
AGENDA
The impact of ASC 606 on the hospitality industry
Overview of the key impacts of ASC 842 

Technical accounting overview 
Common challenges  
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ASC 606 Impact to the Hospitality Industry
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Hospitality 
Category Standard Requirements Challenges

Customer Loyalty 
Programs

When a customer receives a ‘reward 
point’, they receive the right to purchase 
additional goods/services at a discount 
or free. A right the customer would not 
have received without entering into the 
contract.

If the customer is receiving a material right, the company must account for the 
points as a separate performance obligation

The entity may need to change their revenue recognition policies to account for 
the requirement. Resulting in a revenue deferral or allocation.

Companies should consider the transactions with the customer, historical facts, 
and quantitative and qualitative factors to decide if the additional goods/services 
are material rights

Transaction Price 
Calculations

Over the life of the contract term (the 
transaction price), the total 
consideration that the company expects 
is to be estimated at the inception of the 
contract.

At the contract inception date, companies may need to calculate or estimate the 
transaction price for the entire contract. This includes the impact of:

 Discounts
 Rebates
 Performances bonuses
 Sales returns

Companies may need a process to update these estimates each reporting period.

Contract 
Combinations and 
Modifications

Multiple contacts that were entered into 
at, or about the same time, with the 
same customer or with a related party of 
the customer should be evaluated for 
combination. They may be accounted 
for as a single contact.

Contracts need to be evaluated together in terms of determining separate 
performance obligations and in terms of allocating the transaction price

Additional analysis and judgement should be used to determine if contracts 
should be combined due to timing and business objectives of the contracts.

Adjustments related to contract modifications may be required
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Hospitality 
Category Standard Requirements Challenges

Capitalization of 
Costs to Acquire 
Customer Contracts

Companies are required to capitalize 
and amortize costs the entity incurred to 
obtain and fulfill the contract (e.g. sales 
commissions)

To capitalize/amortize the costs, the company will need to determine if the costs 
to fulfill a contract:

 Relate to a specific contract

 Generate or enhance resources that will be used to satisfy 
performance obligations in the future

 The company expects to recover the costs.

Companies may need to develop or enhance process, control and systems to 
identify such capitalized costs.

Disclosures

Under the ASC 606 standard, there are 
additional disclosure requirements to 
enable users of financial statement to 
understand the nature, amount, timing 
and uncertainty of revenue and cash 
flows arising from contracts with the 
customers.

The company will need to determine what additional disclosures to the financial 
statements are needed.

Disclosures include, but not limited to:

 Disaggregation of revenue

 Certain information about changes to contract assets and liabilities 
balances

 Information related to amount of the transaction price allocation to 
performance obligations not satisfied. 

Note that there are different disclosure requirements for public and nonpublic 
entities

Taxes

Adoption of the new ASC 606 standard 
will impact pretax income and taxable 
incomes for all companies. The new 
standards will need to be understood by 
taxpayers in order to adjust their filings 
appropriately.

An assessment of expected changes in tax filings will have to be performed for 
each tax jurisdiction and filing structure. These temporary changes will need to be 
captured, calculated, and tracked through tax provision processes. 

Taxpayers will have to determine if an accounting method change is required 
(under relevant tax rules and depending on the taxpayers’ current method of 
accounting). These are only for timing changes and not for revenue or expense 
amounts.



ASC 606 - New Disclosure Requirements
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Disclosure Description Public Company -
Annual

Public Company -
Interim Private Company 

Disaggregation of 
revenue

Disaggregate revenue 
recognized from 
contracts into categories 
that depict the nature, 
amount, timing, and 
uncertainty of revenue 
and cash flow

Required Required

If elect not to apply this disclosure, 
must disclose revenue 
disaggregated according to the 
timing of transfer of goods or 
services and qualitative information 
about how economic factors affect 
the nature, amount, timing, and 
uncertainty of revenue and cash 
flows

Reconciliation of 
contract balances

Roll-forward of contract 
balances during the 
period.

