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Section 1
Background, Implementation & Definitions
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Background and Implementation
• Effective for 2021-22 fiscal year
• Establishes a single lease accounting model

• No longer distinction between capital and operating 
leases

• Apply to new leases AND apply retro-actively to existing leases



What is a Lease?
• “New” Definition – A lease is a contract that conveys control of the 

“right-to-use” another entity’s nonfinancial asset (underlying asset) as 
specified in the contract for a period of time in exchange for exchange-
like kind transaction, with the exception of short-term leases.

• Four Key Elements:
o Control
o Period of time or lease term
o Exchange or exchange-like transaction
o Nonfinancial asset (underlying asset)



Exclusions
• The following are outside of the scope of GASB 87:



Financed Purchase
(NOT a lease)

• A contract that transfers ownership by the end of the 
contract AND does not contain a termination clause

• Reported as a financed purchase of the underlying 
asset by the lessee (notes payable/other general LT 
debt) or a sale of the asset by the lessor (notes 
receivables rather than a lease receivable)

• Financed purchase (lessee side) – recognize the 
purchased asset (expense) and the proceeds financed 
at the NPV of the asset purchased; DR. O6000s Asset & 
CR. All Other Financing Sources.

• Financed sale (seller side) – show capital assets as 
deletions from capital asset listing, along with 
corresponding depreciation etc. Treat as being sold.



Short-Term Leases
• Defined as a lease that, at the commencement of the lease 

term, has a maximum possibly term under the lease 
contract of 12 months or less, including any options to 
extend, regardless of their probability of being exercised

• Excluded from GASB 87; no balance sheet reporting



Section 2
Identify Key items



Where to Find Your Leases
• Common leases may include land, buildings, vehicles and equipment

• Evaluate based on the new definition and the 4 key elements. The word “Lease” 
need NOT be in the contract/agreement in order to qualify as a lease if criteria is 
met.



Items to Consider

Note: The aggregation of the liability for all lease contracts 
should be evaluated for materiality. Consider revised 
capitalization policy for lease assets if significant amount of 
assets below capitalization threshold. Document and get buy-in 
from auditors.



Determine Key Elements
• Payment Provisions

• Lease Term  (renewals/extensions/termination provisions)
• Determine discount rate

• Lease Incentives

• Transfers of ownership/purchase options
• Multiple components (i.e. service contracts with leased asset)
• Initial direct costs and other payments
• Asset class and useful life of asset
• Determine present value of lease payments



Key Information & Payment Provision

Note: Make note if payments are made at Beginning of the 
Period vs End of the Period



Lease Term



Lease Term
• Lease term should be reassessed only if one of the 

following apply:
• Either party elects to exercise an option even though it 

was previously determined that it was reasonably 
certain that the lessee or lessor would not exercise that 
option

• Either party elects not to exercise that option even 
though it was previously determined that it was 
reasonably certain that the lessee or lessor would 
exercise that option

• An event specified in the lease contract that requires an 
extension or termination of the lease takes place



Lease Modifications
Amendments to a lease contract (not from exercising options in the contract) and 
may include the following:

 A change in contract price

 A change in lease term

 Adding or removing the underlying right to use assets

Modifications: considered lease modification unless lessee’s right-to-use asset 
decreases

 Report as a new lease by both lessor and lessee if: 1) New 

assets are added and 2) Not unreasonably priced.

 Otherwise, remeasure



Lease Terminations
Can be considered partial or full lease termination if lessee’s right-to-
use asset decreases
Lessees:
• For partial/full lease termination, other than purchases, lessees 

reduce/remove the lease asset and lease obligation
• Recognize any difference as a gain or loss
• If lessee purchases the underlying asset, reclassify to the 

appropriate asset class
Lessors:
• For partial/full lease terminations, other than sales, lessors 

reduce/remove the lease receivable and related deferred inflow of 
resources

• Recognize any difference as a gain for loss
• If the lessor sells the underlying asset, derecognize the underlying 

asset



Discount Rate
• Lessees should discount lease payments using the interest rate at which 

the transaction is made; the rate the lessor charges the lessee, which 
may be implicit in the lease. If the interest rate implicit in the lease is 
not readily determinable, the lessee’s estimated incremental borrowing 
rate should be used. Determining the incremental borrowing rate 
requires estimating the interest rate the lessee would be charged for 
borrowing the lease payment amounts during the lease term. 

