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CHELTUIELI ŞI CU CRITERIILE DE RECUNOAŞTERE  

A ACTIVELOR ŞI DATORIILOR CONTINGENTE 
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The systematic pessimism of prudence led to the tendency of increasing 
the need for provisions, generally and in particular. Due to the 
harmonization of the accounting system at the International Accounting 
Standards Board, the professional accountants will have at their disposal 
the IAS 37 “Provisions, assets and contingent liabilities” which classifies 
the aspects regarding the term of ”provision”, its performance and 
appreciation. In part 2, the standard defines the term provision as 
“uncertain liabilities from the value or chargeability period point of 
view”. The International Accounting Standards Board contains 
references and recommendations on the need to constitute provisions, 
especially the ones needed for the pension funds. 
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Unlike the Romanian accounting regulations, the provisions for 
reorganization and pension funds are best used in constitute a provision 
category. In the UK works alongside the state pension system and private 
pension fund. A large proportion of the British population contributes to the 
private pension fund. The SSAP 24 rule was created, “Retirement cost 
accountancy”. This rule requires the entity to determine the size of pensions 
which has undertaken to pay in comparison with the available fund of the 
National Pensions Institute. The rules of IAS 19 “Employee benefits” and 
IAS 26 “Accounting and reporting of pension plan” discuss the issues 
regarding personnel’s advantages and retirement schemes.  
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There are in our country a series of objections related to the 
constitution of some Private Pensions Institutes and parallel development of 
the private pension system with the state pension system. Employee 
retirement problem requires a proper accounting solution through the 
establishment of some rules which will cover the costs of retirement benefits 
involved. Let’s not forget that in the years that followed the collapse of the 
“red regime”, were created a series of “funds” and, in parallel, a series of 
financial scandals. The Romanian Accounting Standards Board could create 
a rule in this regard which will support several categories of pensioners who 
live with the risk of embracing poverty, but let’s not forget that verticality 
and fairness are being questioned when speaking about the creation of such 
“funds”. Provisions are intended to cover the risks and expenses in which 
the events of current or previous years made them probable or for expenses 
that become chargeable in the subsequent periods. 

In the harmonized Accounting Regulations are important the 
provisions for restructuring costs, provisions for the decommissioning of 
tangible non-current assets and other similar actions, as well as their impact 
on financial statements. According to the U.S. position, a provision for 
restructuring costs is made on condition that a detailed plan will be 
officially presented to all employees at the end of the financial year, with 
certain private mentions (dropped sectors, number of jobs and functions 
deleted). It is also needed the plan implementation as soon as possible and 
its application in time to make unlikely any significant change. IASC 
position in this matter is one of support. The entity to be restructured has the 
obligation, once a detailed plan was developed, to announce it to those who 
are affected (clientage, suppliers, personnel), to convince them about the 
irrevocable nature of the decisions. 

Constitute a provision for restructuring costs is necessary if these 
measures were taken before closing the year. Conversely, if the plan was 
announced or began implementation after this date, information can be 
provided in the financial statements. 

Regarding the solutions envisaged in the French accounting 
environment, Jérôme Scalbert considers that would be reasonably the entity to 
develop a detailed plan and the Board of Directors to act in the following process, 
at least at the end of the year: transmitting information to  a Private Enterprise 
Committee regarding the general reorganization methods; consulting the 
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Private Enterprise Committee regarding the project’s reorganization notice; 
Board of Directors decision on the reorganization plan. 

At this level, entity’s commitment may be considered irreversible. 
After closing the year, the beginning of the process will be marked with a 
Private Enterprise Committee meeting to transmit the required information 
about the groups subject to dismissal, their classification and qualification, 
then consulting the Private Enterprise Committee to obtain the opinion of 
the redundancy plan and social plan. A quick announcement of the plan 
follows and the implementation begins, which should take place before 
closing the accounts. Such organization will present a real constraint for a 
large number of entities, because the companies that nowadays make 
provisions based on a detail and approved plan by the Board of Directors, 
are in minority. Various other arguments plead among others, maintaining the 
meaning of post-closing events: in practice, being a difference of a day or two 
since the plan’s communication from the closing year date, a manager 
would avoid making provisions to cover expenses that happen, however, 
implacable; among others, the argument under which the company may 
reconsider the decision of the Board of Directors can also be used to 
challenge the sufficient characteristics of the plan’s public announcement 
before the year’s closure, the entity being able to theoretically return at the 
previous announcement. 

The following table resumes the different possible situations 
regarding different accounting treatments which will be applied: 

After the Private Enterprise Comitee’s note on the reorganization 
plan, the decision taken by the Board of Directors, regarding the 
plan, is publically announced before closing the year. 

