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Why the change?

GASB 87 was adopted to improve the relevance 

and consistency of financial reporting of 

government leasing activities. GASB believes 

that, under previous guidance, similar leasing 

activities were reported differently resulting in 

a lack of comparability between governments’ 

financial statements.

What is a lease?

A lease is defined as 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. See 

the decision chart on the following page.

What is a nonfinancial asset?

Examples of nonfinancial assets include buildings, 

land, vehicles, and equipment.

When is GASB 87 effective?

GASB 87 is applicable for fiscal years beginning 

after June 15, 2021. Financial statements with 

year-ends of June 30, 2022 are first to implement 

this standard.

What is the difference between capital 
and operating leases in the Statement?

GASB 87 does not distinguish operating vs. 

capital leases. All leases are considered financing 

leases.

How are short-term leases defined and 
treated in the Statement?

A short-term lease is defined as 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. Lessees and lessors should recognize 

short-term lease payments as outflows of 

resources or inflows of resources, respectively, 

based on the payment provisions of the contract.

What should lessees record?

A lessee should recognize a lease liability and a 

lease asset at the commencement of the lease 

term. The lease liability should be measured 

at the present value of payments expected to 

be made during the lease term (less any lease 

incentives). The lease asset should be 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.

What should lessors record?

A lessor should recognize a lease receivable 

and a deferred inflow of resources at the 

commencement of the lease term, with 

certain exceptions for leases of assets held as 

investments, certain regulated leases, short-term 

leases, and leases that transfer ownership of the 

underlying asset at the end of the lease term. 

The lease receivable should be 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 before the commencement of the 

lease term that relate to future periods.

What is the financial statement impact?

The notes to the financial statement will be 

expanded to include a description of the leasing 

arrangements, the amount of lease assets 

recognized, a schedule of future lease payments 

to be made, five-year payout principal and 

interest requirements to maturity, and additional 

required disclosures. Additionally, there may be 

a restatement to net position in the first year of 

implementation because GASB 87 should be 

applied retroactively to the beginning balance 

of the earliest period presented.

01. OVERVIEW OF STATEMENT NO. 87 
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Is there a right-of-use asset in a contract? 

NoYes

No

No

No

No

Yes

Yes

Yes

Yes

What type of asset? 

Is the identified asset nonfinancial (for example, 

buildings, land, vehicles, and equipment)?

Is the identified asset considered 

one of the following: 

• Intangible assets 

• Biological assets 

• Inventory 

• Service concession 

arrangement 

• Financed with  

outstanding conduit debt  

(with exceptions) 

• Investment as defined  

under GASB 72 

• Services 

• Supply contract

Does the customer have the right to obtain 

substantially all of the economic benefits from 

the use of the asset throughout the period  

of use as specified in the contract?

Does the customer have the right to determine 

the nature and manner of use of the underlying 

asset as specified in the contract?

Is the contract an exchange  

or exchange-like transaction?

This contract IS A LEASE as defined by GASB 87.

This contract IS NOT A LEASE  

as defined by GASB 87.

This decision chart outlines how to determine if a contract is a lease as defined by GASB 87.
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What steps should I take now?

Take inventory of your leases — It is important 

to begin to work with other component units 

and other departments that are outside of the 

finance office to identify a complete listing of 

lease arrangements. For example, the Highway 

department may be renting equipment. Other 

examples of where agreements may qualify 

as leases include, the Sheriff’s Department 

(leased vehicles), Municipal Library (computers 

and printer leases), as well as other business-

type entities that may have cell phone tower 

leases. Additionally, discussing with your 

legal department may be beneficial, as many 

lease arrangements are reviewed by a legal 

department.

Start determining the impact to financial 

statements — Whether you have only a small 

number or a significant number of leased assets, 

the disclosures to your financial statements may 

Reasonably certain — Defined as a high 

level of certainty (higher than “probable”). 

To determine if a lease option is reasonably 

certain of being exercised, the government 

should consider how options have been 

handled in the past, the economic impact of 

the option, and the importance/significance 

of the underlying asset to operations.

Noncancelable period — The lease term 

during which a lessee has a noncancelable 

right to use an underlying asset.

Cancelable period — Periods for which 

both the lessee and lessor have an option to 

terminate the lease without permission from 

the other party (or if both parties have to 

agree to extend). The cancelable periods are 

excluded from the lease term.

