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Abstract - Customer Loyalty Programmes (CLPs) have grown in popularity over recent decades. For businesses offerings 

such programmes and stating compliance with financial reporting standards, it is important that these business to comply 
with all the accounting requirements relating to their CLP offering. The purpose of this research is to determine the 
accounting treatment relating to CLPs; and then to test the compliance of companies offering such programmes to the 
financial reporting requirements. Compliance to financial reporting standards are essential for users to make informed 
decisions about a company. The accounting requirements are obtained from International Financial Reporting Standards, and 
discussed in the literature. The study uses a qualitative research paradigm in the form of multiple instrumental case studies. 
Compliance to accounting requirements is empirically tested through a case study design and content analysis of the annual 
financial statements of companies that have implemented CLPs in South Africa. Compliance to the accounting standards are 

analysed on a Likert scale. A sample of cases are selected and the study allows generalisations to be made about the 
compliance of a wider group of companies’ offering such programmes. The results indicate that all companies substantially 
comply with all of the financial reporting requirements relating to the offering of CLPs by their businesses. This papers 
contributes to growing research on company compliance with financial reporting standards, although the paper is unique in 
investigating this specific compliance to accounting requirements for CLPs. The requirements are analysed in stages of the 
economic phenomena relating to CLPs, namely the initial transaction when the CLP reward is granted, and the subsequent 
transaction when the CLP reward is redeemed. The cases were analysed based on the current accounting requirements for 
CLP’s in International Accounting Standard 18 (Revenue) and Interpretation (IFRIC) 13, but future research will analyse 

cases against the newly effective International Financial Reporting Standard 15 (IFRS 15 Revenue from contracts with 
customers). 
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I. INTRODUCTION  

 

Customer loyalty programmes (CLPs) are 

programmes that allow customers to accumulate 

rewards, or points, upon purchasing from companies 

offering customer loyalty programmes affiliated to 

them. These rewards can then be exchanged by the 

customer, either into goods or services, discounts or 

other financial rewards [3]; [5]. Businesses benefit 

from offering CLPs by possible client loyalty, 

reduction in marketing costs, and monitoring customer 
behavior and purchasing preferences, which could 

result in targeted marketing and sales. [2]; [7]; [8]. 

Research related to reporting and disclosure 

responsibilities of businesses for CLPs, appear scarce. 

The impetus for this study is to investigate the 

compliance of businesses with regards to the reporting 

of CLPs in accordance with the guidance provided by 

IFRS. In doing so, cases will be used as examples to 

provide evidence of compliance to reporting and 

disclosure requirements by businesses in South Africa. 

Due to the need for improved reporting and disclosure 

of CLPs there has been development of specific 
accounting requirements from financial reporting 

standards over time due to their unique characteristics 

[1].  

 

Following this introduction, the next section describes 

the literature, including the evolution of the 

accounting treatment of CLP’s, as well as the IFRS 

requirements for accounting of CLP’s. The paper 

thereafter includes a description of the research 

methodology and design employed in the study, after 

which the cases are analysed against the IFRS 

requirements for accounting of CLPs. The results and 

findings are described, followed by the conclusion.  

 

The research objectives are to determine the financial 

reporting requirements of companies for CLPs in 

accordance with IFRS, and then to examine the 

compliance by companies offering CLPs in South 
Africa in respect of these requirements.. 

 

II. LITERATURE REVIEW AND OPERATION 

OF CLP’S  

 

CLPs became popular and have grown substantially 

across all countries over the last couple of decades 

[7]. This growth can be attributed to successes of 

companies offerings such programmes, and the 

purposes of companies to build relationships between 

customers and businesses, hoping to introduce an 

element of loyalty [2]; [21]. 
As with many new economic phenomena, there was 

no immediate guidance in the accounting standards 

dealing with the accounting treatment of CLPs.  

 

As CLP awards inherently form part of the revenue 

transaction of making a sale (where a CLP award is 

given for making a purchase at a business), initial 
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guidance was sought from IAS 18 Revenue. IAS 18 

does not provide detailed guidance on CLPs. The 
most relevant guidance could be found in IAS 18.13 

which states “…it is necessary to apply the 

recognition criteria to the separately identifiable 

components of a single transaction in order to reflect 

the substance of the transaction…” [14]. A 

transaction in which a business provides a good 

and/or services, together with a CLP reward, should 

be separated in its separate elements. IAS 18 however 

provided no further detailed guidance on how to 

recognise and measure the separate elements.  

