
AS 29 – PROVISIONS, CONTINGENT LIABILITIES AND 
CONTINGENT ASSETS 

 

Issue 1 : 
 
AS 29 on “ Provisions, Contingent Liabilities and Contingent Assets” is applicable to which enterprises?  

☞   AS 29  has  become  mandatory in respect  of  accounting  periods  commencing  on  or  after 
1-4-2004 and is applicable to all enterprises, so far as recognition and measurement aspects of 
the accounting standard is concerned.  However, paragraph 67 and paragraphs 66 and 67 of 
the accounting standard are not applicable to level II and level III enterprises respectively. 
These paras deal with additional disclosures in financial statements arising out of applicability 
of AS 29. 

 
Note : Para 66 and 67 w.e.f. 01-04-07 are not applicable to Small and Medium Size 

Company as per Companies (Accounting Standards) Rules, 2006. 
 
Issue 2 : 
 
AS-29 is not applicable to which events or accounting treatments?  

☞    AS-29 is not applied for accounting in respect of the following:  
 

(a) those resulting from financial instruments which are carried at fair value. 

(b) those resulting from executory contracts. 

(c) those arising in insurance enterprises from contracts with policy holders and  

(d) those covered by another Accounting standard. e.g. certain types of provisions are also 

addressed in accounting standard on, 

(a) Construction contracts (AS 7) 

(b) Taxes on income (AS 22) 

(c) Leases (AS 19) and 

(d) Retirement benefits (AS 15) 
 
 

Further, all paragraphs of Accounting standard 4, "Contingencies and Events Occurring after the   
Balance Sheet  Date” that deal with contingencies stands withdrawn from the date  AS 29 became 
mandatory i.e. w.e.f.   1-4-2004.  
 
The term ‘Provision’ is also used in the context of terms such as depreciation, impairment of assets 
and doubtful debts. These are adjustments to the carrying amount of assets and are not addressed in 
AS 29. Meaning thereby AS 29 deals with provisions relating to liability side of balance sheet and not 
those relating to asset side of balance sheet.                              

 
Issue 3 : 
 
What is the difference between “Provision” and “Other liabilities” such as trade payable and accruals? 

☞  Provisions by   its definition as given in AS 29   means a liability which can   be    measured 
only by using a substantial      degree     of estimation.   Thus, in measurement of provision     
substantial degree of estimation   is       involved      with regard to   future expenditure required 
in   settlement. In     provision there is uncertainty about the timing or amount of   the future    
expenditure required in    settlement. 

 
In contrast, trade payables (creditors as we    understand in common parlance) are liabilities to 
pay for goods or services that have been received or supplied and have been invoiced or 
formally agreed with   the supplier. Accruals are liabilities to pay for goods or     services that 
have been    received or   supplied but have not    been paid, invoiced or formally   agreed    
with the supplier, including amount due to employees.     

 

In brief, the degree of estimation is generally much less  than that of provisions. 



 
Issue 4 : 
 
Quickcool Air Ltd., sells air-conditioners whereby   they    give comprehensive warranty for compressor 
for five years, Hitherto Quickcool Air Ltd., replaced or repaired the compressor on claims by customers 
and booked the expenditure in the year of replacement or repairing. Will there be any change called for 
in accounting in   finalizing accounts for the year    ending 31st March 2005?  

☞ The obligating event is the sale of the air-conditioners with warranty, which gives rise to an 
obligation.  

 
As per AS 29, an obligating event is an event that creates an obligation that results in an 
enterprise having no realistic alternative to settling that obligation. 

 
Further, based on past experience such claims for warranties do arise giving rise to present 
obligation in respect of past events. An obligation is considered a present obligation, if based 
on the evidence available, its existence at the balance sheet date is considered probable i.e. 
more likely than not. 

 
Thus, a provision is recognized for the best estimate of the cost of making goods for products 
sold under warranty before the balance sheet date. 

 
Accordingly Quickcool Air Ltd., as per AS 29, will be required to make provision for warranties 
not only in respect of air-conditioners sold in 2004-2005 but for earlier year sales for which 
warranties still subsists. However, the provisions required will be on the basis of best estimates 
of past experience and future expectations. 

