Start
• If leased asset is subleased (leased asset leased to
third party), treat as two separate contracts.
Additional disclosures required.
(GASB 87 ¶80-81)
• If lease-leaseback (leased asset leased back lessor),
consider as a net transaction. Additional disclosure
required. (GASB 87 ¶87)
• If sale-leaseback (sold asset leased back to seller),
consult guidance in GASB 87 ¶82-86.

•
•
•
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1.
Review contract for:1
Control of the right to use another
entity’s nonfinancial asset
A specified period of time
Exchange or exchange-like transaction
(GASB 87 ¶4)

A part of the contract
contains all conditions
from no. 1?

Yes

Were multiple
contracts entered into
at or near the same
time with the same
counterparty?
(GASB 87 ¶69)

No

Not a lease contract.

3.
Contract contains multiple components, such
as a contract that contains both a lease
component and a nonlease component, or a
lease that contains multiple underlying assets.
(GASB 87 ¶63)

Does no. 3 apply to
the contract?

Yes

•
Yes

•

2.
The contracts were negotiated as a
package with a single objective.
The amount of consideration to be paid in
one contract depends on the price or
performance of the other.
(GASB 87 ¶69)

No

Proceed to no. 3.

The contracts should
not be considered
part of the same
contract.
Proceed to no. 3.
(GASB 87 ¶69)

3A.
Components are defined by:
• Nonlease items (maintenance, services,
etc.)
• Multiple assets with different terms or
classes (building, equipment, etc.)
Note: The answers to the following questions
may differ for different components within a
contract.
(GASB 87 ¶63)

Are prices for
individual components
allocated and
reasonable?2
(GASB 87 ¶66)

It’s practicable to
estimate prices of
components,
maximizing observable
information?
(GASB 87 ¶67)

No

Yes

No

The contracts should
be considered part of
the same contract.
Proceed to no 3.
(GASB 87 ¶69)

Account for the components for which price
could not be estimated as a single lease unit,
using the primary lease component terms.
Proceed to no 4.
(GASB 87 ¶64, 66, 67, 68)

Yes
•
•
•

•
•
•
•
•
•

Was any statement
from no. 2 true?

No

No

4.
Review contract for:
Service Concession Arrangement (GASB 60)
Supply Contract
Intangible Asset
Biological Asset
Inventory Asset
Conduit Debt Arrangement (GASB 91)

Available at https://sfsd.mt.gov/SAB/Resources/index

Do any of the items in
no. 4 apply?

No

Yes
Nonlease components should be
considered as a separate contract.
Underlying assets with different terms or
classes should be accounted for
separately.
Proceed to no. 4 and apply separately
to each underlying asset.
(GASB 87 ¶64, 65)

5.
Ownership of the asset will be transferred to
the Lessee by the end of the lease term? (Not
including purchase options that may or may
not be exercised).
(GASB 87 ¶19)

Is no. 5 true?

Yes

(GASB 87 ¶8, GASBS 91, ¶19 and ¶20)

5A.
Contains a termination option. Do no consider
provisions based on:
• Failure to perform a contractual obligation
• Purchase of asset
• Payment of all sums due
• Default of payment
• Appropriation (if not reasonably certain
to be exercised)
(GASB 87 ¶12, 13, 19, B19)

Is no. 5A true?

Yes

No

Yes

No

Financed
Purchase/Sale
Account for as a
financed purchase
(Lessee) or the sale
of an asset (lessor).
(GASB 87 ¶19)

Not a lease contract
under this policy
unless included as
part of an
unidentifiable
component cost.
(GASB 87 ¶8, 67)

Continued to Next Page

6.
You are the Lessor and the underlying asset in
a lease meets the requirements in Statement
72 to be reported as an investment measured
at fair value.
(GASB 87 ¶41)

Is no. 6 true?

No

7.
You are the Lessor and external laws, regulations
or legal rulings require all the following:
• Lease rates cannot exceed a reasonable
amount, as determined by an external
regulator.
• Lease rates should be similar for lessees that are
similarly situated.
• Potential Lessees cannot be denied if facilities
are available and use complies with general
applicable use restrictions.
(GASB 87 ¶42, 43)

Is no. 7 true?

