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Leases (ASC 842) 

Summary of Changes 
Key Changes 

— Almost all* operating leases for lessees 
will be on the  balance sheet, with a 
“Lease liability” and “Right-of-use asset”. 

—*Exemption for leases with a term of ≤ 12 
months (off-balance sheet and disclosure 
only) 

—Definition of a lease is based on the right 
to control the use of a specifically 
identified asset  a “lease” could be 
embedded in a service arrangement. 

—Lessees are required to revise the lease 
liability during the lease term upon the 
occurrence of significant events 

—Currently, lease accounting is not 
reassessed unless the lease is modified 

—Increased lessee disclosure requirements 

—Most common leases today will meet the 
definition of a lease under the new 
standard 

—Lease classification test - substantially 
retained, without explicit bright lines 

—Dual-accounting model for lessors and 
lessees (i.e., operating and finance 
leases) 

—New IFRS leases model has only 
finance lease (single accounting model) 

—Method of determining the discount rate -
substantially retained 

—Build-to-suit accounting is replaced with 
less egregious guidance 

—Lessor accounting - substantially retained 

Similarities to Current US GAAP 
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Lease Identification 

— Asset explicitly or 
implicitly specified in a 
contract; 

— Asset is physically 
distinct 

- Applies to distinct 
portions but not 
generic capacity; and 

— Supplier does not have a 
substantive substitution 
right. 

— Customer has the right 
to (throughout the period 
of use): 

- Obtain substantially 
all of the economic 
benefits from use of 
the asset; and 

- Direct (including the 
right to change) how 
and for what purpose 
the asset is used. 

Identified 
asset 

Control 
over use 

Lease 

Converged 
FASB/IASB 
definition 

Lease Term 

Noncancellable period 

Optional renewal periods if lessee 
reasonably certain to exercise 

Periods after optional termination date if 
lessee reasonably certain not to exercise 

Optional periods to extend (or not to 
terminate) the lease in which exercise of 

option is controlled by the lessor 
Lease Term 

Determination of lease term 
under new leases standard will 
remain substantially unchanged 

from current U.S. GAAP. 

Comparison to current 
U.S. GAAP 
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Lease Payments 

PV of future lease payments over 
the lease term – includes: 

Fixed payments1 
Residual value 

guarantees 
(RVGs)4 

Purchase 
options3 

Termination 
penalties2 

Variable lease 
payments 
(VLPs)5 

Discount rate6, 7 

1. Fixed payments include in-substance fixed payments, less lease incentives 

2. Only include the termination penalty if the lease term reflects the lessee exercising an option to terminate the lease 

3. Include the exercise price of a purchase option if lessee is reasonably certain to exercise it 

4. For RVGs lessee includes the amount probable of being owed 

5. Include VLPs based on an index or rate (e.g., CPI) using the index/rate at lease commencement; and if in-substance fixed 

6. A lessor is required to use the rate implicit in the lease. A lessee may use its incremental borrowing rate, if it cannot determine the 
lessor’s implicit rate 

7. Nonpublic business entities may make an accounting policy election to use a risk-free discount rate (FASB only) 

7 

Contracts that Contain Multiple 

Nonlease component 

A nonlease component includes items in a contract that convey another good or 
service, such as a common area maintenance. 

Nonlease components should be accounted for in accordance with other ASC 
topics. 

Not a component 
If an item does not provide a separate good or service it does not represent a separate 
component. 

For example, real estate taxes and insurance reimbursements do not convey a good or service. 

Lease component 
A contract may contain one lease component or many lease components. 

Only lease components must be accounted for in accordance with ASC 842. 

Components 
1 

Lease 
Component 

2 
Nonlease 

component 

Not a 
Component 

3 

A lessor practical expedient was issued in ASU 2018-11 to allow entities to 
combine lease and nonlease components, if certain criteria are met. 
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Lease Classification Test 

Yes 
No 

Lease term = major part (e.g., 75%) of remaining 
economic life1? Yes 

No 

Yes 

Finance 
Lease* 

PV of lease payments + Lessee RVG = substantially all 
(e.g., 90%) FV1? 

