
 

 

 

 
 

REPORT TO COUNCIL 
 
MEETING DATE:  

 
July 19, 2021 

 
REPORT NO. 21-072 

 
SUBMITTED BY:  

 
Flavia Rossi Donovan 

 Chief Financial Officer 

 
FILE NO. GOV-03 

 

 

SUBJECT: 
 

 

Asset Retirement Obligations (ARO) Policy 
 

 

PURPOSE 

To provide Council with a Asset Retirement Obligations (ARO) Policy for consideration.  

 

ANTICIPATED OUTCOMES 

The purpose of the Asset Retirement Obligations (ARO) Policy is to provide a formal procedure to 
stipulate the accounting treatment for ARO so that users of the financial report can discern information 
about these assets, and their end of life obligations. 

 

SUMMARY/BACKGROUND 

This Public Sector Accounting Board PSAB standard will require recognition of future costs related to the 
retirement of the City's tangible capital assets. Investigation and evaluation work will involve all 
Departments and begin in 2021, ending with valuation and recognition in the financial statements for no 
later than the year ended December 31, 2023. Implementation of this new standard is a requirement of 
the PSAB, and it is not optional. 

  

All local governments will need to incorporate this standard into their financial statements, so the City 
of Dawson Creek needs to start the process early to complete this process within the time requirements 
or engage qualified technical consulting and engineering help to assist if required. 

  

An ARO arises when there is a legal obligation to retire tangible capital assets. Retirement is defined as 
removing a capital asset from service and includes sale transactions, asset abandonment and asset 
disposal. These costs may include, but are not Regular limited to, decommissioning, dismantling, and 
remediation of a tangible capital asset. 

  

The exercise of identifying, assessing, and estimating an ARO will require a considerable effort across the 
City organization and may ultimately require the use of professional consultants. This project will be a 
significant undertaking for the Finance Department and will result in additional work to maintain 
compliance with the new standard ongoing into the future. Staff has already attended a couple of online 
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training webinars with the Government Finance Officers Association of BC, where they have commented 
on the significant undertaking required by finance staff to meet this obligation. 

  

A short video presentation will be provided to Council during the presentation of this report.  

  

https://home.kpmg/ca/en/home/insights/2020/01/preparing-for-asset-retirement-obligations.html 

  

  

FINANCIAL IMPLICATIONS 

The financial statements reflect balances and disclosures aligned with public sector accounting standards 
addressing general liabilities, landfill liabilities, contractual obligations, contaminated sites and
contingent liabilities. The new measure extends these requirements to include liabilities related to the 
retirement of existing assets. The standard outlines that recognizing the cost of an asset should consist 
of the expenses incurred to retire that asset in the future. An ARO exists when there is a legal obligation 
to incur retirement costs concerning an asset. Some examples of when a legal obligation may exist: 

  

• Lease requires removal of leasehold improvements at the end of the lease; 

• Land covenants needing removed from a site at the end of their useful life;  

• Assets that need to be returned to its natural state when assets are no longer in use; 

• Assets that require compliance with standards and regulations that, if sold, disposed of or no 
longer in use, would require remediation, such as asbestos in buildings and in-ground piping. 

  

Some of our assets that are likely to have an associated retirement obligation may include buildings, 
leased properties, reservoirs, and treatment plants. 

  

Once an ARO liability is estimated, liability and asset of equal value are recorded on the Statement of 
Financial Position. This effectively increases the carrying cost of the existing asset at the same time as 
registering the liability. If the asset is no longer in use, then the liability for the ARO will be expensed 
immediately rather than creating an asset. Estimates will include all costs directly related to the asset 
retirement activities but will be limited to those legally enforceable. An estimate is made today for some 
point in the future, at which time the liability will be extinguished. The future value is then discounted 
through a discount rate. 

