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IAS 18 ‘REVENUE’ & IFRS 15 ‘AGREEMENTS FOR THE CONSTRUCTION OF REAL ESTATE’ 

 
1. Real Estate Project accounting on the basis of Percentage of Completion 

Method  
 

Enquiry:  The Technical Committee is requested to give its opinion on the revenue 
recognition policy of the Company which is engaged in the real estate 
development, sale and management business (the "Company"), including 
housing schemes (plots, townhouses), shopping plazas, multistoried 
apartment towers, etc. The Company already sold many projects of 
developed plots and also has sold some projects of constructed houses. The 
Company being an economically significant entity is required to prepare its 
accounts in accordance with Financial Reporting Standards as notified by the 
SECP. The Company consistently applied percentage completion method since 
its inception for the recognition of its revenue on all its project sales. 
Assuming there has been no change in the auditors and auditors never had 
any question about the appropriateness of the percentage completion 
method. 

  Understanding Business of the Company 

  Before discussing revenue recognition policy of the Company, it is pertinent to 
understand here the business model of the Company which is similar to general 
norms of the Real Estate Development business in Pakistan. The Project starts 
with the acquisition of Land in the areas where the Company plans to launch its 
projects. When sufficient land has been acquired by the Company, an 
application is submitted to the concerned Regulatory Authority (LOA, FDA, 
CDA, etc.) for preliminary planning permission. The relevant Authority, after 
taking care of the stakes of the other parties including the Government itself in 
accordance with the Master Plan of the city, grants such approval for the 
development and launch of the project. After this initial approval, a detailed 
layout plan along-with other technical drawings (Electrical Water and Sewerage 
etc.) as approved by the concerned Government Agencies is formally submitted 
with the Regulatory Authority for its approval of the scheme's layout plan. 
After the approval from the Regulatory Authority, the Company starts the 
initial physical development activities at the Project site. 
 
After all the above has taken place, and at the initial stages of development, 
the project is normally launched on installment plans. The upfront land 
purchase cost which is a significant portion of the total project cost is mostly 
financed by the Company from equity funds; however, major development cost 
is financed through bank loans and receipts of initial booking and installments 
monies from clients after the launch of the project. Approved detailed plans 
include plot numbers / house numbers which are allocated to the applicants 
through balloting if sales are more than available inventory. Monies to the un-
successful applicants are returned at such stage whereas the successful 
applicants become clients of the Company whose units (plots or houses) are 
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identifiable on the approved drawings. These clients keep on paying 
installments and the Company keeps on completing the development work. 
 

The project’s estimated revenue, project estimated cost and the project 
completion time-lines are planned in such a way that all inflows and outflows 
of the project correspond to ensure the project completion within the 
expected time lines. Please note all these estimates can be reliably calculated 
keeping in view the sale price (already fixed), construction contracts awarded 
to contractors by the developer, materials current costs and anticipated 
inflation, etc. According gross profits can also be reliability computed for the 
year as well as for the entire life of the project. Any changes in subsequent 
years are considered changes in estimates and are accounted for in accordance 
with the relevant accounting standards. Revenue and costs are reflected in 
profit and loss account in accordance with matching principle using percentage 
completion method. (In cases where no land is purchased, naturally no 
development work can be done on ‘non-existent land’ and despite advance 
booking of plots and receipt of money from bookings, no revenue can be 
booked as the completion will be Zero therefore such instances are not subject 
of our this discussion as those do not qualify for percentage completion 
concept). The process ends on when the entire product (Plots/Houses) in the 
project has been delivered and the project has also been handed over to the 
local Project Management Society (PMS) for onward project management.  
 
Project Sales 
 
Going into further details of the project launch, it is being explained that on 
every project booking applications are invited from the general public for 
subsequent balloting by the Company for allocation of plots/houses to the 
general public against their applications. In some cases, applications received 
are equal to or less than the total inventory of the plots/houses available with 
the Company (Hereinafter referred to as “Category X sales” where all the 
clients are allocated plots/ houses against their applications through balloting 
process. The clients are communicated with their relevant house/ plot number 
along-with copy of the approved map of the project. They can trace their plot/ 
house on the approved map which can’t be changed without their consent once 
the same has been communicated to them. In some other cases the 

applications received by the Company from general public exceed the total 
inventory of the plots/ houses available with the Company. In this case, those 
clients who got the plot/house allocated through balloting process of the 
Company are communicated with their relevant house/plot number along-with 
copy of the approved map of the project. These sales are hereinafter referred 
to as “Category Y sales”. The rest of the clients are then accommodated by 
the Company in 2nd phase of the project after acquiring further land 
adjacent/near by the existing project (Phase 1) of the Company. Sales to such 
clients are hereinafter referred to as “Category Z sales”. These clients are 
communicated about their plot/house number once the Company has acquired 
the requisite land and the project extension/Phase 2 of the project has also 
been approved by the regulatory Authority. 
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Installment sales and Securitization of Project receivables 
 

Since all the sales are based on installment plans therefore to securitize the 
project receivables following clauses are used in the sale agreements entered 
into by the Company with its clients purely from the credit management point 
of view: 
 

 Completion of the Sale Deed of the House/ Property and registration in  
 the name of the client will be done once all the dues have been 
 cleared. 
 

 This sales agreement will not create legal right, title in the property in 
 favor of the client until a registered sales deed is executed in favor of 
 the client. 
 

 Client will not transfer the allotted Property until and unless prior 
 written permission of the Company is obtained. 
 
It is pertinent to mention here that the objective of these clauses is purely to 
secure the project receivables and not to restrict the rights of the clients 
towards the ownership of the property. All risks and rewards are fully 
transferred (One of the main conditions for revenue recognition in Para 14 of 
IAS 18) to the clients as they can resell their properties in open market at gain 
or loss by clearing all his dues to-date with the Company. In this way all 
benefits of progress in construction and development goes to the client and the 
Company is not beneficiary of such gains. The Company is only entitled to 
recover the booked price and not the market price from its clients before 
transferring the legal title in favor of clients. 
  
As mentioned in earlier paragraphs, the project’s completion and recovery of 
installments from clients are timed in such a way that the last installment is 
paid to the company upon handing over of completed unit’s possession. 
According to market norms clients stop making installments payments in case 
developer slows down or is delaying completion of the project. Upon 
completion of the unit, assuming all the dues by the clients are clear, clients 
can apply for sale deed in their favor, the Company never refused to entertain 
such requests of its clients provided that nothing stands outstanding against the 
clients in the books of account of the Company. However a sale deed 

technically/ legally may not be signed if the project is yet not completed as 
relevant authorities will not record a registry or if the Company offers sale 
deeds to its clients without recovering all its dues, especially when physical 
possession of the property is already with the client as per the terms of 
agreement, it will become impossible to recover the pending dues from the 
clients. However, the increases in unit’s (plot or townhouse) price or a 
reduction in price of the unit is totally to the account of the client and 
company neither benefits nor accepts losses from the same.  
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Therefore the objective of the insertion of these clauses is just to ensure 
recoveries from the clients. This is also in accordance with substance over form 
concept of the Accounting Principles. Further these clauses are also in 

conformity with the requirements of Para 15 of IAS 18 as given below: 
    
“The assessment of when an entity has transferred the significant risks and 
rewards of ownership to the buyer requires an examination of the 
circumstances of the transaction. In most cases, the transfer of the risks and 
rewards of ownership coincides with the transfer of the legal title or the 
passing of possession to the buyer. This is the case for most retail sales. In 
other cases, the transfer of risks and rewards of ownership occurs at a 
different time from the transfer of legal title or the passing of possession.” 
 
