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QUESTION 6 – IFRS 15 (CAF5 S16) 
 
(a) In respect of sale of goods, give any two examples of each of the following situations: 
 

(i) Legal title passes but the risks and rewards are retained. 
(ii) Legal title does not pass but the risks and rewards are passed on to the customer 

            (03) 
(b) State how revenue should be recognised in the following cases: 

(i) Karim Industries Limited (KIL) has sold a machine on credit to Yawar Engineering 
(YE). The machine would be used by YE if it is able to secure a contract for providing 
services to AMZ & Company. KIL has agreed that the machine may be returned at 
90% of the price, if YE fails to secure the contract.    (02) 

 
(ii) Asif Electronics (AE) is about to sell a new type of food factory. Since customer 

demand is high, AE is taking advance against orders. The selling price has been 
fixed at Rs. 7,000 per unit and so far 175 customers have paid the initial 25% deposit 
which is non-refundable.        (02) 

 
(iii) Nazir Engineering Limited (NEL) entered into a contract for the provision of services 

over a period of two years. The total contract price was Rs. 25 million and NEL had 
initially expected to earn a profit of Rs. 5 million on the contract. However, the 
contract had not progressed as expected. In the first year, costs of Rs.12 million 
were incurred. Management is not sure of the ultimate outcome but believes that at 
least the costs on the contract would be recovered from the customer. (02) 

 
(c) Abid Textile Mills Limited (ATML) sold a property to a financial institution for Rs. 90 million 

when the fair value and carrying value of the property was Rs. 100 million and Rs. 95 
million respectively. However, there is an agreement between the parties whereby ATML 
could repurchase the property after one year for Rs. 99 million. 
 

           State how the above transaction should be recorded in ATML’s records.  (03) 
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ANSWER 6 – IFRS 15 (CAF5 S16) 
 
Part (a) 
Examples of the situations where legal title passes but risk and rewards are retained 
 An entity may retain obligations for unsatisfactory performance not covered by normal warranty 

provision; 
 The receipt of revenue may be contingent on derivation of revenue by the buyer for its sale of 

goods. 

 
Examples of the situations where legal title does not pass but the risks and rewards are 
transferred  
 A seller may retain the legal title to the goods to protect the collectability of the amount due 

but transfer the significant risks and rewards of ownership. 
 In retail sale, a seller may offer a refund if the customer is not satisfied. 

 
Part (b) 
(i) The completion of the sale transaction is uncertain because it is contingent upon     

purchaser securing the contract with another company. Therefore, KIL should only 
recognize the revenue when it is certain that YE will secure the contract. 10% revenue may 
be recognized if and when it is confirmed that YE would not be able to secure the contract. 

 
(ii) Revenue should be recognized when the food factory is delivered to the customer. Until 

then no revenue should be recognized and the deposit should be carried forward as 
deferred income. 25% advance may be transferred to other income if the parties do not 
claim the asset. 

 
(iii) If the outcome of a service transaction cannot be estimated reliably, revenue should only be 

recognized to the extent that expenses incurred are recoverable from the customer. Thus 
revenue to the extent of Rs. 12 million may be recognized. 

 
Part (c) 
Since the sale and repurchase prices are lower than the fair values, the substance of the 
arrangement appears to be that the financial institution has granted ATML a one year loan 
secured on the property, charging interest of Rs. 9 million. 

 
The transaction should be accounted for in ATML’s books as follows: 

 continue to recognize the property as an asset at the carrying amount. 
 credit the Rs. 90 million received to a liability account. 
 recognize finance cost of Rs. 9 million over a period of one year. 
 debit the liability when Rs. 99 million cash is paid  out. 
 recognise finance cost of Rs. 9 million over a period of one year. 

 
 
 
 
 


