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THE FEDERAL ACCOUNTING STANDARDS ADVISORY BOARD

The Secretary of the Treasury, the Director of the Office of Management and Budget (OMB),
and the Comptroller General of the United States established the Federal Accounting Standards
Advisory Board (FASAB or “the Board”) in October 1990. FASAB is responsible for
promulgating accounting standards for the United States government. These standards are
recognized as generally accepted accounting principles (GAAP) for the federal government.

Accounting standards are typically formulated initially as a proposal after considering the
financial and budgetary information needs of citizens (including the news media, state and local
legislators, analysts from private firms, academe, and elsewhere), Congress, federal executives,
federal program managers, and other users of federal financial information. FASAB publishes
the proposed standards in an exposure draft for public comment: In some cases, FASAB
publishes a discussion memorandum, invitation for comment, or preliminary views document on
a specific topic before an exposure draft. A public hearing is sometimes held to receive oral
comments in addition to written comments. The Board considers comments and decides
whether to adopt the proposed standards with or without modification. After review by the three
officials who sponsor FASAB, the Board publishes ted standards in a Statement of Federal
Financial Accounting Standards. The Board follo similar process for Statements of Federal
Financial Accounting Concepts, which guide the Board in developing accounting standards and
formulating the framework for federal accounting and reporting.

Additional background information and.other items of interest are available at www.fasab.gov:

. Memorandum of Understanding among the Government Accountability Office,
the Department of the Treasury, and the Office of Management and Budget, on
Federal Government Accounting Standards and a Federal Accounting Standards
Advisory Board

Mission statement

Documents for comment

Statements of Federal Financial Accounting Standards and Concepts

Bimonthly newsl|

Copyright Information

This.is a work of the U.S. government and is not subject to copyright protection in the United
States. It may be reproduced and distributed in its entirety without further permission from
FASAB. However, because this work contains copyrighted images or other material, permission
from the copyright holder may be necessary if you wish to reproduce this material separately.
The GASB material contained in this document is copyrighted by the Financial Accounting
Foundation (FAF), 801 Main Ave., P.O. Box 5116, Norwalk, CT 06856, and was used with
permission. Complete copies of the documents are available from the FAF |
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Federal Accounting Standards Advisory Board
441 G Street, NW, Suite 1155

Washington, D.C. 20548

Telephone 202-512-7350

Fax 202-512-7366
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The Accounting and Auditing Policy Committee

The Accounting and Auditing Policy Committee (AAPC) was organized in May 1997 by the
Department of the Treasury, the Office of Management and Budget (OMB), the Government
Accountability Office (GAO), the Chief Financial Officers Council (CFOC), and the Council of the
Inspectors General on Integrity and Efficiency (CIGIE—formally the President's Council on
Integrity and Efficiency) as a body to research accounting and auditing issues requiring
guidance.

The AAPC serves as a permanent committee established by the Federal Accounting Standards
Advisory Board (FASAB). The mission of the AAPC is to assist th eral government in
improving financial reporting through the timely identification, discussion, and recommendation
of solutions to accounting and auditing issues as they relate to the specific application of
existing authoritative literature.

The AAPC is intended to address issues that arise in.implementation that are not specifically or
fully discussed in federal accounting standards. T C's guidance is cleared by FASAB
before being published.

Additional background information on the AAPC is available from FASAB’s website.
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THE FEDERAL ACCOUNTING
STANDARDS ADVISORY BOARD

May DD, 2023

TO: ALL WHO USE, PREPARE, AND AUDIT FEDERAL FINANCI

Your comments on the exposure draft of a proposed Federal Fi al Accounting Technical
Release, Leases Implementation Guidance Updates, are req pecific questions for your
consideration appear on page four, but you are welcome to.comment on any aspect of this
proposal. If you do not agree with specific proposals, your responses will be most helpful to the
Committee and the Board if you explain the reasons for your positions, the paragraph number(s)
and/or topic areas of the proposals that are relatedto your positions, and any alternatives you
propose.

