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3 Reasons Why You Need to  
Forge Ahead With Lease  
Accounting Implementation

Even though the Financial Accounting Standards Board (FASB) pushed back  
the deadline for private companies and nonprofits to comply with new lease 
accounting rules – now applicable for the fiscal year and interim periods beginning 
after Dec. 15, 2020 – organizations can’t afford to let more time pass by before 
acting on implementation.

The FASB’s Accounting Standards Update (ASU) 2016-02 (“Topic 842” or “the new 
standard”) applies to both lessees and lessors, and will bring significant changes 
to most companies’ balance sheets. The extra time granted by the FASB reflects 
the mammoth task ahead, which will require more work, more resources and more 
time than most businesses realize.

Worse still, the longer you wait, the greater the cost of implementation can be. The 
following are just three reasons to illustrate why your organization needs to act 
now to achieve an efficient and timely adoption of the new standard.



REASON #1:  
THE TASK AHEAD IS TOUGHER THAN YOU THINK

Implementing the new standard will be even more complex, 
difficult and time-consuming than you realize. Executives need 
to be mindful that the change requires significant upfront 
work across the entire organization just to identify and gather 
information for applicable leases. And once this information is 
in hand, the actual work of inputting the data and verifying it 
has been done correctly is just one of the many time-consuming 
aspects of the process.

Because the new standard changes the requirements for 
recognition of leases, the work of identifying your lease 
population will be onerous and at times judgment-based. 
The most significant change will occur on the balance sheets 
of lessees. Previously, lessees recorded the period costs of 
operating leases solely within their income statement, but now 
they must record the lease liability associated with the lease 
on their balance sheet as well. The process for recording each 
lease will depend on the lease’s classification. Further, the new 
standard also brings about a substantial list of new 
required disclosures.

Organizations will need to educate and train current staff to 
properly implement the new standard, in addition to onboarding 
external support for the increased workload. Experienced staff 
with the relevant lease accounting background will be in high 
demand, and because the new standard represents a significant 
change from historical accounting, few have familiarity with 
the intricacies.

The process of formalizing policy elections also raises many 
new questions. Determining the right policies will depend on 
each organization’s unique practices and needs, which can have 
a major impact on areas such as deferred tax liabilities. For 
example, ASU 2018-11 presents a choice around whether to 
separate non-lease components (e.g., cleaning, maintenance 
service) from lease components, depending on whether certain 
conditions have been met. Deciding on this matter will affect 
the total recorded liability on the balance sheet, so the benefits 
and drawbacks must be weighed carefully.

To help simplify the transition, the new standard offers several 
practical expedients, and organizations will need to review and 
formalize them for adoption. These include a “package of three” 
expedients, which will need to be elected together and applied 
to all leases, as well as two others: 

	X “Package of three” practical expedients – An entity need not 
reassess: (1) whether any expired or existing leases are or 
contain leases, (2) the lease classification for any  
expired or existing leases, and (3) initial direct costs for  
any existing leases.

	X Hindsight practical expedients – An entity uses hindsight in 
determining the lease term and in assessing impairment of 
the entity’s right-of-use (ROU) assets.

	X Land easements practical expedients – An entity need not 
assess whether  existing or expired land easements that were 
not previously accounted for as leases under Accounting 
Standards Codification (ASC) 840 are or contain a lease 
under ASC 842.

While these expedients aim to simplify adoption, the expedient 
regarding whether a contract is or contains a lease does not 
grandfather in errors. So, each organization must ensure it has 
a complete population of leases identified and appropriately 
classified in accordance with the previous standard, ASC 840, at 
the date of initial application.

Your business will also need to assess whether a software 
solution is required to assist with implementation and 
subsequent lease management and, if so, which one is fully 
compliant and best suits your needs. The right solution can help 
you save time and resources, so researching the options and 
understanding your business’ needs will be crucial.

Bear in mind that once your business puts the resources in 
place, has identified its lease population, formalized policy 
elections and assessed software solutions, then the most 
time-consuming task can begin: inputting all the data. This 
could take several months, depending on the number of 
leases and their complexity, so it’s critical to proceed with 
implementation now.
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REASON #3:  
YOUR IMPLEMENTATION COSTS  
WILL RISE

The less time your business allows for implementation, the 
greater the possibility of additional costs. Public companies were 
required to implement the new lease accounting standards as 
of January 2019 (for calendar year-end companies), and most of 
them had to leverage external resources, such as consultants or 
other third-party service providers, to accomplish the task. Many 
public companies required substantial resources on these efforts 
just to implement the new standards on time and are now 
looking to optimize their approach moving forward. Companies 
choosing to delay their implementation until the last minute will 
find themselves in an age-old situation: too little time, too few 
resources and additional costs to secure those limited resources 
if you hold off until the last minute. 

Each organization faces unique challenges with implementation, 
which can include lacking asset-level details, addressing poor 
data quality, and reconciling disparate data formats, as well as 
wrangling older legacy systems and disparate systems. While 
it would be ideal to devise a long-term, automated solution, a 
separate solution will likely be needed in the interim to meet the 
looming deadline for private companies with large 
lease portfolios.

Accounting departments are already strained from the 
2018-2019 implementation of new revenue recognition 
rules. They now face even more heavy lifting than before. 
If you underestimate the time and resources required for 
implementation, then you will also have underestimated the 
overall cost to the business. 

REASON #2:  
YOU LIKELY HAVE MORE LEASES THAN 
YOU REALIZE

The new standard introduces a raft of new complexities, and 
organizations are identifying more expenditures that qualify as 
a lease. You may be wondering: What is now considered a lease, 
what kind of leases do we have, and how many do we have? The 
FASB Master Glossary defines a lease as “a contract, or part of a 
contract, that conveys the right to control the use of identified 
property, plant, or equipment (an identified asset) for a period of 
time in exchange for consideration.”

Because accounting departments previously recorded operating 
leases in a similar manner to executory contracts, many 
organizations have not focused on lease definition. Embedded 
leases, including equipment and certain facilities, present a 
substantial area to pore over. And the new standard modifies the 
accounting for certain complex lease transactions (e.g., sale-
and-leaseback arrangements and build-to-suit arrangements), 
possibly causing additional complexity. 

Example: Let’s say a restaurant has a service contract 
with a trash removal company. As part of their service, 
the company provides a dumpster for the restaurant’s 
use, which it empties regularly. The dumpster could be 
considered an embedded lease, requiring evaluation, and 
possibly appear on the balance sheet.

Additional leases also means more opportunities for error. 
When putting a new business process in place or harnessing 
a new software, testing and validation is the key to continued 
success. To ensure proper validation and effective processes 
going forward, it will be important to take several steps, 
including: assigning data owners, unifying the database, devising 
a methodology to identify errors and establishing a process to 
correct those errors. Not to mention, testing will need to be 
done on your data entry inputs to ensure the calculations have 
been made correctly. 
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After implementation has been completed, you can gain a better understanding of how the new standard impacts your business as a 
whole. Establishing a long-term, automated solution can save resources over time, enable robust analytics to better inform business 
processes, and provide a competitive advantage. During the process, leveraging outside resources can also be helpful to aid in project 
management, lease identification, accuracy testing and financial reporting disclosures. 

While achieving implementation will be an arduous journey, it puts your business on the path to continued success. 
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