
WHO TO CONTACT DURING THE LIVE PROGRAM

For Additional Registrations:
-Call Strafford Customer Service 1-800-926-7926 x1 (or 404-881-1141 x1)

For Assistance During the Live Program:
-On the web, use the Chat function to send a message

If you get disconnected during the program, you can simply log in using your original instructions and PIN.

IMPORTANT INFORMATION FOR THE LIVE PROGRAM

This program is approved for 2 CPE credit hours. To earn credit you must:

• Participate in the program on your own computer connection (no sharing) – if you need to register 
additional people, please call customer service at 1-800-926-7926 ext. 1 (or 404-881-1141 ext. 1).  
Strafford accepts American Express, Visa, MasterCard, Discover.

• Listen on-line via your computer speakers.

• Respond to five prompts during the program plus a single verification code.  

• To earn full credit, you must remain connected for the entire program.
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Tips for Optimal Quality FOR LIVE PROGRAM ONLY

Sound Quality
When listening via your computer speakers, please note that the quality 
of your sound will vary depending on the speed and quality of your internet 
connection.

If the sound quality is not satisfactory, please e-mail sound@straffordpub.com
immediately so we can address the problem.

mailto:sound@straffordpub.com


Recording our programs is not permitted. However, today's participants can 
order a recorded version of this event at a special attendee price. Please call 
Customer Service at 800-926-7926 ext.1 or visit Strafford’s website 
at www.straffordpub.com.

http://www.straffordpub.com/
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Notice

ANY TAX ADVICE IN THIS COMMUNICATION IS NOT INTENDED OR WRITTEN BY THE SPEAKERS’ FIRMS TO BE 
USED, AND CANNOT BE USED, BY A CLIENT OR ANY OTHER PERSON OR ENTITY FOR THE PURPOSE OF (i) 
AVOIDING PENALTIES THAT MAY BE IMPOSED ON ANY TAXPAYER OR (ii) PROMOTING, MARKETING OR 
RECOMMENDING TO ANOTHER PARTY ANY MATTERS ADDRESSED HEREIN. 

You (and your employees, representatives, or agents) may disclose to any and all persons, without limitation, the tax 
treatment or tax structure, or both, of any transaction described in the associated materials we provide to you, 
including, but not limited to, any tax opinions, memoranda, or other tax analyses contained in those materials.

The information contained herein is of a general nature and based on authorities that are subject to change.  
Applicability of the information to specific situations should be determined through consultation with your tax adviser.
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WITH YOU TODAY

MONICA PEBORDE
CohnReznick LLP
Director
Monica.Peborde@CohnReznick.com
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DISCLAIMER
Any advice contained in this communication, including attachments and enclosures, is not 
intended as a thorough, in-depth analysis of specific issues. Nor is it sufficient to avoid tax-
related penalties. This has been prepared for information purposes and general guidance 
only and does not constitute professional advice. You should not act upon the information 
contained in this publication without obtaining specific professional advice. No representation 
or warranty (express or implied) is made as to the accuracy or completeness of the 
information contained in this publication, and CohnReznick LLP, its members, employees 
and agents accept no liability, and disclaim all responsibility, for the consequences of you or 
anyone else acting, or refraining to act, in reliance on the information contained in this 
publication or for any decision based on it.



OVERVIEW
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TOPIC 842: OVERVIEW OF THE STANDARD

Identify whether a 
contract is, or contains 

a lease

If a contract contains a 
lease, identify and 

separate lease and non-
lease components 

Allocate contract 
consideration to lease 

and non-lease 
components

Determine the 
appropriate lease 

classification

Contract conveying the right to control. the 
use of an identified asset for a period of time 
in exchange for consideration. Could be a 
portion of a contract. 

Right to obtain 
substantially all the 
economic benefits

Right to direct the use
of the asset

Practical expedients may be elected to combine non-lease 
components with their respective lease components

Lessees
If elected, combine and account 
for as a single lease component

Lessors
Must meet certain criteria and 
accounting depends on 
predominance

Includes “embedded lease” 
identification
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TOPIC 842 EFFECTIVE DATES
Effective Dates – Early Application Permitted

Entity Type Fiscal Year
Beginning After

Interim Periods 
Beginning After

All other entities not included below December 15, 2021 December 15, 2022
Public NFPs** that did not issue 
financial statements as of June 3, 
2020

December 15, 2019

Public Business Entities and Public 
NFPs** that issued financial 
statements on or before June 3, 2020

December 15, 2018

**The term “Public NFP” as it used in this table refers to a not-for-profit entity that has 
issued or is a conduit bond obligor for securities that are traded, listed, or quoted on 
an exchange or an over-the-counter market.
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KEY CONSIDERATIONS
• Operating leases on-balance sheet (except for qualifying short-term leases) 

̶ “New” math for running off balance sheet items
̶ Straight-line rent expense

• Lessee discount rates – when implicit rate not determinable, must use secured rate
̶ Risk-free rate may be used by non-public companies

• Asset capitalization policy and applicability to lease assets 

• Lease modifications

• Lease classification criteria modified, but not drastically 
̶ Principles based, but… 

• “No alternative use” criterion 
• Finance lease replaces capital lease classification for lessees

Lessees
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KEY CONSIDERATIONS
• Operating lease accounting for lessors generally on a straight-line basis

• Collectibility not considered in respect of sales-type lease classification 
̶ If not probable, retain underlying asset and apply deposit accounting for sales-type leases
̶ Reassess each reporting period until probable
̶ Under Topic 840 – accounted for as an operating lease

• A sales-type or direct financing lease with a commencement date loss due to variable lease 
payments that do not depend on an index or rate is classified as an operating lease.

