GASB 83 - Asset Retirement Obligation ("ARO")
Flowchart
DRAFT AS OF JANUARY 9, 2019

An ARO results from the normal operations of tangible capital assets, whether acquired or constructed, and include
legally enforceable liabilities associated with all of the following activities:

(i) Permanent retirement of a tangible capital asset

(i) Disposal of a replaced part that is a component of a tangible capital asset

(iii) Environmental remediation associated with the retirement of a tangible capital asset that results from the normal
operation of that capital asset

Step 1

Determine whether there is an asset retirement
obligation (ARO):

(

Is there a legally enforceable
liability associated with the
permanent retirement of a

tangible capital asset?

*Also apply to a lessor in connection with the permanent retirement of leased properties if those liabilities meet the
definition of an ARO
**See paragraph 6 for exceptions.

No need to recognize an ARO or disclose any information.

Step 2

Determine the timing for recognition of an ARO: External obligating event: Internal obligating event:

(18-10) (i) Approval date (not effective date) of federal, (i) Cc ination-related ARO: contamination
Has liability incurred based state, or local laws or regulations (not in scope of statement 49 such obligations
on external obligating and (ii) Creation date of a legally binding contract for pollution remediation)

internal obligating event (iii) Issuance date of a court judgment (i) Non-contamination-related ARO: use-based
from normal operations as or placing asset in service
of the financial reporting (iiii) Acquisition of tangible capital asset
date (i.e. 6/30/20XX for
uc?
No
No need to recognize an ARO or disclose any information.
The ARO should be measured using the best estimate of the current value.
Step 3

Can the current value of
the ARO be reasonably
estimable as of the financial
reporting date?

Determine whether the current value of the ARO

(a) Current value, is the amount that would be paid if all equipment, facilities, and services included in the estimate
is reasonably estimable: ‘ | were acquired at the end of the current reporting period—rather than its present value
(114-16 & 28) (b) The best estimate amount is determined by probability weighting of potential outcomes when sufficient evidence is
available or can be obtained at reasonable cost. When probability weighting cannot be accomplished at reasonable

cost, the most likely amount in the range of potential outcomes should be used

Yes No need to recognize an ARO if it cannot be reasonably estimated. Disclose the fact and the reasons in the notes to
financial statements.

Does UC have a minority
share (less than 50 percent)
of ownership interest in a
jointly owned tangible
capital asset?

Step 4

Determine whether the University of California ("UC") is a
minority owner in a jointly owned tangible capital asset:
(117&22)

(i) A nongovernmental entity is the majority owner of the jointly owned tangible capital asset.
(i) None of the joint owners has a majority ownership, and a nongovernmental joint owner that has the operational
responsibility for the jointly owned tangible capital asset.

Ye
s Report the minority share of an ARO using the measurement produced by the nongovernmental majority owner or the
No nongovernmental minority owner that has operational responsibility. Go to Step 9.
corre:ssssinr:zgedaerf‘:rf:; Zr:Adtﬂaow of N dournal Entry - Recognize ARO
o
i i Dr: Deferred Outflows of Resources-ARO
Step 5 resources based on the best Is the tangible capital e
. - y asset permanently —— Cr: Liabilities-ARO
Recognize an initial measurement of an ARO and a deferred estimate of the current value bandoned before it i
outflows of resources: (>=$100,000) avanconedve ore.lt Ii Go tostep 6
of outlays expected to be placed in to operation?

(112&13) incurred.

Journal Entry - Recognize ARO

Dr: Other Non-operating expense-ARO

Cr: Liabilities-ARO

Goto Step 6

(a) Record non-operating expenses Journal Entry - Amortization of Deferred Outflows of Resources

Step 6 over the useful life of the tangible Dr: Other Non-Operating Expenses
Adjust the ARO and deferred outflow o‘f‘resources for capital asset Cr: Deferred Outflows of Resources-ARO
subsequent measurement and recognition: ’
(119-21 & 23) Gotostep7

and

(i) Evaluate at lease annually and adjust the effect of inflation and
deflation
(ii) Evaluate at least annually and adjust when there is a significant
change due to any of the relevant factors:
1. Price changes due to factors other than general inflation
or deflation for specific components of the estimated
outlays
2. Technology
3. Legal or regulatory requirements resulting from changes
in laws, regulations, contracts, or court judgments
4. The type of equipment, facilities, or services that will be
used to meet the obligations to retire the tangible capital

(b) adjust the net effect of inflation or
deflation and significant change in
the estimated outlays due to other
factors as of the financial reporting

date.

Journal Entry - Adjustment of change in
estimate of ARO

Dr: Deferred Outflows of Resources

Cr: Liabilities-ARO

Does the liability increase
or decrease before the
time of retirement of the
tangible capital asset?
Go to Step 7.

asset
Journal Entry - Adjustment of change in estimate of ARO
DrlY): Other Non-Operating Expenses
Crl?); Liabilities-ARO
Step 7 s th Journal Entry - Funding for ARO ’Clr‘m: Deferred Outflows of Besources o
Determine whether there is a funding and assurance | stherea Dr: Investment Held by Trustee Credit Other Non-Operating Revenue if estimated ARO
. . requirement to set aside ) decreases.
requirement: Cr: Cash
125) assets for the payment of (2) pebit Liabilities-ARO if estimated ARO decreases.
the ARO? GotoStep8 ) Ensure ending balance of Deferred Outflows is zero.
Goto Step 7.
Journal Entry - Retirement of an tangible capital asset due to ARO and adjustment of change in
ARO
Dr: Other Non-Operating Expenses (/
Step 8

Dr: Liabilities-ARO 2/

Cr: Cash/Investment Held by Trustee/Accounts Payable

Cr: Deferred Outflows of Resources-ARO ¥/

() Credit Other Non-Operating Revenue if applicable

() Ensure ending balances of Liability-ARO is zero

) Ensure ending balance of Deferred Outflows of Resources-ARO

Adjust the ARO when the tangible capital asset has been

retired/disposed and the ARO has been subsequently
fulfilled: Record entry at asset retirement date including

adjustment to increase/decrease of ARO.

Goto Step 9

Minority Owner Disclosure:

(i) A general description of the ARO and associated tangible capital asset, including:
a. The total amount of the ARO shared by the nongovernmental owner(s) and UC
b. The percentage of UC's minority share of the total amount of the ARO

Step 9 Yes e minori
Disclose information about the ARO: Is it "Yes" answer c. The dollar amount of UC’s minority share of the ARO
(127&29) to Step 4?

(i) The date of the measurement of ARO produced by the nongovernmental majority owner or the nongovernmental minority owner that has operational
responsibility, if that date differs from UC's reporting date

(iii) How any legally required funding and assurance provisions associated with UC’s minority share of an ARO are being met

(iv) The amount of assets restricted for payment of the UC’s minority share of the ARO, if not separately displayed in the financial statements

General Disclosure:

(i) A general description of the ARO and associated tangible capital
assets, and the source of the obligations

(ii) The methods and assumptions used to measure the liabilities

(iii) The estimated remaining useful life of the associated tangible
capital assets

(iv) How any legally required funding and assurance provisions
associated with AROs are being met

(v) The amount of assets restricted for payment of the liabilities, if not
separately displayed in the financial statements
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