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i termine fair value in the accounting per'%od
b nlcj’;bliﬁijfos%?)kt‘}led tlg)e ?:ported in the accounting period when it is first
t(t)h liaasonably determine the fair value of the liability (ASC 110—3(21—25—?9;

tement of Financial Accounting Concepts (SFAC) No. 6 address
‘ siicognition and ASC 410-20 addresses fair value measurements.

This topic is not covered in this book.

Topic 410: Asset Retirement and Environmental Obligatigne

Topic 410, Asset Retirement and Environmental Obligations, contains four syl , _
10 Overall

20 Asset Retirement Obligations

i iti i i fair value measure-
ld.l‘ ASC 410t- 250 :fiift}}:; (;2:111('i 52132c2;1$;a;5§g? ::;i?fzr(r)::ﬂ?’:a s&zgaﬁon generally can
= ?njtzz vihen any of the following conditions exist:

i Fs:jm]ﬁormation indicates that the obligation’s fair value is embodied in the
purchase price of the asset;

e An active market is available for the transfer of the obligation; or

30 Environmental Obligations

980 Regulated Operations [See the corresponding topic in Chapter g ¢
coverage of this shared subtopic] 1

General Discussion

ASC 410-20 specifies the accounting and reporting requirements for Tiabi)
ties related to the retirement of tangible long-lived assets and the relateq »
retirement cost. Examples of assets covered by ASC 410-20 include assets re
to nuclear power plants, mining and landfill operations, offshore oil platfg
and oil fields. Also, lease agreements often contain requirements that the
return the leased property to its original state as of the inception of the leas
the lessee made leasehold improvements, then the lessee should record an a
retirement obligation, as discussed below. ASC 410-20 applies to all enterp
that have legal obligations related to the retirement of long-lived assets of
tangible nature that are a result of the development, acquisition, or construct:
of long-lived tangible assets, and/or the normal operations of the assets;
obligation related to the retirement is defined in a broad manner by the A
includes an obligation that an entity must settle because of an existing law
enacted law, a statute, an ordinance, an oral contract, a written. coatract, o
contract under the doctrine of promissory estoppel. The doctririe'of promiss
estoppel states that an obligation related to asset retiremefi may exist e
though no consideration was provided for the promise to'réclaim the prope
because the entity making the promise should have expected the entity recei
the promise to rely on the promise.

icati lue
ion i i the application of a present va
rmation is available that allows for pli : :
; I;f:::lel that “incorporates uncertainty and timing into the fair value
estimat®. - :
it i i ion i ilable for application o
faily, it is assumed that information 15 ava ati
Giﬂ\ifug techniques when others have specified the method and t1rlmng of
the EI"Hement of the asset retirement obligation .~3uck;1 asdbzf cofntrat;t,mae:; gi
e i ion' i ilable to estimate the date of settle
ulation and information is avai - ; s iy
D3 tial methods of settlement an
- nee of dates, method of settlement, or poten :
ﬁnﬁ:}fﬂiﬁes related to dates and methods of settlemex;t. Wht;l: z(iin ?nhgek;:zni
: i igati imi d/or method of se
conditional asset retirement obligation (the timing an
g;%:;;dent upon some future event), the liability should (li::e :;%)rzg ;\(f)h5e5n
: i icati bly be estimated. -20-55,
e fair value of the obligation can reasona . . :
'@afgraphs 47 through 62, provide several examples ﬂlus.trat.mg when an entity
T}Za;ble to estimate the fair value of the asset retirement obligation.

Once the asset retirement liability has been computed, the relatt‘ed !qngjlivid
asset should be increased by an amount equal to the amount of the liability in the
same accounting period that the liability is reported.

ASC 820 provides guidance on the determination of fair Val;e. FEE vs;;e (1)?;
the amount that would be received 01f1 the l?i?]sjlgegréfvr\:te glrz:tseﬂ ;rsnan j e
property or the amount paid to transfer a lia e .
(market participants) in an orderly transaction. In addition, it is
"gla;rieaﬁd bu)}r)ers a)re unrelated parties on the measurement date. On}cionvvvzg et;)
determine fair value is to use quoted market prices. In many cases:fi = fair’
quoted market prices are not available and an enterprise must es 1fr1\rl o
value. Fair value may be estimated using future cash flows on 3 prese e
basis. One present-value method is referred to as thn'e expecteﬂ-prese.?u i
concept. The expected present value concept uses mqlpple cash t-owsefllt i
to reflect the possible cash flow outcomes for a specific asset re ;rem o Vaigue
tion and a credit-adjusted risk-free interest rate. The traditiona E:esZk e
concept uses a single set of cash flows and an interest rate equal to the nt id
Situation. ASC 410-20-30-1 states that the expected p_resent vallue' c‘o‘nceg:, ma}; “
the only one that would be appropriate for asset retirement liabilities becaus
the uncertainties related to both timing and amount of future cash flows.

