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PAYCHECK PROTECTION PROGRAM
• Presentation/Classification:

• Balance sheet classification prior to forgiveness – current vs. 
long-term.

• Recognition of Forgiveness:
• Forgiveness of debt
• Grant income

• Statement of cash flow considerations.

• Disclosures:

• Accounting Policies

• Debt (if applicable)

• Contingencies (if applicable)

CMS ADVANCE PAYMENTS

• Includes recoupment or repayment option over a 29-month period

Nature of the Program

• Recoupment – contract liability
• Repayment – refund liability
• Current and long-term components
• Alternative considerations if ASC 606 has not been adopted

Presentation/Classification

• Accounting Policies and Patient Service Revenue

Disclosures

5

6



10/27/2021

4

PAYROLL TAX DEFERRAL

• Nature of Program:

• Deferral of employer’s portion of Social Security taxes

• Period from March 27, 2020 to December 31, 2020

• Repayment

• 50% by December 31, 2021

• Remaining 50% by December 31, 2022

• Presentation/Classification:

• Current and long-term components

• Disclosure Consideration:

• IRS website: https://www.irs.gov/newsroom/deferral-of-
employment-tax-deposits-and-payments-through-
december-31-2020

EMPLOYEE RETENTION CREDIT
• Nature of Program:

• Refundable tax credit against certain employment taxes:

• After March 12, 2020 and before January 1, 2021

• Must experience full or partial suspension of operations or loss 
of revenues

• Available in 2021 under modified parameters

• Recognition:

• Timing considerations - loss recovery:

• Consider probability criteria for recognition of receivable and 
revenue

• Contingencies:

• Eligibility for ERC

• Calculations

• Ensure wages “paid” by PPP proceeds are excluded
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EMPLOYEE RETENTION CREDIT

• Presentation/Classification:

• Balance Sheet – does not meet criteria for offset

• Income Statement – classification as revenue or 
reduction of expenses is subjective

• Loss recovery can be shown as operating or non-
operating

• Disclosure

FASB UPDATE
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FASB UPDATE
* Public relates to NFPs that issue 
conduit debt. Effective dates for public 
business entities and SEC filers are 
not considered in this schedule.

**Private companies have an effective 
date of  12/15/20

Accounting Standard 
Update Topic Nonpublic* Effective 

Date Public* Effective Date

2021-03 Evaluating Triggering Events FY Beg After 12/15/19 N/A

2018-15 Cloud Computing FY Beg After 12/15/20 FY Beg After 12/15/19

2018-17 Consolidation FY Beg After 12/15/19** N/A

2016-02 Leases FY Beg After 12/15/21 FY Beg After 12/15/19

2017-04 Goodwill Impairment FY Beg After 12/15/21 N/A

ASU 2021-03

Accounting Alternative for Evaluating Triggering 
Events

Main Provisions: Private companies and not-for-
profit entities electing the accounting alternative 
can perform goodwill impairment triggering event 
analysis as of the end of the reporting period, 
whether the reporting period is an interim or an 
annual period.
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ASU 2018-15

Intangibles – Goodwill and Other – Internal-Use Software (Subtopic 350-40): 
Customer’s Accounting for Implementation Costs Incurred in a Cloud Computing 
Arrangement That is a Service Contract

• Permits implementation costs related to the “application development” stage for 
both license and service contracts for internal-use cloud-based computing 
arrangements.

• Expense costs associated with the preliminary project and 
post-implementation stages (like training and certain data conversion costs) per Subtopic 
350-40.

ASU 2017-04

Intangibles – Goodwill and Other (Topic 350): Simplifying the Test for Goodwill Impairment

• The following are significant changes:

• Eliminates Step 2 of the goodwill impairment test.

• Focus is on the lower of fair value of the reporting unit compared to the carrying value of that reporting 
unit.

• Negative goodwill is not recognized.

• Effective for SEC filers for fiscal years beginning after December 15, 2019, and other 
public business entities for fiscal years beginning after December 15, 2020.

• Effective for all other entities for annual periods beginning after December 15, 2021

• Early adoption permitted.
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ASU 2018-17, CONSOLIDATION

Targeted improvements to related party guidance for variable interest entities (VIE).

A private company may elect to not apply VIE guidance to legal entities under common control.

• The separate legal entity and the parent may not be public business entities.

