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Gasb 96 Subscription Based Information Technology Arrangements: Navigating
the New Accounting Frontier

gasb 96 subscription based information technology arrangements represent a
significant shift in how public sector entities account for cloud computing
and other subscription-based IT services. With technology rapidly evolving
and governments increasingly relying on subscription models for software and
infrastructure, understanding the nuances of GASB 96 has become essential for
financial professionals, auditors, and public administrators alike.

This article delves deep into GASB 96 subscription based information
technology arrangements, unraveling what this standard entails, how it
impacts financial reporting, and practical tips on compliance. Whether you’re
a CFO in a municipal government, an auditor reviewing financial statements,
or an IT manager collaborating with finance teams, grasping the implications
of GASB 96 will empower you to manage these arrangements confidently and
accurately.

What is GASB 96 Subscription Based Information
Technology Arrangements?

At its core, GASB 96 is a governmental accounting standard issued by the
Governmental Accounting Standards Board (GASB) that addresses the accounting
and financial reporting for subscription-based information technology
arrangements (SBITAs). These arrangements typically involve contracts where a
government entity gains access to a vendor’s IT software or services over a
period, often through a subscription model.

The standard was introduced to provide clarity and consistency in recognizing
these arrangements on financial statements, similar to how leases are treated
under GASB 87. Prior to GASB 96, many governments struggled with inconsistent
practices, sometimes expensing subscription costs as incurred without
recognizing the underlying right-to-use assets or liabilities.

Why Did GASB Create This Standard?

The rise of cloud computing, software as a service (SaaS), and other
subscription-based models created a gap in governmental accounting. Unlike
traditional software purchases or capital leases, subscription arrangements
don’t transfer ownership but do grant the government access to IT
capabilities for a defined term.

GASB 96 aims to increase transparency by requiring governments to recognize a
subscription-based IT asset and corresponding liability on their statements
of net position. This helps stakeholders better understand the financial
commitments and resources related to these arrangements.



Key Components of GASB 96

Understanding GASB 96 means knowing what qualifies as a subscription-based
information technology arrangement and how to account for it properly.

Defining a Subscription-Based IT Arrangement

An arrangement qualifies as a SBITA under GASB 96 if it meets the following
criteria:

e It conveys a right to use another party’s IT software, alone or in
combination with tangible capital assets, to the government.

e The right to use is conveyed for a period in an exchange or exchange-
like transaction.

e The arrangement requires subscription payments over the subscription
term.

Examples include cloud-based platforms, enterprise resource planning (ERP)
software subscriptions, and other hosted IT services.

Recognition and Measurement

When a government enters into a SBITA, GASB 96 requires the recognition of
two key elements on the balance sheet:

e Subscription Asset: This represents the right to use the underlying IT
software during the subscription term.

e Subscription Liability: This reflects the obligation to make
subscription payments over the term of the arrangement.

The initial measurement of the subscription asset and liability is typically
the present value of subscription payments expected during the term,
excluding variable payments not tied to usage.

Subscription Term Considerations

Determining the subscription term is fundamental to accurate measurement.
GASB 96 defines it as the noncancelable period of the arrangement, including
periods covered by options to extend or terminate if it 1is reasonably certain
the government will exercise those options.

This determination can be complex, especially for arrangements with renewal
options or cancellation clauses. Careful evaluation of contract terms and
management’s intent is critical.



Implications of GASB 96 for Financial Reporting

Implementing GASB 96 has far-reaching effects on government financial
statements and budgeting.

Impact on Balance Sheets

Previously, many subscription payments were treated as operating expenses,
minimizing reported liabilities. GASB 96 requires recognizing a subscription
liability, often increasing reported obligations significantly. This change
enhances transparency but may challenge governments unused to showing these
liabilities prominently.

Effect on Expense Recognition

Instead of simply expensing subscription payments as incurred, governments
recognize amortization expense related to the subscription asset and interest
expense on the subscription liability. This approach provides a more accurate
depiction of the economic benefits and costs over the subscription term.

Budgeting and Cash Flow Considerations

While GASB 96 affects accrual accounting, it does not change cash flow
impacts. Governments must continue managing subscription payments within
their budgets, but the visibility of liabilities can influence borrowing
capacity and credit ratings.

Practical Tips for Managing GASB 96 Compliance

Adopting GASB 96 in your organization doesn’t have to be overwhelming. Here
are some practical tips to ease the transition and maintain compliance:

1. Conduct a Thorough Contract Review

Start by identifying all existing subscription-based IT arrangements. Review
contracts carefully to understand terms, renewal options, cancellation
clauses, and payment schedules. This step is essential to determine which
contracts fall under GASB 96 and how to measure subscription terms.

2. Collaborate Across Departments

GASB 96 sits at the intersection of finance, procurement, and IT. Establish
cross—functional teams to gather necessary information and ensure consistent
interpretation of contracts. IT departments can provide insight into software
usage and renewal likelihood, which informs subscription term assessments.



3. Update Accounting Systems and Processes

Ensure your accounting software can handle the recognition and amortization
of subscription assets and liabilities. Automated systems can streamline
calculations for present value, amortization schedules, and interest expense
recognition.

4. Train Staff and Communicate Changes

Educate finance and accounting teams about the key concepts and requirements
of GASB 96. Transparent communication with auditors and stakeholders helps
avoid surprises during audits and financial reviews.

Challenges and Considerations Under GASB 96

While GASB 96 provides clarity, it also introduces complexities that
organizations must navigate.

Assessing Reasonable Certainty
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Determining whether renewal options are “reasonably certain” can be
subjective. Governments should establish policies and document rationale to
support their conclusions, reducing audit risks.

Handling Variable Payments

Some subscription arrangements include variable payments based on usage or
other metrics. GASB 96 generally excludes these from initial measurement, but
governments must track and expense them as incurred, maintaining robust
tracking systems.

Distinguishing SBITAs from Leases

Sometimes, contracts include both subscription-based IT arrangements and
leases of tangible assets. Careful contract analysis is required to separate
components and apply the correct GASB standards—GASB 96 for SBITAs and GASB
87 for leases.

The Future of Subscription-Based IT Accounting
in the Public Sector

As governments continue to embrace cloud computing and subscription models,
GASB 96 will play a pivotal role in enhancing financial transparency and
accountability. It brings public sector accounting closer to private sector



standards while addressing the unique features of governmental operations.

Organizations that proactively adapt to GASB 96 will not only comply with
regulations but also gain better insight into their IT investments and long-
term financial commitments. This understanding can inform procurement
strategies, budgeting decisions, and technology planning.

In summary, GASB 96 subscription based information technology arrangements
mark a new chapter in public sector accounting. By recognizing the right-to-
use assets and corresponding liabilities, governments provide a clearer
picture of their technology commitments, fostering trust among taxpayers,
oversight bodies, and other stakeholders.

Frequently Asked Questions

What is GASB 96 in relation to subscription-based
information technology arrangements?

GASB 96 is a standard issued by the Governmental Accounting Standards Board
that provides guidance on accounting and financial reporting for
subscription-based information technology arrangements (SBITAs) by
governmental entities.

When did GASB 96 become effective for governmental
entities?

GASB 96 became effective for reporting periods beginning after June 15, 2022,
with earlier application encouraged.

What types of arrangements are covered under GASB 967?

GASB 96 applies to subscription-based information technology arrangements
where a government contracts for the right to use another party’s IT software
in a subscription model, typically cloud-based services.

How does GASB 96 define a subscription-based
information technology arrangement?

GASB 96 defines a SBITA as a contract that conveys control of the right to
use another party’s IT software, which is hosted by the vendor, usually

accessed via the cloud, for a specified period in exchange for subscription
payments.

What is the recognition requirement for SBITAs under
GASB 967

Under GASB 96, governments must recognize a subscription asset and a
corresponding subscription liability at the commencement of the subscription
term.



How is the subscription asset initially measured
under GASB 967

The subscription asset is initially measured as the sum of the subscription
liability plus any payments made to the vendor before the commencement of the
subscription term, plus certain implementation costs incurred by the
government.

What costs are included in implementation costs under
GASB 967

Implementation costs include costs directly related to configuring or
customizing the software, including coding, installation, and testing, but
exclude training and data conversion costs.

How should the subscription liability be accounted
for over time?

The subscription liability should be amortized over the subscription term,
with interest expense recognized using the effective interest method.

Does GASB 96 require disclosures related to SBITAs?

Yes, GASB 96 requires disclosures including a description of the
arrangements, subscription liabilities, assets, and related expenses, as well
as the terms and conditions of the contracts.

What is the impact of GASB 96 on governmental
financial statements?

GASB 96 increases transparency by requiring governments to report
subscription-based IT arrangements as assets and liabilities, improving
comparability and providing more accurate information about IT-related
obligations.

Additional Resources

Gasb 96 Subscription Based Information Technology Arrangements: Navigating
New Public Sector Accounting Standards

gasb 96 subscription based information technology arrangements represent a
significant development in public sector accounting, particularly for
government entities managing modern cloud-based IT solutions. As governments
increasingly rely on subscription-based software and technology platforms,
the Governmental Accounting Standards Board (GASB) introduced Statement No.
96 to enhance transparency and consistency in financial reporting related to
these arrangements. This article delves into the intricacies of GASB 96, its
implications for public sector entities, and how it compares to prior
standards governing IT contracts.



Understanding GASB 96 and Its Scope

GASB 96, titled “Subscription-Based Information Technology Arrangements,” was
issued to address the accounting and financial reporting challenges posed by
subscription-based IT arrangements (SBITAs) in governmental accounting.
Unlike traditional capital asset purchases, SBITAs involve obtaining the
right to use software and IT services over a specified period, typically via
cloud computing subscriptions.

