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GASB 83, Asset 
Retirement Obligations

1

2



7/9/2019

2

Certain Asset Retirement Obligations
• Issued: November 2016
• Effective: For reporting periods beginning after June 

15, 2018

•Establishes criteria for determining the timing and 
pattern of recognition of a liability for AROs other 
than landfills

GASB 83

3

• An ARO is a legally enforceable liability 
associated with the retirement of a tangible 
capital asset

ARO

Definition

4

3
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•Recognition occur when the liability is both 
incurred and reasonably estimable

• Incurred:
• Based on the occurrence of external laws, regulations, 

contracts, or court judgments, together with the 
occurrence of an internal event

Recognition

5

•Reasonably Estimable
• Based on the best estimate of the current value of 

outlays expected to be incurred (probability weighting 
of all potential outcomes)
• If probability weighting is not feasible at reasonable cost, 

the most likely amount should be used.

Recognition Cont’d

6

5

6



7/9/2019

4

Journal Entry

•Recognize a liability and a deferred outflow of 
resources
• Deferred outflow of resources equals corresponding 

liability upon initial measurement

7

Subsequent Measurement

•Liability:
• Adjust for the effects of inflation or deflation at least 

annually
• Evaluate at least annually to determine whether 

significant changes impact the estimated asset 
retirement outlays
• Remeasure when significant change occurs

8

7
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Subsequent Measurement 

•Deferred Outflow
• Expense in a systematic and rational manner over the 

estimated useful life of the tangible capital asset

9

GASB 84, 
Fiduciary Activities

9
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Fiduciary Activities
• Issued: January 2017
• Effective: For reporting periods beginning after 

December 15, 2018

• Improve guidance regarding the identification of 
fiduciary activities for accounting and financial 
reporting purposes

GASB 84

11

Pension (and other employee benefit) trust funds

Investment trust funds

Private-purpose trust funds

Custodial funds

Fiduciary Fund Types

12

11
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Criteria

•Separate criteria are included to identify fiduciary 
component units and postemployment benefit 
arrangements that are fiduciary activities.

13

The focus of the criteria generally is on 
• whether a government is controlling the assets of the 

fiduciary activity and 
• the beneficiaries with whom a fiduciary relationship exists. 

Four Paths

14

Component Unit 
& Pension/OPEB

Not a Component 
Unit & Pension / 

OPEB

Not a Component 
Unit & Non-

Pension / OPEB

Component Unit 
& Non-Pension / 

OPEB

13

14
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Examples of Administrative Involvement

16

• Monitoring compliance with the requirements of the 
activity that are established by the government or by a 
resource provider that does not receive the direct 
benefits of the activity

• Determining eligible expenditures that are established 
by the government or by a resource provider that does 
not receive the direct benefits of the activity

• Has the ability to exercise discretion over how assets 
are allocated

15
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•Providing matching resources for the activities

Example of Direct Financial Involvement

17

17
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• A government controls the assets of an activity if the 
government 
• holds the assets; or 
• has the ability to direct the use, exchange, or employment 

of the assets in a manner that provides benefits to the 
specified or intended recipients. 

• Restrictions from legal or other external restraints that 
stipulate the assets can be used only for a specific 
purpose do not negate a government’s control of the 
assets.

Control

19

19

20
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Own Resources

21

•Own-source revenues are revenues that are 
generated by a government itself. 
• Includes exchange and exchange-like revenues and 

investment earnings. 
• Includes derived tax revenues and imposed 

nonexchange revenues

Examples of Administrative Involvement

22

•Monitoring secondary recipients for compliance 
with program-specific requirements

•Determining eligible secondary recipients or 
projects, even if using grantor-established criteria 

•Having the ability to exercise discretion in how the 
funds are allocated

21
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•Governments with activities meeting the criteria 
should present 
• a statement of fiduciary net position 
• a statement of changes in fiduciary net position

Financial Statements

24

• a BTA that normally expects to hold 
custodial assets for three months or 
less

Exception: 

23
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Areas of Focus

Student 
Activity Funds

Cemetery 
Trusts

Inmates in 
Correctional 
Institutions

25

GASB 87, Leases

25
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Statement 87: Leases
• Issued: June 2017
• Effective: For reporting periods beginning after 

December 15, 2019
• Early application is encouraged

•Background:
• FASB & IASB issued final standards regarding leases

GASB 87

27

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

Lease

Definition

28

• Substance over form
• Includes contracts that are not identified as a lease that 

meet the definition of a lease

27

28
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• 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

