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Abst ract

In this paper our goal is to depict the incone accounting in the context
of the IAS 18 “Revenue”. The article starts off with a definition of the
i ncone from a bal ance sheet and i ncone statenment perspective.

We did a conparative analysis of the incone evaluation rules, through |IAS
18 and the accounting legislation in force in Romania, trying to put in
the spotlight both the similarities and differences between |IAS 18 and
the Romanian legislation in the matter.

The center of attention was focused on the aspects that regard the
recogni zing of the incomes made from good selling, starting with the
conditions inposed by paragraph 14'" of 1AS 18. The explanations rel ated
to the way of applying these rules have been sustained by real exanples
that cone out of the economc activity of Romani an conpani es.

The case studies are inspired by sales on credit and sales that have
commercial discounts. The sales on credit depict: the nethod of the
current update by the rate attributed to a sinmlar instrunent used by an
i ssuer and the nethod of the current update based on the price obtained
in the conditions of an imediate cashing. The sales that have a
commercial discount were exenplified starting with the invoice, as a
justifying document based on which the incomes are being introduced in
the accounting. The accounting of commercial discounts was anal yzed
conparatively: in the Romani an accounting system the French one and the
Anerican one.

Keywords: | AS 18, incone, evaluation, recognizing, accounting.
I ntroduction

It may be stated that the vision of the Romanian accounting |egislation
is simlar to that of the international accounting standard |AS 18.

However, there are sone differences which will be presented, categorized
according to the main characteristics of incone, as follows: definition,
recognition and evaluation, as well as the accounting treatment for

certain cases.
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Definition of I|Incone

According to I|AS 18 inconme is represented by the growh, recorded
throughout a financial period, of certain future econom c advantages
taking the form of either inputs or increases in assets or reduction of
debts, which led to an increase in equity, other than the contributions
of equity participants.

Income is recognized in the profit and |oss account if it corresponds to
the definition above and if this increase can be neasured reliably.
(Source: International Accounting Standards, Editura Econom ca Publi shing
House, Bucharest, 2003. page. 403).

Remark: 1 AS 18 defines incone through el enents fromthe bal ance sheet: an
increase in assets, a decrease of debts, an increase in equity, other
than that induced by contributions to the social equity.

The I AS 18 standard uses the concept of incone and states that it is
generated by ordinary activities of the conpany such as: sales incong,
fees, interest, dividends and royalties.

As regards the definition of income, the Romani an accounting |egislation
shows a simlar perspective to that of the IAS 18 standard, neaning that
incone is defined based on the increase of assets and the reduction of
liabilities.

Amounts or values that are received or are going to be received from
current activities, as well as earnings from any other sources are
i ncluded in the category of incone.

Regarding the classification of income generated by current activities,
the Ronmanian legislative text states simlar rules to those of the IAS 18
standard. |Incone generated by current activities can be found under
various nanes, such as: sales, commissions, interest, dividends.

Al t hough income generated by royalties is not nomnally stated, it is
still included in the profit and | oss account as current activities.

The Eval uation of | ncone

According to |IAS 18 inconme included in the business figure is eval uated
at «the fair value of the nmeans of paynent received or of the
deliverables that are going to be cashed...taking into account the tota
of any trade discounts and the quantitative rebate allowed by the
conpany». (Source: International Accounting Standards 2002, Economnic
Publ i shing House, Buchar est 2002, IAS 18 “lncone from Current
Activities”, paragraphs 9 and 10).

Under certain circunstances, when the sale is perforned on credit, the
value of the deliverables that are going to be cashed in the future is
larger than the face value. In order to establish the fair value of the
means of paynent it is necessary to calculate the present value of the
deliverable either by using an interest rate, or by associating it with a
simlar instrument of another issuer which involves the sane degree of
ri sk, or which actualizes the face value with the current sale price of
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goods and services. The difference between the fair value and the face
value of the paynent means is recognized as an incone generated by
i nterest.

