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GASB 87 - Leases

Matthew Heatwole, CPA

Current Standards
• Issues under current standards
▫ No liabilities are reported for commitments to make 

payments
▫ No assets are reported for right to receive 

payments

• Current practice
▫ Determining Capital vs. Operating Lease
▫ Multiple disclosures

Objective

• Establish a single model for lease accounting

• Lessee recognizes a lease liability and an 
intangible right-to-use lease asset

• Lessor recognizes a lease receivable and a 
deferred inflow of resources
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Scope
• Lease definition – contract that conveys control

of the right to use a nonfinancial asset for a 
period of time in an exchange or exchange-
like transaction
▫ Examples are buildings, land, vehicles, 

equipment

• Exclusions: rights to explore for natural 
resources, lease of biological assets(timber), 
licensing contracts, service concessions 
arrangements and most importantly contracts 
that transfer ownership

Lease Term
• The period during which a lessee has a 

noncancelable right to use an underlying asset
▫ Periods covered by lessee/lessor’s option to 

extend/terminate if reasonably certain that option 
will be exercised

▫ Reassess if opposite happens to what was 
reasonably certain

▫ Reassess if event specified in the lease contract 
that requires an extension or termination takes 
place

Lease Term
• A developer builds and leases a building to a 

government.  The government is required to make 
payments during the three-year construction period.  
The government does not have access to the 
building until the certificate of occupancy is issued 
at the end of the construction period.  When does 
the lease term begin?
▫ The lease term begins when the certificate of 

occupancy is issued because that is when the 
government gains access to the building (i.e. 
control of the right to use the underlying asset).
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Lease Term
• A lease contract has a noncancellable period of five 

years and specifies that at the end of the five years, 
both the lessor and lessee have the right to cancel 
the lease or may continue the lease, using the same 
terms on a month-to-month basis.  Is the month-to-
month holdover period included in the initial 
assessment of the lease term?
▫ No.  During the holdover period, the lessee has not 

contracted for a noncancellable right to use the 
underlying asset, and the lessor his not required to 
continue to provide the asset.  The holdover period 
is cancellable by either party and therefore, 
excluded from the terms of the lease. 

Short-Term Leases

• At the commencement of the lease term, has a 
maximum possible term under the lease 
contract of 12 months or less
▫ Including any options to extend regardless of their 

probability of being exercised

• Recognize short-term lease payments as 
outflows/inflows of resources

Polling Question #1

• A government enters into a 12 month 
noncancellable lease in which the lessee has 
options to renew for 12 months at a time, up to 
49 times.  Is this agreement considered a short-
term lease?

• Yes
• No
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Multiple Components

• Equipment and maintenance 
▫ Account for lease and non-leases pieces 

separately
• Multiple assets with different lease terms (i.e. 

different classes)
▫ Count as different lease components 

• Allocating amount to each component
▫ Spelled out in contract (if reasonable)
▫ Maximize observable pieces

Multiple Components
• A government leases equipment that will be installed by 

the lessor for an additional $10K.  The lease contract 
requires that the government pay the lessor for 
installation of the equipment in the subsequent reporting 
period. Should the government record the installation 
costs as part of the lease liability or as a separate 
liability?
▫ Initial direct costs are NOT included in the measurement of 

the lease liability.  Installation costs generally are 
considered nonlease components.  Because the 
payment of $10K are for installation costs and are not for 
the right to use the equipment, the payments are not 
considered lease payments under GASB 87 and should be 
accounted for as a separate liability.

Multiple Components
• A lease contract for copy machines requires that a 

minimum amount be paid for toner and paper 
regardless of whether these supplies are obtained.  
Should some portion of the minimum amount to be 
paid to supplies be included in the measurement of 
the lease liability?
▫ No.  If the amount for the supplies does not appear to 

be unreasonable, regardless if the supplies were 
obtained, the government should account for the 
supplies separately from the lease and not included in 
the lease measurement.  
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Lessee Accounting

• Recognize a lease liability at beginning of 
lease equal to the present value of:
▫ Fixed payments over the term
▫ Variable payments that depend on index
▫ Amounts required to be paid by lessee under 

residual value guarantees
▫ Exercise price or purchase option
▫ Penalties for terminating lease
▫ Any lease incentives receivable from lessor
▫ Any other payment you may make if reasonably 

certain

Lessee Accounting

• Materiality considerations
▫ The board acknowledges this could be 

burdensome if many contracts exist and suggests 
a capitalization threshold or exception for leases 
of individually small items.  HOWEVER, keep in 
mind even if you have a capitalization threshold 
for the asset transaction, you have to consider 
what the liability would be and if that is material.

