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Abstraci

In May 2014, IASB and FASB issued IFRS 15 (Revenue [rom Contracls with Customers) to
illustrate the revenue recognition principles and to improve the revenue standard (or 1FRSs and U.S
GAAP. It would remove incopsistencies and weaknesses in the previous revenue requirements
through a more robust framework for treating revenue issues in different sectors , and improve the
disclosute requirements through the more useful information provided to financial statements users.
[FRS 15 is considered as one of the most important elforts between TASB and FASE for developing

the accounting for revenue,

The purpose of this study is to explore the impact of IFRSIS on developing the accounting for
revenue in telecom sector and its contribution on lreating the revenue issues in the seclor through
analyzing the effects of the standard and providing clarity about its significant effects on the lelecom
sector, Because revenue s an important tool in measuring the success and cffectiveness of any
business, a complete modification of the regulations regarding it will certainly have many
Cconsequences.

Wireless and Wire-line telecom companies could face many accounting issues for revenue related to
revenue recognition, measurement and disclosure that focus on determining the appropriate time and
the amount of revenue to be recognized . These issues are such as the multiple elements
arrangements, the mobile phone revenues, nonrefundable up-front activation or installation fees,
loyalty programs and other offers, variable consideration and additional goods or services over
mobile phone, accounting for interconnect arrangements, principal versus agent, bundled services,
customer premise equipment , and customer options for additional goods or services.

ICeywords: IFRS15; Revenue recognition; Accounting for revenue; Measuring of revenue;
performance obligation : Telecom ; Telecommunications .

1. Introduction :

The telecom industry has a vital role to play, it considered as the backbone of industrial and
ceonomic development. This industry has been aiding delivery of voice and data services at rapidly
increasing speeds, and thus, has been revolutionized human communication.

Revenue is an important indicator to the financial statement users in assessing an entity’s financial
performance and position. Investors are focused on revenue recognition than any other accounting
issue if the entity had a reporting problem in it’s financial statements (Colson et al,, 2010, p.3).

Accounting for revenue requires information to help users to understand and evaluate the revenue
amount, the appropriate time to recognize and the uncertain circumstances of the entity’s cash flows
through the financial reports. So, the accounting issues for revenue are associated with the three
stages of revenue (recognition, measurement and disclosure). There have been constant efforts from
the standard setters and other parties concerned with accounting in treating the accounting issues for
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revenue, These consequences have urged the researcher to examine the ability of the guidance of the
new revenue standard to develop the accounting for revenue and its ability to treat the accounting
issues for revenue in lelecom entities.

[FRS 15 is considered as one of the most important efforts between [ASB and FASB for developing
the accounting for revenue.The standard product is the major joint project between the TASB and
FASB that has been started in 2002.1FRS 15 present the principles for when revenue should be
recognized and how it should be measured, together will related disclosures and will replace the all
current tevenue standards in 1FRS and US, GAAP The standard will require entities o usc
estimations and judgments more frequently. which in turn will require entities to include more
disclosures with their financial statements. As with any significant financial change, telecom entities
will need to update their policies, procedures, and internal controls to ensure effective
implementation of the standard (Grant Thornton, 2014, p. 3).

The [FRS 15 core principle is that:

The entity will recognize its revenue (0 depict the transfer of the goods or services promised to the
customers at the amount that reflects the consideration amount that the entity expects to be entitled
in exchange for those goods or services (IFRS 15. 2).To apply the IFRS 15 core principle Jthese

steps should be executed:

+ Step 1: Identify the contract(s) with the customer,

+ Step 2: Identify the performance obligations in the contract.

+ Step 3: Determine the transaction price.

+ Step 4: Allocate the transaction price to each performance obligations in a contract.
+ Step 5: Recognize revenue when or as the entity satisfies a performance obligation.

» Research ob';ective_s:

The core objective of this research is exploring the impact of [FRS1S to develop the accounting for
revenue in telecom sector, to'achieve this objective we must achieve the following sub objectives:
Discuss the developing of the accounting for revenue in telecom entities according to international

financial reporting standard no.15.
1- Tustrate the TFRS 15 impact on treating the accounting problems_for revenue in telecom

entities.

s Research hypotheses:

The research depends on the following hypotheses:

First hypothesis :[FRS1S will provide the guidance (hat will help to develop the accounting for

revenue in telecom sector .
Second hypothesis : IFRS1S will help to (rcat accounting issues for revenue in telecom sectar,
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This paper is organized into two sections. The first section contains an implementation to the IFRS
15 guidance on the telecom entities. The second scetion provides a discussion of the IFRS 15 ability
to treat the accounting issues for revenue in telecom entities, A conelusion is then provided to
complete the paper.

