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Abstract

This article focuses on advertising and publicity expenditures under IFRS. This article provides answers
to several questions related to this topic. These questions were asked due to the changes in IAS 38, Intangible
assets, IFRS 16 Leases or IFRS 15 Revenue from Contracts with Customers. Example of such questions are: 1)
when advertising materials should be recognized as expense: at acquisition, at first used or -in time when- they
are distributed to customers or internally used? 2) can be capitalized the cost of advertising materials as assets
(inventories)? 3) How should be accounted up- front payment for advertising materials or services? Can the cost
of the advertising campaign -for newly launched products- be deferred until the moment of their actual launch?
Can it be recognized as expense during the launch period? Can long term use advertising goods (e.g., gondolas,
specialized furniture, refrigerators, etc.) account as tangible fixed assets under IAS 16 Property, plant, and
equipment?

Keywords: advertising and promotional services, purchased goods, right to access the goods, prepayment,
complex advertising campaign

JEL: G32 - Financing Policy; Financial Risk and Risk Management; Capital and Ownership
Structure; Goodwill; H32 - Firm M41 — Accounting.

1. Introduction

Advertising & publicity (A&P) expenditures are split in a classical way in two types:

a) advertising and promotional services (e.g., advertisements in print media, TV/radio and internet spots,
extensive advertising campaign, etc.)
b) purchased goods used in advertising activity (e.g., samples, testers, promotional catalogues and

brochures, bespoke shelving, gondolas, etc.)

These types of A&P expenditures are performed in general by specialized entities (e.g., agencies) and
purchased by any company (let's continue the article and the examples in the article using a generic name for a
hypothetical company, let's call it ABC company). However same type of A&P expenditures — especially services
— can be purchased ABC company even from its own customers. At the same time ABC company can grant to its
customers different types of options for acquiring additional goods or services for free or at a discount, including
sales incentives, customer award credits (or points), etc. These options, generically speaking, represent costs for
ABC company, and they can be covered either by the marketing budget or from commercial discounts or even
both.

IFRS standards that should be applied for these A&P expenditures are:

A&P expenditures that are A&P expenditures, purchased by ABC company, that are performed by its
performed by specialized entities customers or options granted by ABC company to its customers for
and these entities are not ABC’ purchasing additional goods or services for free or at a discount, sales
customers incentives, etc./
IAS 38 Intangible Assets1FRS 16 IFRS 15 Revenue from Contracts with Customers
Leases
114

Universitatea Titu Maiorescu, the 19th international conference, education and creativity for a
knowledge based society, economy proceeding book
https://intraders.org/archive/ e-ISBN: 978-625-92035-1-5



https://intraders.org/archive/
https://doi.org/10.66793/titue19proceeding17

Regardless of whether it is desired that these expenditures be covered internally from advertising budgets and /
or from commercial conditions, from accounting point of view the impact in income statement (Profit or loss
statement) could be different and should be established in line with above standards.

2. A&P expenditures that are performed by specialized entities and these entities are not
ABC’ customers.

IAS 38[69] mentions that expenditure on advertising and promotional activities (including mail order
catalogues) plus expenditure on training activities should be written off as incurred. So, these expenses are
recognized as incurred in Income statement (P&L statement). This term “as incurred” should be understand -by
taking into consideration of above two types of A&P expenditures- as follow:

. for services, an expense is recognised on receiving the services.

. in the case of the supply of goods, the entity recognizes such expenditure when it has a right to access the
goods. Access = time where an entity owns the goods or when the goods have been constructed and the entity
could demand delivery of the goods (IAS 38, [69A]). So, it is provided an answer to the key question ,,When
advertising expenditures should be recognized as expenses in income statement?”. A summary of above
explanation is presented in the next picture.
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Profit or Loss Statement

1. Revenue
1.1 Gross sales of goods & services

1.3 Discounts & allowances

5. Expenses
5.1. Selling (distribution) costs, from which

5.1.1. Advertising & Publicity

As conclusion the classical rule, meaning that costs of materials or services used to develop advertising
and promotional content should be recognised as an expense as those materials or services are consumed by the
entity, is no longer available under actual IAS 38. Behind this change is the idea that the performance of an
advertising or promotional activity creates or enhances a brand or customer relationship intangible asset. This
brand or customer relationship is an internal one and- under IAS 38[67] - this should not be recognized as asset.
This enhanced internal asset gives rise to increased sales, but this asset is not recognized as expense when these
sales are performed and recognized, meaning that advertising or promotional activity ‘s accounting treatment is
not linked to the sales.
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IAS 38 [70] mentions that it isn’t precluded/forbidden to record a prepayment (up-front payment or
payment in advance) as an asset, when this prepayment was done in advance of:

a) receiving the services; or b) obtaining the right to access the goods. But as soon as the services are received or
the right to access the goods is obtained this asset should be written off.

