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FASB CODIFICATION EXPECTED TO BECOME 

SINGLE SOURCE OF AUTHORITATIVE U.S. GAAP ON JULY 1, 2009 
 
 
United States accounting and reporting standards are undergoing a major restructuring, 
and preparers and auditors of financial reports need to be aware of, and prepared for, the 
significant changes that will occur next year. On July 1, 2009, the FASB Accounting 
Standards CodificationTM is expected to become the single official source of 
authoritative, nongovernmental U.S. generally accepted accounting principles 
(GAAP), superseding existing FASB, AICPA, EITF, and related literature. After that 
date, only one level of authoritative GAAP will exist, excluding the guidance issued by 
the Securities and Exchange Commission (SEC). All other literature will be non-
authoritative.  
 
The Codification does not change GAAP; instead, it introduces a new structure—one that 
is organized into an easily accessible, user-friendly online research system. The 
Codification reorganizes the thousands of U.S. GAAP pronouncements into roughly 90 
accounting Topics, and displays all Topics using a consistent structure. Also included is 
relevant SEC guidance that follows the same topical structure used in the Codification. 
 
The new system will: 

• reduce the amount of time and effort required to solve an accounting research 
issue; 

• mitigate the risk of noncompliance with standards through improved usability 
of the literature;  

• provide accurate information with real-time updates as new standards are 
released; and 

• assist the FASB with the research and convergence efforts required during the 
standard-setting process. 

 
To prepare constituents for the change, the FASB offers a free online Codification 
tutorial at http://asc.fasb.org.  In addition, there is a recorded webcast at www.fasb.org.  
For more information, log on to www.fasb.org.  
 
 

FASB Codification:  Answers to commonly-asked questions 
 
How will U.S. accounting literature change on July 1, 2009? 
The Codification is a major restructuring of accounting and reporting standards. It will 
supersede all accounting standards in existing FASB, Emerging Issues Task Force 
(EITF), American Institute of Certified Public Accountants (AICPA), and related 
standards.  At that time, only two levels of U.S. GAAP will exist:  authoritative 
represented by the Codification, and nonauthoritative represented by all other literature. 
For reference by public companies, the Codification also includes SEC content, although 
the SEC content is displayed separately below the related topical content. 
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Why did the FASB decide to embark on this major restructuring of existing accounting 
standards? 
Currently, there are thousands of standards by numerous standard-setters in various 
forms.  Additionally, there is no defined organization within each standard to assist in 
retrieval.  Users must read the entire standard to find relevant material. 
 
Due to the dispersed nature of the current literature, many users of that literature do not 
feel comfortable that they have accessed all relevant material during their research.  As a 
result, individuals may rely inadvertently on one piece of literature when another 
standard may be more relevant.   
 
The Codification was launched to organize and simplify authoritative U.S. GAAP 
literature.  All the authoritative literature related to a particular topic will be located in 
one place.  Consequently, the Codification makes it much easier for preparers to research 
specific accounting issues.   
 
 
What literature is included? 
The Codification will include all level A–D GAAP issued by a standard setter, including 
pronouncements issued by the FASB, EITF, the Accounting Standards Executive 
Committee (AcSEC), the Accounting Principles Board, etc. 
 
The source of material used to create the Codification is from the as-amended versions of 
accounting standards.  Therefore, the Codification does NOT identify as sources any 
documents that solely amend other standards.  For example, FASB Statement No. 149 is 
an amendment of FASB Statement No. 133, so the content of Statement No. 149 is 
included through the as-amended version of Statement No. 133. 
 
 
Does the Codification include SEC content? 
Yes. To increase the utility of the Codification for public companies, relevant portions of 
authoritative content issued by the SEC and selected SEC staff interpretations and 
administrative guidance have been included for reference in the Codification, such as 
Regulation S-X, Financial Reporting Releases (FRR)/Accounting Series Releases (ASR), 
Interpretive Releases (IR), and SEC staff guidance in Staff Accounting Bulletins (SAB), 
EITF Topic D, and SEC Staff Observer comments.   
 
It is important to note that the SEC Sections contain SEC content related to matters 
within the basic financial statements, but the Codification does not contain the entire 
population of SEC rules, regulations, interpretive releases, and staff guidance. For 
example, the Codification does not include content related to matters outside of the basic 
financial statements, such as Management’s Discussion and Analysis (MD&A), or to 
auditing or independence matters. 
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Content in the SEC Sections is expected to change over time pursuant to the normal 
procedures of the SEC and SEC staff for making changes to SEC rules, regulations, 
interpretations, and staff guidance. The FASB intends to work with the SEC to make 
every effort to provide timely updates as SEC content changes. However, the SEC and 
SEC staff shall continue to use existing SEC procedures for communicating new or 
revised SEC content. Accordingly, there may be delays between SEC and SEC staff 
changes and corresponding updates to the Codification.  
 
The Codification does not replace or affect requirements or guidance issued by the SEC 
or its staff for public companies in their filings with the SEC. In addition, as has been a 
long-standing SEC policy, SEC staff guidance does not constitute rules or interpretations 
of the SEC, nor does such guidance bear official Commission approval. 
 
 
Will the Codification include content that is not yet required for entities? 
Yes.  The content from new standards that is not yet fully effective for all entities will 
appear as boxed text and labeled as "Pending Content."  The Pending Content text box 
includes the earliest transition date and a link to the related transition guidance.  
 
 
What content is excluded from the Codification? 
The FASB concluded that the Codification represents authoritative GAAP.  Therefore, 
the Codification does not include guidance for non-GAAP matters such as Other 
Comprehensive Basis of Accounting (OCBOA), Cash Basis, Income Tax Basis, and 
Regulatory Accounting Principles (RAP). 
 
The Codification also does not include governmental accounting standards. 
 
 
How will one be able to find the original source of the Codification paragraphs? 
The Codification includes a Cross-reference report that allows users to identify where 
current standards reside in the Codification, or the source of material included in the 
Codification. 
 
Users of the Codification can input the Codification reference, in which case the report 
will provide source information from current GAAP (e.g., standard type, number, and 
paragraph).  Alternatively, a user can input the current GAAP source information to 
determine where the guidance exists in the Codification. 
 
 
How does someone find information about a particular issue in the Codification? 
There are three primary ways to get to the guidance related to a particular accounting 
issue.  First, one can go directly to the Topic (e.g., Revenue Recognition) and then 
expand the Topic outline to find the relevant material.  Secondly, the Codification 
includes a robust word search function.  Finally, one can go directly to the Paragraph if 
the reference is known. 
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How is the guidance arranged in the Codification? 
The Codification content is arranged within Topics, Subtopics, Sections, and 
Subsections. 
 
Topics represent a collection of related guidance.  The Topics correlate closely to 
standards issued by the International Accounting Standards Board (IASB). 
 
Topics reside in four main areas as follows:  
 

• Presentation—Topics relating only to presentation matters; they do not 
address recognition, measurement, and derecognition matters.  Examples: 
Income Statement, Balance Sheet, and Earnings per Share. 

• Financial Statement Accounts—The Codification organizes Topics into a 
financial statement order including Assets, Liabilities, Equity, Revenue, and 
Expenses.  Topics include Receivables, Revenue Recognition, and Inventory. 

• Broad Transactions—These Topics relate to multiple financial statement 
accounts and are generally transaction-oriented.  Topics include Business 
Combinations, Derivatives, and Nonmonetary Transactions. 

• Industries—These Topics relate to accounting that is unique to an industry or 
type of activity.  Topics include Airlines, Software, and Real Estate. 

 
Subtopics represent subsets of a Topic and are generally distinguished by type or by 
scope.  For example, Operating Leases and Capital Leases are two Subtopics of the 
Leases Topic, distinguished by type of lease.  Each Topic contains an Overall Subtopic 
that generally represents the pervasive guidance for the Topic. In other words, the Overall 
Subtopic includes guidance that applies to all other subtopics. Each additional Subtopic 
represents incremental or unique guidance not contained in the Overall Subtopic.   
 
Sections represent the nature of the content in a Subtopic such as Recognition, 
Measurement, Disclosure, etc.  The sectional organization for all Subtopics is the same.  
Similar to Topics, Sections correlate closely with sections of individual International 
Accounting Standards. 
 
Sections are further broken down into Subsections, Paragraphs, and Subparagraphs, 
depending on the specific content of each Section. 
 
 
How are Topics, Subtopics, Sections, and Paragraphs classified? 
The FASB developed a hybrid classification system specifically for the Codification.  

