
Welcome to the Wonderful World 
of Leases

Presented by:
Bethany Ryers , Firm Director
Bethany.Ryers@bakertilly.com

Gwen Zech, Manager
Gwen.Zech@bakertilly.com

American Public Power Association
Bus iness  & Financial Conference
September 16, 2019

The information provided here is of a general nature and is not intended to address the specific circumstances of any individual or entity. In specific circumstances, the 
services of a professional should be sought. Tax information, if any, contained in this communication was not intended or written to be used by any person for the purpose 
of avoiding penalties, nor should such information be construed as an opinion upon which any person may rely. The intended recipients of this communication and any 
attachments are not subject to any limitation on the disclosure of the tax treatment or tax structure of any transaction or matter that is the subject of this communication 
and any attachments. Baker Tilly Virchow Krause, LLP trading as Baker Tilly is a member of the global network of Baker Tilly International Ltd., the members of which are 
separate and independent legal entities. © 2018 Baker Tilly Virchow Krause, LLP

mailto:Bethany.Ryers@bakertilly.com
mailto:Gwen.Zech@bakertilly.com


Firm facts
INTRODUCTION TO BAKER TILLY

Members of the world’s 
10th largest network of 

accounting and business 
advisory firms

60+ U.S. offices including 
Detroit, Chicago, 

Milwaukee, Minneapolis, 
Pittsburgh, Houston, New 
York and Washington D.C.

TOP

15
One of the 15 larges t 

accounting and advisory 
firms   in the U.S. according 

to  Accounting Today

3,800+ employees  firm-wide
400+ partners  
1,200+ CPAs

600+ utility clients  nationwide –
electric, water, was tewater and gas  

utilities , electric cooperatives , 
renewable energy developers  and 

joint action agencies

Specialized energy and utilities  
practice for nearly 50 years  with 

60 indus try-focused
team members

3



Impressive industry 
specialization

INTRODUCTION TO BAKER TILLY
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About your ins tructors
Bethany Ryers, CPA
Firm Director in the Baker Tilly Energy and Utilities Team, has been with Baker 
Tilly Virchow Krause, LLP since 2006. She specializes in providing auditing, 
accounting, and consulting services to utilities. She counts among her clients 
some of the largest public power systems in the United States and she has 
helping them with implementing the latest GASB statements. She is involved 
with a number of state electric, water, and wastewater organizations and is 
also a member of the AICPA and several state accounting associations.

Gwen Zech, CPA
As a member of the energy and utilities team at Baker Tilly since 2012, Gwen 
Zech specializes in providing auditing and accounting services to many public 
power organizations including municipal utilities and joint action agencies that 
follow the standards set by Governmental Accounting Standards Board (GASB) 
and Financial Accounting Standards Board (FASB).

Contact:  Bethany.ryers@bakertilly.com or call 608-240-2382

Gwen.zech@bakertilly.com or call 608-240-2443
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What
Establishes a single model for lease accounting based on the 
foundational principle that leases  are financings  of the right to use an 
underlying asset

When
Effective for fiscal years  ending after December 16, 2020. 
Including: 
− Dec. 31, 2020

− J une 30, 2021

Overview
STATEMENT NO.  8 7
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“Lease” defined
STATEMENT NO. 87
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A contract that conveys 
control of the right to 
use another entity’s 
non-financial asset 
(the underlying asset) as 
specified by the contract for 
a period of time in an 
exchange or exchange-like 
transaction.

− Contract: In writing or verbal, if 
legally binding

− Control: Specific two-part 
definition (see next slide)

− Non-financial asset: Anything 
but a financial asset as  defined 
in GASB 72 (cash, financial 
ins truments , etc.)

− Non-exchange transactions  are 
automatically excluded. Without 
the exchange, there is  nothing 
to value the lease components



Control requires  both the right to:
−Obtain the present service capacity from use of the underlying 

asset, AND
− Determine the nature and manner of use of the underlying asset

Control applied to the right-to-use lease asset (capital asset) 
“specified in the contract”
− Control criteria NOT limited to contracts  that convey substantially all of 

the present service capacity from use of the underlying asset
− Right-to-use lease assets  include rights  to use underlying assets  for 

portions  of time, such as  certain days  each week or certain hours  
each day

Control
STATEMENT NO.  8 7
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− Intangible assets  (water rights, patents, software, copyrights)
− Biological assets  (timber, living plants , living animals)
− Service concess ion arrangements  (see Statement No. 60)
− Assets  financed with outs tanding conduit debt unless  both the asset 

and conduit debt are reported by lessor
− Supply contracts  (i.e. power purchase agreements  that do not convey 

control of the right to use underlying power generating facility)
− Inventory (i.e. renewable energy credits  only control is  over the 

entitlement share)

