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Disclosure of Environmental Liabilities
This standard is issued under the fixed designation E2173; the number immediately following the designation indicates the year of
original adoption or, in the case of revision, the year of last revision. A number in parentheses indicates the year of last reapproval. A
superscript epsilon (&) indicates an editorial change since the last revision or reapproval.
1. Scope

1.1 Purpose—The purpose of this guide is to provide a
series of options or instructions consistent with good commer-
cial and customary practice in the United States for environ-
mental liability disclosures accompanying audited and unau-
dited financial statements. This guide is consistent with
Generally Accepted Accounting Principles (GAAP)? issued by
Financial Accounting Standards Board (FASB), as well as
related statements, rules, regulations, and/or procedures issued
by Government Accounting Standards Board (GASB), Public
Company Accounting Oversight Board (PCAOB), Securities
and Exchange Commission (SEC), and Federal Accounting
Standards Advisory Board (FASAB). This guide is intended to
be consistent with other issuers of accounting standards and
practices, including International Accounting Standards Board
(IASB).

1.2 Objectives—The objectives of this guide are to deter-
mine the conditions warranting disclosure and the content of
appropriate disclosure.

2. Referenced Documents

2.1 ASTM Standards:*

E1527 Practice for Environmental Site Assessments: Phase 1
Environmental Site Assessment Process

E2091 Guide for Use of Activity and Use Limitations,
Including Institutional and Engineering Controls

E2137 Guide for Estimating Monetary Costs and Liabilities
for Environmental Matters

! This guide is under the jurisdiction of ASTM Committee E50 on Environmental
Assessment, Risk Management and Corrective Action and is the direct responsibil-
ity of Subcommittee E50.05 on Environmental Risk Management.

Current edition approved Oct. 1, 2016. Published November 2016. Originally
approved in 2001. Last previous edition approved in 2011 as E2173 — 07(2011).
DOI: 10.1520/E2173-16.

2 This guide alone does not satisfy or include all disclosure requirements under
GAAP, SEC, IASB, or any other agency or regulatory body. Appendix X1 provides
some examples of where such requirements are contained.

3 For referenced ASTM standards, visit the ASTM website, www.astm.org, or
contact ASTM Customer Service at service@astm.org. For Annual Book of ASTM
Standards volume information, refer to the standard’s Document Summary page on
the ASTM website.
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2.2 FASB Standard:*

Statement of Financial Accounting Concepts No. 8 “Con-
ceptual Framework for Financial Reporting”, September
2010

3. Terminology

3.1 Definitions of Terms Specific to This Standard:

3.1.1 accretion, n—increase to the present value of a
liability solely because of the passage of time, normally a year;
also “unwinding the discount.”

3.1.2 activity and use limitations, AULs, n—legal or physi-
cal restrictions or limitations on the use of, or access to, a site
or facility to eliminate or minimize potential exposures to
chemicals of concern or prevent activities that could interfere
with the effectiveness of a response action to ensure mainte-
nance of a condition of “acceptable risk” or “no significant
risk” to human health and the environment.

3.1.2.1 Discussion—These legal or physical restrictions are
intended to prevent adverse impacts to individuals or popula-
tions that may be exposed to chemicals of concern. (E2091)

3.1.3 asset retirement obligation, n—legal or constructive
obligations associated with the retirement of a tangible long-
lived asset that result from the acquisition, construction,
development, or normal operation of a tangible long-lived
asset.

3.1.3.1 Discussion—Activities include, but are not limited
to, demolition, decommissioning, decontamination,
reclamation, restoration, and abandonment.

3.1.4 claim, n—demand for payment or compensation.

3.1.5 commitment, n—type of liability covering purchase

obligations that serve to mitigate environmental liabilities.
3.1.5.1 Discussion—An example is an entity continuing a
property lease obligation indefinitely to defer a remediation or
asset retirement obligation due at the end of the lease. (ASC
440)

3.1.6 Comprehensive Environmental Response, Compensa-
tion and Liability Act of 1980 (as amended, 42 USC Section
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9601 et seq.), CERCLA, n—also known as “Superfund,” a
major U.S. Federal environmental law establishing key legal
concepts of environmental costs and liabilities.