2. Proposed model to implement the IFRS 15 guidance on the telecom entities,

Although revenue is the most important item financial reporting or top of the line in the telecon
enlity because it is used to assess the entity's financial performance, the previous guidance lound in
[FRS was resulted in inconsistent accounting treatment lor transactions that were cconomically
similar in telecom entities, but the current IFRS 15 requircments for the revenue recoguition,
measurement and disclosure provide necessary improvements to the quality and consistency of how
revenue is reported and also improving comparability in the telecom entity’s financial statements

(Ning &et.al 2016, p. 1676).

The telecom industry will see significant changes because of the new guidance of IFRS 15,
Telecommunication entities must reevaluate all their contracts with customers to determine the
effects of the new standard and how to edit its valvations and change their revenue recognition
inethods, internal controls and disclosures to be suitable \%itl1 the new standard guidance.This
Standard will impact on the telecom entities by reevaluating and changing the amount and timing of
revenue recognition, The disclosure of revenue could reshape the entity’s Financial Statements by
making assets, liabilities and disclosures will be more to consider because it puts a major emphasis
on more details, rules and disclosures.

For achieving the core principle of IFRS 15, the telecom entity must recognize revenue according lo
five steps. This model illustrates how the five steps of the standard applies to wireless and wireline
telecom entities to determine when to recognize revenue, and at what amount,

e Step 1: Identify the telecom contract with the customer or client,

The model in IFRS 15 applics to each contract with a customer. A Telecom contract is an agreement
between two or more parties that creales rights and obligations for the parties. These Contracts may
he written, oral or implied by customary business practices, but must be enforceable and have

commercial substance.

The more complex issue for telecommunication companies is determining the duration of the
contract. Although telecom contracts often have a specified term, sometimes the specified term may
not be enforceable. In other cascs, the term may be estimated. In each contract, assessing the
contract term is key to determining the contract’s transaction price, which, in turn, significantly
affects the allocation of that transaction price and therefore the revenue recognition for each
performance obligation (e.g. good (phone) and service in a bundled arranpement) (KPMG , 2016

9.
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The combination between telecom contracts: Telecom. entilies are required lo combine (wo or
more contracts that it enters into at, or near, the same time with the same customer or a related party
of the customer and treat them as a single contiact, if they meet the specified criteria. Combining
telecom contracts results in a single total transaction price that is allocated to all performance
ohligations in the combined contract.
The modification of the telecom contracts: Telecom customers may add or remove services (¢.2.,
increase or decrease dati in a wireless plan). They frequently make changes to their services and the
entity must modify the terms of their contracts by adding or removing these services. The entity
must determine whether the modification creates a new contract or whether it will be tealed as part
of the existing contract. The Contract modifications are (reated as separate contracts if’ these two
criteria are mel: : .

- The modification results in the addition of distinct goods or services.

- The priced are estimated at stand-alone selling prices .
If these criteria are met, the accounting for the original contract is not affected by the modification
and revenue recognition for the original contract is not adjusted. Contract modifications that may
create separate new contracts include services added such as global voice and messaging plans.
These plans will typically mect the standard’s definition of “distinct’ and be treated as separate
contracts because the monthly price for those services typically reflects the stand-alone selling price
of the entity. If the contracts modification involves goods or services that are not distinct from the
goods and services already provided, the telecom entity will treat the contract modification as part of
the original contract and adjust the revenue previously recognized to reflect the transaction price of
the confract modification and measure of its e"ect.

o Step 2: Identify the performance obligations in the telecom contract:

The telecom entity may evaluate whether it promises to transfer either goods or services that are
distinct, or a series of distinct goods or services to identify which promised goods or services ot
bundles of them would be treated as separate performance obligations. These promises might not
be limited to those explicitly included in written contracts. Ifit promises to transfer goods or
services that are not to be distinct, the entity continues to combine it with other promised goods or
services until it identifies a bundle of goods or services that is distinct.