• Profit on direct financing lease deferred and recognized over lease term

• Sale and leaseback accounting 
̶ Applies to buyer-lessors (change from Topic 840)
̶ Removal of real estate industry-specific (impacts lessees too)

Lessors
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LAND EASEMENTS 
• Land easements (also commonly referred to as rights of way) represent the right to use, access, or 

cross another entity’s land for a specified purpose
• Diversity in practice prior to the issuance and effective dates of Topic 842 (Leases) and amending 

ASUs
• Topic 842 more clearly identifies land easements as within its scope (lessees and lessors)
• May elect a practical expedient to not assess whether existing or expired land easements that were 

not previously accounted for as leases under Topic 840 are or contain a lease
• Applies to easements that were NOT accounted for under Topic 840 prior to adoption
• See our article for more.

̶ Land easements and Topic 842 – Leases

https://www.cohnreznick.com/insights/leases-land-easements-and-topic-842


WHAT IS A LEASE?
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WHAT IS A LEASE?
• A contract is or contains a lease if it conveys the right to control the use of an identified 

asset for a period of time in exchange for consideration. 
• To be considered a lease, the underlying asset must be identifiable. 
• If a portion of an asset is involved, it should be physically distinct. 
• A period of time does not necessarily have to be defined in days, it could also be in terms 

of the amount of use of an identified asset (i.e., number of productions units). 
• To determine whether a contract conveys the right to control the use of an identified asset 

(see paragraphs 842-10-15-17 through 15-26) for a period of time, an entity shall assess 
whether, throughout the period of use, the customer has both of the following:

• The right to obtain substantially all of the economic benefits from use of the 
identified asset

• The right to direct the use of the identified asset
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WHAT IS A LEASE?
• To control the use of an identified asset, a customer is required to have the right to obtain

substantially all of the economic benefits from use of the asset throughout the period of use
(for example, by having exclusive use of the asset throughout that period).

• A customer can obtain economic benefits from use of an asset directly or indirectly in many
ways, such as by using, holding, or subleasing the asset. The economic benefits from use
of an asset include its primary output and by-products (including potential cash flows
derived from these items) and other economic benefits from using the asset that could be
realized from a commercial transaction with a third party.
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EMBEDDED LEASES (842)
• Embedded leases may be found within larger contractual arrangements
• Service-type contracts involving property, plant and equipment
• Examples of contracts that could contain embedded leases:

Contract Type Plant, Property and Equipment
Product supply arrangements Production equipment
Telecommunications Fiber optic cables, dark fibers
Freight management services Vehicles, trains, ships, etc.
Storage and logistics agreements Warehouse space and equipment
Cloud computing Servers
Other service contracts Routers, modems, office equipment
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EMBEDDED LEASES
EXAMPLES
• Contract manufacturing: A large retailer contracts with an entity to manufacture products 

for the retailer. The contract is so large that the manufacturer has a specific facility that only 
manufactures for the retailer. The contract manufacturing arrangement could have an 
embedded lease for the physical manufacturing space and/or equipment used.
̶ Tolling arrangements – understand the nature and terms to determine if the contract is or 

contains a lease
• Railcars: A company enters into an arrangement to transport goods using a fleet of railcars. 

The transportation contract could contain an embedded right to use the cars during the 
period of the transportation contract.

• IT services: A company engages an IT service provider to provide cloud-computing 
services. To meet the company’s processing requirements, the contract requires a 
customized and dedicated server to be used. The company decides when and how the 
dedicated server is used based on its instructions to the IT service provider. The contract 
could contain an embedded lease of the dedicated server.



LEASE & NON-LEASE 
COMPONENTS
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LEASE COMPONENTS
• A lease component is the right to use an underlying asset (or the right to use multiple underlying assets) that 

meets the definition of a lease.
• When there is a right to use multiple assets, the lessee must determine whether each right to use an underlying 

asset represents a separate lease component for accounting purposes.
• The evaluation uses two criteria: 

̶ The lessee can benefit from the right to use the underlying asset either on its own or with other “readily 
available” resources.

̶ The right to use the underlying asset is neither highly dependent on, nor highly interrelated with, rights to use 
other underlying assets in the contract.

• A non-lease component transfers a good or service to the lessee that is separate from the right to use the 
underlying asset.
̶ Examples: cleaning services, goods related to the leased asset (e.g., toner for a leased copy machines), 

utilities for leased office space, security services, etc.)
• Non-components - Components of a contract include only those items or activities that transfer a good or service 

to the lessee.
̶ Examples: Administrative tasks to set up the contract, Reimbursement or payment of the lessor’s costs (e.g., 

Real estate taxes, insurance costs that cover the lessor’s interest in the asset, etc.)
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LAND LEASE COMPONENTS
• Entities that lease land and other assets such as a building or integral equipment constructed or 

installed on that land, should classify and account for the land lease component separately from the 
other lease components. 

• However, an entity may combine the land lease component with one or more of the other lease 
components to the extent that combining those lease components would be insignificant. 

• For example, if separating the land lease component from a building lease component would have 
no effect on lease classification of any lease component in the contract, then the land lease 
component would be deemed to be insignificant (i.e., in that case the land lease component could be 
combined with the building lease component). 
̶ If a lease includes both land and a building component and an entity concludes that both 

components would be classified as an operating lease over the same lease term if they are 
accounted for separately, it may be reasonable for the entity to conclude that the difference 
between accounting for the two lease components together and accounting for the land and 
building separately would be insignificant.
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ALLOCATION OF THE CONSIDERATION IN A CONTRACT
• All entities are required by Topic 842 to allocate the consideration in a contract to the lease and non-

lease components within that contract.  However, the manner in which such an allocation is achieved 
differs for lessees and lessors. 

• The consideration in the contract for a lessee includes all of the payments described in paragraph 
842-10-30-5, as well as the following payments that will be made during the lease term:
̶ Any fixed payments (for example, monthly service charges) or in substance fixed payments, less 

any incentives paid or payable to the lessee, other than those included in paragraph 842-10-30-5
̶ Any other variable payments that depend on an index or a rate, initially measured using the index 

or rate at the commencement date.
• The consideration in the contract for a lessor includes all of the amounts described in paragraph 842-

10-15-35 and any other variable payment amounts that would be included in the transaction price in 
accordance with the guidance on variable consideration in Topic 606 on revenue from contracts with 
customers that specifically relates to either of the following:
̶ The lessor’s efforts to transfer one or more goods or services that are not leases
̶ An outcome from transferring one or more goods or services that are not leases.
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LESSEE ALLOCATION 
• Unless the accounting policy election to combine non-lease components with their related lease 

components is made, a lessee will allocate the consideration in the contract, as well as initial direct 
costs, to each separate lease and non-lease component proportionally based on their relative 
standalone prices.

