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GREATER WASHINGTON SOCIETY OF CPAs

January 6, 2017

Wendy Payne, Executive Director

Federal Accounting Standards Advisory Board
Mail Stop 6K17V

441 G Street, NW — Suite 6814

Washington, DC 20548

Dear Ms. Payne:

The Greater Washington Society of Certified Public Accountants (GWSCPA) Federal Issues and
Standards Committee (FISC) appreciates the opportunity to provide comments on the Federal Accounting
Standards Advisory Board’s (FASAB) Exposure Draft (ED) on the proposed Statement of Federal
Financial Accounting Standards (SFFAS), Leases: An Amendment of SFFAS 5, Accounting for Liabilities
of the Federal Government and SFFAS 6, Accounting for Property, Plant, and Equipment.

The GWSCPA consists of approximately 3,300 members, and the FISC includes nearly 30 GWSCPA
members who are active in financial management, accounting, and auditing in the Federal sector. We
sincerely appreciate the opportunity by the Board to share our views, and the hard work and dedication by
the Board Members and Staff on their contributions to improving federal financial reporting.

Our responses to the ED questions are included below.

Q1. The Board is proposing to define a lease as a contract or agreement that conveys the right to use a
nonfinancial asset (the underlying asset) for a period of time in an exchange transaction. The
current lease standards, Statement of Federal Financial Accounting Standards (SFFAS) 5,
Accounting for Liabilities of the Federal Government, and SFFAS 6, Accounting for Property,
Plant, and Equipment, do not specifically define a lease. SFFAS 5 and SFFAS 6 only define a
capital lease as a "lease that transfers substantially all the benefits and risks of ownership to the
lessee.” The Board believes that the more concise definition being proposed is broad enough to
capture the diversity of federal leasing activities. The proposed lease definition is presented in
paragraph 9 and further explained in paragraph A15.

Do you agree or disagree with the proposed definition of lease presented in paragraph 9 and further
explained in paragraph A15? Please provide the rationale for your answer.

Al. The FISC agrees with the proposed definition of leases presented in the ED. We suggest that the

Board consider adding an example of what is meant by “intangible assets,” which is one of the
‘non-financial asset” examples in footnote 3 on page 11 of the ED.
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The Board is proposing that the lease term be determined as the period during which a lessee has a
noncancelable right to use an underlying asset (referred to as the noncancelable period) plus each
option period if it is probable, based on all relevant factors, that the lessee will exercise that option
to extend the lease. The lease term proposal also provides guidance on the noncancelable period
and on how specific provisions (such as fiscal funding/cancellation clauses and month-to-month
lease holdovers) should be applied. The proposed lease term requirements are presented in
paragraphs 14 - 18 and further explained in paragraphs A16 - A18.

Do you agree or disagree with the proposed guidance on determining the lease term as presented in
paragraphs 14 - 18 and further explained in A16 - A18? Please provide the rationale for your
answer.

The FISC agrees with the proposed guidance in the ED.

The Board is proposing that at the beginning of the lease term, a lessee should recognize a lease
liability and a property, plant, and equipment right-to-use lease asset (the lease asset), except for
intragovernmental and short-term leases. The proposed lease recognition requirements are
presented in paragraph 19.

Do you agree or disagree with the proposed lessee recognition of a lease at the beginning of the
lease term as presented in paragraph 19? Please provide the rationale for your answer.

The FISC agrees with the proposed lease recognition of a lease at the beginning of the lease term
included in the ED.

The Board is proposing that a lessee should measure the lease liability initially at the present value
of payments to be made for the lease term. In addition, the measurement of the lease liability should
include the several types of payments that might be required by a lease. The proposed lease liability
measurement and recognition requirements are presented in paragraphs 21- 29 and further
explained in paragraphs A20 - A21.

Do you agree or disagree with the proposed lessee measurement and recognition of the lease
liability as presented in paragraphs 21 - 29 and further explained in paragraphs A20 - A21? Please
provide the rationale for your answer.

The FISC agrees with the proposed lessee measurement and lease liability recognition guidance
included in the ED.

The Board is proposing that the future lease payments should be discounted using the rate the lessor
charges the lessee, which may be the interest rate implicit in the lease. If the rate cannot be
reasonably estimated by the lessee, the lessee's incremental borrowing rate (the estimated rate that
would be charged for borrowing the lease payment amounts for the lease term) should be used. The
specific proposed requirement is presented in paragraph 23.
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A. Do you agree or disagree that the rate the lessor charges the lessee, which may be the interest
rate implicit in the lease, should be used to measure the future lease payments as presented in
paragraph 23? Please provide the rationale for your answers.

B. Do you agree or disagree that the lessee's incremental borrowing rate should be used to
measure the future lease payments when the lessor rate cannot be reasonably estimated by the
lessee as presented in paragraph 23? Please provide the rationale for your answers.

The FISC generally agrees with the provisions of paragraph 23. Some FISC members expressed
concerns that the calculation of the lessee’s incremental borrowing rate may be complicated and
require a considerable amount of time for the preparer community to apply the Treasury yield curve
and support these estimates with a tool to model each of the agency’s leases. In addition, there is
no requirement in paragraph 23 for a preparer to determine the difference between the lessor’s rate
and the lessee’s incremental borrowing rate. In instances in which a difference between the two
rates results in a significant difference in the calculation of the future lease payments, it is not clear
whether the agency should use the lesser of the two calculations, or if the Board’s intention is that
the lessor’s borrowing rate is the most informative rate.