 

Per IFRIC 13. BC2 “Customer loyalty programmes 
are widespread, being used by businesses as diverse 

as supermarkets, airlines, telecommunications 

operators, hotels and credit card providers. IFRSs 

lack specific guidance on how entities should account 

for the awards offered to customers in these 

programmes. As a result, practices have diverged” 

[15]. 

 

IFRIC 13 was issued in 2007, with an effective date 

for annual periods beginning on or after 1 July 2008, 

which deals specifically with the accounting 
treatment of CLPs.   

 

Per IFRIC 13. BC 8 “Because loyalty awards are not 

delivered to the customer at the same time as the 

other goods or services, it is necessary to divide the 

initial sale into components and apply the recognition 

criteria separately to each component in order to 

reflect the substance of the transaction” [15]. 

 

IFRS 15 was later issued with an effective date for 

annual periods beginning on or after 1 January 2018 

[16]. IFRIC 15 supercedes both IAS 18 and 
IFRIC 13. In this manuscript, IAS 18 and IFRIC 13 

will predominantly be considered, as the cases 

analysed did not yet apply IFRS 15 in their latest 

available annual financial statements. 

 

A. The Operation of CLP under IAS18 and IFRIC 

13  

The overarching principles in accounting is set out in 

the conceptual framework (CFW). The two 

fundamental qualitative characteristics are discussed 

below, namely relevance and faithful representation 
[17]. 

 

The CFW, paragraph 1.2 states that the objective of 

financial reporting is to provide financial information 

about the reporting entity that is useful to existing and 

potential investors, lenders and other creditors in 

making decisions about providing resources to the 

entity [17]. Paragraph 1.22 of the CFW states that 

information about the reporting entity’s economic 

resources and claims can help users to identify the 

reporting entity’s strengths and weaknesses, and the 

entity’s prospects for future cash flows [17]. 

Paragraph 2.19 of the CFW further indicates that 

estimates are part of financial reporting and that the 
financial information should describe that it is an 

estimate, as well as the nature and limitations of the 

estimation process [17].   

 

The accounting treatment of Revenue (and related 

transactions) has been guided by International 

Accounting Standard (IAS) 18, issued by the 

International Accounting Standards Committee in 

December 1993 [14]. The standard predominantly 

dealt with the accounting for revenue from the sale of 

goods, delivery of services and other types of revenue, 

such as interested, dividends and royalties [14]. IAS 
18.13 was the only guidance relating to the separation 

of different revenue streams as a result of one 

transaction, for example a sales transaction that 

included the sale of a good, and the award of a 

customer loyalty point. However, determining the 

accounting for CLPs using IAS18 alone, could be very 

interpretative and subjective due to the limited 

guidance provided in IAS 18. 

 

In 2007 the IASB issued International Financial 

Reporting Interpretation Committee (IFRIC) 13 
Customer Loyalty Programmes that provides specific 

guidance for transactions that contain CLPs [15]. IAS 

18 and IFRIC 13 require the following: 

 

Briefly, IAS 18 provides that revenue should be 

recognised when the stated criteria are met and should 

be measured at the fair value of the consideration 

which is generated from that sale [14]. IFRIC 13 

provides further detail for CLP award credits by 

stating that these award credits need to be accounted 

for as a separately identifiable components of the sales 

transaction(s). IFRIC 13 further states that revenue 
should be recognised when award credits are 

redeemed and the obligation to supply the awards has 

been fulfilled (in the case where the award is supplied 

by the business and not by a third party). Should the 

CLP award be provided by a third party to the 

business awarding the CLP award, the accounting 

treatment would be slightly different. In the cases 

selected, the majority of, if not all, awards are 

provided by the business itself, so the accounting 

treatment of this option is considered. In accordance 

with IFRIC 13, in a transaction of sale that provides 
the customer with a CLP award, an amount of revenue 

(relating to the CLP award) should be deferred and 

only recognised once the performance obligation 

related to providing the award has been satisfied. The 

amount of revenue to be deferred should be based on 

the fair value of the award, which takes the fair value 

of the award into account, as well as the expected 

forfeiture rate [15]. When customers redeem their 

CLP awards, the amount of revenue to be recognised 

(measurement) by the business should be based on the 

quantity of award credits redeemed, relative to the 

total award credits that are expected to be redeemed 
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[15]. Therefore, any CLP award credits that are 

unredeemed should be recognised as deferred income 
until redemption occurs.  

