GASB Accounting Update

Leases

Statement No. 87 – Overview
• Effective for reporting periods beginning after June 15, 2021
• Basic principle is that all leases are financings
• Lessees


Recognize a right-to-use asset & a lease liability for all leases

• Lessors


Recognize a lease receivable & a deferred inflow for all leases

Definition of a Lease
A contract that conveys control of the right to
use another entity’s nonfinancial asset (the
underlying asset) as specified in the contract for
a period of time in an exchange or exchange-like
transaction

Transition
• Adoption is retrospective to beginning of earliest period presented


If comparative statements are presented, implement as of beginning of prior
year (July 1, 2020 for June 30, 2022)



No specific guidance for MD&A

• Based on facts & circumstances at date of adoption
• Remove all existing lease activity before adding new requirements

Completeness of Population
Rent
expense
Construction
agreements

Capital
leases
Other
contracts

Nonreported activities
• Search for unrecorded leases
• Consult with legal &
procurement
• Consult with operational
departments if decentralized

Completeness of Population: Embedded Leases
What is the challenge with embedded leases?
• Leases embedded in existing contracts not previously identified
• Many contracts do not use terms “lease” or “rent”
• Critical evaluation may be required to determine whether a right to control the
use of an asset is created by the contract

Where are embedded leases often found?
•
•
•
•
•

Advertising agreements
Service agreements
Transportation agreements
Construction agreements
Related-party charges

Lease Term
*If reasonably
certain that option
will be exercised

Periods covered
by lessee or
lessor’s option
to extend*

Noncancelable
Period

Periods covered
by a lessee or
lessor’s option
to terminate**

Lease
Term

**If reasonably certain that
option will not be exercised

Periods subject
to fiscal funding
clause***
***Unless reasonably
certain that clause
will be exercised

Periods for which both
lessee & lessor have
option to terminate or
both have to agree to
extend

GASB Implementation Guide 2020-1

Effective Date: Fiscal years beginning after December 15, 2021 and all reporting
periods thereafter; earlier application is encouraged if the related pronouncement
has been implemented.

Recognition Thresholds

See GASB IG 20193 Q 4.23

• Why is this important?


Governments are asking whether it is appropriate to apply a recognition
threshold to its leases
• Leases under the recognition threshold would not go on the balance sheet



What should governments be considering in the application?
Using a recognition threshold is generally acceptable, but
establishing & monitoring the amount of that threshold
will require judgment

GASB Implementation Guide 2019-3

Recognition Thresholds

1

• Do not evaluate the effect of
nonrecognition on a “net” basis

2

• Do not default to a threshold use for
another non-GAAP policy, i.e.,
capitalization threshold for capital assets

3

• Do not evaluate the effect of the
threshold without considering the effect
on disclosures

Recognition Thresholds

IG 2021-1, Q 5.1

• Q: Should a government’s capitalization policy be applied only to individual assets or can it be
applied to a group of assets acquired together? Consider a government that has established a
capitalization threshold of $5,000 for equipment. If the government purchases 100 computers
costing $1,500 each, should the computers be capitalized?
• A: Capitalization policies adopted by governments include many considerations such as finding an
appropriate balance between ensuring that all significant capital assets, collectively, are
capitalized & minimizing the cost of recordkeeping for capital assets. A government should
capitalize assets whose individual acquisition costs are less than the threshold for an individual
asset if those assets in the aggregate are significant. Computers, classroom furniture, & library
books are examples of asset types that may not meet a capitalization policy on an individual basis,
yet could be significant collectively. In this example, if the $150,000 aggregate amount (100
computers costing $1,500 each) is significant, the government should capitalize the computers

Discount Rate: Lessee
• Most leases do not explicitly state lessor’s rate


Even if it does, may be difficult to evaluate whether it is reasonable

• Most lessees will use their incremental borrowing rate


Will not be one size fits all (different rates across leases)



Should be based on facts & circumstances of lease (payment amounts, payment
structure, length of lease, etc.)