• The lessee shall allocate the consideration in the contract on a relative standalone price basis to the 
separate lease components and the non-lease components of the contract. Initial direct costs should 
be allocated to the separate lease components on the same basis as the lease payments.
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LESSOR ALLOCATION 
• Unless the contract qualifies for the accounting policy election to combine non-lease components 

with their related lease components is made and such election is made, a lessor will allocate the 
consideration in the contract to each separate lease and non-lease component in accordance with 
Step 4 of Topic 606.  

• Further, a lessor will allocate capitalized costs (e.g., initial direct costs, contract acquisition costs) to 
the respective separate lease and non-lease component to which they relate. 

• As per the ASC Master Glossary, standalone selling price is the price at which an entity would sell a 
promised good or service separately to a customer (Topic 606).
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LESSOR ALLOCATION 
• A lessor may make an accounting policy election to exclude from the consideration in the contract 

and from variable payments not included in the consideration in the contract all taxes assessed by a 
governmental authority that are both imposed on and concurrent with a specific lease revenue-
producing transaction and collected by the lessor from a lessee (for example, sales, use, value 
added, and some excise taxes). 

• Taxes assessed on a lessor’s total gross receipts or on the lessor as owner of the underlying asset 
shall be excluded from the scope of this election. A lessor that makes this election shall exclude from 
the consideration in the contract and from variable payments not included in the consideration in the 
contract all taxes within the scope of the election and shall disclose its accounting policy election and 
comply with the disclosure requirements in ASC 235-10-50-1 through 50-6.
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AVAILABLE PRACTICAL EXPEDIENTS
• Component practical expedient for lessees 

̶ Accounting policy election by class of underlying asset to include both the lease and 
non-lease components as a single component and instead to account for each separate 
lease component and the non-lease components associated with that lease component 
as a single lease component.

̶ Making this election relieves the lessee of the obligation to allocate contract 
consideration to the lease and non-lease components, although it may increase the 
total lease liability to be recorded on its balance sheet.

̶ For transition: When the reporting entity does not apply the package of practical 
expedients, it will need to reallocate consideration as of the lease commencement date 
for any contract that contains a lease component in order to reassess lease 
classification.

For Lessees
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AVAILABLE PRACTICAL EXPEDIENTS

• Component practical expedient
̶ Accounting policy election by class of underlying asset to not separate non-lease 

components from lease components and account for as a single component if:
• the non-lease components otherwise would be accounted for under Topic 606 on 

revenue from contracts with customers
• the timing and pattern of transfer for the non-lease component and the associated 

lease component are the same
• the stand-alone lease component would be classified as an operating lease if 

accounted for separately

For Lessors
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OTHER AVAILABLE PRACTICAL EXPEDIENTS

• If this practical expedient is elected, and the non-lease component is aggregated with the 
associated lease component, the lessor would account for the combined component as 
follows:
̶ If the non-lease components are the predominant characteristic, account for the combined 

component under the revenue standard. In doing so, the lessor would (a) recognize 
revenue consistent with the method assessed when applying the “timing and pattern of 
transfer” criterion to use the expedient and (b) account for all variable payments, including 
those related to the lease, under the revenue guidance.

̶ If the non-lease components are not the predominant characteristic, account for the 
combined component as an operating lease under the leasing standard. All variable 
payments, including those related to any good or service, would be accounted for as 
variable lease payments.

For Lessors



LEASE CLASSIFICATION
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LEASE CLASSIFICATION
The Basic Criteria Additional Lessor Criteria

Transfer of ownership:  The lease transfers ownership of the 
underlying asset to the lessee by the end of the lease term. 

1) The present value of the sum of the lease payments and any 
residual value guaranteed by the lessee that is not already reflected in 
lease payments and/or any other third party unrelated to the lessor 
equals or exceeds substantially all of the fair value of the underlying 
asset, and

Purchase Option:  The lease grants the lessee an option to purchase 
the underlying asset that the lessee is reasonably certain to exercise.

2) It is probable that the lessor will collect the lease payments plus any 
amount necessary to satisfy a residual value guarantee.

Lease Term:  Lease term is for the major part of the remaining 
economic life of the underlying asset. However, if the commencement 
date falls at or near the end of the economic life of the underlying 
asset, this criterion shall not be used to classify the lease.

When none of the basic criteria are met and the lease is not 
classified as a sales-type lease, the lessor must apply additional 
criteria described above in order to determine whether the lease 
should be classified as a direct financing lease or as an operating 
lease. 

If both of the additional criteria for lessors are met, then the lease 
is classified as a direct financing lease. If not, then the lease is 
classified as an operating lease.

Lease Payments:  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.

Specialized Use:  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.



POST-TRANSITION 
CLASSIFICATION & 
MEASUREMENTS
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LEASE TERM

Non-cancellable period +

Periods covered by 
an option to extend 

the lease if the 
lessee is reasonably 
certain to exercise 

that option

Periods covered by 
an option to 

terminate the lease 
if the lessee is 

reasonably certain 
not to exercise that 

option 

Periods covered by 
an option to extend 

(or not to 
terminate) the lease 
in which exercise of 

the option is 
controlled by the 

lessor
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LEASE PAYMENTS
Types of payments that are included in the calculation of the lease payments at lease 
commencement

Fixed payments
Variable lease 

payments that depend 
on an index or rate

Exercise price of a 
purchase option that is 
reasonably expected to 

be exercised

Penalties for 
terminating a lease

Fees paid by the 
lessee to owners of 

SPVs

Amounts that it is 
probable that the 

lessee will owe under a 
residual value 

guarantee (lessee only)
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LEASE PAYMENTS
Types of payments that are not included in the calculation of the lease payments at lease 
commencement