Telecom offerings typically bundle of equipment (handset) and some various services. For
evaluating whether these goods and services are distinct is not dependent on whether the goods or
services provided for free or on a discounted basis. Under the IFRS15, discounted o free equipment
and other incentives (such as free service periods or gift cards) could be considered as distinct goods
or services (performance obligations) to which revenue needs to be allocated. :

o Step 3: Determine the transaction price of the telecom contract:
The amount of consideration that determined in the telecom contract is the amount to which the
entity expects to be entitled in exchange for transfering the promised goods or services (o the
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customer. The transaction-price excludes amounts collected on behalf of third parties such as some
sales taxes or some (elecom regulatory fees. It also considers variable consideration (and the
constraint), consideration payable to a customer or noncash consideration.

Variable consideration (and the constraint):

The amount and liming of a portion of the transaction price could vary because of the discounts,
vebates, refunds, credits, bonuses, price concessions, incentives, penalties or other similar items.
Telecom entities need to analyze their contract and its business practices of offering incentives.
rebates and price concessions, elc., as those may alfect the transaction price and need 1w be
estimated at the contract inception by using either the expected value method or the maost likely
amount method, which one is better in the prediction of the consideration.

Consideration paid or payable to a customer:

[t includes the cash amount that pays by the entity to the cuslomer, or to other parties that purchase
the entity’s goods or services from the customer. It also includes credits, coupons or vouchers that
could be applied by the customer against‘the amount owed fo the entity or fo other parties thal
purchase the entity’s goods or services from the customer. The entity assesses the consideration paid
or payable to a customer to determine whether the amount represents a reduction of the transaction
price, a-payment for distinct goods or services, or a combination of them, If the fair value of the
distinet good is less than its cost, the difference is consideration payable to a customer and reduces
the telecom contract transaction price.

Significant financing component;

The entity will adjust the consideration amount promised for the time value of money, if the telecom
contract contains the significant financing component. telecom entities may enter in multi-year
contracts that are either prepaid in full or include large upfront payments and the remaining amount
will pay for over time, when they offer arrangements in which a good or service is provided upfront,
telecom entities will need to consider whether there is a significant financing component in the
arcangement. For example, when an entify offers subsidized handset with a two-year wireless
services contract or when an entity offers the customer an installment plan [or the handset. The
financing component recognized as interest expense (when the customer pays in advance) or interest
income (when the customer pays in arrears), and presented separately from revenue from customers,

s Step 4: Allocate the transaction price to the performance obligations in the contract:

The telecom entity allocates the transaction price to each separate performance obligation (each
distinct good or service) to its standalone selling price.A variable consideration or a discount is
allocated to one or more, but not all of the performance obligations. The Telecom entity will need to
consider the factors of state regulation, competition or type of customer when they determine the
stand alone selling prices of their goods and services that may differ. The standalone Selling prices
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also change frequently because of the competitive market factors and Introduction of new
technologies. So it is required from the entitics to update their processes and systems to determine
fhie standalone selling prices on a regular basis thal will be considered a signiticant challenge for
telecom entities.

.

When determining standalone selling prices, a telecom entily is required lo use observable
infarmation, if it is available. T standalone selling prices are not directly observable, the entity will
need to estimate it by using one of the three approaches based on available information, The
estimation approaches include an adjusted market assessment approach, an expected cost plus @
margin approach and Residual value approach,

s Step : Recognize revenue when or as the entity satisfies a performance obligation.

The telecom entity recognizes revenue when or as it satisfies each performance obligation by
iransferring a control of assets (good)or service promises (o the customer, either at a point in time
(when) or over time (as).