• Apply to all current and future legal entities under common control.

• Disclosures are enhanced to discuss the entity’s involvement with and exposure to the legal entity. 

GOODWILL IMPAIRMENT ANALYSIS

Impairment models:

• Annual impairment testing and triggering events

• Amortizing goodwill and triggering events

Goodwill 
Impairment Model

Amortization Required Annual 
Impairment Test

Trigger-Based 
Impairment Test

Traditional One-Step (Post 
ASU 2017-04)

No Yes Yes

Traditional Two-Step (ASU 
2017-04 not adopted yet)

No Yes Yes

PCC Alternative
Yes, over a period not to 

exceed 10 years
No Yes
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ASU 2016-14: PRESENTATION OF FINANCIAL STATEMENTS FOR NOT-FOR-
PROFIT ENTITIES

Key Changes 
in  ASU 
2016-14

Net Assets 
Classes

Liquidity & 
Availability

Functional 
Expenses

Investment 
Return

Statement of 
Cash Flows

ASU 2016-14 CHANGES

Net asset classes reduced from 3 to 2.

Net investment return replaces other alternatives.

Use of direct method of statement of cash flows (optional) 
eliminates reconciliation of change in net assets to cash flows 
from (used for) operating activities.
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NET ASSET CLASSES

• Net asset considerations:

• Enhanced disclosures required for net asset composition.

• Board designated net assets:

• If board designated net assets are presented on financial statements, notes to the financial statements 
must provide an appropriate disaggregation and description by type of these actions if not provided on 
the face of the financial statements.

• Create or revise board policy regarding designation and un-designation of net assets.

• Endowment reporting:

• Amend endowment note to include 3 required elements of underwater endowments (aggregate fair 
value, amount that must be maintained, and amount underwater), and any actions taken during the 
period concerning appropriation from underwater endowments.

LIQUIDITY AND AVAILABILITY 
CONSIDERATIONS

• Presentation Options:

• Gross or Net

• Required to provide:

• Qualitative information on how an NFP 
manages its liquid available resources and 
its liquidity risk (in the notes)

• Quantitative information that communicates 
the availability of the NFPs financial assets 
at the balance sheet date to meet cash 
needs for general expenditures within one 
year (on the face and/or in the notes)
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STATEMENT OF FUNCTIONAL EXPENSES

• Presentation Options:

• Statement of Activities

• Separate Statement of Functional Expenses 

• Footnote

• Not allowable as supplementary information

• Note 1 Policy Disclosure:

• Tailor for the specific allocations

• Required to disclose all allocations and related methodology

• Hospitals – consider consistency with Form 990

ASU 2014-09 as 
amended by ASU 2015-14, as 

deferred by ASU 2020-05

Effective Dates:

• Issued prior to 6/3/2020 – already adopted.

• Optional deferral due to COVID for financials 
not yet issued as of 6/3/2020. 

• Adopt for periods beginning after 
December 15, 2019.

REVENUE RECOGNITION
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DISCLOSURES - NONPUBLIC

• Many similar disclosures to existing requirements.

• Policy for recognition of revenue:
• Over time

• At a point in time

• Contractual adjustments and discounts

• Implicit price concessions

• Changes in estimates – contractuals and implicit price concessions.

• Factors that relate to the nature, amount, timing and uncertainty of revenue and cash flows –
qualitative.

• Split between services over time and at a point in time – quantitative.

• Beginning balances of contract assets & liabilities:

• Ex. Accounts receivable, third-party settlements

DISCLOSURES - NONPUBLIC

• The nature, amount, timing and uncertainty of revenue and cash flows are affected by 
several factors that the Hospital considers in recognition of revenue.  Following are some of 
the factors considered:

• Payors (for example, Medicare, Medicaid, managed care or other insurance, patient) have different 
reimbursement/payment methodologies.

• Length of the patient’s service/episode of care.

• Geography of the service location.

• Hospital’s line of business that provided the service (for example, hospital, physician services, etc.)

