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Affects: No other pronouncements

Affected by: No other pronouncements

SUMMARY

This Interpretation clarifies that the term conditional asset retirement obligation as used in FASB Statement
No. 143, Accounting for Asset Retirement Obligations, refers to a legal obligation to perform an asset retire-
ment activity in which the timing and (or) method of settlement are conditional on a future event that may or
may not be within the control of the entity. The obligation to perform the asset retirement activity is uncondi-
tional even though uncertainty exists about the timing and (or) method of settlement. Thus, the timing and (or)
method of settlement may be conditional on a future event. Accordingly, an entity is required to recognize a
liability for the fair value of a conditional asset retirement obligation if the fair value of the liability can be
reasonably estimated. The fair value of a liability for the conditional asset retirement obligation should be rec-
ognized when incurred—generally upon acquisition, construction, or development and (or) through the nor-
mal operation of the asset. Uncertainty about the timing and (or) method of settlement of a conditional asset
retirement obligation should be factored into the measurement of the liability when sufficient information ex-
ists. Statement 143 acknowledges that in some cases, sufficient information may not be available to reasonably
estimate the fair value of an asset retirement obligation. This Interpretation also clarifies when an entity would
have sufficient information to reasonably estimate the fair value of an asset retirement obligation.

Reason for Issuing This Interpretation

Diverse accounting practices have developed with respect to the timing of liability recognition for legal ob-
ligations associated with the retirement of a tangible long-lived asset when the timing and (or) method of settle-
ment of the obligation are conditional on a future event. For example, some entities recognize the fair value of
the obligation prior to the retirement of the asset with the uncertainty about the timing and (or) method of
settlement incorporated into the liability’s fair value. Other entities recognize the fair value of the obligation
only when it is probable the asset will be retired as of a specified date using a specified method or when the
asset is actually retired. This Interpretation clarifies that an entity is required to recognize a liability for the fair
value of a conditional asset retirement obligation when incurred if the liability’s fair value can be reasonably
estimated. Questions also arose about when sufficient information may not be available to make a reasonable
estimate of the fair value of an asset retirement obligation. This Interpretation clarifies when an entity would
have sufficient information to reasonably estimate the fair value of an asset retirement obligation.
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How This Interpretation Will Improve Financial Reporting

Application of this Interpretation will result in (a) more consistent recognition of liabilities relating to asset
retirement obligations, (b) more information about expected future cash outflows associated with those obliga-
tions, and (c) more information about investments in long-lived assets because additional asset retirement costs
will be recognized as part of the carrying amounts of the assets.

How the Conclusions in This Interpretation Relate to the Conceptual Framework

FASB Concepts Statement No. 6, Elements of Financial Statements, states that “liabilities are probable fu-
ture sacrifices of economic benefits arising from present obligations of a particular entity to transfer assets or
provide services to other entities in the future as a result of past transactions or events.” The Board concluded
that asset retirement obligations within the scope of Statement 143 that meet the definition of a liability in Con-
cepts Statement 6 should be recognized as a liability at fair value if fair value can be reasonably estimated. The
Board believes that when an existing law, regulation, or contract requires an entity to perform an asset retire-
ment activity, an unambiguous requirement to perform the retirement activity exists, even if that activity can be
deferred indefinitely. At some point, deferral is no longer possible, because no tangible asset will last forever
(except land). Therefore, the obligation to perform the asset retirement activity is unconditional even though
uncertainty exists about the timing and (or) method of settlement. The use of an expected value technique to
measure the fair value of the liability reflects any uncertainty about the amount and timing of future cash out-
flows. The clarification of when an entity would have sufficient information to reasonably estimate the fair
value of an asset retirement obligation should improve the relevance, reliability, and comparability of the
amounts recognized in the financial statements.

The Effective Date of This Interpretation

This Interpretation is effective no later than the end of fiscal years ending after Decem-
ber 15, 2005 (December 31, 2005, for calendar-year enterprises). Retrospective application for interim finan-
cial information is permitted but is not required. Early adoption of this Interpretation is encouraged.
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INTRODUCTION

1. Paragraph 3 of FASB Statement No. 143, Ac-
counting for Asset Retirement Obligations, states,
“An entity shall recognize the fair value of a liability
for an asset retirement obligation in the period in
which it is incurred if a reasonable estimate of fair
value can be made.”1 Diverse accounting practices
have developed with respect to the timing of liability
recognition for legal obligations associated with the
retirement of a tangible long-lived asset when the
timing and (or) method of settlement are conditional
on a future event. For example, some entities recog-
nize the fair value of the obligation prior to the retire-
ment of the asset with the uncertainty about the tim-
ing and (or) method of settlement incorporated into
the liability’s fair value. Other entities recognize the
fair value of the obligation only when it is probable
the asset will be retired as of a specified date using a
specified method or when the asset is actually retired.
Questions also arose about when an entity would
have sufficient information to reasonably estimate
the fair value of an asset retirement obligation.

INTERPRETATION

2. Statement 143 applies to legal obligations associ-
ated with the retirement of a tangible long-lived asset

that result from the acquisition, construction, or de-
velopment and (or) the normal operation of a long-
lived asset, except as explained in paragraph 17 of
that Statement for certain obligations of lessees. The
term retirement2 encompasses sale, abandonment,
recycling, or disposal in some other manner.

3. The term conditional asset retirement obligation
as used in paragraphA23 of Statement 143 refers to a
legal obligation to perform an asset retirement activ-
ity in which the timing and (or) method of settlement
are conditional on a future event that may or may not
be within the control of the entity. The obligation to
perform the asset retirement activity is unconditional
even though uncertainty exists about the timing and
(or) method of settlement. Thus, the timing and (or)
method of settlement may be conditional on a future
event. Accordingly, an entity shall recognize a liabil-
ity for the fair value of a conditional asset retirement
obligation if the fair value of the liability can be rea-
sonably estimated. Statement 143 requires an entity
to recognize the fair value of a legal obligation to per-
form asset retirement activities when the obligation is
incurred—generally upon acquisition, construction,
or development and (or) through the normal opera-
tion of the asset.