Scope exclus ions
STATEMENT NO.  8 7
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− Exceptions for both lessors and lessees
- Leases  that trans fer ownership and do not contain termination options 

(additional slide on this)
- Short-term leases  (additional slides on this)

− Exceptions  for lessors  only
- Leases  of assets  that are inves tments  

- Certain regulated leases  (e.g., airport-airline agreements)

Special provis ions  under leases
STATEMENT NO.  8 7

10



− If a contract:
- Transfers  ownership of the underlying asset to the lessee by the end of the 

contract AND
- Does not contain termination options (other than fiscal funding or 

cancellation clauses)

− Accounting treatment:
- GASB 87 requires  this  type of contract to be reported as  a financed 

purchase (lessee) or financed sale (lessor) 

- These contracts  are not subject to the core recognition, measurement and 
financial reporting requirements  of the Leases  s tatement

Contracts  that trans fer ownership exception
STATEMENT NO.  8 7
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Short-term lease exception
STATEMENT NO. 87
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A short-term lease is one that, at the beginning of the lease, has 
“maximum possible term” under the contract, including any 
options to extend, of 12 months or less

For a lease that is cancelable either by the lessee or lessor, such 
as month-to-month or year-to-year leases, the maximum possible 
term is the non-cancelable period including any notice period

Accounting continues as historically – Same expense and 
revenue recognition to occur at the time of payment.



− Excludes “cancelable” periods -Periods for which lessee and lessor each 
have the option to terminate or both parties have to agree to extend

− Fiscal funding/cancelation clauses  ignored unless  reasonably 
certain of being exercised

Account for periods covered by lessees’ and lessors’ options to:
− Extend lease,  if option is  reasonably certain of being exercised
− Terminate lease, if option is  reasonably certain of NOT being exercised

Lease term: Overview
STATEMENT NO.  87
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Clauses

Inclus ions  
and 

exclus ions

− Lease term Start with the noncancelable period identified in 
the lease (base lease term)Start



Importance
GASB 87: LEASE TERM

−Why is  this  so important?
− What does  “reasonably 

certain” really mean?
− For lease contracts  

that exis t prior to 
implementation, what do 
I need to consider in the 
year of implementation?

− Will the short-term lease 
exception apply?
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Example
GASB 87: LEASE TERM - LESSEE
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Step 1
Determine the noncancelable 
period

A Dis trict enters  into 
a contract to rent a 
portion of an office 
building with the 
following terms :

− Year 5:
The Dis trict can 
terminate lease

− After Year 5:
3-year extension 
option



Example (cont.)
GASB 87: LEASE TERM - LESSEE

16

Step 1

Step 2

Determine the noncancelable 
period
5 years

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

A Dis trict enters  into 
a contract to rent a 
portion of an office 
building with the 
following terms :

− Year 5:
The Dis trict can 
terminate lease

− After Year 5:
3-year extension 
option



Example (cont.)
GASB 87: LEASE TERM - LESSEE
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Factors Years

Noncancelable period Years 1-5

+ Period covered by Option to 
Extend when it’s reasonably 
certain to be exercised

Years 6-8

Total lease term 8 Years

A District enters into 
a contract to rent a 
portion of an office 
building with the 
following terms:

−Year 5:
The Dis trict can 
terminate lease

− After Year 5:
3-year extension 
option



Reassessment of lease term
GASB 87: LEASE TERM - LESSEE
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Reassess only if one or more of the following 
occurs:

1 2 3
Lessee or 
lessor elects  
to exercise an 
option even 
though 
originally 
determined 
that the lessee 
or lessor 
would not 
exercise that 
option

Lessee or 
lessor elects  
to not 
exercise an 
option even 
though 
previously 
determined 
that the lessee 
or lessor 
would 
exercise that 
option

An event 
specified in 
the contract 
that requires  
an extension 
or termination 
of the lease 
takes place



Measurement and disclosure
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Lessee components
− Lease liability
− Lease asset
− Initial periods
− Subsequent periods
− Re-measurement 
− Disclosures

