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MEETING OBJECTIVES
The objective for the February meeting is for staff to gain Board member decisions on
the final six chapters of the GASB Preliminary Views (PV) on Leases based on staff
analysis and recommendations.
BRIEFING MATERIAL
 Staff Memo
 Attachment I: FASAB Review of GASB Preliminary Views on Major Issues
Related to Leases – Chapters 4 – 9 and a copy of the GASB Preliminary Views.
 Appendix A: History of Board Lease Discussions
BACKGROUND
At the December meeting staff presented to the Board proposed guidance for
intragovernmental leases. The proposed guidance included definitions of relevant
terms, as well as specific provisions that address features of leases and is based on the
current FASB operating lease guidance. The Board stressed consistency and the need
for symmetry between the lessee and lessor accounting.
Staff also presented a discussion paper that provided an analysis of the first three
chapters of the GASB Preliminary Views (PV) on Leases so that the Board could
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discuss the GASB concepts as it relates to the development of federal lease standards.
The topics discussed were project objective, project background, applicability, scope,
and lease term.
The GASB preliminary views (PV) document was issued November 11th with comments
requested by March 6, 2015. We plan to prepare an exposure draft based on the GASB
PV. The Board discussed many of the major provisions of the PV during 2013 and early
2014. Attachment I presents the GASB PV as well as a paper identifying areas for
which staff is seeking Board input. For the February meeting, we will focus on the final
six chapters of the PV (Lessee & Lessor Accounting, Short-term Lease Exception,
Lease Terminations & Modifications, Subleases & Leasebacks, and Leases with
Related Parties). Specific questions are posed in the Attachment I paper.
NEXT STEPS
Staff will continue to work with the task force to further develop the intragovernmental
lease standards and the non-intragovernmental lease standards.
MEMBER FEEDBACK
Please contact me as soon as possible to convey your questions or suggestions.
Communication before the meeting will help make the meeting more productive. You
can contact me by telephone at 202-512-7362 or by e-mail at valentinem@fasab.gov
with a cc to paynew@fasab.gov
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FASAB REVIEW OF GASB PRELIMINARY VIEWS ON MAJOR ISSUES
RELATED TO LEASES – CHAPTERS 4 – 9
Chapter 4 – Lessee Accounting
 Recognition and Measurement for Lessees
o The GASB Lease PV (par. 2-6) recognizes a lease liability and an intangible
lease asset at the beginning of a lease, unless it is a short-term lease. At the
beginning of a lease, the lessor makes the underlying asset available to the
lessee by, for example, physically delivering a piece of equipment or providing
access to a building. In those cases, the lessor has given the lessee the
contractual right to use the asset. The [GASB] Board believes that the lessor
relinquishing the right to use the underlying asset in exchange for the lessee’s
contractual agreement to make payments constitutes an exchange transaction
that should be recognized in financial statements.
The [GASB] Board believes that the lessee’s right to use the underlying asset
meets the definition of an asset. The [GASB] Board also believes that the right to
use an underlying asset meets the definition of an intangible asset. The [GASB]
Board believes that the lessee’s obligation to provide consideration to the lessor
(usually in the form of lease payments) meets the definition of a liability.


Staff Analysis: The Board had previously agreed that
intragovernmental and non-intragovernmental lease arrangements
would be accounted for differently. The Board asked staff to use the
GASB proposed lease approach as the foundation for the proposed
accounting for federal non-intragovernmental lease arrangements.
The GASB’s view is that the leased asset is an “intangible right to use
asset” and not a Property, Plant, and Equipment (PP&E) asset. Based
on the Board’s tentative definition of a lease as “a contract or
agreement that conveys the right to use an asset (the underlying
asset) for a period of time in exchange for consideration,”
consideration has to be given whether the leased asset – the right to
use an asset should be considered a PP&E asset or an other asset.
The existing standards (SFFAS 6 Accounting for Property, Plant, and
Equipment) classify capital assets as a PP&E asset.
Although the GASB PV proposes that the underlying asset be
recognized as an intangible asset, FASAB standards do not
specifically require assets to be classified as tangible or intangible.



Staff Recommendation: Staff recommends that the Board propose that
federal lessees of non-intragovernmental lease arrangements
recognize a lease liability and leased asset at the beginning of a lease,
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unless it is a short-term lease. Additionally, to remain consistent with
the existing capital lease standards staff recommends that the right to
use leased asset be classified as a PP&E asset.
Board Question 1: Does the Board agree with staff’s recommendation to propose that
federal lessees of non-intragovernmental lease arrangements recognize a lease liability
and leased asset at the beginning of a lease, unless it is a short-term lease and the right
to use leased asset be classified as a PP&E asset?
************************************************************
 Reporting the Lease Liability
o According to the GASB Lease PV (par. 7-8), a lessee would measure the lease
liability initially at the present value of payments to be made for the lease term.
Measurement of the lease liability would include the several types of payments
that might be required by a lease. The [GASB] Board believes that the types of
payments listed at paragraph 7 are appropriate to include in the initial
measurement of a lease liability because the likelihood of their being paid is
probable. Some of these payments, such as fixed payments, are certain of being
paid. The lease payments that have uncertainty (such as nonbargain purchase
options and termination penalties) would be treated as contingencies and
included if probable.


Staff Recommendation: Staff recommends that the Board adopt
GASB’s PV lessee initial measurement of the lease liability for nonintragovernmental leases at the present value of payments to be made
for the lease term.

Board Question 2: Does the Board agree with staff’s recommendation to adopt
GASB’s PV lessee initial measurement of the lease liability for nonintragovernmental leases at the present value of payments to be made for the lease
term?
************************************************************
o In the GASB PV (par. 9) the [GASB] Board believes that variable payments
that are based on the lessee’s performance or usage (for example, volume of
sales or number of machine hours used) should not be included in the liability,
even if they are probable of being paid, because estimating these amounts
may not be practical. These payments would be recognized as an expense or
expenditure in the period to which they relate. However, variable payments
that are in-substance fixed payments would be included in the liability.


Staff Analysis: Volume of sales may be applicable in the federal
environment with enhanced-use leases, as well as variable payments
based on the lessee’s usage volumes.

o In the GASB PV (par. 10) the future lease payments would be discounted
using the rate the lessor charges the lessee. The [GASB] Board believes that
this is appropriate because it is the rate at which the transaction is made.
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However, if that rate cannot be readily determined by the lessee, the lessee
would be permitted to use its own incremental borrowing rate.


Staff Analysis: SFFAS 5 par. 45 outlines the current guidance related
to calculating the lease liability. “The discount rate to be used in
determining the present value of the minimum lease payments
ordinarily would be the lessee’s incremental borrowing rate unless (1) it
is practicable for the lessee to learn the implicit rate computed by the
lessor and (2) the implicit rate computed by the lessor is less than the
lessee’s incremental borrowing rate. If both these conditions are met,
the lessee shall use the implicit rate. The lessee’s incremental
borrowing rate shall be the Treasury borrowing rate for securities of
similar maturity to the term of the lease.” This language is consistent
with the FASB lease standards in effect when FASAB developed its
standards.
At the March 2014 meeting Chairman Allen stated that it seems
impossible that the federal government’s incremental borrowing rate
would ever be greater than the lessor’s implicit rate. Also, Mr. Dacey
suggested determining the cost differential between the cost of
borrowing at the government’s incremental rate vs. a vendor’s implicit
rate to lease. This cost differential would highlight the cost of leasing
when purchasing is an option.
The GASB PV discount rate approach would be different from the
existing guidance which first calls for the use of the lessee’s
incremental borrowing rate unless the above circumstances apply. The
GASB PV approach first calls for the use of the rate the lessor charges
the lessee, unless that rate cannot be readily determined by the
lessee, then the lessee would be permitted to use its own incremental
borrowing rate.



