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Overview

• Why?

• Who?

• What?

• Lessees, lessors, leveraged leases, components, sales and leasebacks, 

and disclosures

• When?
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ASU 2016-02 Leases (Topic 842)

• Why?

• Increase comparability and transparency among entities

• Decade-long joint project with IASB

• Previous guidance failed to represent fully the actual substance of leasing 

transactions; namely not recognizing assets and liabilities arising from 

operating lease transactions

• Lessor accounting remained relatively unchanged

3



ASU 2016-02 Leases (Topic 842)

• Who?

• Any entity that enters into a leasing arrangement, with few minor 

exceptions

• Fully supersedes Leases (Topic 840)

4



ASU 2016-02 Leases (Topic 842)

• What?

• At the core, the main difference is the recognition of lease assets and 

liabilities for lessees

• New guidance retains the distinction between finance leases and 

operating leases. This distinction is substantially similar to the previous 

guidance distinctions between capital and operating leases.

• Under lessee accounting, the effect on the income statement and 

statement of cash flows remains largely unchanged. 
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ASU 2016-02 Leases (Topic 842)

• Lease Definition

• For each contract, at inception the company should determine whether the 
contract is or contains a lease. 

• A lease allows a lessee the right to control or use a specified asset 
(property, plant, or equipment) for a period of time in exchange for 
consideration. The lessee has a right to the economic benefit from the 
asset and the right to direct its use. 

• Previous lease accounting focused on the distinction between capital and 
operating leases. New guidance focuses on whether or not a contract 
contains or is a lease. 
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ASU 2016-02 Leases (Topic 842)

• Lessee Accounting

• Liability on balance sheet representing lease payments offset by a right-to-

use asset

• Liabilities should include optional periods if management makes the 

determination that it is reasonably certain that the option(s) will be 

exercised.

• Exclude variable lease payments, except those that are index- or rate-

dependent or are, in substance, fixed payments

• Carve out for 12-month or less leases but not for immaterial leases

7



ASU 2016-02 Leases (Topic 842)

• Lessee Accounting (Continued)

• Operating leases

• Right-to-use asset and lease liability are both recognized and discounted to present 

value.

• Single expense is recognized (lease expense) that runs through operating activities for 

the current year to relieve right-to-use asset. Cash relieves the liability when the check 

is cut. 

• Expense is recognized on a straight-line basis. Remember those that expense does 

not always equal cash. There may be deferred rent to consider. 
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ASU 2016-02 Leases (Topic 842)

• Lessee Accounting (Continued)

• Financing leases

• Right-to-use asset and lease liability are both recognized and discounted to present 

value.

• Each payment has two components (interest and principal). Interest is a current 

period interest expense. Principal is amortized to reduce the right-to-use asset 

(similar to how depreciation on a capital lease is currently reported). 

• Repayment of principal portion of lease liability is a financing activity. Payments of 

interest and variable lease payments (think copier) are operating activities in cash 

flows. 
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ASU 2016-02 Leases (Topic 842)

• Lessor Accounting

• Lessors (primarily in real estate) lobbied harder and lessor accounting 

remains largely unchanged. 

• Terminology updated for consistency to apply to lessees that in turn 

sublease an asset and become lessors.

• Key aspects were shifted to align lessor revenue streams to new revenue 

recognition guidance in ASU 2014-09 Revenue from Contracts with 

Customers (Topic 606)
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ASU 2016-02 Leases (Topic 842)

• Lessor Accounting (Continued)

• Key aspects were shifted to align lessor revenue streams to new revenue 

recognition guidance in ASU 2014-09 Revenue from Contracts with 

Customers (Topic 606)

• For example: whether a lease is similar to a sale depends on whether the lessee 

obtains control of the asset as a result of the lease; consistent with the transfer of 

control principle for a sale in Topic 606. As such, a lessor is not permitted to 

recognize selling profit or sales revenue at the beginning of a lease that does not 

ultimately transfer control. 
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ASU 2016-02 Leases (Topic 842)

• Leveraged Leases

• Definition: Lease agreements that are partially financed through a financial 

institution.

• If a lessee stops making payments, the lessor also stops making payments 

to the financial institution. The institution can, in turn, repossess the 

property. 

• Leveraged leases that are commenced prior to the effective date of the 

new guidance are to follow the previous guidance until complete. New 

leveraged leases follow the new guidance.
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ASU 2016-02 Leases (Topic 842)

• Components

• Consider two distinct scenarios:

• The lease of three individual pieces of heavy equipment (a truck, a backhoe, and a 
crane)

— VS—

• The lease of a copier with a maintenance package

• The consideration given for the three pieces of heavy equipment can be separated 
out as each machine works independently. Each machine would have it’s own lease 
asset and liability whereas with the copier, the machine itself would be leased, but 
the maintenance contract would be a nonlease item and should not have a related 
asset and liability.
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ASU 2016-02 Leases (Topic 842)

• Sale and Leaseback Transactions

• Sales must conform to the guidance in Topic 606. If so, both sides of the 
transaction recognize it as such. 

• In transition from old to new guidance, some transactions that would not 
have qualified as a sale and leaseback (primarily real estate) now will and 
vice versa (primarily for assets other than real estate).

• For transactions that overlap the transition date, there is no requirement to 
reassess whether a commenced transaction would pass or fail the tests in 
the current guidance. 

• See the implementation guidance in Topic 842 for specific examples. 
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ASU 2016-02 Leases (Topic 842)

• Disclosures

• Operating and financing right-to-use assets should be presented separately from 
one another and from other assets. Same is true of lease liabilities. 

• If a classified balance sheet is presented, those rules apply as well.

• No netting the assets and liabilities.

• In finance leases, interest expense and amortization of the right-to-use can be 
presented together, but only if that treatment is consistent with how interest 
expense and depreciation/amortization are presented for other types of assets. 

• In operating leases, lease expense is included in income from continuing 
operations. 
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ASU 2016-02 Leases (Topic 842)

• Disclosures (Continued)

• For cash flows, principal payments of the lease liability for financing leases 
are financing activities. Interest expense is an operating activity consistent 
with Topic 230. Payments for operating leases are classified as operating 
activities, and the same holds true for variable lease payments or short-
term lease payments. 

• Qualitative and quantitative info including:

• General details about leases

• Significant judgments made 

• Amounts recognized in the financials related to those judgments
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ASU 2016-02 Leases (Topic 842)

• Transition

• Leases are required to be recognized and measured for the earliest period 

presented using a modified retrospective approach. 

• The modified retrospective approach includes a number of practical 

expedients that a company can apply, that essentially allows a company to 

continue to use the previous guidance until the existing leases are 

modified (a triggering event) or expire, except for…there’s no getting 

around the right-to-use asset and lease liability for the periods presented. 
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ASU 2016-02 Leases (Topic 842)

• When?

• For public business entities: Calendar year 2019/Fiscal year 2019-20

• Also includes NFPs with obligor bonds and EBPs that report to the SEC

• For all other entities: Calendar year 2020/Fiscal year 2020-21

• Early application is permitted
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