INFORMATION

Responses are requested by June DD 2023.

All comments received are considered public information. Those comments will be posted to the
Accounting and Auditing Policy Committee’s website and included in the projects’ public record.

Please provide your comments by ema fasab@fasab.gov. We will confirm receipt of your
comments. If you do not get a confirmation, please contact our office at (202) 512-7350 or
fasab@fasab.gov to determine if your comments were received. If you are unable to email your
responses, please call (202) 512-7350 to make alternative arrangements.

We may hold one or more public hearings on any exposure draft. No hearing has yet been
scheduled for these exposure drafts. Notice of the date and location of any public hearing on
this document will be published in Federal Register and in FASAB's newsletter.

Sincerely;

PENDING BALLOT

Monica R. Valentine
Executive Director, AAPC ir

441 G Street NW, Suite 1155, Washington, D.C. 20548 ¢ (202) 512-7350 & Fax (202) 512-7366



EXECUTIVE SUMMARY

This Federal Financial Accounting Technical Release (TR) would assist reporting entities in
implementing Statement of Federal Financial Accounting Standards (SFFAS) 54, Leases.

This proposal would amend TR 20, Implementation Guidance for Leases, by incorporating
minor conforming amendments related to Statement of Federal Financial Accounting Standards
(SFFAS) 61, Omnibus Amendments 2023, and inserting additionw:s implementation
guidance questions and answers within the related topic areas.

MATERIALITY

The provisions of this Technical Release need not t pplied to information if the effect of
applying the provision(s) is immaterial.' A misstat , including omission of information, is
material if, in light of surrounding facts and circu nces, it could reasonably be expected that
the judgment of a reasonable user relying on the ation would change or be influenced by

the correction or inclusion of the information. Materiality should be evaluated in the context of
the specific reporting entity. Determini ateriality requires appropriate and reasonable
judgment in considering the specific fﬁircumstances, size, and nature of the misstatement.
Consequently, after quantitative and qualitative factors are considered, materiality may vary by
financial statement, line item, or group of line items within an entity.

1 Refer to Statement of Federal Financial Accounting Concepts 1, Objectives of Federal Financial Reporting, chapter
7, titled Materiality, for a detailed discussion of the materiality concepts.

Executive Summary | AAPC



TABLE OF CONTENTS

EXECULIVE SUMIMAIY ...ttt ettt e ettt e et e e et e e e e nee e e s nbeeeeseeeanaeas
Questions for Respondents

g (goTe [Vt i o] o IR SRRSOt
Proposed Technical Guidance.............ccccoiiiiiiiiiiiiiiieeeiee e

Scope Of Technical GUIdanCe ...........ccocceieeeiiiiiiiiee e
Proposed Conforming Amendments to TR 20
Proposed Updates to TR 20 ........cccceveeeeeeiiiiinnes
Proposed Technical Correction to TR 20............
Effective Date.........cccoceiiiiiiiiiiiiee,
Appendix A: Basis for Conclusions

Project History..........ccooviiiiiieniicccee,
Appendix B: Abbreviations

m Table of Contents | AAPC



QUESTIONS FOR RESPONDENTS

The Accounting and Auditing Policy Committee (AAPC or “the Committee”) encourages you to
become familiar with the proposed Federal Financial Accounting Technical Release (TR) before
responding to the questions for respondents (QFR) and specific matters for comment (SMC) in
this section.

In addition to the questions below, the Committee also welcomes your comments on other
aspects of the proposed TR. Because these proposals may be further-modified before a final TR
is issued, it is important that you comment on aspects that you favor as well as any that you do
not favor. Comments that include the reasons for your views are.especially appreciated. All
responses are requested by June DD 2023.

The Committee believes that these proposals would improve federal financial reporting and
contribute to meeting the federal financial reporting objectives. The Committee has considered
the perceived benefits and costs associated with thi posal. In responding; please consider
the expected benefits and challenges, and comm e any concerns that you may have
regarding this proposal.

