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Session Outline

• Newly effective standards

• Newly issued standards

• Upcoming standards

• Exposure drafts and preliminary views
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Newly Issued Standards

• GASB Pronouncements effective in 2018:
No. Title Effective

85 Omnibus 2017 06/15/2018

86 Certain Debt Extinguishment Issues 06/15/2018
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Newly Issued Standards

• GASB Pronouncements effective soon:
No. Title Effective

83 Certain Asset Retirement Obligations 06/15/2019

84 Fiduciary Activities 12/15/2019

87 Leases 12/15/2020
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Newly Issued Standards

• GASB Pronouncements issued in 2018:
No. Title Effective

88 Certain Disclosures Related to Debt 06/15/2019

89 Accounting for Interest Cost Incurred 
before the End of a Construction Period

12/15/2020

90 Majority Equity Interests 12/15/2019
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Newly Issued Standards

• GASB Implementation Guides issued in 2018:
No. Title Effective

2018-1 Implementation Guidance Update—2018 06/15/2019
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GASB Statement 83

Certain Asset Retirement Obligations

• Effective 06/15/2019

• Addresses legally enforceable liabilities 
associated with the retirement of a tangible 
capital asset

– Excludes landfills and pollution remediation

– Excludes routine costs of maintenance and sale
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GASB Statement 83

Certain Asset Retirement Obligations

• Example AROs

– Decommissioning of nuclear reactors

– Removal and disposal of wind turbines in wind 
farms

– Dismantling and removal of sewage treatment 
plants

– Removal and disposal of x-ray machines
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GASB Statement 83

Certain Asset Retirement Obligations

• Definition of an ARO

– Legally enforceable liability

– Associated with the retirement of a tangible 
capital asset

• Asset is permanently removed from service

• Includes sale, abandonment, recycling, or disposal

• Excludes temporary idle status
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GASB Statement 83

Certain Asset Retirement Obligations

• Recognition (full accrual)

– Book an ARO when incurred and reasonably 
estimable

• External obligating event (laws/regulations, legally 
binding contracts, court judgments)

• Internal obligating event (placing it in service, use of 
the tangible capital asset, abandonment, acquisition of 
assets with existing AROs)

• Planning to retire an asset is not an obligating event
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GASB Statement 83

Certain Asset Retirement Obligations

• Recognition (full accrual)

– Amount of liability = best estimate of the current 
value of outlays expected to be incurred

• Probability-weighted average of all potential outcomes

• Most likely outcome (if not cost effective to weight)
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GASB Statement 83

Certain Asset Retirement Obligations

• Recognition (full accrual)

– Offset the ARO with a deferred outflow

– Amortize over asset’s useful life

– Exception: asset abandoned before being placed 
in service (expense all at once)
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GASB Statement 83

Certain Asset Retirement Obligations

• Recognition (full accrual)

– Annually adjust estimates for inflation and other 
changes

• Assets still in service: adjust deferred outflows

• Retired assets: changes run through expense
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GASB Statement 83

Certain Asset Retirement Obligations

• Recognition (modified accrual)

– Only record portion that is expected to be 
liquidated with expendable available financial 
resources (as they become due and payable)
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GASB Statement 83

Certain Asset Retirement Obligations

• Disclosure

– General description of AROs and related assets

– Methods/assumptions used

– Remaining useful life

– Any restricted assets set aside for ARO

– If an ARO is not recognized because it is not yet 
reasonably estimable, still describe

16



CPE Prompt 1 of 6

• For which of the following might a 
government report an ARO?

A. Decommissioning a power plant

B. Landfill

C. Clean-up of an oil spill

D. All of the above
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GASB Statement 84

Fiduciary Activities

• Overview

– Issued January 2017

– Effective FYE 12/15/2019

– Establishes criteria for identifying (and limiting) 
fiduciary activities

– Modifies the financial statements of fiduciary 
funds which account for fiduciary activities
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GASB Statement 84

Fiduciary Activities

• Accounting and financial reporting (GASB 34)

– Fund accounting / reporting

• Governmental funds, proprietary funds, fiduciary funds

– Government-wide reporting

• Governmental activities, business-type activities

• No fiduciary activities
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GASB Statement 84