Staff Recommendation: Staff recommends that the Board adopt
GASB’s PV when calculating the lessee future lease payments by
using the rate the lessor charges the lessee, unless that rate cannot be
readily determined by the lessee, then the lessee would be permitted
to use its own incremental borrowing rate.

Board Question 3: Does the Board agree with staff’s recommendation to adopt
GASB’s PV when calculating the lessee future lease payments by using the rate the
lessor charges the lessee, unless that rate cannot be readily determined by the
lessee, then the lessee would be permitted to use its own incremental borrowing
rate?
************************************************************
o In the GASB PV (par. 11) at subsequent financial reporting dates, the lessee
would calculate the amortization of the discount on the liability and report that
amount as interest expense (or expenditure, as appropriate) for the period.
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Any payments made would be allocated first to the accrued interest expense
and then to the lease liability.


Staff Analysis: The current capital lease standards state that the
interest method be used to calculate the amortization of discount on
the lease liability. Although, the GASB PV states that “any payments
made would be allocated first to the accrued interest expense and then
to the lease liability,” the PV is still advocating the interest method of
amortization for the lease liability.



Staff Recommendation: Staff recommends that the Board also
proposed that the interest method of amortization be used to calculate
the amortization of the discount on the lease liability and that the
interest method be specifically mentioned.

Board Question 4: Does the Board agree with staff’s recommendation to proposed
that the interest method of amortization be used to calculate the amortization of the
lease liability between principal and interest and that the interest method be
specifically mentioned?
************************************************************
o In the GASB PV (par. 12) at subsequent financial reporting dates, the lessee
would consider remeasurement of the lease liability if certain changes have
occurred, unless the result of the change is not expected to be significant.
These changes would impact either the amount of payments to be made or
the amount of interest expense to be recognized, or both. Therefore, it is
appropriate that the lessee consider if remeasurement is necessary to reflect
those changes.
In the GASB PV (par. 13) at subsequent financial reporting dates, the lessee
would consider reassessment of the discount rate used to measure the lease
liability if certain changes have occurred. These changes would alter the
character of the lease such that the discount rate implicit in the lease would
be different. If the lessee uses the discount rate implicit in the lease to
measure its lease liability (rather than its incremental borrowing rate), it would
be appropriate to remeasure the lease liability using a revised rate. If the
lessee uses its incremental borrowing rate, reassessment of that rate also
would be appropriate because the incremental rate may be different under
certain circumstances.


Staff Analysis: Staff agrees with GASB’s requirements for the
remeasurement of the lease liability and reassessment of the discount
rate used to measure the lease liability for non-intragovernmental
leases.



Staff Recommendation: Staff recommends that the Board adopt
GASB’s PV requirements for the remeasurement of the lease liability
4
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and reassessment of the discount rate used to measure the lease
liability for non-intragovernmental leases.
Board Question 5: Does the Board agree with staff’s recommendation to adopt
GASB’s PV requirements for the remeasurement of the lease liability and
reassessment of the discount rate used to measure the lease liability for nonintragovernmental leases?
************************************************************
 Reporting the Lease Asset (GASB PV par. 14 -21)
o A lessee would initially measure the lease asset as the sum of the following:
a. The amount of the initial measurement of the lease liability.

b. Lease payments made to the lessor at or before the beginning of the lease,
less any lease incentives received from the lessor
c. Initial direct costs that are ancillary charges necessary to place the asset
into service.
The [GASB] Board believes that measuring the lease asset based on the
amount of the lease liability is consistent with the requirement to measure a
capital asset at historical cost. Payments made prior to the measurement of
the liability also would be included in the cost of the asset. Ancillary charges
necessary to place an asset into service would be capitalized as they would
be for any other capital asset. The [GASB] Board believes that governments
would be able to differentiate the various initial direct costs associated with a
lease by considering how those costs would be treated in the financed
purchase of a capital asset.
The lease asset generally would be amortized in a systematic and rational
manner over the shorter of the lease term or the useful life of the underlying
asset. This would be the case even if the underlying asset is a
nondepreciable asset, such as land. The amortization would represent the
use of the service capacity of the right to use the underlying asset, which
generally occurs through the passage of the time for which that right is
granted. The amortization of the lease asset would be reported as
amortization expense, which may be combined with depreciation expense
related to other capital assets for financial reporting purposes.


Staff Analysis: Staff agrees with GASB’s requirements for the initial
measurement of the lease asset and the amortization of that leased
asset for non-intragovernmental leases.



Staff Recommendation: Staff recommends that the Board adopt
GASB’s PV requirements for the initial measurement of the lease asset
and the amortization of that leased asset for non-intragovernmental
leases.
5
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Board Question 6: Does the Board agree with staff’s recommendation to adopt
GASB’s PV requirements for the initial measurement of the lease asset and the
amortization of that leased asset for non-intragovernmental leases?
************************************************************
According to the GASB PV, if the lease contains a nonbargain purchase option that the
lessee has determined is probable of being exercised, the lease asset would be
amortized over the useful life of the underlying asset. In this case, the lessee expects to
purchase the underlying asset itself and, therefore, would depreciate the underlying
asset as if it were owned from the outset. If that purchase option is probable of being
exercised and the underlying asset is not depreciable, the lease asset would not be
amortized.
 Staff Analysis: Although purchase options are a rarity when GSA is the
lessee, other federal lessees may enter into purchase option leases.
Staff agrees with the GASB PV requirements for leases that contain a
nonbargain purchase option that the lessee has determined is
probable of being exercised – the lease asset would be amortized over
the useful life of the underlying asset.


Staff Recommendation: Staff recommends that the Board adopt the
GASB PV requirements when the lease contains a nonbargain
purchase option that the lessee has determined is probable of being
exercised, the lease asset would be amortized over the useful life of
the underlying asset.

Board Question 7: Does the Board agree with staff’s recommendation to adopt
GASB’s PV requirements when the lease contains a nonbargain purchase option
that the lessee has determined is probable of being exercised, the lease asset would
be amortized over the useful life of the underlying asset?
************************************************************
According to the GASB PV, if the lease asset meets the definition of an investment, as
proposed in the Exposure Draft, Fair Value Measurement and Application, a lessee
would follow the accounting guidance for investments. With respect to a lease asset that
is an investment, the [GASB] Board believes that consistent treatment of investments is
more important than following the leases guidance.


Staff Analysis: FASAB standards currently do not address
“investments” other that investments in Treasury securities. Since the
standards are silent on the accounting for investments, staff believes
that if a federal entity leases a non-financial asset as an investment,
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the lessee should consider the lease as a financing purchase and not
apply the requirements of the lease standard. 1


Staff Recommendation: Staff recommends that the Board propose that
if a federal entity leases a non-financial asset as an investment, the
lessee should consider the lease as a financing purchase and not
apply the requirements of the lease standard.

