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Staff Report

TO: Board of Directors
FROM: Sandra Dunlap, Director of Finance
DATE: May 24, 2023

SUBJECT: Reporting Leases and Subscription-Based Information Technology
Arrangements (Consent)

FINANCE

RECOMMENDATION:

Adopt a resolution establishing a threshold for reporting leases in accordance
with Governmental Accounting Standards Board (GASB) Statement No. 87, and
for reporting Subscription-Based Information Technology Arrangements (SBITA'S)
in Accordance with Governmental Accounting Standards Board (GASB) Statement
No. 96.

BACKGROUND:

GASB 87 Leases increases the usefulness of governments’ financial statements
by requiring recognition of certain lease assets and liabilities for leases that
previously were classified as operating leases and recognized as inflows of
resources or outflows of resources based on the payment provisions of the
contract. It establishes a single model for lease accounting based on the
foundational principle that leases are financings of the right to use an underlying
asset. Under this Statement, a lessee is required to recognize a lease liability and
an intangible right-to-use lease asset, and a lessor is required to recognize a lease
receivable and a deferred inflow of resources, thereby enhancing the relevance
and consistency of information about governments’ leasing activities.

The requirements of this Statement are effective for fiscal years beginning after
December 15, 2019 [extended to June 15, 2021], and all reporting periods



thereafter. The District will be subject to GASB 87 reporting standards for the FY
2022.

GASB 96 provides guidance on the accounting and financial reporting for
subscription-based information technology arrangements (SBITAs) for government
end users (governments). This Statement (1) defines a SBITA; (2) establishes that
a SBITA results in a right-to-use subscription asset—an intangible asset—and a
corresponding subscription liability; (3) provides the capitalization criteria for
outlays other than subscription payments, including implementation costs of a
SBITA; and (4) requires note disclosures regarding a SBITA. To the extent
relevant, the standards for SBITAs are based on the standards established in
Statement No. 87, Leases, as amended.

The requirements of this Statement are effective for fiscal years beginning after
June 15, 2022, and all reporting periods thereafter. The District will be subject to
GASB 96 reporting standards in the FY 2023.

REPORT SUMMARY:

Staff have reviewed both GASB Statements 87 Leases and 96 Subscription-Based
Information Technology Arrangements (SBITAS) and recommends that the District
establish a minimum threshold for reporting Leases and SBITA’s to a Net Present
Value (NPV) of less than >1% of Fixed Assets for the applicable fund.

By establishing a minimum threshold for reporting, the Board will eliminate the
need to account for and report on any Lease or SBITA that is immaterial to the
financial position of the District, increasing efficiency in the Finance Department.

BUDGETARY IMPACT:
None.

Attachments: (3)
e Resolution for adoption
e GASB Summary Statement No. 87 Leases

e GASB Summary Statement No. 96 Subscription-Based Information
Technology Arrangements (SBITAS)



RESOLUTION NO. 202321
OF THE BOARD OF DIRECTORS OF THE NEVADA IRRIGATION DISTRICT

ESTABLISHING A THRESHOLD FOR REPORTING LEASES IN ACCORDANCE
WITH GASB STATEMENT NO. 87, AND FOR REPORTING SUBSCRIPTION-BASED
INFORMATION TECHNOLOGY ARRANGEMENTS (SBITA’S) IN ACCORDANCE
WITH GASB STATEMENT NO. 96

WHEREAS, GASB 87 Leases increases the usefulness of governments’ financial
statements by requiring recognition of certain lease assets and liabilities for leases that
previously were classified as operating leases and recognized as inflows of resources
or outflows of resources based on the payment provisions of the contract. It establishes
a single model for lease accounting based on the foundational principle that leases are
financings of the right to use an underlying asset. Under this Statement, a lessee is
required to recognize a lease liability and an intangible right-to-use lease asset, and a
lessor is required to recognize a lease receivable and a deferred inflow of resources,
thereby enhancing the relevance and consistency of information about governments’
leasing activities; and

WHEREAS, The requirements of this Statement are effective for fiscal years
beginning after December 15, 2019 [extended to June 15, 2021], and all reporting
periods thereafter; and

WHEREAS, The District is subject to GASB 87 reporting standards for the FY
2022; and