Required Required

Can elect to disclose only opening 
and closing balances of contract 
assets, contract liabilities, and 
receivables from contracts with 
customers; other disclosures are 
optional

Assets 
recognized from 
the costs to 
obtain or fulfill a 
contract

Roll-forward of changes 
in assets recognized and 
the method to amortize 
those assets

Required Not Required Optional 



HIGHLIGHTS OF THE NEW LEASE GUIDANCE 
The new lease standard, ASC 842, focuses on a lessee model that brings most leases to the balance sheet. A lessee will 
recognize a liability for its lease obligation and an asset for its right-of-use (ROU) of the underlying asset.

Retains distinction between “capital” and “operating” leases.

Income statement expense recognition remains similar to legacy GAAP. Operating lease expense will be calculated
differently as the sum of interest expense on the lease liability and the amortization of the ROU asset; but the 
amount should be relatively the same and remain in operating expenses on the income statement 

Revised scope & definition of leasing activities

More contracts will now contain leases

Contracts (including service contracts) may contain both lease and non-lease components

Revision of lease classification

Classification (operating vs financing) has been modified to eliminate the bright-line tests; however, similar 
quantitative guidelines still exist

Subjectivity around the lease term and introduction of the term “reasonably certain”

Short term exception for agreements of 12 months or less 

Note: The majority of the information herein is focused on lessee accounting implications, given the lessor model is 
largely unchanged 
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ACCOUNTING FOR LEASES OVERVIEW 

• Early adoption permitted for all entities
• FASB exposure draft issued January 5, 2018 would allow companies to present 

comparative periods, including disclosures, in accordance with current lease guidance; 
under this option, the cumulative effect adjustment would be made at the effective date and 
not the earliest period presented

Public Companies Non-Public Companies
- January 1, 2019 for annual periods 

beginning after December 15, 
2018.

- January 1, 2020 for annual 
periods beginning after December 
15, 2019.

- Balance sheet: 2 fiscal years
- Income statement: 3 fiscal years

- Balance sheet: 2 fiscal years
- Income statement: 2 fiscal years 

- Balance sheet: FY18, FY19
- Income statement: FY17, FY18, 

FY19

- Balance sheet: FY19, FY20
- Income statement: FY19, FY20

Effective date for 
implementation*

Reporting Requirements

Comparable periods 
required for disclosure
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DEFINITION OF A LEASE 
ASC 842-10-15-3 states that a “contract is or contains a lease if the contract conveys the right to control the use of 
identified property, plant, or equipment (an identified asset) for a period of time in exchange for consideration. A period 
of time may be described in terms of the amount of use of an identified asset (for example, the number of production 
units that an item of equipment will be used to produce).”

The asset must be physically distinct 
A physically distinct asset may be an entire asset or a portion of an asset. For example, within a building one floor in 
the building may be considered physically distinct if it can be used independently

The supplier must not have substitution rights
Exception if the supplier has both the practical ability to substitute alternative assets, and the supplier would benefit 
economically from the exercise of its right to substitution

Right to obtain substantially all of the economic benefit from use of the asset throughout the period of use [842-10-15-
19]
“Decision Making Authority” as the right to direct how and for what purpose the identified asset is used [842-10-15-20] 
Right to operate the asset throughout the period of use without the supplier having the right to change operating 
instructions [ASC 842-10-15-20 a.2]

An asset is identified explicitly or implicitly 

The customer has the right to control the use of the identified asset

1

2
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LEASE CLASSIFICATION
ASC 840 required classification to be determined at lease inception. ASC 842 only requires the determination of whether 
an arrangement contains a lease at lease inception
Lease classification and measurement occur at the lease commencement date

The date on which a lessor makes an underlying asset available for use by a lessee.
If a lease meets any of the following five criteria, it is a finance lease for the Lessee and Sales -type for the Lessor:

1. Transfer of ownership
A lease is classified as a finance lease if ownership of the underlying asset transfers to the lessee by the end of the 
lease term. 

2. Exercise of option to purchase the underlying asset is reasonably certain
If a lease contains an option to purchase and the option is reasonably certain to be exercised the lease is a finance 
lease. Reasonably certain to be impacted by a significant economic incentive.

3. Lease term is for “major part” of the remaining economic life
ASC 842 states, if the lease term is for a major part of the remaining economic life, the lessee has effectively 
obtained and should classify the lease as a finance lease.