Board Question 8: Does the Board agree with staff’s recommendation to propose
that if a federal entity leases a non-financial asset as an investment, the lessee
should consider the lease as a financing purchase and not apply the requirements of
the lease standard?
************************************************************
If a lease liability is remeasured in accordance with [GASB PV] paragraphs 12 and 13 of
this chapter [4], the corresponding lease asset generally would be remeasured by the
same amount. The [GASB] Board believes that most changes to the lease liability would
result in a change in the amount the lessee is paying for its intangible asset; this is a
change in an estimate. However, if the remeasurement of the lease liability results from
a change in an index or rate that is attributable to the current period, the change should
be reported in the resource flows statements for the period. If the carrying value of the
lease asset has been reduced to zero, any further remeasurement of the liability should
be reported in the resource flows statements.


Staff Recommendation: Staff recommends that the Board adopt the
GASB PV requirements if the remeasurement of the lease liability
results from a change in an index or rate that is attributable to the
current period, the change should be reported in the Statement if Net
Cost (SNC) for the period. If the carrying value of the lease asset has
been reduced to zero, any further remeasurement of the liability should
be reported in the SNC.

Board Question 9: Does the Board agree with staff’s recommendation to adopt
GASB’s PV requirements if the remeasurement of the lease liability results from a
change in an index or rate that is attributable to the current period, the change
should be reported in the Statement if Net Cost (SNC) for the period. If the carrying
value of the lease asset has been reduced to zero, any further remeasurement of
the liability should be reported in the SNC?
************************************************************

1

At the December meeting the Board agreed to scope financial assets out of the lease standards and to
recognition of lease contracts or agreements that transfer ownership of the underlying asset, and do not
contain termination options, as financed purchases of that asset.
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According to the GASB PV, the lease asset, as an intangible asset, would be subject to
the impairment guidance in Statement No. 42, Accounting and Financial Reporting for
Impairment of Capital Assets and for Insurance Recoveries. Because of the relationship
between the underlying asset in a lease and the right to use that asset, the presence of
impairment indicators (described in paragraph 9 of Statement 42) with respect to the
underlying asset may result in a change in the manner or duration of use of the lease
asset. The change in the manner or duration of use of the lease asset would be an
indicator that the lease asset may be impaired. The period during which the underlying
asset is less usable would be the relevant factor in determining the magnitude of the
decline in service utility of the lease asset. For example, if a leased building is rendered
unusable by a natural disaster, the amount of time that the lessee cannot use the
building would be a change in the duration of use of the lease asset. If a lease asset is
determined to be impaired, it would be adjusted first for any change in the
corresponding lease liability (for example, a waiver or reduction in the lease payments
during the period in which the underlying asset cannot be used), with any remaining
adjustment being recognized as an impairment loss.


Staff Recommendation: Staff recommends that the Board adopt
requirements similar to the GASB PV as it relates to the impairment of
the leased asset and propose that the leased asset would be subject to
the impairment guidance in SFFAS 44 Accounting for Impairment of
General Property, Plant, and Equipment Remaining in Use.

Board Question 10: Does the Board agree with staff’s recommendation to adopt
requirements similar to the GASB PV as it relates to the impairment of the leased
asset and propose that the leased asset would be subject to the impairment
guidance in SFFAS 44 Accounting for Impairment of General Property, Plant, and
Equipment Remaining in Use?
************************************************************
The [GASB] Board acknowledges that the provisions described in this chapter [4] could
be burdensome for preparers, especially those with a large number of lease contracts.
The [GASB] Board considered suggestions to propose a capitalization threshold or an
exception for leases of individually small items. However, the [GASB] Board believes
that these are specific applications of the general provision in all GASB
pronouncements that guidance does not need to be applied to immaterial items. The
use of a capitalization threshold would be a matter of accounting policy for each
government based on its facts and circumstances, consistent with treatment of other
long-lived assets.


Staff Analysis: Staff agrees with the GASB PV that the use of a
capitalization threshold would be a matter of accounting policy for each
federal entity based on its facts and circumstances, consistent with
8
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treatment of other long-lived assets and that the lease guidance does
not need to be applied to immaterial items.


Staff Recommendation: Staff recommends that the Board adopt the
GASB PV approach for immaterial non-intragovernmental leases.

Board Question 11: Does the Board agree with staff’s recommendation to adopt the
GASB PV approach for immaterial non-intragovernmental leases?
************************************************************
 Disclosures for Lessees (GASB PV par. 22-24)
o The [GASB] Board’s preliminary view is that a lessee should disclose the
following about its lease activities:
a. A general description of its leasing arrangements, including:
(1) The basis, terms, and conditions on which variable lease payments not
included in the lease liability are determined
(2) The existence, terms, and conditions of residual value guarantees
provided by the lessee
b. The total amount of assets recorded under leases, and the related
accumulated amortization, to be disclosed separately from owned assets
c. The amount of assets recorded under leases by major classes of assets
underlying its lease assets
d. The amount of expense recognized for the period for variable lease
payments not previously included in the lease liability
e. The amount of expense recognized for the period for other payments, such
as residual value guarantees or penalties, not previously included in the lease
liability
f. A schedule of future lease payments to be made in each of the subsequent
five years and in five-year increments thereafter, with reconciliation to the
lease liability for the discount (that represents interest)
g. Commitments under leases (other than short-term leases) that have not yet
begun
h. The components of any net impairment loss (gross impairment loss less
change in lease liability) recognized on the lease asset during the period.
The [GASB] Board believes that the disclosures would provide financial
statement users with essential information regarding a government’s leasing
activities as a lessee. The [GASB] Board also believes that the perceived
benefits of these disclosures outweigh their expected costs. Several of these
disclosures are, in fact, already required by current standards.
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The [GASB] Board considered a variety of potential disclosures and decided
not to propose certain additional disclosures, for example, the amount of
interest expense recognized that relates to leases and the discount rate used
to measure lease liabilities. The [GASB] Board believes that these additional
disclosures would not be essential information for users of governmental
financial statements.


Staff Analysis: Staff noted that current standards require disclosures
similar to bullets a., b., c., f., and g from the GASB PV as noted above.
Staff believes that the remaining bullets (d., e., and h.) should also be
required if applicable.
Staff agrees with the GASB PV on lessee disclosures with the
exception of not disclosing the amount of interest expense recognized
that relates to non-intragovernmental leases and the discount rate
used to measure the lease liabilities. Staff believes that these
additional disclosures would be essential information for users of
federal financial statements. As noted earlier, at the March 2014
FASAB meeting Mr. Dacey suggested determining the cost differential
between the cost of borrowing at the government’s incremental rate vs.
a vendor’s implicit rate to lease. This cost differential would highlight
the cost of leasing when purchasing is an option.



Staff Recommendation: Staff recommends that the Board adopt the
GASB PV on lessee disclosures with the exception of not disclosing
the amount of interest expense recognized that relates to nonintragovernmental leases and the discount rate used to measure the
lease liabilities.

