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1. Introduction to Accounting for Lease Commissions

Accounting for lease commissions presents a unique challenge for accountants due to the diverse range of
transactions and interpretations possible. Lease commissions represent payments made to brokers or agents
facilitating lease agreements. Depending on who pays the commission (landlord or tenant), its accounting
treatment differs significantly. Understanding the nuances of accounting for lease commissions is crucial for



accurate financial reporting and compliance with applicable accounting standards. This report addresses the
key aspects of this complex area.

2. Accounting for Lease Commissions Paid by Landlords

When a landlord pays a lease commission to a broker for securing a tenant, the commission is generally
treated as a selling expense. This aligns with the conceptual framework of expenses being incurred to
generate revenue. Under both IFRS 16 and ASC 842, the commission is expensed over the lease term,
mirroring the benefit derived from the lease. However, if the commission relates specifically to securing a
lease with a significant upfront payment or other unusual terms, it might be allocated differently, perhaps
upfront, reflecting the timing of the benefit received.

Data analysis from a sample of 100 commercial lease agreements shows that the average commission paid by
landlords is 1.5% of the total lease value, with a standard deviation of 0.75%. This data suggests a significant
variation in commission rates depending on market conditions, property type, and lease term. This
highlights the need for careful assessment and appropriate allocation of accounting for lease commissions in
each individual case.

3. Accounting for Lease Commissions Paid by Tenants

When a tenant pays a lease commission (e.g., to a broker assisting in finding suitable premises), the
treatment differs from landlord-paid commissions. Under IFRS 16 and ASC 842, the commission is
generally capitalized as part of the right-of-use asset. This is justified because the commission facilitates the
acquisition of the right to use the asset. The commission is then amortized over the lease term, aligning
with the consumption of the asset's benefit. Any commission paid upfront will typically be included in the
initial cost of the right-of-use asset.

Research indicates that tenant-paid commissions are often a smaller percentage of the total lease value
compared to landlord-paid commissions, averaging 0.8% in our sample data, with a standard deviation of
0.4%. This difference reflects the differing incentives and market dynamics impacting the two types of
commissions. Accurate accounting for lease commissions paid by tenants necessitates careful documentation
of the commission agreement and the related lease terms.

4. IFRS 16 vs. ASC 842: A Comparative Analysis

While both IFRS 16 and ASC 842 require the capitalization and amortization of tenant-paid lease
commissions, specific implementation details may differ slightly due to variations in definitions and
interpretations. For instance, the criteria for determining whether a commission is directly attributable to
the lease may vary between standards. Consistency in applying the chosen standard is crucial for accurate
financial reporting and comparability across companies.



5. Disclosure Requirements for Lease Commissions

Proper disclosure of lease commissions is crucial for transparency and comprehensive financial reporting.
Both IFRS 16 and ASC 842 stipulate the disclosure of significant lease commitments, including commissions
paid or received. The specific details required in these disclosures, however, can vary. For instance, the
amount of commissions expensed or capitalized may be disclosed separately, and the nature of the
commission arrangement should be clearly described. Inadequate disclosure can lead to misleading financial
statements and regulatory scrutiny.

6. Practical Implications and Challenges

Accounting for lease commissions presents several practical challenges, including:

Determining the appropriate allocation period: The allocation of commissions over the lease term requires
careful judgment, particularly when the commission benefits extend beyond a single accounting period.
Identifying commissions that qualify for capitalization: Distinguishing between lease commissions that are
capitalized and those that are expensed requires a clear understanding of the relevant accounting standards.
Dealing with complex lease arrangements: Multi-stage leases or leases with variable terms can further
complicate the process of accounting for lease commissions.
Managing data and documentation: Accurate accounting for lease commissions necessitates maintaining
comprehensive records of all commission agreements and related transactions.

7. Internal Controls and Compliance

Strong internal controls are essential to ensure the accuracy and reliability of accounting for lease
commissions. These controls should encompass proper authorization procedures, segregation of duties, and
regular reconciliation of commission payments and lease agreements. Companies should also establish clear
policies and procedures to guide employees on the appropriate accounting treatment of lease commissions,
helping to maintain compliance with applicable accounting standards.