It is clearly stated in the above mentioned Para of IAS 18 that transfer of risks 
and rewards may occur at some different time than transfer of legal title or 
passing of possession. 
 
Revenue Recognition Policy of the Company 
 
Company has entered into sale agreements (Developed plot, Constructed house 
or Commercial plot) with large number of its clients. The revenue recognition 
policy consistently being applied and as disclosed in its Financial Statements is 
given as under: 
 
“Revenue from sale of plots, houses and commercial areas is recognized by 
applying stage of completion method. Revenue is recognized by the proportion 
that project costs incurred for work performed to date bears to the estimated 
total cost of the project. Unrecognized revenue represents the portion of the 
value of houses sold by the Company under agreement to sell to clients and 
would be recognized as revenue by transfer to profit or loss in subsequent 
years” 
 
It is pertinent to mention here that in case of “Category X sales” and 
“Category Y sales”, the Company has incurred major project cost in shape of 
land buying and in shape of part development of the project as on the date of 
project launch, whereas, in case of “Category Z sales” no cost is yet incurred 

by the Company as on the date of project launch. Accordingly only revenue 
pertaining to “Category X sales” and “Category Y sales” is recognized using 
percentage completion method whereas no revenue is recognized in case of 
“Category Z sales” till the date the Company has started incurring costs in 
respect of these sales. These sales shall appear as liability in the Balance Sheet 
under the heading “Unrecognized revenue” till the date the Company has 
started incurring costs in respect of these sales. The accounting treatment for 
“Category X sales” and “Category Y sales” is same. 
 
The Company is recognizing its revenue according to the percentage 
completion method in accordance with International Accounting Standards as 
explained below: 
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IFRIC- 15 ‘Agreements for the construction of Real Estate’ contains the 
detailed guidance to determine whether these agreements are within the scope 

of IAS 18 or IAS 11 and when the revenue from these agreements should be 
recognized. 
 
According to Para 12 of IFRIC-15, an agreement for the construction of real 
estate in which buyers have only limited ability to influence the design of the 
real estate, e. g. to select a design from a range of options specified by the 
entity, or to specify only minor variations to the basic design, is an agreement 
for the sale of goods within the scope of IAS 18. The Company in question 
offers standard products to its clients whereby they can choose from a few 
models and sizes in terms of ground space and constructed space while no 
changes are accepted which are not part of the approved plans from the 
development authorities (LDA, FDA, CDA, etc.), therefore, the revenue shall be 
recognized within the scope of IAS 18 as sale of goods. 
  
As per Para 16 and 17 of IFRIC-15, if the entity is required to provide services 
together with construction materials in order to perform its contractual 
obligation to deliver the real estate to the buyer, the agreement is an 
agreement for the sale of goods and the criteria for recognition of revenue set 
out in paragraph 14 of IAS 18 apply.  Simultaneously, the entity may transfer to 
the buyers the practical ownership control and the risks and rewards associated 
with the ownership of the work in progress in its current state as construction 
progresses. In this case, if all the criteria in paragraph 14 of IAS 18 are met 
continuously as construction progresses, the entity shall recognize revenue by 
reference to the stage of completion applying the percentage of completion 
method.  
 
According to para 14 of IAS 18, Revenue shall be recognized when all the 
following conditions have been satisfied: 
 
(a) the entity has transferred to the buyer the significant risks and rewards 
of ownership of the goods; 
(b) the entity retains neither continuing managerial involvement to the 
degree usually associated with ownership nor effective control over the goods 

sold; 
(c) the amount of revenue can be measured reliably; 
(d) it is probable that the economic benefits associated with the 
transaction will flow to the entity; and 
(e) The costs incurred or to be incurred in respect of the transaction can be 
measured reliably. 
 
As already discussed, the Company in question transfers all the significant risks 
and rewards associated with the properties sold to the customers. The 
customers are free to sell their properties to third parties to make gains 
provided that they have adhered to the other terms and conditions of the 
agreement.  
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Further, the Company transfers to the buyer control and the significant risks 
and rewards of ownership of the properties being sold by the Company to its 

clients as the construction progresses. The benefit of the increase in prices of 
properties as a result of development and construction activities at individual 
projects goes to the clients and they can make gains by selling their properties 
at market prevailing prices which is normally on higher side than the prices 
charged by the Company. The Company is only entitled to recover the booked 
price from its clients. 
  
In light of the above discussions, the Company is recognizing its revenue by 
reference to the stage of completion of the individual projects by applying the 
percentage completion method. This accounting policy is being consistently 
followed by the Company since many years. 
 
The Institute of Chartered Accountants, based on information provided by SECP 
in its query along-with sample agreement, is of the view that the terms and 
conditions of Sale Agreement mentioned in clause 19, 20 and 23 state that:  
 
• Completion of the Sale Deed of the House/ Property and registration in 
 the name of the client will be done once all the dues have been 
 cleared. 
• This sales agreement will not create legal right, title in the property in 

 favor of the client until a registered sales deed is executed in favor of 
 the client. 
• Client will not transfer the allotted Property until and unless prior 
 written permission of the Company is obtained. 
 
According to ICAP, based on information provided, risks and rewards are not 
fully transferred to the client as well as control/ managerial involvements of 
the units sold will remain with the Company and therefore, the requirements of 
para 14 (a) and (b) of IAS 18 are not being complied. Keeping in view of the 
requirements of para 17-18 of IFRIC 15, the Committee is of the view that the 
revenue from the sale of housing scheme will be recognized when all the 
requirements of para 14 of IAS 18 are fulfilled. Whereas, in the same opinion 
the Institute is of the opinion that the accounting treatment of Receivables is 
correct. 
 
Institute’s opinion that risks and rewards are not fully transferred merely on 
the basis of above mentioned clauses in the agreement is in conflict with para 
15 of IAS 18 and the concept of Substance over form as well .The view point of 
the Company has already been summarized above on the objective of these 
clauses used in the agreement.  
 
Further there is a confusion that if the Company can’t recognize revenue then 
how receivables as a result of these sales could be recognized. 
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Tax laws in Pakistan also require the accounting of long term contracts using 
percentage completion method. 
 

The Technical Committee of the Institute is requested to provide clarifications 
on these confusions raised by the Company so that correct accounting 
treatment could be ensured in Real Estate Industry. 
 

