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Financial Statements of Limited Companies 

IAS 37 – Exercise 1 Model Answer 

You work as a financial accountant for Paul’s Construction 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 workers on a construction site was injured when 

they fell off some scaffolding that was not was properly secured. As a result, 

they had to have surgery and will no longer be able to perform physical work. 

The worker is currently suing Paul’s Construction for damages and the 

company’s legal representatives consider that it is probable that the company 

will lose the case and that damages of £250,000 will be awarded against the 

company. 

Paul’s Construction recently bought a piece of land which it planned to 

develop. However, it was discovered that the land was contaminated and will 

need to be professionally decontaminated at a cost of £400,000. The 

contamination should have been reported as part of the survey that was 

carried out on the land, but the surveyor did not report it. Paul’s Construction 

is currently suing the surveyor and, whilst it is probable that the company will 

win damages, the amount of damages is uncertain. 

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 injured through falling off 

scaffolding that was not properly secured. 

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

The amount of damages is reliably estimated at £250,000. 

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 asset arising from past events, 

namely the surveyor not reporting the contamination on the land. 

However, the possible asset will only be confirmed by future events, namely a 

potential court case. 

Whilst it is probable that the company will win the court case, the amount of 

damages is uncertain. 

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

Because the inflow of economic benefits is probable, disclosure should be 

made in the notes to the financial statements. 

 