1 Comparison to current 
No 

Yes U.S. GAAP 

Assessment criteria are 
similar to current U.S. No 

Operating Lease^ 
GAAP, but without explicit 
bright lines 

Ownership transfers at end of lease? 

Lessee purchase option reasonably certain of exercise? 

No 
Yes 

Specialized asset with no alternative use to lessor? 

* For lessors, a “sales-type lease” 

^ For lessors, a lease that is not a sales-type lease can be classified as a direct financing lease or an operating lease (see next slide) 

9 

Thresholds for Lease Classification Tests 
— Paragraph 842-10-55-2 permits (but does not require) use of “bright-line” 

thresholds when performing the lease term and present value tests: 

Threshold Permitted “bright line” 

Major part of the remaining economic life 
of the asset 

≥ 75% = a major part 

Substantially all of the fair value of the 
underlying asset 

≥ 90% = substantially all 

At or near the end of the economic life of 
the asset 

≤ 25% of the total economic life remaining 
= at or near the end 

— May be appropriate to conclude that for some assets < 75% = major part of its 
remaining economic life if the asset is of a type that degrades in economic utility in a 
significantly front-loaded manner, while for others > 75% ≠ major part of its remaining 
economic life if asset holds its economic utility or value. 

— Because substantially all is used elsewhere in U.S. GAAP and generally considered 
similarly, may not be substantial flexibility around that threshold. 

— Generally do not think there is flexibility around 25% at or near the end threshold 
because it relates to an exception to the classification principle. 
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Lease Classification Test 

Present 
value test 
(B) 

Collectibility 
test 

No 

Yes 

Is it probable that the lessor will collect the lease 
payments plus any amount necessary to satisfy a 

residual value guarantee? 

No 

Yes 

Does the present value of the sum of (1) the lease 
payments and (2) any residual value guarantee 
from the lessee or a third party unrelated to the 
lessor, equal or exceed substantially all of the 

underlying asset’s fair value? 

Lessor classifies 
lease as an 

operating lease 

Lessor classifies lease as 
a direct financing lease 
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Lessees – Recognition 

Comparison to current U.S. GAAP 

— For lessees, all leases (other than 
short-term leases) will be recognized on 
the balance sheet 

— Presentation of interest expense in the 
income statement depends on lease 
classification 

Lessor Lessee 

Right to use 
underlying asset 

Lease payments 

ROU asset 

Right to use underlying 
asset during lease term 

Lease liability 

Obligation to make future 
lease payments 

Bank A has the right to 
use the building floor 

for five years 

Bank A has an 
obligation to make five 
annual lease payments 
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Initial Measurement – Lease Liability 

Lease 
liability 

PV of 
unpaid 

lease 
payments 

A lessee initially measures a lease liability 
(and a right-of-use asset) at the lease 

commencement date. That is, the date 
on which the lessor makes the underlying 

asset available for use by the lessee. 

Comparison to current U.S. GAAP 

— Under current U.S. GAAP, the date a 
company performs its lease 
classification test and initially measures 
a capital lease is at lease inception (i.e., 
the date an agreement is reached). 

Initial Measurement – ROU Asset 

ROU asset is the sum of: 

Lease 
liability 

Initial direct 
costs* 

Prepaid 
lease 

payments 

Lease 
incentives 
received 

* Only incremental costs to obtain the lease qualify – no allocation of internal fixed costs is 
permitted and costs that would have been incurred even if the lease was not obtained (e.g., legal 
fees to draft the lease contract) are not initial direct costs. 
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Subsequent Measurement – 
Finance Leases: ROU Asset 

ROU asset 
Beginning 

balance 
Accumulated 
amortization* 

— *Amortized, generally on a straight-line basis, over the shorter of the 
lease term or useful life of the ROU asset 

- Together with interest expense, results in a front-loaded pattern of 
total lease cost 

— ASC 360 impairment testing 

Subsequent Measurement – Lease 
Liability 

Subsequent measurement 

Lease liability 
remeasured when 

— Measured at PV of unpaid lease payments throughout 
the lease term 

— No fair value option 

— The lease is modified and that modification is not 
accounted for as a separate contract 

