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Abstract:

The COVID-19 pandemic triggered widespread economic disruptions, creating significant
challenges in lease accounting for many businesses. As organizations faced closures, reduced
revenue, and operational shifts, lease modifications and rent concessions became crucial
components of financial strategy. The Financial Accounting Standards Board (FASB)
addressed these unprecedented issues under ASC 842, introducing practical expedients to
help lessees and lessors manage lease modifications more efficiently. ASC 842 provided
specific guidance that allowed companies to simplify the accounting for rent concessions &
lease adjustments, reducing the administrative & financial burden during uncertainty. This
paper delves into how these practical expedients have supported companies in maintaining
compliance with lease accounting standards while adapting to financial pressures imposed
by the pandemic. By focusing on the unique challenges of COVID-19-related lease
modifications, this paper examines the alternatives granted to lessees and lessors, their
application in real-world scenarios, and the lasting effects on lease accounting practices.
Additionally, it explores the implications of these adaptations, including the ease of
maintaining accurate reporting amidst shifting economic conditions, the impact on future
lease agreements, & how these temporary accommodations may shape the evolution of lease
accounting standards beyond the pandemic. Ultimately, FASB’s response through ASC 842
offered a critical lifeline, allowing businesses to manage their lease obligations without
compromising compliance or overwhelming resources. The discussion provides insights into
how practical expedients served as immediate relief and a foundation for future resilience in
lease accounting, underscoring the flexibility and adaptability of ASC 842 in addressing
unanticipated financial challenges.

Keywords:COVID-19 lease adjustments, ASC 842 compliance, tenant rent relief, accounting
changes, lessee expedients, lease amendments, financial reporting, FASB guidance, lease
restructuring, pandemic impact on leases, accounting for lease concessions, rental
adjustments, lessor accommodations, tenant support strategies, financial disclosure
requirements.

1.Introduction

The COVID-19 pandemic drastically changed the way companies operate, introducing severe
financial challenges that impacted nearly every industry. As businesses adjusted to
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lockdowns, remote work, & decreased consumer demand, they also faced difficulties in
meeting the accounting standards for leases. The Financial Accounting Standards Board’s
(FASB) ASC 842, introduced to improve transparency in lease obligations, became particularly
challenging to adhere to under pandemic conditions. Lessees and lessors across sectors sought
modifications to lease terms and rent concessions as a way to manage costs & maintain
liquidity. These adjustments, however, exposed gaps in the ASC 842 framework, as it was not
designed with such a global crisis in mind.

The FASB introduced practical expedients to support businesses struggling to comply with
ASC 842 amidst the financial strain of the pandemic. These provisions allowed certain
temporary reliefs, making it easier for companies to modify leases and manage concessions
without triggering extensive accounting recalculations. This paper delves into the core
principles of ASC 842, examines the pandemic’s unique challenges, and evaluates the FASB’s
adaptations. Through this analysis, we aim to clarify the evolving landscape of lease
accounting and highlight the ongoing implications for financial reporting in a post-pandemic
world.

1.1 Overview of ASC 842 Principles

ASC 842 fundamentally shifted how businesses account for leases, with a focus on greater
transparency and consistency in financial reporting. Unlike previous standards, ASC 842
requires lessees to recognize nearly all leases on their balance sheets, capturing both assets
and liabilities associated with leasing arrangements. This change aims to provide a clearer
picture of companies’ lease obligations and improve comparability across financial
statements.

The shift to ASC 842 has brought challenges, as companies must gather extensive data on their
leases, calculate lease liabilities, & make complex judgments about lease classification and
discount rates. The new standard also affects key financial ratios, impacting metrics such as
debt-to-equity and current ratios, which are often critical in credit assessments & covenant
compliance. While these changes promote transparency, they also add considerable
complexity to accounting processes.