 

This process is represented in Figure 1 below, which 

contains an illustrative example: 

 
 

B. Accounting Treatment 

IAS 18: Revenue states that revenue should be 

recognised when the stated criteria are met and 

measured at the fair value of the consideration which 

is generated from that sale [14]. IFRIC 13 provides 

guidance in terms of how the business’ obligation to 

provide the customer with the promised CLPs should 

be recognised and measured. CLP awards credits need 
to be accounted for as a separately identifiable 

component of the sales transaction(s). IFRIC 13 [15] 

states that revenue should be recognised when the 

award credits are redeemed and the obligation to 

supply the awards has been fulfilled. This is done 

provided the business supplies the awards itself. 

IFRIC 13 states that the amount of revenue to be 

recognised (measurement) should be based on the 

quantity of awards credits redeemed relative to the 

total awards credits that are expected to be redeemed. 

For any awards credits that are unredeemed at year 

end, a deferred income liability should be recognised 
until these credits are redeemed. This amount is to be 

measured in terms of the fair value for which the 

awards credits could be sold separately [15].  

 

The accounting treatment can be summarised into the 

following requirements [14]; [15]. The requirements 

are split into two economic phenomena. Table 1 

describes the accounting requirements for the initial 

transaction, when the sale, which includes the CLP 

reward, takes place. Table 2 describes the accounting 

requirements when a customer redeems their CLP 
reward. 

 

When the initial sales transaction takes place and the CLP award is granted 

Recognition 
Requirement 1: an amount of revenue (relating to the CLP award) should be deferred and recognised as Deferred 

Revenue/Deferred Income. 

Measurement 

Requirement 2: The amount of revenue to be deferred should be based on the fair value of the award. 

Requirement 3: The fair value takes the fair value of the award into account, i.e. the amount for which the award 

credits could be sold separately. 

Requirement 4: The fair value of the award takes the expected forfeiture rate into account (could be determined if 

this is disclosed by the company) 

Presentation 

Requirement 5: Deferred income forms part of liabilities. As CLP awards are likely to be redeemed within 12 

months, the presentation is likely to be under current liabilities. 

Disclosure 
Requirement 6: The accounting policy adopted for the recognition of transactions which contains CLPs. should 

be disclosed.  
Table 1: The accounting requirements for the initial transaction, when the sale, which includes the CLP reward, takes place 

 

When the customer redeems the loyalty point 

Recognition 

Requirement 7: revenue should be recognised when the award credits are redeemed and the obligation to supply 

the awards has been fulfilled. This is done provided the business supplies the awards itself. 
Measurement 

Requirement 8: IFRIC 13 states that the amount of revenue to be recognised (measurement) should be based on 

the quantity of awards credits redeemed relative to the total awards credits that are expected to be redeemed.  

Requirement 9: For any awards credits that are unredeemed at year end, a deferred income liability should be 

recognised until these credits are redeemed. This amount is to be measured in terms of the fair value for which the 

awards credits could be sold separately.  

Presentation 

Requirement 10: Revenue should be presented on the face of the statement of profit or loss and other 

comprehensive income. 
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Disclosure 

The accounting policy adopted for the recognition of transactions which contains CLPs should be disclosed 

(similar to requirement 6). 
Requirement 11: An entity should disclose the amount of revenue from each significant category that was 

recognised during the period. The amount of Revenue relating to CLP awards recognised as revenue in the 

financial reporting period, should be disclosed, if significant. 
Table 2: the accounting requirements when a customer redeems their CLP reward 

 

III. RESEARCH METHODOLOGY AND 

DESIGN 

 

The research methodology is predominantly based on 

a content analysis of selected cases. The content 

analysis will test the accounting treatment and 

disclosure of CLPs for selected businesses. Therefore, 

the reporting and disclosure was empirically tested 

through a case study design and content analysis of 

the annual financial statements of companies that have 

implemented CLPs in South Africa. The study uses a 

qualitative research paradigm in the form of a multiple 
instrumental case studies [20]. By using industry case 

studies the researchers are able make comparisons, 

build theory, or propose generalisations regarding the 

financial and regulatory reporting by companies [18 

p.135]. The use of documentation in the form of 

archival records including the annual financial 

statements (“AFS”) allows the researchers to 

investigate the reporting by these companies [12]. The 

industry specific cases thus form a microcosm of a 

larger system and may indicate symptoms present 

within more businesses offering CLPs [11]. 

A. Sample Selection  
CLPs are prominent across many industries such as 

the airline, banking, financial, hospitality and retail 

sectors. [7]. The author reviewed the Cromhout & 

Netto, 2018 paper which interviewed consumers for 

the Truth Whitepaper on the South African Loyalty 

Landscape 2018/19.  

