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To Lease or Not to Lease
No Escaping the Balance Sheet
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Summary of Session Goals 
• Understand GASB- S87: Leases and why it changes the 

accounting and financial reporting landscape

• Identify relevant components of the standard and how 
they apply to the implementation

What is a lease?
What is NOT a lease?
Examples

• Audit and Future Considerations (Internal Controls)



Identify 
LeasesAnother COG 

to Add to the 
Finance 
Functions



Why the 
need for 
change?

1. Improving accounting and financial 
reporting for leases

2. Enhancing the comparability of 
financial statements between 
governments 

3. Augmenting the relevance, reliability 
(representational faithfulness), and 
consistency of information about leasing 
activities of governments.
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GASB Consideration of Costs/Benefits
• To reduce the cost of implementation, and in response

to stakeholder feedback, the GASB considered and
added various exceptions, simplifications, and
efficiencies related to primarily:
• Short-term leases
• Contracts transferring ownership
• Leasing investments and inventories
• Certain regulated leases
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This Statement Does Not Apply To:
• Leases of intangible assets, including rights to explore for or to exploit

natural resources such as oil, gas, and minerals and similar
nonregenerative resources; licensing contracts for items such as motion
picture films, video recordings, plays, manuscripts, patents, and
copyrights; and licensing contracts for computer software. In sublease
transactions, however, this Statement does apply to the intangible right-
to-use assets that are created by the original leases of tangible
underlying assets.

• Leases of biological assets, including timber, living plants and animals.
• Leases of inventory.
• Service Concession Arrangements (GASB-S60)
• Underlying asset – conduit debt
• Supply contracts, such as power purchase agreements



Accounting  |  Tax Consulting  |  Business Advisory |  Payroll  |  Quality Control  |  Wealth Management  |  Technology  |  HR Consulting 

Where to start?
• Find a Leader

• If necessary, lead for each decentralized department, or 
Finance Department gathers information from other 
departments.

• Read GASB-S87 – Leases
Implementation Guide  2019
Implementation Guide  2020-1
Implementation Guide  2021-1

• Identify platform/database for implementation.  Where are 
the contracts located?

• Future Considerations
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What is a Lease Anyway?
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.

Pay attention to the key words in the standard. The
sentence above communicates most of the criteria simply.
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More Jargon
• Contract: legally enforceable

• Control of the right to use
• Distinct from the asset itself
• Right to obtain the present service capacity from the use of the 

underlying asset
• Right to determine the nature and manner of its use.
• Simply, you have all risks and benefits of ownership during the lease 

period.

• Nonfinancial Asset/ Underlying Asset: Capital Asset

• Exchange & Exchange Like: Relatively Equal Value, even if 
cash is not exchanged
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Jargon Continued
• Lease Terms: short-term vs. long-term

• Lessee: the party that is leasing the asset to another party

• Lessor: the party that is leasing the asset from another 
party.

• Contract
• Multiple Components, lease vs. nonlease

• Best estimate to componentize or combine into single lease unit

• Contract Combinations
• If separate legal contracts with same party at or near same time
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Jargon Continued
• Lease Modifications and Terminations

• Any change to lease terms is considered a modification unless
the result is a decline in the lessee’s right to use the underlying 
asset decreases. If there is a decline in the lessee’s right to use 
the underlying asset, the transaction would not be called a full 
or partial lease termination.

• Subleases and Leaseback Transactions



Jump in!
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Identify Existing Leases - Lessee
• Calling all contracts!

• If you have several departments, source from department 
heads (HINT: they appreciate lead time).

• Review Trial Balance for potential lease items.
• Look for recurring or annual invoices, that could be an 

indicator of a potential lease.
• Ask, ask, and ask some more.  
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Ask What?
• Identify Lease Agreements

• Written?
• Any unwritten service agreements?
• What kind of asset is it for?

• Tangible?
• Does ownership transfer?
• Do you have the right to control the use of

the asset?
• Is it noncancelable?

• Time period of agreement > 12 months?
• Exchange or exchange-like?