W may conclude that as regards the evaluation of income |IAS 18 |ays
stress on neasuring the nodifications affecting assets and liabilities
generated by the transaction.

The Ronmani an accounting |legislation uses the term fair value only when
evaluating goods received free of charge, reevaluating tangible fixed
assets or evaluating financial instrunents.

In Romania, the evaluation of incone is alnost inmmediate for accountants,
because the amount witten in the sales invoice is recorded as an incone.

IAS 18 states that in the case of transactions involving exchange of
goods and services of a simlar nature, the operation does not generate
i ncome. Wen the exchange refers to goods and services which are not
simlar, the operation is considered being i ncone generating.

The incone is evaluated at the fair value of the goods and services
received, out of which any anount transferred in cash or equival ents of
cash is deducted. Wen this value cannot be established reasonably, the
basis of incone evaluation is represented by the fair value of the
transferred goods, out of which any transfer of cash or cash equivalents
has been deduct ed.

The Ronmnian accounting legislation does not allow such a treatnent of
t he exchange of goods and services and regardl ess of the form of paynent,
the delivery is recorded separately fromthe entry.

The legal, tax and accounting regulations state that for any transaction
an invoice should be elaborated. The invoice is the trade document that
describes the general terns of the transaction taking place between the
supplier, who is selling, and the client, who is buying.

Accounting of Incone Resulting from Sal e of Goods

This section in accounting ensures the recording of incone generated by
sale of goods and nerchandise, influencing the result of the core
activity.

The international I|AS 18 norm "lncone from current activities” states
that incone stenmming from sale of goods nmust neet five conditions in
order to be recorded in accounting

the conpany has transferred to the buyer the mamin risks and advantages
that result fromthe property of the goods;

t he company does not reserve the right to take part in the nmanaging or the
ef fective control over the transferred goods;

the size of the incone can be neasured reliably;

it is probable that the future advantages associated to the operation wll
be in favor of the conpany;

the costs of the transaction can be neasured reliably.
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Not es and Conments

In this regard, there are no differences between the conditions inposed
by international accounting standards and those applied by Romanian
conpani es. However, when |AS 18 considers that the transfer of property
rights is not perfect, conpanies that fall wunder the terms of this
provi si on nust not recogni ze an i ncorme at the nonment of delivery.

One situation refers to the sale that is dependent on a re-sale. |In other
words, within the trading relation between seller and buyer, clauses can
arise, according to which the buyer gains property over the goods only
when he manages to re-sell them

This occurs in case of conpanies that trade cosnetics products through
sal es agents. For each agent there is a separate admnistration, for
material or cash warranties, and the act of delivery is nmerely a transfer
docunent between two administrations. Wen the agent sells the products
and deposits with the conpany the equivalent of the sale price mnus his
conmission, the input will be recorded by the conpany as an inconme from
sal e of goods.

The second case, nentioned by the norm refers to the sale that obligates
the supplier because of an execution that was not perfornmed and not
covered by warranty clauses. Let us assune that a nachi nery manufacturer,
in order to distinguish hinself fromhis conpetitors, adnits that for any
delivery to grant his custoner a trial period, during which he will not
have to pay, but wll be using the respective good in order to evaluate
its performance level. Until the trial period expires, it is considered
that the risks and advantages have not yet been transferred to the buyer,
and the seller will not be recording any incone. In order to benefit from
this advantage, Ronmanian trading conpanies have agreed to the custody
transfer nmethod, based on the certification and the mnutes, both
el aborated for this purpose.

The third situation falling under this category is represented by goods
that are delivered with the obligation of installation, this operation
being an inportant part of the contract that is not yet executed by the
seller. The common practice for Romanian trading conpanies is that the
mere issuing of the invoice, which attests to the delivery (not the
recording of an advanced paynent) inposes the recording of the sales
incone. In addition, for such a situation the |law does not allow the
substitution of the fiscal invoice with another delivery docunent.