Lessee Accounting (Cont.)

• Discount Rate
▫ Use rate charged by lessor
▫ Incremental borrowing rate

• Remeasurement
▫ General Rule - Do NOT remeasure
▫ Change in lease term
 Exercise option weren’t planning on or vice versa

▫ If you do remeasure than include change in 
discount rate at that time
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Lessee Accounting (Cont.)

• Recognize an intangible asset for the “right to 
use” the capital asset equal to the value of 
liability plus payments at beginning or before 
lease begins, less incentives

• Interest expense/expenditure

• Amortization expense for asset 

Lessee Accounting (Cont.)

• Disclose
▫ Description of leasing arrangement
▫ Amount of lease assets recognized and 

accumulated depreciation
▫ Schedule of future lease payments

• How variable payments are determined

Example:
• City B leases three squad cars from a vendor.  
• The agreement:
▫ Is for a period of 3 calendar years, non-

cancellable by either party
▫ Lease calls for 3 annual payments of $20,000 due 

on the first day of the year (totals $60,000)
▫ The lease does not contain an interest rate, 

therefore, a rate of 3.0% annually is assumed, 
with a net present value of future lease payments 
of $56,570

▫ The lease does not transfer ownership of the 
squad cars at the end of the agreement.

▫ The squad cars have a useful life of 5 years.
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Is this a lease as defined by GASB 
Statement No. 87?
▫ Yes – the agreement conveys control of the right 

to use the squad cars (underlying nonfinancial 
asset) for a period of time (3 years) in exchange 
like transaction.

Lessee Accounting
Inception at Governmental Fund

Expenditure – leased asset $56,570
Other financing source – lease $56,570

Is this a lease as defined by GASB 
Statement No. 87?

Lessee Accounting
Inception at Governmental Activities

Intangible asset – right to use squad car   $56,570
Lease payable $56,570

Other financing source – lease $56,570
Expenditure – leased asset $56,570

Lessee Accounting – Year One

• Payment made for year one

• Governmental Fund of City
▫ Principal paid – lease $19,420
▫ Interest paid lease $580
▫ Cash $20,000
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Lessee Accounting – Year One

• Governmental Activities of City

▫ Lease payable $19,420
▫ Principal payment leases $19,420
▫ Amortization expense $18,857
▫ Acc. Amortization – leases $18,857

($56,570 / 3 years)

Change in Example Conditions

• What would change if the lease transferred 
ownership of the squad cars to City B at the end 
of the three years and the squad cars have a 5 
year useful live

• Is this still a lease under GASB 87?
▫ No – since ownership transfers it is a financed 

purchase contract and not a lease. 

Lessor Accounting
• Recognize
▫ Lease receivable measured at present value of:
 Lease payments expected to be received in lease 

term
 Net of estimated uncollectible amounts

▫ General rule is do not remeasure unless change 
in:
 Lease term
 Interest rate charged by lessor
 Contingency and its now measurable
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Lessor Accounting (Cont.)

• Continue to report capital asset

• Initial direct costs are outflow of resources 
(expense/expenditure)

• Deferred inflow of resources measured at value 
of receivable plus any payments received at or 
before the commencement of the term that 
relate to future periods 

Lessor Accounting (Cont.)

• A county issues bonds to purchase fire trucks 
and leases the fire trucks to the city.  The lease 
includes an option for the city to purchase the fire 
trucks for the present value of the remaining bond 
payments.  Should the county derecognize the 
fire trucks if the county determines it is 
reasonably certain that the city will exercise the 
purchase option?
▫ No.  The county should continue to report the fire trucks 

as capital assets until the purchase option is exercised.  

Lessor Accounting (Cont.)