Yes?

Yes?

Yes?
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Document Lease Evaluation: Contract Features

Evaluation of contracts as a lessee

Contract # Supplier Item

Initial 

term Optional terms

Contract

Date

Contract 

Start

Contract 

End

Initial contract 

value

Contract 

options

1 2222 Equipment 'R Us 10 Copiers5 years After 2 years, cancellable 12/21/2020 1/1/2021 1/1/2026 60,000              none

2

3

Contract Features
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Lease Term Details
Term and duration: period during which a lessee has a noncancelable 
right to use an underlying asset (noncancelable period) plus the 
following periods, if applicable. (reassess if plans change)

a. Periods covered by a lessee’s option to extend the lease if it is reasonably certain, 
based on all relevant factors, that the lessee will exercise that option.

b. Periods covered by a lessee’s option to terminate the lease if it is reasonably 
certain, based on all relevant factors, that the lessee will not exercise that option.

c. Periods covered by a lessor’s option to extend the lease if it is reasonably certain, 
based on all relevant factors, that the lessor will exercise that option.

d. Periods covered by a lessor’s option to terminate the lease if it is reasonably 
certain, based on all relevant factors, that the lessor will not exercise that option. 
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Lease Term Details

Pay special attention to lease provisions that:

1. Automatically renew
2. Options that require both parties to mutually agree to extend
3. Explain that either party may terminate within “X” days notice
4. Termination provisions
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Document Lease Evaluation: Lease Identification

Paragraph 4 (detail in Appendix B, Paragraph 7)

Evaluation of contracts as a lessee (continued)

Contract  

Non-Financial 

Asset? Exchange Transaction?

Contract is in 

writing or 

verbal and is 

legally binding

Right to present 

service capacity from 

use of underlying 

asset

Right to determine the 

nature and manner of 

use of the underlying 

asset

Lessee 

controls 

asset

Non-financial 

Asset (Financial 

Asset defined in 

GASB 72)

Non-exchange transactions 

are excluded from the 

contract

Possible 

Lease

Yes Yes Yes Yes Yes Yes Yes

No No

No No

Identification of Lease

Lessee Controls Asset
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Contracts that Transfer Ownership
The contract must meet both conditions described below.

a. Transfers ownership of the underlying asset to the lessee by 
the end of the contract and

a. Does not contain termination options, but that may contain a 
fiscal funding or cancellation clause that is not reasonably 
certain of being exercised, should be reported as a financed 
purchase of the underlying assets by the lessee or sale of the 
asset by the lessor.
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Document Lease Evaluation: Exclusions

Paragraphs 8, 16, 17, and 18

Evaluation of contracts as a lessee (continued)

Short-term

Intangible 

asset

Biological 

Asset

Service 

concession 

arrangements 

(GASB 60)

Supply 

contracts Inventory

Term 12 

months or 

less Excludable

Evaluate Further 

Since Meets 

"Lease" Definition

No No No No No No No Yes

No No

No No

A short-term lease is a lease that, 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. For a 

lease that is cancelable by either the lessee or the lessor, such 

as a rolling month-to-month lease or a year-to-year lease, the 

maximum possible term is the noncancelable period, including 

any notice periods.

Exclusions

Scope Exclusions (see next tab for examples)
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Lease Exclusions
Short-Term Leases

At commencement of the lease term, has a maximum possible term under
the lease contract of 12 months or less (including options to extend,
regardless of the probability of being exercised).

For a lease that is cancelable by either the lessee or the lessor, such as a
rolling month-to-month lease or a year-to-year lease, the maximum possible
term is the noncancelable period, including any notice periods.
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Lease Exclusions: Short-term Leases
Treatment of Short-Term Leases

Lessee: recognize short-term lease payments as outflows of resources

(expense/expenditure) based on the payment provisions of the lease contract. Should
recognize an asset for prepaids or payables for amounts owed at the end of the fiscal period.
Rent holiday does not result in an outflow of resources during the period.

