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Introduction
The Governmental Accounting Standards Board (GASB) has created a single approach to the 
accounting and reporting of leases with the issuance of GASB Statement No. 87, Leases (Statement 
87). State and local governments should expect Statement 87 to have significant impact on their 
financial statements. The new standard is based on the foundational principle that, economically, a 
lease finances the right to use an underlying asset. As a result, the accounting for leases required by 
Statement 87 results in a single approach for lessors and lessees that accounts for leases based on 
that common financing element. The new standard is a significant change from the current approach 
to accounting for leases, which provids for two classifications of leases, as either operating or capital, 
with operating leases being reported off the statement of financial position and only disclosed in the 
footnotes. Under Statement 87, all leasing transactions will be reported on the statement of financial 
position of both the lessee and lessor.

Government entities implementing Statement 87 will first need to identify the population of contracts 
for which the standard applies. GASB defines a lease as “a contract that conveys control of the 
right to use another entity’s nonfinancial assets (the underlying asset) as specified in the contract 
for a period of time in an exchange or exchange-like transaction.” It is important to note that the 
definition of lease does not include intangible assets (such as patents and software licenses), 
biological assets, inventory, service concession arrangements, supply contracts, or assets financed 
with outstanding conduit debt unless both the asset and the conduit debt are reported by the lessor. 
In addition, the definition specifies that the contract is “an exchange or exchange-like transaction.” 
This means that contracts that transfer the right to use an asset for a nominal amount, such as 
one dollar per year, do not fall within the scope of Statement 87 since they are, in substance, a 
nonexchange transaction. The standard also excludes the leasing of assets that are investments 
and certain regulated leases, such as those between a municipal airport and air carriers.

Under Statement 87’s definition of a lease, the contract conveys control of the right to use another 
entity’s nonfinancial assets. Under Statement 87, both of the following two criteria must be met 
to have control of the asset:

 1. The right to obtain the present service capacity from use of the underlying asset
2. The right to determine the nature and manner of use of the underlying asset

It is important to note the control of the asset can be interrupted and still be met. For example, 
if a government entity enters into a multiyear agreement for the right to use a facility exclusively 
for three days per week and other parties are allowed to use the facility on the other days, the 
contract still provides control to the government assuming that, during the three days a week, the 
two provisions above are met. The provision in the lease definition that the control be for a period 
of time does not require uninterrupted control of the asset.

When evaluating a lease, the lease term starts with the noncancelable period of the lease, plus 
periods that are covered by the lessees’ option to extend the lease, if the option is reasonably 
certain of being exercised, plus periods covered by a lessors’ option to terminate the lease, if it is 
reasonably certain of not being exercised. The lease term under Statement 87 excludes periods 
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for which the lessee or the lessor each have the option to terminate or both parties have to agree 
to extend the lease. If the lease contains any fiscal funding/cancellation causes, these should be 
ignored unless it is reasonably certain they will be exercised. The term of the lease should be 
determined at the start of the lease and would only be reassessed if one or more of the following 
occur: 

 1. The lessee or lessor elects to exercise an option even though originally it was determined that 
the option would not be exercised. 

2. The lessee or lessor elects to not exercise an option even though previously determined that the 
lessee or lessor would exercise that option. 

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

For all entities implementing Statement 87, the first step is to identify the population of leases to which 
the standard applies. All arrangements meeting the definition of a lease should be evaluated for 
accounting as a lease based on the substance of the arrangement rather than the label used within 
the contract. For example, contracts that transfer ownership of the underlying asset may be labeled 
as a lease but, in substance, are a purchase and should be accounted for accordingly. 

The standard creates three classifications for leases: 

 1. Short-term leases 

2. Contracts that transfer ownership 

3. All other leases 

The majority of leasing arrangements are expected to fall under the “all other leases” classification.

SHORT-TERM LEASES
If a lease’s maximum term, under the written terms of the lease (including any options to extend, 
regardless of their probability of being exercised), is less than 12 months at its inception, under 
Statement 87, it is a “short-term lease” and is exempt from the accounting changes in the standard. 
Under this definition, a month-to-month lease would be classified as a short-term lease, regardless 
of the intent to renew that lease each month. This is driven by the fact that the renewal option is 
not written into the lease and may be canceled by either party. It is important to note that this 
aspect of short-term leases differs from the guidance in the Financial Accounting Standards Board 
(FASB) Accounting Standards Codification Topic 842, Leases.