 
Issue 5 : 
 
Best    Lignite Ltd. has obtained a mine on lease from  Government in 2004 for  10 years. The lease 
deed stipulates that     Best Lignite Ltd. will give the land filled back with earth at the end of 10 years to 
the government i.e. say earth  will be filled with clay on removal   of   lignite     at the   time of handing   
over the    used   mines at   the  end  of 10 years to the Government. At the balance sheet date ending 
31s March 2005, Best Lignite Ltd. has excavated lignite upto 20% of estimated reserves by removing 
earth upto 10 meters deep. Best Lignite Ltd. agrees that it has a liability to refill the mines with clay but 
at the end of 10 years and accordingly at the time of filling will debit the expenses to profit and loss 
statements. Is the contention of Best Lignite Ltd. correct? 
 

☞  In case of Best Lignite Ltd., there exists a    present obligation as a   result of a past obligating 
event.   The obligating event is the    removal of lignite     from the earth. Further, there is going 
to be    an outflow    of resources embodying economic   benefits that will be   required to   
settle the obligation i.e. lignite excavated will be required to be filled with clay, which    will entail 
a cost. And finally, a reliable estimate can be made of the amount of the obligation i.e. the cost 
of filling   can be estimated. 

 

  
Thus, Best Lignite Ltd. will have to make a provision for the expenses that will be required to be 
incurred in respect of earth to be filled in, on removal of lignite on a year-to-year basis and not 
at the end when the activity physically takes place. 

 

 
AS 29, also requires provisions to be reviewed at each balance sheet date and adjusted to 
reflect the current best estimate.                                        

 
Issue 6: 
 

Dormant Pharma (P) Ltd., is in manufacturing of pharmaceuticals drugs. Company was required to 
upgrade its    manufacturing facilities up to certain standard by     investing additional equipments by            
31st December 2004.Else, company’s drug license will get cancelled. Additional cost required for such 
equipments is Rs.200 lacs. 
 

 
  Dormant Pharma (P)  Ltd. as at 31st March, 2005 has not installed additional equipments nor got any 
notice of cancellation of drug license from drug controller. The management as well as the auditor of 
the company are confused as to how and what disclosures are required in financial statements? 



☞  In case of Dormant Pharma (P) Ltd. as it has not installed additional equipments by 31st 
December 2004, the deadline required, its manufacturing license will get cancelled thereafter. 
However, it continued to manufacture till 31st March 2005 as it was not served with cancellation 
of license. 

 
There is still no obligation for the cost of additional equipments of Rs.200 lacs as no obligating 
amount has occurred i.e. installation of additional equipments. However, the obligation might 
arise of closure of the unit under   legislation because the obligating event has occurred i.e. 
non-compliance   of installation of additional equipments at the unit. 

 
No provision is required to be made for the cost of   additional equipments required to be   
installed for finalizing accounts for year ended 31st March 2005. However, the   moot question 
that will arise, what    happens when the drug license is    cancelled and the company will   
have to discontinue its manufacturing   operations. Under the given situation the substratum of 
the company i.e.   going concern will get affected.  

 
The management will have to prepare the financial statements stating the event and 
circumstances under which the financial statements are prepared. The onus on the Auditors   
will also be equally applicable while certifying the financial statements on a going    concern 
basis.                                   

 
Issue 7 : 

 
Kuber Steels Ltd, is required to reline its   Blast    furnace every five year. At the balance sheet date   
for    the     year    ended          31st March 2005, the lining has   been in use for four years. Kuber 
Steels Ltd is uncertain as to how AS 29 is applicable to it and as a precaution to comply with AS wants 
to make a provision for expenses to be incurred in future for such expenses. Is provision required to be 
made by Kuber Steels Ltd in respect of such expenses? 
 
 

 
☞   At the balance sheet date of 31st March 2005, no obligation to replace the lining exists 

independently of the company’s future actions – even the intention to incur the expenditure 
depends on the company deciding to continue operating the furnace or to replace the lining. 