Fiscal funding clause or cancellation clause 

— A clause that makes the continuation 

of the contract subject to future annual 

appropriations. This clause does not impact 

the lease term unless the clause is reasonably 

certain to be exercised.

Stand-alone prices — Those prices that 

would be paid or received if the same or 

similar assets were leased individually or 

similar nonlease components (such as 

services) were contracted.

02. GASB 87 GLOSSARY 

be impacted. The amount that is recorded may 

not be significant; however, disclosures will be 

added to your financial statements. It is important 

to begin to educate your Legislative Bodies on 

the overall changes that may be forthcoming as 

they relate to the new GASB leasing standard.

Don’t wait to implement — Avoiding 

surprises is important with all new accounting 

pronouncements. Given the number of internal 

departments that this may impact and the time 

and effort necessary to compile, value and report 

the leases defined in this standard, it is important 

to begin the process of evaluation of the impact 

now.

Engage Bonadio to assist with implementation 

— Bonadio will assist in determining the overall 

impact and journal entries associated with 

the various lease arrangements. The lease 

calculation will be generated from various inputs 

on worksheets that will be determined through 

collaboration. 
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Background

The effective date for GASB 87 is fast 

approaching for state and local governments 

(effective for fiscal years beginning after June 

15, 2021).

What is a short-term lease?

GASB 87 defines a short-term lease as “…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.”

Lease Term Calculation and Examples

To determine if the lease can be considered 

short-term, the maximum possible term must 

be calculated. A lease term or option that is 

cancelable by both the lessee and the lessor 

without permission from the other party (or if 

both parties have to agree to extend) is excluded 

from the maximum possible term. If either the 

lessee or the lessor can cancel a lease term or 

exercise an option, that period is included in 

the maximum possible term. For a lease that 

is cancelable by either the lessee or the lessor, 

such as a rolling month-to-month lease, the 

maximum possible term is the noncancelable 

period, including any notice periods.

For example, a District (lessee) enters 

into a lease with a City (lessor) for 18 

months. The District can cancel the lease 

at any time after 6 months. The City does 

not have the option to cancel the lease. 

The maximum possible term is 18 months 

and the lease does not qualify as short-

term lease.

If both the District and the City had 

the option to cancel the lease after 6 

months, the remaining 12 months would 

be excluded from the determination of 

the maximum possible term. Therefore, 

the maximum possible term would be 

6 months and thus would qualify as a 

short-term lease. However, since only the 

District has the ability to cancel the lease 

after 6 months, the maximum possible 

term is the original 18 months and this 

lease does not qualify as a short-term 

lease.

GASB 87 uses the term reasonably certain, which 

represents a high level of certainty. To determine 

if a lease option is reasonably certain of being 

exercised, the government should consider 

how options have been handled in the past, 

the economic impact of the option, and the 

importance/significance of the underlying asset 

to operations.

For short-term leases, the concept of reasonably 

certain does not apply to the calculation of the 

maximum possible term in the determination 

of whether the lease is considered a short-term 

lease; however, it does impact the calculation of 

the lease term when recording it in the financial 

statements as described in the following example.

A Town enters into a 6-month 

noncancellable lease with a 12-month 

option to extend. The Town can cancel the 

lease any time after 6 months without the 

permission of the lessor. The maximum 

possible term equals 18 months and 

would not qualify as a short-term lease.

03. SHORT-TERM LEASES 
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If the Town was not reasonably certain 

that the 12 month-option to extend 

would be exercised, the lease term to 

be recorded in the financial statements 

would be 6 months and the lessee would 

record a lease liability and a lease asset.

In summary, a short-term lease will be analyzed 

twice; first, to calculate the maximum possible 

term to determine if it is a short-term lease; 

and secondly, to determine the lease term to be 

recorded in the financial statements.

Recording a Short-Term Lease

A lessee should recognize short-term lease 

payments as outflows of resources (expenditure/

expense) based on the payment provisions of 

the lease contract. The lessee should recognize 

an asset if payments are made in advance or a 

liability for rent due if payments are to be made 

subsequent to the reporting period.

A lessor should recognize short-term lease 

payments as inflows of resources (revenue) 

based on the payment provisions of the lease 

contract. Additionally, the lessor should recognize 

a liability if payments are received in advance 

or an asset for receivable if payments are to be 

received subsequent to the reporting period.
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Lessees and lessors should reassess the lease 

term only if one or more of the following occur:

• Lessee or lessor elects to exercise an option 

even though it was previously determined 

that it was reasonably certain that the lessee 

or lessor would not exercise that option.