Sometimes advertising campaigns also include short-term (less than 12 months) rental of
billboards. This type of rental represents mostly an Operating lease and IFRS 16 Leases should be
applied. In this case ABC company, being the lessee, elects to apply - at the commencement date - to the
exception from IFRS 16.[5] and not to recognize a right-of-use asset as IFRS 16 [22] required. In other
words, the lessee shall recognise the lease payments associated with those leases as an expense on a
straight-line basis over the lease term (IFRS 16. [6]). This rent expense should be included in the
advertising expense category. Any kind of incentives received by the lessee (i.e., rent free period)
should be presented as a reduction of the rental expense on a straight-line basis during the contract period
(IFRS 16.[81]). When expenses within profit or loss are presented according to their nature all the above expenses
can be included as advertising costs. (IAS 1 [102],[103]).

Example no. 1 Advertising in print publication

On November 20, 202N ABC company signed a contract with an advertising agency for a two-page
spread in a well-known print publication. The spread will be published in December, 202N. A copy of the print
publication and a 1,000 € invoice will be received in December, 202N. The invoice will not be paid till the end of
202N. When is the service recognized as an expense?

R: December when the service is provided effectively. (1AS 38 [69])
Advertising expense = Trade payables 1,000 €

Example no. 2 Advertising in print publication/Payment in advance

On November 20, 202N ABC company signed a contract with an advertising agency for two advertising pages in
a well-known print publication. The agreed price is 500 €/ advertising page, meaning 1,000€ in total. These pages
will be published in December, 202N and January, 202N+1 (one in each month). The full price will be paid in
December. A copy of the December print publication and 1,000 € invoice was received and paid in December. In
January 202N+1 it received a copy of print publication also. When is the service recognized as an expense?

R: December 202N and January, 202N+1 when the service is provided effectively. (IAS 38. 69). But- more than
that- at end of December an asset of 500€ should be recognized for the up-front payment related to the January
advertising (IAS 38.70). This asset will be nil after the service is received in January, 202N+1.

December 202N January 202N+1

Advertising expense = Payables 500€ Advertising expense = Payment in advance 500€
Payment in advance =Payables 500€

Payables = Cash 1,000€

Example no. 3 Complex advertising campaign (development, production, and distribution)

On November 10, 202N ABC company signs a contract with an advertising agency for develop an
advertising campaign for a new product that will be delivered to customers split in two stages: Stage no. 1 =
Development & Production — according to the agreement agency will provide during Nov -Dec, 202N the
following services:

a) develops the general concept and submits it for approval of ABC company

b) finds the placement channels (TV, Radio, magazines) and submits it for approval of ABC company
¢) signs contracts with each channel for placement schedule starting from January, 202N+1.

d) produces all campaign materials (TV spot, radio, and printing commercials).

Stage no. 2 = Placement — according to the agreement agency will provide during Jan -February, 202N+1 the
following services:

a) the campaign deploys in January,03 till end of the month with TV & radio advertising
b) the campaign will continue in February with advertising in printed magazines (till the end of the month).
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The full price of this complex campaign is 50,000 €, divided as follows: 5,000 € for the 1% stage and 45,000 € for
the 2nd stage (40,000 € for TV &radio and 5,000 € for printed magazines). The full price will be paid as follows:
50% at end of December, 202N and the rest at end of January, 202N+1. At the end of December, the agency issued
invoice no. 1 for 50% of full price meaning: service for stage no. 1 (5,000 €) and payment in advance for 2" stage
(20,000 €). At the end of January 202N+1, the agency issued invoice no. 2 for 25,000€ (40,000 € for TV and radio
and (-15.000 €) reducing of advance payment). At the end of February, 202N+1 issued invoice no. 3 for 0 € (5,000
€ for advertising services in printed magazines and (-5.000 €) reducing of advance payment)

When is the service recognized as an expense assuming that assuming that the requirements of the contract
were fully respected by the agency? Should be recognized any asset during these periods?