• For the years ended June 30, 200X and 200W, the Hospital recognized revenue of [$0,000] and 
[$0,000] at the time the services were provided and [$0,000] and 
[$0,000] from services and goods provided over time.
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ASU 2016-15, STATEMENT OF CASH FLOWS (TOPIC 230): CLASSIFICATION
OF CERTAIN CASH RECEIPTS AND CASH PAYMENTS

• Classified on the basis of the related insurance coverage

Proceeds from the Settlement of Insurance Claims:

• Investing
• Cash payments – investing, operating or a combination

Proceeds from the Settlement of Corporate-Owned Life Insurance Policy:

• Cumulative Earnings Approach: Operating (exception for excess distributions – investing – see 
Standard for full description of scenario)

• Nature of the Distribution Approach: nature of the activity that generated the distribution –
operating or investing

Distributions from Equity Method Investees:

ASU 2016-18, STATEMENT OF CASH FLOWS (TOPIC 230): RESTRICTED 
CASH

• Requires statement of cash flows to include the change in restricted cash or cash equivalents.

• Transfers between cash, cash equivalents and restricted cash or restricted cash equivalents 
are not part of operating, investing, or financing activities, and those transfers are not 
reported as cash flow activities.

• Additional requirements:

• Information about the nature of restrictions on an entity’s cash, cash equivalents, and amounts generally 
described as restricted cash or cash equivalents.

• When presented in more than one line item in the statement of financial position, disclosure of the line items 
and amounts of cash, cash equivalents, and amounts generally described as restricted cash or restricted 
cash equivalents (either presented on the face of the statement of cash flows or in the notes to the financial 
statements), disaggregated by line item and totaling the amount reported for total cash and cash 
equivalents on the statement of cash flows.
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ASU 2018-13
• Disclosure Framework – Changes to the Disclosure 

Requirements for Fair Value Measurement

• Applicability: 

• This update applies to all entities that are currently 
required to disclose information about recurring or 
nonrecurring fair value measurements.

• Effective Date:

• The ASU is effective for all entities for fiscal years 
beginning after December 15, 2019, including interim 
periods therein. Early adoption is permitted.

Applied prospectively for only the most 
recent interim or annual period 
presented in the initial fiscal year of  
adoption. 

All other amendments should be applied 
retrospectively to all periods presented 
upon their effective date. 

Early adoption permitted to remove or 
modify disclosures immediately and 
delay adoption of  the additional 
disclosures until their effective date. 

FAIR VALUE DISCLOSURES
Major Provisions:

• Changes in unrealized gains and 
losses;

• The range and weighted average 
of significant unobservable inputs 
used to develop Level 3 fair value 
measurements;

• The narrative description of 
measurement uncertainty.
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ELIMINATED FAIR VALUE DISCLOSURES

The amount of, and reasons for, 
transfers between Level 1 and Level 

2 of the fair value hierarchy.

The policy for timing 
of transfers between levels.

The valuation process for 
Level 3 fair value measurements.

For nonpublic entities, the changes in 
unrealized gains and losses for the 

period included in earnings for 
recurring Level 3 fair value 

measurements held at the end of the 
reporting period.

**NFPs with conduit debt are NOT scoped into the public entity changes in this standards

MODIFIED FAIR VALUE DISCLOSURES

• In place of a rollforward for Level 3 fair value measurements, a nonpublic 
entity is required to disclose transfers into and out of Level 3 of the fair value 
hierarchy and purchases and issues (separately) of Level 3 assets and 
liabilities.

• For investments in entities that calculate net asset value, an entity is required to 
disclose the timing of liquidation of an investee’s assets and the date when 
restrictions for redemption might lapse only if the investee has communicated 
the timing to the entity or it has been publicly announced.

• Clarification that the measurement uncertainty disclosure is to communicate 
information about the uncertainty in measurement at the reporting date.
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NEW FAIR VALUE DISCLOSURES

NOT REQUIRED FOR NONPUBLIC ENTITIES
The changes in unrealized gains and losses for the period included in other 
comprehensive income for recurring Level 3 measurements held at the end of the 
reporting period.

The range and weighted average of significant unobservable inputs used to develop 
Level 3 fair value investments. For certain unobservable inputs, an entity may disclose 
other quantitative information in lieu of the weighted average if it would be a more 
reasonable and rational method to reflect the distribution of unobservable inputs 
used to develop Level 3 measurements.

