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Timing

• Initially effective for years ending 
December 31, 2020, and after.

• GASB 95 - Delayed to years ending June 
30, 2022, and after.

• Applied retroactively – restate prior 
comparative year.
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Accounting principles are changing

• GASB 87 is based on the principle that 
leases are financings of the right to use
an underlying asset.
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Lease definition
(paragraph 4)

• 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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Lease definition – key terms

• 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.

Contract

• Might not be written, but should be legally 
enforceable.
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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.

Lease definition – key terms

• 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.

Control of the right to use (paragraph 5)

• Right to use is distinct from the asset itself.

• The right to obtain the present service capacity 
from use of the underlying asset and;

• The right to determine the nature and manner of 
its use.
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Example

A multi-year agreement for portable toilets 
allows the vendor to switch out the assets, as 
necessary, with comparable assets.  This 
substitution is made several times per year.

Is this a lease?

Yes – The right to use the underlying asset is 
distinct from the asset itself.   Substitution of an 
essentially identical asset does not change 
control of the right of use.
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Example

A city has a multi-year agreement for exclusive  
use of a facility during regular business hours.  In 
the evenings, a yoga instructor uses the facility.  
On Sundays, a church uses the facility.    

Does the city have control of use?

Yes – control does not have to be uninterrupted.
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Example

A city has a multi-year agreement with an 
individual that allows goats to graze in a city park 
year round.  The agreement does not allow the 
activity to impede others’ use of the park.

Is this a lease?

No – individual does not have control of the 
underlying asset (the land).
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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.

Lease definition – key terms

• 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.

Another entity

• Not interdepartmental leases.

• A discretely presented CU is another entity.
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Lease definition – key terms

• 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.

Nonfinancial asset

• Capital asset

Exchange or exchange-like

• Relatively equal value exchanged.

• Noncash does not necessarily equal nonexchange.
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Example

A school district pays $10 per year to use a field 
owned by a city.  The school district has exclusive 
use of the land for its various sports activities.  
The school district maintains the lawn and has 
placed a portable building on the land to store 
equipment.  

Is this a lease within the scope of GASB 87?

No – not an exchange transaction.
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Lease definition – key terms

For a period of time – lease term (paragraph 12)

• The period during which a lessee has a non-cancelable 

right to use an underlying asset,

• Plus periods covered by a lessee’s or lessor’s option to 

extend the lease - if reasonably certain the option will 

be exercised,

• And periods covered by the lessee’s or lessor’s option to 

terminate the lease - if reasonably certain the option 

will not be exercised.

• Lease term excludes periods for which both the lessee 

and lessor each have the option to terminate or both 

parties must agree to extend.
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Example

A county leases office space, at full-market value, 
to various non-profit agencies in support of their 
programs.  The lease terms are for five years and 
either party can cancel after the first six months 
with 30-days notice.    

What is the lease term as defined by GASB 87?

6 months – because both parties each have the 
option to terminate after the initial 
noncancellable period of 6 months.
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Example

A lease has an initial noncancelable term of 5 
years.  After that, the lease will continue on a 
month-to-month basis and both the lessor and 
lessee have the option to cancel with 30-days 
notice.  The lessee has operated a successful 
enterprise at this location for years and plans on 
selling it at a significant gain when he retires in 7 
years.    

What is the lease term as defined by GASB 87?

5 years.
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Exclusions
(Paragraph 8)

• Short-term lease – One that, at the beginning 
of the lease, has a maximum possible term of 
12 months or less, including any options to 
extend  - e.g. rolling month-to-month leases.
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Example

A lease has an initial noncancelable term of 6 
months with 5 options for the lessee to extend 
for 12 months at a time.  The lessee is a start-up 
company and it is unlikely these options will be 
exercised.      

Is this a short-term lease?

No, because the maximum possible term, 
regardless of probability, is 5.5 years.  The lease 
term, for accounting purposes, is 6 months.
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Exclusions, continued

• Contract that transfers ownership – If title to 
the asset transfers to the lessee at the end of 
the contract, report as a financed purchase by 
the lessee or a sale by the lessor.

• Note - A lease that contains a purchase option, 
including a bargain purchase option, should 
not be treated as a purchase or sale until that 
option is determined to be exercised.
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Example

A municipal golf course leases golf carts under a 
3-year lease agreement and will own the golf 
carts at the end of the lease term unless it 
exercises its option to terminate the agreement, 
which it may do at any time.

Is this a lease or an installment sale?

A lease.  If there was no option to terminate, it 
would be an installment sale.
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Exclusions, continued

• Lease of intangible assets – This includes 
mineral rights, patents, software, copyrights, 
except for the sublease of an intangible right-
to-use asset created by the original lease of a 
tangible underlying asset.

• Leases of biological assets, such as timber, 

living plants, and living animals

• Leases of inventory

• Service concession arrangements – These are 

currently covered by GASB 60.
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Example

A county leases land to a farmer who has 
exclusive use of the land to grow crops.

Is this a lease within the scope of GASB 87?