Variable lease 
payments that do 
not depend on an 

index or rate

Lessee’s 
guarantee of the 

lessor’s debt

Amounts 
allocated to non-

lease 
components
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DISCOUNT RATES

Identify whether a 
contract is or 

contains a lease

If a contract 
contains a lease, 

identify and separate 
lease and non-lease 

components 

Allocate contract 
consideration to 

lease and non-lease 
components

Determine the 
appropriate lease 

classification

Discount Rate in the Lease
Lessees
Rate implicit in the lease unless not 
readily determinable then
Incremental borrowing rate (IBR)
Risk free rate (non-public 
companies only)

Lessors 
Rate implicit in the lease

Finance

Sales-Type

Direct Financing

Operating

0.00%

1.00%

2.00%

3.00%

4.00%

5.00%

6.00%

 160,000

 165,000

 170,000

 175,000

 180,000

 185,000

 Lease
Payments

1.00% 2.00% 3.00% 4.00% 5.00%

 Net Present Value of Lease Liability Discount Rates

Measurement

Embedded Lease Identification
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VI: Lease Modifications and 
Abandonments

ASC 842 Lease Accounting Standards
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Disclaimers
▪ Cohen & Company does not represent that this seminar and 

participant materials covers all of the possible issues relating to 
compliance with U.S. Generally Accepted Auditing Standards (U.S. 
GAAS), International Standards on Auditing (ISA), Public Company 
Accounting Oversight Board (PCAOB) standards, and U.S. 
Securities and Exchange Commission (SEC) regulations. In 
addition, although the firm has made every effort to ensure the 
factual accuracy of the materials, we are not responsible for your 
ultimate compliance with the aforementioned standards and 
regulations, and you agree not to hold us responsible for such.
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Lease Modifications 
What is a lease modification? 

Its when the terms or the consideration of the contract 
change. Common examples include:

1. Lease extension
2. Early termination   
3. Change in timing or amount of lease payments
4. Change in the asset being leased (additional space)
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Lease Modifications
The fundamental step in the lease modification analysis is to 
determine:

1. Does the scope of the modified contract still contain a 
lease and if so;

2.  Does the contract result in a separate lease or a change 
in the accounting for the existing lease 

4
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Lease Modifications
Is it a separate lease? 

Two Criteria 
1) Additional right of use not included in original lease
2) Lease payments increase with the standalone 

price for the additional right to use

If met, the modification results in two separate contracts with the 
new contract being evaluated similar to any other new lease. 

5
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Lease Modification 
Separate Lease Example:

1. Lessee enters into a 10-year lease for 10,000 square feet of 
office space. At the beginning of Year 6, Lessee and Lessor 
agree to modify the lease for the remaining 5 years to 
include an additional 10,000 square feet of office space in 
the same building. The increase in the lease payments is 
commensurate with the market rate at the date the 
modification is agreed for the additional 10,000 square feet 
of office space.

6
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Lease Modification 
Separate Contract Example Conclusion:
1.Lessee accounts for the modification as a new contract, separate from 

the original contract. This is because the modification grants Lessee an 
additional right of use as compared with the original contract, and the 
increase in the lease payments is commensurate with the standalone 
price of the additional right of use. Accordingly, from the effective date 
of the modification, Lessee would have 2 separate contracts, each of 
which contain a single lease component — the original, unmodified 
contract for 10,000 square feet of office space and the new contract for 
10,000 additional square feet of office space, respectively. Lessee would 
not make any adjustments to the accounting for the original lease as a 
result of this modification.

7
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Lease Modification
Not a separate contract:
If a lease does not meet the two criteria to be separated, then the 
lessee will need to reassess the lease classification on the date of 
the lease modification (date approved by both parties)

A lessee must consider
1. Lease terms and purchase options
2. FV of the asset on the modification date
3. Discount rate on modification date
4. Remaining consideration 

8
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Lease Modification
Lessees remeasure and reallocate the remaining consideration in the contract and remeasure the lease 
liability (using the discount rate determined at the effective date of the modification) for the following 
types of modifications: 

9

Type Adjustment P&L Impact
Grants the lessee an additional right of use that 
was not included in the original contract and the 
modification is not accounted for as a separate 
contract

Adjustment of the lease liability and corresponding ROU Asset No Profit or Loss affect

Extends or reduces the term of an existing lease 
other than through the exercise of a contractual 
option to extend or terminate the lease already 
included in the lease term 

Adjustment of the lease liability and corresponding ROU Asset No Profit or Loss affect unless the ROU is 
reduced beyond zero 

Fully or partially terminates an existing lease Adjustment to decrease the carrying amount of ROU asset in 
proportion to the full or partial termination of the lease

Differences are recognized in profit or loss at 
the effective date of the modification.

Changes the consideration in the contract only Adjustment of the lease liability and corresponding ROU Asset No Profit or Loss affect unless the ROU is 
reduced beyond zero 



© 2022 Cohen & Company

Lease Modification 
Not a separate contract examples:
1. Lessee and Lessor enter into a 10-year lease for 10,000 square feet of office space in a building with a remaining economic life of 

50 years. Annual payments are $100,000, paid in arrears. Lessee’s incremental borrowing rate at the commencement date is 6 
percent. The lease is classified as an operating lease. At the beginning of Year 6, Lessee and Lessor agree to modify the lease such 
that the total lease term increases from 10 years to 15 years. The annual lease payments increase to $110,000 per year for the 
remaining 10 years after the modification. Lessee’s incremental borrowing rate is 7 percent at the date the modification is agreed 
to by the parties. 

2. Lessee enters into a 10-year lease for 10,000 square feet of office space. The lease payments are $100,000 per year, paid in 
arrears. Lessee’s incremental borrowing rate at lease commencement is 6 percent. At the beginning of Year 6, Lessee and Lessor 
agree to modify the contract to include an additional 10,000 square feet of office space on a different floor of the building for the 
final 4 years of the original 10-year lease term for a total annual fixed payment of $150,000 for the 20,000 square feet.