Lessor: recognize short-term lease payments as inflows of resources (revenues) based on

the payment provisions of the lease contract. Should recognize a liability for prepayments
received in advance of the rental period or assets for amounts due at the end of the fiscal
period. Rent holiday does not result in an inflow of resources during the period.
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Lease Liability
✓ Present value of payments expected to be made during the lease 

term.
➢ Fixed payments
➢ Variable payments that depend on an index or a rate, initially measured 

using the index/rate as of the commencement of the lease term.
➢ Variable payments fixed in substance
➢ Amounts that are reasonably certain of being required to be paid by the 

lessee under residual value guarantees
➢ The exercise price of a purchase option if it is reasonably certain that the 

lessee will exercise it
➢ Payments for penalties for terminating the lease
➢ Any lease incentives receivable from the lessor
➢ Any other payments that are reasonably certain of being required based 

on the agreement in place.
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Lease Asset
✓ A lessee initially should measure the lease asset as the sum of:

❑ The amount of the initial measurement of the lease liability.
❑ Lease payments made to the lessor at or before the commencement of the 

lease term, less any lease incentives received from the lessor at or before the 
commencement of the lease term

❑ Initial direct costs that are ancillary charges necessary to place the lease asset 
into service.

❑ Should be amortized systematically and rationally over the shorter of either:
❖ The lease term
❖ The useful life of the underlying asset/s

❑ Look out for impairment indicators which would change the manner and 
duration of the use of the lessee’s right to use asset.
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Fund Accounting
✓ Governmental fund accounting principles should be 

used.
➢ Generic wording because of new Financial Reporting Standard 

expected.
➢ In the period during which the lease is recognized, according to the 

terms, the governmental funds should report an other financing 
source and expenditure measured in accordance with the 
requirements related to the lease liability.

➢ Subsequent lease payments would be recognized in accordance 
with existing principles for debt service payment on long-term debt 
(generally only when due and payable).
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Document Lease Evaluation: Financed Purchases and Conclusions



So You’ve Got a 
Lease: Now What?
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Lease Recognition and Measurement

- Start with calculation considerations
- Does the lease contain only fixed components, variable 

components, or a combination?
- Does the agreement include a service component?
- Timing of when payments are made or received

- What are the stream of payments?

- What indexes to use for future value?
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Lease Recognition and Measurement (Cont.)
-Start with calculation considerations

- How do you determine the discount rate, or the incremental 
borrowing rate?

- Is there money due up front or are there any lease 
incentives?

- Does the lease contain termination clauses?
- How will the chart of accounts be updated?
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Discount Rate

- What discount rate to use to present value the future 
lease payments?

- Rate lessor charges the lessee – if known 
- Interest rate implicit in the lease
- Incremental borrowing rate, if interest rate cannot be readily 

determined by the lessee.
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Discount Rate Options
- Imputing the discount rate to arrive at the sum of the present 

value of the lease payments equal to the exchange price of the 
leased asset.

- Using average interest rates on maturity ranges on a recent 
debt issue.

- Recent debt issue of other local municipalities with similar 
credit ratings.

- Applicable Federal Rate (AFR) published by the IRS or other 
published market rates.
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Applicable Federal 
Rate (AFR) published 

by the IRS

(example)



Lessee
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(Lessee) Perform the Calculations - Example
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(Lessee) Discount Rate – Example
Based on Bond Pricing of Recently Issued Bonds
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(Lessee) Journal Entry #1: Retroactive Adjustments
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(Lessee) Journal Entry #2: Current Year Adjustments
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(Both) Summary of Significant Accounting Policies Disclosure
The government as a lessee recognizes lease liabilities and assets at the commencement of the lease term,
unless the lease is short-term, or ownership is transferred of the underlying asset. The lease liability should be
measured at the present value of payments expected to be made during the lease term (less any lease
incentives, such as rent holidays). The leased asset was measured at the amount of the initial measurement of
the lease liability, plus any payments made to the lessor at or before the commencement of the lease term and
certain direct costs.

