Strafford

Navigating the New Lease Accounting
Standards for Audit Advisers

Preparing Clients for the Transition to the Joint Project Lease Reporting

TUESDAY, JANUARY 12, 2016, 1:a250 pm Eastern

IMPORTANT INFORMATION
This program is approved for 2 CPE credit hours. To earn credit you must:
A Participate in the program on your own computer connection (no sharing) aif you need to register

additional people, please call customer service at 1 -800-926-7926 x10 (or 404-881-1141 x10). Strafford
accepts American Express, Visa, MasterCard, Discover

A Listen on -line via your computer speakers.

A Respond to five prompts during the program plus a single verification code . You will have to write down
only the final verification code on the attestation form, which will be emailed to registered attendees.

A To earn full credit, you must remain connected for the entire program.

WHO TO CONTACT

For Additional Registrations :
-Call Strafford Customer Service 1-800-926-7926 x10 (or 404-881-1141 x10)

For Assistance During the Program :
-On the web, use the chat box at the bottom left of the screen

If you get disconnected during the program, you can simply log in using your original instructions and PIN.



T/;US for 0,0l'/ma/ Qlja//'lj/ FOR LIVE EVENT ONLY

Sound Quality

When listening via your computer speakers, please note that the quality

of your sound will vary depending on the speed and quality of your internet
connection.

If the sound quality is not satisfactory, please e -mail sound@straffordpub.com
immediately so we can address the problem.

Viewing Quality
To maximize your screen, press the F11 key on your keyboard. To exit full screen,
press the F11 key again.
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Notice

ANY TAX ADVICE IN THIS COMMUNICATION IS NOT INTENDED OR WRITTEN BY
THE SPEAKERS® FI RMS TO BE USED, AND CANM
OTHER PERSON OR ENTITY FOR THE PURPOSE OF (i) AVOIDING PENALTIES THA
MAY BE IMPOSED ON ANY TAXPAYER OR (ii) PROMOTING, MARKETING OR
RECOMMENDING TO ANOTHER PARTY ANY MATTERS ADDRESSED HEREIN.

You (and your employees, representatives, or agents) may disclose to any and all persons,
without limitation, the tax treatment or tax structure, or both, of any transaction

described in the associated materials we provide to you, including, but not limited to,

any tax opinions, memoranda, or other tax analyses contained in those materials.

The information contained herein is of a general nature and based on authorities that are
subject to change. Applicability of the information to specific situations should be
determined through consultation with your tax adviser.
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A BRIEF HISTORY

A 2006 i FASB and IASB launch project
A20107 First exposure draft released

A 20137 Second exposure draft released
A Q1 20167 New standard is published

A 2018 /2019 i New standard will go into effect
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L ease Defined

Rna contract, or part of a
right to control the use an identified asset (the
underlying asset) for a period of time in exchange for
consideration. o

Exemptions 1

A Low value assets
A Leases with a term less than 1 year
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FASB/IASB Overview

AFASB and IASB standards differ
AIASB = All leases are Type A (Capital)
AFASB = Allows for Type A and B (Operating)

A Requires leasees to record all leases as both
Assets and Liablilities on the Balance Sheet.
Includes both real estate and equipment leases.

ATo be released Q1 2016 with implementation by
2018/2019. Requires a restatement of all leases
retrospectively going back three years.
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FASB Type Av. Type B

. The lease automatically transfers ownership of the
property to the lessee by the end of the lease.

. The lease contains a bargain purchase option.

. The lease term equals 75% or more of the
estimated economic life of the property.

. The present value of the minimum lease payments
at the beginning of the lease term equals or
exceeds 90% of the fair market value of the

property. .
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IASB

All leases are Type A Capital Leases.
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Options

A Options - An entity should include such an option in
the lease term only if it is reasonably certain that the
lessee will exercise the option having considered
the relevant economic factors as with US GAAP.

A Reassessment - reassess the lease term only upon
the occurrence of a significant event or a significant
change in circumstances that are within the control
of the lessee.
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Variable Payments

A Measurement - The Boards decided that only variable
lease payments that depend on an index or a rate
should be included in the initial measurement of lease
assets and lease liabilities and that an entity should
measure those payments using the index or rate at
lease commencement.