 
Fig 2: CLP usage within South Africa [8] 

The author then selected CLPs used by more than 
40% of consumers (illustrated by figure 2 below), 

which all represent CLPs in the retail sector. These 

cases were then analysed in order to determine 

compliance by the selected companies with CLP 

disclosure requirements. This resulted in five 

companies being selected for use in this study, 

namely: Clicks Group Limited (Clicks), Dis-Chem 

Pharmacies Limited (Dis-Chem), Edgars Stores 

Limited (Edcon), Pick n Pay Stores Limited (PnP) and 

Woolworths Supermarkets (Woolworths). The 

selection of these five case studies suits the aim of the 
study. 

 

B. Content Analysis of the Annual Financial 

Statements of the Cases  

The 2018 available annual financial statements of the 

cases were obtained from company websites, except 

for Edgards Stores Limited (which analyses their 

reports for the 52-weeks ending 7 January 2018, 

which are identified as the 2017 annual report). This is 

the most recent available financial records in which all 

cases applied IAS 18 and IFRIC 13 in their accounting 

records. The AFS of all five cases were inspected and 
analysed for compliance to the 11 requirements listed 

above for the accounting treatment of CLPs. 

 

At this point it is relevant to understand that 

companies provide various forms of annual reporting, 

including AFS, annual integrated reports, 

sustainability reports etc. The focus in the content 

analysis are the AFS, as they contain the formal 

financial statements which express compliance with 

IFRS and have been subjected to independent audit. 

Therefore, the AFS include that financial information 
which is considered more reliable by users of the 

financial statements. 

 

The analysis is performed on the cases as selected 

above. The disclosure content of each case in analysed 

for compliance to the accounting requirements of 

CLPs as contained in IFRS. Each accounting 

requirements is listed and analysed for each case. The 

analyses take place in accordance with a Likert Scale 

of 1 to 3, with 1 representing no compliance or 

disclosure in respect to the accounting requirement, 2 

representing compliance and disclosure to some extent 
and 3 representing significant compliance and 

disclosure. The distinctions between the various 

sections of the Likert Scale were based on meeting the 

accounting requirement and the perceived usefulness 

and relevance of the information disclosed 
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IV. CONTENT ANALYSIS AND RESULTS  

 
All of the cases selected for the purposes of this study 

applied IAS 18 and IFRIC 13 relating to their 

accounting for CLPs due to the financial periods/years 

in which the AFS were prepared. Therefore, IFRIC 13 

is considered in determining the accounting treatment 

of the CLPs in the selected cases for their 2018 

financial year.  

 

The CLPs offered by the cases selected for the study 

operate in a similar manner as described under the 

example above. Effectively, upon using their loyalty 

cards, customers earn loyalty points on qualifying 
purchases. These accumulated loyalty points can then 

be redeemed as cashback rewards on future purchases 

(from the same company and not a third party). This 

section analysed the cases against the accounting 

requirements as discussed in the literature above. 

 

A. Objective of the Analysis 

The objective of the analysis was to establish whether 

the cases complied with the accounting requirements 

for CLPs. 

 

B. Findings and Deductions of the Content 

Analysis 

Table 3 describes the compliance of the cases with the 

accounting requirements of CPLs  

* The measurement requirements cannot be directly 

tested against the cases’ internal calculations (as this 
is not available in the AFS), however, compliance is 

tested based on the disclosure by the cases, and the 

fact that the information is stated as audited. 
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Table 3: Compliance of the cases with the accounting requirements of CLP’s 

* The measurement requirements cannot be directly tested against the cases’ internal calculations (as this is not available in the 

AFS), however, compliance is tested based on the disclosure by the cases, and the fact that the information is stated as audited. 

 

The accounting treatment and disclosure specified 

were considered in the annual financial statements 

(AFS) of the cases. Each accounting requirement was 
analysed in the cases and the content analysed to 

award a 1-3 Likert rating to each disclosure 

requirement.The cases were analysed in accordance 

with IAS 18 and IFRIC 13. As discussed above, a new 

standard, IFRS 15, will supercede IAS 18 and IFRIC 

13 in future years’ AFS. IAS 8.30 requires entities to 

disclose all standards issued, but not yet effective, as 

well as its best estimate of the possible impact of the 

new standard [13]. Given that the cases applied IAS 

18 and IFRIC 13, but IFRS 15 was already issued (not 

yet effective), all the cases disclosed this fact, 

estimating that the adoption of IFRS 15 will have no 
significant impact on the entity’s annual financial 

statements, as follows: 

 Clicks: “No material impact” [6] 

 Pick n Pay: “immaterial impact” [19].  

 Dis-Chem: Little impact, does not expect 

significant changes (an impact of less than 1% of 

current revenue) [9].  

