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Contingencies الطوارئ    

“An existing condition, situation, or set of circumstances involving uncertainty as to possible gain (gain contingency) or loss 

(loss contingency) to an enterprise that will ultimately be resolved when one or more future events occur or fail to occur.” 

وضع أو مجموعة ظروف قائمة تنطوي على عدم يقين بشأن الربح المحتمل )احتمال الربح( أو الخسارة )احتمال الخسارة( لمؤسسة ما، حالة أو 

 والتي سيتم حلها في النهاية عند وقوع حدث واحد أو أكثر في المستقبل أو عدم وقوعه.

Gain Contingencies 

Typical Gain Contingencies are: احتمالات المكاسب النموذجية   

1. Possible receipts of monies from gifts, donations, asset sales, and so on. وبيع احتمال استلام أموال من الهدايا والتبرعات،  

 الأصول، وما إلى ذلك

2. Possible refunds from the government in tax disputes. احتمالات استرداد الأموال من الحكومة في النزاعات الضريبية   

3. Pending court cases with a probable favorable outcome. ة الإيجابية المحتملةقضايا المحاكم المعلقة ذات النتيج   

4. Tax loss carryforwards ترحيل الخسائر الضريبية    

Gain contingencies are not recorded. لا يتم تسجيل احتمالات المكاسب   

Disclosed only if probability of receipt is high. .
ً
 يتم الإفصاح عنها فقط إذا كان احتمال الاستلام مرتفعا

 

Loss Contingencies طوارئ الخسائر   

◆ Involves possible losses. ينطوي على خسائر محتملة 

◆ Likelihood of Loss احتمالية الخسارة   

FASB uses three areas of probability:  يستخدم مجلس معايير المحاسبة الماليةFASB ثلاثة مجالات للاحتمالية   

◆ Probable. محتمل 

◆ Reasonably possible.  ممكن بشكل معقول 

◆ Remote بعيد 

. 
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Illustration: Scorcese Inc. is involved in a lawsuit at December 31, 2014. (a) Prepare the December 31 entry assuming it is 

probable that Scorcese will be liable for $900,000 as a result of this suit. (b) Prepare the December 31 entry, if any, assuming it 

is not probable that Scorcese will be liable for any payment as a result of this suit 

(a) Lawsuit Loss   900,000 

  Lawsuit Liability  900,000 

(b) No entry is necessary. The loss is not accrued because it is not probable that a liability has been incurred at 12/31/14. 

 
Common loss contingencies: الخسارة الشائعة  طوارئ   

1. Litigation, claims, and assessments. التقاض ي، المطالبات، والتقييمات 

2. Guarantee and warranty costs. تكاليف الضمان 

3. Premiums and coupons. الأقساط والقسائم 

4. Environmental liabilities.المسؤوليات البيئية 

Litigation, Claims, and Assessments التقاض ي والمطاليات والتقييمات 

Companies must consider the following factors, in determining whether to record a liability with respect to pending or 

threatened litigation and actual or possible claims and assessments. 

◆ Time period in which the action occurred. الفترة الزمنية التي وقع فيها الإجراء 

◆ Probability of an unfavorable outcome. احتمالية حدوث نتيجة غير مواتية 

◆ Ability to make a reasonable estimate of the lossالقدرة على وضع تقدير معقول للخسارة 
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Guarantee and Warranty Costs تكاليف الضمان 

 Promise made by a seller to a buyer to make good on a deficiency of quantity, quality, or performance in a product. 

 وعد من البائع إلى المشتري بتعويض أي نقص في الكمية أو الجودة أو الأداء في المنتج

Cash-Basis Method. طريقة الأساس النقدي 

◆ Expense warranty costs as incurred, because 

1. it is not probable that a liability has been incurred, or 

2. it cannot reasonably estimate the amount of the liability. 

Accrual-Basis Method. طريقة أساس الاستحقاق 

◆ Charge warranty costs to operating expense in the year of sale.  

1. Method is the generally accepted method. 

2. Referred to as the expense warranty approach. 

Illustration:  Denson Machinery Company begins production on a new machine in July 2014, and sells 100 units at $5,000 

each by its year-end, December 31, 2014. Each machine is under warranty for one year. Denson estimates that the warranty 

cost will average $200 per unit. Further, as a result of parts replacements and services rendered in compliance with machinery 

warranties, it incurs $4,000 in warranty costs in 2014 and $16,000 in 2015. 

1. Sale of 100 machines at $5,000 each, July through December 2014:  

Cash or Accounts Receivable 500000  

                       Sales Revenue             500,000 

2. Recognition of warranty expense, July through December 2014  

 
 

3. Recognition of warranty costs incurred in 2015 (on 2014 sales): 

  
Premiums and Coupons 

Companies should charge the costs of premiums and coupons to expense in the period of the sale that benefits from the 

plan. 