To facilitate our analysis of comment letters, it would be helpful if you explain the reasons for

your views, including alternatives that you believe the Board and/or the Committee should

consider. Please include references t? related paragraph numbers in your responses.
lable

The questions in this section are avai for your use at https://www.fasab.gov/documents-for-
comment/. Your responses should be sent to fasab@fasab.gov. If you are unable to submit your
comment letter via email, please contact 202-512-7350.

QFR 1. Do you generally support the proposed conforming amendment in paragraph #?
Please explain the reasons for your positions, the paragraph number(s), and/or topic
areas of the proposals that are related to your positions. Please also explain any
alternatives or additiona didates that you propose and the authoritative basis for
such alternatives.

QFR 2. Do you generally support the proposed new questions and answers in paragraphs #-
#? Please explain the reasons for your positions, the paragraph number(s), and/or
topic areas of the proposals that are related to your positions. Please also explain any

\alternatives you propose and the authoritative basis for such alternatives.

QFR 3. Do you generally support the technical correction in paragraph #? Please explain any
alternatives or additional candidates that you propose and the authoritative basis for
such alternatives.

Questions for Respondents | AAPC



INTRODUCTION

PURPOSE

1.

. Questions and answers in Federal Financial Accounting T

Statement of Federal Financial Accounting Standards (SFFAS) 54, Leases, provides a
comprehensive set of lease accounting standards to recognize federal lease activities in the
reporting entity’s general purpose federal financial reports and includes appropriate
disclosures.

| Release (TR) 20,
ce for applying the
dance with SFFAS 54.

Implementation Guidance for Leases, are intended to p
accounting and financial reporting requirements for leas

This proposed TR would update TR 20 with one.conforming amendment, nine additional
questions and answers, and one technical correction.

RN
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g
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PROPOSED TECHNICAL GUIDANCE

SCOPE OF TECHNICAL GUIDANCE

4. Readers of this TR should first refer to the hierarchy of accounting standards in SFFAS 34,
The Hierarchy of Generally Accepted Accounting Principles, Including the Application of
Standards Issued by the Financial Accounting Standards Board. This TR proposal would

supplement the relevant accounting standards but would not su te for or take
precedence over the standards. This TR clarifies but does no ge guidance provided in
SFFAS 54.

PROPOSED CONFORMING AMENDMENTS TR 20

5. Paragraph 78 of TR 20 is amended as follows:

78. A contract conveys the right to use a ing for 30 years and the attached
parking garage for 15 years. There is no d interest rate included in the lease
agreement. Should the discount rate be separately assessed for each component?

Yes. Paragraph 74 of SFFAS res that lease contracts involving multiple
underlying assets be accounted for as separate lease components if the underlying
assets have different lease terms. The_interest-estimated-ineremental-berrowing rate in
this scenario would likely differ between the two components because of the difference
in lease terms. When the mterest rates for each component are not stated in the lease
agreement, the interest-e ving rate for each component
should be_based on the interest rate on marketable Treasury securities at the

definitions) as follows:

8A. A reporting enti nters into a 10-year contract with a utility company for the
right to use a specified capacity of fiber optic cable connecting two operational
sites (over a specifically identified route) in exchange for consideration. The
reporting entity controls access to the specified capacity provided for in the
contract. Does this contract convey control and meet the definition of a lease?

Yes, this contract conveys control and meets the definition of a lease. Paragraph 3 of
SFFAS 54 provides that the reporting entity should assess whether the contract gives
the lessee both of the following when determining whether a contract or agreement
conveys the right to control the use of the underlying asset:

n Proposed Technical Guidance | AAPC




a. The right to obtain economic benefits or services from the use of the underlying
asset as specified in the contract

b. The right to control access to the economic benefits or services of the underlying
asset as specified in the contract

The fiber optic cable is inherently expected to provide the reporting entity with the right
to obtain economic benefits or services of the underlying asset (criterion 1 of 2).
Through a lease contract the government may control access to the economic benefits
or services embodied in an underlying asset it does not ow this scenario, the
contract allows the reporting entity to deny or regulate th cess of other entities to
the economic benefits or services of the specified ca and route provided for
under the contract (criterion 2 of 2). Therefore, the¢ontrol criterion is met. Relatedly, in

accordance with paragraph 2, the contract in this scenario specifies, either explicitly or
implicitly (in this case, explicitly) the underlyi et.

