
 
 

 

 

KWC Lease Accounting Guide for Clients 
SIMPLIFYING NEW LEASE ACCOUNTING (ASC TOPIC 842)  

 
WHAT’S THE BRIEF?  

Companies that report under generally accepted accounting principles (U.S. GAAP) will be required to 
recognize leases as right-of-use (ROU) assets on the balance sheet and liabilities for those assets. Leased 
assets include both real and personal property with lease terms of one year or more. The result will be higher 
valued assets and additional liabilities recorded after adoption. For companies that are lessors of real and 
personal property, the accounting remains largely unchanged under the new standard.  
 
FASB issued the new standard to increase transparency and comparability among entities by recognizing 
leases on the balance sheet and providing more information about leasing arrangements so that users can 
assess the amount, timing, and uncertainty of cash flows from leases. 
 
WHAT IS THE IMPACT?  

Implementing the new lease standard means changing how Companies account for individual leases, but it 
also means changing how Companies think about financing and reporting for leases. In particular, 
implementation is likely to cause a minor to significant change assets and liabilities reported on the balance 
sheet which has the potential to impact compliance with debt covenants. Companies may want to consider 
changes in policies surrounding entering into long-term leases and developing an effective tracking system 
for leases.  
 
WHAT IS THE EFFECTIVE DATE?   

The effective date for non-public entities is fiscal years beginning after December 15, 2021 and interim 
periods within fiscal years beginning after Dec. 15, 2022.  
 
For calendar year companies, the standard goes into effect on January 1, 2022.  
 
For companies with a June 30 year-end, the standard goes into effect on July 1, 2022. 
  

  

CONTACT US 
 
5270 Shawnee Road, Suite 250 
Alexandria, Virginia 22312 
703-642-2700 (main) 
703-750-9258 (fax) 
 
5911 West Broad Street 
Richmond, Virginia 22312 
804-855-1200 (main) 
804-288-4512 (fax) 



 
 

 
  

WHAT ARE THE DETAILS?  

Applying the new lease standard can be viewed as a multi-step process as follows: 

 

 

  

Step 3 - Present 
and disclose leases

Balance sheet presentation: ROU assets and separated identified 
obligations under finance leases are 
disclosed separately from the ROU assets 
and liabilities recognized for operating 
leases. 

Income statement presentation: For finance leases, the amount of interest 
and amortization expense should be 
presented. 
For operating leases, the total lease 
expense is presented. 

Required disclosures of qualitative and 
quantitative information about:

The significant judgments made in applying 
the requirements.

The amounts recognized in the financial 
statements relating to those leases. 

Step 1 - Identify 
where leases exist 
within the Company

Leases have two key characteristics: a specifically identified asset and
the ability to control the use of the asset. 

Examples of leases include, but are not 
limited to:

office and warehouse facilities,

production and office equipment, 

vehicles, etc.

Identify embedded leases by evaluating 
recurring, consistent payments to 
vendors.

Step 2 - Identify the 
lease type and 
inputs

Determine if lease classifies as 
operating or financing and apply the 
necessary accounting:

Operating lease: The lessee records the 
lease payments on a straight-line basis over 
the lease term. 

Finance Lease: The asset is amortized on a 
straight-line basis and liability is 
systematically reduced (amortized) by each 
lease payment.

At least commencement, the lessee 
recognizes a right-of-use (ROU) asset 
and a lease liability. 

Lease liability is calculated using the present 
value (PV) of lease payment. 

The ROU asset is measured as the lease 
liability plus any prepaid lease payments plus 
any initial direct costs incurred by the lessee 
minus any incentives. Generally businesses 
will elect to use the 'risk free interest rate' to 
calculate PV. 



 
 

 
 

WHAT ARE THE ALTERNATIVES? 

Adoption of the lease accounting standards is not for the faint of heart. So what are the alternatives? Before 
selecting any of these options, be sure to inquire of the company’s lenders and/or board of directors.  
 
First, in certain circumstances, the company may elect not to adopt the new standard, but remain on the U.S. 
GAAP basis of accounting. This is generally not a great option, but may be considered in circumstances 
where the company has limited leasing activities and the impact of the standard is likely to be minimal. An 
assessment must be completed with respect to the financial impact of adopting versus not adopting the 
standard to ensure the results are not a material misstatement of the financial statements. 
 
• In the event the company undergoes an annual audit, the election to forgo adoption of the standard may 

result in a qualified, adverse, or disclaimer of opinion.  
 

• In the event the company obtains reviewed or compiled financial statements from an accountant, this 
may result in a disclosed U.S. GAAP departure.  
 

Second, the company could consider whether U.S. GAAP is a requirement for the entity’s ongoing financial 
reporting. If U.S. GAAP is determined to not be a requirement, there are two alternatives: 
 
• Transition to and adopt a tax basis accounting for financial reporting. Other changes in accounting 

policies may be necessary to align with the tax basis.  
 

• Transition to and adopt the Financial Reporting Framework for Small and Medium-Sized Entities (FRF 
for SMEs) for financial reporting. FRF for SMEs is a framework that is based in more traditional 
accounting principles and is generally a good alternative for owner-managed, closely held businesses 
that have no complicated regulatory reporting requirements. Other changes in accounting policies may 
be necessary to align with this framework.   

 
HOW CAN WE LEARN MORE? 

There are countless resources that cover details on the adoption of the new standard and provide examples. 
We encourage you to reach out to your KWC accounting team to assess the best approach in adopting this 
standard for the Company. In addition to your KWC accounting team members, here are some resources: 
 
• Financial Reporting Intro: 

http://players.brightcove.net/2205030511001/default_default/index.html?videoId=4840752182001  
 

• Implementation Intro: 
http://players.brightcove.net/2205030511001/default_default/index.html?videoId=5032242452001 
 

• Software Options:  
o https://www.leasecrunch.com/products/leasecrunch (for companies with large or complex 

leases)  
o https://leaseguru.com/ (for companies with 15 or fewer leases)       
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