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Overview

Scope and Definition of a Lease
• The new standard applies to leases of all
identified assets except:
– Leases of inventory, assets under construction,
intangible assets and biological assets, including timber
– Leases to explore for or use minerals, oil, natural gas,
and similar non-regenerative resources (including the
intangible right to explore for those resources and the
rights to use the land)

• A contract is or contains a lease if it conveys the
right to control the use of identified property,
plant or equipment (an identified asset) for a
period of time in exchange for consideration

Scope and Definition of a Lease (Cont.)
Right-of-Use Model

Scope and Definition of a Lease (Cont.)
Lease and Non-Lease Components
• Many contracts contain leases (lease components) and
agreements to purchase or sell other goods or services (non-lease
components)
– Non-lease components are identified and accounted for separately
under other applicable Generally Accepted Accounting Principles
(GAAP)
– Maintenance activities are considered non-lease components

•

Lessees allocate consideration in the contract to lease and nonlease components, on a relative standalone price basis, unless
practical expedient is elected
– Lessees can make a policy election (by class of underlying asset) to
account for each lease component and its related non-lease
component as a single lease component

•

Lessors allocate consideration in the contract using the new
revenue recognition standard (ASC 606)

Scope and Definition of a Lease (Cont.)
Lease Term and Lease Payments
• Lease term includes any non-cancelable periods
– Reasonably certain is a high threshold for including optional
periods (e.g., options to extend or terminate a lease)
– Reasonably certain = reasonably assured

•

Lease payments consistent with the lease term determination

* Include only if reasonably certain of exercise
** Include unless reasonably certain not to be exercised

•

Also includes fees paid by the lessee to the owners of a
special-purpose entity for structuring the transaction

Lease Classification – Operating vs.
Finance
• At lease commencement, a lessee and a lessor classify a
lease using the following criteria:
– The lease transfers ownership of the underlying asset to the lessee by
end of the lease term
– The lease grants the lessee an option to purchase the underlying asset
that the lessee is reasonably certain to exercise
– The lease term is for the major part of the remaining economic life of
the underlying asset*
– The present value of the sum of the lease payments and any residual
value guaranteed by the lessee that is not already reflected in the
lease payments equals or exceeds substantially all of the fair value of
the underlying asset
– (New criterion) The underlying asset is of such a specialized nature
that it is expected to have no alternative use to the lessor at the end of
lease term
* Not applicable for leases that commence at or near the end of the underlying asset’s economic life

Lease Classification –
Operating vs. Finance (Cont.)
• Lessees
– A lease that does not meet any of the criteria
is an operating lease
– A lease that meets any of the criteria is a
finance lease
– Short-term lease exemption
• Lease term of 12 months or less and no purchase
option that the lessee is reasonably certain to
exercise
• Accounting policy election, by class of underlying
asset
• Do not recognize lease assets or liabilities

Lessee Accounting
Lessee Recognition and Measurement
Finance lease

Operating lease

Initial recognition and Initially measure the right of use (ROU) asset 1 and lease liability at the present value of the lease
measurement
payments not yet paid
Subsequent
measurement
– lease liability

Use the effective interest method using the
discount rate determined at lease
commencement 2 to recognize interest expense
and reduce the lease liability for the payments
made

Measure the lease liability at the present value of the
remaining lease payments using the discount rate
determined at lease commencement 2

Subsequent
measurement
- ROU asset

Amortize the ROU asset, generally on a straightline basis, over the shorter of the lease term of its
useful life; and record any impairment of the ROU
asset

Measure the ROU asset at the amount of the lease
liability and adjust for cumulative prepaid or accrued
rents (i.e., uneven rent payments), any lease incentives
received, lessee initial direct costs; and record any
impairment of the ROU asset

Income statement
effect

Generally “front-loaded” expense

Generally straight-line expense

Interest expense and amortization expense are
recorded and presented separately

A single lease expense is recognized

1
2

Initial measurement of ROU asset also includes the lessee’s initial direct costs and prepayments made to the lessor less lease incentives received from the lessor
As long as a reassessment has not occurred.