Lessee accounting
STATEMENT NO.  87
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Lessee measurement at initiation – lease liability
− Lease liability

- Measured as  the present value of future lease payments  (fixed payments , 
some variable payments , other known amounts)

- Discount using rate lessor charges the lessee or incremental lessee 
borrowing rate (if lessor rate cannot be determined)

- Impact of lease incentive payments

Lessee measurement
STATEMENT NO.  8 7
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Lessee measurement (cont.)
STATEMENT NO. 87
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Fixed payments

Variable payments that depend 
on an index or rate, initially 

measured using the index or 
rate as of the commencement 

of the lease term

Variable 
payments that 

are fixed in 
substance

Amounts that are reasonably 
certain of being required to be 

paid by the lessee under 
residual value guarantees

The exercise price of a 
purchase option if it is 

reasonably certain that the 
lessee will exercise that 

option

Payments for penalties for terminating 
the lease, if the lease term reflects the 

lessee exercising (1) an option to 
terminate the lease or (2) a fiscal funding 

or cancellation clause

Any lease incentive 
receivable from the 

lessor

Any other payments that are reasonably 
certain of being required based on an 

assessment of all relevant factors



Lessee measurement at initiation – lease asset
− Intangible right-to-use lease asset (included in capital assets)

- Start with value of initial lease liability 

- Plus prepayments  at or before beginning of lease

- Less any incentives  received from lessor at or before beginning of lease

- Plus initial direct costs  if ancillary charges to place leased asset in use

- Equals initial measurement of the lease asset

Lessee measurement (cont.)
STATEMENT NO.  8 7
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Lessee accounting overview
STATEMENT NO. 87
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Contract provides the 
government control 
of the right-to-use a 
bus for 3 years

−After 3 years : 
2-year extension 
option

− After 2 years :
The government 
can terminate lease

− Lease liability does  
not include lease 
payments  that are 
dependent on lessee’s  
performance or usage 
of underlying asset

− Lease liability 
payments  discounted 
us ing the rate the 
lessor charges  the 
lessee (may be 
implicit) or, if that rate 
cannot be readily 
determined, the 
lessee’s  incremental 
borrowing rate

Lessee Assets Liability
Initiation of 
lease

Intangible asset 
(right to use 
underlying 
asset) equals  
value of lease 
liability plus 
prepayments  and 
initial direct costs  
that are ancillary 
to place asset in 
use

Present value of 
future lease 
payments (include
fixed payments , 
variable payments  
based on index or 
rate, reasonably 
certain residual 
guarantees, etc.)
Offset with any 
lease incentives

Subsequent 
recognition 
and 
measurement

Amortize over 
shorter of useful 
life or lease term

Reduce by lease 
payments  (less  
amount of interest 
expense)



Lessee re-measurement at subsequent financial reporting dates
−Only when certain judgments change AND are expected to significantly 

affect the amount of the lease liability
- Change in lease term (we saw the requirements  for this  earlier)
- Likelihood of a res idual value guarantee being paid has  changed from 

reasonably certain to not reasonably certain, or vice versa
- Likelihood of a purchase option being exercised has  changed from 

reasonably certain to not reasonably certain, or vice versa
- Change in estimated amounts  for payments  already included in the liability
- Change in the rate the lessor charges the lessee, if used as  the initial

discount rate

Lessee measurement (cont.)
STATEMENT NO.  8 7
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What’s  the accounting 
when a lessee’s  lease is  
re-measured?
− Adjustment to the lease 

liability generally should 
adjus t the lease asset by 
same amount

− Exception: If impairment 
occurs  or adjus tment is  
greater than carrying value 
of asset, difference is  
recognized as  a flows item

Lessee measurement 
(cont.)

STATEMENT NO.  87
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Example (cont.)
GASB 87: LESSEE ACCOUNTING
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A District enters into 
a contract to rent a 
portion of an office 
building with the 
following terms:

− Lease term: 8 Years

− Annual payment: 
$10,000

−Contract covers 
equipment 
maintenance 
estimated at $1,000 
annually

Lease Asset = $63,177

Lease Liability - Calculation of the present value of the 
annual payments (assuming the District’s incremental 
borrowing rate is 3%)

Column1
Lease 

Payment Principal Interest
Lease Liability 

Balance
Lease commencement 63,177$            
Year 1 9,000$         7,105$       1,895$      56,072              
Year 2 9,000           7,318         1,682        48,754              
Year 3 9,000           7,537         1,463        41,217              
Year 4 9,000           7,763         1,237        33,454              
Year 5 9,000           7,996         1,004        25,458              
Year 6 9,000           8,236         764           17,222              
Year 7 9,000           8,483         517           8,739                
Year 8 9,000           8,739         262           -                       



Example (cont.) – J ournal Entries :
GASB 87: LESSEE ACCOUNTING

28

Dr. Cr.