GASB UPDATES
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GASB UPDATE

GASB 
Statement 

No.
Topic Effective Date

GASB 87 Leases FY Beg After 6/15/21*

GASB 89 Capitalized Interest FY Beg After 12/15/20*

GASB 91 Conduit Debt FY Beg After 12/15/21*

GASB 96 Subscription-Based IT 
Arrangements FY Beg After 6/15/22

GASB 97 Component Units FY Beg After 6/15/21

*Effective dates were delayed by GASB 95

GASB 89 - CAPITALIZED INTEREST

GASB 89:  Accounting for Interest Cost Incurred Before the End of a Construction Period

Effective for reporting periods beginning after 
December 15, 2020

Simplified financial reporting

Construction-period interest cost should be accounted for as 
an outflow of resources (expense/expenditure) in the period 
in which it is incurred (i.e. no more capitalized interest)

Requirements applied prospectively
Do not restate prior years’ capital assets
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GASB 91 - CONDUIT DEBT

GASB 91:  Conduit Debt Obligations

Defines conduit debt obligations and establishes related standards for recognition
Conduit Debt – has ALL of the following:
• At least 3 parties involved – Government Issuer, 3rd party obligor (borrower), debt 

holder/trustee
• Issuer and obligor(s) not within same reporting entity
• Debt obligation not a parity bond; not cross-collateralized
• Obligor(s) ultimately receives proceeds and primarily obligated for debt
• Issuer has “limited commitment” to repay debt

Effective for reporting periods beginning after 
December 15, 2021

SUBSCRIPTION-BASED IT 
ARRANGEMENTS

GASB 96
GASB Statement No. 96 provides guidance for subscription-based information 
technology arrangements (SBITAs) based on the standards established in 
Statement 87, Leases

Defines a SBITA as a contract that conveys control of the right to use a SBITA 
vendor’s IT software, alone or in combination with tangible capital assets (the 
underlying IT assets), as specified in the contract for a period of time in an 
exchange or exchange-like transaction 

Requires recognition of a right-to-use subscription asset—an intangible asset—
and a corresponding subscription liability 

Effective for fiscal years beginning after June 15, 2022
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GASB 97 - COMPONENT UNITS

• For purposes of determining whether a PG is financially accountable for a potential component 

unit the absence of a governing board should be treated the same as the appointment of a 

voting majority of a governing board if the PG performs the duties that a governing board 

typically performs. 

 Appointment of a voting majority is a criterion in existing standards used to determine whether a legally 

separate entity should be incorporated into the government’s financial statements. 

 Does not apply to defined contribution pension plan, a defined contribution OPEB plan, or other employee 

benefit plan.

The CU determination provisions are effective immediately. Other provisions 
are effective for reporting periods beginning after June 15, 2020

GASB 84 – FIDUCIARY ACTIVITIES
• Establishment of four fiduciary funds that should be reported

Effective for periods beginning after 
December 15, 2019

(Delayed one year by GASB 95)

Retroactive application, unless not practical, 
then a cumulative effect adjustmentPension 

(and other 
benefit) 

trust funds

Investment 
trust funds

Private-
purpose 

trust funds

Custodial 
funds
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FIDUCIARY FUNDS

For benefit of others

FIDUCIARY FUNDS

For benefit of others
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FIDUCIARY FUNDS

i.e. Single employer plan 
with a separate trust

GASB 88 – DEBT
Debt – a liability that arises from a contractual obligation:

• To pay cash (or other assets that may be used in lieu of payment 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:

• Most leases

• Accounts payable

Leases that are financed purchases are debt

Effective for periods beginning after 
June 15, 2019

(Delayed one year by GASB 95)
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DEBT DISCLOSURES

Summarized, not detailed, information on:
• Amount of unused lines of credit
• Assets pledged as collateral for debt
• Terms specified in debt agreements relate to significant:

• Events of default with finance-related consequences or termination events with finance-related 
consequences

• Subjective acceleration clauses

Debt disclosures in the following categories:
• Direct borrowings and direct placements of debt
• Other debt

LEASE ACCOUNTING

45
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THE BASICS

GASB Statement No. 87: Leases and FASB Accounting Standards Update No. 2016-02, 

Leases (Topic 842) are part of a global change to improve accounting and financial 

reporting for leases.

Implementation of both standards were delayed during 2020, current dates:

• GASB-87 - fiscal years beginning after June 15, 2021

• ASC 842 - Private companies and private not-for-profits - fiscal years beginning after Dec. 

15, 2021, and interim periods with fiscal years beginning after Dec. 15, 2022

*Early adoption permitted under both standards

NEW DEFINITIONS OF LEASES

GASB 87
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.

