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The People’s Republic of China

Accounting Standard for Business Enterprises:

Contingencies

Introduction

1.

This Standard prescribes the accounting treatment for

contingencies and the disclosure of relevant information.

2. This Standard does not deal with contingencies arising from debt
restructuring, construction contract, income tax, insurance
contract, discontinuing operation, lease, restructuring and the
clean — up of environmental contamination, etc. which are
prescribed by other accounting standards.

Definitions

3. The following terms are used in this Standard with the meanings

specified :

A contingency ‘is a condition that arises from past transactions or
events, the outcome of which will be confirmed only by the
occurrence Or non — occurrence Of Uncertain fUtUre events.

A liability is a present obligation arising from past transactions or
events, the settlement of which is expected to result in an
10



outflow of economic benefits from the enterprise.

An asset is a resource owned or controlled by the enterprise as a
result of past transactions or events and from which future
economic benefits are expected to flow to the enterprise.

A contingent liability is a possible obligation that arises from past

transactions or events and whose existence will be confirmed only
by the occurrence or non — occurrence of uncertain future events;
or is a present obligation that arises from past transactions or
event but is not recognised because it is not probable that an
outflow of economic benefits from the enterprise will be required
to settle the obligation or the amount of the obligation cannot be
measured reliably.

A contingent asset is a possible asset that arises from past
transactions or events and whose existence will be confirmed only

by the occurrence or non — occurrence of uncertain future events.
Recognition and Measurement of Contingencies

4. An enterprise should recognise the related obligation of a
contingency as a liability when the obligation fulfils the following
conditions;

(a) the obligation is a present obligation of the enterprise;

(b) it is probable that an outflow of economic benefits from the
enterprise will be required to settle the obligation; and

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

5. The amount of a liability that is recognised in accordance with

paragraph 4 of this Standard should be the best estimate of the
11



expenditure required to settle the liability. Where there is a range
of expenditure required to settle the liability, the best estimate
should be determined according to the average of the lower and
upper limit of the range. Where there is no a range of
expenditure required to settle the liability, the best estimate
should be determined in accordance with the following methods:

(a) where the contingency involves a single item, the best
estimate should be determined according to the most likely
outcome;

(b) where the contingency involves several items, the best
estimate should be determined by weighting all possible
outcome by their associated probabilities.

6. Where some or all of the expenditure required to settle a liability
that is recognised in accordance with paragraph 4 of this Standard
is expected to be reimbursed by third party or other party, the
reimbursement should be separately recognised as an asset when,
and only when, it is virtually certain that the reimbursement will
be received. The amount recognised for the reimbursement

should not exceed the carrying amount of the liability recognised.

Disclosure of Contingencies

7. An enterprise should not recognise a contingent liability and a
contingent asset.

8. The liability that is recognised in accordance with paragraph 4 of
this Standard should be separately presented in the balance sheet,
and disclosed in the notes to the accounting statements
accordingly. The expense or expenditure relating to the liability
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