The fourth situation is that in which the buyer can cancel the purchase
because of reasons stated by a contractual clause. This could inmply that
for the contracts with the condition of returning the goods, the supplier
shoul d not record the sale incone until he will receive the confirnation
from the buyer regarding the total or partial acceptance of the goods.
Romani an trading conpanies proceed to delivering the goods in the
presence of a delegate of the buying conpany who signs for the receipt
and the invoice is recorded with incones, even if the contract contains
conditions regarding the possibility of returning the goods.
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The last situation provided by the norm is that in which the conpany
hol ds an insignificant risk which results from the property right, but,
unli ke those previously presented, the transaction represents a sale and
the income is recognized. This is the case of trading conpanies that
pronmote sal es by introducing coupons in the nerchandi se package. Coupons
are introduced selectively in packages, giving the custoner the right to
acquire a simlar product free of charge. A trading conpany prints a
predefi ned nunber of coupons, so that a percentage of its annual
production can be destined for free deliveries. The probability of a
custonmer returning to the store is uncertain, due to quitting or because
packages containing coupons stay in stock. Such a practice does not
represent an obstacle to recording the income at the nonent of the sale.
If the seller is capable of appreciating the equivalent of the
gratuities, it is enough for himto constitute a provision for them

In the spirit of these regulations, the incone and expenditure
corresponding to a transaction are sinultaneously recognized, according
to the principle of connecting expenditure to incone. Wen expenditure
cannot be neasured reliably, any neans of payment received in account of
the sale is recognized as a debt, an exanple being advance paynent
recei ved from custoners.

Parti cul ar Cases Regarding the Recording of Incone from Sal e
of St ockabl e Val ues

The sale is made on credit, which involves a significant interval (of 30,
60, 90 days). The first way to actualize the anbunts corresponding to the
credit granted is based on the rate attributed to a sinmlar instrunent of
anot her issuer. Exanple: On Decenber 1% year N, conpany "X has sold to
anot her conpany, “Y", finished products of a total value of 80,000 lei.
The paynent outline is presented in the follow ng table:

Table 1: Credit rates paynent outline

Upon goods reception 40%
Decenber 31%' year N+1 20%
Decenmber 31°' year N+2 20%
Decenber 31%' year N+3 20%
Tot al 100%

It is estimated that conpany “Y" could have obtained a bank |loan with a
rate pf 10%

Sol ution: The face value of the deliverable is 80 million lei, excluding
the value added tax. In order to reflect it in accounting, the present
val ue of the deliverable is calculated by using the follow ng formla:

3 2
3200+ 1600/ 1.1 + 1600/1.1 + 1600/1.1 = 7179 RON
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Table 2: Actualizing the current value based on the rate attributed to a
simlar instrument of another issuer

Year % Annual Rate Current I nt er est
- ROV val ue - ROV
- RON-
N 40% 3. 200 3. 200 -
N+1 20% 1. 600 1. 202 398
N+2 20% 1. 600 1. 322 278
N+3 20% 1. 600 1. 455 145
Tot al 100% 8. 000 7.179 821

Note: In the formula used to calculate the present value, the exponents
are placed in a descending order, because, as for any credit, the sum of
i nterests decreases annual ly.

Accounti ng Anal ysi s:

At the initial noment of the transaction, i.e. Decenber year N, the
transaction is reflected by the follow ng accounting record:

« dients » «l ncome from product «l ncome recorded in
sal es» advance»

8. 000 RG\I‘ 7.179 RON 821 RON

As rates are received, incone generated by interest is recognized, for the
first rate in year N+1:

«l ncome recorded i n advance» « I ncome generated by interest »

398 RON 398 RON

Simlarly, income generated by interest corresponding to years N+1 and N+2
will be recorded, by placing the anounts presented in table 2 in the
formul a.