FASB ASC 842

A contract, or part of 
a contract, that 

conveys the
right to control the use 
of an identified asset 

for
a period of time in 

exchange for 
consideration.

47

48



10/27/2021

25

WHAT’S NOT A LEASE?
FASB ASC 842 excludes:

• Intangible assets
• Leases to explore for or use minerals, oil, natural 

gas, and similar resources
• Biological assets
• Inventory
• Assets under construction
• Provides exceptions for short term, cancellable 

and insignificant amounts

GASB-87 EXCEPTIONS FROM LEASE ACCOUNTING

• Leases for intangible assets
• Biological assets / timber / living plants or animals
• Inventory
• Supply agreements such as power purchase agreements that do not convey control of the 

right to use the underlying asset (generating facility).
• Service Concession Arrangements
• Leases where underlying asset is financed with conduit debt unless asset and conduit debt are 

reported by lessor
• Ownership transfers without termination options = financed sales
• Leases that are investments – limited disclosure

Provides similar exclusions for short term, cancellable and insignificant leases

49
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IDENTIFYING LEASE CONTRACTS

Review of Operations:

• Understand the types of agreements that exist in various departments

• Review expense activity in the general ledger

• Consider areas where arrangements exist that may be leases

Gather potential lease contracts:

• Contracts that are known leases

• Amendments to contracts

• Contracts that are potential leases

IDENTIFYING LEASE COMPONENTS

• Land

• Easements

• Building/real estate

• Other assets

Contracts with more than one leased 
asset, such as:

• Lease components (payments specific for use of controlled asset).

• Non-lease components – provides another good/service, such as 
maintenance.

• Not components – does not represent goods/services being transfer, 
such as taxes and insurance.

Disaggregate components:

51
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EMBEDDED LEASES

Leases contained within larger arrangements, such as:

• Right to use equipment with purchase of reagents

• Cloud-computing agreement that provides the hospital a single dedicated server 
to ensure HIPPA regulations are met

Lease and nonlease components should be identified and accounted for separately by 
allocating the contract price, if practicable.

EMBEDDED LEASES

Identify the lease / non-lease 
components:

• Maintenance;
• Security;
• Utilities;
• Supplies

Maximize information that is 
known (observable) – from 

similar contracts:

If unobservable – estimate –
use professional judgment – but 

document.

If still not practicable –
incorporate as part of the 

lease (single lease component).

GASB Leases IG (2019-3)        
4 step process on identifying 
components can be applied
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DETERMINING CLASSIFICATION

ASC Topic 842 establishes 2 classifications for leases:

• Operating type leases – previously operating leases
• Finance type leases – previously capital leases

GASB 87 uses a single model which excludes transactions where ownership transfers

• Transactions accounted for as capital leases become a financed purchase of the 
underlying asset 

• No change in “debits and credits accounting” however no longer considered leases for 
reporting purposes

DETERMINING CLASSIFICATION - FASB

Financing lease if it meets any of the following:

1. Ownership transfer by the end of the lease term.

2. Option to purchase the underlying asset that lessee is reasonably 
certain to exercise.

3. Lease term is a major part of the remaining economic life of the 
underlying asset.

4. Present value of the lease payments equals or exceeds substantially 
all of the fair value of the underlying asset.

5. NEW: Underlying asset is specialized in nature that it is expected to 
have no alternative use at the end of the lease term.
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STEP 1
DEFINE LEASE PERIOD

Lease period:

• Noncancellable period

• Renewal options

• Termination options

• Extensions controlled by lessor

WHAT TO USE OPERATION

Noncancelable period PLUS

Does the lessee have an option to extend? PLUS

ALL OF THESE MUST BE 
REASONABLY CERTAIN 

(MORE THAN PROBABLE)

Does the lessee have an option to terminate the 
lease, but is choosing not to?

PLUS

Does the LESSOR have an option to extend the 
lease?

PLUS

Does the LESSOR have an option to terminate the 
lease, but is choosing not to?

EQUALS

LEASE TERM

CAUTION: Periods where BOTH lessee and lessor have option to terminate or 
extend without permission of other party are excluded from lease term!!