Fiduciary Activities

• GWFS 

– Still no 
fiduciary 
activities
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Govern- Business-

mental type Component

Activities Activities Total Units

Assets

Cash 100$        225$        325$        30$          

Accounts receivable 50            60            110          5              

Capital assets, net 450          330          780          80            

Total assets 600          615          1,215      115          

Liabilities

Accounts payable 60            25            85            10            

Long-term liabilities:

Due within one year 20            10            30            5              

Due after one year 300          175          475          65            

Total liabilities 380          210          590          80            

Net position

Net investment in capital assets 150          155          305          15            

Restricted 10            5              15            20            

Unrestricted 60            245          305          -              

Total net position 220$        405$        625$        35$          



GASB Statement 84

Fiduciary Activities

• Identifying fiduciary activities 

1. Fiduciary component units (including pensions 
and OPEB plans in qualifying trusts) 

2. Pension and OPEB arrangements that are not 
component units 

3. Other fiduciary activities 
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GASB Statement 84

Fiduciary Activities

• Fiduciary component units (GASB 14)

– Legally separate organizations

– Primary government is financially accountable:

• Appoints a voting majority + can impose its will; or

• Appoints a voting majority + financial benefit/burden; or

• Fiscally dependent + financial benefit/burden
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GASB Statement 84

Fiduciary Activities

• Fiduciary component units 

– Pension/OPEB plans administered through a 
qualifying trust

– Pension/OPEB assets held for other governments 
(not in trust)

– Other fiduciary component units (see later slide)
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GASB Statement 84

Fiduciary Activities

• Pension/OPEB plans administered through 
qualifying trusts:

– Contributions are irrevocable

– Plan assets are dedicated to providing benefits

– Plan assets are legally protected from creditors
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GASB Statement 84

Fiduciary Activities

• Pension/OPEB plans

– Component unit status will likely come down to 
board appointment

• Separate legal standing

• Financial burden (making contributions)

• Appointment of a voting majority of the pension/OPEB 
board
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GASB Statement 84

Fiduciary Activities

• Other component units are fiduciary activities if 
they have one of the following characteristics:

a. Assets are administered through a trust

– Government itself is not the beneficiary

– Assets are dedicated to providing benefits

– Assets are legally protected from creditors
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GASB Statement 84

Fiduciary Activities

• Other component units are fiduciary activities if 
they have one of the following characteristics:

b. Assets are for the benefit of individuals

– Government does not have administrative or 
direct financial involvement with the assets

– Assets are not derived from the government’s 
provision of goods or services to those 
individuals
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GASB Statement 84

Fiduciary Activities

• Other component units are fiduciary activities if 
they have one of the following characteristics:

c. Assets are for the benefit of organizations or other 
governments

– Beneficiary is not part of the reporting entity

– Assets are not derived from the government’s 
provision of goods or services to those 
organizations or other governments
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GASB Statement 84

Fiduciary Activities

• If not a component unit, a pension/OPEB plan 
is a fiduciary activity if:

– Administered through a trust (or accumulated for 
pension/OPEB benefits of other governments); and

– The government controls the assets

• Holds the assets; or

• Has the ability to direct the use, exchange, or 
employment of the assets
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GASB Statement 84

Fiduciary Activities

• Three criteria for other fiduciary activities

1. The assets are controlled by (i.e., held by, or able 
to have their use directed by) the government 

2. The assets are not derived from the 
government’s own-source revenue or 
government-mandated/voluntary non-exchange 
transactions
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GASB Statement 84

Fiduciary Activities

• Three criteria for other fiduciary activities

3. The assets are either (a) held in a qualifying trust, 
(b) held for the benefit of individuals (without 
the government having administrative or direct 
financial involvement), or (c) held for the benefit 
of outside organizations not part of the 
government’s reporting entity.
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GASB Statement 84

Fiduciary Activities

• GASB’s flowcharts

– Many transactions previously reported in fiduciary 
funds may end up in governmental/proprietary 
funds

– They may still be liabilities… but they may not be 
fiduciary activities, and therefore both the assets 
and liabilities should appear on the government-
wide financial statements
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GASB Statement 84

Fiduciary Activities

• GASB’s flowcharts
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GASB Statement 84

Fiduciary Activities

• Reporting fiduciary activities in fiduciary funds

1. Pension (and other employee benefit) trust funds

2. Investment trust funds

3. Private-purpose trust funds

4. Custodial funds (replace agency)
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GASB Statement 84

Fiduciary Activities

• Financial statements of fiduciary activities

– Statement of Fiduciary Net Position

• Assets (when held)

