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Introduction: Navigating the Complexities of ASC 842
Sublease Income

ASC 842, Leases, significantly altered the landscape of lease accounting. One of the more complex
areas within this standard is the accounting for sublease income. This report will delve into the
intricacies of accounting for sublease income ASC 842, providing a comprehensive understanding of
the relevant guidance and its practical application. We will examine both the lessor's and lessee's
perspectives, highlighting key considerations and potential pitfalls.

ASC 842 and the Lessee's Perspective on Subleases

When a lessee subleases a portion or all of a leased asset, the accounting treatment depends on the
nature of the sublease. The critical determination is whether the sublease qualifies as a separate
lease under ASC 842. If the sublease transfers substantially all of the remaining lease term and risks
and rewards associated with the underlying asset, it's considered a separate lease. In this scenario,
the lessee effectively becomes a lessor for the subleased portion. The original lease liability remains
unchanged, but the lessee recognizes a new right-of-use (ROU) asset and lease liability for the
subleased portion, reflecting the sublease payments received.



Any profit or loss related to the sublease is reflected in the lessee's income statement. This profit is
generally recognized over the sublease term using the appropriate revenue recognition method. For
example, if the sublease revenue is received consistently throughout the sublease term, it would be
recognized using the straight-line method. If the sublease is short-term, and the payments exceed
the payments the lessee made to the lessor, a lessee would recognize a gain during the sublease
term. If the opposite were true, the lessee would incur a loss. This approach significantly differs
from pre-ASC 842 treatment where sublease income often had a more significant effect on profit and
loss.

Accounting for Sublease Income ASC 842 for lessees requires careful consideration of the sublease
terms and conditions, particularly regarding the transfer of risks and rewards. Any failure to meet
the definition of a separate lease will result in different accounting treatment. For example, if the
sublease does not transfer substantially all the risks and rewards, the sublease income would be
recognized as a reduction in the lessee's lease expense for the original lease instead of as revenue.
This nuance underscores the importance of precise analysis when applying accounting for sublease
income ASC 842 for lessees.

ASC 842 and the Lessor's Perspective on Subleases

From the lessor's viewpoint, a sublease by the lessee doesn't directly impact the original lease
agreement. The lessor's accounting treatment remains unchanged, with the lease payments
continued to be recognized. However, indirectly, the sublease can have implications. A sublease may
signal the lessee's decreased risk of nonpayment or provide further confirmation that the lessee's
ROU asset has value.

The lessor's accounting for the original lease remains unaffected by the lessee's decision to
sublease. The lessor is not directly involved in the sublease transaction and does not recognize any
revenue or expense related to it. This aspect of accounting for sublease income ASC 842 is relatively
straightforward compared to the complexities faced by the lessee.

Practical Implications and Challenges of ASC 842 Sublease
Accounting

Implementing accounting for sublease income ASC 842 presents numerous challenges. Accurate
determination of whether a sublease constitutes a separate lease is crucial. This involves a detailed
analysis of the sublease agreement, considering factors such as lease term, payment structures, and
the transfer of risks and rewards. Additionally, proper accounting for any initial direct costs
associated with the sublease is crucial for compliance.

Another major challenge lies in the complexity of calculating the lease payments receivable on a
sublease. This often involves considering various factors, such as any incentives offered to the
sublessee, and accurately allocating the payments across the sublease term. Companies must invest
in sophisticated accounting software and robust internal controls to properly apply accounting for
sublease income ASC 842 and manage the associated data effectively.

Disclosure Requirements under ASC 842 for Subleases

ASC 842 mandates specific disclosures related to leases, including subleases. These disclosures aim



to provide transparency and improve financial statement users' understanding of the company's
lease portfolio and its associated risks and rewards. Disclosures typically include information about
the nature and terms of subleases, the amount of sublease income recognized, and the impact of
subleases on the company's financial position and performance. Failing to adhere to these disclosure
requirements can result in financial statement misrepresentation and regulatory penalties.

Conclusion

Accounting for sublease income ASC 842 is a complex area requiring careful consideration of the
specific circumstances of each sublease agreement. Lessees must diligently analyze whether a
sublease constitutes a separate lease under ASC 842, determining the appropriate accounting
treatment for both the original lease and the sublease. Lessors, on the other hand, are less directly
impacted, though the sublease can indirectly influence risk assessment. Both lessees and lessors
must ensure compliance with the disclosure requirements to present a fair and transparent picture
of their financial performance. Effective implementation requires robust internal controls,
competent personnel, and potentially specialized accounting software.