The following is the structure of the classification system:  

XXX-YY-ZZ-PP where XXX = Topic, YY = Subtopic, ZZ = Section, PP = 
Paragraph. 
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In the case of SEC content, an "S" precedes the Section number.  

 

 
How will new standards be incorporated into the Codification? 
New standards will be composed of two items: the standard (similar to existing standards 
with a Basis for Conclusions) and an appendix of Codification Update instructions.  The 
title of the combined set of standard and instructions will be "Codification Update YY-
XX," where YY is the last two digits of the year and XX is the sequential number for 
each Update.  For example, the combined numbers would be 09-01, 09-02, etc.  All 
authoritative GAAP issued by the FASB will be issued in this format, regardless of the 
form in which such guidance may have been issued previously (for example, EITF 
Abstracts, FASB Staff  Positions, FASB Statements, and FASB Interpretations). 
 
The FASB will organize the content of new standards using the same Section headings as 
those used in the Codification.  The Codification Update Instructions are similar to the 
Amendments sections of current FASB standards.  They will display marked changes to 
the pertinent sections of the Codification. 
 
Following the FASB Board's approval of the Codification as the single source of non-
SEC authoritative accounting and reporting standards, the FASB will no longer consider 
new standards as authoritative in their own right. Instead, the new standards will serve 
only to update the Codification and provide the historical basis for conclusions of a new 
standard.  
 
 
Will new standards have a Basis for Conclusions?  If so, how can it be accessed? 
Yes.  The format will be the same as the format used currently. Upon adoption of the 
Codification as authoritative, users will be able to access the new standards and the 
related Basis for Conclusions. 
 
 
What happens to U.S. GAAP literature when the Codification goes live on July 1, 
2009? 
All existing standards that were used to create the Codification will become superseded 
upon the adoption of the Codification.  The FASB will no longer update and maintain the 
superseded standards. Also, upon adoption of the Codification, the U.S. GAAP hierarchy 
will flatten from five levels to two—authoritative and non-authoritative.  The following 
table illustrates the result: 
 
 
 
U.S. GAAP Hierarchy 

Authoritative 
Contained in 
Codification 

Non-Authoritative 
Not contained in 

Codification 
   
Level A X  
Level B X  
Level C X  
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Level D – Issued by a standard setter X  
Level D – Practice   X 
Level E – Concept Statements, Textbooks, etc.  X 
 
Note – As described in the Notice to Constituents, certain items currently included below level D have been included in 
the Codification. 
 
 
What happens to the Basis for Conclusions in standards issued before the Codification 
becomes authoritative? 
Similar to new standards addressed in the previous question, upon adoption of the 
Codification as authoritative, all existing standards will be superseded yet available for 
reference from the Codification website.  The archived standards will include the original 
Basis for Conclusions.  
 
 
Does the Codification include grandfathered guidance for transactions scoped out of a 
newer standard (for example, APB 25 guidance scoped out of FAS 123(R))? 
In some cases, a new standard allows some or all entities to retain "old" guidance for a 
specific class of transactions (referred to as "grandfathered GAAP").  Those transactions 
typically occur before a cutoff date defined by the new standard. Upon initial release of 
the Codification, it will exclude grandfathered GAAP because entities can no longer 
apply the guidance to new transactions.  The Codification will supersede all standards in 
effect upon its adoption.  However, users will be able to reference those standards—
including the grandfathered GAAP—within an archived section of the Codification 
website.   
 
 
What will be the search capabilities for locating archived standards? 
There will be two approaches to locating an archived standard.  First, as noted previously, 
after the adoption of the Codification, archived standards will be accessible from the left 
navigation panel of the http://asc.fasb.org Web site.  In this case, users will be able to 
browse the standards by standard setter, type, and number.  This will be similar to the 
organization of most existing accounting research tools.  Second, users will be able to use 
the text search feature to locate archived standards (in pdf format) that contain the search 
expression.  
 
 
How will the Codification fit into the FASB’s work with the International Accounting 
Standards Board (IASB) to create a single set of converged, high-quality accounting 
standards? 
As mentioned previously, the Codification will assist the FASB with the research and 
convergence efforts required during the standard-setting process.  The FASB is working 
with the IASB to determine the role of the Codification in a converged accounting world. 
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Will there be a charge to access the Codification? 
A basic view of the Codification Topics will be accessible free of charge.  For those who 
require an integrated professional product to minimize the time and effort needed to 
research U.S. GAAP, enhanced access to the Codification will be available as a 
subscription, providing high level search and retrieval functions, cross reference features, 
personal annotation, and dynamic linking capabilities. 
 
 
Will a print version of the Codification be issued as well? 
The FASB plans to issue the Codification in print.  Details will be announced closer to 
the July 1, 2009 launch date.  The FASB will evaluate whether to print future editions of 
the Codification based on the demand for the printed version. 
 
 
Where can I find out more specific information about how to use the Codification?  
The home page at http://asc.fasb.org includes various items of which users should be 
aware, including a “Notice to Constituents” that describes Codification-related matters. It 
also includes general information about how to use the online research system and special 
features such as Cross Reference Reports (to locate where standards reside), Join 
Sections (to join similar Sections from multiple Topics and Subtopics into a single 
document), and Go To (to jump directly to a specific Topic, Subtopic, Section, or 
Paragraph). 
 
 
Is Codification training available? 
The FASB offers an online tutorial, available by logging on to www.fasb.org.  The FASB 
website also includes an archived webcast offering step-by-step instructions  
 
The American Institute of Certified Public Accountants (AICPA) also offers an archived 
webcast on the Codification.  For more information, log on to www.aicpa.org. 
 
 

***** 
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ACCOUNTING FOR LEASES: UNDERSTANDING THE 

IMPACT OF ASC 842, LEASES 
Brent McCallum, State University of New York Polytechnic Institute, Utica 

Christopher McCallum, University of Maryland, College Park 
Rafael Romero, State University of New York Polytechnic Institute, Utica  

 
CASE DESCRIPTION 

 
The case seeks to contrast the lease accounting under the previous standard (ASC 840) and the guidance 
to be implemented in 2019 (ASC 842).  The case is relevant for accounting majors especially those taking 
Intermediate Financial Accounting II.  It is also relevant for business and finance majors dealing with 
corporate financial statements.  It is also useful for professionals in practice/industry interested in how 
the new rules will affect their company.  In the context of a hypothetical CFO and finance function of a 
domestic airline company, the case requires the performance of a web search and the procurement of 
information on former and current lease accounting.  The case also requires the write-up of responses to 
questions comparing and contrasting the old and new guidance under ASC 840 and ASC 842, 
respectively; and, the creation of Right-of-Use Asset (“ROUA”) and lease amortization schedules.  The 
paper is suitable for undergraduate classes. Individuals or groups may be required to simply write-up 
their answers to the questions posed or present their research to the class for discussion and comment, 
especially with regard to the last, optional question. Completion of the case should require 5-10 hours 
outside of class. Classroom discussion should be about two hours.  
 
JEL: M41, M42 
 
KEYWORDS: Lease Accounting, Accounting Standards Codification (ASC) 842, International 

Financial Reporting Standards (IFRS) 16, Airline Industry, Off-Balance Sheet Financing 
 
CASE INFORMATION 
 
Historically Problematic Nature of Lease Accounting  
 

he accounting for leases has posed problems for decades.  Since at least the late 1940s, accounting 
standard-setters have wrestled with the issues relating to lease accounting. In 1976, after more than 
25 years of increasing pressure from users and the leasing industry, the Financial Accounting 

Standards Board (“FASB”) issued Statement of Financial Accounting Standards (“SFAS”) 13, 
Accounting for Leases. SFAS 13 became the much-amended basis of ASC 840 in the Accounting 
Standards Codification at its inception in 2009. The standard aimed to capitalize long-term financing 
leases on lessees’ books, provided they met at least one or more of four very specific rules or tests.  
 
The FASB amended SFAS 13 numerous times; the net effect of which became the now superseded ASC 
840 – Leases.  However, this failed to stem the tide of off-balance sheet (“OBS”) financing because 
lessees managed to avoid the bright-line thresholds that undergirded the four, “bright line” rules or tests 
for whether a lease should be capitalized.  The “bright line” rules or tests required on-balance sheet 
capitalization and recognition of the often-enormous lease assets and liabilities. How did lessees manage 
to avoid capitalizing leases? They found loopholes! Thus, lease accounting ultimately has the dubious 
honor of being the most frequently amended financial accounting standard.  As a result, lease accounting 

T 
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is frequently adduced as “Patient Zero” evidence of the failure of rule-based or “bright line” thresholds in 
accounting standards and of the need for principle-based standard setting. 
 
