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Presentation 
Overview
• The Basics
• Lessee Examples
• Lessor Examples
• Stranger Things
• Resources and 

Communication



Big Picture
“Operating” leases and “Capital” leases no longer exist

Don’t get hung up on the word “lease”
The New Definition of a Lease

“A contract that conveys control of the right to use another entity’s 
nonfinancial asset as specified in the contract for a period of time in 

an exchange or exchange-like transaction”

Timing of Implementation: 12/31/2020 year end and later
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Resources
• GASB Statement No. 87
• GASB Implementation Guide 2019-3: Leases

https://www.gasb.org/home
• GFOA Leases Tool

https://www.gfoa.org/accounting-resource-center

https://www.gasb.org/home
https://www.gfoa.org/accounting-resource-center


Accounting for 
the Lessee

• Lease liability
• Present value of payments expected to be made during the 

lease term
• Intangible right-to-use asset (capital asset)

• Lease liability
• Payments made on the lease prior to the commencement of 

the lease term
• Direct costs necessary to place the lease asset into service



@A$;B=+(9+$'+("7()"=.4+(C+8.4=+'
! \P)@#%&/)1,+5,
! ;,+5,)"+%)R,),?&,%C,C)@#%&/H&#H

@#%&/)+2&,-)'%'&'+1)1,+5,)&,-@
! *#%&/17)A+7@,%&)#2)QLPSPPP
! ]^)'%&,-,5&
! QWSPPP)2#-)C,1':,-7
! QXSPPP)2#-)+CC,C),_$'A@,%&

@A$;B=+(9+$'+("7()"=.4+(C+8.4=+'



@A$;B=+(9+$'+("7()"=.4+(C+8.4=+'



@A$;B=+(9+$'+("7()"=.4+(C+8.4=+'



@A$;B=+(9+$'+("7()"=.4+(C+8.4=+'



Other Considerations for Leesee
• Exclude variable payments such as charges 

based on number of copies made on a 
copier lease

• If interest rate cannot be determined, use 
the lessee’s incremental borrowing rate

• Lease asset should be amortized over the 
shorter of the life of the lease or the useful 
life of the assets

• Debt issuance costs are expensed in the 
period incurred



Accounting for the Lessor
• Lease receivable
• Deferred inflow of resources
• Initial direct costs – current period expense
• Recognition of both lease revenue and interest revenue
• Continue to account for the underlying asset (depreciation and 

impairment) unless the contract requires lessee to return the 
asset in original or enhanced condition



Lease Receivable
• Present value of lease payments including fixed, certain variable, residual value 

guarantee, and lease incentives 
• Not including portion of variable payment that is based on performance or usage, 

variable portion of residual value guarantee unless it is both a) required  and b)can be 
estimated

• Discounted using the interest rate in the lease (implicit or explicit), Note: This is the 
portion of the future payments that will be recorded as interest income. Payments 
received will relieve accrued interest first and then lease receivable.

• Should be remeasured if changes occur to the contract or an event occurs resulting in a 
variable component becoming fixed.
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Journal Entries 
At the Commencement of the Lease:

Debit- Lease Receivable
Credit- Deferred Inflow of Resources

Monthly Amortization:
Debit- Deferred Inflow of Resources and Interest Revenue Receivable
Credit- Interest Revenue and Lease Revenue

Payment Received:
Debit- Cash
Credit- Interest and Lease Revenue Receivable



Example: Vail Lake Land Lease
• 40 year lease beginning 5/1/19
• Tenant has option to extend for 2 periods of 10 years
• 1st extension period fee $250,000
• 2nd extension period fee $500,000

• Annual rent
• Year 1-5: $150,000, $175,000, $200,000, $225,000 and $250,000, respectively
• Year 6-20: $400,000/yr + CPI not less than 3% or more than 10% + % of revenue
• Year 21-40: $625,000/yr + CPI not less than 3% or more than 10% + % of revenue
• Year 41-60: Unspecified, assumed to be the same as years 21-40 + extension fees



Is it a Lease or a Service Concession Arrangement?
• Service Concession Arrangement: An arrangement between the 

government and an operator in which  all of the following criteria are 
met:
• The government coveys to an operator the right and related obligation to provide 

a public service through the use of infrastructure or another public asset in 
exchange for significant consideration
• Public service relates to the primary function of the facility (like a toll road)

• The operator collects and is compensated by fees from third parties
• The government determines what services the operator is required to provide, to 

whom the operator is required to provide the services, and the prices or rates 
that can be charged for the services
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GASB 2020 Impl Guide Exposure Draft
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Vail Lake: Subsequent Adjustments?
• When CPI adjustment becomes known and is different than 3%?

• Only required to remeasure if the lease is already being remeasured (not solely for a 
change in the rate)

• Change in the calculated interest rate of 2.5%?
• Only required to remeasure if there is a change in the lease term

• In Year 41 when negotiated base rent is higher than the minimum amount that 
was originally calculated?
• Yes, remeasure because a variable amount has now become fixed

• In year 51 when the lessee decides NOT to renew the extension
• Yes, the lease receivable and deferred inflow would be reduced and a gain/loss recorded



Other Considerations for Leases
• Capitalization thresholds- Capitalize the collective amount if material in total (Impl

Guide 4.23)
• Subsequent changes to lease terms and modifications – Sometimes reported as a 

separate lease
• Lease termination accounting – Gain/loss from lease termination



Other Considerations
• Retroactive implementation-

• For leases reported as Operating Leases prior to implementation, no prior period adjustment is 
required because the lease asset and the lease liability would be the same (Impl Guide 4.76)

• For leases reported as Capital Lease prior to implementation, calculate the new lease liability and 
adjust the book value of the leased capital asset.  This results in a prior period adjustment (Impl
Guide 4.77)



Impact on Financing Authority Financials
• Intra-entity leases-
• With or between blended component units, eliminate internal leasing activity in the 

CAFR.  
• For stand alone Public Financing Authority reports, the lease transaction needs to 

be recorded.
• Consider contacting bond council to see if the stand alone Financing Authority reports 

are still required or if the CAFR will satisfy the ongoing reporting requirements



Impact on Housing Authority Activities 
(GASB Impl Guide Exposure Draft)



Required Disclosures- Lessees
• General description of leasing arrangement
• Total amount of assets recorded under lease with the related accumulated 

amortization
• Disclose in capital asset footnote, but present separately from other capital assets

• Variable lease payments, residual value guarantees, or penalties paid 
during the year that are not part of the lease liability

• Debt to maturity schedule separating principal and interest
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Communication
• Who needs to know? Board Members, Rating Agencies, Executive 

Management, Contracts and Procurement Administrators
• The magnitude of the entity’s commitments will now be transparent
• Possible impact on debt ratios
• Language regarding Operating vs. Capital Leases will need to be corrected 
• Future contracts should contain information regarding the interest rate, 

asset values, lease period and any other pertinent terms. Separate into 
lease and non-lease components



Questions