• Liabilities (when compelled to disburse)

• Net position (residual)

– Statement of Changes in Fiduciary Net Position

• Additions (inflows)

• Deductions (outflows)
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GASB Statement 84

Fiduciary Activities

• Conclusion

– Effective FYE 12/15/2019

– Implementation may have budgetary impacts for 
activity moved out of agency funds

– Implementation may require software updates to 
capture additions/deductions in custodial funds

– Implementation will require each government to 
consider their own facts and circumstances
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CPE Prompt 2 of 6

• Under GASB Statement 84, which of the following 
could not be accounted for in a custodial fund:

A. Taxes collected for other governments

B. A pass-through grant with no administrative 
involvement

C. Performance bonds assessed by the government

D. Assets of a pension or OPEB plan held on behalf of 
another government
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GASB Statement 85

Omnibus 2017

• Summary

– Series of unrelated technical corrections

– Effective 06/15/2018, but may be early 
implemented individually
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GASB Statement 85

Omnibus 2017

• Blending component units

– Business-type activities using a single column 
should still apply the blending criteria of GASB 14

• Goodwill

– Legacy goodwill (from pre-GASB 69) should be 
amortized over time

– Negative goodwill is not permitted
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GASB Statement 85

Omnibus 2017

• Fair value measurement and application

– Each unit of account of real estate held by 
insurance entities should be classified as 
investments or capital assets following GASB 72

– Money market accounts and participating 
interest-earning investment contracts may (not 
must) be carried at amortized cost instead of fair 
value
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GASB Statement 85

Omnibus 2017

• Pensions/OPEB

– Governmental funds should record liabilities as of 
the FYE, regardless of the measurement date

– Employer payments made on behalf of employees 
are still considered employer contributions

– OPEB RSI should be based on covered payroll (if 
used as the basis) or covered-employee payroll (if 
not used as the basis)
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GASB Statement 86

Certain Debt Extinguishments

• Summary

– Addresses how to handle the in-substance 
defeasance of debt using only existing resources 
(not issuing refunding bonds)

– Effective 06/15/2018
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GASB Statement 86

Certain Debt Extinguishments

• Defeasance

– Debt is considered defeased in substance if the 
government irrevocably places cash and other 
monetary assets with an escrow agent in a trust to 
be used solely for satisfying scheduled payments 
of both interest and principal of the defeased 
debt, and the possibility that the government will 
be required to make future payments on the debt 
is remote.
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GASB Statement 86

Certain Debt Extinguishments

• Government-wide / proprietary funds

– Remove long-term debt (debit) and any prior 
deferred inflows/outflows from prior refundings

– Remove cash / other assets placed in trust (credit)

– Difference is a gain/loss to recognize in the current 
period
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GASB Statement 86

Certain Debt Extinguishments

• Governmental funds

– Payments to the escrow agent should be reported 
as debt service expenditures (not other financing 
uses)
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GASB Statement 86

Certain Debt Extinguishments

• Disclosures

– Details of new in substance defeasances in the 
current year

– Balance of defeased debt still outstanding

– Risk (if any) that essentially risk-free monetary 
assets placed in trust will be substituted with 
monetary assets that are not essentially risk-free
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GASB Statement 87

Leases

• Summary

– Addresses contracts that convey a legal right to 
use a nonfinancial asset for a period of time in an 
exchange or exchange-like transaction

– Differs from FASB project

– Excludes leases of intangible assets (software)

– Effective 12/15/2020

47



GASB Statement 87 

Existing GAAP for Leases

• Classification of leases (lessee perspective)

– Capital leases (meet one of four criteria)

1. Transfer of ownership at conclusion

2. Bargain purchase option

3. Lease term ≥ 75% of economic life of asset

4. PV of future minimum lease payments ≥ 90% of FMV

– Operating leases (all other leases)
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GASB Statement 87 

Existing GAAP for Leases

• Accounting for leases (lessee perspective)

– Capital leases

• Debit capital assets and credit long-term debt for PV

• Disclose future minimum payments

– Operating leases

• Expense payments as made *

• Disclose future minimum payments (if noncancelable)
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GASB Statement 87 

Leases

• Key provisions

– Single model for lease accounting

– Foundational principle: leases are financings of 
the right to use an underlying asset

– Lessees recognize a lease liability and an 
intangible right-to-use lease asset