In February 2016, as part of a multi-decade joint effort at convergence in lease accounting, the Financial 
Accounting Standards Board issued ASC 842, “Leases.”. The International Accounting Standards Board 
issued International Financial Reporting Standard 16, “Leases.”  This guidance supersedes the preceding 
guideline ASC 840. For most companies these changes will take effect on January 1, 2019 but will take 
effect for public companies on December 15, 2018. ASC 842 changes the guidelines on how lessees and 
lessors report assets and liabilities on their balance sheet. The most pertinent aspect of ASC 842 is 
determining whether it is a finance lease or an operating lease and subsequently following the rules for 
asset/liability recognition. 
 
To recap:  SFAS 13 was the original US GAAP pronouncement that was amended and re-interpreted 
numerous times.  ASC 840 was the Codification of SFAS 13 (as amended) in 2009.  SFAS 13/ASC 840 
comprises the former (“bright line”) way of accounting for leases under US GAAP.  ASC 842 is the 
new/current, method of accounting for leases under US GAAP. It supersedes the SFAS 13/ASC840. IFRS 
16 is the new/current version of international GAAP and a very close cousin of ASC 842.  (See 
Question/Solution 10 for details on similarities and differences between ASC 842 and IFRS 16.) 
 
We Have to Do WHAT with Our Leases?   
 
The Company: Table 1 provides a brief description of key operational and leasing facts and circumstances 
of a hypothetical domestic airline company, BlueSky Airlines. 
 
Table 1: Brief Description of the Key Operational and Leasing Facts and Circumstances of BlueSky Air 
 

1 BlueSky Air is a United States domiciled airline company that began operations in 2019.  

2 Due to being relatively new to the industry, BlueSky Air does not have the financial wherewithal to buy a sufficient number of planes to 
conduct the volume of activity necessary for it to meet its budgeted goals. Therefore, they lease ten (10) of their 15 planes from Columbia 
Financial, Inc.  

3 BlueSky Air was able to keep costs low by using a bank and operating under a 10-year lease that ends December 31, 2029 with an option 
to buy at the end. BlueSky Air is looking to expand their fleet by leasing five more planes; however, it is concerned about how the 
adoption of ASC 842 is going to affect their balance sheet. Additionally, BlueSky Air is concerned with the transition of their current 
leases to the new accounting standards.  

This table shows some of the key operational and leasing facts and circumstances of BlueSky Air.  
 
The Chief Accounting Officer (CAO) needs to know what the impact on assets and liabilities will be upon 
adoption of ASC 842. Table 2 notes the lease accounting guidance the CAO requires on several issues: 
 
Table 2: Lease Accounting Guidance the CAO Requires 
 

1 Is there still a net benefit to leasing instead of purchasing the aircraft? 

2 Is it more advantageous to use a finance lease instead of an operating lease? 

3 How will these new rules affect reported assets, liabilities, earnings, and ratios vs. the old rules?  

Table 2 displays the lease accounting guidance the CAO requires. 
 
The CAO has asked a member of the accounting staff to report on the new ASC 842 guidelines in order to 
bring the staff up to date.  
 
Lease Details: Table 3 details the significant lease provisions with which BlueSky and their accounting 
function will have to contend. 
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Table 3: Lease Details 
 

1 The term of the lease is ten years. The planes have an expected economic life of 20 years. 

2 The planes have a fair value at the inception of the lease of $54,554,859.79 [this item can be omitted from the fact pattern] with an 
unguaranteed residual value of $24,503,130.96.  

3 The expected residual value is greater than the guaranteed residual value.  

4 BlueSky Air has an incremental borrowing rate of 8%, but Columbia Financial Inc. sets their annual rental rate to earn a rate of return of 
6% per year. BlueSky Air knows this rate.  

5 The lease agreement is non-cancelable, requiring equal annual payments in the amount of $5,238,919.71 on January 1 of each year, for ten 
years, starting January 1, 2019. 

6 BlueSky Air amortizes the right-of-use asset (“ROUA”) on a straight-line basis.  
Table 3 notes important details of the plane lease including its term, estimated economic life and the relevant discount rates, among other items. 
 
QUESTIONS 
 
1. Access one of the Big Four/Global Eight public accounting firms and obtain the firm’s publication on 
ASC 842. You are only looking for an overview of the guidance. The CAO only wants an introduction to 
the guidance not detailed information. Attach a file to your report with this information or publication for 
review by the CAO.  
 
2. Indicate the ASC standard followed by BlueSky Air prior to the adoption of ASC 842. (Use of the ASC 
is preferred but current pre-convergence guidance from an Intermediate Accounting text should suffice.)  
What is the number of the newly minted IFRS standard that corresponds to ASC 842? 
 
3. Describe the main differences when accounting for leases between the prior standards (ASC 840) and 
the standards to be implemented (ASC 842). 
 
4. What are the lease classification tests for differentiating between a Finance lease and an Operating 
lease? Perform a lease classification test for the lease agreement described above. 
 
5. Verify the calculation of the present value of lease payments for one of BlueSky Air’s planes to 
determine the capitalized amount/ lease liability. (Use Columbia Financial’s implicit rate of return.) 
 
6. Create a Lease Amortization Schedule and a Right-of-Use Asset Amortization Schedule using the 
effective-interest method for one of BlueSky Air’s leases. 
 
7. Prepare journal entries on the books of BlueSky Air, as of January 1, 2019, for recording one of the 
leases and the first lease payment.  Prepare the journal entry to record the lease expense, the increase in 
the lease liability and amortization of the ROUA as of December 31, 2019, on the books of BlueSky Air. 
 
8. In your opinion, does the new method of accounting for leases provide a clearer picture of the 
company‘s financial position?  
 
9. When using ASC 842, should the ASC 840 lease amounts be disclosed in a note to the financial 
statements or simply ignored? 
 
Depending on the amount of time to be devoted to the case, the following step may be assigned. 
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1. Complete a review of four articles written by the Big Four discussing the pros and cons of the new 
standard. Specifically address the following issues:   
 

a. How will lessees recognize leases on the balance sheet?  Address the lease liability initial value 
and subsequent measurement as well as the Right-of-Use Asset’s initial value and subsequent 
measurement for finance and operating leases.   
 
b. What are the expanded quantitative and qualitative disclosures?  
 
c. What are the similarities and differences between the new lease accounting under US GAAP, 
ASC 842, as opposed to IFRS 16? 
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ACCOUNTING FOR LEASES: UNDERSTANDING THE 
IMPACT OF ASC 842, LEASES 

TEACHING NOTES 
Brent McCallum, State University of New York Polytechnic Institute, Utica 

Christopher McCallum, University of Maryland, College Park 
Rafael Romero, State University of New York Polytechnic Institute, Utica 

 
CASE DESCRIPTION 

 
The case seeks to contrast the lease accounting under the previous standard (ASC 840) and the guidance 
to be implemented in 2019 (ASC 842).  The case is relevant for accounting majors especially those taking 
Intermediate Financial Accounting II.  It is also relevant for business and finance majors dealing with 
corporate financial statements.  It is also useful for professionals in practice/industry interested in how 
the new rules will affect their company.  In the context of a hypothetical CFO and finance function of a 
domestic airline company, the case requires the performance of a web search and the procurement of 
information on former and current lease accounting.  The case also requires the write-up of responses to 
questions comparing and contrasting the old and new guidance under ASC 840 and ASC 842, 
respectively; and, the creation of Right-of-Use Asset (“ROUA”) and lease amortization schedules.  The 
paper is suitable for undergraduate classes. Individuals or groups may be required to simply write-up 
their answers to the questions posed or present their research to the class for discussion and comment, 
especially with regard to the last, optional question. Completion of the case should require 5-10 hours 
outside of class. Classroom discussion should be about two hours.  
 
GENERAL COMMENTS 
 
This case is designed to be used in an Intermediate Financial Accounting class.  However, with slight 
modification, it might be useful to finance classes on financial statement analysis, a senior strategic 
management class, or an MBA financial management or financial reporting course. The case was 
developed for use in a country that uses US GAAP and the Accounting Standards Codification (ASC).  
However, the IASB and FASB standards are being developed in concert are thus very similar.  Thus, the 
case can be modified to reflect IASB guidance.  This case is not designed for students to understand the 
intricacies of lease accounting, but rather as an introductory look at the new process for, and basics of, 
lease accounting. Any changes to the standards will more likely than not change the approach under ASC 
842 and the case would need to be modified appropriately. 
 
