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Abstract

In recent years, many business entities have
widely adopted the sales promotion strategy,
involving the offer of incentives, granted mostly
in the form of award credits, to customers as
part of their sales transactions. The customers
can then use award credits to obtain free or
discounted products or services in the future.
Previously related accounting practice, called “the
Incremental Cost Approach”, pointed to the
recognition of the whole amount of initial sales
transaction as revenue on the date of sales
transaction, and the recognition of obligating costs
or expenses in supplying awards to customers
as selling expenses in the accounting period, in

which initial sales transaction takes place.

Federation of Accounting Professions
(FAP) is currently preparing “TFRI Draft
Interpretation No. 13: Customer Loyalty
Programmes” for business entities, which grant
award credits to customers, in order to use it as
an accounting guidance as well as develop
accounting standards in Thailand to be more
internationalized and more acceptable. According
to TFRI No. 13, accounting practice namely “the
Deferred Revenue Approach” is employed to
recognize the award credits given to the customers

as part of sales transaction. Therefore, the

consideration received for the sales of goods or
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services should be allocated to the award credits
based on fair value of the credits. The
consideration allocated to the award credits
should be recorded as prepaid revenue or deferred
revenue, and it should proportionately be
recognized as revenue when customers use the

awards to redeem.

The alteration definitely has influences on
a variety of business entities engaging “Customer
Loyalty Programmes”. Apart from changing
accounting policy concerning the recognition of
revenues and expenses from “the Incremental
Cost Approach” to “the Deferred Revenue
Approach” that result in the deferment of profit
recognition, main problematic issue of the
compliance with TFRI No. 13 is measurement
of the fair value of the award credits. TFRI No.
13 has defined the “fair value” of the award
credits as “the amount for which the award credits
could be sold separately”. The practical
application for measuring the fair value of the
award credits is presented in the Appendix of
this TFRI. Moreover, the entities should record
statistical data on the subject of all given award
credits and the proportion of awards expected to
be redeemed in order to determine the expected
redemption rate. The gathering of reliable
information can be time-consuming; hence, it is
expected that related business entities are

currently preparing these information.
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The entities, which usually involve in
“Customer Loyalty Programmes” and provide
various products or services as well as offer
many types of incentives to the customers such
as airlines, department stores and convenient
stores, may therefore design pricing models of

their products or services which incorporate the

associated variables such as fair value per award
credits, number of award credits outstanding,
expected redemption rate, and forfeiture rate.
It is to accommodate the compliance with TFRI

No.13, which will be announced to be effective

by FAP in the near future.
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