— There is a change in: 

- The assessment of the lease term 

- The assessment of a purchase option exercise 

- The amount probable of being owed under a RVG 

— A contingency is resolved resulting in some or all 
variable lease payments becoming fixed payments 

Comparison to current U.S. GAAP 

Under current U.S. GAAP, lease accounting is not revised after commencement unless 
the lease is modified. 
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Subsequent Measurement (continued) 

Remeasurement of the lease payments 
from increase to lessee’s right-of-use 

Lease liability remeasurement – Changes in carrying amount of lease liability resulting from: 

Remeasurement of the lease payments 
from decrease to lessee’s right-of-use 

Adjust ROU asset Recognize in P&L 

— Discount rate is revised unless remeasurement is result of a change in: 

- Amounts probable of being owed under a residual value guarantee, or 

- Lease payments resulting from the resolution of a contingency upon which some/all 
of the variable lease payments (VLPs) are based 

— VLPs that depend on an index or rate are remeasured using the index or rate at 
remeasurement date, when remeasurement is required 

Lessors – Operating Leases 

17 

Underlying asset 
No derecognition of 

underlying asset 

— Lease income recognized generally on a straight-line basis 

— Underlying asset remains on the lessor’s balance sheet and continues to be depreciated 

Right to use 
underlying asset 

Lease payments 

Lessee Lessor 

18 
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Lessors – Sales-type and Direct 
Financing Leases 

— Lease receivable and unguaranteed residual asset discounted using rate implicit in the lease. 

— Interest income is accrued on the net investment in the lease using the rate implicit in the 
lease. 

— The lessor’s entire net investment in the lease is assessed for impairment using the financial 
instruments impairment guidance. 

Lease receivable 
Right to receive future 

lease payments + 
guaranteed residual 

value 

Right to use 
underlying asset 

Lease payments 

Lessor Lessee 

Unguaranteed 
residual asset 

Unguaranteed portion of 
estimated residual value 

Total Net Investment in 
the Lease 

19 

Subleases 

* Sublease classification based on underlying asset for U.S. GAAP; ROU asset for IFRS 

— Most U.S. GAAP subleases will be classified as operating leases by sublessor 

— Most IFRS subleases will be classified as finance leases by sublessor 

Apply lessor accounting 
requirements 

Apply lessee accounting 
requirements for head lease 

and lessor accounting 
requirements for sublease – 

present gross* 

Apply lessee accounting 
requirements 

Sublessee 
Head lessee/ 

Intermediate lessor 
Head lessor 

20 
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Sale-leaseback Transactions 

Sale 

Leaseback 

Leaseback is 
accounted for 

using the lessee 
right-of-use 

model 

Sale is 
recognized in 

accordance with 
applicable GAAP 

Purchase is 
recognized in 

accordance with 
applicable GAAP 

Each component 
of the transaction 

is assessed 
separately 

Gain on sale* is 
adjusted for 

off-market terms 

For a sale to 
occur, transaction 

must meet ASC 
606 requirements 

for a sale 

* For IFRS, gain on sale is restricted to the residual interest in the underlying asset. For U.S. GAAP, gain on sale is based on entire underlying asset. 
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Banking Considerations 

• Regulatory capital 

• Risk weighting for right of use assets 

• Monitoring changes in the market landscape 

• Impact on loan demand (lease vs. buy decision changes) 

• Relative attractiveness of certain product types (equipment leasing) 

• New standard may impact credit analysis of bank customers 

• Bringing lease liability on balance sheet could affect debt to equity 
covenants 

• Banks need to consider all leasing arrangements 

• “Service arrangements” may actually be leases (printers, copiers, 
etc.) 

• Bank vehicles, IT equipment, telecommunications equipment 

• “Leveraged Leases” have been dropped 

• Existing leveraged lease deals will be grandfathered unless modified 

22 
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Recent Developments 
Topic FASB Clarifies Implementation Issues* 

— ASC 842 and ASC 942 
(lessors) 

The FASB decided that financial institution lessors within the scope 
of ASC 942, Financial Services—Depository and Lending, should 
classify principal payments received from sales-type and direct 
financing leases within “investing activities.” Such entities would not 
follow guidance in ASC 842-30-45-5, which requires lessors to 
classify cash receipts from leases within “operating activities.” 