SOLUTIONS 
 
Question 1: Access one of the Big Four/Global Eight public accounting firms and obtain the firm’s 
publication on ASC 842. You are only looking for an overview of the guidance. The CAO only wants an 
introduction to the guidance not detailed information. Attach a file to your report with this information or 
publication for review by the CAO.  
 
Solution 1: This step in the case allows the user to see that there are many sources of information about 
the IASB and FASB guidance.   
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Table 1:  Listing of Relevant Publications Related to ASC 842 – Leases from Each of the Big Four 
Websites and Links to the Remainder of the “Global Eight” 
 

a PWC:https://www.pwc.com/us/en/cfodirect/publications/accounting-guides/pwc-lease-accounting-guide-asc-842.html. This link 
(PricewaterhouseCoopers, 2018) brings the user to the PWC site and gives them an option to download a guide or watch a video series. 

b Deloitte: https://www2.deloitte.com/us/en/pages/audit/articles/a-roadmap-to-applying-the-new-leasing-standard.html. This link (Deloitte, 
2019) brings the user to the Deloitte site that has both detailed guidance and summarized lease accounting guidance. There are also 
highlights for different aspects of the lease accounting process towards the bottom of the page (see also Deloitte, 2016). 

c KPMG: https://frv.kpmg.us/content/dam/frv/en/pdfs/2017/kpmg-handbook-leases.pdf. This link (KPMG, 2017a) brings the user to a KPMG 
guide on the effect of the new standard on corporations.   This link brings the user to the leasing rules and analysis under ASC 842. 

d EY: https://www.ey.com/publication/vwluassetsdld/financialreportingdevelopments_00195-171us_leaseaccounting_28august2019-
v2/$file/financialreportingdevelopments_00195-171us_leaseaccounting_28august2019-v2.pdf  This link (Ernst & Young, 2019) brings the 
user to the EY site and a downloadable guide on ASC 842.. 

e The following link to several of remaining Global Ten professional accounting firms.  Students can research their perspectives at their web 
sites. Some additional links are included in the References section. 

 1 Grant Thornton: https://www.grantthornton.com/; Kratzke and Cherwin, 2016 

 2 BDO: https://www.bdo.com/; BDO, 2018; BDO, 2019 

 3 RSM McGladrey: https://rsmus.com/what-we-do/services/assurance/featured-topics/lease-accounting-842.html (RSM, 2019) 

 4 Baker Tilley:  https://www.bakertilly.com/; https://www.bakertilly.com/specialties/asc-842-lease-accounting (Baker Tilly, 2019) 

Table 1 provides a listing of relevant publications related to ASC 842 – Leases from each of the Big Four websites and the relevant websites of 
other large international public accounting firms. 
 
Question 2: Indicate the ASC standard followed by BlueSky Air prior to the adoption of ASC 842. (Use 
of the ASC is preferred but current pre-convergence guidance from an Intermediate Accounting text 
should suffice.)  What is the number of the newly minted IFRS standard that corresponds to ASC 842?  
 
Solution 2: BlueSky previously followed ASC 840. The newly minted IFRS standard for leases is IFRS 
16. 
 
Question 3: Describe the main differences when accounting for leases between the prior standards (ASC 
840) and the standards to be implemented (ASC 842).  
 
Solution 3: The main differences between ASC 840 and ASC 842 are the recognition of assets and 
recording of liabilities for lessees on the balance sheet especially with regard to operating leases.   
Table 2 provides a summary of new lease accounting rules. 
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Table 2: Summary of New Lease Accounting Guidance under ASC 842 
 

1 Lessees are required to recognize assets and liabilities for leases with lease terms of more than 12 months.  

2 Leases will continue to be classified as a finance (formerly ‘capital’) or operating leases. However, BOTH finance AND operating leases 
will be recognized on the balance sheet. 

3 Additional disclosures of a quantitative and qualitative nature to communicate better the amount, timing, and uncertainty of cash flows 
arising from leases are required. 

4 Lessor accounting is largely unchanged. Improvements align lessor and lessee accounting consistent with the updated revenue recognition 
rules issued in 2014. 

5 Impact on Financial Reporting: 

 a 
 
 
 

Capitalizing leases will have a significant impact on recognition of assets and liabilities on the balance sheet for a wide variety of 
companies. This will change balance sheets, net income, and various ratios but will NOT affect cash flows. There will be increases in 
EBITDA, Total Assets, Total Liabilities and Leverage ratios.  There will be decreases (increases) in EPS in earlier (later) years, Net 
Assets, and Interest Coverage and Asset Turnover ratios. 

 b 
 

Financial Management (Rowe, 2017) estimated that companies listed on major stock exchanges have a combined $3 trillion in leasing 
commitments over 85 percent of which are not reported on the companies' balance sheets under ASC840. Due to differing financing 
structures, risk to the system is heightened via a lack of transparency and of comparability. 

 c 
 
 

It is anticipated that the industries where this will have the biggest impact on companies’ income before taxes are retail, 
telecommunications, information technology, transportation, construction, and agriculture.  However, any company that has lease 
agreements will be affected.  

This table provides a listing of some of the key elements of the accounting rules under the recently implemented ASC 842. (See KPMG, 2017a; 
KPMG, 2018a; KPMG, 2018b). 
 
Question 4: What are the lease classification tests for differentiating between a Finance lease and an 
Operating lease? Perform a lease classification test for the lease agreement described above. 
 
Solution 4: The lease classification tests for differentiating between a Finance lease and an Operating 
lease are listed on p. 339 of KPMG, 2017a.  
 
If the answer to any one of the questions at the citation above is “yes”/if any of the lease characteristics 
listed above applies, the lessee classifies the lease as a finance lease.  If the answer to ALL one of the 
questions is “no”/if none of the lease characteristics listed above applies, the lessee classifies the lease as 
an operating lease. Table 3 analyzes the BlueSky lease against the classification tests under ASC 842. 
 
Table 3: Analysis of Lease Classification Tests Applied to BlueSky 
 

1 Transfer of ownership test: The lease does not transfer ownership to BlueSky Air. 

2 Purchase option test: Columbia Financial does not allow for an option to purchase the asset that BlueSky Air is reasonably certain to 
exercise.  

3 Lease term test: The lease term is half the asset's (10 out of 20 years) economic life. This does not meet the general threshold of 75% of 
the estimated economic life of the leased asset for classification as a finance lease. 

4 Present value test: The lease does not pass the present value test because the present value of the sum of the lease payments does not equal 
or exceed substantially all of the underlying asset’s fair value (using the 90% threshold).  Note: the lessee residual value is unguaranteed 
and therefore not included in the present value computation for purposes of lease classification. 

5 Alternative use test: Because the asset could potentially be leased out to a different airline following the life of the lease, it does not meet 
the “no alternative use” test.  

Based on the above information, the lease does not meet any of the finance lease classification criteria. Therefore, it would be classified as an 
operating lease.  

This table analyzes the BlueSky plane lease against the classification criteria of ASC 842. It concludes the lease does not meet any of the finance 
lease classification criteria and that it would be classified as an operating lease. 
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Question 5: Verify the calculation of the present value of lease payments for one of BlueSky Air’s planes 
to determine the capitalized amount/ lease liability. (Use Columbia Financial’s implicit rate of return.) 
 
Solution 5: See Table 4 
 
Table 4: Calculation of the Present Value of Lease Payments to Determine Capitalized Amount and Lease 
Liability 
 

N I PV PMT PV 
10 6% 54,554,860 (5,238,920) (24,503,131) 
Date Annual 

Payment 
Interest (6%) on 
Liability 

Reduction of Lease 
Liability 

Capitalized 
Amount/Lease Liability 

1/1/2019 
   

54,554,860 
1/1/2019 5,238,920 - 5,238,920 49,315,940 
1/1/2020 5,238,920 2,958,956 2,279,963 47,035,977 
1/1/2021 5,238,920 2,822,159 2,416,761 44,619,216 
1/1/2022 5,238,920 2,677,153 2,561,767 42,057,449 
1/1/2023 5,238,920 2,523,447 2,715,473 39,341,976 
1/1/2024 5,238,920 2,360,519 2,878,401 36,463,575 
1/1/2025 5,238,920 2,187,814 3,051,105 33,412,470 
1/1/2026 5,238,920 2,004,748 3,234,172 30,178,298 
1/1/2027 5,238,920 1,810,698 3,428,222 26,750,076 
1/1/2028 5,238,920 1,605,005 3,633,916 23,116,161 
1/1/2029 - 1,386,970 -1,386,970 24,503,131 

This table shows that the capitalized amount/lease liability are $24,503,131. 
 