4. Present value of the lease payments is “substantially all” of the fair value
The lease payments criterion is met if the present value of the sum of lease payments equals or exceeds 
substantially all of the fair value of the underlying asset.

5. Underlying asset is of specialized nature
Specialized nature means expected to have no alternative use to the lessor at the end of the lease term

If none of the above criteria are met, the lease is classified as operating for the Lessee
8



LEASE TERM – LESSEE 
The lease term is determined on the lease commencement date and is defined as the noncancellable term. 
ASC 842-10-30-1 states an entity shall determine the lease term as the noncancellable period of the lease, 
together with all of the following (management intentions): 

Periods covered by an option to extend the lease if the lesseeis reasonably certain to exercise that option 

Periods covered by an option to terminate the lease if the lessee is reasonably certain not to exercise that 
option 

Periods covered by an option to extend (or not to terminate) the lease in which exercise of the option is 
controlled by the lessor 

The FASB designated the phrase “reasonably certain” to be generally interpreted as a high threshold, with the 
same meaning as the phrase “reasonably assured” that is used in ASC 840 

842-10-55-26 outlines that an entity assesses whether the lessee is reasonably certain to exercise or not to 
exercise an option by considering all economic factors relevant to that assessment—contract-based, asset-
based, market-based, and entity-based factors. 

An entity’s assessment often will require the consideration of a combination of these interrelated factors 
such as variability of lease payments, residual value guarantees, termination costs, leasehold 
improvements, operational importance, purchase options, and others.  

9



MEASUREMENT & RECOGNITION – LESSEE 

Finance Leases Operating Leases
Subsequently accrete the lease liability based on the 
interest method and reduce the lease liability by the 

payments made

Subsequently measure the lease liability at the 
present value of remaining lease payments

Subsequently amortize the ROU asset, generally on a 
straight-line basis, over the shorter of the lease term 

or the useful life of the ROU asset

Subsequently measure the ROU asset at the amount 
of the remeasured lease liability, with certain 

adjustments

Generally “front-loaded” expense Generally straight-line expense

The ROU asset and lease liability are measured at the present value of the lease payments to be made over the 
lease term

Discount rate: Implicit in lease contract or incremental borrowing rate
Nonpublic companies can elect to use the risk free rate as a practical expedient 

Any upfront direct costs, prepayments, and lease incentives are accounted for as part of the ROU asset
Lease contracts may contain both lease and nonlease components. ASC 842 requires a reporting entity to 
allocate the contractual consideration between components of the arrangement
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MEASUREMENT & RECOGNITION (CONT.) – LESSEE 

Lease Liability is measured at the Present value of lease payments not yet paid
− Discount rate: Implicit in lease contract or incremental borrowing rate

− Nonpublic companies can elect to use the risk free rate as a practical expedient 
− Lease Term: Noncancelable period of the lease. 

− Renewal/Option year = Include option years if lessee is reasonably certain it will exercise 
− Lease Payments: Include fixed, variable payments that depend on index/rate, in-substance fixed payments, option year payments 

(consistent with lease term used), residual value guarantees 
Right-of-use (ROU) Asset = Lease liability + Prepaid Lease Payments - Lease Incentives + Initial Direct Costs         

Initial Direct Costs are incremental costs that would not have been incurred without entering into the lease 
(i.e., commissions/payments to incentivize existing tenants to leave).

Lessee Balance Sheet Income Statement Cash Flow Statement

Finance Lease
Right-of-use asset &

lease liability

Amortization expense Principal = Financing

Interest expense Interest = Operating

Operating Lease Straight-line lease expense Operating

Lessees are required to test for impairment on Right-of-use Assets in accordance with Section 
360-10-35 on impairment or disposal of long-lived assets.
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SHORT TERM LEASE CLASSIFICATION
Lessee can elect to not recognize short-term leases on their balance sheet under ASC 842

A short-term lease is defined as: A lease that has a term 12 months or less and does not include an option to purchase 
(or extend) the underlying asset that the lessee is reasonably certain to exercise.

Short term leases are then treated as executory contracts similar to accounting for operating leases under ASC 840 
(Legacy GAAP) 

Companies will still be require to disclose aggregate short term lease costs

Determining the term of a lease as it relates to the short-term exception is an accounting policy election 
which may require management judgment.

