PROVISIONS AND CONTINGENCIES
Information on provisions and contingencies was previously included in FRS 12. It is now included in section 21 of FRS 102.
DEFINITIONS
A Provision is defined as a liability of uncertain amount or timing

The definition of a liability is an obligation of an entity to transfer economic benefits as a result of past transactions or events 

A Contingent Asset is defined as a  possible asset that arises from past events and whose existence will be confirmed only by the occurrence of one or more uncertain future events not wholly within the entity's control

A Contingent Liability is defined as  :


(a)
A possible obligation that arises from past events and whose 


existence will be confirmed only by the occurrence of one or 


more uncertain future events not wholly within the entity's 


control


(b)
A present obligation that arises from past events but is not 


recognised because :



(1)
it is not probable that a transfer of economic benefits will 


be required to settle the obligation



(2)
the amount of the obligation cannot be measured with 



sufficient reliability

Examples of situations which may give rise to a contingency include an ongoing legal claim or an ongoing insurance claim.
PROPOSALS
(1)
RECOGNITION

SYMBOL 183 \f "Symbol"
A provision should be recognised when and only when 

(a) an entity has a present legal or constructive obligation  as a result of a past event

(
A legal obligation is one that derives from :

--
a contract

--
legislation

--
other operation of law

(
A constructive obligation is one that derives from an entity’s actions where :

(1) By an established pattern of past practice , published policies or a sufficiently specific current statement , the entity has indicated to other parties that it will accept certain responsibilities

(2) As a result , the entity has created a valid expectation on the part of those other parties that it will discharge those responsibilities



(b)
it is probable that a transfer of economic benefits will be 


required to settle the obligation



(c)
a reliable estimate can be made of the amount of the 



obligation

(2)
MEASUREMENT

SYMBOL 183 \f "Symbol"
FRS 102 proposes that the amount to be recognised as a provision 

should be a realistic and prudent estimate of the expenditure 


required to settle the obligation that existed at the balance sheet 

date

The provision should be discounted to its present value.

CONTINGENCIES
(1)
CONTINGENT LIABILITIES
SYMBOL 183 \f "Symbol"
An entity should NOT recognise a contingent liability 

SYMBOL 183 \f "Symbol"
A contingent liability is disclosed unless the possibility of a transfer of 
economic benefits is remote

(2)
CONTINGENT ASSETS
SYMBOL 183 \f "Symbol"
An entity should NOT recognise a contingent asset as it could result in 
the recognition of profit that may never be realised

SYMBOL 183 \f "Symbol"
If the realisation of profit , however , is virtually certain , then the 
related asset is not contingent and its recognition is appropriate

SYMBOL 183 \f "Symbol"
A contingent asset is disclosed where an inflow of economic benefits is 
probable


SYMBOL 183 \f "Symbol"
If disclosures are required , then for each material class of 
contingency the following disclosures are made :



--  a brief description of the nature of the contingency



--  the uncertainties affecting the ultimate outcome



--  an estimate of the financial effect



--  the possibility of any reimbursement