Opinion:  The Committee considered your enquiry and would like to draw your attention 
to paragraph 14-16 of IAS 18 ‘Revenue’ which deals with revenue recognition 
on the basis of the requirement of transfer of risk and rewards of ownership of 
the goods. Based on the information provided in the previous TAC query which 
you have referred, risks and rewards were not fully transferred as well as 
control/ managerial involvements of the units sold remained with the Company 
and therefore, the Committee was of the view that requirements of para 14 (a) 
and (b) of IAS 18 were not being complied. Further, para 17-18 of IFRIC 15 
‘Agreements for the construction of Real Estate’, also reinforce that the 
revenue from the sale of housing scheme will only be recognized when all the 
requirements of para 14 of IAS 18 are fulfilled. Accordingly, this Committee 
maintains the previous opinion on the matter. 

 
However, paragraphs 35-37 of IFRS 15 ‘Revenue from Contracts with 
Customers’, which is applicable for periods beginning on or after 1st January, 
2018 but not yet adopted and notified in Pakistan, set out the criteria where an 
entity should recognize the revenue over time and failing which an entity 
satisfies the performance obligation at a point of time and therefore should 
recognize the revenue in accordance with requirements stipulated in paragraph 
38. 
 
With respect to recognition of receivable with a corresponding credit to 
advance from customers, the Committee agrees that this was perhaps not 
consistent with the current practice. Advance from customer is to be recognized 
as liability as and when installments are received rather than recording of 
receivable from customer on an accrual basis as per the installment plan. 
      

(07 September 2016) 
 

2. Clarification regarding definition of Gross Revenue 
 

Enquiry:   A Telecommunication Authority (the Authority) was constituted under Pakistan 
Telecommunication (Re-organization) Act 1996 to regulate the establishment, 
operation and maintenance of Telecommunication Systems and the provision of 
Telecommunication Services in Pakistan.  

 
    In order to regulate the Telecom sector in Pakistan, the Authority issues 

various licenses to different companies. As per the license terms and 
conditions, the licensees are required to pay Annual License Fee (ALF), 
Universal Services Fund (USF) Contribution and Research & Development (R & 
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D) Contribution. As per license terms and conditions, these Fees and 
Contributions are calculated as follows:  
 

"The ALF, USF and R&D Contribution shall be calculated on the basis, of 0.5%, 
1.5% and 0.5% respectively, of the licensee's Annual Gross Revenue from 
Licensed Services for the most recently completed financial year of the 
licensee minus inter operator payments and related Authority’s mandated 
payments. However, Initial License Fee and Initial Spectrum Fee shall not be 
deducted from the gross revenue."  
 
Keeping in view the above license term, the Authority issues demand notices to 
licensees and calculate the amount payable by the licensee as follows:  
 
Annual Gross Revenue as Disclosed in Financial  
Statements of licensee                   
         x,xxx,xxx  
Less: Sales Tax/ Federal Excise Duty                  (xxx,xxx) 
Revenue as recognized in Income Statement                
         x,xxx,xxx  
Less Inter operator payments                                    
                 (x,xxx,xxx)  
Less: the Authority mandated payments                             (x,xxx,xxx)  
Adjusted Gross Revenue                           x,xxx,xxx      
 
Annual License Fee @ 0.5% of Adjusted Gross Revenue   x,xxx,xxx  
R&D Contribution @ 0.5% of Adjusted Gross Revenue           x,xxx,xxx       
USF) Contribution @ 1.5% of Adjusted Gross Revenue   x,xxx,xxx       
 
The financial statements of the Authority are audited by government Auditors 
and they have raised an objection in calculation mentioned in para 3 above. 
The government auditor’s opinion is as follows:  
 
"The Gross Revenue means the turn over or gross income from the license 
services exclusive of trade discount shown on invoice of bills, derived from 
sales of goods or from rendering, or supplying services or benefits or of 
contracts. Hence, accordingly to terms and conditions, Sales Tax/ federal 

excise Duty is part of gross revenue for the purpose of calculation of ALF, USF 
Contribution and R&D Contribution.  

 
The point view of licensees is given below, which was accepted by the 
Authority: 
 
a. Para 7 of IAS 18 ‘Revenue’ defines Revenue as “the gross inflow of 
economic benefits during the period arising in the course of the ordinary 
activities of an entity when those inflows result in increases in equity, other 
than increases relating to contributions from equity participants.” 
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b. Para 8 of IAS 18 further explains that “Revenue includes only the gross 
inflows of economic benefits received and receivable by the entity on its own 
account. Amounts collected on behalf of third parties such as sales taxes, 

goods and services taxes and value added taxes are not economic benefits 
which flow to the entity and do not result in increases in equity.” 
 
Clause 2 (a) of Part III "Requirements as to Profit & Loss Account" of the 4th 
schedule of the Companies Ordinance 1984 states that Profit & Loss Accounts 
shall disclose the turnover after deduction of discount and sales tax, therefore 
the companies disclose gross revenue and then deduct tax from gross revenue 
in “Notes to the Accounts" and the Net Revenue is disclosed in the income 
statement.  
 
From the above, it is evident that taxes i.e. FED, Sales Tax etc.  do not form 
part of gross revenue so it is not justified to charge Regulatory dues (ALF, USF 
and R&D) on the amounts which are not earned by operators. This view is 
further endorsed by the fact that licenses do not state that FED/Sales tax are 
part of gross revenue.  
 
ICAP is requested to give their opinion whether sales tax forms part of Revenue 
or not keeping in view the facts mentioned above. 
 

Opinion:   Considering the provisions of IAS 18, the Committee agreed with the point of 
view of licensee that sales tax do not form part of gross revenue.  
          

(July 25, 2016) 
 

3. TECHNICIAL OPINION - IFRIC 15 ‘AGREEMENTS FOR THE CONSTRUCTION OF 
REAL ESTATE’ READ WITH IAS 18 ‘REVENUE’ 
 

Enquiry:    A public unlisted company (the “Company") has principal business of 
development of housing projects and commercial plazas. The Company being 
an Economically Significant Company (ESC) has prepared its financial 
statements in accordance with the International Financial Reporting Standards 
(IFRS/IAS).  
 

(i) The annual audited accounts of the Company for the year ended June 30, 2012 
has entered into sales agreements with large number of its customers to 
deliver housing units or full: developed residential/ commercial plots as per 
the terms and conditions agreed between the parties.  
 

(ii) The Company has policy on 'Revenue' as follows: 
 
'Revenue' from sale of plots, houses commercial areas is recognized by 
applying stage of completion method. Revenue is recognized by the proportion 
that project costs incurred for work performed to date bears to the estimated 
total cost of the project. Unrecognized revenue represents the portion of the 
value of houses sold by the Company under agreement to sell to clients and 
would be recognized as revenue by transfer to profit or loss in subsequent 
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years”. 
 