• Use rate included in agreement
• If no rate provided, inquire with vendor
• Use professional judgement to determine rate if 

none can be provided



Contracts with Multiple Components
Evaluate contracts with multiple components:
• May contain both a lease component and a non-lease 

component
• May contain multiple underlying assets

• If a contract contains both a 
lease component and a non-
lease component, evaluate as 
separate contracts

• If a contract involves multiple 
underlying assets, account for 
each underlying assets as 
separate lease components (i.e. 
different lease terms or different 
major asset classes for 
disclosure)



Lease Incentive
Lease Incentives are: 

• Payments made to, or on behalf of, the lessee, for which the lessee 
has the right to offset with its obligation to the lessor, or

• Other concessions granted to the lessee

• Payments provided at or 
before inception of the 
lease: report as a direct 
reduction of a lessee’s 
lease asset

• Payments provided after 
inception of the lease: 
report as a reduction of 
payments for period 
provided and reduce PV 
of lease liability (and 
lessor’s receivable)

Examples:
• Rebate/discount and 

includes assumption of 
lessee’s preexisting lease 
obligations to a 3rd party

• Other reimbursement of 
lessee costs

• Rent holidays
• Reductions of interest or 

principal charges by the 
lessor



Determine PV of Lease Payment

Calculating PV using sample PV 
Calculator

Sample PV calculator:
https://leasequery.com/project/present-

value-calculation-tool/

https://leasequery.com/project/present-value-calculation-tool/
https://leasequery.com/project/present-value-calculation-tool/


Determine PV of Lease Payment

Calculating PV using Excel 
PV Formula

• Rate = Interest rate per period. 
For example,  use 10%/1 for 
annual payments at 10% APR.

• Nper = Number of payment 
periods

• Payment = Payment made each 
period (enter as a negative, 
represents negative cash flow)

• FV = Future value (residual value) 
• Type = payment at the beginning 

of the period = 1; payment at the 
end of the period = 0



Determine PV of Lease Payment
Based on SACS Forum 11/2/21 Meeting (Slides 23 – 26)

Note: If Lessor, PV entry at commencement is a DR. Lease Receivable (O9380) and CR. Deferred 
Inflow of Resources (O9690)



Section 3
Lease Activity and Reporting



New SACS Object Codes



Lease Activity and Reporting
• Lessee:

o Leased Asset (offset to Proceeds from Leases)
o Lease Liability
o Interest/Principal Expense
oAmortization of Right to Use

• Lessor:
o Lease Receivable
oDeferred Inflow of Resources
o Interest Revenue
o Lease Revenue



Initial Recognition and Measurement
• Initial recognition and measurement (at the 

commencement of a lease)
Lessee Lessor

Initial Recognition & Measurement Initial Recognition & Measurement
 Report an expenditure and other financing source in the 
period the lease is initially recognized 

 Recognize a Lease Receivable and a Deferred Inflow of 
Resources for a lease 

Measure the expenditure and other financing source - GASB 
87, Paragraph 21-33

Measure the Lease Receivable - GASB 87, paragraph 44

Recognize the right-to-use of the leased asset under 
Leased Asset - Object 6600

Measure the Deferred Inflow of Resources at the initial value of 
the Lease Receivable plus payments received at or before the 
commencement that relate to future periods

Other Financing Sources recognized under Proceeds 
from Leases -  Object 8972 

Lease Receivable  - Object 9380
Deferred Inflow of Resources - Object 9690



GASB 87 SACS Forum Summary –
October 2020

Subsequent recognition and measurement



Section 4
Lessee Accounting



Lease Accounting
• Commencement of Lease Term & Subsequent Recognition:



Lease Accounting
(1)                   (2)                  (3)                    (4)                   (5)                      (6)                       

Year Month Cash
328,710       328,710           

Plus : 
prepayments -                    
Less : Incentives -                    

328,710       328,710           
2021 July 10,000          1,644           8,356             320,354       9,131                319,579           
2021 August 10,000          1,602           8,398             311,955       9,131                310,448           
2021 September 10,000          1,560           8,440             303,515       9,131                301,318           
2021 October 10,000          1,518           8,482             295,033       9,131                292,187           
2021 November 10,000          1,475           8,525             286,508       9,131                283,056           
2021 December 10,000          1,433           8,567             277,941       9,131                273,925           
2022 January - June $$ $$ $$ $$ $$ $$

9,230           50,770           54,785             

Amortization Schedule - Lessee

Interest 
Expense

Liab. 
Reduction

Lease 
Liability

Amort. 
Expense

Net Lease 
Asset Bal.

Lease Liab = Measure at the "PV of payments expected to be made during the lease term"
Leased Asset = Measure at the lease liability value plus prepayments made less incentives received 

(1)          Payment Frequency
(2)          Object 7438 Debt Service Interest
(3)          Object 7439 Debt Service Principal. Reduces Total lease Liabilitiy on Form DEBT.
(4)          Lease Liability - Reconcile to Form DEBT
(5)          Amortize the shorter of the lease term or usefule life. Decreases the Lease Asset Net Balance on Form ASSET
(6)          Leased Asset - Reconcile to Form ASSET

PV of the lease payments: =PV(6%/12,36,-10000,0,0) $328,710.16

Initial Recording DR CR
Object 6600 Leased Asset 328,710        
Object 8972 Proceeds from Leases 328,710       

Subsquent Recording DR CR
Object 7438 Debt Service Interest 1,644             
Object 7439 Debt Service Principal 8,356             
Object 9110 CASH 10,000          

July Sample Entry



Lease Accounting
• Apply Retroactively to Leases

• Calculate the initial Lease Liability: the PV of future remaining lease payments as of the 
transition date. 

• Leased Assets – generally measured at the amount of the liability but may not be the 
same. 