The noncancelable period of the lease based on the contractual right to terminate (or extend) by the lessor is first 
considered when assessing the objective term. 

Managements intentions and determining “reasonable certainty” requires judgement about the particular circumstance 
and the significance of the penalty.

It is important to note that a penalty is not solely payment

Assessing the significance to the penalty based on any of the following: economic factors contract-based, 
asset-based, market-based, and entity-based factors. 

The assessment often will require the consideration of interrelated factors such as variability of lease payments, residual 
value guarantees, termination costs, leasehold improvements, operational importance, purchase options, and others. 
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SUMMARY OF LESSOR ACCOUNTING
Most significant changes align the profit recognition requirements under the lessor model with those under the FASB’s new revenue 
recognition requirements (ASC 606) and amend the lease classification criteria to be consistent with those for a lessee.

The classification criteria are similar to that for lessees, with an additional requirement to assess collectability to support 
classification as a direct financing lease. Also, in order to derecognize the asset and record revenue, collection of payments due 
must be probable for sales-type leases.

Lease Liability is measured at the Present value of lease payments not yet paid

Sales Type Lease Direct Financing Lease Operating Lease
Classification: Lessee gains control of 
asset

Classification: Lessee does NOT gain control 
of asset, but the lessor relinquishes control

Classification: Lessor retains control of 
asset

Initial Measurement: Initial direct 
costs recognized at lease 
commencement unless no selling P/L

Initial Measurement: Initial direct costs 
deferred and amortized into income over the 
lease term

Initial Measurement: Initial direct costs 
deferred and expensed over the lease term 
in a manner consistent with income

Recognition: 
Asset is derecognized
Net Investment in lease is 
recognized
Selling P/L recognized at lease 
commencement

Recognition: 
Asset is derecognized
Net Investment in lease is recognized
Profit deferred and amortized into 
income over lease term

Recognition: 
Asset remains on the lessor’s balance 
sheet
Income recognized on a straight-line 
basis unless another systematic basis 
is more appropriate 
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DISCLOSURE REQUIREMENTS 

Lessee Lessor

Lease Description & Details 
(terms, renewal, purchase options, variable payments)

Significant Accounting Judgments 

Rights and obligations of leases that have not commenced.
Determination of discount rate
Disaggregated lease costs by classification: Operating, 
financing, variable, short term 
Break out amortization & interest expense for finance leases
Weighted average discount rate & remaining lease term by 
classification (operating vs financing)
Maturity analysis of lease liabilities, reconciling undiscounted 
cash flows to the recognized lease liabilities by classification 
(operating vs financing)

Residual risk management & residual value guarantees 
Table of lease income disaggregated by sales type (interest 
income), financing, operating, variable
Maturity analysis of lease receivables,
reconciling the undiscounted cash flows to the recognized 
lease receivables (for sales-type and direct financing leases), 
and of future lease payments (for operating leases)
For operating leases, general property, plant, and equipment 
disclosures by significant class of underlying asset separately 
from those disclosures for the lessor’s other owned assets

ASC 842-20-50-1 The objective of the disclosure requirements is to enable users of financial statements to assess 
the amount, timing, and uncertainty of cash flows arising from leases. To achieve that objective, a lessee shall 
disclose qualitative and quantitative information.
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DISCLOSURE EXAMPLE
The disclosure requirements apply to all entities

A lessee that elects the practical expedient 
shall disclose its accounting policy election

Short-term lease cost, excluding expenses 
relating to leases with a lease term of one 
month or less must be disclosed

Lessees need to apply judgment to determine the 
appropriate level to aggregate or disaggregate 
disclosures so that meaningful information is not 
obscured by insignificant details or by groupings 
of items with different characteristics.
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AVAILABLE PRACTICAL EXPEDIENTS
A lessee may elect an accounting policy, by asset class, to include both the lease and non -lease components as a single 
component and account for it as a lease

Hindsight Practical Expedient

Must be applied consistently by an entity to all of its leases to use hindsight in determining the lease term (that is, 
when considering lessee options to extend or terminate the lease and to purchase the underlying asset) and in 
assessing impairment of the entity’s right-of-use assets. 