3. Lessee enters into a 10-year lease for 10,000 square feet of office space. The lease payments are$95,000 in Year 1, paid in arrears, and increase by $1,000 every 
year thereafter. The original discount rate for the lease is 6 percent. The lease is an operating lease. At the beginning of Year 6, Lessee and 
Lessor agree to modify the original lease for the remaining 5 years to reduce the lease payments by $7,000 each year (that is, the lease 
payments will be $93,000 in Year 6 and will continue to increase by $1,000 every year thereafter).

4. Lessee enters into a 10-year lease for 10,000 square feet of office space. The annual lease payment is initially $100,000, paid in arrears, and 
increases 5 percent each year during the lease term. Lessee’s incremental borrowing rate at lease commencement is 6 percent. Lessee does 
not provide a residual value guarantee. The lease does not transfer ownership of the office space to Lessee or grant Lessee an option to 
purchase the space. The lease is an operating lease. At the beginning of Year 6, Lessee and Lessor agree to modify the original lease for the 
remaining 5 years to reduce the lease to only 5,000 square feet of the original space and to reduce the annual lease payment to $68,000. That 
amount will increase 5 percent each year thereafter of the remaining lease term

10
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Lease Modification 
Not a separate contract example conclusions:
1. The modification does not grant an additional right of use to the lessee; rather, it changes (modifies) an attribute of the right to use the 

10,000 square feet of office space Lessee already controls. That is, after the modification, Lessee still controls only a single right of use 
asset transferred to Lessee at the original lease commencement date. Therefore, at the effective date of the modification, Lessee 
reassesses classification of the lease and remeasures the lease liability on the basis of the 10-year remaining lease term.

2. The increase in the lease payments (of $50,000 per year) is at a substantial discount to the market rate at the date the modification is 
agreed to for leases substantially similar to that for the new 10,000 square feet of office space that cannot be attributed solely to the 
circumstances of the contract. Consequently, Lessee does not account for the modification as a separate contract. Instead, Lessee 
accounts for the modified contract, which contains 2 separate lease components — first, the original 10,000 square feet of office space 
and, second, the right to use the additional 10,000 square feet of office space for 4 years that commences 1 year after the effective date. 
Lessee allocates the lease payments in the modified contract to the 2 separate lease components on a relative standalone price basis. 
Lessee recognizes the difference between the carrying amount of the modified lease liability and the carrying amount of the lease liability 
immediately before the modification as an adjustment to the right-of-use asset. At the commencement date of the separate lease 
component for the additional office space, which is 1 year after the effective date of the modification, Lessee measures and recognizes 
the lease liability. 

3. The modification only changes the lease payments and, therefore, cannot be accounted for as a separate contract. Lessee recognizes the 
difference between the carrying amount of the modified lease liability and the lease liability immediately before the effective date of the 
modification and a corresponding reduction to the right-of-use asset.

4. This contract does not extend the use of the asset or have an increased lease payment therefore this modification will not be treated as  a 
separate contract.  The lessee will then remeasure the ROU asset based on either the change in lease liability or remaining value of the 
ROU.  With any difference between reported as a gain or loss. 
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Lease Modification
What about initial direct costs or other payments
Lessees account for initial direct costs, lease incentives and any 
other payments made to or by the lessee in connection with the 
lease modification in the same manner as those items are 
accounted for in connection with a new lease. 
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Lease Abandonment
A lessee that decides to cease using an underlying asset, either 
immediately or at a future date needs to assess whether the 
corresponding ROU asset is or will be abandoned.

1. Does the lessee have a contractual right to sublease?
2. Has a determination been made to sublease the asset?
3. Has the lessee ceased using the asset?

If there is no right to sublease and the lessee has ceased using 
asset, then the is considered abandoned. 
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Lease Abandonment
Steps regarding accounting treatment

1. Determine if there are conditions 
that require a change in the lease 
term and classification. 

2. For the ROU Asset determine the 
need to tests for recoverability, 

3. If the ROU Asset is not recoverable, 
measure and record any impairment 
losses (ASC 360)

4. Determine if the lessee will cease 
using the ROU Asset immediately

5. If yes, reduced the ROU Asset to its 
salvage value (or zero)
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VII: Financial Statements and Disclosures
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Financial Statements and Disclosures
Lessees should disclose the following qualitative items:

A general description
Basis and terms & conditions of variable lease payments
Options to extend, renew and terminate
Residual value guarantees 
Restrictions or covenants (dividends, other obligations)
Information on sub leases
Practical expedient policy
Short-term leases
Significant assumptions or judgements 
Determination of whether contracts contain leases
Lease vs non-lease components (combine or not)
Discount rates or risk-free rate policy 

A lessee shall consider the level of detail necessary to satisfy the disclosure objective and how much emphasis to place on each of the 
various requirements. A lessee shall aggregate or disaggregate disclosures so that useful information is not obscured by including a 
large amount of insignificant detail or by aggregating items that have different characteristics.
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Financial Statements and Disclosures
Balance Sheet Changes to Expect
• The lessee must record a right-of-use asset and disclose it in the footnotes if 

included in a line item with other assets.

• Finance and operating right-of-use assets are prohibited from being 
included in the same line item.

• The lessee must record a lease liability separately from operating (or 
finance) lease liabilities and disclosed in the footnotes if included in a line 
with other liabilities. It must be presented as current and noncurrent in a 
classified balance sheet.

• ROU Assets are generally amortized on a straight line basis

• Lease liabilities are increased by interest determinations and then 
decreased by periodic lease payments made. 
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Financial Statements and Disclosures
Income Statement Changes to Expect
Line Item: Interest Expense

Operating Lease: No interest expense- “interest expense” is added to the ROU asset using the effective interest method

Finance Lease: Interest expense is recorded and determined based on the using the effective interest method

Line Item:  ROU Asset Amortization

Operating Lease: No amortization expense- the expense is added to interest expense as the difference between straight line 
expense and interest expense on the lease liability 

Finance Lease: Interest expense is recorded and determined using the effective interest method

Line Item:  Lease Expense 

Operating Lease: Lease expense is shown as a single line item as an operating expense within continuing operations

Finance Lease:  No Lease Expense Interest and amortization expense should generally be presented separately in the 
income statement in a manner consistent with the presentation of amortization of similar assets and interest expense.