Constitute a provision according to the standard IAS 37. 

After the Private Enterprise Comitee’s note on the reorganization 
plan, the decision taken by the Board of Directors before closing the 
year and is publically announced in the early stages of the plan 
between the year’s end and the date when the accounts are approved.  

Constitute a provision: Art. 15 from the French 
Commercial Code: the causation is consistent with the 
European Comission’s answer related to the IAS 
standards for provisions project (cf. Comment letters on 
Exposure draft E59 p. 537 “question 11”) 

The plan’s approval given by the Board of Directors before the 
accounts are approved and after closing the year. 

The absence of a provision: according to the guidance 
expressed through recent opinions given by The 
Emergency Comitee of CNC 

The plan’s approval given by the Board of Directors after the Private 
Enterprise Comitee’s note on the reorganization plan and beginning 
to put into execution at the end of the year, followed by the 
discontinuation of the plan before approving accounts (blockage of 
the administrative authorities) 

Maintaining the provision and providing information in 
the Annex and in the Annual Report. 

The plan’s approval given by the Board of Directors after the Private 
Enterprise Comitee’s note on the reorganization plan and beginning 
to put into execution at the end of the year, followed by the 
discontinuation of the plan before approving accounts (an 
unexpected assignment of the reorganization work in progress) 

Lack of provision and providing information in the 
Annex and in the Annual Report. 

Table. 1. Accounting treatment of provisions for restructuring costs 
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The international accounting notes present a perspective of progress 
that can not be denied. However the issue of restructuring can not be solved 
only through an effort of normalization. In its mission of public interest, 
must decide in an independent manner concerning the substantiation of the 
provision for restructuring costs and fulfilling the conditions required by 
standards when forming provisions, but equally on registration of real costs 
of restructuring and "recycling" provisions. At this stage, the Commissioner 
of Accounts must be firm and vigilant to ensure that, accrued expenses and 
reversal of provisions are properly registered and the balance of provision at 
the end of the year is fully justified and exhaustive, taking into account the 
initial estimates of the plan and the manner in which restructuring is carried 
out. 

Situation 1.  An entity is composed of two sectors A and B. Sector 
A produces passenger cars and sector B produces wagons. On November 
30, the Board of Directors decides to close sector B. On December 25, the 
Board of Directors approved the implementation of a restructuring plan that 
foresee as main points the part of activity affected by reorganization, 
informing the personnel who will receive compensatory payments for 
ending the activity, estimated restructuring costs. Through the restructuring 
detailed plan, the entity estimated costs of closure and decommissioning of 
the B sector and also compensatory payments totaling 100.000 lei. As a 
result, the entity will record a provision for restructuring totaling 100.000 
lei. Entity’s decision to constitute a provision for restructuring costs will 
have the following impact on the financial statements: 

Type of provision/Impact 
on Financial Statements 

Impact on 
Balance Sheet 

Impact on 
Profit and Loss 

Account 

Provisions for restructuring 
costs 

Recording in the Balance 
Sheet a provision for 
restructuring costs in the 
„Provision” section 

Recording an operating 
cost together with a 
provision for restructuring 
costs 

Harmonized accounting rules stipulate that, in case of tangible non-
current assets, initial cost includes the estimated costs for dismantling and 
moving assets and site restoration costs at the end of its functioning period. 
In such cases, the estimated cost for such operations will be recognized as a 
provision for the decommissioning of the tangible non-current assets and 
other similar actions. 
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Situation 2. A company purchases a machine used for the 
exploitation of natural deposits. On completion of the operation, the 
enterprise is forced to dismantle the equipment and reinstate the land to 
reintroduce it in the economic circuit. The estimated cost of dismantling 
operations of equipment and reconstruction of the site amounts to 40.000 
lei. In the balance sheet will be recognized a provision for the 
decommissioning of the tangible non-current assets as part of the initial 
purchase cost of the equipment. 

 
       

40.000 „ Plant and machinery”  = 
„ Provisions for the 
decommissioning of the tangible 
non-current assets” 

40.000 

       

 
The decision taken by the entity in order to constitute a provision for 

the decommissioning of the tangible non-current assets, will have the 
following impact upon financial statements: 
 

Type of provision/Impact 
on Financial Statements 

Impact on 
Balance Sheet 

Impact on 
Profit and Loss 

Account 

Provisions for the 
decommissioning of the 
tangible non-current assets 

In the balance sheet will be 
recognized a provision for 
the decommissioning of the 
tangible non-current assets 
as part of the initial purchase 
cost of the equipment 

Provision’s constitution 
will not affect the income 
statement. 

 
Romanian accounting environment will have to get used to notions 

like contingent assets and contingent liabilities, and also with their 
recognition criteria.  