1. Lease asset $ 63,177

Lease liability $ 63,177

Recognize interest on the lease liability (year 1).

2. Interest expense 1,895

Lease liability 1,895

Recognize interest on the lease liability (year 1).

3. Amortization expense 7,897

Accumulated amortization on lease asset 7,897

Record amortization of the lease asset ($63,177 /  8).

4. Lease liability 9,000

Cash/  Accounts payable 9,000

Record the annual lease payment.

5. Operating expense 1,000

Cash/  Accounts payable 1,000

Record the annual maintenance on equipment.



Example (cont.)
GASB 87: LESSEE ACCOUNTING
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Balances at the end of the year:

Lease Asset - $55,280
Lease Liability - $56,072

Interest expense on lease - $1,895
Amortization on lease asset - $7,897
Operating expense (maintenance) $1,000
Total expense recognized - $10,792

A District enters into 
a contract to rent a 
portion of an office 
building with the 
following terms:

− Lease term: 8 Years

− Annual payment: 
$10,000

−Contract covers 
equipment 
maintenance 
estimated at $1,000 
annually



GASB 87: LESSEE DISCLOSURES

Example (cont.)
Description of the leasing arrangement, including the basis, terms and conditions on 
which variable payments not included in the measurement of the lease are determined

Total amount of lease assets and the related accumulated amortization

The amount of lease assets by major class of underlying assets, disclosed separately 
from capital assets

The amount of expense recognized in the period for variable payments or other 
payments (residual value guarantees or termination penalties) not included in the 
measurement of the lease liability

Principal and interest requirements to maturity, presented separately, for the lease liability 
for each of the 5 subsequent fiscal years and in 5-year increments thereafter

Any commitments under leases before the commencement of the lease term

Any components of any loss associated with an impairment



Lessee disclosures (cont.):  Example 
of capital asset note

31

Capital Assets – Year 2 Beginning Balance Additions Deletions Ending Balance

Capital assets not being depreciated

Land $ 1,000,000 $                   - $             - $1,000,000 

Capital assets being depreciated /  amortized

Building 5,000,000 500,000 - 5,500,000 

Equipment 400,000 36,000 10,000 426,000 

Leased Building (Intangible asset) 500,000 100,000 - 600,000 

Leased Vehicles (Intangible asset) 97,678 - - 97,678 

Total capital assets being depreciated /  amortized 5,997,678 636,000 10,000 6,623,678 

Less: Accumulated depreciation for

Building 3,300,000 110,000 - 3,410,000 

Equipment 340,800 28,400 10,000 359,200 

Less: Accumulated amortization for -
Leased building 20,000 20,000 - 40,000 

Leased vehicles 19,536 19,536 - 39,072 

Total depreciation and amortization 3,680,336 177,936 10,000 3,848,272 
Net capital assets being depreciated and amortized

2,317,342 458,064 - 2,775,406 
Total, net of accumulated depreciation $ 3,317,342 $         458,064 $             - $3,775,406



−Maturity analysis of all 
future lease payments  –
P&I are separated
- Payments  for each of the 

firs t 5 years
- Payments  in 5-year 

increments  thereafter

− Lease commitments  for 
which the lease term 
has  not yet begun

− Components  of any net 
impairment loss

Lessee disclosures  (cont.)
STATEMENT NO.  87

32

Future lease payment maturity s chedule

Principal Interest
Total 

Payment
2023 $      19,466 $        4,534 $        24,000 
2024 20,666 3,334 24,000 
2025 21,941 2,059 24,000 
2026 - - -
2027 - - -

2028-2032 - - -
$      62,073 $        9,927 $      72,000 



Lessor components
− Lease receivable
− Deferred inflow
− Initial periods
− Subsequent periods
− Re-measurement 
− Disclosures

Lessor accounting
STATEMENT NO.  87
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Lessor measurement at initiation
− Lease receivable

- Generally equals  lessee liability (i.e., principal value of lease)