The government as a lessor recognizes lease receivables and deferred inflows of resources at the commencement
of the lease term, with certain exceptions for leases of assets held as investments, certain regulated leases;
unless the lease is short-term, or ownership is transferred of the underlying asset. As the lessor the government
continues to recognize assets underlying leases to others. The lease receivables are measured at the present
value of lease payments expected to be received during the lease term. The deferred inflow of resources should
be measured at the value of the lease receivable plus any payments received at or on before the commencement
of the lease term that relate to future periods.
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(Lessee) Notes to the Financial Statements – Laundry List

✓ General description of the leasing arrangements,
including the 1) the basis, terms, and conditions on
which variable payments not included in the
measurement of the lease liability are determined and 2)
the existence, terms, and conditions of residual value
guarantees provide by the lessee not included in the
measurement of the lease liability.

✓ The total amount of leased assets, and the related
accumulated amortization, disclosed separately from
other capital assets.

✓ The amount of the leased assets by major asset classes,
disclosed separately from other assets (if you have a lot
of leases).

✓ The amount of outflows of resources recognized in the
reporting period for variable payments not previously
included in the measurement of the lease liability

✓ The amount of outflows of resources recognized in
the reporting period for other payments, such as
residual value guarantees or termination penalties,
not previously included in the measurement of the
lease liability

✓ Principal and interest requirements to maturity,
presented separately, for the lease liability for each
of the five subsequent fiscal years and in five-year
increments thereafter

✓ Commitments under leases before the
commencement of the lease term

✓ The components of any loss associated with an
impairment (the impairment

✓ Loss and any related change in the lease liability
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(Lessee) Notes to the Financial Statements – Documentation

Additional information required for GASB 87 Disclosure

Contract # Supplier Item

Initial 

term Optional terms

Contract

Date

Contract 

Start

Contract 

End

Initial 

contract 

value

Contract 

options

Borrowing 

Rate (per 

year)

Monthly 

Payment

Number of 

Payments

1 2222 Equipment 'R Us 10 Copiers 5 years After 2 years, cancellable 12/21/2020 1/1/2021 1/1/2026 60,000          none 6.00% 2,000.00       60              

2

3

Contract Features

Financial 

Reporting 

Approach

Record Lease 

Asset and Lease 

Liability (Short 
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(Lessee) Notes to the Financial Statements – Rare Disclosures

A lessee should provide relevant disclosures if they have:

1. Sublease transactions (see paragraph 81)
2. Sale-leaseback transactions (see paragraph 85)
3. Lease-leaseback transactions (see paragraph 87)

If pledged collateral for the lease is the underlying asset (for the lessee), there is no need to
disclose this separately since it would be implied that if you stop paying, you would lose the asset.
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(Lessee) Notes to the Financial Statements – Example

The government entered into an agreement to lease storage
containers for thirty-six months, beginning May 2019. The lease
terminates May 2022. Under the terms of the lease, the District
pays $346 per month over the life of the agreement.

At June 30, 2020, the government has recognized a right to use
asset of $8,126 and a lease liability of $7,551 related to this
agreement. During the fiscal year, the District recorded $4,432 in
amortization expense and $96 in interest expense for the right to
use the storage containers. The District used an incremental
discount rate of 0.9867% based on the true interest cost for its
most recent debt issuance for the same time periods.
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(Lessee) Notes to the Financial Statements – Example (Cont.)
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(Lessee) Notes to the Financial Statements – Example (Cont.)

Present the “right to 
use assets” separately
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(Lessee) Example Accounts from General Ledger
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(Lessee) Termination Clause Example
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(Lessee) Termination Clause Example (Cont.)



Lessor
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(Lessor) Perform the Calculations - Example
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(Lessor) Discount Rate – Example
Based on SBA Loan Rates
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(Lessor) Journal Entry #1: Retroactive Adjustments
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(Lessor) Journal Entry #2: Current Year Adjustments
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(Both) Summary of Significant Accounting Policies Disclosure
The government as a lessee recognizes lease liabilities and assets at the commencement of the lease term, unless
the lease is short-term, or ownership is transferred of the underlying asset. The lease liability should be
measured at the present value of payments expected to be made during the lease term (less any lease incentives,
such as rent holidays). The leased asset was measured at the amount of the initial measurement of the lease
liability, plus any payments made to the lessor at or before the commencement of the lease term and certain
direct costs.