• Lessee or lessor elects not to exercise 

an option even though it was previously 

determined that it was reasonably certain 

that the lessee or lessor would exercise that 

option.

• An event specified in the lease contract that 

requires an extension or termination of the 

lease takes place.

At the commencement of the lease term, the 

lessee and the lessor should assess all factors 

relevant to the likelihood that it is reasonably 

certain the lessee and the lessor will exercise 

options such as:

• Significant economic incentive (contractual 

terms that are favorable compared to 

current market rate).

• Significant economic disincentive (costs 

to terminate, negotiation costs for a new 

lease, cancellation policy, costs of returning 

the underlying asset or identifying another 

suitable underlying asset).

• History of exercising options to extend/

terminate.

• Extent to which the asset is essential to the 

government’s operations.

In order to calculate the present value of the lease 

asset and lease liability, it is crucial to calculate 

the lease term correctly. The calculation is below:

Noncancelable period 

Plus

Periods covered by a lessee’s option  

to extend or terminate the lease if it  

is reasonably certain, based on all 

relevant factors, that the lessee will 

exercise that option. 

And

Periods covered by a lessor’s option  

to extend or terminate the lease if it  

is reasonably certain, based on all 

relevant factors that the lessor will  

not exercise that option.

A lease term or option that is cancelable by both 

the lessee and the lessor is excluded from the 

lease term and is described as the cancelable 

period under GASB 87. If either the lessee or the 

lessor can cancel a lease term or option, that 

period is included in the lease term calculation.

04. LEASE TERM
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Contract provides the government control of the right-to-use a bus for 3 years.

After 2 years, the government can terminate the lease. The government is reasonably certain 

that it will not terminate the lease.

After three years, there is an option to extend for 2 years. The government is reasonably 

certain that it will extend the lease.

Step 1 Determine the noncancelable period — 2 Years

Step 2

Assess the options

• Is it reasonably certain the termination option  

will be exercised by the government? — NO

• Is it reasonably certain the option to extend  

will be exercised by the government? — YES

Lease Term - Example

Noncancelable period Years 1–2

+  Period covered by option to terminate when  

it is NOT certain to be exercised
Year 3

+  Period covered by Option to Extend when  

it is reasonably certain to be exercised
Year 4–5

Total Lease Term 5 Years

How to Calculate a Lease Term Example

Source for example: AICPA



Accounting for Leases — Lessee Perspective 8The Bonadio Group

Calculation of Lease Liability

The lease liability is measured at the present 

value of:

• Fixed lease payments made during the lease 

term, including variable payments that are 

fixed in substance 

• Variable lease payments fixed in substance 

or based on an index or rate, such as the 

Consumer Price Index (CPI). Other variable 

payments are not required to be factored 

into the lease liability.

• Payments for terminating the lease

• If reasonably certain: residual value 

guarantees, exercise of a purchase option, 

or any other payments to lessor

• Lease incentives due from the lessor (these 

would decrease the liability)

Example: A school district that leases 

buses has a clause that variable payments 

must be made based on the miles driven. 

This variable payment would NOT be 

included in the lease liability because it 

is based on usage of the underlying asset 

or performance of the lessee.

Lessees are required to concurrently recognize a 

right-of-use asset and the related lease liability. 

On governmental fund financial statements, the 

payments for a right-of-use asset is reported 

as an expenditure, similarly to a capital asset 

purchase, and the related lease liability is 

recorded as an other financing source at the 

inception of the lease. The lease principal and 

interest payments are recorded as debt service 

expenditures when due.

On government-wide financial statements, the 

right-of-use asset is classified as an intangible 

capital asset, and lessees are required to amortize 

the value of the asset in a systematic manner over 

the shorter of the lease term or the useful life 

of the asset. Lessees will also recognize interest 

expense (or expenditures in the fund financial 

statements) based on the current balance of the 

lease and the implicit interest rate charged to 

the lease.

If the lease has a purchase option, and it 

is reasonably certain that the government 

will exercise that option, the government 

should amortize the lease asset over the 

useful life of the underlying asset.