Under Statement 87, short-term leases will continue to be accounted for similar to previous guidance 
for operating leases: by recording expense by lessees and revenue by lessors based on the payment 
provisions of the lease contract. If payment is made before the specified due date, the lessee should 
recognize an asset, and a lessor should recognize a liability for the advance payments. If payment 
is made after the specified due date, the lessee should recognize a liability, and the lessor should 
recognize an asset for the rent due. No revenue or expense should be recognized during any rent 
holiday period, such as one or more months free at the beginning of the term of the lease.
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CONTRACTS THAT TRANSFER OWNERSHIP
If the terms of a lease include the transfer of ownership of the underlying asset at the conclusion of 
the lease, then the lease would be classified as a “contract that transfers ownership” under Statement 
87. A transaction classified as a contract that transfers ownership should be accounted for as a 
financed purchase of the underlying asset by the lessee and as a sale of the asset by the lessor. A 
purchase option within a lease does not constitute the transfer of ownership within the context of 
Statement 87.

A contract that does transfer ownership at the end of the contract would be accounted for as follows:

Governmental Fund:

 INITIAL ENTRY DEBIT CREDIT

 Expenditure $ xx,xxx
 Other financing sources $ xx,xxx

 –To record financed purchase of asset

Thereafter, the government would recognize the principal and interest expenditures and cash outflows 
with each payment.

Entity-Wide Financial Statements and Enterprise Funds:

 INITIAL ENTRY DEBIT CREDIT

 Asset (purchased asset) $ xx,xxx
 Note payable $ xx,xxx

 –To record financed purchase of asset

Thereafter, the government would recognize the payments of principal and interest as reductions of 
the note payable and accrued interest balances and would recognize depreciation on the asset under 
a systematic method.

ALL OTHER LEASES
All other leases, other than those excluded from the guidance, short-term leases, and contracts that 
transfer ownership, will be accounted for under a single reporting methodology that is outlined 
below.

Lessee Accounting
Once a lessee has determined that the lease contract would be classified as “all other leases” under 
Statement 87, the lessee will need to account for the lease on its statement of financial position. 
GASB believes that a lessee should recognize a liability related to the lease given that the lessee is 
taking possession of the underlying asset and is receiving the economic benefit of the underlying 
asset, thereby creating an obligation to make payments to the lessor in exchange for the economic 
benefit of the underlying asset.
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INITIAL RECOGNITION
At the commencement of the lease, a lessee should recognize a lease liability and a right-to-use 
lease asset. The lease liability should be measured at the present value of lease payments expected 
to be made during the lease term, minus any lease incentives. The expected lease payments include 
the following:

• Fixed payments over the lease term
• Variable payments based on an index or a rate, such as Consumer Price Index (CPI)
• Variable payments that are fixed in substance
• Residual value guarantees that are reasonably certain of being required
• Termination penalties if based on the determination of the lease term and the termination option 

is reasonably certain of being exercised
• Purchase options that are reasonably certain of being exercised
• Any other reasonably certain payments

A few other things of note are that the discount rate used in the present value calculation of the lease 
liability should be the rate the lessor charges the lessee (may be implicit) or, if that rate cannot be 
readily determined, the lessee’s incremental borrowing rate. 

The right-to-use lease asset should be initially measured in an amount equal to the associated lease 
liability plus initial direct costs and lease payments made at or prior to commencement, minus any 
lease incentives.

SUBSEQUENT RECOGNITION
After the initial recognition of the lease liability and the right-to-use lease asset, lessee will reduce the 
lease liability as payments are made and recognize an outflow of resources, such as interest expense 
on the lease liability. The lessee will also amortize the lease asset (similar to depreciation of a fixed 
asset) over the shorter of the lease terms or the useful life of the underlying asset.

