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SUMMARY
This Statement addresses financial accounting and reporting for the impairment or disposal of long-lived

assets. This Statement supersedes FASB Statement No. 121, Accounting for the Impairment of Long-Lived As-
sets and for Long-Lived Assets to Be Disposed Of, and the accounting and reporting provisions of APB Opin-
ion No. 30, Reporting the Results of Operations—Reporting the Effects of Disposal of a Segment of a Business,
and Extraordinary, Unusual and Infrequently Occurring Events and Transactions, for the disposal of a seg-
ment of a business (as previously defined in that Opinion). This Statement also amends ARB No. 51, Consoli-
dated Financial Statements, to eliminate the exception to consolidation for a subsidiary for which control is
likely to be temporary.

Reasons for Issuing This Statement

Because Statement 121 did not address the accounting for a segment of a business accounted for as a dis-
continued operation under Opinion 30, two accounting models existed for long-lived assets to be disposed of.
The Board decided to establish a single accounting model, based on the framework established in State-
ment 121, for long-lived assets to be disposed of by sale. The Board also decided to resolve significant imple-
mentation issues related to Statement 121.
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Differences between This Statement, Statement 121, and Opinion 30 and Additional
Implementation Guidance

Long-Lived Assets to Be Held and Used

This Statement retains the requirements of Statement 121 to (a) recognize an impairment loss only if the
carrying amount of a long-lived asset is not recoverable from its undiscounted cash flows and (b) measure an
impairment loss as the difference between the carrying amount and fair value of the asset. To resolve imple-
mentation issues, this Statement:

• Removes goodwill from its scope and, therefore, eliminates the requirement of Statement 121 to allocate
goodwill to long-lived assets to be tested for impairment

• Describes a probability-weighted cash flow estimation approach to deal with situations in which alternative
courses of action to recover the carrying amount of a long-lived asset are under consideration or a range is
estimated for the amount of possible future cash flows

• Establishes a “primary-asset” approach to determine the cash flow estimation period for a group of assets
and liabilities that represents the unit of accounting for a long-lived asset to be held and used.

Long-Lived Assets to Be Disposed Of Other Than by Sale

This Statement requires that a long-lived asset to be abandoned, exchanged for a similar productive asset, or
distributed to owners in a spinoff be considered held and used until it is disposed of. To resolve implementation
issues, this Statement:

• Requires that the depreciable life of a long-lived asset to be abandoned be revised in accordance with APB
Opinion No. 20, Accounting Changes

• Amends APB Opinion No. 29, Accounting for Nonmonetary Transactions, to require that an impairment
loss be recognized at the date a long-lived asset is exchanged for a similar productive asset or distributed to
owners in a spinoff if the carrying amount of the asset exceeds its fair value.

Long-Lived Assets to Be Disposed Of by Sale

The accounting model for long-lived assets to be disposed of by sale is used for all long-lived assets,
whether previously held and used or newly acquired. That accounting model retains the requirement of State-
ment 121 to measure a long-lived asset classified as held for sale at the lower of its carrying amount or fair
value less cost to sell and to cease depreciation (amortization). Therefore, discontinued operations are no
longer measured on a net realizable value basis, and future operating losses are no longer recognized before
they occur.

This Statement retains the basic provisions of Opinion 30 for the presentation of discontinued operations in
the income statement but broadens that presentation to include a component of an entity (rather than a segment
of a business). A component of an entity comprises operations and cash flows that can be clearly distinguished,
operationally and for financial reporting purposes, from the rest of the entity. A component of an entity that is
classified as held for sale or that has been disposed of is presented as a discontinued operation if the operations
and cash flows of the component will be (or have been) eliminated from the ongoing operations of the entity
and the entity will not have any significant continuing involvement in the operations of the component.

To resolve implementation issues, this Statement:

• Establishes criteria beyond that previously specified in Statement 121 to determine when a long-lived asset
is held for sale, including a group of assets and liabilities that represents the unit of accounting for a long-
lived asset classified as held for sale. Among other things, those criteria specify that (a) the asset must be
available for immediate sale in its present condition subject only to terms that are usual and customary for
sales of such assets and (b) the sale of the asset must be probable, and its transfer expected to qualify for
recognition as a completed sale, within one year, with certain exceptions.
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• Provides guidance on the accounting for a long-lived asset if the criteria for classification as held for
sale are met after the balance sheet date but before issuance of the financial statements. That guidance
prohibits retroactive reclassification of the asset as held for sale at the balance sheet date. Therefore, the
guidance in EITF Issue No. 95-18, “Accounting and Reporting for a Discontinued Business Segment
When the Measurement Date Occurs after the Balance Sheet Date but before the Issuance of Financial
Statements,” is superseded.

• Provides guidance on the accounting for a long-lived asset classified as held for sale if the asset is reclassi-
fied as held and used. The reclassified asset is measured at the lower of its (a) carrying amount before being
classified as held for sale, adjusted for any depreciation (amortization) expense that would have been rec-
ognized had the asset been continuously classified as held and used, or (b) fair value at the date the asset is
reclassified as held and used.

How the Changes in This Statement Improve Financial Reporting

The changes in this Statement improve financial reporting by requiring that one accounting model be used
for long-lived assets to be disposed of by sale, whether previously held and used or newly acquired, and by
broadening the presentation of discontinued operations to include more disposal transactions. Therefore, the
accounting for similar events and circumstances will be the same. Additionally, the information value of re-
ported financial information will be improved. Finally, resolving significant implementation issues will im-
prove compliance with the requirements of this Statement and, therefore, comparability among entities and the
representational faithfulness of reported financial information.

How the Conclusions in This Statement Relate to the Conceptual Framework

In reconsidering the use of a measurement approach based on net realizable value, and the accrual of future
operating losses required under that approach, the Board used the definition of a liability in FASB Concepts
Statement No. 6, Elements of Financial Statements. The Board determined that future operating losses do not
meet the definition of a liability.

In considering changes to Statement 121, the Board focused on the qualitative characteristics discussed in
FASB Concepts Statement No. 2, Qualitative Characteristics of Accounting Information. In particular, the
Board determined that:

• Broadening the presentation of discontinued operations to include more disposal transactions provides in-
vestors, creditors, and others with decision-useful information that is relevant in assessing the effects of
disposal transactions on the ongoing operations of an entity

• Eliminating inconsistencies from having two accounting models for long-lived assets to be disposed of by
sale improves comparability in financial reporting among entities, enabling users to identify similarities in
and differences between two sets of economic events.

This Statement also incorporates the guidance in FASB Concepts Statement No. 7, Using Cash Flow Infor-
mation and Present Value in Accounting Measurements, for using present value techniques to measure fair
value.

The Effective Date of This Statement

The provisions of this Statement are effective for financial statements issued for fiscal years beginning after
December 15, 2001, and interim periods within those fiscal years, with early application encouraged. The pro-
visions of this Statement generally are to be applied prospectively.
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INTRODUCTION

1. This Statement addresses financial accounting
and reporting for the impairment of long-lived assets
and for long-lived assets to be disposed of. This
Statement supersedes FASB Statement No. 121, Ac-
counting for the Impairment of Long-Lived Assets
and for Long-Lived Assets to Be Disposed Of. How-
ever, this Statement retains the fundamental provi-
sions of Statement 121 for (a) recognition and meas-

urement of the impairment of long-lived assets to be
held and used and (b) measurement of long-lived as-
sets to be disposed of by sale.

2. This Statement supersedes the accounting and
reporting provisions ofAPB Opinion No. 30, Report-
ing the Results of Operations—Reporting the Effects
of Disposal of a Segment of a Business, and Extraor-
dinary, Unusual and Infrequently Occurring Events
and Transactions, for segments of a business to be
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disposed of. However, this Statement retains the re-
quirement of Opinion 30 to report discontinued op-
erations separately from continuing operations and
extends that reporting to a component of an entity
that either has been disposed of (by sale, by abandon-
ment, or in a distribution to owners) or is classified as
held for sale. This Statement also amends ARB
No. 51, Consolidated Financial Statements, to elimi-
nate the exception to consolidation for a temporarily
controlled subsidiary.

STANDARDS OF FINANCIALACCOUNTING
AND REPORTING

Scope

3. Except as indicated in paragraphs 4 and 5, this
Statement applies to recognized long-lived assets of
an entity1 to be held and used or to be disposed of,
including (a) capital leases of lessees, (b) long-lived
assets of lessors subject to operating leases,
(c) proved oil and gas properties that are being ac-
counted for using the successful-efforts method of
accounting,2 and (d) long-term prepaid assets.3

4. If a long-lived asset (or assets) is part of a group
that includes other assets and liabilities not covered
by this Statement, this Statement applies to the group.
In those situations, the unit of accounting for the
long-lived asset is its group. For a long-lived asset or
assets to be held and used, that group (hereinafter re-
ferred to as an asset group) represents the lowest
level for which identifiable cash flows are largely in-
dependent of the cash flows of other groups of assets
and liabilities. For a long-lived asset or assets to be
disposed of by sale or otherwise, that group (herein-
after referred to as a disposal group) represents assets
to be disposed of together as a group in a single trans-

action and liabilities directly associated with those as-
sets that will be transferred in the transaction.4 This
Statement does not change generally accepted ac-
counting principles applicable to those other indi-
vidual assets (such as accounts receivable and inven-
tory) and liabilities (such as accounts payable, long-
term debt, and asset retirement obligations) not
covered by this Statement that are included in such
groups.

5. This Statement does not apply to (a) goodwill,
(b) intangible assets not being amortized that are to
be held and used, (c) servicing assets, (d) financial in-
struments, including investments in equity securities
accounted for under the cost or equity method,
(e) deferred policy acquisition costs, (f) deferred tax
assets, and (g) unproved oil and gas properties that
are being accounted for using the successful-efforts
method of accounting. This Statement also does not
apply to long-lived assets for which the accounting is
prescribed by:

• FASB Statement No. 50, Financial Reporting in
the Record and Music Industry

• FASB Statement No. 63, Financial Reporting by
Broadcasters

• FASB Statement No. 86, Accounting for the
Costs of Computer Software to Be Sold, Leased,
or Otherwise Marketed

• FASB Statement No. 90, Regulated Enter-
prises—Accounting for Abandonments and
Disallowances of Plant Costs.

6. Appendix C lists the accounting pronouncements
affected by this Statement. Appendix D shows the
status of FASB and Accounting Principles Board
(APB) pronouncements that refer to impairment of
long-lived assets, including those pronouncements
that remain authoritative.5

1This Statement applies to a business enterprise and a not-for-profit organization, each of which is referred to herein as an entity.
2Accounting requirements for oil and gas properties that are accounted for using the full-cost method of accounting are prescribed by the Secu-
rities and Exchange Commission (Regulation S-X, Rule 4-10, “Financial Accounting and Reporting for Oil and Gas Producing Activities Pursu-
ant to the Federal Securities Laws and the Energy Policy and Conservation Act of 1975”).
3In this Statement, all references to a long-lived asset refer to a long-lived asset covered by this Statement.
4Examples of such liabilities include, but are not limited to, legal obligations that transfer with a long-lived asset, such as certain environmental
obligations, and obligations that, for business reasons, a potential buyer would prefer to settle when assumed as part of a group, such as warranty
obligations that relate to an acquired customer base.
5This Statement amends only pronouncements of the FASB, the APB, and the Committee on Accounting Procedure. Conforming changes to
other literature, including consensuses of the FASB’s Emerging Issues Task Force and pronouncements of the American Institute of Certified
Public Accountants, may be made subsequently.
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Long-Lived Assets to Be Held and Used

Recognition and Measurement of an
Impairment Loss

7. For purposes of this Statement, impairment is the
condition that exists when the carrying amount of a
long-lived asset (asset group) exceeds its fair value.
An impairment loss shall be recognized only if the
carrying amount of a long-lived asset (asset group) is
not recoverable and exceeds its fair value. The carry-
ing amount of a long-lived asset (asset group) is not
recoverable if it exceeds the sum of the undiscounted
cash flows expected to result from the use and even-
tual disposition of the asset (asset group). That as-
sessment shall be based on the carrying amount of
the asset (asset group) at the date it is tested for recov-
erability, whether in use (paragraph 19) or under de-
velopment (paragraph 20). An impairment loss shall
be measured as the amount by which the carrying
amount of a long-lived asset (asset group) exceeds its
fair value.

When to test a long-lived asset for recoverability

8. A long-lived asset (asset group) shall be tested for
recoverability whenever events or changes in cir-
cumstances indicate that its carrying amount may not
be recoverable. The following are examples of such
events or changes in circumstances:

a. A significant decrease in the market price of a
long-lived asset (asset group)

b. A significant adverse change in the extent or
manner in which a long-lived asset (asset group)
is being used or in its physical condition

c. A significant adverse change in legal factors or in
the business climate that could affect the value of
a long-lived asset (asset group), including an ad-
verse action or assessment by a regulator

d. An accumulation of costs significantly in excess
of the amount originally expected for the acquisi-
tion or construction of a long-lived asset (asset
group)

e. Acurrent-period operating or cash flow loss com-
bined with a history of operating or cash flow
losses or a projection or forecast that demon-

strates continuing losses associated with the use
of a long-lived asset (asset group)

f. A current expectation that, more likely than not,6

a long-lived asset (asset group) will be sold or
otherwise disposed of significantly before the end
of its previously estimated useful life.

9. When a long-lived asset (asset group) is tested
for recoverability, it also may be necessary to review
depreciation estimates and method as required by
FASB Statement No. 154, Accounting Changes and
Error Corrections, or the amortization period as re-
quired by FASB Statement No. 142, Goodwill and
Other Intangible Assets.7 Any revision to the remain-
ing useful life of a long-lived asset resulting from that
review also shall be considered in developing esti-
mates of future cash flows used to test the asset (asset
group) for recoverability (paragraph 18). However,
any change in the accounting method for the asset re-
sulting from that review shall be made only after ap-
plying this Statement.

Grouping long-lived assets to be held and used

10. For purposes of recognition and measurement of
an impairment loss, a long-lived asset or assets shall
be grouped with other assets and liabilities at the low-
est level for which identifiable cash flows are largely
independent of the cash flows of other assets and li-
abilities. However, an impairment loss, if any, that re-
sults from applying this Statement shall reduce only
the carrying amount of a long-lived asset or assets of
the group in accordance with paragraph 14.

11. In limited circumstances, a long-lived asset (for
example, a corporate headquarters facility) may not
have identifiable cash flows that are largely inde-
pendent of the cash flows of other assets and liabili-
ties and of other asset groups. In those circumstances,
the asset group for that long-lived asset shall include
all assets and liabilities of the entity.

12. Goodwill shall be included in an asset group to
be tested for impairment under this Statement only if
the asset group is or includes a reporting unit.8 Good-
will shall not be included in a lower-level asset group
that includes only part of a reporting unit. Estimates

6The term more likely than not refers to a level of likelihood that is more than 50 percent.
7Paragraphs 19–22 of Statement 154 address the accounting for changes in estimates, including changes in the method of depreciation, amorti-
zation, and depletion. Paragraph 11 of Statement 142 addresses the determination of the useful life of an intangible asset.
8The term reporting unit is defined in Statement 142 as the same level as or one level below an operating segment (as that term is defined in
paragraph 10 of FASB Statement No. 131, Disclosures about Segments of an Enterprise and Related Information). Statement 142 requires that
goodwill be tested for impairment at the reporting unit level.
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of future cash flows used to test that lower-level asset
group for recoverability shall not be adjusted for the
effect of excluding goodwill from the group.

13. Other than goodwill, the carrying amounts of
any assets (such as accounts receivable and inven-
tory) and liabilities (such as accounts payable, long-
term debt, and asset retirement obligations) not cov-
ered by this Statement that are included in an asset
group shall be adjusted in accordance with other ap-
plicable generally accepted accounting principles
prior to testing the asset group for recoverability.9

14. An impairment loss for an asset group shall re-
duce only the carrying amounts of a long-lived asset
or assets of the group. The loss shall be allocated to
the long-lived assets of the group on a pro rata basis
using the relative carrying amounts of those assets,
except that the loss allocated to an individual long-
lived asset of the group shall not reduce the carrying
amount of that asset below its fair value whenever
that fair value is determinable without undue cost and
effort. (Example 1 of Appendix A illustrates the allo-
cation of an impairment loss for an asset group.)

New cost basis

15. If an impairment loss is recognized, the adjusted
carrying amount of a long-lived asset shall be its new
cost basis. For a depreciable long-lived asset, the new
cost basis shall be depreciated (amortized) over the
remaining useful life of that asset. Restoration of a
previously recognized impairment loss is prohibited.

Estimates of future cash flows used to test a
long-lived asset for recoverability

16. Estimates of future cash flows used to test the re-
coverability of a long-lived asset (asset group) shall
include only the future cash flows (cash inflows less
associated cash outflows) that are directly associated
with and that are expected to arise as a direct result of
the use and eventual disposition of the asset (asset
group). Those estimates shall exclude interest
charges that will be recognized as an expense when
incurred.

17. Estimates of future cash flows used to test the re-
coverability of a long-lived asset (asset group) shall

incorporate the entity’s own assumptions about its
use of the asset (asset group) and shall consider all
available evidence. The assumptions used in devel-
oping those estimates shall be reasonable in relation
to the assumptions used in developing other informa-
tion used by the entity for comparable periods, such
as internal budgets and projections, accruals related
to incentive compensation plans, or information
communicated to others. However, if alternative
courses of action to recover the carrying amount of a
long-lived asset (asset group) are under consideration
or if a range is estimated for the amount of possible
future cash flows associated with the likely course of
action, the likelihood of those possible outcomes
shall be considered. A probability-weighted approach
may be useful in considering the likelihood of those
possible outcomes. (Example 2 of Appendix A illus-
trates the use of that approach when alternative
courses of action are under consideration.)

18. Estimates of future cash flows used to test the re-
coverability of a long-lived asset (asset group) shall
be made for the remaining useful life of the asset (as-
set group) to the entity. The remaining useful life of
an asset group shall be based on the remaining useful
life of the primary asset of the group. For purposes of
this Statement, the primary asset is the principal
long-lived tangible asset being depreciated or intan-
gible asset being amortized that is the most signifi-
cant component asset from which the asset group de-
rives its cash-flow-generating capacity.10 Factors that
an entity generally should consider in determining
whether a long-lived asset is the primary asset of an
asset group include the following: (a) whether other
assets of the group would have been acquired by the
entity without the asset, (b) the level of investment
that would be required to replace the asset, and
(c) the remaining useful life of the asset relative to
other assets of the group. If the primary asset is not
the asset of the group with the longest remaining use-
ful life, estimates of future cash flows for the group
should assume the sale of the group at the end of the
remaining useful life of the primary asset.

19. Estimates of future cash flows used to test the re-
coverability of a long-lived asset (asset group) that is
in use, including a long-lived asset (asset group) for
which development is substantially complete, shall
be based on the existing service potential of the asset

9Paragraph 29 of Statement 142 requires that goodwill be tested for impairment only after the carrying amounts of the other assets of the re-
porting unit, including the long-lived assets covered by this Statement, have been tested for impairment under other applicable accounting
pronouncements.
10The primary asset of an asset group therefore cannot be land or an intangible asset not being amortized.
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(asset group) at the date it is tested. The service potential
of a long-lived asset (asset group) encompasses its re-
maining useful life, cash-flow-generating capacity, and
for tangible assets, physical output capacity. Those esti-
mates shall include cash flows associated with future ex-
penditures necessary to maintain the existing service po-
tential of a long-lived asset (asset group), including those
that replace the service potential of component parts of a
long-lived asset (for example, the roof of a building) and
component assets other than the primary asset of an asset
group. Those estimates shall exclude cash flows associ-
ated with future capital expenditures that would increase
the service potential of a long-lived asset (asset group).

20. Estimates of future cash flows used to test the re-
coverability of a long-lived asset (asset group) that is
under development shall be based on the expected
service potential of the asset (group) when develop-
ment is substantially complete. Those estimates shall
include cash flows associated with all future expend-
itures necessary to develop a long-lived asset (asset
group), including interest payments that will be capi-
talized as part of the cost of the asset (asset group).11

21. If a long-lived asset that is under development is
part of an asset group that is in use, estimates of fu-
ture cash flows used to test the recoverability of that
group shall include the cash flows associated with fu-
ture expenditures necessary to maintain the existing
service potential of the group (paragraph 19) as well
as the cash flows associated with all future expendi-
tures necessary to substantially complete the asset
that is under development (paragraph 20). (Ex-
ample 3 of Appendix A illustrates that situation.)

Fair value

22. [This paragraph has been deleted. See Status
page.]

23. For long-lived assets (asset groups) that have
uncertainties both in timing and amount, an ex-
pected present value technique will often be the ap-
propriate technique with which to estimate fair value.
(Example 4 of Appendix A illustrates the use of that
technique.)

24. [This paragraph has been deleted. See Status
page.]

Reporting and Disclosure

25. An impairment loss recognized for a long-lived
asset (asset group) to be held and used shall be in-
cluded in income from continuing operations before
income taxes in the income statement of a business
enterprise and in income from continuing operations
in the statement of activities of a not-for-profit organ-
ization. If a subtotal such as “income from operations” is
presented, it shall include the amount of that loss.

26. The following information shall be disclosed in
the notes to the financial statements that include the
period in which an impairment loss is recognized:

a. A description of the impaired long-lived asset
(asset group) and the facts and circumstances
leading to the impairment

b. If not separately presented on the face of the
statement, the amount of the impairment loss and
the caption in the income statement or the state-
ment of activities that includes that loss

c. The method or methods for determining fair
value (whether based on a quoted market price,
prices for similar assets, or another valuation
technique)

d. If applicable, the segment in which the impaired
long-lived asset (asset group) is reported under
FASB Statement No. 131, Disclosures about Seg-
ments of an Enterprise and Related Information.

Long-Lived Assets to Be Disposed Of Other Than
by Sale

27. Along-lived asset to be disposed of other than by
sale (for example, by abandonment, in an exchange
measured based on the recorded amount of the non-
monetary asset relinquished, or in a distribution to
owners in a spinoff) shall continue to be classified as
held and used until it is disposed of. Paragraphs 7–26
shall apply while the asset is classified as held and
used. If a long-lived asset is to be abandoned or dis-
tributed to owners in a spinoff together with other
assets (and liabilities) as a group and that dis-
posal group is a component of an entity,15 para-
graphs 41–44 shall apply to the disposal group at the
date it is disposed of.

11FASB Statement No. 34, Capitalization of Interest Cost, states, “The capitalization period shall end when the asset is substantially complete
and ready for its intended use” (paragraph 18).
12−14[These footnotes have been deleted. See Status page.]
15A component of an entity is defined in paragraph 41 of this Statement as comprising operations and cash flows that can be clearly distin-
guished, operationally and for financial reporting purposes, from the rest of the entity.

FAS144Accounting for the Impairment or Disposal of
Long-Lived Assets

FAS144–9



Long-Lived Asset to Be Abandoned

28. For purposes of this Statement, a long-lived
asset to be abandoned is disposed of when it ceases
to be used. If an entity commits to a plan to abandon
a long-lived asset before the end of its previously es-
timated useful life, depreciation estimates shall
be revised in accordance with paragraphs 19–22 of
Statement 154 to reflect the use of the asset over its
shortened useful life (refer to paragraph 9).16 A long-
lived asset that has been temporarily idled shall not
be accounted for as if abandoned.

