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Varlable Interest Entity

A legal entity subject to consolidation accordmg to the provisions of the Variable
Interest Entities Subsections of Subtopic 810-10.

Variable Lease Payments

Payments made by a lessee to a lessor for the right to use an underlying asset
that vary because of changes in facts or circumstances occurring after the
commencement date, other than the passage of time.

Warranty

A guarantee for which the underlying is related to the performance (regarding -
function, not price) of nonfinancial assets that are owned by the guaranteed party.
The obligation may be incurred in connection with the sale of goods or services; if
s0, it may require further performance by the seller after the sale has taken place.

Recognition
General
> Lease Classification

842-10-25-1 An entity shall classify each separate lease component at the
commencement date. An entity shall not reassess the lease classification after
the commencement date unless the contract is modified and the modification is
not accounted for as a separate contract in accordance with paragraph 842-10-25-
8. In addition, a lessee also shall reassess the lease classification after the
commencement date if there is a change in the lease term or the assessment of
whether the lessee is reasonably certain to exercise an option to purchase the
underlying asset.

842-10-25-2 A lessee shall classify a lease as a finance lease and a lessor shall
classify a lease as a sales-type lease when the lease meets any of the following
criteria at lease commencement:

a. The lease transfers ownership of the underlying asset to the lessee by
the end of the lease term.

b. The lease grants the lessee an option to purchase the underlymg asset
that the lessee is reasonably certain to exercise.

¢. The lease term is for the major part of the remaining economic life of the
underlying asset. However, if the commencement date falls at or near the
end of the economic life of the underlying asset, this criterion shall not be
used for purposes of classifying the lease.

d. The present value of the sum of the lease payments and any residual
value guaranteed by the lessee that is not already reflected in the lease
payments in accordance with paragraph 842-10-30-5(f) equals or
exceeds substantially all of the fair value of the underlying asset.
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e. The underlying asset is of such a specialized nature that it is expected to
have no alternative use to the lessor at the end of the lease term.

842-10-25-3 When none of the criteria in paragraph 842-10-25-2 are met:

a. A lessee shall classify the lease as an operating lease.

b. Alessor shall classify the lease as either a direct financing lease or an
operating lease. A lessor shall classify the lease as an operating lease
unless both of the following criteria are met, in which case the lessor shall
classify the lease as a direct financing lease:

1. The present value of the sum of the lease payments and any residual
value guaranteed by the lessee that is not already reflected in the
lease payments in accordance with paragraph 842-10-30-5(f) and/or
any other third party unrelated to the lessor equals or exceeds
substantially all of the fair value of the underlying asset.

2. ltis probable that the lessor will collect the lease payments plus any
amount necessary to satisfy a residual value guarantee.

842-10-25-4 A lessor shall assess the criteria in paragraphs 842-10-25-2(d) and
842-10-25-3(b)(1) using the rate implicit in the lease. For purposes of assessing
the criterion in paragraph 842-10-25-2(d), a lessor shall assume that no initial
direct costs will be deferred if, at the commencement date, the fair value of the
underlying asset is different from its carrying amount.

842-10-25-5 If a single lease component contains the right to use more than one
underlying asset (see paragraphs 842-10-15-28 through 15-29), an entity shall
consider the remaining economic life of the predominant asset in the lease
component for purposes of applying the criterion in paragraph 842-10-25-2(c).

842-10-25-6 When classifying a sublease, an entity shall classify the sublease
with reference to the underlying asset (for example, the item of property, plant, or
equipment that is the subject of the lease) rather than with reference to the right-
of-use asset.

842-10-25-7 See paragraphs 842-10-55-2 through 55-15 for implementation
guidance on lease classification.

> | ease Modifications

842-10-25-8 An entity shall account for a modification to a contract as a separate
contract (that is, separate from the original contract) when both of the following
conditions are present:

a. The modification grants the lessee an additional right of use not included
in the original lease (for example, the right to use an additional asset).

b. The lease payments increase commensurate with the standalone price
for the additional right of use, adjusted for the circumstances of the
particular contract. For example, the standalone price for the lease of one
floor of an office building in which the lessee already leases other floors
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