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 i  •  Course Information

GAAP: BALANCE SHEET PART 3

This course covers a variety of issues related to GAAP with a focus on balance sheets. Much of the 
course is in a Question & Answer format.  

LEARNING ASSIGNMENTS AND OBJECTIVES 

As a result of studying each assignment, you should be able to meet the objectives listed below each 
individual assignment.

SUBJECTS

GAAP Q & A: Balance Sheet

Study the course materials from pages 1 to 38
Complete the review questions at the end of each chapter
Answer the exam questions 1 to 10

Objectives:

• To identify the accounting for environmental contamination costs
• To identify examples of costs associated with exit activities
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NOTICE

This course and test have been adapted from supplemental material and uses the materials 
entitled GAAP- Tax-Basis Q&A - 2021 © 2021 Fustolo Publishing LLC. Displayed by permis-
sion of the author. All rights reserved.

Limit of Liability/Disclaimer of Warranty: While the publisher and author have used their best 
efforts in preparing this book, they make no representations or warranties with respect to the 
DFFXUDF\�RU�FRPSOHWHQHVV�RI�WKH�FRQWHQWV�RI�WKLV�ERRN�DQG�VSHFL¿FDOO\�GLVFODLP�DQ\�LPSOLHG�
ZDUUDQWLHV�RU�PHUFKDQWDELOLW\�RU�¿WQHVV�IRU�D�SDUWLFXODU�SXUSRVH��1R�ZDUUDQW\�PD\�EH�FUHDWHG�
or extended by sales representatives or written sales materials. The advice and strategies 
contained herein may not be suitable for your situation. You should consult with a professional 
ZKHUH�DSSURSULDWH��1HLWKHU�WKH�SXEOLVKHU�QRU�DXWKRU�VKDOO�EH�OLDEOH�IRU�DQ\�ORVV�RI�SUR¿W�RU�DQ\�
other commercial damages, including but not limited to special, incidental, consequential, or 
other damages.

The End User shall be permitted to use the Licensed Content for internal purposes only and 
not for resale or distribution. The Licensed Content is provided on an “as is” basis and with-
RXW�DQ\�ZDUUDQWLHV�RI�DQ\�NLQG��H[SUHVV�RU�LPSOLHG��&&+�,1&25325$7('�$1'�,76�/,&(1-
6256�$1'�$)),/,$7(6�',6&/$,0�$//�:$55$17,(6�:,7+�5(63(&7�72�7+(�/,&(16('�
&217(17��(;35(66�25�,03/,('��,1&/8',1*�%87�127�/,0,7('�72��:$55$17,(6�
2)�0(5&+$17$%,/,7<��),71(66�)25�$�3$57,&8/$5�385326(��121�,1)5,1*(0(17��
7,7/(��48,(7�(1-2<0(17�$1'�,1)250$7,21�&203/(7(1(66��&855(1&<�25�$&-
&85$&<�

End User assumes all responsibilities and obligations with respect to the selection of the Li-
censed Content to achieve End User’s intended results. End User assumes all responsibilities 
and obligations with respect to any decision or advice made or given as a result of the use or 
DSSOLFDWLRQ�RI�WKH�/LFHQVHG�&RQWHQW��&&+�DQG�LWV�OLFHQVRUV�DQG�DI¿OLDWHV�DUH�QRW�HQJDJHG�LQ�WKH�
rendering of legal, accounting, tax or other professional advice or services. If legal, accounting, 
tax or other expert assistance is required, the services of a competent professional should be 
sought.

This course is sold with the understanding that the publisher is not engaged in rendering legal, 
accounting, or other professional advice and assumes no liability whatsoever in connection 
with its use. Since laws are constantly changing, and are subject to differing interpretations, we 
urge you to do additional research and consult appropriate experts before relying on the infor-
mation contained in this course to render professional advice.

��3DFL¿F�&3(��/3�����

Program publication date 5/11/2021
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EXAM OUTLINE

• TEST FORMAT: 7KH�¿QDO�H[DP�IRU�WKLV�FRXUVH�FRQVLVWV�RI����PXOWLSOH�FKRLFH�TXHVWLRQV�
DQG�LV�EDVHG�VSHFL¿FDOO\�RQ�WKH�LQIRUPDWLRQ�FRYHUHG�LQ�WKH�FRXUVH�PDWHULDOV�

• $&&(66�),1$/�(;$0��/RJ�LQ�WR�\RXU�DFFRXQW�DQG�FOLFN�7DNH�([DP��$�FRS\�RI�WKH�¿QDO�
exam is provided at the end of these course materials for your convenience, however you 
must submit your answers online to receive credit for the course.