Long-Lived Asset to Be Exchanged or to Be
Distributed to Owners in a Spinoff

29. For purposes of this Statement, a long-lived asset
to be disposed of in an exchange measured based on
the recorded amount of the nonmonetary asset relin-
quished or to be distributed to owners in a spinoff is
disposed of when it is exchanged or distributed. If the
asset (asset group) is tested for recoverability while it
is classified as held and used, the estimates of future
cash flows used in that test shall be based on the use
of the asset for its remaining useful life, assuming
that the disposal transaction will not occur. In addi-
tion to any impairment losses required to be recog-
nized while the asset is classified as held and used, an
impairment loss, if any, shall be recognized when the
asset is disposed of if the carrying amount of the asset
(disposal group) exceeds its fair value.17

Long-Lived Assets to Be Disposed Of by Sale

Recognition

30. A long-lived asset (disposal group) to be sold
shall be classified as held for sale in the period in
which all of the following criteria are met:

a. Management, having the authority to approve the
action, commits to a plan to sell the asset (dis-

posal group).
b. The asset (disposal group) is available for imme-

diate sale in its present condition subject only to
terms that are usual and customary for sales of
such assets (disposal groups). (Examples 5–7 of
Appendix A illustrate when that criterion would
be met.)

c. An active program to locate a buyer and other ac-
tions required to complete the plan to sell the as-
set (disposal group) have been initiated.

d. The sale of the asset (disposal group) is prob-
able,18 and transfer of the asset (disposal group)
is expected to qualify for recognition as a com-
pleted sale, within one year, except as permitted
by paragraph 31. (Example 8 of Appendix A il-
lustrates when that criterion would be met.)

e. The asset (disposal group) is being actively mar-
keted for sale at a price that is reasonable in rela-
tion to its current fair value.

f. Actions required to complete the plan indicate
that it is unlikely that significant changes to the
plan will be made or that the plan will be with-
drawn.

If at any time the criteria in this paragraph are no
longer met (except as permitted by paragraph 31), a
long-lived asset (disposal group) classified as held for
sale shall be reclassified as held and used in accord-
ance with paragraph 38.

31. Events or circumstances beyond an entity’s con-
trol may extend the period required to complete the
sale of a long-lived asset (disposal group) beyond
one year. An exception to the one-year requirement
in paragraph 30(d) shall apply in the following situa-
tions in which such events or circumstances arise:

a. If at the date an entity commits to a plan to sell a
long-lived asset (disposal group) the entity rea-
sonably expects that others (not a buyer) will im-
pose conditions on the transfer of the asset
(group) that will extend the period required to

16Because the continued use of a long-lived asset demonstrates the presence of service potential, only in unusual situations would the fair value
of a long-lived asset to be abandoned be zero while it is being used. When a long-lived asset ceases to be used, the carrying amount of the asset
should equal its salvage value, if any. The salvage value of the asset should not be reduced to an amount less than zero.
17The provisions of this paragraph apply to nonmonetary exchanges that are not recorded at fair value under the provisions of APB Opinion
No. 29, Accounting for Nonmonetary Transactions, as amended.
18The term probable is used consistent with the meaning associated with it in paragraph 3(a) of FASB Statement No. 5, Accounting for Contin-
gencies, and refers to a future sale that is “likely to occur.”
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complete the sale and (1) actions necessary to re-
spond to those conditions cannot be initiated until
after a firm purchase commitment19 is obtained
and (2) a firm purchase commitment is probable
within one year. (Example 9 of Appendix A illus-
trates that situation.)

b. If an entity obtains a firm purchase commitment
and, as a result, a buyer or others unexpectedly
impose conditions on the transfer of a long-lived
asset (disposal group) previously classified as
held for sale that will extend the period required
to complete the sale and (1) actions necessary to
respond to the conditions have been or will be
timely initiated and (2) a favorable resolution of
the delaying factors is expected. (Example 10 of
Appendix A illustrates that situation.)

c. If during the initial one-year period, circum-
stances arise that previously were considered un-
likely and, as a result, a long-lived asset (disposal
group) previously classified as held for sale is not
sold by the end of that period and (1) during the
initial one-year period the entity initiated actions
necessary to respond to the change in circum-
stances, (2) the asset (group) is being actively
marketed at a price that is reasonable given the
change in circumstances, and (3) the criteria in
paragraph 30 are met. (Example 11 of Appen-
dix A illustrates that situation.)

32. A long-lived asset (disposal group) that is newly
acquired and that will be sold rather than held and
used shall be classified as held for sale at the acquisi-
tion date only if the one-year requirement in para-
graph 30(d) is met (except as permitted by paragraph
31) and any other criteria in paragraph 30 that are not
met at that date are probable of being met within a
short period following the acquisition (usually within
three months).

33. If the criteria in paragraph 30 are met after the
balance sheet date but before the financial statements
are issued or are available to be issued (appropriate
date determined in accordance with FASB Statement
No. 165, Subsequent Events), a long-lived asset shall

continue to be classified as held and used in those fi-
nancial statements when issued or available to be is-
sued (appropriate date determined in accordance
with Statement 165).20 The information required by
paragraph 47(a) shall be disclosed in the notes to the
financial statements. If the asset (asset group) is
tested for recoverability (on a held-and-used basis) as
of the balance sheet date, the estimates of future cash
flows used in that test shall consider the likelihood of
possible outcomes that existed at the balance sheet
date, including the assessment of the likelihood of the
future sale of the asset. That assessment made as of
the balance sheet date shall not be revised for a deci-
sion to sell the asset after the balance sheet date.21An
impairment loss, if any, to be recognized shall be
measured as the amount by which the carrying
amount of the asset (asset group) exceeds its fair
value at the balance sheet date.

Measurement

34. A long-lived asset (disposal group) classified as
held for sale shall be measured at the lower of its car-
rying amount or fair value less cost to sell. If the asset
(disposal group) is newly acquired, the carrying
amount of the asset (disposal group) shall be estab-
lished based on its fair value less cost to sell at the ac-
quisition date. A long-lived asset shall not be depreci-
ated (amortized) while it is classified as held for sale.
Interest and other expenses attributable to the liabili-
ties of a disposal group classified as held for sale shall
continue to be accrued.

35. Costs to sell are the incremental direct costs to
transact a sale, that is, the costs that result directly
from and are essential to a sale transaction and that
would not have been incurred by the entity had the
decision to sell not been made. Those costs include
broker commissions, legal and title transfer fees, and
closing costs that must be incurred before legal title
can be transferred. Those costs exclude expected fu-
ture losses associated with the operations of a long-
lived asset (disposal group) while it is classified as

19A firm purchase commitment is an agreement with an unrelated party, binding on both parties and usually legally enforceable, that (a) specifies
all significant terms, including the price and timing of the transaction, and (b) includes a disincentive for nonperformance that is sufficiently large
to make performance probable.
20Refer to Statement 165.
21Because it is difficult to separate the benefit of hindsight when assessing conditions that existed at a prior date, it is important that judgments
about those conditions, the need to test an asset for recoverability, and the application of a recoverability test be made and documented together
with supporting evidence on a timely basis.

FAS144Accounting for the Impairment or Disposal of
Long-Lived Assets

FAS144–11



held for sale.22 If the sale is expected to occur be-
yond one year as permitted in limited situations by
paragraph 31, the cost to sell shall be discounted.

36. The carrying amounts of any assets that are not
covered by this Statement, including goodwill, that
are included in a disposal group classified as held for
sale shall be adjusted in accordance with other appli-
cable generally accepted accounting principles prior
to measuring the fair value less cost to sell of the dis-
posal group.23

37. A loss shall be recognized for any initial or sub-
sequent write-down to fair value less cost to sell. A
gain shall be recognized for any subsequent increase
in fair value less cost to sell, but not in excess of the
cumulative loss previously recognized (for a write-
down to fair value less cost to sell). The loss or gain
shall adjust only the carrying amount of a long-lived
asset, whether classified as held for sale individually
or as part of a disposal group. A gain or loss not pre-
viously recognized that results from the sale of a
long-lived asset (disposal group) shall be recognized
at the date of sale.

Changes to a Plan of Sale

38. If circumstances arise that previously were con-
sidered unlikely and, as a result, an entity decides not
to sell a long-lived asset (disposal group) previously
classified as held for sale, the asset (disposal group)
shall be reclassified as held and used.Along-lived as-
set that is reclassified shall be measured individually
at the lower of its (a) carrying amount before the as-
set (disposal group) was classified as held for sale,
adjusted for any depreciation (amortization) expense
that would have been recognized had the asset (dis-
posal group) been continuously classified as held and
used, or (b) fair value at the date of the subsequent
decision not to sell.

39. Any required adjustment to the carrying amount
of a long-lived asset that is reclassified as held and
used shall be included in income from continuing op-
erations in the period of the subsequent decision not
to sell. That adjustment shall be reported in the same
income statement caption used to report a loss, if any,

recognized in accordance with paragraph 45. If a
component of an entity is reclassified as held and
used, the results of operations of the component pre-
viously reported in discontinued operations in ac-
cordance with paragraph 43 shall be reclassified and
included in income from continuing operations for all
periods presented.

40. If an entity removes an individual asset or liabil-
ity from a disposal group previously classified as
held for sale, the remaining assets and liabilities of
the disposal group to be sold shall continue to be
measured as a group only if the criteria in para-
graph 30 are met. Otherwise, the remaining long-
lived assets of the group shall be measured individu-
ally at the lower of their carrying amounts or fair
values less cost to sell at that date. Any long-lived as-
sets that will not be sold shall be reclassified as held
and used in accordance with paragraph 38.

Reporting Long-Lived Assets and Disposal
Groups to Be Disposed Of

Reporting Discontinued Operations

41. For purposes of this Statement, a component of
an entity comprises operations and cash flows that
can be clearly distinguished, operationally and for fi-
nancial reporting purposes, from the rest of the entity.
A component of an entity may be a reportable seg-
ment or an operating segment (as those terms are de-
fined in paragraph 10 of Statement 131), a reporting
unit (as that term is defined in Statement 142), a sub-
sidiary, or an asset group (as that term is defined in
paragraph 4).

42. The results of operations of a component of an
entity that either has been disposed of or is classified
as held for sale shall be reported in discontinued op-
erations in accordance with paragraph 43 if both of
the following conditions are met: (a) the operations
and cash flows of the component have been (or will
be) eliminated from the ongoing operations of the en-
tity as a result of the disposal transaction and (b) the
entity will not have any significant continuing in-
volvement in the operations of the component after
the disposal transaction. (Examples 12–15 of Appen-
dix A illustrate disposal activities that do or do not
qualify for reporting as discontinued operations.)

22Expected future operating losses that marketplace participants would not similarly consider in their estimates of the fair value less cost to sell of
a long-lived asset (disposal group) classified as held for sale shall not be indirectly recognized as part of an expected loss on the sale by reducing
the carrying amount of the asset (disposal group) to an amount less than its current fair value less cost to sell.
23Paragraph 39 of Statement 142 provides guidance for allocating goodwill to a lower-level asset group to be disposed of that is part of a report-
ing unit and that constitutes a business. Goodwill is not included in a lower-level asset group to be disposed of that is part of a reporting unit if it
does not constitute a business.
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43. In a period in which a component of an entity ei-
ther has been disposed of or is classified as held for
sale, the income statement of a business enterprise
(or statement of activities of a not-for-profit organiza-
tion) for current and prior periods shall report the re-
sults of operations of the component, including any
gain or loss recognized in accordance with para-
graph 37, in discontinued operations. The results of
operations of a component classified as held for sale
shall be reported in discontinued operations in the pe-
riod(s) in which they occur. The results of discontin-
ued operations, less applicable income taxes (ben-
efit), shall be reported as a separate component of
income before extraordinary items (if applicable).
For example, the results of discontinued operations
may be reported in the income statement of a busi-
ness enterprise as follows:

Income from continuing
operations before income
taxes $XXXX

Income taxes XXX
Income from continuing
operations24 $XXXX

Discontinued operations
(Note X)

Loss from operations of
discontinued Compo-
nent X (including loss
on disposal of $XXX) XXXX

Income tax benefit XXXX

Loss on discontinued
operations XXXX

Net income $XXXX

Again or loss recognized on the disposal shall be dis-
closed either on the face of the income statement or
in the notes to the financial statements (para-
graph 47(b)).

44. Adjustments to amounts previously reported in
discontinued operations that are directly related to the
disposal of a component of an entity in a prior period

shall be classified separately in the current period in
discontinued operations. The nature and amount of
such adjustments shall be disclosed. Examples of cir-
cumstances in which those types of adjustments may
arise include the following:

a. The resolution of contingencies that arise pursu-
ant to the terms of the disposal transaction, such
as the resolution of purchase price adjustments
and indemnification issues with the purchaser

b. The resolution of contingencies that arise from
and that are directly related to the operations of
the component prior to its disposal, such as envi-
ronmental and product warranty obligations re-
tained by the seller

c. The settlement of employee benefit plan obliga-
tions (pension, postemployment benefits other
than pensions, and other postemployment ben-
efits), provided that the settlement is directly re-
lated to the disposal transaction.25

Reporting Disposal Gains or Losses in Continuing
Operations

45. A gain or loss recognized on the sale of a long-
lived asset (disposal group) that is not a component
of an entity shall be included in income from con-
tinuing operations before income taxes in the income
statement of a business enterprise and in income
from continuing operations in the statement of activi-
ties of a not-for-profit organization. If a subtotal such
as “income from operations” is presented, it shall in-
clude the amounts of those gains or losses.

Reporting a Long-Lived Asset or Disposal Group
Classified as Held for Sale

46. A long-lived asset classified as held for sale shall
be presented separately in the statement of financial
position. The assets and liabilities of a disposal group
classified as held for sale shall be presented sepa-
rately in the asset and liability sections, respectively,
of the statement of financial position. Those assets
and liabilities shall not be offset and presented as a

23a[This footnote has been deleted because the effective date of FASB Statement No. 154, Accounting Changes and Error Corrections, has
passed.]
24This caption shall be modified appropriately when an entity reports an extraordinary item. If applicable, the presentation of per-share data will
need similar modification.
25Paragraph 3 of FASB Statement No. 88, Employers’Accounting for Settlements and Curtailments of Defined Benefit Pension Plans and for
Termination Benefits, defines settlement as “a transaction that (a) is an irrevocable action, (b) relieves the employer (or the plan) of primary re-
sponsibility for a pension benefit obligation, and (c) eliminates significant risks related to the obligation and the assets used to effect the settle-
ment.” A settlement is directly related to the disposal transaction if there is a demonstrated direct cause-and-effect relationship and the settlement
occurs no later than one year following the disposal transaction, unless it is delayed by events or circumstances beyond an entity’s control (refer
to paragraph 31).
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single amount. The major classes of assets and li-
abilities classified as held for sale shall be separately
disclosed either on the face of the statement of finan-
cial position or in the notes to financial statements
(paragraph 47(a)).

Disclosure

47. The following information shall be disclosed in
the notes to the financial statements that cover the pe-
riod in which a long-lived asset (disposal group) ei-
ther has been sold or is classified as held for sale:

a. Adescription of the facts and circumstances lead-
ing to the expected disposal, the expected manner
and timing of that disposal, and, if not separately
presented on the face of the statement, the carry-
ing amount(s) of the major classes of assets and
liabilities included as part of a disposal group

b. The gain or loss recognized in accordance with
paragraph 37 and if not separately presented on
the face of the income statement, the caption in
the income statement or the statement of activi-
ties that includes that gain or loss

c. If applicable, amounts of revenue and pretax
profit or loss reported in discontinued operations

d. If applicable, the segment in which the long-lived as-
set (disposal group) is reported under Statement 131.

48. If either paragraph 38 or paragraph 40 applies, a
description of the facts and circumstances leading to
the decision to change the plan to sell the long-lived
asset (disposal group) and its effect on the results of
operations for the period and any prior periods pre-
sented shall be disclosed in the notes to financial
statements that include the period of that decision.

Effective Date and Transition

49. Except as specified in paragraphs 50 and 51, the
provisions of this Statement shall be effective for fi-

nancial statements issued for fiscal years beginning
after December 15, 2001, and interim periods within
those fiscal years. Early application is encouraged.
Initial application of this Statement shall be as of the
beginning of an entity’s fiscal year. That is, if the
Statement is initially applied prior to the effective
date and during an interim period other than the first
interim period, all prior interim periods of that fiscal
year shall be restated. Restatement of previously is-
sued annual financial statements is not permitted.26

However, previously issued statements of financial
position presented for comparative purposes shall be
reclassified to reflect application of the provisions of
paragraph 46 of this Statement for reporting disposal
groups classified as held for sale.

50. The provisions of this Statement for long-lived
assets (disposal groups) to be disposed of by sale or
otherwise (paragraphs 27–45 and paragraphs 47
and 48) shall be effective for disposal activities initi-
ated by an entity’s commitment to a plan after the
effective date of this Statement or after it is initially
applied.

51. Except as provided in the following sentence,
long-lived assets (disposal groups) classified as held
for disposal as a result of disposal activities that were
initiated prior to this Statement’s initial application
shall continue to be accounted for in accordance with
the prior pronouncement (Statement 121 or Opin-
ion 30) applicable for that disposal. If the criteria in
paragraph 30 of this Statement are not met by the end
of the fiscal year in which this Statement is initially
applied, the related long-lived assets shall be reclassi-
fied as held and used in accordance with para-
graph 38 of this Statement.

26Paragraph 43 requires that when a component of an entity is reported as a discontinued operation, the income statements of prior periods be
reclassified to report the results of operations of the component separately. This transition provision does not affect that requirement.

FAS144 FASB Statement of Standards

FAS144–14



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

This Statement was adopted by the unanimous vote of the six members of the Financial Accounting
Standards Board:

Edmund L. Jenkins,
Chairman

G. Michael Crooch
John M. Foster
Gary S. Schieneman

Edward W. Trott
John K. Wulff

Appendix A

IMPLEMENTATION GUIDANCE

Introduction

A1. This appendix illustrates application of some of the provisions of this Statement in certain specific situa-
tions. The relevant paragraphs of this Statement are identified in the parenthetical notes.
The examples do not address all possible situations or applications of this Statement. This appendix is an inte-
gral part of the standards provided in this Statement.

Example 1—Allocating an Impairment Loss

A2. This example illustrates the allocation of an impairment loss to the long-lived assets of an asset group
(paragraph 14).

A3. An entity owns a manufacturing facility that together with other assets is tested for recoverability as a
group. In addition to long-lived assets (Assets A–D), the asset group includes inventory, which is reported at
the lower of cost or market in accordance with ARB No. 43, Chapter 4, “Inventory Pricing,” as amended by
FASB Statements No. 133, Accounting for Derivative Instruments and Hedging Activities, and No. 151, Inven-
tory Costs, and other current assets and liabilities that are not covered by this Statement. The $2.75 million
aggregate carrying amount of the asset group is not recoverable and exceeds its fair value by $600,000. In ac-
cordance with paragraph 14, the impairment loss of $600,000 would be allocated as shown below to the long-
lived assets of the group.

Asset Group
Carrying
Amount

Pro Rata
Allocation

Factor

Allocation of
Impairment

(Loss)

Adjusted
Carrying
Amount

(in $ 000s)
Current assets $ 400 — — $ 400
Liabilities (150) — — (150)
Long-lived assets:

Asset A 590 24% $(144) 446
Asset B 780 31 (186) 594
Asset C 950 38 (228) 722
Asset D 180 7 (42) 138
Subtotal—long-lived assets 2,500 100 (600) 1,900

Total $2,750 100% $(600) $2,150
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A4. If the fair value of an individual long-lived asset of an asset group is determinable without undue cost and
effort and exceeds the adjusted carrying amount of that asset after an impairment loss is allocated initially, the
excess impairment loss initially allocated to that asset would be reallocated to the other long-lived assets of the
group. For example, if the fair value of Asset C is $822,000, the excess impairment loss of $100,000 initially
allocated to that asset (based on its adjusted carrying amount of $722,000) would be reallocated as shown be-
low to the other long-lived assets of the group on a pro rata basis using the relative adjusted carrying amounts
of those assets.

Long-Lived Assets
of Asset Group

Adjusted
Carrying
Amount

Pro Rata
Reallocation

Factor

Reallocation
of Excess

Impairment
(Loss)

Adjusted
Carrying
Amount

after
Reallocation

(in $ 000s)
Asset A $ 446 38% $ (38) $ 408
Asset B 594 50 (50) 544
Asset D 138 12 (12) 126

Subtotal 1,178 100% (100) 1,078
Asset C 722 100 822

Total—long-lived assets $1,900 $ 0 $1,900

Example 2—Probability-Weighted Cash Flows

A5. This example illustrates the use of a probability-weighted approach for developing estimates of future
cash flows used to test a long-lived asset for recoverability when alternative courses of action are under consid-
eration (paragraph 17).

A6. At December 31, 20X2, a manufacturing facility with a carrying amount of $48 million is tested for re-
coverability. At that date, 2 courses of action to recover the carrying amount of the facility are under
consideration—sell in 2 years or sell in 10 years (at the end of its remaining useful life).

A7. As indicated in the following table, the possible cash flows associated with each of those courses of action
are $41 million and $48.7 million, respectively. They are developed based on entity-specific assumptions about
future sales (volume and price) and costs in varying scenarios that consider the likelihood that existing cus-
tomer relationships will continue, changes in economic (market) conditions, and other relevant factors.

Course of Action
Cash Flows

(Use)
Cash Flows
(Disposition)

Cash Flows
(Total)

Probability
Assessment

Possible
Cash Flows
(Probability-
Weighted)

(in $ millions)

Sell in 2 years $ 8 $30 $38 20% $ 7.6
11 30 41 50 20.5
13 30 43 30 12.9

$41.0
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Course of Action
Cash Flows

(Use)
Cash Flows
(Disposition)

Cash Flows
(Total)

Probability
Assessment

Possible
Cash Flows
(Probability-
Weighted)

(in $ millions)

Sell in 10 years 36 1 37 20% $ 7.4
48 1 49 50 24.5
55 1 56 30 16.8

$48.7

A8. As further indicated in the following table, there is a 60 percent probability that the facility will be sold in
2 years and a 40 percent probability that the facility will be sold in 10 years.27 As shown, the expected cash
flows are $44.1 million (undiscounted). Therefore, the carrying amount of the facility of $48 million would not
be recoverable.

Course of Action

Possible
Cash Flows
(Probability-
Weighted)

Probability
Assessment
(Course of

Action)

Expected
Cash Flows

(Undiscounted)
(in $ millions)

Sell in 2 years $41.0 60% $24.6
Sell in 10 years 48.7 40 19.5

$44.1

Example 3—Estimates of Future Cash Flows
Used to Test an Asset Group for Recoverability

A9. A long-lived asset that is under development
may be part of an asset group that is in use. In that
situation, estimates of future cash flows used to test
the recoverability of that group shall include the cash
flows associated with future expenditures necessary
to maintain the existing service potential of the group
as well as the cash flows associated with future ex-
penditures necessary to substantially complete the as-
set that is under development (paragraph 21).

A10. An entity engaged in mining and selling phos-
phate estimates future cash flows from its commer-
cially minable phosphate deposits in order to test the

recoverability of the asset group that includes the
mine and related long-lived assets (plant and equip-
ment). Deposits from the mined rock must be pro-
cessed in order to extract the phosphate. As the active
mining area expands along the geological structure of
the mine, a new processing plant is constructed near
the production area. Depending on the size of the
mine, extracting the minable deposits may require
building numerous processing plants over the life of
the mine. In testing the recoverability of the mine and
related long-lived assets, the estimates of future cash
flows from its commercially minable phosphate de-
posits would include cash flows associated with fu-
ture expenditures necessary to build all of the re-
quired processing plants.

27The alternatives of whether to sell or use an asset are not necessarily independent of each other. In many situations, after estimating the possible
future cash flows relating to those potential courses of action, an entity might select the course of action that results in a significantly higher
estimate of possible future cash flows. In that situation, the entity generally would use the estimates of possible future cash flows relating only to
that course of action in computing future cash flows.
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Example 4—Expected Present Value Technique

A11. This example illustrates the application of an
expected present value technique to estimate the fair
value of a long-lived asset in an impairment situation.
It is based on the facts provided for the manufactur-
ing facility in Example 2.

A12. [This paragraph has been deleted. See Status
page.]

A13. The following table shows by year the compu-
tation of the expected cash flows used in the meas-
urement. They reflect the possible cash flows
(probability-weighted) used to test the manufacturing
facility for recoverability in Example 2, adjusted for
relevant marketplace assumptions, which increases
the possible cash flows in total by approximately
15 percent.