3.1.7 Comprehensive Environmental Response, Compensa-
tion and Liability Information System, CERCLIS, n—Ilist of
sites compiled by the EPA that the EPA has investigated or is
currently investigating for potential hazardous substance con-
tamination for possible inclusion on the National Priorities
List; succeeded by SEMS.

3.1.8 constructive obligation, n—concept that past practice
creates a valid expectation on the part of a third party.

3.1.8.1 Discussion—An example is a company policy to
excavate all underground storage tanks once removed from
service. (TAS 37:10)

3.1.9 contingency, n—type of liability dependent on the
outcome of one or more events.

3.1.9.1 Discussion—An example is multiparty CERCLA
liability lacking an allocation among PRPs. (ASC 440)

3.1.10 counterparty risk, n—entity’s exposure to the non-
performance risk of default by one or more PRPs that share a
legal or constructive obligation in environmental costs and
risks; alternatively, one PRP’s financial exposure to any other
PRP on the same environmental cost or risk, especially where
another PRP bears responsibility to perform, guarantee, or
indemnify another.

3.1.10.1 Discussion—Also refers to the ability to pay and
long-term creditworthiness. (ASC 410-30-30-7, ASC 820-10-
35-17/18, GASB 72:62, IFRS 13:42, FRS 102:21.9, SOP 96-1
6.20—See Appendix X1 — Appendix X5)

3.1.11 current government environmental record source,
n—any environmental record source available from a govern-
ment or commercial entity, provided the record is updated in
accordance with the update requirement of Practice E1527.

3.1.12 engineering controls, EC, n—physical modifications
to a site or facility (for example, capping, slurry walls, or point
of use water treatment) to reduce or eliminate the potential for
exposure to chemicals of concern or petroleum products in the
soil or ground water on the property.

3.1.12.1 Discussion—Engineering controls are a subset of
activity and use limitations.

3.1.13 EnviroFacts, n—EPA database search tool that ac-
cesses over 20 current and historical environmental record
sources, including CERCLIS and RCRAInfo.

3.1.14 environmental liabilities, n—asset retirement
obligations, accrued liabilities, commitments, contingencies,
and guarantees associated with any natural conditions or
manmade incidents, including terrorism, that pose an unaccept-
able risk to health, safety, property, or the environment that
would be the subject of an enforcement action or other legal
action. (ASC 410, 440, 450, 460, GASB 49, IAS 37)

3.1.15 Federal Accounting Standards Advisory Board,
FASAB, n—U.S. accounting standard-setting body focused on
federal entities; established and funded by Secretary of the
Treasury, the Director of the Office of Management and
Budget, and the Comptroller General of the United States.
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3.1.16 Federal Register, FR, n—publication of the U.S.
Government published daily (except for federal holidays and
weekends) containing all proposed and final regulations and
some other activities of the federal government.

3.1.16.1 Discussion—When regulations become final, they
are included in the Code of Federal Regulations (CFR), as well
as published in the Federal Register.

3.1.17 Financial Accounting Standards Board, FASB,
n—U.S. accounting standard-setting body focused on private
sector entities; a part of the Financial Accounting Foundation,

3.1.18 financial statements, n—include, but are not limited
to, statements associated with shareholder reporting, manage-
rial accounting, financial accounting, tax accounting, registra-
tion statements, loans, mergers, acquisitions, or divestitures.

3.1.18.1 Discussion—Financial statements may include
statements outside of SEC filings.

3.1.19 Generally Accepted Accounting Principles, GAAP,
n—framework of guidelines for accounting and financial re-
porting.

3.1.20 Government Accounting Standards Board, GASB,
n—U.S. accounting standard-setting body focused on non-
federal government units, such as state, county, and municipal
governments; a part of the Financial Accounting Foundation.