— Day 1 loss on the 
lease asset due to 
upfront costs 
(lessors) 

The FASB decided to include an exception to the ASC 820, Fair 
Value Measurement, definition of fair value (similar to ASC 840, 
Leases) for lessors that are not manufacturers or dealers. For such 
lessors, the fair value of the underlying asset at lease 
commencement would be its cost, reflecting any volume or trade 
discounts. However, if there has been a significant lapse in time 
between when the underlying asset is acquired and when the lease 
commences, the definition of fair value in ASC 820 would apply. 

— Interim Transition The FASB decided that entities adopting ASC 842 do not need to 
Disclosures provide certain interim-period disclosures. Interim disclosures about 

(lessees and lessors) the effect on income in the year of adoption are excluded from the 
required disclosures in transition. 

*ASU 2019-01, Leases (Topic 842): Codification Improvements issued on March 5, 2019 
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Banking Implementation Matters 
Bank Contracts Topic Potential Issue 

— Any lease Discount rate How to determine the 
incremental borrowing rate if 
the bank does not borrow on a 
collateralized basis? 

What factors to consider when 
estimating incremental 
borrowing rate? 

Can FHLB Advance rate by a 
starting point? 

Is it appropriate to use parent’s 
incremental borrowing rate for 
leases entered by a subsidiary? 

— Service contracts for 
equipment (e.g. 
copiers/printers) (lessee) 

— On-site print shops 
(lessee) 

— Data centers (lessee) 

Lease definition: 

- Identified asset / 
substantive substitution 
rights 

- Control over use 

Does a service contract include 
an embedded lease? 

24 
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Banking Implementation Matters 
Bank Contracts Topic Potential Issue 

— Leases of buildings 
(headquarters, branches) 
(lessee) 

— Master lease agreements 
(lessee) 

Lease components How should lease components 
be separated (multiple assets, 
land)? 

— Any finance leases 
(lessors) 

Impairment of net investment What cash flows should be 
in the lease included in the impairment 

test? 

— Purchase of lease 
receivables (lessors) 

Classification of acquired How should a lease be 
leases classified when purchased? 

How should non-lease 
components be separated? 

Banking Implementation Matters 

25 

Bank Contracts Topic Potential Issue 

— Accounting Treatment of executory costs 
for executory (at transition vs historically) 
costs for 
operating 
leases 

Diversity regarding inclusion of executory costs in 
ASC 840. Under 842, maintenance is a nonlease 
component and property taxes and insurance are not 
components. 

An entity must use its historical approach to adopt 
ASC 842 for existing leases (i.e., “run off”) and 
achieve similar policy depending on whether 
practical expedient to combine is elected. 

— Operating Rate or index that lessees 
lease with operating leases use to 
payments determine lease payments 
based on for inclusion in the 
index- or rates determination of its initial 

lease liability 

26 
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Current period Comparative periods 

January 1, 2018 December 31, 2019 

Beginning of 
earliest period 
presented 
January 1, 2017 

Effective date 
(Date of adoption 
January 1, 2019 

Effective for public business entities for annual and interim periods in fiscal years beginning after December 
15, 2018. For all other entities, effective for annual periods in fiscal years beginning after December 15, 
2019 and interim periods in fiscal years beginning after December 15, 2020. 

SAB 74 Disclosures 

Revenue Recognition 
(ASC 606) 
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Objectives of the new revenue 
recognition standard 

Provide more useful 
information through 
improved disclosure 
requirements 

Simplify the preparation 
of financial statements 
by reducing the number 
of requirements by 
having one revenue 
framework 

Remove inconsistencies 
and weaknesses in 
existing requirements to 
improve comparability 

FASB/IASB 
Converged 
Standard 

Scope of the Standard 

Customer Entity Contracts 

Consideration 

Goods and services 
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Standard does not apply to: 

— Financial instruments and other contractual rights or obligations 
(e.g., receivables, debt and equity securities, liabilities, debt, derivatives, 
transfers and servicing, etc.) 