Year

Possible
Cash Flows
(Market)

Probability
Assessment

Expected
Cash Flows

(Undiscounted)
(in $ millions)

1 $4.6 20% $ .9
6.3 50 3.2
7.5 30 2.3

$6.4

2 $4.6 20% $ .9
6.3 50 3.2
7.5 30 2.3

$6.4

3 $4.3 20% $ .9
5.8 50 2.9
6.7 30 2.0

$5.8

4 $4.3 20% $ .9
5.8 50 2.9
6.7 30 2.0

$5.8

5 $4.0 20% $ .8
5.4 50 2.7
6.4 30 1.9

$5.4

6 $4.0 20% $ .8
5.4 50 2.7
6.4 30 1.9

$5.4

7 $3.9 20% $ .8
5.1 50 2.6
5.6 30 1.7

$5.1

28−29[These footnotes have been deleted. See Status page.]
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Year

Possible
Cash Flows
(Market)

Probability
Assessment

Expected
Cash Flows

(Undiscounted)
(in $ millions)

8 $3.9 20% $ .8
5.1 50 2.6
5.6 30 1.7

$5.1

9 $3.9 20% $ .8
5.0 50 2.5
5.5 30 1.7

$5.0

10 $4.9 20% $1.0
6.0 50 3.0
6.5 30 2.0

$6.0

A14. The following table shows the computation of the expected present value; that is, the sum of the present
values of the expected cash flows by year, each discounted at a risk-free interest rate determined from the yield
curve for U.S. Treasury instruments.29a As shown, the expected present value is $42.3 million, which is less
than the carrying amount of $48 million. In accordance with paragraph 7, the entity would recognize an im-
pairment loss of $5.7 million.

Year

Expected
Cash Flows

(Undiscounted)

Risk-Free
Rate of
Interest

Expected
Present
Value

(in $ millions)

1 $ 6.4 5.0% $ 6.1

2 6.4 5.1 5.8

3 5.8 5.2 5.0

4 5.8 5.4 4.7

5 5.4 5.6 4.1

6 5.4 5.8 3.9

7 5.1 6.0 3.4

8 5.1 6.2 3.2

9 5.0 6.4 2.9

10 6.0 6.6 3.2

$56.4 $42.3

29aIn this example, a market risk premium is included in the expected cash flows; that is, the cash flows are certainty equivalent cash flows.
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Examples 5–7—Plan-of-Sale Criterion 30(b)

A15. To qualify for classification as held for sale, a
long-lived asset (disposal group) must be available
for immediate sale in its present condition subject
only to terms that are usual and customary for sales
of such assets (disposal groups) (paragraph 30(b)).
A long-lived asset (disposal group) is available for
immediate sale if an entity currently has the
intent and ability to transfer the asset (disposal group)
to a buyer in its present condition. Examples 5–7
illustrate situations in which the criterion in
paragraph 30(b) would or would not be met.

Example 5

A16. An entity commits to a plan to sell its head-
quarters building and has initiated actions to locate a
buyer.

a. The entity intends to transfer the building to a
buyer after it vacates the building. The time nec-
essary to vacate the building is usual and custom-
ary for sales of such assets. The criterion in
paragraph 30(b) would be met at the plan com-
mitment date.

b. The entity will continue to use the building until
construction of a new headquarters building is
completed. The entity does not intend to transfer
the existing building to a buyer until after con-
struction of the new building is completed (and it
vacates the existing building). The delay in the
timing of the transfer of the existing building im-
posed by the entity (seller) demonstrates that the
building is not available for immediate sale. The
criterion in paragraph 30(b) would not be met un-
til construction of the new building is completed,
even if a firm purchase commitment for the fu-
ture transfer of the existing building is obtained
earlier.

Example 6

A17. An entity commits to a plan to sell a manufac-
turing facility and has initiated actions to locate a
buyer. At the plan commitment date, there is a back-
log of uncompleted customer orders.

a. The entity intends to sell the manufacturing facil-
ity with its operations. Any uncompleted cus-
tomer orders at the sale date would transfer to the
buyer. The transfer of uncompleted customer or-
ders at the sale date will not affect the timing of
the transfer of the facility. The criterion in
paragraph 30(b) would be met at the plan com-
mitment date.

b. The entity intends to sell the manufacturing facil-
ity, but without its operations. The entity does not
intend to transfer the facility to a buyer until after
it ceases all operations of the facility and elimi-
nates the backlog of uncompleted customer or-
ders. The delay in the timing of the transfer of the
facility imposed by the entity (seller) demon-
strates that the facility is not available for imme-
diate sale. The criterion in paragraph 30(b) would
not be met until the operations of the facility
cease, even if a firm purchase commitment for
the future transfer of the facility is obtained earlier.

Example 7

A18. An entity acquires through foreclosure a real
estate property that it intends to sell.

a. The entity does not intend to transfer the property
to a buyer until after it completes renovations to
increase its sales value. The delay in the timing of
the transfer of the property imposed by the entity
(seller) demonstrates that the property is not
available for immediate sale. The criterion in
paragraph 30(b) would not be met until the reno-
vations are completed.

b. After the renovations are completed and the
property is classified as held for sale but before a
firm purchase commitment is obtained, the entity
becomes aware of environmental damage requir-
ing remediation. The entity still intends to sell the
property. However, the entity does not have the
ability to transfer the property to a buyer until af-
ter the remediation is completed. The delay in the
timing of the transfer of the property imposed by
others before a firm purchase commitment is ob-
tained demonstrates that the property is not avail-
able for immediate sale. The criterion in
paragraph 30(b) would not continue to be met.
The property would be reclassified as held and
used in accordance with paragraph 39.
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Example 8—Plan-of-Sale Criterion 30(d)

A19. To qualify for classification as held for sale, the
sale of a long-lived asset (disposal group) must be
probable, and transfer of the asset (disposal group)
must be expected to qualify for recognition as a com-
pleted sale, within one year (paragraph 30(d)). That
criterion would not be met if, for example:

a. An entity that is a commercial leasing and fi-
nance company is holding for sale or lease equip-
ment that has recently come off lease and the ulti-
mate form of a future transaction (sale or lease)
has not yet been determined.

b. An entity commits to a plan to “sell” a property
that is in use, and the transfer of the property will
be accounted for as a sale-leaseback through
which the seller-lessee will retain more than a mi-
nor portion of the use of the property. The prop-
erty would continue to be classified as held and
used and paragraphs 7–26 would apply.30

Examples 9–11—Exceptions to Plan-of-Sale
Criterion 30(d)

A20. An exception to the one-year requirement in
paragraph 30(d) applies in limited situations in which
the period required to complete the sale of a long-
lived asset (disposal group) will be (or has been) ex-
tended by events or circumstances beyond an entity’s
control and certain conditions are met (para-
graph 31). Examples 9–11 illustrate those situations.

Example 9

A21. An entity in the utility industry commits to a
plan to sell a disposal group that represents a signifi-
cant portion of its regulated operations. The sale will
require regulatory approval, which could extend the
period required to complete the sale beyond one year.
Actions necessary to obtain that approval cannot be
initiated until after a buyer is known and a firm pur-
chase commitment is obtained. However, a firm pur-
chase commitment is probable within one year. In
that situation, the conditions in paragraph 31(a) for
an exception to the one-year requirement in
paragraph 30(d) would be met.

Example 10

A22. An entity commits to a plan to sell a manufac-
turing facility in its present condition and classifies
the facility as held for sale at that date. After a firm
purchase commitment is obtained, the buyer’s in-
spection of the property identifies environmental
damage not previously known to exist. The entity is
required by the buyer to remediate the damage,
which will extend the period required to complete the
sale beyond one year. However, the entity has initi-
ated actions to remediate the damage, and satisfac-
tory remediation of the damage is probable. In that
situation, the conditions in paragraph 31(b) for an ex-
ception to the one-year requirement in para-
graph 30(d) would be met.

Example 11

A23. An entity commits to a plan to sell a long-lived
asset and classifies the asset as held for sale at that
date.

a. During the initial one-year period, the market
conditions that existed at the date the asset was
classified initially as held for sale deteriorate and,
as a result, the asset is not sold by the end of that
period. During that period, the entity actively so-
licited but did not receive any reasonable offers to
purchase the asset and, in response, reduced the
price. The asset continues to be actively marketed
at a price that is reasonable given the change in
market conditions, and the criteria in para-
graph 30 are met. In that situation, the conditions
in paragraph 31(c) for an exception to the one-
year requirement in paragraph 30(d) would be
met. At the end of the initial one-year period, the
asset would continue to be classified as held for
sale.

b. During the following one-year period, market
conditions deteriorate further, and the asset is not
sold by the end of that period. The entity believes
that the market conditions will improve and has
not further reduced the price of the asset. The as-
set continues to be held for sale, but at a price in
excess of its current fair value. In that situation,
the absence of a price reduction demonstrates that

30If at the date of the sale-leaseback the fair value of the property is less than its undepreciated cost, a loss would be recognized immediately up
to the amount of the difference between undepreciated cost and fair value in accordance with paragraph 3(c) of FASB Statement No. 28,
Accounting for Sales with Leasebacks.
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the asset is not available for immediate sale as re-
quired by the criterion in paragraph 30(b). In ad-
dition, the criterion in paragraph 30(e) requires
that an asset be marketed at a price that is reason-
able in relation to its current fair value. Therefore,
the conditions in paragraph 31(c) for an excep-
tion to the one-year requirement in para-
graph 30(d) would not be met. The asset would
be reclassified as held and used in accordance
with paragraph 38.

Examples 12–15—Reporting Discontinued
Operations

A24. The results of operations of a component of an
entity that either has been disposed of or is classified
as held for sale shall be reported in discontinued op-
erations if (a) the operations and cash flows of the
component have been (or will be) eliminated from
the ongoing operations of the entity as a result of the
disposal transaction and (b) the entity will not have
any significant continuing involvement in the opera-
tions of the component after the disposal transaction
(paragraph 42). Examples 12–15 illustrate disposal
activities that do or do not qualify for reporting as
discontinued operations.

Example 12

A25. An entity that manufactures and sells con-
sumer products has several product groups, each with
different product lines and brands. For that entity, a
product group is the lowest level at which the opera-
tions and cash flows can be clearly distinguished, op-
erationally and for financial reporting purposes, from
the rest of the entity. Therefore, each product group is
a component of the entity.

A26. The entity has experienced losses associated
with certain brands in its beauty care products group.

a. The entity decides to exit the beauty care busi-
ness and commits to a plan to sell the product
group with its operations. The product group is
classified as held for sale at that date. The opera-
tions and cash flows of the product group will be
eliminated from the ongoing operations of the en-
tity as a result of the sale transaction, and the en-
tity will not have any continuing involvement in
the operations of the product group after it is sold.
In that situation, the conditions in paragraph 42
for reporting in discontinued operations the op-

erations of the product group while it is classified
as held for sale would be met.

b. The entity decides to remain in the beauty
care business but will discontinue the brands with
which the losses are associated. Because
the brands are part of a larger cash-flow-
generating product group and, in the aggregate,
do not represent a group that on its own is a com-
ponent of the entity, the conditions in para-
graph 42 for reporting in discontinued operations
the losses associated with the brands that are dis-
continued would not be met.

Example 13

A27. An entity that is a franchiser in the quick-
service restaurant business also operates company-
owned restaurants. For that entity, an individual
company-owned restaurant is the lowest level at
which the operations and cash flows can be clearly
distinguished, operationally and for financial report-
ing purposes, from the rest of the entity. Therefore,
each company-owned restaurant is a component of
the entity.

a. The entity has experienced losses on its
company-owned restaurants in one region. The
entity decides to exit the quick-service restaurant
business in that region and commits to a plan to
sell the restaurants in that region. The restaurants
are classified as held for sale at that date. The op-
erations and cash flows of the restaurants in that
region will be eliminated from the ongoing op-
erations of the entity as a result of the sale trans-
action, and the entity will not have any continu-
ing involvement in the operations of the
restaurants after they are sold. In that situation,
the conditions in paragraph 42 for reporting in
discontinued operations the operations of the res-
taurants while they are classified as held for sale
would be met.

b. Based on its evaluation of the ownership mix of
its system-wide restaurants in certain markets, the
entity commits to a plan to sell its company-
owned restaurants in one region to an existing
franchisee. The restaurants are classified as held
for sale at that date. Although each company-
owned restaurant, on its own, is a component of
the entity, through the franchise agreement, the
entity will (1) receive franchise fees determined,
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in part, based on the future revenues of the restau-
rants and (2) have significant continuing involve-
ment in the operations of the restaurants after
they are sold. In that situation, the conditions in
paragraph 42 for reporting in discontinued opera-
tions the operations of the restaurants would not
be met.

Example 14

A28. An entity that manufactures sporting goods has
a bicycle division that designs, manufactures, mar-
kets, and distributes bicycles. For that entity, the bi-
cycle division is the lowest level at which the opera-
tions and cash flows can be clearly distinguished,
operationally and for financial reporting purposes,
from the rest of the entity. Therefore, the bicycle divi-
sion is a component of the entity.

A29. The entity has experienced losses in its bicycle
division resulting from an increase in manufacturing
costs (principally labor costs).

a. The entity decides to exit the bicycle business
and commits to a plan to sell the division with its
operations. The bicycle division is classified as
held for sale at that date. The operations and cash
flows of the division will be eliminated from the
ongoing operations of the entity as a result of the
sale transaction, and the entity will not have any
continuing involvement in the operations of the
division after it is sold. In that situation, the con-
ditions in paragraph 42 for reporting in discontin-
ued operations the operations of the division
while it is classified as held for sale would be
met.

b. The entity decides to remain in the bicycle busi-
ness but will outsource the manufacturing opera-
tions and commits to a plan to sell the related

manufacturing facility. The facility is classified as
held for sale at that date. Because the manufactur-
ing facility is part of a larger cash-flow-
generating group (the bicycle division), and on its
own is not a component of the entity, the condi-
tions in paragraph 42 for reporting in discontin-
ued operations the operations (losses) of the
manufacturing facility would not be met. (Those
conditions also would not be met if the manufac-
turing facility on its own was a component of the
entity because the decision to outsource the
manufacturing operations of the division will not
eliminate the operations and cash flows of the di-
vision [and its bicycle business] from the ongoing
operations of the entity.)

Example 15

A30. An entity owns and operates retail stores that
sell household goods. For that entity, each store is the
lowest level at which the operations and cash flows
can be clearly distinguished, operationally and for fi-
nancial reporting purposes, from the rest of the entity.
Therefore, each store is a component of the entity.

A31. To expand its retail store operations in one re-
gion, the entity decides to close two of its retail stores
and open a new “superstore” in that region. The new
superstore will continue to sell the household goods
previously sold through the two retail stores as well
as other related products not previously sold. Al-
though each retail store on its own is a component of
the entity, the operations and cash flows from the sale
of household goods previously sold through the two
retail stores in that region will not be eliminated from
the ongoing operations of the entity. In that situation,
the conditions in paragraph 42 for reporting in dis-
continued operations the operations of the stores
would not be met.
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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 Statement. It includes the reasons
for accepting certain approaches and rejecting others.
Individual Board members gave greater weight to
some factors than to others. This appendix also sum-
marizes the considerations that Board members
deemed significant in reaching the conclusions in
FASB Statement No. 121, Accounting for the Impair-
ment of Long-Lived Assets and for Long-Lived Assets
to Be Disposed Of, that are still relevant.

Background

B2. Statement 121, which was issued in 1995, estab-
lished accounting standards for the impairment of
long-lived assets to be held and used, including cer-
tain identifiable intangibles and goodwill related to
those assets. It also established accounting standards
for long-lived assets to be disposed of, including cer-
tain identifiable intangibles, that were not covered by
APB Opinion No. 30, Reporting the Results of
Operations—Reporting the Effects of Disposal of a
Segment of a Business, and Extraordinary, Unusual
and Infrequently Occurring Events and Transactions.
Opinion 30 established, among other things, account-
ing and reporting standards for segments of a busi-
ness to be disposed of. Paragraph 13 of Opinion 30
defined a segment of a business as “a component of
an entity whose activities represent a separate major
line of business or class of customer.”

B3. After the issuance of Statement 121, significant
differences existed in the accounting for long-lived
assets to be disposed of covered by that State-
ment and by Opinion 30. The principal differences
related to measurement and presentation.

B4. Under Statement 121, a long-lived asset classi-
fied as held for disposal was measured at the lower of
its carrying amount or fair value less cost to sell,
which excludes expected future operating losses that
marketplace participants would not similarly con-
sider in their estimates of the fair value less cost to
sell of a long-lived asset classified as held for dis-
posal. The gain or loss recognized on the disposal
and any related results of operations were reported in
continuing operations and separately disclosed in the
notes to the financial statements.

B5. Under Opinion 30, a segment of a business to be
disposed of was measured at the lower of its carrying
amount or net realizable value, adjusted for expected
future operating losses of the segment held for dis-
posal. The accrual of future operating losses as previ-
ously required under Opinion 30 generally is inap-
propriate under the Board’s conceptual framework,
which was developed after the issuance of Opin-
ion 30. The gain or loss recognized on the disposal
and the related results of operations were reported in
discontinued operations, separately from continuing
operations. Under other accounting pronouncements,
the measurement but not reporting requirements of
Opinion 30 were extended to certain other disposal
transactions.

B6. In Statement 121, the Board acknowledged that
inconsistency in accounting for long-lived assets to
be disposed of. However, at that time, the Board de-
cided not to expand the scope of that Statement to re-
consider the requirements of Opinion 30.
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B7. Soon after the issuance of Statement 121, the
Emerging Issues Task Force (EITF) and others iden-
tified significant issues related to the implementation
of that Statement. They asked the Board to address
those issues, including:

a. How to apply the provisions for long-lived assets
to be held and used to a long-lived asset that an
entity expects to sell or otherwise dispose of if the
entity has not yet committed to a plan to sell or
otherwise dispose of the asset

b. How to determine an “indicated impairment of
value” of a long-lived asset to be exchanged for a
similar productive long-lived asset or to be dis-
tributed to owners

c. What criteria must be met to classify a long-lived
asset as held for sale and how to account for the
asset if those criteria are met after the balance
sheet date but before issuance of the financial
statements

d. How to account for a long-lived asset classified
as held for sale if the plan to sell the asset changes

e. How to display in the income statement the re-
sults of operations while a long-lived asset or a
group of long-lived assets with separately identi-
fiable operations is classified as held for sale

f. How to display in the statement of financial posi-
tion a long-lived asset or a group of long-lived as-
sets and liabilities classified as held for sale.

B8. In August 1996, the Board added this project to
its agenda to (a) develop a single accounting model,
based on the framework established in State-
ment 121, for long-lived assets to be disposed of by
sale and (b) address significant implementation issues.

B9. In June 2000, the Board issued an Exposure
Draft of a proposed Statement, Accounting for the
Impairment or Disposal of Long-Lived Assets and for
Obligations Associated with Disposal Activities. The
Board received comment letters from 53 respondents
to the Exposure Draft. In January 2001, the Board
held a public roundtable meeting with some of those
respondents to discuss significant issues raised in
comment letters. The Board considered respondents’
comments during its redeliberations of the issues ad-
dressed by the Exposure Draft in public meetings in
2001.

Scope

B10. Except as discussed in paragraphs B11–B14,
this Statement applies to recognized long-lived assets
to be held and used or to be disposed of. If a long-
lived asset is part of a group that includes other assets

and liabilities not covered by this Statement, this
Statement applies to its asset group or disposal group,
as discussed in paragraph 4 of this Statement.

B11. Long-lived assets excluded from the scope of
Statement 121 also are excluded from the scope of
this Statement. The Board concluded that the objec-
tives of this project could be achieved without recon-
sidering the accounting for the impairment or dis-
posal of those long-lived assets. Accordingly, this
Statement does not apply to (a) financial assets,
(b) long-lived assets for which the accounting is pre-
scribed in other broadly applicable accounting pro-
nouncements (such as deferred tax assets), and
(c) long-lived assets for which the accounting is pre-
scribed in accounting pronouncements that apply to
certain specialized industries (including the record
and music, motion picture, broadcasting, software,
and insurance industries).

B12. The scope of Statement 121 included goodwill
related to an asset group but not goodwill related to a
disposal group. Goodwill not covered by State-
ment 121 was covered by APB Opinion No. 17, In-
tangible Assets. The Exposure Draft would have in-
cluded in its scope goodwill related to an asset group,
and would have amended Opinion 17 to also include
in its scope goodwill related to a disposal group.
However, after issuance of the Exposure Draft, the
Board decided to reconsider the accounting for good-
will and intangible assets in its project on accounting
for business combinations. In that project, the Board
decided that goodwill and certain other intangible as-
sets should no longer be amortized and should be
tested for impairment in a manner different from how
the long-lived assets covered by this Statement are
tested for impairment. FASB Statement No. 142,
Goodwill and Other Intangible Assets, addresses the
accounting for the impairment of those assets. It also
addresses the allocation of goodwill to a disposal
group that constitutes a business. Accordingly, this
Statement does not apply to goodwill or to intangible
assets not being amortized.

B13. Statement 121 did not address the accounting
for obligations associated with the disposal of a long-
lived asset (disposal group) or for the results of op-
erations during the holding period of the asset (dis-
posal group). Instead, Statement 121 referred to EITF
Issue No. 94-3, “Liability Recognition for Certain
Employee Termination Benefits and Other Costs to
Exit an Activity (including Certain Costs Incurred in
a Restructuring).” Issue 94-3 provides guidance on
recognition of liabilities for costs associated with re-
structuring and related disposal activities, including
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certain employee termination benefits and lease ter-
mination costs. During its deliberations of the Expo-
sure Draft, the Board noted that liabilities are recog-
nized under Issue 94-3 even though some of those
items might not meet the definition of a liability set
forth in the Board’s conceptual framework. Because
the types of costs covered by Issue 94-3 often are as-
sociated with the disposal of long-lived assets, the
Board decided to reconsider the guidance in Is-
sue 94-3 and include obligations associated with a
disposal activity in the scope of this project.

B14. The Exposure Draft proposed significant
changes to the guidance in Issue 94-3. Many re-
spondents to the Exposure Draft disagreed with those
proposed changes. Some of those respondents noted
potential inconsistencies between the accounting re-
quirements proposed in the Exposure Draft and the
accounting requirements of other existing accounting
pronouncements. Other respondents said that the
Board should not reconsider the guidance in Is-
sue 94-3 until after it undertakes a full conceptual re-
consideration of all liabilities. Yet other respondents
said that the Board should not reconsider that guid-
ance at all, noting that SEC StaffAccounting Bulletin
No. 100, Restructuring and Impairment Charges,
now provides additional guidance for applying Is-
sue 94-3. To avoid delaying the issuance of guidance
on the accounting for the impairment or disposal of
long-lived assets to address those issues, the Board
decided to remove obligations associated with a dis-
posal activity from the scope of this Statement. The
Board plans to redeliberate those issues addressed by
the Exposure Draft in a separate project.

Long-Lived Assets to Be Held and Used

Recognition of an Impairment Loss

B15. This Statement retains the requirement of
Statement 121 to recognize an impairment loss only
if the carrying amount of a long-lived asset (asset
group) is not recoverable from its undiscounted cash
flows and exceeds its fair value. In Statement 121,
the Board decided for practical reasons to require an
undiscounted cash flows recoverability test. In reach-
ing that decision, the Board considered but rejected
alternative criteria for recognition of an impairment
loss. Specifically, the Board considered (a) an eco-
nomic (fair value) criterion, (b) a permanence crite-
rion, and (c) a probability criterion. Those criteria
were discussed in paragraphs 60−62 of State-
ment 121:

The economic criterion calls for loss rec-
ognition whenever the carrying amount of an
asset exceeds the asset’s fair value. It is an ap-
proach that would require continuous evalua-
tion for impairment of long-lived assets simi-
lar to the ongoing lower-of-cost-or-market
measurement of inventory. The economic cri-
terion is based on the measurement of the as-
set. Using the same measure for recognition
and measurement assures consistent out-
comes for identical fact situations. However,
the economic criterion presupposes that a fair
value is available for every asset on an ongo-
ing basis. Otherwise, an event or change in
circumstance would be needed to determine
which assets needed to be measured and in
which period. Some respondents to the Dis-
cussion Memorandum indicated that the re-
sults of a measurement should not be suffi-
cient reason to trigger recognition of an
impairment loss. They favored using either
the permanence or probability criterion to
avoid recognition of write-downs that might
result from measurements reflecting only
temporary market fluctuations.