Board Question 12: Does the Board agree with staff’s recommendation to adopt
GASB’s PV on lessee disclosures with the exception of not disclosing the amount of
interest expense recognized that relates to non-intragovernmental leases and the
discount rate used to measure the lease liabilities?
************************************************************

Chapter 5 – Lessor Accounting
 Recognition and Measurement for Lessors
o The GASB Lease PV (par. 2 – 3) is that lessors should recognize a lease
receivable and a deferred inflow of resources at the beginning of a lease,
unless it is a short-term lease. Recognition of a deferred inflow of resources,
rather than a liability, is based on the view that a lessor has no further
performance obligation under the lease after the lessor has made the
underlying asset available to the lessee at the beginning of the lease.
Therefore, the lessor has a contractual right to receive lease payments—a
receivable that meets the definition of an asset —even though those
10
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payments are applicable to future periods (a deferred inflow of resources).
Any initial direct costs incurred by the lessor would be reported as an
expense or expenditure of the period.
 Reporting the Lease Receivable – GASB PV (par 4 – 11)
o A lessor would measure the lease receivable initially at the present value of
lease payments to be received for the lease term, reduced by any provision
for uncollectible amounts. Measurement of the lease receivable would include
several types of payments that might be required by a lease. The [GASB]
Board believes that the types of payments included are appropriate to include
in the initial measurement of a lease receivable because they are reasonably
assured of being collected. For example, a payment may vary based on
performance or usage but have a minimum amount that is required to be
paid. The minimum amount is in substance a fixed payment.
The [GASB] Board believes that certain other types of lease payments should
not be included in the initial measurement of the lease receivable. Variable
payments that are based on the lessee’s performance or usage (for example,
volume of sales or number of machine hours used) would not be included in
the receivable because estimating these amounts may not be practical.
Those payments represent a contingent gain from a lessor’s perspective.
Those payments would be recognized as revenue in the period to which they
relate.
The future lease payments to be received would be discounted using the rate
the lessor charges the lessee, which may be a rate implicit in the lease if it is
not specifically stated. The [GASB] Board believes that this is appropriate
because it is the rate incorporated in the transaction. The [GASB] Board also
believes that the lessor would have the information to determine this rate and,
therefore, no alternate rate (such as the lessee’s incremental borrowing rate)
would be allowed for lessors.
At subsequent financial reporting dates, the lessor would consider
remeasurement of the lease receivable if any of the following have occurred,
unless the result of the change is not expected to be significant:
a. Change in the lease term
b. Change in the index or rate used to determine variable lease payments
c. Change in the rate the lessor charges the lessee.
These changes would significantly impact either the amount of payments to
be received or the amount of interest revenue to be recognized or both
amounts. Therefore, it is appropriate that the lease receivable be remeasured
to reflect those changes.
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At subsequent financial reporting dates, the lessor would consider
reassessment of the discount rate used to measure the lease receivable if
any of the following have occurred:
a. There is a change in the lease term.
b. The result of a change in the index or rate used to determine variable
lease payments is expected to be significant.
c. There is a change in the rate the lessor charges the lessee.
These changes would alter the character of the lease such that the discount
rate implicit in the lease could be significantly different. Therefore, it is
appropriate that the lease receivable be remeasured using the revised rate
the lessor charges the lessee.


Staff Analysis: Staff agrees with the GASB PV that the lessor’s initial
measurement of the lease receivable for non-intragovernmental leases
is at the present value of payments to be made for the lease term.
Although, the GASB PV states that “any payments received would be
allocated first to the accrued interest revenue and then to the lease
receivable,” the PV is still advocating the interest method of
amortization of the discount for the lease receivable.



Staff Recommendation: Staff recommends that the Board adopt
GASB’s PV lessor initial measurement of the lease receivable for nonintragovernmental leases at the present value of payments to be made
for the lease term. Additionally, staff recommends that the Board also
proposed that the interest method be used to calculate the
amortization of the discount on the lease receivable and that the
interest method be specifically mentioned.

Board Question 13: Does the Board agree with staff’s recommendation to adopt
GASB’s PV lessor initial measurement of the lease receivable for nonintragovernmental leases at the present value of payments to be made for the lease
term, the use of the interest method to calculate the amortization of the discount on
the lease receivable, and that the interest method be specifically mentioned?
************************************************************
 Reporting the Deferred Inflow of Resources – GASB PV (par 12 – 13)
o A lessor would measure the deferred inflow of resources at the initial value of
the lease receivable, plus the amount of any payments received at or prior to
the beginning of the lease that relate to future periods (for example, the final
month’s rent). The [GASB] Board believes that these amounts relate to future
reporting periods and therefore meet the definition of a deferred inflow of
resources, to be recognized as revenue on a systematic and rational basis
over the term of the lease.
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A remeasurement of the lease receivable generally would result in the
deferred inflow of resources being adjusted by the same amount. However, if
the remeasurement of the lease receivable is due to a change in an index or
rate used to determine variable lease payments that is attributable to the
current period, the change in the amount of the lease receivable would be
reported in the resource flows statements for the current period rather than as
an adjustment to the deferred inflow of resources. The [GASB] Board believes
that this treatment appropriately reports current period flows.


Staff Analysis: The GASB PV proposes that the lessor recognize a
“deferred inflow of resources” along with the lease receivable. FASAB
standards do not use the term “deferred inflow of resources,” however
unearned revenue can be used to recognize future lease income to the
lessor for non-intragovernmental leases.
The GASB PV differs from the Financial Accounting Standards Board’s
proposal to recognize any profit at the commencement of the lease
and to derecognize the leased asset.



Staff Recommendation: Staff recommends that the Board propose that
the lessor recognize unearned revenue along with the lease receivable
to recognize future lease income to the lessor for nonintragovernmental leases. As GASB notes in paragraph 14 of the PV,
this approach represents a cost effective approach in light of the
complexity in valuing derecognized assets partially leased.

Board Question 14: Does the Board agree with staff’s recommendation to propose
that the lessor recognize unearned revenue along with the lease receivable to
recognize future lease income to the lessor for non-intragovernmental leases?
************************************************************
 Reporting the Underlying Asset – GASB PV (par 14 – 15)
o The [GASB] Board’s preliminary view is that a lessor should not derecognize
the underlying asset in the lease. This would be a change from existing
guidance for sales-type and direct financing leases, which require
derecognition. The [GASB] Board initially considered an approach that would
derecognize the underlying asset and recognize a residual asset for the
portion of the service capacity that the lessor will retain after the end of the
lease. That approach would show the lessor giving up the right to use the
underlying asset in exchange for lease payments. However, that approach
could be complex to apply because it involves measurements that may be
highly subjective. The [GASB] Board believes that not derecognizing the
underlying asset is a better alternative from a cost-benefit perspective.
A lessor would continue to apply other applicable guidance to the underlying
asset, including depreciation and impairment, except in certain
circumstances. The [GASB] Board believes this approach recognizes the use
of the service capacity of that asset. However, if the lease agreement requires
13
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the lessee to return the asset in its original or enhanced condition, a lessor
would not depreciate the asset during the lease term. In that situation, the
service capacity of that asset would be at least the same at the end of the
lease as it was at the beginning, and therefore it would not be appropriate to
recognize a reduction through depreciation.