Has BOTH:

Control

29

• Use Statement 72, Fair Value
• Examples include land, buildings, vehicles and equipment

Nonfinancial Asset

30

29

30
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Not in Scope

Service Contracts 
(unless it contains 
both a lease and a 

service component)

Intangibles
(including  rights to 

explore natural 
resources)

Biological Assets
(including timber, 

living animals)
Inventory

Service Concession 
Arrangements 

(Stmt 60)

Leases Financed 
with Outstanding 

Conduit Debt
(unless both asset 

and debt are 
reported by lessor

Supply Contracts
(power purchase 

agreements)

Noncancelable period, PLUS
• Periods covered by a lessee’s option to extend if it is reasonably 

certain that lessee will exercise option
• Periods covered by a lessee’s option to termination if it is 

reasonably certain that the lessee will NOT exercise the option
• Period covered by lessor’s option to extend if it reasonably 

certain to exercise the option
• Period covered by lessor’s option to terminate if it is reasonably 

certain that the lessor will NOT exercise that option

Lease Term

32

31

32
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Reasonably Certain

33

•Assess all factors: contract based, asset based, 
market based or government specific
• Economic incentives
• Economic disincentive
• History of exercising options
• Extent to which asset is essential to the provision of 

government services

Fiscal Funding 

34

•Fiscal funding or cancellation clause allows 
governmental lessees to cancel a lease if it does 
not have appropriate funds
• Only consider in term if it is reasonably certain it will 

be exercised

33

34
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Short Term Leases

35

•A lease (at commencement) has a maximum 
possible term under the lease of 12 months or less 
INCLUDING options to extend (regardless of their 
probability of being exercised)

•For a rolling month-to-month lease (or year to 
year) the maximum possible term is the 
noncancelable period (including notice periods)

A contract that:
• Transfers ownership of the underlying asset to the lessee 

by the end of the contract
• Does not contain a termination option

Contract that Transfers Ownership

36

•Should be reported as a financed purchase of the 
underlying asset by the lessee or sale of the asset 
by the lessor

35
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Lessee Accounting

Lessee Accounting

38

•At commencement recognize
• Lease liability
• Intangible right to use asset 

37

38
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Lease Liability

Fixed payments Variable payments that 
depend on an index or a rate

Variable payments that are 
fixed in substance

Amounts that are reasonably 
certain of being required to be 

paid by the lessee under 
residual value guarantees

The exercise price of a 
purchase option if it is 

reasonably certain that the 
lessee will exercise that option

Payments for penalties for 
terminating the lease

Any lease incentives receivable 
from the lessor

Any other payments that 
are reasonably certain of 

being required based on an 
assessment of all relevant 

factors

Do Not Include

40

•Variable payments based on future performance of 
the lessee or usage of the underlying asset
• Expense in period incurred

39

40
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Discount Rate

41

•Use rate charged by lessor 
• may be implicit in the lease

• If can not be readily determined use estimated 
incremental borrowing rate

Subsequent Measurement

42

•Amortization of discount on lease liability
• Interest expense
• Payments should first be allocated to accrued interest 

and then lease liability

41

42



7/9/2019

22

Sum of:
• Initial lease liability
• Payments made to lessor at or before commencement (less 

any incentives)
• Initial direct costs that are ancillary charges necessary to place 

the lease asset into service
• Any initial direct costs that would be considered debt 

issuance costs should be expensed in period incurred

Lease Asset

43

Subsequent Measurement

44

•Amortized in systematic and rational manner over 
shorter of lease term OR useful life

•Exception:
• Purchase option reasonable certain of being exercised 

then use useful life

43

44



7/9/2019

23

Lessor Accounting

Lessor Accounting

46

•Recognize
• Lease receivable
• Deferred inflow of resources

• Initial direct costs are outflows of resources

45

46
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Scope

47

• If asset is an investment under Stmt 72
• Measurement doesn’t apply
• Some disclosures do

•Certain regulated leases (DOT, FAA)
• Recognition and measurement follow provisions of 

lease contract
• Special disclosures do

Lease Receivable

48

•Present value of lease payments expected to be 
received during the lease term, reduced by 
provisions for estimated uncollectible amounts
• Fixed payments
• Variable payments that depend on index or rate
• Variable payments are in substance fixed
• Residual value guarantees that are in substance fixed
• Lease incentives payable to lessee