The permanence criterion calls for loss
recognition when the carrying amount of an
asset exceeds the asset’s fair value and the
condition is judged to be permanent. Some
respondents to the Discussion Memorandum
indicated that a loss must be permanent rather
than temporary before recognition should oc-
cur. In their view, a high hurdle for recogni-
tion of an impairment loss is necessary to pre-
vent premature write-offs of productive
assets. Others stated that requiring the impair-
ment loss to be permanent makes the crite-
rion too restrictive and virtually impossible to
apply with any reliability. Still others noted
that the permanence criterion is not practical
to implement; in their view, requiring man-
agement to assess whether a loss is perma-
nent goes beyond management’s ability to
apply judgment and becomes a requirement
for management to predict future events with
certainty.

The probability criterion, initially pre-
sented in the Issues Paper, calls for loss rec-
ognition based on the approach taken in
FASB Statement No. 5, Accounting for Con-
tingencies. Using that approach, an impair-
ment loss would be recognized when it is
deemed probable that the carrying amount of
an asset cannot be fully recovered. Some re-
spondents to the Discussion Memorandum
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stated that assessing the probability that an
impairment loss has occurred is preferable to
other recognition alternatives because it is al-
ready required by Statement 5. Most respond-
ents to the Discussion Memorandum sup-
ported the probability criterion because, in
their view, it best provides for management
judgment.

When to test a long-lived asset for recoverability

B16. This Statement retains the requirement of
Statement 121 to test a long-lived asset (asset group)
for recoverability whenever events or changes in cir-
cumstances indicate that its carrying amount may not
be recoverable. Paragraph 57 of Statement 121 dis-
cussed the basis for the Board’s conclusion:

The Board concluded . . . that manage-
ment has the responsibility to consider
whether an asset is impaired but that to test
each asset each period would be too costly.
Existing information and analyses developed
for management review of the entity and its
operations generally will be the principal evi-
dence needed to determine when an impair-
ment exists. Indicators of impairment, there-
fore, are useful examples of events or
changes in circumstances that suggest that the
recoverability of the carrying amount of an
asset should be assessed.

B17. Statement 121 provided examples of such
events or changes in circumstances. The Board de-
cided to expand those examples, carried forward in
paragraph 8 of this Statement, to also refer to a cur-
rent expectation that a long-lived asset (asset group)
will be disposed of significantly before the end of its
previously estimated useful life (paragraph 8(f)). The
Board reasoned that a current expectation that a long-
lived asset (asset group) will be disposed of signifi-
cantly before the end of its previously estimated use-
ful life might indicate that the carrying amount of the
asset (group) is not recoverable.

Estimates of future cash flows used to test a
long-lived asset for recoverability

B18. Statement 121 provided general guidance for
developing estimates of future cash flows used to es-
timate the fair value of a long-lived asset (asset
group) in the absence of an observable market price.

However, it did not specify whether that guidance
also should apply for developing estimates of future
cash flows used to test a long-lived asset (asset
group) for recoverability. Consequently, in imple-
menting Statement 121, questions emerged about
how to develop those estimates.

B19. In considering that issue, the Board noted that
in contrast to an objective of measuring fair value, the
objective of the undiscounted cash flows recoverabil-
ity test is to assess the recoverability of a long-lived
asset (asset group) in the context of a particular entity.
The Board decided that because the objectives of
measuring fair value and testing a long-lived asset
(asset group) for recoverability are different, this
Statement should provide guidance for developing
estimates of future cash flows used to test for recov-
erability. The Board acknowledges that significant
judgment is required in developing estimates of fu-
ture cash flows. However, the Board believes that the
level of guidance provided by this Statement is suffi-
cient for meeting the objective of an undiscounted
cash flows recoverability test.

B20. The guidance provided by this State-
ment focuses on (a) the cash flow estimation ap-
proach, (b) the cash flow estimation period, and
(c) the types of asset-related expenditures that should
be considered in developing estimates of future cash
flows.

Cash flow estimation approach

B21. The guidance in Statement 121 permitted the
use of either a probability-weighted approach or a
best-estimate approach in developing estimates of fu-
ture cash flows used to test for recoverability. Both of
those cash flow estimation approaches are discussed
in FASB Concepts Statement No. 7, Using Cash
Flow Information and Present Value in Accounting
Measurements, issued in February 2000. A
probability-weighted approach refers to the sum of
probability-weighted amounts in a range of possible
estimated amounts. A best-estimate approach refers
to the single most-likely amount in a range of pos-
sible estimated amounts. During its deliberations
leading to the Exposure Draft, the Board reasoned
that because the probability-weighted approach dis-
cussed in Concepts Statement 7 incorporates uncer-
tainty in estimates of future cash flows, it would pro-
vide a more complete and disciplined estimate of
future cash flows than would a best-estimate ap-
proach. Therefore, the Exposure Draft would have
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required, rather than permitted, the use of that ap-
proach in developing estimates of future cash flows
used to test for recoverability.

B22. Several respondents to the Exposure Draft dis-
agreed with that proposed requirement, stating that,
for many entities, a probability-weighted approach
would not be practical or cost-beneficial in develop-
ing estimates of future cash flows used to test for re-
coverability. The principal concern expressed by re-
spondents was that in many cases, reliable
information about the likelihood of possible out-
comes would not be available. They said that the
Board should permit the use of either a best-estimate
approach or a probability-weighted approach in de-
veloping those estimates, as under Statement 121.
During its redeliberations of the Exposure Draft, the
Board decided not to require the probability-
weighted approach in Concepts Statement 7 in devel-
oping estimates of future cash flows used to test for
recoverability. The Board noted that Concepts State-
ment 7 expresses a preference for a probability-
weighted approach, but that preference is discussed
in the context of developing estimates of future cash
flows that provide the basis for an accounting meas-
urement (fair value). The Board concluded that be-
cause estimates of future cash flows used to test for
recoverability, in and of themselves, do not provide
the basis for an accounting measurement, the prefer-
ence for a probability-weighted approach in Con-
cepts Statement 7 need not be extended to those esti-
mates. However, the Board agreed that in situations
in which alternative courses of action to recover the
carrying amount of a long-lived asset (asset group)
are under consideration or in which a range is esti-
mated for the amount of possible future cash flows
associated with the likely course of action, a
probability-weighted approach may be useful in con-
sidering the likelihood of those possible outcomes.

Cash flow estimation period

B23. Statement 121 did not specify the cash flow es-
timation period for estimates of future cash flows
used to test for recoverability. The Board decided that
the cash flow estimation period should correspond to
the period that a long-lived asset (asset group) is ex-
pected to provide service potential to the entity. Ac-
cordingly, the cash flow estimation period for a long-
lived asset is based on its remaining useful life to the
entity. If long-lived assets having different remaining
useful lives are grouped, the cash flow estimation pe-
riod for the asset group is based on the remaining
useful life of the primary asset of the group to the en-

tity. The definition of a primary asset proposed in the
Exposure Draft limited that asset to a tangible long-
lived asset. Several respondents to the Exposure
Draft agreed with the primary asset approach for de-
termining the cash flow estimation period for an asset
group. However, many said that because intangible
assets often are more significant than tangible assets,
the Board should expand the definition of a primary
asset to include those assets.

B24. The Board initially decided to limit the primary
asset to a tangible long-lived asset principally to pro-
hibit an entity from arbitrarily designating as the pri-
mary asset goodwill associated with the group. The
Board’s decision was influenced by the then-existing
requirement to amortize goodwill over a period of up
to 40 years. However, in view of its subsequent deci-
sion in Statement 142 that goodwill should no longer
be amortized, the Board decided to broaden the defi-
nition of a primary asset to include either a recog-
nized tangible asset being depreciated or an intan-
gible asset being amortized. The Board concluded
that because there needs to be some boundaries on
the cash flow estimation period for an asset group,
indefinite-lived assets, such as land and intangible as-
sets not being amortized, are not eligible to be pri-
mary assets. The Board affirmed its conclusion in the
Exposure Draft that, for many asset groups, the pri-
mary asset will be readily identifiable and that the re-
maining useful life of that asset to the entity is a rea-
sonable basis for consistently determining the cash
flow estimation period for an asset group.

B25. During its deliberations leading to the Expo-
sure Draft, the Board considered but rejected
alternative approaches for determining the cash
flow estimation period for an asset group. One ap-
proach would have limited the estimation period to
the shorter of (a) the remaining useful life of the pri-
mary asset of the group or (b) 10 years and would
have assumed the sale of the group at the end of
that shortened period (limited estimation approach).
The Board observed that because a limited estima-
tion approach would include estimated disposal val-
ues (fair values) in estimates of future cash flows
used to test for recoverability, the effect of that ap-
proach would be to discount some portion of those
cash flows. The Board concluded that a limited esti-
mation approach would be inconsistent with the re-
quirement of this Statement to recognize an impair-
ment loss only if the carrying amount of a long-lived
asset (asset group) is not recoverable from its undis-
counted future cash flows.
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B26. Another approach for determining the cash
flow estimation period for an asset group would have
used the average of the remaining useful lives of the
long-lived assets of the group, weighted based on the
relative carrying amounts of those assets (weighted-
average approach). The Board acknowledged that for
some asset groups, a weighted-average approach
could avoid difficulties in identifying the primary as-
set, but it concluded that for many entities, that ap-
proach could be unduly burdensome and result in
little, if any, incremental benefit. Some respondents
to the Exposure Draft suggested that the Board re-
consider a weighted-average approach for entities
that use a group composite depreciation method.
However, the Board noted that the cost-capitalization
approach proposed in the Exposure Draft of a pro-
posed AICPA Statement of Position, Accounting for
Certain Costs and Activities Related to Property,
Plant, and Equipment, issued in June 2001, would ef-
fectively eliminate that depreciation method. The
Board also believes that the approach for determin-
ing the cash flow estimation period should be the
same for all entities with long-lived assets covered by
this Statement.

Asset-related expenditures for a long-lived
asset in use

B27. Statement 121 did not identify the types of
asset-related expenditures that should be considered
in estimates of future cash flows used to test a long-
lived asset (asset group) for recoverability. During its
deliberations leading to the Exposure Draft, the
Board observed that, as a result, an entity could avoid
the write-down of a long-lived asset that is in use by
including in those estimates the cash flows (cash out-
flows and cash inflows) associated with all possible
improvements that would be capitalized in future pe-
riods. In that case, the recoverability of the long-lived
asset (asset group) would be assessed based on its ex-
pected future service potential (“as improved”),
rather than on its existing service potential (“as is”).

B28. The Board decided that a long-lived asset (as-
set group) that is in use, including a long-lived asset
(asset group) for which development is substantially
complete, should be tested for recoverability based
on its existing service potential at the date of that test.
Therefore, estimates of future cash flows used in that
test should exclude the cash flows associated with

asset-related expenditures that would enhance the ex-
isting service potential of a long-lived asset (asset
group) that is in use.

B29. The Board decided that estimates of future
cash flows used to test for recoverability should in-
clude cash flows (including estimated salvage val-
ues) associated with asset-related expenditures that
replace (a) component parts of a long-lived asset or
(b) component assets (other than the primary asset)
of an asset group, whether those expenditures would
be recognized as an expense or capitalized in future
periods. The Board considered an alternative ap-
proach that would have excluded the cash flows asso-
ciated with those expenditures. However, the Board
observed that because an asset group could not con-
tinue to be used without replacing the component as-
sets of the group, there would be an assumption that
the asset of the group would be sold at the end of the
remaining useful life of the primary asset. By includ-
ing the estimated disposal values of those assets (fair
values) in estimates of future cash flows used to test
for recoverability, the effect of that approach would
be to discount some portion of the cash flows. As dis-
cussed in paragraph B25, such an approach would be
inconsistent with the requirement of this Statement to
recognize an impairment loss only if the carrying
amount of a long-lived asset (asset group) is not re-
coverable from its undiscounted future cash flows.

B30. Some respondents to the Exposure Draft noted
that if an entity has a plan to improve a long-lived as-
set (asset group) that is in use, the entity could be re-
quired to write down the carrying amount of the asset
(asset group) even if it would be recoverable after it is
improved. They suggested that the Board permit an
exception to the existing service potential require-
ment for a long-lived asset (asset group) that is in use
in that situation. During its redeliberations of the Ex-
posure Draft, the Board decided not to make that ex-
ception for the reason discussed in paragraph B27.
However, the Board observed that in measuring fair
value, if marketplace participants would assume the
same improvements to the asset as the entity, the esti-
mates of future cash flows used to measure fair value
would include the cash flows (cash outflows and cash
inflows) associated with those improvements. Conse-
quently, it is possible that although the carrying
amount of the asset (asset group) is not recoverable in
its present condition, the fair value of the asset (asset
group) could exceed its carrying amount and no im-
pairment would exist.
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Asset-related expenditures for a long-lived asset
under development

B31. The Board observed that in contrast to a long-
lived asset (asset group) that is in use, a long-lived as-
set (asset group) that is under development will not
provide service potential until development is sub-
stantially complete. The Board decided that such an
asset (asset group) should be tested for recoverability
based on its expected service potential. Therefore, es-
timates of future cash flows used in that test should
include the cash flows (cash outflows and cash in-
flows) associated with all future asset-related ex-
penditures necessary to develop the asset (asset
group), whether those expenditures would be recog-
nized as an expense or capitalized in future periods.

B32. In Statement 121, the Board decided that esti-
mates of future cash flows used to test a long-lived
asset (asset group) for recoverability should exclude
all future interest payments, whether those payments
would be recognized as an expense or capitalized in
future periods. In this Statement, the Board reconsid-
ered that decision, noting that for a long-lived asset
(asset group) that is under development, interest pay-
ments during the development period would be capi-
talized in accordance with paragraph 6 of FASB
Statement No. 34, Capitalization of Interest Cost,
which states:

The historical cost of acquiring an asset
includes the costs necessarily incurred to
bring it to the condition and location neces-
sary for its intended use. If an asset requires a
period of time in which to carry out the activi-
ties necessary to bring it to that condition and
location, the interest cost incurred during that
period as a result of expenditures for the asset
is a part of the historical cost of acquiring the
asset. [Footnote references omitted.]

The Board reasoned that for a long-lived asset (asset
group) that is under development, there is no differ-
ence between interest payments and other asset-
related expenditures that would be capitalized in fu-
ture periods. Therefore, the Board decided that
estimates of future cash flows used to test a long-
lived asset (asset group) for recoverability should ex-
clude only those interest payments that would be rec-
ognized as an expense when incurred.

B33. Some respondents to the Exposure Draft asked
the Board to clarify how the service potential require-
ments of this Statement would apply if a long-lived

asset that is under development is part of an asset
group that includes other assets that are in use. This
Statement clarifies that the estimates of future cash
flows used to test such an asset group for recoverabil-
ity should include the cash flows (cash outflows and
cash inflows) associated with (a) future asset-related
expenditures necessary to complete the asset that is
under development and (b) future asset-related ex-
penditures necessary to maintain the existing service
potential of the other assets that are in use.

Measurement of an Impairment Loss

B34. This Statement retains the requirement of
Statement 121 to measure an impairment loss
for a long-lived asset, including an asset that is sub-
ject to nonrecourse debt, as the amount by which the
carrying amount of the asset (asset group) exceeds its
fair value. Paragraphs 69−72 and 103 and 104 of
Statement 121 discussed the basis for the Board’s
conclusion:

The Board concluded that a decision to
continue to operate rather than sell an im-
paired asset is economically similar to a deci-
sion to invest in that asset and, therefore, the
impaired asset should be measured at its fair
value. The amount of the impairment loss
should be the amount by which the carrying
amount of the impaired asset exceeds the fair
value of the asset. That fair value then be-
comes the asset’s new cost basis.

When an entity determines that expected
future cash flows from using an asset will not
result in the recovery of the asset’s carrying
amount, it must decide whether to sell the as-
set and use the proceeds for an alternative
purpose or to continue to use the impaired as-
set in its operations. The decision presumably
is based on a comparison of expected future
cash flows from those alternative courses of
action and is essentially a capital investment
decision. In either alternative, proceeds from
the sale of the impaired asset are considered
in the capital investment decision. Conse-
quently, a decision to continue to use the im-
paired asset is equivalent to a new asset pur-
chase decision, and a new basis of fair value
is appropriate.

. . . The Board . . . concluded that the fair
value of an impaired asset is the best measure
of the cost of continuing to use that asset be-
cause it is consistent with management’s de-
cision process. Presumably, no entity would
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decide to continue to use an asset unless that
alternative was expected to produce more in
terms of expected future cash flows or service
potential than the alternative of selling it and
reinvesting the proceeds. The Board also be-
lieves that using fair value to measure the
amount of an impairment loss is not a depar-
ture from the historical cost principle. Rather,
it is a consistent application of principles
practiced elsewhere in the current system of
accounting whenever a cost basis for a newly
acquired asset must be determined.

The Board believes that fair value is an
easily understood notion. It is the amount at
which an asset could be bought or sold in a
current transaction between willing parties.
The fair value measure is basic to economic
theory and is grounded in the reality of the
marketplace. Fair value estimates are readily
available in published form for many assets,
especially machinery and equipment. For
some assets, multiple, on-line database
services provide up-to-date market price in-
formation. Estimates of fair value also are
subject to periodic verification whenever as-
sets are exchanged in transactions between
willing parties.

The Board considered requests for a lim-
ited exception to the fair value measurement
for impaired long-lived assets that are subject
to nonrecourse debt. Some believe that the
nonrecourse provision is effectively a put op-
tion for which the borrower has paid a pre-
mium. They believe that the impairment loss
on an asset subject entirely to nonrecourse
debt should be limited to the loss that would
occur if the asset were put back to the lender.

The Board decided not to provide an ex-
ception for assets subject to nonrecourse
debt. The recognition of an impairment loss
and the recognition of a gain on the extin-
guishment of debt are separate events, and
each event should be recognized in the
period in which it occurs. The Board believes
that the recognition of an impairment loss
should be based on the measurement of the
asset at its fair value and that the existence of
nonrecourse debt should not influence that
measurement.

Alternative measures of an impairment loss

B35. In Statement 121, the Board considered but re-
jected measures other than fair value for measuring

an impairment loss that could have been achieved
within the historical cost framework. Specifically, the
Board considered (a) a recoverable cost measure,
(b) a recoverable cost including interest measure, and
(c) different measures for different impairment
losses.

B36. Paragraphs 77−81 of Statement 121 discussed
a recoverable cost measure:

Recoverable cost is measured as the sum
of the undiscounted future cash flows ex-
pected to be generated over the life of an as-
set. For example, if an asset has a carrying
amount of $1,000,000, a remaining useful life
of 5 years, and expected future cash flows
over the 5 years of $180,000 per year, the re-
coverable cost would be $900,000 (5 ×
$180,000), and the impairment loss would be
$100,000 ($1,000,000 – $900,000).

The Board did not adopt recoverable cost
as the measure of an impairment loss. Propo-
nents of the recoverable cost measure believe
that impairment is the result of the inability to
recover the carrying amount of an asset. They
do not view the decision to retain an impaired
asset as an investment decision; rather, they
view the recognition of an impairment loss as
an adjustment to the historical cost of the as-
set. They contend that recoverable cost meas-
ured by the sum of the undiscounted expected
future cash flows is the appropriate carrying
amount for an impaired asset and the amount
on which the impairment loss should be
determined.

Proponents of the recoverable cost meas-
ure do not believe that the fair value of an as-
set is a relevant measure unless a transaction
or other event justifies a new basis for the as-
set at fair value. They do not view impair-
ment to be such an event.

Some proponents of the recoverable cost
measure assert that measuring an impaired
asset at either fair value or a discounted
present value results in an inappropriate un-
derstatement of net income in the period of
the impairment and an overstatement of net
income in subsequent periods. The Board did
not agree with that view. Board members
noted that measuring an impaired asset at re-
coverable cost could result in reported losses
in future periods if the entity had incurred
debt directly associated with the asset.

Proponents of the recoverable cost meas-
ure view interest cost as a period cost that
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should not be included as part of an impair-
ment loss regardless of whether the interest is
an accrual of actual debt costs or the result of
discounting expected future cash flows using
a debt rate.

B37. Paragraphs 82−85 of Statement 121 discussed
a recoverable cost including interest measure:

Recoverable cost including interest gener-
ally is measured as either (a) the sum of the
undiscounted expected future cash flows in-
cluding interest costs on actual debt or (b) the
present value of expected future cash flows
discounted at some annual rate such as a debt
rate. For example, if an asset has a carrying
value of $1,000,000, a remaining useful life
of 5 years, expected future cash flows (ex-
cluding interest) over the 5 years of $180,000
per year, and a debt rate of 6 percent, recov-
erable cost including interest would be
$758,225 (4.21236 × $180,000), and the
impairment loss would be $241,775
($1,000,000 – $758,225).

The Board did not adopt recoverable cost
including interest as an appropriate measure
of an impairment loss. Proponents of the re-
coverable cost including interest measure
agree that the time value of money should be
considered in the measure, but they view the
time value of money as an element of cost re-
covery rather than as an element of fair value.
Proponents believe that the measurement ob-
jective for an impaired asset should be recov-
erable cost and not fair value. However, they
believe that interest should be included as a
carrying cost in determining the recoverable
cost. To them, the objective is to recognize
the costs (including the time value of money)
that are not recoverable as an impairment loss
and to measure an impaired asset at the costs
that are recoverable.

Because of the difficulties in attempting to
associate actual debt with individual assets,
proponents of the recoverable cost including
interest measure believe that the present value
of expected future cash flows using a debt
rate such as an incremental borrowing rate is
a practical means of achieving their measure-
ment objective. They recognize that an entity
that has no debt may be required to discount
expected future cash flows. They believe that
the initial investment decision would have in-
cluded consideration of the debt or equity
cost of funds.

The Board believes that use of the recov-
erable cost including interest measure would
result in different carrying amounts for essen-
tially the same impaired assets because they
are owned by different entities that have dif-
ferent debt capacities. The Board does not be-
lieve that discounting expected future cash
flows using a debt rate is an appropriate
measure for determining the value of those
assets.

B38. Paragraph 86 of Statement 121 discussed dif-
ferent measures for different impairment losses:

The Board also considered but did not
adopt an alternative approach that would re-
quire different measures for different impair-
ments. At one extreme, an asset might be im-
paired because depreciation assumptions
were not adjusted appropriately. At the other
extreme, an asset might be impaired because
of a major change in its use. Some believe
that the first situation is similar to a deprecia-
tion “catch-up” adjustment and that an undis-
counted measure should be used. They be-
lieve that the second situation is similar to a
new investment in an asset with the same in-
tended use and that a fair value measure
should be used. The Board was unable to de-
velop a workable distinction between the first
and second situations that would support the
use of different measures.

Fair value

B39. This Statement retains the hierarchy in State-
ment 121 for measuring fair value. Because quoted
market prices in active markets are the best evidence
of fair value, they should be used, if available. Other-
wise, the estimate of fair value should be based on
the best information available in the circumstances,
including prices for similar assets (asset groups) and
the results of using other valuation techniques.

B40. The Board acknowledges that in many in-
stances, quoted market prices in active markets will
not be available for the long-lived assets (asset
groups) covered by this Statement. The Board con-
cluded that for those long-lived assets (asset groups),
a present value technique is often the best available
valuation technique with which to estimate fair value.
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Paragraphs 39–54 of Concepts Statement 7, which
are incorporated in Appendix E, discuss the use of
two present value techniques—expected present
value and traditional present value. During its delib-
erations leading to the Exposure Draft, the Board
concluded that an expected present value technique is
superior to a traditional present value technique, es-
pecially in situations in which the timing or amount
of estimated future cash flows is uncertain. Because
such situations often arise for the long-lived assets
(asset groups) covered by this Statement, the Expo-
sure Draft set forth the Board’s expectation that when
using a present value technique, most entities would
use expected present value.

B41. Several respondents to the Exposure Draft sug-
gested that the Board provide clearer guidance on
whether and, if so, when entities are required to use
an expected present value technique versus a tradi-
tional present value technique to minimize confusion
and inconsistent application of this Statement. Dur-
ing its redeliberations of the Exposure Draft, the
Board decided not to specify a requirement for either
present value technique. The Board decided that pre-
parers should determine the present value technique
best suited to their specific circumstances based on
the guidance in Concepts Statement 7. However, the
Board noted that a traditional present value technique
cannot accommodate uncertainties in the timing of
future cash flows. Further, for nonfinancial assets,
such as those covered by this Statement, para-
graph 44 of Concepts Statement 7 explains:

The traditional approach is useful for
many measurements, especially those in
which comparable assets and liabilities can
be observed in the marketplace. However, the
Board found that the traditional approach
does not provide the tools needed to address
some complex measurement problems, in-
cluding the measurement of nonfinancial as-
sets and liabilities for which no market for the
item or a comparable item exists. The tradi-
tional approach places most of the emphasis
on selection of an interest rate. A proper
search for “the rate commensurate with the
risk” requires analysis of at least two
items—one asset or liability that exists in the
marketplace and has an observed interest rate
and the asset or liability being measured. The
appropriate rate of interest for the cash flows
being measured must be inferred from the ob-

servable rate of interest in some other asset or
liability and, to draw that inference, the char-
acteristics of the cash flows must be similar to
those of the asset being measured.