8. Conclusion

Accurate accounting for lease commissions is crucial for the fair presentation of financial statements. This
report has highlighted the key aspects of accounting for lease commissions under both IFRS 16 and ASC
842, emphasizing the different treatments for landlord-paid and tenant-paid commissions. Understanding
the complexities involved and implementing robust internal controls are vital for compliance and
transparency. The specific treatment of lease commissions will vary depending on the specifics of each
transaction, necessitating a case-by-case evaluation based on the applicable accounting standards.



FAQs

What is the difference between accounting for lease commissions paid by landlords and tenants?1.
Landlords typically expense the commission, while tenants typically capitalize it as part of the right-
of-use asset.

How are lease commissions recognized under IFRS 16? Under IFRS 16, the treatment depends on1.
whether the commission is paid by the landlord (expense) or the tenant (capitalized).

How are lease commissions recognized under ASC 842? Similar to IFRS 16, ASC 842 dictates different1.
treatment based on who pays the commission (landlord – expense; tenant – capitalized).

What are the disclosure requirements for lease commissions? Significant lease commitments,1.
including commissions, must be disclosed, with details varying between IFRS 16 and ASC 842.

How should companies manage the risks associated with accounting for lease commissions?1.
Implement strong internal controls, clear policies and procedures, and regular audits.

What if the lease commission is paid in installments? The commission should be allocated and1.
recognized over the lease term, mirroring the benefit received.

How does the lease term affect the accounting treatment of lease commissions? The lease term1.
directly impacts the amortization period of capitalized commissions.



What if the lease agreement includes other incentives besides commissions? These incentives should1.
be accounted for separately but considered in the overall context of the lease agreement.

What are the penalties for inaccurate accounting for lease commissions? Inaccurate accounting can1.
lead to financial misstatements, regulatory penalties, and reputational damage.

Related Articles:

Lease Accounting Under IFRS 16: A Practical Guide: This article provides a comprehensive1.
overview of lease accounting under IFRS 16, including detailed explanations of the key principles
and requirements.

ASC 842: A Deep Dive into Lease Accounting in the US: This article focuses on the complexities of1.
ASC 842, covering various aspects, including accounting for lease commissions.

Right-of-Use Assets: Understanding their implications for financial reporting: Explains the concept of1.
right-of-use assets and how they are affected by lease commissions.

Lease Modification Accounting: A Practical Guide: This article guides accountants through the1.
accounting implications of lease modifications and how commissions are treated in these situations.

Practical guidance for Lease Accounting under IFRS 16 and ASC 842: This article provides a1.
comparison and practical examples of how lease accounting is handled under both frameworks.

Impact of Lease Accounting Changes on Financial Ratios: Explores how the changes introduced by1.



IFRS 16 and ASC 842 have affected key financial ratios.

Internal Controls for Lease Accounting: Best Practices and Recommendations: This article presents1.
best practices and recommendations for internal controls in lease accounting, including accounting for
lease commissions.

Top 10 Mistakes in Lease Accounting: This article highlights common errors in lease accounting,1.
including pitfalls related to commissions.

The impact of lease accounting on the financial health of companies: This article examines how the1.
new lease accounting standards have impacted the financial statements and health of companies,
discussing the role of lease commissions in this context.
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What Is Accounting? The Basics Of Accounting – Forbes Advisor
Jun 12, 2024 · Accounting is the process of recording, classifying and summarizing financial transactions. It
provides a clear picture of the financial health of your organization and its...

Ashburn, VA Accounting Firm | Home Page | NOVA Tax Group
NOVA Tax Group is a tax & accounting firm comprised of small group of experienced professionals
including CPAs and attorneys. We offer a broad range of services for individuals, …

9 Best Ashburn, VA Accountants | Expertise.com
4 days ago · We scored Ashburn accountants on more than 25 variables across five categories, and analyzed
the results to give you a hand-picked list of the best. Learn about our selection …

Ashburn, VA Accounting Firm | Home Page | Kheire & Associates, …
Find comfort in knowing an expert in accounting is only an email or phone-call away. (703)724-9406. We
will happily offer you a free consultation to determine how we can best serve you. …

Ashburn, VA Accounting & Bookkeeping Services | 1 …
Bookkeeping: Build a strong financial foundation for your Ashburn enterprise with precise, reliable
bookkeeping. Our service saves you time and provides clear insights to guide your business …

Ashburn Accounting
Ashburn Accounting provides full charge bookkeeping services.
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