The second way to actualize the anmounts corresponding to the credit
awarded to the custoner is based on the price that can be obtained in
exchange for the products, should the payment be performed imediately.
Assumi ng that the conpany woul d have obtained the amount of 6,570 RON, the
rate is determ ned by using the follow ng formula:

3,200 + 1,600(1+x)® + 1,600(1+x)? +1,600 (1+x) = 6,570 RON

The result is that the yearly interest rate is of 20% The conponents of
the annual rate is presented:
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Table 3: The Actualization of the CQurrent Value Based on the Price
bt ai ned in Case of |Immedi ate Paynent

Year % Annual Rate Current I nt er est
- ROV Val ue - RON-
- RON-
N 40% 3. 200 3. 200 -
N+1 20% 1. 600 926 674
N+2 20% 1. 600 1.111 489
N+3 20% 1. 600 1. 333 267
Tot al 100% 8. 000 6.570 1.430

The accounting formulas of the transaction are perfornmed simlarly to the
previ ous case, by using the values in table no. 3.

Not e

According to common practice with Romanian trading conmpanies, the way to
approach sales with paynments in installnents is different from the one
stated by IAS. In order to evaluate the deliverable, the starting point is
the present value of the goods sold, which is divided by the nunber of
install ments established in the contract. The interest rate is always
applied to the amount of credit left to be paid. Wen it is necessary, the
val ue added tax, which is collected at the nonment of the delivery, is
added. Based on the paynent outline, revenue generated by interest is
recogni zed.

Sal es made through credit contracts concluded between the client and an
aut horized customer are accepted by many traders. This is generally
applied in cased of long term asset sales. In these circunstances, the
client opens a credit line with the authorized creditor, based on the
proforma invoice issued by the seller. At the noment of delivery, the
fiscal invoice is issued and signed by the client. The seller then returns
the invoice to the creditor and the noney is inputted. Because the seller
does not establish credit relations with the client, he is advantaged by
the creditor. Based on the conventions concluded between the trading unit
and the creditor, the latter does not pay the invoice integrally, but
hol ds a discount of 1.5% up to 4% of the anmount sent to the account of the
seller.

Exanpl e: SC Power Net Center SRL, trades in household appliances. At the
end of the day, the conpany has invoices issued on CEC credit anounting to
11,900 lei, including VAT 19% According to a convention, the creditor is
going to withhold a percentage between 2% and 4% depending on the
date the invoices are going to be given. Power Net Center is going
to record their respective invoices as foll ows:

« Clients » «l nconme from sal e of «Col | ect ed VAT»
product s»

11. 900 10. 000 RON 1. 900 RON
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Upon the date of the paynent, the conmpany will receive an amount with 2.5%
| ess:

« Bank Accounts » ««Expendi ture regardi ng « dients »
grant ed di scount s»»

11. 602. 50 297.50 11. 900 RON

Gbservation: W have not approached the amount wthheld by CEC as
interest, since the seller does not have the capacity of debtor in the
credit account. A so, it has not been highlighted wth comm ssions,
because it does not appear under the paynment section of the account draft
and it has not dimnished the tax base , since the invoice is issued under
the nane of the client.

Sal es that grant trading discounts are frequent in business practice, and
have an inportant role in maintaining the client portfolio. Wen they are
established at the nmonent of delivery, the sales invoice will be recorded
as usual, by reflecting the incone, adjusted with the trading discount. W
will apply this rule for a conpany that has issued an invoice with trading
di scounts:

Supplier: Buyer:
S.C Argpan S. A S.CAfa S A
Curtea de Arges I NvVO CE Pitesti
No.............. Date.....

Product Name uM gnt . Uni t VAT

Price

(wi thout Val ue
G 005 to 1,000 AT 32,@p0. 49 &l 080. 00
Rebate: 2% 321 ¢j - - 640 -121. 60

31, 360 5, 958. 40

Rem se -1, 568 - 297.92
5% 31, 360
TOTAL X X X 29, 792 X 5, 668. 48
Signature and stanp of Signature of Total: 35,452.48 | ei
suppl i er receipt