B42. In this Statement, the Board clarified that con-
sistent with the objective of measuring fair value, as-
sumptions that marketplace participants would use in
their estimates of fair value should be incorporated in
estimates of future cash flows whenever that infor-
mation is available without undue cost and effort.
The Exposure Draft provided examples of circum-
stances in which an entity’s assumptions might differ
from marketplace assumptions. During its redelibera-
tions of the Exposure Draft, the Board decided that it
was not necessary to include those examples in this
Statement, noting that related guidance is provided in
paragraphs 23 and 32 of Concepts Statement 7,
which are incorporated in Appendix E.

B43. The Board recognizes that there may be practi-
cal problems in determining the fair value of certain
types of long-lived assets (asset groups) covered by
this Statement that do not have observable market
prices. Because precise information about the rel-
evant attributes of those assets (asset groups) seldom
will be available, judgments, estimates, and projec-
tions will be required for estimating fair value. Al-
though the objective of using a present value or other
valuation technique is to determine fair value, the
Board acknowledges that, in some circumstances, the
only information available to estimate fair value
without undue cost and effort will be the entity’s esti-
mates of future cash flows. Paragraph 38 of Concepts
Statement 7 explains:

As a practical matter, an entity that uses
cash flows in accounting measurements often
has little or no information about some or all
of the assumptions that marketplace partici-
pants would use in assessing the fair value of
an asset or a liability. In those situations, the
entity must necessarily use the information
that is available without undue cost and effort
in developing cash flow estimates. The use of
an entity’s own assumptions about future
cash flows is compatible with an estimate of
fair value, as long as there are no contrary
data indicating that marketplace participants
would use different assumptions. If such data
exist, the entity must adjust its assumptions to
incorporate that market information.
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Grouping Long-Lived Assets to Be Held and Used

B44. For purposes of recognition and measurement
of an impairment loss, this Statement retains the re-
quirement of Statement 121 to group a long-lived as-
set or assets with other assets and liabilities at the
lowest level for which identifiable cash flows are
largely independent of the cash flows of other assets
and liabilities. In Statement 121, the Board acknowl-
edged that the primary issue underlying the grouping
of long-lived assets is when, if ever, it is appropriate
to offset unrealized losses on some assets by unreal-
ized gains on other assets. However, the Board con-
cluded that such offsetting is appropriate when a
long-lived asset that is not an individual source of
cash flows is part of a group of assets that are used
together to generate joint cash flows. The Board af-
firmed that conclusion in this Statement. This State-
ment establishes that an asset group is the unit of ac-
counting for a long-lived asset while it is classified as
held and used.

B45. In Statement 121, the Board also acknowl-
edged that grouping long-lived assets requires sig-
nificant judgment. In that regard, the Board reviewed
a series of cases that demonstrated the subjectivity of
grouping issues. Paragraphs 96−98 of Statement 121
stated:

Varying facts and circumstances intro-
duced in the cases inevitably justified differ-
ent groupings. Although most respondents to
the Discussion Memorandum generally fa-
vored grouping at the lowest level for which
there are identifiable cash flows for recogni-
tion and measurement of an impairment loss,
determining that lowest level requires consid-
erable judgment.

The Board considered a case that illus-
trated the need for judgment in grouping as-
sets for impairment. In that case, an entity op-
erated a bus company that provided service
under contract with a municipality that re-
quired minimum service on each of five sepa-
rate routes. Assets devoted to serving each
route and the cash flows from each route
were discrete. One of the routes operated at a
significant deficit that resulted in the inability
to recover the carrying amounts of the dedi-
cated assets. The Board concluded that the
five bus routes would be an appropriate level
at which to group assets to test for and meas-
ure impairment because the entity did not
have the option to curtail any one bus route.

The Board concluded that the grouping is-
sue requires significant management judg-
ment within certain parameters. Those pa-
rameters are that the assets should be grouped
at the lowest level for which there are cash
flows that are identifiable and that those cash
flows should be largely independent of the
cash flows of other groupings of assets.

B46. In this Statement, as in Statement 121, the
Board acknowledges that in limited circumstances,
an asset group will include all assets and liabilities of
the entity. Paragraphs 99 and 100 of Statement 121
explained:

Not-for-profit organizations that rely in
part on contributions to maintain their assets
may need to consider those contributions in
determining the appropriate cash flows to
compare with the carrying amount of an as-
set. Some respondents to the Exposure Draft
stated that the recognition criteria in para-
graph 6 would be problematic for many not-
for-profit organizations because it may be dif-
ficult, if not impossible, for them to identify
expected future cash flows with specific as-
sets or asset groupings. In other cases, ex-
pected future cash flows can be identified
with asset groups. However, if future un-
restricted contributions to the organization as
a whole are not considered, the sum of the ex-
pected future cash flows may be negative, or
positive but less than the carrying amount of
the asset. For example, the costs of admin-
istering a museum may exceed the admis-
sion fees charged, but the organization may
fund the cash flow deficit with unrestricted
contributions.

Other respondents indicated that similar
difficulties would be experienced by business
enterprises. For example, the cost of operat-
ing assets such as corporate headquarters or
centralized research facilities may be funded
by revenue-producing activities at lower lev-
els of the enterprise. Accordingly, in limited
circumstances, the lowest level of identifiable
cash flows that are largely independent of
other asset groups may be the entity level.
The Board concluded that the recoverability
test in paragraph 6 should be performed at the
entity level if an asset does not have identifi-
able cash flows lower than the entity level.
The cash flows used in the recoverability test
should be reduced by the carrying amounts of
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the entity’s other assets that are covered by
this Statement to arrive at the cash flows ex-
pected to contribute to the recoverability of
the asset being tested. Not-for-profit organi-
zations should include unrestricted contribu-
tions to the organization as a whole that are a
source of funds for the operation of the asset.

B47. Based on the Board’s previous decisions dis-
cussed in paragraph 100 of Statement 121, the Expo-
sure Draft would have required that estimates of fu-
ture cash flows for an asset group be adjusted to
exclude the portion of those cash flows necessary to
recover the carrying amounts of the assets and liabili-
ties of the group not covered by this Statement. How-
ever, during its redeliberations of the Exposure Draft,
the Board decided to eliminate that requirement, not-
ing that because the unit of accounting for a long-
lived asset to be held and used is its asset group, such
adjustments are unnecessary.

Goodwill

B48. In Statement 142, the Board decided that be-
cause goodwill should no longer be amortized, it
should be tested for impairment in a manner different
from how the long-lived assets covered by this State-
ment are tested for impairment. In developing the
guidance in Statement 142, the Board decided that
the reporting unit (as defined in that Statement) is the
unit of measure for goodwill and that all goodwill
should be tested for impairment at that level. The
Board therefore decided to eliminate the requirement
of Statement 121 to include goodwill in an asset
group previously acquired in a business combination
to be tested for impairment, which the Exposure
Draft would have retained. The Board decided that
goodwill should be included in such an asset group
only if it is or includes a reporting unit. Goodwill
should be excluded from such an asset group if it is
only part of a reporting unit.

B49. During its redeliberations of the Exposure
Draft, the Board considered the effect of excluding
goodwill from an asset group that is only part of a re-
porting unit. The Board observed that although the
carrying amount of the asset group would exclude
goodwill, the estimates of future cash flows used to
test the group for recoverability could include cash
flows attributable to goodwill. However, the Board
decided that those estimates of future cash flows
should not be adjusted for the effect of excluding
goodwill. The Board reasoned that because any ad-
justment likely would be arbitrary, adjusted estimates

of future cash flows would not necessarily provide a
better estimate of the cash flows expected to contrib-
ute to the recoverability of the group. Further, an ad-
ditional requirement to determine a goodwill adjust-
ment under this Statement would not be cost
beneficial.

Allocation of an impairment loss

B50. Paragraph 12 of Statement 121 specified that
“in instances where goodwill is identified with assets
that are subject to an impairment loss, the carrying
amount of the identified goodwill shall be eliminated
before making any reduction of the carrying amounts
of impaired long-lived assets and identifiable intan-
gibles.” However, it did not specify how the excess,
if any, should be allocated to the other assets of the
group. The Board observed that if long-lived assets
having different depreciable lives are grouped, the
method used to allocate the excess impairment loss,
if any, to the assets of the group can affect the pattern
of income recognition over the succeeding years. To
improve the consistency and comparability of re-
ported financial information over time and among
entities, the Board decided that this Statement should
specify an allocation method.

B51. The Board decided that because other account-
ing requirements prescribe the accounting for assets
and liabilities not covered by this Statement that are
included in an asset group, an impairment loss that is
determined based on the carrying amount and fair
value of an asset group should reduce only the carry-
ing amounts of the long-lived assets of the group.
Paragraph 14 of this Statement requires that an im-
pairment loss be allocated to those long-lived assets
on a pro rata basis using their relative carrying
amounts, provided that the carrying amount of an in-
dividual long-lived asset of the group is not reduced
to an amount less than its fair value whenever that
fair value is determinable without undue cost and ef-
fort. The Board concluded that it would be inappro-
priate to reduce the carrying amount of a long-lived
asset to an amount below its fair value. The Board
believes that the allocation method for an impairment
loss provides a consistent basis for adjusting the car-
rying amounts of the long-lived assets of an asset
group.

Depreciation

B52. This Statement retains the requirement of
Statement 121 to consider the need to review depre-
ciation estimates and method for a long-lived asset in
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accordance with APB Opinion No. 20, Accounting
Changes, if a long-lived asset is tested for recover-
ability. This Statement clarifies that any revision to
the remaining useful life of a long-lived asset result-
ing from that review should be considered in devel-
oping estimates of future cash flows used to test for
recoverability but that any change in the method of
accounting for the asset should be made only after
applying this Statement. In Statement 121, the Board
decided not to expand the scope of that Statement to
address depreciation issues. The Board affirmed its
initial decisions in Statement 121 and, therefore, this
Statement does not prescribe the basis for revisions to
depreciation estimates or method, or otherwise ad-
dress depreciation issues.

Restoration of an Impairment Loss

B53. This Statement retains the prohibition in State-
ment 121 on the restoration of a previously recog-
nized impairment loss. Paragraph 105 of State-
ment 121 discussed the basis for the Board’s
conclusion:

The Board considered whether to prohibit
or require restoration of previously recog-
nized impairment losses. It decided that an
impairment loss should result in a new cost
basis for the impaired asset. That new cost
basis puts the asset on an equal basis with
other assets that are not impaired. In the
Board’s view, the new cost basis should not
be adjusted subsequently other than as pro-
vided under the current accounting model for
prospective changes in the depreciation esti-
mates and method and for further impairment
losses. Most respondents to the Exposure
Draft agreed with the Board’s decision that
restoration should be prohibited.

Reporting and Disclosure

B54. Paragraph 25 of this Statement retains the re-
quirements of Statement 121 for reporting an impair-
ment loss recognized for a long-lived asset to be held
and used. Paragraph 108 of Statement 121 discussed
the basis for the Board’s conclusion:

The Board considered the alternative
ways described in the Discussion Memoran-
dum for reporting an impairment loss: report-
ing the loss as a component of continuing op-
erations, reporting the loss as a special item
outside continuing operations, or separate re-

porting of the loss without specifying the
classification in the statement of operations.
The Board concluded that an impairment loss
should be reported as a component of income
from continuing operations before income
taxes for entities that present an income state-
ment and in the statement of activities of a
not-for-profit organization. If no impairment
had occurred, an amount equal to the impair-
ment loss would have been charged to opera-
tions over time through the allocation of de-
preciation or amortization. That depreciation
or amortization charge would have been re-
ported as part of continuing operations of a
business enterprise or as an expense in the
statement of activities of a not-for-profit or-
ganization. Further, an asset that is subject to
a reduction in its carrying amount due to an
impairment loss will continue to be used in
operations. The Board concluded that an im-
pairment loss does not have characteristics
that warrant special treatment, for instance, as
an extraordinary item.

B55. Paragraph 26 of this Statement retains the dis-
closure requirements of Statement 121 relating to im-
pairment losses. Paragraphs 109 and 94 of State-
ment 121 discussed the basis for the Board’s
conclusion:

The Board believes that financial state-
ments should include information on impair-
ment losses that would be most useful to us-
ers. After considering responses to the
Exposure Draft, the Board concluded that an
entity that recognizes an impairment loss
should describe the assets impaired and the
facts and circumstances leading to the impair-
ment; disclose the amount of the loss and
how fair value was determined; disclose the
caption in the income statement or the state-
ment of activities in which the loss is aggre-
gated unless that loss has been presented as a
separate caption or reported parenthetically
on the face of the statement; and, if appli-
cable, disclose the business segment(s) af-
fected. The Board decided not to require fur-
ther disclosures, such as the assumptions used
to estimate expected future cash flows and the
discount rate used when fair value is esti-
mated by discounting expected future cash
flows.

Several respondents to the Exposure Draft
said that disclosure of the discount rate used
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to determine the present value of the esti-
mated expected future cash flows should not
be required. The Board decided that disclo-
sure of the discount rate without disclosure of
the other assumptions used in estimating ex-
pected future cash flows generally would not
be meaningful to financial statement users.
Therefore, this Statement does not require
disclosure of the discount rate.

B56. A few respondents to the Exposure Draft sug-
gested that the Board reconsider its decision in State-
ment 121 not to require disclosure of the discount
rate and other assumptions used in measuring fair
value. They said that such disclosures would provide
useful information for evaluating impairment write-
downs. However, the Board concluded that without
access to management’s cash flow projections and its
methods of estimating those cash flows, the sug-
gested disclosures would not necessarily be useful to
users in evaluating impairment write-downs. The
Board affirmed its initial conclusions in State-
ment 121 and, therefore, this Statement does not re-
quire disclosure of that information.

Early warning disclosures

B57. This Statement, like Statement 121, does not
require early warning disclosures. Paragraphs 110
and 111 of Statement 121 discussed the basis for the
Board’s conclusion:

In 1985, the AICPA established a task
force to consider the need for improved dis-
closures about risks and uncertainties that af-
fect companies and the manner in which they
do business. In July 1987, the task force pub-
lished Report of the Task Force on Risks and
Uncertainties, which concluded that compa-
nies should make early warning disclosures
in their financial statements. In December
1994,AcSEC issuedAICPAStatement of Po-
sition 94-6, Disclosure of Certain Significant
Risks and Uncertainties. That SOP requires
entities to include in their financial statements
disclosures about (a) the nature of operations,
(b) the use of estimates in the preparation of
financial statements, (c) certain significant es-
timates, and (d) current vulnerability due to
certain concentrations.

The Board observed that early warning
disclosures would be useful for certain
potential impairments. However, most re-
spondents to the Exposure Draft said that the

Statement should not require early warning
disclosures. The Board observed that
SOP 94-6 uses essentially the same events or
changes in circumstances as those in para-
graph 5 of this Statement to illustrate when
disclosures of certain significant estimates
should be made for long-lived assets. There-
fore, the Board concluded that it was not nec-
essary for this Statement to require early
warning disclosures.

Amendment to Statement 15

B58. This Statement carries forward the amendment
made by Statement 121 to FASB Statement No. 15,
Accounting by Debtors and Creditors for Troubled
Debt Restructurings, discussed in para-
graphs 136−138 of Statement 121:

In May 1993, the Board issued FASB
Statement No. 114, Accounting by Creditors
for Impairment of a Loan, which requires cer-
tain impaired loans to be measured based on
the present value of expected future cash
flows, discounted at the loan’s effective inter-
est rate, or as a practical expedient, at the
loan’s observable market price or the fair
value of the collateral if the impaired loan is
collateral dependent. Regardless of the meas-
urement method, a creditor should measure
impairment based on the fair value of the col-
lateral when the creditor determines that fore-
closure is probable. A creditor should con-
sider estimated costs to sell, on a discounted
basis, in the measure of impairment if those
costs are expected to reduce the cash flows avail-
able to repay or otherwise satisfy the loan.

As suggested by one commentator to the Ex-
posure Draft, the Board decided to amend State-
ment 15 to make the measurement of long-lived
assets that are received in full satisfaction of a re-
ceivable and that will be sold consistent with the
measurementofother long-livedassetsunder this
Statement. The amendment requires that those
assets be measured at fair value less cost to sell.
The Board considered amending Statement 15 to
address shares of stock or equity interests in long-
lived assets that are received in full satisfaction of
a receivable and that will be sold, but it deter-
mined that those items are outside the scope of
this Statement.

Loans and long-lived assets are similar in that
both are cash-generating assets that are
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subject to impairment. However, inherent dif-
ferences between monetary and nonmonetary
assets have resulted in different accounting
treatments for them under the current report-
ing model.

Amendment to Statement 71

B59. This Statement carries forward the amendment
made by Statement 121 to FASB Statement No. 71,
Accounting for the Effects of Certain Types of Regu-
lation, to apply the provisions of this Statement for
long-lived assets to be held and used to all assets of a
regulated enterprise except (a) regulatory assets that
meet the criteria of paragraph 9 of Statement 71 and
(b) costs of recently completed plants that are cov-
ered by paragraph 7 of FASB Statement No. 90,
Regulated Enterprises—Accounting for Abandon-
ments and Disallowances of Plant Costs. Therefore,
regulatory assets capitalized as a result of para-
graph 9 of Statement 71 should be tested for impair-
ment whenever the criteria of that paragraph are no
longer met. Paragraphs 127 and 128 of State-
ment 121 explained:

FASB Statement No. 71, Accounting for
the Effects of Certain Types of Regulation, es-
tablishes the accounting model for certain
rate-regulated enterprises. Because the rates
of rate-regulated enterprises generally are de-
signed to recover the costs of providing regu-
lated services or products, those enterprises
are usually able to recover the carrying
amounts of their assets. Paragraph 10 of
Statement 71 states that when a regulator ex-
cludes a cost from rates, “the carrying amount
of any related asset shall be reduced to the ex-
tent that the asset has been impaired. Whether
the asset has been impaired shall be judged
the same as for enterprises in general” (foot-
note reference omitted). Statement 71 does
not provide any guidance about when an im-
pairment has, in fact, occurred or about how
to measure the amount of the impairment.

The Board considered whether the ac-
counting for the impairment of long-lived as-
sets and identifiable intangibles by rate-
regulated enterprises that meet the criteria for
applying Statement 71 should be the same as
for enterprises in general. In March 1993, the
EITF discussed incurred costs capitalized
pursuant to the criteria of paragraph 9 of
Statement 71. The EITF reached a consensus
in EITF Issue No. 93-4, “Accounting for

Regulatory Assets,” that a cost that does not
meet the asset recognition criteria in para-
graph 9 of Statement 71 at the date the cost is
incurred should be recognized as a regulatory
asset when it does meet those criteria at a later
date. The EITF also reached a consensus that
the carrying amount of a regulatory asset
should be reduced to the extent that the asset
has been impaired with impairment judged
the same as for enterprises in general; the pro-
visions of [Statement 121] nullify that
consensus.

B60. Paragraphs 129−134 of Statement 121 dis-
cussed approaches considered and the basis for the
Board’s conclusion:

The Board considered several approaches
to recognizing and measuring the impairment
of long-lived assets and identifiable intan-
gibles of rate-regulated enterprises. One ap-
proach the Board considered was to apply
paragraph 7 of FASB Statement No. 90,
Regulated Enterprises—Accounting for
Abandonments and Disallowances of Plant
Costs, to all assets of a regulated enterprise
and not just to costs of recently completed
plants. That paragraph requires that an im-
pairment loss be recognized when a disallow-
ance is probable and the amount can be rea-
sonably estimated. If a regulator explicitly
disallows a certain dollar amount of plant
costs, an impairment loss should be recog-
nized for that amount. If a regulator explicitly
but indirectly disallows plant costs (for ex-
ample, by excluding a return on investment
on a portion of plant costs), an impairment
loss should be recognized for the effective
disallowance by estimating the expected fu-
ture cash flows that have been disallowed as a
result of the regulator’s action and then com-
puting the present value of those cash flows.
That approach would recognize a probable
disallowance as an impairment loss, the
amount of the loss would be the discounted
value of the expected future cash flows disal-
lowed, and the discount rate would be the
same as the rate of return used to estimate the
expected future cash flows.

A second approach the Board considered
was to supersede paragraph 7 of Statement 90
and apply this Statement’s requirements to all
plant costs. A disallowance would result in
costs being excluded from the rate base. The
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recognition and measurement requirements
of this Statement would be applied to deter-
mine whether an impairment loss would be
recognized for financial reporting purposes.

A third approach the Board considered
was to apply the general impairment provi-
sions of this Statement to all assets of a regu-
lated enterprise except for disallowances of
costs of recently completed plants, which
would continue to be covered by paragraph 7
of Statement 90. A disallowance would result
in the exclusion of costs from the rate base.
That disallowance would result in an impair-
ment loss for financial reporting purposes if
the costs disallowed relate to a recently com-
pleted plant. If the costs disallowed do not re-
late to a recently completed plant, the recog-
nition and measurement requirements of this
Statement would be applied to determine
whether and how much of an impairment
loss would be recognized for financial report-
ing purposes.

A fourth approach the Board considered
was to apply the general impairment standard
to all assets of a regulated enterprise except
(a) regulatory assets that meet the criteria of
paragraph 9 of Statement 71 and (b) costs of
recently completed plants that are covered by
paragraph 7 of Statement 90. Impairment of
regulatory assets capitalized as a result of
paragraph 9 of Statement 71 would be recog-
nized whenever the criteria of that para-
graph are no longer met.

The Board decided that the fourth ap-
proach should be used in accounting for the
impairment of all assets of a rate-regulated
enterprise. The Board amended paragraph 9
of Statement 71 to provide that a rate-
regulated enterprise should charge a regula-
tory asset to earnings if and when that asset
no longer meets the criteria in paragraph 9(a)
and (b) of that Statement. The Board also
amended paragraph 10 of Statement 71 to re-
quire that a rate-regulated enterprise recog-
nize an impairment for the amount of costs
excluded when a regulator excludes all or
part of a cost from rates, even if the regulator
allows the rate-regulated enterprise to earn a
return on the remaining costs allowed.

The Board believes that because a rate-
regulated enterprise is allowed to capitalize
costs that enterprises in general would other-
wise have charged to expense, the impair-

ment criteria for those assets should be differ-
ent from enterprises in general. The Board
believes that symmetry should exist between
the recognition of those assets and the subse-
quent impairment of those assets. The Board
could see no reason that an asset created as a
result of regulatory action could not be im-
paired by the actions of the same regulator.
Other assets that are not regulatory assets
covered by Statement 71 or recently com-
pleted plant costs covered by Statement 90,
such as older plants or other nonregulatory
assets of a rate-regulated enterprise, would be
covered by the general provisions of this
Statement.

B61. Paragraph 135 of Statement 121 further clari-
fied the accounting for previously disallowed costs
that are subsequently allowed by a regulator:

The Board decided that previously disal-
lowed costs that are subsequently allowed by
a regulator should be recorded as an asset,
consistent with the classification that would
have resulted had those costs initially been in-
cluded in allowable costs. Thus, plant costs
subsequently allowed should be classified as
plant assets, whereas other costs (expenses)
subsequently allowed should be classified as
regulatory assets. The Board amended State-
ment 71 to reflect this decision. The Board
decided to restore the original classification
because there is no economic change to the
asset—it is as if the regulator never had disal-
lowed the cost. The Board determined that
restoration of cost is allowed for rate-
regulated enterprises in this situation, in con-
trast to other impairment situations, because
the event requiring recognition of the impair-
ment resulted from actions of an independent
party and not management’s own judgment
or determination of recoverability.