1[Under Statement 143,] if a tangible long-lived asset with an existing asset retirement obligation is acquired, a liability for that obligation shall
be recognized at the asset’s acquisition date as if that obligation were incurred on that date.
2In Statement 143, the term retirement is defined as the other-than-temporary removal of a long-lived asset from service. The term does not
encompass the temporary idling of a long-lived asset.
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4. An entity shall identify all its asset retirement obli-
gations. If an entity has sufficient information to rea-
sonably estimate the fair value of an asset retirement
obligation, it must recognize a liability at the time the
liability is incurred. An asset retirement obligation
would be reasonably estimable if (a) it is evident that
the fair value of the obligation is embodied in the ac-
quisition price of the asset,3 (b) an active market ex-
ists for the transfer of the obligation, or (c) sufficient
information exists to apply an expected present value
technique.4 An expected present value technique in-
corporates uncertainty about the timing and method
of settlement into the fair value measurement. How-
ever, in some cases, sufficient information about the
timing and (or) method of settlement may not be
available to reasonably estimate fair value. Ex-
amples 1 and 2 in Appendix A illustrate the applica-
tion of this Interpretation when an entity has suffi-
cient information to reasonably estimate the fair
value of an asset retirement obligation at the time the
obligation is incurred.

5. An entity would have sufficient information
to apply an expected present value technique and
therefore an asset retirement obligation would be rea-
sonably estimable if either of the following condi-
tions exists:

a. The settlement date and method of settlement for
the obligation have been specified by others. For
example, the law, regulation, or contract that
gives rise to the legal obligation specifies the
settlement date and method of settlement. In this

situation, the settlement date and method of
settlement are known and therefore the only un-
certainty is whether the obligation will be en-
forced (that is, whether performance will be re-
quired). Uncertainty about whether performance
will be required does not defer the recognition of
an asset retirement obligation because a legal ob-
ligation to stand ready to perform the retirement
activities still exists, and it does not prevent the
determination of a reasonable estimate of fair
value because the only uncertainty is whether
performance will be required.5 In certain cases,
determining the settlement date for the obligation
that has been specified by others is a matter of
judgment that depends on the relevant facts and
circumstances.6

b. The information is available to reasonably esti-
mate (1) the settlement date or the range of poten-
tial settlement dates, (2) the method of settlement
or potential methods of settlement,7 and (3) the
probabilities associated with the potential settle-
ment dates and potential methods of settlement.8

Examples of information that is expected to pro-
vide a basis for estimating the potential settle-
ment dates, potential methods of settlement, and
the associated probabilities include, but are not
limited to, information that is derived from the
entity’s past practice, industry practice, manage-
ment’s intent, or the asset’s estimated economic
life.9 In many cases, the determination as to
whether the entity has the information to reason-
ably estimate the fair value of the asset retirement

3Paragraph 17 of FASB Concepts Statement No. 7, Using Cash Flow Information and Present Value in Accounting Measurements, states, “If a
price for an asset or liability or an essentially similar asset or liability can be observed in the marketplace, there is no need to use present value
measurements. The marketplace assessment of present value is already embodied in such prices.”
4If the fair value of the liability cannot be estimated based on the acquisition price or on an observable market price, the entity should apply the
present value techniques discussed in paragraphs 39–54 and 75–88 of Concepts Statement 7. Paragraph 5 of this Interpretation discusses those
situations in which an entity would have sufficient information to apply an expected present value technique.
5There are two possible outcomes in situations in which the only uncertainty is whether performance will be required—the entity will be re-
quired to perform or the entity will not be required to perform. If there is no information about which outcome is more probable, paragraph A23
of Statement 143 requires a 50 percent likelihood for each outcome to be used until additional information is available.
6For example, a contract that provides the entity with an ability to extend its term through renewal should be evaluated to determine whether the
settlement date should take into consideration renewal periods.
7The term potential methods of settlement refers to methods of settling the obligation that are currently available to the entity. Therefore, uncer-
tainty about future methods yet to be developed would not prevent the entity from estimating the fair value of the asset retirement obligation.
8The entity should have a reasonable basis for assigning probabilities to the potential settlement dates and potential methods of settlement to
reasonably estimate the fair value of the asset retirement obligation. If the entity does not have a reasonable basis of assigning probabilities, it is
expected that the entity would still be able to reasonably estimate fair value when the range of time over which the entity may settle the obligation
is so narrow and (or) the cash flows associated with each potential method of settlement are so similar that assigning probabilities without having
a reasonable basis for doing so would not have a material impact on the fair value of the asset retirement obligation.
9The estimated economic life of the asset might indicate a potential settlement date for the asset retirement obligation. However, the original
estimated economic life of the asset may not, in and of itself, establish that date because the entity may intend to make improvements to the asset
that could extend the life of the asset or the entity could defer settlement of the obligation beyond the economic life of the asset. In those situa-
tions, the entity would look beyond the economic life of the asset in determining the settlement date or range of potential settlement dates to use
when estimating the fair value of the asset retirement obligation.
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obligation is a matter of judgment that depends
on the relevant facts and circumstances.10

6. If sufficient information is not available at the
time the liability is incurred, paragraph 3 of State-
ment 143 requires a liability to be recognized initially
in the period in which sufficient information be-
comes available to estimate its fair value. Para-
graph 22 of Statement 143 requires that if the liabili-
ty’s fair value cannot be reasonably estimated, that
fact and the reasons shall be disclosed. Example 3 in
Appendix A illustrates the application of this Inter-
pretation when an entity does not have sufficient in-
formation to reasonably estimate the fair value of an
asset retirement obligation. Example 4 in Appen-
dix A illustrates the application of this Interpretation
when an entity initially does not have sufficient infor-
mation but later has sufficient information to reason-
ably estimate the fair value of an asset retirement
obligation.

7. Statement 143 provides guidance for adjusting the
liability for revisions to either the timing or the
amount of the original estimate of undiscounted
cash flows.

EFFECTIVE DATE AND TRANSITION

8. This Interpretation shall be effective no later than
the end of fiscal years ending after December 15,
2005 (December 31, 2005, for calendar-year enter-
prises). Retrospective application of interim financial
information is permitted but is not required. Early
adoption of this Interpretation is encouraged.

9. For amounts recognized upon the initial applica-
tion of this Interpretation, an entity shall recognize
the following items in its statement of financial posi-
tion: (a) a liability for any existing asset retirement
obligation(s) adjusted for cumulative accretion to the

date of adoption of this Interpretation, (b) an asset re-
tirement cost capitalized as an increase to the carry-
ing amount of the associated long-lived asset(s), and
(c) accumulated depreciation on that capitalized cost.
Amounts resulting from initial application of this In-
terpretation shall be measured using current (that is,
as of the date of adoption of this Interpretation) infor-
mation, current assumptions, and current interest
rates. The amount recognized as an asset retirement
cost shall be measured as of the date the asset retire-
ment obligation was incurred. Cumulative accretion
and accumulated depreciation shall be recorded for
the time period from the date the liability would have
been recognized had the provisions of this Interpreta-
tion been in effect when the liability was incurred to
the date of adoption of this Interpretation.