ASC 410-20 does not apply to an obligation that is created solely from a plan
to dispose of a tangible long-lived asset under the provisions of ASC 360 or to
obligation created from using the asset improperly. In addition, ASC 410-20 d
not apply to certain types of lessee obligations. Lessee obligations genera
should be accounted for using the provisions of ASC 840. However, if a lessee
obligation meets the requirements of a legal obligation for retirement as dis
cussed above, and the lease obligation does not meet the definition of minim m
lease payments or contingent rental payments using the provisions of ASC 840,
then the provisions of ASC 410-20 would apply. In addition, if the lease obliga-
tion of the lessor meets the requirements of ASC 840, the obligation should be
accounted for using the provisions of ASC 410-20 instead of ASC 840.

Once an entity determines that a retirement obligation for tangible long
lived assets should be reported, a liability for the asset retirement obligation is t0
be reported at an amount equal to fair value of the liability in the accounting
period that the liability is incurred, if it is reasonable to determine fair value:

|
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When estimating cash flows to determine fair value of the retirem same accounting period the 20% of the liability capitalized (ASC
ity, the enterprise should normally use the same assumptions that ' 5-2)-
place would use if the information is available without significant effort
the entity. If the market place information is not available, the enterpri
use its own assumptions that are reasonable and can be supported when
ing cash flow information. In addition, when discounting cash flows
expected cash flow approach, the entity should use a credit-adjusted
discount rate that reflects the entity’s credit standing.

i long-lived assets for impairment using the provisions of
ﬂfgﬁ ;:;gyig a(r}nc%unt of the long—livecf asset used in the test.ing process

Fcl de the amount of the asset retirement liab'ility mdgdgq in the long-
e 1'11-{ wever, cash flows related to the asset retirement liability should be
; f.j'OI:T)‘l the célmputation of fair value and the undiscounted cas].:l flows
‘o recoverability of the asset. The fair value of tl}e asset retirement
tess;% to increase the fair value of long-lived assets if a quoted marl::et
:fsed instead of cash flows to determine fair value and the quoted price

srates the costs of asset retirement (ASC 360-10-35, paragraphs 18 and 19).

\n entity may acquire insurance policies, guarantees by other comtpames{—
bonds, or other items to provide assurance for the asset retiremen
'I fln Ac’quisiiion of assurance or other funding dqes not satisfy the assei:
—ont oblizaiion or allow retirement of the related_hab1l1ty. However‘, suc
,ir:gs n’,a; impact the credit-adjusted risk-free discount rate used in Ctihi
ot velue computations. Changes in assurances falso may impact the credi
4 i sn-free rate used in the discounting of tl-ne increases in cash flows. A:n;;
-urred by the entity related to assurances is not accounted for as part o

t retirement obligation.

' entity subject to the provisions of ASC 980 may have costs
rfog‘;lsas,t::l retiretglent ]ob]jgations l:ha’c will be recovered from custo?hngs.
may be a difference in the timing of amounts used fpr rate-m ; Og
ses and the amounts reported in the financial statements using ASC :410- I
1a regulated entity meets the requirements of ASC 980 and reports gﬁer(;lt
ints for rate-making purposes as compared to the amounts reported on the

statements resulting from a timing difference, a regulatory asset or
ty should be reported for this difference (ASC 980-410-25-2).

An asset retirement liability may be incurred in more than one acco
period because the obligation is created over more than one time period,
in the case of nuclear power plants or landfills. If the obligation is in
more than one accounting period, each liability incurred is accounted
separate liability layer and each layer is measured at fair valy
410-20-35-1).

I

Once an asset retirement liability is recorded, increases and decreases
liability may occur in subsequent accounting periods. The changes in the
account generally occur for two reasons: (1) increases in the liability from
of time, and (2) increases and decreases in the liability account from
estimates of cash flows. The entity should always adjust the liability for ineg
due to the passage of time prior to adjustments resulting from changes
flow estimates. Increases in the liability from passage of time, referre
accretion in ASC 410-20, are computed by using the interest method of ame
tion. The interest method is the application of the discount rate usca
computation of the present value amount to the beginning liability bolan
expense will be debited and the retirement liability will be crediied f
amount of the accretion. The expense is reported in the income siatemen
operating expense; however, the amount of the accretion cannot be used as ;
of interest expense for purposes of applying the provisions'oi-ASC 835-20 rel 1
to interest capitalization. Increases and decreases in the ‘an:ount or timing of
flows should be used to increase or decrease both the retirement liability a
related long-lived asset. Increases in cash flows should be discounted 4
current risk-adjusted discount rate and decreases in cash flows should be ¢
counted using the discount rate that was used when the cash flows W

Technical Considerations

" Three examples are used to illustrate the technical aspects of asset retirement
‘.%@ga-ﬁons. Assumptions for Example 4-1 are as follows.

originally discounted if it is possible to determine the rate used. If the rate - Example 4-1 "
determinable, a weighted average discount rate should be used for cash an Assumptions for Asset Retirement Obligations
decreases. Any increase or decrease in the long-lived asset account sho ol 1. Fischer, Inc. (Fischer) a December 31 year-end company, placed an

treated as a change in accounting estimate in accordance with the provis

ment to remove the platform at the end of its five-year useful life.

