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GASB 87 Scope and Effective Date
❑ Effective date – reporting period beginning after June 15, 

2021 (Originally December 15, 2019 - Postponed by GASB 
95)
• June 30, 2022

• December 31, 2022

❑ How does this improve accounting and financial 
reporting?
• Establishes a single model for lease accounting based on the 

principle that leases are financings of the right to use 
underlying asset
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Current Lease 
Accounting
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Lease Type Criteria
GASB codification L20

• Capital lease criteria
▪ Lease transfers ownership by the end of the term

▪ Lease contains a bargain purchase option

▪ Lease is 75% or more of the estimated economic life of the leased 
property

▪ Present value of the minimum lease payments equals 90% of the 
fair value of the property

• Operating leases
▪ Anything not meeting the criteria of a capital lease
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Capital Leases
❑ Value equal to the present value of the minimum lease 

payments or fair value of the asset leased (whichever is 
lower)

❑ Lease liability amortized 

❑ Lease asset depreciated
• Life of the asset or term of the lease depending the criteria 

met

❑ Disclose future minimum payments
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Operating Leases
❑ No liability or asset recorded

❑ Lease payments are expensed

❑ Disclose future minimum payments 
• If long-term and noncancelable 
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Lease 
Accounting 
Under GASB 87
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Definition of a Lease
❑ A contract that conveys control of the right to use 

another entity’s nonfinancial asset as specified in a 
contact for a period of time in an exchange or exchange-
like transaction. 

❑ Nonfinancial Assets:
• Buildings

• Land

• Vehicles

• Equipment 
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Excluded from Scope of Statement 87
❑ Leases of intangible assets

❑ Leases of biological assets (timber, plants, animals)

❑ Contracts that meet the definition of a services 
concession arrangement

❑ Leases of assets financed with outstanding conduit debt

❑ Supply contacts 
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Contracts That Transfer Ownership
❑ Transfer of ownership of the underlying asset to the 

lessee by the end of the contract and:
• Does not contain termination options

• May contain a fiscal funding or cancellation clause that is not 
reasonably certain of being exercised

❑ Should be reported as a financed purchase (lessee) or 
sale of asset (lessor).
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Lease Term
❑ The period during which a lessee has a noncancelable 

right to use an underlying asset, plus:
• Periods covered by a lessee’s or lessor’s option to extend the 

lease if it is reasonably certain

• Periods covered by a lessee’s or lessor’s option to terminate 
the lease if it is reasonably certain

• Period for which both the lessee and lessor have an option to 
terminate without permission from the other party (or if 
both have to agree to extend) are cancelable periods and are 
excluded from the lease term (rolling month-to-month lease)
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Reassessment of the Lease Term
❑ Only if one or more occur

• The lessee or lessor elects an option that was not previously 
determined to be exercised 

• An event specified in the lease contracts that requires an 
extension or termination of the lease takes place 
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Short-term 
Leases

14



Term 
❑ Maximum possible term under the lease contract of 12 

months including options to extend 

❑ Leases cancelable by either party such as month-to-
month or year-to-year leases
• Maximum possible term is the noncancelable period 

(including notice periods)
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Recognition
❑ Lessees

• Lease payments are recognized as an expense

• Asset for payments made in advance or liability for payments 
due

❑ Lessors
• Lease payments are recognized as revenue

• Liability for payments made in advance or asset for payments 
owed 
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Long-term 
Leases
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Lease Liability
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Measurement
❑ Measured at the present value of payments expected to 

be made during the lease term

❑ The discount rate used for measurement should be the 
interest rate the lessor charges the lessee

❑ If an interest rate is not determined by the lessee, the 
estimated incremental borrowing rate should be used
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Future Payments Included in the 
Measurement of the Lease Liability
❑ Fixed payments

❑ Variable payments that depend on an index

❑ Variable payments that are fixed in substance

❑ Amounts that are reasonably certain of being required to 
be paid

❑ The exercise price of the purchase option if it is 
reasonably certain that the lessee will exercise the option

❑ Payments for penalties for terminating the lease

❑ Lease incentives receivable from the lessor
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Future Payments NOT Included in the 
Measurement of the Lease Liability
❑ Variable payments based on future performance or 

usage of the underling asset
• Expensed in the period the payment is incurred

• If any component of the variable payment is fixed in 
substance, then should be included in the measurement
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Adjustment to the Lease Liability
❑ Change in the lease term

❑ Likelihood of purchase option being exercised has 
changed 

❑ Change in the estimated amount of payments 

❑ Change in variable payments that were contingent on the 
performance or use of the asset become fixed
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Adjustment to the Lease Liability 
(Continued)
❑ Change in discount rate

