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lslcpas.comDisclaimer
LSL,LLP is providing this material for information purposes only. The content within the presentation 
was developed based on information available as of August 26, 2025. The material provided is 
general and is not intended to be complete accounting, tax or business advice. Nothing herein 
should be relied upon or used without consulting accounting, tax or business advisor to consider 
your specific circumstances, possible changes to applicable laws, rules and regulations, and other 
tax or operational issues. Receipt of this material does not establish a client relationship. 

Copyright 2025 LSL, LLP 
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lslcpas.comObjectives
• Overview of the GASB 87 and GASB 96 Statements
• Refresh on the journal entries and disclosures required by the Statements
• Learn about the challenges faced by governmental agencies while 

complying with GASB 87 and GASB 96 requirements and how to 
address them.

• Discuss best practices for documentation and preparation for an audit



lslcpas.comPOLLING QUESTION #1
How comfortable are you with GASB Statements 87 and 96?

A. I am an expert
B. I understand them for the most part
C. I am somewhat comfortable
D. I wish these Statements would go away



lslcpas.com

Technical Guidance



lslcpas.comLease/SBITAs Defined
• Paragraph 4 of GASB 87 defines a lease as:

• Contract that conveys control of the right to use another entity’s nonfinancial asset as 
specified in the contract for a period of time in an exchange or exchange-
like transaction

• Paragraph 6 of GASB 96 defines a subscription-based information 
technology arrangement (SBITA) as:
• Contract that conveys control of the right to use another entity’s IT software, alone or in 

combination with tangible capital assets, as specified in the contract for a period of 
time in an exchange or exchange-like transaction



lslcpas.comControl
• The lease/SBITA contract coveys the right to use the underlyingasset if 

the government has both of the following:
• The right to obtain the present service capacity from use of the underlying 

asset as specified in the contract
• The right to determine the nature and manner of use of the underlying asset 

as specified in the contract
• The “right to use” is a resource that provides present service capacity to 

the government.
• Within the confines of the contract, it is at the discretion of the 

government to decide whether, and to what extent, it will use the 
underlying assets



lslcpas.comLease/SBITA Term
• The lease/SBITA term is the period during which a lessee/government 

has a noncancelable right to use an underlying asset (referred to as the 
noncancelable period), plus:
 Periods covered by the option to extend if reasonably certain that the 

lessee/government or lessor/SBITA vendor will exercise that option
 Periods covered by the option to terminate if reasonably certain that the 

lessee/government or lessor/SBITA vendor will not exercise that option
• Periods for which both the lessee/government and the lessor/SBITA 

vendor have an option to terminate the lease without permission from 
the other party (or if both parties have to agree to extend) are 
cancelable periods and are excluded from the lease term
 For example, a rolling month-to-month lease



lslcpas.comModifications 
 An amendment should be considered a lease/SBITA modification 

unless the lessee’s right to use the underlying asset decreases
 Amendment examples:

 Change in contract price
 Change in contract term
 Adding or removing an underlying asset

 The lessee and lessor should account for an amendment during the 
reporting period resulting in a decrease in the lessee’s right to use the 
underlying asset (for example, the lease term is shortened or the 
number of underlying assets is reduced) as a partial or full lease 
termination

 A modification will result in a separate lease/SBITA if it results in an 
additional asset by adding access to more underlying lease/SBITA 
assets in exchange for a reasonable increase in payments



lslcpas.comGASB 87 Exclusions
• Short-term leases

 Maximum possible term under the lease contract of 12 months (or less),including any 
options to extend, regardless of their probability of being exercised

 GASB 99 prevented potential loophole 
• $1 Lease agreements
• Cancelable agreements
• Financed purchase

 Contracts that transfer ownership with no termination options 
• Regulated leases (lessors)

 U.S. Department of Transportation
 Federal Aviation Administration (FAA) 
 Require special disclosures



lslcpas.comGASB 96 Exclusions
• Short-term SBITAs

 Maximum possible term under the lease contract of 12 months (or less),including any 
options to extend, regardless of their probability of being exercised

 GASB 99 prevented potential loophole 
• Contract combinations 

 Contracts for tangible capital assets and IT software, in which the software 
component is insignificant when compared to the cost of underlying tangible capital 
asset (i.e. smart copier)

• Perpetual computer software licensing arrangements
• IT services arrangements (outsourced IT department)
• Cancelable agreements



lslcpas.comKey GASB 96 Considerations
• The guidance only applies to SBITA users (i.e., lessees)
• Implementation costs (3 stages)

1. Preliminary project – needs determination, RFP process, vendor assessment, and 
final selection

2. Initial implementation - configuration, coding, testing, and installation associated 
with the government’s access to the underlying IT assets

3. Operation and Additional Implementation – maintenance, troubleshooting, and 
additional implementation activities

• Costs associated with phases 1 and 3 should be expensed as incurred.
• Phase 2 costs should be capitalized as part of the SBITA asset or a prepaid 

asset (i.e., subscriptions in progress) if not placed into service yet
• Training costs should be expensed as incurred, regardless of the stage in 

which they are incurred



lslcpas.comPOLLING QUESTION #2
Do you use a software for GASB 87 and/or GASB 96?