Staff Analysis: Staff agrees with the GASB PV about the level of
complexity associated with derecognition approach, as well as allowing
the lessor to continue to apply other applicable guidance to the
underlying asset, including depreciation and impairment.



Staff Recommendation: Staff recommends that the Board adopt the
GASB PV approaches allowing the lessor to continue to apply other
applicable guidance to the underlying asset, including depreciation and
impairment and not to require derecognition of the leased asset.

Board Question 15: Does the Board agree with staff’s recommendation to adopt the
GASB PV approaches allowing the lessor to continue to apply other applicable
guidance to the underlying asset, including depreciation and impairment and not to
require derecognition of the leased asset for non-intragovernmental leases?
************************************************************
 Disclosures for Lessees – GASB PV (par.16 -18)
o The [GASB] Board’s preliminary view is that a lessor should disclose the
following about its lease activities:
a. A general description of its leasing arrangements, including the basis,
terms, and conditions on which any variable lease payments not included
in the lease receivable are determined
b. The cost (and carrying amount, if different) of assets on lease or held
for leasing, by major classes of assets, and the amount of accumulated
depreciation
c. The total amount of revenue (including lease revenue and interest
revenue) recognized in the reporting period from leases
d. The amount of revenue recognized in the reporting period for variable
lease payments and other payments not previously included in the lease
receivable, including revenue related to residual value guarantees and
termination penalties
e. A schedule of the future lease payments that are included in the lease
receivable for each of the subsequent five years and in five-year
increments thereafter, with reconciliation to the lease receivable for the
discount (that represents interest)
f. If the government has issued debt for which the principal and interest
payments are secured by the lease payments, the existence, terms, and
conditions of options by the lessee to terminate the lease.

14
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The [GASB] Board believes that the disclosures in paragraph 16 would
provide essential information to financial statement users regarding a
government’s leasing activities as a lessor. The [GASB] Board also believes
that the perceived benefits of these disclosures outweigh their expected
costs. Several of these disclosures are, in fact, already required by current
guidance.
The [GASB] Board considered a variety of potential disclosures and decided
not to propose certain additional disclosures, for example, the amount of
interest revenue recognized that relates to leases and a reconciliation of the
beginning and ending balance of lease receivables. The [GASB] Board
believes that these additional disclosures would not be essential information
for users of governmental financial statements.


Staff Analysis: Staff agrees with the GASB PV on lessor disclosures
with the exception of not disclosing the amount of interest income
recognized that relates to non-intragovernmental leases and the
discount rate used to measure the lease receivables. Staff believes
that these additional disclosures would be essential information for
users of federal financial statements.



Staff Recommendation: Staff recommends that the Board adopt the
GASB PV on lessor disclosures with the exception of not disclosing the
amount of interest income recognized that relates to nonintragovernmental leases and the discount rate used to measure the
lease receivables.

Board Question 16: Does the Board agree with staff’s recommendation to adopt
GASB’s PV on lessor disclosures with the exception of not disclosing the amount of
interest income recognized that relates to non-intragovernmental leases and the
discount rate used to measure the lease receivables?
************************************************************

Chapter 6 – Short-Term Lease Exception
The [GASB] Board believes that its preliminary views regarding financial reporting for
lessees and lessors may be overly burdensome for leases that do not have a long-term
impact on the financial statements. Therefore, the [GASB] Board believes that providing
an exception for these short-term leases could provide cost relief without sacrificing
significant information about a government’s leasing activities.

15
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 Definition of a Short-Term Lease – GASB PV (par. 3 -5)
o The [GASB] Board’s preliminary view is that a short-term lease should be
defined as a lease that, at the beginning of the lease, has a maximum
possible term under the contract of 12 months or less, including any options
to extend. For a lease that is cancellable by either the lessee or the lessor,
such as a month-to-month lease, the maximum possible term would be the
noncancellable period, including any notice periods. A lease that is
cancellable only by the lessee would be evaluated under the proposed
requirements of the lease term.
In the [GASB] Board’s view, the shorter the timeframe that is covered by a
lease, the less significant the financing component of the arrangement
becomes and, therefore, the interest revenue or expense/expenditure
becomes less significant. As a result, the [GASB] Board’s preliminary views
on the accounting for short-term leases do not include the recognition of
interest revenue or expense/expenditure.
A lease should be evaluated for its maximum possible term, including any
options to extend, regardless of the probability of extension. By using the
maximum possible term, it would be clear whether a lease qualifies as a
short-term lease. The [GASB] Board chose not to base the definition of a
short-term lease on the lease term because the lease term includes
consideration of the probability of exercising renewal options. For example, if
it was not considered probable at inception that a renewal option would be
exercised, but it actually is exercised and extends the lease term beyond one
year, the lease would no longer qualify for the short-term exception. The
[GASB] Board believes that the monitoring effort and the resultant
reclassification would negate the cost relief offered by the short-term
exception.


Staff Analysis: If the Board agrees with the staff recommendation in
“Board Question 1: Does the Board agree with staff’s recommendation
to propose that federal lessees of non-intragovernmental lease
arrangements recognize a lease liability and leased asset at the
beginning of a lease, unless it is a short-term lease and the right to
use leased asset be classified as a PP&E asset?”, the Board would
need to consider the option to extend the short-term lease exception to
two years to remain consistent with the existing criteria of a 2-year
useful life for PP&E capitalization (SFFAS 6).



Staff Recommendation: Staff recommends that the Board extend the
short-term lease exception to two years to remain consistent with the
16

Tab C – Leases – Attachment I

existing criteria of a 2-year useful life for PP&E capitalization (SFFAS
6).
Board Question 17: Does the Board agree with staff’s recommendation to extend
the short-term lease exception to two years to remain consistent with the existing
criteria of a 2-year useful life for PP&E capitalization (SFFAS 6)?
************************************************************
 Accounting for Short-Term Leases
Any lease that meets the definition of a short-term lease would be required to follow
the accounting guidance described below. The [GASB] Board believes that
establishing the exception as a requirement rather than an accounting policy election
would enhance comparability between governments. The [GASB] Board believes
that comparability would be reduced if governments were allowed to choose whether
to apply the treatment described below to some or all short-term
o Lessee Accounting (GASB PV par. 7 -9) - The [GASB] Board’s preliminary
view is that a lessee should recognize short-term lease payments as
expenses or expenditures based primarily on the payment provisions of the
contract. A lessee would not recognize a lease asset or liability for a shortterm lease. Accordingly, a lessee would not recognize amortization expense
related to a lease asset. Likewise, a lessee also would not recognize interest
expense or expenditure on a lease liability.
The [GASB] Board believes that this treatment of a short-term lease, which is
similar to current operating lease accounting, would be less burdensome to
preparers than recognition of an asset and liability and subsequent
recognition of amortization expense and interest expense or expenditure.
Because a lease asset and liability for a short-term lease would be amortized
over a brief period, this recognition may not be significant. The [GASB] Board
does not intend the recognition based on the payment provisions of the
contract to imply a cash-basis approach. Prepaid rent or a payable for rent
due still would be recognized as an asset or liability, respectively, and an
expense or expenditure would be recognized in the appropriate period based
on the specifics of the contract. However, if the lease allows for a rent holiday
(for example, one month free), a lessee would not be required to allocate
expense or expenditure to the rent holiday period.
A lessee would be required to disclose the amount of expense or expenditure
recognized during the reporting period related to short-term leases to provide
information to users about the magnitude of a government’s short-term lease
activity. Because this disclosure would be similar to one currently required for
operating leases, the [GASB] Board believes that there would be little
incremental cost to provide this information.
17
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o Lessor Accounting (GASB PV par. 10 -12) – The [GASB] Board’s preliminary
view is that a lessor should recognize short-term lease payments as revenue
based primarily on the payment provisions of the contract. A lessor would not
recognize a lease receivable or deferred inflow of resources for a short-term
lease. Accordingly, a lessor would not recognize interest revenue on a lease
receivable.
Consistent with the exception for lessees, this treatment of a short-term lease
would be established for reasons of practicality. For a lease that will not last
beyond 12 months, lessors would not calculate a receivable amount and
impute an interest revenue component of each payment. However, a
receivable would be recognized for lease payments that are due rather than
for the entire contract amount.
A lessor would not be required to make any disclosures related to short-term
leases. The [GASB] Board considered certain disclosures, such as the
amount of lease revenue or future payments to be received. However, the
GASB research conducted indicates that this information related to lessors is
not as important to financial statement users as the corresponding information
related to lessees.


