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Revenue reporting’s global makeover

By Tran Hong Kien
Partner, Assurance Services,
PwC Vietnam

With a new international
standard for revenue report-
ing on the global horizon,
smart local companies must
look ahead of the current do-
mestic requirements and
prepare for the future.

The new mandate, Inter-
national Financial Reporting
Standard 15 (IFRS 15) Rev-
enue from Contracts with
Customers, was issued by
the International Accounting
Standard Board in May 2014
and will take effect on Janu-
ary 1,2018. The standard of-
fers a single model for
revenue recognition from
contracts with customers, re-
placing all previous stan-
dards and interpretations.

As Vietnam has not
adopted IFRS yet, IFRS 15
is not required for Viet-
namese entities preparing fi-
nancial  statements  in
accordance with Vietnamese
Accounting Standards
(VAS) and regulations. Enti-
ties in Vietnam that would
need to apply IFRS 15 in-
clude those foreign invested
entities whose financial in-
formation for group report-
ing is in accordance with
IFRS, or those who volun-
tarily prepare IFRS financial
statements in addition to
their statutory VAS financial
statements.

While IFRS 15 is not
compulsory for businesses
in Vietnam, various dramatic
changes in revenue recogni-
tion introduced in Circular
No0.200/2014/TT-BTC for
VAS are believed to be taken
from IFRS 15, but rationale
for the changes provided
under Circular 200 are not as
comprehensive as those pro-
vided under IFRS 15. There-
fore, getting to know IFRS
15 will provide local entities
with a comprehensive un-
derstanding of why such
specific rules of revenue
recognition are determined
by Circular 200; as well as
familiarising them with ad-
ditional areas being consid-
ered by Vietnamese
authorities in future guid-

ance of revenue recognition
in Vietnam.

The new concepts

Before IFRS 15, revenue
was recognised based on an
assessment of whether or not
significant risks and rewards
have been transferred to cus-
tomers, and on guidance for
specific circumstances, such
as sales of goods, sales of
services, and performance of
construction contracts.

Combining the guidance
of previous standards and in-
terpretations, IFRS 15 intro-
duces a single model for
revenue recognition which
consists of five steps to be
followed. It starts with iden-
tifying the contract with the
customer (Step 1); then de-
termines a number of per-
formance obligations under
the contract (Step 2).

Subsequently, in Step 3,
determinations are made re-
garding the transaction
price, taking into account
any contingent payment
terms, significant financing
elements, non-cash transac-
tions, and other considera-
tions. The next step, Step 4,
allocates the transaction
price to each of the perform-
ance obligations. Finally, in
Step 5, revenue is recog-
nised when each of the per-
formance obligations is
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satisfied either one time or
over time.

The other two major con-
cepts introduced by IFRS 15
are “performance obliga-
tion” and “point in time ver-
sus over time”.

A performance obliga-
tion is a promise to transfer
distinct goods or services to
a customer. Identifying the
separate performance obliga-
tions within a contract af-
fects both when and how
much revenue is recognised.
Identifying performance ob-
ligations will be straightfor-
ward in most cases, but it
will become complex when
there is more than one prom-
ise in the contract and each
of the promises are satisfied
at different times over the
term of the contract.

IFRS 15 requires that a
performance obligation for
the purpose of revenue
recognition be distinct — i.e.
the customer can benefit
from the goods or services
on their own when they are
transferred — and that the
promises can be separately
identified from each other in
the contract.

For example, Entity A
enters into an agreement
with a customer to construct
a brand new high-end power
station. Apart from con-
structing the power station,

IFRS 15. . . offers a single model for revenue
recognition from contracts with customers,
replacing all previous standards.

Entity A also offers to be re-
sponsible for maintenance
services for the first year of
operations, free of charge. In
this scenario, building a
power station and offering
maintenance services are
two distinct performance ob-
ligations.

A performance obligation
may be satisfied at a point in
time — typically for promises
to transfer goods to a cus-
tomer — or over time — typi-
cally for promises to transfer
services to a customer. For
performance obligations sat-
isfied over time, an entity
recognises revenue over time
by selecting an appropriate
method for measuring the en-
tity’s progress towards com-
plete satisfaction of that
performance obligation.

These newly introduced
concepts can lead to changes
in revenue recognition when
compared to previously ap-
plied methods. For example,
Entity B manufactures a spe-
cific car frame for a customer
that cannot be used for other
customers.

Under previous stan-
dards, revenue is normally
recognised when the risks
and rewards are transferred,
which is in many cases upon
delivery. So, revenue for
sales of goods is normally
recognised at a single point
in time.

However, under IFRS 15,
as the car frame cannot be
used for other customers and
assuming Entity B can re-
cover its work up-to-date in-
cluding a margin, the criteria
for revenue recognition over
time are met, and Entity B

shall recognise revenue over
time in accordance with the
progress of its manufacturing
of the car frame.

Potential impacts

All types of entities will
be impacted by the imple-
mentation of IFRS 15 in dif-
ferent ways — be it as simple
as the need to reassess all
contracts with customers
using the five-step model and
documenting a conclusion
that no change in revenue
recognition is needed, or as
complex as a need to make a
change in both the timing
and amount of recognised
revenue.

Across the network, PwC
has performed assessments
of the impact IFRS 15 will
have on different customer
segments. Among those, one
recent study shows that the
industry impacted most is the
telecom industry, in which
there would be significant
changes to revenue recogni-
tion across the entire organi-
sation and the need to create
new retrospective statements
for existing contracts made
in the past.

There are three main rea-
sons why IFRS 15 will
greatly impact the telecom
industry. First, it is not easy
to determine a number of
performance obligations
under a telecom contract, as
it can be combined with var-
ious goods and services. For
example, a contract may con-
tain a provision of a tele-
phone device, a mobile
service and internet access,
activation fee at the inception
of the contract, and a cash
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bonus.

Second, it is not easy to
determine the transaction
price, as the remuneration
can include variable consid-
eration (i.e. phone device
provided at below market
price, provided a minimum
subscription period is used),
non-cash consideration (i.e.
free gift given), significant
financing components (i.e.
payment in instalments), and
amount paid to customers
(i.e. cash bonus at inception
of contract).

Last, the volume of trans-
actions is immense, creating
significant challenges for
process and system set-up
and implementation.

In the end, many changes
in revenue recognition under
Circular 200, including the de-
ferral of revenue for unful-
filled obligations for customer
loyalty programmes, the
recognition of revenue for real
estate developers upon the es-
tates’ delivery to customers, or
the allocation of revenue to
free product offered as part of
sale transactions, are inspired
by IFRS 15. This can be seen
as a positive movement initi-
ated by the Vietnamese au-
thorities to bring transparency,
improve accountability, help
companies and markets to op-
erate more efficiently, and at-
tract foreign capital into the
economy.

As IFRS 15 takes effect,
businesses in Vietnam should
not totally ignore this impor-
tant standard as their busi-
ness performance needs to be
assessed under the integra-
tion process into the global
economy.ms

IFRS 15’S FIVE-STEP MODEL FOR REVENUE RECOGNITION

Step 1

Identify the

contract

Identify
performance
obligations

Step 3

Determine
transaction
price

Step 4

Allocate
transaction
price

Step 5
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Recognize
revenue
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