The Board is proposing that the lessee should remeasure the lease liability at subsequent financial
reporting dates if certain changes have occurred and are expected to significantly affect the amount
of the lease liability. The Board is also proposing that the lease asset should generally be adjusted
by the same amount when the corresponding lease liability is remeasured based on those changes.
Additionally, if the change reduces the carrying value of the lease asset to zero, any remaining
amount should be reported in the flows statement as a gain. The proposed lessee requirements for
remeasurement are presented in paragraphs 25 - 29, 33, and further explained in paragraph A19.

A. Do you agree or disagree with the circumstances when the lessee must remeasure the lease
liability as presented in paragraph 25? Please provide the rationale for your answer.

B. Would the requirements triggering remeasurement cause undue costs? Please provide the
rationale for your answer.

C. Do you agree or disagree with the effect of the remeasurement on the carrying value of the
lease asset as presented in paragraph 33 and further explained in paragraph A19? Please
provide the rationale for your answer.

The FISC generally agrees with the remeasurement considerations in the ED. Some FISC members
expressed concerns that the circumstances for remeasurement in paragraphs 25b through 25e are
not as objectively determined as the lease reassessment, modification, or termination circumstance
in paragraph 25a. Therefore, providing sufficient evidence to the auditors that the less objective
circumstances have been considered and concluded on by the preparer at each subsequent financial
reporting date may require undue costs by the preparer and auditor communities.

The Board is proposing that a lessee should measure the lease asset initially as the sum of (1) the
amount of the initial measurement of the lease liability, (2) lease payments made to the lessor at or
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before the beginning of the lease, less any lease incentives received from the lessor, and (3) initial
direct costs that are ancillary charges necessary to place the lease asset into service. The proposed
lessee lease asset measurement and recognition requirements are presented in paragraphs 30 - 34
and further explained in paragraph A22.

Do you agree or disagree with the proposed lessee measurement and recognition of the lease asset
as presented in paragraphs 30 - 34 and further explained in paragraph A22? Please provide the
rationale for your answer.

The FISC agrees with the proposed lessee measurement and recognition of the lease asset guidance
in the ED.

The Board is proposing that at the beginning of the lease term, a lessor should recognize a lease
receivable and deferred revenue, except for intragovernmental and short-term leases. The proposed
requirements for the measurement and recognition of the lessor lease receivable and deferred
revenue are presented in paragraphs 36 - 48 and further explained in paragraphs A23 - A24.

Do you agree or disagree with the proposed lessor measurement and recognition of the lease
receivable and deferred revenue as presented in paragraphs 36 - 48 and further explained in
paragraphs A23 - A24? Please provide the rationale for your answer.

The FISC agrees with the proposed lessor measurement and recognition of the lease receivable and
deferred revenue guidance in the ED.

The Board is proposing to define a short-term lease as a lease that, at the beginning of the lease, has
a maximum possible term under the contract/agreement of 24 months or less, including any options
to extend, regardless of its probability of being exercised. The proposed requirements for the
measurement and recognition of a short-term lease are presented in paragraphs 59 - 61 and further
explained in paragraph A25.

Do you agree or disagree with the proposed definition and measurement and recognition of a short-
term lease as presented in paragraphs 59 - 61 and further explained in paragraph A25? Please
provide the rationale for your answer.

The FISC agrees with the proposed definition and measurement and recognition of short-term
leases in the ED.

The Board is proposing to establish distinct standards for intragovernmental leases. An
intragovernmental lease is a contract or agreement that conveys the right to use an asset (the
underlying asset) for a period of time in exchange for consideration occurring within a
consolidation entity or between two or more consolidation entities as defined under SFFAS 47,
Reporting Entity. The proposed requirements for the measurement, recognition, and disclosure of
intragovernmental leases are presented in paragraphs 75 - 95 and further explained in paragraphs
A26 - A29.
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Do you agree or disagree with the proposed definition, measurement, recognition, and disclosures
of intragovernmental leases as presented in paragraphs 75 - 95 and further explained in paragraphs
A26 - A29? Please provide the rationale for your answer.

The FISC generally agrees with the intragovernmental lease guidance in the ED. The FISC
suggests that the phrase “right to use an asset” in paragraph 75 be replaced with “right to use a non-
financial asset” in order to align with the lease definition in paragraph 9. The FISC also suggests
that a footnote be added to the phrase “a contract or agreement” in paragraph 75 that informs a
reader that “contracts or agreements within or between consolidation entities typically take the form
of a Memorandum of Agreement (MOA), Memorandum of Understanding (MOU), and Military
Interdepartmental Purchase Request (MIPR).” In addition, the FISC suggests that the Board
consider requiring the number of leases by major leased asset category to paragraph 87.

The Board is proposing that leases unexpired at the beginning of the reporting period in which the
standard is implemented be recognized and measured using the facts and circumstances that exist at
the beginning of the reporting period. The proposed implementation requirements are presented in
paragraphs 99 -100.

Do you agree or disagree with the proposed prospective implementation approach as presented in
paragraphs 99 - 100? Please provide the rationale for your answer.

The FISC agrees with the proposed prospective implementation approach in the ED.

The Board is proposing that the requirements of this Statement be effective for reporting periods
beginning after September 30, 2018. The proposed effective date is presented in paragraph 101.

Do you agree or disagree with the proposed effective date as presented in paragraph 101? Please
provide the rationale for your answer.

The FISC agrees with the proposed effective date in the ED.

*kkk*k

This comment letter was reviewed by the members of FISC, and represents the consensus views of our
members.

Very truly yours,

Andrew C. Lewis
FISC Chair