 Edgards: Edgards indicated that the measurement 

will change based on the relative stand-alone 

selling prices, but that the group is still finalising 

it assessments of the quantitative impact of IFRS 
15 [10].  

 Woolworths: Describes the impact specific to 

CLPs: Woolworths estimated that the impact on 

revenue is not expected to exceed 0.1% of sales, 

therefore considered not material [23]. 

The interpretation of the research findings is discussed 

next. 

 

V. RESEARCH FINDINGS AND CONCLUSION  

 

From the above findings it can be deduced that 4 out 
of the 5 cases complied with recognition, presentation 

and disclosure requirements. We were unable to 

assess whether the cases met the exact criteria related 

to measurement (due to it being internal company 

calculations), but from disclosure in the accounting 

policies and notes, it appears that measurement 

requirements were correctly applied. The fact that all 

cases’ audited financial statements were inspected, 

gives comfort that the disclosure of the correct 

measurement principles, would have been tested 

through auditing procedures. Only one case does not 
appear to the IAS 18 and IFRIC 13 requirements 

relating to its CLP, namely Woolworths Holdings 

Limited (“WHL”). This company does however have 

very good disclosure of the possible impact of IFRS 

15 relating to its CLP. The description of WHL CLP 

is as follows: Woolworths’s CLP, “WRewards”, 

allows members to save instantly by swiping their 

WRewards card for instant savings. No points or 

waiting, immediate savings [22]. The fact that no 

information is given relating to WHL CLP deferred 

income, is likely due to the operation of the CLP, 

where awards are immediately provided upon 
payment of the purchases and are not deferred to 

subsequent purchases. Compliance with requirement 8 

(IFRIC 13 states that the amount of revenue to be 

recognised (measurement) should be based on the 

quantity of awards credits redeemed relative to the 

total awards credits that are expected to be redeemed) 

could not be determined for the cases as it relates to 

internal measurement. The measurement policy was 

not explicitly stated for any of the cases. This does, 

however, not mean that there was non-compliance. 

Some cases have only scored a 2 on the Likert scale 
for some of its requirements. These cases meet the 

minimum requirements for disclosure compliance, but 

some disclosure could be improved, especially when 

compared to the other cases. Compliance with 

requirement 11 (IAS 18 requires that an entity should 

disclose the amount of revenue from each significant 

category that was recognised during the period. The 

amount of Revenue relating to CLP awards recognised 

as revenue in the financial reporting period, should be 

disclosed, if significant) was not observed for any of 

the cases. The likely reason is that the revenue 

recognised from redemption of CLP rewards, is 
unlikely to be material/significant in relation to other 

classes of Revenue, and are therefore contained in the 

“other revenue”/“other income” line items, and not 

separately disclosed. All the cases state compliance 

with IFRS. None of the cases appear to be in non-

compliance with any requirements relating to the 
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accounting treatment of its CLP in accordance with 

IFRS.  

A. Limitations of the Study 

The author has identified the following limitations:   

 Based on the sample, only five companies/cases 

were selected. The results may not be reflective 

of the CLP accounting compliance of all 

companies making use of CLPs.  

 Only South African companies were selected for 

use in the study. Thus minimal use may be 

derived from the study in a global context. All the 

cases however adopt International Financial 

Reporting Standards (IFRS). 

 The study focuses on compliance with CLP 
disclosure requirements in terms of IAS 18 and 

IFRIC 13 as none of the five companies selected 

for use early adopted the now effective IFRS 15.  

B. Future Research  

Based on the study performed in this article, the 

author identified the following areas for future 

research: 

 Future research may include CLP disclosure by 

other companies across different industries and 

countries offering widely used CLPs not selected 

for use in this study.  

 IFRS 15 was not yet effective for the financial 

data available for the cases selected. Future 

research on the differences between the 

accounting treatment of IAS 18, IFRIC 13 and 

IFRS 15 may be useful for further studies related 

the CLP awards. 

 A similar study may be performed in following 

years testing compliance with the accounting 

requirements for CLPs under IFRS 15. 

 

VI. CONCLUSION  
 

Companies stating their application and compliance 

with IFRS can only describe it as such if they comply 

with all the requirements of IFRSs. One such aspect of 

compliance, is meeting the accounting requirements 

for the economic phenomena of CLPs. The aim of this 

paper was to establish the compliance of selected 

companies/cases against the IFRS requirements of 

accounting for CLPs. Compliance is needed for users 

to make informed decisions regarding companies’ 

future cash flows.This study selected five cases 
against which to test compliance with CLP accounting 

requirements. All the cases substantively complied 

with all the requirements relating to its CLP. 
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