A Reassessment i FASB/IASB remeasures if the lease
liability changes for other reasons. IASB also
remeasures when there is a change in the cash flows
resulting from a change in the reference index or rate.
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Right of Use (ROU) Presentation

AFASB - Present finance ROU assets and operating
ROU assets as separate line items or note which
Ine items in the balance sheet include finance ROU
assets and operating ROU assets. A lessee Is
prohibited from presenting finance ROU assets
within the same line item as operating ROU assets.

AIASB - Present as a separate line item on the
balance sheet or disclose in the notes as ROU
assets.
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Liability Presentation

AFASB - Present finance lease liabilities and
operating lease liablilities as separate line items or
note which line items in the balance sheet include

ease liabilities and operating lease liabilities. A

essee Is prohibited from presenting finance lease

labilities within the same line item as operating
ease liabllities.

AIASB - Present as a separate line item on the
palance sheet or disclose In the notes as lease
labilities.
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Cashflow Presentation

A Cash payments for the principal portion of the lease
liability arising from finance leases within financing
activities.

A Cash payments for the Interest portion of the lease
liability arising from finance leases within operating
activities.

A Cash payments arising from operating leases within
operating activities. (FASB Only)
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Example of Calculations

' V i | I_ . \ yme Phillip Pef IVLDevelopment A Help [Whats New Log Out
LEASE ul.lslua elase

LEASE - PROJECT - REPORTING - CONTACTS TOOLS -

J T
i] PT0519 Dashboard Clauses Tasks Alerts z
@ PhilTest Calendar | Entries | Payees | Allocations | CAM / OpEx Setup | CAM / OpEx Statements | FASBIIASE | Payments | StraightLine Rent | Percent Rent §-
2 1000 US Highway 9 s
E Woodbridge, NJ 07085 A% . — z
= United States. jiccounisg Edit §
o g
@ . ) .
£ ~ General Information Assumptions Capital L ease Testing
=
% . 2
g Rent Type Gross ‘Corporate Interest Rate 25 1. Does property transfer ownership at end of lease Yes
Lease Status  Active Property Fair Market Value 20,001 2.1s there a Bargain Purchase clause in the lease? No
ears >
Class PhiTesting Economic Life of Asset 275 ¥ 3. Does the lease encompass 75% or more of the useful life? Yes
PTKICuSt!  saa Assumed Duration of Lease 24 months 4.1s the NPV of all payments >= 90% of Fair Market Value? No
Bid Name PhiTest lNet Present Value of Payments 30,111.00
County1 4 Standards Board FASB
Floor1
f Lease Type: Type B
Suite1 &
Start Date 01/01/2014
End Date 123172015
FASB Schedule Add
Dates Cust1

Dates Cust2
tes Cus k Calculation Inputs Used
Rentable Area §00.0 SF

Comm Date 0110172016 Interest Rate  25%
AreaCustt
Exp Date 1213172025 Frequency Annual
AreaCust?  n
Currency usb Lease Pay (Cash A ization of Use Accumulated Right of Use Asset  Gross Liability (Cash Interest to be Liability For Lease
Period Basis) Asset Amortization Value Basis) Expensed over Term Interest Expense Liability Reduction Payments
, Current Fiscal Year 2010 200,000.00 168,168.00 169,169.00 1,522,521.00 2,040,676.00 460,172.00 88,813.73 111,186.27 1,580,504.00
Obligations
= 2011 205,000.00 169,168.00 338,338.00 1,353,352.00 1,835,676.00 377,196.00 82,976.45 122,023.55 1,458,480.00
L LeEod e 2012 210,125.00 168,168.00 507,507.00 1,184,183.00 1,625,551.00 300,626.00 76,570.22 133,554.78 1,324 926.00
2013 21537813 1689,169.00 676,676.00 1,015,014.00 1,410,173.00 231,067.00 69,555.59 145,819.53 1,179,106.00
2014 22076258 169,169.00 845,845.00 845,845.00 1,129,411.00 169,164.00 §1,903.07 158,859.51 1,020,247.00
Critical Dates 2015 22626164 169,169.00 1,015,014.00 676,676.00 963,128.00 115,601.00 53,562.84 172,718.70 847,528.00
(next 12 months)
2016 23193268 169,169.00 1,184,183.00 507,507.00 731,190.00 71,106.00 44,495.21 187,443.47 660,084.00
10115/2015 Cleaning 2017 237,737.15 189,169.00 1,353,352.00 338,338.00 493,453.00 36,452.00 3485443 203,082.72 457,002.00
10115/2015 Tax 2018 243,680,586 169,169.00 1,522,521.00 169,169.00 249,773.00 12,459.00 23,992.59 219,687.99 237,314.00
11116/2015 Cleaning 2018 249, 772.59 169,160.00 1,691,690.00 0.00 0.00 0.00 12,458.97 237313683 0.00
1211512015 Cleaning
1213112015 Lease Expiration
0610112016 OPTIONS: Option List
2nd Renewal 2,240,676.35 1,691,690.00 548,983.20 1,691,690.15
07342016 OPTIONS: Ontinn | ist