– Lessors recognize a lease receivable and a 
deferred inflow of resources
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GASB Statement 87 

Leases

• Lease

– 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 
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GASB Statement 87 

Leases

• Control of the right to use

– The right to obtain the present service capacity 
from use of the underlying asset as specified in 
the contract; and

– The right to determine the nature and manner of 
use of the underlying asset as specified in the 
contract
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GASB Statement 87 

Leases

• Nonfinancial assets

– Assets that are not “financial assets”, as defined 
by GASB 72, Fair Value

– Examples: land, buildings, vehicles, and 
equipment
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GASB Statement 87 

Leases

• Lease

– Includes contracts not explicitly defined as 
“leases” but that otherwise meet the definition

– Excludes contracts for services (except those 
contracts that contain both a lease component 
and a service component)

54



GASB Statement 87 

Leases

• Excluded from the scope of this statement

– Leases of intangible assets (e.g., mineral rights, 
movie rights, computer software licenses)

– Leases of biological assets (e.g., timber, animals)

– Leases of inventory

– Service concession arrangements

– Conduit debt arrangements

– Supply contracts (e.g., purchased power)
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GASB Statement 87 

Leases

• Lease term

– Period during which a lessee has a noncancelable
right to use an underlying asset

– Plus:

• Periods covered by either the lessee’s or lessor’s option 
to extend (if reasonably certain to be exercised)

• Periods covered by either the lessee’s or lessor’s option 
to terminate (if reasonably certain not to be exercised)
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GASB Statement 87 

Leases

• Lease term

– Periods for which both the lessee and the lessor 
have an option to terminate the lease (or if both 
parties have to agree to extend) are cancelable 
periods and are excluded from the lease term

• Examples: rolling month-to-month leases
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GASB Statement 87 

Leases

• Lease term

– Fiscal funding or cancelation clauses only should 
affect the lease term when it is reasonably certain 
they will be exercised
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GASB Statement 87 

Leases

• Lease term

– At the beginning of a lease, the lessor and the 
lessee should assess all factors relevant to the 
likelihood that the lessee or the lessor will exercise 
options

• Examples: economic incentives/disincentives; lessee’s 
history of exercising similar options; how essential the 
underlying asset is to the provision of governmental 
services
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GASB Statement 87 

Leases

• Lease term

– Reassess the term only if:

• Lessee or lessor exercises an option not expected

• Lessee or lessor fails to exercise an option expected

• An event specified in the contract that requires an 
extension or termination of the lease actually occurs
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GASB Statement 87 

Leases

• Short-term leases

– If the maximum possible lease term is 12 months 
or less at inception:

• Recognize expense (lessees) or revenue (lessors) in 
accordance with lease contract

• No intangible lease asset or lease liability

– For rolling (month-to-month/year-to-year) leases, 
the maximum possible lease term is the 
noncancelable portion (including notice period)
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GASB Statement 87 

Leases

• Contracts that transfer ownership

– Transfer ownership of the underlying asset to the 
lessee at or before the end of the contract; and

– Do not contain termination options (other than 
fiscal funding or cancelation clauses not 
reasonably certain of being exercised)

– Report as a finance purchase, rather than as a 
lease

62



CPE Prompt 3 of 6

• Which of the following are considered part of 
the lease term?

A. All periods covered by the lease agreement

B. Only non-cancellable periods

C. Non-cancellable periods plus all extension options

D. Non-cancellable periods plus all extension options 
expected to be exercised
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GASB Statement 87 

Leases

• Lessee recognition and measurement (lessee)

– Lease liability

– Intangible right-to-use asset (“lease asset”)
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GASB Statement 87 

Leases

• Lease liability (lessee)

– Present value of payments expected to be made 
for the lease term

• Fixed payments

• Variable payments (dependent on index/rate) using 
current rates at inception

• Amounts that are reasonably certain of being paid (e.g., 
residual value guarantees, purchase options, 
termination penalties)
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GASB Statement 87 

Leases

• Lease liability (lessee)

– Present value of payments expected to be made 
for the lease term

• Discounted at the rate the lessor charges the lessee 
(implicit rate), or the lessee’s incremental borrowing 
rate (if the implicit rate is not readily determinable)

• In future periods, recognize an outflow (e.g., interest 
expense) for the amortization of the discount
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GASB Statement 87 

Leases

• Remeasuring the lease liability (lessee)