1.2 The FASB’s Practical Expedients for COVID-19 Lease Modifications

In response to these challenges, the FASB issued guidance providing practical expedients to
ease the application of ASC 842 for affected businesses. These expedients allowed lessees to
account for COVID-19-related lease concessions as if they were part of the original lease terms,
sparing companies the need to reassess lease classifications or remeasure lease assets and
liabilities.

The FASB’s approach was designed to provide immediate relief, enabling companies to record
lease concessions without extensive modifications to their financial statements. This flexibility
was intended to reduce the administrative and financial burden on lessees, allowing them to
focus on critical operational needs instead of complex lease recalculations. By permitting these
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expedients, the FASB aimed to balance compliance with the practical realities facing
businesses in crisis.
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1.3 Challenges Presented by COVID-19

The COVID-19 crisis created unprecedented operational & financial disruptions, complicating
ASC 842 compliance. Many businesses found themselves unable to fulfill their lease
obligations due to reduced revenues, prompting a need for rent concessions or lease term
modifications. However, ASC 842 was not designed to handle the extensive, often urgent,
modifications brought about by a global crisis. Lessees and lessors alike faced questions about
how to apply the standard to short-term rent deferrals, abatements, or adjustments in lease
terms without the established guidance addressing these scenarios.

Moreover, companies were pressured to adapt quickly to the financial challenges, often
lacking the time or resources to navigate complex lease modifications. This urgency,
combined with the technical demands of ASC 842, underscored the need for a flexible,
supportive approach from standard-setting bodies like the FASB.

2. ASC 842: A New Standard for Lease Accounting

The adoption of ASC 842, the Financial Accounting Standards Board's (FASB) update to lease
accounting standards, fundamentally changed how companies report leases on their balance
sheets. This section explores ASC 842’s key elements, its implications for lessees and lessors,
and practical aspects that businesses face in implementing these changes.

2.1 Overview of ASC 842

ASC 842 was introduced to increase transparency and comparability in financial reporting by
requiring companies to recognize most leases as assets and liabilities on their balance sheets.
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This shift aims to provide a clearer picture of a company’s financial commitments, especially
for long-term leases that previously went unreported under the old standard, ASC 840.

2.1.1 Key Definitions in ASC 842
To properly understand and apply ASC 842, certain key definitions are essential:

e Right-of-Use (ROU) Asset: The ROU asset represents a lessee’s right to use an
underlying asset over the lease term. This asset is capitalized on the balance sheet for
both operating and finance leases.

e Lease Liability: This is the present value of lease payments not yet paid, calculated
based on the lease term and the implicit or incremental borrowing rate.

2.1.2 Purpose & Scope of ASC 842

The primary purpose of ASC 842 is to bridge gaps in lease reporting and ensure that leases
are consistently represented across industries. Under ASC 840, operating leases did not
appear on the balance sheet, allowing significant off-balance-sheet financing. ASC 842
changes this by requiring lessees to recognize a “right-of-use” (ROU) asset and a lease liability
for both finance (capital) and operating leases longer than 12 months.

2.2 Classification of Leases under ASC 842

ASC 842 categorizes leases into two main types for lessees —finance and operating leases —
each with different accounting treatments. However, unlike ASC 840, both types now require
balance sheet recognition. The classification affects how the lease expense is recognized on the
income statement.

2.2.1 Finance Leases

A finance lease, formerly called a capital lease, occurs when the lessee effectively assumes
ownership risks and benefits of the leased asset. This type of lease includes terms such as
ownership transfer by the end of the lease, an option to purchase the asset at a bargain price,
or a lease term that covers the majority of the asset’s economic life. In a finance lease, the lessee
records interest expense on the lease liability & amortization expense on the ROU asset
separately, resulting in a front-loaded expense pattern.

2.2.2 Operating Leases

Operating leases, in contrast, do not transfer ownership-like benefits to the lessee. Instead,
they grant the right to use an asset for a portion of its economic life. Under ASC 842, lessees
record a single lease expense on the income statement, combining interest and amortization
in a straight-line pattern over the lease term. This single-line lease expense treatment
simplifies the accounting for lessees but still requires the asset and liability to appear on the
balance sheet.