2. On January 1, Fischer incurred an asset retirement liability and the

company measures the fair value of the liability using expe.cted cash flows; _’It_t;]ls
fair value measurement is assumed to be in accordance with ASC 410-20. The

~ expected cash flows adjusted for market risk related to the asse‘t re:irement
;Bi ;bligation is $1,000,000. The credit-adjusted risk-free rate of interest is 7%.

3. Theincrease in the long-lived asset from the asset retirement obligation is
~ depreciated over the five-year life using a straight-line method.

The increase in the long-lived asset from the recognition of an asset reti
ment liability is allocated over its remaining useful life using a systematic af
rational method. However, in some situations, an enterprise may capitalize af
expense the same amount in a specific accounting period. To illustrate, ass
an enterprise has a long-lived asset with a five-year remaining life where 20
the asset retirement liability is capitalized each accounting period. The ent
generally would not violate the systematic and rational method rule by expél
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4. Fischer used an outside contractor to settle the asset retirement g

:ck. Next, the depreciation of the asset retirement obligation added to
tion at a cost of $921,000. risk.

t is depreciated using a
t must be computed. The componen '

; i;fc?d over a five-year useful life. Table 4-2 shows the computation
e

11 depreciation amount.

Because Fischer has a legal requirement to remove the offshore
at the end of its useful life of five years, it has incurred an asset
obligation on January 1, 20X6. Next, Fischer should determine the e
flows related to the obligation and then estimate fair value of the
computing the present value of expected cash flows using a credit-adjy

Table 4-2 Computation of Annual Depreciation Expense
Depreciation Expense Liability Balance

free rate of interest. Fischer has determined that expected cash flows ag - B iloce PP LI, $712,086
market risk are equal to $1,000,000, and the credit-adjusted risk-freg B - i e el i ==
interest is 7%. Using this information and the expected life of five years (EESSENSNNREON0 - -1 11T o 127 790
i liabﬂity R i Lo a—— AR 142,597 285,195

............. 142,597 142,598
Expected cashifiows -, .. o i vt sl uy ok, i e .
Present value of $1 factor (5 periods at 7%)(Appendix E) ......... o oL L ,

A =
EROREONS: i e i i vaieia s $712,9

= 426/5 Years = $142,597.

the liability on January 1, 20X6, is as follows: . e=d
Long-Lived Asset 712,986 . Nt ‘ i ember
Liability For Asset Retirement 712, ing the information from Tables 4-1 and 4-2, journal entries at Dec

1o record accretion and depreciation expense are presented below:
The liability for asset retirement will increase over the five-year usefy] 15508

; ; ; ) ; ion Expense
based on the passage of time. This .ann.ual increase (gccretlon exper!se) Liability For Asset Retirement
puted using the interest method, which is the application of the 7% disco,

i i s - [T &3 i, 3 nse
to the beginning balance of the asset retirement liability. The annuai ac tion Expe 4ri
| . umulated Depreciation
expense is computed in Table 4-1. 7

49,909

142,597
142,597

cretion and depreciation expense are reported in the‘ in-come staterr;ent tﬁg
tmg expenses. Journal entries for accretion and depreciation expense for d
g four years are the same as show above, except for amounts. Amoun

Table 4-1 Computation of Accretion Expense for Ass<t Hetirement

] ot k
Obligation the remaining four years for accretion and depreciation expense can be taken
: 1 and 4-2.
Date Accretion Expense Liability Balance from Tables 4-1 an e r 1 ttled by an outside
o At the end of 2010, the asset retirement obligation is settled by
Beginning Balance . ... ......... .. $712,986 f:to efir $921,000, which is $79,000 ($1,000,000 — $921,000) less than the
& ’ ’ » hr .
20X cinomnwn ¥ ot g 4 $49,909 # 762’895, m@g expected to incur to eliminate the liability. Therefore, Fischer has a _1579,002
ZOXT i mosse gt v gn s e 5 S 53,403 816,298 n from settlement of the obligation. The entry to settle the asset retiremen
2{0)§8 ........................ 57,141 872,423_ ation and to report the gain at the end of 2010 is as follcows.0
2EX0T SN MRESMOT. Jrge by (8 g 61,141 934,580 i ; 1,000,00
Fowe] ARl B A tarnels SR T v 65,420 1,000,000 Q! /ocet Retirement 921,000
—_— - Accounts Payable A
Total . cmvd s s s sumisig $287,014 Gain On Settlement Of Liability For Asset y

Retirement

i ~ The gain on settlement of the asset retirement liability is reported in the

income statement as a line item in income from continuir}g operatlorzs. Tglls
: oletes the discussion of Example 4-1. Example‘4-2 covers issues rel:falte toA ?
@?ﬁtation of an asset retirement obligation using expected cash flows. As
ptions for Example 4-2 are as follows.