Will be significant effort on lessees in year of adoption as well as subsequently



Helpful to develop yield curve for transition

Discount Rate: Lessor

See GASB IG
2020-1, Q 4.15

• Most lessors do not include stated rate in leases
• Implicit rate will be hard to calculate


Lease payments are often based on market rents versus financing concept

• We believe most lessors will use their incremental borrowing rate


Will not be one size fits all (different rates across leases)



Should be based on facts & circumstances of lease (payment amounts, payment
structure, length of lease, etc.)



Will be significant effort on lessors in year of adoption as well as subsequently

Subsequent Measurement: Lease Liability
• GASB Statement No. 87, para. 24
“In subsequent financial reporting periods, the lessee should calculate the
amortization of the discount on the lease liability and report that amount as an
outflow of resources (for example, interest expense) for the period. Any payments
made should be allocated first to the accrued interest liability and then to the lease
liability”

Important to note: Amortization of discount on lease liability is NOT added to
the lease liability, rather it is accounted for as accrued interest

Lease Remeasurements
Remeasure the lease liability/receivable when one or more of the following have occurred & the changes
(individual or in aggregate) significantly affect the amount of lease liability/receivable
Changes in

Lessee

Lessor

Lease term

X

X

Likelihood of residual value guarantee being paid has changed

X

Likelihood of purchase options being exercised has changed

X

Estimated amounts of payments included*

X

Interest rate lessor charges to lessee

X

X

A contingency, upon which variable payments are based, is resolved
such that those payments meet the criteria to be included

X

X

*Lease

liability/receivable not required to be remeasured solely for a change in an index or rate

Lease Modifications
• GASB 87, para. 73
“Unless a modification is reported as a separate lease as provided in paragraph 72,
a lessee should account for a lease modification by remeasuring the lease liability.
The lease asset should be adjusted by the difference between the remeasured
liability and the liability immediately before the lease modification. However, if the
change reduces the carrying value of the lease asset to zero, any remaining amount
should be reported in the resource flows statement (for example, a gain)”

No indication of how government would actually remeasure

Lease Modifications

IG 2021-1, Q 4.20

• Q: In Question 4.67 in Implementation Guide 2019-3, the school district
remeasures the lease liability as a result of a lease modification. Does that
remeasurement require reassessment of the discount rate?
• A: Yes. In accordance with paragraph 73 of Statement 87, a lease modification
requires remeasurement of the lease liability, which in the context of a lease
modification is the same as reperforming an initial measurement. Therefore, the
school district should recalculate the lease liability, including reassessing the
discount rate, by applying paragraphs 21–23 of Statement 87

Statement No. 96
Subscription-Based Information Technology Arrangements

Statement No. 96
• Effective for fiscal years beginning after June 15, 2022, & all reporting
periods thereafter
• Purpose is to


Define a subscription-based information technology arrangement (SBITA)



Establish that an SBITA results in a right-to-use subscription asset & corresponding
liability



Provide capitalization criteria for outlays other than subscription payments



Require disclosures regarding SBITAs

Statement No. 96
Subscription-based
information
technology
arrangement
(SBITA)

Contract that conveys control of the right
to use another party’s IT software, alone
or in combination with tangible capital
assets, as specified in the contract for a
period of time in an exchange or
exchange-like transaction

Statement No. 96
• Term includes period in which a government has a noncancelable right to use the
underlying IT assets, as well as options to extend/terminate, if reasonably certain
government or vendor will extend/will not terminate
• Generally, recognize right-to-use subscription asset (intangible) & corresponding
subscription liability
• Subscription liability initially measured at present value of subscription payments
expected to be made during the subscription term, discounted using rate charged
by vendor or incremental borrowing rate

Statement No. 96
• Amortization of discount on subscription liability in subsequent financial
reporting periods = outflow of resources (interest expense)
• Amortization of subscription asset over the subscription term = outflow
of resources