A. Yes
B. No



lslcpas.com

Financial Reporting



lslcpas.comMeasurement: Lessee 
• Lease/SBITA liability should be measured at the present value of payments 

expected to be made during the lease term using the implicit rate in the 
agreement or the government’s incremental borrowing rate

• Right-to-use lease/SBITA asset should be measured as the initial measurement 
of the lease/SBITA liability, plus prepayments and any initial direct costs to place 
the asset into service

• A Right-to-use lease/SBITA asset should be amortized in a systematic and 
rational manner over the shorter of the lease term or the useful life of the 
underlying asset

• When reporting lease/SBITA activity under the current financial resources 
measurement focus the government should record:
 Capital outlay expenditure and other financing source when the lease/SBITA is initially 

recognized
 Subsequent lease/SBITA payments should be recorded as debt service payments



lslcpas.comMeasurement: Lessor 
• At the commencement of the lease term, a lessor should recognize a 

lease receivable and a deferred inflow of resources.
• Lessor initially should measure the lease receivable at the present value of 

lease payments expected to be received during the lease term, reduced by 
any provision for estimated uncollectible amounts.

• The deferred inflow of resources should initially be measured as the initial 
measurement of the lease receivable, less any payments received from 
the lessee prior to commencement of the lease term.

• A lessor subsequently should recognize the deferred inflow of resources 
as inflows of resources (revenue) in a systematic and rational manner over 
the term of the lease. 



lslcpas.comExample Journal Entries
Current Financial Resources/Modified 
Accrual
To record initial recognition of lease/SBITA at beginning of term

Account DR CR

Expenditures - capital outlay xxx

Other financing sources - leases/SBITAs yyy

To record subsequent lease/SBITA payments

Account DR CR

Debt service - principal xxx

Debt service - interest xxx

Cash yyy

Economic Resources/Full Accrual
To record initial recognition of lease/SBITA at beginning of term

Account DR CR
Right-to-use lease/SBITA asset xxx

Lease/SBITA liability yyy

To record subsequent lease/SBITA payments and amortization expense

Account DR CR
Lease/SBITA liability xxx

Interest expense xxx

Cash yyy

Amortization expense xxx

Accumulated amortization yyy



lslcpas.comExample Journal Entries
Economic Resources/Full Accrual
To record initial recognition of (lessor) lease at beginning of term

Account DR CR
Lease receivable xxx

Deferred inflow - leases yyy
To record subsequent (lessor) lease payments

Account DR CR
Cash xxx

Interest revenue yyy
Lease receivable yyy

Deferred inflow - leases xxx
Lease revenue yyy

Current Financial Resources/Modified Accrual
To record initial recognition of (lessor) lease at beginning of term

Account DR CR
Lease receivable xxx

Deferred inflow - leases yyy
To record subsequent (lessor) lease payments

Account DR CR
Cash xxx

Interest revenue yyy
Lease receivable yyy

Deferred inflow - leases xxx
Lease revenue yyy



lslcpas.comExample Journal Entries

*Use “Expenditures - capital outlay” account if government-wide conversion entry 

Current Financial Resources/Modified Accrual
To record initial implementation costs for SBITAs

Account DR CR
Expenditures - capital outlay xxx

Cash yyy
To record SBITA asset placed into service

Account DR CR
Expenditures - capital outlay xxx

Other financing sources - SBITAs yyy

Economic Resources/Full Accrual
To record initial implementation costs for SBITAs

Account DR CR
Subscriptions in progress xxx

Cash* yyy

To record completion of initial implementation phase and place SBITA asset into service
Account DR CR
Right-to-use lease/SBITA asset xxx

Subscriptions in progress yyy
SBITA liability yyy



lslcpas.com

FS Disclosures
• Lessees/SBITA users (can be grouped)

  A general description of its leases/SBITAs, including the basis, terms, and conditions
 The total amount of subscription assets, and the related accumulated amortization
 Variable payments
 Principal and interest requirements to maturity, presented separately, for the lease/SBITA 

liability for each of the five subsequent fiscal years and in five-year increments thereafter
 Commitments for leases/SBITAs that have not commenced

• Lessors 
 A general description of its leasing arrangements, including the basis, terms, and 

conditions
 The total amount of inflows of resources (revenues) recognized, if not clearly displayed on 

the face of the financials
 Variable payments
 If leasing is part of principal ongoing activity, schedule of future payments of the lease 

receivable, showing principal and interest separately, for each of the five subsequent fiscal 
years and in five-year increments thereafter.

 Regulated lease disclosures, if applicable



lslcpas.comFS Disclosures



lslcpas.comFinancial Statement Considerations
• Leases/SBITAs are capital assets and can be included in the capital assets 

footnote
• Leases/SBITAs are long-term liabilities and can be included in the long-term 

liabilities footnote
• Interest revenue is considered nonoperating revenue, even if leasing is 

principal ongoing activity (GASBIG 2023-1, Q4.6)
• Statement of cash flows considerations
 Issuance of leases/SBITAs are noncash capital and financing activities
 Lease/SBITA payments are capital and financing cash outflows



lslcpas.comPOLLING QUESTION #3
Is your government planning on or currently undergoing an 
ERP implementation?

