Asc 842 Lease Accounting Training

Overview of lessor accounting

.'.'_ 3 ot ‘_L'*I-T T I.I-_I- P - -r-._--'_'*,.'!‘_'."_ i I, "‘| i A A
is classified by the lessor under ASC 842, Leases.

« Leased assetis derecognized and net investment in the
lease is recognized
« Sefling profit or lossis recognized at commencement

z | eased assetis derecognized and net investment in the
Direct lease is recognized
financjng « Sefling profit is recognized over lease term, selling loss is
recognized at commencement

« Leased asset continues to be recognized
« Lease income is generally recognized over lease term

Operating

ASC 842 lease accounting training is essential for organizations navigating
the complexities of lease accounting under the new standards. The Financial
Accounting Standards Board (FASB) introduced ASC 842 to enhance the
transparency and comparability of financial statements by requiring lessees
to recognize lease assets and liabilities on their balance sheets. This
article delves into the significance of ASC 842, the training required for
effective implementation, and the key components that professionals need to
understand to comply with the new lease accounting standards.

Understanding ASC 842

ASC 842 is a significant update to the lease accounting standards that
replaced the previous guidance under ASC 840. The primary aim of ASC 842 is
to provide a clearer picture of a company’s lease obligations and related
assets, enabling stakeholders to assess the financial health of an
organization more accurately.

Key Objectives of ASC 842

The main objectives of ASC 842 include:

1. Transparency: By requiring lessees to recognize lease liabilities and
right-of-use (ROU) assets on the balance sheet, stakeholders can gain a



clearer understanding of a company's financial obligations.

2. Consistency: The standard aims to create uniformity in lease accounting
practices across various industries, which enhances comparability between
financial statements of different organizations.

3. Improved Decision-Making: With better visibility into lease liabilities,
management can make more informed decisions regarding asset utilization,
capital allocation, and risk management.

Key Components of ASC 842

Under ASC 842, the accounting treatment for leases is divided into two main
categories: operating leases and finance leases. Understanding these
categories is crucial for effective lease accounting.

1. Operating Leases:

- For operating leases, lessees must recognize ROU assets and lease
liabilities on their balance sheets.

- Lease payments are recognized as an expense on the income statement,
typically on a straight-line basis over the lease term.

2. Finance Leases:

- Finance leases, on the other hand, require lessees to recognize ROU assets
and lease liabilities, similar to operating leases.

- However, the expense recognition is different; lessees will recognize
interest expense on the lease liability and amortization expense on the ROU
asset.

The Importance of ASC 842 Lease Accounting
Training

With the implementation of ASC 842, organizations must ensure that their
finance and accounting teams are well-equipped with the necessary knowledge
and skills. Training is crucial to mitigate risks, ensure compliance, and
streamline lease management processes.

Benefits of Training

The benefits of effective ASC 842 lease accounting training include:

- Compliance Assurance: Training ensures that employees understand the
requirements of ASC 842, helping organizations avoid penalties and fines
associated with non-compliance.



- Efficient Implementation: A well-trained team can implement ASC 842 more
efficiently, reducing disruptions to business operations.

- Enhanced Financial Reporting: Training equips finance professionals with
the skills to produce accurate and reliable financial statements, enhancing
stakeholder confidence.

- Improved Lease Management: With proper training, organizations can better
manage their lease portfolios, leading to cost savings and improved
negotiation outcomes.

Training Options for ASC 842

Organizations can choose from various training options to ensure their teams
are well-prepared for the changes brought by ASC 842. Some of these options
include:

1. In-House Workshops: Tailored workshops led by industry experts can provide
organizations with specific insights into their lease accounting practices.

2. Online Courses: Many organizations offer comprehensive online training
programs that cover the fundamentals of ASC 842, making it accessible for
remote teams.

3. Certification Programs: Several professional bodies offer certification
programs in lease accounting, which can enhance individual credentials and
organizational expertise.

4. Webinars and Seminars: Regular webinars and seminars hosted by accounting

firms and educational institutions can keep professionals updated on the
latest developments and best practices in lease accounting.

Key Considerations When Implementing ASC 842

Organizations must consider several factors when implementing ASC 842 to
ensure a smooth transition and ongoing compliance.

1. Lease Identification

One of the first steps in compliance with ASC 842 is accurately identifying
leases. An organization must determine which contracts include a lease
component and ensure that all leases are accounted for appropriately. This
process may involve:

- Reviewing existing contracts for embedded leases.



- Engaging cross-functional teams to analyze agreements.

2. Data Collection

Accurate data is critical for compliance. Organizations must gather relevant
data on each lease, including:

- Lease term and payment schedules.
- Renewal and termination options.
- Any variable lease payments.

3. System Implementation

Organizations should evaluate their current accounting systems to determine
if they need upgrades or new software to handle ASC 842 requirements
effectively. Key considerations include:

- Integration capabilities with existing financial systems.
- User-friendliness for staff.
- Reporting functionalities to meet stakeholders’ needs.

4. Continuous Monitoring and Reporting

Once ASC 842 is implemented, organizations must establish processes for
ongoing monitoring and reporting. This includes:

- Regularly reviewing lease agreements to account for modifications or
terminations.
- Ensuring timely and accurate disclosures in financial statements.

Conclusion

In conclusion, ASC 842 lease accounting training is vital for organizations
to navigate the complexities of lease accounting under the new standards. By
understanding the key components of ASC 842, investing in effective training,
and considering critical implementation factors, organizations can ensure
compliance, improve financial reporting, and enhance overall lease
management. As the landscape of lease accounting continues to evolve, staying
informed and prepared through ongoing training and education will be crucial
for success in this area.



Frequently Asked Questions

What is ASC 842 and how does it differ from ASC 8407

ASC 842 is the new lease accounting standard that requires lessees to
recognize assets and liabilities for leases on their balance sheets, a
significant change from ASC 840, which allowed operating leases to be off-
balance-sheet.

What are the key components of a lease under ASC
8427

Key components include the lease term, lease payments, and the right-of-use
asset that represents the lessee's right to use the leased asset during the
term of the lease.

How does ASC 842 impact financial statements?

Under ASC 842, lessees must recognize a right-of-use asset and a lease
liability on their balance sheets, impacting financial ratios and potentially
affecting debt covenants.

What training resources are available for ASC 842
lease accounting?

Training resources include online courses, webinars, workshops, and guidance
from professional organizations like the AICPA or accounting firms that
specialize in lease accounting.

What are the challenges companies face when
transitioning to ASC 8427

Challenges include identifying all lease agreements, determining the correct
lease terms, calculating the right-of-use asset and lease liability, and
ensuring compliance with the new disclosure requirements.

What is a practical expedient under ASC 842?

A practical expedient allows companies to apply a simplified approach to
leases that meet certain criteria, reducing the complexity of lease
accounting and compliance.

How should companies handle modifications to leases
under ASC 8427

Companies must assess whether a lease modification is a separate lease or a
change to the existing lease, which affects how they account for the
modification, including re-evaluating the lease liability and right-of-use
asset.



What are the disclosure requirements for leases
under ASC 8427

Disclosure requirements include providing qualitative and quantitative
information about leases, such as the nature of the lease, lease terms, and
the amounts recognized in the financial statements.
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Enhance your skills with our ASC 842 lease accounting training. Discover how to navigate lease
standards effectively. Learn more to boost your expertise today!
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