, resulting from either a 
difference in emphasis or specific application guidance. Its focus is on recognition, 
measurement and presentation requirements, rather than on disclosure. However, 
areas that are disclosure-based, such as segment reporting, are included. 
 
You can access an overview of the publication here. 
 
 

 

IASB publishes Exposure Draft proposing amendments to IFRS 2 Share Based 
Payment 
 
In response to ambiguity in the accounting for certain types of share-based 
payment arrangements, the IASB has published an exposure draft proposing 
narrow-scope amendments to IFRS 2. 
 
The issues covered relate to the measurement of cash-settled liabilities; equity-
settled arrangements with a net settlement feature for withholding tax; and 
modifications from cash- to equity-settled. If adopted, the proposals could affect the 
classification and measurement of these arrangements,  and potentially the timing 
and amount of expense recognition for new and outstanding awards. 
 
With the IASB taking comments until 25 March 2015, affected companies have an 
opportunity to raise any concerns.  In Singapore, the ASC has also invited 
comments on this ED until 6 February 2015.  
 
You can also read the In the Headlines publication for more details on the proposals. 
 

 

IFRS: New standards 
 
Companies with 31 December 2014 financial year ends will be preparing their 
annual financial statements considering the consequential effects of newly effective 
and forthcoming standards. Among others, investment entities will now apply the 
investment entities amendments and benefit from the consolidation relief. 
 
In terms of new developments this quarter, amendments to IFRS 10 and IAS 28 
address a long-standing conflict between consolidation and equity accounting when 
a parent loses control of a subsidiary in a transaction with an associate or joint 
venture. 
 
Read KPMG’s In the Headlines for a summary of the newly effective and 
forthcoming standards. 
 
 

 

Guide to annual financial statements – Illustrative disclosures for investment funds 
 
This guide helps you to prepare financial statements for investment funds or similar 
financial institutions in accordance with IFRS. This guide illustrates one possible 
format for financial statements based on an example of a fictitious tax-exempt 
open-ended single-fund investment company, which does not form part of a 
consolidated entity or hold investments in any subsidiaries, associates or joint 
venture entities. 
 
Access this guide here. 
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Guide to annual financial statements - Illustrative disclosures for banks 
 
Our Guide to annual financial statements – Illustrative disclosures for banks helps 
you to prepare your financial statements in accordance with IFRS, illustrating one 
possible format for financial statements based on a fictitious bank and helping you 
to identify which disclosures may be required. 
 
This guide reflects IFRSs in issue at 1 December 2014 that are required to be 
applied by an entity with an annual period beginning on 1 January 2014. 
 
Access this guide here. 
 

 

Guide to annual financial statements – IFRS 12 supplement 
 
This supplement complements our Guide to annual financial statements – 
Illustrative disclosures. 
 
This edition of this supplement has been amended to reflect decisions of the IFRS 
Interpretations Committee in September and November 2014. It focuses on IFRS 
12 Disclosure of Interests in Other Entities and provides additional disclosure 
examples and explanations. IFRS 12 contains the disclosure requirements for the 
following standards: IFRS 10 Consolidated Financial Statements, IFRS 11Joint 
Arrangements and IAS 28 Investments in Associates and Joint Ventures.  
 
In addition, it includes disclosure requirements in respect of unconsolidated 
structured entities. 
 
Access this guide here. 
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