Question 6: Create a Lease Amortization Schedule and a Right-of-Use Asset Amortization Schedule 
using the effective-interest method for one of BlueSky Air’s leases. 
 
Solution 6: See Table 5 and Table 6 
 
Table 5: Lease Liability 
 

Date Annual 
Payment 

Interest (6%) on 
Liability 

Reduction of Lease 
Liability 

Capitalized 
Amount/Lease Liability 

1/1/2019 
   

54,554,860 

1/1/2019 5,238,920 - 5,238,920 49,315,940 

1/1/2020 5,238,920 2,958,956 2,279,963 47,035,977 

1/1/2021 5,238,920 2,822,159 2,416,761 44,619,216 

1/1/2022 5,238,920 2,677,153 2,561,767 42,057,449 

1/1/2023 5,238,920 2,523,447 2,715,473 39,341,976 

1/1/2024 5,238,920 2,360,519 2,878,401 36,463,575 

1/1/2025 5,238,920 2,187,814 3,051,105 33,412,470 

1/1/2026 5,238,920 2,004,748 3,234,172 30,178,298 

1/1/2027 5,238,920 1,810,698 3,428,222 26,750,076 

1/1/2028 5,238,920 1,605,005 3,633,916 23,116,161 

1/1/2029 - 1,386,970 -1,386,970 24,503,131 
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Table 6: Right-of-Use Asset Amortization Schedules 
 

Date Lease Expense 
(Straight Line) 

Interest (6%) 
on Liability 

Amortization of Right-of-
Use Asset (ROUA) 

Carrying Value of 
(ROUA) 

1/1/2019 
   

54,554,860 

1/1/2019 5,238,920 - 5,238,920 49,315,940 

1/1/2020 5,238,920 2,958,956 2,279,963 47,035,977 

1/1/2021 5,238,920 2,822,159 2,416,761 44,619,216 

1/1/2022 5,238,920 2,677,153 2,561,767 42,057,449 

1/1/2023 5,238,920 2,523,447 2,715,473 39,341,976 

1/1/2024 5,238,920 2,360,519 2,878,401 36,463,575 

1/1/2025 5,238,920 2,187,814 3,051,105 33,412,470 

1/1/2026 5,238,920 2,004,748 3,234,172 30,178,298 

1/1/2027 5,238,920 1,810,698 3,428,222 26,750,076 

1/1/2028 5,238,920 1,605,005 3,633,916 23,116,161 

1/1/2029 - 1,386,970 -1,386,970 24,503,131 

These tables show the amortization patters for the lease liability and Right-of-Use Asset under the BlueSky plane lease. 
 
Question 7: Prepare journal entries on the books of BlueSky Air, as of January 1, 2019, for recording one 
of the leases and the first lease payment.  Prepare the journal entry to record the lease expense, the 
increase in the lease liability and amortization of the ROUA as of December 31, 2019, on the books of 
BlueSky Air. 
 
Solution 7: The entries are as follows: 
 

  1/1/2019  
Right-of-Use Asset  54,554,860  
 Lease Liability  54,554,860 

 
To record Right-of Use Asset and related lease liability at inception of lease. See calculation of present 
value of lease payments. 
 

Lease Expense  5,238,920  
 Cash  5,238,920 

 
To record initial rent payment on lease aircraft 
 

  12/31/2019  
Lease Expense  5,238,920  
 Lease Liability  2,958,956 
 Right-of-Use Asset  2,279,963 

 
To record interest component and amortization component Right-of-Use Asset (These are separate under 
IFRS) 
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Question 8: In your opinion, does the new method of accounting for leases provide a clearer picture of 
the company’s financial position? 
 
Answer 8: Students may have a variety of answers.  The answer with the most support should be one that 
says the substance of the company’s financial position as a result of the leasing transactions it has entered 
into is more clearly conveyed under the new lease accounting guidance of ASC 842.   
 
The new lease accounting rules were created via an exhaustive process commencing in 2006 at the 
request of investors, regulators, ratings agencies, and other financial statement users for more faithful 
representation of the substance of leasing activities, and reflect their input in the form of numerous drafts 
exposed for comment and hundreds of comments. Specifically, critics of ASC 840 lease accounting 
viewed the off-balance sheet motivation and element of lessee lease accounting to be an egregious failure 
to capture the substance of long-term leasing transactions. To that end, the new lease accounting rules end 
the widespread practice of conforming to bright-line rules for capitalizing in form but not in substance. 
Now, companies will be required to recognize assets and liabilities associated with nearly all lease 
activities (there are exceptions of short term and low dollar value leases).   
 
In addition, similar to many recent pronouncements by accounting rule-makers, disclosure of leasing 
transactions have been greatly enhanced, requiring more qualitative and quantitative disclosures which 
should better inform financial statement users and assist them in better assessing the amount, timing and 
uncertainty of future cash flows arising from leasing transactions. 
 
Question 9:  When using ASC 842, should the ASC 840 lease amounts be disclosed in a note to the 
financial statements or simply ignored? 
 
Answer 9: Per KPMG, 2019, “Lessees have a choice of adopting ASC 842 by restating comparatives 
(comparative method) or without restating comparatives (effective date method).”  In the comparative 
method, prior period amounts are restated to conform to ASC 842.  Under the effective date method, prior 
period amounts are not restated.   
 
The following step may or may not be assigned depending on the amount of time desired. 
 
Question 10: Complete a review of four articles written by the Big Four discussing the pros and cons of 
the new standard. Specifically address the following issues:   
 

a-How will lessees recognize leases on the balance sheet? Address the lease liability initial value 
and subsequent measurement as well as the Right-of-Use Asset’s initial value and subsequent 
measurement for finance and operating leases.   
 
b-What are the expanded quantitative and qualitative disclosures? 
 
c-What are the similarities and differences between the new lease accounting under US GAAP, 
ASC 842, as opposed to IFRS 16? 

 
Solution 10: Answers will vary based on the resources accessed. The References lists typical sources.  
References such as KPMG, 2016; KPMG, 2017a; KPMG, 2018a; and KPMG, 2018b, respectively, will 
be useful to the Instructor for responding to items a and b, above. Item c responses should incorporate the 
US GAAP/IFRS similarities and differences identified in KPMG, 2017b, KPMG, 2018c, and 
PricewaterhouseCoopers, 2018b, respectively. 
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ACCOUNTING & FINANCE

Regulatory accounting can
serve as a tool for rate setting

o you remember the unplanned series of events that
occurred in 2001: the California brown and blackouts,
sun setting of contracts, and significant spikes in the

power markets, just to name a few? For the majority of utili-
ties, especially power, this set of events caused utilities to
expend millions of dollars that were not currently included in
rate base. This set of events became the poster child for the
use of regulatory accounting.

We frequently talk about utilities being unique entities
because of the distinctive environment in which they operate.
That distinctive environment is often described as monopolis-
tic due to defined service territories allowing utilities to have a
stable customer base, and their ability to set customer rates.
To ensure that customer interests are protected, utilities are
subjected to regulation, limiting their rate-setting capability to
recovering the cost of providing service and fair return on
capital. All utilities are regulated when it comes to rate-setting
authority — sometimes that role is served by the state regula-
tory agency, and sometimes that regulator is the utility’s own
board of directors or commission. 

Regulation of the rate-setting process provides a unique
financial and economic aspect and has its accounting conse-
quences. Regulatory accounting is a tool that is used by utili-
ties to bridge the gap between cost incurred in one period that
may benefit future periods, and the intent to recover those
costs from customers over time through rates. It is a key
matching principle of cost incurred and revenues collected for
financial reporting purposes. 

The primary source of industry-specific accounting guid-
ance for regulated operations was outlined in SFAS 71,
Accounting for the Effects of Certain Types of Regulation,
currently codified into ASC 980, Regulated Operations.
Governmental entities had no specific guidance for regulated
operations prior to 2010 when GASB issued Statement No.
62, Codification of Accounting and Financial Reporting

by Olga Darlington and Julie Desimone

D Guidance Contained in Pre-November 30, 1989 FASB and
AICPA Pronouncements, which includes a section on regu-
lated operations incorporating many concepts of ASC 980. In
today’s economic environment hardly any utility does not
invoke the use of regulatory accounting. 