• Change in interest rate charged by lessor

• Change in the index or rate used to determine variable 
payments that significantly affects the amount of the liability

• Not required to remeasure for change in incremental 
borrowing rate
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Lease Asset 
(Right to Use 
Asset)
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Measurement
❑ Measured as the sum of the following:

• The amount of the initial measurement of the liability

• Lease payments made to the lessor at or before the 
commencement of the lease term, less any incentives

• Initial direct costs to place the leased asset into service

25



Amortization
❑ Systematic and rational manner over the shorter of:

• Lease term

• Useful life of the asset

❑ Recorded as amortization expense and can be combined 
with depreciation
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Amortization (Continued)
❑ If a purchase option is reasonably certain of being 

exercised:
• Amortize over the life of the asset

• If nondepreciable (land), than the lease asset should not be 
amortized 
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Adjustments to the Lease Asset
❑ Same factors as the lease liability

❑ If value of asset is reduced to zero, remaining liability is 
removed and recognized as a gain

❑ Impairment of asset 
• Change in time the asset can be used

• Decline in service utility of the asset
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Financial 
Statement 
Presentation
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Economic Resources Measurement 
Focus - Lessee 
❑ Lease Asset

• Present value of the lease payments

• Amortize over life of lease/asset

❑ Lease Liability 
• Present value of the lease payments

• Amortize over life of the lease
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Current Financial Resources 
Measurement Focus - Lessee
❑ Inception

• Other financing sources  
▪ Proceeds of lease 

• Capital outlay
▪ Purchase of lease asset

❑ Ongoing
• Debt service

▪ Lease payment

31



Economic Resources Measurement 
Focus - Lessor
❑ Lease Receivable

• Present value of the lease payments

• Amortized over the life of the lease

❑ Deferred Inflows of Resources
• Equal to the lease receivable

• Amortize and recognize as revenue over the term of the 
lease

❑ Lease Asset
• Do not derecognize 
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Current Financial Resources 
Measurement Focus - Lessor
❑ Inception

• Lease receivable

• Deferred inflow of resources 

❑ Ongoing
• Reduction of the receivable upon lease payment

• Recognition of revenue and reduction of deferred inflow or 
resources 
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Example 
Journal Entries
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Office Space

• Terms

– Total lease payments - $100,000

– 5 years  

– Interest rate 4.5% (incremental borrowing rate)

• Present value

– $80,000 Principal 

– $20,000 Interest
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Office Space – Lessee
❑ Inception - Accrual

• Debit - Right to use asset $80,000

• Credit - Lease Liability $80,000

❑ Inception – Mod. Accrual 
• Debit - Capital outlay $80,000

• Credit - Lease Proceeds $80,000
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Office Space - Lessee
❑ Annual Entries – Accrual

• Lease Asset
▪ Debit – Amortization $16,000

▪ Credit - Right to use asset $16,000

• Lease Liability
▪ Debit – Lease Liability $16,000

▪ Debit – Interest Expense $4,000

▪ Credit – Cash $20,000
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Office Space - Lessee
❑ Annual Entries – Mod. Accrual

• Lease Liability
▪ Debit – Debt Service, Principal $16,000

▪ Debit – Debt Service, Interest $4,000

▪ Credit – Cash $20,000
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Office Space – Lessor
❑ Inception – Accrual and Mod. Accrual

• Debit – Lease Receivable $80,000

• Credit – Deferred Inflows of Resources $80,000
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Office Space – Lessor
❑ Annual Entries – Accrual and Mod. Accrual

• Debit Cash $20,000

• Credit Lease Receivable $16,000

• Credit Interest Income $4,000

• Debit Deferred Inflows of Resources $16,000

• Credit Lease Revenue $16,000
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Notes to 
Financial 
Statements -
Lessees
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Description of the Leasing Arrangement
❑ Basis and terms of the lease

❑ Conditions of variable payments not included in the 
measurement of the liability 

❑ Terms and conditions of guarantees provided by the 
lessee not included in the measurement of the liability 
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Lease Assets
❑ Total amount of the lease asset

❑ Accumulated amortization

❑ Major classes of underlying assets
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Payments Not Included in the 
Measurement of the Liability
❑ Variable payments not included in the measurement

❑ Guarantees

❑ Termination penalties

44



Other
❑ Principal and interest required for each of the five 

subsequent years and in five-year increments thereafter

❑ Commitments before commencement of the lease

❑ Any loss associated with an impairment of the asset and 
related change to the lease liability 
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Notes to 
Financial 
Statements -
Lessors
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General 
❑ Basis and terms of the lease

❑ Total lease and interest revenue recognized in the 
reporting period 

❑ Amount of payments not included in the measurement 
of the lease receivable

❑ Terms and conditions of options by the lessee to 
terminate the lease
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Leasing as a Principal Activity
❑ Future payments of lease receivable 