 

 
Accordingly, Kuber Steels Ltd will not recognise the cost of relining in the financial statement 
for the year ending 31st March 2005 by way of provision. 

 
Further, a question that arises, what treatment Kuber Steels Ltd should give to such 
expenditure when it is incurred. Should it be written off in the year of occurrence or can it be 
written off over 5 Years. Since the expenditure is of revenue nature company can write off the 
same in the year of occurrence. Alternatively, if company contends that the useful expected life 
of such cost is five years, it can depreciate the same over five years. The accounting policy 
should accordingly spell out the same.                                            

 
Issue 8 : 
 
Crest HighGrowth ltd, a stock exchange listed company during the year ending 31st March 2005, 
issued Foriegn Currency Convertible Notes (FCCN) of US $ 100 Million on April 27, 2004 as under, 
when the share price of the company was Rs. 480 per equity share. 

 
 (a)  Zero coupon FCCN – US $ 50 Million (Rs. 219.25 Crores at issue) 

 
The holders  have an option to convert FCCN into ordinary shares at  an initial conversion price 
of Rs.540 per ordinary share from June 7, 2004 to March 28,2009.  

 
Further, unless previously converted, these notes will be due for redemption on April 27, 2009 
at 95.11% of the principal amount. 
 

 
 
 



(b)  One Percent FCCN – US $ 50 million (Rs. 219.25 Crores at issue) 
 

The holders have option to convert FCCN into ordinary shares at an initial conversion price of 
Rs. 780 per ordinary share from June 7, 2004 to    March 28, 2011. Further, unless previously 
converted these notes will be due for redemption on April 27, 2011 at 121.78 % of the Principal 
amount.   
 
For the year ending 31st March 2005, there has been no conversion during the year in respect 
of above two FCCN. 

 
The Management contends that as the event as well as amount of conversion is uncertain, the 
premium or discount of FCCN will be accounted in the year of redemption, if it ever takes place. 
At the most this is a contingent liability requiring a disclosure. Is the contention correct after 
introduction of AS 29? 

 
 

☞   Before we answer the (b) question, let us go through the definitions of Contingent Liability and 
Provisions as given in AS 29. 

 

 
A contingent liability is: 
 
(a) a possible obligation that arises from past events and the existence of which will be confirmed 

only by the occurrence or non-occurrence of one or more uncertain future events not wholly 
within the control of the enterprise;  

(b)  a present obligation that arises from past events but is not recognised because : 

 
(i) it    is   not probable that an  outflow  of resources embodying  economic benefits will be 

required to settle the obligation; or 
 
 (ii)  a reliable estimate of the amount of the obligation cannot be made. 

 
A Provision is a liability which can be measured only by using a substantial degree of 
estimation. 

 
Further AS 29 states, a provision should be recognised when: 

 
(a) an enterprise has a present obligation as a result of past event ; 

(b) it is probable that an outflow of resources embodying economic benefits will be required 

to settle the obligation; and 
 

(b) a reliable  estimate can be made of the amount of the obligation. 
 

From above, it will be observed that Crest HighGrowth ltd has no option to convert or redeem the 
FCCN. The option lies with the FCCN holder. 

 

 
An obligation already exists at the balance-sheet date for the company to pay premium on the FCCN 
on redemption. Accordingly, Crest High Growth ltd. will be required to make a provision for the year 
ending 31st March 2005, for the premium payable on redemption of FCCN due for redemption on April 
27, 2011, even though the premium will be payable on that date. 
 
Now, let us take up the answer for (a). As defined in AS 29, contingent asset is a possible asset that 
arises from past events the existence of which will be confirmed only by the occurrence or non-
occurrence of one or more uncertain future events not wholly within the control of the enterprise. 
 
According to AS 29, Contingent Assets are not recognised in financial statements since this may result 
in the recognition of income that may never be realized. Thus, Crest HighGrowth Ltd, will not 
recognise the discount on redemption of FCCN due for redemption on April 27, 2009. Such discount 
on redemption of FCCN, if any will be recognised in the profit and loss statement on redemption. 
 