– If one or more factors are expected to significantly 
affect the liability:

• Change in lease term

• Options have changed from being reasonably certain to 
not reasonably certain (or vice versa)

• Change in the rate charged

• Amounts previously contingent become reasonably 
certain
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GASB Statement 87 

Leases

• Remeasuring the lease liability (lessee)

– If remeasuring for another reason (as required on 
the prior slide), then also update for any variable 
components

– A lease liability is not required to be remeasured 
solely for a change in an index or rate used to 
determine variable payments

68



GASB Statement 87 

Leases

• Remeasuring the lease liability (lessee)

– If remeasuring for another reason (as required on 
the prior slide), then also update the discount rate 
if one or both factors are expected to significantly 
affect the liability:

• There is a change in the lease term

• Options have changed from being reasonably certain to 
not reasonably certain (or vice versa)
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GASB Statement 87 

Leases

• Remeasuring the lease liability (lessee)

– A lease liability is not required to be remeasured, 
nor is the discount rate required to be reassessed, 
solely for a change in the lessee’s incremental 
borrowing rate
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GASB Statement 87 

Leases

• Lease asset (lessee)

– Initially measured the same as the lease liability

– Add: lease payments made to lessor at or before 
the beginning of the lease term; initial direct costs 
necessary to place the lease asset into service

– Deduct: lease incentives received from the lessor
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GASB Statement 87 

Leases

• Lease asset (lessee)

– Amortized (i.e., depreciated) in a systematic and 
rational manner over the shorter of the lease term 
or the useful life of the underlying asset

• If the lease includes a purchase option that is 
reasonably certain of being exercised, then amortize 
over the useful life of the asset (unless the underlying 
asset is nondepreciable, then do not amortize)
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GASB Statement 87 

Leases

• Remeasuring the lease asset (lessee)

– Lease assets should generally be adjusted by the 
same amount as lease liabilities when they are 
remeasured

• Do not reduce the lease asset below zero (recognize a 
gain)
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GASB Statement 87 

Leases

• Lease asset impairments (lessee)

– If the underlying asset is impaired (see GASB 42), 
then the lease asset should be adjusted 
accordingly

• First offset against any changes in the lease liability

• Then recognize an impairment
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GASB Statement 87 

Leases

• Accounting in governmental funds (lessee)

– Inception: debit expenditure (capital outlay); 
credit other financing source (proceeds from long-
term debt)

– Lease payments: debit expenditure (debt service); 
credit cash
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GASB Statement 87 

Leases

• Notes to financial statements (lessee)

– Disclose:

• General description (basis, terms, conditions)

• Total lease assets and accumulated depreciation 
(separate from other capital assets)

• Amount of lease assets by major class of underlying 
assets (separate from other capital assets)

• Any current year outflows (expenses) for variable 
payments not previously included in the lease liability
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GASB Statement 87 

Leases

• Notes to financial statements (lessee)

– Disclose:

• Any current year outflows (expenses) for other 
payments not previously included in the lease liability

• Principal and interest requirements to maturity 
(presented separately) for the lease liability for the first 
5 years and in 5-year increments thereafter

• Commitments under leases that have not yet begun

• Components of any current year impairment loss
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GASB Statement 87 

Leases

• Notes to financial statements (lessee)

– Disclose:

• Sublease transactions

• Sale-leaseback transactions

• Lease-leaseback transactions
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CPE Prompt 4 of 6

• Which of the following statements is true?

A. Lease assets will always equal lease liabilities

B. Lease assets will usually equal lease liabilities

C. Lease assets will seldom equal lease liabilities

D. Lease assets will never equal lease liabilities
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GASB Statement 87 

Leases

• Lessee recognition and measurement (lessor)

– Lease receivable

– Deferred inflow of resources

– Do not derecognize the underlying asset
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GASB Statement 87 

Leases

• Leases of assets that are investments (lessor)

– If the underlying asset meets the GASB 72 
definition of an investment carried at fair value, 
then do not record a receivable or deferred inflow

– Disclose the terms for terminating the lease
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GASB Statement 87 

Leases

• Lease receivable (lessor)

– Present value of lease payments to be received

• Fixed payments

• Variable payments that depend on an index/rate

• Residual guarantee payments

• Reduced by any provision for uncollectable amounts

• Exclude variable payments based on lessee usage 
(recognized as inflows as incurred)
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GASB Statement 87 