10. An entity shall recognize the cumulative effect
of initially applying this Interpretation as a change in
accounting principle. The amount to be reported as a
cumulative-effect adjustment in the statement of op-
erations is the difference between the amounts, if any,
recognized in the statement of financial position prior
to the application of this Interpretation and the net
amount that is recognized in the statement of finan-
cial position pursuant to paragraph 9.

11. In addition to disclosures required by para-
graphs 19(c), 19(d), and 21 of APB Opinion No. 20,
Accounting Changes, an entity shall compute on a
pro forma basis and disclose in the footnotes to the fi-
nancial statements for the beginning of the earliest
year presented and at the end of all years presented
the amount of the liability for asset retirement obliga-
tions as if this Interpretation had been applied during
all periods affected. The pro forma amounts of that li-
ability shall be measured using the information, as-
sumptions, and interest rates used to measure the ob-
ligation recognized upon adoption of this
Interpretation.

The provisions of this Interpretation need
not be applied to immaterial items.

10It is expected that the narrower the range of time over which the entity may settle the obligation and the fewer potential methods of settlement
the entity has available to it, the more likely it is that the entity will have the information to reasonably estimate the fair value of an asset retire-
ment obligation.
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This Interpretation was adopted by the unanimous vote of the seven members of the Financial Accounting
Standards Board:

Robert H. Herz,
Chairman

George J. Batavick

G. Michael Crooch
Katherine Schipper
Leslie F. Seidman

Edward W. Trott
Donald M. Young

Appendix A

ILLUSTRATIVE EXAMPLES

A1. This appendix includes four examples that illus-
trate the application of this Interpretation specifically
relating to when an entity would be required to rec-
ognize the fair value of an asset retirement obligation.
The examples do not provide specific guidance for
determining when an entity has sufficient informa-
tion to reasonably estimate the fair value of the asset
retirement obligation. The determination as to when
an entity has sufficient information to reasonably es-
timate the fair value of an asset retirement obligation
should be based on the guidance in paragraphs 4 and
5 of this Interpretation. Examples 1 and 2 illustrate
the recognition provisions when an entity has suffi-
cient information to reasonably estimate the fair
value of an asset retirement obligation at the time the
obligation is incurred. Example 3 illustrates the appli-
cation of this Interpretation when an entity does not
have sufficient information to reasonably estimate
the fair value of an asset retirement obligation at the
time the obligation is incurred. Example 4 illustrates
the recognition provisions when an entity initially
does not have sufficient information and later has
sufficient information to reasonably estimate the fair
value of an asset retirement obligation. The examples
illustrate the initial recognition of a conditional asset
retirement obligation based on the facts presented.
Any differences in facts from those presented in the
examples may result in different conclusions.

Example 1

A2. A telecommunications entity owns and operates
a communication network that utilizes wood poles
that are treated with certain chemicals. There is no le-
gal requirement to remove the poles from the ground.
However, the owner may replace the poles periodi-
cally for a number of operational reasons. Once the
poles are removed from the ground, they may be dis-
posed of, sold, or reused as part of other activities.
There is existing legislation that requires special dis-

posal procedures for the poles in the particular state
in which the entity operates.

A3. At the date of purchase of the treated poles, the
entity has the information to estimate a range of po-
tential settlement dates, the potential methods of
settlement, and the probabilities associated with the
potential settlement dates and methods based on es-
tablished industry practice. Therefore, at the date of
purchase, the entity is able to estimate the fair value
of the liability for the required disposal procedures
using an expected present value technique.

A4. Although the timing of the performance of the
asset retirement activity is conditional on removing
the poles from the ground and disposing of them, ex-
isting legislation creates a duty or responsibility for
the entity to dispose of the poles in accordance with
special procedures, and the obligating event occurs
when the entity purchases the treated poles. Although
the entity may decide not to remove the poles from
the ground or may decide to reuse the poles and
thereby defer settlement of the obligation, the ability
to defer settlement does not relieve the entity of the
obligation. The poles will eventually need to be dis-
posed of using special procedures, because the poles
will not last forever. Additionally, the ability of the
entity to sell the poles prior to disposal does not re-
lieve the entity of its present duty or responsibility to
settle the obligation. The sale of the poles transfers
the obligation to another entity. The assumption of
the obligation by the buyer affects the exchange
price. The bargaining of the exchange price reflects
the buyer’s and seller’s individual estimates of the
timing and (or) amount of the cost to extinguish the
obligation.

A5. The asset retirement obligation should be recog-
nized when the entity purchases the poles because the
entity has sufficient information to estimate the fair
value of the asset retirement obligation. Because the
legal requirement relates only to the disposal of the
treated poles, the cost to remove the poles is not in-
cluded in the asset retirement obligation. However, if
there was a legal requirement to remove the treated
poles, the cost of removal would be included.
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Example 2

A6. An entity recently purchased several kilns lined
with a special type of brick. As of the date of pur-
chase, the kilns had not yet been used in any smelting
processes. The kilns have a long useful life, but the
bricks are replaced periodically. Because the bricks
become contaminated with hazardous chemicals
while the kiln is operated, a state law requires that
when the bricks are removed, they must be disposed
of at a special hazardous waste site. The entity has the
information to estimate a range of potential settle-
ment dates, the method of settlement, and the prob-
abilities associated with the potential settlement dates
based on its past practice of replacing the bricks to
maintain the efficient operation of the kiln. Therefore,
at the date the bricks become contaminated because
of the operation of the kiln, the entity is able to esti-
mate the fair value of the liability for the required dis-
posal procedures using an expected present value
technique.

A7. Although performance of the asset retirement
activity is conditional on removing the bricks from
the kiln, existing legislation creates a duty or respon-
sibility for the entity to dispose of the bricks at a spe-
cial hazardous waste site, and the obligating event
occurs when the entity contaminates the bricks. As of
the purchase date, the kilns have not yet been used in
any smelting processes, and the bricks have not yet
been contaminated. Therefore, at the date of pur-
chase, no obligation exists because the bricks have
not been contaminated and could be disposed of
without performing any special disposal activities.