Generally, ihe telecom entity recognizes revenue from sales of equipment at a point in time, usually
at contract inception, when control of the equipment (assets) transferred to the customer, and
recognizes revenue from Service promises over time as the services provided. The new change in
allocation methodology will often increase the amount of revenue allocated to, and accelerate
revenue recogaition on, the equipment, especially for subsidized wireless handsets but for the option
of adding services, such as usage, result in revenue recognition only once the customer exercises the
ontion. For example, wireless telecom entity presents a contract for the customer with both a mobile
phone and network services; [FRS 15 recognizes revenue from this iransaction on a basis of the
entity’s performance obligation. This is required from the entity to allocate the transaction price
(which would be the amount that the customer pays on entering into the contract with the seller and
he monthly payments for the network services) to the mobile phone and the network services on the
relative standalone selling prices basis for each item performed. So, some revenue would be
recognized when the handsel wransfers to the customer (cven if the handset is marketed as “free’) and
the remaining reverue would be recognized when the network services provided, where the IFRS 15
detennines {hat the revenue recognition must describe the selling of goods (sale of mobile) and
providing of scrvices (network services) to customers. the evaluation of revenue should reflect the
consideration to which the entity expecls to be entitled in exchange for these goods and services, 50
the timing and amount of revenue recognition must be the same in accounting for these contracls
regardiess of payment terms (ignoring the time value of money) (McConnell, 2014, p.p 2,3).

1, thie IFRS 15 ability to treat the accoliniting issues for revenue in felecom entities.

The researcher discusses how the standard will treat the accounting issucs for revenue that are
already exists in the wireless and wireline telecom entities, as follows:
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A. Mobile related issues such as:
o Multiple clements arrangements:

Wireless telecom entitics usually transfer a bundle of goods and services 1o the customer (e.g..
wircless service and handsets), IFRS 15 requires telecom entities to identify the contract with the
customer by providing multiple goods and services (sale of mobile phone and providing monthly
services). It also requires telecom entities to allocate lransaction prices among all performance
obligations in the contract based on their relative stand-alone selling prices. The telecom entity
requires to defermine the stand-alone selling prices of all the components within the bundlc. 11 the
stand-alone selling price cannot be observed, the entily must estimate it under the other methods
that [FRS15 determines it, These are then used to allocate the Lotal price to the different components
in the contract. ' :

The required allocation for the transaction price could result in a change in the timing of revenue
recognition (e.g., some revenue might be recognized up front), This change will affect their income
staterhent because the amounts billed and collected by the entity monthly could be significantly
different from the amount of revenue in the income statement. IAS 18 does not identify how to
separately recognize each component in the contracts and how to allocate the transaction price for
the multiple elements products. That's led the telecom entities to make their own judgments on
applying it. So the IFRS 15 guidance could treat the vague guidance existed in IAS 18 that related to
the multiple elements arrangement issue in the telecom entities by dividing the transaction to each
separate performance obligation and distribute the total revenue of this transaction to each
performance obligation separately according to the relative stand-alone selling price.

. Mobile phone revenues:

Under new guidance in [FRS 15, wireless telecom entity identifies all separate performance
obligations from the contract with the customer, these being: () The obligation to deliver the mobile
phone equipment, and (b) The obligation to deliver the mobile services .The revenue recognizes
when the entity satisfies its performance obligations. Therefore, it recognizes revenue from the
“mobile sales when it gives it to the customer ( Aurora&Bontas , 2014, p.380).

- Prepaid mobile phone revenues,

The customer commonly pa.)-s for ongoing services by purchasing cards or purchasing points from a
phone, online, or by other channels such as cash machines and cuslomer payment stations.
. regardless the payment arrangement with the customer, an accounting issue for revenue which the
wireless entities face it is when to recognize revenue in respect of services purchased in advance.

under the IFRSIS, revenue should follow performance than the timing of payment as wireless
‘telecom entities have the obligations to provide services to the end customer. This means that
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revene must be recognized when calls made. However, practical accounting difficulties arise when
the entily cannot readily track the card or other forms of usage. In many cases, based on the
expected usage and the life of e card or other credits, could be acceptable.

Tn zddition, wireless telecom entitics would also consider whether it has significant financial
companent (specially the contracts more {han one year) and discounting for time value of money
received in advance could be ensured (KPMG,2016, p.5).

. ludirect mobile phone sales channel:

Wireless telecom cntities commonly sell service contracts to customers through the indirect sales
channel (L., dealers). The terms and conditions of arrangements with dealers vary throughout the
telecom industry. Dealers purchase handsets from the manufacturer or from the wireless entity, The
dealer then sells the handsets to the end customer who entets into a conlract for a service provided
by the wircless entity. Generally, wireless entities make payments to the dealers when they sign up a
new custamer. Under IFRS 15, a wircless entity will need to analyze their contracts with dealers and
carefully evaluate thé nature and all circumstances of an indirect channel acrangement 10 determine
the appropriate accounting treatment for the payment made to the dealer (EY,2015, p.25).