Distributed Learning and Broad Applications in Scientific Research
Annual Volume 6 [2020]
© DLABI - All Rights Reserved
Licensed under CC BY-NC-ND 4.0




Distributed Learning and Broad Applications in Scientific Research 828

2.3 Challenges in Implementing ASC 842

Adopting ASC 842 has posed a range of challenges for companies, as the new requirements
demand more extensive data collection, system updates, and ongoing compliance efforts. Key
challenges include:

e System & Process Changes: Implementing ASC 842 often requires substantial changes
to financial reporting systems. Many companies have had to adopt new lease
management software or significantly modify existing ERP systems to track and report
ROU assets and liabilities accurately.

e Ongoing Compliance & Disclosures: ASC 842 introduces new disclosure
requirements to provide stakeholders with transparent information on lease terms,
discount rates, lease expenses, and cash flows. Maintaining compliance with these
requirements requires continuous oversight & may require the involvement of cross-
functional teams, including finance, legal, and IT, to ensure accuracy and
completeness.

e Data Management & Record-Keeping: ASC 842 requires granular data for each lease,
including terms, payment schedules, renewal options, and discount rates. Many
companies have struggled to collect and organize this data, particularly for embedded
leases —contracts not traditionally identified as leases, such as those embedded in
service agreements.

3. COVID-19’s Impact on Lease Accounting

This section examines how the COVID-19 pandemic reshaped lease accounting under ASC
842, especially regarding rent concessions and lease modifications. Businesses and lessees had
to quickly adapt to the Financial Accounting Standards Board (FASB)’s guidance on practical
expedients to ease the reporting burden.

3.1 Overview of ASC 842 Amid the Pandemic

The introduction of ASC 842 marked a significant shift in lease accounting, moving nearly all
leases onto the balance sheet. However, the unprecedented economic impact of COVID-19 left
many companies struggling to meet lease obligations as revenues declined and cash flow
became uncertain.

3.1.1 Pandemic-Driven Strains on Lease Obligations

COVID-19 caused a significant financial strain on lessees across various industries, from retail
to hospitality. With diminished revenue streams, lessees faced challenges in meeting lease
payments. The strain necessitated rapid modifications or concessions in lease agreements,

creating an urgent need for clear guidance on how to account for these changes under ASC
842.

3.1.2 ASC 842 Fundamentals & Objectives
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The objective of ASC 842 is to increase transparency by requiring lessees to recognize lease
assets and liabilities on their balance sheets. This shift aimed to provide stakeholders with a
more comprehensive view of lease obligations. However, COVID-19’s disruption complicated
these reporting requirements, making it challenging for businesses to comply fully.

3.2 FASB’s Response: Practical Expedients for COVID-19 Rent Concessions

In response to widespread financial hardship, the FASB provided relief through practical
expedients for handling lease modifications and rent concessions. These expedients aimed to
reduce the administrative burden on lessees needing to adjust their lease agreements without
comprehensive lease reassessment.

3.2.1 Criteria & Scope of the Practical Expedient

To quality for the practical expedient, a concession must have been directly related to COVID-
19, such as rent deferrals or temporary reductions. This scope excluded concessions unrelated
to the pandemic, maintaining the integrity of the accounting standards while providing relief
for pandemic-specific challenges. This targeted approach minimized the administrative effort
for businesses adjusting leases.

3.2.2 Understanding the Practical Expedient’s Purpose

The FASB’s practical expedient allowed businesses to avoid reassessing whether a lease
modification was a new lease under ASC 842. This was critical in helping lessees to quickly
process rent concessions or payment deferrals without re-evaluating the lease classification or
reassessing lease liabilities, which would have been time-intensive and costly.

3.3 Impact on Financial Reporting & Business Strategy

COVID-19 not only led to technical changes in lease accounting but also had broader
implications for financial reporting and business strategy. Companies had to assess how these
modifications impacted financial statements and evaluate long-term strategic adjustments to
lease portfolios.