3.1.21 guarantee, n—assurance issued by a guarantor that
remains in effect; examples include, (but are not limited to,
financial and performance guarantees and indemnifications,
“joint and several liability” under CERCLA, and an irrevocable
letter of credit from a mining company to a state agency
assuring eventual completion of reclamation work. (ASC 460

and GASB 70)

3.1.22 historical government environmental record sources,
n—any environmental record source available from a govern-
ment or commercial entity that is older than the most recent
current government environmental record source.

3.1.23 historical use information, n—those sources of infor-
mation about the history of uses of a property.

3.1.23.1 Discussion—Historical use information is avail-
able from local libraries, historical societies, private resellers,
or commercial entities. Some examples of the sources are
specified and defined in Practice E1527.

3.1.24 IAS 37, n—accounting standard titled “Provisions,
Contingent Liabilities and Contingent Assets” issued by /ASB
in September 1998.

3.1.25 institutional controls, n—administrative or legal
mechanisms or both that minimize the potential exposure(s) of
human and ecological receptors to chemicals of concern by
limiting land use or resource use; see also 3.1.2.

3.1.26 International Accounting Standards Board, IASB,
n—independent multinational accounting standard setting body
which issues International Financial Reporting Standards
(IFRS), International Accounting Standards (IAS), interpreta-
tions and other pronouncements.

3.1.27 interperiod equity, n—from GASB Concepts State-
ment 1, the concept that current taxﬁmnﬂaeﬂt&t
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services and further that burden of payment for service today is
not transferred to future taxpayers.

3.1.28 leaking underground storage tank, LUST,
n—common cause of environmental costs and liabilities.

3.1.29 legal obligation, n—duty to carry out what the law or
a contract asks.

3.1.30 materiality, n—significance of an item to users of a
financial statement that considers all relevant and surrounding
circumstances.

3.1.30.1 Discussion—A material item is one that its omis-
sion or misstatement is of such a magnitude in the surrounding
circumstances that either the judgment of a reasonable person
relying on the financial statement would have been changed or
influenced by its inclusion or correction or there is a substantial
likelihood that the item, after assessing the inferences and their
significance drawn from the given set of facts associated with
the financial statement, would be viewed as significantly
altering the information made available to the investor or
shareholder. Relevant sources of information and references
are included in Appendix X2. Note that this definition is not
intended to supersede the definition of materiality in SEC Staff
Accounting Bulletin Topic 1.M, Financial Statements—
Materiality (See Appendix X1 and Appendix X2.)

3.1.31 National Priorities List, NPL, n—list compiled by
the EPA pursuant to CERCLA 42 USC § 9605(a)(8)(B) of
properties with the highest priority for cleanup pursuant to the
EPA’s Hazard Ranking System. (40 CFR Part 300)

3.1.32 obligating event, n—past outcome that confirmed a
financially recognizable obligation. (GASB 49:11)

3.1.33 pollution remediation obligations, n—obligations to
address the current or potential detrimental effects of existing
pollution by participating in pollution remediation activities
such as site assessments and remediation, as stated in GASB
Statement 49 (November 2006) for non-federal governmental
units.

3.1.34 Potentially Responsible Party, PRP, n—any
individual, legal entity, or government—including owners,
operators, transporters, or generators—potentially responsible
for, or contributing to, conditions that present an unacceptable
risk of harm to human health or the environment and that
would be the subject of an enforcement action or other legal
action.

3.1.35 Public Company Accounting Oversight Board,
PCAOB, n—nonprofit corporation established by the U.S.
Congress (Sarbanes-Oxley Act of 2002) to oversee the audits
of public companies to protect the interests of investors and
further the public interest in the preparation of informative,
accurate, and independent audit reports.