Copyright 1996-2015 Visual Lease Visual Lease is aregistered trademark of Realogix, LLC. Use ofthis website is subject to Visual Lease Terms of Use Privacy Policy Visual Lease Website
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When does it go into effect?

A Companies reporting to the SEC - December 15,
2018, including interim periods within those fiscal
years.

A For all other entities - December 15, 2019, and

iInterim periods within fiscal years beginning after
December 15, 2020.
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Leases - Evaluating and responding to risks

Agenda

Evaluating and responding to risks of material
misstatement related to lease recognition,
measurement and presentation
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Leases - Evaluating and responding to risks

Relevant Objectives
Existence
Completeness
Valuation

Accuracy

Cutoff

Rights and Obligations
Disclosure

Special considerations

To T o T To To T o
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Leases - Evaluating and responding to risks

Relevant Objectives
A Existence of recorded leases
o Obtain and extract contract terms
o Consider confirmation
A No side agreements
A Any amendments, extensiongtc
A Clarification of vague matters relevant to

accounting

WINDHAM BRANNON 22 Straﬁord
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Leases - Evaluating and responding to risks

Relevant Objectives
A Completeness
o Inquire, and believe but verify
o Comparison of observation of property and
equipment to list(s) of owned property and
equipment
0 Review expense accounts likely to include leased
items for recurring level payments
0 Review legal filings in local jurisdiction(s)

WINDHAM BRANNON 23 Straﬁord
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Leases - Evaluating and responding to risks

Relevant Objectives
A Valuation and accuracy
o Term
A Non-cancellable period
A Renewals
Aa{AIYATFAOI VI
A awSl azyl of &
0 Amount
A Payments
A Variable payments
A Contingent payments
A Discount rate
A Implicit in lease vs entity incremental rate vs risk

free rate
WINDHAM BRANNON 24 Strafford
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Leases - Evaluating and responding to risks

Relevant Objectives
A Valuation and accuracy (continued)
o Classification as A or B lease
A G!é¢ £SIrasa INBE LISNRZ2YI €
A Separately recognize amortization and interest
A General ledger accounts should separate
AaG.¢ t£tSIFHasa NS ftFyR FyR
A Recognize single lease cost
A General ledger accounts will still have to be
separate because of cash flow and disclosures
0 Lease modifications
A Consider changes in payment rates, review of
correspondence filesgtc
A Accounting department may not know about
wisonav srasvon — modifications s Strafford
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Leases - Evaluating and responding to risks

Relevant Objectives

A Cutoff
0 Subsequent events should consider effective date

new leases
A Consider disclosure of material new leases

0 Review of new leases for prior year effective dates
A Restatement issue

WINDHAM BRANNON 26 Straﬁord
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Leases - Evaluating and responding to risks

Relevant Objectives
A Rights and Obligations
0 See also Existence and Accuracy
0 ¢CKS |Y2dzyd 2F OKS d&Ghot
FY2dzyd 2F GKS awA3IKOE
0 Extract agreements for disclosure