R: From a business point of view there are 2 different things: the timetable for providing the services and payments
schedule. For income statement it is important to understand the timetable for providing the services, if the
accruals basis is applied (which is ABC company’s case), regardless of the moments when payments are made

effectively.

December, 202N — Invoice no. 1- amount 25,000 €

Advertising expense = Payables 5,000€

Payment in advance =Payables 20,000€

Payables = Cash 25,000€

January, 202N+1 — Invoice no. 2 — amount 25,000 € February, 202N+1 — Invoice no. 3 with 0 € amount
Advertising expense = Payables 40,000€ Advertising expense = Payables
5,000€

Payment in advance =Payables -15,000€ Payment in advance =Payables -
5,000€

Payables = Cash 25,000€

In December,202N services for stage no. 1 of 5,000 € are recognized as expense because these services for
development & production were performed (1AS 38.69) and an asset for the up- front payment of 20,000€ (IAS
38.[70]). In January, 202N services for TV &Radio of 40,000€, part of stage no. 2, were performed and recognized
as expense and — at the same time- the asset is reduced by 15,000 € and its balance becomes 5,000 €, exact amount
paid in advance for the last part of the services for stage 2. In February, 202N services for printed magazines of
5,000€, part of stage no. 2, were performed and recognized as expense and — at the same time- the asset is reduced
by 5,000 € and its balance becomes nil.

Example no. 4 Rent periods for billboards.

On October 10, 202N ABC company signs an agreement with an agency who is the owner of several
billboards placed on important buildings from the city and placed also by the main highways in the country. This
lease agreement provides the following: a) the rental period is November, 202N — March, 202N+1; b) monthly
rent is 1,500 €; c) at the end of each month an invoice is issued and is paid in the first 5 days from the next month.
When is the service recognized as an expense and what is the amount for each year?

R: This is short term operating lease. The lease payments associated with this contract will be recognized as an
expense on a straight-line (monthly basis) basis over the lease term (from November 202N till March, 202N+1)
(IFRS 16. 6). At the end of each month, it will be recorded:

November, 202N ....... March, 202N+1

Rent expense = Payables 1.500€ Rent expense = Payables 1.500€

So, total expense for 202N is 3,000 € for Nov -Dec 202N and for 202N+1 is 4,500 € for Jan — Marc, 202N+1.

Example no. 5 Point-of-sale advertising through specialized furniture (i.e., gondolas, shelf liners,
etc.) purchased by ABC company and distributed to customers for a period.

ABC company sent an order to a supplier for building a piece of furniture (gondola with a logo of a very well-
known brand). The furniture’s cost is 30,000€ and it was delivered by the supplier at ABC company’s warehouse
in February, 202N. ABC company delivers this gondola to a retailer, which is ABC company’s customer, in the
same month. The gondola will be used for free by the customer for a period of 5 years. The retailer is buying
goods, marked with well-known brand, from ABC company and used this gondola for exposing these goods in its
shop.
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When the cost of the gondola should be recognized as an expense (when it is purchased or in time during the
period over which the asset is expected to be used)? What should be the value of the gondola in the balance
sheet at the end of each period? Should it be recognized as an asset (e.g., fixed asset / tangible asset)?

R: This piece of furniture is used for advertising. IAS 38 does not make any difference regarding different types of
advertising materials (e.g., testers vs gondolas). The accounting rules are the same. IFRS mention that an entity
recognises such expenditure (e.g., advertising expenditure) as an expense when it has a right to access those goods
(1AS 38 [68]). An entity has a right to access goods when it owns them. Similarly, it has a right to access goods
when they have been constructed by a supplier in accordance with the terms of a supply contract and the entity
could demand delivery of them in return for payment (1AS 38 [69]). Based on these arguments we can conclude
that:

a) the impact on the income statement should be presented as an expense, at full cost (30,000€) of the furniture,
in the month when ABC company has access to this piece of furniture (gondola). Access to this good is in February
when the supplier built and delivered it to ABC company.

b) the amount of advertising material (gondola) at the end of the month, when it was built and delivered, is nil
(zero). So, there is no impact in financial position.

¢) no tangible assets should be recognized first and later write- off by recognizing an expense.

3. A&P expenditures, purchased by ABC company, that are performed by its customers
or options granted by ABC company to its customers for purchasing additional goods
or services for free or at a discount, sales incentives, etc.

