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Addendum #3 Memo  
Leases 
February 16, 2023 

To: Members of the Board 
From: Ricky A. Perry, Jr., Senior Analyst  
Thru: Monica R. Valentine, Executive Director 
Subject: Letter from John Rychalski, Department of Veterans Affairs (Topic E addendum #3) 

On February 15, 2023, the Chairman received the enclosed letter from the Department 
of Veterans Affairs (VA or “the Department”). Staff requests that members carefully 
study this cover memo and the enclosed letter. 

The enclosed letter does not affect the implementation themes, observations, and 
conclusions reached by staff under Topic E. The Department of Veterans Affairs was 
one of the eight CFO Act reporting entities interviewed by staff, as discussed in the 
methodology section of Topic E. The implementation activities, themes, and staff 
observations in Topic E are based in part on those discussions. Staff did not propose 
any tentative Board decisions or recommendations for reasons discussed therein. Staff 
hereby reaffirms this position.  

Staff analysis of the enclosed letter: 

1. Statement 54, Leases, was issued in April 2018 after extensive due process and
deliberations. The Statement received unanimous Board approval. The
Department did not comment on the exposure draft (ED). As part of the due
process, the Board duly considered comments from all interested parties,
including those that expressed alternative views and disagreements with the
proposals within the ED.

2. Statement 58, Deferral of the Effective Date of SFFAS 54, Leases, was issued in
June 2020 after extensive due process and deliberations. The Statement
received unanimous Board approval. As part of the due process, the Board duly
considered ED comments that expressed alternative views. VA submitted a
comment letter concurring with a proposed two-year deferral and stating that “the
additional two years should allow Federal Entities to address the significant
challenges noted in the exposure draft” (see p. 1 of comment letter)

3. Board post-issuance actions, such as implementation guidance, clarifying
amendments, and other guidance, are not a basis to delay implementing
significant changes in generally accepted accounting principles. The Board’s
post-issuance project activities did not alter the requirements of Statement 54 or
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delay implementation activities. Rather, they modestly reduced implementation 
burden.  

4. The timing of interest rate selection for purposes of initial measurement is based 
on the transition requirements of paragraph 96.b of Statement 54. This has 
always been an inherent reality of the transition requirements. These 
requirements underwent extensive due process and staff included a question for 
respondents requesting feedback on transition requirements. Staff has not 
received similar complaints from other agencies, given the inherent simplistic and 
automated processes that can be implemented for pulling rates based on the 
lease term data element.  

5. The Board did not adopt “private sector leasing practices.” The Board aligned 
with the Governmental Accounting Standards Board as a foundation, with 
numerous accommodations for the federal environment (as discussed in the 
basis for conclusions of Statement 54). 

6. VA summarized several management challenges in the enclosed letter. These 
are consistent with the management challenges and themes summarized by staff 
under Topic E related to organizational change management, project 
management, and systems. In fiscal year 2022, VA’s independent auditor 
reported a material weakness in internal control over financial reporting (see FY 
2022 AFR, p. 125). The auditor noted that VA’s financial management system 
has limited functionality to meet current financial management needs. 

7. Management is responsible for implementing significant changes in accounting 
principles in accordance with transition requirements and the effective date of the 
Board’s final pronouncements. This entails project management and 
modifications to systems and controls. The Board duly considered the costs and 
challenges of the standard. See SFFAS 54 paragraphs A23-A27, A33, A36, and 
A38-A41 for examples. 
 

8. Statement 54 contributes significantly to each of the federal financial reporting 
objectives. The processes of preparing and auditing financial reports enhances 
the government’s overall accountability structure and provides assurance to 
users, including Veterans, that (a) resources, obligations, and costs of leases are 
recorded and reported accurately, (b) budgetary resources for leases have been 
obtained and used in accordance with the legal authorization, and (c) the 
effectiveness and efficiency of lease contracts and agreements are appropriately 
managed. Accrual-based standards are an essential and foundational element of 
meeting these accountability responsibilities, all of which are highly relevant to 
users of the Department’s financial reports, especially Veterans, and maintaining 
the public trust.  
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Closing staff remark: 

The federal financial reporting objectives are “a framework for assessing the existing 
financial reporting systems of the federal government and for considering how new 
accounting standards might help to enhance accountability and decision-making in a 
cost-effective manner.”1  Topic E and the issues discussed in this enclosed letter 
highlight the anticipated benefits of Statement 54 and its expected contributions to the 
federal financial reporting objectives when the Statement becomes effective in fiscal 
year 2024.  

 

Enclosure 

                                               
1 Statement of Federal Financial Accounting Concepts 1. 
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