— Lease contracts 

— Contracts within the scope of ASC 944, Financial Services – Insurance 

— Guarantees (other than product or service warranties) 

— Non-monetary exchanges between entities in same line of business to facilitate 
sales to customers 

30 

15 

Provide a more 
robust framework 
for addressing 
revenue issues 



 
 

 

 

  

 

 

 

 

 

 

Partially In-scope of the Standard 

— The flow chart 
highlights the key 
considerations when 
determining the 
accounting for a 
contract that is 
partially in the scope 
of the new standard 

— April 2016 TRG 
discussion (Agenda 
Paper 52) focused on 
bank scoping issues: 

- Mortgage Servicing 

- Financial 
Guarantees 

- Deposit Service 
Charges 

Yes 

No 

Apply that 
other 

guidance 

Yes 

No Yes 

No 

Does that standard 
have separation and/or 

initial measurement 
guidance that applies? 

Is the contract fully
in the scope of

other accounting
guidance? 

Apply that guidance to 
separate and/or initially
measure the contract 

Apply guidance in the 
new standard to 

separate and/or initially
measure the contract 

Is the contract partially
in the scope of other 

accounting guidance? 

Apply the new
standard to the 

contract (or the part 
of the contract 

in its scope) 

Yes 

Exclude the amount 
initially measured under
that guidance from the 

transaction price 

31 

Core Principle and the Five-step Model 

Core 
principle 

An entity recognizes revenue to depict the transfer of 
promised goods or services to customers in an amount 
that reflects the consideration to which the entity
expects to be entitled in exchange for those goods or 
services 

Identify the contract(s) with a customer 

Identify the performance obligations in the contract 

1 

2 

3 Determine the transaction price 

Allocate the transaction price to the performance obligations in 
the contract 

4 

5 Recognize revenue when (or as) the entity satisfies a 
performance obligation 

32 
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ASC 606 Scope Considerations 
Typical financial institution income statement 

Year ended December 31, 12/31/XX 

Interest Income 

Interest Expense 

Net Interest Income 

Provision for credit losses 

Net interest income after provision for credit losses 

Noninterest revenue 

Investment banking fees 

Principal transactions/Trading Revenue 

Deposit-related fees 

Asset management, administration and commissions 

Securities gains 

Mortgage fees and related income 

Card income 

Other income 

Noninterest revenue 

Noninterest expense 

Income before income tax expense 

Income tax expense 

Net income 

Implementation impact 
is primarily expected in 
noninterest revenue (namely 
the highlighted lines) 

Certain income statement 
lines are, by their nature, 
less likely to contain activity 
within the scope of ASC 606 
(e.g., interest income) 

Certain noninterest revenue 
lines reflect in-scope activity 
as well as out-of-scope 
activity  potential 
disclosure challenge 

33 

AICPA Task Forces 
AICPA Revenue 
Recognition 
site – with 
access to 
implementation 
papers 

34 
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Financial Services – Key Changes & 
Implementation Matters 

Mortgage Fees and Related Income 

Asset Administrative & Management Fees 

Deposit Related Fees 

Commission Income 

Investment Banking Fees 

Underwriting Revenue and Expenses 

Credit Card Income 

Real Estate Sales 

Fees for Financial Guarantees 

35 

Effective Date and Transition 
Effective January 2018 for public entities (early adoption is allowed) 

Option 1: Full retrospective 

2015 2016 2018 2017 

— Follow current guidance in 2016 and 2017 
— In 2018, recast 2016 and 2017 to new guidance 
— SEC will not require 5 years; 3 years acceptable 

Cumulative effect adjustment date* Effective Date 

Option 2: Modified retrospective 

2015 2016 2018 2017 

— Follow current guidance in 2016 and 2017 

* Cumulative effect adjustment requires evaluation of 
open/unsatisfied contracts that carryover into 2016 or 
2018, respectively depending on transition approach 