Packaged Practical Expedient

1. An entity need not reassess whether any expired or existing contracts are or contain leases.

2. An entity need not reassess the lease classification for any expired or existing leases (for example, all existing 
leases that were classified as operating leases in accordance with ASC 840 will be classified as operating leases, and 
all existing leases that were classified as capital leases in accordance with ASC 840 will be classified as finance 
leases).

3. An entity need not reassess initial direct costs for any existing leases.

An entity also may elect a practical expedient to not assess whether existing or expired land easements that were not 
previously accounted for as leases under ASC 840 are or contain a lease under ASC 842

Removal of retrospective adoption requirement – no need to adopt as of earliest presented period, rather just the 
current period when adopting 
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ADOPTION TASKS TO CONSIDER
T E C H N I C A L  

A C C O U N T I N G

Policy election guidance
Accounting impact analysis

Lease position documentation

B U S I N E S S  
P R O C E S S E S

Cross-functional coordination
Current process assessment

New process integration & rollout

Project & change management

O P E R A T I O N A L  
A C C O U N T I N G

Journal entry & financial 
reporting assistance
Lease process development

Internal controls assessment 
& documentation

Systems output accounting validation

L E A S E  
A B S T R A C T I O N

Lease portfolio identification
Contract data aggregation

System Inputs

Quality checks

S Y S T E M S  
S U P P O R T

Current state evaluation
New system and software selection

Current system re-design

Systems implementation
User adoption & training

S Y S T E M  
C O N F I G U R A T I O N

Business requirements 
assessment & development
System alignment & design

Testing and rollout
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COMMON LEASE IMPLEMENTATION CHALLENGES 
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1 Cross Departmental Coordination
Accounting, Finance, Treasury, Procurement, Operations, & IT

2 Identifying Embedded Leases
Identifying embedded leases is important to avoid misstating the balance sheet

3
Selecting & Implementing Optimal Lease Software
Integrating selected lease software to align with current systems and processes to 
ensure ongoing success

4
Timely Decision Making for Lease Accounting Policy Decisions
Identifying lease vs non-lease components, determining reasonable holding 
periods, and capitalization thresholds

5
Significant Investment of Time and Resources (Lease Abstraction) 
Our experience shows 1.5 to 4 hours per lease contact (ex: if you have 1,000 
contacts at 2 hours per contract = 2,000 hours required)



IDENTIFYING EMBEDDED LEASES 

Under the new standard, a lease is a contract (or part of a contract) that conveys the right to 
control the use of an identified asset for a period of time in exchange for consideration.

This includes standard lease assets;
Vehicles & equipment
Real estate
Copiers, IT equipment, etc.

But also includes leases embedded in other business contracts:
Service contracts
Logistics agreements
Data center/colocation arrangements 

Embedded leases are not necessarily a new concept, but the financial statement impact is much 
more material (significant liabilities could need to be recorded). 

Identification of embedded leases will take coordination with procurement, IT, real estate, operations 
and other functional areas. 
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EMBEDDED LEASES, CONTINUED 
A lease is present in the contract if the contract includes both:

Is explicitly or implicitly 
specified in the contract

Supplier does not have 
substantive right to substitute 
the asset i.e. practical ability 
to substitute and economic 

benefit from substituting

An identified asset

Decision-making authority 
over the use of the asset

The ability to obtain 
substantially all economic 

benefits from the use of the 
asset

The right to control use of the 
asset during the term



LEASE SYSTEM FREQUENTLY ASKED QUESTIONS
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Why use a lease accounting system?

Centralizes lease data
Produces disclosure and financial analysis reporting
Addresses internal controls and SOX compliance
Reduces resource hours when compared with manual accounting management

Can lease accounting systems be used for only accounting output?
Yes
Eventually clients will open scope to include other business transformation needs provided by a system, such as 
workflow, asset management and financial reporting.

