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Note: in rare cases, it is not clear whether there is a present obligation. In these cases, a past event is deemed to give rise to a present 

obligation if, taking account of all available evidence, it is more likely than not that a present obligation exists at the balance sheet date 

(paragraph 15 of the Standard). 
 

Illustration C 

Illustration: Recognition 

This illustration illustrates the application of the Accounting Standard to assist in clarifying its meaning. It does not 

form part of the Accounting Standard. 

All the enterprises in the Illustrations have 31 March year ends. In all cases, it is assumed that a reliable estimate can 

be made of any outflows expected. In some Illustrations the circumstances described may have resulted in impairment 

of the assets – this aspect is not dealt with in the examples. 

The cross references provided in the Illustrations indicate paragraphs of the Accounting Standard that are 

particularly relevant. The illustration should be read in the context of the full text of the Accounting Standard. 

Illustration  1: Warranties 

A manufacturer gives warranties at the time of sale to purchasers of its product. Under the terms of the contract for 

sale the manufacturer undertakes to make good, by repair or replacement, manufacturing defects that become apparent 

within three years from the date of sale. On past experience, it is probable (i.e. more likely than not) that there will be 

some claims under the warranties. 

Present obligation as a result of a past obligating event -The obligating event is the sale of the product with a 

warranty, which gives rise to an obligation. 

An outflow of resources embodying economic benefits in settlement - Probable for the warranties as a whole (see 

paragraph 23). 

Conclusion - A provision is recognised for the best estimate of the costs of making good under the warranty products 

sold before the balance sheet date (see paragraphs 14 and 23). 

Illustration 2: Contaminated Land -Legislation Virtually Certain to be Enacted 

An enterprise in the oil industry causes contamination but does not clean up because there is no legislation requiring 

cleaning up, and the enterprise has been contaminating land for several years. At 31 March 2005 it is virtually certain 

that a law requiring a clean-up of land already contaminated will be enacted shortly after the year end. 

Present obligation as a result of a past obligating event -The obligating event is the contamination of the land 

because of the virtual certainty of legislation requiring cleaning up. 

An outflow of resources embodying economic benefits in settlement - Probable. 

Conclusion - A provision is recognised for the best estimate of the costs of the clean-up (see paragraphs 14 and 21). 

Illustration 3: Offshore Oil field 

An enterprise operates an offshore oil field where its licensing agreement requires it to remove the oil rig at the end of 

production and restore the seabed. Ninety per cent of the eventual costs relate to the removal of the oil rig and 
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