According to IAS 37, par.20, the contingent asset is “a potential 
asset that arises as a result of past events and whose existence will be 
confirmed only by the appearance or disappearance of one or more 
uncertain future events that can not be fully under the entity’s control”. The 
contingent asset is not recognized in the balance sheet because it might 
cause recognition of an uncertain income (income that may never be 
recognized). Contingent assets will not be counted in the financial 
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statements; the information related will be recognized in the notes. IAS 37 
makes distinction between provisions and contingent liabilities. Although 
provisions have an undetermined character (contingent), they are registered 
in the balance sheet; in the meantime, contingent liabilities are not counted 
in the balance sheet because they represent: possible obligations, but that 
should confirm if the entity has a current obligation; current obligations but 
which can not be evaluated as credible or will not generate output of 
resources that hold economic benefits. An entity should not recognize a 
contingent liability in its balance sheet, but in return can provide 
information related to contingent liabilities, unless the probability of 
outflows of resources that hold economic benefits is completely removed. 
Contingent liabilities will not be accounted; information on them will be 
recognized in the notes. In the Chart of Accounts is needed the presence of 
an account outside the balance sheet to reveal the contingent liabilities. 
Provisions do not pose special problems under a technical aspect, but their 
recognition requires a careful analysis. 

In the table below are given the recognition criteria for provisions 
according to IAS 37: 
 

Recognition criteria for provisions according to IAS 37 
1. The enterprise has a current 
obligation on the balance sheet 
generated by an event (past 
event) capable of generating a 
chargeable expense in the 
future. 

2. When clearing the 
obligation a resource output 
holding economic benefits is 
possible (are more likely to 
hapen than not to) 

3. Can be achieved a 
credible assessment of 
the provision 

 
Romanian businesses do not do, in all cases, a careful analysis: over 

potential obligations, whose existence will be confirmed by the appearance 
or disappearance of  one or more uncertain future events; over current 
obligations which are not recognized in the annual accounts because it is not 
certain that resources will enough paying of that obligation or the obligation 
value can not be estimated with an exact precision and in this case does not 
adequately present assets and potential liabilities; and all because they do 
not estimate the probability of that event taking place.We believe that all 
events that could affect the entity’s activity, representing assets and 
potential liabilities, should be brought to the shareholders and potential 
investors’ attention.  
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 Example 3. During year N, a company sells finished goods 
totaling 500 Ron. Delivered products shall be accompanied by a certificate 
of guarantee which entitles customers to free service for any defects that 
occur in the first year of delivery. 

 Case 1. In the N-1 year, the company delivered products with 
certificate of guarantee totaling 10.000 lei and the repair costs in amount of 
5%. Given the past years’ situation, it is possible that during the warranty 
period some cases of returning delivered goods show up for repair or 
replacement.  
 

Analysis criteria for the recognition of provisions  
for guarantees to customers according with IAS 37 

1. The entity has a legal 
obligation regarding repairs 
to be carried out following 
the sale of finished goods  
accompanied by a certificate 
of guarantee. 

2. It is certain that repair 
costs appear, being probable 
a resource output holding 
economic benefits. 

3. A provision’s credible 
assessment is required 
bringing the best cost 
estimation related to repair 
or replacement of finished 
goods accompanied by a 
certificate of guarantee. 

 
 In order to estimate the provisions’ costs for year N, the 

following stages are marked: 
  a). Determine the average rate achieved in the 

previous financial year N-1: 

Cm = 05,0
000.10

500

V

Chr
==

 
 
 

Cm = the average rate from the previous year N-1 
Chr = repairs’ costs performed during the warranty period 

V   =  revenues from goods that have been granted under the concluded contracts 
 
b). Determine the provision’s costs  
 

Cp = V x 0,05= 5.000 x 0,05 = 250 lei 
 
 

Cp = expenses related to the existing provisions 
V  = revenues from goods that have been granted under the concluded contracts 
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  0.05 = the average rate stipulated in the contract 
 

Case 2 From the previous situation, we learned that 1 from 100.000 
customers requested service to remedy defective products. 
 
 

Analysis criteria for the recognition of contingent liabilities according to IAS 37 

1. There is a current 
obligation, as a result of a 
binding event: the sale of 
the product with the 
warranty certificate that 
gives rise to a legal 
obligation 

2. The possibility  of an 
output, holding economic 
benefits, is reduced but still 
should be taken in 
consideration 

3. The value of the 
obligation can not be 
assessed with sufficient 
accuracy. A provision is 
not necessary but 
information is presented 
regarding contingent 
liabilities. In the balance 
sheet will not be 
accounted the potential 
debt caused by repairs. 
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