The Company in response to the Commission's letter, with regard to recognition 

of revenue has provided a copy of specimen agreement and stated as follows:- 
 
"The full amount of property sold to a 'Customer' through the 'Agreement to 
Sell' is immediately recognized as ‘Trade Debts’ on the Debits side and ‘Un - 
recognized Revenue on the credit side. The amount of Down Payment' and 
'Installments' when received are adjusted against  the 'Trade Debts’ till the 
time the 'Last Installment' is received from such 'Customer' where by  the 
balance of 'Trade Debts' for such 'Customer' becomes zero. This accounting 
treatment is based on the legal fact that 'Risks and Reward, ' of the relevant 
property has transferred to the ‘Customer’ upon signing of the ‘Agreement to 
Sell’. On the other hand, ‘Un-recognized Revenue’ is based on the ‘Matching 
Principle’ concept of accounting where only that portion of the Revenue is 
recognized in Income Statement of the year which pertains to the actual cost 
incurred on the project on the date when Income Statement and Balance Sheet 
are drawn. At each Balance sheet date, the estimate total cost of the 
‘Property ‘(if Single property) or the ’Project‘(in case the ‘Property’ is a part 
of an integrated project which consists of large number of properties and any 
single property cannot be completed) is revisited and ‘Stage of Completion’ 
method is applied to determine what portion of the Revenue has been earned 
and therefore should be transferred to the Income Statement currently. Costs 
incurred on projects for unsold housing units or plots are recorded as 
inventory’ which may include, but not limited to the purchase of land 
development and construction costs, etc. simultaneously, appropriate costs 
from the Inventory are transferred to the ‘Cost of Sale’ in the Income 
Statement of the period against the Revenue Recognized in the Income 
Statement of the period by applying the percentage completion method for 
such properties against which ‘Agreement to Sell’ have been signed with the 
‘customers’.” 
 
 While clarifying the revenue recognition principles followed in terms of 
International Accounting Standard (lAS) 11 'Construction Contracts' and lAS 18 
'Revenue' read with IFRIC Interpretation 15 'Agreement for the Construction of 
Real Estate', the Company has stated as follows:~ 

 
"The Company is engaged in construction and development of real estate 
projects in Pakistan. The Company has sold and delivered numerous housing 
and infrastructure development projects in Pakistan where the Company has 
entered into agreements with large number of its customers to deliver a 
housing unit or a fully developed residential / commercial plot as per the 
terms and conditions agreed between the parties. IFRIC-15 'Agreements for the 
construction of Real Estate' contains the detailed guidance to determine 
whether these agreements are within the scope of lAS 18 or IAS 11 and when 
the revenue from these contracts should be recognized. 
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According to Para 12 of IFRlC -15, an agreement the construction of real estate 
in which buyers have only limited ability to influence the design of the real 
estate, e.g. to select a design from a range of options specified by the entity, 

or to specify only minor variations to the basic design, is an agreement for the 
sale of good within the scope of IAS 18. The Company offers standard products 
to its clients whereby they can choose from a few models and sizes in terms of 
ground space and constructed space while no changes are accepted which are 
part of the approved plans from the development authorities (LDA, FDA, CDA 
etc.) therefore, the revenue shall be recognized within the scope of IAS 18 as 
sale of goods. 
 
As per Para 16 and 1, IFRIC-15, if the entity is required to provide services 
together with construction materials in order to perform its contractual 
obligation to deliver the real estate to the buyer, the agreement is an 
agreement for the sale of goods and the criteria for recognition of revenue set 
out in paragraph 14 of IAS 18 apply. Simultaneously, the entity may transfer 
to the buyers the practical ownership control and the risks and rewards 
associated the ownership of the work in progress in its current state as 
construction progresses. In this case, if all the criteria in paragraph 14 of lAS 
18 are met continuously as construction progresses, the entity shall recognize 
revenue by reference to the stage of completion applying the percentage of 
completion method. The requirements of lAS 11 are generally applicable to 
the recognition of revenue and the associated expenses for such transaction.  
 
According to para 14 of IAS 18, Revenue from the sale of goods shall be 
recognized when all the following conditions have been satisfied:  
 
(a) the entity has transferred to the buyer the significant risks and 
 rewards of ownership of the goods.   
(b) The entity retain neither continuing managerial involvement  to the 
 degree usually associated with ownership nor effective control over the 
 goods sold; 
(c) the amount of revenue can be measured reliably; 
(d) it is probable that the economic benefits associated with the 
 transaction will flow to the entity; and: 
(e) the costs incurred or to be incurred in respect of the transaction can be 

 measured reliability. 
 
As per para 25 of lAS 11, the recognition of revenue and expenses by reference 
to the stage of completion of a contract is often referred to as the percentage 
of completion method. Under this method, contract revenue is matched with 
the contract costs incurred in reaching the stage of completion, resulting in 
the reporting of revenue, expenses and profit which can be attributed to the 
proportion of' work completed. This method provides useful information on 
the extent of contract activity and performance during a period.  
 
In our case, the Company transfers all the significant risks and rewards 
associated with the properties sold to the customers. The customers are free 
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to sell their properties to third parties to make gains provided that they have 
adhered to the other terms and conditions of the agreement. Further the 
Company retains neither the continuing managerial involvement  to the degree 

usually  associated with the ownership nor the effective control over the 
properties, once  these have been sold to the clients, to an extent that would 
preclude recognition of some or all the consideration as revenue.  
 
The company transfers to the buyer control and the significant risks and 
rewards of ownership of the properties being sold by the company to its 
clients as the constructions progresses.  The benefit of the increase in prices 
of properties as a result of development and construction activities at 
individual projects goes to the clients and they can make gains by selling their 
properties as market prevailing prices which is normally on higher side than 
the prices charged by the Company.”  
 
 It is observed that the Clauses of the 'Sale Agreement' indicate that risks and 
rewards were not fully transferred to the customers and managerial 
involvements of the units sold remains with  the Company, Hence, this 
arrangement may not be considered as a valid sale; and  
 
In this regard, lCAP is kindly requested to provide technical opinion/ input that 
whether the   recognition of trade debts and unearned revenue at the time of 
signing of sales agreements is in line with the requirements of lAS 18 and IFR1C 
Interpretation 15, and, if not, please provide the accounting treatment in 
accordance with IFRS/ lAS.  
 

Opinion:  The Committee considered your enquiry and would like to draw your attention 
to the following (underline is ours): 
 
IAS 11 ‘Construction Contracts’:  
 
11 Contract revenue shall comprise: 
 
(a) the initial amount of revenue agreed in the contract; and 
(b) variations in contract work, claims and incentive payments: 
(i) to the extent that it is probable that they will result in revenue; and 

(ii) they are capable of being reliably measured.  
 

 13  A variation is an instruction by the customer for a change in the scope 
of the work to be performed under the contract. A variation may lead to an 
increase or a decrease in contract revenue. Examples of variations are changes 
in the specifications or design of the asset and changes in the duration of the 
contract. 

 
A variation is included in contract revenue when: 
 
(a) it is probable that the customer will approve the variation and the amount 

of revenue arising from the variation; and 
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(b) the amount of revenue can be reliably measured.  
 
IAS 18 ‘Revenue’: 

 
 14  Revenue from the sale of goods shall be recognised when all the 

following conditions have been satisfied: 
 

(a) the entity has transferred to the buyer the significant risks and rewards 
of ownership of the goods; 
(b) the entity retains neither continuing managerial involvement to the 
degree usually associated with ownership nor effective control over the 
goods sold; 
(c) the amount of revenue can be measured reliably; 
(d) it is probable that the economic benefits associated with the transaction 
will flow to the entity; and 
(e) the costs incurred or to be incurred in respect of the transaction can be 
measured reliably. 
 
