




















































































Iad As37 Provisions Contingenthide contingent asset

1 Provision Liability of Uncertain timing on amount
Estimation

2 Liability Present obligation arising from past events Settlement of
which result in an outflow of resources embodying economic benefits

Contract legislation law

3 AnobligantEvent Eventthat creates legal am constructive obligation having
no realistic alternative to settling thatobligation

PastPracticeswhich created

valid expectations

4 contingent Liability yetto be confirmedwhether Entity has Presentobligation

a Possible obligation that arises bmom PastEvents whose existence will
beconfirmed only by the occurrence on non occurrence of uncertain
butane events not within the control of Entity On

less then507 Chance

b Present obligation arises from pastevents but not recognised because
Not Probable that outflow of resources will be required on

Amount of obligation cannot be measured reliably
contingent liability is not recognised only disclosure is required

5Tmovision should be recognised when fall conditions tobemet

at Entity has PRESENT OBLIGATION as a result of Pastevents
AND Legalonconstructive

4 Probable that outflow of resources required to settle obligation
AND Morethan504

e Amount of obligation can be measured reliably























































































Examples of PastEvents
Provisions contingentLiabilities PastEvents

1 In respect of contamination of land Original contamination

2 Provision born Decommissioning cost Installation at PPE

3 Penalty bonbreach of contract Breach of contract
4 Provision for warranty obligation Dateoforiginal sale

Matt where it is not clear whether there is a present obligation
Entity should evaluate past events and take into accountall possibleevidence

including opinion of experts On thehah'sof such evidence
where it is Probablethat Mmesent obligation exist Provisions made

morelikely than not ie 7507
Where it is not probablethat Presentobligation exists Contingent Liability

No provision is macoquised bancost that need to be incurred to operate in
the butane The entity can avoid butene expenditure by its future actions
4607Example by changing its method of operation
Say Fitting smoke bitters in a certain typeof factory
Example 3 9

NotVintuelycertain contingentasset

contingent Assets vininely certain 4Not acontingent

Contingent assets are not recognised in F Is because theymaynever
be realised However when realisation of income is virtually certain
then related asset is not contingent assetand its recognition is
appropriate
Inflowof EconomicBenefits nutPmogable 2507 No Assetis recognised
Inflowof EconomicBenefits Probable C75041 No Assetis recognised

Inflowof EconomicBenefits virtually certain I 957 Assetis recognised























































































Measurement of provision
while measuring provision Following points needs to be taken into account

1 BestEstimate
Estimates are determined by the Judgement of themanagementsupplemented

by experience of similar transaction and insomecases reportsof independent
experts Eg In legal cases take expert legal advice Example 11

Methods of Estimation
A Expected valvemethod
Where Provisions being measured involves a large population of items
ForEg customer Refunds warranties etc

µ
Estimated byweighing all possibleoutcomes by their associated probabilities
i.e Expected valvemethod

3 Most likely Amount
where a single obligation is being measured the individual most likely
amount may be the best estimate of liability

2Riskand uncertainties

the riskand uncertainties should be taken into account in meaching best
estimate of a provision A risk adjustmentshould be made borntheamount
that entity would pay in excess of expected P.r of outflows dueto
uncertainty attached with actual outcome
Risk adjustment can be accounted in number of ways
f Adjusting the Discount Rate
2 Adjusting the estimates of Future outflows
1 Adjusting it to expected P.r of future outflows























































































7 Presentvalue
Where the effect of time value of money is material the amount
of provision should be presentvalue of expenditures expected to be
required to settle the obligation
Provision should therefore be discounted wheretheeffectis material

Thediscount mate should be a pre tax note that reflects comment
market assessment of time value ofmoney and the risks specific
to the liability

4 Future Events

Future Events that may affect the amount required to settle the
Obligation should be reflected in the amount of provision wherethere
is sufficient objective evidence that they will occur

Eg Entity may believe that costof cleaning up a site at theendof
its life will be reduced by future changes in technology

5 Expected Disposalof Assets RESTRUCTURING 6377

Gain on Expected disposal of asset should not be taken into account
in measuring a provision








































































Changes in Provision
Provision Should be reviewed of the end of each reporting period and
adjusted to reflect comment best estimate

if it is no longer probable that outflow of resources will be regd
to settle obligation the provision should be reversed

Once the amount of obligation is crystallised and there is no Uncertainty
associated with obligation the liability is no longer a provision

249Ilan
alon

Cancellable

Future operating possess
Shot onerous confect

Tend As 37 donot permit recognition of provision for future operating
losses since they do not stem from a pastevent

But This is an Indication that certain assetof the operation may be
impaired Therefore Entity should test these assets for Impairmentaspen
ThdAs36

Onerous contracts

It tight
unavoidable at

exam
the Economic benefits

of meeting the obligations under expected to be received

bmom it

16 an entity has a contract that is onerous present obligation should

be recognised and measured as a provision


































































Theunavoidable cost neglect the least net costof exiting from the contract
E9 Costof the fulfilling the Contract F 50000

Compensation Penalties frombailme to fulfill E 35000

Inovision to be made Lowen I 35000

Reimbursements

where some on all of the expenditures required to settle a provision is expected
to be reimbursed by another panty the reimbursement should be separately
recognised as an asset whey and only when it is virtually certain that
reimbursement will be received 1957Prob

En Provision tobemade 2500000 t.gr Total provision 500000

Reimbursements 2350000 Entity's obligation to pay boy
Towing monethgy.pro Toward

BeimyunlementAsset 350000 Expenses Pll 300000

Expenses P4 150000 To ProvisionGtiability 300000

To ProvisionShiability 500000

morethan501prob

note Reimbursement Amount recognised should not exceed amountof Provision
























Legal obligation

pp IA























































































Expected Yale methods

pg suppose Entity sold 10000 iphone fon F 50000lech during
the year
Warranty 2years

Bank 500000000

To Reverse sooooooo
910000 500007

Prov for warranty Epp
751 Parole I No defects 4 No cost

Iot Prob T minor defects I 2000000

51 prob of major defect 7 E 5600000

Expectedvaluemethod

Fst Xo t 201 X2000000 54 45000000

0 t 400000 250000

650000

Warranty typ Plc 650000

To Accruedmonopoly 6500

Most likely
method

Suppose Entity has contaminated land sincemany years
Moden newly Enacted legislation company should restore land
to its original condition

Present obligation Prof of offof resources Amentof obligation
can be reamed reliably



provision

sstinetin
Technique 7 500000

Technique t 650000 mostlikely success
Technique 3 7 900000

Prov tobe made for E 650000

AnotherG
fast filed by a customer

bot Prob 7 2 100000 ofmostlikely
hot Prob 42 0

Provision to bemade 9 I 100000

Presentvalveconcept
adopted

1500000

pro 1219669 a pretorDiggynot

MI
PK 1239669Comyn

11194141123911
Pkcont 13636751

provision hid 1239669

a IstynForrest
123966

WhyBcost 136763

1500000



Risk Runcentrininer
Iskcon of 2ndyn

ExpProv 7 1560000

4101fishAdj 150000
1650000

1967
lot pretty
1650000

Ho

odeon OI Jody

Epp Prov Y 1500000

MOM lotpretty
3AM
7 AM

Mom off radar
1500000

1239669 9 1.107

t 107 Add

1367635