A8. The fair value of the asset retirement obligation
should be recognized once the kilns have been placed
into operation and the bricks are contaminated. Al-
though the entity may decide not to remove the
bricks from the kiln and thereby defer settlement of
the obligation, the ability to defer settlement does not
relieve the entity of the obligation. The contaminated
bricks will eventually need to be removed and dis-
posed of at a special hazardous waste site, because a
kiln will not last forever. Therefore, the obligation to
perform the asset retirement activity is unconditional
even though uncertainty exists about the timing of
settlement. An asset retirement obligation should be
recognized once the kilns have been placed into op-
eration and the bricks are contaminated because the
entity has sufficient information to estimate the fair
value of the asset retirement obligation. The asset re-
tirement obligation is the requirement to dispose of
the contaminated bricks at a special hazardous waste

site. The cost to remove the bricks is not part of the
obligation and should be accounted for as a mainte-
nance or replacement activity.

Example 3

A9. An entity acquires a factory that contains asbes-
tos. After the acquisition date, regulations are put in
place that require the entity to handle and dispose of
this type of asbestos in a special manner if the factory
undergoes major renovations or is demolished. Oth-
erwise, the entity is not required to remove the asbes-
tos from the factory. The entity has several options to
retire the factory in the future including demolishing,
selling, or abandoning it. The entity believes it does
not have sufficient information to estimate the fair
value of the asset retirement obligation because the
settlement date or the range of potential settlement
dates has not been specified by others and informa-
tion is not available to apply an expected present
value technique. For example, there are no plans or
expectation of plans to undertake a major renovation
that would require removal of the asbestos or demoli-
tion of the factory. The factory is expected to be
maintained by repairs and maintenance activities that
would not involve the removal of the asbestos. Also,
the need for major renovations caused by technology
changes, operational changes, or other factors has not
been identified.

A10. Although the timing of the performance of the
asset retirement activity is conditional on the factory
undergoing major renovations or being demolished,
existing regulations create a duty or responsibility for
the entity to remove and dispose of asbestos in a spe-
cial manner, and the obligating event occurs when
the regulations are put in place. Therefore, an asset
retirement obligation should be recognized when
regulations are put in place if the entity can reason-
ably estimate the fair value of the liability. In this ex-
ample, the entity believes that there is an indetermi-
nate settlement date for the asset retirement
obligation because the range of time over which the
entity may settle the obligation is unknown or cannot
be estimated. Therefore, the entity cannot reasonably
estimate the fair value of the liability. Accordingly,
the entity would not recognize a liability for the asset
retirement obligation when regulations are put in
place, but it should disclose (a) a description of the
obligation, (b) the fact that a liability has not been
recognized because the fair value cannot be reason-
ably estimated, and (c) the reasons why fair value
cannot be reasonably estimated. The company would
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recognize a liability in the period in which sufficient
information is available to reasonably estimate its fair
value.

Example 4

A11. An entity acquires a factory that contains as-
bestos. At the acquisition date, regulations are in
place that require the entity to handle and dispose of
this type of asbestos in a special manner if the factory
undergoes major renovations or is demolished. Oth-
erwise, the entity is not required to remove the asbes-
tos from the factory. The entity has several options to
retire the factory in the future including demolishing,
selling, or abandoning it. At the acquisition date, it is
not evident that the fair value of the obligation is em-
bodied in the acquisition price of the factory because
both the seller and the buyer of the factory believed
the obligation had an indeterminate settlement date,
an active market does not exist for the transfer of the
obligation, and sufficient information does not exist
to apply an expected present value technique. Ten
years after the acquisition date, the entity obtains ad-
ditional information based on changes in demand for
the products manufactured at that factory. At that
time, the entity has the information to estimate a
range of potential settlement dates, the potential
methods of settlement, and the probabilities associ-
ated with the potential settlement dates and potential
methods of settlement. Therefore, at that time the en-
tity is able to estimate the fair value of the liability for
the special handling of the asbestos using an ex-
pected present value technique.

A12. Although timing of the performance of the as-
set retirement activity is conditional on the factory
undergoing major renovations or being demolished,
existing regulations create a duty or responsibility for
the entity to remove and dispose of asbestos in a spe-
cial manner, and the obligating event occurs when
the entity acquires the factory.11 Although the entity
may decide to abandon the factory and thereby defer
settlement of the obligation for the foreseeable future,
the ability to defer settlement does not relieve the en-
tity of the obligation. The asbestos will eventually
need to be removed and disposed of in a special man-
ner, because no building will last forever. Addition-
ally, the ability of the entity to sell the factory does
not relieve the entity of its present duty or responsi-
bility to settle the obligation. The sale of the asset
would transfer the obligation to another entity and
that transfer would affect the selling price. Therefore,
the obligation to perform the asset retirement activity
is unconditional even though uncertainty exists about
the timing and method of settlement.

A13. In this example, an asset retirement obligation
is not recognized when the entity acquires the factory
because the entity does not have sufficient informa-
tion to estimate the fair value of the obligation. The
entity would disclose (a) a description of the obliga-
tion, (b) the fact that a liability has not been recog-
nized because the fair value cannot be reasonably es-
timated, and (c) the reasons why fair value cannot be
reasonably estimated. An asset retirement obligation
would be recognized by this entity 10 years after the
acquisition date because that is when the entity has
sufficient information to estimate the fair value of the
asset retirement obligation.

11In this example, regulations are in place at the date of acquisition that require the entity to handle and dispose of the asbestos in a special
manner. Therefore, the obligating event is the acquisition of the factory. If regulations were enacted after the date of acquisition, the obligating
event would be the enactment of the regulations. Refer to Example 3.

FIN47 FASB Interpretations

FIN47–8



Appendix B

BACKGROUND INFORMATION AND BASIS FOR CONCLUSIONS

CONTENTS

Paragraph
Numbers

Introduction. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . B1
Background. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . B2− B5
Objective of This Interpretation. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . B6
Scope . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . B7− B8
Recognition of a Liability for a Conditional Asset Retirement Obligation . . . . . . . . . . . . . . . . . . . . . . . . . . . B9−B27

Characteristics of a Liability. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . B9−B14
Uncertainty and the Fair Value Measurement Objective . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . B15−B27

Uncertainty about the Timing and Method of Settlement. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . B19−B27
Effective Date and Transition. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . B28−B31
Benefits and Costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . B32−B33

Appendix B

BACKGROUND INFORMATION AND
BASIS FOR CONCLUSIONS

Introduction

B1. This appendix summarizes considerations that
Board members deemed significant in reaching the
conclusions in this Interpretation. It includes reasons
for accepting certain approaches and rejecting others.
Individual Board members gave greater weight to
some factors than to others.