• /,&(16(�5(1(:$/�,1)250$7,21��7KLV�FRXUVH�TXDOL¿HV�IRU�� CPE hours.

• PROCESSING: <RX� ZLOO� UHFHLYH� WKH� VFRUH� IRU� \RXU� ¿QDO� H[DP� LPPHGLDWHO\� DIWHU� LW� LV�
submitted. A score of 70% or better is required to pass. 

• &(57,),&$7(�2)�&203/(7,21��Will be available in your account to view online or 
print. If you do not pass an exam, it can be retaken free of charge.
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GAAP Q & A

+��&855(17�/,$%,/,7,(6

���$FFUXDO�IRU�(PSOR\HU�&R�,QVXUDQFH�$UUDQJHPHQWV

Question: A company has a self-insured medical insurance program with a “stop-gap” insurance policy 
covering medical expenses in excess of $10,000 per employee. What amount should the company 
accrue to cover its liability?

Response:� $OWKRXJK� $6&� ����� Contingencies, excludes employment-related costs, that statement 
JXLGDQFH� PD\� EH� DSSURSULDWH� IRU� WKLV� VLWXDWLRQ�� ,Q� DFFRUGDQFH� ZLWK� $6&� ����� D� OLDELOLW\� VKRXOG� EH�
accrued if the loss is probable and the amount can be estimated. The company should record a liability 
for medical expenses incurred by the employees during the year yet not paid at year end, including 
expenses incurred during the reporting period but submitted subsequent to the balance sheet date. Any 
liability will be reduced by any excess over $10,000 which will be covered by the insurance policy. 

���$FFUXDO�IRU�6LFN�3D\

Question: A company is concerned that its employees will vote for a union. In order to safeguard against 
WKLV��WKH\�LQVWLWXWH�VHYHUDO�EHQH¿WV�LQFOXGLQJ�D�VLFN�RU�SHUVRQDO�GD\V�RSWLRQ��8QGHU�WKLV�SROLF\��HPSOR\HHV�
earn one personal day each quarter that they work. At the end of the year, the employees can take any 
XQXVHG�SHUVRQDO�GD\V�LQ�WKH�IRUP�RI�FDVK�SDLG�RXW�LQ�-DQXDU\�RI�WKH�IROORZLQJ�\HDU��,Q�-DQXDU\���;���WKH�
FRPSDQ\�SDLG���������IRU�SHUVRQDO�GD\V�HDUQHG�EXW�QRW�WDNHQ�LQ���;���6KRXOG�WKH���������EH�UHFRUGHG�
DV�D�OLDELOLW\�DV�RI�'HFHPEHU�������;�"

Response: Yes. ASC 710-10, Compensation-General, requires a company to record a liability for any 
compensated absence (vacation, holiday or sick pay) if four criteria are met:

• The compensation has been earned.

• It vests or accumulates.

• It is probable that it will be paid.

• The amount can be estimated.

Based on the above information, the four criteria have been met and the liability should be accrued. 
Although in this example, sick pay is accrued, usually, sick pay does not satisfy the four criteria and is 
therefore not usually accrued. 

���$FFUXDO�IRU�6DEEDWLFDO�/HDYH�DQG�2WKHU�6LPLODU�%HQH¿WV

Question: A company offers its employees sabbatical leave under which its employees are entitled to 
paid time off after working for the company for 10 years During the sabbatical leave, the individual is still 
a compensated employee of the company and is not required to perform any duties for the company.
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Should the employer record an accrual for the liability for the sabbatical leave similar to an accrual for 
vacation pay?

Response: $Q�HQWLW\�PD\�SURYLGH�LWV�HPSOR\HHV�ZLWK�D�EHQH¿W�LQ�WKH�IRUP�RI�D�FRPSHQVDWHG�DEVHQFH�
known as a sabbatical leave under which the employee is entitled to paid time off after working for 
DQ�HQWLW\� IRU� D� VSHFL¿HG�SHULRG�RI� WLPH��'XULQJ� WKH� VDEEDWLFDO� OHDYH�� WKH� LQGLYLGXDO� FRQWLQXHV� WR�EH�D�
compensated employee and is not required to perform any duties for the entity.

Historically, companies have followed the guidance of ASC 710-10, Compensation-General, in 
determining whether the cost of a sabbatical or other arrangement should be accrued.

ASC 710-10 states that an employer shall accrue a liability for employees’ compensation for future 
absences if four criteria are met:

1. The compensation has been earned.

2. The obligation relates to rights that vest or accumulate.

3. Payment of the compensation is probable.

��� The amount can be reasonably estimated.

