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Introduction

1. This FASB Staff Position (FSP) addresses the accounting for planned major
maintenance activities. This FSP amends certain provisions in the AICPA Industry Audit
Guide, Audits of Airlines (Airline Guide), and APB Opinion No. 28, Interim Financial
Reporting.

Background and Scope

2. The principal source of guidance on the accounting for planned major maintenance
activities is the Airline Guide. The Airline Guide permits four alternative methods of
accounting for planned major maintenance activities: direct expense, built-in overhaul,
deferral, and accrual (accrue-in-advance). Those methods are widely used by other
industries.

3. The Board believes that the accrue-in-advance method of accounting for planned
major maintenance activities results in the recognition of liabilities that do not meet the
definition of a liability in FASB Concepts Statement No. 6, Elements of Financial
Statements, because it causes the recognition of a liability in a period prior to the
occurrence of the transaction or event obligating the entity. The fact that an entity may
incur future maintenance costs to improve the operating efficiency of an asset, comply
with regulatory operating guidelines, or extend the useful life of the asset does not
embody a present duty or responsibility of the entity prior to the obligating transaction or
event. The entity can decide whether to use the asset in such a way to avoid the need for
future maintenance activities."

4. The guidance in this FSP is applicable to entities in all industries.
FASB Staff Position

5. This FSP prohibits the use of the accrue-in-advance method of accounting for planned
major maintenance activities in annual and interim financial reporting periods.

! In contrast, as explained in FASB Statement No. 143, Accounting for Asset Retirement Obligations, and as
demonstrated in examples in FASB Interpretation No. 47, Accounting for Conditional Asset Retirement
Obligations, the liability required to be recorded for an asset retirement obligation is based on a legal
obligation for which the event obligating the entity has occurred.
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6. An entity shall apply the same method of accounting for planned major maintenance
activities in annual and interim financial reporting periods.

Amendments to Airline Guide

7. This FSP amends the Airline Guide as follows: [Added text is underlined and deleted
text is struck-out.]

a. Paragraph 3.69:

Air carriers should adopt an accounting method that recognizes overhaul
expenses in the appropriate period. This may result in different methods for
different aircraft, as well as different methods for airframe overhauls and engine
overhauls. The method chosen should recognize, among other things, the
carrier's operating practices with respect to airframe and engine overhauls. The

following accounting methods are mest-often-employedpermitted:

* Direct expensing method
* Built-in overhaul method
» Deferral method
»Acerdal-method

b. Paragraph 3.73:

c. Paragraph 3.74:

In the case of the built-in overhaul ard-acertal-methods, the estimated cost of
initial overhauls should be tested by reference to manufacturers' specifications,
historical experience, and the like. Actual capitalized costs of succeeding
overhauls should be examined for propriety. Time between overhauls (TBO)
should be tested by reference to FAA overhaul requirements, manufacturers'
specifications, or the carrier's experience. Resulting rates and their application
should be tested for reasonableness.

d. Paragraph 4.11.2:

Maintenance and engineering accounting—In the airline industry four—three
alternative methods exist for performing scheduled maintenance accounting
(direct expensing method, built-in overhaul method, and deferral method—ané
acerualmethed). An airline using the—aeerual; deferral; or built-in overhaul
methods must make certain assumptions as to the cost and timing of the
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scheduled maintenance events, which can affect the recorded results. In addition
an airline must apply the method selected consistently and should not switch
back and forth between methods.

Amendment to Opinion 28
8. This FSP amends Opinion 28 as follows:

a. Paragraph 16(a):

When a cost that is expensed for annual reporting purposes clearly benefits two
or more interim periods—{e-g—annual-majorrepairs), each interim period should
be charged for an appropriate portion of the annual cost by the use of accruals or
deferrals.

Effective Date and Transition

9. The guidance in this FSP shall be applied to the first fiscal year beginning after
December 15, 2006. Earlier adoption is permitted as of the beginning of an entity’s fiscal
year. The guidance in this FSP shall be applied retrospectively for all financial statements
presented, unless it is impracticable to do so. This should include the recognition of:

a. The cumulative effect of the change to the new accounting principle on periods
prior to those presented in the carrying amounts of assets and liabilities as of the
beginning of the first period presented

b. An offsetting adjustment, if any, made to the opening balance of retained earnings
(or other appropriate components of equity or net assets in the statement of
financial position) for that period

c. Adjustments to financial statements for each individual prior period presented to
reflect the period-specific effects of applying the new accounting principle.

10. If retrospective application to all years presented is impracticable, the financial
statements presented shall be retrospectively adjusted for as many consecutive prior years
as practicable, and the cumulative effect of applying the guidance in this FSP shall be
applied to the carrying amounts of assets and liabilities as of the beginning of the earliest
period to which the FSP can be retrospectively applied. An offsetting adjustment, if any,
shall be made to the opening balance of retained earnings (or other appropriate
components of equity or net assets in the statement of financial position) for that period.
If it is impracticable to retrospectively apply the provisions of this FSP to any prior year,
the cumulative effect shall be included in beginning retained earnings in the year in which
the guidance in the FSP is first applied.

Disclosures
11. As of the date this FSP is adopted, an entity shall disclose the following:

a. The method of accounting for planned major maintenance activities selected
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(o

. A description of the prior-period information that has been retrospectively
adjusted, if any

c. The effect of the change on income from continuing operations, net income (or
other appropriate captions of changes in the applicable net assets or performance
indicator), any other affected financial statement line item, and any affected per-
share amounts for any periods retrospectively adjusted

d. The cumulative effect of the change on retained earnings or other components of
equity or net assets in the statement of financial position as of the beginning of the
earliest period presented

e. If retrospective application to all prior periods is impracticable, the reasons why it

is impracticable and a description of the alternative method used to report the

change (paragraph 9).
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