





STEP9

Perform Reasonableness Test for Rent Expenses

Calculate straight-line rent expense
Using the lease inventory data, calculate the
straight-line rent expense for each lease.

Compare with actual rent expense
Compare the calculated straight-line rent
expense with the total rent expense from
Step 8. The two amounts should be
materially consistent.

Investigate discrepancies

Q Calculated expense significantly lower:
Incomplete lease inventory.

Q Actual expense significantly lower:
» Rent expense recorded in other general ledger accounts.
» Prior year disclosure errors.
» ldentification of embedded leases.
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Example

Q A company has total rent expense of
£1,000,000 in its financial statements.

Q The company's lease inventory shows total
straight-line rent expense of £800,000.

Q The £200,000 difference could be
due to embedded leases, which
should be investigated.
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STEP 10
Record Transition Adjustments

By this stage, your organisation should have a comprehensive and reconciled lease inventory.
You are now ready to record the necessary transition adjustments to adopt FRS 102.

n Lease accounting software
= Using a dedicated lease accounting software
= like FinQuery is highly recommended to
automate complex calculations and
generate accurate transition journal entries.

? Initial journal entry
» Debit Right-of-Use Asset
» Credit Lease Liability

Ongoing accounting
The software will also automate the

ongoing accounting for leases, including:

Benefits

Automating the transition and
ongoing accounting will:

Q Reduce the risk of errors

Q Save time

Ensure compliance

Improve the accuracy of your
financial statements

Provide valuable insights into
your lease portfolio

» Depreciation of the right-of-use asset

» Interest expense on the lease liability

~

» Variable lease payments . . . .
First-Time Adoption Exemptions
FRS 102 provides some optional

exemptions for first-time adopters, which

can simplify the transition process. These

» Lease modifications

Transition Approaches

FRS 102 allows entities to apply the
standard retrospectively or using a modified
retrospective approach.

Q Full Retrospective Application:

» Apply the new accounting requirements as
if they had always been in effect.

» Restate prior period financial statements.

» Can be complex and time-consuming, but

provides the most comparable information.

Q Modified Retrospective Application:

» Apply the new accounting requirements to
leases existing at the date of transition.

» Do not restate prior period
financial statements.

» Simpler to apply, and the most
commonly used.
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include exemptions relating to:

Q
Q
Q

Lease classification
Initial direct costs

Retrospective application

Disclosures

FRS 102 has detailed disclosure
requirements. These include:

Q

O00 O

Information about the nature of the entity’s
leasing activities

The amounts recognised in the financial
statements

A maturity analysis of lease liabilities
A reconciliation of the lease liabilities

Information about short-term leases, low-value
leases, and variable lease payments
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What is a right-of-use (ROU) asset?
An asset that represents a lessee's right to use an underlying asset for the lease term.

What is a lease liability?
The present value of the lease payments.

What discount rate should | use?
The interest rate implicit in the lease. If this rate cannot be readily determined, the
lessee's incremental borrowing rate should be used.

What are initial direct costs?
Costs incurred by the lessee in obtaining a lease.

What are lease incentives?
Payments made by the lessor to the lessee associated with the lease.

What are lease modifications?
Changes to the terms and conditions of a lease.

What is an embedded lease?
A lease within a contract that is not explicitly identified as a lease.

How do | account for variable lease payments?
Variable lease payments are expensed in the period in which they are incurred.

Are there any exemptions?
Yes, there are exemptions for short-term leases and low-value assets.
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FiInQuery G Likxx

Transitioning to FRS 102 is not a one-time event.
Ongoing compliance requires robust processes and tools.

FinQuery helps you stay compliant by:

Providing a centralised platform = . S
"l |b for managging all lease dzta E’ Tracking all lease modifications
? Automating calculations and &M  Alerting you to key lease dates
journal entries m and changes
/4 . . ‘/' Ensuring data accuracy with
olll Generating compliant reports (O’ built-in controls

Automated Lease & Prepaid

and Accrual Accounting. =
Streamlined Contract Management. 5
Contract
8 500+ Customers Management
93 Countries _
250+ Partners u_ 22 @
Lease Accounting & Prepaid & Accrual
200+ Team Members Lease Management Accounting
Across North America & EMEA

Learn more at FinQuery.com

FINQUERY.COM e 1-800-880-7270 ¢ INFO@FINQUERY.COM
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