The lessee should remeasure the right-to-use lease asset and lease liability at subsequent financial 
reporting dates if one or more of the following have occurred at or before that financial reporting 
date, based on the most recent lease contract before the changes. In addition, the lessee will want to 
make sure that the changes individually or in the aggregate are expected to significantly affect the 
amount of the right-to-use lease asset or lease liability since the previous measurement:

• There is a change in the lease term.
• An assessment of all relevant factors indicates that the likelihood of a residual value guarantee 

being paid has changed from reasonably certain to not reasonably certain, or vice versa.
• An assessment of all relevant factors indicates that the likelihood of a purchase option being 

exercised has changed from reasonably certain to not reasonably certain, or vice versa.
• There is a change in the estimated amounts for payments already included in the measurement 

of the lease liability (except as provided in paragraph 26 of Statement 87).
• There is a change in the interest rate the lessor charges the lessee, if used as the initial discount rate
• A contingency, upon which some or all of the variable payments that will be made over the remainder 

of the lease term are based, is resolved such that those payments are now fixed in substance.
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GOVERNMENTAL FUNDS
For governmental funds at inception, the lessee would debit expenditures (capital outlay) and credit 
other financing sources (proceeds from long-term debt). As payments are made under the lease, the 
lessee will debit expenditure (debt service) and credit cash.

ENTRIES FOR LESSEE
Governmental Fund:

 INITIAL ENTRY DEBIT CREDIT

 Capital outlay $ xx,xxx
 Other financing sources – lease proceeds $ xx,xxx

 –To record the capital expenditure and related proceeds from lease of an asset

 ONGOING ENTRY DEBIT CREDIT

 Interest expenditure $ xx,xxx
 Lease principal payment expenditure $ xx,xxx
 Cash $ xx,xxx

 –To record a lease payment

Entity-Wide:

 INITIAL ENTRY DEBIT CREDIT

 Other financing sources – lease proceeds $ xx,xxx
 Lease liability – due within one year $ xx,xxx
 Lease liability – due beyond one year $ xx,xxx
 Intangible lease asset $ xx,xxx
 Capital outlay $ xx,xxx

 –To record the intangible asset and related liability from the lease of an asset

 ONGOING ENTRY DEBIT CREDIT

 Lease liability – due within one year $ xx,xxx
 Lease principal payment expenditure $ xx,xxx
 Amortization expense $ xx,xxx
 Accumulated amortization $ xx,xxx

 –To eliminate fund-level activity for a lease payment

 ONGOING ENTRY DEBIT CREDIT

 Lease liability – due beyond one year $ xx,xxx
 Lease liability – due within one year $ xx,xxx

 –To adjust due within one-year liability
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Enterprise Funds:

 INITIAL ENTRY DEBIT CREDIT

 Intangible lease asset $ xx,xxx
 Lease liability – due within one year $ xx,xxx
 Lease liability – due beyond one year $ xx,xxx

 –To record the intangible asset and related liability from the lease of an asset

 ONGOING ENTRY DEBIT CREDIT

 Lease liability – due within one year $ xx,xxx
 Interest expense $ xx,xxx
 Cash $ xx,xxx

 –To record a lease payment

 ONGOING ENTRY DEBIT CREDIT

 Amortization expense $ xx,xxx
 Accumulated amortization $ xx,xxx

 –To record annual amortization expense of the leased asset

 ONGOING ENTRY DEBIT CREDIT

 Lease liability – due beyond one year $ xx,xxx
 Lease liability – due within one year $ xx,xxx

 –To adjust due within one-year liability

Lessor Accounting
GASB believed it was important that the accounting models for lessees and lessors should mirror each 
other, which is different than the accounting model detailed out in GASB Statement No. 62 for lessors. 
It is also different from the way that FASB handled the adoption of its new standards for leases. GASB 
thought symmetry was important based on the foundational principal that leases are financings.

As discussed above, short-term leases and contracts that transfer ownership back to the lessee by 
the end of the contract are excluded from Statement 87. There are two other transactions for lessors 
that are excluded from the lessor recognition and measurement requirements.

 1. Leases of tangible assets that are considered investments under GASB Statement No. 72
• The leased assets are considered investments and reported at fair value, so no lease receivable 

is recorded.

