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Energy companies will need to 
establish a process to identify 
and assess all potential lease 
arrangements, including 
drilling and transportation 
contracts. 

Background

Leasing is a widely used alternative 
to purchasing an asset. It enables 
companies to use property, plant and 
equipment without making large initial 
cash outlays. It provides flexibility, 
enables lessees to address obsolescence, 
and sometimes is the only way to obtain 
the use of an asset.  

Currently, lessees account for leases 
either as operating or as capital 
leases, depending on “bright-line” 
tests. Operating leases appeal to many 
companies because they provide nearly 
the same risks and rewards as outright 
ownership but do not result in debt on 
the balance sheet and its associated 
interest expense. 

Rationale for the change

Under current rules, it is difficult to 
compare the financial position and 
operating results of companies that  
buy assets with those that lease 
equivalent assets. 

Current rules permit such seemingly 
illogical situations as a commercial 
airline with no airplanes on its balance 
sheet, leading critics to assert that the 
accounting does not portray the true 
economics of lease arrangements. 

Now, as standard-setting boards push 
for change, various constituents appear 
to agree that greater transparency is 
needed in off-balance sheet obligations, 
and that future lease commitments 
should be reported front and center  
on a lessee’s balance sheet.

Where we stand today

On May 16, 2013, the FASB and IASB 
issued a revised leases exposure draft 
(ED) that represents an overhaul of lease 
accounting rules. Companies that are 
interested have until September 13, 2013 
to provide comments on the ED.

The ED requires lessees to capitalize all 
leases that extend for more than one year 
on the balance sheet. Income statement 
recognition will depend on the nature 
of the leased asset. Leases of property 
will be presumed to apply a straight-line 
lease expense pattern, similar to current 
operating leases (Type B). In contrast, 
leases of assets other than property (e.g., 
equipment) will be presumed to apply a 
front-loaded expense profile (meaning 
that total expense under the lease 
will be higher earlier in the lease term 
than later in the lease term) with the 
expense allocated between interest and 
amortization (Type A). 

The potential consequences

The proposed changes will affect metrics 
such as EBITDA, net income and cash 
flows from operations. These in turn will 
likely affect loan covenants and other 
external measures of financial strength, 
and may affect credit ratings. These 
impacts may spur companies to reassess 
lease-versus-buy decisions.

Lessees may experience business 
process change in multiple areas, 
including finance and accounting, 
IT, procurement, tax, treasury, legal, 
operations, corporate real estate and 
HR. The following discussion highlights 
steps that companies should consider. 

Step 1:  Do I have a lease?

The analysis

The analysis starts with determining if a 
contract meets the definition of a lease.  
This generally means that the customer 
receives the right to control an identified 
asset for a period of time in exchange for 
consideration. 

The assessment of whether an arrange-
ment contains a lease is similar to 
existing guidance. However, some 
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Depending upon the nature of 
the leased assets, the income 
statement will have a mix of 
front-loaded and straight-
line expense from leases; 
ongoing volatility in financial 
statements may also result 
from reassessments. 

changes are proposed which will affect 
current practice in the energy industry, 
including the potential for drilling 
contracts to be considered leases. 

Under the ED, the determination of 
whether these contracts are accounted 
for as leases will take on incremental 
significance because all leases, other than 
short term leases, will be recognized on 
the balance sheet, and certain leases will 
recognize a front-loaded, rather than 
straight-line expense. 

The process   

Entities will need to examine their 
contracts for leases, catalogue the 
identified leases, and identify lease and 
non-lease elements in multi-element 
arrangements. There is no grandfathering 
of existing arrangements.

Step 2: How do I initially measure 
the lease?

The analysis

When the asset becomes available to 
the lessee for its intended use, a lease 
liability and right-of-use asset will be 
recorded on the lessee’s balance sheet 
unless the arrangement qualifies for the 
short-term exception. 

The lease liability will be the present 
value of the lease payments to be made 
during the lease term. The discount rate 
used in determining the liability will be 
the rate the lessor charges or, if this rate 
is not available, the lessee’s incremental 
borrowing rate. 