8B. A reporting entity enters into a servicé contract with a utility company for the
right to use a fiber optic cable netw exchange for consideration. The
contract does not provide the reportin i ith specific capacity rights,

cables, or wavelengths; nor does it provi bility to deny and regulate the
access of others to the fib i . Does this contract convey

No, this contract does not convi he def?ion of a lease. Unlike the
scenario under h 8A above, the.con r this scenario does not meet

the control critemaraqra b of SFFAS criterion 2 of 2). The reporting
entity cannotddeny or requlate the access of other parties to the economic benefits or
services of the underlying asset, as the contract does not convey specific capacity

rights, cables, Relatedly, paragraph 2 of SFFAS 54 provides that the
underlying as ither through explicit specification in the contract

(lessee) to use one floor of the reporting entity’s building at a market rate. The
contract states t he space is to be used only for a restaurant. Does the
contract.conve right to control the use of the underlying asset?

In accorda paragraph 3 of SFFAS 54, the reporting entity should assess
whether the contract gives the lessee both the right to obtain economic benefits or
services from the use of the underlying asset as specified in the contract (emphasis
added) and the right to control access to the economic benefits or services of the
underlying asset as specified in the contract (emphasis added). In this example, the
paragraph 3 control criterion are met notwithstanding the parameters of the contract
regarding the nature and manner of use (see also TR par. 7.b).

7. Paragraphs 24A-B are added to TR 20 (under the topic area for lease term) as follows:

Proposed Technical Guidance | AAPC



24A. A reporting entity (lessee) enters into a 120-month lease with a private party
(lessor). Both the lessee and the lessor have a right to cancel at any time,
without permission from the other party, with X months’ advance notice.
Therefore, the initial lease term is X months because the remaining 120 - X
months are cancellable periods at the commencement date of the lease. At the
end of the reporting entity’s reporting period, neither the reporting entity nor the
lessor have exercised their rights to cancel. Should the reporting entity reassess
the lease term?

ercising the right to
20 - X months of the

Yes. In this example, as long as neither party provides noti
cancel, the remaining lease term at any point during the
lease would be equal to X months. Therefore, the go nt should reassess the
lease term at the end of the first reporting period a ent reporting periods, as
applicable. If the advance notice period (X) is less than or equahto 24 months, the
lease will remain a short-term lease regardle hese reassessments. If the advance
notice period is greater than 24 months, h r, these reassessments will prevent
inappropriate short-term classification.

N
~

A lease contract states that it will rem
terminated before then. The contract allo
any reason with 60 days’
lease with 60 days’ notice

eff tfor>three years untss

lessee to terminate the lease for
allows the lessor to terminate the
lessee defaults on payments. It is probable,

terminate because the lessor is only allowed to
t the lessee defaults on payments (see par. 19.b of

wo years a reporting entity (lessee) has

into new 24-month noncancellable lease contract with

) for the use of building space. The lease contract for the
not contain options to extend beyond the 24-month
noncancellab se term. The reporting entity expects to continue this
practice. Is th short-term lease?

Yes. According to paragraph 14 of SFFAS 54, the lease term is the noncancellable
period (24 months or less) plus all periods subject to options to extend or terminate the
lease, of which there are none in this scenario. Although historical behaviors and
expectations may be relevant factors in assessing the likelihood of exercising options
(see par. 20 of SFFAS 54) when determining the lease term, such factors are only
applicable to assessing options. This contract does not contain options to extend
beyond the 24-month noncancellable term.

Proposed Technical Guidance | AAPC



9. Paragraphs 45A and 52A are added to TR 20 (under the topic area for lessee recognition,
measurement, and disclosures for leases other than short-term leases, contracts or
agreements that transfer ownership, and intragovernmental leases) as follows:

45A.