2. Certain regulated leases
• Certain leases are subject to regulations and external laws. The example used in the standard is 

aviation leases, as those are subject to regulations from the Department of Transportation and 
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Federal Aviation Administration. GASB determined that the regulated lease agreements have 
certain aspects that are different from a normal financing of a right to use an underlying asset.

INITIAL RECOGNITION
For leases, which are not excluded from Statement 87, lessors will recognize a lease receivable and 
a deferred inflow of resources at the commencement of the lease term. The underlying asset to the 
lease does not get derecognized, and the lessor should continue to depreciate the underlying asset 
as normal. The standard does note that if the asset must be returned in its original or enhanced 
condition, then the asset would not be depreciated during the lease term.

Lease Receivable:
At commencement of the lease, the lessor records a lease receivable based on the present value of 
the lease payments expected to be received during the lease term. The lease receivable would be 
reduced by any estimated uncollectible amounts. The expected lease payments include the following:

• Fixed payments
• Variable payments based on an index or a rate, such as CPI
• Variable payments that are fixed in substance

o This excludes variable payments that are based on the lessee’s performance or usage of the 
underlying asset as those payments should be recognized as revenue in the period those 
payments relate

• Residual value guarantee payments that are fixed in substance
• Any lease incentives

A few other things of note are that the discount rate used in the present value calculation should be 
the rate the lessor is charging the lessee (often implicit in the lease). Also, if there are payments to 
be received under a residual value guarantee that are not fixed in substance, then the payments are 
not recognized as part of the lease receivable until the payments are required and can be reasonably 
estimated. Finally, for payments related to purchase options or for termination penalties, those should 
be recognized as a lease receivable and revenue when exercised. 

Deferred Inflow of Resources:
At commencement of the lease, the lessor records a deferred inflow of resources equal to the lease 
receivable. Any lease payments received up front are added to the deferred inflow of resources, and 
any lease incentives paid up front are subtracted from the deferred inflow of resources.

SUBSEQUENT RECOGNITION
The lessor should recognize the amortization on the discount over the lease term, which would be 
included in interest income. The lease payments received should be first applied against the accrued 
interest receivable and then against the lease receivable.

The lease receivable should be remeasured at each subsequent financial reporting date if any of the 
following occur and is expected to materially impact the lease receivable:

• Change in lease term
• Change in rate charged by the lessor to the lessee
• Resolution of a contingency that makes payments fixed that were variable
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At the remeasurement date, any changes in the index or rates used in calculation of variable payments 
should be updated, and the lease receivable should be adjusted if the change in rates materially 
impacts the amount of the lease receivable. The lease receivable doesn’t need to be remeasured if the 
index or rate used in the variable payments changes but none of the three items listed above occurs.

The lessor should update the discount rate used in the calculation if any of the following occur and 
is expected to materially impact the lease receivable:

• Change in lease term
• Change in rate charged by the lessor to the lessee

The lease receivable and deferred inflow of resources would then be updated for a change in the 
discount rate.

GOVERNMENTAL FUNDS
For governmental funds, a lease receivable and deferred inflow would be recorded at inception. As lease 
payments are received, then the lessor debits cash and credits lease receivable. Then in a systematic 
manner over the lease term, the lessor is debiting deferred inflows of resources and crediting revenue.

ENTRIES FOR LESSOR

 INITIAL ENTRY DEBIT CREDIT

 Lease receivable $ xx,xxx
 Deferred inflow of resources $ xx,xxx

 –To record the lease receivable and related deferred inflow

 INITIAL ENTRY DEBIT CREDIT

 Expenditure/expense $ xx,xxx
 Cash $ xx,xxx

 –To record direct cost associated with the lease agreement, if any

 ONGOING ENTRY DEBIT CREDIT

 Cash $ xx,xxx
 Interest income $ xx,xxx
 Lease receivable $ xx,xxx

 –To record receipt of a lease payment

 ONGOING ENTRY DEBIT CREDIT

 Deferred inflow of resources $ xx,xxx
 Interest receivable $ xx,xxx
 Lease revenue $ xx,xxx
 Interest revenue $ xx,xxx

 –To record systematic recognition of revenue and accrued interest
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Lease Incentives
Lease incentives are provided by the lessor to the lessee to reduce the amount the lessee has to pay for 
the lease. Any lease incentives received before commencement of the lease term are included in the 
initial measurement and reduce the amount of the lessee’s leased asset. Any lease incentive payments 
provided after commencement of the lease term would be accounted for as a reduction of lease 
payments in the period the incentive payments are provided. The lease liability for the lessee and lease 
receivable for the lessor would be updated accordingly.