Yes – it is the land that is the underlying asset, 
not the crops.
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Exclusions, continued

• Assets financed with outstanding conduit 

debt – Unless both the asset and conduit debt 

are reported by the lessor.

• Supply contracts, such as power purchase 

agreements that do not convey control of the 

right to use the underlying power generating 

facility.

• Certain regulated leases, such as aviation 

leases between airports and air carriers
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Financial statement effect - inception of lease

Assets Liabilities Deferred Inflows

LESSEE
• Intangible 

Asset
• Lease 

Liability

LESSOR
• Lease 

Receivable
• Deferred 

Inflow

Lessor continues to report the leased capital asset.
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Financial statement effect - subsequent years

Assets Liabilities Deferred Inflows

LESSEE

• Amortize intangible 
asset over shorter 
of useful life or 
lease term.

• Reduce lease 
liability by 
lease  
payments.

LESSOR
• Reduce lease 

receivable by lease 
payments.

• Recognize
revenue over 
the lease term 
in a systematic 
and rational 
manner.

Lessor continues to depreciate the leased asset (unless it has an 
indefinite life or is required to be returned in its original or enhanced 
condition).
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Lessee Accounting

• Lease liability – Measured at the present value
of future lease payments – including fixed 
payments, variable payments based on an 
index, reasonably certain residual guarantees, 
etc.

• Intangible lease asset – Measured at the value 
of the lease liability plus any prepayments plus 
any initial direct costs necessary to place the 
asset in use.
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Cash-basis Lessee

• Lease liability on Schedule 9 – Measured at 
the total amount of future lease payments.
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Lessor Accounting

• Lease receivable – Measured at the present 
value of future lease payments – including 
fixed payments, variable payments based on 
an index, reasonably certain residual 
guarantees, etc.

• Deferred inflow – Measured at the value of 
the lease receivable plus any upfront payments 
that relate to a future period.
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Discount rate
(paragraphs 23, 47, B40, B41, B69)
See also GASB 62,  paragraphs 173 – 187

• Lease receivable/liability payments should be 
discounted using the rate the lessor charges 
the lessee (may be implicit) or, if the rate 
cannot be readily determined, the lessee’s 
incremental borrowing rate.

• Update – IG 2020-1, Q&A 4.15 – If it is not 
practicable to determine the lessee’s rate, the 
lessor may use its own incremental borrowing 
rate.
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Discount rate - must be a reasonable rate.  No 
negative amortization!
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Discount rate - must be a reasonable rate.  No 
negative amortization!
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Remeasurement
(paragraphs 25 and 49)

Remeasure the lease liability or receivable (if 
significant):
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Lessee Lessor

Change in lease term X X

Change in likelihood of residual value 
guarantee

X

Change in likelihood of purchase option X

Change in estimated amounts for 
payments already included

X

Change in interest rate lessor charges X X

Contingency resolved for variable 
payments

X X



FYI – Excel has a PV function
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BARS coding - GAAP

• Recognition of interest income – Use BARS 361.4X

• Recognition of lease revenue –
Governmental and Proprietary Funds: Use BARS 
34X.XX (X = applicable function) if leasing is the 
primary operation of a fund.
Proprietary funds only – use BARS 362 for non-
operating leases.
Governmental funds only – use BARS 362 for leases 
not tied to a specific operation/function or leases that 
are infrequent in nature.



BARS coding - CASH

• Lessees – Lease/rental payments use BARS 591.XX to 
reduce the lease liability.

• Lessors – Use BARS 34X.XX (X = applicable function) for 
lease payments received if leasing is the primary 
operation of a fund.

• Lessors – Use BARS 362.00 for lease payments received 
that are not the primary operation of a fund or for 
leases that are infrequent in nature.



Lessor –Key Note Disclosures
(paragraphs 57 –60)

• General description of leasing arrangements

• Total amount of inflows recognized in the 
reporting period from leases and from variable 
payments not included in the lease receivable.

• If lease payments secure lessor’s debt, disclose 
terms and conditions of lessee’s options to 
terminate lease or abate payments.

• If lessor’s principal ongoing operations are 
leasing assets, disclose schedule of future 
payments (P&I) for next 5 years and in 5-year 
increments thereafter.
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Lessee –Key Note Disclosures
(paragraphs 37 –39)

• General description of leasing arrangements

• Amount of assets recorded under leases and 
the related accumulated amortization –
disclosed separately from other capital assets.

• Principal and interest payments to maturity –
for each of the five subsequent years and in 
five year increments thereafter.

• Commitments for leases before 
commencement of the lease term.

• Losses from impairments and related changes 
in the lease liability. 40



Example note disclosures
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Get started!

Read GASB 87 and implementation guide

Think – system and controls

 Inventory existing agreements – communicate with 

departments

Document which agreements meet the lease 

definition and which can be excluded.  Document 

key provisions of each lease agreement – term, 

extensions, termination provisions, payment 

provisions, interest rate, etc.

Start testing – run the numbers
42
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Questions



Information

Contact: 

Debra.Burleson@sao.wa.gov

(253) 677-1321

Olivia.Crouch@sao.wa.gov

(564) 999-0883 

Website:  www.sao.wa.gov
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