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4 Strategies for Lease Accounting
Transition
New rules more than a decade in the making will “bring leases to balance sheet,”
marking a major change in how companies have historically accounted for leases.
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New rules more than a decade in the making will “bring leases to the balance sheet,”
marking a major change in how companies have historically accounted for leases.

While leases have remained off-balance sheet in the footnotes of �nancial
statements, the new rules will require companies to recognize and report almost all
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leases – with the exception of low-value asset leases and short-term leases lasting
less than 12 months – as right-of-use assets and lease liabilities before IFRS 16 and
ASC 842 come into force in January 2019.

With less than three months to comply for a calendar year company, most
accounting teams are far from the �nish line. According to Deloitte, 79% of U.S.
companies “do not feel very prepared” to achieve full compliance, leaving an
overwhelming majority of organizations currently at risk of facing heavy �nes when
the new standards take effect next year.

Organizations lagging in their lease accounting transition should consider these
strategies to expedite the transition as the deadline looms:

1. Don’t spend time answering the wrong questions
Whether accounting is at the start or in the midst of transition, it will pay to
critically evaluate the compliance process. Asking the following questions will help
to ensure that processes are streamlined and ef�cient:

Will the system shorten timelines? Effective leasing administration systems should
speed up, rather than slow down the compliance process due to complex
implementation or integration processes.

Does the system reduce risk? Consolidating extensive leasing data and identifying
embedded leases is a complicated undertaking with lots of room for error. Lease
accounting systems should reduce the chance for error—not add to it.

Does the system eliminate dependencies? Integration with ERP and other systems
take time and effort, and customized systems can create unnecessary complexity.
Effective lease accounting solutions should provide the options for quick, standalone
deployment and the �exibility to have the solution integrated with other modules
once the compliance has been achieved.

Will the system achieve compliance with minimal effort? Effective lease management
systems should allow accounting teams to comply with the new standards, while
limiting the amount of manpower and resources needed.

2. Keep data collection and abstraction lean
Data collection, the important step in achieving compliance, can be the most
burdensome. To comply, accounting will require tools that are able to identify,
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gather, and organize leasing data. This does not necessarily need to happen from
scratch.

One method is a data dictionary that lists all data elements required for compliance
and identify required stakeholder information. In most cases, this can be provided by
or created with a lease accounting solution vendor. Another method is creating
upload templates to collect information from contractors and upload leases en
masse. Once data elements and stakeholder information are centralized, tagging
tools and elastic search capabilities enable the indexing and searching of data,
allowing organizations to track, manage, and organize an expanding leasing
database.

3. Know the transition methods and practical expedients
that apply to new law
Identify which shortcuts are within your reach to execute a concise rapid
deployment strategy.

Under ASC 842 initially only modi�ed retrospective method was allowed and under
which the companies will apply the new guidance at the beginning of the earliest
comparative period presented in the �nancial statements and will change the
comparative numbers. FASB recently announced a transition relief under which
companies will not need to change the comparative numbers. ASC 842 also allows
few practical expedients, under which, organizations can choose not to reassess:

Whether any expired or existing contracts are or contain leases under the new
de�nition of a lease.
The lease classi�cation for any expired or existing leases. In other words, all
existing leases that were classi�ed as operating leases in accordance with current
standard (ASC 840) will be classi�ed as operating leases, and all existing leases
that were classi�ed as capital leases in accordance with ASC 840 will be classi�ed
as �nance leases).
Initial direct costs for any existing leases.

The above expedients must be elected as a package and applied consistently by an
organization to all of its leases. In addition, ASC 842 also allows the use of hindsight
to determine the lease term and to assess impairment of right-of-use assets, whether
on its own or with the above package of practical expedients.
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The transition approach under IFRS 16 offers the choice between a full retrospective
method and a cumulative catch-up method with practical expedients. A lessee may
use one or more of the following practical expedients on a lease-by-lease basis when
applying the cumulative catch-up approach:

Apply a single discount rate to a portfolio of leases with reasonably similar
characteristics
Exclude initial direct costs from the measurement of the right-of-use asset at the
date of initial application.
Use hindsight. For example, to determine the lease term if the contract contains
options to extend or terminate the lease.
Elect not to apply the transition requirements to leases for which the lease term
ends within 12 months of the date of initial application.
Rely on its assessment of whether leases are onerous applying IAS 37 (Provisions,
Contingent Liabilities and Contingent Assets) immediately before the date of
initial application as an alternative to performing an impairment review.

4. Understand and take advantage of technical capabilities
Companies require lease accounting applications that accommodate business
processes, accounting policies, and leasing programs.

For instance, organizations with �eet contracts will require an application that
supports the capitalization of ROU assets and lease liabilities in different batches at
different points in time within the same contract. Tracking by individual asset
allows for unit-speci�c amortization schedules, streamlines accounting for the
casualty of a speci�c unit, and is helpful for handling �eet leases.

A rapid deployment strategy will be necessary to comply within a three-month
timeframe. One key consideration is to defer a lengthy integration process with
existing accounting and �nancial systems until compliance with the new standard
has been achieved. Software with standalone capabilities can provide faster access to
a lease accounting solution and software set-up, and accelerate adoption.

 ======

Imran Mia is a lease accounting expert at Nakisa Lease Administration, an enterprise
software provider that works with world-leading organizations to plan, transition, and
comply with new leasing standards and �nancial regulations. 

 

Hello. It looks like you’re using an ad blocker that may prevent our website from
working properly. To receive the best experience possible, please make sure any blockers
are switched off and refresh the page.

If you have any questions or need help you can email us

https://contactmonkey.com/api/v1/tracker?cm_session=fcee43d1-ecc1-4dbf-b007-a466c4a3f3c1&cm_type=link&cm_link=8d9d54ea-b515-4fd6-90ab-dab252624392&cm_destination=https://www.nakisa.com/lease-accounting-software
mailto:info@cpapracticeadvisor.com


 

Accounting

CPA Practice Advisor is registered with the National Association of State Boards of Accountancy
(NASBA) as a sponsor of continuing professional education on the National Registry of CPE
Sponsors.

© 2024 Firmworks, LLC. All rights reserved

Hello. It looks like you’re using an ad blocker that may prevent our website from
working properly. To receive the best experience possible, please make sure any blockers
are switched off and refresh the page.

If you have any questions or need help you can email us

https://www.cpapracticeadvisor.com/section/accounting/
mailto:info@cpapracticeadvisor.com