Strafford
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Leases - Evaluating and responding to risks

Relevant Objectives
A Disclosure
0 Use a GREAT disclosure checklist
A Set up a PBC template that captures all the
iInformation required to make the disclosures
0 Disclosure of undiscounted maturities will require
spreadsheets
o0 Disclosure of service elements may be contractual

general practice
A Also requires disclosure of future commitments

for services

WINDHAM BRANNON 28 Straﬁord
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Leases - Evaluating and responding to risks

Relevant Objectives
A Special considerations
0 Related party leases
A No carveout or differential measurement or
disclosure
0 Materiality
A Consider user needs
ALa AYTF2NXIGAZ2ZY AGRSOAA
0 EBIDAT
A Key measure for creditors
A Consider disclosures that facilitate users
determining EBIDAT

WINDHAM BRAI\{NON 29 Straﬁord
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Leases - Evaluating and responding to risks

LY O2y Of dzaAz2y X
Bon Auditpetite!

ions?
Questions: WINDHAM BRANNON

Contact offering more

Chris Rouse

crouse@windhambrannon.com
404-898-2000
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Example T Facts = Type A

On 01/01/20x0, ABC Co. (“lessee”) enters into a contract to lease property to be
used as a retail store from XYZ Landlord Co. (“lessor”).

Key terms of the lease contract

Lease commencement date 01/01/x0

Annual contractual payments $1 15,000 (includes $15,000 per year for executory costs)
in the initial term

Annual lease payments in - $110,000 (excluding executory costs)

the extension period :

Payment date 12/31 at the end of each year
Initial direct costs $10 000
Discount rate The lessee does not know the discount rate implicit in the lease. The lessee’s incremental borrowing rate would be

. 5% for a five year term or 5.75% for an eight year term.
Lease increase based on The annual lease payment increases in line with the annual increase in the CPI. The payment is based on the CPI
changes in the Consumer : at the beginning of the year. For example, the payment due on 12/31/x0 is based on the CPI at 01/01/x0. The CPI
Price Index (“CPI”) ? at lease commencement is 120.
Variable payment based on An additional lease payment of 1% of the annual retail store sales in excess of $1.0 million is due 90 days after the
sales end of each lease year.

*Example published by PWC @ https\Ww.pwc.confus/en/assetmanagement/realestate/assetspwc-corporaterealestateleaseaccountingchange.pdf
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Example T ROU and Liability

Based on the amounts above, the amounts recorded on the balance sheet on
01/01/20x0 are as follows:

Lease liability is $432,948 and is calculated as follows:

Payments made at the end of each year

Year 1 2 3 4 5 Total
Payment $100,000 $100,000 $100,000 $100,000 $100,000 $500,000
D|Scoun't .......................... ( 4’762) ............... (9’297) ............. ( 13,515)(17’730) ............. ( 21’64?) ............. ( 67’052 )
p,—esentvmue$g5,233$90,703$35,334 ............ $32,270$731353 .......... $432’943

Right-of-use asset is $442,948 and is calculated as follows:

Amount

Lease liability $432,948
' n m a|d|rec t costs ............................................................................................................................................ 10’ 000
Totamght-of_useasset$4.42,g43
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Example - Interest

Interest expense: The table below details the interest expense
calculation for each year.

Year Remaining Discount Liability Interest Lease Liability
cash beginning expense payment ending
payments balance balance

1 $500,000 $67,052 $432,948 $21,647 $100,000 $354,595

2 400,000 45,405 354,595 17,730 100,000 272,325

3 300,000 27,675 272,325 13,616 100,000 185,941

4 200,000 14,059 185,941 9,297 100,000 95,238

5 100,000 4,762 95,238 4,762 100,000 -

Amortization expense: The lessee has concluded that a
straight-line amortization pattern best represents the pattern
in which it will consume the asset. Therefore, the annual
amortization is as follows:

Year 1 2 3 4 5
Beginning balance $442,948 $354,358 $265,769 $177,179 $88,590
Annua|amort.zat|on38,59033,59033,59033_59038,590
‘Ending balance $354,358  §$265769  §$177,179  $88,590 $-
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Example - Amortization
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