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By June 1993 the SC had spent an additional $700,000 completing the groundwater RD. The SC’s cost estimate
for the RA specified in the RD is $7.5 million. This estimate includes the construction of the groundwater
treatment facility followed by operations and maintenance of the facility for 15 years. The estimate is different
than the revised groundwater estimate of May 1991 because of numerous changes in the specifications. In
December 1993 the SC signed a voluntary consent order for the RD on the soil remediation.

The construction of the groundwater treatment facility was started and completed during the first half of 1994
at a cost of $2,080,000. The facility has passed its final inspection.

As of August 1994, the SC had not paid the past costs incurred by the EPA and the state agencies. The
remedial design on the soil has started and is expected to be completed in approximately two years.

POTENTIAL RECOVERY FROM OTHER PRPs

Since its organization in late 1991 the SC has worked to improve the probability of recovering costs from other
PRPs. The SC plans to make a major push to collect a portion of past costs from nonparticipating PRPs and to
get them to agree to pay a portion of future costs to complete the soil cleanup. In the meantime the SC is
working on the following projects: an improved allocation scheme, an arbitration process, and development of
a more complete list of nonparticipating PRPs.

The revised allocation system is to be based on better information than that recommended by the EPA in its
May 1991 ECL. On numerous occasions the EPA’s attorney, who created the ECL, has tried to convince
nonparticipating PRPs that the ECL is incorrect. As of September 1994, the system to allocate the responsibility
among parties is still a hotly contested issue. The SC is using a temporary allocation system among themselves.
This allocation system is not available. There is some possibility of recovery from both nonparticipating PRPs
and participating PRPs.

The SC, with the endorsement of the EPA, plans to hire a firm to help them set up an extensive arbitration
system to resolve the allocation issue. Once the arbitration system is set up, the SC plans to invite all the non-
participating PRPs to participate in the arbitration process.

The SC has also been working on a more complete list of responsible parties. At this time there are over
200 PRPs associated with the Purity site, some of which have not been named by the EPA. This includes the
firms in the SC, the 89 firms that received the SNL in 1991 and other firms that the SC believes are responsible
but have never been formally named by the EPA.

Remediation costs can in some cases be recovered from insurance companies. Chevron keeps the insurance
companies aware of the remediation costs incurred. Currently, there are no suits pending between PRPs.

CASE QUESTIONS

At what point along the time continuum is it appropriate for Chevron to accrue and/or disclose a liability for their
potential responsibility to cleanup the Purity site? The disclosure choices that should be considered are: (1)
Accrue a loss and record a liability on the face of the financial statements and describe the circumstances in the
footnotes, (2) Disclosure without accrual which includes describing the circumstances in the footnotes with an
estimate or range of estimates or a description of why an estimate is not available, or (3) No disclosure.

It is possible that Chevron’s portion of the liability need not be disclosed because it does not meet the
minimum materiality requirements. Materiality should be ignored when answering these questions. For each
of the following questions explain your reasoning including reference to the appropriate accounting guidance
(e.g., generally acceptable accounting principles) that supports your position. If there are multiple possible
solutions, present the possibilities and the pros and cons of each. Current accounting guidance and practice at
the time this case was written should be used to answer these questions. For example, to answer the question,
What are the disclosure issues for the year ended 1989?, the user of this case should answer the question as if
current accounting practice and guidance existed as of the end of 1989. Consider the following when answering
the questions:

® s there enough evidence to determine that a liability has been incurred by the balance sheet date?

® s there enough information to estimate a liability or a range of liability?
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Is there enough information to determine the firm’s allocation of the responsibility in relation to the other
parties that may also be responsible?

Is there enough information to determine if there is a possibility of recovery from third parties or non-
participating PRPs? Do not consider possible recovery until the SC is formed. Do not consider the
possibility of recovery from insurance companies eventhough the possibility could exist.

What are the disclosure issues at the end of 1981 prior to Purity being placed on the NPL?
What are the disclosure issues at the end of 1982, just after the site was placed on the NPL?

What are the disclosure issues given the information at the end of 1983 , just after the RFI was received?
Chevron was contacted by the EPA; however, they were not formally named as a PRP,

What are the disclosure issues for the years ended 1984 through 1988 when the EPA was doing their
investigations, emergency remediation and publishing investigation reports that did not include estimates of
the cost of cleanup?

What are the disclosure issues for the year ended 1989 after the EPA had published cost estimates, but
before the EPA had identified or formally contacted PRPs? Include the following in the answer to your
question.

¢ Because a range of estimates is now available what estimate in the range should be used?
® How does the fact that the estimates are for the entire Purity site affect your conclusion?
® How does the EPA’s preferred alternative affect the estimate that might be selected?

® How does the fact that the EPA issued a ROD on the groundwater remediation and did not take any
action on the soil remediation affect your estimate?

® How do the costs to administer the remediation affect your estimate?

What are the disclosure issues for the year ended 1990 after the EPA published cost estimates and named
the PRPs, but had not specified the portion of the responsibility to be allocated to each PRP?

What are the disclosure issues for the year ended 1991 after the following had occurred: (1) the EPA
published cost estimates for the soil and revised estimates for the groundwater, (2) information was available
(possibly poorly estimated) on the respective responsibility of the 89 parties, (3) nine of those 89 parties
were issued an administrative order that required them by law to act on the groundwater remediation, and
(4) the SC was formed made up of 10 of the key PRPs? Include the following in your answer:

® Is it appropriate to discount the expected cash flows related to the future operations and maintenance
costs for the groundwater treatment facility? If so use a discount rate of 5%. This is an arbitrary rate.
Chevron uses its borrowing rate that has a term that is consistent with the term of the liability.

® How should the demand for these past costs be handled? By the end of 1991 the PRPs are now aware
of the demand made by the EPA and DHS for costs that they incurred in the 1980s when they did the
RI/FS and some emergency remediation work. Assume 5% interest, which approximates the prime rate,
will be charged on any unpaid past costs incurred by the EPA and DHS in the 1980s.
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Would you handle the soil and groundwater portions of the remediation differently because the EPA has
taken more action on the groundwater remediation than on the soil portion of the remediation?

How is your answer affected by the possibility of recovery from the PRPs named in the GNL and SNL
who were not also named in the AO?

What are the disclosure issues for the year ended 1992 after the revised estimates become available for the
soil portion of the remediation? How do the costs incurred on the groundwater remedial design affect your
disclosure?

What are the disclosure issues for the year ended 1993 after completion of the remedial design for the
groundwater, after more definite specifications of the RA that are required for the groundwater are known,
and after signing of the voluntary consent decree for the RD of the soil?

What are the disclosure issues for the year ended 19947 Include the following in your answer:

How should the actual costs incurred be handled related to the construction of the water treatment
facility?

In addition to the possible recording of a liability, take a particular look at the potential of recovery from
nonparticipating PRPs. Should the facts for the liability be considered in conjunction with the facts for
the recovery or should they be considered independently of the facts for a potential recovery? If the
circumstances in this case warrant the recording of a recovery, would it be appropriate to net that
recovery with the liability?

What financial statement disclosures should be furnished with recorded and unrecorded environmental
liabilities?

Where on the income statement are environmental expenses or accruals recorded?

Discuss the tax ramifications of the costs incurred by Chevron for environmental remediation.
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