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ASC 842 Implementation Timeline | Ve
0 2m 4m 6m 8m 10m 12m
Identify entire lease portfolio and |
gather lease documents . T
L |

Review lease data in all contracts

[

Evaluate existing lease business
processes

technology needs

|
Assess current systems and [ |
|

|
AR
Review new accounting
disclosure requirements I
Develop communication plan to [
board, management,

I
departments, lenders

When Should You Start?

Lease Implementation Implementation
Portfolio Size Duration Start Date

6-10 months March-July 2019

8-12 months January-May 2019

December 2018

12+ months
(or sooner)
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Old vs. New Lease Accounting

. New Lease Accounting
Old Lease Accounting (ASC 842)

(ASC 840) .
» Four “red line” criteria >
» Operating vs. Capital »
» Only capital has BS impact »

Old four criteria + 1 new
Removes “red lines”
ST vs. Operating vs. Financing

Both operating & financing
have BS impact

» Additional Disclosures

e

Term & Transition




Lease Term

Noncancellable

period

Option to
terminate

Option to extend

:: Cherry B_rf:..n-u 1

1/23/2019

v

v

v

v

“Reasonably Certain”

Contractual terms (e.g. penalties)

How important the leased property
is to the entity

How unique the leased property is
Availability of replacements

Leasehold improvements

v

v

v

v

Below market rates

Cost of moving (direct and indirect
or opportunity)

Past history isn’t primary
consideration*

Tax implications
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Transition




When Do | Have to Do Anything?

Public Entities All other Entities

¢ FYB>12/15/18 e FYB>12/15/19

Early adoption is permitted

1/23/2019

Transition = Modified Retrospective Approach

Comparative Cumulative
Periods Catch-up Year
Adjusted of Adoption

PRACTICAL EXPEDIENTS




Practical Expedient Package

No need to reassess:

Whether an

arrangement is (or | Lease classification | Initial direct costs
contains) a lease

All 3 or nothing election Must be applied to all leases
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Hindsight Practical Expedient

Applies to assessment of:

Impairment of right to use
assets

Lease term

Separate from practical )
expedient package Must be applied to all leases

:: Cherry B_nk..n-u 1

Short-Term Leases

A lease that, at the commencement date, has
allease term of 12 months or less and does
not include an option to purchase the

underlying asset that the lessee is reasonably
certain to exercise.
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Portfolio Approach

1/23/2019

Portfolio Approach

Proper Aggregation Discount Rate

Not to Combine Lease and

L Term
CaseRe Non-lease Components

-, Jekaer
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How much information fi
lease is needed?

55

pieces of information

m each
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Challenges

How do | track all of
in?
Wi eto i this new information?

How should | update
How do | know if | have my accounting policies
captured all leases? and processes related
to leases?

20

Which policy elections
or practical expedients
should | adopt?

How do | educate the
users of my financial
statements on the
changes they will see?

-, Jekaer
= Cherry Eul_m.ll. 1
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Implementation Assistance Services

Assist with
development of
implementation
plan (checklists,
questionnaires)

All Companies

Hold
brainstorming
Provide sessions to
training and assist in
education identifying
unique terms
in leases

Provide access
to lease
maintenance
software

Analyze
potential
impact on
financial
statements,
debt
covenants, and

1/23/2019

income taxes

Implementation Assistance Services

Non-Attest Clients Only

Analyze
contracts or
Draft accounting input data from Assist in the
policies and known leases identification of
manuals into lease all leases
maintenance
software

Draft new
financial
statement

disclosures

Cheny Bebaer! | Services | Asswance | Leave Accounting

cbh.com

www.cbh.com/services/
assurance-
accounting/lease-
accounting/




From Mechanics to Maintenance

Track leases
in Excel

Have selected
| a'lease solution
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BB/ of have ermors