In Table 4-1, the increase in the asset retirement liability from the accreti0
expense causes the liability to equal $1,000,000 at the end of the life of the a
The $1,000,000 liability balance is the amount of the expected cash flows adij

E
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2. On January 1, Lang incurred an asset retirement liability, and it

cash flows for labor costs have been computed, cash flows adjusted for
ok may be computed. After cash flows adjusted for market risk have

ined, the present value of the market risk adjusted cash flows using
it-adjusted risk-free rate of interest of 8% can be calculated to arrive at
= of the asset retirement liability. Table 4-4 shows these calculations.

Example 4-2

Assumptions for Asset Retirement Obligations §

1. Lang Enterprises (Lang), a December 31 year-end company, place
long-lived asset in service on January 1, 20X6. Lang has g ﬂ
requirement to remove the long-lived asset at the end of its fivg.-'
useful life. i "

Table 4-4 Computation of Expected Cash Flow Adjusted for Market Risk
o and Present Value of Cash Flows

<h flows for labor costs (from Table 4-3) . ... $372,500
ocation of equipment and overhead ($372,500 x

sures fair value of the liability using expected cash flows. Lang
estimated expected cash flows for labor costs as follows: a 10,
probability that cash flows will be $250,000, a 30% probability that ¢g

flows will be $325,000, a 40% probability that cash flows wi .......................... 279,375
$400,000, and a 20% probability that cash flows will be $450,000.  f 2% "7 $651,875
nd allocated costs . . '

3. Laqg gllocates overhead and equipment usage to labor at a 75% ra ol f|ow:s f: y la;t);/r F 97,781
whlqh is equivalent to the percentage used by outside contractors B KT 210 e :
profit margin of 15% is added to labor and allocated costs, and a sh flows prior to inflation adjustment ... .. .. $749,656
premium of 4% of inflation adjusted expected cash flows is included in . infiction adjustment:
the cash fl i b ) :

‘ oW fzomputatlons. : Cush flows prior to adjustment ... ...... $749,656

4. A rate of |nf|£}t|on of 2% is assumed for the five-year life of the long-lived ‘. Future Value of $1 (2% for 5 periods) . . . . . 1.10408
asset. The risk-free discount rate is 6%; 2% is added to the risk free QK Ll ; ; ST sy
rate to reflect Lang’s credit standing. WM Cash flows with inflation adjustment .. ... $827,680

. ) § i justment ......... 749)656

5. This faJ( value measurement is assumed to be in accordance with ASC ‘. e o prarie pouRmen: -

820's fair value measurement requirements. » | 2%inflation adjustment .. ................ 78,024
N wéEx_pected cash flow adjusted for inflation . . . ... $827,680

Be.cause Lang has a legal requirement to remove the long-lived asset at| Adjustment for market risk premium ($827,680 x
;nd of 1tsi useful life of five years, it has incurred an asset retirement cbligation : _r',ﬁ%) """"""""""""""""""""" —ﬂ

anuary 1, 20X6. Next, Lang will determine the fair value of the liability b [ i

4 s it I h flows after market risk adjustment

;expected cash flows. Lang should determine the expected cash flows rel "’; e ] . $860,787
P ) SO B sy
aer cost for the obligation. Because Lal_’lg has e_st.unated tour possible strean ~ Present value of $1 factor (8% for 5 periods)
options of cash flows for labor costs with specific probabilities for each op T .680583
each cash flow option will be weighted based on its percentage of probab o ¢

occurring. After each option has been weighted, all weighted options are to gﬁﬁ:ﬁg fSRaNL vlw SEGRICHEG CEBnHIowS $585,837

to arrive at a $372,500 probability weighted average cash flow for the labor ca
as shown in Table 4-3. {

Table 4-3 Computation of Probability Weighted Average Cash Flows

The computation of expected cash flows after adjustment of market risk
includes all items that an outside contractor would normally use to compute an
estimate for asset retirement. It incorporates an allocation of equipment and

. Probability Weightél§  oye j in, inflati j t, and a premium for market
Cash Flow Options Net Cash Flows  Probability Assessment  Average Cash gfhé‘:i;?;tfsc; rﬁf;élénn}i;ilmfaﬁa; Znﬂig];)ﬁ(;? toa;;coidpthe asset retirement
9 2 st D & v s s 25 % ia o ; i
5 $250,000 o $25,008 liability and the related increase in the long-lived asset at January 1, 20X6 is
............... $325,000 30% 97,500 presented below:
BF SOBE v N gac $400,000 40% 160,000 L@ng . : 585,837
2} M ——— e ——————— $450,000 20% : ,
o 90,000 ! Liability For Asset Retirement 585,837
Foral 1 e 2 e 100% $372,500 .
oo e Once the liability is recorded, it must be increased each year for the accretion

due to passage of time. Because the company’s credit-adjusted risk-free rate of
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General Discussion

o :ﬁgﬂgﬁg Slljeglfles the accounting and reporting requirements f,
cor acquisitioﬁ n tir ASC 805, all business combinations are account o
el lcme gd. How‘e\{er, the provisions of ASC 805 do not ed
e g: ormation of a joint venture, (2) combination whe .
es are under common control, (3) acquisition of a for-pr:otfli-lte‘

not-for-profit entity or a At
o combination of not-for-profi i
acquisition not considered a business. t-for-profit entities, ang