The government as a lessor recognizes lease receivables and deferred inflows of resources at the
commencement of the lease term, with certain exceptions for leases of assets held as investments, certain
regulated leases; unless the lease is short-term, or ownership is transferred of the underlying asset. As the
lessor the government continues to recognize assets underlying leases to others. The lease receivables are
measured at the present value of lease payments expected to be received during the lease term. The deferred
inflow of resources should be measured at the value of the lease receivable plus any payments received at or
on before the commencement of the lease term that relate to future periods.



Accounting  |  Tax Consulting  |  Business Advisory |  Payroll  |  Quality Control  |  Wealth Management  |  Technology  |  HR Consulting 

(Lessor) Notes to the Financial Statements – Laundry List

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

✓ The total amount of inflows of resources (for example,
lease revenue, interest revenue, and any other lease-
related inflows) recognized in the reporting period from
leases, if that amount cannot be determined based on
the amounts displayed on the face of the financial
statements.

✓ The amount of inflows of resources recognized in the 
reporting period for variable and other payments not 
previously included in the measurement of the lease 
receivable, including inflows of resources related to 
residual value guarantees and termination penalties

✓ The existence, terms, and conditions of options by the 
lessee to terminate the lease or abate payments if the 
lessor government has issued debt for which the 
principal and interest payments are secured by the 
lease payments.
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(Lessor) Notes to the Financial Statements – Documentation
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(Lessor) Notes to the Financial Statements – Rare Disclosures

A lessor should provide relevant disclosures if they have:

1. Leases of assets that are investments (see paragraph 41)
2. Certain regulated leases (see paragraph 60)
3. Sublease transactions (see paragraph 81)
4. Sale-leaseback transactions (see paragraph 85)
5. Lease-leaseback transactions (see paragraph 87)

Additionally, there are special considerations for situations where the lessor’s principal ongoing
operations consist of leasing assets to other entities (e.g. airports).

Also, a lessor with more than one regulated lease (see paragraphs 42-43, e.g. airports leasing to
airlines) needs to add additional disclosures.
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(Lessor) Notes to the Financial Statements – Example

The District licenses (leases) a portion of its facilities for cellular tower antenna sites.
These licenses are non-cancelable for a period of 10 years, with one renewal period of
five years. The District believes the licenses will exercise the renewal option with
reasonable certainty. The agreements allow for 3.0%-4.0% annual CPI increases to the
license payments. At termination, lessees must remove all equipment and restore the
site to its original state. During the fiscal year, the District recognized $1,312,711 in
lease revenue and $601,770 in interest income related to these agreements. At June
30, 2020, the District recorded $15,175,090 in lease receivables and deferred inflows
of resources for these arrangements. The District used an interest rate of between
3.64% and 3.79% based on the rates available to finance real estate or machinery and
equipment over the same time periods.
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(Lessor) Notes to the Financial Statements – Example (Cont.)
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(Lessor) Example Accounts from General Ledger
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Lease Modifications and Terminations
• Contract provisions amended while the contract is in 

effect often modify the provisions of the lease contract 
that was originally accounted for during the year of the 
transaction.  
• Changes in contract price
• Lengthening or shortening the lease term
• Adding or removing an underlying asset or assets
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Is it a Modification or a Termination?
Modification

Any amendment that doesn’t result in a 
decrease of the use of any underlying assets.

Result is to account for the modification as a 
separate lease contract if both 

1)the lease modification gives the lessee an 
additional lease asset by adding one or more 
underlying assets that were not included in 

original lease 

2)the increase in lease payments for the 
additional lease asset does not appear to be 

unreasonable based on the terms of the 
amended contract or professional judgment.