LEASE TERM CALCULATION

57
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DEFINING THE LEASE PERIOD

Decision points:

• Determine reasonably certain of exercising renewal and 
termination options:

• Higher threshold of certainty to exercise

• Projected future needs

• Recoup investment in leasehold improvements

• Termination costs

• Business interruptions

• Practical expedient to exclude short-term leases (less than 
12 months).

STEP 2 –
DEFINE LEASE PAYMENT

Identify payments:

• Fixed payments
• Escalations, including index adjustments
• Residual value guarantees
• Nonrefundable deposits
• Prepayments
• Lease incentives

• Leasehold improvements owned by lessor
• Lessor payments for improvements owned by lessee
• Lessor paying off form lease

• Termination costs
• Purchase options
• Initial direct costs

59
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DEFINE LEASE PAYMENT

ESCALATION 
CLAUSES

Includes increases 
based on indexes.

Excludes variable payments 
not dependent on index or 
rate, such as percentage of 

sales, unless the sales 
volume payment has a floor.

INITIAL 
DIRECT COSTS

Includes commissions and 
payments to existing tenants 

to incentivize termination.

Excludes legal costs, 
costs to negotiate, etc.

DEFINE LEASE PAYMENT

Decision Points:

• Whether to elect practical expedient to combine lease 
and non-lease components (available for FASB, not 
GASB).

• Estimate residual value guarantee.

• Determine reasonable certainty of exercising purchase 
options or termination clauses.

• Evaluate whether to combine leases (such as land or 
easements with building leases).

61
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LEASE COMBINATIONS
Combinations are similar to components:

• Contracts agreed to:

• At the same (or near the same time).

• With the same lessor / lessee.

• Could result in one lease contract if either is met:

• Contract is negotiated as a package (e.g. 5 separate office 
spaces with government).

• Amount paid in one contract depends on the price or 
performance of other contract (e.g. all spaces are all similarly 
priced).

Contract is then combined, but still subject to components 
guidance:

• 5 separate office spaces instead of one – but one leasing 
contract.

• Could still have separate maintenance components on each or 
only on some.

STEP 3 – DETERMINE DISCOUNT RATES

Implicit rate under the lease (required if 
determinable)

Incremental borrowing rate

Risk-free rate (FASB – nonpublic 
companies only)
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SETTING THE 
DISCOUNT RATE –

GASB

• Every government will be different – but use 
the following guidelines:

• Choose an interest rate methodology that can 
be easily replicated, for example:

• Review Bond-Buyer bond index for your rating

• US Treasury State and Local Gov’t Securities 
index, adjusted for credit rating

• Involve your treasurer / finance team

• Document! Document! Document!

• If you know the fair value of the underlying 
leased assets, you can impute

• Caution – consider asset life – if the lease 
term is not the entirety of the useful life of 
the asset, imputation may not work

STEP 4 - CALCULATING THE LIABILITY

FASB

Lessees will initially record:

• The lease liability - measured as the present value of the lease payments based on 

the determined discount rate. 

• The right-of-use asset - measured as the lease liability plus prepaid lease payments 

and any initial direct costs incurred by the lessee less incentive received.

65
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STEP 4 - CALCULATING THE LIABILITY (FASB)

Lessees will subsequently record:
• Finance lease liabilities - reduced by the difference between the interest incurred and the lease payments for the 

period. 

• Finance lease right-of-use assets - reduced through straight-line amortization.

• Finance lease costs are recognized separately in the income statement as interest expense and amortization 
(depreciation) expense.

• Operating lease liabilities - subsequently measured by the present value of the remaining lease payments. 

• The operating lease right-of-use assets - subsequently measured at the lease liability adjusted for any prepaid or 
accrued lease payments, remaining lease incentive, unamortized initial direct costs and impairment. 

• Operating lease costs are recognized as a single lease cost in the income statement, generally on a straight-line 
basis, similar to the expense recognition under current guidance.

STEP 4 - CALCULATING THE LIABILITY

FASB

To summarize:

Financing*
Most equipment and vehicles

Operating*
Most land and/or buildings

I/S Approach
• Amortization expense (asset)
• Interest expense (liability)

I/S Approach
• Rent expense (amortization + interest)
• Straight-line basis

SCF Approach
• Cash paid for principal and interest

(Financing Activities)

SCF Approach
• Cash paid for lease

(Operating Activities)

* Both types require an asset and liability on the balance sheet
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GASB – LESSEE RECOGNITION AND MEASUREMENT

Lease asset = 

Initial lease 
liability + 

prepayments 
less lessor 
incentives

Lease asset amortized 
using a systematic and 
rational basis over the 

shorter of:

the useful life 
of the 

underlying 
asset; or 

the lease term.