Lease-related amortization and lease-related interest expense cannot be combined in the same line item.
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Financial Statements and Disclosures
Cash Flow Statements Changes to Expect
Finance Leases:
• Repayments of principal are classified as financing activities

• Interest on the lease liability is classified in accordance with guidance related to interest in ASC 230 (operating activities)

• Variable lease payments are classified as operating activities

• Payments for prepaid rent are investing activities

Operating Leases:
• Operating lease payments, including variable lease payments, are classified as operating activities

• Operating lease payments that are capitalized as a cost bringing another asset to intended use are classified as investing 
activities

For both finance and operating leases, initial recognition of the 
lease liability and right-of-use asset is disclosed as a non-cash 
transaction.
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Financial Statements and Disclosures
Example: Specific Information About the Nature of Leases

As lessee, the company leases various items of equipment, including IT, 
transportation, and production equipment, as well as the company's corporate headquarters 
and certain manufacturing plants throughout the United States under noncancellable leases. 
The leases range in duration from [x months to x years] and, in most instances, provide for 
renewal options, which the company has every intention or exercising. All leases on 
transportation vehicles require the company to guarantee minimum residual values. As of 
[date of financial statements], 20x2, the company estimates that the expected amount 
payable under the residual guarantees is $xxx. Leases on the company's headquarters and 
those of some manufacturing plants provide for increases in lease payments based on 
increases [describe index] and require the company to be in compliance with various 
restrictive covenants relating to [describe restrictions].
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Financial Statements and Disclosures
Example : Practical Expedients Elected at Initial Adoption

Upon the adoption of the new guidance, the Company has elected to apply the following package practical 
expedients:

Contracts need not be reassessed to determine whether they are or contain leases.

All existing leases that were previously classified as operating leases continue to be classified as operating 
leases, and all existing leases that were previously classified as capital leases continue be classified as 
finance leases.

Initial direct costs need not be reassessed.

The Company has also elected the following practical expedients: (1) not to separate lease components 
from non-lease components, (2) as an accounting policy election, to apply the short-term lease exception, 
which does not require the capitalization of leases with terms of 12 months or less, (3) the use of hindsight 
in determining the lease term and in assessing impairment of right-of-use assets, and (4) to apply the 
option not to assess whether existing or expired land easements that were not previously evaluated are or 
contain a lease.
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Financial Statements and Disclosures
Example: Accounting Policy Election by Private Companies to Apply a 
Risk-Free Rate

Company has made an accounting policy to apply a risk-free rate as the 
discount rate used to measure lease liabilities and right-of-use assets at 
commencement of a lease. A risk-free rate has been applied to [one or 
more classes of underlying leased assets]. For other classes of underlying 
leased assets, the Company applies the interest rate implicit in the lease, if 
available, or the Company’s incremental borrowing rate.
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Financial Statements and Disclosures
Lessee: quantitative disclosure

For each period presented in the financial statements, a lessee shall disclose the following amounts relating to a lessee’s total lease cost

a. Finance lease cost, segregated between the amortization of the right-of-use assets and interest on the lease liabilities.

b. Operating lease cost determined

c. Short-term lease cost, excluding expenses relating to leases with a lease term of one month or less

d. Variable lease cost 

e. Sublease income, disclosed on a gross basis, separate from the finance or operating lease expense.

f. Net gain or loss recognized from sale and leaseback transactions

g. Amounts segregated between those for finance and operating leases for the following items:

› 1. Cash paid for amounts included in the measurement of lease liabilities, segregated between operating and financing cash flows

› 2. Supplemental noncash information on lease liabilities arising from obtaining right-of-use assets

› 3. Weighted average remaining lease term

› Weighted average discount rate

A lessee should also disclose a maturity analysis of its finance lease and operating lease liabilities,

23



© 2022 Cohen & Company

Financial Statements and Disclosures
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Financial Statements and Disclosures

25

Maturity Analysis of Finance and Operating Lease 
Liabilities and Reconciliation to Balance Sheet Amounts

Following is a maturity analysis of annual undiscounted cash 
flows for lease liabilities as of the end of 20x2.

Finance Leases Operating Leases

Maturing in 20x3 $xxx $xxx

Maturing in 20x4 xxx xxx

Maturing in 20x5 xxx xxx

Maturing in 20x6 xxx xxx

Maturing in 20x7 xxx xxx

Maturing in the 
aggregate thereafter

xxx xxx

Total xxx xxx

Interest expense (xx) (xx)

Amounts recognized 
in the balance sheet

$xxx $xxx
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Implementing the New Standard
Transition 

Upon adoption of the standard, lessees and lessors are required to apply a 
modified retrospective transition approach. Reporting entities are permitted to 
choose one of two methods to recognize and measure leases:

1. Adjust comparative periods

2. Do not adjust comparative periods

Basically the difference is to determine when you effectuate the adoption of the 
standard (current or historical period) and where any cumulative effect adjustment 
would be recorded. 
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Implementing the New Standard
Practical Expedients

ASC 842 provides various optional transition practical expedients. A reporting entity is required to disclose the use 
of any of the practical expedients. In summary, these include:

1. A package of practical expedients to not reassess:

- whether a contract is or contains a lease

- lease classification

- initial direct costs

2. Hindsight use

3. Land easement assessment 

4. Combing lease and non-lease components
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Implementing the New Standard
Package of Practical Expedients (assessment, classification, initial direct costs)

Must be elected as a package (i.e can not cherry pick which ones)

Assessment
- Does not shield companies from prior incorrect conclusions
- Embedded lease analysis 

Classification 
- Allows companies to avoid reconsiderations
- does not impact subsequent changes (modifications, triggering events)

Initial Indirect Costs
- Allows Companies to avoid further analysis of these costs
- Definition under the new standard is more narrower meaning that there would likely have been adjustments that 
many users did not perceive as a benefit to adoption

Consequences of not electing the package of practical expedients
Reporting entities that do not elect the package of practical expedients will need to reassess all arrangements to determine if they meet 
the definition of a lease or contain an embedded lease under the new leases guidance. They will also need to assess lease classification 
using the new criteria for all contracts that meet the definition of a lease under the new guidance and determine whether or not certain 
prior expenditures meet the new narrower definition of initial direct costs.
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Implementing the New Standard
Hindsight practical expedient

Upon transition, a reporting entity is permitted to elect to use hindsight with respect to 
determining the lease term and in assessing any impairment of right-of-use assets for 
existing leases.