Background

B2. Diverse accounting practices have developed
with respect to the timing of liability recognition for
legal obligations associated with the retirement of a
tangible long-lived asset when the timing and (or)
method of settlement are conditional on a future
event that may or may not be within the control of the
entity. Some entities recognize the fair value of the
obligation prior to the retirement of the asset with the
uncertainty about the timing and (or) method of
settlement incorporated into the liability’s fair value.
Other entities recognize the fair value of the obliga-
tion only when it is probable the asset will be retired
as of a specified date using a specified method or
when the asset is actually retired.

B3. The FASB staff issued a proposed FASB Staff
Position (FSP) FAS 143-x, “Applicability of FASB
Statement No. 143, Accounting for Asset Retirement
Obligations, to Legislative Requirements on Prop-
erty Owners to Remove and Dispose of Asbestos or
Asbestos-Containing Materials,” in July 2003. That
proposed FSP concluded:

a. The enactment or existence of asbestos legisla-
tion creates a duty or responsibility to remove
and dispose of asbestos.

b. If such legislation already exists, the obligating
event is the acquisition (or construction) of the
asset, or if the asset is owned when that legisla-
tion is enacted, then the enactment of the legisla-
tion is the obligating event.

c. An entity should recognize a liability for this ob-
ligation when the obligating event occurs.

B4. The FASB staff evaluated the comment letters
received on that proposed FSP. Because of the di-
verse views expressed and constituents’concerns that
there is a broader issue underlying the issue ad-
dressed in the proposed FSP, the FASB staff with-
drew that proposed FSP. The FASB staff confirmed
the diversity in practice with a questionnaire to se-
lected constituents. Because of the diversity in prac-
tice and constituents’ concern about the broader na-
ture of this issue, the Board added a project to its
agenda to address the issue of whether Statement 143
requires an entity to recognize a liability for a legal
obligation to perform asset retirement activities when
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the timing and (or) method of settlement are condi-
tional on a future event that may or may not be within
the control of the entity and, if so, the timing of that
recognition.

B5. On June 17, 2004, the Board issued an Exposure
Draft, Accounting for Conditional Asset Retirement
Obligations. The Board received 34 comment letters
on the Exposure Draft. The Board considered all
comments and concerns raised by respondents and
constituents during its redeliberations of the issues
addressed by the Exposure Draft in a public meeting
inAugust 2004. This Interpretation reflects the results
of those deliberations. The Board received comments
requesting that the Board reconsider Statement 143
in its entirety. At a public meeting in January 2005,
the Board decided not to reconsider Statement 143.
The Board decided to provide additional guidance
for evaluating whether sufficient information is avail-
able to reasonably estimate the fair value of an asset
retirement obligation.

Objective of This Interpretation

B6. The objective of this Interpretation is to clarify
that the term conditional asset retirement obligation
as used in Statement 143 refers to a legal obligation
to perform an asset retirement activity in which the
timing and (or) method of settlement are conditional
on a future event that may or may not be within the
control of the entity. In this situation, the obligation to
perform the asset retirement activity is unconditional
even though uncertainty exists about the timing and
(or) method of settlement. Accordingly, an entity
should recognize a liability for the fair value of a con-
ditional asset retirement obligation when incurred if
the fair value of the liability can be reasonably esti-
mated. This Interpretation also clarifies when an en-
tity would have sufficient information to reasonably
estimate the fair value of an asset retirement
obligation.

Scope

B7. Statement 143 applies to legal obligations asso-
ciated with the retirement of a tangible long-lived as-
set that result from the acquisition, construction, or
development and (or) the normal operation of a long-
lived asset, except as explained in paragraph 17 of
Statement 143. As used in Statement 143, a legal ob-
ligation is an obligation that a party is required to
settle as a result of an existing or enacted law, statute,
ordinance, or written or oral contract or by legal con-
struction of a contract under the doctrine of promis-

sory estoppel. As discussed in paragraphs A2–A5 of
Statement 143, whether a legal obligation exists will
usually be unambiguous. However, questions arose
about whether a liability should be recognized when
a legal obligation exists but the timing and (or)
method of settlement are conditional on future
events. Based on diversity in practice and the broad
nature of this issue, the Board decided that this Inter-
pretation should apply to all entities that have legal
obligations to perform asset retirement activities in
which the timing and (or) method of settlement are
conditional on a future event that may or may not be
within the control of the entity.

B8. During the redeliberations of this Interpretation,
questions also arose about when an entity would
have sufficient information to reasonably estimate
the fair value of an asset retirement obligation. Para-
graphA20 of Statement 143 states that “it is expected
that uncertainties about the amount and timing of fu-
ture cash flows can be accommodated by using the
expected cash flow technique and therefore will not
prevent the determination of a reasonable estimate of
fair value.” Some constituents believe paragraphA20
contradicts paragraph 3 of Statement 143, which
states that “if a reasonable estimate of fair value can-
not be made in the period the asset retirement obliga-
tion is incurred, the liability shall be recognized when
a reasonable estimate of fair value can be made.” As
a result, the Board decided that this Interpretation
should clarify that uncertainties about the amount
and timing of future cash flows can be accommo-
dated by using the expected cash flow technique
when sufficient information exists. The Board de-
cided to provide additional guidance in this Interpre-
tation for evaluating whether sufficient information is
available to reasonably estimate the fair value of an
asset retirement obligation.

Recognition of a Liability for a Conditional Asset
Retirement Obligation

Characteristics of a Liability

B9. FASB Concepts Statement No. 6, Elements of
Financial Statements, defines liabilities as “probable
future sacrifices of economic benefits arising from
present obligations of a particular entity to transfer
assets or provide services to other entities in the fu-
ture as a result of past transactions or events.” Prob-
able is used with its usual general meaning, rather
than in a specific accounting or technical sense (such
as that in FASB Statement No. 5, Accounting for
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Contingencies), and refers to that which can reason-
ably be expected or believed on the basis of available
evidence or logic but is neither certain nor proved. Its
inclusion in the definition is intended to acknowledge
that business and other economic activities occur in
an environment characterized by uncertainty. The
Board concluded that all asset retirement obligations
within the scope of Statement 143 that meet the defi-
nition of a liability in Concepts Statement 6 should
be recognized as liabilities if the fair value of the li-
abilities can be reasonably estimated.