Action of a regulator that approves rates for the utility is
required in order for regulatory accounting to be used for
financial reporting. Once a regulator approves cost of service
recovery through rates, application of regulatory accounting
will result in recognition of a regulatory asset on the entity’s
balance sheet. Regulatory assets are established when certain
expenditures are set up as deferrals rather than being recorded
as period expenses. Amounts deferred as regulatory assets are
then amortized over an expected period of recovery through
rates. As soon as the entity determines that recovery is no
longer probable, the remaining amounts should be written off
as period costs. As such, the utility’s rate structure should
reflect the actual costs being recovered at any given point. The
most common examples of costs generally deferred as regula-
tory assets are power/fuel cost subject to PCA; storm damage
and infrequent maintenance expenditures; environmental
clean-up costs; and asset impairment charges. Regulatory lia-
bility arises when a regulator requires a utility to refund
amounts previously collected from the customers or when rev-
enues are being currently collected to cover anticipated future
cost. Common examples of regulatory liabilities are rate stabi-
lization funds and, on the governmental side, deferral of large
contribution in aid of construction revenues to match depreci-
ation expenses through the life of assets.

The primarily benefit to regulatory accounting is the
matching of revenues and expenses; however, there are some
distinct challenges that arise. First, before any costs are
included in rates for recovery, they must be approved by the
regulator. The regulator can disallow the recovery of certain
costs, which would cause their immediate recognition in earn-

The above are actual examples from utilities. The information was pulled from either the utility’s 2012 Annual Form 10-K filed with the SEC
or the utility’s 2012 annual report posted on its website. Chart provided by Moss Adams LLP.
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ings. In most cases, the regulator has determined these costs
were not prudent to recover from rate payers. Accounting for
regulatory accounting can result in extensive tracking and
effort. Each regulatory asset or liability will have different
recovery periods, which may result in extensive recordkeeping
to keep track of each individual regulatory asset and liability.
The accounting standards also require that each type of regu-
latory asset or liability be disclosed in enough detail so that

the reader of the financial statements understands the type of
regulatory asset and liability. 

We believe the use of regulatory accounting will continue
to increase. There is currently, and will continue to be, an
increase in new accounting standards that require recording of
liabilities and expenses that do not meet cash flows (pension
accounting, asset retirement obligations, etc.) and many utili-
ties set rates to cover current cash flows. As the utility busi-
ness continues to become more dynamic, the use of regulatory
accounting is an essential tool to deal with unexpected out-
comes, or differences between accounting standards and rate
setting. NWPPA

Olga A. Darlington is a senior manager in the Everett office of
Moss Adams LLP, the largest accounting and consulting firm in
the West, and can be reached at olga.darlington@ mossadams.com.
Julie Desimone is a partner in the Portland office of Moss Adams
LLP and can be reached at (800) 820-4476.

As the utility business continues to
become more dynamic, the use of 

regulatory accounting is an essential 
tool to deal with unexpected outcomes,

or differences between accounting 
standards and rate setting.
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1.3 Comparison of ASC 842 and ASC 840
Publication date: 30 Sep 2021   

US Leases guide 1.3

Figure LG 1-2 summarizes the significant differences between  and the previous guidance in .

Figure LG 1-2

Changes to lease accounting under ASC 842

Topic  guidance Observations

Definition of a
lease

An arrangement is a lease or contains a lease only when
such arrangement conveys the right to “control” the use
of an “identified asset” to a customer and the customer
obtains substantially all its economic benefits

Under , an arrangement can
contain a lease even without control of the
use of the asset if the customer takes
substantially all of the output over the term
of the arrangement.

Determining whether an arrangement
contains a lease is likely to be more
important since virtually all leases will
require recognition of an asset and liability
by a lessee. It will also make the allocation
of contractual consideration between lease
and nonlease components a critical
element of the accounting analysis for
many reporting entities.

Lessee
accounting

There are no bright lines and there is one additional
criterion regarding the specialized nature of the
underlying asset for lease classification

The lack of explicit bright lines will increase
the level of judgment required when
classifying a lease – particularly for certain
highly structured transactions. Despite the
removal of the bright lines, the guidance in

 acknowledges that one
reasonable approach to determining
whether the lease is for a major portion of
the asset’s remaining economic life and
whether lease payments represent
substantially all of the asset’s fair value is
the 75% and 90% thresholds applicable in

.

Lessees will recognize a right-of-use asset and a lease
liability for virtually all leases

Reflecting nearly all leases on the balance
sheet is the biggest change, and one of the
key objectives of the guidance in .

Expense will be recognized on a straight-line basis for an
operating lease. This is accomplished by increasing the
amortization of the right-of-use asset as the imputed
interest on the liability declines over the lease term.
Recognition of expense for a finance lease will be similar
to capital leases in .

Under , operating leases are off-
balance sheet. Under , the
accounting for an operating lease will
backload amortization of the right-of-use
asset, potentially increasing the risk of an
impairment. Once impaired, the right-of-
use asset in an operating lease will be
amortized on a straight-line basis, which
will result in an expense recognition pattern
similar to a finance lease.

ASC 842 ASC 840

ASC 842

ASC 840

ASC 842-10-55-2

ASC 840

ASC 842

ASC 840

ASC 840
ASC 842

Viewpoint
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Lessor
accounting

The classification criteria are similar to that for lessees,
with an additional requirement to assess collectibility to
support classification as a direct financing lease. Also, in
order to derecognize the asset and record revenue,
collection of payments due must be probable for sales-
type leases.

To recognize upfront revenue and profit in a sales-type
lease, the lessee will need to obtain control over the
leased asset.

Leases otherwise classified as a sales-type or direct
financing lease must be accounted for as an operating
lease if they contain variable lease payments that don’t
relate to a rate or index and would result in recognition of
a day-one loss. This accounting model is similar to 

.

Under , to achieve sales-type
lease accounting for real estate, title must
automatically transfer to the lessee by the
end of the lease term. This condition has
been removed from the guidance in 

.

In , the difference between a
sales-type lease and a direct finance lease
is the presence of upfront profit. When
present, the arrangement is a sales-type
lease.

Under , the key distinction is
based on control. As a practical matter,
this will likely depend on whether the lease
payments criterion has been met in part
due to a third-party residual value
guarantee. When this is the
case, assuming payments are collectible,
the lease is classified as a direct financing
lease.

Lease versus
nonlease
components

A contract may contain lease and nonlease components.
Under , components include only those items or
activities that transfer a good or service to the lessee.
The right to use land is considered a separate lease
component unless the accounting effect of accounting
for it separately would be immaterial.

A lessee may choose not to separate nonlease
components from their associated lease components. If
this election is made, all cash flows associated with the
nonlease component would be allocated to the
associated lease component. A lessor may elect to
combine nonlease and associated lease components
when the timing and pattern of transfer of the
components are identical, and the lease classification
would have been an operating lease absent the
combination. If elected, the combined components would
be accounted for under  only if the nonlease
component is not predominant.

Under , property taxes and
insurance are considered executory costs.
Under , property taxes and
insurance are not considered as
components of a contract as they are not
for a service provided by the lessor to the
lessee, and are therefore a part of contract
payments if the contract requires the
lessee to reimburse the lessor for those
costs.

Under Under , land is separately, land is separately
classified when the fair value of the land isclassified when the fair value of the land is
25% or more of the combined fair value of25% or more of the combined fair value of
the land and building.the land and building.

Inception date
versus
commencement
date

Under Under , the determination of whether or not a, the determination of whether or not a
contract is a lease or contains a lease is done at thecontract is a lease or contains a lease is done at the
inception date. Lease classification is determined, andinception date.
the lease is recognized and measured, at the lease
commencement date.

Under , assumptions relevant to
classification and measurement are
determined at lease inception. Recognition
of rent expense or capital lease assets and
liabilities begin at the commencement date.

Initial direct
costs

Under , initial direct costs are defined as
incremental costs of a lease that would not have been
incurred if the lease had not been obtained.

Under , incremental direct costs
can include internal costs as well as
external costs such as legal fees, even if
incurred before the lease was
obtained. Therefore, certain incremental
costs previously eligible for capitalization
will be expensed under .

Build-to-suit
arrangements

Ownership during construction period is based on a
control model.

 guidance is based on a risks and
rewards model, but contains several
complex prescriptive provisions designed
to assess lessee ownership during
construction. The  model has
eliminated these prescriptive rules and
replaced them with a model based on
control.