FAQs

What is the difference between a sublease and a separate lease under ASC 842? A sublease is1.
a lease of a portion of an asset already under lease, while a separate lease under ASC 842
occurs when the sublease effectively transfers substantially all of the risks and rewards of
ownership to the sublessee.

How does ASC 842 impact the lessee's accounting for sublease income? If the sublease is a1.
separate lease, the lessee recognizes a new ROU asset and liability for the sublease and
recognizes sublease income over the term. If not, it reduces the lessee's lease expense.

How does ASC 842 impact the lessor's accounting for subleases by the lessee? It doesn't1.
directly impact the lessor's accounting for the original lease; the lessor's treatment remains
unchanged.

What are the key disclosure requirements for subleases under ASC 842? Disclosures include1.
the nature and terms of subleases, the amount of sublease income, and the impact on the
financial position and performance.

What are the potential challenges in applying ASC 842 to subleases? Challenges include1.
determining whether a sublease is a separate lease, calculating lease payments, and



accurately allocating costs.

How does the timing of revenue recognition differ for a sublease versus the original lease?1.
Revenue recognition for the sublease follows the same principles as other revenue recognition
standards, depending on the terms of the agreement. The original lease revenue recognition is
determined at the inception of the original lease agreement.

Can a lessee recognize a gain or loss on a sublease under ASC 842? Yes, a lessee can1.
recognize a gain if sublease payments exceed their lease payments, and a loss if the opposite
is true.

What role does the transfer of risks and rewards play in determining the accounting treatment1.
of a sublease? It is the primary factor. If substantially all risks and rewards are transferred to
the sublessee, it’s a separate lease.

What are the potential penalties for non-compliance with ASC 842 for subleases? Non-1.
compliance can lead to financial statement misrepresentation, resulting in regulatory
penalties, legal action, and reputational damage.
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ASC 842 Implementation Guide for Lessees: A detailed walkthrough of implementing ASC 8421.
for lessees, including practical examples and common challenges.

ASC 842 Implementation Guide for Lessors: A counterpart to the lessee guide, focusing on the1.
lessor's perspective and the specific complexities they face.

Practical Application of ASC 842 to Real Estate Leases: A case study focusing on the1.
application of ASC 842 to real estate leases and subleases, highlighting industry-specific
challenges.
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influenced key financial ratios and their interpretation.
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ASC 842 and Lease Modification Accounting: A detailed guide to lease modifications under1.
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Special reports (section 9110), Attestation reports (section 9510), and Attest engagement: American
Land Title Association best practices framework (section 9540).
  accounting for sublease income asc 842: Accounting and Valuation Guide: Assets Acquired
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capitalization. The application of different methodological approaches based on estimation of the
expected effects resulted in inconclusive results. This book aims to measure the real impacts
deriving from the post-implementation of the new lease accounting standard (IFRS 16) on
companies’ financial statements, economic and financial performance, on market reactions and on
financial statement’ users.
  accounting for sublease income asc 842: UK Financial Statements - Presentation and
Disclosure Requirements Steve Collings, 2016-10-28 Accounting standards in the UK and
Republic of Ireland are going through a radical change. This book outlines the changes concerned,
how they affect companies, what differences exist between the new and the old rules and what
practitioners and directors should be aware of in producing financial statements for statutory
purposes. To aid this theory, numerous worked examples and illustrative model accounts are
included to help preparers understand how these changes should be implemented.Practitioners and
preparers of accounts need to be fully versed in the changes to accounting practice and the
stumbling blocks to avoid under the new rules. Each chapter contains a 'Pitfalls to avoid' section as
well as a 'Chapter summary' to help preparers to understand the key differences. Invariably, if the



accounts themselves are incorrect due to a misunderstanding of the new treatments, the resulting
tax will be incorrect.UK Financial Statements: Presentation and Disclosure Requirements provides a
comprehensive overview of the new reporting regimes in the UK and Republic of Ireland. Written by
an expert in UK company financial reporting issues, it includes illustrative financial statements,
model disclosures and the structure of the primary statements under new UK GAAP andEU-adopted
IFRS. The appendices also contain useful disclosure checklists.The book is ideal for: Practitioners
dealing with all types of companies Tax advisers Company directors Students studying for
professional examinationsCoverage includes:Introduction;Overview of the revised Companies Act
2006;Summary of new UK GAAP and emerging issues and how to deal with them;Overview of small
and micro-entity reporting requirements;Sample micro-entity financial statements;Sample small
company financial statements;Sample medium-sized company financial statements;Sample large
(unlisted) company financial statements;Sample EU-adopted IFRS financial statements;Abridged and
adapted financial statements;Consolidated financial statements - overview of the
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focused on this topic. Jointly undertaken by the Vincent C. Ross Institute of Accounting Research
and New York University's Salomon Center for the study of Financial Institutions at the Stern School
of Business, the conference brought together academic researchers and practitioners in the field of
accounting and finance to address the issues with the broad-mindedness requisite of a group whose
approaches to solutions are as different from each other as their respectively theoretical and applied
approaches to the disciplines of finance and accounting. The essays are divided into two sections.
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that places the essays into context. OBS activities and the underinvestment problem, whether loan
sales are really OBS, and money demand and OBS liquidity are examined in detail. Section two,
which also begins with a brief introduction, focuses on issues of securitized assets and financing. A
report on recognition and measurement issues in accounting for securitized assets is followed by
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accounting and finance professionals as well as for academics involved in these fields. It will also be
an important addition to public, college, and university libraries.
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L. Zimmerman, 2004
  accounting for sublease income asc 842: Condition Assessment Scheme International
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specify structural standards in excess of the provisions of other IMO conventions, codes and
recommendations, its requirements stipulate more stringent and transparent verification of the
reported structural condition of the ship and that documentary and survey procedures have been
properly carried out and completed. The Scheme requires that compliance with the CAS is assessed
during the Enhanced Survey Program of Inspections concurrent with intermediate or renewal
surveys currently required by resolution A.744(18), as amended.--Publisher's description.
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Drechsel, 2015-09-16 As people increasingly migrate to urban settings and more than half of the
world's population now lives in cities, it is vital to plan and provide for sustainable and resilient food
systems which reflect this challenge. This volume presents experience and evidence-based state of
the art chapters on the key dimensions of urban food challenges and types of intra- and peri-urban
agriculture. The book provides urban planners, local policy makers and urban development
practitioners with an overview of crucial aspects of urban food systems based on an up to date
review of research results and practical experiences in both developed and developing countries. By
doing so, the international team of authors provides a balanced textbook for students of the growing
number of courses on sustainable agriculture, food and urban studies, as well as a solid basis for
well-informed policy making, planning and implementation regarding the development of
sustainable, resilient and just urban food systems.
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Accounting Standards Board, 2006
  accounting for sublease income asc 842: Petroleum Accounting Dennis Jennings, John
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industry risks, and the impacts of product price fluctuation.
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This revised casebook is designed for a building block property course that serves as a student's
foundation for the rest of law school and beyond. Avoiding the typical hodge-podge of issues, the
book presents material in an integrated way, starting with the central role of exclusive in rem rights
in property, and systematically developing elaborations, exceptions, and counterfoils to this idea
using vivid cases, both old and new. Timely issues in intellectual property, mortgages, and
regulatory takings, as well as traditional topics like equity and restitution, are given expansive
treatment. The emphasis throughout is on fundamental principles and policy questions.
  accounting for sublease income asc 842: The Handbook of Leasing Terry A. Isom, Sudhir P.
Amembal, 1982
  accounting for sublease income asc 842: Handbook of Equipment Leasing Richard M.
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business leasing transaction, as well as every aspect of the business of leasing, both domestically
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deal-making information.
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2006-01-01
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The most comprehensive guide to FASB Codifications, updated with the latest pronouncements
Wiley GAAP 2020 is the essential resource for US GAAP implementation. Covering all codifications
by the Financial Accounting Standards Board (FASB) - including the latest updates - this book
provides clear explanations and practical examples for real-world application of these dynamic
guidelines. Each chapter includes relevant sources of GAAP and expert guidance on interpretation,
terminology, relevant concepts, and applicable rules, while in-depth discussion on the issues
surrounding specific pronouncements offers informative perspective for a variety of scenarios.



Staying up-to-date with constantly-evolving guidelines is a challenge. Wiley GAAP 2020 provides the
guidance, insight, and perspective accounting professionals need to ensure accurate and up-to-date
GAAP implementation.
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Technical Bulletins, FASB Implementation Guides, AcSEC Practice Bulletins, and AICPA Accounting
Interpretations—in a single volume, fully referenced to the FASB Current Text and cross-referenced
to the new FASB codification system. Clear and concise without sacrificing depth or rigor, this
invaluable resource simplifies research and helps CPAs and other accounting professionals ensure
accuracy and compliance. Examine the latest changes to US GAAP standards and practices Gain
expert perspectives on the issues surrounding specific pronouncements Learn how the standards
translate to common real-world scenarios Clarify implementation through numerous illustrations and
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