Before GASB 96, the accounting for such arrangements was ambiguous, often
leading to inconsistent treatment across public sector entities. The standard
clarifies how to recognize and measure subscription rights and related
liabilities, harmonizing the approach to these increasingly common technology
expenditures.

Defining Subscription-Based Information Technology
Arrangements

According to GASB 96, a subscription-based information technology arrangement
is a contract that conveys control of the right to use another party’s
software, alone or in combination with tangible capital assets, for a period
of time in an exchange or exchange-like transaction. The control element
differentiates SBITAs from mere purchase or licensing agreements.

Key characteristics include:
e Access to software or IT services hosted externally, commonly through
cloud platforms
e Defined subscription periods, often renewable

e Payments structured as subscription fees rather than one-time purchases

GASB 96 explicitly excludes contracts that convey perpetual software licenses
or those that are primarily for tangible assets without significant software
components.

Accounting Requirements Under GASB 96

The core objective of GASB 96 is to ensure that governmental entities
recognize subscription rights and associated liabilities on their financial
statements, reflecting the economic benefits and obligations involved in
SBITAsS.

Recognition of Subscription Assets and Liabilities

Entities are required to recognize a subscription-based IT asset representing
their right to use the software over the subscription term. Simultaneously,



they must record a corresponding subscription liability reflecting their
obligation to make payments.

This approach aligns with GASB’s broader principles around leases and other

long-term contracts, emphasizing the matching of economic benefits with
obligations.

Measurement and Amortization

The subscription asset initially equals the subscription liability, adjusted
for any payments made before the commencement of the subscription term. Over
time, the asset is amortized on a systematic basis, typically straight-line,
over the subscription period.

Payments reduce the liability as they are made. The accounting treatment
requires careful estimation of the subscription term, including options to
extend or terminate.

Disclosure Requirements

GASB 96 mandates comprehensive disclosures, including:

e Description of the nature of subscription arrangements

Total subscription assets and liabilities reported

e Significant terms and conditions, including renewal options and
termination clauses

Future subscription payment commitments

These disclosures enhance transparency and provide stakeholders with insights
into governmental IT commitments.

Implications for Governmental Entities

The adoption of GASB 96 has meaningful implications for accounting
professionals and public sector financial management.

Improved Financial Reporting Accuracy

By requiring the capitalization of subscription rights and liabilities, GASB
96 prevents the understatement of assets and liabilities associated with
cloud-based IT solutions. This change provides a more accurate financial
picture and aligns with evolving technology procurement practices.



Challenges in Implementation

Despite its benefits, GASB 96 poses implementation challenges:

e Determining the subscription term can be complex due to renewal and
termination options

e Tdentifying embedded components in bundled contracts requires careful
contract analysis

e Systems and processes may need updating to track subscription
liabilities effectively

Entities with numerous or complex SBITAs must invest in training and possibly
new software to comply fully.

Comparison with GASB 87 and Other Standards

GASB 96 shares conceptual similarities with GASB 87, the lease accounting
standard, given both involve recognizing rights and obligations over time.
However, GASB 96 specifically addresses IT arrangements, recognizing the

unique nature of software subscriptions compared to physical asset leases.

This distinction is important because it guides entities in classifying
contracts correctly and applying the appropriate accounting treatment,
reducing misstatements.

Strategic Considerations for Public Sector IT
Subscription Management

Beyond accounting compliance, GASB 96 encourages governments to adopt a
strategic perspective on subscription-based IT arrangements.

Cost-Benefit Analysis of Subscription Versus
Ownership

Subscription models offer flexibility and lower upfront costs but may lead to
higher total expenditures over time. GASB 96’'s accounting framework helps
entities evaluate these trade-offs more effectively by making financial
obligations transparent.

Contract Negotiation and Risk Management

Understanding the accounting consequences of subscription terms incentivizes
governments to negotiate favorable renewal and termination clauses, helping
control long-term liabilities.



Integration with Budgeting and Financial Planning

Recognizing subscription liabilities on balance sheets allows for better
integration of IT costs into overall financial planning, supporting fiscal
discipline and resource optimization.

Future Outlook and Evolving Practices

As cloud computing and software—-as—-a-service (SaaS) models continue to
dominate the IT landscape, GASB 96 will play an increasingly critical role in
public sector accounting. Entities are expected to refine their approaches to
subscription arrangements, leveraging technology and enhanced financial
analytics to comply efficiently.

Moreover, ongoing updates to GASB standards may further clarify or expand
accounting guidance for emerging IT procurement models, underscoring the need
for continuous education and adaptability among governmental financial
professionals.

In summary, gasb 96 subscription based information technology arrangements
represent a pivotal shift in how governments recognize and manage the
financial implications of cloud-based IT solutions. By codifying accounting
practices for SBITAs, GASB 96 supports greater financial transparency and
accountability, reflecting the evolving nature of technology acquisition in
the public sector.
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