Contracts With Multiple Components
A lessee or lessor may enter into a contract that has multiple components. The components could be 
a lease component, which provides for the use of the underlying asset, and a nonlease component, 
which could be for maintenance services for the asset. The lease components and nonlease components 
would be treated as having separate contracts. The other way you could have multiple components is 
if there are multiple underlying assets that have either differing major asset classes or have different 
lease terms. 

If you have multiple components, then the question is how you allocate the contract price to the different 
components. The first option is to allocate based on contract prices that have already been assigned 
to the individual components. If no individual contract prices are assigned or the prices assigned seem 
unreasonable, then the lessee or lessor should use its best estimate based on “maximizing the use of 
observable information.” If the lessee or lessor can’t reasonably estimate the contract price allocation, 
then the lessee or lessor should treat it as a single leased unit. The lease term would then be based on 
the primary component.

Contract Combinations
If a lessee or lessor enters into multiple contracts near the same time with the same counterparty, then 
the lessee or lessor would count it as one contract if either of the following criteria are met:

• Contracts are negotiated as a package with a single objective.
• The price of one contract depends on the price of another contract.

Lease Modifications and Terminations
LEASE MODIFICATIONS
If a lease is amended to modify the lease contract, then the lessee and lessor need to analyze whether 
the amendment creates a separate lease. A separate lease is created if both of the following conditions 
are met:

• Lease modification adds one or more underlying assets.
• Increase in lease payments is reasonable based on new terms in the lease and professional judgment.
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If a lease modification doesn’t create a separate lease contract, then the lessee would need to remeasure 
the lease liability (and related asset) and the lessor would need to remeasure the lease receivable 
(and related deferred inflow of resources) accordingly. The remeasurement process would include the 
assessment of whether the discount rate needs to be updated.

If a lease modification occurs as a result of the lessor’s debt refunding (including an advanced refunding 
that results in defeasance of debt), then the lessor would need to adjust the lease receivable to the 
present value of the future lease payments based on an updated interest rate included in the new 
debt agreement. The lessee would adjust its lease liability to the present value of the future payments 
using an updated interest rate. The resulting difference should be reported as a deferred outflow of 
resources or a deferred inflow of resources and amortized as an interest expense in a systematic and 
rational manner over the remaining life of the old debt or the life of the new debt, whichever is shorter.

If a lease modification occurs as a result from an advance refunding that results in a defeasance of 
debt, the lessor should recognize as revenue any reimbursements to be received from the lessee for 
costs related to the refunded debt over the remaining life of the old debt or the life of the new debt, 
whichever is shorter. The lessee would recognize the costs related to the refunded debt over the 
remaining life of the old debt or the life of the new debt, whichever is shorter.

LEASE TERMINATIONS
A partial or full termination occurs when the amendment to the lease contract decreases the right 
to use the underlying asset. This could be through decreasing either the lease term or number of 
underlying assets. For partial or full terminations, a lessee would reduce the carrying values of the 
lease asset and lease liability and recognize a gain or loss for the difference. If a lessee purchases an 
underlying asset, which causes the termination, then the purchased asset should be reclassified to 
the appropriate asset class.

A lessor would reduce the carrying value of the lease receivable and deferred inflow of resources and      
recognize a gain or loss for the difference. If a lessee purchases an underlying asset, which causes the 
termination, then the carrying value of the asset is derecognized and included in the calculation of a gain or 
loss.

Subleases
A sublease occurs when a lessee decides to lease out all or a portion of an asset, then the lessee now 
becomes a lessor. The sublease is accounted for separately from the original lease, which means the 
transactions from being the original lessee and transactions related to now being a lessor need to be 
accounted for separately and not offset against each other. The original lessee also needs to disclose 
the original lease and sublease separately in its footnotes. A general description of the subleasing 
arrangement needs to be disclosed in the footnotes.