Fig. 1 Invoice Involving Trade Di scounts

Theoretically, trade discounts are calculated in a certain order: first
the rebate, followed by the other two. In practice, these are negoti at ed.
In the case outlined, the respective percentages were applied to the
previous net incone. The seller will reflect the income at the |evel of
the last net income witten in the invoice, and the value added tax is
di m ni shed accordi ngly.
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A particular case is represented by the accounting of trade discounts that
are awarded after the delivery. Let us assune that i nvoi ce
no. 8494171/ 06. 30 year N was issued for the gross amount of 38,080 lei. At
08.15. year N, the seller has issued a different invoice for the trade

di scounts, anmounting to 2.627,52 lei. In this case, the invoice that
contains the trade discounts will be recorded in accounting as foll ows:
« dients » «l ncome from sal e of «Col | ected VAT»
goods»
-2,627.52 -2,208.00 RON - 419.52 RON

Cbservati ons

In the case of this accounting fornmula the possibility of crediting the
«Clients» account in correspondence with the debit of the inconme and
coll ected VAT accounts was excluded. The reasons are linked to the
necessity of correlating the value added tax from the sales journal
with the one reflected in the credit of the «Collected VAT» account.

Certain authors have enphasized this aspect as an unfavorable one,
arguing that the rectification operation has the neaning of anounts
that are subtracted from other amounts. Cbviously, the amounts nust be
subtracted, because they are based on invoices in red. If we adnit that
the trade discounts awarded in the initial phase do not lead to
distinct records, for later cases they represent o return to previous
trade documents and have the purpose of rectifying the credit side of
the incone accounts.

The relation of correspondence between the credit of the «dients»
account and the debit of the sales incone accounts is inspired fromthe
French accounting plan, in which, in case of later discounts, the
following fornula is el aborat ed:

«Trade D scounts» «d i ents»

2.208 RON 2.208 RON

Account 709 «Awarded Trade Discounts» ensures the transparency of the
accounting information, because it has the role of delineating the trade

di scounts. It is rectification account, and its debit balance will rectify
the sales incone, at the end of the financial year, so that the profit and
| oss account will only reflect the net sales. (Source: d aude Perochon and
Louis Dubrulle - Financial Accounting, Economica Publishing House,

Buchar est 2002, page 140).

M BES 2008 539



Bengescu- serbanescu-Dum tru, 531-541

In the American accounting system there is an account called «Returned
sales and awarded discounts», which has the purpose of informng
management about substandard products and unsatisfied custoners. It is an
incone rectification account and has a debit bal ance. (Source: Belverd E
Needl es, Jr., Henry R Anderson, James C. Caldwell - Basic Accounting
Principles, Fifth Edition, page 183).

In the Romanian accounting plan, any substitution has the result of
altering the credit sides of the sales income accounts.

Concl usi ons

Wthin the current paper we have set a goal of analyzing the current
treatment regarding the accounting of incone provisioned by IAS 18, the
differences and sinlarities between these treatnments and the Romani an
accounting regul ati ons.

Differences regarding concepts were identified in the case of incone
eval uation. Thus, in the case of sales perforned on credit, IAS 18 states
that the inconme generated by interest be determned residually, as a
di fference between the fair value and the the face value of the paynent
i nstrument.

In Ronmani an accounting, in the case of deliverables, the evaluation is
based on the present value of goods sold, which is divided by the nunber
of installnents established by the contract. The interest rate is always
applied to the anount that is left to reinburse

IAS 18 states that in the case of exchange transactions involving goods
and services of a sinmlar nature, the operation does not generate incone.
The Romani an Legi sl ation does not allow such a treatnent of the exchange
of goods and services and regardl ess of the paynent nethod, the delivery
is highlighted separately fromthe input.

As regards regonising incone, |AS 18 considers that if the transfer of
the property right is not perfect, the conpanies that fall wunder the
authority of these statenments nust not recognise an incone at the nonent
of delivery.

In the common practice of Ronanian conpanies, if the risks and advantages
have not been trasferred to the buyer, the nethod of custody transferring

is applied, based on the authorization and the ninutes. In this
siituaition, the seller will not record an income.
Judging by the way the case studies were solved, we nay reason that, in

Romani a, accounting is connected to fiscal aspects.
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