3.3.1 Financial Reporting Adjustments & Disclosures

Under ASC 842, the concessions impacted both the balance sheet and income statement.
Lessees had to disclose the use of practical expedients and any significant impacts on cash
flows, lease obligations, and financial performance. Transparency in these disclosures became
essential as investors sought to understand the financial health of businesses facing prolonged
uncertainty.

3.3.2 Long-Term Implications of COVID-19 on Lease Accounting

Looking ahead, the challenges and adjustments made during COVID-19 are likely to influence
lease accounting practices. The pandemic underscored the importance of adaptable financial
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reporting standards that can provide clarity in times of crisis. The experience with ASC 842
during this period may shape future FASB guidance to support businesses during economic
hardships.

3.3.3 Strategic Reassessments of Lease Agreements

For many companies, the pandemic became a catalyst for rethinking their leasing strategies
altogether. Some businesses opted to reduce physical office space, shift toward flexible leasing
terms, or consider short-term agreements to manage future risks. This strategic reassessment
aligned with efforts to build more resilient business models in the wake of the pandemic.

4. Practical Expedients: FASB’s Response to COVID-19

The Financial Accounting Standards Board (FASB) issued specific guidance to address the
unprecedented financial strain caused by the COVID-19 pandemic. As businesses struggled
with lease payments, the FASB provided practical expedients to simplify accounting for rent
concessions and lease modifications. This section explores these expedients, detailing the
structure, implementation, and benefits of each.

4.1 Overview of Practical Expedients

The FASB introduced practical expedients as temporary measures to alleviate the accounting
burden for lessees facing economic challenges. These expedients allowed lessees to bypass
certain modification requirements, reducing the complexity of adjusting lease payments and
avoiding costly remeasurements.

4.1.1 Eligibility Criteria for Practical Expedients

The Financial Accounting Standards Board (FASB) established specific criteria for lessees and
lessors to utilize practical expedients when addressing lease modifications or rent concessions.
These adjustments required a clear connection to extraordinary economic events, ensuring
that any changes were directly tied to a broader economic disruption affecting the lease
agreement. Additionally, the timeline for such adjustments had to be limited to a defined
period during which the economic impact was most pronounced, reflecting an immediate
response to an unforeseen global challenge.

4.1.2 Why Practical Expedients Were Necessary

COVID-19 led to an unprecedented number of rent concessions as tenants and landlords
adapted to the economic downturn. Lessees needed simplified accounting rules to avoid
extensive lease modification processes, which would have been time-consuming and
financially demanding. By permitting practical expedients, the FASB acknowledged the need
for agility, allowing businesses to concentrate resources on survival rather than extensive
accounting adjustments.

4.2 Types of Practical Expedients
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The FASB offered multiple practical expedients, focusing on simplifying lease reclassification
and reducing compliance burdens. Two primary categories—lease concessions and lease
deferrals —were outlined to address various COVID-19-driven needs.

4.2.1 Lease Deferrals

Lease deferrals, another form of practical expedient, gave lessees the flexibility to delay
payments temporarily without accruing penalties or interest. These deferrals often involved
extended payment schedules rather than immediate forgiveness. Lessees were able to treat
deferrals as non-modifying events, preventing additional administrative burdens.

4.2.2 Lease Concessions

Lease concessions under FASB guidance allowed lessees to temporarily reduce or defer rent
payments without triggering a reclassification of the lease. Businesses could therefore avoid
treating these concessions as full modifications, bypassing the need for complex
renegotiations or remeasurements. This treatment was particularly helpful for lessees with
limited cash flow, allowing for quick rent relief without substantial accounting changes.

4.3 Accounting Implications of Practical Expedients

The FASB's guidance aimed to limit the financial statement implications for lessees using
practical expedients. While these adjustments were beneficial in the short term, they carried
specific accounting implications.