3.1.35.1 Discussion—The PCAOB subjects auditors to ex-
ternal and independent oversight, a change from self-
regulation.

3.1.36 RCRAInfo, n—EPA database of current and historical
environmental records about a facility’s compliance with
Resource Conservation and Recovery Act (RCRA).

3.1.37 reasonably possible, adv—Ilikelihood, or probability,
associated with a given event occurring that lies in the range
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between remote (less likely) and probable (defined as more
likely than “reasonably possible”).

3.1.37.1 Discussion—The probability values assigned to
remote, reasonably possible and probable will depend on the
industry, the aggregate number of sites, observations, and
possible outcomes, and the uncertainty associated with esti-
mating probabilities.

3.1.38 recognition benchmark, n—stages in the assessment
and remediation process which create the expectation of a more
comprehensive or robust estimate.  (GASB 49:12-13, ASC

410-30-25-15)

3.1.39 release, n—any spilling, leaking, pumping, pouring,
emitting, emptying, discharging, injecting, escaping, leaching,
dumping, or disposing into the environment.

3.1.40 remedial or corrective action, n—all environmental
response activities to an environmental liability.

3.1.41 reporting entity, n—any business or public agency
preparing a financial statement.

3.1.42 Resource Conservation and Recovery Act, RCRA,
n—as amended 42 USC Section 6901 et seq., a major U.S.
Federal environmental law.

3.1.43 Securities and Exchange Commission, SEC, n—U.S.
Federal regulator of the securities industry and their related
exchanges

3.1.44 site, n—real property affected by an environmental
liability or a multi-property area defined for a regulatory
purpose.

3.1.45 Superfund Enterprise Management System, SEMS,
n—successor to the EPACERCLIS database in 2016.

3.1.46 U.S. Environmental Protection Agency, EPA,
n—Federal agency implementing environmental laws and
regulations.

4. Significance and Use

4.1 Significance—Since the release of FASB Statement
5—Accounting for Contingencies—in March 1975, the regu-
latory complexity around environmental matters has increased
due to a variety of long-term trends and factors, including but
not limited to:

4.1.1 Number and scope of federal, state, local, and non-
U.S. environmental and financial reporting laws and their
implementing regulations;

4.1.2 Number and scope of treaties signed by the United
States, as well as the implementing laws and regulations;
parties in these treaties include multilateral organizations and
Native American tribes;

4.1.3 Judicial decisions clarifying the impact of laws,
regulations, and treaties;

4.1.4 Costs to comply with environmental regulations;

4.1.5 Number of known chemical compounds (see Chemi-
cal Abstracts Service REGISTRYSM, which contains over 113
million unique organic and inorganic substances);

4.1.6 Knowledge about benefits and effects of chemical
compounds on human health, ecological receptors, and the
environment, such as toxicology studies (see National Library

of Medicine’s TOXNET database at WBQﬁuiments
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4.1.7 Number and efficacy of remedial technologies;

4.1.8 Experience with assessing and remediating environ-
mental conditions;

4.1.9 Financial impact of counterparty failure; and

4.1.10 Investor interest in the impact of these trends and
factors on their investments.

4.2 Concurrently, the issuers of generally accepted account-
ing principles (GAAP) and financial reporting standards have
been evolving. While the Securities and Exchange Commis-
sion (SEC) was established in 1934, FASB was created in 1973,
GASB in 1984, FASAB in 1990, and JASB in 2001. As part of
Sarbanes-Oxley Act of 2002 (Public Law 107-204, 116 Stat.
745), PCAOB was founded in 2002.

Note 1—Many of these trends and factors, as well as the changes to
GAAP, have occurred slowly. For example, users of this guide will likely
be aware that chemicals that were not regulated or considered contami-
nation yesterday may be deemed so tomorrow.

4.3 Uses—This guide is intended for use on a voluntary
basis by a reporting entity that provides financial and qualita-
tive disclosure regarding environmental liabilities. Disclosure
is integrated with preceding elements of financial statements,
namely recognition, measurement, and presentation of envi-
ronmental liabilities, as noted in Fig. 1. (Full explanation of
this framework can be found in FASB Concepts Statement 8§,
September 2010.)