15 The assessment of when an entity has transferred the significant risks 
and rewards of ownership to the buyer requires an examination of the 
circumstances of the transaction. In most cases, the transfer of the risks and 
rewards of ownership coincides with the transfer of the legal title or the 
passing of possession to the buyer. This is the case for most retail sales. In 
other cases, the transfer of risks and rewards of ownership occurs at a different 
time from the transfer of legal title or the passing of possession.  
 
16  If the entity retains significant risks of ownership, the transaction is not 
a sale and revenue is not recognised. An entity may retain a significant risk of 
ownership in a number of ways……. 
 
19  Revenue and expenses that relate to the same transaction or other 
event are recognised simultaneously; this process is commonly referred to as 
the matching of revenues and expenses. ………………... However, revenue cannot 
be recognised when the expenses cannot be measured reliably; in such 
circumstances, any consideration already received for the sale of the goods is 
recognised as a liability. 

 
IFRIC 15 ‘Agreements for the Construction of Real Estate’:  
 
12 In contrast, an agreement for the construction of real estate in which 
buyers have only limited ability to influence the design of the real estate, e.g. 
to select a design from a range of options specified by the entity, or to specify 
only minor variations to the basic  design, is an agreement for the sale of goods 
within the scope of IAS 18. 
 
The agreement is an agreement for the sale of goods 
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16  If the entity is required to provide services together with construction 
materials in  
order to perform its contractual obligation to deliver the real estate to the 

buyer, the agreement is an agreement for the sale of goods and the criteria for 
recognition of revenue set out in paragraph 14 of IAS 18 apply.  
 
17  The entity may transfer to the buyer control and the significant risks 
and rewards of ownership of the work in progress in its current state as 
construction progresses. In this case, if all the criteria in paragraph 14 of IAS 18 
are met continuously as construction progresses, the entity shall recognise 
revenue by reference to the stage of completion using the percentage of 
completion method. The requirements of IAS 11 are generally applicable to the 
recognition of revenue and the associated expenses for such a transaction.  
 
18 The entity may transfer to the buyer control and the significant risks 
and rewards of ownership of the real estate in its entirety at a single time (e.g. 
at completion, upon or after delivery). In this case, the entity shall recognize 
revenue only when all the criteria in paragraph 14 of IAS 18 are satisfied. 
 
The terms and conditions of Sale Agreement mentioned in clause 19, 20 and 23 
state that:  
 

 Completion of the Sale Deed of the House/ Property and registration in 
 the name of the client will be done once all the dues have been 
 cleared.  

 This sales agreement will not create legal right, title in the property in 
 favor of the client until a registered sales deed is executed in favor of 
 the client.  

 Client will not transfer the allotted Property until and unless prior 
 written permission of the Company is obtained.  
 
Based on information provided, risks and rewards are not fully transferred to 
the client as well as control/ managerial involvements of the units sold will 
remain with the Company and therefore, the requirements of para 14 (a) and 
(b) of IAS 18 are not being complied. Keeping in view of the requirements of 
para 17-18 of IFRIC 15, the Committee is of the view that the revenue from the 
sale of housing scheme will be recognized when all the requirements of para 14 
of IAS 18 are fulfilled.  
 

However, the Committee is also of the view that in order to record the 
liability, the recognition of receivable from Customers as per the payment 
schedule agreed in contract and unearned revenue/ advance received from 
customers at the time of signing of sales agreements is in line with the 
requirements of lAS 1. 

 

(February 11, 2015) 
 

4. QUERY REGARDING POLICY FOR REVENUE RECOGNITION 
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Enquiry:     It is informed that presently ‘Revenue’ is being booked by Aviation regulator on 

account of various services against the billing of an airline. However, since July 

2009, no dues are being paid by above airline. Per monthly billing is approx. 
Rs.xxx million. Consequently the outstanding amount has been accumulated to 
Rs. xxx billion of December 2013  
 
While referring IAS-18 regarding ‘Revenue Recognition’. It revealed that 
following conditions are requested to be fulfilled for booking of Revenue: 
 
Quote: 
 
Rendering of services 
 
For revenue arising from the rendering of services, provided that all of the 
following criteria are met, revenue should be recognized by reference to the 
stage of completion of the transaction at the balance sheet date (the 
percentage of completion method): (IAS 18.20) 
 
a) The amount of revenue can be measured reliably 
b) It is probable that the economic benefits will flow to the seller (service 
 provider): 
c) The stage of completion at the balance sheet date can be measured 
 reliably ; and 
d) The costs incurred or to be incurred of the transaction can be measured 
 reliably. 
 
When the above criteria are not met, revenue arising from the rendering of 
services should be recognized only to the extent of the expenses recognized 
that are recoverable (a “cost-recovery approach”. (IAS 18.26) 
 
Un-quote: 
 
It may be noted that condition (b) is not being fulfilled under the present 
scenario. Therefore, we believe that Aviation regulator should not book 
Revenue on accrual basis and should move to Cash basis for recognizing 

Revenue. It may also be noted that Aviation regulator was established under 
ABC Ordinance (the prevalent Ordinance) and the mandatory requirements 
under Companies Ordinance 1984 are not applicable for Aviation regulator. 
Similarly, IAS-18 is also not compulsorily applicable for Aviation regulator. In 
this context, it is pertinent to mention that Institute of Chartered Accountants 
(ICAP) also follows this policy as mentioned in the Notes of Accounts. The same 
is being reproduced as under:  
 
4:14   Revenue recognition  
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Revenue is recognized to the extent that the economic benefits will flow to the 
institute and revenue can be reliably measured. Revenue from different 
sources is recognized on the following basis: 

 

 Income from subscription and fee from members and students is 
 accounted for on receipt basis. Fee/ subscription receipts relating to 
 periods beyond the current financial year are shown as advance fee. 

 Profit on investments is accrued on the basis of effective yield of 
 respective investments. 

 Profit on savings accounts is recognized on accrual basis. 
 
Owing to the reason mentioned above, Aviation regulator is facing financial 
hardship as without receipt of any amount from above Airline. Aviation 
regulator has to pay income tax @ 35%on its billings. So far Aviation regulator 
has paid substantial amount on account of Income Tax i.e. Rs xxx billion.  
  
It is clarified that the bills/invoices are raised against the airline on account of 
various services as per rates duly approved by aviation Board. These rates are 
notified to all Airlines through NOTAM (Notice to Airmen) before 
implementation. Since, presently, aviation regulator is following “Accrual 
based policy”; the “Revenue” is being recognized against these invoices. It is 
also clarified that there is no binding contract/terms and conditions agreed 
with the airline. 
 
We feel that in view of the fact that substantial amount is not being received, 
and as such IAS 18's condition of booking Revenue is not met. Hence we cannot 
book Revenue as per IAS 18, and will have to move to “cash basis”.  
 
Considering the requirements of IAS 18, we desire to adopt “Cash based” 
policy for recognition of “Revenue”. In this regard, guidance is required to 
change the policy for Revenue recognition. 
 

