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•Issued on February 25, 2016

•Amended and delayed in January 2018 (ASU 2018-01)

•Amended and delayed in July 2018 (ASU 2018-10)

•Amended and delayed in August 2018 (ASU 2018-11)

•Amended and delayed one more time in 2018, two times in 
2019, and one time in 2020 (ASU 2018-20, 2019-01, 2019-10, and 
2020-05)



June 2022 ????
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ASU 2016-02 Leases (Topic 842) is 
finally* going into effect.

So this could apply to your 
upcoming audit!

* NFPs that have issued public debt adopted this ASU for the fiscal year 2020-21;
Early adoption was also permitted in prior years
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4. Questions / Comments



I. Definitions and Components
AT A 30,000 FOOT LEVEL
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● Most operating leases will now be on the balance sheet

○ You will carry an Asset (Right of Use Asset) and a 
Liability (Lease Liability) for every operating lease.

LEASES (TOPIC 842)



I. Definitions and Components
AT A 30,000 FOOT LEVEL
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* Not heavily discussed in this presentation

*



I. Definitions and Components
AT A 30,000 FOOT LEVEL
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Lease Determination



I. Definitions and Components
THE COMPONENTS
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● Commencement Date

● Lease Liability

● Right of Use Asset (RoU)

LEASES (TOPIC 842)



I. Definitions and Components
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RIGHT OF USE MODEL

So when does a Lessee’s “Right of Use” truly begin???
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COMMENCEMENT DATE

It does not matter when the lease agreement is signed AND it does not matter when payments begin !!!
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COMMENCEMENT DATE – POP QUIZ

● Lessee signs a 5 year lease on 12/31/2021
● Agreement includes 9 months of rent abatement (no pmts due until 10/1/2022)
● Lessor grants access to the location on 5/1/2022
● Lessee begins construction of leasehold improvements on 5/1/2022
● The business opens to the public on 7/1/2022

What is my lease commencement date?

5/1/2022
That is when the lessee has access and the right to use the space



I. Definitions and Components
LEASE LIABILITY
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● Present value of all remaining payments 
over the lease term using a discount rate at 
the commencement date.

● This balance should include any renewal 
options and take in to account any 
termination options that are reasonably 
certain to be executed



I. Definitions and Components
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● What rate should we use?

○ If there is a rate implicitly stated in the lease, we should use 
that

○ Otherwise, your incremental borrowing rate should be 
used (if you have a line of credit or other debt)

DISCOUNT RATE – WHAT THE BOOK SAYS

But there is an easier way…..
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● A few Practical Expedients to make your life easier;

○ Other than Public Business Entity Considerations, an organization (including all NFPs) 
may use a risk free rate for measurement of lease liabilities

○ ASU 2021-09 allows for the election of a risk free rate to be by class of underlying asset 
(rather than on an entity wide basis)

○ Both the AICPA and FASB have used the 10 Year Treasury Bill rate as their risk free
rate in examples

DISCOUNT RATE – PRACTICAL EXPEDIENTS
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● To calculate your Right of Use Asset (RoU);

○ Take your Lease Liability that you have calculated

○ + Initial direct costs incurred by the lessee

○ + Any lease pmts made to the lessor at or before the 
commencement date

○ - Any lease incentives received

○ = RoU

RIGHT OF USE ASSET
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RIGHT OF USE ASSET – DIRECT COSTS

● Generally speaking;

○ Direct costs associated with the lease from an 
external source…INCLUDE

○ Direct costs associated with the lease from an 
internal source…EXCLUDE
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● Donated use of assets with a lease component are not within scope of Topic 842. 
Those assets would fall under contributions rules covered in ASU 2018-08 (and its 
amendments)

● Short term leases (a term less than 12 months) without renewal options that are 
reasonably certain to exercise, are optional to include in your financial 
statements (as an asset and liability)

● De minimis leases and leases that are under fair value do not need to be 
included in your financial statements (as an asset and liability)

A FEW OTHER PRACTICAL EXPEDIENTS / NOTES

II. Recording the Entries
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● 3 year term (36 months)

● Commencement date = 1/1/2022

● Discount rate = 3%

● Payments begin 1/1/2022; $5,000 a month

Example # 1 - Basic

II. Recording the Entries
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LEASES (TOPIC 842)

Example # 1 – Basic (Monthly Breakdown)
II. Recording the Entries
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Example # 1 – Basic (Journal Entries)

II. Recording the Entries
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● 3 year term (36 months)

● Commencement date = 1/1/2022

● Discount rate = 3%

Example # 2 – Rent Escalation

● Payments begin 1/1/2022; $5,000 a 
month

● 5% increase in payments every year

● $15,000 of allowable direct costs

II. Recording the Entries



m
jc

pa
.c

om

LEASES (TOPIC 842)

Example # 2 – Rent Escalation (Monthly Breakdown)
II. Recording the Entries
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Example # 2 – Rent Escalation (Journal Entries)

II. Recording the Entries
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● 3 year term (36 months)

● Commencement date = 1/1/2022

● Discount rate = 3%

Example # 3 – Rent Abatement

● 5% increase in payments every year

● $15,000 of allowable direct costs

● Payments begin 7/1/2022; $5,000 a 
month

II. Recording the Entries
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Example # 3 – Rent Abatement (Monthly Breakdown)
II. Recording the Entries
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Example # 3 – Rent Abatement (Journal Entries)