WHEREAS, GASB 96 provides guidance on the accounting and financial
reporting for subscription-based information technology arrangements (SBITAs) for
government end users (governments). This Statement (1) defines a SBITA; (2)
establishes that a SBITA results in a right-to-use subscription asset—an intangible
asset—and a corresponding subscription liability; (3) provides the capitalization criteria
for outlays other than subscription payments, including implementation costs of a
SBITA; and (4) requires note disclosures regarding a SBITA. To the extent relevant, the
standards for SBITAs are based on the standards established in Statement No.
87, Leases, as amended; and

WHEREAS, The requirements of this Statement are effective for fiscal years
beginning after June 15, 2022, and all reporting periods thereafter; and



Resolution No. 2023-21 — Establishing Threshholds for Leases and SBITA’s
Page 2

WHEREAS, The District is subject to GASB 96 reporting standards in the FY
2023; and

WHEREAS, By establishing a minimum threshold for reporting, the District will
eliminate the need to account for and report on any Lease or SBITA that is immaterial to
the financial position of the District, increasing efficiency in the Finance Department;
and

NOW, THEREFORE, BE IT RESOLVED that the Board of Directors of the Nevada
Irrigation District establishes the minimum threshold for reporting Leases pursuant to
GASB 87 and SBITA'’s pursuant to GASB 96 to a Net Present Value (NPV) of less than
>1% of Fixed Assets for the applicable fund

* * * % *

PASSED AND ADOPTED by the Board of Directors of the Nevada Irrigation District at
a regular meeting held on the 24™ day of May 2023, by the following vote:

AYES: Directors:
NOES: Directors:
ABSENT: Directors:
ABSTAINS: Directors:
President of the Board of Directors
Attest:

Secretary to the Board of Directors
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SUMMARY - STATEMENT NO. 87

SUMMARIES / STATUS

SUMMARY OF STATEMENT NO. 87
LEASES

(ISSUED 06/17)

The objective of this Statement is to better meet the information needs of financial statement users by
improving accounting and financial reporting for leases by governments. This Statement increases the
usefulness of governments’ financial statements by requiring recognition of certain lease assets and
liabilities for leases that previously were classified as operating leases and recognized as inflows of
resources or outflows of resources based on the payment provisions of the contract. It establishes a
single model for lease accounting based on the foundational principle that leases are financings of the
right to use an underlying asset. Under this Statement, a lessee is required to recognize a lease liability
and an intangible right-to-use lease asset, and a lessor is required to recognize a lease receivable and a
deferred inflow of resources, thereby enhancing the relevance and consistency of information about
governments’ leasing activities.

Definition of a Lease

A lease is defined as 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. Examples of nonfinancial assets include buildings, land, vehicles, and equipment. Any
contract that meets this definition should be accounted for under the leases guidance, unless specifically
excluded in this Statement.

Lease Term

The lease term is defined as the period during which a lessee has a noncancelable right to use an
underlying asset, plus the following periods, if applicable:
a. Periods covered by a lessee’s option to extend the lease if it is reasonably certain, based on all
relevant factors, that the lessee will exercise that option
b. Periods covered by a lessee’s option to terminate the lease if it is reasonably certain, based on all
relevant factors, that the lessee will not exercise that option
c. Periods covered by a lessor’s option to extend the lease if it is reasonably certain, based on all
relevant factors, that the lessor will exercise that option
d. Periods covered by a lessor’s option to terminate the lease if it is reasonably certain, based on all
relevant factors, that the lessor will not exercise that option.

A fiscal funding or cancellation clause should affect the lease term only when it is reasonably certain that
the clause will be exercised.
Lessees and lessors should reassess the lease term only if one or more of the following occur:
a. The lessee or lessor elects to exercise an option even though it was previously determined that it
was reasonably certain that the lessee or lessor would not exercise that option.
b. The lessee or lessor elects not to exercise an option even though it was previously determined that
it was reasonably certain that the lessee or lessor would exercise that option.
c. An event specified in the lease contract that requires an extension or termination of the lease takes
place.

Short-Term Leases

A short-term lease is defined as a lease that, at the commencement of the lease term, has a maximum
possible term under the lease contract of 12 months (or less), including any options to extend, regardless
of their probability of being exercised. Lessees and lessors should recognize short-term lease payments
as outflows of resources or inflows of resources, respectively, based on the payment provisions of the
lease contract.

