
2-Lease
Model Remains

Under the new guidelines, equipment lease 
transactions historically categorized as either 
"capital" or "operating" are now defined as 
"finance" or "operating." Determining whether 
a contract is a finance or operating lease will 
be virtually the same as the old framework. 

New Lease Accounting Rules 
In June of 1976, the Financial Accounting Standards Board (FASB) released 
FAS 13 - Accounting for Leases. 

After years of deliberation, the FASB finalized changes to the accounting rules in the 
first quarter of 2016. 

The new rules increase transparency in lease accounting by bringing operating leases 
onto the balance sheet. 

2020 
Start Date 

Implementation is required for 
privately held organizations 
with calendar year-ends 
beginning in 2020. 

$0 
No Additional 
Balance Sheet 
Debt 

The operating lease liability is to be reported as 
a component of "other liabilities" and not as debt. 

FASB specifically stated that a capitalized 
lease obligation (which does not meet the UCC 
definition of debt) is to be reported on the 
balance sheet as "non-debt." 

$0 
No Impact on 
Income 
Statement 

Changes to Operating Leases 
Operating leases are to be capitalized (appear on the balance sheet). 

Organizations will recognize the value of a right-of-use (ROU) asset on the balance sheet, and will also 
book a corresponding liability for the minimum lease payments, discounted at the rate implicit in the 
lease. 

Due to the residual investment by the leasing company and the discount rate, the balance sheet 
amounts (ROU amount and liability amount) will be lower than the amounts capitalized when financing 
with debt. 

Debt Limit 
Covenants 

Stronger 
ROA 

Income statement treatment remains 
the same. Under the new rules, 
operating lease payments are to 
continue to be expensed straight-line 
(as rent expense). This method will 
continue to be favorable compared to 
debt financing, where computed 
interest has a large front-end impact. 

Since "other liabilities" are generally 
excluded from debt limit covenant 
calculations, the accounting change 
should not adversely impact bank debt 
covenants. Operating leases will 
continue to help most organizations 
avoid bank covenant violations. 

The net result is that leasing, 
compared to borrowing to buy, will 
continue to result in a better ROA. 

Low Costs + Asset Management 
Organizations will continue to receive the benefits of leasing, including lower monthly payments, thanks to the 
leasing company's residual investment. The present value of operating lease obligations will still be lower than 
the cost of buying the equipment outright. Technology exchange options and lease-based refresh programs will 
remain as powerful financial tools to manage assets and avoid technological obsolescence. 
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This paper has been prepared for informational purposes only. Please consult your auditor for confirmation and discuss covenants with banks and 
creditors. First American does not provide tax, legal or accounting advice.