II. Recording the Entries
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● 3 year term (36 months)

● Commencement date = 1/1/2022

● Discount rate = 3%

● Payments begin 7/1/2022; $5,000 
a month

Example # 4 – Lease Incentive

● 5% increase in payments every year

● $15,000 of allowable direct costs

● Lease includes a lease incentive for 
$25,000

II. Recording the Entries
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Example # 4 – Lease Incentive (Monthly Breakdown)
II. Recording the Entries
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Example # 4 – Lease Incentive (Journal Entries)

II. Recording the Entries
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● Required to adopt using a modified retrospective transition (two 
options) (Update 2018-11)
○ OPTION # 1 : Retrospectively to each prior reporting period 

presented in the financial statements. Application date is the 
later of the earliest period presented in the FS or the 
commencement date of the lease (Original requirement 2016-
02)

○ OPTION # 2 : Retrospectively at the beginning of the current 
period through a cumulative-effect adjustment to equity.  
(Optional with Update 2018-11)

III. Financial Statement Presentation
TRANSITION METHODS (842 - 10 - 65 - 1)
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Option 1

Option 2

III. Financial Statement Presentation
TRANSITION METHODS (842 - 10 - 65 - 1) (continued)



BALANCE SHEET PRESENTATION - ASSETS
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LEASES (TOPIC 842)III. Financial Statement Presentation



BALANCE SHEET PRESENTATION - LIABILITIES
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STATEMENT OF CASH FLOWS

m
jc

pa
.c

om

LEASES (TOPIC 842)III. Financial Statement Presentation



FOOTNOTE DISCLOSURES
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● Required to disclose quantitative and qualitative information about 
the following:

○ # 1 The Leases – A description

○ # 2 Significant judgements made in applying the requirements of 
ASC 842 to the leases

○ # 3 Amounts recognized in the financial statements related to 
those leases.

III. Financial Statement Presentation



FOOTNOTE DISCLOSURES – THE LEASE
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● General description of the lease

● Basis, terms and conditions on which variable lease payments are determined

● Existence and terms and conditions to extend or terminate the lease.
○ Narrative above the options that are recognized as part of the ROU and 

lease liability

● Description of any residual value guarantees or restrictions / covenants

So what goes in the required footnote to describe the Lease(s) in the report?

III. Financial Statement Presentation



FOOTNOTE DISCLOSURES 
– SIGNIFICANT JUDGEMENTS
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● How the determination was made of whether a contract contains a lease

● The allocation of the consideration in a contract between lease and non-lease 
components
○ Administrative tasks to set up a contract or initiate lease
○ Reimbursement or payment of lessors costs

● Determination of discount rate for the lease

III. Financial Statement Presentation

We have to outline what significant judgement have been made in determining the lease and its components;



FOOTNOTE DISCLOSURES 
– AMOUNTS RECOGNIZED
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● Operating and Finance amounts presented separately for the 
following
○ Cash paid for amounts included in measurement of lease liabilities
○ Supplemental noncash information on lease liabilities
○ Weighted average remaining lease term (multiple leases)
○ Weighted average discount rate (multiple leases)

● Short term lease cost
● Variable Lease cost
● Sublease Cost
● Net gain/loss on sale and leaseback transaction

III. Financial Statement Presentation



DISCLOSURES – EXAMPLE
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Description of the lease
Describing no 
restrictions

“Variable payments”

The terms and incentives

Description of rate

Payment schedule 
and the required 
quantitative items

III. Financial Statement Presentation



OTHER FOOTNOTES – EXAMPLE
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III. Financial Statement Presentation

Recent Accounting Pronouncements Issued Not Yet Effective

In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842), which requires the recognition of a “right to 
use” asset and a lease liability, initially measured at the present value of the lease payments, on all of the 
Organization’s lease obligations. This ASU is effective for fiscal years beginning after December 15, 2021. 
Management does not expect this ASU to have a significant impact on the Organization’s combined financial 
statements.

New Accounting Pronouncement 

In June 2020, the Financial Accounting Standards Board (“FASB”) issued Accounting Standard Update (“ASU”) 
2020-05, Revenue from Contracts with Customers (Topic 606) and Leases (Topic 842): Effective Dates for Certain 
Entities, which, among other things, provided entities with an additional year to implement ASU 2016-02, Leases 
(Topic 842). As a result, for nonpublic companies the effective date for ASU 2016-02 has been extended to be 
effective for annual reporting periods beginning after December 15, 2021, and interim reporting periods beginning 
after December 15, 2022. Early application of the amendments in this ASU is permitted. The Foundation had already 
previously adopted the guidance under ASU No. 2014-09, Revenue Recognition (Topic 606): Revenue from 
Contracts with Customers effective May 1, 2019. The Foundation adopted ASU 2020-05, during 2020 which 
extended the effective date of ASU 2016-02.

Lease Accounting 

The Foundation determines whether to account for its leases as operating, capital or financing leases depending 
on the underlying terms of the lease agreement. This determination of classification is complex and requires 
significant judgment about the Foundation’s cost of funds, minimum lease payments and other lease terms.
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Jon Schultz
Partner

Stephen Doolittle
Senior Manager

jschultz@mjcpa.com

770.955.8600

sdoolittle@mjcpa.com

770.955.8600
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