Long-Lived Assets to Be Disposed Of
Other Than by Sale

B62. In Statement 121, the Board decided that the
provisions for long-lived assets to be disposed of, in-
cluding the requirement to cease depreciating (amor-
tizing) a long-lived asset when it is classified as held
for disposal, should be applied to all long-lived assets
to be disposed of, whether by sale or abandonment.
During its deliberations leading to the Exposure
Draft, the Board reconsidered that decision, noting
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that its rationale for not depreciating (amortizing) a
long-lived asset to be disposed of by sale does not ap-
ply to a long-lived asset to be disposed of other than
by sale. Such transactions include the abandonment
of a long-lived asset, as well as the exchange of a
long-lived asset for a similar productive long-lived
asset and the distribution of a long-lived asset to
owners in a spinoff (including a pro rata distribution
to owners of shares of a subsidiary or other investee
company that has been or is being consolidated or
that has been or is being accounted for under the eq-
uity method) or other form of reorganization or liqui-
dation or in a plan that is in substance the rescission
of a prior business combination covered by APB
Opinion No. 29, Accounting for Nonmonetary
Transactions.

B63. Specifically, the Board observed that to the ex-
tent the carrying amount of a long-lived asset to be
disposed of by abandonment is recoverable, it will be
recovered principally through operations, rather than
through the disposal transaction. Additionally, the ac-
counting guidance in Opinion 29 for the exchange of
a similar productive long-lived asset and for the dis-
tribution of a long-lived asset to owners in a spinoff is
based on the carrying amount of the asset exchanged
or distributed. The Board concluded that the Opinion
29 guidance is more consistent with the accounting
for a long-lived asset to be held and used than for a
long-lived asset to be sold. Thus, the Board decided
that a long-lived asset to be disposed of other than by
sale should continue to be classified as held and used
and depreciated (amortized) until it is abandoned, ex-
changed, or distributed.

B64. Some respondents to the Exposure Draft said
that there is no conceptual difference between sale
and other disposal transactions and that the provi-
sions of this Statement for long-lived assets to be dis-
posed of by sale should be applied to other disposal
transactions. During its redeliberations of the Expo-
sure Draft, the Board affirmed its conclusion that a
long-lived asset to be disposed of other than by sale
should continue to be classified as held and used and
depreciated (amortized) until disposed of for the rea-
sons discussed in paragraph B63. Accordingly, para-
graphs 7–26 of this Statement, except as modified by
paragraph 29, apply to that asset or its asset group as
previously determined on a held-and-used basis until
it is disposed of. If that asset will be disposed of to-
gether with other assets and liabilities as a group and
the group is a component of an entity, para-
graphs 41–44 of this Statement apply to that disposal
group when it is disposed of.

Long-Lived Asset to Be Abandoned

B65. The Board decided that if a long-lived asset
that is being used is to be abandoned before the end
of its previously estimated useful life, depreciation
estimates should be revised in accordance with Opin-
ion 20 to reflect the use of the asset over that short-
ened period. The Board reasoned that because the
continued use of a long-lived asset demonstrates the
presence of service potential, the immediate write-
down of the asset to zero generally is inappropriate.
A few respondents to the Exposure Draft suggested
that the Board provide additional guidance for revis-
ing those depreciation estimates under Opinion 20.
However, the Board decided not to address that issue
because depreciation issues are beyond the scope of
this Statement.

Long-Lived Asset to Be Exchanged for a Similar
Productive Long-Lived Asset or to Be Distributed
to Owners in a Spinoff

B66. Under Opinion 29 the accounting for the ex-
change of a long-lived asset for a similar productive
long-lived asset and the distribution of a long-lived
asset to owners in a spinoff, is based on the recorded
amount, “after reduction, if appropriate, for an indi-
cated impairment of value” of the asset exchanged
(paragraph 21) or distributed (paragraph 23). After
Statement 121 was issued, questions emerged on
how to determine “an indicated impairment of value”
of the asset exchanged or distributed. The primary is-
sue was whether to apply an undiscounted cash flows
recoverability test and, if so, at what level. The EITF
discussed the issue in Issue No. 96-2, “Impairment
Recognition When a Nonmonetary Asset Is Ex-
changed or Is Distributed to Owners and Is Ac-
counted for at theAsset’s RecordedAmount,” but did
not reach a consensus.

B67. The Board did not redeliberate the Opinion 29
guidance for exchanges of similar productive assets
or spinoffs. This Statement, however, resolves Is-
sue 96-2 by requiring that an indicated impairment of
value of a long-lived asset that is exchanged for a
similar productive long-lived asset or distributed to
owners in a spinoff be recognized if the carrying
amount of the asset (disposal group) exceeds its fair
value at the disposal date. The accounting guidance
in Opinion 29 for an exchange of similar productive
assets and for a distribution to owners in a spinoff is
based on recorded amounts and not fair value. The
Board concluded that using recorded amounts is
more consistent with the accounting for a long-lived
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asset to be held and used than for a long-lived asset to
be sold. For that reason, the Board believes that an
undiscounted cash flows recoverability test should
apply prior to the disposal date. The estimates of fu-
ture cash flows used in that test are based on the use
of the asset for its remaining useful life, assuming
that the disposal transaction will not occur.

B68. The Board acknowledges the view of some re-
spondents to the Exposure Draft that because the ex-
change of a long-lived asset for a similar productive
long-lived asset does not culminate an earning proc-
ess, an undiscounted cash flows recoverability test
should apply up through the disposal date. The Board
observed that the distribution of a long-lived asset to
owners also does not culminate an earning process.
However, the Board concluded that those disposal
transactions are significant economic events that
should result in recognition of an impairment loss if
the carrying amount of the asset (disposal group) ex-
ceeds its fair value at the disposal date. The Board de-
cided that because the fair value of the asset (disposal
group) will be determined in connection with the de-
cision to dispose, the practical expedient of an undis-
counted cash flows recoverability test should not ap-
ply at the disposal date.

B69. This Statement amends Opinion 29 to require
that an indicated impairment of value of a long-lived
asset that is exchanged for a similar productive long-
lived asset or distributed to owners in a spinoff be
recognized if the carrying amount of the asset (dis-
posal group) exceeds its fair value at the disposal
date. It also amends paragraph 44(a) of FASB State-
ment No. 19, Financial Accounting and Reporting by
Oil and Gas Producing Companies, to extend that re-
quirement to transactions involving the exchange of
proved oil- and gas-producing assets that are being
accounted for by the successful-efforts method
of accounting.

Long-Lived Assets to Be Disposed Of by Sale

Recognition

Plan-of-sale criteria

B70. As a basis for determining when to classify a
long-lived asset (disposal group) as held for sale,
Statement 121 required a commitment to a plan to
sell the asset (disposal group) but did not specify fac-
tors beyond that commitment that should be consid-
ered. Consequently, in implementing Statement 121,
questions emerged about when to classify a long-

lived asset (disposal group) as held for sale. Because
a long-lived asset is not depreciated (amortized)
while it is classified as held for sale, those questions
raised concerns that an entity could improve its oper-
ating results by asserting a commitment to a plan to
sell a long-lived asset (disposal group) at a future
date. Because of those concerns, the Board decided
that this Statement should specify criteria for deter-
mining when an entity’s commitment to a plan to sell
a long-lived asset (disposal group) is sufficient for
purposes of classifying the asset (disposal group) as
held for sale.

B71. The Board decided that a long-lived asset (dis-
posal group) should be classified as held for sale in
the period in which all of the criteria in paragraph 30
are met, except as permitted in limited situations by
paragraphs 31 and 32. In developing those criteria,
the Board considered the criteria established by
Opinion 30 for a measurement date and by Is-
sue 94-3 for a commitment date. Certain of those cri-
teria are incorporated in paragraphs 30(a), (c), and (f)
of this Statement. Additional criteria established by
this Statement are incorporated in paragraphs 30(b),
(d), and (e). The Board concluded, and many re-
spondents agreed, that those criteria should enable
entities to determine consistently when to classify as-
sets (disposal groups) as held for sale.

Available for immediate sale

B72. Paragraph 30(b) of this Statement establishes a
criterion that to qualify for classification as held for
sale, a long-lived asset (disposal group) must be
available for immediate sale in its present condition.
The Board concluded that an asset (disposal group) is
available for immediate sale if an entity currently has
the intent and ability to transfer the asset (disposal
group) to a buyer in its present condition within a pe-
riod that is usual and customary for sales of such as-
sets. In developing that criterion, the Board decided
not to preclude a long-lived asset (disposal group)
from being classified as held for sale while it is being
used. The Board reasoned that if a long-lived asset
(disposal group) is available for immediate sale, the
remaining use of the asset (disposal group) is inci-
dental to its recovery through sale and that the carry-
ing amount of the asset (disposal group) will be re-
covered principally through sale. The Board also
decided not to require a binding agreement for a fu-
ture sale. The Board concluded that such a require-
ment would unduly delay reporting the effects of a
commitment to a plan to sell a long-lived asset (dis-
posal group).
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Maximum one-year holding period

B73. In Statement 121, the Board decided not to
limit the holding period for a long-lived asset (dis-
posal group) classified as held for sale, principally to
allow for situations in which environmental concerns
extend the period required to complete a sale beyond
one year. In this Statement, the Board reconsidered
that decision, noting that in some other situations, a
long-lived asset could, as a result, be inappropriately
classified as held for sale and not depreciated (amor-
tized) for an extended period. Consequently, para-
graph 30(d) of this Statement establishes a maximum
one-year holding period for a long-lived asset (dis-
posal group) classified as held for sale. The Board
concluded that for a long-lived asset (disposal group)
covered by this Statement, a one-year period is a rea-
sonable period within which to assess the probability
of a future sale, noting that the APB previously
reached a similar conclusion in Opinion 30 for the
disposal of a segment.31

B74. Because in some situations events or circum-
stances might extend the period required to complete
the sale of a long-lived asset (disposal group) beyond
one year, the Board considered whether and, if so,
when to permit an exception to the one-year require-
ment. The Board decided that a delay in the period
required to complete a sale should not preclude a
long-lived asset (disposal group) from being classi-
fied as held for sale if the delay is caused by events or
circumstances beyond an entity’s control and there is
sufficient evidence that the entity remains committed
to its plan to sell the asset (disposal group). The
Board decided to permit an exception in such situa-
tions. The Board concluded that the usefulness and
clarity of financial statements would not be improved
by having long-lived assets (disposal groups) moving
in and out of the held-for-sale classification.

B75. A few respondents to the Exposure Draft sug-
gested that the Board permit an exception to the one-
year requirement in all situations in which a long-
lived asset is acquired through foreclosure by
incorporating in this Statement the held-for-sale pre-
sumption in paragraph 10 ofAICPAStatement of Po-
sition 92-3, Accounting for Foreclosed Assets, which
stated:

Most enterprises do not intend to hold
foreclosed assets for the production of in-

come but intend to sell them; in fact, some
laws and regulations applicable to financial
institutions require the sale of foreclosed as-
sets. Therefore, under this SOP, it is pre-
sumed that foreclosed assets are held for sale
and not for the production of income.

Those respondents said that in situations in which an
entity acquires a long-lived asset through foreclosure,
circumstances attendant to the foreclosure often ex-
tend the period required to complete the sale beyond
one year. The Board concluded that this State-
ment sufficiently addresses the need for an exception
to the one-year requirement for all long-lived assets
(disposal groups) covered by this Statement, whether
previously held and used or newly acquired. To be
consistent with an objective of developing a single
accounting model for long-lived assets to be disposed
of by sale, the Board decided not to incorporate the
held-for-sale presumption in SOP 92-3.

Market price reasonable in relation to current
fair value

B76. Paragraph 30(e) of this Statement establishes a
criterion that to qualify for classification as held for
sale, an entity must be actively marketing a long-
lived asset (disposal group) at a price that is reason-
able in relation to its current fair value. The Board be-
lieves that the price at which a long-lived asset
(disposal group) is being marketed is indicative of
whether the entity currently has the intent and ability
to sell the asset (disposal group). A market price that
is reasonable in relation to fair value indicates that the
asset (disposal group) is available for immediate sale,
whereas a market price in excess of fair value indi-
cates that the asset (disposal group) is not available
for immediate sale.

Commitment to a plan to sell a long-lived asset
after the balance sheet date but before issuance of
financial statements

B77. In implementing Statement 121, questions
emerged about the required accounting if an entity
commits to a plan to sell a long-lived asset after the
balance sheet date but before issuance of the financial
statements. Prior to this Statement, Opinion 30 and
EITF Issue No. 95-18, “Accounting and Reporting
for a Discontinued Business Segment When the
Measurement Date Occurs after the Balance Sheet

31Paragraph 15 of Opinion 30 stated that “in the usual circumstance, it would be expected that the plan of disposal would be carried out within a
period of one year from the measurement date. . . .”
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Date but before the Issuance of Financial State-
ments,” provided related guidance for a segment of a
business (as defined in that Opinion). In an expected
loss situation, Opinion 30 required that the financial
statements be adjusted if the loss “provides evidence
of conditions that existed at the date of such state-
ments and affects estimates inherent in the process of
preparing them” (footnote 5). Issue 95-18 later incor-
porated the presumption that an expected loss is evi-
dence of a loss existing at the balance sheet date, un-
less the subsequent decision to dispose of the
segment results from a discrete and identifiable event
that occurs unexpectedly after the balance sheet date.

B78. The Board decided that if an entity commits to
a plan to sell a long-lived asset after the balance sheet
date but before issuance of the financial statements,
the asset should continue to be classified as held and
used. The Board concluded that retroactively classi-
fying the asset as held for sale would be inconsistent
with having specified criteria for determining when
an entity’s commitment to a plan to sell a long-lived
asset (disposal group) is sufficient for purposes of
classifying the asset (disposal group) as held for sale.
Similarly, the Board concluded that if the asset (asset
group) is tested for recoverability on a held-and-used
basis as of the balance sheet date, the estimates of fu-
ture cash flows used in that test should consider the
likelihood of possible outcomes that existed at the
balance sheet date, including the assessment of the
likelihood of the future sale of the asset. That
assessment made as of the balance sheet date should
not be revised for a decision to sell the asset after the
balance sheet date. Therefore, this Statement nullifies
Issue 95-18.

B79. The Board considered the view of some re-
spondents to the Exposure Draft that in an expected
loss situation, a requirement to classify the asset as
held and used could unduly delay recognition of a
loss that existed at the balance sheet date. The Board
concluded that, on balance, the benefits of having
well-defined criteria for when to classify a long-lived
asset as held for sale outweigh that concern, noting
that the situation referred to by respondents can arise
whenever a long-lived asset is expected to be sold but
there is no commitment to a plan of sale. The Board
observed that if the plan-of-sale criteria are met after
the balance sheet date but before issuance of the fi-
nancial statements, the entity could be required to
perform a recoverability test in accordance with para-
graph 8(f). In that situation, application of the recov-
erability test as well as any fair value assessment
would be based on facts and circumstances existing

at the balance sheet date and could result in an im-
pairment adjustment as of the balance sheet date. The
Board agreed that if prior to meeting the plan-of-sale
criteria the entity had previously tested the asset (as-
set group) for impairment on a held-and-used basis at
the balance sheet date, it would be inappropriate to
undertake a new recoverability test.

Measurement

Lower of carrying amount or fair value less cost
to sell

B80. This Statement retains the requirement of
Statement 121 to measure a long-lived asset (disposal
group) classified as held for sale at the lower of its
carrying amount or fair value less cost to sell. In con-
trast to a long-lived asset (asset group) to be held and
used, a long-lived asset (disposal group) classified as
held for sale will be recovered principally through
sale rather than through operations. Therefore, ac-
counting for that asset (disposal group) is a process of
valuation rather than allocation. The asset (disposal
group) is reported at the lower of its carrying amount
or fair value less cost to sell, and fair value less cost to
sell is evaluated each period to determine if it has
changed. Losses (and gains, as permitted by para-
graph 37) are reported as adjustments to the carrying
amount of a long-lived asset while it is classified as
held for sale.

Cost to sell

B81. The Exposure Draft proposed to retain the re-
quirements of Statement 121 for determining cost to
sell. Those requirements were discussed in para-
graph 116 of Statement 121, which stated:

The Board concluded that the cost to sell
an asset to be disposed of generally includes
the incremental direct costs to transact the
sale of the asset. Cost to sell is deducted from
the fair value of an asset to be disposed of to
arrive at the current value of the estimated net
proceeds to be received from the asset’s fu-
ture sale. The Board decided that costs in-
curred during the holding period to protect or
maintain an asset to be disposed of generally
are excluded from the cost to sell an asset be-
cause those costs usually are not required to
be incurred in order to sell the asset. How-
ever, the Board believes that costs required to
be incurred under the terms of a contract for
an asset’s sale as a condition of the buyer’s
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consummation of the sale should be included
in determining the cost to sell an asset to be
disposed of.

B82. Some respondents to the Exposure Draft noted
that those requirements for determining cost to sell
did not limit cost to sell to the incremental direct
costs to transact a sale. They said that, as a result, cost
to sell could be interpreted as including normal oper-
ating costs (losses) expected to be incurred while a
long-lived asset (disposal group) is classified as held
for sale, which they did not believe was consistent
with the Board’s intent. To convey its intent more
clearly, the Board decided to revise those require-
ments to limit cost to sell in all circumstances to the
incremental direct costs to transact the sale. Accord-
ingly, costs that are “required to be incurred under the
terms of a contract for an asset’s sale as a condition of
the buyer’s consummation of the sale,” as referred to
in paragraph 116 of Statement 121, would be ex-
cluded. In addition, expected future operating losses
that marketplace participants would not similarly
consider in their estimates of the fair value less cost
to sell of a long-lived asset (disposal group) classified
as held for sale also would be excluded. In this State-
ment, the Board clarified that such losses should not
be indirectly recognized as part of an expected loss
on sale by reducing the carrying amount of the asset
(disposal group) to an amount less than its current
fair value less cost to sell. Excluding such losses from
the measurement of a long-lived asset (disposal
group) classified as held for sale supersedes the net
realizable value measurement approach previously
required under Opinion 30.

Ceasing depreciation (amortization)

B83. This Statement retains the requirement of
Statement 121 to cease depreciating (amortizing) a
long-lived asset when it is classified as held for sale
and measured at the lower of its carrying amount or
fair value less cost to sell. Some respondents dis-
agreed with that requirement as also proposed in the
Exposure Draft. They said that not depreciating (am-
ortizing) a long-lived asset that is being used is incon-
sistent with the basic principle that the cost of a long-
lived asset should be allocated over the period during
which benefits are obtained from its use. The Board
considered that view but affirmed its conclusion in
Statement 121 that depreciation accounting is incon-
sistent with the use of a lower of carrying amount or

fair value measure for a long-lived asset classified as
held for sale because, as previously stated, account-
ing for that asset is a process of valuation rather than
allocation.

B84. Some respondents also said that not depreciat-
ing (amortizing) a long-lived asset that is being used
while it is classified as held for sale hinders the com-
parability of operating results during that period.
They said that the comparability of operating results
(reported in both continuing operations and in dis-
continued operations) between periods is more im-
portant than the valuation of the asset while it is clas-
sified as held for sale. The Board also considered
those concerns but observed that in situations where
the carrying amount of the asset (disposal group) is
written down to its fair value less cost to sell, continu-
ing to depreciate (amortize) the asset reduces its car-
rying amount below its fair value less cost to sell. The
Board concluded that it would be inappropriate to re-
duce the carrying amount of the asset to an amount
below its fair value. The Board further observed that
because fair value less cost to sell is required to be
evaluated each period, a subsequent decline in the
fair value of the asset while it is classified as held for
sale will be appropriately reflected in the period of
decline.

Long-lived asset acquired in a purchase business
combination

B85. Prior to the issuance of Statement 121, EITF
Issue No. 87-11, “Allocation of Purchase Price toAs-
sets to Be Sold,” provided guidance on the account-
ing for a disposal group to be sold that was newly ac-
quired in a purchase business combination,
including, but not limited to, a segment of a business
covered by Opinion 30. The guidance in Issue 87-11
extended the measurement provisions of Opinion 30
in determining the purchase price allocation under
Opinion 16. Accordingly, the disposal group was
measured at the lower of its carrying amount or net
realizable value, adjusted for future operating losses.

B86. Statement 121 subsequently required that a
long-lived asset (disposal group) to be sold other than
a segment of a business covered by Opinion 30 be
measured at the lower of its carrying amount or fair
value less cost to sell. However, it did not nullify Is-
sue 87-11 to reflect that change for a long-lived asset
(disposal group) to be sold that was newly acquired
in a purchase business combination. Consequently, in
implementing Statement 121, questions emerged
about the impact of that Statement on Issue 87-11.
The primary issue was whether and, if so, how the
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measurement guidance provided by Issue 87-11
should be applied to a long-lived asset (disposal
group) that was newly acquired in a purchase busi-
ness combination.Arelated issue was how to account
for the results of operations of the asset (disposal
group) while it was classified as held for sale and
whether future operating losses could be considered
in measuring the fair value less cost to sell of the as-
set (disposal group). The EITF discussed that issue in
Issue No. 95-21, “Accounting for Assets to Be Dis-
posed Of Acquired in a Purchase Business Combina-
tion,” but did not reach a consensus.

B87. This Statement resolves Issue 95-21 by requir-
ing that a long-lived asset (disposal group) classified
as held for sale be measured at the lower of its carry-
ing amount or fair value less cost to sell, whether pre-
viously held and used or newly acquired. This State-
ment also requires that the results of operations of a
long-lived asset (disposal group) classified as held for
sale be recognized in the period in which those op-
erations occur, whether reported in continuing opera-
tions or in discontinued operations. Therefore, this
Statement nullifies Issue 87-11.

Grouping Assets and Liabilities to Be Sold

B88. During its deliberations leading to the Expo-
sure Draft, the Board noted that long-lived assets of-
ten are sold together with other assets and liabilities
as a group. The Board observed that, as is the case for
long-lived assets to be held and used, measuring as-
sets and liabilities classified as held for sale as a
group raises the issue of when, if ever, it is appropri-
ate to offset unrealized losses on some assets (liabili-
ties) with unrealized gains on other assets (liabilities).
In addition, because liabilities often can be settled
separately from the sale of assets, measuring assets
and liabilities classified as held for sale as a group
also could permit an entity to achieve a desired result
by selectively designating the liabilities to be in-
cluded in a disposal group. To prevent grouping from
being used inappropriately to offset unrealized losses
with unrealized gains, the Board initially decided that
the plan-of-sale criteria should address when assets
and liabilities should be classified as held for sale and
measured as a group.

B89. The Exposure Draft proposed a criterion that,
to classify assets and liabilities as held for sale as a
group, the estimated proceeds expected to result from
the sale of the group must exceed those that would
result from the sale of the assets of the group indi-
vidually. The Board reasoned that because estimated

proceeds reflect the underlying economics of an ex-
pected sale transaction, that criterion would provide
evidence of an entity’s commitment to a plan to sell
assets (and liabilities) as a group. Several respondents
to the Exposure Draft disagreed with a criterion
based on estimated net proceeds, stating that pro-
ceeds alone do not necessarily reflect the total (direct
and indirect) economic benefit that may result from
the sale of assets (and liabilities) as a group. They
said that in many situations, valid reasons may exist
to sell assets and liabilities as a group even though the
estimated net proceeds expected to result from the
sale of that group may be less than those that would
result from the sale of the assets individually. They
also said that in other situations, particularly those in
which several assets are to be sold as a group, a re-
quirement to estimate the net proceeds that would re-
sult from the sale of assets individually would be un-
duly burdensome and costly.

B90. Upon reconsideration, the Board decided to
eliminate a criterion based on estimated net proceeds.
Instead, the Board decided that assets and liabilities
should be classified as held for sale as a group if (a)
the assets will be sold as a group in a single transac-
tion and (b) the liabilities are directly related to the
assets and will be transferred in that transaction. The
Board concluded that if assets and liabilities will be
sold as a group in a single transaction, accounting for
those assets and liabilities as held for sale as a group
is appropriate.