[dentify the Acquisition Date
second step in the business combination process is to identify the
on date. The acquisition date is the date on which control of the acquiree
ed by the acquirer entity. The acquisition date is generally the closing
" ¢ the business combination; in other words the date that consideration is
ransferred and the acquirer entity acquires the assets and assumes the
es of the acquiree. The closing date may be before or after the closing date
acquirer entity obtains control of the acquiree before or after the closing

What Is a Business Combination?
Recognize and Measure Assets Acquired, Liabilities Assumed and
ontrolling Interests

The identifiable assets acquired in a business combination as well as liabili-
umed and any noncontrolling interest in the acquiree must be recognized
easured by-fhe acquirer entity as of the acquisition date. Identifiable assets

A busi e g o
acqujrer)u;g:sescso ;?r?lbu'flanon Is a transaction or event whereby an ¢
il ek oL of one or more businesses of another entity (the
ring cash _ , Issuing equi interests, or incurring liabi] a
an?:l theeral:qii?:es;ze;s c];)umahon is t.he entity that gets controlgolfl:}zh
A business in a busmissuz?niisi:;tit;fl'nefls‘liisnﬂ;lat et el
. is defined as a set of A
;k;e;j’;c;r; rl:eotflsaedb to'prov1de a Fetufn to owners and investors..aésr;)‘iltzjrgi1 g
ot ol 8 ¢ usﬁlr;less f:onl'bmanon has the same meaning as used 1;11‘5
lor o contc thfa ap(_ntal Interest. As noted in the definition of a
com busmes,s Com;:quS}hon must be a business for the acquisition to b
s ml:’;aglofn. If the acquisition is not considered a busin
R S €d Ior as an asset acquisition. Business combination
subsidiary of an acquire, (2) ret asets of A aqree Dot
: Lirer, s of an aquire i %
gf?egiilrll?t :;;zt;hti acquirer entity, or (3) all of the co(}'nbilfinzus(l)rrlrfisai?
an entity that is newly formed. ¥

o that rae=t one of the following criteria: (1) the assets can be separated or
ed fromthe enterprise and can be either individually or as a group sold,
d. licensed, etc. (referred to as the “separability” criteria) or (2) the assets are
1+ ~f a contract or other legal rights, even if the rights cannot be separated
«. the entity or from other rights (referred to as the “contractual /legal”
ia). The identifiable assets should be recognized and measured separately
any goodwill in the business combination. Acquired assets and assumed
ities in a business combination should only be recognized by the acquirer
on the date of acquisition when they meet the definitions of assets and
ities in FASB Statement of Financial Accounting Concepts No. 6. Some
and liabilities acquired and recognized by the acquirer entity in the
pination may not have been recognized by the acquiree entity prior to the
wess combination. For example, some assets may have been developed
y by the acquiree, such as customer relationships, patents, and brand
es, and were not reported in the acquiree financial statements prior to the
bination. However, such assets are identifiable assets and must be recog-
by the acquirer entity. All identifiable assets, including both tangible and
igible assets, should be recognized. Identifiable intangible assets should be
rted separately from goodwill in a business combination. Intangible assets,
ch are assets with no physical substance, are separately identifiable when one
the following criteria is met: (1) contractual/legal or (2) separability. The
ractual /legal criterion is described above in the discussion of identifiable
. An intangible asset meeting the contractual/legal criterion is considered
dentifiable asset regardless of whether it can be separated or transferred from
quiree or from other obligations or rights. An intangible asset meets the
arability criterion when it can be separated or divided from the acquiree and
be either individually or as a group sold, rented, licensed, etc., regardless of
ether the acquirer entity expects or intends to sell, rent, or license the intangi-
. In addition, the separability criterion is met when there are exchange
nsactions for that intangible asset type or similar intangible asset types. ASC
divides identifiable intangible assets into different types of intangible assets
‘provides examples of the different types of identifiable intangibles that may

Steps in the Acquisition Process

o u%ncbz ;; Ctzgnsiczo? is cllasmfied as a business combination, the combinati
DR f(l;lﬁl ed for using the acquisition method. The acquisition et
reiniton ot owing process: (1) the acquirer must be identified
acqusition e must be determined, (3) the identifiable assets liabﬂi’tl
it o r;i ;n:)iigsati?us:r?}? recogx.u'zed and measured, and (4’) the amo
acquirer is the entity that gets cc?xfteroglafl)? tﬁ:l ;:zc;);ir];eecogmzed e