A reporting entity (lessee) leases office space. In addition to fixed payments, the
reporting entity is required to make payments to reimburse the lessor for the
lessor’s real estate taxes and insurance. The additional payment amounts are
stated in the lease based on the lessor’s estimate of taxes and insurance at the
beginning of each year of the lease term. Annually, the lessor provides a
reimbursement or requests an additional payment fro reporting entity for
the difference between the actual and estimated ta d insurance. Should
these additional payments be included in the me, ent of the lease liability?
Is the lease liability required to be remeasure bsequently provided
updates to the lessee at the beginning of e se term?

The tax and insurance amounts are variable payments that depend on an index or a
rate, as provided by paragraph 40.b of SFEAS 54. Accordingly, these future payments
should be included in the lease liability initially me@sured using the index or rate
as of the commencement of the lease ter h'45 of SFFAS 54 provides that
the lease liability is not required to be remea lely for a change in an index or

if the lease liability is remeasured
EAS 54, the liability should also
be adjusted for any changes in ndiinsurance rates if those changes are
expected to significantly affect t

(see par. 45 of Swg

. A reportingéntity (lessee) leases a building. The lease term is 10 years. At the

10. Paragraph 75A is
concessions) as follows:

75A.

_ amortization of the discoun

commencement of the Iese, the reporting entity provides payment for the first

ill be paid starting in the fourth year of the
acognize interest expense during each of the

the lease liability. That discount should be amortized
oventhe entire lease term, including each of the first three years during which the
reporting entity is aking payments. The interest liability will continue to accrue
until the govern tarts making payments in the fourth year.

d to TR 20 (under the topic area for lease incentives and lease

A lease with a lease term of 10 years requires fixed payments totaling $17
million to be made for each of the first 9 years. There is a rent holiday (during
which the lessee is not required to pay any rent) for year 10. The useful life of
the underlying asset is 15 years. How should the reporting entity (lessee)
account for the rent holiday?

Proposed Technical Guidance | AAPC



A rent holiday is a type of lease concession, as described in paragraph 70 of SFFAS
54. In this example, the rent holiday is at the end of the lease term and affects the
expected fixed payments to be made during the lease term (see par. 40, 40.g of
SFFAS 54). Therefore, the lease liability would be the present value of $17 million per
vear for 9 years, and the discount (between $17 million and the present value) would
be amortized over 9 years. At the end of year 9, the lease liability would be zero. The
lease asset, however, would be amortized over the entire 10-year lease term, in
accordance with paragraph 50 of SFFAS 54 (as the lease term is shorter than the
useful life of the underlying asset).

PROPOSED TECHNICAL CORRECTION TO TR 20/

11. Paragraph 25 of TR 20 is amended as follows:

25. Alease contract allows only the lessee
the lease at any time but also provide
cancellation penalties are so great
terminate the lease. Should the
option to terminate be included in the |

ing entity) to unilaterally terminate
ancellation penalties. The

is probable the lessee will not

periods covered by the | ’s

term by the lessee?

Yes, the-cancelable periods be included in the lease term in this particular
case. Paragraph 15.b of SFF requires lessees to.include periods in the lease
term covered by their options to terminate if it.is probable; based on all relevant
factors, that they will not exercise those options. In.determining whether it is probable
that it will not exercise the option to terminate the lease; the lessee should assess all
factors relevant to the likelihood that it will not exercise the option. Those factors
included significant econ disincentives, such as cancellation penalties, as
discussed in paragraph 20 (see also: TR par. 26-27).

EFFECTIVE DATE

ive for reporting periods beginning after September 30,

eed not be applied to information if the effect of applying the provision(s) is
Federal Financial Accounting Concepts 1, Objectives of Federal Financial
d Materiality, for a detailed discussion of the materiality concepts.

immaterial. Refer to Stateme
Reporting, chapter

Proposed Technical Guidance | AAPC



APPENDIX A: BASIS FOR CONCLUSIONS

This appendix discusses factors considered significant by Committee members in reaching the
conclusions in this guidance. It includes the reasons for accepting certain approaches and
rejecting others. Individual members gave greater weight to some factors than to others. The
guidance enunciated in this Technical Release—not the material in this appendix—should
govern the accounting for specific transactions, events, or conditions.