Allocation of a loss

B91. During its deliberations leading to the Expo-
sure Draft, the Board decided that this State-
ment should provide guidance for allocating a loss
recognized for a disposal group classified as held for
sale that includes assets and liabilities, principally to
facilitate the requirement of this Statement to present
those assets and liabilities separately in the asset and
liability sections of the statement of financial posi-
tion. The Exposure Draft proposed that a loss be allo-
cated, first, by adjusting the carrying amounts of the
liabilities of the group to their fair values and, then,
by adjusting the carrying amounts of the long-lived
assets of the group by the remaining amount, if any.
The Board reasoned that the fair values of the liabili-
ties included in a disposal group generally would be
determinable and that the presentation of those li-
abilities at their fair values would improve the useful-
ness of the information provided by the statement of
financial position.
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B92. Upon further consideration, the Board subse-
quently decided not to retain that allocation method.
Instead, the Board decided that because other ac-
counting pronouncements prescribe the accounting
for assets and liabilities not covered by this State-
ment that are included in a disposal group, a loss rec-
ognized for a disposal group classified as held for
sale should reduce only the carrying amounts of the
long-lived assets of the group. The Board concluded
that the allocation method for a loss recognized for a
disposal group classified as held for sale provides a
reasonable basis for reporting both the assets and li-
abilities of the disposal group in the statement of fi-
nancial position.

Changes to a Plan of Sale

Reversal of a decision to sell a long-lived asset
classified as held for sale

B93. In implementing Statement 121, questions
emerged about the required accounting if an entity
subsequently decides not to sell a long-lived asset
classified as held for sale. Prior to this Statement,
other accounting pronouncements provided related
guidance, but only for certain assets. If the asset pre-
viously was acquired through foreclosure, SOP 92-3
required that the asset be reclassified as held and used
and measured at what would have been its carrying
amount had the asset been continuously classified as
held and used since the time of foreclosure. If the as-
set previously was acquired in a purchase business
combination, EITF Issue No. 90-6, “Accounting for
Certain Events NotAddressed in Issue No. 87-11 Re-
lating to an Acquired Operating Unit to Be Sold,” re-
quired that the asset be reclassified as held and used
and measured as under SOP 92-3 if the subsequent
decision not to sell was made within one year. If the
asset was a segment accounted for as a discontinued
operation under Opinion 30, EITF Issue No. 90-16,
“Accounting for Discontinued Operations Subse-
quently Retained,” provided guidance on the reclas-
sification to continuing operations of amounts previ-
ously reported in discontinued operations.

B94. The Board decided that a long-lived asset to be
reclassified as held and used should be measured at
the lower of (a) its fair value at the date of the subse-
quent decision not to sell or (b) its carrying amount
on a held-and-used basis at the date of the decision to
sell, adjusted for any depreciation (amortization) ex-
pense that would have been recognized had the asset
been continuously classified as held and used. There-
fore, this Statement nullifies Issues 90-6 and 90-16.

B95. The Board considered but rejected an approach
that, based on the guidance in SOP 92-3 and Is-
sue 90-6, would have measured a long-lived asset to
be reclassified as held and used at what would have
been its carrying amount had the asset been continu-
ously classified as held and used (held-and-used ap-
proach). The Board observed that a held-and-used
approach could measure an asset previously written
down to its fair value less cost to sell at an amount
greater than its fair value at the date of the subsequent
decision not to sell. That would be the case if, for ex-
ample, the adjusted carrying amount of the asset is
recoverable at the date of the subsequent decision not
to sell. The Board concluded that it would be inap-
propriate to write up the carrying amount of a long-
lived asset to an amount greater than its fair value
based solely on an undiscounted cash flows recover-
ability test.

B96. Some respondents to the Exposure Draft sug-
gested that the Board reconsider a held-and-used ap-
proach. They said that if the adjusted carrying
amount of the asset is recoverable at the date of the
subsequent decision not to sell, measuring the asset at
its fair value would be inconsistent with the require-
ments of this Statement for other assets to be held
and used, in particular, the requirement to write down
the carrying amount of a long-lived asset (asset
group) only if it is not recoverable. During its redelib-
erations of the Exposure Draft, the Board considered
that inconsistency but again rejected that approach
for the reason discussed in paragraph B95.

Removal of an individual asset or liability from
disposal group

B97. In view of its decision that assets and liabilities
classified as held for sale should be measured as a
group, the Board decided that this Statement should
address the accounting if an entity subsequently re-
moves an individual asset or liability from a disposal
group previously classified as held for sale. The
Board considered situations in which an entity de-
cides not to sell an individual asset of the group, de-
cides to sell an individual asset separately from the
group, or settles before its maturity an individual li-
ability of the group.

B98. The Exposure Draft would have required that
the remaining long-lived assets of the disposal group
be measured individually at the lower of their carry-
ing amounts or fair values less cost to sell whenever
an individual asset or liability is removed from the
group. Several respondents to the Exposure Draft
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disagreed with that proposed requirement. They said
that in many situations, valid reasons may exist for
removing an individual asset or liability from a dis-
posal group that have no bearing on an entity’s intent
and ability to sell the remaining assets and liabilities
as a group. They also said that in other situations, par-
ticularly those in which several long-lived assets are
included in a disposal group, a requirement to meas-
ure those assets individually would be unduly bur-
densome and costly.

B99. The Board considered those concerns raised by
respondents. The Board decided that the remaining
long-lived assets of the disposal group should be
measured individually at the lower of their fair values
less cost to sell only if the plan-of-sale criteria in
paragraph 30 are no longer met for that group. The
Board concluded that those criteria provide sufficient
evidence of a commitment to a plan to sell the re-
maining assets and liabilities as a group and that con-
tinuing to account for those assets and liabilities as
held for sale as a group is appropriate. In addition, the
Board observed that for some disposal groups, there
may not be significant offsetting issues.

Reporting and Disclosure of Long-Lived Assets
(Disposal Groups) to Be Disposed Of

Reporting Discontinued Operations

B100. Prior to this Statement, guidance on reporting
discontinued operations was provided by Opin-
ion 30, which limited that reporting to the results of
operations of a segment of a business to be disposed
of. Paragraph 13 of Opinion 30 defined a segment of
a business as a “component of an entity whose activities
represent a separate major line of business or class of cus-
tomer.” Opinion 30 required that the results of operations
of a segment to be disposed of be reported in discontin-
ued operations, separately from continuing operations, in
the period in which the measurement date occurred and
in prior periods presented.

B101. During its deliberations leading to the Expo-
sure Draft, the Board concluded that reporting dis-
continued operations separately from continuing op-
erations provides investors, creditors, and others with
information that is relevant in assessing the effects of
disposal transactions on the ongoing operations of an
entity. FASB Concepts Statement No. 1, Objectives
of Financial Reporting by Business Enterprises,
states, “. . . financial reporting should provide infor-
mation to help investors, creditors, and others assess
the amounts, timing, and uncertainty of prospective

net cash inflows to the related enterprise” (para-
graph 37; footnote reference omitted). FASB Con-
cepts Statement No. 5, Recognition and Measure-
ment in Financial Statements of Business
Enterprises, further states:

Classification in financial statements fa-
cilitates analysis by grouping items with es-
sentially similar characteristics and separat-
ing items with essentially different
characteristics. Analysis aimed at objectives
such as predicting amounts, timing, and un-
certainty of future cash flows requires finan-
cial information segregated into reasonably
homogenous groups. For example, compo-
nents of financial statements that consist of
items that have similar characteristics in one
or more respects, such as continuity or recur-
rence, stability, risk, and reliability, are likely
to have more predictive value than if their
characteristics are dissimilar. [paragraph 20]

B102. The Board observed that the Opinion 30 defi-
nition of a segment of a business has been effective in
distinguishing disposal transactions that are likely to
have a significant effect on the ongoing operations of
the entity. However, the Board also observed that the
disposal of other disposal groups that are not reported
separately in discontinued operations because they
are not segments of a business covered by Opin-
ion 30 also might have a significant effect on the on-
going operations of the entity. To improve the useful-
ness of the information provided to users, the Board
decided to broaden the reporting of discontinued op-
erations, consistent with the recommendation made
by the AICPA Special Committee on Financial Re-
porting in its 1994 report, Improving Business
Reporting—A Customer Focus, which states:

Discontinued operations is defined in cur-
rent practice as a component of a company
whose activities represent a separate major
line of business or class of customer. That
definition should be broadened to include all
significant discontinued operations whose as-
sets and results of operations and activities
can be distinguished physically and opera-
tionally and for business-reporting purposes.
[page 138]

B103. The Exposure Draft proposed to broaden the
reporting of discontinued operations to include the
results of operations of a significant component of an
entity, which was defined as a disposal group with

FAS144 FASB Statement of Standards

FAS144–48



operations and assets that can be clearly distin-
guished physically, operationally, and for financial
reporting purposes from the rest of the entity. How-
ever, the Board chose not to define the term signifi-
cant to allow for judgment in determining whether,
based on facts and circumstances unique to a particu-
lar entity, a disposal transaction should be reported in
discontinued operations.

B104. Nearly all of the respondents to the Exposure
Draft that commented on the proposed require-
ments for reporting discontinued operations agreed
with the Board’s decision to broaden the reporting of
discontinued operations. However, many of those
respondents said that to promote consistent applica-
tion of the Statement, the Board should provide
additional guidance for determining the significance
of a component of an entity. Many respondents
also referred to the interaction of the significance no-
tion proposed in the Exposure Draft with the materi-
ality concept discussed in SEC StaffAccounting Bul-
letin No. 99, Materiality. Those respondents asked
the Board to clarify whether the criteria for assessing
materiality in SAB 99 also should apply in assessing
significance.

B105. During its redeliberations of the Exposure
Draft, the Board decided to eliminate the significance
notion from the definition of a component of an en-
tity. The Board concluded that the requirements for
reporting discontinued operations should not focus
on whether a component of an entity is significant or
otherwise incorporate a quantitative criterion. In-
stead, the Board concluded that those requirements
should focus on whether a component of an entity
has operations and cash flows that can be clearly dis-
tinguished from the rest of the entity, consistent with
its objective of broadening the reporting of discontin-
ued operations.

B106. The Board also decided to eliminate the re-
quirement proposed in the Exposure Draft that assets
be eliminated in a disposal transaction as a condition
for reporting discontinued operations. The Board ob-
served that the emphasis on assets would preclude a
component of an entity from being reported as a dis-
continued operation unless the disposal transaction
involved all of the assets of the component—even if
the component is a separate business and was an op-
erating segment under FASB Statement No. 131,
Disclosures about Segments of an Enterprise and Re-
lated Information. The Board also decided to elimi-
nate the Exposure Draft’s reference to disposal activi-

ties that are incident to the evolution of an entity’s
business, which would have prohibited those dis-
posal activities from being reported as discontinued
operations. As noted by some respondents, many dis-
posal transactions could be viewed as incident to the
evolution of an entity’s business.

B107. As revised, the requirements for reporting dis-
continued operations focus on whether a component
of an entity has operations and cash flows that can be
clearly distinguished from the rest of the entity and
whether those operations and cash flows have been
(or will be) eliminated from the ongoing operations
of the entity in the disposal transaction. Given the
emphasis on operations, the Board decided to incor-
porate as a condition for reporting discontinued op-
erations the requirement that an entity have no sig-
nificant continuing involvement in the operations of a
component after it is disposed of. The Board con-
cluded that it would be inappropriate to report a dis-
posal transaction as a discontinued operation in cir-
cumstances in which an entity will have significant
continuing involvement in the operations of a com-
ponent after it is disposed of.

B108. During its deliberations of this Statement, the
Board considered but rejected other approaches that
would have reported in discontinued operations the
results of operations of other asset groups as defined
in other existing accounting pronouncements. One
approach would have used the definition of an oper-
ating segment in paragraph 10 of Statement 131. An-
other approach would have used the definition of a
reporting unit in Statement 142. Yet another ap-
proach would have used the definition of a business
in EITF Issue No. 98-3, “Determining Whether a
Nonmonetary Transaction Involves Receipt of Pro-
ductive Assets or of a Business.” The Board con-
cluded that those approaches would not necessarily
broaden the reporting of discontinued operations be-
yond that previously permitted by Opinion 30.

B109. The Board acknowledges that judgment will
be required in distinguishing components of an entity
from other disposal groups. However, the Board af-
firmed its conclusion in the Exposure Draft that, on
balance, the advantages of broadening the presenta-
tion of discontinued operations (primarily enhanced
decision usefulness) outweigh the disadvantages of
broadening that presentation (primarily the possibil-
ity that the use of inconsistent judgments will affect
the comparability of information reported about dis-
posal transactions).
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Subsequent adjustments to discontinued operations

B110. This Statement specifies requirements for re-
porting in discontinued operations adjustments in the
current period that are related to the disposal of a
component of an entity in a prior period. Those re-
quirements carry forward certain of the provisions of
other accounting pronouncements relating to the dis-
posal of an Opinion 30 segment that are still relevant.

B111. Paragraphs 44(a) and (b) of this State-
ment refer to adjustments relating to the resolution of
contingencies that arise pursuant to the terms of the
disposal transaction, as well as to those that arise
from, and that are directly related to, the operations of
a component of an entity prior to its disposal. Para-
graph 25 of Opinion 30 specified requirements for re-
porting in discontinued operations adjustments re-
lated to the disposal of a segment of a business that
was reported in a prior period. It did not, however,
specify the types of adjustments to which that report-
ing was intended to apply. Paragraph 25 of Opin-
ion 30, as amended by FASB Statement No. 16,
Prior Period Adjustments, stated:

Circumstances attendant to disposals of a
segment of a business and extraordinary
items frequently require estimates, for ex-
ample, of associated costs and occasionally of
associated revenue, based on judgment and
evaluation of the facts known at the time of
first accounting for the event. Each adjust-
ment in the current period of a loss on dis-
posal of a business segment or of an element
of an extraordinary item that was reported in
a prior period should be separately disclosed
as to year of origin, nature, and amount and
classified separately in the current period in
the same manner as the original item. If the
adjustment is the correction of an error, the
provisions of APB Opinion No. 20, Account-
ing Changes, paragraphs 36 and 37 should be
applied.

B112. SEC Staff Accounting Bulletin No. 93, Ac-
counting and Disclosures Relating to Discontinued
Operations, clarified for public enterprises the
reporting required by paragraph 25 of Opinion 30
as follows:

The [SEC] staff believes that the provi-
sions of paragraph 25 apply only to adjust-
ments that are necessary to reflect new infor-
mation about events that have occurred that

becomes available prior to disposal of the
business, to reflect the actual timing and
terms of the disposal when it is consum-
mated, and to reflect the resolution of contin-
gencies associated with that business, such as
warranties and environmental liabilities re-
tained by the seller.

B113. Paragraph 44(c) of this Statement refers to ad-
justments (gains or losses) associated with the settle-
ment of employee benefit plan obligations (pension,
postemployment benefits other than pensions, and
other postemployment benefits). Paragraph 3 of
FASB Statement No. 88, Employers’Accounting for
Settlements and Curtailments of Defined Benefit Pen-
sion Plans and for Termination Benefits, defines
settlement as:

. . . a transaction that (a) is an irrevocable
action, (b) relieves the employer (or the plan)
of primary responsibility for a pension benefit
obligation, and (c) eliminates significant risks
related to the obligation and the assets used to
effect the settlement.

B114. In accordance with FASB Statement No. 43,
Accounting for Compensated Absences, State-
ment 88, and FASB Statement No. 106, Employers’
Accounting for Postretirement Benefits Other Than
Pensions, as amended by this Statement, settlement
gains or losses should be recognized in the period in
which the settlement occurs. Such gains or losses
should be reported in discontinued operations if the
settlement is directly related to the disposal of a com-
ponent of an entity. The Board concluded that a
settlement is directly related to the disposal of a com-
ponent of an entity if (a) there is a demonstrated
cause-and-effect relationship and (b) the settlement
occurs no later than one year following the disposal
transaction, unless it is delayed by events or circum-
stances beyond an entity’s control.

B115. The requirement that a demonstrated cause-
and-effect relationship exist incorporates guidance
from Statement 88 related to the disposal of a seg-
ment of a business previously covered by Opin-
ion 30. Specifically, the answer to Question 37 in the
FASB Special Report, A Guide to Implementation of
Statement 88 on Employers’ Accounting for Settle-
ments and Curtailments of Defined Benefit Pension
Plans and for Termination Benefits, clarifies that a
cause-and-effect relationship can be demonstrated if,
for example, settlement of a pension benefit obliga-
tion for those employees affected by the sale is a nec-
essary condition of the sale. It further clarified that
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“in a disposal of all or a portion of a line of business,
the timing of a settlement may be at the discretion of
the employer. If the employer simply chooses to
settle a pension benefit obligation at the time of the
sale, the resulting coincidence of events is not, in and
of itself, an indication of a cause-and-effect relation-
ship. . . .” In addition, the Board reasoned that a deci-
sion to settle later than one year after the disposal
date is unlikely to be a direct consequence of the dis-
posal transaction unless that decision is delayed be-
yond one year by events and circumstances beyond
an entity’s control.

Reporting Disposal Gains or Losses in Continuing
Operations

B116. This Statement retains the requirements of
Statement 121 to report gains or losses recognized on
long-lived assets (disposal groups) to be sold that are
not components of an entity presented in discontin-
ued operations as a component of income from con-
tinuing operations. In Statement 121, the Board con-
cluded that the requirements for reporting gains or
losses recognized on long-lived assets (disposal
groups) to be sold should be consistent with the re-
quirements for reporting impairment losses recog-
nized on long-lived assets (asset groups) to be held
and used. The Board affirmed that conclusion in this
Statement.

Reporting Long-Lived Assets (Disposal Groups)
Classified as Held for Sale

B117. Under Opinion 30, the assets and liabilities
of a segment of a business accounted for as a discon-
tinued operation were permitted to be offset and
reported in the statement of financial position “net.”
Footnote 7 of paragraph 18(d) of Opinion 30
explained:

Consideration should be given to disclos-
ing this information by segregation in the bal-
ance sheet of the net assets and liabilities (cur-
rent and noncurrent) of the discontinued
segment. Only liabilities which will be as-
sumed by others should be designated as li-
abilities of the discontinued segment.

B118. The Board noted that the reporting previously
permitted under Opinion 30 is an exception to the
general rule that assets and liabilities should not be
offset. Assets and liabilities that an entity expects to
transfer to a buyer in connection with the sale of as-
sets do not meet the conditions for offsetting in FASB

Interpretation No. 39, Offsetting of Amounts Related
to Certain Contracts. Paragraph 5 of Interpreta-
tion 39 carries forward from APB Opinion No. 10,
Omnibus Opinion—1966, the general principle that
“. . . the offsetting of assets and liabilities in the bal-
ance sheet is improper except where a right of setoff
exists.” In addition, liabilities that an entity expects to
transfer to a potential buyer in a disposal transaction
do not qualify for derecognition prior to being as-
sumed by a purchaser (or otherwise settled). Para-
graph 42 of Concepts Statement 6 states, “Once in-
curred, a liability continues as a liability of the entity
until the entity settles it, or another event or circum-
stance discharges it or removes the entity’s responsi-
bility to settle it.”

B119. The Board decided that the assets and liabili-
ties of a disposal group classified as held for sale
should not be offset in the statement of financial posi-
tion. Accordingly, this Statement eliminates the ex-
ception to consolidation for a subsidiary for which
control is likely to be temporary in paragraph 2 of
ARB No. 51, Consolidated Financial Statements, as
amended by FASB Statement No. 94, Consolidation
of All Majority-Owned Subsidiaries. The Board con-
cluded that for any disposal group, information about
the nature of both the assets and the liabilities of an
asset group classified as held for sale is useful to us-
ers. Separately presenting those items in the state-
ment of financial position provides information that
is relevant and faithfully reports an entity’s assets and
its liabilities. Also, it segregates (a) those assets that
have been measured at the lower of carrying amount
or fair value less cost to sell and are not being depre-
ciated from (b) those assets that are measured on a
cost basis and are being depreciated. Therefore, this
Statement requires that those assets and liabilities be
presented separately in the asset and liability sections
of the statement of financial position.

B120. The Board decided not to specify whether as-
sets and liabilities held for sale should be classified as
current or noncurrent in the statement of financial po-
sition. The Board concluded that because require-
ments for classifying assets and liabilities as current
or noncurrent are provided by other accounting pro-
nouncements, including ARB No. 43, Chapter 3,
“Working Capital,” further guidance in this State-
ment is not needed.

Disclosure

B121. The Board concluded that the financial state-
ment disclosures previously required by para-
graph 19 of Statement 121 and by paragraph 18 of
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Opinion 30 provide information that is useful in un-
derstanding the effects of the disposal of a long-lived
asset (disposal group), including a component of an
entity. In the Exposure Draft, the Board decided to re-
tain those disclosures that were still relevant, includ-
ing the requirement of Opinion 30 to disclose the
proceeds from a disposal transaction. Some respond-
ents to the Exposure Draft stated that disclosure of
proceeds is of little value, noting that information
about cash proceeds is now provided in the statement
of cash flows. The Board agreed and decided to
eliminate that requirement.

Amendment to Statement 67

B122. Statement 121 amended FASB State-
ment No. 67, Accounting for Costs and Initial Rental
Operations of Real Estate Projects, to apply (a) its
provisions for long-lived assets to be held and used to
land to be developed and projects under development
and (b) its provisions for long-lived assets to be dis-
posed of to all completed real estate projects. At that
time, the Board believed that assets under develop-
ment were similar to long-lived assets to be held and
used and that all completed projects were “clearly as-
sets to be disposed of.” Paragraphs 124−126 of State-
ment 121 explained:

The Exposure Draft proposed amending
FASB Statements No. 66, Accounting for
Sales of Real Estate, and No. 67, Accounting
for Costs and Initial Rental Operations of
Real Estate Projects, to change the lower of
carrying amount or net realizable value meas-
ure to the lower of carrying amount or fair
value less cost to sell measure. The Board ini-
tially decided to amend those Statements to
conform the measurement of assets subject to
those Statements with the measurement of as-
sets to be disposed of.

Some real estate development organiza-
tions objected to the proposed amendments in
the Exposure Draft. They questioned why the
scope of a project on long-lived assets in-
cluded real estate development. They argued
that real estate development assets are more
like inventory and, therefore, the lower of car-
rying amount or net realizable value measure
is more relevant. They did not address, how-
ever, why that measure would be more appro-
priate for real estate inventory than the lower
of cost or market measure required for inven-
tory under paragraph 4 of ARB No. 43,
Chapter 4, “Inventory Pricing.”

Others disagreed with the inventory argu-
ment, asserting that although real estate de-
velopment assets will eventually be disposed
of, the provisions of the Exposure Draft
would have required long-term real estate
projects to recognize impairments far too fre-
quently. They said that nearly all long-term
projects, regardless of their overall profitabil-
ity, would become subject to write-downs in
their early stages of development, only to be
reversed later in the life of the project due to
revised estimates of fair value less cost to sell.
The Board considered alternative approaches
to measuring those real estate assets. The
Board decided to apply the provisions of
paragraphs 4–7 to land to be developed and
projects under development and to apply
paragraphs 15–17 to completed projects. The
Board believes that assets under development
are similar to assets held for use, whereas
completed projects are clearly assets to be
disposed of.

B123. In this Statement, the Board reconsidered the
amendment to Statement 67, noting that a completed
real estate project might be held available for occu-
pancy (either for rental or for use in the entity’s op-
erations), in which case the asset would be similar to
a long-lived asset to be held and used. The Board
concluded that the provisions of this Statement for
long-lived assets to be held and used should be ap-
plied to those real estate assets. Therefore, this State-
ment revises the previous amendment to State-
ment 67. The provisions of this Statement for long-
lived assets to be held and used should be applied to
completed real estate projects to be held available for
occupancy. The provisions of this Statement for long-
lived assets to be disposed of by sale should be ap-
plied to completed real estate projects to be sold.

B124. In implementing Statement 121, questions
also emerged about the application of its impairment
provisions to rental real estate property to be held and
used. The primary issue was whether property-
related assets should be grouped together with the
real estate property in determining whether to recog-
nize, and in measuring, an impairment loss. Such
property-related assets include accrued rent and de-
ferred leasing costs recognized for operating leases in
accordance with FASB Statement No. 13, Account-
ing for Leases (paragraph 19 and paragraph 5(m), as
amended by FASB Statement No. 91, Accounting for
Nonrefundable Fees and Costs Associated with
Originating or Acquiring Loans and Initial Direct
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Costs of Leases), and FASB Technical Bulletin
No. 85-3, Accounting for Operating Leases with
Scheduled Rent Increases. The Board concluded that
the provisions of paragraphs 10–14 of this State-
ment for grouping long-lived assets to be held and
used should be applied to those real estate assets.