Step 1: Identify the Acquirer

Th ..
busineses C}Z:;;ES;:ES 0}‘ :?ISC 810 are used to determine which entity :
on is the acquirer. For ex .
o s i -t ) ample, when ¢ e
‘ I:'litrilsfetzl'lred or liabilities incurred to consummeie the bushizlslsozoﬁi;:?ls i
addgonaiv t;lansfers .the.assets or incurs the liabilities generally is the ac
- ﬂ{at tfn equity interests are exchanged in the business combin;lh ,
ansfers the equity interest is the acquirer entity. The p in

beneﬁciary is the i i
acquirer enti £ . . .
et t;[ ty when the business combination inv

[ —
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be acquired in a business combination. Table 8-1 lists types of inta
examples of each type and whether the int

f i i olici S,

[e) contracts EC()IIOIILiC COIlditiOI'lS, accountmg and Operatmg P

an ]b[ ’ e

se a['ab]h g e meets the <on11acl'ua|"/'.
p i ty CriteI’iOl 1. ‘

: ; d
factors that may be relevant to the mtuaﬂqn. F):fmgzsfgfl §3:g;al('11)
yther : e i tion incluae :

X lassification or designa : 5 ) ‘ Aas
. ﬂlatn;egr?tjsr ioifered by ASC 320 are divided 1.nt0 either trgdm%:):;:ﬁ:e
A 11nv§? held to maturity; (2) whether derivatil—x:e t;lnsﬁufgzgtgelg Zirivatives
sale, ! ; and (3) whether em :
= desiegnated as hedges; an Has an

- 3;15 Eéilg th%nprovisions of ASC 815. HOWEYBT; AS(lj Sgisgirfci):;tiﬁi 0

- _ara the classification or designation for two items: £ d (2) classifica-
e rating or capital using the provisions of ASC 840 an Koo

. Optiacts covered by the provisions of A.SC 94_14. Contrac ti W
tion of COI;IOUI d be classified by the acquirer entity using theli cggi al sl
3 gtiirsfactors at contract inception. Generally, an asset or liability
do

Table 8-1 Types and Examples of Identifiable Intangible Assets
Type of Identifiable
Intangible Example

Market-related

I
Contractual/Lega| -
Separab?emm
Trademarks, trade dress, service Contractual/legal
marks, trade names, certification
marks, Internet domain names,
and noncompetition agreements

Customer related Customer lists, customer

, : tity is the lessee. How-
Contractual/legal rted for an operating lease when the acquiree _ena;}’o ot 108
colnt'ractsr;land customer | :;hen the acquiree entity is the lessee or lestss?frt}nl‘; terrrI:s 2§ tho acquired
relationships ever, : i i ible asse
Customer related Noncontractual customer Separable ﬁ rer entity shoald, report an mtang_; ition compared to the market terms of
relationships and order backlogs Jeases are favorghie on the date Ofr 2;222;8 When the market terms of the lease
Artistic related Plays, operas, books, Contractual/legal Jeases with itemy-that are St

newspapers, musical works,
pictures, and video material
Licensing agreements, royalty Contractual/legal
agreements, advertising

contracts, lease agreements,

franchise agreements,

employment contracts, and use
rights

Patents, computer software, and Contractual/legal
trade secrets

Databases and unpatented Separable
technology

i : ie
, the acquirer entity should repor
e unfavorable as compared to market terms q e B
bility. (n some cases the operating lease terms are eq dilludoslpeliv
ﬁgt)}]lhw{te of acquisition, but the acquirer entity recorfds 21:1 ulne asegsuCh SRS
e ; ici i a price for the
fu; «case, because market participants will pay a p
E i i i rea.
~ sace in a prime shopping a o cimr
Jp The identifiable asset acquired, the ]iab]ht_les assumed,b and ;l;;u?sg G
o t, if any, in a business combination shoul-d‘ be n;: S
b ‘mteresti’ at th,eir fair values on the date of achISltIOI'l.f air vt?l e
:mmre: fl'rllattywould be received on the me_aswixr'ement date S;ﬁl; b
fmounty or the amount paid to transfer a liability between
roper :
‘ﬁnalzket participants) in an orderly transaction.

Contract related

Technology related

Technology related

e )

More information about the types and examples of iniangible assets is
covered in ASC 805. Once an identifiable intangible asset is recognized in a

business combination using the provisions of ASC 805, subsequent accounting
for the intangible is provided for by ASC 350 and 360. ‘