Amortization is based on 
lessee’s depreciation 

policy if the lease 
transfers ownership or if a 

purchase option is 
determined to be probable

of being exercised:

Amortization 
of the lease 

asset classified 
as 

amortization 
expense.

Amortization 
of the discount 

is interest 
expense in 

statement of 
activities.

Can be amortized straight-line or effective interest

DEBITS AND CREDITS ON ONE SHEET - GASB

Party Assets Liabilities
Deferred Inflow of 
Resources

Initial 
Reporting

Lessee
Intangible asset (lease liability + 
prepayments + initial direct costs 
placing asset into use)

Present value of 
future lease 
payments (fixed, 
variable, including 
guarantees etc.)

None

Lessor
Lease receivable, capital asset 
remains on books

Should be none

Lease receivable + 
cash that relates to 
future period (e.g. last 
month’s rent)

Subsequent 
Reporting

Lessee
Amortize intangible over shorter of 
useful life or term of lease

Reduce by lease 
payments (effective 
interest)

None

Lessor

Depreciate capital asset unless 
required to be returned in original 
or better condition
Reduce receivable, taking into 
account accrued interest

Should be none

Recognize revenue in 
effective interest 
method (systematic & 
rational)
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EXAMPLE 

• Lease term – 3 years (no renewal 
option)

• Purchase option – None
• Annual rent payments $2,000, paid in 

arrears – No Escalation
• Interest rate – 7%
• Residual value guarantee – None
• Present value of future payments -

$5,249 

Lessee 
enters into 

an 
equipment 
lease with 

Lessor

EXAMPLE – FINANCE – AMORTIZATION SCHEDULE

Right-Of-Use Asset

Beginning Ending

Period Date Year Asset Amortization Asset

1 12/31/2016 2016 5,249 1,750 3,499 

2 12/31/2017 2017 3,499 1,750 1,750 

3 12/31/2018 2018 1,750 1,750 0

Lease Obligation Expense
Beginning Ending

Obligation Payment Principal Interest Obligation Amortization Interest Total

5,249 2,000 1,633 367 3,616 1,750 367 2,117 

3,616 2,000 1,747 253 1,869 1,750 253 2,002 

1,869 2,000 1,869 131 0 1,750 131 1,881 
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EXAMPLE – OPERATING – AMORTIZATION SCHEDULE

Right-Of-Use Asset
Beginning Ending

Period Date Year Asset Amortization Asset

1 12/31/2016 2016 5,249 1,633 3,616 

2 12/31/2017 2017 3,616 1,747 1,869 

3 12/31/2018 2018 1,869 1,869 0

Lease Obligation LEASE Expense
Beginning Ending

Obligation Payment Principal Interest Obligation Amortization Interest Total

5,249 2,000 1,633 367 3,616 1,633 367 2,000 

3,616 2,000 1,747 253 1,869 1,747 253 2,000 

1,869 2,000 1,869 131 0 1,869 131 2,000 

TRANSITION CONSIDERATIONS - FASB

RETROSPECTIVELY TO EACH 
PRIOR REPORTING PERIOD:

• Cumulative effect recognized at 
beginning of earliest period presented;

• Application date later of beginning of 
earliest period or commencement date of 
lease;

• Adjust comparative amounts disclosed for 
each period.

RETROSPECTIVELY AT 
BEGINNING OF PERIOD OF 

ADOPTION: 
• Cumulative-effect adjustment through 

retained earnings;

• Application date beginning of reporting 
period of adoption;

• Comparative periods use Topic 840 
disclosures.

ASC 842-10-65: Transition (Focus on Lessee Transition)

Transition Date Options:
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TRANSITION CONSIDERATIONS - FASB

Transition Expedients (ASC 842-10-65):

• Package of Expedients for existing or expired leases – must be elected 

collectively:

Do not need not reassess:

1) Whether contracts contain leases

2) Lease classification – operating vs capital (financing)

3) Initial direct costs

• Use hindsight in determining the lease term for extension option and purchase 

options and in assessing impairment of ROU asset

TRANSITION CONSIDERATIONS - FASB

Accounting Policy Elections:

 No separation of lease and nonlease components

 Exclude short-term leases (12 months or less)

 Use of risk-free rate (private companies only)
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GASB KEY POINTS OF FOCUS 
(FOR LESSEES)

• Transition provisions really need to be 
thought about:

• Leases are recognized and measured 
using the same facts and circumstances 
as of the beginning of period of 
implementation:

• Key will be measuring the assets / 
liabilities as of day zero – many leases 
are paid as of the first day of the month!

