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Overview
In February 2016, the Financial Accounting Standards Board (FASB) issued one of the most sweeping 
changes to generally accepted accounting principles in the United States (U.S. GAAP) – Accounting 
Standards Update (ASU) No. 2016-02, Leases (Topic 842). The new lease accounting standards 
and subsequent amendments require lessees to report all leases with a term greater than 12 months, 
including operating leases, on the statement of financial position. Topic 842 also requires expanded 
disclosures, aimed at providing financial statement users enough information to assess the amount, 
timing, and uncertainty of cash flows arising from leases. 

The principle of Topic 842 is that a lease conveys the right to use an asset for a period of time in exchange 
for consideration.

LESSEE ACCOUNTING
Topic 842 retains two separate classifications for leases: finance and operating. The criteria used for 
classifying a lease as a finance lease are similar to those included in legacy GAAP for classifying a 
lease as a capital lease, except that specific thresholds have been removed.

If any of the following criteria are met, the lease will be classified as a finance lease:

• Transfer of ownership occurs by end of the lease term.
• Lease includes a purchase option that is reasonably certain to be exercised.
• Term is for the major part of the remaining economic life of the underlying asset.
• Present value of the lease payments (plus any residual value guarantee by the lessee) equals or 

exceeds substantially all the fair value of the underlying asset.
• Underlying asset is specialized with no alternative use, absent major modifications.

Not-for-profit entities that have issued, or are 
conduit bond obligators for, securities that are 
traded, listed, or quoted on an exchange or 
over-the-counter market

Early adoption of Topic 842 is permitted for all entities.

EFFECTIVE DATES

 ENTITY TYPE EFFECTIVE DATE

RIGHT-OF-USE ASSET
LESSOR LESSEE

LEASE PAYMENTS

Fiscal years beginning after Dec. 15, 2021, and 
interim periods within fiscal years beginning 
after Dec. 15, 2022.

If financial statements had not yet been made 
available for issuance as of June 2020, fiscal 
years, and interim periods within those fiscal 
years, beginning after Dec. 15, 2019

All other not-for-profit entities
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The following is a snapshot of the lessee accounting for each type of lease:

TRANSITION
Topic 842 provides a modified retrospective adoption approach, with two options for a cumulative-
effect adjustment to net assets:

• As of the beginning of the earliest period presented (comparative periods adjusted)
• As of the initial date of application (comparative periods not adjusted)

The following practical expedients may be elected at transition:

• Not to reassess (all three practical expedients listed below must be elected together):
o Whether any expired or existing contract is (or contains) a lease
o Lease classification of any expired or existing leases
o Initial direct costs for any existing leases

• Use of hindsight in determining lease term and assessing impairment of right-of-use assets
• Not to assess whether existing or expired land easements not currently accounted for as leases 

are (or contain) leases under the new standards

Practical expedients must be applied consistently to all leases.

DONATED RENT AND BELOW-MARKET LEASES
Donated rent does not meet the definition of a lease under Topic 842 because no consideration is 
exchanged.

Below-market leases will be accounted for as follows upon adoption of Topic 842:

Paid portion: Consistent with Topic 842, discussed above
Below-market portion: As a contribution, consistent with the Contributions Received subsection of 
Topic 958, Not-for-Profit Entities

 
• Right-of-use asset

 • Amortization • Cash paid for lease
 

• Lease liability
    (depreciation) expense    (principal and interest) 

Finance Leases  • Interest expense     payments

                                                                            Similar to capital leases under legacy GAAP

Operating Leases
 • Right-of-use asset • Lease expense on • Cash paid for lease

 • Lease liability    a straight-line basis    payments

Short-Term Leases 
• Nothing recorded • Lease expense 

• Cash paid for lease
(12 months or less)      payments

 STATEMENT OF STATEMENT OF STATEMENT OF
 FINANCIAL POSITION ACTIVITIES CASH FLOWS
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The following are important points related to recording contributions of donated rent and below-market 
leases:

• If unconditional, a contribution receivable is recognized for the full term of the agreement upon 
execution.

o Discounted fair value is used to determine the amount recorded.
o The contribution receivable is included in net assets with donor restrictions due to time restrictions.

• No consideration is given as to whether the not-for-profit entity would be able or willing to pay 
the market value of the lease.

Questions?
Contact a member of our Not-for-Profit Services Group. 

                          Scott Schuster, CPA                                                     Justin Hayes, CPA
                       sschuster@ksmcpa.com                                               jhayes@ksmcpa.com
                              317.580.2401                                                                 317.428.1158