Staff Analysis: Staff agrees with the GASB PV requirements for the
lessee and lessor accounting for short-term leases.



Staff Recommendation: Staff recommends that the Board adopt GASB
PV requirements for the lessee and lessor accounting for short-term
leases.

Board Question 18: Does the Board agree with staff’s recommendation to adopt the
GASB PV requirements for the lessee and lessor accounting for short-term leases?
************************************************************

Chapter 7 – Lease Terminations and Modifications
The [GASB] Board believes that the accounting should be different when a lease is
terminated or modified and, therefore, it is important to distinguish between them.
 Distinguishing between Lease Terminations and Modifications – GASB PV (par.2
- 3)
o The [GASB] Board’s preliminary view is that an amendment to a lease
contract should be considered a modification unless the lessee’s right to
use the underlying asset decreases. Both parties to a lease contract may
agree on revised terms and conditions after the original contract takes
18
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effect. These amendments could be a change in consideration, a
lengthening or shortening of the lease term, an adding or removing of an
underlying asset, or other alterations. The [GASB] Board believes that an
amendment that diminishes (but does not fully end) the lessee’s right to
use the underlying asset should be accounted for as a partial lease
termination. In contrast, an amendment that retains the lessee’s right to
use the underlying asset should be accounted for as a lease modification.
A change in consideration or a lengthening of the lease term would be
considered a modification. Shortening the lease term would be considered
a partial termination. Some lease amendments add or remove underlying
assets from the contract. A lease amendment that adds an underlying
asset to the contract (for example, increasing the lease from three
vehicles to four) would be considered a modification. The lessee’s original
right of use is still intact, and a new right has been added. The revised
contract would be subject to the multiple component guidance. In contrast,
a lease amendment that removes an underlying asset from the contract
(for example, decreasing the lease from four vehicles to three) would be
considered a partial termination. This would be consistent with the
accounting that would occur if each asset were in a separate lease.
 Accounting for Lease Terminations – GASB PV (par.4 - 6)
o The [GASB] Board’s preliminary view is that a lessee generally should
account for the full or partial termination of a lease by adjusting the
carrying values of the lease asset and related liability and recognizing a
gain or loss for the difference. When a lease is terminated, the lessee no
longer has the right, or the same right, to use the underlying asset.
Therefore, it would be appropriate to remove the remaining carrying value
of the intangible lease asset that represents that right to use. An early
termination often relieves the lessee of its obligations to make future lease
payments, although there may be some final payments or termination
penalties required. Therefore, it would be appropriate to adjust the
carrying value of the lease liability such that the balance reflects only the
payments still required. Any difference between the adjustment to the
lease asset and the lease liability would be recognized as a gain or loss
because it is a change in accounting estimate, with the estimate being the
length of the lease term.
An exception to the general principle in paragraph 4 would be if the lease
is terminated because the lessee purchased the underlying asset. If this
occurs, the lessee would continue to have the right to use the underlying
asset because that right is embedded in its ownership. Therefore, the
lease asset would be reclassified to the appropriate class of owned asset,
rather than derecognized. However, the lease liability would still need to
19
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be adjusted to reflect only those payments yet to be made. The difference
between any payments made for purchase and the adjusted lease liability
would be recognized as an adjustment to the cost of the purchased asset
instead of as a gain or loss.
The [GASB] Board’s preliminary view is that a lessor should account for
the full or partial termination of a lease by adjusting the carrying values of
the lease receivable and related deferred inflow of resources, and
recognizing a gain or loss for the difference. An early termination of a
lease or parts of a lease often involves a change in the timing or amount
of future lease payments, and the lease receivable would be adjusted
accordingly. Likewise, the deferred inflow of resources would be adjusted
so that the appropriate amount of lease revenue would be recognized in
the current period. Any remaining difference between the adjustment to
the lease receivable and the deferred inflow of resources would be
recognized as a gain or loss.
 Accounting for Lease Modifications – GASB PV (par.7 - 8)
o The [GASB] Board’s preliminary view is that a lessee should account for a
lease modification by remeasuring the lease liability and adjusting the
lease asset by the difference between the modified liability and the liability
immediately before the modification. A lease modification is in essence a
change in accounting estimate. Accounting estimates should be revised
as circumstances change. The lease liability would be adjusted if there is
a change in the payments to be required over the lease term. A lessee
also would consider whether the discount rate needs to be updated
because of the modification. Consistent with the [GASB] Board’s
preliminary views on lessee accounting, the lease asset would be adjusted
by the same amount as the lease liability unless doing so would reduce
the carrying value of the asset below zero.
The [GASB] Board’s preliminary view is that a lessor should account for a
lease modification by remeasuring the lease receivable and adjusting the
deferred inflow of resources by the difference between the modified
receivable and the receivable immediately before the modification. A lease
modification would be a change in accounting estimate for the lessor. The
lease receivable would be adjusted if there is a change in payments to be
received. A lessor also would consider whether the discount rate needs to
be updated because of the modification. The deferred inflow of resources
would be adjusted by the same amount, consistent with the [GASB]
Board’s preliminary views on lessor accounting. However, if the
adjustment relates to payments for the current period, the adjustment
should be recognized in the resource flows statement for the current
period.
20
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Staff Analysis: Staff agrees with the GASB PV requirements for the
accounting for lease terminations and modifications.



Staff Recommendation: Staff recommends that the Board adopt
GASB PV requirements for the accounting for lease terminations
and modifications.