• Recognize
▫ Interest revenue on receivable

▫ Lease revenue from deferred inflow

• Disclose

▫ Description of leasing arrangements

▫ Total amount of inflows (revenue) recognized

▫ Changes to measurement

▫ Options to terminate leases
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Polling Question #2

• A vendor installs equipment in a government’s 
building to increase energy efficiency. The 
government will own the equipment at the end of 
the agreement, and the contract does not 
contain a termination option. For financial 
reporting purposes, should this transaction be 
reported as a lease or a financed purchase? 

• Lease
• Financed purchase

Example:
• City A leases space on its water tower to a private 

company to place a communications device on the 
tower.  

• The agreement:
▫ Is for a period of 5 calendar years, non-cancellable by 

either party
▫ Lease calls for 5 annual payments of $25,000 due on 

the first day of the year (totals $125,000)
▫ The lease does not contain an interest rate, therefore, 

a rate of 2.5% annually is assumed, with a net present 
value of future lease payments of $116,150

▫ The lease does contain one option for a 5 year 
extension that the City assumes will not be exercised.

Is this a lease as defined by GASB Statement No. 
87?
▫ Yes – the agreement conveys control of the right 

to use the City’s water tower (underlying 
nonfinancial asset) for a period of time (5 years) in 
exchange like transaction.

Lessor Accounting
Inception at Governmental Fund

Lease receivable $116,150
Deferred inflow of resources – leases $116,150

Governmental Activities
No conversion entry since already recognized at fund level
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Lessor Accounting – Year One
• Payment received for year one

• Governmental Fund of City
▫ Cash $25,000
▫ Interest revenue – leases 610
▫ Lease Receivable 24,390

▫ Deferred inflow – lease revenue 24,390
▫ Revenue – leases (rental income) 24,390

• No conversion entry to Governmental Activities

• Assume that payment in full ($125,000) was 
received at the inception of the agreement.

• Still considered a lease defined by GASB 87 as 
the agreement still conveys control of the right to 
use the City’s water tower (underlying 
nonfinancial asset) for a period of time (5 years) 
in an exchange like transaction.

• Lessor accounting (at inception)
▫ Governmental Fund

Cash $125,000
Deferred inflow of resources – leases $125,000

No conversion entry to Governmental Activities

Lessor accounting (Year One)
▫ Governmental Fund

Deferred inflow of resources – leases $25,000

Revenue – lease $24,390
Interest revenue – lease 610
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Transition

• Effective for reporting periods beginning after 
June 30, 2021 (Fiscal year 2022).
▫ Should be applied retroactively by restating 

financial statements, if practicable, for all prior 
periods presented.

▫ If not practicable, the reason for not restating 
should be disclosed.

▫ Do not have to go back and calculate from the 
beginning. Start with implementation year.

Polling Question #3

• I’ve started gathering information pertaining to 
leases in anticipation of the new standard

• Yes
• No
• There’s a new standard?

So What Do I Do Now?

• Gather lease documents
• Leases not currently being disclosed
• Review details of each lease contract
• Assess all leases greater than 12 months
• Start prepping Council/Board and legal counsel 

for changes
• Review debt limits and talk to bond counsel
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So What Do I Do Now?

• Amend internal policies
• Renegotiate contracts
• Prepare note disclosures
• Create a template to help with determination
• Review potential software

Lessons Learned 
• Standard was effective for public companies 

under FASB beginning January 1, 2019

▫ Overall process takes a long time
▫ Involvement of multiple departments and teams is 

required
▫ Software may help, but data and input is needed
▫ Systems and policies need to be reviewed

Other Resources
• GFOA Leases tool: 

https://www.gfoa.org/materials/leases-tool

• Upcoming 2021 GFOA virtual conference
▫ https://www.gfoa.org/sessions/2021-

sessions/looking-at-leases
▫ Tuesday July 13th, 11:00am – 12:40pm

• GFOA journal entry examples on website
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Other Resources
• GASB Implementation Guide No 2019-3, 

Leases – 77 questions and answers

• GASB Implementation Guide No. 2021-1 –
Contains 21 new questions and answers on 
leases

QUESTIONS?

MATTHEW HEATWOLE, CPA
MHEATWOLE@BECPAS.COM