Under , build-to-suit accounting
applies only to lessees. Under ,
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build-to-suit accounting also applies to
lessors.

Sale and
leaseback
transactions

Under , a sale and leaseback transaction will
qualify as a sale only if:

it meets the sale guidance in the
revenue standard,

the leaseback is not a finance
lease for a lessee or a sales-type
lease for a lessor, and

if there is a repurchase option,
the repurchase price is at
the underlying asset’s fair value
at the time of exercise and

alternative assets that are
substantially the same as the
transferred asset are readily
available in the marketplace.

Under , sale and leaseback
accounting is applicable only to lessees.
This includes detailed and specialized
guidance applicable to sale and leasebacks
involving real estate.

Under , sale and leaseback
accounting will apply to lessees and
lessors. A “failed” sale is treated as a
financing by both the lessee and lessor
(i.e., the seller has not sold the asset but
has essentially mortgaged it). There is no
specialized guidance for sale and
leasebacks of real estate. However, a sale
and leaseback for real estate that includes
a repurchase option will likely fail sale
accounting (as it did before )
because all real estate is unique and no
other asset would be substantially the
same.

Sale and leaseback transactions involving
equipment frequently have fixed price
repurchase options – often at the request
of the seller-lessee for commercial reasons.
Such transactions will not qualify as a sale
under the new standard. However, sale and
leaseback accounting applied for
transactions executed prior to the
application date of  will not need
to be reevaluated. Existing “failed” sale and
leaseback transactions will be evaluated
under the new standard and may qualify for
sale and leaseback accounting on
transition.

Lessee
reassessment

A lessee is required to reassess the lease term if a
triggering event occurs that is under the lessee’s control
or an option is exercised/not exercised as planned or an
event written in the contract occurs that obligates the
lessee to exercise/not exercise an extension or
termination option. A change to the lease term will lead to
a reassessment of lease classification and
remeasurement of the lease liability and right-of-use
asset. Assumptions such as the discount rate, fair value
of the underlying asset, and variable rents based on a
rate or index will be updated as of the remeasurement
date.

 does not require a reassessment
of lease classification unless the lease is
modified or an option is exercised. Under

, a lessee will need to monitor for
triggering events on an ongoing basis.

Modification A lease modification is a change to the contractual terms
and conditions of a lease that was not part of the original
lease. A modification that grants the lessee an additional
right of use priced at market is a separate lease that is
then classified at the lease modification date. For all other
modifications, entities may have to reassess whether the
arrangement contains a lease, reallocate contract
consideration between the lease and nonlease
components, reassess lease classification, and
remeasure the lease liability and right-of-use asset
prospectively. Assumptions such as the discount rate,
fair value of the underlying asset, and variable rents
based on a rate or index will be updated as of the
modification date.

Lease modifications under  can be
complex and difficult to differentiate from a
termination of a lease contract. A renewal
or extension is considered a new lease. All
other changes are subject to a two-step
evaluation of the lease.

ASC 842 ASC 840

ASC 842
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DW 21-137
Attachment D

3 000030

https://viewpoint.pwc.com/dt/us/en/fasb/GAAP/Codification/Codification/Codification/Broad_transactions/842_Leases/842-10_Overall/842-10-00.html#SL77944052-209940
https://viewpoint.pwc.com/dt/us/en/fasb/GAAP/Codification/Codification/Codification/Broad_transactions/840_Leases/840-10_Overall/840-10-00.html#SL2899484-128546
https://viewpoint.pwc.com/dt/us/en/fasb/GAAP/Codification/Codification/Codification/Broad_transactions/842_Leases/842-10_Overall/842-10-00.html#SL77944052-209940
https://viewpoint.pwc.com/dt/us/en/fasb/GAAP/Codification/Codification/Codification/Broad_transactions/842_Leases/842-10_Overall/842-10-00.html#SL77944052-209940
https://viewpoint.pwc.com/dt/us/en/fasb/GAAP/Codification/Codification/Codification/Broad_transactions/842_Leases/842-10_Overall/842-10-00.html#SL77944052-209940
https://viewpoint.pwc.com/dt/us/en/fasb/GAAP/Codification/Codification/Codification/Broad_transactions/840_Leases/840-10_Overall/840-10-00.html#SL2899484-128546
https://viewpoint.pwc.com/dt/us/en/fasb/GAAP/Codification/Codification/Codification/Broad_transactions/842_Leases/842-10_Overall/842-10-00.html#SL77944052-209940
https://viewpoint.pwc.com/dt/us/en/fasb/GAAP/Codification/Codification/Codification/Broad_transactions/840_Leases/840-10_Overall/840-10-00.html#SL2899484-128546


2/10/22, 8:37 AM 1.3 Comparison of ASC 842 and ASC 840

https://viewpoint.pwc.com/dt/us/en/pwc/accounting_guides/leases/leases__4_US/chapter_1_introducti__2_US/13_comparison_of_asc_US.html#:~:te… 4/4

PwC. All rights reserved. PwC refers to the US member firm or one of its subsidiaries or affiliates, and may sometimes refer to the
PwC network. Each member firm is a separate legal entity. Please see www.pwc.com/structure for further details. This content is for
general information purposes only, and should not be used as a substitute for consultation with professional advisors.

DW 21-137
Attachment D

4 000031



������������	���
	���

�
��	��
��������������

�

�
��	�����������

�	���
	���

�
��	����������������

��������
����� �!"#"�$%

�%�#"�&"&

'()*+,-./012234*5,6768,79:88(;6/,6-</76=7+=>?(7+=@:99+,-./>+A>A+BA=@
C()7+/(D/.,>);49,87/,(6E7*4A+A)+(=;8A=F>/(+A=,67+A/+,AB79>*>/AEF(+
/+76>E,//A=F,676*D(+E(+4*76*EA76>FA9A8/+(6,8FEA8.76,879F).(/(8()*,6-F
+A8(+=,6-F(+(/.A+G,>AFG,/.(;//.A)+,(+G+,//A6)A+E,>>,(6(D/.A5,6768,79
:88(;6/,6-</76=7+=>?(7+=@

DW 21-137
Attachment E

Page 1 000032



������������	���
	���

�
��	����������������

�

�
��	�����������

������

������ !"#�$%�&'()*

+,,�-./#�01.� 2"&3�1�/45.&14�1-./"4�14�&�#/�/"4��4.�&��/4.""4"&1,.�&614�1&7'8'())

9,,�-.� :�;�&�����9<=>
:�;�&�����9<=)
0�3�.��9<='?8;1&15&1;@'>14�,"".4".�>
:�;�&�����9<=A)
:�;�&�����9<=B'