Termination (full/partial)

Any amendment that results in a decrease in 
the use of any underlying assets.

Result is to reduce the carrying values of the 
lease receivable and related deferred inflow 
of resources; with the recognition of a gain 

or loss difference.

For a lessee, if the reason the lease is 
terminated is due to the purchase of the 
asset, of course the originally recorded 

underlying asset should also be reclassified 
accordingly as a capital asset (in the 

appropriate asset class)
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(Lessor) Accounting for Amendments Example
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(Lessor) Accounting for Amendments Example (Cont.)
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Contracts with Multiple Components
• Lease components (right to use a building) and nonlease 

(maintenance services provided for the building) 
components in the same contract.
• Each component should be treated as a separate lease and 

underlying component, using any prices and information 
available in the contract itself.

• The exception: the contract does not include prices for individual 
components, or the prices appear unreasonable.  In this case, 
professional judgment should be used to allocate the 
components, unless impracticable.

• Be careful with allocated discounts in the contract if not allocated 
evenly among components.  This could render the allocation 
unreasonable, resulting in a manual allocation as in the exception 
noted above.
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Contract Combinations
• Numerous contracts that are entered into at or near the 

same time with the same counterparty should be 
considered part of the same contract if either of the 
following criteria is met:
• The contracts are negotiated as a package with a single 

objective.
• The amount of consideration to be paid in one contract 

depends on the price or performance of the other contract.
• If multiple contracts are determined to be part of the same 

contract, they should be evaluated as components, as noted 
on the directly previous slide.
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Rare Scenarios for Reference
• Subleases

• Sale-Leaseback Transactions

• Lease-Leaseback Transactions

• Intra-Entity Leases

• Leases between Related Parties
• Consideration for substance of the transaction, rather than legal 

form.  
• E.g. the legal document is a short-term lease, but related parties have a 

mutual understanding that the lease contract will stay in effect for several 
more years.  This lease should be considered long-term rather than short-
term.
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Materiality
• Must be considered in the aggregate, rather than for 

each individual asset.
• E.g., Ten copier leases with argument that each copier is 

immaterial does not work.
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Audit Considerations
•Document your processes and controls.

• Someone should be reviewing and preparing the schedules
• Another person should be reviewing it

• Auditors may assist you with the workpapers and lease 
determinations, as long as you can review and approve the work 
and results, as well as sign a management representation letter 
clarifying that you have included all information for the audit.

• A spreadsheet like we have developed internally (showcased 
throughout the presentation) can be utilized to make the process 
more efficient.

• A share cloud site could be used to transfer information between 
departments if your ERP System or General Ledger System does 
not have the built in capabilities to deal with this.  
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Additional Examples

Copiers
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Additional Examples (Cont.)

Four 

Copiers
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Additional Examples (Cont.)

Four 

Copiers
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Additional Examples (Cont.)

Land 
Lease

Following 

Sale
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Additional Examples (Cont.)

Short- term?
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Additional Examples (Cont.)

Long- term?
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Additional Examples (Cont.)

Various 
terms to 
explore
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Future Considerations
✓What processes and procedures will you add to your 

internal control framework and procedural manuals?
➢Identifying leases in the future as they arise.  Do other departments 

need to be notified/included in this process?

➢How will Finance know about current leases that are modified?

➢What types of internal controls are put in place to ensure timely and 
accurate data?

➢Set up new internal policies and procedures to review new agreements 
prior to execution or modification in order to gather information and 
seek additional input from Finance.
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Tracking Leases Internally
✓How will you track your leases?  Prepare now, be 

happy later!
➢Will the tools at our disposal be effective at gathering efficient and 

accurate information, with approvals documented along the way for 
audits?

➢ Does your ERP or G/L System support any sort of reporting of the 
assets and amortization of the assets? Could use capital asset module.

➢How will the information be prepared, recorded, reconciled and 
approved?

➢Communicate early with your auditors about any preferences or 
interpretations if you are unsure!!!
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Thank You!

David Minch, Senior Manager

David.Minch@kerberrose.com