Al calculations and formulas are
systematically appied

Dilficult to enfoece specific spreadsheet Scalable Designed woekdlows being economies of
workflaws and versians, which limits Workflows and scale and faster audits, with data always
efficiency Audit Control up-to-date and accessible
Team must be trained on the standard isell, T and tips caraie
St m::i‘:’m“ﬂ:‘::m?" Ease of Use learse data entry, with journal entries and
" o foatnote caiculaticns instaetly avaidable
accuracy
When leases are remeasured, impaired or L
£ase Users are guided through steps for each
rmodified, inputs and calculations must be Modifications i
propery updated
Nearly impossible to ervsure security of Passward rotect:
soreadsheets Security sensitive client data
Spreadshests requine manal entry inta b
asccounting systems. Integration sccounting systems
s s AN T iz b
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Software
Highlights

Description & Term

Lease Term Wizard Information

you will bypass any early termination optionisi?

Are youl reatonably certain 1o exercise a renewal option(s]?

[ Based of your answers, we're going to use the original End Date 12312021 ]
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Cassincanen

Lease Classification @

il et it 1 Lissa at the end of s seeri!
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Dexter Laboratories

Dexter Laboratories enters into a 3-year lease. Annual payments are as follows:
Year 1 - $20,000, Year 2 - $22,000, Year 3 - $24,000

Ex. 1 - Underlying asset is a hovercraft named “Slice of Life”.
Estimated FV 70,000

Ex. 2 — Underlying asset was an abandoned warehouse.
Estimated FV 500,000

No transfer of ownership, no options to purchase.

1/23/2019
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Dexter Laboratories

Financing (Hovercraft) Operating (Warehouse)

ROU Asset $ 60,000 ROU Asset $ 60,000
Lease Liab Lease Liab $60,000

At inception At inception

1/23/2019

Dexter Laboratories

(Hovercraft) Lease

[ o] 0 60,000 60,000

60,000 2,862 20,000 20,000 42,862 40,000

42,862 2,045 22,000 20,000 22,907 20,000

22,907 1,093 24,000 20,000 0 0
6,000 60,000

Dexter Laboratories

Operating (W: use) Lease

o 3

60,000 60,000
60,000 22,000 19138 42,862 40,862
| 2| 12,862 22,000 19,955 22,907 20,907

22,907 22,000 20,907 0 0

] 66,000 60,000

A —The annual straight-line lease expense is $22,000/year [(20,000+22,000+24,000)/3].

B - Change in ROU Asset is calculated by subtracting the accretion of the lease liability
(i.e. the interest expense) from the straight-line lease expense each year.
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Dexter Laboratories

Financing (Boat) Operating (Warehouse)

ROU Asset $ 60,000 ROU Asset $ 60,000
Lease Liab $ 60,000 Lease Liab $ 60,000

Atinception Atinception

Amort XP 20,000 Lease XP 22,000
Interest 2,862 Lease Liab 17,138
Lease Liab 17,138 Accum Amort
Accum Amort Cash

Cash

Year 1

As of January 1, 20X0, CB Inc. has a 4-year contract for the use of a private jet.
CB intends to use the jet to shuttle those in this CPE class between CB HQ and
other expensive cities to find additional donors. Here are the terms of the
contract:

* The jet is identified by its serial number. The supplier cannot substitute
the jet except for maintenance and repairs. This jet has a remaining
economic useful life of 10 years.

CB has exclusive use of the jet for the contract period.

CB determines the destinations and timetable for the flights.

When the jet is not in use, the supplier is not permitted to use the jet.

%MH—E'
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Here are the terms of the contract (continued):
The supplier will operate the jet using its own flight crew.
The supplier will perform all maintenance and repairs.

The supplier will handle all insurance.

CB will pay a fixed amount of $6M over the course of the contract. $1.5M

at the beginning of each year. The fixed amount compensates the supplier
for use of the jet up to a designated number of flight hours.

If CB exceeds the designated number of fl hours, CB will pay a variable
amount based on the number of excess flight hours.

The supplier retains ownership of the jet at the end of the contract period.

There is no formal option for CB to purchase the jet. == t,

What questions do we need to ask?

. Does a lease exist?

. What non-lease components need
to be separated?

. If this is a lease, is it financing or
operating?

. If this is a lease, how are the RTU
liability and asset calculated?

. How does CB account for this over
the life of the contract?

