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The first accounting standard for the reporting 
and disclosure of tax abatements granted by 
state and local governments took effect in 2016. 
Not surprisingly, the implementation of the various 
requirements since then has reflected some of 
the uncertainties governmental entities still harbor 
about how they can achieve compliance.

Governmental Accounting Standards Board (GASB) Statement No. 77, “Tax Abatement 
Disclosures,” is intended to increase transparency and allow financial statement users 
to better assess a government’s financial position. Governmental bodies, however, have 
struggled with the requirements, with some providing too little information, others providing 
more than required, and still others producing disclosures almost too difficult to decipher.

Drivers behind GASB 77
Tax abatements are widely used by state and 
local governments, particularly to encourage 
economic development. For some time, 
taxpayers, legislative and oversight bodies, 
municipal bond analysts, and others 
have expressed concerns over the lack of 
information on the effect of abatements 
on a government’s financial position. Until 
the release of GASB 77, governments have 
not been held to a common standard for 
reporting such information.

The new standard traces its roots back 
to 2008, when GASB opened an effort to 
develop rules for disclosing tax abatements 
in response to requests from stakeholders. 
In 2013, after researching abatements, it 
identified the issue as “high priority.” An 
exposure draft came out in October 2014, 

prompting almost 300 comments from 
stakeholders and organizations – one of 
GASB’s highest response rates ever. GASB 
issued Statement No. 77 in August 2015, 
with an effective date beginning in 2016.

Notably, the GASB 77 requirements are not 
designed to facilitate the assessment of 
the effectiveness of tax abatements. Some 
stakeholders pressed for the inclusion of 
information that would allow them to do 
so, but GASB declined to include such 
a requirement, as potentially favorable 
financial results from tax abatements will 
be reflected in the recognized tax revenues 
and reported in the financial statements 
(although such abatements might not result 
in improved financial performance of the 
governmental entity).
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GASB 77 disclosure requirements
Under the standard, governmental bodies 
must disclose the following about their tax 
abatement agreements:

• Brief descriptive information, such as the 
tax being abated, the authority under which 
tax abatements are provided, eligibility 
criteria, the mechanism by which taxes are 
abated, provisions for recapturing abated 
taxes (for example, clawback provisions), 
and the types of commitments made by 
tax abatement recipients.

• The gross dollar amount of taxes abated 
during the period (that is, the cost of 
the abatement).

• Commitments made by a government, 
other than to abate taxes, as part of a 
tax abatement agreement (for example, 
infrastructure investment).

The standard requires disclosures of 
tax abatement information about 1) a 
reporting government’s own tax abatement 
agreements and 2) those entered into by 
other governments and that reduce the 
reporting government’s tax revenues. 
Disclosure of information for agreements 
of other governments should be organized 
according to the government that entered 
into the tax abatement agreement and the 
specific tax being abated. 

For those tax abatement agreements, the 
reporting government should disclose:

• The names of the governments that 
entered into the agreements

• The specific taxes being abated
• The gross dollar amount of taxes abated 

during the period

GASB 77 defines a “tax abatement” as an 
agreement between a government and an 
individual or entity in which the government 
promises to forgo tax revenues and the 
individual or entity promises to subsequently 
take a specific action that benefits the 
government or its citizens. Tax abatements 
subject to the reporting requirements are 
not limited to economic development. They 
also may be used for other purposes, such 
as historical preservation, environmental 
incentives, brownfield cleanup, and 
housing construction. Certain tax 
expenditures, such as statutory exemptions, 
deductions, or credits, do not fall within 
the definition of a tax abatement.

Governments are not required to disclose 
the number of tax abatement agreements 
they entered during the financial reporting 
period or the total number in effect at the 
end of the period. Nor are they required 
to disclose future amounts to be abated 
under existing agreements or the duration 
of tax abatements.
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Emerging implementation issues
Several recurring issues and principles 
have come to the forefront as governmental 
bodies have begun to implement the new 
disclosure rules, including:

GASB 77 can affect entities other than 
municipalities and counties. Entities 
other than municipalities and counties that 
are affected by taxation can be affected by 
GASB 77 and cannot simply assume they 
are exempt from the reporting requirements.

The general perception seems to be that 
a school district, community college, or 
similar entity subject to GASB automatically 
is exempt from the disclosure rule because 
it does not normally deal with economic 
development. While such entities do 
not typically enter the relevant kind of 
agreement with businesses or other third-
party entities, they nonetheless can be 
affected by such agreements, making them 
subject to reporting. 