Exceptions to Recognition and Measurement Principles

iti rement
ASC 805 provides for certain exceptions to the reqogmho;llﬁlnsﬂﬁi:s; o 43
rinciples discussed above for identifiable assets anuued an ﬁlIE: |
Pm;lcilp business combination. These exceptions include conting
n the

l ) 10 u-]'d IIOt . e . i i e .
tlES, mcome taXeS, EII[plOyEE bene it aIraIlgEIIIEIltS, an ]ILdEIIlIilflcatIOIl (8]

as part of the combination if they
acquiree and acquirer entity. Only
exchange should be recognized as P
entity should not recognize as p

gnize assets and liabilities of the acquiree
relate to separate transactions between the.
assets and liabilities acquired as part of the
art of the business combination. The acquirer

art of a business combination costs that the
acquirer does not have an obligation to pay on the date of acquisition but expects
to pay at some future date. These costs should be reported as liabilities in
financial statements subsequent to the date of the combination using generally
accepted

accounting standards that apply to such costs. Some assets acquired or
liabilities assumed in a business comb

ination require the acquirer entity to either
classify or designate them on the acquisition date for purposes of future account-
ing because different accounting may be required depending on the classification
or designation of the asset or liabili

ty. The acquirer entity should determine the
classification or designation using factors existing on the date of acquisition, such

assets.

i i ination that
First, assets acquired and liabilities assu(ljnic;[]l;l a‘r :ﬁies;tzgmgf‘z sing the

e ror ingencies (as defined in AS a ing {
;T(fsisffgrr:; c(:;) 2228805 rather than the provisi(?nsdof f&?k(; 423(;1 ﬁfsll ?iz(ftcfarte aif tht)(;
isi ntngency is to be recognize a i
arls}{lg’u'f;ﬁ{rcllaiecfzir ve%lue Zan be determined dunng. the me.al.sgerlr;s;\otr}exgi: 103
;cgmﬂil of the following criteria are met: 1) h?formatlon availal easset e
of t% measurement period indicates that it. 1_s.probable t];atziu;lh Sy
that : liability had been incurred at the acquisition date anc ( ki
t or liability can be reasonably estimated. If the :fthulsmon ey gNad,
ZSI'S:(:()C;ﬂzed asset or liability can be determined du.rl;lig thi!l ;l:isa;'lr i

iability i its acquisition- i
bility is to be measured E.lt 3 ; i
ifs: Siizorre?:gnjztz:’d asset or liability is to be measured using an es

= —— — — =
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entity using the method provided in ASC 718. However, ASC 805
additional guidelines when accounting for share-based award pay-
. pusiness combination.

1 an acquirer entity acquires in a business combination long-lived assets
classified as held for sale by the acquiree entity, the acquirer entity
sasure the held for sale assets at fair value less the cost of the sale using

acquirer entity using the provisions of ASC 740

etermine the Amount of Goodwill

the acquirer entity measures identifiable assets, liabilities, and any
rolling interests, the amount of goodwill or gain from a bargain
e, if any, should be determined. Goodwill is defined in ASC 350, as an
-quixed in a business combination that has future economic benefit and is
of acquired assets that could not be separately recognized and identified
yally. Thie amount of goodwill should be reported as of the date of

tion ic the difference between (1) the aggregate fair value of the considera-
cerred and (2) the net amount of the assets acquired and liabilities

examples of other a i
agreements. ceounting standards - that apply to e€mp]

Another rec
el bt Sgﬁmt%on and measurement exception relates t
whent Hhe Selles + er in a business combination. An ind o AN asee
e enti’f; er in the business combination cCnnf:ractu;‘lllm-u'jCI E{ahon [
against the outcome, f, Y Inden
related ., ... M€ for example, of a i
ot thet?' as;aiats and liabilities, For examplepthe seﬂezonhﬂgency. i
-€ lability of the acquirer entity will not exceed ??;)pri%wge 4
: €Clfle N

acquirer
thgt 3 mgz;?:i fSilelguiidr;;POE'tdanInmdeanﬁcatlon asset at the time thy
; Orted. additi : 7 t )
reported on, the indemnificati Th
P using the same measurement Pprocess as used forct’;ho-n e includes the fair value of any noncontrolling interest plus the fair value of
% I quity interest in the acquiree held prior to the combination by the acquirer.

For example, if the in ifi
: , demnified item is re
ported at the date of acdia
quisity
i The net amount of the identifiable assets or liabilities on the date of acquisi-
s the difference between the identifiable assets acquired and the liabilities
ned in the business combination measured using ASC 805.

some cases, a business combination may be consummated by exchanging
interests, and the equity interest of the acquiree may be a better indicator
fair value of the equity interest transferred on the date of acquisition than
fair value of the equity interest of the acquirer entity. When this is the case,
p goodwill should be determined by using the fair value of the acquiree equity

st. In some cases, no consideration is exchanged in a business combination.
no consideration is exchanged, the acquirer entity should use a valuation
ique, as illustrated in ASC 805, to compute goodwill in place of the fair
of the consideration transferred, as indicated above.