  

Each year there will be an accrued expense in the Statement of Operations to increase the liability with 
time. This recognizes the expense while the asset is in use and results in the liability growing to equal 
the estimated costs on the date of retirement of the asset. Similar to amortization, this is a non-cash 
expense item and does not directly drive budgeted revenues. However, there is a cost to be incurred in 
the asset's ending life, for example, with removing asbestos, which will need to be considered, how it 
will be funded when the cost-effectively occurs.  

  

Staff is suggesting creating a new Asset Retirement Obligations Policy to establish the steps to be 
followed recognition, subsequent measurement, and staff responsibilities. 
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ALTERNATIVES 

Council may decide not to accept the creation of this new policy. 

  

 

 

IMPLICATIONS 
 

(1) Social N/A 
 

(2) Environmental The items under discussion are considered environmental hazards 
and are legally required to be removed following high costly safety 
standards, which is the basis of accounting recognition under this 
standard. 

 
(3) Personnel A dedicated Finance team member will be directly working with 

Public Works, Facility Management team and Water and Sewer 
Treatment Plants to obtain the list of facilities and items and perform 
the necessary measurement and projections to book the accounting 
standard by the due date. 

 
(4) Financial There will be a significant impact on the City's expenses and liability 

accruals to recognize the legal, contractual cost to remove those 
items considered hazards. There will be a need to start building an 
ARO Reserve in addition to an Asset Management Plan - Replacement 
Reserve to allocate funds to pay off the cost to be incurred and the 
asset is retired. 

 
(5) Risk Assessment Compliance:   N/A 

Risk Impact:   N/A 

Internal Control Process:   N/A 

 

GUIDING PRINCIPLES 

Trust and Integrity 

We will have a reputation for acting with integrity and will earn the trust of our stakeholders by: 

•    Communicating with care and respect. 

 

STRATEGIC PRIORITIES 

N/A 

 

IMPLEMENTATION/COMMUNICATION 

Upon Council approval, the Policy will be included on the City’s website for a 30 day review. If no 
comments are received during the review period, Administration staff will update the policy manual 
accordingly. 
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RECOMMENDATION 

That Report No. 21-072 from the Chief Financial Officer re: Asset Retirement Obligations (ARO) Policy be 
received; further; that the policy attached to this report be approved pending the required 30 day 
review. 

 

Respectfully submitted, 

 

Flavia Rossi Donovan 

 Chief Financial Officer 

 
 

APPROVED FOR AGENDA BY CAO 

 
 

 

Attachments 

Asset Retirement Obligations (ARO) Policy 

preparing-for-asset-retirement-obligations 
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SUBJECT: ASSET RETIREMENT OBLIGATIONS (ARO) 

PURPOSE 

The objective of this Policy is to stipulate the accounting treatment for asset retirement 
obligations (ARO) so that users of the financial report can discern information about these 
assets, and their end of life obligations. The principal issues in accounting for ARO’s is the 
recognition and measurement of these obligations. 

BACKGROUND 

The City of Dawson Creek shall account for and report on asset retirement obligations (ARO) in 
compliance with the Public Sector Accounting Board (PSAB) Handbook, section 3280. 

POLICY 

1. This Policy applies to all departments, branches, boards and agencies falling within the 
reporting entity of the City of Dawson Creek, that possess asset retirement obligations 
including: 
 
a) Assets with legal title held by the City  
b) Assets controlled by the City 
c) Assets that have not been capitalized or recorded as a tangible capital asset for financial 

statement purposes  
 

2. Existing laws and regulations require public sector entities to take specific actions to retire 
certain tangible capital assets at the end of their useful lives. This includes activities such as 
removal of asbestos, and retirement of landfills. Other obligations to retire tangible capital 
assets may arise from contracts or court judgments, or lease arrangements. 
 

3. The legal obligation, including obligations created by promises made without formal 
consideration, associated with retirement of tangible capital assets controlled by the City, 
will be recognized as liability in the books of the City of Dawson Creek, in accordance with 
PS3280 which the City will be adopting starting January 1, 2023. 