This Technical Release may be affected by later Statements or pronouncements. The FASAB
Handbook is updated annually and includes a status section dire the reader to any
pronouncement that affects this Technical Release. Within th the Technical Releases,
the authoritative sections are updated for changes. However, appendix will not be updated
to reflect subsequent changes. The reader can review the basis for conclusions of amending
Statements or other pronouncements for the rationale for each amendment.

PROJECT HISTORY

A1.Statement of Federal Financial Accounting Standards (SFFAS) 54, Leases, was issued in
April 2018. SFFAS 54, as amended; is effective for reporting periods beginning after
September 30, 2023. )

A2.Technical Release (TR) 20, lmplen)lation Guidance for Leases, was issued in November
2021. Questions and answers in the TR are intended to provide guidance for applying the
accounting and financial reporting requirements for leases in-accordance with SFFAS 54.

A3. After the issuance of TR 20, the Board issued two additional pronouncements:

a. Technical Bulletin 202341, Intragovernmental Leasehold Reimbursable Work
Agreements, which addresses accounting issues related to intragovernmental
reimbursable agreements that were not directly covered under SFFAS 54, was issued
in March 2023.

b. SFFAS 61, Omnibus ments 2023, which provided targeted technical
clarifications to further facilitate implementation, was issued in April 2023.

A4. These two pronouncements resulted in the need for the Accounting and Auditing Policy
Committee (AAPC) to implement a few minor conforming amendments to TR 20.
Specifically, paragraphs 59 and 78. These amendments do not substantively change the
original TR 20 guidance. The paragraph 59 amendment provides helpful reference to
Technical Bulletin 2023-1 for users of the guidance, while the paragraph 78 amendment
aligns terminology and citations with corresponding SFFAS 61 amendments to SFFAS 54
guidance.

A5. As was done when developing TR 20, the AAPC and technical staff continued to coordinate
with Governmental Accounting Standards Advisory Board (GASB) technical staff on leases-
related implementation guidance. When developing updates to TR 20, the Committee also
considered leases implementation guidance issued by the GASB since the issuance of
GASB Implementation Guide 2019-3, Leases, including:

Appendix A: Basis for Conclusions | AAPC



a. GASB Implementation Guide 2020-1, Implementation Guidance Update—2020;

b. GASB Implementation Guide 2021-1, Implementation Guidance Update—2021; and

c. GASB Implementation Guide 2023-1, Implementation Guidance Update—2023.

A6. FASAB project staff analyzed TR 20, SFFAS 61, Technical Bulletin 2023-1, and the
aforementioned GASB implementation guidance updates to idengify candidates for

analysis in collaboration with independent coders from the lea sk force to reach

conforming amendments and additional questions and answ?ﬁ performed a content

agreement on candidates. The Committee reviewed the res the content analysis and

[stopping point for now]

AT7.Additional BFC project history to be provided to the AAPC in May prior to balloting ED.

2The GASB material is copyrighted by the Financial Accounting Foundation (FAF), 801 Main Ave., Norwalk, CT
06856, and was used with permission. Complete copies of the documents are available from the FAF.

=
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APPENDIX B: ABBREVIATIONS

AAPC Accounting and Auditing Policy Committee
ED Exposure Draft

FAF Financial Accounting Foundation

FASAB Federal Accounting Standards Advisory Bo

GAAP Generally Accepted Accounting Princip
GASB Governmental Accounting Standard’é’ Board
GPFFR General Purpose Federal Financial Report
QFR Questions for Respondents

SFFAC Statement of Federal Financial Ac ting Concepts

SFFAS Statement of Fede cial Accounting Standards

TR Federal Financial Ac ting Technical Release
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