According to the standard, wireless telecom entity must detenmine whether payments made to &
dealer representative a sale commission of the service contract (.g., the costs arising from obtaining
a contract) or a handset subsidy (¢.g., the consideration paid or payable to a customer).

For example, If the dealer purchases handsets from the original equipment manufacturer (the dealer
is not the customer in the arrangement), the dealer payment may represert a commission that is as a
cost to obtain a contract (EY,2017, P.11). If the dealer purchases handsets from the wireless entity
{the dealer is a customer in the arrangement), the wireless entity needs to carefully evaluate the
terms of the dealer payment to determine whether some or all of the payment represents
consideration payable to a customer. In this case, the wireless entity needs (0 determine whether the
consideration payable to the customer (or to other parties that purchase the entity’s goods oF Services
from the customer(dealers)) treals as a reduction of the transaction price and, therefore, of revenue
unless such payment to the customer is in exchange for a distinct good or service (KPMG, 2016,

p.4).

o Nonrefundable up-front activation or installation fees (Connection revenues):
Thosé fees, such as activation or installation fees, are often required by telecom entities to set at
cantract inception. for a month-to-month telecom contract, the customer can rencw each month
without having to pay the activation or installation fee again which leads Lo a material right (that
may differ from the activation or installation fee charged to the customer) and creates a separate
performance obligation. for example, a telecom entity charging an activation fee to set a physical
line to the customer’s premises, in contract including a handset and monthly services. f the
customer can still use the line when changing his telecommunications provider, the line represents 4
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distinet service. The related activation fee will therefore be aceounted for as a separate performance
obligation (Peters &Maxime, 2016 ,p.20).1 the upfront activalion fec does not represent a distinct
performance obligation, it is included in the transaction price and allocated between the handsel andl
the monthly services plan,

Telecom entity need to determine the standalone selling price to allocate the transaction price to the
promised goods or services and also (o the purchased options of additional products or services
(c.g.. international data and voice plans. or minules or messages more than plan controls). The
standard provides an alternative o estimating the standalone selling price ol an option. Under this
alternative, a portion of the transaction price allocates to the option by reference to the tolal goods or
services expected to be provided to the customer (includ ing expected renewals) and the expected
consideration. it should allocate a portion of the transaction price to the material right and recognize
that amount over the period of benefit of the activation or installation fee (EY,2017, P.4),

¢ Customer loyalty programs, Free minutes and other offers:

Telecom entities seek to reduce customers disturb by offering retention incentives because of the
costs involved in acquiring new customers is high. Telecom entities often offer free products and
services as an encouragement for customers to continue into telecom contracts (e.g., free tablets,
free months of service, awarded points of'a set amount of minutes used) (EY,2017, P.13),

Although an entity might not consider those goods or services the main items the customer contracts
to receive, those goods o services pays by the customer. the entity should evaluate whether they are
separate performance obligations. It would account for a customer option to acquire more goods or
services (customer loyalty program or other offers) as a performance obligation if the option
provides the customer with a material right. The standard provides guidance on calculating the
standalone selling price of a customer option. If the stand-alone selling price that is a material right
is not directly observable, in such a case the entity would need to estimate it (KPMG, 2016, p.5),

The standard also allows entities to ignore promises that consider immaterial in the contract. When
evaluating whether a promised good or service is immaterial, an entity should consider the relative
significance of the good or service in the contract. In this case. a telecom entity needs (o consider
both quantitative and qualitative factors. If the entity determines that multiple goods or services are
individually immaterial in a contract, it also should assess the collective significance of those goods
or services before concluding it is appropriate to consider them all immaterial in a contract because
those individual immaterial items could be material in the gross to the contract,

o Variable consideration and additional goods or services over mobile phone (mobile
sites, appetence): .

Telecom network service contracts often contain usage-based fees (e.g., price per gigabyte of data

used). wireless telecom entities need to practice judgment in distinguishing between contracts that
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inciude variable consideration based on a variable quantity and contracts (hat contain the customer
option te purchase additional goods or services. This determination is important because it affects
ihe accounting for the contract at inception and throughout the life of the contract, as well as
disclosures. according fo the standard, telecom entities should ficst identify the nature of the
promises in the coniract as well as the rights and obligations of the parties.