 
 
 

– 



Issue 9 : 
 
Killburn Onerous ltd, operated profitably from a factory – unit that it had leased under operating lease. 
During December 2004, the company relocates its operations to a new factory. The lease on the old 
factory continues for the next four years, it cannot be cancelled and the factory cannot be re-let to 
another user. Killburn Onerous ltd, considers its obligation  to pay for the next four  years and wants to 
provide for the lease rentals as provision in the financial statements for the year ended 31st March 
2005. Should Killburn Onerous ltd do so? 
 

☞ As per AS 29, Provision   should not    be recognised for  future operating losses.  At the            
most   an  expectation of  future operating   losses is an indication    that   certain      assets      
of the operation may be impaired. An enterprise tests these assets for impairment under AS 28, 
Impairment of assets. 

 
However, a distinction needs to be made between future operating losses and losses arising 
from onerous contracts. As per International Accounting standard 37, onerous contract is 
defined as a contract in which the unavoidable costs of making the obligations under the 
contract exceed the economic benefits expected to be received under it. If an entity has a 
contract that is onerous, the present obligation under the contract shall be recognised and 
measured as a provision. 

 
However, the national (Indian) Accounting standard 29, has omitted the provisions relating to 
onerous contracts. The reasoning given by the ICAI is “because recognition of estimated loss in 
case of an onerous contract amounts to recognition of loss of future periods in the current 
year’s profit and loss account thereby distorting the operating results of the current year. 
Further it may not be feasible to determine, in all cases, whether a particular contract is 
onerous or not because which costs are unavoidable may be a matter of subjective    
judgment“. 

 
In view of above, Killburn Onerous ltd, is not required to make provision for future lease rental 
payable in respect of onerous contract.  

 
Note: Please refer editorial column for further amendment/update. 

 
 
 
 
 
 
 
 
 
 
 
                                                    

 
 
 
 
 



Disclosure relating to provisions, contingent liabilities and contingent Assets: 
 
(a)  Reliance Industries ltd (31-3-05) 
 

(i) Accounting policy : 
 
Provisions involving substantial degree of estimation in measurement are recognised when 
there is a present obligation as a result of past events and it is probable that there will be an 
outflow of resources. Contingent Liabilities are not recognised but are disclosed in the notes. 
Contingent Assets are neither recognised nor disclosed in the financial statements.   
 
(ii) Disclosure : 
 
The company has recognized liability based on substantial degree of estimation for excise 
duty payable on clearance of goods lying in stock as on 31st March 2004 of Rs. 175.17 crore 
as per the estimated pattern of dispatches. During the year Rs. 156.89 crore was utilized for 
clearance of goods and unused balance of Rs. 18.28 crore was reversed. Liability 
recognized under this class for the year is Rs. 254.12 crore which is outstanding as on 31st 
March 2005. Actual outflow is expected in the next financial year. Other class of liabilities 
where recognition is based on substantial degree of estimation relate to disputed customer / 
supplier / third party claims, rebates or demands against the company. Any additional 
information in this regard can be expected to prejudice seriously the position of the company. 

 
(b) Kalyani Bralkes ltd. (31-3-2005)   

 
(i) Accounting Policy : 

 
a) The Company recognizes as provisions, the liabilities being present obligations 

arising out of past  events, the settlement of which is expected to result in an outflow 
of resources and which can be measured only by using a substantial degree of 
estimation. 

 
b) Contingent Liabilities are disclosed by way of a note to the financial statements after 

careful evaluation by the management of the facts and legal aspects of the matter 
involved. 

 
c) Contingent Assets are neither recognised nor disclosed. 

 
(ii) Disclosure : 
 
Effective April 1, 2004, the Company adopted the Accounting Standard (AS 29) on Provisions, 
Contingent Liabilities and Contingent Assets. The following table provides disclosure in 
accordance with AS 29. 

      (Amount in Rupees) 
Balance as at 
April 1, 2004 

Additions during 
the year 

Amounts used / paid / 
reversed during the 

year 

Balance as at 
March 31, 2005 

Dividend  124758000 124758000 124758000 124758000 
Tax on proposed dividend 15984619 17817003 16304312 17497310 
Leave encashment 16729126 36248132 16729126 36248132 
 