− Deferred inflow of resources
- Start with initial value of receivable amount
- Less any provisions for uncollectible amount
- Plus any cash received up front that related to future periods (i.e., final month’s  

rent)
- Equals initial measurement of the lease deferred inflow of resources

− Lease receivable and deferred inflow of resources  reported in 
governmental funds

Lessor measurement
STATEMENT NO.  8 7
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Lessor measurement at initiation (cont.)
−Do not derecognize the underlying asset

- Depreciate as  normal, unless  leased asset required to be returned in its  
original or enhanced condition or has  an indefinite useful life

Lessor measurement (cont.)
STATEMENT NO.  8 7
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Lessor accounting overview
STATEMENT NO. 87
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Lessor Assets Deferred inflow
Initiation of lease Lease receivable 

(generally including same 
items as  lessee liability)
Continue to report leased 
asset

Equal to lease 
receivable plus  any 
cash received up front 
that relates  to a future 
period

Subsequent 
recognition and 
measurement

Depreciate leased asset 
(unless  indefinite life or 
required to be returned in 
its  original or enhanced 
condition)
Reduce receivable by 
lease payments  (less  
payment needed to cover 
accrued interest)

Recognize revenue over 
the lease term on a 
systematic and rational 
basis



Lessor re-measurement (cont.)
STATEMENT NO. 87

− If remeasured, also 
remeasure for 
changes in an 
index/rate used to 
determine variable 
lease payments  

− If the discount rate is  
updated, the 
receivable should be 
adjusted using the 
revised rate

− The deferred inflow of 
resources  generally 
adjusted by the same 
amount as  the lease 
receivable 

1 2 3
Change in 
lease term

Change in 
the rate 
the lessor 
charges  the 
lessee

Contingency 
is  resolved 
making 
variable 
payments
fixed

Re-measure the lease receivable and update 
the discount rate when one or more of the 
following occur and are expected to 
s ignificantly affect the receivable amount:

− If re-measured, also 
re-measure for 
changes in an 
index/rate used to 
determine variable 
lease payments  

− If the discount rate is  
updated, the 
receivable should be 
adjusted using the 
revised rate

− The deferred inflow of 
resources  generally 
adjusted by the same 
amount as  the lease 
receivable
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−Rental begins on January 1, 2021, with payments due December 31
− Lessor assumes a 5.0% interes t rate
− Present value of $4,000 annual payments  for 4 years  (non-cancelable 

period)
- Rate = (5.0%)
- Nper (number of payments) = 4
- Pmt (annual payment) = $4,000
- FV (future value) = 0
- Type = 1 if payments  are made at beginning of period, 0 if payments  are made 

at end of period

Present value = $14,180

Example: Pole attachment
GASB 87: THE LESSOR
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Example: Pole attachment (cont.)
GASB 87: THE LESSOR
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Revenue 
Amortization 
Methods :
Sys tematic and 
rational

− Straight-line 
− Payment 

schedule

Annualized receipt schedule

Lease revenue recognition – Straight-line

Year Principal Interest Total Payment

2021 $          3,291 $           709 $                     4,000

2022 3,456 544 4,000 
2023 3,628 375 4,000 
2024 3,805 195 4,000 

Total $      14,180 $        1,820 $                  16,000 

Year Amortization of Deferred Inflow
2021 $                                                              3,545
2022 3,545 
2023 3,545 
2024 3,545 
Total $                                                         14,180



Example: Pole attachment (cont.)
GASB 87: THE LESSOR

40

Initial journal entry Debit Credit

Lease receivable $ 14,180

Deferred inflow of resources $ 14,180

To record receivable and related deferred inflow (1/1)



Example: Pole attachment (cont.)
GASB 87: THE LESSOR
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Year 1 Annualized Journal Entry Debit Credit
Cash $ 4,000

Interest income $ 709

Lease receivable 3,291

To record receipt lease payments (systematic/rational manner)

Year 1 Annualized Journal Entry Debit Credit
Deferred inflow of resources $ 3,545

Lease revenue $ 3,545

To record straight-line recognition of revenue; and accrued interest receivable (12/31)

Lessor continues reporting the capital asset and the recognition of depreciation.