For instance, under normal circumstances, a lease modification would require an updated
right-of-use asset and liability recalculation. With practical expedients, however, lessees could
avoid these complex recalculations, reducing the risk of immediate financial statement
impacts. While these expedients provided short-term accounting relief, they often required
more detailed disclosures, as outlined in FASB’s COVID-19 response guidelines.

4.4 Implementation Challenges and Benefits

Implementing these practical expedients presented both challenges and benefits for lessees.
On one hand, the simplicity of the expedients was a relief to businesses already dealing with
complex financial reporting. However, challenges arose due to the nuanced criteria for
COVID-19-related concessions, which required careful documentation to ensure compliance.

Businesses needed clear, consistent documentation to verify that any rent deferrals or
reductions were directly linked to pandemic impacts. This requirement added administrative
work, yet it ensured transparency and helped mitigate the risk of non-compliance with
accounting standards.

5. Application & Implementation of ASC 842 during COVID-19
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The implementation of ASC 842, which revised lease accounting standards, posed numerous
challenges for businesses during the COVID-19 pandemic. With widespread rent concessions
and lease modifications, the Financial Accounting Standards Board (FASB) introduced
practical expedients to ease the burden on lessees. The following sections explore how these
practical expedients were applied, focusing on key aspects such as rent deferrals, lease
modification treatments, and compliance with ASC 842 in a rapidly changing environment.

5.1 Practical Expedients for Rent Concessions

To help businesses struggling with lease payments, the FASB issued practical expedients
allowing lessees to bypass complex reassessments of lease terms for COVID-19-related rent
concessions. These expedients enabled lessees to continue recognizing leases without
undergoing the usual processes for re-evaluating contracts under ASC 842.

5.1.1 Avoiding Lease Reassessments

The practical expedients permitted lessees to avoid reassessing lease classifications or re-
measuring lease liabilities for specific COVID-19 rent concessions. Typically, any change in
lease payments triggers a reassessment under ASC 842. However, for COVID-19-related
concessions, the FASB allowed lessees to bypass this, reducing the administrative burden and
easing compliance.

5.1.2 Rent Deferrals & Payment Abatements

One common concession was rent deferrals, allowing lessees to delay payments to preserve
cash flow. Under the practical expedient, if the lessee and lessor mutually agreed to defer
payments, this deferral could be accounted for as if no modification occurred. Similarly,
payment abatements allowed lessees to reduce or pause payments temporarily. Businesses
could account for these abatements without modifying lease terms, simplifying compliance
under ASC 842.

5.2 Lease Modifications: Navigating Complexities

Lease modifications, such as extensions or amendments, often require adjustments to the lease
classification, right-of-use (ROU) assets, and liabilities. During COVID-19, the FASB’s
guidance simplified how businesses could navigate these changes under ASC 842.

5.2.1 Short-Term Lease Extensions

Many lessees opted for short-term lease extensions to maintain flexibility. For these cases, ASC
842’s practical expedient allowed lessees to treat such extensions as if they were part of the
original lease term. This provision minimized the need for reclassification, allowing lessees to
manage short-term adjustments without additional administrative complexities.

5.2.2 Long-Term Lease Adjustments
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Longer-term modifications, such as those involving significant changes to payment
structures, often required more detailed adjustments. Under normal circumstances, these
modifications might necessitate reclassifying the lease. However, the practical expedient
permitted lessees to avoid reclassification if the changes met specific criteria, further easing
the implementation of ASC 842 during the pandemic.

5.3 Practical Expedient Limitations & Considerations

Although the practical expedients provided much-needed relief, they were not without
limitations. Not all rent concessions qualified, and businesses had to carefully assess whether
specific changes were COVID-19 related to apply the expedients correctly.

Another limitation was the potential impact on financial disclosures. With so many
concessions applied under the practical expedients, businesses needed to ensure transparency
in their reporting to maintain investor and stakeholder confidence. Enhanced disclosure
requirements became vital to help users of financial statements understand the impacts of
these modifications on the lessee’s overall financial position.

