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FASB/IASB: Leases FAQs 
 

FASB-IASB Exposure Drafts on Leases 
Questions and Answers | Developed by the American Institute of Certified Public Accountants 
 

 
1. What are the exposure drafts (EDs), Leases, issued by the Financial Accounting Standards 

Board (FASB) and the International Accounting Standards Board (IASB) on August 17, 2010?  
  
The EDs, issued jointly by FASB and the IASB (hereinafter referred to as the boards) for public comment, 
propose a new approach to lease accounting. They were developed after considering responses to the 
boards’ discussion paper, Leases: Preliminary Views, which was published in March 2009. If finalized, the 
EDs would converge FASB’s and the IASB’s accounting for lease contracts in most significant areas (the 
few remaining differences pertain mostly to discrepancies with other existing standards). 
 
2. Why did the boards undertake this project? 
 
Leases are common transactions entered into by many entities and often involve significant assets and 
liabilities. The current lease accounting model has been criticized for various reasons, including 
assertions that it omits relevant information about rights and obligations that meet the definition of assets 
and liabilities; is unnecessarily complex; includes, in the case of U.S. generally accepted accounting 
principles (GAAP), arbitrary bright-line rules; and results in financial reporting that emphasizes form over 
substance. In addition, the financial reporting standards resulting from the project are expected to further 
convergence of International Financial Reporting Standards (IFRS) and U.S. GAAP. 
 
3. What is the AICPA doing in relation to the project? 
 
As an advocate for its members and the public interest, the AICPA, through its Financial Reporting 
Executive Committee (FinREC), has been monitoring this project closely. The AICPA has provided 
feedback to the boards through a comment letter on the March 2009 Preliminary Views document and will 
provide additional feedback through a comment letter on the current FASB exposure draft. FinREC has 
formed a task force made up of representatives of various industries, both larger and smaller public 
accounting firms, and users of financial statements to provide input from their different perspectives.  
 
The AICPA Private Companies Practice Section’s Technical Issues Committee, which represents the 
interests of local CPA firms and their clients in the standard-setting process, will also provide feedback 
through a comment letter. 
 
In addition, upon issuance of a final standard, the AICPA will update all of its existing products (including 
guides, continuing professional education  materials, and conferences) to reflect any new accounting 
guidance resulting from the final standard. 
 
4. Will the guidance apply to all entities and industries? 
 
The proposed requirements would affect any entity that enters into a lease, except that they would not 
apply to 

a. leases of intangible assets. 
b. leases to explore for or use minerals, oil, natural gas, and similar nonregenerative resources. 
c. leases of biological assets. 
d. certain service components of leases. 
e. contracts that represent a purchase or sale of an underlying asset. 

 
5. Do the EDs address both lessor and lessee accounting? 
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Yes. The EDs, unlike the Preliminary Views document, address the accounting by both the lessor and the 
lessee. 
 
6. What is the overall model in the EDs, and how does it compare with current U.S. GAAP? 
 
The boards proposed an approach to lessee accounting that would require the lessee to recognize 

a. an asset representing its right to use the leased item for the lease term (measured initially at the 
present value of the lease payments plus any initial direct costs). and 

b. a liability for its obligation to pay rentals (measured initially at the present value of the lease 
payments). 

 
This differs from the current U.S. GAAP model, which separates leases into two categories:  
 

• Capital leases (recognize an asset and liability)  

• Operating leases (do not recognize an asset and liability).  
 
Under the model in the EDs, all leases would result in asset and liability recognition. 
 
The lessor would recognize an asset representing its right to receive lease payments and, depending on 
its exposure to risks or benefits associated with the underlying asset, would either 
 

a. recognize a lease liability while continuing to recognize the underlying asset (performance 
obligation approach), or 

b. derecognize the rights in the underlying asset that it transfers to the lessee and continue to 
recognize a residual asset representing its rights to the underlying asset at the end of the lease 
term (derecognition approach). 

  
The derecognition approach is similar to the current accounting for sales-type leases under U.S. GAAP.  
However, the amount of the upfront profit recognized, as well as the measurement of the lease receivable 
and the residual asset, may be different from that recognized under a sales-type lease. 
 
There would be no separate approach for lessors with leveraged leases, as is currently provided for 
under U.S. GAAP. 
 
Both the lessor and the lessee may elect, on a lease-by-lease basis, simplifications for short-term leases. 
For example, for leases that, at the date of commencement of the lease, have a maximum possible lease 
term of 12 months or less, including options to renew or extend 
 

• the lessee may elect to initially and subsequently measure both the liability to make lease 
payments and the right-of-use asset at undiscounted amounts. 

• the lessor may elect not to recognize assets and liabilities arising from the lease in the statement 
of financial position, nor derecognize any portion of the underlying asset. 

 
7. What are some of the other key provisions of the model in the EDs, and how do they compare 

with current U.S. GAAP? 
 
The model in the ED 
 

• includes an amortized cost-based approach to subsequent measurement of both the obligation to 
pay rentals and the right-of-use asset, which is similar to U.S. GAAP for capital leases. 

• provides that the lessee should recognize an obligation to pay rentals for the longest possible 
term that is more likely than not to occur, taking into account the effect of any options to extend 
or terminate the lease. For example, in a 10-year lease with an option to extend for 5 years, the 
lessee must decide whether its liability is an obligation to pay 10 or 15 years of rentals.  When 
determining the lease term, the lessee would consider contractual, noncontractual, business, 
and other factors, such as the lessee's intentions and past practices. The lease term may be 
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required to be reassessed at subsequent reporting dates if new facts or circumstances arise. 
Current U.S. GAAP (for capital leases) is more restrictive concerning the renewal options to be 
included in the lease term and would generally result in a shorter lease term.  

• requires that the lessee’s obligation to pay rentals includes estimates of amounts payable under 
contingent rental arrangements, amounts payable under residual value guarantees, and 
expected payments under term option penalties, using a probability weighted approach. Current 
U.S. GAAP generally provides that contingent rent be expensed as incurred. 

• requires lessees to classify cash payments for leases as financing activities in the statement of 
cash flows. Under current U.S. GAAP, lease payments for capital leases are divided between 
operating and financing cash flows, and lease payments for operating leases are included in 
operating cash flows. 

 
8. How would this affect me? 
 
Lessees would be required to perform significantly more monitoring and recordkeeping, particularly for 
leases currently classified as operating leases. Auditors would be relieved of making some of the 
subjective judgments required under the current model, but would be required to make other judgments, 
and may need to perform more detailed audit procedures due to the increased quantity of leases reported 
and the necessity of assuring that all leases are reported.   
 
Public companies could see an effect on their stock prices (either positive or negative), for example, 
because their financial statements, and their competitors’ financial statements, would be more 
comparable, or because financial statement ratios and metrics, such as return on assets and  operating 
cash flows, would change. All issuers of financial statements might need to discuss the changes with their 
lenders and possibly renegotiate debt covenants.   
 
9. What is the timetable for the project? 
 
Comments are due by December 15, 2010. The boards expect to release a final standard in 2011. The 
boards have not proposed an effective date. 
 
10. What should I be doing now? 
 
Read the FASB ED and provide comments to FASB. 
 
 

 