If the variable quantity of services provided (¢ &, gigabyles of data) represents customer options, lie
witcless telecom entity would be obligated to provide (he additional goods and services oaly when
(he customer exercises the option Lo purchase a separate serv ice. 11 that option is not a material right,
there is no accounting for the additional goods or services until (hose subsequent purchases occur.
if the usage-based fee represents variable consideration, the wircless telecom enlity would be
presently obligated to transfer all the goods and services (0 the customer, Therefore, an entity would
have {o cstimate at contract inception the variable consideration expected over the contract term and
update that estimate each reporting period.

The amount and timing of a portion of the transaction price could vary, due 1o discounts, rebates.
refunds, credits, price concessions, incentives, bonuses, penallies of other similar items. Telecom
contracts often may inchude volume discounts or rebates that offer to customers based on 2 variable
quantity (¢.g., the use of data). Telecom entities may question whether 2 volume rebate or discount
represents an_ optional purchase or variable consideration. if a discount is surely applied, the
judgment requires the telecom entity to distinguish between optional purchases and variable
consideration, a discount would be accounted for as a customer option to purchase (not variable
consideration) when the consideration for the goods or services in the current contract is not
conditional or affected by any future purchases. Telecom entities need to evaluate whether the
volume rebate or discount provides the cusiomer with an option to purchase goods o services in the
future 2t a discount that represents 8 material right (and is therefore accounted for as a performance
obligation). a volume rebate or discount would be accounted for as variable consideration when
the final price of each good of service sold depends on the customer’s total purchases subject to the
rebate program. That is, the consideration is conditional in the occurrence Of NONOCCUTTENCE of

future events (EY ,2017, p9).

o Interconnect arrangements:
Both wireless and wire-line telecom operators could enter into a number of interconnect contracts

with other carriers. These agrecments allow them to terminate of transit traffic on their respective
networks and to provide the end-to-end capability required by their customers (KPMG, 2010, p.29).

- Fstablishing fair value.
Revenue cannot exceed the fair value of the services provided. Telecom entities need Lo be able (o

verify fair value where consideration is not received in the form of cash. In instances where there is
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a significant amount of mutual interconnect business between two entities, establishing fair value
could not be simple, _
the standard states that the transaction price in the contract could determine at fair value when the
fair value is reliably determinable. [f an entity cannot estimate the fair value of the non-cash
consideration, it would measure the consideration indirectly by reference to the standalonc selling
price of the goods or services (IFRS5, 66&07). A telecom entity must estimate stand-alone selling
price if it is not observable by one or more of these methods: adjusted market assessment approach;
expected cost plus a margin approach and residual approach.

- Net settlement, ;
In industry practice is for interconnect revenues recorded gross on the basis that the parties exposed
to the gross risks of the transaction, Interconnect agreements usually allow parties to settle on a net
basis. some telecoms seck to further reduce their exposure to other parties by entering into
arrangements that give them the legal right of offset.

In some cases, parties enter into arrangements whereby the rates and amount of goods or services
transferred by each party established upfront. The substance of the transaction is that the telecom
entities agree to exchange services with possibility of any net cash settlement being remole,

- Liegal right of offset,

Custom and practice is for telecom operators to typically settle on a net basis. However, some
operators may seek to further reduce their exposure to other parties by entering into agrecments that
give them the legal right to offset any balances due from the counter party against balances due to
the same party. To reduce the settlement risk of the transaction is a sensible commercial objective. it
would not expect that this to void the recognition policy of the gross transaction in the first place,
However, ongoing consideration will be needed to make sure that the recognition policy is neither
misapplied nor becomes inappropriate, ‘

B.Fixed line related issues such as:
* Interconnect arrangements.
e Principal versus agent:

A telecom entity needs fo identify the contract by providing goods or services to the customer. I
this issue, an entity requires to determine whether the promises performance obligation is a principal
(the goods or services Provided itself) or an agent (the goods or services provided by third-party) by

evaluating the nature of its promise to the customer. This dete; mination exisls in slep two when

identifying the performance obligations promised to the customer in the contract

A telecom entity is a principal and records revenue on a gross hasis if it controls 8 promised gond o

service before transferring that good or service to the custoiner. A telecom entity s an agent and

records revenue on the net amount it retains for its avency services if its role is 1o arranoe for third-

i of arways clear whether an entity coffrols a

. Because it 15 n

party to provide the goods or st
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specified good or service in some contracts (e.g., those invalving intangible goods and services), the
standard also provides indicators of when- an entity may control the specified good or service s
follows:

« The entily is firstly responsible for fulfilling the promise to transfer the specific good or service (0
ihe customer, ‘ '

« The enlity has the inventory risk before transferting the control of specified good or service 10 2
custorner or after transfer of control to the customer (e.g., if the customer has a right of return).

« "The entily has.discretion in establishing the price for the specificd good or service,

» Dundled services.

Telecom entities often provide bundled products and services to the customer (such as, for contracts
involving the supply of a free handsel or router that combined or (bundled) with an allocation
of permitted use in return for a monthly payment for a minimum period of time). They need to
astimate the standalone selling prices of the goods and services to allocate the transaction price Lo
gach performance obligation,

The telecom entity often may sell goods or services at different prices to different customers.
Depending on the facts and circumstances, a telecom entity may need to stratify its analysis
o determine the standalone selling price for each class of customer (e.g., customers by network
plan), geography and/or market. The selling price of telecom bundled goods and services is
commonly less than the sum of {he standalone selling prices of the individual components. Telecom
entities should assess whether the discount inherent in the bundle is promotional in.nature (e.g.,
introductory pricing for the first three months). If the discount is promotional in nature, the discount
would be allocated proportionately to all separate performance obligations in the bundle.

The only requirements in the standard are that an entity maximize its use of observable inputs and
apply the estimation approaches consistently. The application of IFRS 15 will result in the revenue
from the contract allocated to each component (or ‘performance obligation’). That means, the
telecom entities will record revenue and profit that is referable to the provision of the handset at the
beginning of each contract. compared to the present practice, this normally means recognition of ]
more reveaue and profit on the inception of the contracs, and less revenue and profit as the contract.
So the telecom entities need to make significant investments in their information systems to b able
10 track multiple pricing points for a single product offering. The standard also requires entities 0
update the standalone selling prices to reflect new products and offerings and price changes for new

contracts.

« Non refundable fees for installation or setup services,
Majority of up front st up or installation services facilitate the customer’s access 10 the activation.
and bundled with a future period of ongoing services. Companies will need to evaluate whether
{hese types of up-front services are separate performance obligations (KPMG,2014, p.2).
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Some contracts in the telecom industry include non refundable up front fees. IFRS: 15 requires
telecom entities to determine whether an up front fee is related to the transfer of a goed or service
promised. In addition, the new standard notes that non-refundable up-front fees are oflen related 1o
activities that requires an enlity to fulfil (c.g. switching on access to the network) at or over the
inception of a contract; however, thosc aclivities may not result in the transfer of a good or service
o the customer. Under such circumstances, the non refundable upfront fee may represent an
advance payment of future goods or services and would be recognized when the telecom entity
transterring those promised goods or services to a customer. In some instance, those future promised
goods or services may be provided for periods in excess of (he initial contract period if the customer
has the option of renewing the contract and a material right exists (Deloitte ,2015, p.10).

o Customer options for additional goods or services:

Wireline telecom entitics encourage the new customers to enter into a contract by giving them many
options for additional goods or services at a discount or for free (e.g., free routers, or free months of
service) . If the telecom entity presents a material right to the customer when entering into the
contract,the customer’s option to receive additional goods or services at a discount or for free is
treated as a separate performance obligation.IT it is immaterial in a contract, it should first assess the
collective significance of those goods or services because those individual immaterial items
could be material in the aggregate to the contract,

o Customer premise equipment:

Telecom entities often provide customer premise equipment (CPE) such as set-top boxes and access
(e.g., routers, modems) in the integrity with telecom services.

Telecom Entities first must determine whether the CPE is a leasing element or a revenue element
within the scope of the revenue standard. If it is a revenue element, a telecom entity needs
to determine whether it is a distinct good and therefore a separate performance obligation. If the
CPE is not a distinct good, the telecom entity includes the fee charged for the asset in the total
transaction price that allocated to the separate performance obligations (c.g., monthly telecom
service). (EY,2017,p.13)

4. Conclusions:

Telecom entities facing many accounting issues for revenue that related to revenue recognition,
measurement, and disclosure under the current business environment. there have been constant
efforts from the standard setters and other parties concerned with accounting in treating these issues.