5.4 Impairment of Right-of-Use Assets

The pandemic led to a heightened risk of asset impairments, including ROU assets. When a
company anticipates that it will no longer utilize leased space due to remote work shifts or
downsizing, the potential for impairment increases. Under ASC 842, lessees are required to
test ROU assets for impairment if there are indicators that the asset’s carrying value may not
be recoverable.

Companies were advised to assess impairment based on future use expectations. If a lessee
expected to sublease or vacate space, impairment testing became essential. This process
helped ensure that the financial statements accurately reflected the diminished economic
value of unused or underutilized assets.

6. Financial Reporting & Disclosure Requirements (ASC 842 & COVID-19 Rent
Concessions)

The COVID-19 pandemic introduced significant challenges for businesses, especially
regarding the financial reporting and disclosure of lease modifications and rent concessions
under ASC 842. The Financial Accounting Standards Board (FASB) responded with guidance
that allowed for practical expedients, helping lessees streamline accounting processes. In this
section, we will explore the primary reporting and disclosure requirements for lease
modifications, the practical expedients available, and how organizations leveraged these
options to improve transparency and compliance.

6.1 Overview of Financial Reporting Requirements

Under ASC 842, lessees are required to recognize assets and liabilities for leases with terms
greater than 12 months, which brought lease obligations onto the balance sheet and affected
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financial reporting. When the COVID-19 pandemic led to widespread rent concessions and
lease modifications, lessees faced challenges in maintaining compliance with ASC 842. The
FASB'’s guidance on practical expedients helped lessees manage these changes efficiently.

6.1.1 Practical Expedients for COVID-19 Rent Concessions

The FASB issued practical expedients to ease the burden of lease accounting during COVID-
19. These practical expedients allowed lessees to treat rent concessions as if they were part of
the original lease agreement rather than as modifications. Lessees were not required to assess
individual contracts to determine whether COVID-19-related concessions were lease
modifications under ASC 842, enabling a more streamlined approach to reporting.

6.1.2 Balancing Transparency & Complexity

One of the main goals of ASC 842 is to improve transparency in financial reporting, giving
stakeholders a clearer view of lease liabilities. However, the complexity introduced by the
pandemic, with many lease agreements requiring renegotiation or rent deferrals, meant that
lessees needed to adjust financial disclosures quickly. This presented a balancing act—
businesses needed to maintain the intent of ASC 842's transparency without overwhelming
investors with overly detailed or confusing disclosures.

6.2 Disclosures of Lease Modifications & Rent Concessions

FASB’s practical expedients did not eliminate the need for transparency. Lessees were
required to disclose information that clarified the financial impact of lease modifications and
concessions on their financial statements. This included disclosing the nature of concessions
received, the accounting approach taken, and the effect on future lease obligations.

6.2.1 Financial Impact on Income Statements & Balance Sheets

Another critical disclosure was the impact of rent concessions on the company’s financial
statements. Companies needed to report how the concessions affected income and cash flow,
as rent concessions could reduce lease expenses in the short term. They also had to clarify any
changes to the carrying amounts of right-of-use assets and lease liabilities, helping
stakeholders understand the pandemic's impact on financial standing and future obligations.

6.2.2 Nature of Concessions & Modifications

Lessees had to disclose the types of concessions granted by lessors, which could include rent
deferrals, reductions, or changes to lease terms. By describing the nature of these concessions,
companies provided clarity on how the pandemic influenced their lease obligations and
overall financial health.

6.3 Use of Practical Expedients & Policy Choices
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The FASB’s practical expedients were optional, and lessees could choose whether to apply
them. Therefore, disclosing policy choices and the rationale behind them was essential for
transparency. This allowed stakeholders to see how management decisions aligned with
financial strategies.

Lessees who adopted the practical expedients needed to disclose the choice and explain how
it influenced their lease accounting. By offering insights into these policy choices, companies
could demonstrate how they navigated pandemic-related challenges while maintaining
compliance with ASC 842. Lessees often included these disclosures in their accounting policies
footnotes.