Lessee Accounting – Lessee Presentation
ROU asset

Lease liability

 Lease ROU asset can be presented separately or
together with other assets

 Lease liabilities can be presented separately or
together with other liabilities

 If not presented separately, disclose the line item
where they are presented and the amount of
lease ROU assets

 If not presented separately, disclose the line item
where they are presented and the amount of
lease liabilities

 Finance lease ROU assets are prohibited from
being presented in the same line item as
operating lease ROU assets

 Finance lease liabilities are prohibited from being
presented in the same line item as operating
lease liabilities

Lessee Accounting – Lessee Presentation
(Cont.)
Income statement
Finance lease:
 Lease-related interest expense and amortization
of the ROU assets are presented in a manner
consistent with how the entity presents interest
expense and depreciation or amortization of
similar assets
Operating lease:
 Lease expense is included in income from
continuing operations

Statement of cash flows
Finance lease:
 Principal portion of payments are financing
activities
 Interest portion of payments in accordance with
ASC 230, Statement of Cash Flows
Operating lease:
 All lease payments are operating activities, except
those payments made to bring an asset to the
condition and location necessary for its intended
use, which are investing activities
Both lease types:
 Lease payments for short-term leases and
variable lease payments (not included in the
lease liability) are operating activities
 Supplemental non-cash disclosure of new leases

Lessee Financial Statement Disclosures

Lessee Accounting Example –
Difference in Expense Recognition
• A lessee enters into a five-year agreement to make the
following payments each year:

• The organization assumes a 7% discount rate for the
calculation of the present value of the future
payments. There are no renewal periods, purchase
options, or other factors to take into consideration for
the initial measurement of the present value of future
lease payments.
• Calculation of the present value of future lease
payments = $792,353

Lessee Accounting Example Difference in Expense Recognition (Cont.)
The example below shows the subsequent accounting and impact to the
expense recognition for each lease:
A - The effective-interest
method is used to calculate
the lease liability, regardless
of the type of lease.
B - Amortization is on a
straight-line basis (similar to
other nonfinancial assets).
C - For operating leases, only
straight-line lease expense is
recognized each year.

Financial Statement Impact
• The changes brought about by this new ASU could
also have a significant impact on many metrics
that organizations use. A few metrics that could
be affected are listed below.
Metric

Definition

Leverage Ratio

Debt/Equity

Current Ratio

Current Assets/Current Liabilities

Debt to EBITDA

Debt/EBITDA

Return on Assets

Net Income/Total Assets

• Discuss with all stakeholders the impact that
these changes will have and how agreements
should be amended or redefined in order to
better align with operational and reporting needs.

Lessor Accounting
• A lease that meets any of the finance lease
criteria is a sales-type lease
• A lease that meet both of the following (1) the
present value of the sum of the lease payments
and any residual value guaranteed by lessee
and/or any other unrelated third party equals or
exceeds to substantially all the fair value of the
underlying asset and (2) collectability is probable
is a deferred financing lease
• A lease that does not meet any of the criteria is
an operating lease

Lessor Accounting (Cont.)
•

Operating leases
– Continue to recognize the underlying asset
– Recognize lease payments as income over lease term, generally
on a straight-line basis

•

Sales-type leases
– Derecognize underlying asset and recognize a net investment in
the lease and selling profit (loss) if collectability is probable
– If collectability is not probable, recognize lease payments received
as a deposit liability (i.e., do not derecognize underlying asset as
sale is deferred)

•

Direct financing leases
– Derecognize underlying asset and recognize a net investment in
the lease
– Selling profit is deferred and recognized over lease term
– Selling loss is recognized up front

Lessor Financial Statement Disclosures

Effective Date and Transition

•
•

Standard is applied as of the beginning of the earliest
comparative period presented in the financial statements
Lessees and lessors are required to adopt the new
standard using a modified retrospective transition approach
– Certain transition relief is available

•

Certain disclosures are required in accordance with ASC
250, Accounting Changes and Error Corrections

* Public business entities, not-for-profit entities that have issued, or are conduit bond obligors for,
securities that are traded, listed, or quoted on an exchange or an-over-the-counter market, and employee
benefit plans that file or furnish financial statements with or to the SEC.