9,,�-.��%7 <1&15&1;@B��3�.��%729:)'8;1&15&1;@A*CDE
<1&15&1;@>1$�4���%729:A(8;1&15&1;@''814�29:(?8;1&15&1;@AAC%E
<1&15&1;@>C%E&�;31-��%729:AB8;1&15&1;@*
<1&15&1;@>C-E1$�4���%729:'>)8;1&15&1;@+F814�2:<29:'>)G'8;1&15&1;@'H
<1&15&1;@�>C,E8*C%EC/#E8?C1E8A*C1EC//E814�A*C%EC/EC%E&�;31-��%729:(?8;1&15&1;@�AAC1E8
AAC�E8AAC,E8AAC3E814�AAC$E8&��;�-./#�37
<1&15&1;@�>CIEC/E8'*C1EC/#E814�')C%E1$�4���%729:A(8;1&15&1;@�'H8'A814�'B8
&��;�-./#�37
<1&15&1;@>C$E&�;31-��%729:')8;1&15&1;@?814�29:('8;1&15&1;@AF
<1&15&1;@*C%EC/E1$�4���%729:A)8;1&15&1;@*814�29:(?8;1&15&1;@AAC-E
<1&15&1;@�*C%EC//E14�')C,EC//E1$�4���%729:A)8;1&15&1;@�)14�?8&��;�-./#�37
<1&15&1;@�)C1E8'(8A>814�A*C%EC//EC%E1$�4���%729:(?8;1&15&1;@�AAC�E8AACIE8AACJE814�
AAC4E8&��;�-./#�37
<1&15&1;@?1$�4���%729:A*8;1&15&1;@)814�29:(?8;1&15&1;@AAC,E
<1&15&1;@�?C%E8'H8A*C1EC/E814�FBC-E1$�4���%729:AB8;1&15&1;@�)8?814�'H8
&��;�-./#�37
<1&15&1;@'A1$�4���%729:A(8;1&15&1;@'B
<1&15&1;@�'F14�')C,E1$�4���%729:AA8;1&15&1;@�'F14�'>8&��;�-./#�37
<1&15&1;@'FC1E1$�4���%729:'F>8;1&15&1;@?
<1&15&1;@')C1E1$�4���%729:AB8;1&15&1;@(814�29:(?8;1&15&1;@AAC5E
<1&15&1;@'?C1E1$�4���%729:AB8;1&15&1;@(814�29:('8;1&15&1;@A>C1E
<1&15&1;@'?C1E&�;31-��%729:(?8;1&15&1;@AAC@E
<1&15&1;@'?C%E1$�4���%729:A(8;1&15&1;@'B814�29:('8;1&15&1;@A>C%E
<1&15&1;@'?C%E&�;31-��%729:(?8;1&15&1;@AAC/E
<1&15&1;@AH1$�4���%729:))8;1&15&1;@'H814�29:'A>8;1&15&1;@AB>
<1&15&1;@AH&�;31-��%729:'B>8;1&15&1;@FC@E14�29:'FH8;1&15&1;@B>A
<1&15&1;@ABC1EC/E&�;31-��%729:('8;1&15&1;@A>C�E
<1&15&1;@ABC1EC///E��3�.��%729:('8;1&15&1;@A>C�E
<1&15&1;@�BA14�BB&�;31-��%729:A?8;1&15&1;@�A14�B8&��;�-./#�37
<1&15&1;@B?&�;31-��%729:'F>8;1&15&1;@(C-E
<1&15&1;@F*1$�4���%72:<29:'BGA8;1&15&1;@9'C1E
<1&15&1;@�F*9.@&"�5@F*K1����%72:<29:'BGA8;1&15&1;@9'C%E
<1&15&1;@F)1$�4���%729:(*8;1&15&1;@AH>C3E814�29:'H(8;1&15&1;@A??C$E
2"".4".�'B��3�.��%729:A(8;1&15&1;@'A
2"".4".�1����%729:A?8;1&15&1;@B8.";1&15&1;@BB1$�4���%729:**8;1&15&1;@>'

LMNOP

�����Q�

DW 21-137
Attachment E

Page 2 000033



���������������	�
������
������������
�����
�����
�����
�����
�����
��������
���������������� � !"�#��$%
��������
��������
��������
�������&
���������������� � !"���������'%%
���������'%
��������
���$&��
���$���
���$$��

���������������	�'�(�)�����#����)**
���������#�����)� �#�����

������+��
���� !"�#��,���-��-�������)�.���
��,���%

#**�
�����,���������

���������� !"�
)�)-�)������������� !",�����������/�&��)� ���$

)�)-�)��&�0%���������� !",����������/�&��)� ����
��/+����

)�)-�)���&�0%��%)� &��%���������� !",����������/$����

)�)-�)������������� !",�����������/����)� �����

)�)-�)���� %���������� !",����������/�����)� ����
��/+����

)�)-�)����1��1)� �$���������� !",�������
��/+����

)�)-�)���&���������� !",����������/�$��

)�)-�)�����)� ������������ !",����������/�&��

)�)-�)�����!%���%���������� !",����������/����

)�)-�)�������������� !",����������/$$���

)�)-�)�����
%���������� !",����������/$&���

)�)-�)�������������� !",����������/$����

)�)-�)�������������� !",����������/���$

'�()�� �������,�����������/$����1$&���1$����1$����1$���1$��$1$����1$����1���$1�&��1�&���1
�����1�����1�����1�����1����1���$1�����1�����1�����1�&��1�&��1�$��1)� �$��
)� ����
��/+�$

23456 789:9;<;=>=?;@A9;<?B<CBD

EFGHIJK

DW 21-137
Attachment E

Page 3 000034



������������	���
	���

�
��	����������������

�

�
��	�����������

��������

�������� 
!"#$%�&

'()�*+",)-*(........................................................................................... /0 1
2)�(+��+&*34-(�(,-�56,,*"()-(��(+7%�*�)-(�8
9%:(-)-*(&*3;%�#&............................................................................... <
=5�&&-:,�)-*(*3>%�&%&3*��"��*&%&*3; -&2)�)%#%().......................................... ?
=�-)%�-�3*�=5�&&-3@-(�>%�&%&AB) %�; �(>%C%���%+>%�&%&D.................................. E0 F
6,,*"()-(��(+7%�*�)-(�$@>%&&%%&............................................................ /G0/?
6,,*"()-(��(+7%�*�)-(�$@>%&&*�&............................................................ /E0HI
>%�&%&'(C*5C-(�7%�5J&)�)%...................................................................... H10HK
>%�&%&L%)M%%(7%5�)%+���)-%&................................................................... HF0I/
2�5%N>%�&%$�,O;��(&�,)-*(&...................................................................... IH0I1
6,,*"()-(��(+7%�*�)-(�3*�2"$5%�&%&�(+2-#-5��;��(&�,)-*(&............................... I<01G
6,,*"()-(��(+7%�*�)-(�3*�>%C%���%+>%�&%&................................................. 1/01E
J33%,)-C%9�)%�(+;��(&-)-*(..................................................................... 1K0</

6��%(+-P68L�,O��*"(+'(3*�#�)-*(............................................................... <H0<K
6��%(+-PL8L�&-&3*�=*(,5"&-*(&.................................................................. <F0/HG
6��%(+-P=8'55"&)��)-*(&*36,,*"()-(�$@>%&&%%&�(+>%&&*�&.................................... /H/
6��%(+-P=8'55"&)��)-*(&*39-&,5*&"�%$@>%&&%%&�(+>%&&*�&..................................... /HH
6��%(+-PJ8'55"&)��)-*(&*36,,*"()-(��(+4-(�(,-�52)�)%#%()��%&%()�)-*(3*�>%C%���%+
>%�&%&............................................................................................. /HI

Q��R�ST��Q��

/.; -&2)�)%#%()%&)�$5-& %&&)�(+��+&*3:(�(,-�5
�,,*"()-(��(+�%�*�)-(�3*�5%�&%&$@5%&&%%&�(+
5%&&*�&.4*��"��*&%&*3) -&2)�)%#%()U�5%�&%-&+%N
:(%+�&�(���%%#%(),*(C%@-(�) %�-� ))*"&%
��*�%�)@U�5�()U*�%V"-�#%()A5�(+�(+W*�+%��%N
,-�$5%�&&%)&D"&"�55@3*��&)�)%+�%�-*+*3)-#%.')-(N
,5"+%&���%%#%()&) �)U�5) *"� (*)(*#-(�55@-+%(N
)-:%+�&5%�&%&U#%%)) %�$*C%+%:(-)-*(U&", �&�
X %�)&"��5@,*()��,)Y3*�(",5%��3"%5./; -&+%:(-N
)-*(+*%&(*)-(,5"+%���%%#%()&) �)��%,*()��,)&
3*�&%�C-,%&) �)+*(*))��(&3%�) %�-� ))*"&%��*�N
%�)@U�5�()U*�%V"-�#%()3�*#*(%,*()��,)-(����)@
)*) %*) %�.B() %*) %� �(+U���%%#%()&) �)+*
)��(&3%�) %�-� ))*"&%��*�%�)@U�5�()U*�%V"-�#%()
#%%)) %+%:(-)-*(*3�5%�&%3*��"��*&%&*3) -&

2)�)%#%()%C%() *"� &"$&)�()-�5&%�C-,%&$@) %
,*()��,)*�A5%&&*�D#�@$%,�55%+3*�-(,*((%,)-*(
M-) ) %*�%��)-*(*�#�-()%(�(,%*3&", �&&%)&.
; -&2)�)%#%()+*%&(*)���5@)*5%�&%���%%#%()&
,*(,%�(-(�) %�-� )&)*%P�5*�%3*�*�)*%P�5*-)(�)"N
��5�%&*"�,%&&", �&*-5U��&U#-(%��5&U�(+)-#$%�.
!*�+*%&-)���5@)*5-,%(&-(����%%#%()&3*�-)%#&
&", �&#*)-*(�-,)"�%:5#&U�5�@&U#�("&,�-�)&U��)N
%()&U�(+,*�@�-� )&.

H.; -&2)�)%#%()&"�%�&%+%&Z[\]̂_̀_à bacde
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