Yes

Yes

Investment Lease
Account for as an
Investment with
disclosures required
in GASB 87 ¶57d.
(GASB 87 ¶41)

Is no. 8 true?

Yes

No

9.
Lessee and Lessor may exercise a termination
option without the permission of the other,
within 12 months or less (including notice
periods).
Do not consider provisions based on:
• Failure to perform a contractual obligation
• Purchase of asset
• Payment of all sums due
• Default of payment
• Appropriation (if not reasonably certain
to be exercised)
(GASB 87 ¶12, 13, 16, B19)

No

8.
At the commencement of the lease term, the
lease has a maximum possible term of 12
months (or less), including options to extend,
regardless of their probability of being
exercised. (Not considering extension periods,
both parties must agree to such as month to
month terms).
(GASB 87 ¶16)

REGULATED LEASE
Account for as
directed in GASB 87
¶43

Is no. 9 true?

No

LONG TERM LEASE
Proceed to Lease Term Calculation
GASB 87 ¶12

Yes

SHORT TERM LEASE
Account for as directed in
GASB 87 ¶17 (Lessee) or
GASB 87 ¶18 (Lessor)

Lease Flowchart – Footnotes
1

Control
GASB 87 ¶5. To determine whether a contract conveys control of the right to use the underlying asset, a government should assess whether it has both of the following:
a. The right to obtain the present service capacity from use of the underlying asset as specified in the contract
b. The right to determine the nature and manner of use of the underlying asset as specified in the contract.
Nonfinancial Asset
GASB 87 ¶7. As used in the definition of a lease, a nonfinancial asset is an asset that is not a financial asset as that term is defined in Statement No. 72, Fair Value Measurement and Application. Examples of nonfinancial assets include land, buildings, vehicles, and equipment.
Exchange and Exchange Like Transactions
GASB 87 Footnote 1. The scope of this Statement includes both exchange and exchange‐like transactions. Footnote 1 of Statement No. 33, Accounting and Financial Reporting for Nonexchange Transactions, states that the difference between exchange and exchange‐like transactions is
a matter of degree. In contrast to a “pure” exchange transaction, an exchange‐like transaction is one in which the values exchanged, though related, may not be quite equal or in which the direct benefits may not be exclusively for the parties to the transaction. Nevertheless, the
exchange characteristics of the transaction are strong enough to justify treating the transaction as an exchange for accounting recognition
2

Reasonable
GASB 87 ¶66 … based on the terms of the contract and professional judgment, maximizing the use of observable information; for example, using readily available observable stand‐alone prices. Stand‐alone prices are those that would be paid or received if the same or similar assets
were leased individually or if the same or similar nonlease components (such as services) were contracted individually. Some contracts provide discounts for bundling multiple leases or lease and nonlease components together in one contract. Those discounts may be taken into
account when determining whether individual component prices do not appear to be unreasonable. For example, if the individual component prices are each discounted by the same percentage from normal market prices, the discount included in those component prices would not
appear to be unreasonable.
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Is no. 6 true?

No

7.
You are the Lessor and external laws, regulations
or legal rulings require all the following:
• Lease rates cannot exceed a reasonable
amount, as determined by an external
regulator.
• Lease rates should be similar for lessees that are
similarly situated.
• Potential Lessees cannot be denied if facilities
are available and use complies with general
applicable use restrictions.
(GASB 87 ¶42, 43)

Is no. 7 true?

9.
Lessee and Lessor may exercise a termination
option without the permission of the other,
within 12 months or less (including notice
periods).
Do not consider provisions based on:
• Failure to perform a contractual obligation
• Purchase of asset
• Payment of all sums due
• Default of payment
• Appropriation (if not reasonably certain
to be exercised)
(GASB 87 ¶12, 13, 16, B19)
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8.
At the commencement of the lease term, the
lease has a maximum possible term of 12
months (or less), including options to extend,
regardless of their probability of being
exercised. (Not considering extension periods,
both parties must agree to such as month to
month terms).
(GASB 87 ¶16)
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