4.3.1 The degree and type of disclosure depends on the
scope and objective of the financial statements. Such state-
ments may not always be audited and prepared for the public
domain.

4.3.2 For example, users may need to make non-public
disclosures for the benefit of investors, lenders, regulators, tax
authorities, key customers and joint venture partners.

FASB Conceptual Framework

Objective of
Financial Fundamental Qualitative
Reporting Characteristics

Information

Predictive value
m< Confirmato ry

value

Useful to
Decisions

Faithful
Representation

Neutral

Complete

4.3.3 Users of this guide should be aware that shareholder
concerns, contractual obligations, financial assurance
requirements, court decisions, and regulatory directives may
affect their flexibility in use of this guide.

4.4 Principles:

4.4.1 The following principles are an integral part of this
guide and are intended to be referred to in resolving any
ambiguity or dispute regarding the interpretation of disclosures
regarding environmental liabilities.

4.4.2 Uncertainty Not Eliminated—Although a reporting
entity, as of the time when its financial statements are prepared,
may hold a certain position with regard to the existence and
extent of its environmental liabilities, there remains uncertainty
with regard to the final resolution of factual, technological,
regulatory, legislative, and judicial matters, which could affect
its valuation of environmental liabilities. Under the constraints
of preparation cost and materiality (noted in FIG 1), users
needing reliable information may experience additional
limitations, such as unaudited cost projections, draft scientific
findings, or the bounds of attorney-client privilege. Users may
encounter decisions identified as uncertainties and observe
liabilities priced solely through the costs to implement poten-
tial remedial strategies; information on cognitive biases in
valuing environmental costs and liabilities may be found in
Guide E2137.

4.4.3 Disclosure Dependent on Circumstances—Not every
environmental liability warrants the same level of detail in its
disclosure. Disclosure will be guided by the scope and objec-
tive of the financial statement, and accordingly, by the mate-
riality of the environmental liability and the level of informa-
tion available.

Enhancing Elements of
Qualitative Financial

Characteristics Statements
Comparability Recognition
'v

Verifiability Measurement
v

Timeliness Presentation
v
Understandability Disclosure

Free from error

Cost Constraint

Materiality Constraint

Source: FASB Statement of Financial Accounting Concepts No. 8, September 2010

FIG. 1 FASB Conceptual Framework
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4.4.4 Comparison with Subsequent Disclosures—
Subsequent disclosures that convey different information re-
garding the extent or magnitude of the reporting entity’s
exposures should not be construed as indicating the initial
disclosures were inappropriate or incorrect. Disclosures shall
be evaluated on the reasonableness of judgments and inquiries
made at the time and under the circumstances in which they
were made. Subsequent disclosures should not be considered
valid standards to judge the appropriateness of any prior
disclosure based on hindsight, new information, use of devel-
oping analytical techniques, or other factors. However, infor-
mation on trends may be of value to a user of financial
statements.

4.4.5 Not Exhaustive—Appropriate disclosure does not nec-
essarily mean an exhaustive disclosure; discretion and profes-
sional judgment is used by estimators, auditors, and the
reporting entity’s management in setting limits on the prepa-
ration cost, materiality, and volume of information worth
disclosing as environmental liabilities.

Note 2—TFor each entity, there is a tradeoff between displaying detailed
information and identifying reliable and accurate insights that are useful to
user decisions.

4.4.6 Assessment of Risk—As the reporting entity becomes
aware of an environmental liability, the condition or issue
should be evaluated to assess the actual or potential risk to
human health and environment and resources. The degree of
risk is evaluated in context of the current regulatory
environment, an understanding of the specifics of the condition
or issue, potential future uses, and asset retirement obligations.

