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QUESTION 8 – IAS 37 Provisions and Contingencies (ICAP C6 S06) 
 
Qamer Trading Company Limited is facing litigation due to an alleged breach of contract. The 
directors have made the following assessment about the damages: 

 Particulars Probability 

(i) The contract contains a clause that prescribes damages of Rs. 5,000,000 in 
case of default. 

60% 

(ii) The company has incurred a sum of Rs. 600,000 as legal expenses, of 
which 50% is recoverable in case of a favorable decision. 

40% 

(iii) The plaintiff has claimed Rs. 1,000,000 as legal expenses. 40% 
(iv) The plaintiff has also claimed Rs. 500,000 as interest on damages. 5% 

 
Required: 
Explain how the above information would affect the financial statements of the company.  
             (06) 

 
 
 
 
 
 

ANSWER 8 – IAS 37 Provisions and Contingencies (ICAP C6 S06) 
 
(i) There is a present obligation as a result of past event (litigation in process). There is 

probable outflow (60% chances) as well. The reliable estimate of Rs. 5,000,000 is also 
available. Therefore, a provision should be recognised. 

 
(ii) The recoverability of the amount is not probable (40% chances only). Therefore, nothing is 

to be done. 
 
(iii) There is no need to recognise provision as chances are not probable (40% only). However, 

this needs to be disclosed as a contingent liability as it is not  remote (40%). 
 
(iv) There is nothing need to be done as interest on damages have remote chances (5%) of 

being paid. 
 

Examiner Comments 
This question was on application of the standard on situation of three contingent liabilities and one 
contingent asset. Almost all the students delivered a layman approach as even the contingent 
asset was dealt in the context of contingent liability. Those who were able to arrive at correct 
conclusion wer not clear about the main conditions that formed the basis of their decision. Most 
students did not know whether all conditions need to be fulfilled to make a certain decision or even 
one was enough. 

 