Vested rights are those for which the employer has an obligation to make payment, even if an employee 
WHUPLQDWHV��DQG�DUH�QRW�FRQWLQJHQW�RQ�DQ�HPSOR\HH¶V� IXWXUH�VHUYLFH��5LJKWV�accumulate if rights have 
been earned but unused rights may be carried forward to future periods, even if there may be a limit to 
the amount that can be carried forward.

ASC Subtopic 710-10-25, 6DEEDWLFDO�/HDYH�%HQH¿WV, provides further guidance by stating:

“An employee’s right to a compensated absence under a sabbatical or other similar 
EHQH¿W�DUUDQJHPHQW�D�� WKDW� UHTXLUHV� WKH�FRPSOHWLRQ�RI�D�PLQLPXP�VHUYLFH�SHULRG��DQG�
E�� LQ�ZKLFK� WKH�EHQH¿W�GRHV�QRW� LQFUHDVH�ZLWK�DGGLWLRQDO�\HDUV�RI�VHUYLFH��DFFXPXODWHV�
XQGHU�$6&���������H�J���WKH�VHFRQG�FULWHULRQ�LV�PHW��DV�ORQJ�DV�WKH�HPSOR\HH´�

1) Continues to be a compensated individual, and

2) Is not required to perform duties for the entity during the absence.

That is, the third criterion for DFFUXDO��WKH�REOLJDWLRQ�UHODWHV�WR�ULJKWV�WKDW�YHVW�RU�DFFXPXODWH��LV�VDWLV¿HG�
LI�WKH�DERYH�QRWHG�JXLGDQFH�LV�VDWLV¿HG�

Therefore, assuming the other three requirements for accrual are also met (e.g., compensation is earned, 
payment is probable, and amount can be reasonably estimated), the compensation cost associated with 
D�VDEEDWLFDO�RU�RWKHU�VLPLODU�EHQH¿W�DUUDQJHPHQW�VKRXOG�EH�DFFUXHG�RYHU�WKH�UHTXLVLWH�VHUYLFH�SHULRG�WR�
earn the sabbatical leave. For example, if an employee must work 10 years to earn a thirty-day sabbatical 
leave with pay, that thirty days of sabbatical leave pay should be accrued during the 10 years over which 
the employee earns the sabbatical pay. 

Arrangements in which employees are required to engage in research or public service to enhance the 
UHSXWDWLRQ�RI�RU�RWKHUZLVH�EHQH¿W�WKH�HPSOR\HU�DUH�QRW�ZLWKLQ�WKH�VFRSH�RI�$6&��������
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���(QYLURQPHQWDO�/LDELOLWLHV

Question: A company must remove underground storage tanks and remediate the soil in accordance 
with the environmental laws. The costs will be approximately $100,000.

Should the cost be expensed or capitalized?

Response:�$6&������Asset Retirement and Environmental Obligations, provides guidance. 

General Rule: Environmental contamination treatment costs should be charged to expense.

However the ASC provides exceptions which the entity may elect (but is not required) to capitalize the 
expenditure if any one of the following criteria is met:

a. 7KH�FRVWV� H[WHQG� WKH� OLIH�� LQFUHDVH� WKH� FDSDFLW\�� RU� LPSURYH� WKH� VDIHW\� RU� HI¿FLHQF\�RI�
property owned by the company.

Note: For purposes of this criterion, the condition of the property after the costs are 
incurred must be improved as compared with the condition when originally constructed 
or acquired, if later.

b. The costs mitigate or prevent environmental contamination that has yet to occur and that 
may result from future operations or activities, of property owned by the company. 

Note: As with condition a) the costs must improve the property compared with its 
condition when constructed or acquired.

c. The costs are incurred in preparing the property for sale.

Note

 
ASC 410-30 states that the costs incurred for removal of asbestos may be capitalized as 
WKH�UHPRYDO�LPSURYHV�WKH�VDIHW\�DQG�ḢFLHQF\�RI�WKH�SURSHUW\�

In this example, the costs to remove the tanks and remediate the soil should be expensed since the 
activity does not satisfy any of the three (3) exceptions noted previously.

&KDQJH� WKH� IDFWV��1RW� RQO\� DUH� WKH�ROG� WDQNV� UHPRYHG� IRU� ���������� EXW� WKH� FRPSDQ\�DOVR� VSHQGV�
$200,000 to install new tanks.

Response: The $100,000 expenditure to remove the tanks should be expensed. However, the $200,000 
WR�LQVWDOO�QHZ�WDQNV�VKRXOG�EH�FDSLWDOL]HG�DV�D�¿[HG�DVVHW�DGGLWLRQ�


