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Abstract: This article provides a comprehensive examination of accounting for
lease incentives under both IFRS 16 and ASC 842. It delves into the
complexities of recognizing, measuring, and disclosing these incentives,
highlighting the challenges faced by accountants and the potential
opportunities presented by proper accounting treatment. We explore various
types of lease incentives, including rent concessions, tenant improvements,
and free rent periods, and analyze their impact on lease liabilities and
right-of-use assets.

1. Introduction: The Complexities of Accounting for
Lease Incentives

Accounting for lease incentives presents a significant challenge for
businesses. The introduction of IFRS 16 and ASC 842 significantly changed how
lease transactions are accounted for, leading to complexities in determining
the appropriate treatment of incentives offered by lessors. These incentives,
often crucial in securing favorable lease terms, can take many forms,
including rent concessions, free rent periods, tenant improvements (TIs), and
leasehold improvements (LHIs). Understanding the accounting implications of
each type of incentive is paramount for accurate financial reporting. This
article will clarify these complexities, discuss the challenges businesses
face, and highlight the opportunities that proper accounting for lease



incentives can unlock.

2. IFRS 16 and ASC 842: A Unified Approach (But with
Differences)

Both IFRS 16 (International Financial Reporting Standard 16) and ASC 842
(Accounting Standards Codification 842) require lessees to recognize lease
assets (right-of-use assets) and lease liabilities on their balance sheets.
However, the specific accounting treatment of lease incentives differs
slightly between the two standards. Both standards generally require that
lease incentives be recognized as a reduction in the lease liability or as a
separate asset, depending on the nature of the incentive and the terms of the
lease agreement. For example, a rent concession is typically accounted for as
a reduction in the lease liability, while tenant improvements might be
recognized as a separate asset if they meet the criteria for capitalization.

3. Types of Lease Incentives and their Accounting
Treatment

Several types of lease incentives significantly impact the accounting
treatment:

Rent Concessions: These are reductions in the lease payments over a specified
period. Under both IFRS 16 and ASC 842, these are generally accounted for by
reducing the lease liability proportionally over the lease term.

Free Rent Periods: Similar to rent concessions, free rent periods are
accounted for by reducing the lease liability, reflecting the value of the
free rent over the lease term.

Tenant Improvements (TIs): These are improvements to the leased property made
by the lessor at the lessee’s request. The accounting treatment depends on
whether the TIs are considered leasehold improvements. If considered separate
assets, they are capitalized and depreciated over their useful life. If
included in the lease payment calculation, they impact the lease liability.

Leasehold Improvements (LHIs): These are improvements made by the lessee to
the leased property. They are capitalized and amortized over their useful

life. While not technically a lessor incentive, their costs are relevant when
assessing the overall economics of the lease.

4. Challenges in Accounting for Lease Incentives

Accounting for lease incentives presents several challenges:

Determining the Fair Value of Incentives: Accurately assessing the fair value
of lease incentives, particularly those that are not easily quantifiable,



such as free rent periods or bespoke tenant improvements, requires careful
consideration.

Allocating Incentives over the Lease Term: Correctly allocating incentives
over the lease term is critical for accurate financial reporting. This
requires a detailed understanding of the lease terms and conditions and the
nature of each incentive.

Compliance with IFRS 16 and ASC 842: Ensuring compliance with the complex
requirements of IFRS 16 and ASC 842 requires expertise in lease accounting
principles and the ability to apply these principles correctly to diverse
lease transactions.

Data Management and Systems: Implementing systems to effectively capture and
manage the relevant data associated with accounting for lease incentives can
be a significant technological challenge for some organizations.

5. Opportunities Presented by Proper Accounting for
Lease Incentives

Despite the challenges, proper accounting for lease incentives offers several
opportunities:

Improved Financial Reporting: Accurate accounting for lease incentives
improves the quality and reliability of financial reporting, enhancing the
transparency and credibility of financial statements.

Better Decision-Making: Accurate reflection of lease costs facilitates better
decision-making, helping businesses assess the overall cost of leasing and
optimize their lease portfolio.

Enhanced Investor Confidence: Clear and transparent reporting of lease
incentives fosters investor confidence, leading to improved access to capital
and reduced cost of financing.

6. Disclosure Requirements

Both IFRS 16 and ASC 842 mandate specific disclosures related to lease
incentives. These disclosures provide stakeholders with insights into the
nature and extent of lease incentives received, enabling them to better
understand the economics of the lease transactions. This transparency is
vital for informed decision-making.