6.4 Future Lease Obligations & Economic Uncertainty

The pandemic emphasized the importance of clear disclosures regarding future lease
obligations. While many rent concessions offered short-term relief, they did not necessarily
resolve long-term lease commitments.

In this section, businesses disclosed the projected impact of COVID-19 on future lease
payments, considering potential adjustments if the economic climate continued to be
uncertain. Lessees highlighted scenarios in which further concessions or modifications might
be necessary and how these could alter future financial reporting under ASC 842. This
forward-looking disclosure helped investors gauge the resilience of companies’ lease
commitments in the face of prolonged financial uncertainties due to the pandemic.

7. Long-Term Implications of ASC 842’s Adaptations

The COVID-19 pandemic prompted rapid adaptations to lease accounting practices under
ASC 842. As businesses faced unprecedented financial pressure, the FASB offered flexibility
through practical expedients for lessees, allowing them to manage immediate challenges
without violating lease standards. However, these adaptations have introduced long-term
implications that will impact how businesses approach lease accounting, negotiate leases, &
adapt financial reporting processes going forward. This section explores these lasting impacts,
highlighting both the benefits and challenges businesses are likely to encounter.

7.1 Impact on Lease Accounting Processes

The adjustments in ASC 842 created an immediate relief for businesses but left an enduring
impact on their lease accounting processes. As companies adapted to the practical expedients,
many realized the need to reassess their internal accounting structures, technology, and
policies to sustain compliance over the long term.

7.1.1 Shift Toward Technology-Enabled Lease Management

As businesses adapt to the sustained requirements of ASC 842, technology adoption in lease
management is expected to become even more essential. The pandemic accelerated digital
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transformation across finance functions, including lease accounting, with many companies
relying on lease management software to streamline compliance with ASC 842,
Going forward, reliance on these tools will increase as companies look to automate lease
tracking, modification assessments, and reporting functions. By implementing robust lease
management systems, companies can reduce manual workload, improve accuracy, and gain
better visibility over lease obligations. This shift represents a long-term commitment to
digitized accounting practices, which not only supports ASC 842 compliance but also
enhances overall operational efficiency.

7.1.2 Enhanced Focus on Lease Classification & Assessment
Under ASC 842, the practical expedients provided during COVID-19 simplified short-term
lease modifications and rent concessions. However, in the long term, businesses will need to
reassess how they classify leases to ensure they are accurately categorized, especially as future
adjustments may not benefit from the same flexibility. Companies are likely to adopt stricter
criteria for assessing lease agreements, placing a stronger emphasis on accurate initial
classification to avoid future discrepancies.

These changes will encourage businesses to invest in ongoing training for their finance teams,
ensuring that they remain adept at interpreting lease terms under ASC 842’s standards.
Additionally, the emphasis on lease classification may lead to more collaborative discussions
with landlords, where businesses negotiate terms that minimize reclassification risks or the
need for frequent modifications.

7.2 Financial Reporting & Stakeholder Impacts

The practical expedients of ASC 842 allowed companies to avoid significant financial
statement disruptions during the pandemic. However, these temporary measures have long-
term consequences for financial reporting practices and how stakeholders, including
investors, lenders, and regulators, interpret a company’s financial health and obligations.

7.2.1 Implications for Financial Ratios & Debt Covenants
ASC 842 brought operating leases onto the balance sheet, increasing reported liabilities and
impacting financial ratios critical to stakeholder evaluations. Even with the temporary relief
provided, these long-term changes will affect key financial metrics, including debt-to-equity
& return on assets, which may influence investor perceptions, lending decisions, & covenant
compliance.

