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The following should be read in conjunction with Cassidy Turley’s December 2010 report “Impact of Proposed 
FASB Rule Changes” for further discussion of the 2010 Exposure Draft.

The Financial Accounting Standards Board (FASB) recently announced a new direction in its’ ongoing effort to make major changes 

to current lease accounting rules.  FASB has reaffi rmed its’ position that all leases should be reported on the balance sheet, but 

acknowledges the need to reconsider several of the changes proposed in the Exposure Draft that was issued a year ago.

Why the Change in Direction?

The FASB received overwhelming comments with concerns about the rules proposed in the Exposure Draft.  In response, FASB modifi ed 

its’ position and proposed classifying all leases as either a “fi nance lease” or “other than fi nance lease”.  While all leases would be 

recorded on the balance sheet (at discounted present values), the expense recognition would differ -- “other than fi nance leases” would 

follow straight-line expense accounting, similar to current operating leases.  Most real estate leases under this approach would have been 

classifi ed as “other than fi nance leases”. 

This proposed accounting raised a new set of questions and challenges that apparently could not be resolved.  As a result, FASB went 

back to the right-of-use model and expense recognition approach that was proposed in the Exposure Draft.

What is Changing from the Earlier Exposure Draft?

While FASB has reaffi rmed its’ position that leases result in assets and liabilities and that expense recognition should be changed from 

straight-line to “as if purchased”, it has indicated intent to modify several of the other rules proposed in the Exposure Draft, including the 

following:

Lease Term  –  One of the most controversial elements of the Exposure Draft was FASB’s proposal that the lease term used to calculate 

the asset and liability be the “longest possible term more likely than not” to occur.  This proposed rule was opposed by many of the 

respondents because it was complex and subjective.  In response to this, FASB is expected to defi ne the lease term as the “non-

cancellable” period under lease.  The lease term will include extension or termination options only when there is a signifi cant economic 

incentive for the lesse to exercise an option to extend a lease or not to exercise an option to terminate.

Measurement Date – Initial recording of the asset and liability will occur as of the lease commencement date (vs lease inception as 

proposed in the Exposure Draft)

Lessor Accounting – FASB has decided on a receivable and residual “single approach” methodology for lessor accounting                           

(vs performance obligation or derecognition approaches proposed in the Exposure Draft).
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What Will the New Rules Look Like for Lessees?

FASB has tentatively decided on the following lease accounting for lessees:

•  Balance Sheet – recognize an asset and liability, both measured as the present value of future lease payments as of the lease 

commencement date

•  Income Statement – amortize the asset on a systematic basis that refl ects the pattern of consumption (presumably straight-line) and 

measure the liability using the effective interest method 

•  Discount Rate – rate that lessor charges (if known) or lessee’s incremental borrowing rate.  Rate would not be reassessed unless there 

was a change in lease payment.

•  Lease Term – would be limited to the non-cancellable period and only include options to extend or terminate a lease when there is a 

signifi cant economic incentive for the lessee to exercise an option to extend, or not to exercise an option to terminate..

•  Variable Lease Payments – calculation of the lease asset and liability should include increases in lease payments based on index or rate 

that exists as of the lease commencement date.  Adjustments should be made to the asset and liability if the index or rate changes.  Variable 

lease payments that are in-substance fi xed payments (such as those based on minimum sales volumes) would be included in the lessee’s 

liability.

•  Measurement Date – the asset and liability should be recorded as of the lease commencement date.  Costs or incentives prior to the lease 

commencement date will presumably be included in the calculation of the asset and liability

What Will the New Rules Look Like for Lessors?

FASB has tentatively decided on the following lease accounting for lessors:

•  Balance Sheet – recognize a right to receive asset measured as the present value of future lease payments and a residual asset based 

on an allocation of the carrying amount of the underlying leased asset

•  Income Statement – recognized on the date of lease commencement as the difference between the sum of the right to receive asset 

plus residual asset and the carrying amount of the underlying asset 

•  Discount Rate – rate that lessor charges the lessee

•  Lease Term, Variable Lease Payments and Measurement Date – same rules as lessees (see above)

Next Steps and Timing:

As late as June of this year, FASB was still planning to fi nalize new lease accounting rules by the end of 2011.  With the decision to 

effectively start over with a new exposure draft, this timeline is no longer realistic.

FASB plans to issue the new exposure draft in the fourth quarter of 2011 and allow another comment period so that interested parties 

can provide feedback.  Certainly there will be time required for FASB to deliberate issues raised through the comment process.  One of 

the controversial issues that will need to be addressed is the amount of transition time a company will have to implement these new and 

complex rules.

Based on this new course of action, it seems unlikely that new lease accounting rules will be fi nalized before the end of 2012.  In the 

meantime, Cassidy Turley will continue to provide updates on this important topic.