The right-of-use asset will initially be 
equal to the lease liability plus any initial 
direct costs, such as commissions or 
legal fees. 

The process   

Entities will need to gather data such as 
the nature of the underlying leased asset 
(property or non-property), lease term, 
renewal options and lease payments to 
determine amounts to be recorded on 
the balance sheet and income statement. 

Step 3: How do I model the 
expense?

The analysis

The expense recognition pattern will 
depend upon the primary asset leased 
(property or non-property). 

Leases requiring front-loaded expense 
recognition (generally non-property 
such as equipment) will recognize 
interest and amortization expense. 
Interest expense will be recognized by 
unwinding the present value “discount” 
on the lease liability; amortization 
expense will be recognized against the 
right-of-use asset, typically on straight-
line basis. Both will be shown separately 
in the income statement.

Leases meeting the criteria for straight-
line expense (typically property such as 
real estate) will recognize lease expense 
based on average lease payments 
during the lease term. This expense will 
include the unwinding of the discount 
on the lease liability, consistent with 
the front-loaded expense approach. 
However, to obtain the overall straight-
line recognition pattern, it will be offset 
by a back-end loaded amortization of the 
right-of-use-asset.

The process   

A different process will be needed to 
classify a lease as a front-loaded or 
straight-line lease compared to the 
existing process of classification as an 
operating or capital lease.
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Step 4: How do I identify and 
unbundle lease components?

The analysis

Some entities may lease a bundle of 
assets instead of a single asset (e.g., 
land and building; or land, building and 
equipment; or land and equipment). 
The question then is: should the lease be 
separated into its individual elements?

The ED introduces the concept of 
components. An identified asset is a 
separate lease component if (a) the 
lessee can benefit from use of the asset 
on its own or with other readily available 
resources; and (b) the asset is not 
dependent on or highly interrelated with 
other underlying assets in the contract. 

Each identified separable component 
will be accounted for as a separate lease. 
If a component contains multiple assets, 
the nature of the primary asset in that 
component will determine if a front-
loaded or straight-line income statement 
approach applies.

The process

A process will be needed to identify 
lease components in a contract and 
the primary asset in a multi-asset 
component before a lease can be 
classified as a front-loaded or straight-
line lease. This will be different from the 
existing process of determining whether 
a lease should be classification as an 
operating or capital lease.

Step 5: What are the ongoing 
requirements?

The analysis

Periodic reassessment will be required 
under the ED, since lease renewal 
periods and index based rents 
will need to be reassessed and the 
related estimates trued up as facts 
and circumstances change. These 
reassessments may produce significant 
financial statement volatility; so the 
current “set it and forget it” accounting 
will no longer be feasible.

The process   

Lease accounting will become more 
complex, requiring attention on an 
ongoing basis. Companies will need 
to put a process in place to monitor 
contractual changes and to update 
management judgments relating to 
contingent payments and renewals.   

Developing a roadmap to 
implementation

Based on the analysis from the above set 
of steps, companies will need to sketch 
out a roadmap and develop a plan to 
implement the new requirements.  

Management will need to identify 
internal and external users of 
information who will be affected by 
the leasing changes and develop a 
communication strategy to help them 
understand transition—before, during 
and after the new standard is adopted. 

Management may also want to revisit 
lease/buy processes and strategies. 
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Analysis – Energy industry

The need for well-reasoned 
judgment by management will 
be critical, not just at lease 
commencement, but through-
out the process.

Given the capital-intensive nature of 
the industry, and the fact that highly 
specialized equipment is not always 
owned, the new leasing standard will 
have a significant impact on many  
energy companies.

The application of guidance on variable 
rents, separating lease components from 
non-lease components, and interaction 
with existing standards for oil and gas 
producing activities are some of the key 
challenges preparers will face.    

So…will drilling contracts be 
considered leases?

Perhaps one of the biggest challenges 
will be determining whether or not a 
contract meets the definition of a lease.  

In order for an arrangement to contain a 
lease, it must involve an identified asset 
and the customer must have the right to 
control the use of that asset throughout 
the term of the contract.