Lessor disclosures
STATEMENT NO. 87

42

Lease activities may be grouped

• Basis, terms and conditions on which 
variable lease payments not included in 
the lease receivable are determined

General description of leasing 
arrangements

Carrying amount of assets on lease or 
held for leasing by major classes of 

assets and the amount of accumulated 
depreciation

• Lease revenue
• Interest revenue
• Any other lease-related inflow

Total amount of inflows recognized in the 
reporting period related to leases if not 

displayed on face of financials



Lessor disclosures (cont.)
STATEMENT NO. 87

43

• Includes inflows related to residual 
value guarantees and termination 
penalties

Lease inflows related to variable lease 
payments and other payments not 

previously included in lease receivable

• Existence, terms, and conditions of 
options by the lessee to terminate a 
lease or abate lease payments

If lease payments secure lessor’s debt:

Similar disclosures required for certain 
regulated leases (airport-airline 

agreements)

If government’s principal ongoing 
operations consist of leasing 

to other entities



Example 1a – Power Supply 
Lessee
Each participant in a 
generation facility is  
entitled to their share of 
all electricity output and 
required to pay their share 
of operating and capital 
cos ts .

The contract term is  for 
the life of the generation 
facility. The non-
cancelable period is  20 
years .

STATEMENT NO. 87



Example 1a – Power Supply Lessee
STATEMENT NO. 87

Identification of Lease

Contract Lessee Controls Asset
Non-financial 

Asset?
Exchange 

Transaction?

Contract #

Contract is 
in writing or 
verbal and is 

legally 
binding

Right to 
present 
service 

capacity 
from use of 
underlying 

asset

Right to 
determine the 

nature and 
manner of use 

of the 
underlying 

asset

Lessee 
controls 

asset

Non-financial 
Asset (Financial 
Asset defined in 

GASB 72)

Non-exchange 
transactions are 

excluded
Possible 
Lease

Example 1A Yes Yes ? ? Yes Yes Yes



Example 1a – Power Supply Lessee
STATEMENT NO. 87

Identification of Lease

Contract Lessee Controls Asset
Non-financial 

Asset?
Exchange 

Transaction?

Contract #

Contract is 
in writing or 
verbal and is 

legally 
binding

Right to 
present 
service 

capacity 
from use of 
underlying 

asset

Right to 
determine the 

nature and 
manner of use 

of the 
underlying 

asset

Lessee 
controls 

asset

Non-financial 
Asset (Financial 
Asset defined in 

GASB 72)

Non-exchange 
transactions are 

excluded
Possible 
Lease

Example 1A Yes Yes ? ? Yes Yes Yes

The contract allocates present service capacity to the participating 
members. However, as each member cannot dictate when and how the 
generation facility is run, the right to the use of the underlying asset does 
not exist.



Example 1a – Power Supply Lessee
STATEMENT NO. 87

Exclusions

Classified as a 
Lease – Evaluate 

Further

Scope Exclusions Short-term

Contract #
Intangible 

asset
Biological 

Asset

Service 
concession 

arrangements 
(GASB 60)

Supply 
contracts Inventory

Term 12 
months or 

less Excludable

Example 1A No No No Yes No No Yes No



Example 1b – Power Supply 
Lessee 
Contract is  executed to 
fully control one turbine to 
generate electricity at an 
electric plant, from March 
through October for 3 
years .
Monthly fixed payments  
of $80,000 will be made 
during the months  of 
control and variable 
payments  will be made 
based on the actual 
usage expense.

STATEMENT NO. 87



Example 1b – Power Supply Lessee
STATEMENT NO. 87

Identification of Lease

Contract Lessee Controls Asset
Non-financial 

Asset?
Exchange 

Transaction?

Contract #

Contract is in 
writing or 

verbal and is 
legally 
binding

Right to 
present 
service 

capacity 
from use of 
underlying 

asset

Right to 
determine the 

nature and 
manner of use 

of the underlying 
asset

Lessee 
controls 

asset

Non-financial 
Asset (Financial 
Asset defined in 

GASB 72)

Non-exchange 
transactions are 

excluded
Possible 
Lease

Example 1B Yes Yes Yes Yes Yes Yes Yes



Example 1b – Power Supply Lessee
STATEMENT NO. 87

Identification of Lease

Contract Lessee Controls Asset
Non-financial 

Asset?
Exchange 

Transaction?