4.47 Improved Capital Stewardship—Disclosure, along
with the preceding steps of recognition, measurement, and
presentation, provides context for environmental liabilities and
may improve the defensible allocation of capital to resolving
those liabilities as efficiently as possible. Over time, an entity
may find it valuable or even essential to demonstrate leadership
in cost efficiency for understanding, controlling, preventing,
and reducing environmental liabilities. The need for intermit-
tent internal presentations may transform into the need for
regular public disclosures as an entity acquires environmen-
tally impaired assets or other environmental liabilities. An
entity may prefer to make the ongoing investment in competent
and continuous data collection and interpretation to draw
internal managerial attention toward measuring and ensuring
progress in discharging the liabilities as efficiently as possible.

5. Determining Whether a Disclosure is Warranted

5.1 Circumstances Associated with Environmental
Liabilities—The following are major circumstances that might
give rise to environmental liabilities that may be subject to
disclosure:

5.1.1 Enforcement of environmental laws or regulations
regarding investigation, cleanup, maintenance of engineering
controls or land use controls or both, and other costs. Such
circumstance arises if the EPA, a state agency, or a local
government has named the reporting entity a PRP on a site, or
a reporting entity is required to perform corrective action under
RCRA or is required to assess (and potentially remediate) a
property under any other environmental law or is required to
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conduct a natural resources damage assessment and associated
mitigation. Degree of enforcement (federal, state, local, or via
third-party tort claim) may also impact the timing of expendi-
tures;

5.1.2 Contractual assumption of risk or risk transfer agree-
ments. The most familiar forms of risk transfer agreements are
insurance contracts, hold-harmless agreements, indemnity
agreements, and similar terms within contracts for the transfer
of property;

5.1.3 Commencement of litigation or assertion of a claim or
assessment by a party alleging legal liability on the part of the
reporting entity.

5.1.4 Information is known by the reporting entity that
indicates an environmental liability has been incurred;

5.1.5 Asset retirement obligations (GASB 18, ASC 410-20,
IAS 37); and

5.1.6 Ability to pay analysis, a routine determination that a
reporting entity possesses the capacity to honor commitments,
guarantees, contingencies, and obligations. This is also termed
nonperformance risk of default and counterparty risk. Where a
reporting entity determines an environmental liability valua-
tion rests solely on a counterparty’s ability to pay, valuation
requires an understanding of that counterparty’s ability to pay,
especially in light of the reporting entity’s own ability to pay.
(See definition of counterparty risk in 3.1.10.)

5.2 Sources of Information—This guide identifies standard
sources that should be reviewed by a reporting entity to
properly determine if conditions warrant disclosure. These
sources should be reasonably ascertainable, which is defined as
information that is (/) publicly available, (2) obtainable from
its source within reasonable time and cost constraints, and (3)
practically reviewable. Such sources may include but are not
limited to the following categories:

5.2.1 Current Government Environmental Record Source—
Any environmental record source available from a government
or commercial entity, provided the record is updated in
accordance with the update requirement of Practice E1527.
These sources include, but are not limited to, the standard
environmental record sources specified and defined in Practice
E1527. Current government environmental record sources may
identify responsible parties, environmental suits and costs,
environmental claims, releases, groundwater contamination,
permits, asset retirement obligations, activity and use
limitations, institutional control and engineering control
registries, and other environmental conditions warranting dis-
closure. Examples of current government environmental record
sources include, but are not limited to:

5.2.1.1 EPA National Priorities List (NPL) site list,

5.2.1.2 EPASuperfund Enterprise Management System
(SEMS), or predecessor database, CERCLIS,

5.2.1.3 Published list of sites and identified responsible
parties under state or local environmental laws,

5.2.1.4 Published list of PRPs,

5.2.1.5 Lists of leaking underground storage tanks (LUSTSs),

5.2.1.6 EPARCRAInfo database,

5.2.1.7 EPAEnvirofacts database, and

5.2.1.8 TOXNET database hosted by the U.S. National
Library of Medicine, part of the N atiordﬂmumm&.
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