Effective Date and Transition (Cont.)
• All entities may elect to apply all of the following
practical expedients (elected as a package and
applied to all leases) not to reassess:
– Whether contracts are or contain leases
– Lease classification
– Initial direct costs (i.e., whether those costs would have
qualified for capitalization under the new leases standard)

• All entities can also elect for all leases to (1) use
hindsight in determining the lease term when
considering lease options to extend or terminate the
lease and to purchase the underlying asset and (2)
assess impairment of ROU assets
– Election could be made separately or in conjunction with
the package of practical expedients above

Reintroduction
Jason Reljac
Manager, Technology Advisors

Think about everything Trevor went over…
Lots of things to keep track of…
Lots of little decisions with long term impact…
One more thing to worry about at month end…

Lease Accounting Software Made Simple

Lessees can easily manage leases with
a web-based software solution
developed by accountants

An accounting firm writing software?
 Client facing Technology
Advisors department
 More than 12 years of
experience developing web
based software projects for
client and internal use
 Expertise in accounting
application implementation
 ERP
 Fixed Assets
 HR/Payroll
 Enterprise Reporting

simpLEASE Accounting Basics

Multi User/Multi Company
•
•
•

•

•

Multiple users can enter lease
data simultaneously
Multi company for different sets of
accounting ledgers
Built in work flow for lease review
and approvals before sending to
accounting system
Ability to limit what users have
access to in both functionality and
data access
Data entry can be done by anyone
– CPA not required

System Security
• Everything is encrypted
–
–
–
–

Data as you enter it
Data as it sits in the system
Attached files
All on and off site backups

• SOC-2 reviewed data
centers
• Third-party monitoring and
auditing

More than just accounting details
General
details

Additional
lease
related
payments

Vendor,
Start/end dates
Interest rate, etc

Lease
payments
Legal and
renewal terms

Lease
versions

User
defined
fields
specific to
your
organization

Duplicate
this lease

Associated
tax details

Attached
documents

Estimated
amount, due
date and due to

Agreements,
drawings,
maintenance,
etc

Wizard
results
For tracking and
review

Unlimited user defined data fields
• Create as many user defined fields as necessary to help
track information specific to your organization
• All user defined fields are reportable and searchable
• User defined fields…
Are company specific
Are data specific
Can be put on any tab
Can be asset class
specific
– Made required or
optional
–
–
–
–

Store all lease documents in one place
• Attach an unlimited number
of documents to a lease
– Lease agreements
– Maintenance orders
– Service records

• All attachments are fully
encrypted
• Attachments can be made
available to third party
(accountants, bankers)
users for review

Basic Process

FINANCE
SCHEDULE
CREATED

LEASE
WIZARD
To
determine if
capitalized

CAPITALIZE

YES

LEASE
WIZARD
To determine
Financing or
Operating

OPERATING
SCHEDULE
CREATED

NO

SAVE
LEASE
DETAILS

INTERNAL
REVIEW
With optional
and
customizable
signoff

SEND TO
3RD PARTY
SYSTEM(S)

Easy to use wizard process

Keep details centrally organized

Final results

Optional Interfaces
•

Bring data in from other accounting
systems
– Approved lessors
– GL codes
– Users

•
•
•
•
•

Export lease related AP transactions
and journal entries to accounting
system
Export details to fixed asset
application
All details and schedules are
exportable to Microsoft Excel and
Adobe Acrobat
simpLEASE API
Third-party reporting (Solver, Prophix,
Adaptive Planning)

Questions?
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