05. ACCOUNTING FOR LEASES – LESSEE PERSPECTIVE
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Calculation of Lease Asset

The lease asset would be measured as:

• Value of initial lease liability

• Plus: any lease payments made before the 

beginning of the lease term

• Less: Any lease incentives received from the 

lessor before beginning of the lease term

• Plus: Initial direct ancillary costs to put the 

leased asset into service

If a government has many similar leases, 

it may choose to amortize the lease 

assets as a group rather than individually.

Can governments apply a capitalization 

threshold to lease liabilities? 

Lease liabilities that are significant, 

either individually or in the aggregate, 

should be recognized. When applying a 

capitalization amount to leases, lessees 

should consider the quantitative and 

qualitative significance of the lease 

liability, in addition to the significance of 

the lease asset.
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• Residual value guarantee payments that are 

fixed in substance

• Any lease incentives payable to the lessee

Calculation of Deferred Inflow

The deferred inflow should be measured as 

follows:

• The amount of the initial measurement of 

the lease receivable

• Lease payments received from the lessee 

at or before the commencement of the 

lease term that relate to future periods (for 

example, the final month’s rent), less any 

lease incentives paid to, or on behalf of, the 

lessee at or before the commencement of 

the lease term

Initial direct costs, such as evaluating the 

lessee’s financial condition; evaluating 

and recording guarantees, collateral; 

negotiating lease terms; preparing and 

processing lease documents should be 

reported as outflows by the lessor.

Lease incentives includes assumption of 

a lessee’s preexisting lease obligations 

to a third party, other reimbursements of 

lessee costs, rent holidays, and reductions 

of interest or principal charges by the 

lessor.

If a government is the lessor of a non-financial 

asset (land, buildings, equipment), the 

government would record a lease receivable and 

a deferred inflow of resources in the government-

wide and governmental fund financial statements. 

The lease receivable would be decreased as 

payments are received and the deferred inflow 

would be recognized as revenue in a systemic 

and rational manner over the term of the lease.

The lessor would continue to report the capital 

asset it is leasing (land, buildings, equipment) 

and depreciate it over its useful life. If the lease 

contract requires the lessee to return the asset in 

its original or enhanced condition, a lessor should 

not depreciate the asset during the lease term.

A lessor may group similar lease 

activities (such as subleases) together 

for disclosure purposes.

Calculation of Lease Receivable

The lease receivable is measured at the present 

value of lease payments expected to be 

received during the lease term, reduced by any 

provision for estimated uncollectible accounts. 

Measurement of the lease receivable should 

include the following, if required:

• Fixed payments

• Variable lease payments fixed in substance 

or based on an index or rate, such as the 

Consumer Price Index (CPI)

06. ACCOUNTING FOR LEASES – LESSOR PERSPECTIVE
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The financial reporting entity of a primary 

government includes its blended and discretely 

presented component units. Blended component 

units are essentially treated as funds of the 

primary government while discretely presented 

component units are presented separately. 

A primary government may have leases with 

blended or discretely presented component 

units.

Blended Component Units

In the primary government’s financial statements, 

a lease with a blended component unit is 

consolidated and eliminated. The primary 

government, as a lessor, would not report a 

receivable or a deferred inflow and the blended 

component unit, as lessee, would not report a 

liability or a right-to-use asset. The same rules 

Table 1: A primary government leases a building to a discretely presented component unit.

Financial Reporting Element Primary Government Discretely Presented Component Unit

Lease Asset Lease receivable Right-to-use intangible asset

Underlying Capital Asset Building N/A

Liability N/A Lease payable

Deferred Inflow of Resources Deferred lease revenue N/A

Table 2: A primary government leases a building to a blended component unit in the primary 

government’s financial statements. 

Financial Reporting Element Primary Government Blended Component Unit

Lease Asset N/A N/A

Underlying Capital Asset Building N/A

Liability N/A N/A

Deferred Inflow of Resources N/A N/A

apply if the blended component unit was a 

lessor and the primary government was a lessee. 

If, however, the blended component unit has 

separately issued financial statements, GASB 87 

would apply and the blended component unit 

would appropriately report for the lease as a 

lessee or lessor.

Discretely Presented Component Units

If the primary government has a lease with a 

discretely presented component unit, it is treated 

the same way as if the primary government 

entered into a lease with a third party. The lessor 

would report a lease receivable and a deferred 

inflow of resources and continues to report the 

leased asset. The lessee would report a right-

to-use-asset and a liability for the amount owed 

under the lease contract.