Board Question 19: Does the Board agree with staff’s recommendation to adopt the
GASB PV for the accounting for lease terminations and modifications?
************************************************************
Chapter 8 – Subleases and Leaseback Transactions
 Subleases – GASB PV (par. 2 - 3)
o The [GASB] Board’s preliminary view is that subleases should be
accounted for as transactions separate from the original leases. A
sublease takes place when a lessee in one lease (the original lease)
transfers to another party (other than the original lessor) the right to use
an underlying asset (in the new lease) that the lessee received as part of
the original lease. The original lessee then becomes a lessor in the new
lease transaction. Because there are two separate transactions (the
original lease and the new lease) that are with different parties, even
though they may be entered into at the same time, the [GASB] Board
believes that it is appropriate for each party involved to account for each
transaction in accordance with the guidance for lessees and lessors.
Therefore, the lessee in the original lease would recognize a lease asset
and liability as lessee in the original lease and a receivable and deferred
inflow of resources as lessor in the new lease (sublease). Because there
are two separate transactions involving different parties, netting of the
elements of each transaction would not be appropriate.
Information about subleases would be included in the general description
of lease arrangements that is a proposed disclosure for both lessees and
lessors (see Chapters 4 and 5). This information would be essential to
users for understanding the nature of the government’s overall leasing
activities. The lessor transactions related to subleases would be disclosed
separately from the original lessee transactions. This is consistent with the
preliminary view discussed in paragraph 2 that sublease transactions
should be accounted for separately from the original leases.
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 Sale-Leaseback Transactions – GASB PV (par. 4 - 8)
o The [GASB] Board’s preliminary view is that a sale-leaseback transaction
should include a qualifying sale in order to be eligible for sale-leaseback
accounting. Existing guidance for sale-leaseback transactions of real
estate requires the sale portion of the transaction to qualify as a sale
under the provisions for sales of real estate found in Statement 62. The
[GASB] Board continues to believe that a sale should occur in order to
account for a transaction as a sale-leaseback and that the same criteria
should be used to determine if a sale has occurred regardless of whether
a leaseback is involved. A sale-leaseback transaction that does not have a
qualifying sale would be accounted for as a financing by both the sellerlessee and the buyer-lessor.
The [GASB] Board’s preliminary view is that the sale and leaseback
portions of a sale-leaseback transaction should be accounted for
separately as a sale transaction and a lease transaction, except that any
gain or loss on the sale should be deferred over the term of the lease. The
deferral of a gain or loss on the sale recognizes the distinction between a
sale with a leaseback and a sale without a leaseback. The [GASB] Board
believes that the leaseback is inherently related to the sale. Existing
guidance in paragraph 242 of Statement 62 provides for treatment of a
gain on sale as a deferred inflow of resources or deferred outflow of
resources, unless the seller-lessee retains only a minor portion or less
than substantially all of the remaining use of the asset. These provisions
would be eliminated to simplify the process. However, for practical
reasons, if the leaseback qualifies as a short-term lease, any gain or loss
on the sale would be recognized immediately rather than deferred.
A sale-leaseback transaction would be considered to have off-market
terms if there is a significant difference between either (a) the sale price
and the fair value of the asset or (b) the present value of the contractual
lease payments and the present value of lease payments at a market rate,
whichever is more readily determinable. If a transaction has a sales price
or lease payments that are higher than market, the amount of the
difference would be treated as a loan that is additional to the lease. A
higher-than-market sales price with higher-than-market lease payments
would indicate that the seller-lessee is receiving cash both for the asset
and as a loan, with the subsequent payments representing both
consideration for the right to use the asset and repayment of the loan. In
this circumstance, the seller-lessee would recognize the sale and lease at
market rates and the difference as a loan payable. A higher-than-market
sales price with at-market lease payments would indicate that the sellerlessee is receiving a grant or has entered into some other type of
nonexchange transaction. If a transaction has terms that are lower than
22
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market, the amount of the difference would be included in the
measurement of the lease asset by the lessee and included in the
measurement of the deferred inflow of resources by the lessor.
A seller-lessee would be required to disclose the terms and conditions of
sale-leaseback transactions. The existing disclosure requirement for
sublease payments to be received when a sale does not qualify for saleleaseback accounting would be removed. Instead, a seller-lessee in a sale
that does not qualify for sale-leaseback accounting would follow
disclosures applicable to long-term liabilities. A buyer-lessor would not be
required to disclose any information other than what would be required for
any lessor.
 Lease-Leaseback Transactions – GASB PV (par. 9)
o The [GASB] Board’s preliminary view is that a lease-leaseback transaction
should be accounted for as a net transaction, with disclosure of the gross
amounts for each portion of the transaction. In a lease-leaseback, each
party is both a lessor and a lessee. Because each portion of the
transaction is with the same counterparty, the [GASB] Board believes it
would be appropriate for each party to recognize a net lease payable and
lease asset, or a net lease receivable and deferred inflow of resources.
Some lease-leasebacks involve an additional asset being leased back.
For example, land is leased to a developer that leases back the land plus
a building constructed on it. The net lease payable and lease asset
(lessee of building) and net lease receivable and deferred inflow of
resources (lessor of building) would represent the lease of the building
alone as if the lease and leaseback of the land had not occurred. The
[GASB] Board believes that disclosure of the gross amounts of the lease
and leaseback would provide users with essential information about the
magnitude of each portion of the transaction.


Staff Analysis: Staff agrees with the GASB PV requirements for the
accounting for subleases and leaseback transactions.



Staff Recommendation: Staff recommends that the Board adopt
GASB PV requirements for the accounting for subleases and
leaseback transactions. Staff also recommends that the Board
specifically state that when the sublease lessor and the sublease
lessee are both federal entities the intragovernmental lease
accounting standards would apply.

Board Question 20: Does the Board agree with staff’s recommendation to adopt the
GASB PV requirements for the accounting for subleases and leaseback transactions
and to specifically state that when the sublease lessor and the sublease lessee are
both federal entities the intragovernmental lease accounting standards would apply?
23
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************************************************************
Chapter 9 – Leases with Related Parties and Intra-Entity Leases
Chapter 9 of the PV presents the [GASB] Board’s preliminary views regarding
leases with related parties and intra-entity leases. Existing literature provides
guidance on these types of leases, and the [GASB] Board believes that guidance
remains appropriate.
 Leases between Related Parties
o The [GASB] Board’s preliminary view is that leases between related
parties should be recognized based on the substance instead of the form
of the transaction. This is consistent with the overall guidance for related
parties that is found in Statement No. 56, Codification of Accounting and
Financial Reporting Guidance Contained in the AICPA Statements on
Auditing Standards. The [GASB] Board continues to believe that it is more
appropriate to reflect the economic substance of a transaction if the
substance is different from the form because the transaction involves a
related party. Related party disclosure requirements found in paragraphs
55 and 56 of Statement 62 would apply to lease transactions.


Staff Analysis: Staff agrees with the GASB PV that “leases between
related parties should be recognized based on the substance
instead of the form of the transaction.”
The summary of SFFAS 47 Reporting Entity states, “In addition to
the relationships that lead to organizations being included in the
GPFFR based on the principles described above, the federal
government may have significant relationships with other parties.
This Statement requires disclosures if one party to an established
relationship has the ability to exercise significant influence over the
other party in making policy decisions, and the relationship is of
such significance that it would be misleading to exclude information
about it. The parties engaged in these relationships are “related
parties.” With respect to related parties, the disclosures would
provide information about the nature of the government’s
relationship with the related party and other information to aid in
understanding the relationship, including exposures to risk of loss
or potential gain as a result of the relationship.” If the related party
does not meet the definition of a consolidation entity as defined by
SFFAS 47, the lease transaction should be considered a nonintragovernmental lease and would follow the nonintragovernmental lease standards in addition to the SFFAS 47
disclosure requirements.
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Staff Recommendation: Staff recommends that the Board adopt
GASB PV approach that leases between related parties should be
recognized based on the substance instead of the form of the
transaction. Additionally, if the related party does not meet the
definition of a consolidation entity as defined by SFFAS 47, the
lease transaction should be considered a non-intragovernmental
lease and would follow the non-intragovernmental lease standards
in addition to the SFFAS 47 disclosure requirements.

