Private Companies: Guide to Transition from Operating 840 
to Operating 842 Accounting Schedules

To make leasing practices by entities more transparent, and to take another step towards aligning US GAAP with the global IFRS accounting rules, the ASC842 (GAAP) and IFRS16 (IFRS) leasing standards were born. It has been long time in the making (more than 10 years) but it finally was completed in 2016 and adopted by public companies in 2019, with private companies having additional time (which got extended even further to 2022 due to COVID). The main premise of the standard is that now both Operating leases and Finance leases (formerly Capital leases) are now presented on the balance sheet, compared to the prior standard where Operating leases were not presented on the Balance sheet, instead they were strictly a P&L (AKA Income Statement) item, and the information on these Operating leases was only seen in the Footnote of the disclosure, whereas now they are prominently displayed on the balance sheet as Assets and Liabilities (and a big part of the disclosure report). Nothing changed for the Finance/Capital leases with the new standard. 
While there are more complex intricacies to adopting the standard such as Controls, identifying leases, embedded leases, just to name a few; there are some differences between Public and Private companies (a couple that come to mind are that Private companies have an additional option when it comes to the ‘discount rate’ to account for the liability Present-Value by adding a third option by allowing the use the Risk-free-rate in addition to the Incremental borrowing-rate and the implicit-rate that Public companies were limited to, and the fact that Public companies have to deal with quarterly financials reported to the SEC whereas private companies only mostly deal with Annual reports). Having said that, it doesn’t mean that Private companies will have an easy go at adopting the standard, as this standard shouldn’t be taken lightly (as some public companies have learned the hard way).
Companies that are currently on Operating 840 schedules and need to transition to Operating 842 in accordance with the guidance may start the new schedules as of 1/1/2022.  The Deferred Lease Expense balance as of December 2021 will be used as the manual adjustment.  This balance will be amortized over the term of the 842 accounting schedule.   This guide provides instruction on how to create the 842 schedules.

Key differences between Public and Private transition to ASC 842
· Private companies can choose to select between Risk Free Rate and IBR Rate (Incremental borrowing rate) for asset classes
· Private companies do not report financials quarterly - this is another main difference from public companies
Important Note: CoStar does not handle identifying between these two rates; CoStar supports discount rates



Checklist
(Note: Please ensure that you are logged into SalesForce to view linked articles) 

1. Fully understand ASC 842 Guidance
a. Watch our Webinar, CoStar - Private Companies’ Compliance with the new Lease Accounting Standard Webinar, September 08, 2021
2. Identify leases that qualify for ASC 842 treatment
a. Determine classification (Operating vs Finance)
3. Determine Discount Rates
a. CoStar recommends using Discount Rate Profiles
i. Adding Updating and Archiving Discount Rate Profiles 
ii. Discount Rate Profile Matching 
4. Ensure that Ledger Accounts are coordinated with the ERP and included in Journal Entry Profiles
a. Creating Ledger Accounts
b. Setting up Journal Entry Profiles and Accounts
5. Pull Deferred Lease Expense balances as of last period prior to transition date 
a. If using ASC840 in CoStar, pull balance using an Ad Hoc report 
6. Gather all other manual adjustments (Balances of Direct Costs/TIA’s/Prepaid Rent)
7. Determine if there are Reasonably Certain Options. If so,: 
a. Are option charges abstracted into CoStar?
i. Option is marked appropriately 
b. Amortization Profile is marked to include Reasonably Certain Options
i. Setting Up Amortization Profiles
Key Assumptions 
· All leases that qualify for ASC 842 Accounting treatment have been gathered
· Companies should determine if they will apply IBR or Risk-Free Rate for asset classes
· ASC 842 Journal Entry Profiles are configured to support standard JE processing
· Amortization schedules will be loaded to the stage environment and validated before loading to production.
· Determine if lease Tenant Improvement will have a separate schedule

Use the following steps to create 842 amortization schedules once you have gathered your leases and determined the accounting treatment that best applies.
1. Identify the deferred lease expense balance as of December 2021
a. If your accounting schedules are in CoStar, please contact Client Support and create a Salesforce case to create the ad-hoc report to pull these balances.
2. Create 842 accounting schedule as of adoption date, 1/1/2022 through the remaining term of the lease and use the deferent lease balance as a Manual Adjustment.
a. See instructions below for Accounting ETL template 
     

Run Ad Hoc Report in CoStar to pull data on existing 840 amortization tables
The report, Accounting Transition Report 2022, is generated by a script run once upon your request.
1. Click the Reports module, the Report Manager page is displayed.
2. Search in the report name filter for “Accounting Transition Report 2022”
a. Only users to current accounting reports will have access to this report
3. Click the title of the report to run the report
4. Review data in the report
a. ***Note Functional Currency and Exchange Rate may need to be removed if you are not using Function Currency***
Populating the Accounting ETL Template
1. Download ETL Template
a. Navigate to the Admin Tab
b. Click the ETL link
c. Search “Accounting” in the “Object Type” column
d. Under the “Actions” column, click the downward arrow to download the file
e. A pop-up will appear. Select a Portfolio from the dropdown and click “Confirm”.

Note: Users will need rights to the Admin tab and ETL module rights in order to access the ETL templates

2. Populate template
a. Locate ad-hoc report saved in previous step.
b. Copy and Paste Values into the ETL template
i. Note: Paste Values is needed so the ETL template format does not change
ii. There are additional fields in the report that are not required in the ETL. These fields are for reference to help identify the lease.
c. Populate all the Red (required) fields
d. Edit any of the fields not returned from the Ad-Hoc report, but needed for the upload
i. Fields that will need to be updated are:
1. SourceImportID
2. Classification
3. Amortization Profile

3. Upload template with data from Ad-hoc report
a. Navigate to the Admin Tab
b. Click the ETL Link
c. Click Import Data
d. Select the saved ETL template from your computer
e. Click Next
f. Check for any validation errors/warnings and resolve if needed
i. Note: This may take a few minutes depending on the size of the file
g. Process the file if you are ready to load the data into the system 

For more details, please see the full articles: ETL’s and Accounting ETL Instructions

Validate Data
Most clients use one or more strategies to validate the data.  Below are some suggestions to include in your validation process.
· Verify the lease term Begin Dates used for the accounting schedules
· Ensure that the Deferred/Prepaid Rent balances are accurate
· Run the following CoStar standard Accounting Reports
· Accounting Summary Report
· Accounting Calculation Exception Report
· Journal Entries
· Process Beginning 
· Month End
· Adjustments
· End to End with ERP
· Validate accounts
· Process Journal Entries and send to ERP
· Validation of Balances
· If performed properly (using the Deferred Lease Expense Balance as a negative ROU asset adjustment), the transition should produce a level expense going forward that is the same as straight-line expense has been under 840.
· For Capital to Finance transition – there should usually be no change at all but there are certain scenario’s where it is possible


 
These guidelines should help you process your leases and get them ASC 842/IFRS 16 compliant. The support team will do the best they can to answer any questions and resolve all your cases during this process.  Please remember we are here to facilitate your needs and deliver results in the form of timely, thoughtful, and complete service around our software.  We look forward to assisting you during these transitional times.  