 
4. Asset retirement obligations result from acquisition, construction, development or normal 

use of the asset. These obligations are predictable, likely to occur and unavoidable. Asset 
retirement obligations are separate and distinct from contaminated site liabilities. The 
liability for contaminated sites is normally resulting from unexpected contamination 
exceeding the environmental standards. Asset retirement obligations are not necessarily 
associated with contamination. 
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1. POLICY REQUIREMENTS 

 
a. Recognition 

 
i. A liability should be recognized when, as at the financial reporting date: 

a) there is a legal obligation to incur retirement costs in relation to a tangible   
capital asset; 

b) the past transaction or event giving rise to the liability has occurred; 
c) it is expected that future economic benefits will be given up; and 
d) a reasonable estimate of the amount can be made. 

 

ii. A liability for an asset retirement obligation cannot be recognized unless all of the 
criteria above are satisfied. 

 
iii. The estimate of the liability would be based on requirements in existing agreements, 

contracts, legislation or legally enforceable obligations, and technology expected to 
be used in asset retirement activities. 

 
iv. The estimate of a liability should include costs directly attributable to asset 

retirement activities. Costs would include post-retirement operation, maintenance 
and monitoring that are an integral part of the retirement of the tangible capital 
asset.  

 
v. Directly attributable costs would include, but are not limited to, payroll and benefits, 

equipment and facilities, materials, legal and other professional fees, and overhead 
costs directly attributable to the asset retirement activity. 

 
vi. Upon initial recognition of a liability for an asset retirement obligation, the City will 

recognize an asset retirement cost by increasing the carrying amount of the related 
tangible capital asset (or a component thereof) by the same amount as the liability. 
Where the obligation relates to an asset which is no longer in service, and not 
providing economic benefit, or to an item not recorded by the City as an asset, the 
obligation is expensed upon recognition.  
 

vii. The capitalization thresholds applicable to the different asset categories will also be 
applied to the asset retirement obligations to be recognized within each of those 
asset categories. 
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b. Subsequent Measurement 

 
The asset retirement costs will be allocated to accretion expense in a rational and 
systemic manner (straight-line method) over the useful life of the tangible capital 
asset or a component of the asset. 
 
On an annual basis, the existing asset retirement obligations will be assessed for any 
changes in expected cost, term to retirement, or any other changes that may impact 
the estimated obligation. In addition, any new obligations identified will also be 
assessed. 
 

c. Presentation and Disclosure 
 
The liability for asset retirement obligations will be disclosed. 
  

d. Roles and Responsibilities of Departments  
 
i. Departments are required to: 

a) Communicate with Finance on retirement obligations, and any changes in 
asset condition or retirement timelines, 

b) Assist in the preparation of cost estimates for retirement obligations, and 
c) Inform Finance of any legal or contractual obligations at inception of any 

such obligation. 
 

ii. Corporate Management to implement the asset retirement obligation policy in 
accordance with the legal obligation of the Federal and Provincial legislation. 
 

iii. Finance is responsible for the development of and adherence to policies for the 
accounting and reporting of asset retirement obligations in accordance with 
Public Sector Accounting Board section 3280. This includes responsibility for: 
 
a) Reporting asset retirement obligations in the financial statements of the City 

and other statutory financial documents,  
b) Monitoring the application of this Policy,  
c) Managing processes within the Microsoft Dynamics TCA accounting module, 

and  
d) Investigating issues and working with asset owners to resolve issues. 
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iv. Development Services and Community Services with adherence to the Official 
Community Plan, are responsible for providing cost-effective projections of 
asset retirement obligations, by consulting with engineers, technicians, and 
other personnel familiar with the assets and conditional assessments, collecting 
the relevant information required to minimize service cost, and providing the 
information to the Finance Department for processing. 
 

e. Decision Tree 
 

Scope of applicability is attached to this Policy as Appendix A. 
 

2. LEGISLATIVE AND ADMINISTRATIVE AUTHORITIES 
 
Public Sector Accounting Board, Public Sector Handbook, Section PS 3280 Asset 
Retirement Obligations.  
 

3. DEFINITIONS 
 
Accretion expense is the increase in the carrying amount of a liability for asset 
retirement obligations due to the passage of time. 
 