Cumulative effect adjustment date * 

— For 2018, present 
new guidance 

— Comparative
disclosure of 2018 – 
new vs. old 

— No changes to 2016 
and 2017 

36 
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Recognition and 
Measurement of Financial 
Assets and Financial 
Liabilities (ASU 2016-1) 

Overview 

• Equity Investments 
• Cost Method vs Measurement Alternative 
• Financial liabilities for which an entity has elected the 
FV option 

• Presentation and disclosures 

Key Changes 

38 
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Available-for-sale – Equity Investments 

Legacy GAAP ASU 2016-01 

Available for sale – 
changes in fair 

value recorded in 
OCI 

Fair value through
Net Income 

More volatility in Net Income 

Cost Method vs Measurement 
Alternative 

Legacy GAAP ASU 2016-01 

39 

Cost method Fair value 

Cost minus other than 
temporary impairment 

Measurement 
alternative 

ASU 2016-01 eliminates the cost method 

OR 
Clarified 
by ASU 
2018-03 

40 
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Measurement Alternative 

Irrevocable election to 
use fair value is 

available 

After choosing the measurement alternative: 

Applies to identical 
and similar 

investments of the 
same issuer 

Measurement attribute 

Observable price at reporting date? 

Adjust to fair value 
Impairment charge, 

if any 

Yes No 

Clarified 
by ASU 
2018-03 

Measurement Alternative – 
Impairment 

If impaired 

If impairment 
is other than 

temporary
(OTTI) 

Loss 
recorded in 
Net Income 

Change from legacy GAAP to ASU 

Removal of OTTI threshold accelerates loss recognition 

41 

42 
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Financial Liabilities – FVO 

Attributable to 
instrument-

specific credit 
risk 

OCI 

Net Income All other 

Solves practice issue of credit deterioration 
creating  

a gain in Net Income 

Reclassed 
upon 

derecognition 

Total 
change 
in fair 
value 
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Financial Liabilities – FVO 
Changes in FV attributable to instrument-specific 

credit risk = 

Total FV change that exceeds the fair value change 
resulting from a change in a base market risk (e.g., a risk-

Application must be consistent 

Another method could be used if it is 
representationally faithful 

free interest rate) 

44 
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Presentation – Statement of Cash 
Flows 

ASU 2016-01 eliminates the AFS classification for 
equity securities 

Legacy GAAP ASU 2016-01 

Cash flows from AFS 
equities = investing 

Classify cash flows 
from all equity

securities based on 
nature and purpose

for which the security
was acquired 

Cash flows from 
Trading equities = 

operating or investing 

Disclosures 
Private 
companies 

FV of financial instruments 
measured at amortized cost 

No longer required 

Public 
companies 

Method(s) and significant 
assumptions used to 
estimate the FV for 
disclosure purposes of 
financial instruments 
measured at amortized cost 

No longer required 

Exception removed 

Exception to the exit price 
notion when measuring the 
FV of financial instruments 
measured at amortized cost 
for disclosures 
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Effective date 

When is it 
effective? 

Annual periods in 
fiscal years 

Interim periods in 
fiscal years 

Public business 
entities 

Beginning after 
12/15/2017 

Beginning after 
12/15/2017 

All other entities 
Beginning after 
12/15/2018 

Beginning after 
12/15/2019 

Consider ASU 2018-03 effective dates 
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Implementation Matters 
Loans Exit price disclosure 

The exit price notion is now 
required to be used to estimate fair 
value for disclosures of all financial 
instruments. 

Many banks had historically been 
using an entry price notion for 
certain financial instruments (i.e. 
loans) as allowed under legacy 
GAAP. 

Increased cost and effort to 
estimate fair value using exit price 
notion. 

Consider involving RA specialists 
in assessing exit price disclosures. 

Press releases and Form 10-Qs 
disclosing gains/losses on 
particular securities is secondary 
information (i.e. not an observable 
market price). 

However, evaluate whether there is 
a need to go further to identify 
original trade information. 

Auditors and regulatory bodies will 
be interested in process to identify 
price changes that are known or 
can be reasonably known. 

Observability in market 

48 

3/18/2019 

24 



3/18/2019 

Thank You 
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