Statement No. 96
Costs for Activities
Associated with
SBITA

Preliminary Project Stage
Expensed as Incurred

Initial Implementation
Stage

Operation & Additional
Implementation Stage

Capitalized

Expensed as Incurred*
*Capitalized if meet specific criteria

Training costs should be expensed, regardless of stage in which incurred

Statement No. 93
Replacement of Interbank Offered Rates

Statement No. 93
• Effective for reporting periods beginning after June 15, 2020


Except for paragraphs 11b, 13, & 14

• Paragraph 11b effective for reporting periods ending after December 31,
2021 (FY 23)
• Paragraphs 13 & 14 effective for fiscal years beginning after June 15,
2021 (FY 22)

Statement No. 93
• LIBOR has or will cease to exist
• Governments are amending or
replacing financial instruments
to replace LIBOR with other
reference rates
• Updates needed to existing
guidance

Statement No. 93
• Clarifies hedge accounting termination provisions & provides criteria for exception
• Clarifies the uncertainty related to availability of an IBOR alone does not affect the
probability assessment related to hedged transaction
• Updates appropriate benchmark interest rates for qualitative evaluation of the
effectiveness of an interest rate swap
• Clarifies definition of a reference rate used in GASB 53
• Provides exception to lease modification guidance in GASB 87

Statement No. 94
Public-Private Partnerships & Availability Payment Arrangements

Statement No. 94
• Effective for fiscal years beginning after June 15, 2022, & all reporting
periods thereafter


Public-private & public-public partnerships = PPP



Availability payment arrangements = APA

• Purpose is to improve financial reporting for these types of arrangements
& create greater consistency

Statement No. 94
• PPP that meets the definition of a lease – use GASB 87


Only underlying PPP assets are existing assets of the transferor that are not
required to be improved by the operator as part of the PPP, and



PPP does not meet the definition of a service concession arrangement (SCA)

• PPP that meets the definition of an SCA or not in the scope of GASB 87 –
use GASB 94


What about Statement No. 60? Superseded by GASB 94

Statement No. 94
• SCA = PPP in which ALL of the following are met


The transferor conveys to the operator the right & related obligation to provide public
services through use & operation of the PPP asset in exchange for significant consideration
(up-front or installment payments, new facility, improvements to existing facility)



The operator collects & is compensated by fees from third parties



The transferor determines or has the ability to modify or approve the services the operator is
required to provide, to whom the operator is required to provide the services, & the prices
that can be charged



The transferor is entitled to significant residual interest in the service utility of the underlying
PPP asset at the end of the arrangement

Statement No. 94
Transferor Reporting
For all P3s, recognize
• Receivable for installment
payments to be received, if any
• Deferred inflow of resources for
the assets recognized, including
payments received from the
operator at or before start of the
P3 term

If underlying P3 asset is a new
asset or an existing asset that
has been improved…
• … & the P3 is an SCA: Also
recognize the capital asset at
acquisition value when placed into
operation
• … & the P3 is not an SCA: Also
recognize a receivable for the
capital asset, measured at
operator’s estimated carrying
value as of the future date of the
transfer in ownership

Statement No. 94
Operator Reporting
For all P3s, recognize

Liability for installment
payments to be made, if any

If underlying P3 asset is (a)
existing asset or
improvement or (b) new
asset & the P3 is an SCA …
… also recognize an intangible
right-to-use asset

If underlying P3 asset is a
new asset & the P3 is not an
SCA …
• Also recognize the underlying P3
asset until ownership is transferred
• & a liability for the underlying P3
asset, measured at the estimated
carrying value as of the future date
of the transfer

Other Statements
Statement No. 90

Majority Equity Interests

Statement No. 91

Conduit Debt Obligations

Statement No. 92

Omnibus 2020

Statement No. 97

Certain Component Unit Criteria, and
Accounting and Financial Reporting for Internal
Revenue Code Section 457 Deferred
Compensation Plans

Statement No. 98

The Annual Comprehensive Financial Report

On the Horizon
•

Financial Reporting Model

•

Revenue and Expense Recognition

•

Going Concern Uncertainties

•

Compensated Absences

•

Prior Period Adjustments, Accounting Changes and Error
Corrections
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