Leases

• Lease receivable (lessor)

– Present value of lease payments to be received

• Discounted using the rate the lessor charges the lessee 
(implicit rate)

• In future periods, recognize an inflow (e.g., interest 
revenue) for the amortization of the discount, 
calculated to provide a constant periodic rate of return 
on the receivable
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GASB Statement 87 

Leases

• Remeasuring the lease receivable and 
discount rate (lessor)

– If one or more factors are expected to significantly 
affect the receivable:

• Change in lease term

• Change in the rate charged

• Amounts previously contingent become reasonably 
certain
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GASB Statement 87 

Leases

• Remeasuring the lease receivable and 
discount rate (lessor)

– If remeasuring for another reason (as required on 
the prior slide), then also update for any variable 
components

– A lease receivable is not required to be 
remeasured solely for a change in an index or rate 
used to determine variable payments
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GASB Statement 87 

Leases

• Deferred inflow of resources (lessor)

– Initially measured the same as the lease 
receivable

– Add: lease payments received at or before the 
beginning of the lease term that relates to future 
periods (e.g., last month’s rent)
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GASB Statement 87 

Leases

• Deferred inflow of resources (lessor)

– Recognized in a systematic and rational manner 
over the lease term

– Generally adjusted by the same amount as the 
lease receivable if remeasured
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GASB Statement 87 

Leases

• Underlying asset (lessor)

– Do not derecognize underlying asset

– Continue to apply depreciation and impairment 
guidance during the lease term

– If the lease requires the asset to be return the 
asset in its original (or enhanced) condition, then 
do not depreciate during the lease term
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GASB Statement 87 

Leases

• Accounting in governmental funds (lessor)

– Inception: debit lease receivable; credit deferred 
inflow

– Lease payments received: debit cash; credit lease 
receivable

– Systematically over lease term: debit deferred 
inflow; credit revenue
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GASB Statement 87 

Leases

• Notes to financial statements (lessor)

– Disclose:

• General description (basis, terms, conditions)

• Amount of inflows recognized during the year from 
leases

• Lease termination provisions if the government used 
lease receivables as collateral
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GASB Statement 87 

Leases

• Notes to financial statements (lessor)

– Disclose (if applicable):

• Leases of assets that are investments

• Certain regulated leases

• Sublease transactions

• Sale-leaseback transactions

• Lease-leaseback transactions
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GASB Statement 87 

Leases

• Notes to financial statements (lessor)

– Disclose (if leasing is the government’s principal 
activity):

• Schedule of future payments included in the 
measurement of the lease receivable showing principal 
and interest for each of the next 5 years and in 5-year 
increments thereafter
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GASB Statement 87 

Leases

• Lease incentives

– A payment made to, or on behalf of, the lessee, 
for which the lessee has a right of offset with its 
obligation to the lessor; or

– An other concession granted to the lessee

• Rebates, assumption of pre-existing lease obligations to 
a third-party, rent holidays, etc.

– Include in the initial measurement
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GASB Statement 87 

Leases

• Contracts with multiple components

– Contracts may include:

• Both a lease and a non-lease component

• Multiple underlying assets

– Treat as separate contracts (use professional 
judgment to estimate amounts)

• If not practical to separate components, may treat as a 
single lease unit
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GASB Statement 87 

Leases

• Contract combinations

– If multiple contracts are entered into at or near 
the same time, treat as one if:

• Negotiated as a package; or

• Price of one contract is dependent on another
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GASB Statement 87 

Leases

• Lease modifications

– Treat as a separate lease if:

• Modification provides a separate lease asset by 
lengthening the lease term or adding underlying assets

• Increase in lease payments does not appear 
unreasonable based on contract terms and professional 
judgment

– Otherwise, remeasure lease liability/receivable
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GASB Statement 87 

Leases

• Lease terminations

– Decrease in the right to use the underlying asset

– Can be partial or full termination
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GASB Statement 87 

Leases

• Lease terminations (lessee)

– Reduce carrying values of lease asset and lease 
liability (recognize gain/loss, if any)

– If terminated by purchasing the asset, transfer 
value of the lease asset to capital assets, and 
increase by reduction in lease liability
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GASB Statement 87 

Leases

• Lease terminations (lessor)

– Reduce carrying values of lease receivable and 
deferred inflow (recognize gain/loss, if any)