Identified asset

Many drilling contracts specify the 
vessel or rig that will be used and do 
not have substantive substitution rights.  
Therefore, these arrangements contain 
an identified asset. Even when a contract 
does not specify the rig, an asset will 
typically be identified at the time it is 
delivered to the drill site.    

Control

Since a drilling contract usually involves 
an identified asset, the determination 
as to whether the contract is a lease will 
rest upon which party is determined 
to have control of the rig during the 
contract term.  

A customer has the ability to control 
the use of the identified asset if it 
has the ability to both (1) direct the 

use of the identified asset, (i.e. make 
decisions about the use of the asset that 
most significantly affect the economic 
benefits to be derived from the use of 
the asset) and (2) derive substantially 
all the economic benefits from the use 
of the asset, during the term of the 
arrangement. 

The producer (customer) will likely 
be determined to derive substantially 
all the economic benefits from the 
use of the drill rig during the term 
of the arrangement. However, the 
analysis around decision-making with 
respect to the use of the asset that 
most significantly affects the economic 
benefits to be derived from the use of 
the asset throughout the lease term will 
require management's judgment.

Due to the working relationship between 
a drilling company and a producer, it is 
not always clear who will have control 
of a rig under the ED. While producers 
determine the location and design of 
the well, an offshore drilling company's 
offshore installation manager typically 
retains ultimate authority to cease 
operations in inclement weather, change 
the pace of drilling and navigate the 
vessel. For onshore operations, ultimate 
authority over the day-to-day operations 
typically lies with the rig manager.

Although the drilling company typically 
retains ultimate authority over the speed 
of drilling, suitability of the location and 
conditions, navigation, and compliance 
with safety regulations, some may view 
these rights as being more protective 
in nature. Under this view, decisions 
made by the producer about where to 
drill and when to complete or abandon 
a well may be considered some of the 
most significant decisions affecting the 
economics during the contract term.  
Consequently, some may conclude the 
producer has established control.   
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On the other hand, some believe that 
the producer does not have the right 
to control the use of the rig since the 
drilling company decides when, how and 
in what manner the equipment is used. 
Thus, although the producer specifies the 
design and makes key decisions regarding 
the well, the producer does not have the 
ability to decide how the rig itself is used.

The answer…

It is too soon to tell. One thing is certain: 
given the judgment involved in this 
analysis, each drilling contract will need 
to be analyzed separately as different 
facts and circumstances may lead to 
different conclusions.  

Do I have a Type A or Type B lease? 

For identified assets other than property 
(e.g., equipment), the lease is presumed 
to be Type A, resulting in a front-loaded 
income statement profile. However, 
this presumption is overcome and the 
lease is classified as Type B if one of 
the following criteria is met at lease 
commencement:

1. The lease term is for an insignificant 
part of the total economic life of the 
underlying asset; or

2. The present value of the lease 
payments is insignificant relative to 
the fair value of the underlying asset.

For identified assets that are property 
(e.g., land, building, part of a building), 
the lease is presumed to be Type B or 
straight-line unless one of the following 
criteria is met at lease commencement:

1. The lease term is for the major part 
of the remaining economic life of the 
underlying asset; or

2. The present value of the lease 
payments accounts for substantially 
all of the fair value of the underlying 
asset at lease commencement.   

As you can see, the bright-line lease 
classification tests under current 
accounting guidance will be replaced 
with an analysis requiring much more 
judgment on the part of management.  
For example, would a five year lease 
of equipment with a 40 year economic 
life (12.5% of the total economic life) 
be considered insignificant, and thus a 
Type B lease? What if the economic life 
was estimated to be 35 years (or 14.3% 
of the total economic life)?  

How do I allocate payments 
between lease and non-lease 
components? 

Contracts in the energy industry 
may contain separate lease and non-
lease components such as service 
components. For example, drilling 
contracts may contain an embedded 
lease, along with contract drilling 
services. Or equipment rentals may 
come with repairs and maintenance 
plans which are non-lease elements. 