Lessee Accounting
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A lessee should recognize a lease liability and a lease asset at the commencement of the lease term,
unless the lease is a short-term lease or it transfers ownership of the underlying asset. The lease liability
should be measured at the present value of payments expected to be made during the lease term (less
any lease incentives). The lease asset should be measured at the amount of the initial measurement of
the lease liability, plus any payments made to the lessor at or before the commencement of the lease
term and certain direct costs.

A lessee should reduce the lease liability as payments are made and recognize an outflow of resources
(for example, expense) for interest on the liability. The lessee should amortize the lease asset in a
systematic and rational manner over the shorter of the lease term or the useful life of the underlying
asset. The notes to financial statements should include a description of leasing arrangements, the
amount of lease assets recognized, and a schedule of future lease payments to be made.

Lessor Accounting

A lessor should recognize a lease receivable and a deferred inflow of resources at the commencement of
the lease term, with certain exceptions for leases of assets held as investments, certain regulated
leases, short-term leases, and leases that transfer ownership of the underlying asset. A lessor should
not derecognize the asset underlying the lease. The lease receivable should be measured at the present
value of lease payments expected to be received during the lease term. The deferred inflow of resources
should be measured at the value of the lease receivable plus any payments received at or before the
commencement of the lease term that relate to future periods.

A lessor should recognize interest revenue on the lease receivable and an inflow of resources (for
example, revenue) from the deferred inflows of resources in a systematic and rational manner over the
term of the lease. The notes to financial statements should include a description of leasing
arrangements and the total amount of inflows of resources recognized from leases.

Contracts with Multiple Components and Contract Combinations

Generally, a government should account for the lease and nonlease components of a lease as separate
contracts. If a lease involves multiple underlying assets, lessees and lessors in certain cases should
account for each underlying asset as a separate lease contract. To allocate the contract price to different
components, lessees and lessors should use contract prices for individual components as long as they
do not appear to be unreasonable based on professional judgment, or use professional judgment to
determine their best estimate if there are no stated prices or if stated prices appear to be unreasonable.
If determining a best estimate is not practicable, multiple components in a lease contract should be
accounted for as a single lease unit. Contracts that are entered into at or near the same time with the
same counterparty and that meet certain criteria should be considered part of the same lease contract
and should be evaluated in accordance with the guidance for contracts with multiple components.

Lease Modifications and Terminations

An amendment to a lease contract should be considered a lease modification, unless the lessee’s right
to use the underlying asset decreases, in which case it would be a partial or full lease termination. A
lease termination should be accounted for by reducing the carrying values of the lease liability and lease
asset by a lessee, or the lease receivable and deferred inflows of resources by the lessor, with any
difference being recognized as a gain or loss. A lease modification that does not qualify as a separate
lease should be accounted for by remeasuring the lease liability and adjusting the related lease asset by
a lessee and remeasuring the lease receivable and adjusting the related deferred inflows of resources by
a lessor.

Subleases and Leaseback Transactions

Subleases should be treated as transactions separate from the original lease. The original lessee that
becomes the lessor in a sublease should account for the original lease and the sublease as separate
transactions, as a lessee and lessor, respectively.

A transaction qualifies for sale-leaseback accounting only if it includes a sale. Otherwise, it is a
borrowing. The sale and lease portions of a transaction should be accounted for as separate sale and
lease transactions, except that any difference between the carrying value of the capital asset that was
sold and the net proceeds from the sale should be reported as a deferred inflow of resources or a
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deferred outflow of resources and recognized over the term of the lease.

A lease-leaseback transaction should be accounted for as a net transaction. The gross amounts of each
portion of the transaction should be disclosed.

Effective Date and Transition

The requirements of this Statement are effective for fiscal years beginning after December 15, 2019
[June 15, 2021], and all reporting periods thereafter. Earlier application is encouraged.

Leases should be recognized and measured using the facts and circumstances that exist at the
beginning of the period of implementation (or, if applied to earlier periods, the beginning of the earliest
period restated). However, lessors should not restate the assets underlying their existing sales-type or
direct financing leases. Any residual assets for those leases become the carrying values of the underlying
assets.

