
Paul Robbins training and consultancy 
 

Financial Statements of Limited Companies 

IAS 37 – Worked Example Model Answer 

You work as a financial accountant for Paul’s Gym Limited. 

You are helping to prepare the year end financial statements and have been 

asked to review the following information and decide how these items should 

be reported in the financial statements in line with IAS 37 – provisions, 

contingent liabilities and contingent assets. 

During the year, one of the participants of a beginner’s yoga class severely 

injured their neck and back. This resulted in them having to undergo surgery 

and they will have limited mobility for the rest of their life. Upon investigation, 

this person provided a doctor’s letter to the yoga teacher before the class 

stating that due to existing injuries, they should not do anything strenuous or 

potentially damaging. Despite this, the yoga teacher made the class do 

exercises that were strenuous and not meant for beginners. The person is 

currently suing Paul’s Gym for damages and the company’s legal 

representatives consider that it is probable that the company will lose the case 

and that damages of £60,000 will be awarded against the company. 

One of the women who attends yoga classes has recently sued Paul’s Gym. 

She claims that some of the men in the yoga class stare at her during the 

classes when she wears tight fitting yoga leggings, and this makes her feel 

uncomfortable. She is claiming £100,000 for injury to feelings. The company 

has sought legal advice and has been advised that it is extremely unlikely that 

the claimant’s case, if it gets to court, will be successful. 

Required: 

Show the correct treatment of these items in line with IAS 37 – provisions, 

contingent liabilities and contingent assets. 

 

 

 



For the first situation, there is a present obligation to pay damages which 

arose from a past event, namely the person being made to do inappropriate 

exercises given their existing injuries and lack of yoga practice. 

It is probable that the company will lose the case and have to pay damages. 

The amount of damages is reliably estimated at £60,000. 

The company will record a provision as an expense in its Statement of Profit or 

Loss and Other Comprehensive Income and will record a liability on its 

Statement of Financial Position, under the heading of long term provisions. 

Details of the provision will be disclosed in the notes to the financial 

statements. 

 

For the second situation, there is a possible obligation to pay damages which 

arose from past events, namely the woman attending the yoga classes. 

However, the possible obligation will only be confirmed by future events, 

namely a potential court case. 

It is extremely unlikely that the company will lose the court case and have to 

pay damages. 

This is a contingent liability which will not be recognised in the accounts. 

Because the likelihood of losing the court case is remote, there will not be a 

disclosure of the contingent liability in the notes. 

  


