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Example 27

Customer X has made a claim of ¥ 2 million for liquidated damages, the entity is disputing
the amount of claim. Due to the uncertainty involved in the amount payable, the entity
recognises this as a provision. After negotiation with the customer, the amount is agreed at
% 1.5 million. As there is no uncertainty involved relating to the amount payable, it no longer
meets the definition of provision and should be reclassified to an appropriate category within

liabilities.
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If enfiﬁ will remain liable to settle the full
amount if the third party failed to pay for
any reason l

a provision should be recognised for the full
amount of the liability, and a separate asset
for the expected reimbursement should be
recoghised when it is virtually certain that
reimbursement will be received if the entity
settles the liability.
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If entity will not be liable for the costs in
question if the third party fails to pay.

In such a case the entity has no liability for

those costs and they should not be included in
the provision.
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RESTRUCTURING
A restructuring is a programme that is planned and controlled by management, and materially changes
either:

a) the scope of a business undertaken by an entity; or

b) the manner in which that business is conducted.

The following are examples of events that may fall under the definition of restructuring:
a) sale or termination of a line of business;
b) the closure of business locations in a country or region or the relocation of business activities
from one country or region to another;
¢) changes in management structure, for example, eliminating a layer of management; and
d) fundamental reorganisations that have a material effect on the nature and focus of the
entity’'s operations.
A provision for restructuring costs should be recognised only when the general recognition criteria
for provisions set out the standard are met. L040) OW‘QM‘:"'

A constructive obligation to restructure arises only when an entity:

A. Has a detailed formal i.  the business or part of a business concerned;

plan for the ii.  the principal locations affected;

restructuring identifying | iii.  the location, function, and approximate number of employees
at least: who will be compensated for terminating their services:;

iv.  the expenditures that will be undertaken; and

v.  when the plan will be implemented
B. Has raised a valid expectation in those affected that it will carry out the restructuring by
starting to implement that plan or announcing its main features to those affected by it.

A restructuring provision should include only the direct expenditures arising from the restructuring,
which are those that are both:

a) (Necessarily entailed by the restructuring; AND

b) Not associated with the ongoing activities of the entity.

A restructuring provision does not include such costs as:
a) Retraining or Relocating Continuing Staff;
b) Marketing; or
c) Investment in new systems and distribution networks.
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