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Operating in an unprecedented time of change, privately 
held companies today are challenged to produce results 
while navigating an increasingly complex marketplace.

One such important change relates to lease accounting. 
In 2016, the Financial Accounting Standards Board 
(FASB) issued a new lease accounting standard update 
(ASU 2016-02), which with subsequent amendments, are 
codified in ASC 842. The new standard will take effect in 
early 2019 for public companies with calendar year ends 
and two years later for all others. The result of adopting 
ASC 842 is to bring most operating leases, which are 
currently accounted for off-balance sheet, onto the 
balance sheet. In doing so, ASC 842 changes the very 
definition of a lease.

Private company executives should understand 
what constitutes a lease to appropriately identify the 
population of contracts that are themselves leases, 

or contain leases, and make needed changes to their 
accounting systems.

Deloitte has developed a roadmap to help prepare 
privately held companies for implementation of ASC 
842 by better understanding this complicated standard 
and developing strategies for overcoming unforeseen 
challenges in the implementation process.

Mitigating risks: A phased approach

During an online Deloitte poll, almost 27 percent of 
respondents from privately held companies indicated 
that they plan to adopt the new leasing standard using 
the “modified retrospective approach,” with 20.5 percent 
planning to take the “comparatives approach” under 
ASC 840 practical expedient (see figure 1). It appears 
companies are relatively split when weighing the 
methods of adoption.

Figure 1

Some percentage totals may add up to more/less than 100% due to rounding.
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Regardless of the chosen approach, there is no time 
to waste. When asked how far along their company 
is with the implementation of the new lease 
standard, nearly 34 percent of the poll respondents 
indicated that they are in the process of identifying 
the lease population, while 22 percent indicated 
they have yet to start. Given that the new standard 
is expected to add $2 trillion in lease obligations  
to S&P 500 balance sheets, companies would likely 
benefit from prioritizing these efforts and wrapping 
their figurative arms around the implementation 
process as quickly as possible.

Taking a phased approach (see figure 2) can help 
organize key activities that should be considered across 
the ASC 842 implementation life cycle and address 
the complexities and challenges that are likely to arise 
during implementation.

The sheer number of activities involved makes clear that 
this effort is likely to take a significant amount of time. 
Moreover, the process will not end once a long-term 
lease accounting solution is implemented. Ongoing 
maintenance is imperative to position a business for 
effective adherence with the standard over time.

Figure 2
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Expecting the unexpected

Data management, IT system reconfiguration (and, in 
some cases, implementation), resources, and adoption 
time are implementation challenges that have arisen 
for early adopters of the new standard. Other issues 
companies could encounter during the implementation 
process include: 

 • Application of judgment and estimation: With
ASC 842, almost all leases will be recognized on the
balance sheet. As a result, a company’s judgments
on whether a renewal is reasonably certain, or in
determining if service contracts constitute or contain
leases, could be crucial. Also, the standard requires
companies to make estimates of assets’ fair value and
to determine incremental borrowing rates.

 • Data management: Collecting and abstracting data
could be time-consuming and resource-intensive as
companies may now need to gather information that is
not necessarily contained in lease agreements.

 • Internal controls and business process
environment: Companies may need to consider
current and additional controls to support significant
judgments and post-commencement monitoring as a
result of the standard.

 • Debt covenants: The new standard requires
companies to present operating lease liabilities
outside of traditional debt, which may provide relief to
some. Nevertheless, it will be critical for all companies
to determine the ASC’s potential effects on debt
covenants, so discussions with lenders will likely be
needed to understand possible implications and
determine whether amendments may be required.

 • Income taxes: Potential tax implications are typically
situational, so the implementation team will benefit
from involving the company’s tax department, which
could further stretch the organization’s resources.

Agility is an increasingly important capability in today’s 
business environment. Education and preparation are 
pivotal activities when facing major legal, regulatory, 
and standard-setting changes. By putting a roadmap 
in place that the entire organization can work 
toward—especially when it comes to implementing 
ASC 842—private companies can set themselves up 
for effective compliance.
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