Contract #

Contract is in 
writing or 

verbal and is 
legally 
binding

Right to 
present 
service 

capacity 
from use of 
underlying 

asset

Right to 
determine the 

nature and 
manner of use 

of the underlying 
asset

Lessee 
controls 

asset

Non-financial 
Asset (Financial 
Asset defined in 

GASB 72)

Non-exchange 
transactions are 

excluded
Possible 
Lease

Example 1B Yes Yes Yes Yes Yes Yes Yes

The contract allocates present service capacity to the lessee. In addition, 
the lessee can determine when and how often the turbine is run during the 
contract term. Therefore, they have met the criteria of right determine the 
nature and manner of use of the underlying asset.



Example 1b – Power Supply Lessee
STATEMENT NO. 87

Exclusions

Classified as a 
Lease – Evaluate 

Further

Scope Exclusions Short-term

Contract #
Intangible 

asset
Biological 

Asset

Service 
concession 

arrangements 
(GASB 60)

Supply 
contracts Inventory

Term 12 
months or 

less Excludable

Example 1B No No No No No No No Yes



Example 1b – Power Supply Lessee
STATEMENT NO. 87

Exclusions

Subject to 
GASB 87 NoteContract #

Transfer of 
ownership of 
the underlying 
asset at end 
of contact

AND Does not contain 
termination options 

(other than fiscal 
funding or cancellation 

clauses)

Classified as 
Finance 

Purchase
Example 1B No No No Yes Lease subject to GASB 87 requirements for 

measurement & disclosure



Example 1b – Power Supply 
Lessee

To calculate the lease 
as set or liability only 
include fixed payments  as  
variable payments  are not 
fixed in subs tance or via 
index rate. 

STATEMENT NO. 87



Example 2 – Water Tower 
Lessor

The water utility leases  
space on its  water tower 
to a cell phone company 
for the purpose of 
placement of a cell 
reception antenna for five 
years  with an option to 
extend an additional three 
years .
Annual rental payments  
are $10,000.

STATEMENT NO. 87



Example 2 – Water Tower Lessor
STATEMENT NO. 87

Identification of Lease

Contract Lessor Controls Asset
Non-financial 

Asset?
Exchange 

Transaction?

Contract #

Contract is 
in writing or 
verbal and is 

legally 
binding

Right to 
present 
service 
capacity 

from use of 
underlying 

asset

Right to 
determine the 

nature and 
manner of use 

of the underlying 
asset

Lessor 
controls 

asset

Non-financial 
Asset (Financial 
Asset defined in 

GASB 72)

Non-exchange 
transactions are 

excluded
Possible 
Lease

Example 2 Yes Yes Yes Yes Yes Yes Yes

For discussion purposes, the example above assumes the right to control 
leased space on the water tower. All contracts must be specifically 
considered for control.



Example 2 – Water Tower Lessor
STATEMENT NO. 87

Exclusions

Classified as a 
Lease – Evaluate 

Further

Scope Exclusions Short-term

Contract #
Intangible 

asset
Biological 

Asset

Service 
concession 

arrangements 
(GASB 60)

Supply 
contracts Inventory

Term 12 
months or 

less Excludable

Example 2 No No No No No No No Yes



Example 2 – Water Tower Lessor
STATEMENT NO. 87

Exclusions

Subject to 
GASB 87 NoteContract #

Transfer of 
ownership of 
the underlying 
asset at end of 

contact

AND Does not contain 
termination options 

(other than fiscal 
funding or cancellation 

clauses)

Classified 
as Finance 
Purchase

Example 2 No No No Yes Lease subject to GASB 87 requirements for 
measurement & disclosure



Example 3 – Renewable 
Energy Credits

As  part of a 10 year wind 
power contract, a utility 
receives  all renewable 
energy credits  generated.

STATEMENT NO. 87



Example 3 – Renewable Energy Credits
STATEMENT NO. 87

Identification of Lease

Contract Lessee Controls Asset
Non-financial 

Asset?
Exchange 

Transaction?

Contract #

Contract is in 
writing or 

verbal and is 
legally 
binding

Right to 
present 
service 

capacity 
from use of 
underlying 

asset

Right to 
determine the 

nature and 
manner of use of 

the underlying 
asset

Lessee 
controls 

asset

Non-financial 
Asset (Financial 
Asset defined in 

GASB 72)

Non-exchange 
transactions are 

excluded
Possible 
Lease

Example 3 Yes Yes No No Yes Yes No



Example 4 – Solar 
Ins tallation on Leased Land

A utility leased land for a 
solar ins tallation to a 
private party a period of 
25 years . At the end of the 
lease term the ins tallation 
mus t be removed and 
land res tored. The title of 
the solar equipment will 
retain with the private 
party.
The utility mus t purchase 
all power generated by 
the ins tallation.