TRANSITION CONSIDERATIONS - GASB

It’s Fully Retroactive!
• Leases are recognized using the facts and circumstances at the date of transition 

(beginning of period of implementation)
• If you have comparative financial statements – need to go back to earliest period 

(MD&A requires 3 years)

Implementation Guide 2019-3 guidance:

• Existing operating lease – need to go back to inception?

• No measure going forward from implementation. (Q4.76)

• Existing capital lease – adjust existing balances?

• Remeasure liability and adjust asset to that amount. (Q4.77)
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RELATED PARTY CONSIDERATIONS - FASB

Related party leases:

• Recognition and measurement requirements on the basis of legally 

enforceable terms and conditions of the arrangement.

• Should be the same classification and accounting as unrelated 

parties.

RELATED PARTY CONSIDERATIONS - GASB

• Leases between related parties

• Separately issued financial statements – same accounting and 
financial reporting as under GASB-87

• Exception when it is clear that terms and conditions are discounted 
due to the relationship of the parties (e.g. ‘sweetheart deals..’)

• Recognize substance over form – may commonly see it in short-
term leases

• Disclose relationship between parties
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LEASES WITHIN REPORTING ENTITIES - GASB

When lessee or lessor is a component unit, GASB-87 may not apply, instead:

• If lessor is a blended component unit 

• Debt and assets are reported as the primary government’s debt and assets

• debt service activity of lessor reported as debt service of primary government

• If lease is between blended component units (eliminations are required)

• Eliminations are made prior to financial statements of the blended component units being presented 

with those of the primary government

• Remaining cash payments between component units are inflows / outflows of resources

• If lease is between the primary government and discretely presented component units (or between them)

• Treat the same as other leases

• Do not combine receivables / payables to amounts due from / to component units

• Do not combine with other leases outside of reporting entity

APPLYING CAPITALIZATION POLICY

Can a capitalization threshold be used?

GASB guidance:
• Implementation Guide 2019-3: Yes, but consider significance of both asset and liability, individually and in 

aggregate (Q4.23)

FASB guidance
• Yes. Paragraph BC122 of ASU 2016-02 states, in part:[E]ntities will likely be able to adopt reasonable 
capitalization thresholds below which lease assets and lease liabilities are not recognized, which should reduce 
the costs of applying the guidance. An entity’s practice in this regard may be consistent with many entities’ 
accounting policies in other areas of GAAP (for example, in capitalizing purchases of property, plant, and 
equipment).
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OTHER QUESTIONS TO ASK

Will implementation of the new lease standard impact my bond or 
debt covenants? 
• Review agreements for potential impacts (restrictions on new debt, debt to equity and other 

balance sheet ratios)

• Talk to lenders now

Do I need to consider software? 

• Consider the quantity of leases – 25 is rule of thumb 

• Consider the complexity of leases

• Consider the capacity of accounting and finance team 

WHAT DO I NEED TO DO NOW?

Review your policies, procedures and controls to identify leases, rental and service 
contracts – involve the whole team

Perform a review of the contracts to determine if they need to be accounted for 
differently 

Review your debt covenants

Consider whether rule changes will affect lease vs buy decisions or negotiations 
of lease terms

Specifically review related party agreements
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This presentation is presented with the understanding that the information contained does not constitute legal, accounting or other professional advice. It is not intended to be responsive to any individual situation or concerns, 
as the contents of this presentation are intended for general information purposes only. Viewers are urged not to act upon the information contained in this presentation without first consulting competent legal, accounting or other 
professional advice regarding implications of a particular factual situation. Questions and additional information can be submitted to your Eide Bailly representative, or to the presenter of this session. 

QUESTIONS?

THANK YOU!

Tyler Bernier, CPA, FHFMA
Partner

tbernier@eidebailly.com
405.594.2006

85

86



10/27/2021

44

eidebailly.com

Find us online:
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