47

48
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Do Not Include

49

•Variable payments based on future performance of 
the lessee or usage of the underlying asset
• Inflows (revenue) in period to which they relate

Contingencies

50

•Amounts receivable under a residual value 
guarantee (that are NOT fixed) are recognized into 
the lease receivable if
• A guarantee payment is required
• The amount can be reasonably estimated

49

50
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Subsequent Measurement

51

•Amortize discount on lease receivable
• Inflow of resource
• Allocate payment first to accrued interest receivable 

then lease receivable

Initially measured as:
• Initial amount of lease receivable
• Lease payments received at or before commencement 
• Less any incentives

Deferred Inflow of Resources

52

51
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Subsequent Measurement

53

•Recognize an inflow (revenue) in a systematic and 
rational matter over the lease term

Underlying Asset

54

•Do not derecognize the asset
• Continue to depreciate and impair

• Exception: if contract requires lessee to return the asset in 
original or enhanced condition

53

54
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GASB 88, Debt Disclosures

Certain Disclosures Related to Debt, including 
Direct Borrowings and Direct Placements 

• Issued: April 2018
• Effective: For reporting periods beginning after June 

15, 2018

GASB 88

56

55

56
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Background

57

•Concerns about governments entering into debt 
arrangements that have the potential to introduce 
additional risks to a government’s credit profile. 
• Inconsistencies in disclosures in financial statements 
• Challenges to the ability to assess those risks without 

additional information
• Concerns about the absence of disclosures regarding 

provisions of debt agreements that expose 
governments to financial risk, such as accelerated 
repayments when certain events occur

Background Cont’d

58

•Confusion as to whether certain types of long-term 
liabilities are regarded as debt and, therefore, 
subject to disclosure requirements for debt

57

58
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• For disclosure purposes - debt is defined as a 
liability that arises from a contractual obligation to 
pay cash (or other assets that may be used in lieu of 
cash) in one or more payments to settle an amount 
that is fixed at the date the contractual obligation is 
established. 

Debt

Definition

59

NOT Debt

60

•For disclosure purposes - debt does not include 
leases, except for contracts reported as a financed 
purchase of the underlying asset, or accounts 
payable.

59

60
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New Disclosures

61

•Amount of unused lines of credit
•Assets pledged as collateral for debt
•Terms specified in debt agreements related to 

significant: 
• events of default with finance-related consequences
• termination events with finance related consequences
• subjective acceleration clauses

Presentation

62

• In notes to financial statements, a government 
should separate information in debt disclosures 
regarding direct borrowings and direct placements 
of debt from other debt.

61
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Example

63

Example

64

63
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Example

The County’s outstanding notes from direct borrowings related to 
business-type activities of $70,400 are secured with collateral of an 
undeveloped lot zoned for commercial use. The outstanding notes 
from direct borrowings related to business-type activities of $70,400 
contain (1) a provision that in an event of default, the timing of 
repayment of outstanding amounts become immediately due if 
pledged revenues during the year are less than 120 percent of debt 
service coverage due in the following year and (2) a provision that if 
the County is unable to make payment, outstanding amounts are due 
immediately. The County’s outstanding notes from direct borrowings 
related to business-type activities of $70,400 contain a subjective 
acceleration clause that allows the lender to accelerate payment of 
the entire principal amount to become immediately due if the lender 
determines that a material adverse change occurs.

GASB 89, Construction 
Period Interest

65

66
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GASB 89

Accounting for Interest Cost Incurred before the 
End of a Construction Period

• Issued June 2018

•Objective:
• Simplify the accounting for interest cost

67

Background

68

•Previously was accounted for under Statement No. 
62, Codification of Accounting and Financial 
Reporting Guidance Contained in Pre-November 
30, 1989 FASB and AICPA Pronouncements

67

68
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Main Provisions

69

• Interest cost incurred before the end of a 
construction period should be recognized as an 
expense in the period in which the cost is incurred 
• Economic resources measurement focus. 

•Not included in the historical cost of a capital asset 
reported in a business-type activity or enterprise 
fund

Main Provisions

70

•Current financial resources measurement focus, 
continues to be recognized as an expenditure on a 
basis consistent with governmental fund 
accounting principles

69

70
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Effective Date

71

•Effective for reporting periods beginning after 
December 15, 2019
• Earlier application is encouraged

•Applied prospectively

Melisa@galassolearningsolutions.com
www.galassolearningsolutions.com

Melisa F. Galasso
Chief Executive

What Questions 
Do You Have?
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