Upcoming Lease Changes due to GASB 87 — to begin July 1, 2018

Currently, leases are considered Capital or Operating.

1. Capital Leases
a. Criteria
i. Total amount >5k
ii. Title will transfer, meaning we are buying it
iii. Term, or length of time, is >1 year
b. Accounting
i. Payments are made on object code 8310
ii. Go “onto the books”, meaning that an asset and a liability are created
iii. Reported to the state at year-end
2. Operating Leases
a. Criteria
i. Everything else
b. Accounting
i. Payments are expensed on object codes:
1. 6645 —Building rents
2. 6646 — Equipment rents
3. 6647 —Lland rents
ii. Nothing goes “onto the books”, no asset or liability is created

The Change — only affects Operating Leases

1. Capital Leases — no change

2. Operating leases — will be divided between short term and long term.
a. Criteria
i. Short term =12 months or less — no change, continue to do those the way
that you have been
ii. Longterm = more than 12 months in length — use new object codes
b. Accounting
i. Forlongterm Operating Leases, use these new object codes when making
payments:
1. 6745 — RTU Building/office leases/rents >12 months
2. 6746 — RTU Equipment leases/rents >12 months
3. 6747 — RTU Land leases/rents >12 months

The Gist
- RTU stands for Right-to-Use. The GASB is now considering that if we have entered into a
contract to have something on or off sight and use it for our benefit for over 12 months, then
that is an asset to us and it should be recorded, meaning put “onto the books”.



The only single criteria at this point is TIME — anything >12 months is now an RTU Asset and the
new object codes will need to be used

It doesn’t matter if we are “just renting” something or have a more formal “lease contract” —
anything >12 months is an RTU Asset.

Capital leases, which primarily go through CSURF, are unchanged and not involved with this.
This is Part 1 of implementation. Part 2 will switch the object codes used for payments to an 8*.
This will happen at the beginning of either FY20 or FY21.

Commonly asked questions:

What if I'm just getting something temporarily from Best Rentals?
0 Doesn’t matter where it’s from or how “formal” or not the agreement seems. The only
thing that matters is the length of the agreement. If it is >12 months, we are renting an
RTU Asset. Please use the 67* object codes when making payments.

What if | rent something month-to-month?
0 If either the lessee or the lessor can cancel the agreement at any time, then consider
this an agreement of 12 months or less, so this asset would not be considered an RTU
asset. For payments, use the existing object codes 66*.

What if | rent something for 12 months, but the agreement states that | can extend it for two
optional one-year periods?
0 The GASB considers the lease term the NONCANCELABLE period, meaning the period of
time that you are absolutely obligated to.
0 However, if it is “reasonably certain” that you will exercise the renewal periods and
keep the asset longer, then include those renewal periods in the lease term.

What if | have an agreement to rent something from another Department for two-years?
0 No inter-Department agreements are included here. Continue to do those the way that
you have been.

What if I'm renting software?
0 No software agreements are included here. Continue to do those the way that you
have been.