The five-step approach to the accounting for revenue would result in regular and harmonic revenue
recognition, and thus improves the comparability characteristic of financial statements. Entitics
should be assessing their current systems and processes to determine the changes that they will need
to make in order to comply with the new approach, For telecom sector, the new revenue standard
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will hiave « significant impact on the entire entities, resulting in changes in how and when revenue is
cecopnized, and will requite the dependence of new systems and processes.

The researcher considered that the implementation of the new qualitative and quantitative disclosure
requireinents of the revenue standard is going to have a widespread impact on most organizations
especially telecommunications entities because there can enter inlo a contract involving twa or morc
performance obligations such as the sale of product and providing some services for a long time and
also hecause of the varicty of plans they offered and the frequency with which custoniers madify
theiv plans by adding or removing services, So, the new disclosurc requirement will display the
revenue in the best image that enable financial stalement users (0 understand the nature, amount,
timing, uncertainty of revenue and cash flows coming from the contracts with the customers.

The implementation of the revenue standard (IFRS15) will be affected by three ways: telecom
entities may reform their business practices for being more compatible with the new guidance of
revenue recognition lo ensure more favorable accounting outcomes, there will be costs associated
with changing the accounting practices of the eniities, and the telecom entities financial statements
will be materially changed. It also presents a new shifl to auditors. Auditors require reviewing all
this new important information.

References:

. Aurora,C.&Bontag,B. (2014), new approaches on revenue recognition measurements, WCBEM
2012. '

- Colson, R., Bloomfield, R., Christensen, J., Moehrle, S., Ohlson, J., Penman, S.,Watts, R.
(2010), Response to the Financial Accounting Standards Board’s and the International
Accounting Standards Board's Joint Discussion Paper Entitled Preliminary Views on Revenue
Recognition in Contracts with Customers, Accounting Horizons, vol.24,00.(4).

. Deloitte (2015), Telecommunications Spotlight — Navigating (he New Revenue Standard,
January.

. Emst & Young (EY) (2017) , Technical Line How the new revenue standard affects
telecommunications entities 22 June 2017

- EY (2015), Applying IFRS in T elecommunications: The new revenue recognition standard -
telecommuncations,Retrieved 27 December, 2015, from httpz//_www ey.com/ ‘Publication/
vwLUAssets/Applying_IFRS_in Telecommunicaions; The_new_revenue_recognition  slanda
r_ll_l_qlp_ogmm_unicaﬁons._ﬂﬁile IApplying-Telcos-Mar201 S.pdf.

. Grant Thorton LLP, (2014, June 5). A Shift in the Top Line - The new global revenue standard
is here! Retrieved March 28, 2016, from https:h‘www.granlthornmn.cnmf~fmediafcoulenl-
page-ﬁl&datldiﬂpdfsme“',

- International Accounting Standards Board [LASB] (2014), IkRS |5 Revenue from Contricls
with Customers. Retrieved 6 December, 2015.

1



- KPGM (2010), Accounting under TFRS: telecoms , January.
- KPGM (2016), Revenue for Telecoms — Issues In-Depth sep
- KPGM (2016), accounting and auditing update , Issue no. 6/2016 | Telecommunication

www.kpme.con/in , february

- KPMG (2014), Accounting  for  revenue is  changing: What's the impact on

telecommunication companie?, Retrieved 24 February, 2016, from https://www.kprig.com/
Globalfen/lssuesAndlnsights  /AtticlesPublications  /lline  of-Business  publications/
Documents/Revenue %20lcallel %20Telecommunications — pdl

- McConnell P. (2014), Revenue recognition: linally, a Standard approach for all, London.

Ning Du, R. Mark Alford, Patricia L. Smith, (2016) ,Do GAAP And IFRS Differ In
Collectability Judgments Related To Revenue Recognition? ,The Journal of AppJ'icd Business
Research, November/December 2016 Volume 32, Number 6 DePaul University, USA

- PETERS & Maxime (2016), The new IFRS 15 standard implementation challenges for

Belgian companies.

Yy