According to IFRS 15 [70] we have “consideration payable to a customer includes cash amounts that an
entity pays, or expects to pay, to the customer (or to other parties that purchase the entity’s goods or services from
the customer). Consideration payable to a customer also includes credit or other items (for example, a coupon or
voucher) that can be applied against amounts owed to the entity (or to other parties that purchase the entity’s goods
or services from the customer). An entity shall account for consideration payable to a customer as a reduction of
the transaction price and, therefore, of revenue unless the payment to the customer is in exchange for a distinct
good or service that the customer transfers to the entity.”

Example no. 6 Advertising in customers’ printed magazines

ABC company- as seller- has written down a salle/purchase general contract with one of its customers
named BB. On February 10, 202N ABC company sends an order to BB for a commercial in printed magazine
published by BB in March and distributed in its shops (points of sales). The cost of this advertisement is 1,000€.
The commercial is done for the goods sold by ABC company to BB. At the end of March, it is received the invoice
and proof for the advertising. How is this cost accounted for by ABC company (discounts and/or advertising
expenses)?

R: This service can’t be separated from the supply arrangement (the main salle/purchase agreement) because the
customer agreed to provide advertising services because this a commercial is done for goods purchased by BB
from ABC company. This cost should be recorded as a reduction of the revenue generated by selling the goods
(IFRS 15. 71). This cost should be recorded in March as discounts off invoice.

Advertising expense from customers (mapped as Discount) = Payables 1,000€

Example no. 7 Decorative elements in customers’ point of sales (e.g., secondary position, corners, gates
decorations, etc.)

ABC company- as seller- has a salle/purchase general contract with one of its customers (BB). On
February 10, 202N ABC company sends an order to BB for gates decorations. The gates decorations present the
image of the best brand sold by ABC company to BB and it will be placed on March 1% till the end of the same
month. The price for this advertising element is 2,000 €. How is this cost accounted for by ABC company
(discounts and/or advertising expenses)?

R: This service can’t be separated from the supply arrangement (the main salle/purchase agreement) because the
customer agreed to provide advertising decoration because this presents the image of some goods that are
purchased by BB from ABC company. This cost should be recorded as a reduction of the revenue generated by
selling the goods (IFRS 15. 71). This cost should be recorded in March as discounts off invoice.

Advertising expense from customers (mapped as Discount) = Payables 2,000€
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Example no. 8 Trade goods delivered for free (,,buy X pcs and get 1 for free”)- case no. 1

On November 10, 202N ABC company informs its customer about its special offer that will be available
for December,202N. This special offer includes one newly launched product named AA as follows: a) if 5 pcs of
AA are purchased then 1 pc of AA is offered as free; b) the entire quantity (6 pcs = 5 pcs with payment +1 piece
as free) is delivered in December; c) selling price for AA is 40€. The acquisition cost of AA is 18€. This offer is
part of a bigger campaign, running during the 4th quarter of 202N, for the launch of this product and the cost of
the free piece is covered by the marketing budget. How should be accounted for the cost of the free pieces (either
as advertising or as cost of goods sold)? What is the revenue amount for 202N?

R: The piece offered as free is a separate good. (IFRS 15[26]). Receiving 1 pc as free, if others 5 pcs are purchased,
represents a material right which is accounted for as a separate performance obligation in the contract. (IFRS 15
[B40]). Product AA is a trade goods by its destination decided by ABC company. The offer means that one piece
of a trade goods is offered free if others 5 pcs of trade goods are purchased. So, the cost of the free pieces is linked
with the cost of sales rather than the advertising costs. The cost can be covered internally by the marketing budget
but in income statement should be included as cost of goods sold.

Receivables = Revenue from sale of goods 200€ (5 pcs x 40€/pc)

Cost of goods sold = Trade goods 108€ (6 pcs x 18€/pc)

Conclusion

The contracts concluded by ABC with its partners for marketing activities shall be carefully assessed in
order to determine whether ABC is acquiring distinct marketing services, separate from other transactions with
those partners. Where marketing services are acquired from independent specialised entities, such services shall
be recognised as marketing expenses. Where marketing services are acquired by ABC from its own customers,
and such acquisition is directly linked to the goods sold by ABC to those customers, the services shall be accounted
for as a sales price reduction rather than a marketing expense (i.e. as a reduction of revenue). Marketing materials
purchased for advertising campaigns (e.g. testers, samples, leaflets, etc.) are not recognised as assets, and are
expensed when ABC obtains access to them, in accordance with IAS 38.
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