Opinion: The Committee has examined your enquiry and would like to draw your 
attention to the following paras of IAS 18 ‘Revenue’:  
 

18 Revenue is recognised only when it is probable that the economic benefits 
associated with the transaction will flow to the entity. In some cases, this may 
not be probable until the consideration is received or until an uncertainty is 
removed. For example, it may be uncertain that a foreign governmental 
authority will grant permission to remit the consideration from a sale in a 
foreign country. When the permission is granted, the uncertainty is removed 
and revenue is recognised. However, when an uncertainty arises about the 
collectibility of an amount already included in revenue, the uncollectible 
amount or the amount in respect of which recovery has ceased to be probable 
is recognised as an expense, rather than as an adjustment of the amount of 
revenue originally recognised. 
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 20 When the outcome of a transaction involving the rendering of 
services can be estimated reliably, revenue associated with the transaction 
shall be recognised by reference to the stage of completion of the 

transaction at the end of the reporting period. The outcome of a transaction 
can be estimated reliably when all the following conditions are satisfied:  

 
(a) the amount of revenue can be measured reliably;  
(b) it is probable that the economic benefits associated with the 
transaction will flow to the entity; 
(c) the stage of completion of the transaction at the end of the reporting 
period can be measured reliably; and 
(d) the costs incurred for the transaction and the costs to complete the 
transaction can be measured reliably.  

 
 21 The recognition of revenue by reference to the stage of completion of a 

transaction is often referred to as the percentage of completion method. Under 
this method, revenue is recognised in the accounting periods in which the 
services are rendered. The recognition of revenue on this basis provides useful 
information on the extent of service activity and performance during a period. 
IAS 11 also requires the recognition of revenue on this basis. The requirements 
of that Standard are generally applicable to the recognition of revenue and the 
associated expenses for a transaction involving the rendering of services.  

 
 22 Revenue is recognised only when it is probable that the economic 

benefits associated with the transaction will flow to the entity. However, when 
an uncertainty arises about the collectibility of an amount already included in 
revenue, the uncollectible amount, or the amount in respect of which recovery 
has ceased to be probable, is recognised as an expense, rather than as an 
adjustment of the amount of revenue originally recognised.  
 
The Committee considers that the probability of future economic benefits 
relates to the level of certainty that the revenue amount will be received. In 
some cases, revenue recognition may not be appropriate until the 
consideration is received or the cause of uncertainty is removed. 
 
The Committee would further like to refer to the following para of IAS 18: 

 
 26  When the outcome of the transaction involving the rendering of 

services cannot be estimated reliably, revenue shall be recognised only to 
the extent of the expenses recognised that are recoverable.  
 

 27  During the early stages of a transaction, it is often the case that the 
outcome of the transaction cannot be estimated reliably. Nevertheless, it may 
be probable that the entity will recover the transaction costs incurred. 
Therefore, revenue is recognised only to the extent of costs incurred that are 
expected to be recoverable. As the outcome of the transaction cannot be 
estimated reliably, no profit is recognised. 
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 28 When the outcome of a transaction cannot be estimated reliably and it 
is not probable that the costs incurred will be recovered, revenue is not 
recognised and the costs incurred are recognised as an expense. When the 

uncertainties that prevented the outcome of the contract being estimated 
reliably no longer exist, revenue is recognised in accordance with paragraph 20 
rather than in accordance with paragraph 26. 

 
The Committee considers that the management of the aviation regulator needs 
to assess all the conditions surrounding the transaction and to reach a 
conclusion. If the management’s conclusion is that probability of recovery is 
extremely remote at the time of rendering of services and any requirement of 
para 20 of IAS 18 is not being met; they may decide not to recognize revenue 
from such transactions.  
 
In this case, the revenue recognition policy is not being changed; only 
management has concluded that one of the conditions for recognizing revenue 
is not present for the transaction or set of transactions. The amount recovered 
in subsequent period if any will be recognized in accordance with the 
requirement of relevant standards.  
 
It is imperative to note that the basic principle remains to be accrual and 
recording of revenue on cash basis is not appropriate. 
 
The Committee would also like to advise the management that while making its 
assessment it needs to consider that late recovery or part recovery of revenue 
recognized in the past may not on its own be an appropriate indicator for 
concluding that economic benefits of similar transactions  in future will not  
flow to the entity. Further, the management also needs to consider whether 
both the parties to transaction are related, and the late or non-payment of 
revenue is for reasons other than commercial. In such a scenario non-
recognition of revenue may not be appropriate. 
 

(March 19, 2014) 
 

5. ACCOUNTING TREATMENT OF REAL ESTATE DEVELOPMENT BUSINESS 

 
Enquiry:  Our Company has diversified its business by carrying out a large scale mixed 

use Real Estate Development on the land owned by the Company. A housing 
scheme has been launched during the current financial year, which has raised 

certain unprecedented questions on treatment of revenue and related 
expenses. Following is the detailed background, project structure and related 
accounting queries: 
 
Background  
 
The Company was incorporated in 1961 engaged in the production of cement. 
Due to obsolescence of technology used in the production of cement, the 
Company changed its business strategy and shifted its business towards real 
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estate. As a result, management decided that they would develop the land and 
would sell it in the ordinary course of business. Recently, management has 
started selling plots of the land into various phases as discussed in project 

status below. 
 
Project Structure 
 
The land development business of the Company is structured as follows: 
 
1. The project is divided in to various phases, out of which phase 1 has 

been launched.  Phased 1 consists  of four blocks namely; 

a. Block A  - Consists of open plots of land   

b. Block B  - Consists of constructed bungalows    

c. Block C  - Consists of open plots of land  

(Similar to Block A) 

d. Block D  - Consists of open plots of land  

(Similar to Block A) 

i)  Contraction on open plots of land will be made by the allottee in 
accordance with design (exterior) approved by the Company. The 
allottees will be allowed to start construction work after they have 
obtained possession and title has been transferred to them. 

 
ii) Bungalows in Block “B” will be constructed by the Company in 
accordance with their standard design. The Allottee has no right to 
change basic structure and outer design of bungalow. However minor 
alteration may be made on the request of allottee. 

 
2. The housing colony will be constructed which will include Mosque, hospital, 
schools etc. This housing colony will be completed in five years. 
 
3. Possession and title of open plot of lands (Block A, B, C or D) will be 
transferred to allottees after building housing colony as discussed in 2 above, 
subject to payments of all installments received by the Company. 
 
4. Similarly, possession and title of constructed bungalow (Block B) will also be 
transferred to allottees after building housing colony as discussed in 2 above, 
subject to payments of all installments received by the Company. 
 
Accounting Queries   
 
Considering the above background and project structure, our questions are as 
follows: 
 

1. Are the agreements to sell open plots of land and constructed 

bungalows within the scope of IAS 11 or IAS 18? 
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2. When should the revenue from the sale of open plots and 

constructed bungalows be recognized? 

3. What will be the accounting treatment for marketing, selling and 

administrative expenses? Will the incurring of this expense without any 

corresponding revenue be against the matching concept of accounting 

standards as applicable in Pakistan? 