How the Changes in This Statement Will Improve Accounting and Financial Reporting

This Statement will increase the usefulness of governments’ financial statements by requiring reporting
of certain lease liabilities that currently are not reported. It will enhance comparability of financial
statements among governments by requiring lessees and lessors to report leases under a single model.
This Statement also will enhance the decision-usefulness of the information provided to financial
statement users by requiring notes to financial statements related to the timing, significance, and

purpose of a government’s leasing arrangements.

How the Board Considered Costs and Benefits in the Development of This Statement

One of the principles guiding the Board’s setting of standards for accounting and financial reporting is the
assessment of expected benefits and perceived costs. The Board strives to determine that its standards
address significant user needs and that the costs incurred through the application of its standards,
compared with possible alternatives, are justified when compared to the expected overall public benefit.
The Board considered the costs of both the individual provisions in this Statement and the Statement as
a whole. The Board is cognizant that the costs of implementing the changes required by this Statement
may be significant. However, the Board believes that the expected benefits that will result from the
information provided through implementation of this Statement, both initially and on an ongoing basis,
are significant.

To reduce the cost of implementation, this Statement includes an exception for short-term leases, as
described above, and exceptions for contracts that transfer ownership, leases of assets that are
investments, and certain regulated leases. In response to stakeholder feedback, this Statement excludes
supply contracts and leases of inventory. In addition, this Statement includes cost-reducing provisions
regarding reassessment of the lease term, requiring governments to report multiple-component contracts
as a single lease unit when determining a best estimate for allocating the contract price to individual
components is not practicable, and not requiring lessors to derecognize underlying assets, among other
provisions.

Unless otherwise specified, pronouncements of the GASB apply to financial reports of all state and local
governmental entities, including general purpose governments; public benefit corporations and
authorities; public employee retirement systems; and public utilities, hospitals and other healthcare
providers, and colleges and universities. Paragraph 3 discusses the applicability of this Statement.
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SUMMARY - STATEMENT NO. 96

SUMMARIES / STATUS

SUMMARY OF STATEMENT NO. 96
SUBSCRIPTION-BASED INFORMATION TECHNOLOGY ARRANGEMENTS

(ISSUED 05/20)

This Statement provides guidance on the accounting and financial reporting for subscription-based
information technology arrangements (SBITAs) for government end users (governments). This Statement
(1) defines a SBITA; (2) establishes that a SBITA results in a right-to-use subscription asset—an
intangible asset—and a corresponding subscription liability; (3) provides the capitalization criteria for
outlays other than subscription payments, including implementation costs of a SBITA; and (4) requires
note disclosures regarding a SBITA. To the extent relevant, the standards for SBITAs are based on the
standards established in Statement No. 87, Leases, as amended.

A SBITA is defined as a contract that conveys control of the right to use another party’s (a SBITA vendor’s)
information technology (IT) software, alone or in combination with tangible capital assets (the underlying
IT assets), as specified in the contract for a period of time in an exchange or exchange-like transaction.

The subscription term includes the period during which a government has a noncancellable right to use
the underlying IT assets. The subscription term also includes periods covered by an option to extend (if it
is reasonably certain that the government or SBITA vendor will exercise that option) or to terminate (if it is
reasonably certain that the government or SBITA vendor will not exercise that option).

Under this Statement, a government generally should recognize a right-to-use subscription asset—an
intangible asset—and a corresponding subscription liability. A government should recognize the
subscription liability at the commencement of the subscription term, —which is when the subscription
asset is placed into service. The subscription liability should be initially measured at the present value of
subscription payments expected to be made during the subscription term. Future subscription payments
should be discounted using the interest rate the SBITA vendor charges the government, which may be
implicit, or the government’s incremental borrowing rate if the interest rate is not readily determinable. A
government should recognize amortization of the discount on the subscription liability as an outflow of
resources (for example, interest expense) in subsequent financial reporting periods.

The subscription asset should be initially measured as the sum of (1) the initial subscription liability
amount, (2) payments made to the SBITA vendor before commencement of the subscription term, and (3)
capitalizable implementation costs, less any incentives received from the SBITA vendor at or before the
commencement of the subscription term. A government should recognize amortization of the subscription
asset as an outflow of resources over the subscription term.