- If the amount of (2), above, exceeds the amount of (1), above, the acquirer
_ A reacquired has made a bargain purchase and a gain should be reported on the date of
entity, such as the right to use a trag isition for the amount that (2) exceeds (1). The gain from the bargain
ﬂ'"te business combination. The ac T hname, that the acquirer entity recef ase is related to the acquirer entity. However, before the gain from the
right as an identifiable intangi lequEI' entity should recognize the reacq gain purchase can be reported, the acquirer entity must reevaluate the recog-
may be reported when the ccmtractisset at fair value. A settlement gain o ution and measurement process used when determining the following to deter-
unfavorable comparable to the curr erms of the reacquired right are favorab ine that all items that should be recognized have been recognized and that all
ent market for such transactions, have been measured properly: (1) identifiable assets and liabilities, (2)
oncontrolling interest, (3) transferred consideration, and (4) fair value of the
ity interest in the acquiree held prior to the combination by the acquirer when
business combination occurs in stages. If the reassessment indicates that no
ges should be made, the gain from the bargain purchase should not be

4 gn‘l H

tion asset should b :
s € Consiste i s
nified items, nt with recognition and measurement of th

These i s ;
exceptions relate to Tfeacquired rights, share ;;feg r}l)nmple o
q ; ayments, and ass

right is a right that th i
X ; :
b acquirer entity provides to the ac

The next except;
. ption relates to gh
quirer ent are-based ayment
based avtaz <places share-based award PaYm(}e)nts oefnthawards-' Whe.n the
rd payments of the acquirer entity, a liability sfxoflgiul;me e
i e mea

‘
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adjusted. However, if chan

required ehesrigen ges are indicated the gain should be adjuste,

ition. All pertinent information should be used to determine whether the
Lation acquired after the date of acquisition results from' events that oc-
after the acquisition date and would not require an adjustment to any
ional amounts reported or whether the information relates to events on the
ition date that require an adjustment to provisional amounts re_eported.
additional information is obtained during the measurement period th:at
es an adjustment to any provisional amounts, increases or Flecreases in
ot liabilities should be reported as an increase or der.:rease in goodwill.
ustments to provisional amounts as a result of additional information §h.0.u1d
orted as if the combination had been completed on the date of acquisition.
changes in provisional amounts after the end’ (')f the measurement period
uld only be made to correct an error. The provisions of ASC 250 should be

for any error correction.

This completes the general discussion
several additional issues re

uisition in Stages

i . ; ~ When an-agquirer entity holds an equity interest in an acquiree prior to the
§2in or loss in income for such differe cquisition-date and on the acquisition date purchases additional equity interest
’ at pro7ices control to the acquirer entity, the business combination is assumed
we occurred in stages. For example, prior to January 1, 20X8, XYZ Company
slds a 45% interest in the equity of ABC Company. On January 1, 20X8, XYZ
aurchases an additional 50% interest in the equity of ABC. XYZ Company now
'lds a 95% interest in ABC and is assume to control ABC. ASC 80_5 states that
when an acquirer entity acquires another entity in stages, the equity interest held

there is an obligation to UDSIIderation iTf_ll"leeIrecl in the combination, W l ‘prior to the acquisition date must be revalued to fair value on the acquisition
use the pmvisicé)gns of a LY fo ient consideration, the acquirer entity shy 'g:tz and any gain or loss from the revaluation should be reported as part of
Ppropriate accounting standards to determine whe r the: income. When an equity interest is revalued to acquisition-date fair value, any

obligation sh, 1 ol : . : | :
g ould be classified as debt o equity. ‘unrealized gain or losses included in other comprehensive income in prior

h ; ‘accounting periods should be included in the computation of the gain or loss on

: . out Transferring Considaration ‘the revaluation on the date of acquisition.

; €85 combination may pe hi e, Q 4 u

entity tr . i F ‘ V achieved Without the acqui . . )

t'y ansferring consideration tq the acquiree. Examples of situations Wh' ‘Transactions That Are Not Part of a Business Combination

e i i i . . .

quiree er:,t?t y b]ism.e 58 combination follow: (1) Some transactions may appear to relate to the business combination but are
Y €nter into a contract to combine th actually part of a preexisting relationship prior to the beginning of negotiations

Achieving a Business Combination wit

which is an €xisting investor, to gain control th?t allow the acquire for the business combination. An acquirer entity must determine which amounts
acquirer entity gains control as a result of; 3 s acquiree entity, or (3) telate to the preexisting relationship and which actually relate to the business
a business combination 1s achieved b € 'apse of minority veto rights. combination. Only the amounts exchanged between the acquirer entity and the

Yy entering into a contract and the acq acquiree in the business combination for the acquisition of the acquiree entity

' ition, the net assets of should be treated as consideration transferred for the acquiree. Other transac-
tiributed to the acqui tions should be treated as separate transactions and accounted for using other
appropriate accounting principles. A separate transaction is likely to be one that
18 entered into for the benefit of the acquirer entity or the combined entity as
- Opposed to a transaction entered into for the benefit of the acquiree or the former
period after the date of acquisition that Owners of the acquiree. Examples of separate transactions include the following:
sary information to adjust any provi (1) transactions that result in the settlement of a relationship between the ac-
combination and to record any addi- quirer entity and the acquiree that existed prior to the business combination, (2)
hat existed at the date of acquisition. fransactions that provide payments to former owners or employees of the
greater than one year from the date o acquiree entity for future services, and (3) reimbursements to the former owners