 
While answering to the above queries it should be kept in mind that the 
Company is a public listed Company and to the best of our knowledge no other 
company with similar business exists in Pakistan. 
 

Opinion:  The Committee considered your enquiry and its views on each question are as 
follows: 
 
1. The Committee would like to draw your attention to the following paras 
of IAS 2 ‘Inventories‘ and IAS 18 ‘Revenue’ (underline is ours):  

 

IAS 2 

6 Inventories are assets: 

(a) held for sale in the ordinary course of business; 

(b) in the process of production for such sale; or 

(c) in the form of materials or supplies to be consumed in the 
production process or in the rendering of services. 
 

8   Inventories encompass goods purchased and held for resale 

including, for example, merchandise purchased by a retailer 
and held for resale, or land and other property held for 
resale……………….. In the case of a service provider, 
inventories include the costs of the service, as described in 
paragraph 19, for which the entity has not yet recognised the 
related revenue (see IAS 18 Revenue). 

 
IAS 18 

 
Revenue is defined in IAS 18 as follows: 

 
Revenue is the gross inflow of economic benefits during the period 
arising in the course of the ordinary activities of an entity when 
those inflows result in increases in equity, other than increases 
relating to contributions from equity participants. 

 
Your attention is also drawn to the following paragraph of IFRIC 15 
‘Agreements for the Construction of Real Estate’: 
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12 In contrast, an agreement for the construction of real estate in 
which buyers have only limited ability to influence the design of the 
real estate, e.g. to select a design from a range of options specified by 

the entity, or to specify only minor variations to the basic design, is an 
agreement for the sale of goods within the scope of IAS 18. 

 
Based on above, selling of open plots of land and construction of 
bungalows is an ordinary course of business of the company. Further, in 
accordance with the requirement of para 12 of IFRIC 15 the buyers have 
only limited ability to influence the design of the real estate which is 
also a condition in your stated case (para1(ii) of your enquiry).  
 
Keeping in view of above, the Committee is of the view that the 
company will recognize the revenue in accordance with the 
requirements of IAS 18. 
 

2. The Committee is of the view that the revenue from the sale of open 
plots and constructed bungalows will be recognized when all the requirements 
of para 14 of IAS 18 are fulfilled. Relevant paras of IAS 18 are reproduced 
below: 
 

14  Revenue from the sale of goods shall be recognised when all 
the following conditions have been satisfied: 
 
(a) the entity has transferred to the buyer the significant risks and 
rewards of ownership of the goods; 

(b) the entity retains neither continuing managerial involvement to 
the degree usually associated with ownership nor effective control 
over the goods sold; 

(c) the amount of revenue can be measured reliably; 

(d) it is probable that the economic benefits associated with the 
transaction will flow to the entity; and 

(e) the costs incurred or to be incurred in respect of the 
transaction can be measured reliably. 

15  The assessment of when an entity has transferred the 
significant risks and rewards of ownership to the buyer requires an 

examination of the circumstances of the transaction. In most cases, 
the transfer of the risks and rewards of ownership coincides with 
the transfer of the legal title or the passing of possession to the 
buyer…….. 
 

The Committee is also of the view that further guidance on transfer of risk and 
reward of ownership in case of agreement for sale of goods may be obtained 
from para 16-18 of IFRIC 15.  
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3. The Committee would like to draw your attention to the following paras 
of IAS 2 ‘Inventories‘(underline is ours): 
 

15 Other costs are included in the cost of inventories only to 
the extent that they are incurred in bringing the inventories to 
their present location and condition. For example, it may be 
appropriate to include non-production overheads or the costs of 
designing products for specific customers in the cost of inventories. 

 

16  Examples of costs excluded from the cost of inventories and 

recognised as expenses in the period in which they are incurred 
are:  

(a) abnormal amounts of wasted materials, labour or other 
production costs; 

(b) storage costs, unless those costs are necessary in the production 
process before a further production stage; 

(c) administrative overheads that do not contribute to bringing 

inventories to their present location and condition; and  

(d) selling costs 

 
In view of the above, the Committee is of the opinion that any cost which is 
necessary to bringing the inventories to their present location and condition 
should be included in the cost of inventories except the cost excluded in para 
16 above.  

 

For further clarification your attention is drawn to the following paragraph of 
the Conceptual Framework of IFRS which is self-explanatory: 

 
4.50  Expenses are recognised in the income statement on the 
basis of a direct association between the costs incurred and the 
earning of specific items of income. This process, commonly 
referred to as the matching of costs with revenues, involves the 
simultaneous or combined recognition of revenues and expenses 
that result directly and jointly from the same transactions or other 
events; for example, the various components of expense making up 
the cost of goods sold are recognised at the same time as the 
income derived from the sale of the goods. However, the 
application of the matching concept under this Conceptual 
Framework does not allow the recognition of items in the balance 
sheet which do not meet the definition of assets or liabilities. 

It will not be against the concept of matching principle as the nature of 
business of the company is such that in the initial years the company will have 
to incur heavy marketing expenses without any corresponding revenue. 
However, in the subsequent years, these expenses will be automatically 
adjusted with the earning of revenue from customers. 
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Further, please refer Selected Opinion No.1.1 of Vol. XII issued by Institute in 
2007 on the same issue. Relevant para of the selected opinion is also 
reproduced below: 

 
“Further, the Committee appreciates that there are costs that are 
necessary to incur to achieve the objectives of the company and these 
cost may not necessarily relate to revenue generating activities. 
However, in the light of Paragraph 95 of the framework this cost would 
need to be charged to profit and loss as these do not meet the criteria 
set for recognition of these as either intangibles or property plant and 
equipment or any other asset.”  

      (May 18, 2012) 
 

6. ACCOUNTING FOR SUGAR SALES BY SUGAR INDUSTRY 
 
The sugar industry’s long established practice for selling sugar is that it 
appoints exclusive brokers for this purpose. There are only a few brokers of 
sugar in the market. The pricing of sugar sold by the Company to the broker is 
based on the rates fixed by the management of the Company verbally on phone 
at the time advance payment is made to it by the broker. The Company issues 
blank transferable delivery orders to the brokers for a quantity certain but no 
sale is recorded as the accounting policy of the Company is to record sales 
against actual delivery of goods. The delivery of the goods is taken by the 
person presenting the delivery order as and when it so chooses to do. When the 
goods are delivered, the Company issues a sales tax invoice to the customer 
presenting the delivery order at the price agreed with the broker at the time it 
received the advance. 
 
The transaction cycle reflects: 
 
(i) that the broker deposits on his own account all payments with the 
Company in advance that are shown by the Company in the books as received 
from him. 
 
(ii) that the Company simultaneously issues blank delivery orders in 
quantities of 10 and 20 tones to the broker against the amount advanced. No 

entry is passed in the accounts as the accounting policy of the Company 
requires recording of sale against actual delivery. 
 
(iii) that the price of sugar is fixed between the management and broker by 
negotiation when the delivery orders are issued but no commercial invoice or 
memorandum entry is passed in the books to record this for the reason 
mentioned in (ii) above. 
 