For companies, the ongoing impact of these balance sheet changes may necessitate
renegotiating debt covenants with lenders who need to account for the higher liabilities
presented by lease accounting changes. Businesses may also explore alternative financial
metrics or adjustments to provide a clearer picture of their financial position, especially when
negotiating with stakeholders unfamiliar with ASC 842’s long-term effects on financial ratios.
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This shift encourages companies to foster open dialogues with investors and lenders, helping
them interpret financial ratios in light of the accounting changes and ensuring continued
access to capital without covenant breaches.

722 Increased Transparency &  Consistency in  Financial Statements
The flexibility granted under ASC 842 during the pandemic highlighted the need for
transparent communication around lease obligations. As companies move forward, they will
likely adopt more consistent reporting practices to satisfy stakeholder demands for clarity
around lease commitments. Enhanced disclosure will be necessary to provide stakeholders
with a clear view of the terms, values, & durations of leases, especially those involving
modifications or concessions.

This push for transparency may also lead to new industry standards or best practices,
encouraging companies to disclose not only lease payments and durations but also the
strategic reasons behind lease decisions. For instance, stakeholders might expect companies
to outline how future lease arrangements align with broader corporate goals, such as reducing
real estate footprint or shifting to remote work arrangements. As a result, consistent and
detailed lease reporting will become a critical aspect of financial transparency.

8.Conclusion

The COVID-19 pandemic created significant financial stress for businesses globally, especially
those tied to lease obligations. With income streams disrupted, many lessees sought ways to
manage their lease expenses. In response, the Financial Accounting Standards Board (FASB)
issued guidance under ASC 842 that introduced practical expedients, allowing companies to
account for rent concessions and lease modifications more flexibly. These expedients aimed
to reduce the administrative burden and provide immediate relief, helping companies
maintain compliance with their financial reporting obligations during this period of economic
uncertainty.

The FASB's guidance served as a lifeline for many organizations. Before the pandemic, ASC
842, which set new standards for lease accounting, aimed to bring greater transparency to
leases by requiring them to be recorded on the balance sheet. However, the unprecedented
economic disruption caused by COVID-19 made it challenging for companies to comply with
these standards without support. The FASB allowed lessees and lessors to account for lease
concessions more practically by introducing temporary relief measures. This included
simplified accounting for rent deferrals, rent waivers, and other necessary lease adjustments
as companies struggled to meet their financial obligations.

One of the primary benefits of the FASB’s practical expedients was that it enabled companies
to implement lease modifications without extensive re-evaluation of lease classification. In
normal circumstances, modifying lease terms would require a thorough assessment to
determine the impact on lease classification, measurement, and financial reporting. However,
the relief provided by the FASB permitted many companies to bypass these complex
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evaluations, allowing them to focus on stabilizing their finances and operations during a
crisis.

The practical expedients under ASC 842 helped companies navigate the immediate challenges
of the pandemic but also underscored the importance of adaptable accounting standards. As
companies worldwide dealt with varying levels of financial stress, it became evident that
traditional, rigid accounting guidelines might not be suited for such an unpredictable
environment. The lessons learned from COVID-19 highlight the necessity for accounting
standards that can quickly adapt to unforeseen economic pressures, providing businesses the
flexibility they need to manage sudden financial disruptions.

Looking forward, the FASB’s experience in managing lease accounting under ASC 842 during
COVID-19 could influence the evolution of future accounting standards. The temporary relief
provided by practical expedients proved effective in supporting businesses without
compromising the transparency or integrity of financial reporting. This experience will likely
shape the approach of future accounting standard updates, encouraging the development of
guidelines that can respond to economic volatility while still upholding accurate and reliable
financial reporting.

The FASB’s guidance on lease modifications and rent concessions under ASC 842 was
instrumental in helping businesses weather the financial challenges posed by the COVID-19
pandemic. This period underscored the value of flexible accounting standards in times of
crisis, setting a precedent for how accounting bodies might respond to future economic
challenges. The evolution of ASC 842 and other accounting standards will likely reflect the
importance of creating robust and adaptable frameworks, ensuring businesses have the
support they need when they face unexpected obstacles.
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