Lessees

Under the proposed guidance for 
lessees, consideration will be allocated 
as follows:

1. If there are observable standalone 
prices for each component in the 
arrangement, then payments are 
allocated among these components 
based upon the relative standalone 
price for each component; 

2. If there are observable standalone 
prices for some, but not all, of 
the components, you would first 
allocate the observable standalone 
price to each component that has 
an observable standalone price. 
The remaining consideration is 
allocated to the components without 
standalone observable prices (if 
one or more of the components 
without an observable standalone 
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price is a lease component, a lessee 
will combine those components and 
account for them as a single lease 
component); or

3. If there are no standalone observable 
prices for any components of 
the contract, all components are 
combined and accounted for as a 
single lease. 

Standalone price means the price at  
which a lessee would purchase a 
component of a contract separately.  
A price is considered “observable” if  
it is the price that either the lessor or 
similar suppliers charge for similar  
lease, good, or service components  
on a standalone basis.  

Lessees may find it difficult to obtain 
information about observable 
standalone prices for the various 
components in the contract since many 
contracts are only priced on an overall 
basis. For example, in the offshore 
drilling industry, although bareboat 
charters with third parties occur from 
time-to-time, these prices may not be 
publicly disclosed. In the absence of 
observable standalone prices, the non-
lease components would end up being 
accounted for as part of the lease.     

Lessors

Under the proposed guidance for 
lessors, consideration will also be 
allocated to components based upon 
their relative standalone prices. To the 
extent these prices are not observable, 
a lessor would estimate them.  There is 
a presumption that lessors will always 
have the information needed to allocate 
consideration to each component.  

As you can see, a significant amount of 
management’s judgment will be required 
in order to identify the components of a 
contract and to determine whether any 
prices available are “observable.”  

How will the leasing standard 
interact with the capitalization 
guidance specific to the Oil 
and Gas industry as well as 
capitalization of interest 
guidance? 

Consistent with current GAAP, 
mineral rights will not be the subject 
of a lease under the ED. Furthermore, 
the capitalization rules in ASC 932, 
Extractive Activities – Oil and Gas, and 
ASC 835-20, Capitalization of Interest, 
are not expected to change. 

Under the ED, lessees will recognize a 
right-of-use asset and lease liability at 
the commencement date of a lease. The 
subsequent accounting will depend upon 
whether the lease is considered Type 
A or Type B. However, for exploration 
and production companies, we believe 
that the straight-line lease expense 
(for Type B leases), and amortization 
expense (for Type A leases), will be 
eligible for capitalization as exploration 
or development costs, as applicable.  
Interest expense for a Type A lease will 
be eligible for capitalization under 
existing interest capitalization rules.

For example, when a producer leases 
equipment under a Type A lease, the 
right-of-use asset will be amortized 
on a straight-line basis, while the 
discount on the lease liability will be 
unwound using the effective interest 
method. Companies following the 
full cost method of accounting will 
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capitalize amortization expense to the 
full cost pool. Interest expense related 
to investments in unproved properties 
and major development projects 
that are excluded from the full cost 
amortization pool will also be eligible for 
capitalization1. Companies following the 
successful efforts method will capitalize 
amortization and interest expense2, to 
the extent allowable for a Type A lease. 

Although the total amount of lease costs 
capitalized over the term of a lease 
might be the same as under current 
GAAP, the timing will change given 
the front-loaded impact of applying 
the effective interest method for Type 
A leases. This could impact the timing 
and amount of impairment and dry hole 
charges for successful efforts companies.  

What happens with joint 
operating agreements? 

Take an example where three producers 
A, B and C—each having a one-third 
working interest in certain mineral 
rights - enter into a joint operating 
agreement to develop an onshore field. 
Producer A, as the operator, enters 
into an equipment lease with a drilling 
services company.  Should producers 
B and C record their pro-rata share of 
the right-of-use asset and lease liability, 
along with their share of amortization 
and interest costs? 

We believe that the proportional 
consolidation rules will remain 
unchanged. However, it is not 
completely clear how the ED would 
interact with proportional consolidation, 
and there are different views that could 
arise in its application as follows.   

1 Under ASC 932-835 

2 Under ASC 835-20 

View A

Non-operator owners should use the 
joint operating agreement to record a 
pro rata portion of the lease contract.  
Each producer would therefore 
recognize its proportionate share  
of the lease asset and lease liability. 