• Principal and interest separately

• Each of five subsequent years and in five-year increments 
thereafter
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Lessee Footnote Example – Policy
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Lessee Footnote Example
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Lessor Footnote Example - Policy
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Lessor Footnote Example
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Lessee Adoption Footnote Example
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GASB Statement No. 87, “Leases,” better meets the information needs of
financial statement users by improving accounting and financial
reporting for leases by governments. The provisions of this statement
have been adopted and incorporated into these financial statements. As
a result of this implementation, Organization recognized on January 1,
20XX a lease liability of $XXXX, which represents the present value of the
remaining operating lease payments and a right-of-use asset of $XXXX,
which represents the operating lease liability of $XXXX adjusted for
accrued rent of $XXXX and unamortized initial direct costs of $XXXX. The
difference between the lease assets and lease liabilities was recorded as
an adjustment to net assets.



Other Items 
to Consider
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Lease Incentives
❑ Payments to or on behalf of the lessee by the lessor

❑ Considered a rebate or discount to the lease obligation

❑ Include in the initial measurement 
• Applied as a reduction in lease payments for the period in 

which the incentive payment will be provided
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Contracts with Multiple Components
❑ Account for agreements that contain lease and non-lease 

components separately 
• If separate amounts are not included in the agreement, use 

professional judgement

• If not practical to determine, treat as a single lease unit 

❑ Account for agreements that contain multiple underlying 
assets that have different lease terms separately 
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Lease Modifications
❑ Treat as a separate lease if the following are present:

• The modification gives the lessee an additional lease asset by 
adding additional underlying asset(s)

• Increase in lease payments does not appear unreasonable 
based on the terms of the amended lease contract

❑ Otherwise remeasure the current lease
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Lease Termination
❑ Decrease in the lessee’s right to use the underlying asset 

• Shortened term

• Decrease in the number of underlying assets

• Include partial or full lease termination

❑ Reduce lease asset and liability and report gain/loss for 
difference

❑ If termination is result of purchase, then reclass asset
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Other Lease Arrangements 
❑ Subleases

❑ Sales-leaseback transactions

❑ Lease-leaseback transactions
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Implementation 
and Practical 
Considerations
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Implementation
❑ Implemented retroactively by restatement, if practical for 

all periods presented
• Little impact on statement of activities

❑ Do not apply to immaterial items
• Consider the underlying asset leased
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Implementation
❑ Gather information for all outstanding leases and 

evaluate the terms and conditions and identify:
• Length of lease 

• Interest rate to apply 

• Useful life of the asset
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Implementation
❑ Compile information for disclosure

• Roll forward of leases

• Future payments schedule

• Roll forward of leased assets by category

• Any other payments made/received
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Practical Considerations
❑ Assess lease agreements 

• Are terms month-to-month or less than 12 months? 

• Does the lease include cancelable terms?

❑ Evaluate what is material to the users of the financial 
statements

❑ Evaluate current capitalization policies and thresholds 
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Other Implementation Considerations
❑ Lease may be recorded across multiple funds

❑ May result in a fund having fund balance when the fund 
previously has not.
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Comparison to FASB ASC 842
❑ GASB makes no distinction between operating and 

finance leases

❑ GASB contains stricter rules for short term lease 
qualification

❑ Differences in lessor options to extend or terminate the 
lease are considered

❑ GASB does not allow option to capitalize short term 
leases

❑ FASB allows accounting policy elections to simplify lease 
accounting

❑ Differences in transitional provisions
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GASB 
Implementation 
Guide 2019-03
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Scope and Applicability of Statement 87
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Scope and Applicability of Statement 87
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Scope and Applicability of Statement 87
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Scope and Applicability of Statement 87
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Lease Term
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Short-Term Leases
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Contracts That Transfer Ownership
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Lease Liability
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Lease Liability 
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Lease Asset
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GASB 
Implementation 
Guide 2021-01
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Definition of a Lease
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Definition of a Lease
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Lease Term - Reassessment
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Short-term Leases
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Lessee Recognition and Measurement 
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Lease Incentives 
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Effective Date and Transition 
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Example Lease 
Schedules
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Questions?

Dustin Starr, CPA – Senior Manager

dstarr@md-cpas.com

412-535-5541

Nikki L. Walton, CPA – Senior Manager

nwalton@md-cpas.com

412-535-5513

Michelle Hoke, CPA – Senior Manager

mhoke@md-cpas.com

412-535-5526

Sources: Governmental Accounting Standards 
Board Statement No. 87, “Leases”.              
GASB Implementation Guide No. 2019-3   
GASB Implementation Guide No. 2021-1
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