7. Practical Guidance and Best Practices

Effective accounting for lease incentives requires careful planning and
execution. Companies should establish clear policies and procedures for
evaluating and accounting for lease incentives. This should include regular



training for accounting staff and consistent application of the relevant
accounting standards. Utilizing specialized lease accounting software can
greatly aid in managing the complexity of these transactions.

8. Conclusion

Accounting for lease incentives is a complex but crucial aspect of financial
reporting. Understanding the requirements of IFRS 16 and ASC 842, the various
types of incentives, and their respective accounting treatments is essential
for accurate financial reporting and effective decision-making. While the
challenges are substantial, the opportunities presented by proper accounting
for lease incentives are significant, leading to improved transparency,
enhanced investor confidence, and more robust financial statements.
Businesses should invest in the necessary resources and expertise to ensure
compliance and maximize the benefits of accurate lease accounting.

Frequently Asked Questions (FAQs)

1. What is the difference between a lease incentive and a lease
modification? A lease incentive is an offer from the lessor to induce a
lessee into entering a lease. A lease modification is a change to an
existing lease agreement, which may or may not involve incentives.

1. How are lease incentives accounted for under IFRS 16 if they're
contingent on future events? The accounting treatment depends on whether
the outcome is reasonably certain. If so, it's accounted for similarly
to non-contingent incentives; otherwise, a more complex, probability-
weighted approach may be needed.

1. Can a lease incentive be reversed? This depends on the contract terms.
Generally, if the conditions triggering the incentive are not met, the
lessor may reclaim the incentive, and the accounting should reflect this
change.

1. How does the accounting treatment of lease incentives impact a company's
debt-to-equity ratio? Reducing lease liabilities directly impacts the
denominator (equity) and may also affect the numerator (debt) indirectly
by influencing borrowing capacity.



1. What are the potential penalties for incorrect accounting for lease
incentives? Penalties can vary depending on jurisdiction but might
include financial penalties, reputational damage, and legal action from
investors or regulatory bodies.

1. How does the accounting for lease incentives differ in the construction
industry? The accounting will still follow IFRS 16 or ASC 842, but the
specific incentives (e.g., early completion bonuses) and their impact on
project accounting might have more nuances.

1. What role does internal audit play in verifying the accuracy of lease
incentive accounting? Internal audit plays a crucial role in reviewing
the policies, procedures, and systems used for accounting for lease
incentives, testing the accuracy of the accounting and ensuring
compliance with relevant standards.

1. What software solutions are best suited for managing the complexities of
accounting for lease incentives? Many ERP systems and specialized lease
accounting software packages offer tools for managing lease data and
automating the accounting processes. The choice depends on business size
and specific needs.

1. How can companies ensure consistent application of lease accounting
standards when dealing with multiple jurisdictions? A robust internal
control system, including standardized policies and procedures, regular
training, and centralized oversight of lease accounting practices, will
be crucial.
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primary and secondary sources from a variety of perspectives; eyewitnesses, scientific journals,
government officials, and many others.

accounting for lease incentives: Accounting and Valuation Guide: Assets Acquired to Be
Used in Research and Development Activities AICPA, 2016-11-07 This new guide provides
guidance and illustrations regarding the initial and subsequent accounting for, valuation of, and
disclosures related to acquired intangible assets used in research and development activities (IPR&D
assets). This is a valuable resource for preparers of financial statements, auditors, accountants and
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The second edition of Damodaran on Valuation stands out as the most reliable book for answering
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ideal book on valuation for CEOs and corporate strategists. You'll gain an understanding of the
vitality of today?s valuation models and develop the acumen needed for the most complex and subtle
valuation scenarios you will face.
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coverage. Students using this book will gain the knowledge and skills to help them apply current
standards, and critically appraise the underlying concepts and financial reporting methods.
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Republic of Ireland Paul Gee, Steve Collings, 2013-10-31 This important title guides practitioners
through their first implementation of FRSs, 100, 101 and 102. Under these standards, introduced in
early 2013, many small to medium sized businesses will be preparing their financial statements
under a fundamentally set of rules as the current UK GAAP framework will be withdrawn when the
new standards take effect in 2015.The book focuses on explaining the key areas of change for
practitioners to focus on and clear guidance on how the new standards should be implemented. This
is backed up with extensive examples, sample policy wordings and the use of sample disclosures in
each chapter. Unlike some other publications, this title focuses specifically on the areas financial
reporting most likely to be encountered by companies who can be classified as falling within the
scope of the new standard.Readers will benefit from the approach taken by the authors who have
years of combined experience writing for and training in this market.Contents includes: Introduction
and Basic Concepts;Financial Statements;Accounting for Assets;Accounting for
Liabilities;Accounting for Revenue and Equity;Consolidations;Financial Instruments;Disclosures.

accounting for lease incentives: Financial Reporting for Business and Practice 2004
Paul Gee, 2004-08-15 Financial Reporting for Business and Practice 2004 is the definitive text on
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Accounts, this updated edition contains worked examples and illustrations from published accounts
of small and medium-sized enterprises, giving a clear insight into the most recent developments.
This book includes an update on IAS developments, including the Accounting Standard Board's
programme for converging UK GAAP with IAS. The chapter on revenue recognition has been
updated to cover recent developments such as Application Note G to FRS 5. Other chapters deal
with the UK regulatory framework; statements of principles and accounting policies; revenue
recognition; reporting the substance of transactions; tangible and intangible fixed assets; accounting
for liabilities and provisions; hire purchase and leasing; shareholders' funds; financial instruments;
taxation, including deferred tax; retirement benefits; share-based payment; directors' remuneration
and share disclosures; accounting for small and medium-sized companies; limited liability
partnerships; accounting for overseas operations; and reporting issues for listed companies. This
text is ideal for corporate financial professionals, smaller practitioners or students looking for a
convenient and practical reporting handbook.
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long-term and analytically robust approach to the appraisal and evaluation of public service projects
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process in order to ensure the guidance is clearer and more closely tailored to suit the needs of
users.
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Contracts with Customers International Accounting Standards Board, Financial Accounting
Standards Board, 2008 And invitation to comment -- Revenue recognition based on changes in assets
and liabilities -- A contract-based revenue recognition principle -- Performance obligations --
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Accounting and Auditing Issues Facing CPAs Lynda Dennis, 2020-07-21 This book provides a
review of the top accounting and auditing issues faced by preparers of governmental and




not-for-profit financial statements and their auditors. Key areas covered include: GASB 87, Leases;
revenue recognition, including grants and contracts; risk assessment; and financial reporting. Key
topics include: - Current GASB developments - Audit issues related to GASB developments - Recent
GASB pronouncements and their impact on accounting and reporting - Top advice from the AICPA’s
Technical Hotline and the GASB Technical Inquiry System

accounting for lease incentives: Applying IFRS Standards Ruth Picker, Kerry Clark, John
Dunn, David Kolitz, Gilad Livne, Janice Loftus, Leo van der Tas, 2019-06-24 Understanding the main
concepts of IFRS Standards The fourth edition of Applying IFRS Standards explains the core
principles of International Financial Reporting (IFRS) Standards. It also addresses the skills needed
to apply the standards in business environments. The book begins with an overview of the
International Accounting Standards Board (IASB) and how it establishes accounting standards. The
general book topics are then covered in detail and include: income taxes, financial instruments, fair
value measurement, property, inventories, employee benefits and more. Discussion questions,
exercises and references are provided throughout the book.

accounting for lease incentives: Wiley GAAP 2010 Barry J. Epstein, Ralph Nach, Steven M.
Bragg, 2009-10-12 This is a study and analysis of all generally accepted accounting principles
(GAAP) for 2010, restating the original, highly technical pronouncements in easy-to-understand
terms while providing battle-tested implementation guidance and real-world examples.

accounting for lease incentives: The Economic Effects on Lessees of FASB Statement
No. 13, Accounting for Leases A. Rashad Abdel-Khalik, 1981

accounting for lease incentives: Audit and Accounting Guide AICPA, 2016-11-07 Get the
industry-specific knowledge you need to successfully perform every aspect of your engagement.
From revenue recognition challenges associated with frequent flyer programs to guidance for
Fresh-Start Accounting, this Guide has you covered. Airlines - Audit & Accounting Guide provides
best practices for accounting and auditing specific to major, regional and cargo airlines, including
relevant guidance contained in standards issued through March 1, 2013. Guidance is supplemented
with specific “how-to” recommendations for applying the standards to the airline industry. This
Guide covers best practices related to revenue recognition, equipment purchase and maintenance
issues, auditing risks, and much more. Covered topics include: Passenger Facility Charges-Save
time and avoid errors with the Sample PFC Report-fully updated to comply with the Clarity
Standards. Fresh-start Accounting-Step-by-step guidance through the complexities of executing a
successful emergence. ASU 2012-02: Impairment Testing for indefinite-lived intangible
assets-Guidance on determining when a qualitative assessment is indicated for your client. Audit
risk factors-Be prepared to spot red-flags within your audit engagement related to management
structure, industry developments, operating characteristics, and more. Revenue
recognition-Industry standards and strategies are provided for trouble-spots such as frequent flyer
programs, gross vs. net, capacity purchase agreements, manufacturer incentives and multiple
element arrangements Clarified Auditing Standards-All auditing content has been fully conformed to
reflect changes resulting from the Clarity Project.

accounting for lease incentives: Accountants' Handbook, Volume 1 D. R. Carmichael, O.
Ray Whittington, Lynford Graham, 2007-06-04 This highly regarded reference is relied on by a
considerable part of the accounting profession in their day-to-day work. This handbook is the first
place many accountants look to find answers to practice questions. Its comprehensive scope is
widely recognized and relied on. It is designed as a single reference source that provides answers to
all reasonable questions on accounting and financial reporting asked by accountants, auditors,
bankers, lawyers, financial analysts, and other preparers and users of accounting information.

accounting for lease incentives: Shopping Centers and Other Retail Properties John R. White,
Kevin D. Gray, 1996-03-15 Shopping centers and other forms of retail properties continue tobe
among the soundest real estate investments in North America. Butretail property is a highly
specialized field of real estatedevelopment with a unique and complex set of legal,
financial,development, management, and marketing variables about whichinvestors and developers



must possess a sound working knowledge.Now this book arms with you with that knowledge, and
muchmore. The most comprehensive, authoritative, up-to-date resource of itskind, Shopping Centers
and Other Retail Properties covers everyvital aspect of negotiating, buying, selling, developing,
managing,and marketing shopping centers and other retail properties. EditorsJohn R. White and
Kevin D. Gray, of the leading real estateconsulting firm Landauer Associates, and an all-star team
ofexperts in the field of shopping center and retail propertydevelopment, share everything they
know about: * All important legal issues * Investment and feasibility analysis * Valuation
requirements and performance measures * Planning, designing, and renovating retail properties *
Developing and investing in local and community shopping centers,highway retail centers, and
regionals and super regionals * Operating and managing retail centers * Mortgage financing and
financing through public and privateequity issues * Space marketing and lease terms * Macro and
micro market analysis * And much more Shopping Centers and Other Retail Properties is an
indispensableworking resource for both new and experienced retail propertyinvestors and
developers as well as those who work with them,including attorneys, accountants, analysts,
appraisers, planners,managers, brokers, and consultants. Timely insights into an industry
undergoing tremendous change.-- For both newcomers and seasoned professionals in retail
propertyinvestment, this book provides a wealth of vital information onevery aspect of developing
and managing shopping centers and retailproperties. Written by an all-star team of specialists in
thefield, Shopping Centers and Other Retail Properties: * Provides expert guidance on financing,
developing, operating, andmanaging shopping centers and other retail properties * Covers analysis
of retail market demand, investment andfeasibility analysis, appraisal, mortgage financing, financing
byequity, new planning formats, and much more * Serves as an indispensable working resource for
investors,developers, attorneys, accountants, analysts, appraisers, planners,managers, brokers, and
consultants An authoritative work that will be immensely useful to anyoneinterested in retail real
estate. -- Retail developments have become the key investments now targetedin real estate. No two
people have commanded more respect forexpertise than this book's editors. There are many, many
booksattempting to guide readers in this field. In my experienced view,none compares to the
excellence and usefulness of this text. --

accounting for lease incentives: AICPA Audit and Accounting Manual , 2007

accounting for lease incentives: APAIS 1991: Australian public affairs information
service ,

accounting for lease incentives: Real Estate Accounting Made Easy Obioma A. Ebisike,
2010-08-02 All the fundamentals of accounting and finance of the real estate industry-made easy
Providing both the theories and practices of real estate from an accounting and financial
perspective, Real Estate Accounting Made Easy is a must-read for anyone who needs a thorough and
easier understanding of the real estate industry. Walks you through the audit processes, including
how to prepare the audit and the different kinds of audits Helps new auditors, the company being
audited, and users of audit reports understand the fundamentals of the financial aspect of the real
estate business Includes forms of real estate ownership, sole ownership, partnerships, joint ventures
and real estate investment trusts (REITs), including the advantages and disadvantages of these
entities covered in detail A practical guide to the field of real estate accounting and finance, this
easy-to-understand introductory and intermediary book on the field of real estate begins with the
elementary and basic aspects of real estate to ensure that those that are new to the field are
comfortable with this often-complicated subject matter.

accounting for lease incentives: The Handbook of Equipment Leasing Shawn D. Halladay,
1995

accounting for lease incentives: Annual Update for Accountants and Auditors: 2020 Kurt
Oestriecher, Mark Beasley, 2020-12-03 Keep abreast of the fast-paced changes in accounting and
auditing with relevant pronouncements, exposure drafts, and other guidance recently issued in the
accounting, auditing, compilation, preparation, and review arenas. This book will help accountants
and financial managers sort through the most recent accounting and auditing complexities so they



can identify and apply recently issued FASB, PCAOB, and AICPA standards and guidance. New
topics covered include: Revenue recognition Leases Financial instruments Intangible assets
Consolidation Business combinations Recently issued SAS No. 134-140 Auditing interpretations
Recently proposed SSAE standards Overview of SSARS guidance

accounting for lease incentives: International GAAP 2021 Ernst & Young LLP, 2021-03-08
International GAAP 2021 International GAAP 2021 is a detailed guide to interpreting and
implementing International Financial Reporting Standards (IFRS). By setting IFRS in a relevant
business context, it provides insights on how complex practical issues should be resolved in the real
world of global financial reporting. This book is an essential tool for anyone applying, auditing,
interpreting, regulating, studying or teaching IFRS. Written by EY financial reporting professionals
from around the world, this three-volume guide to reporting under IFRS provides a global
perspective on the application of IFRS. The book explains complex technical accounting issues
clearly by setting IFRS in a practical context with numerous worked examples and hundreds of
illustrations from the published financial reports of major listed companies from around the world.
Volume 1 contains the following chapters and sections: International GAAP The IASB's Conceptual
Framework Presentation of financial statements and accounting policies Non-current assets held for
sale and discontinued operations First-time adoption Consolidated financial statements
Consolidation procedures and non-controlling interests Separate and individual financial statements
Business combinations Business combinations under common control Investments in associates and
joint ventures Joint arrangements Disclosure of interests in other entities Fair value measurement
Foreign exchange Hyperinflation Intangible assets Property, plant and equipment Investment
property Impairment of fixed assets and goodwill Capitalisation of borrowing costs Inventories Index
of extracts from financial statements for all three volumes Index of standards for all three volumes
Index for all three volumes This book is printed on acid-free paper, responsibly manufactured from
well-managed FSC-certified forests and other controlled sources. This material has been prepared
for general informational purposes only and is not intended to be relied upon as accounting, tax,
legal or other professional advice. Please refer to your advisors for specific advice. ey.com/igaap

accounting for lease incentives: Financial Instruments with Characteristics of Equity , 2018

accounting for lease incentives: Accounting Standards Institute of Chartered Accountants in
England and Wales. Technical Directorate, 1995

accounting for lease incentives: International GAAP 2020 Ernst & Young LLP, 2020-02-25
International GAAP 2020 is a comprehensive guide to interpreting and implementing International
Financial Reporting Standards (IFRS), setting IFRS in a relevant business context, and providing
insights into how complex practical issues should be resolved in the real world of global financial
reporting. This book is an essential tool for anyone applying, auditing, interpreting, regulating,
studying, or teaching IFRS. Written by financial reporting professionals from around the world, this
guide to reporting under IFRS provides a global perspective, clearly explaining complex technical
accounting issues and setting IFRS in a practical context. Numerous worked examples and hundreds
of illustrations from the published financial reports of major listed companies from around the world
are included. The 2020 edition has been fully revised and updated with information on the latest
IFRS changes and current issues.
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summarizing financial transactions. It provides a clear picture of the
financial health of your organization and its...

Ashi VA : Ei H E | NOVA Tax G
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 ..
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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 A Accounting & Bookkeeping Service -800Accountan

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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What are the best accountants who offer individual tax return preparation?

Home - Nova Tax & Accounting Services | Ashburn, VA

We are a leading Certified Public Accounting (CPA) firm dedicated to
delivering a comprehensive range of professional services to meet all your
financial needs.

Ashburn, VA Accounting Firm, Donovan Tax & Accounting, LLC
Donovan Tax & Accounting, LLC is a full service tax, accounting and business
consulting firm located in Ashburn, VA.



Virginia CPA Firm | Home Page | RAVIBCPA & COMPANY, LLC.

We offer a broad range of services to help our clients. Count on us to take
the worry out of your small business accounting. We help you take charge of
your finances to ensure a secure future. ..

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...

\sh VA : Ei H E | NOVA Tax G
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, self-employed ..

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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