- must be applied consistently to all leases
- can be elected separately from the package of three
- should extend only to adoption date (1/22/2022)
-requires a new assessment of facts and circumstances

If used in conjunction with the package of three there could be situations where capital 
lease to finance lease transitions can result in distorted results. Companies may have to 
remeasure with hindsight under old (840) standard and make a cumulative affect 
adjustment. 
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Implementing the New Standard
Land Easement Practical Expedient 

An optional practical expedient is available that allows a reporting entity to choose 
to not apply the leases standard to certain existing land easements at transition.

Land easements are a right to use, access or cross another entities land. 

Pipelines, utilities, railroad, environmental easements 

Upon adoption however new land easements will need to be evaluated as leases 
under 842.  Perpetual leases are not in scope. 
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Implementing the New Standard
Lessee transition– Finance Leases

Assumes election of the package of three

Assumes election of beginning of period transaction (1/1/2022)

Lease liability 

-recognized at the carrying amount of the capital lease obligation (840)

ROU asset

- recognized as the carrying amount of the lease asset under 840 and any unamortized IDC

Subsequent measurement of the liability, ROU asset and expense 
recognition will follow measurement guidance in 842. 
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Implementing the New Standard
Lessee transition Example– Finance Leases

Assumes election of the package of three

Assumes election of beginning of period transaction (1/1/2022)

As noted in the previous slide other than changing the characterization of the asset (now ROU) and 
obligation (to lease liability), the lessee will not record any entries as part of the transition from capital 
lease to finance lease. 
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Implementing the New Standard
Lessee transition initial recognition – Operating Leases

Assumes election of the package of three

Assumes election of beginning of period transaction (1/1/2022)

A lessee should measure the operating lease right-of-use asset at an amount equal 
to the lease liability, adjusted for the following:

Prepaid or accrued rent

Remaining balance of any lease incentives

Unamortized initial direct costs

Any impairment

The carrying amount of any liability related to the lease
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Implementing the New Standard
Lessee transition initial recognition – Operating Lease Example

XYZ Inc. enters into a four-year lease on January 1, 2019, with annual lease payments payable at the start of each 
year. XYZ Inc, will transition to ASC 842 is January 1, 2022, using the effective date method.

The lessee accounts for the lease as an operating lease. At lease commencement Jagger Inc. defers initial direct 
costs of $500.

On January 1, 2022, XYZ Inc. has:

• An accrued rent liability of $10,000 for the lease, reflecting rent that was previously recognized as an 
expense but was not yet paid as of that date

• Unamortized initial direct costs of $400 remain

• Pays $5,000 per month to use the leased asset

• A incremental borrowing rate is 6 percent.

XYZ Inc. has elected the package of practical expedients in paragraph 842-10-65- 1(f). As such, the lessee accounts 
for the lease as an operating lease without reassessing whether the contract contains a lease or whether the 
classification of the lease would be different under ASC 842.

XYZ Inc also does not reassess whether the unamortized initial direct costs on January 1, 2022, would have met the 
definition of initial direct costs at lease commencement.
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Implementing the New Standard
Lessee transition initial recognition – Operating Lease Example

What is the lease liability at transition?

The lease comes on the balance sheet with three years remaining. 
The amount liability is calculated as the present value of the 
remaining lease payments ($5,000/month) at a discount rate of 6%.  

The resulting amount of the liability ~$58,500 would be recognized
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Implementing the New Standard
Lessee transition initial recognition – Operating Lease Example

What is the Right to Use Asset?

ROU asset amount = $58,434.41 (lease liability value) - $10,000 (accrued 
rent) + $400 (direct costs)

ROU asset: $48,834.41

Given the entity has applied practical expedient ASC 842-10-65-1, the 
unamortized direct can be added to the right of use asset.
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Implementing the New Standard
Lessee transition initial recognition – Operating Lease Example

Journal entries are as follows:
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Other Relevant Standards
Business Combinations (ASC 805)
ASC 842 requires the acquiring entity in a business combination to retain the acquiree’s previous lease classification unless 
the lease is modified.

If the lease is modified and the modification is not accounted for as a separate new lease, the modification is evaluated in 
accordance with the guidance on lessee lease modifications.

As noted in ASC 805 - When the acquiree in a business combination is a lessee, the acquirer initially measures the lease 
liability and right-of-use asset for acquired finance and operating leases as if the leases are new at the acquisition date. Not
at fair value

An acquirer does not separately recognize any prepaid or accrued rent previously recognized by the acquired entity for the 
lease payments that are uneven throughout the lease term because the acquiree’s prepaid or accrued rent does not meet 
the definition of an asset or liability.

An acquirer separately recognizes, at fair value, any other identifiable intangible assets associated with the lease, which may 
be evidenced by market participants’ willingness to pay for the lease even if it is at market terms.

The acquirer also recognizes leasehold improvements acquired in a business combination at fair value in accordance with 
ASC 805 and amortizes the assets over the shorter of the useful life of the assets or the remaining lease term at the date of
acquisition.
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Other Relevant Standards
Consolidation (ASC 810)
Private companies have the ability to scope out related party leasing arrangements from the consolidation guidance and 
treat related party leasing arrangements under ASC 842 and ASC 850. 