This could result in practical issues, such 
as whether each producer has access to 
the information necessary to account 
for the lease, and how the operator 
would account for the ensuing joint 
interest billings.  It could also produce 
unusual results. For instance, it could 
result in a gain by non-operators upon 
derecognition of the lease asset and 
lease liability if a rig is moved to a well 
site operated under a different joint 
operating agreement.   

View B

Since the operator is the sole party that 
has contractually obtained control from 
the lessor of the underlying asset, it is 
the only entity that should recognize 
the related lease asset and lease liability.  
The joint operating agreement does 
not include an embedded lease with 
each of the producers since the non-
operator producers, individually, do not 
control a physically-distinct portion of 
the equipment. Non-operators would 
continue to record their net share of joint 
interest billings as incurred. 

This could result in a lack of 
comparability between companies 
that operate a significant amount of 
properties and those that do not.
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Some relief for variable rents?

As discussed above, only variable 
rents based on an index or rate will be 
included in the measurement of the 
lease asset and liability, unless those 
variable rents are in-substance fixed 
payments. Usage based rents will not be 
included in the lease asset or liability.  

While the term of some equipment 
leases may be based on a fixed period 
of time, others are based on a variable 
period of time, including those based on 
the amount of time required to drill a 
fixed number of wells.  

Day rate contracts with no minimum 
required term, for example, may be 
considered to contain entirely variable 
rents. If this is the case, then such 
payments will not be included in the 
measurement of the right-of-use asset  
or lease liability.  

Companies will need to consider, 
however, whether lease terms contain 
“in-substance” fixed lease payments.  
This could be the case, for example, 
when penalties or fees are assessed upon 
expiration or termination of the lease, 
or when there is a minimum rate that 
will be required under the contract for a 
minimum period of time. 

Any impact to transportation and 
storage contracts? 

Current lease accounting guidance does 
not address whether non-distinguishable 
portions of an asset, such as capacity in 
a pipeline or a storage tank, can be the 
subject of a lease. Since under the ED all 
leases will be recognized on the balance 
sheet, the determination as to whether 
a contract is or contains a lease will be 
much more important.  

The ED specifies that only physically 
distinct portions of an asset can be 
the subject of a lease. Therefore, it is 
unlikely that a contract for less than 
substantially all of a pipeline’s capacity 
would be considered a lease. Further, 
as with all arrangements considered 
under the ED, companies would need 
to evaluate whether a contract gives a 
customer “control” over to the pipeline 
or storage customer. 

Similar to the discussion above, it is not 
clear which parties in a joint operating 
agreement would record the lease.  
Take an example where the operator 
for a group of wells in an area enters 
into a gathering agreement with a 
transportation company for 100% of 
a gathering system’s capacity. Some 
believe the operator is the sole party to 
record the lease, while others believe 
each working interest owner would pick 
up its pro rata share.  

What about tax considerations? 

While US tax law would not be directly 
impacted by the proposals in the ED, 
accounting changes may directly impact 
an organization’s tax positions, including:

• Creating new or changing the 
amounts of existing deferred tax 
assets and liabilities.

• Changing the tax base for state 
franchise taxes that are generally 
based on GAAP equity and adjusted 
for various items (e.g., treasury 
stock, debt, reserves, etc.).

• Changing the property 
apportionment factor for state 
income taxes—to the extent that 
a state utilizes the book basis in 
computing the property factor 
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(as opposed to the federal basis, 
which will not change as a result 
of the proposed standard), the 
apportionment factor may be 
affected by the proposed standard.

• Increasing property taxes—a 
company should consider whether 
the computation of its property tax 
liability (that may be based off of the 
organization’s financial accounting 
balance sheet in some jurisdictions) 
will increase as a result of the 
proposed standard.