A. Yes
B. No



lslcpas.com

Lessons Learned and Best Practices



lslcpas.com
Lessons Learned from 
GASB 87/96
• Prepare Early – It takes time to meet with your departments to verify changes are incorporated. 

Initiate early in your close process. Don’t make this the last item of your close.

• Plan for Challenges – Whether you are using a software solution or calculating it manually, it will 
take time to verify the data and complete the calculations, journal entries and footnote information.

• Lack of departmental communication – be sure to communicate with all departments throughout 
the year, not just the IT department. 

• Document everything – Make sure to document anything that could be applicable, AND not 
applicable.

• Review for amendments – The lease/SBITA listing may show that a certain arrangement has 
ended; however, the government amended the agreement without updating the listing.

• Review rollforward for accuracy – Ensure beginning balances agree to the prior year ending. 
Watch out for modifications and terminations.



lslcpas.comBest Practices
• Review listing of existing Lease/SBITAs
 Consider modifications
 Early terminations or re-negotiations
 Term extensions or expanded scope/compensation

• Search for exclusions
 Short-term 
 Cancelable
 Non-exchange (i.e., $1 agreement)



lslcpas.comBest Practices
• Perform keyword search on GL expense accounts to identify potentially 

missed leases/SBITAs
• Create separate GL accounts to track leases and SBITAs
• Review minutes to identity potential lease/SBITA arrangements
• Meet with purchasing department throughout the year to help identify new 

arrangements
• Consider using lease/SBITA management software (i.e., Debtbook)
 Review journal entries and disclosures generated from software to verify accuracy 

• Consider using consultants to assist with the review and input of 
lease/SBITA arrangements



lslcpas.com

How Does This Info Get Audited?



lslcpas.comWhat Information Is Needed for Audit
• Workpapers Needed
 Lease/SBITA Asset and Lease/SBITA Liability Rollforward

  Calculations for Interest Receivable and Interest Payable



lslcpas.comWhat Information is Needed for Audit
• Additional Information Needed:
 Listing of leases/SBITAs considered that did not qualify
 Copies of lease and SBITA agreements, amendments, terms and 

conditions, purchase orders, quotes, etc.
 Documentation supporting determinations made for each lease/SBITA
 Materiality (policy)
 Reasonable likelihood of exercising extensions
 Estimation of years for autorenewals

 Journal entries, including government-wide conversion entries
 General ledger detail
 Financial statement disclosures



lslcpas.comHow Does This Info Get Audited?
• Testing of Activity Through Sampling
 Accuracy and Reasonableness
 Adherence to Established Capitalization Policy

• Completeness Testing for Unreported Items
 Make sure you keep a copy of the items considered but not included in leases/SBITAs

• Testing of financial statement disclosures
 We will trace balances to the financial statements and disclosures
 Verify that disclosures get updated with proper information



lslcpas.comPOLLING QUESTION #4
What do you think your biggest challenge will be with this 
process?

A. Maintaining a list of Leases/SBITAs
B. Engaging departments
C. Accuracy with the journal entries (software limitations)
D. All of the above



lslcpas.comAdditional Resources
• California State Controller’s Office:
 https://www.sco.ca.gov/sard_gaap_basis_reporting.html 

• GFOA GASB 87 and 96 Resource Center:
 https://www.gfoa.org/gasb-resource-center 

• GFOA Just a T.A.D. YouTube videos:
 https://www.gfoa.org/justatad

https://www.gfoa.org/gasb-resource-center
https://www.gfoa.org/justatad


lslcpas.comLSL Resources
• GASB 87 – LSL Blog:
 https://lslcpas.com/gasb-87-implementation-lessons-learned-plus-

what-to-do-if-you-havent-started/

• GASB 96 – LSL Blog:
 https://lslcpas.com/gasb-96-lessons-learned-for-local-government-

organizations/

• LSL Government Webinars:
 https://lslcpas.com/webinars-government/ 

https://lslcpas.com/gasb-87-implementation-lessons-learned-plus-what-to-do-if-you-havent-started/
https://lslcpas.com/gasb-87-implementation-lessons-learned-plus-what-to-do-if-you-havent-started/
https://lslcpas.com/webinar/gasb-96-lost-in-translation-implementation-challenges-no-one-is-talking-about/
https://lslcpas.com/webinar/gasb-96-lost-in-translation-implementation-challenges-no-one-is-talking-about/
https://lslcpas.com/webinars-government/


lslcpas.comNext Back to Basics Webinar
Wednesday, September 10, 26 at 1:30 pm PST
Back to Basics | Uniform Guidance Encore Presentation
Ryan Domino, CPA - Partner, Assurance & Advisory

You can sign up to register in the follow up email you will receive after 
this webinar. Please give it up to 24 hours.
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Questions



lslcpas.comContact Us

www.lslcpas.com

contact.us@lslcpas.com 

(949) 829-8299

mailto:contact.us@lslcpas.com
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