Benefits and Costs

B125. 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 proposed standard will
fill a significant need and that the costs imposed to
meet that standard, as compared with other alterna-
tives, are justified in relation to the overall benefits of
the resulting information. Although the costs to
implement a new standard may not be borne evenly,
investors and creditors—both present and
potential—as well as others, 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.

B126. The Board determined that the requirements
in this Statement will result in improved financial re-
porting. In Statement 121, the Board determined that
the information provided to users of financial state-
ments about long-lived assets could be improved by
eliminating inconsistencies in the accounting and re-
porting of the impairment of those assets, thereby im-
proving comparability in financial reporting. In this
Statement, the Board determined that the information
provided to users of financial statements about long-
lived assets could be further improved by eliminating
inconsistencies in the accounting and reporting of the
disposal of those assets. As discussed in FASB Con-
cepts Statement No. 2, Qualitative Characteristics of
Accounting Information, providing comparable fi-
nancial information enables users to identify similari-
ties in and differences between two sets of economic
events.

B127. The Board believes that the incremental costs
of implementing this Statement have been mini-
mized principally by retaining certain of the funda-
mental provisions of Statement 121 that are already
in effect, in particular, its recognition and measure-

ment provisions for the impairment of long-lived as-
sets to be held and used and its measurement provi-
sions for long-lived assets classified as held for sale.
In addition, the Board decided to eliminate from this
Statement certain of the proposals in the Exposure
Draft that would have changed those existing re-
quirements. Further, the provisions of this State-
ment generally are to be applied prospectively. Al-
though there may be one-time costs for changes
needed to apply the accounting requirements of this
Statement, the benefits from more consistent, compa-
rable, and reliable information will be ongoing. The
Board believes that the benefits of this State-
ment outweigh the costs of implementing it.

Effective Date and Transition

B128. The Board decided, except as follows, to re-
quire that this Statement be effective for financial
statements issued for fiscal years beginning after De-
cember 15, 2001, and interim periods within those
fiscal years. The Board decided that the provisions
relating to disposal transactions should be effective
for disposal transactions initiated by a commitment
to a plan after the earlier of the effective date of this
Statement or the entity’s initial application of this
Statement. The Board believes that that effective date
provides sufficient time for entities and their auditors
to analyze, interpret, and prepare for implementation
of the provisions of this Statement.

B129. This Statement requires that impairment
losses resulting from the initial application of its pro-
visions for long-lived assets to be held and used be
reported in the period in which the recognition crite-
ria are initially applied and met based on facts and
circumstances existing at that date. This Statement,
like Statement 121, requires consideration of the con-
tinuing effect of events or changes in circumstances
that occurred prior to the Statement’s initial applica-
tion. The Board recognizes the benefits of compara-
tive financial statements but questions the ability of
entities to reconstruct estimates of future cash flows
based on assessments of events and circumstances as
they existed in prior periods and without the use of
hindsight.

B130. This Statement requires prospective applica-
tion of its provisions for disposal transactions, includ-
ing its provisions for the presentation of discontinued
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operations, and prohibits retroactive application.32

The Board concluded that obtaining or developing
the information necessary to apply this State-
ment retroactively could be burdensome for many
entities. In addition, the Board observed that infor-
mation about disposal transactions generally is dis-
closed by public enterprises (for example, in man-
agement’s discussion and analysis and in press
releases). Disposal transactions involving a compo-
nent of an entity that are “grandfathered” under State-
ment 121 would continue to be reported in continu-
ing operations, while disposal transactions involving
a segment of a business that are “grandfathered” un-
der Opinion 30 would continue to be reported in dis-
continued operations. The Board noted that segregat-
ing those disposal transactions would mitigate the
effect of having different measurement approaches
under Statement 121 and Opinion 30—one based on
the fair value less cost to sell and the other based on
net realizable value. The Board concluded that pro-
spective application for disposal transactions is the
most reasonable and practical transition approach
when considered together with the need for consis-
tent transition provisions for disposal transactions
and the cost associated with retroactive application.

B131. The Board observed that for long-lived assets
(disposal groups) to be sold that meet the criteria for a
qualifying plan of sale when this Statement is ini-
tially applied, a cumulative-effect adjustment would
not require an entity to retroactively derive fair values
for those assets to be disposed of. Rather, the adjust-
ment would be based on fair values at the date this
Statement is initially applied. The Board concluded,
however, that it would be inappropriate to require ret-
roactive application for some, but not all, of the pro-
visions for disposal transactions. The Board expects
that, based on the requirements of previous account-
ing pronouncements that address the accounting for
disposal transactions, many disposal transactions that
are in process when this Statement is initially applied
will be completed within one year. Therefore, pro-
spective application should not have a significant,
continuing impact on the comparability and consis-
tency of the financial statements.

B132. The Board observed, however, that in some
cases assets that are classified as held for disposal
when this Statement is initially applied may not meet
the criteria in paragraph 30 by the end of the fiscal
year in which the Statement is initially applied. The

Board concluded that it would be inappropriate to al-
low the accounting for those assets to be “grandfa-
thered” indefinitely. Doing so could impair the com-
parability and consistency of the financial statements
and extend the provisions of Opinion 30 that require
the accrual of future operating losses for several re-
porting periods. Therefore, for a long-lived asset (dis-
posal group) classified as held for disposal when this
Statement is initially applied, the asset (disposal
group) must be reclassified as held and used in ac-
cordance with paragraph 38 if the criteria in para-
graph 30 are not met by the end of the fiscal year in
which this Statement is initially applied.

B133. This Statement requires reclassification of
previously issued statements of financial position in-
cluded for comparative purposes to reflect applica-
tion of the reporting provisions in paragraph 46 for
long-lived assets and disposal groups, including a
temporarily controlled subsidiary, classified as held
for sale under Statement 121 (that is, the prohibition
of offsetting assets and liabilities). The Board be-
lieves that requiring reclassification will improve the
comparability of those financial statements. More-
over, because that reporting affects only how the as-
sets and liabilities of disposal groups previously clas-
sified as held for sale are displayed, the Board
concluded that the information necessary to disag-
gregate and separately report those assets and liabili-
ties would be available.

Appendix C

AMENDMENTS TO EXISTING
PRONOUNCEMENTS

C1. This Statement supersedes FASB Statement
No. 121, Accounting for the Impairment of Long-
Lived Assets and for Long-Lived Assets to Be Dis-
posed Of.

C2. Accounting Research Bulletin No. 51, Consoli-
dated Financial Statements, is amended as follows:

a. In the last sentence of paragraph 2, as amended
by FASB Statement No. 94, Consolidation of All
Majority-Owned Subsidiaries, the phrase is likely
to be temporary or if it is deleted.

b. Paragraph 12 is deleted.

32The prohibition on retroactive application does not extend to the provisions of this Statement for reporting discontinued operations after this
Statement is initially applied.
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C3. In paragraphs 21 and the heading preceding it,
30(e), and 31 of APB Opinion No. 28, Interim Fi-
nancial Reporting, all references to segment of a
business or segments of a business are replaced by
component of an entity or components of an entity,
respectively.

C4. APB Opinion No. 29, Accounting for Non-
monetary Transactions, is amended as follows:

a. The following footnote is added to the end of the
first sentence of paragraph 21 and to the first sen-
tence of paragraph 23 after the parenthetical
phrase:

*An indicated impairment of value of a
long-lived asset covered by FASB State-
ment No. 144, Accounting for the Impairment
or Disposal of Long-Lived Assets, shall be de-
termined in accordance with paragraph 29 of
that Statement.

C5. APB Opinion No. 30, Reporting the Results of
Operations—Reporting the Effects of Disposal of a
Segment of a Business, and Extraordinary, Unusual
and Infrequently Occurring Events and Transactions,
is amended as follows:

a. In paragraph 3, to specify the accounting and re-
porting for disposal of a segment of a business,
(4) is deleted.

b. Paragraphs 8 and 9 and footnote 2 are deleted.

c. Paragraph 11 is amended as follows:

(1) The following footnote is added to the first
sentence immediately following discontinued
operations:

*Paragraphs 41−44 of Statement 144
address the reporting of discontinued
operations.

(2) In the second sentence, segment of a business
is replaced by component of an entity.

d. Paragraphs 13−18 and the heading preceding
those paragraphs are deleted.

e. Footnotes 5−7 are deleted.

f. Paragraph 23 is amended as follows:

(1) The references to segment of a business are
replaced by component of an entity.

(2) The last sentence is replaced by the
following:

Disposals of a component of an entity
shall be accounted for and presented in

the income statement in accordance with
Statement 144 even though the circum-
stances of the disposal meet the criteria
specified in paragraph 20.

g. Paragraph 25 is amended as follows:

(1) In the first sentence, disposals of a segment of
a business and is deleted.

(2) In the second sentence, of a loss on disposal
of a business segment or is deleted.

C6. AICPA Accounting Interpretation 1, “Illustra-
tion of the Application of APB Opinion No. 30,” is
amended as follows:

a. The first question and its interpretation are
amended as follows:

(1) The interpretation and first discussion are
deleted.

(2) The following interpretation is inserted be-
fore the second discussion:

Interpretation—The criteria for extraordi-
nary items classification should be con-
sidered. That is:

Does the event or transaction meet
both criteria of unusual nature and infre-
quency of occurrence?

b. The second question and its interpretation are
superseded.

C7. In FASB Statement No. 19, Financial Account-
ing and Reporting by Oil and Gas Producing Com-
panies, paragraph 44(a) is replaced by the following:

a. A transfer of assets used in oil and gas produc-
ing activities related to unproved properties in
exchange for other assets also used in oil and
gas producing activities.*

*If assets used in oil and gas producing activities related to
proved properties are transferred in exchange for other assets
also used in oil and gas producing activities, a loss, if any, shall
be recognized in accordance with paragraph 29 of FASB State-
ment No. 144, Accounting for the Impairment or Disposal of
Long-Lived Assets.

C8. In FASB Statement No. 43, Accounting for
Compensated Absences, the last sentence of para-
graph 2, as added by FASB Statement No. 112, Em-
ployers’ Accounting for Postemployment Benefits, is
deleted.
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C9. In FASB Statement No. 66, Accounting for
Sales of Real Estate, the following is added to the end
of the second sentence of paragraph 65:

unless the property has been classified as held for
sale in accordance with paragraph 30 of FASB
Statement No. 144, Accounting for the Impair-
ment or Disposal of Long-Lived Assets.

C10. In FASB Statement No. 67, Accounting for
Costs and Initial Rental Operations of Real Estate
Projects, the first and second sentences of para-
graph 24 are replaced by the following:

The provisions in Statement 144 for long-lived
assets to be disposed of by sale shall apply to a
real estate project, or parts thereof, that is sub-
stantially completed and that is to be sold. The
provisions in that Statement for long-lived assets
to be held and used shall apply to real estate held
for development, including property to be devel-
oped in the future as well as that currently under
development, and to a real estate project, or parts
thereof, that is substantially completed and that is
to be held and used (for example, for rental). De-
termining whether the carrying amounts of real
estate projects require recognition of an impair-
ment loss shall be based on an evaluation of indi-
vidual projects.

C11. FASB Statement No. 88, Employers’Account-
ing for Settlements and Curtailments of Defined Ben-
efit Pension Plans and for Termination Benefits, is
amended as follows:

a. In paragraph 6(a), segment of a business is re-
placed by component of an entity.

b. Paragraphs 8 and 16 and the heading preceding
paragraph 16 are deleted.

c. Paragraph 57 is amended as follows:

(1) In the title of Example 3A, segment is re-
placed by component.

(2) In Example 3A, the reference to segment of
its business is replaced by component of the
entity.

(3) Footnote d to Example 3A is deleted.

C12. FASB Statement No. 106, Employers’ Ac-
counting for Postretirement Benefits Other Than
Pensions, is amended as follows:

a. In paragraph 96(a), segment of a business is re-
placed by component of an entity.

b. Paragraph 103 and the heading preceding it are
deleted.

C13. In paragraph 8(c) of FASB Statement No. 115,
Accounting for Certain Investments in Debt and Eq-
uity Securities, the reference to segment is replaced
by component of an entity.

C14. In the last sentence of paragraph 164 of FASB
Statement No. 117, Financial Statements of Not-for-
Profit Organizations, the reference to a discontinued
operating segment is replaced by reporting discon-
tinued operations.

C15. Paragraph 9 of FASB Statement No. 123, Ac-
counting for Stock-Based Compensation, is amended
as follows:

a. In the first sentence, with the same meaning as in
FASB Statement No. 121, Accounting for the Im-
pairment of Long-Lived Assets and for Long-
Lived Assets to Be Disposed Of. is replaced by to
refer to.

b. In the second sentence, Statement 121 says that
the fair value of an asset is . . . is deleted.

c. The reference to [paragraph 7] at the end of the
quotation is deleted.

C16. Footnote 18 to paragraph 44 of FASB State-
ment No. 141, Business Combinations, is deleted.

C17. FASB Statement No. 142, Goodwill and Other
Intangible Assets, is amended as follows:

a. Paragraph 7 is deleted.

b. Paragraph 15 is amended as follows:

(1) In the first sentence, Statement 121 is re-
placed by FASB Statement No. 144, Account-
ing for the Impairment or Disposal of Long-
Lived Assets, and paragraphs 4–11 are re-
placed by paragraphs 7–24.

(2) In the second sentence, Statement 121 is re-
placed by Statement 144.

c. The second (parenthetical) sentence of para-
graph 17 is replaced by (Paragraph 8 of State-
ment 144 includes examples of impairment
indicators.).
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d. In paragraph 28(f), Statement 121 is replaced by
Statement 144.

e. In the second sentence of paragraph 29, State-
ment 121 is replaced by Statement 144.

f. Footnote 22 to paragraph 39 is deleted.

g. Appendix A is amended as follows:

(1) In the last sentence of Example 1, FASB
Statement No. 121, Accounting for the Im-
pairment of Long-Lived Assets and for Long-
Lived Assets to Be Disposed Of is replaced
by FASB Statement No. 144, Accounting for
the Impairment or Disposal of Long-Lived
Assets.

(2) In Examples 2, 3, 5, and 9, all references to
Statement 121 are replaced by Statement 144.

C18. FASB Statement No. 143, Accounting for As-
set Retirement Obligations, is amended as follows:

a. The fourth sentence of paragraph 2 is replaced by:

This Statement does not apply to obligations
that arise solely from a plan to sell or other-
wise dispose of a long-lived asset covered
by FASB Statement No. 144, Accounting for
the Impairment or Disposal of Long-Lived
Assets.

b. Paragraph 12 is amended as follows:

(1) In the first sentence, Statement 121 is re-
placed by Statement 144.

(2) Footnote 11 is deleted.

C19. FASB Interpretation No. 18, Accounting
for Income Taxes in Interim Periods, is amended as
follows:

a. Footnote 1 to paragraph 5 is replaced by the
following:

The terms used in this definition are de-
scribed in APB Opinion No. 20, Accounting
Changes, in APB Opinion No. 30, Reporting
the Results of Operations—Reporting the Ef-
fects of Disposal of a Segment of a Business,
and Extraordinary, Unusual and Infrequently
Occurring Events and Transactions, and in
FASB Statement No. 144, Accounting for the
Impairment or Disposal of Long-Lived As-
sets. See paragraph 10 of Opinion 30 for ex-
traordinary items and paragraph 26 for un-
usual items and infrequently occurring items.
See paragraph 20 of Opinion 20 for cumula-

tive effects of changes in accounting prin-
ciples. See paragraphs 41−44 of State-
ment 144 for discontinued operations.

b. Paragraph 19 is amended as follows:

(1) All references to measurement date are re-
placed by date on which the criteria in para-
graph 30 of Statement 144 are met.

(2) In the first sentence, both (a) and and (b) the
gain (or loss) on disposal of discontinued op-
erations (including any provision for operat-
ing loss subsequent to the measurement date)
are deleted.

(3) All references to discontinued segment are re-
placed by discontinued component.

(4) Footnote 20 is replaced by the following:

The term discontinued component refers
to the disposal of a component of an en-
tity as described in paragraph 41 of State-
ment 144.

c. In paragraph 35, the references to segment of a
business are replaced by component of an entity.

d. In paragraph 71, under Discontinued operations,
Division is replaced by Component and Income
(loss) on disposal of Division X, including provi-
sion of $XXXX for operating losses during phase-
out period (less applicable income taxes of
$XXXX) is deleted.

C20. Paragraph 3 of FASB Interpretation No. 27,
Accounting for a Loss on a Sublease, is deleted.

C21. In paragraph 7 of FASB Interpretation No. 39,
Offsetting of Amounts Related to Certain Contracts,
the reference to APB Opinion No. 30, Reporting the
Results of Operations—Reporting the Effects of Dis-
posal of a Segment of a Business, and Extraordinary,
Unusual and Infrequently Occurring Events and
Transactions (reporting of discontinued operations)
is deleted.

AMENDMENTS MADE BY STATEMENT 121
CARRIED FORWARD IN THIS STATEMENT
WITH MINOR CHANGES

C22. In the first sentence of paragraph 19(h) of APB
Opinion No. 18, The Equity Method of Accounting
for Investments in Common Stock, the phrase the
same as a loss in value of other long-term assets is
deleted.
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C23. The last question and its interpretation of
AICPA Accounting Interpretation 1, “Illustration
of the Application of APB Opinion No. 30,” are
superseded.

C24. FASB Statement No. 15, Accounting by Debt-
ors and Creditors for Troubled Debt Restructurings,
is amended as follows:

a. The following sentence is added after the first
sentence of paragraph 28:

A creditor that receives long-lived assets that
will be sold from a debtor in full satisfaction
of a receivable shall account for those assets
at their fair value less cost to sell, as that term
is used in paragraph 34 of FASB State-
ment No. 144, Accounting for the Impairment
or Disposal of Long-Lived Assets.

b. The last sentence of paragraph 28 is replaced by
the following:

The excess of (i) the recorded investment in
the receivable17 satisfied over (ii) the fair
value of assets received (less cost to sell, if re-
quired above) is a loss to be recognized. For
purposes of this paragraph, losses, to the ex-
tent they are not offset against allowances for
uncollectible amounts or other valuation ac-
counts, shall be included in measuring net in-
come for the period.

c. In the second sentence of paragraph 33, at their
fair values is deleted and less cost to sell is in-
serted after reduced by the fair value.

C25. The following new heading and paragraph are
added after paragraph 62 of FASB Statement No. 19,
Financial Accounting and Reporting by Oil and Gas
Producing Companies:

Impairment Test for Proved Properties and
Capitalized Exploration and Development
Cost

The provisions of FASB Statement No. 144, Ac-
counting for the Impairment or Disposal of Long-
Lived Assets, are applicable to the costs of an en-
terprise’s wells and related equipment and
facilities and the costs of the related proved prop-
erties. The impairment provisions relating to un-
proved properties referred to in paragraphs 12,
27−29, 31(b), 33, 40, 47(g), and 47(h) of this
Statement remain applicable to unproved
properties.

C26. The following sentence is added to the end of
paragraph 19 of FASB Statement No. 34, Capitaliza-
tion of Interest Cost:

The provisions of FASB Statement No. 144, Ac-
counting for the Impairment or Disposal of Long-
Lived Assets, apply in recognizing impairment of
long-lived assets held for use.

C27. The first two sentences of paragraph 14 of
FASB Statement No. 51, Financial Reporting by
Cable Television Companies, are replaced by the fol-
lowing: [Note: This amendment does not affect the
amendment made by paragraph D5(2) of State-
ment 142 to refer to other intangible assets subject
to the provisions of that Statement.]

Capitalized plant and certain intangible assets are
subject to the provisions of FASB Statement
No. 144, Accounting for the Impairment or Dis-
posal of Long-Lived Assets.

C28. Paragraph 48 of FASB Statement No. 60, Ac-
counting and Reporting by Insurance Enterprises, is
amended as follows:

a. In the first sentence, and an allowance for any
impairment in value is deleted.

b. In the last sentence, Changes in the allowance for
any impairment in value relating to real estate in-
vestments is replaced by Reductions in the carry-
ing amount of real estate investments resulting
from the application of FASB Statement No. 144,
Accounting for the Impairment or Disposal of
Long-Lived Assets,.

C29. FASB Statement No. 61, Accounting for Title
Plant, is amended as follows:

a. In the first and second sentences of paragraph 6,
value is replaced by carrying amount.

b. The last sentence of paragraph 6 is replaced by
the following:

Those events or changes in circumstances, in
addition to the examples in paragraph 8 of
FASB Statement No. 144, Accounting for the
Impairment or Disposal of Long-Lived As-
sets, indicate that the carrying amount of the
capitalized costs may not be recoverable. Ac-
cordingly, the provisions of Statement 144
apply.

C30. Footnote 5 to paragraph 21 of FASB State-
ment No. 66, Accounting for Sales of Real Estate, is
replaced by the following:
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Paragraph 24 of FASB Statement No. 67, Ac-
counting for Costs and Initial Rental Operations
of Real Estate Projects, as amended by FASB
Statement No. 144, Accounting for the Impair-
ment or Disposal of Long-Lived Assets, specifies
the accounting for property that is substantially
completed and that is to be sold.

C31. FASB Statement No. 67, Accounting for Costs
and Initial Rental Operations of Real Estate Projects,
is amended as follows:

a. In paragraph 3, costs in excess of estimated net
realizable value is replaced by reductions in the
carrying amounts of real estate assets prescribed
by FASB Statement No. 144, Accounting for the
Impairment or Disposal of Long-Lived Assets.

b. Paragraph 16 is deleted.

c. Paragraph 25 is replaced by the following:

Paragraph 8 of Statement 144 provides ex-
amples of events or changes in circumstances
that indicate that the recoverability of the car-
rying amount of a long-lived asset should be
assessed. Insufficient rental demand for a
rental project currently under construction is
an additional example that indicates that the
recoverability of the real estate project should
be assessed in accordance with the provisions
of Statement 144.

d. In paragraph 28, the term net realizable value and
its definition are deleted.

C32. FASB Statement No. 71, Accounting for the
Effects of Certain Types of Regulation, is amended as
follows:

a. The following sentence is added to the end of
paragraph 9:

If at any time the incurred cost no longer
meets the above criteria, that cost shall be
charged to earnings.

b. Paragraph 10 is amended as follows:

(1) The second and third sentences are replaced
by:

If a regulator excludes all or part of a cost
from allowable costs, the carrying

amount of any asset recognized pursuant
to paragraph 9 of this Statement shall be
reduced to the extent of the excluded cost.

(2) In the fourth sentence, the asset has is re-
placed by other assets have and and FASB
Statement No. 144, Accounting for the Im-
pairment or Disposal of Long-Lived Assets,
shall apply is added to the end of that sen-
tence after the footnote added by FASB State-
ment No. 90, Regulated Enterprises—
Accounting for Abandonments and Disallow-
ances of Plant Costs.

c. The following new paragraph is added after para-
graph 10:

If a regulator allows recovery through rates of
costs previously excluded from allowable
costs, that action shall result in recognition of
a new asset. The classification of that asset
shall be consistent with the classification that
would have resulted had those costs been ini-
tially included in allowable costs.

C33. The following phrase is added to the end
of the third sentence of paragraph 6 of FASB State-
ment No. 101, Regulated Enterprises—Accounting
for the Discontinuation of Application of FASB State-
ment No. 71:

, and FASB Statement No. 144, Accounting for
the Impairment or Disposal of Long-Lived As-
sets, shall apply, except for the provisions for in-
come statement reporting in paragraphs 25 and
26 of that Statement.

Appendix D

REFERENCES TO PRONOUNCEMENTS

D1. There are many references in the existing au-
thoritative literature to impairment of assets. Appen-
dix C indicates the amendments to pronouncements
existing at the date of this Statement. The following
table lists FASB and APB pronouncements that refer
to impairment of long-lived assets and indicates
which of those pronouncements will apply the appli-
cable requirements of this Statement and which will
continue to apply some other applicable existing
requirement.
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E1−E3. [These paragraphs have been deleted. See Status page.]
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