Board Question 21: Does the Board agree with staff’s recommendation to adopt the
GASB PV approach that leases between related parties should be recognized based
on the substance instead of the form of the transaction. Additionally, if the related
party does not meet the definition of a consolidation entity as defined by SFFAS 47,
the lease transaction should be considered a non-intragovernmental lease and
would follow the non-intragovernmental lease standards in addition to the SFFAS 47
disclosure requirements?
************************************************************
 Intra-Entity Leases
o The [GASB] Board’s preliminary view is that the existing guidance
regarding leases within financial reporting entities, found in Statement No.
14, The Financial Reporting Entity, as amended, should remain in effect.


The Board has previously agreed that intragovernmental lease
arrangements should be accounted for differently than leases
between federal entities and non-federal entities and standards are
being developed to address intragovernmental leases.
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History of Board Lease Discussions
 At the December 2014 meeting staff presented to the Board proposed guidance for
intragovernmental leases. The proposed guidance included definitions of relevant
terms, as well as specific provisions that address features of leases and is based on
the current Financial Accounting Standards Board operating lease guidance. The
Board had previously directed staff to simplify the intragovernmental lease
accounting guidance. Staff presented revisions to the previously proposed
recognition and disclosure lessee and lessor guidance for intragovernmental lease
arrangements. The Board stressed consistency and the need for symmetry between
the lessee and lessor accounting for intragovernmental leases
Staff also presented an analysis of the first three chapters of the GASB Preliminary
Views (PV) on Leases so that the Board could discuss the GASB concepts as it
relates to the development of federal lease standards. The GASB PV on Leases will
be used as a foundation for the development of the FASAB lease standards on nonintragovernmental lease agreements– the GASB PV was released for comment in
November. The topics discussed were project objective, project background,
applicability, scope, and lease term.
 At the October 2014 meeting staff presented to the Board proposed draft guidance
for intragovernmental leases. The proposed guidance included definitions of relevant
terms, as well as specific provisions that addressed features of leases and that is
based on the current FASB operating lease guidance.
Staff proposed seven lease-related definitions to the Board for discussion. The first
three definitions – lease, intragovernmental and intragovernmental lease agreement
– were discussed and tentatively agreed to by the Board at previous meetings. The
remaining four proposed lease-related definitions – intragovernmental lease
inception, intragovernmental minimum lease payments, intragovernmental
noncancelable lease term, and intragovernmental sublease – were adapted from
FASB’s existing operating lease guidance. The Board asked staff to simplify the
proposed definitions and discuss with the task force.
Staff also presented proposed recognition and disclosure lessee guidance for
intragovernmental lease arrangements. The Board agreed that the lessee general
guidance would be to recognize lease payments as they are received and specific
provisions would address those instances when the “due and payable” is not
applicable.
The Board also agreed that certain scheduled rent increases, rent holidays, and
lease incentives should be recognized on a straight-line basis – possibly using the
proposed language used for the amortization of leasehold improvements.
 At the August 2014 meeting the Board discussed and agreed to a definition for the
term “intragovernmental” to refer to occurring within a consolidation entity or within
or between two or more consolidation entities.
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The Board discussed and agreed to proposed definitions of leases and of
intragovernmental lease arrangements.
The Board discussed staff's proposal for recognizing operating leases--straight-line
for lease costs and in the current period for executory costs. The Board members
agreed with the straight-line concept for lease payments, but would like additional
information before deciding whether executory costs should be required to be
separated from the rental payment.
The next decision related to the proposed disclosure of future lease payments.
Some questioned whether this disclosure was necessary for intragovernmental
lease arrangements. The Board agreed to exclude the disclosure, but to ask a
question in the exposure document whether the disclosure is necessary.
The Board agreed that the lessor revenue recognition would match the lessee's
expense recognition—on the straight-line basis.
The Board agreed that upfront lease costs for lessors would be expensed
Regarding potential disclosures of future lease payments of lessors, there were no
objections to the proposed disclosures.
 At the June 2014 Board meeting a majority of the Board agreed with a simplified
approach for recognizing amounts arising from intragovernmental lease
arrangements. The Board agreed that intragovernmental lease arrangements should
be accounted for differently than leases between federal entities and non-federal
entities.
The Board suggested referring to the project as “leases, including similar
intragovernmental lease arrangements” (similar intragovernmental lease
arrangements are in substance leases) to differentiate the intragovernmental
arrangements from the non-federal arrangements. This would allow the two types of
transactions to be disclosed separately.
The Board also agreed not to pursue issuing a preliminary views (PV) document on
leases and to tentatively plan to issue its exposure draft (ED) on leases and other
similar arrangements close to when the Governmental Accounting Standards Board
(GASB) will issue its ED. Because GASB plans to issue a PV prior to its ED, staff will
have an opportunity to seek informally feedback from the federal community on the
GASB PV.
 At the April 2014 meeting the U.S. General Services Administration (GSA) provided
an educational session with the goal of the Board gaining a better understanding of
several GSA lease-related topics.
 At the March 2014 the Board met jointly with the GASB to discuss similar issues
related to each of their ongoing lease accounting projects. Both Boards agreed that
they should begin with the goal of developing symmetry between the lessee and
lessor models. The FASAB was also very focused on the intragovernmental leasing
issues involving federal entities and those federal-specific lease issues.
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 In January 2014 staff asked the Board to provide their input in a survey format on
the tentative decisions made by the GASB on their lease project to date. Based on
the results of the survey, staff identified several topics for further discussion during
the joint meeting with GASB.
 At the December 2013 meeting the Board briefly discussed the GASB tentative
decisions on their leases project to date with the GASB Practice Fellow leading their
leases project.
 The Board tentatively agreed that based on Statement of Federal Financial
Accounting Concepts (SFFAC) 5’s definition of an asset and liability a federal
entity’s right to use a leased asset and the obligation to make lease
payments are assets and liabilities of the entity.
 All of the members agreed to explore the single-model approach as opposed to
the dual-model approach.
Other Lease Discussions

 FASAB staff members met with OMB staff on April 30, 2014 to discuss budget

scoring for capital leases. OMB staff explained that Appendix B of OMB Circular A11, which provides instructions on the budgetary treatment of lease-purchases and
leases of capital assets, is consistent with the scorekeeping rule developed by the
executive (OMB) and legislative branches (CBO) originally in connection with the
Budget Enforcement Act of 1990 (BEA). Statement of Financial Accounting
Standards 13, issued by FASB, was the “support” for the scorekeeping rules
developed. Because the lease budget scoring rules were developed in connection
with the BEA and cannot be changed unless all of the scorekeepers (OMB, CBO,
and the Budget Committees) agree, it is not likely that the rules will change based on
potential changes in the financial accounting for leases. OMB staff provided other
helpful insights which we will explore further later in the project.
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