Tax takeaway

Companies should consider 
documenting their processes that 
surround the tax characterization and 
treatment of their lease portfolio from 
a US federal, state, and foreign tax 

perspective at the same time they assess 
the impact of the proposed standard 
on financial reporting. Creating a data 
repository of an organization’s entire 
lease portfolio, inclusive of renewal 
options, lease terms, payment schedules, 
etc. from both a financial accounting 
and income tax perspective will enable 
companies to (i) identify differences 
between the current standard and 
proposed standard, (ii) assist in the 
computation of book/tax differences, 
(iii) inventory all existing leases and 
deferred income tax items associated 
with the leases, and (iv) implement a 
process to properly characterize a lease 
transaction under the proposed standard 
on a go forward basis, while at the same 
time assess the tax treatment of each 
lease transaction.       



10    Spotlight – Lease Accounting

Next steps

Pervasive impacts will require 
a well-planned, but measured 
approach without “boiling  
the ocean.”

Historically, many lessees have not 
needed robust systems and controls for 
their leases. A process was needed to 
initially classify a lease as operating or 
capital, but once it was classified the 
accounts payable or fixed asset systems 
generally sufficed. 

Under the proposed new standards, the 
initial balance sheet recording and the 
subsequent reassessment of lease term, 
payment estimates and support for 
management assumptions may require 
significant changes to existing processes 
and internal controls. Monitoring and 
evaluating the estimates and updating 
the balances may also require more 
personnel resources than those needed 
under current accounting rules.

Prior to adoption, management will 
need to catalogue existing contracts  
and gather data about payments, 
renewal options and the length of  
the arrangements.

Depending on issues like the number 
of leases, the inception dates, and the 
availability of records, the process of 
gathering and analyzing the information 
could take considerable time and effort. 
In many cases, original records may be 
difficult to find or may not be available. 
Other factors that had not been a focus 

before, such as embedded leases, will 
need to be identified and recorded. 

Companies may need to invest in new 
information systems, including ones that 
capture and catalog relevant information 
and support reassessing lease term and 
payment estimates at each reporting 
period. Entities should also plan to 
evaluate their systems and controls 
to ensure they have the appropriate 
infrastructure in place prior to the 
effective date of the new model. This may 
include dual reporting under old GAAP 
and new GAAP (on a prospective basis). 

We recommend considering these and 
other issues now, so organizations will 
be ready to capture dual-reporting 
values on a prospective basis as soon 
as the new standards are finalized 
and implemented. Companies are also 
encouraged to consider raising potential 
implementation issues to the FASB and 
IASB as part of the comment letter and 
outreach process. 

Additionally, assessing the current state 
of your leasing systems and processes 
now can benefit your existing accounting 
and reporting. Tools such as the GAAP 
Accelerator® are available to help 
with the current state assessment and 
gathering information about leases. 
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Systems and data

• Systems vendors may need to 
enhance their business systems to 
meet new requirements; some may 
before others

• Focus on gathering data in advance 
of transition date

• Will ease pain of system 
implementation in the future

• Will enable streamlining 

• Consistent framework

• Standardized data format

• Robust information gathering 
capabilities (in multiple languages)

• Lease information repository for 
both contracts and data

• Controlled review and sign-off

• Data gap identification

• Process improvement from lease 
inception to reporting

• Add-on validation, analytics and 
modeling capabilities once data is 
centralized

• Availability of complete, accurate 
data can be easily migrated to a 
longer term solution in the future

Leveraging extended timeline 
for implementation:

GAAP Accelerator® provides: Data gathering will facilitate: 

ERP

Lease 
Management 

system(s) GAAP 
Accelerator® ERP

Lease 
contracts

Data extraction Data collection, 
analysis

Data mapping 
and migration

Multi-language data consolidation capabilities
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Questions and answers

Here are some frequently asked questions.

Q: What is the process for transitioning 
to this new guidance?

A: Issuance of a final standard is 
unlikely before 2014 and is not likely 
to be effective before 2017. The 
transition approach will be either 
“modified retrospective” or full 
retrospective. Preparers will need to 
apply the guidance to all leases existing 
as of the beginning of the earliest 
comparative period presented (i.e. no 
grandfathering). Existing capital lease 
asset and liability balances will get 
carried forward. Some preparers are 
planning to maintain two sets of books 
as early as January 1, 2015.

Q: Will we need to develop an entirely 
new system to track and administer  
our leases?