B10. Concepts Statement 6 states that a liability has
three essential characteristics. The first characteristic
of a liability is that an entity has a present duty or re-
sponsibility to one or more other entities that entails
settlement by probable future transfer or use of assets
at a specified or determinable date, on occurrence of
a specified event, or on demand. A duty or responsi-
bility becomes a present duty or responsibility when
an obligating event occurs that leaves the entity little
or no discretion to avoid a future transfer or use of as-
sets. A present duty or responsibility does not mean
that the obligation must be satisfied immediately.
Rather, if events or circumstances have occurred that
give an entity little or no discretion to avoid a future
transfer or use of assets, that entity has a present duty
or responsibility. If an entity is required by current
laws, regulations, or contracts to settle an asset retire-
ment obligation upon retirement of the asset, that re-
quirement imposes a present duty.

B11. The second characteristic of a liability is that
the duty or responsibility obligates a particular entity,
leaving it little or no discretion to avoid the future
sacrifice. The ability of an entity to indefinitely defer
settlement of an asset retirement obligation does not
provide the entity discretion to avoid the future sacri-
fice, nor does it relieve the entity of the obligation.
Implicit in this conclusion is the belief that no tan-
gible asset will last forever (except land) and, accord-
ingly, the asset retirement activities will eventually be
performed. Furthermore, the ability of an entity to
sell the asset prior to its disposal does not relieve the
entity of its present duty or responsibility to settle the
obligation. In paragraph B47 of Statement 143, the
Board noted that “if the asset for which there is an as-
sociated asset retirement obligation were to be sold,
the price a buyer would consent to pay for that asset
would reflect an estimate of the fair value of the asset
retirement obligation. Because that asset retirement
obligation meets the definition of a liability, however,
the Board believes that reporting it as a liability with
a corresponding increase in the carrying amount of

the asset for the asset retirement costs, which has the
same net effect as incorporating the fair value of the
costs to settle the liability in the valuation of the asset,
is more representationally faithful and in concert with
Concepts Statement 6.”

B12. The third characteristic of a liability is that the
event obligating the entity has already occurred. The
definition of a liability distinguishes between present
obligations and future obligations. Only present obli-
gations are liabilities under the definition, and they
are liabilities of a particular entity as a result of the
occurrence of transactions or other events affecting
the entity. Identifying the obligating event may be
difficult in situations that involve a series of transac-
tions or other events affecting the entity. For ex-
ample, in the case of an asset retirement obligation, a
law or an entity’s promise may create a duty or re-
sponsibility, but that law or promise in and of itself
may not be the obligating event that results in an en-
tity having little or no discretion to avoid a future
transfer or use of assets. Statement 143 states that the
obligating event is the acquisition, construction, or
development and (or) the normal operation of the
long-lived asset when a law or promise exists that
creates a duty or responsibility relating to the retire-
ment of the asset. At this point, the obligation cannot
be realistically avoided if the asset is operated for its
intended use. The obligating event does not depend
on the ultimate retirement of the asset.

B13. Anumber of respondents to the Exposure Draft
questioned the view that conditional asset retirement
obligations require “probable future sacrifices of eco-
nomic benefits.” Although Concepts Statement 6
does not use the Statement 5 definition of probable in
its definition of a liability (as discussed in para-
graph 5 of Statement 143), these respondents sug-
gested that a Statement 5 definition be used for evalu-
ating when an asset retirement obligation should be
recognized. The Board considered this issue in both
its deliberations and its redeliberations of State-
ment 143 and decided not to use the Statement 5
definition for the same reasons discussed in para-
graph B17 of this Interpretation. In addition, in devel-
oping Statement 143, the Board decided that incorpo-
rating uncertainty in the measurement attribute (fair
value) results in higher quality financial reporting
than incorporating uncertainty into the timing of the
recognition of the asset retirement obligation, if suffi-
cient information exists to develop a reasonable esti-
mate of fair value.
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B14. Other respondents suggested that the obligat-
ing event, and therefore the recognition of a condi-
tional asset retirement obligation, occurs when a de-
cision or event provides more certainty about the
timing and method of settlement of the obligation. In
deliberating Statement 143, the Board considered the
following alternatives for the obligating event: (a) the
existence of law or an entity’s promise to do some-
thing, (b) the creation of the situation that the law or
promise relates to (for example, contamination or ac-
quisition of the asset), and (c) events that would trig-
ger the settlement of the obligation (for example, de-
molishment). The Board decided that the existence of
a law or promise, combined with the creation of the
situation that the law or promise relates to, provides
the obligating event as described in paragraph B31 of
Statement 143. Thus, if sufficient information exists,
any uncertainty about the timing of the event that
would trigger the settlement of the obligation should
affect the measurement of the liability rather than the
timing of recognition of the obligation. Although the
timing and (or) method of settlement of the asset re-
tirement obligation may depend on events that will
occur after the obligating event has occurred, an obli-
gation still exists. Therefore, conditional asset retire-
ment obligations are within the scope of State-
ment 143 as discussed in paragraphs A17 and A18 of
Statement 143, and a liability must be recognized be-
fore the event that requires performance occurs. This
Interpretation clarifies that point.

Uncertainty and the Fair Value Measurement
Objective

B15. This Interpretation is consistent with the fair
value measurement objective of Statement 143. Dur-
ing the deliberations of Statement 143, the Board
concluded that the initial measurement objective for
an asset retirement obligation is fair value. The Board
acknowledged that liability recognition under a fair
value measurement objective differs from recogni-
tion under Statement 5, which requires an entity to
consider uncertainty in its determination of whether
to recognize a liability. In contrast, Statement 143 re-
quires an entity to consider uncertainty in its fair
value measurement of the liability when sufficient in-
formation exists to develop a reasonable estimate.
Because of the Board’s decision that the initial meas-
urement objective is fair value and, therefore, uncer-
tainty is considered in the measurement of the liabil-
ity, the guidance in Statement 5 is not applicable.

B16. To assist in understanding the differences be-
tween the fair value approach and the Statement 5 ap-

proach, the Board provided the following explana-
tion in paragraph B36 of Statement 143:

The objective of recognizing the fair value
of an asset retirement obligation will result in
recognition of some asset retirement obliga-
tions for which the likelihood of future settle-
ment, although more than zero, is less than
probable from a Statement 5 perspective. A
third party would charge a price to assume an
uncertain liability even though the likelihood
of a future sacrifice is less than prob-
able. . . . Thus, this Statement does not retain
the criterion . . . that a future transfer of assets
associated with the obligation is probable for
recognition purposes. [Footnote reference
omitted.]