(iv) that the goods against the delivery order are lifted on various dates 
subsequently by the persons presenting the delivery order and the goods are 
delivered by the Company to the holder in due course. The said persons do not 
make any payment at the time of lifting to the Company and instead the 
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brokers account is debited for the amount of the sale based on sales tax 
invoice issued by the Company in their names for the following reasons:  
 

(a) that the Company does not issue any commercial invoice at the 
time it issues blank delivery orders to the brokers, it however, issues a 
sales tax invoice in the name of the customer as and when the holder in 
due course presents the delivery order and records the sale against actual 
delivery in accordance with its accounting policy, and 

 
(b) the account of the broker is simultaneously debited with the 
amount of the sales tax invoice issued in the customer’s name and sale is 
booked by the Company at the price mentioned in the sales tax invoice, 
which is the one originally agreed between him and the Company as per 
(iii) above. 

 
(v) the Company maintains a record of delivery orders with quantity 
numbered serially without any date and name of customer and the date these 
are lifted are entered in its records. 
 
In view of the industry practice mentioned above, the broker’s account is 
credited and debited with the amount advanced by him during the year with 
the amount of the sales tax invoice issued by the Company to the customer.  
 
The above practice of the industry lacks transparency as can be gathered from 
the following: 
 
(a) That the Company keeps record of sales to the extents of sales tax 
invoices issued to actual customers only for sales tax purpose but does not 
maintain any subsidiary record for customers account as all sales are made 
against advance payment that are debited to brokers account and hence no 
trade debts appear as outstanding at reporting dates. 
 
(b) That there appears to be no relationship legal or otherwise between the 
customer and the broker to justify the setting off of the amount due from 
customer against sales tax invoice against the broker’s account in the books.  
 

(c) That the right of the brokers apparently becomes vested in the goods 
lying in godown of the Company. The Company is bound to give delivery as and 
when the person to whom the broker gives the deliver order presents that at 
the mill. As a consequence of this right to handover delivery order at this 
discretion to anybody and at any time, the brokers acquires the status of a 
wholesaler and carryout activities of that nature but as the transaction and the 
accounting policy are so structured that he appears to be a broker only.  
 
(d) The final scenario is that the brokers name appears in the records to the 
extent of a meager amount of brokerage income that it reflects as earned from 
the Company which is subject to a full and final tax in terms of Section 233 of 
the Income Tax Ordinance, 2001 and remains protected in this manner from 
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income tax. They also remains outside the ambit of sales tax as they not 
required to be registered for the services provided by them are not taxable 
under the Sales Tax Act, 1990 or under the Federal Excise Act, 2005.  

 
Issues: 
 
Is the accounting policy of the sugar industry for recording sale appropriate 
under the circumstances and in line with the revenue recognition criteria given 
in IAS-18. 
 

Opinion: The Committee would like to draw your attention to the following paragraphs 
of IAS 18: 
 

 14  Revenue from the sale of goods shall be recognised when all the 
following conditions have been satisfied: 
 
(a)  the entity has transferred to the buyer the significant risks and rewards 
of ownership of the goods; 
(b)  the entity retains neither continuing managerial involvement to the 
degree usually associated with ownership nor effective control over the goods 
sold;  
(c)  the amount of revenue can be measured reliably; 
(d)  it is probable that the economic benefits associated with the 
transaction will flow to the entity; and 
(e)  the costs incurred or to be incurred in respect of the transaction can be 
measured reliably.  
 
15 The assessment of when an entity has transferred the significant risks 
and rewards of ownership to the buyer requires an examination of the 
circumstances of the transaction. In most cases, the transfer of the risks and 
rewards of ownership coincides with the transfer of the legal title or the 
passing of possession to the buyer. This is the case for most retail sales. In 
other cases, the transfer of risks and rewards of ownership occurs at a different 
time from the transfer of legal title or the passing of possession.  
 
From the above it is clear that accounting policy of the sugar industry for 

recording sale appears to be appropriate and in line with the revenue 
recognition criteria given in IAS-18. 

(February 8, 2010) 
 

7. INCORPORATION OF NIT DIVIDEND AS INCOME  
 
Enquiry We would like to seek opinion of the Committee on the captioned subject. .We 

would like to inform you that National Investment Trust had declared dividend 
at the rate of Rs.5.80 per unit on July 8, 2006 and they have incorporated 
dividend as liability in their financial statements for the year ended June 30, 
2006. 
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In light of the above, we have incorporated dividend as income in the half 
yearly financial statements. This matter is under discussion with the external 
auditors and pending for decision. 

 
IAS-10 describes in paragraph 12 that “If an entity declares dividend to holders 
of equity instrument (as defined in IAS 32) after the Balance Sheet date, the 
entity shall not recognize those dividends as a liability at the balance sheet 
date”. 
 
International Accounting Standard 10 explicitly prohibits the recognition of 
dividend as liability in the financial statements if declared after the balance 
sheet instead should be presented as non adjusting event after the balance 
sheet date in light of IAS 37 and IAS 1. On the other hand, if dividend is 
declared and the company declaring the dividend is incorporated in the 
financial statements as liability then the receiving party can take dividend as 
income in view of the policy which is stated as under: 
 
“Dividend income is recognized when Bank’s right to receive the income is 
established” 
 
As discussed earlier, right to receive is automatically established once the 
declaring party declares a dividend and shown as liability in their annual 
accounts. 
 
Further, we would like to inform you that some of the Banks are taking 
dividend as income in their half yearly financial statements and we request you 
to please treat this matter as very urgent and guide us in this regard so that 
our financial statements can be finalized soon. 
 

Opinion Your attention is drawn towards following paragraph 29 of IAS 18 Revenue:  
 
Revenue arising from the use by others of entity assets yielding interest, 
royalties and dividends shall be recognized on the bases set out in 
paragraph 30 when:  
 
a) it is probable that the economic benefits associated with the 

transaction will flow to the entity; and 
b) the amount of revenue can be measured reliably.” 
 
Both conditions are to be satisfied before revenue can be recognized i.e. 
probability and reliable measurement at the time of recognition. 
 
Paragraph 30 of IAS 18 states that income shall be recognized when right to 
receive payment is established. Accordingly, in all circumstances, including 
specific situation identified and discussed below, the holders of instruments 
are entitled to recognize distribution as income only as and when declared. 
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There is no specific situation conceived in the International Financial Reporting 
Standards (IFRS) and the framework on accounting standards strongly prohibits 
premature recognition of income. In our country, in certain institutions, a 

practice of deemed obligation and correspondingly right to receive dividend 
has been perceived to be present. This has resulted in the present situation, 
where more than one accounting treatment is in practice and each is being 
advocated with certain reasonable bases for the validity of such treatments.  
 
The Committee has examined all relevant aspects of the issue in depth, past 
practices and nature and character of obligation, if any, and is of the opinion 
that, in future, notwithstanding the obligation or the right to receive, in all 
circumstances, actual declaration of dividend by an entity should be the sole 
basis for recognizing income in the accounts of the investor/holder of 
investment.  
 

   (March 9, 2007) 
 


