
 

 

Discount Rate Lease Relief Approved for NFPs 
& Private Companies  
 

At a FASB meeting on September 15, 2021, board members approved issuance of a final accounting standards 
update (ASU) to provide relief to private companies, all not-for-profit (NFP) entities (whether or not they are 
conduit bond obligors), and all employee benefit plans in determining the discount rate to use under the new lease 
guidance in Accounting Standards Codification (ASC) 842. The final ASU, expected to be issued in early October, 
addresses two issues: 

 Changing the existing accounting policy election to use a risk-free rate from entitywide to asset class 

 Clarifying that a lessee using the discount rate accounting policy election must use the rate implicit in the 
lease when it is readily determinable instead of the risk-free rate 

Background  
The determination of the discount rate has proven to be one of the most challenging aspects of adopting ASC 842  
(see BKD article “Discount Rate Considerations for Private Company & NFP Leases”). ASC 842 has an entitywide 
accounting election that allows lessees that are not public business entities to use a risk-free rate as the discount 
rate for all leases. At the time of original issuance, FASB felt this would reduce the costs for nonpublic entities of 
determining an incremental borrowing rate (IBR).  

 

Private companies and NFPs have expressed reluctance to use this relief on all leases due to the historically low 
interest rates in the current economic environment. The current proxy for the risk-free rate, a 10-year U.S. 
Treasury rate, is so low as to be comparable to using undiscounted cash flows, which would significantly overstate 
the lease liability and ROU assets. It also could cause leases that would otherwise be classified as operating leases 
to be classified as finance leases.  

New Relief  
The ASU will allow lessees that are not public business entities to make the risk-free rate election by class of 
underlying asset rather than at the entitywide level. If elected, the entity would be required to disclose which asset 
classes it has elected to apply a risk-free rate. For example, an entity may want to use its IBR for a material asset 
class, e.g., real estate, but use the simpler and less costly option of using a risk-free rate for asset classes that have 
lower values or greater volumes of leases, e.g., office equipment.  

The ASU also will clarify the appropriate treatment when the rate implicit in a lease is readily determinable. The 
proposal clarifies that when the rate implicit in the lease is readily determinable for an individual lease, the lessee 
would use that rate rather than the risk-free rate or an IBR, regardless of whether it has made the risk-free 
election.  

Effective Date & Transition  
Transition will depend on whether ASC 842 has already been adopted as of the date a final standard is issued:  

 If ASC 842 is not adopted, an entity would adopt these changes at the same time that it adopts ASC 842. 
Existing transition provisions would apply, either:  

• Apply the guidance to existing leases retrospectively with the cumulative-effect adjustment from 
transition recognized at the beginning of the earliest period presented, or 

The discount rate directly affects lease classification (operating or finance) and the measurement of a lessee’s 
lease liability and corresponding right-of-use (ROU) asset. The higher the discount rate is, the lower the lease 
liability will be; the lower the discount rate is, the higher the lease liability will be. 

https://www.bkd.com/article/2020/02/discount-rate-considerations-private-company-nfp-leases
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• Apply the guidance to existing leases on a modified retrospective basis with the cumulative-
effect adjustment from transition recognized in the opening balance of retained earnings at the 
beginning of the period of adoption 

 If ASC 842 has been adopted, the changes would be effective for annual reporting years beginning after 
December 15, 2021, and reporting periods within fiscal years beginning after December 15, 2022. Earlier 
application will be permitted. Entities would be required to apply the amendments on a modified 
retrospective basis to leases that exist at the beginning of the period of adoption of a final statement. The 
adoption of these amendments would not be considered an event that would cause remeasurement and 
reallocation of the consideration in the contract (including lease payments) or reassessment of lease term 
or classification. These entities will be required to disclose the amount of the transition adjustment to 
lease liabilities and ROU assets as of the beginning of the year of adoption 

 

Conclusion 
The adoption of ASC 842 will be complex and likely will require significant hours to correctly implement. BKD can 
help educate your team, provide implementation tools, and assist with analysis and documentation. If you would 
like assistance in complying with the new lease standard, contact your BKD Trusted Advisor™. BKD has prepared a 
library of BKD Thoughtware® on this issue. Visit our Lease Accounting Resource Center to learn more.   
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Effective Dates          
ASC 842          

(as amended) 

Public Entity

Annual & interim 

periods beginning after 

December 15, 2018

NFP Conduit Bond 

Obligors Annual & interim 

periods beginning after 

December 15, 2019

Private Companies & 

NFPs Annual periods 

beginning after December 

15, 2021
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