B17. Additionally, the Board specifically addressed
conditional obligations in paragraph A17 of the
implementation guidance for Statement 143 and con-
cluded, consistent with the fair value measurement
objective, that an entity should recognize a liability
for a legal obligation to perform asset retirement ac-
tivities in which the timing and (or) method of settle-
ment are conditional on a future event. The imple-
mentation guidance for Statement 143 also provides
an example in which a third party has the right to re-
quire an entity to perform asset retirement activities;
however, uncertainty exists as to whether the third
party will require performance. Some have inter-
preted that example to mean that the Board intended
for conditional obligations to be recognized only
when a third party could require performance, not
when the timing and method of settlement are at least
partly under the control of the entity. However, the
Board concluded that although the timing and
method of settlement of the retirement obligation
may depend on future events that may or may not be
within the control of the entity, a legal obligation to
stand ready to perform retirement activities still ex-
ists. The entity should consider the uncertainty about
the timing and method of settlement in the measure-
ment of the liability, consistent with a fair value
measurement objective, regardless of whether the
event that will trigger the settlement is partially or
wholly under the control of the entity.

B18. A number of respondents questioned why the
Board believes that financial reporting is improved
by incorporating uncertainty in measurement by re-
cording the liability initially at fair value, rather than
by using as the recognition trigger a high probability
that a transfer or use of assets will occur, combined
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with the ability to measure the ultimate settlement
amount of the retirement obligation. Fair value is not
an estimate of the ultimate settlement amount or the
present value of an estimate of the ultimate settle-
ment amount. Paragraph 7 of Statement 143 states
that “the fair value of a liability for an asset retire-
ment obligation is the amount at which that liability
could be settled in a current transaction between will-
ing parties, that is, other than in a forced or liquida-
tion transaction.” Fair value reflects uncertainty, as of
the initial recognition date, about the timing, method,
and ultimate amount of the asset retirement settle-
ment. A single best estimate of the settlement out-
come, or the bottom of a range of possible ultimate
settlement outcomes as required by Statement 5 and
FASB Interpretation No. 14, Reasonable Estimation
of the Amount of a Loss, does not reflect that uncer-
tainty. Using a higher level of certainty as to the ulti-
mate settlement amount as a trigger for recognition in
the balance sheet (and consequently in the income
statement) would delay recognition of the asset re-
tirement obligation, and thereby reduce the informa-
tion content of the financial statements. Uncertainty
about the timing and method of settling the existing
obligation is information that should be reflected in
the amounts recognized in the financial statements.
In developing Statement 143, the Board concluded
that not recognizing the liability and providing the
Statement 5 disclosures for a contingent loss is not an
adequate substitute for recognizing the fair value of
the obligation.

Uncertainty about the timing and method of
settlement

B19. Some respondents to the Exposure Draft of
Statement 143 questioned whether asset retirement
obligations with indeterminate settlement dates or as-
set retirement obligations with multiple methods of
settlement are within the scope of the Statement. In
developing Statement 143, the Board decided that
uncertainty about the timing and (or) method of
settlement does not change the fact that an entity has
a legal obligation. The Board acknowledged in para-
graph A16 of Statement 143 that measurement of an
existing obligation might not be possible if insuffi-
cient information exists about the timing and method
of settlement of that obligation. However, informa-
tion about the timing and method of settlement of an
asset retirement obligation will become available as
time goes by. The Board decided that an entity
should measure and recognize the fair value of an as-
set retirement obligation when enough information is

available to develop assumptions about the potential
timing and amounts of cash flows.

B20. Some respondents to the Exposure Draft of the
Interpretation requested specific criteria for deter-
mining when it would not be possible to reasonably
estimate the fair value of an asset retirement obliga-
tion. The Board decided to provide general guide-
lines rather than specific criteria because the determi-
nation of whether a reasonable estimate can be made
is a matter of judgment. Additionally, each situation
is unique and providing specific criteria would not
encompass all possible situations. The Board dis-
cussed situations that might lead to a conclusion that
sufficient information does not exist to estimate the
fair value of an asset retirement obligation.

B21. The Board believes that an entity would have
sufficient information to apply a present value tech-
nique if the timing and method of settlement are
specified by others. In these situations, the only un-
certainty is whether performance will be required. As
explained in paragraphs A17 and A18 of State-
ment 143, uncertainty about whether performance
will be required does not defer the recognition of an
asset retirement obligation because a legal obligation
to stand ready to perform the retirement activities still
exists, and that uncertainty does not prevent the de-
termination of a reasonable estimate of fair value.

B22. For situations where the timing and method of
settlement are not specified by others, the Board de-
cided that an asset retirement obligation would be
reasonably estimable if information is available to es-
timate the settlement date or the range of potential
settlement dates, the method of settlement or poten-
tial methods of settlement, and the probabilities asso-
ciated with the potential settlement dates and meth-
ods of settlement. Judgment is involved in
determining whether uncertainties about the timing
and method of settlement would prevent an entity
from reasonably estimating the fair value of an asset
retirement obligation. The Board believes that uncer-
tainty about future methods of settlement that have
yet to be developed should not prevent an entity from
reasonably estimating fair value because methods
may change as time goes by. The Board does not be-
lieve it is appropriate to delay recognition until all po-
tential methods of settlement are known. This Inter-
pretation provides examples of information (some of
which are based on entity-specific assumptions) that
is expected to provide a basis for forming expecta-
tions about the potential settlement dates, potential
methods of settlement, and associated probabilities.
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The Board believes that entity-specific assumptions
may be used in the absence of information that a
marketplace participant would use about the timing
and method of settlement of the asset retirement obli-
gation as long as no contrary data indicates that mar-
ketplace participants would use different assump-
tions. If such data exist, the entity must adjust its
assumptions to incorporate that market information.

B23. The Board also discussed whether sufficient in-
formation might not be available to estimate a range
of potential cash flows associated with the potential
methods of settlement that are currently available to
the entity. The Board concluded that an entity would
generally have the ability to estimate a range of po-
tential cash flows based on the current costs to per-
form the asset retirement activities under different
methods of settlement that are currently available to
the entity.

B24. Some respondents to FSP FAS 143-x ques-
tioned whether an obligation to perform asset retire-
ment activities is within the scope of Statement 143 if
an entity has alternatives to retiring the asset without
settling the obligation. This Interpretation reiterates
the conclusions reached during the deliberations of
Statement 143:

. . . an unambiguous requirement that
gives rise to an asset retirement obligation
coupled with a low likelihood of required
performance still requires recognition of a li-
ability. Uncertainty about the conditional out-
come of the obligation is incorporated into
the measurement of the fair value of that li-
ability, not the recognition decision. [State-
ment 143, paragraph A24]

The Board believes that if a current law, regulation,
or contract requires an entity to perform an asset re-
tirement activity when an asset is dismantled or de-
molished, there is an unambiguous requirement to
perform the retirement activity even if that activity
can be indefinitely deferred. At some time deferral
will no longer be possible, because no tangible asset
will last forever (except land). Therefore, the obliga-
tion to perform the asset retirement activity is uncon-
ditional even though uncertainty exists about the tim-
ing and (or) method of settlement.