• Company estimates the number of outstanding premium offers that customers will present for redemption.  
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• Company charges the cost of premium offers to Premium Expense and credits Premium Liability. 

Illustration:  Fluffy Cakemix Company offered its customers a large, nonbreakable mixing bowl in exchange for 25 cents 

and 10 boxtops. The mixing bowl costs Fluffy Cakemix Company 75 cents, and the company estimates that customers will 

redeem 60 percent of the boxtops.  The premium offer began in June 2014 and resulted in the transactions journalized 

below. Fluffy Cakemix Company records purchase of 20,000 mixing bowls as follows. 

  
The entry to record sales of 300,000 boxes of cake mix would be: 

 
Fluffy records the actual redemption of 60,000 boxtops, the receipt of 25 cents per 10 boxtops, and the delivery of the mixing 

bowls as follows. 

 
Finally, Fluffy makes an end-of-period adjusting entry for estimated liability for outstanding premium offers (boxtops) as follows. 

  
BE13-10  Scorcese Inc. is involved in a lawsuit at December 31, 2014.  

(a) Prepare the December 31 entry assuming it is probable that Scorcese will be liable for $900,000 as a result of this suit.  

(b) Prepare the December 31 entry, if any, assuming it is not probable that Scorcese will be liable for any payment as a 

result of this suit 

(a) Lawsuit Loss .......................................................................................  900,000  

  Lawsuit Liability .................................................................   900,000 
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(b) No entry is necessary. The loss is not accrued because it is not probable that a liability has been incurred at 12/31/14. 

BE13-11 Buchanan Company recently was sued by a competitor for patent infringement. Attorneys have determined that it is 

probable that Buchanan will lose the case and that a reasonable estimate of damages to be paid by Buchanan is $300,000. In 

light of this case, Buchanan is considering establishing a $100,000 self- insurance allowance. What entry(ies), if any, should 

Buchanan record to recognize this loss contingency? 

Buchanan should record a litigation accrual on the patent case, since the amount is both estimable and probable. This entry will 

reduce income by $300,000 and Buchanan will report a litigation liability of $300,000. The $100,000 self-insurance allowance 

has no impact on income or liabilities. 

 

BE13-13  Streep Factory provides a 2-year warranty with one of its products which was first sold in 

2014. In that year, Streep spent $70,000 servicing warranty claims. At year-end, Streep estimates that an 

additional $400,000 will be spent in the future to service warranty claims related to 2014 sales. Prepare 

Streep’s journal entry to record the $70,000 expenditure and the December 31 adjusting entry, assuming 

the expenditures are inventory costs. 

2014 Warranty Expense .................................................................  70,000  

  Inventory ........................................................................   70,000 

    

12/31/14 Warranty Expense .................................................................  400,000  

  Warranty Liability .................................................................   400,000 

BE13-14 Leppard Corporation sells DVD players. The corporation also offers its customers a 2-year warranty contract. During 

2014, Leppard sold 20,000 warranty contracts at $99 each. The corporation spent $180,000 servicing warranties during 2014, 

and it estimates that an additional $900,000 will be spent in the future to service the warranties. Prepare Leppard’s journal 

entries for (a) the sale of contracts, (b) the cost of servicing the warranties, and (c) the recognition of warranty revenue. Assume 

the service costs are inventory costs 

(a) Cash ..................................................................................................................  1,980,000  

  Unearned Warranty Revenue   (20,000 X $99)  1,980,000 

(b) Warranty Expense .........................................................................................  180,000  

  Inventory ..........................................................................................   180,000 

(c) Unearned Warranty Revenue .....................................................................  330,000  

  Warranty Revenue   

     ($1,980,000 X 180/1,080*) ......................................................   330,000 

 *180,000 + 900,000 
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BE13-15  Wynn Company offers a set of building blocks to customers who send in 3 UPC codes from Wynn cereal, along with 

50¢. The block sets cost Wynn $1.10 each to purchase and 60¢ each to mail to customers. During 2014, Wynn sold 1,200,000 

boxes of cereal. The company expects 30% of the UPC codes to be sent in. During 2014, 120,000 UPC codes were redeemed. 

Prepare Wynn’s December 31, 2014, adjusting entry 

Premium Expense ............................................................................................................  96,000  

 Premium Liability .............................................................................................   96,000* 

   

*UPC codes expected to be sent in (30% X 1,200,000)  360,000 

 UPC codes already redeemed ......................................................................................     120,000 

 Estimated future redemptions .....................................................................................     240,000 

 Cost of estimated claims outstanding   

    (240,000 ÷ 3) X ($1.10 + $0.60 – $0.50)................................................................   $  96,000 

 