STATEMENT NO. 87



Example 4 – Solar Ins tallation on Leased Land
STATEMENT NO. 87

Identification of Lease

Contract Lessee Controls Asset
Non-financial 

Asset?
Exchange 

Transaction?

Contract #

Contract is in 
writing or 

verbal and is 
legally 
binding

Right to 
present 
service 

capacity 
from use of 
underlying 

asset

Right to 
determine the 

nature and 
manner of use of 

the underlying 
asset

Lessee 
controls 

asset

Non-financial 
Asset (Financial 
Asset defined in 

GASB 72)

Non-exchange 
transactions are 

excluded
Possible 
Lease

Example 4 Yes Yes Yes Yes Yes Yes Yes

The private party obtained the present service capacity of land for a 
period of 25 years.
The private party can determine how to use the land during the contract. 
Therefore, it has also obtained the right to determine nature and manner 
of use. A potential lease exists.



Example 4 – Solar Ins tallation on Leased Land
STATEMENT NO. 87

Exclusions

Classified as a 
Lease – Evaluate 

Further

Scope Exclusions Short-term

Contract #
Intangible 

asset
Biological 

Asset

Service 
concession 

arrangements 
(GASB 60)

Supply 
contracts Inventory

Term 12 
months or 

less Excludable

Example 4 No No No No No No No Yes



Example 4 – Solar Ins tallation on Leased Land
STATEMENT NO. 87

Exclusions

Subject to 
GASB 87 NoteContract #

Transfer of 
ownership of 
the underlying 
asset at end 
of contact

AND Does not contain 
termination options 

(other than fiscal 
funding or cancellation 

clauses)

Classified as 
Finance 

Purchase

Example 4 No No No Yes
Lease subject to GASB 87 

requirements for measurement & 
disclosure
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What other types  of potential leases  exis t at 
your utility?

STATEMENT NO. 87



Example 5 – Intergovernmental 
Building Lease

The electric utility leases  office 
space at City Hall from the 
general fund.

Payments  are due monthly for 
$1,000.

The term of the contract is  for 
5 years .

STATEMENT NO. 87



Example 5 – Intergovernmental Building Lease
STATEMENT NO. 87

Contract Features

Contract # Supplier Item Initial Term
Optional 
Terms

Contract 
Date

Contract 
Start Contract End

Initial 
Contract 

Value
Contract 
Options

Example 5 General Fund Office Space 5 years N/A 10/31/2019 1/1/2020 12/31/2024 $ 60,000 N/A



Example 5 – Intergovernmental Building Lease
STATEMENT NO. 87

Identification of Lease

Contract Lessor Controls Asset Non-financial Asset?
Exchange 

Transaction?

Contract #

Contract is in 
writing or 

verbal and is 
legally binding

Right to 
present 
service 
capacity 

from use of 
underlying 

asset

Right to determine 
the nature and 

manner of use of 
the underlying 

asset

Lessor 
controls 

asset

Non-financial Asset 
(Financial Asset 

defined in GASB 72)

Non-exchange 
transactions are 

excluded
Possible 
Lease

Example 5 Yes Yes Yes Yes Yes Yes No

GASB 87 paragraph 88 
paragraph B114

NCGA 5 and GASB 14



Transition provisions
STATEMENT NO. 87

68

Apply retroactively 
by restating financial 

statements, if 
practicable, for all 

prior periods 
presented.

Lease recognized 
and measured using 

the facts and 
circumstances that 

exist at the 
beginning of the 

period of 
implementation

Lessors would not 
restate the assets 
underlying their 
existing sales-type or 
direct financing 
leases
• Any residual assets for 

those leases would 
become the carrying values 
of the underlying assets



Preparatory s teps
−Review contracts to determine if considered a lease or financed 

purchase/  sale.
− Gather all contracts  subject to GASB 87
− Review for materiality
− Consider a lease policy (s imilar to a capitalization policy) to scope out 

immaterial leases
− Educate personnel who enter into contracts  how document and 

determine whether a contract is  a lease and when to communicate to 
accounting

− Consider how to track for recording annual journal entries  and 
financial disclosures

− Review implementation guide with helpful Q&A’s

Implementation cons iderations
STATEMENT NO.  87

69
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Ques tions
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