
 

 

New FASB FAQ on COVID-19 Lease Accounting Issues  
 

 

COVID-19 is expected to result in many lease modifications and concessions. Guidance in Accounting Standards 
Codification (ASC) 840 and 842 includes analysis to determine whether a modification results in a new lease or a 
continuation of the existing lease on a contract-by-contract basis. This includes reviewing whether enforceable 
rights and obligations are created or are consistent with the original contract terms. This guidance was intended 
for routine, negotiated modifications and did not contemplate the size, scale and temporary nature of COVID-19 
changes. On April 10, 2020, FASB released a set of four frequently asked questions (FAQ) that address lease 
concessions.  

Are COVID-19 lease concessions required to be accounted for in accordance with the lease 
modification guidance in ASC 842 and 840? 
FASB concluded it would be acceptable for entities to make an election to account for COVID-19 lease concessions 
consistent with how those concessions would be accounted for under ASC 842 and 840 as though enforceable 
rights and obligations for those concessions existed (regardless of whether those enforceable rights and 
obligations for the concessions explicitly exist in the contract). For COVID-19 concessions, an entity will not have to 
analyze each contract to determine whether enforceable rights and obligations for concessions exist in the 
contract and can elect to apply or not apply the lease modification guidance in ASC 842 and 840 to those contracts.  

This election is available for COVID-19 concessions that do not result in a substantial increase in lessor rights or 
lessee obligations. For example, this election is available for concessions that result in the total payments required 
by the modified contract being substantially the same as or less than total payments required by the original 
contract. Reasonable judgment should be exercised in making those determinations.  

Some concessions will provide a deferral of payments with no substantive changes to the consideration in the 
original contract. A deferral affects the timing, but the amount of the consideration is substantially the same as 
that required by the original contract. FASB listed two preferable methods to account for those deferrals:  

 Account for the concessions as if no changes were made to the lease contract. Under that accounting, a 
lessor would increase its lease receivable, and a lessee would increase its accounts payable as 
receivables/payments accrue. In its income statement, a lessor would continue to recognize income, and 
a lessee would continue to recognize expense during the deferral period.  

 Account for the deferred payments as variable lease payments. 

Is an entity precluded from accounting for lease concessions related to the effects of the 
COVID-19 pandemic by applying the lease modification guidance in ASC 842 and 840? 
No. An entity may account for lease concessions related to the effects of the COVID-19 pandemic in accordance 
with the lease modification accounting guidance in ASC 842 and 840. 

Does an entity have to account for all COVID-19 lease concessions either (a) as if the 
enforceable rights and obligations to those concessions existed in the original contract or 
(b) in accordance with the lease modification guidance in ASC 842 and 840? 
No. However, entities should apply ASC 842 consistently to leases with similar characteristics and in similar 
circumstances using reasonable judgment.   

 

FASB is monitoring the COVID-19 situation and stands ready to address any additional guidance or standard 
setting needed.  
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Should an entity provide disclosures about COVID-19 lease concessions?  
Yes. Based on existing disclosure requirements in generally accepted accounting principles, an entity should 
provide disclosures about material concessions granted (lessors) or received (lessees) and the accounting effects to 
enable users to understand the nature and financial effect of the COVID-19 lease concessions.  

Other Lease Updates 

Effective Date Delay Proposal 
FASB plans to issue an exposure draft shortly proposing a one-year delay for private companies and all not-for-
profit (NFP) entities, including NFP conduit bond obligors that have not yet issued financial statements. Early 
adoption would be permitted. This proposal will have a 15-day comment period, so a final statement is expected 
by early May. 

 

Roundtable 
The May roundtable to discuss lease implementation issues and potential additional relief for private companies 
and NFPs will be rescheduled for the second half of 2020.  

 

Conclusion  
BKD will continue to follow this developing situation. As with most topics related to COVID-19, changes are being 
made rapidly. Please note that this information is current as of the date of publication. Visit BKD’s COVID-19 
Resource Center to learn more. If you have questions, contact your BKD Trusted Advisor™ today. 
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