B25. If an entity entered into a contract to pay an-
other entity to assume the asset retirement obligation,
there would be little dispute that the contract provides
the measurement of the obligation that should be re-
ported in the financial statements, even if the cash

payment to the other entity had not been made at the
reporting date. Also, the amount demanded by the
other entity would incorporate uncertainty about the
timing, method, and ultimate amount of the settle-
ment. Statement 143 requires that the asset retirement
obligation be recognized and measured in the finan-
cial statements using the perspective of participants
currently negotiating such a hypothetical contract.

B26. A number of respondents stated that an entity
should recognize a liability for a legal obligation
when it can reasonably estimate the fair value of the
asset retirement obligation and that fair value cannot
be reasonably estimated unless it is probable the en-
tity will have to perform the asset retirement activi-
ties as of a specific time. The Board believes that an
inability to reasonably estimate the fair value of the
liability is a measurement issue rather than a recogni-
tion issue. When there is an unambiguous require-
ment to perform asset retirement activities upon the
removal of a long-lived asset from service, an asset
retirement obligation exists.

B27. As stated in paragraph B19 of Statement 143,
the Board decided that asset retirement obligations
with indeterminate settlement dates should be in-
cluded within the scope of Statement 143. Uncer-
tainty about the timing of the settlement date does not
change the fact that an entity has a legal obligation.
The Board acknowledged that although there is an
obligation, measurement of that obligation might not
be possible if insufficient information exists about the
timing of settlement. However, information about the
timing of the settlement of a retirement obligation
will become available as time goes by. The Board de-
cided that an entity should measure and recognize the
fair value of an obligation when information is avail-
able to develop various assumptions about the poten-
tial timing of cash flows.

Effective Date and Transition

B28. The Board decided that this Interpretation
should be effective no later than the end of fiscal
years ending after December 15, 2005 (December
31, 2005, for calendar-year enterprises). The Board
considered four alternatives for the effective date of
this Interpretation. The three other alternatives were
for financial statements issued for fiscal years
(a) ending after December 15, 2004, (b) beginning
after December 15, 2004, and (c) beginning after De-
cember 15, 2005. During its deliberations of the ef-
fective date requirements, the Board weighed the
need to provide entities with sufficient time to make
the necessary measurements with the need to provide
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investors, creditors, and others with information that
is relevant to the assessment of the effects of asset re-
tirement obligations.

B29. Some respondents expressed concern over the
effective date requirements in the Exposure Draft.
Specifically, they stated that retrospective application
promotes inconsistent treatment of interim financial
information. The Board agreed with those respond-
ents and decided to permit, but not require, retrospec-
tive application of interim financial information dur-
ing any period of adoption. Early adoption of the
Interpretation is encouraged.

B30. While deliberating the transition provisions for
Statement 143, the Board reasoned that although
some entities may have access to data and assump-
tions related to measurements that are already being
made (for example, under the provisions of FASB
Statement No. 19, Financial Accounting and Report-
ing by Oil and Gas Producing Companies), they may
not have access to sufficient information to retroac-
tively apply the fair value measurement approach re-
quired by Statement 143. Furthermore, while deliber-
ating the transition provisions for this Interpretation,
the Board acknowledged that some entities that are
required to apply the provisions of Statement 143
have not been accounting for conditional asset retire-
ment obligations. The Board concluded that it would
be costly and difficult, if not impossible, to recon-
struct historical data and assumptions without incor-
porating the benefit of hindsight.

B31. The Board decided that the provisions for rec-
ognition of transition amounts of this Interpretation
should be consistent with the recognition provisions
of Statement 143. While deliberating the transition
provisions for Statement 143, the Board discussed
whether a cumulative-effect approach and retrospec-
tive application provide equally useful financial state-
ment information. The Board acknowledged that ret-
rospective application would provide more useful
information because prior-period balance sheet
amounts and prior-period income statement amounts
would be restated to reflect the provisions of State-
ment 143. However, during the deliberations of
Statement 143, some rate-regulated entities ex-
pressed concern that if retrospective application re-
sulted in recognition of additional expenses in prior
periods, those expenses might not be recovered in
current or future rates. The Board decided for this In-
terpretation that a cumulative-effect approach would
provide sufficient information if, in addition to dis-
closing the pro forma income statement amounts, an

entity also disclosed on a pro forma basis, for the be-
ginning of the earliest year presented and for the ends
of all years presented, the balance sheet amounts for
the liability for asset retirement obligations as if this
Interpretation had been applied during all periods
affected.

Benefits and Costs

B32. The mission of the FASB is to establish and
improve standards of financial accounting and re-
porting for the guidance and education of the public,
including preparers, auditors, and users of financial
information. In fulfilling that mission, the Board en-
deavors to determine that a standard will fill a signifi-
cant need and that the costs imposed to apply that
standard, as compared with other alternatives, are
justified in relation to the overall benefits of the re-
sulting information. Although the costs to implement
a new standard may not be borne evenly, investors
and creditors—both present and potential—and other
users of financial information benefit from improve-
ments in financial reporting, thereby facilitating the
functioning of markets for capital and credit and the
efficient allocation of resources in the economy.

B33. The Board’s assessment of the benefits and
costs of clarifying Statement 143 was based on dis-
cussions with preparers and auditors of financial
statements and on consideration of the needs of users
for more consistent application of that Statement.
The Board acknowledges that this Interpretation may
increase the costs of applying Statement 143. The ex-
pected benefit of this Interpretation is improved fi-
nancial reporting resulting from a more consistent
application of Statement 143 to conditional asset re-
tirement obligations. Financial statements of different
entities will be more comparable because all asset re-
tirement obligations that are within the scope of this
Interpretation and their related asset retirement costs
will be recognized using a clearer threshold.Asset re-
tirement obligations in which the timing and (or)
method of settlement are conditional on a future
event that may or may not be within the control of the
entity will be recognized as liabilities when they are
incurred if the fair value of the liabilities can be rea-
sonably estimated. Application of this Interpretation
will result in (a) more consistent recognition of li-
abilities for asset retirement obligations, (b) more in-
formation about expected future cash outflows asso-
ciated with those obligations, and (c) more
information about investments in long-lived assets
because additional asset retirement costs will be rec-
ognized as part of the carrying amounts of the assets.
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