Asset retirement activities include all activities related to an asset retirement 
obligation. These may include, but are not limited to: 

 decommissioning or dismantling a tangible capital asset that was acquired, 
constructed, developed, or leased; 

 remediation of contamination of a tangible capital asset created by its normal use; 

 post-retirement activities such as monitoring; and 

 constructing other tangible capital assets to perform post-retirement activities. 
 

Asset retirement cost is the estimated amount required to retire a tangible capital asset. 
 
Asset retirement obligation is a legal obligation associated with the retirement of a 
tangible capital asset. 
 
Retirement of a tangible capital asset is the permanent removal of a tangible capital 
asset from service. This term encompasses sale, abandonment or disposal in some other 
manner but not its temporary idling. 
 

APPROVED BY COUNCIL: 
DATE:      
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Appendix A 

Decision tree – Scope of applicability 
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In August 2018, PSAB issued the new standard PS3280 on asset retirement 
obligations. This section addresses the reporting of legal obligations 
associated with the retirement of certain tangible capital assets and solid 
waste landfill sites by public sector entities. 
 
 

Whether you are a 
university, health 
institution or 
government entity 
(federal, provincial, 
municipal or 
Indigenous) this 
accounting standard 
will have implications 
for your organization 
if you report under 
the Public Sector 
Accounting 
Standards.

Key matters public sector entities need to consider  

– The scope of retirement obligations included in the standard. 

– The criteria for recognition of a retirement obligation. 

– When it’s appropriate (and how) to measure a retirement obligation. 

– Developing a comprehensive plan to assess all in-scope assets. 

– Addressing Board and Stakeholder information needs through implementation. 

– Developing a consistent level of documentation to support the auditability of 
PS3280 implementation. 

 

An overview  

– PS3280 will apply to fiscal years beginning on or after April 1, 2021. Earlier 
adoption is permitted. 

– Asset retirement activities are defined to include all activities related to an asset 
retirement obligation. These may include but are not limited to: 

– decommissioning or dismantling a tangible capital asset that was acquired, 
constructed or developed; 

– decontamination created by the normal use of the tangible capital asset; 

– post-retirement activities such as monitoring; 

– constructing other tangible capital assets in order to perform postretirement 
activities. 

– In addition to asset retirement obligations associated with tangible capital assets 
that are in productive use and those that are no longer in productive use, 
PS3280 includes in scope legal obligations, and solid waste landfill closure and 
post-closure liabilities. 

Preparing for Asset 
Retirement Obligations 
Are you ready to implement PSAB Standard  
PS3280 Asset Retirement Obligations? 

Page 10 of 12



 

© 2019 KPMG LLP, a Canadian limited liability partnership and a member firm of the KPMG network of independent member firms 
affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved. 25932 
The KPMG name and logo are registered trademarks or trademarks of KPMG International. 

kpmg.ca 
 

 

– With the introduction of PS3280 PSAB has withdrawn 
existing Section PS3270, solid waste landfill closure and 
post-closure liability. 

– Under PS3280, obligations for the closure and post 
closure care of solid waste landfill sites are recognized 
earlier than presently under PS3270, as the accounting 
treatment changes from incremental recognition of 
liability based on usage to recognition on acquisition, 
construction, development or normal use. This will 
result in an earlier increase in net debt. The recognized 
cost of assets would increase because asset 
retirement costs associated with tangible capital assets 
in productive use would be added to its carrying 
amount rather than expensed (as currently done under 
PS3270). 

– While PS3280 includes in scope expected contamination 
related to a tangible capital asset controlled by the public 
sector entity, PS3260 contaminated sites addresses 
unexpected contamination related to the tangible capital 
asset.  

– Some examples of asset retirement obligations which fall 
under scope of proposed PS3280 include: 

– buildings with asbestos; 

– end of lease provisions (from a lessee perspective); 

– fuel storage tank removal; 

– removal of radiologically contaminated medical 
equipment; 

– wastewater or sewage treatment facilities; 

– Firewater holding tanks; 

– Septic beds; 

– closure and post-closure obligations associated with 
landfills. 