What drives a system selection?
Price
Portfolio size
Industry
Business Transformation Needs

What is a timeline for system implementation
Highly dependent on readiness of clients
Out-of-the-box system readiness can be completed within 6 weeks
Other Dependencies Prior to Go-Live - Policy Decisions, Data Extraction, Accounting Structure and Workflow Processes



ELEMENTS TO CONSIDER WITH SYSTEM SELECTION
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Data Configuration: 

GL Strings / Segments
Legal Entities & Consolidated Reporting Units
Lessors / Vendors
Cost Centers
Interest Rate (Internal Borrowing Rate, 
“IBR”)
FX Rates
Economic Life 
Policy Thresholds for Classification Testing
Fiscal Calendar

System Capabilities:

Transaction Accounting 
Asset Level Tracking
Lease Classification  
Month Close Functionality
Financial reporting disclosures 
Mass Import Capabilities (Lease Portfolio)
Integrations and API with down and upstream 
systems
AP Reconciliation
Statutory Reporting Functionality
FX Translation (IFRS 16)
SOX Compliance Requirements
SOC 1 / 2 Reports
Single Sign On (SSO)



IMPACT OF ACCOUNTING POLICIES
Below is an example list of accounting policy decisions that must be made that may 
have an impact on data abstraction and the accounting for leases: 

Lease vs. Non-Lease Components
Bundle vs. Non-Bundle
Hindsight Practical Expedient
Packaged Practical Expedient
Short Term Leases
MTM Leases
Rentals
Embedded Leases 
Services
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Structured

Asset 
Management 

System

General 
Ledger

Accounting 
Schedules

Lessor 
Database

Unstructured

PDFs

Word 
Documents

Images

Emails

DATA ABSTRACTION

Review  ● Abstract  ● Normalize

……….
……….
……….

Aggregated 
Lease Data

……….
……….
……….

Data Points: Terms, Payments, Mid-Term and 
End-of-Term Options, Reasonably Certain 

Holding Periods, IBR, FMV, Accounting Details, 
Addresses, Asset Owners & Users

Evaluate current data structure, gap to reach required data and define resource requirements  

Average abstraction time for data: 

1-4 hours per lease

(ex: 2 hrs. per lease x 1,000 leases = 2,000 
hours)
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LESSEE ACCOUNTING MODEL

Initial Measurement
Lease Liability = Present value of lease payments not yet paid

– Discount rate: Implicit in lease contract or incremental borrowing rate
» Nonpublic companies can elect to use the risk free rate as a practical expedient 

– Lease Term: Noncancellable period of the lease. 
» Renewal/Option year = Include option years if lessee is reasonably certain it will exercise 

– Lease Payments: Include fixed, variable payments that depend on index/rate, in-substance fixed payments, option 
year payments (consistent with lease term used), residual value guarantees 

Right-of-use (ROU) Asset =
Lease liability 
+ Prepaid Lease Payments
- Lease Incentives
+ Initial Direct Costs         

– Initial Direct Costs = Incremental costs that would not have been incurred without entering into the lease (i.e., 
commissions/payments to incentivize existing tenants to leave).



LESSEE ACCOUNTING MODEL

Subsequent Measurement: B/S

Lease Liability:
Finance Lease = Carrying value of lease liability + 
interest expense
Operating Lease = PV of lease payments not yet 
paid discounted using the discount rate for the 
lease

Right-of-use (ROU) Asset:
Finance Lease = Initial measurement of lease 
liability + initial direct costs incurred – amortization 
expense
Operating Lease = Amount of the lease liability 
adjusted for (1) prepaid or accrued lease 
payments, (2) remaining balance of lease 
incentives, (3) unamortized initial direct costs), or 
(4) impairment of the ROU asset

Subsequent Measurement : I/S

Finance Lease: 
Amortization Expense = (ROU Asset/ Lease Term)
Interest Expense = [(Lease Liability – CY Lease 
Payments) x Discount Rate]

Operating Lease: 
Amortization Expense = [(Sum of lease payments for 
the lease term + initial direct costs incurred)/ Lease 
Term]
Impairment loss (if any)



SUMMARY OF RECOGNITION
Lessee Balance Sheet Income Statement Cash Flow Statement

Finance Lease
Right-of-use asset 

&
lease liability

Amortization expense Principal = Financing

Interest expense Interest = Operating

Operating Lease Straight-line lease 
expense Operating

Lessor Balance Sheet Income Statement Cash Flow Statement

Sales/Direct 
Financing Lease

Lease receivable Interest income

OperatingUnguaranteed 
residual Profit (immediate or 

deferred)
Deferred profit

Operating Lease Underlying asset 
remains Lease income Operating
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