Sale-Leaseback Transactions
The sale-leaseback occurs when an underlying asset is sold by the owner, and then the owner leases 
the underlying asset back. The sale of the underlying asset by the owner, and then the owner leasing 
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the asset back, needs to be accounted for as two separate transactions. If there is a difference between 
the carrying value of the asset and the sales proceeds, then that is recorded as either a deferred inflow 
of resources or deferred outflow of resources and amortized over the lease term. The owner of the 
asset would need to disclose the terms and conditions of the sale-leaseback transaction as well as 
both the lessee and lessor would need to include disclosure requirements for a lease discussed above.

Lease-Leaseback Transactions
The lease-leaseback occurs when an asset is leased to one party and then leased back to the original 
party. The lease-leaseback transaction should be accounted for as a net transaction. The lease and 
leaseback should be recorded separately in both parties’ footnotes to the financial statements.

Intra-Entity Leases
When a lessee or lessor is considered a blended component unit of the primary government, then the 
reporting requirements of Statement 87 do not apply. A lessor would treat the assets and debt as if 
the assets and debt were that of the primary government. Statement 87 provisions are followed if the 
lease arrangement is between the primary government and a discretely presented component unit. 
The lease receivable and lease payable would need to be presented separately from other amounts 
due to or due from the primary government.

Disclosures
The following disclosures are required for the lessee:

 1. A general description of leasing arrangements, including both of the following:
a.  Basis, terms, and conditions on which variable lease payments are determined
b.  Existence, terms, and conditions of residual value guarantees provided by the lessee

2. The total amount of assets recorded under leases and the related accumulated amortization, 
disclosed separately from other capital assets

3. Lease assets disaggregated by major classes of underlying assets, disclosed separately from other 
capital assets

4. Any variable lease payments recognized during the period but not previously included in the 
lease liability

5. Any other payments recognized during the period but not previously included in the lease 
liability (such as residual value guarantees or penalties)

6. A maturity analysis of all future lease payments, with principal and interest presented separately, 
including both of the following:

a.  Payments for each of the first five years
b.  Payments in five-year increments thereafter

 7. Any lease commitments, other than short-term leases, for which the lease term has not yet begun

8. Components of any net impairment loss (gross impairment loss less change in lease liability), if any
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The following disclosures are required for the lessor:

 1. A general description of leasing arrangements, including the basis, terms, and conditions on which 
variable lease payments not included in the lease receivable are determined

 2. The total amount of inflows recognized in the reporting period related to leases, if not displayed on 
the face of the financial statements

3. The lease inflows related to variable lease payments and other payments not previously included in 
the lease receivable (including inflows related to residual value guarantees and termination penalties)

4. If the lease payments secure the lessor’s debt, then the existence, terms, and conditions of options 
by the lessee to terminate a lease or abate lease payments

5. If the government’s principal ongoing operations consist of leasing to other entities, then the 
government must disclose a maturity analysis of all future lease payments included in the lease 
receivable, with principal and interest presented separately, including:

a.  Payments for each of the first five years
b.  Payments in five-year increments, thereafter

Effective Date and Transition
The requirements under Statement 87 are to be implemented and effective for fiscal years beginning 
after Dec. 15, 2019. This means it will be effective for Dec. 31 year-ends for the calendar year ending 
Dec. 31, 2020, and for June 30 fiscal year-ends for fiscal year ending June 30, 2021. Early adoption is 
permitted.

Statement 87 needs to be adopted retrospectively by restating financial statements, if practical, for all 
prior periods presented. If it is not practical to restate all prior periods presented, then an adjustment 
would be made to the beginning net position or fund balance for the earliest period restated, and 
a reason for not restating prior periods would be disclosed. The notes to the financial statements 
should disclose the nature and impact of the restatement.

The leases should be recognized and measured using the facts and circumstances that existed at the 
beginning of the period of implementation. Lessors should not restate the assets underlying their 
existing sales-type or direct-financing leases. Any residual assets for those leases should become the 
carrying values of the underlying assets.

Questions?
Contact a member of our team below. 

 Scott Schuster, CPA Justin Hayes, CPA, CGMA Trent Parkinson, CPA
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