– Under PS3280, an asset retirement obligation should be 
recognized when, as at the financial reporting date, ALL of 
the following criteria are met: 

– there is a legal obligation to incur retirement costs in 
relation to a tangible capital asset. 

 

Contact us 
Bailey Church 
Partner, Audit 
 
T: 613-212-3698 

E: bchurch@kpmg.ca 

 

 

 

 

– the past transaction or event giving rise to the liability 
has occurred; 

– it is expected that future economic benefits will be 
given up; 

– a reasonable estimate of the amount can be made. 

– Public sector entities will be required to capitalize asset 
retirement obligations associated with fully amortized 
tangible capital assets, except in the following instances: 

– asset retirement obligations associated with 
unrecognized tangible capital assets should be 
expensed; 

– asset retirement obligations associated with tangible 
capital assets no longer in productive use should be 
expensed. 

– The estimate of a liability should include costs directly 
attributable to asset retirement activities. 

Getting a start on PS3280 

– Public sector entities should start considering which asset 
retirement obligations may fall under scope of the 
proposed PS3280.  

– review active and inactive tangible capital assets to 
identify those with retirement obligations. Consider 
solid waste landfills and contaminated sites which may 
meet the PS3280 recognition criteria. 

– reconcile this inventory with the complete tangible 
capital assets listing and the site inventory for 
contaminated sites. 

– engage functions outside of finance (particularly public 
works and engineering). 

– Consider implications of transitional options.  

– Identify opportunities to collaborate with peer entities on 
assets identified as in scope for PS3280, and benchmarks 
for measurement of retirement obligations. 
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Readiness to Implement Asset Retirement Obligations 
 

Instructions: The following questions are intended to provide an indication of your entity’s readiness to implement the 
upcoming new standard PS 3280 Asset Retirement Obligations from the Public Sector Accounting Board. These questions are 
not a complete indicator of factors influencing the successful adoption of this section, nor are they intended to provide any type 
of assurance. The questions are to be answered from the perspective of Finance or Financial Reporting team, with the intent of 
informing initial implementation activities.  

 

Asset Retirement Obligations 

1. Has a project plan been developed for the implementation of this section? 

2. Has Finance communicated with key stakeholders, including Council or Board on the impact of this section?  

3. Does Finance communicate with representatives of the Public Works, Asset Management, Facilities Management or 
Legal functions through the financial reporting process?  

4. Has a complete inventory been developed of all inactive or active assets or sites, to provide a baseline for scoping of 
potential retirement obligations? 

5. If a complete inventory has been developed, does it reconcile back to information currently reported in the Municipality’s 
financial statements for tangible capital assets or contaminated sites?  

6. Does your entity have data on non-recorded assets or sites (ie: assets which were originally expensed on purchase, or 
recorded at no book value) which could have retirement obligations? 

7. Does your entity have an active solid waste landfill site?  

8. If yes, does your entity have an existing estimate of the full costs to retire and monitor the landfill site?  

9. Is your entity aware of any of its buildings which have asbestos? 

10. If so, does your entity have information to inform a cost estimate to remove/ treat the asbestos?  

11. Is your entity aware of underground fuel storage tanks or boilers which must be removed at end of life?  

12. If so, does your entity have information to inform a cost estimate to remove the tanks?  

13. Is your entity aware of any lease arrangements where it will be required to incur costs to return the premises to pre-
existing conditions at the end of the lease?    

14. Has your entity determined if it has any sewage or wastewater treatment plants which have closure plans or 
environmental approvals which require full or partial retirement of the plant at the end of its life? 

15. Is your entity aware of any other contractual or legal obligations to retire or otherwise dismantle or remove an asset at 
the end of its life?  

 
Contact us 
 

Bailey Church, Partner, Audit 

T: 613-212-3698 

E: bchurch@kpmg.ca 

 
 

Questionnaire 
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