Revenue (ASC 606)
Although leases are explicitly scoped out of ASC 606 the FASB aligned several concepts in ASC 842 with concepts in ASC 606 (e.g., 
determining whether the transfer of an asset is a sale in a sale and leaseback transaction) and in some cases required lessors to apply 
specific guidance in ASC 606 to their leasing transactions (e.g., for a lessor’s allocation of the consideration in the contract). 

Current Expected Credit Loss (ASC 326)
The new CECL impairment model is applicable for sales type and direct financing leases.  Receivables related to operating 
leases are not in scope. The CECL model requires recognition of an allowance for credit losses on the date that a sales-type 
or direct financing lease receivable is recognized, either through origination or acquisition.
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Other Relevant Standards
Long Lived Assets (ASC 360) (impairment)
ASC 842 states that, like other long-lived nonfinancial assets, right-of-use assets are within the scope of ASC 360, Property, Plant and 
Equipment, for purposes of evaluating whether the asset’s carrying amount is impaired. With the new accounting standards resulting in 
the recognition of ROU assets on the balance sheet for nearly all leases, it’s important for companies to remember to include the 
lease assets within the analysis.

Transfer and Servicing (ASC 860) (sales of lease receivables)
To account for the sale of a lease receivable, a lessor should evaluate the derecognition requirements of ASC 860 to determine whether a 
transfer of a lease receivable qualifies as a sale. If it does not, a lessor should follow the secured borrowing guidance in  ASC 860. 

Liabilities (ASC 405) (lease terminations)
ASC 405-20-40-1 provides guidance for determining when a liability (including a lease liability) has been extinguished and therefore can be 
removed from the lessee’s balance sheet.

Asset Retirement Obligations (ASC 410)
Obligations imposed by a lease agreement that meet the definition of an ARO and do not meet the definition of lease payments or variable 
lease payments are accounted for by the lessee in accordance with the requirements of ASC 410-20. It should be noted that ASC 842 does not 
apply to leases to explore or exploit natural resources; thus, any retirement obligations imposed by these types of agreements always are 
within the scope of ASC 410-20.
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Differences between ASC 842 and IFRS 16 
(not a full list) 
Area ASC 842 IFRS 16
Model Dual Model Single Model 

Low Value Lease Exception n/a Entities can elect to not recognize low 
value leases (i.e under $5,000)

Intangible Assets n/a Lessees may apply IFRS 16 to leases of 
intangible assets other than rights held by 
a lessee under licensing agreements 

Determination of Discount Rate Lessees and lessors determine the 
discount rate at the lease commencement 
date.

Lessees determine the discount rate at 
lease commencement, but lessors 
determine the rate implicit in the lease at 
the lease inception date. 

Determination of a lessee’s incremental 
borrowing rate 

A lessee may consider the effect of lease 
term options (e.g., purchase and renewal 
options) that are not included in the lease 
term.  Entities that are not PBEs may elect 
to use a risk-free rate by class of 
underlying asset for initial and subsequent 
measurements of the lease liability

IFRS 16 does not address whether a lessee 
may consider the effect of lease term 
options (e.g., purchase and renewal 
options) that are not included in the lease 
term. IFRS 16 does not provide accounting 
alternatives for private companies. 
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Differences between ASC 842 and IFRS 16 
(not a full list) 
Area ASC 842 IFRS 16
Lessee lease classification Recognized leases are classified as either 

finance or operating. Lessees classify 
leases at the lease commencement date. 

All recognized leases are accounted for 
similarly to finance leases under ASC 842.

Lessor lease classification Leases are classified as operating, direct 
financing or sales-type leases at the lease 
commencement date. 

Leases are classified as operating or 
finance leases at the inception date of the 
lease. 

Collectability Collectability of lease payments is 
considered when determining whether a 
lease is classified as a direct financing or an 
operating lease

IFRS 16 does not include explicit guidance 
for considering collectability of lease 
payments.

Short-term leases — existence of a 
purchase option 

A lease does not qualify as a short-term 
lease if it includes a purchase option that is 
reasonably certain to be exercised. R

A lease does not qualify as a short-term 
lease if it includes a purchase option, 
regardless of whether the lessee is 
reasonably certain to exercise the option

Lessor practical expedient to not separate 
lease and non-lease components 

A lessor can elect, by class of underlying 
asset, not to separate lease and related 
non-lease components if certain criteria 
are met. Additionally, if the non-lease 
component is the predominant component 
of the combined component, the 
combined component is accounted for in 
accordance with ASC 606.

n/a
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Differences between ASC 842 and IFRS 16 
(not a full list) 

Area ASC 842 IFRS 16
Recognition of selling profit for direct 
financing leases

Selling profit on direct financing leases is 
deferred at lease commencement and 
amortized into income over the lease term

IFRS 16 does not distinguish between 
sales-type and direct financing leases. 
Selling profit on finance leases is 
recognized at lease commencement.

Assessing whether a transfer of an asset is 
a sale and purchase in a sale and leaseback 
transaction 

To determine whether an asset transfer is 
a sale and purchase, a seller-lessee and a 
buyer-lessor consider the following: 
• Whether the transfer meets the sale 
criteria under ASC 606 (however, certain 
fair value repurchase options would not 
result in a failed sale) 
• Whether the leaseback would be 
classified as a sales-type lease by the 
buyer-lessor or a finance lease by the 
seller-lessee

To determine whether the transfer of an 
asset is accounted for as a sale and 
purchase, a seller-lessee and a buyer 
lessor apply the requirements in IFRS 15. 
IFRS 16 does not contain the same lease 
classification criteria included in US GAAP, 
which precludes sale accounting if the 
leaseback would be classified as a sales-
type lease by the buyer-lessor or a finance 
lease by the seller-lessee. 

Gain or loss recognition in sale and 
leaseback transactions

The seller-lessee recognizes any gain or 
loss, adjusted for off-market terms, 
immediately.

The seller-lessee recognizes only the 
amount of any gain or loss, adjusted for 
off-market terms, that relates to the rights 
transferred to the buyer-lessor.

46



© 2022 Cohen & Company

Thank You!
ASC 842 Lease Accounting Standards
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