Activities associated with a SBITA, other than making subscription payments, should be grouped into the
following three stages, and their costs should be accounted for accordingly:

+ Preliminary Project Stage, including activities such as evaluating alternatives, determining needed
technology, and selecting a SBITA vendor. Outlays in this stage should be expensed as incurred.

» Initial Implementation Stage, including all ancillary charges necessary to place the subscription asset
into service. Outlays in this stage generally should be capitalized as an addition to the subscription
asset.

» Operation and Additional Implementation Stage, including activities such as subsequent
implementation activities, maintenance, and other activities for a government’s ongoing operations
related to a SBITA. Outlays in this stage should be expensed as incurred unless they meet specific
capitalization criteria.

In classifying certain outlays into the appropriate stage, the nature of the activity should be the
determining factor. Training costs should be expensed as incurred, regardless of the stage in which they
are incurred.

If a SBITA contract contains multiple components, a government should account for each component as a
separate SBITA or nonsubscription component and allocate the contract price to the different

components. If it is not practicable to determine a best estimate for price allocation for some or all
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components in the contract, a government should account for those components as a single SBITA.

This Statement provides an exception for short-term SBITAs. Short-term SBITAs have a maximum possible
term under the SBITA contract of 12 months (or less), including any options to extend, regardless of their
probability of being exercised. Subscription payments for short-term SBITAs should be recognized as
outflows of resources.

This Statement requires a government to disclose descriptive information about its SBITAs other than
short-term SBITAs, such as the amount of the subscription asset, accumulated amortization, other
payments not included in the measurement of a subscription liability, principal and interest requirements
for the subscription liability, and other essential information.

Effective Date and Transition

The requirements of this Statement are effective for fiscal years beginning after

June 15, 2022, and all reporting periods thereafter. Earlier application is encouraged.

Assets and liabilities resulting from SBITAs should be recognized and measured using the facts and
circumstances that existed at the beginning of the fiscal year in which this Statement is implemented.
Governments are permitted, but are not required, to include in the measurement of the subscription
asset capitalizable outlays associated with the initial implementation stage and the operation and
additional implementation stage incurred prior to the implementation of this Statement.

How the Changes in This Statement Will Improve Financial Reporting

The requirements of this Statement will improve financial reporting by establishing a definition for SBITAs
and providing uniform guidance for accounting and financial reporting for transactions that meet that
definition. That definition and uniform guidance will result in greater consistency in practice. Establishing
the capitalization criteria for implementation costs also will reduce diversity and improve comparability in
financial reporting by governments. This Statement also will enhance the relevance and reliability of a
government'’s financial statements by requiring a government to report a subscription asset and
subscription liability for a SBITA and to disclose essential information about the arrangement. The
disclosures will allow users to understand the scale and important aspects of a government’s SBITA
activities and evaluate a government’s obligations and assets resulting from SBITAs.

How the Board Considered Costs and Benefits in the Development of This Statement

One of the principles guiding the Board’s setting of standards for accounting and financial reporting is the
assessment of expected benefits and perceived costs. The Board strives to determine that its standards
address significant user needs and that the costs incurred through the application of its standards,
compared with possible alternatives, are justified when compared to the expected overall public benefit.
The Board believes that the expected benefits that will result from the information provided through
implementation of this Statement—more consistent accounting and financial reporting, and more
comparable information about SBITAs—are significant and justify the perceived costs of implementation
and ongoing compliance.

Certain decisions made by the Board were intended to provide cost relief. For example, the scope of this
Statement excludes contracts with stand-alone tangible capital assets and contracts with a combination
of a tangible capital asset and an insignificant software component. In addition, this Statement includes
an exception for short-term SBITAs. This Statement also requires governments to report an entire
multiple-component contract as a single SBITA when determining that a best estimate to allocate the
contract price to multiple components is not practicable. Additionally, this Statement permits, but does
not require, governments to include capitalizable outlays associated with the initial implementation stage
and the operation and additional implementation stage in the measurement of the subscription asset
recognized at transition.

Unless otherwise specified, pronouncements of the GASB apply to financial reports of all state and local
governmental entities, including general purpose governments; public benefit corporations and
authorities; public employee retirement systems; and public utilities, hospitals and other healthcare
providers, and colleges and universities. Paragraph 3 discusses the applicability of this Statement.
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