
GASB STATEMENT NO. 87, 
LEASES
Disclaimer: This tool is designed to assist and guide you on the determination and treatment of 
leases under Governmental Accounting Standards Board (GASB) 87. The conclusions here do 
not constitute formal accounting advice. Please consult with your external auditor.

Overview of Statement No. 87 

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. 

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 and “all 

reporting periods thereafter.” 

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 and will be recognized on the Statement of Net Position, unless 

they are scoped out of the Statement. Refer to the flow chart for further analysis 

as it pertains to the scoping of certain items.

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.
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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 statements will be expanded to include a description of the leasing arrangements, 

the amount of lease assets recognized, and 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. 
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Is there a right-of-use asset in a contract?  
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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.
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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 where leases may exist include, 

the Sheriff’s Department (leased vehicles), Town Library (computers and printer leases), as well as other 

business type entities that may have cell phone tower leases. Additionally, discussing with the Government’s 

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 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 

early on in your annual reporting cycle. 

Engage Bonadio to assist with implementation—Bonadio has software which will assist in determining the 

overall impact and journal entries associated with the various lease arrangements. As part of this software, 

the lease calculation will be generated from various inputs that will be determined through collaboration. 

The use of the software will help in determining the appropriate inputs, as well as assisting on the overall 

calculation and impact of the new GASB 87 standard. 
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