A: Many lessees currently manage 
operating leases on spreadsheets or 
through their accounts payable system.  
Information needed to reassess expected 
lease term and index based payments 
at each reporting date will now require 
extensive data capture. We expect that 
most lessees may need to modify their 
information systems, processes, and 
internal controls to comply with the ED.

Q: Short term leases are eligible for 
scope-out from the ED. How is “short 
term” determined? 

A: A lease is considered to be short term 
if the sum of the base lease term and all 
extension options available in the lease 
arrangement totals 12 months or less.

Q: The ED introduces the concepts 
of “insignificant,” “major part” and 
“substantially all.” How are they 
determined? 

A: The intention was to move away from 
the bright lines that exist under current 
rules. However, the practical expedient 
in order to determine if the lease is a 
Type A or Type B lease may lead to a  
new set of bright lines. 

Q: Some leases include contingent 
rents. How are these rents considered  
in the ED?

A: Lease payments that are dependent 
on an index or rate, or are expected 
to be payable under residual value 
guarantees, would need to be included 
in the initial measurement of lease asset 
and liability. They would also need to 
be reassessed at each reporting period. 
However, variable payments based on 
usage or performance (e.g. based on the 
number of miles a leased car is driven) 
are not included. 

Q: How are lessors impacted?

A: Lessor guidance is changing to avoid 
inconsistencies with lessee accounting 
and to match up to the Boards’ proposed 
approach around the new revenue 
recognition guidance. Sales-type 
leases will likely continue to qualify as 
receivable and residual leases under the 
ED, while property leases classified as 
operating under the current rules will 
still qualify as operating leases under 
the ED. Leveraged lease accounting, 
however, will not survive.

Q: How and when should I start a 
program to manage change and meet 
compliance?

A: Companies should take advantage 
of the long implementation period 
available. They can adopt a measured 
approach starting with a current 
state assessment of people, processes, 
systems, data, governance and policy 
which can begin now using interim tools 
such as GAAP Accelerator®.

Q: What other departments may be 
impacted by the new guidance?

A: In addition to the accounting 
department, other key departments 
will be impacted by the new guidance.  
For example, tax considerations will 
need to be assessed as there may be 
impacts relating to increased deferred 
tax liabilities from the new guidance. 
Additionally, human resources may be 
impacted if compensation metrics are 
impacted by the new guidance. Based on 
the far reaching impacts of the guidance, 
management should consider the 
impacts early in their process.
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Energy sector contacts
Vice Chair, US Energy Leader, Market 
Managing Partner – Greater Houston

Niloufar Molavi niloufar.molavi@us.pwc.com 713-356-6002

Assurance Energy Leader Chuck Chang chuck.chang@us.pwc.com 713-356-5214

Tax Energy Leader Kenny Hawsey kenny.hawsey@us.pwc.com 713-356-5323

Advisory Energy Leader Reid Morrison reid.morrison@us.pwc.com 713-356-4132

Assurance Kurt Sands kurt.sands@us.pwc.com 713-356-8249

Assurance Mark West mark.l.west@us.pwc.com 713-356-4090

Assurance Mark Pollock mark.a.pollock@us.pwc.com 713-356-4348

Transaction Services Joe Dunleavy joseph.p.dunleavy@us.pwc.com 713-356-4034

National Professional Services Kenneth O. Miller, Jr. kenneth.miller@us.pwc.com 973-236-7336

Central leasing team contacts
Advisory Rich Cebula richard.cebula@us.pwc.com 973-236-5667

Advisory Tripp Davis tripp.davis@us.pwc.com 312-298-3673

Assurance Brad Helferich brad.helferich@us.pwc.com 612-596-4799

Capital Market & Acctg. Advisory Bob Malinowski robert.malinowski@us.pwc.com 321-298-4373

Capital Market & Acctg. Advisory Paul Sheward paul.sheward@us.pwc.com 312-298-2232

National Professional Services Ashima Jain ashima.jain@us.pwc.com 408-817-5008

National Professional Services David Schmid david.schmid@us.pwc.com 973-997-0768

To have a deeper discussion about our point of view on proposed leasing changes, please contact:
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