- Ackaer
-3 Cherry LL:‘:IJL 1
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1. Does a lease exist?

Does the contract involve an identified asset?
+ “The jet is identified by its serial number”

Who controls the underlying asset (i.e. substantially all of the
economic benefits and right to direct use)?

* “CB has exclusive use of the jet”
* “The supplier is not permitted to use the jet”
» “CB determines the destinations and timetables”

%MH—E'
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2. Non-Lease Components

What are the various components (lease
and non-lease)?

* Right to use the jet for 4 years . Lease
+ Services to operate the jet for 4 years . Non-lease

» Maintenance and repairs for 4 years « Non-lease

How do we allocate between the lease and non-lease
components? S GenryBct

1/23/2019

2. Non-Lease Components

Based on third party suppliers, it is determined that the
standalone selling prices are as follows:

Jet $5,500,000 87% $5,196,850 $1,299,212
Service to operate the jet 175,000 3% 165,355 41,339
R&M 675,000 11% 637,795 159,449

Total $6,350,000 100%  $6,000,000 $1,500,000

3. What type of lease is this?

Is there a Is the jet
Does the purchase Does the PV of | specialized that
ownership of | option that the | Does the lease the it has no
the jet transfer lessee is term cover a consideration | alternative use
to the lessee at reasonably majority of the exceed to the lessor at
the end of the certain to jet’s remaining | substantially all | the end of the
lease term? exercise? economic life? | of the jet’s FV? lease term?

Nope Nope Nope

17
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3. What type of lease is this?

Let’s assume the lessee is not able to determine the rate the
lessor charges or the implicit rate in the lease. The lessee’s
incremental borrowing rate is 6% and there are no initial direct

costs or prepayments.

PV of the $1,299,212 lease portion payment = $4,722,021

FV of the jet = $5,500,000

:: Cherry Brfs..m 1

3. What type of lease is this?

Is there a Is the jet
Does the purchase Does the PV of | specialized that
ownership of | option that the | Does the lease the it has no
the jet transfer lessee is term cover a consideration | alternative use
to the lessee at reasonably majority of the exceed to the lessor at
the end of the certain to jet’s remaining | substantially all | the end of the
lease term? exercise? economic life? | of the jet’s FV? lease term?

Nope Nope Nope Nope Nope

Ladies and gentlemen, we have ourselves an OPERATING LEASE!

e

4. What is the RTU liability and asset?

Beginning of Year Total payment
1-$1,299,212 1-$1,500,000
2 -$1,225,672 2 -%$1,415,094
3-%$1,156,294 3-$1,334,995
4 - $1,090,843 4 - $1,259,429
Total = $4,722,021 Total = $5,509,518

%MH—E'
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5. How to account for the lease?

- Lease Liab Right of Use Asset

Ending Beg. 2 Ending
Balance Balance Amot Balance

Beg.

Payment Interest!
Balance i

4,772,021 1,299,212 208,369 3,681,178‘ 4,772,021 1,090,843 3,681,178

3,681,178 1,299,212 142,918 2,524,884‘ 3,681,178 1,156,294 2,524,884

2,524,884 1,299,212 73,540 1,299,212‘ 2,524,884 1,225,672 1,299,212

1,299,212 1,299,212 0 0‘ 1,299,212 1,299,212 0

1 — Computed as the beginning balance of the lease liability, less the

payment made at the beginning of the year ($1,299,212) * 6%

2 — Calculated as the difference between the total lease expense and %mmp
the interest accretion for the year. _——

5. How to account for the lease?

ROU Asset $4,772,021 Lease Expense $1,299,212
Lease Liab $3,472,809 ROU Asset $1,090,843
Cash $1,299,212 Lease Liab $208,369

1/1/X0 — Lease payment and initial recognition 12/31/X0 - Year 1 (lease expense

Lease Liab $1,299,212 Lease Expense $1,299,212
Cash $1,299,212 ROU Asset $1,156,294
Lease Liab $142,918

1/1/X1 - Year 2 Lease payment

12/31/X1 - Year 2 (lease expense)
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