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QUESTION 9: SUBSTANCE OVER FORM 

 
X is an advertising agency. It acts as intermediary in arranging magazine advertisements. A single 
page display in a nationally distributed women’s magazine cost Rs.3,000. The magazine publisher 
invoices the agency Rs.3,000 less the agency’s commission of 15%: the net amount of the invoice 
received by X is, therefore, Rs.2,550 (Rs.3,000 less commission of Rs.450). 
 
X sends an invoice to the advertiser for the full cost of the magazine page, that is, Rs.3,000. There 
is a related cost of Rs.2,550 payable to the magazine publisher. How much revenue should be 
recognised by X?            (05) 
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ANSWER TO QUESTION 9: SUBSTANCE OVER FORM 

 
There are two possibilities depending upon whether or not X is classed as an agent: 
1. Revenue of Rs.3,000 is recognised, together with related costs of Rs.2,550 (presentation of 

turnover as a principal). 
 
2. Revenue of Rs.450 is recognised (presentation of turnover as an agent). Clearly, there is 

quite a significant distinction between the two modes of presentation. In determining which 
mode is appropriate for X, we can examine the transaction from the risks and benefits 
perspective. A principal is exposed to all the risks and benefits associated with the selling 
price of goods and services. Where, by contrast, a seller acts as an agent, it would not 
normally be associated with the majority of the risks and benefits of the transaction. 

 
In the example of X, the selling price of the services (the cost of a one page display 
advertisement) is determined by the magazine publisher, not by the advertising agency. The 
relationship of X to the publisher and to the advertiser appears to be one of agency, and the 
principles of substance over form would appear to require that X recognises only Rs.450 of 
revenue in respect of this transaction. 
 

 
 