• Record initial JE at Transition Date (July 1, 2021):
• DR. Object 6600 Leased Asset
• CR. O8972 Proceeds from Operating Leases

• Apply subsequent recognition per GASB 87
• Note: Capital leases already recorded in PY fund statements; initial JE above NOT 

required. Do calculate new carrying values for leased asset/lease liability. Any difference 
between the leased asset/liability, if any, should be included as a restatement to 
beginning balance



Lease Accounting
• Example – Apply retroactively to a operating lease



Lease Accounting
• Example – Apply retroactively to a capital lease



Lease Accounting



Section 5
Lessor Accounting



GASB 87 Lessor Accounting
• Commencement of Lease Term & Subsequent Recognition:



GASB 87 Lessor Accounting
(1)            (2)                  (3)                    (4)                   (5)                      (6)                       

Year Month Cash
328,710       328,710           

Plus : 
prepayments -                    

Less : Incentives -                    
328,710       328,710           

2021 July 10,000   1,644           8,356             320,354       9,131                319,579           
2021 August 10,000   1,602           8,398             311,955       9,131                310,448           
2021 September 10,000   1,560           8,440             303,515       9,131                301,318           
2021 October 10,000   1,518           8,482             295,033       9,131                292,187           
2021 November 10,000   1,475           8,525             286,508       9,131                283,056           
2021 December 10,000   1,433           8,567             277,941       9,131                273,925           
2022 January - June $$ $$ $$ $$ $$ $$

9,230           50,770           54,785             

Amortization Schedule - Lessor

Interest 
Revenue

Receivable 
Reduction

Total Lease 
Receivable

Rental 
Income

Def. Inflow of 
Resource

Lease Receivable = Measure at the "PV of payments expected to be made during the lease term"
Def. Inflow of Resources = Measure at the lease receivable value plus prepayment received less incentives paid out 

(1)          Payment Frequency
(2)          Object 8660 Interest Revenue
(3)          Object 9380 Lease Receivable 
(4)          Lease Receivable Balance
(5)          Recognize O8650 Leases and Rental Income and Reduces O9690 Def. Infow of Resources
(6)          Deferred Inflow of Resources Balance

Initial Recording DR CR
Object 9380 Leased Receivable 328,710        
Object 9690 Def. Inflow of Resources 328,710       

`
Subsquent Recording DR CR
Object 9110 CASH 10,000           Cash Deposit
Object 8660 Interest Revenue 1,644            Cash Deposit
Object 9380 Leased Receivable 8,356            Cash Deposit
Object 9690 Def. Inflow of Resources 9,131             JE
Object 8650 Leases and Rentals 9,131            JE

19,131           19,131          

July Sample Entry

PV of the lease payments: =PV(6%/12,36,-10000,0,0) $328,710.16



GASB 87 Lessor Accounting
• Apply Retroactively to Leases
• Calculate the initial Lease Receivable: the PV of future remaining lease payments expected 

to be made as of the transition date. 
• Deferred Inflow of resources – generally measured at the amount of the lease receivable
• Record initial JE at Transition Date (July 1, 2021):

• DR. Object 9380 Lease Receivable

• CR. O9690 Deferred Inflow of Resources
• Apply subsequent recognition per GASB 87



Section 6
Examples



Lessee Example



Lessee Example



Lessee Example



Lessee Example





Lessee Example



Lessor Example



Lessor Example



Lessor Example



Lessor Example





Lessor Example



Section 7
Other Lease Scenarios



Subleases
Lessee is also now a lessor
• Treat as separate transactions. 

Do not offset or net 
transactions.

• Original lessee record both:
a) Right-to-use asset and 

liability for original  
lease

b) Receivable and deferred
inflow of resources for
the sublease

GASB Statement No. 87 Guide:



Sale-Leaseback Transactions
• Involves the sale of an underlying asset by the owner and a lease of the property 

back to the seller (original owner); account separately.
• If no qualifying sale included, treat as borrowing activity by the seller-lessee and 

lending activity by the buyer-lessor.

GASB Statement No. 87 Guide:



Lease-Leaseback Transactions
• Each party is both a lessor and a lessee

• Account as a Net Transaction

GASB Statement No. 87 Guide:



Lease between Related Parties
GASB Statement No. 87 Guide:



Section 8
Financial Statement Disclosures



Financial Statement Disclosures



Financial Statement Disclosures



Section 9
Documentation Considerations



Documentation Considerations

• Establish a capitalization policy for leases, similar to capital assets 

• Document your process and review for compliance with GASB 87

• Items to consider:
• Who is reviewing your agreement to see if they qualify as a lease?
• How is your purchasing department working with your accounting department to 

review and record leases?
• What is the district’s process for reviewing for any future lease modifications?
• Review agreements under Object 5600 or Object 5800 to see if any agreements 

qualify as a lease under the new criteria?
• Review district’s rental agreements/income accounts? District may be a lessor.
• Review your prior year audit report. Does the district have any operating leases that 

now need to be capitalized or capital leases that need to be evaluated?
• Ensure to document your review procedures and determinations



Thank you!
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