– If terminated by selling the asset, derecognize the 
asset and include in the calculation of any 
gain/loss
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GASB Statement 87 

Leases

• Subleases

– Treat initial lease and sublease as separate 
transactions

– Apply lessee and lessor guidance, as appropriate
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GASB Statement 87 

Leases

• Sale-leaseback transactions

– Treat as two separate transactions

– Any difference between the carrying value of the 
sold asset and the proceeds from sale should be 
deferred and amortized over the lease term

– Disclose the terms/conditions
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GASB Statement 87 

Leases

• Lease-leaseback transactions

– Treat as a net lease transaction
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GASB Statement 87 

Leases

• Intra-entity leases

– Leases with a blended component unit 

• The provisions of this statement do not apply

• Report assets and debt as if they belong to the primary 
government

– Leases with discretely presented component units 

• Follow the provisions of this statement

• Separately display lease receivables/payables from 
other amounts due to/from the primary government
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GASB Statement 87 

Developing a Plan for Implementation

• Determine an implementation timeline

– Effective date is FYE 12/15/2020

– Earlier implementation is encouraged
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GASB Statement 87 

Developing a Plan for Implementation

• Identify the information gatekeepers

– Finance

– Legal

– Other departments

• Look for existing agreements not currently 
being recognized/disclosed as leases

– May already be included in capital assets
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GASB Statement 87 

Other Observations

• This standard will largely have a balance sheet 
impact

– Lessees: offsetting asset and liability

– Lessors: offsetting asset and deferred inflow

• There will likely be no significant impact on 
budgetary accounting
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GASB Statement 87 

Other Observations

• Never forget the 12 most important words of 
any GASB Statement:

107

The provisions of this Statement need

not be applied to immaterial items.

• Capitalization thresholds could (should?) be 
set and applied to leases, as well



GASB Statement 87 

Other Observations

• Negotiating lease terms

– Consider making the terms more obvious/explicit 
in the lease contract

• Length of agreement

• Interest rate applied
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GASB Statement 87 

Other Observations

• Leases are multi-year contracts with 
implications on future budget periods

– The information that will have to be gathered in 
order to implement this standard is probably 
worth knowing, even for managerial purposes
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GASB Statement 87 

Practical Steps to Implementation

• Assess all leases > 12 months

• Contact legal/contract department

– Explain new terms for accounting purposes

– Operating – same

• Month-to-month

• Less than 12 month term

• Review capitalization threshold

110



GASB Statement 87 

Practical Steps to Implementation

• Former operating leases

– Record on general ledger

– Review in conjunction with debt during audit

– Disclose details in the notes to the F/S

• Develop schedule

• Update annually
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GASB Statement 87 

Example: Garbage Truck (Proprietary)

• Determine total payment amount and lease term

– $300,000 over 5 years

• Calculate present value

– $275,000 principal, $25,000 interest

• Calculation at inception

Capital asset (leased equipment) 275,000

Long-term liability (lease payable) 275,000
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GASB Statement 87 

Example: Garbage Truck (Proprietary)

• Annual entries

Amortization (depreciation) 55,000

Capital asset (leased equipment A/D) 55,000

Long-term liability (lease payable) 55,000

Interest expense 5,000

Cash 60,000
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GASB Statement 87 

Example: Fire Truck (Governmental)

• Determine total payment amount and lease term

– $350,000 over 5 years

• Calculate present value

– $325,000 principal, $25,000 interest

• Calculation at inception

Capital outlay 325,000

Other financing source 325,000
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GASB Statement 87 

Example: Fire Truck (Governmental)

• Annual entry

Debt service - principal 65,000

Debt service - interest 5,000

Cash 70,000
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GASB Statement 87 

Example: Copiers/Computer Equipment

• Review/update your capitalization threshold policy

• Determine if this is an area that you would normally 
capitalize

– If yes, follow previous examples

– If no, expense annually
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GASB Statement 87 

Example: Land and Buildings

• Land

– No depreciation if purchase option is expected to be 
exercised; otherwise depreciate over lease term

• Buildings

– Asset capitalized should only reflect that portion of the 
building’s useful life that you will be leasing

– Depending on the length of the lease, the depreciable life 
may be significantly less than the true useful life of the 
underlying asset
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CPE Prompt 5 of 6

• Under GASB Statement 87, a lessee should 
record:

A. An intangible lease asset and a lease liability

B. An intangible lease asset and a lease expense

C. A deferred outflow and a lease liability

D. A deferred inflow and a lease liability
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GASB Statement 88

Certain Disclosures Related to Debt

• Summary

– Defines debt for disclosure purposes

– Adds new disclosure requirements

– Effective 06/15/2019
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GASB Statement 88

Certain Disclosures Related to Debt

• Debt

– a liability that arises from a contractual obligation 
to pay cash (or other assets that may be used in 
lieu of cash) in one or more payments to settle an 
amount that is fixed at the date the contractual 
obligation is established

– does not include leases

120



GASB Statement 88

Certain Disclosures Related to Debt

• Required disclosures

– Amount of unused lines of credit

– Assets pledged as collateral for debt

– Terms specified in debt agreements related to 
significant (1) events of default with finance-
related consequences, (2) termination events with 
finance-related consequences, and (3) subjective 
acceleration clauses
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GASB Statement 88

Certain Disclosures Related to Debt

• Separately disclose:

– Direct borrowings / direct placements of debt 

– Other debt
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GASB Statement 89

Interest Cost Incurred During Construction

• Summary

– Eliminates interest capitalization for enterprise 
funds

– Applied prospectively (no need to go back and 
remove already capitalized interest)

– Effective 12/15/2019 (early implementation is 
encouraged)
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GASB Statement 90

Majority Equity Interests

• Summary

– Defines a majority equity interest (MEI) in a legally 
separate organization

– Provides guidance on reporting MEIs as 
investments or component units

– Effective 12/15/2019
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GASB Statement 90

Majority Equity Interests

• Equity interest

– Financial interest in a legally separate organization

– Evidenced by the ownership of shares of the 
organization’s stock (or an explicit, measurable 
right to its net resources)

– Usually based on an investment of financial or 
capital resources by a government
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GASB Statement 90

Majority Equity Interests

• MEIs that are Investments

– If a government owns a MEI that meets the 
definition of an investment (per GASB 72), then 
report it using the equity method

• Held primarily for the purpose of income or profit

• Present service capacity based solely on its ability to 
generate cash or to be sold to generate cash

– Do not report as a component unit
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GASB Statement 90

Majority Equity Interests

• MEIs that are not investments

– If an MEI is not an investment, then the 
government is financially accountable for the 
organization, and should report a component unit

– Also report as an asset of the government that 
holds the MEI, using the equity method
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GASB Statement 90

Majority Equity Interests

• 100% Equity Interest

– If a government acquires a 100% equity interest in 
a component unit, follow the guidance from GASB 
69 on government combinations to measure the 
component unit’s assets, deferred outflows, 
liabilities, deferred inflows, and net position
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GASB Implementation Guide 2018-1

Implementation Guidance Update—2018

• Annual update of questions and answers

• Now Level B GAAP

– 9 new Q&A (pension/OPEB, statistical section, 
regulated industries, and tax abatements)

– 8 amended Q&A (technical clarifications)
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CPE Prompt 6 of 6

• What does GASB 89 require for interest 
capitalization?
A. Interest should be capitalized during the 

construction period for governmental activities

B. Interest should be capitalized during the 
construction period for business-type activities

C. Interest should never be capitalized during the 
construction period

D. Both A and B
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Upcoming Standards

• GASB Pronouncements expected in 2019:

– Conduit Debt (2Q19)

– Deferred Compensation Plans (4Q19)

– Implementation Guidance

• Fiduciary Activities (2Q19)

• Leases (2Q19)
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Looking Further Ahead

• Other GASB projects:

– Public Private Partnerships (ED 2Q19)

– Omnibus (ED 2Q19)

– Subscription-Based Information Technology 
Arrangements (ED 2Q19)

– Secured Overnight Financing Rate (ED 3Q19)

132



Looking Further Ahead

• Other GASB projects:

– Revenue and Expense Recognition (ITC 2Q20)

– Conceptual Framework: Disclosures (ED 1Q20)

– Conceptual Framework: Recognition (ED 2Q20)

– Financial Reporting Model (ED 2Q20)
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Questions?
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For more information...

Stephen W. Blann, CPA, CGFM, CGMA

Director of Governmental Audit Quality
Rehmann
stephen.blann@rehmann.com
www.rehmann.com/government

135

mailto:stephen.blann@rehmann.com
http://www.rehmann.com/government