07. LEASES WITHIN THE FINANCIAL REPORTING ENTITY 

Source: GFOA Governmental Accounting, Auditing and Financial Reporting
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Multiple Components Example: A 

government leases equipment that will 

be installed for an additional $10,000. 

Should the installation costs be recorded 

as part of the lease liability or as a 

separate liability? 

Initial direct costs are not included in 

the measurement of the lease liability. 

Installation costs are generally considered 

a nonlease component and should be 

accounted for separately. 

However, if the installation costs are 

ancillary charges necessary to place the 

lease asset into service, they should be 

included in the initial measurement of the 

lease.

If a contract does not include prices for individual 

components, or if any prices appear to be 

unreasonable, lessors and lessees should use 

professional judgment to determine their best 

estimate for allocating the contract price to these 

components. If it is not practicable to determine 

a best estimate for price allocation for some or 

all components in the contract, a government 

should account for those components as a single 

lease.

Discounts may be taken into account 

when determining whether individual 

component prices appear to be 

reasonable. 

Lessees and lessors may enter into contracts 

that contain multiple components. Multiple 

components can include a lease component 

(such as the right to use a building) and a 

nonlease component (such as maintenance 

services for the building). In that case, the 

government should account for the lease and 

nonlease components as separate contracts.

If a lease involves multiple underlying assets and 

the assets have different lease terms, the lessor 

and lessee should account for each underlying 

asset as a separate lease component. In addition, 

the lessee should account for each underlying 

asset as a separate lease component if the 

underlying assets are in different major classes 

of assets for disclosure purposes.

A government leases two floors of a 

building. Part of the lease payments 

cover the government’s share of utility 

costs for maintaining a lobby that all 

tenants share. Should the utility costs 

be included in the lease liability?

If it is practicable to separate the utility 

costs in the contract, the utility costs 

should not be included in the lease 

liability calculation.

If there are multiple components to the lease, 

the contract price should be allocated to the 

different components. Lessors and lessees should 

first use any prices for individual components 

that are included in the contract, as long as 

the price allocation does not appear to be 

unreasonable based on the terms of the contract 

and professional judgment, maximizing the use 

of observable information; for example, using 

readily available observable stand-alone prices.

08. LEASES WITH MULTIPLE COMPONENTS
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A government solicits bids for a fleet 

of public safety vehicles and leases 

the assets from the lowest qualified 

bidder. A separate lease agreement is 

used for each vehicle. Can these lease 

agreements be considered part of 

the same contract if there is a single 

objective?

Yes. Contracts that are entered into at 

or near the same time with the same 

counterparty be considered part of the 

same contract if negotiated as a package 

with a single objective. 

Contract Combinations

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
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Expertise recognized by public officials and government management.

Our team brings a wide range of services and designated talents to one of the largest and most 

diverse group of government clients in the United States.

Our Government Services

Our high-quality mix of government auditing, accounting and consulting services coupled with 

our expertise makes us one of the most sought-after CPA firms for government organizations. 

We take pride in delivering a full suite of resources to our school district, public authority, state, 

city, county, town and village clients.

• Financial Statement, Federal Single Audits, and NYS Department of Transportation Audits

• Internal Audits and Internal Control Risk Assessments

• Assistance with Required New York State Financial Reporting

• Internal Control Assessments

• Consulting Services, Including Interim Accounting Services 

• Justice, Tax Receiver and Clerk Audits

• Financial Statement Preparation

• Outsourced Accounting

• Information Technology

• Public School Transportation Consulting

A Trusted Partner with 
the Experience Your 
Government Needs.

09. APPENDIX
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The Bonadio Difference

We have a long history of finding ways to lower costs, fight fraud and deliver outstanding results. 

Our skills and capabilities include the following:

• Performing efficiency studies to improve a department’s ability to offer effective services

• Conducting staffing analysis to ensure local governments are able to offer accurate and 

compliant services

• Exploring shared service arrangements, combining services and merging contracts and 

technology offerings to enhance services and cut costs

• Providing forensic services that search for and eliminate fraud, waste and abuse through 

Medicaid recipient and provider audits, overtime reviews and more

Bonadio Recognized in the Industry

Our decades of expertise are shown through the industry accreditations we have earned over 

the years.
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