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Appendix A

Lessee examples — Illustration A-1
Illustration A-1: Lessee accounting for a finance lease*
Lessee makes a payment of $5,000 to an existing tenant to obtain a lease and enters into a three-year lease of
the same equipment that it concludes is a finance lease because the lease term is for a major part of the
remaining economic life of the underlying asset (also three years). The lease commences at the beginning of
Year 1, and lessee makes the following payments at the end of each year:

*

Lease term

Three years

Annual payments

Year 1 — $10,000
Year 2 — $12,000
Year 3 — $14,000

Discount rate

4.235%

Present value of lease payments

$33,000

Refer to section 4.3.5 in the FRD for more details on the fact pattern and calculations.
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Appendix A

Lessee examples — Illustration A-1 (cont.)
Illustration A-1: Lessee accounting for a finance lease

Debit

Credit

Initial measurement
ROU asset

$

38,000

Lease liability

$

Cash

33,000
5,000

To initially recognize the ROU asset, lease liability and the payment that qualifies as an IDC
Subsequent measurement
Interest expense

$

1,398

Lease liability

$

1,398

$

11,000

To record interest expense and accrete the lease liability using the interest method ($33,000 x 4.235%)
Amortization expense

$

ROU asset
To record amortization expense on the ROU asset ($33,000 ÷ 3 years)
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Appendix A

Lessee examples — Illustration A-1 (cont.)
Illustration A-1: Lessee accounting for a finance lease

Debit

Credit

Subsequent measurement (continued)
Amortization expense for IDC

$

1,667

ROU asset

$

1,667

$

10,000

To record the amortization of the IDC ($5,000 ÷ 3 years)
Lease liability

$

Cash
To record the lease payment
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Appendix A

Lessee examples — Illustration A-1 (cont.)
Illustration A-1: Lessee accounting for a
finance lease

Initial

Cash lease payments

Year 1

Year 2

Year 3

$

10,000

$

12,000 $

14,000

$

1,398

$

1,033 $

569

Income statement:
Interest expense

12,667

Amortization expense
Total periodic expense

12,667

12,666

$

14,065

$

13,700 $

13,235

Balance sheet:
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ROU asset

$

38,000 $

25,333

$

12,666 $

–

Lease liability

$

(33,000) $

(24,398)

$

(13,431) $

–

A closer look at the new leases standard — updated January 2021

EY | Building a better working world
EY exists to build a better working world, helping to create
long-term value for clients, people and society and build trust
in the capital markets.
Enabled by data and technology, diverse EY teams in over 150
countries provide trust through assurance and help clients
grow, transform and operate.
Working across assurance, consulting, law, strategy, tax and
transactions, EY teams ask better questions to find new
answers for the complex issues facing our world today.
EY refers to the global organization, and may refer to one or more, of the
member firms of Ernst & Young Global Limited, each of which is a separate
legal entity. Ernst & Young Global Limited, a UK company limited by
guarantee, does not provide services to clients. Information about how EY
collects and uses personal data and a description of the rights individuals have
under data protection legislation are available via ey.com/privacy. EY
member firms do not practice law where prohibited by local laws. For more
information about our organization, please visit ey.com.
Ernst & Young LLP is a client-serving member firm of Ernst & Young
Global Limited operating in the US.
© 2021 Ernst & Young LLP.
All Rights Reserved.
SCORE no. 01606-171US
(Updated January 2021)
ED None
This material has been prepared for general informational purposes only and is not intended to
be relied upon as accounting, tax or other professional advice. Please refer to your advisors
for specific advice.

ey.com