For example, a city entered an agreement 
with a company to incentivize it to construct 
a building and bring in employment 
opportunities. As part of this agreement, 
the school district agreed to forgo a portion 
of the property taxes the company would 
otherwise pay in a separate agreement 
that was negotiated with the company and 
the city. The school district, therefore, was 
required to disclose the amounts it forfeited.

GASB considers agreements both directly 
entered into (as in the example) and 
entered into by another party that affects 
an entity’s tax revenues. For example, 
businesses within a community college’s 
district might enter into agreements with the 
county to reduce the assessed value of the 
businesses’ properties, thereby reducing 
the amount of tax revenues the college 
would receive. In such a case, the college 
must disclose the amounts of revenue 
abated that affected it.

Quantitative thresholds greatly  
influence the disclosure decision.  
GASB 77 dictates that covered entities 
must disclose “material” agreements, which 
may or may not be considered material 
to an external auditor. Many entities base 
their disclosure decisions largely on the 
quantitative threshold determination. A 
municipality with tax revenues of $2 million is 
unlikely to disclose a $5,000 abatement for a 
small project. On the other hand, major cities 
or states that cut deals for significant tax 
incentives probably reach the quantitative 
threshold. The question of the quantitative 
significance of their agreements ultimately 
is a matter of judgment, and governmental 
bodies must develop consensus with 
their auditors on significance. Generally, 
disclosing information that is not technically 
required comes with little downside, 
although savvy taxpayers will want to know 
the amounts abated.
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Compliance requires continuous 
cooperation. For entities that are required 
to disclose, cooperation among the 
finance, economic development, and other 
departments is essential if the population of 
disclosed information is to be complete and 
accurately updated annually in the financial 
statement notes. Cooperation among 
different governmental bodies also is crucial. 
In the example above, the community 
college would not know the amounts abated 
if the county did not share that information.

Substance matters, not wording. The 
applicability of the disclosure rules hinges 
not on the wording of an agreement but 
on the agreement’s substance – it is 
irrelevant to disclosure obligations whether 
the word “abatement” or some variation 
appears in the agreement. In addition, an 
agreement that initially does not trigger the 
disclosure requirements could do so at a 
later date and vice versa. For example, the 
parties could modify the agreement so that 
instead of providing a tax abatement, the 
governmental body provides the business 
a direct payment based on company sales 
and performance from general revenues 
and not from tax revenues, which would 
not require disclosure. 

In addition, entities should not assume that 
rebates (for example, a city’s agreement 
to rebate a business 5 percent of its sales) 
fall within GASB 77’s purview. The rules will 
apply only if the rebate clearly represents 
an abatement of tax revenue.
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Private sector guidance on the horizon
The Financial Accounting Standards Board 
(FASB) is considering imposing similar 
disclosure rules on all for-profit entities that 
enter into a legally enforceable agreement 
with a government to receive value. 
Currently, GAAP lacks explicit guidance 
for government assistance such as grants, 
low interest rate loans, loan guarantees, tax 
incentives, tax abatements, and transfers of 
assets from government to business.

The proposed standard, “Government 
Assistance (Topic 832): Disclosures by 
Business Entities about Government 
Assistance,” was released in November 
2015. It would require disclosures about 
the types of arrangements, the accounting 
for government assistance, and the 
agreements’ effect on the business’s 
financial statements. Specifically, covered 
entities would be required to disclose:

• Information about the nature of the 
assistance, significant categories, and 
the method applied to account for the 
government assistance

• Line items on the balance sheet and 
income statement that are affected 
by government assistance and 
applicable amounts

• Significant terms and conditions of the 
agreement, including commitments and 
contingencies

• The amount of government assistance 
not recognized directly in any financial 
statement line item (unless impractical)

In subsequent board meetings, FASB 
tentatively decided that the standard would 
apply to an entity that has entered into 
a legally enforceable agreement with a 
government to receive cash, nonmonetary 
assets, or benefits that reduce or eliminate 
an entity’s expenditures. It also tentatively 
decided not to require the proposed 
disclosure about the amount of government 
assistance received but not recognized 
directly in the financial statements 

The proposed standard remains in the 
approval process. At its April 5, 2018, 
meeting, FASB discussed proposed 
amendments and prior decisions made 
during redeliberations on the proposal. 
It directed the staff to perform additional 
research on the project’s scope and 
potential disclosures.
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Transparency is trending
The disclosure-related developments in accounting standards highlight 
the continuing interest in credits and incentives granted by governments. 
Compliance with the emerging rules, whether required or not, will help 
governmental bodies satisfy the public’s demand for transparency and 
appropriate disclosures and improve their standing with stakeholders.
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