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Financial services
Private equity
Financial institutions
Oil and gas
Technology
Healthcare
Manufacturing and
distribution
Oilfield services
Renewable energy
Construction and real
estate
Government
Higher education
Nonprofits

Services
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At Weaver, there are no “one-size-fits-all” solutions. We combine leading technical
knowledge with specific industry experience to provide highly customized services
tailored to private, public and public-sector clients alike.
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Risk advisory services
IT advisory services
Financial institutions consulting
Transaction advisory services
Energy compliance services
Forensic and litigation services

Assurance Services
►
►

►
►
►
►

Audit, review and compilation
Agreed-upon procedures
Employee benefit plan audit
SOC reporting
Attestation services
IFRS assessment and conversion

Tax Services
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Federal tax
State and local tax
International tax
Wealth strategies

ASC 842-10-15-1
Defines a Lease as:
“A contract, or part of a contract, that conveys
the right to control the use of identified property,
plant, or equipment (an identified asset) for a
period of time in exchange for consideration…”

Identifiable Asset
A leased asset must be
specifically identifiable,
either explicitly or
implicitly.

CONSIDER:
▪ Substantive substitution
rights
▪ A physically distinct
portion of a larger asset
could represent a
specified asset

▪ A capacity portion of a
larger asset will
generally not represent
a specified asset
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Lessee Accounting
Lessees will now recognize a right-of-use asset and a lease liability
for virtually all leases
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Lessee Accounting
 Finance lease:
» Lease liability: Using effective interest rate method.
» ROU asset: Amortize on a straight-line basis.
» Meets one or more of these criteria:
• Transfers ownership by end of lease to the lessee
• Grants lessee a reasonably certain option to purchase
• Term for major part of the remaining economic life
• PV of sum of lease payments and any guaranteed residual
equals or exceeds substantially all of FV
• Asset is so specialized as to have no alternative use to the
lessor

 Operating Lease:
» Lease liability: Using effective interest rate method.
» ROU asset: Amortize to achieve straight-line total lease expense.
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Out of Scope
 Arrangements with a lease term of
12 months or less.
 Leases of intangible assets subject
to ASC 350.
 Leases to explore for or use
minerals, oil, natural gas, and similar
nonregenerative resources subject
to the guidance contained in ASC
930 and ASC 932.
 Leases of biological assets (such as
plants and animals).
 Leases of inventory.
 Leases of assets under construction.
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Nonlease Components
 Items or activities that transfer a good or service to the lessee.
 The right to use land is considered a separate lease component
unless the accounting effect of doing so would be immaterial.
 A lessee may choose not to separate nonlease components
from their related lease components. If this election is made, all
cash flows associated with the nonlease component would be
allocated to the related lease component.
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The Game has Changed


What are the fraud risks to your
company?



What’s to stop companies from
grossing up the balance sheet with
non-existent leases?



What ensures that leases are
appropriately capitalized?



What’s to stop employees from
grouping personal leases with
business leases?



Relevant financial statement
assertions with increased fraud risk
include:
» Existence
» Completeness
» Valuation
» Presentation and Disclosure
10

Fraud Risks
1. Misappropriation of Assets

2. Financial Reporting Fraud Risk






Existence
Completeness
Rights and Obligations
Accuracy and Valuation
Presentation and Disclosure

Fraud Risks –
Misappropriation of Assets
What ensures that…
► Lease agreements and
amendments do not contain
inappropriate or self-dealing
terms?
► Personal leases are not grouped
with company leases?

12

Fraud Risks –
Misappropriation of Assets
What ensures that…
► Leased property is not utilized for
personal use?
► Leased property is secured and
monitored?
► Lease agreements and amendments
are properly authorized?
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Fraud Risks – Financial
Reporting Fraud (Existence)
What ensures that…
► Leases recorded relate to assets that actually exist and that are in
control of the lessee?
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Fraud Risks – Financial Reporting
Fraud (Completeness)
What ensures that…
 Leases are not excluded from the balance sheet?
 Imbedded leases are not excluded from the
balance sheet?

 All leases, including sub-leases, and subsequent
amendments are accurately and completely
identified?
 Events that could change the classification of a
lease from short-term are identified timely and
appropriately accounted for?
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Fraud Risks – Financial Reporting
Fraud (Completeness)
What ensures that…
► All individual lease components are
identified and, if appropriate, properly
separated and accounted for
separately?
► For leases that terminate prior to the
expiration, what ensures that any
gain/loss from the termination is
accurately calculated and recorded?
► Leases are only classified as short-term if
they meet the requirements?
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Fraud Risks – Financial Reporting
Fraud (Rights and Obligations)
What ensures that…
► For leases that terminate prior to the expiration, the termination is
identified and communicated to the appropriate individuals on a
timely basis?

17

Fraud Risks – Financial Reporting
Fraud (Accuracy and Valuation)
What ensures that…

► Valuations and interest rates used
in valuing leases are not
manipulated?
► Consideration is appropriately
allocated to each separate lease
and non-lease component of a
contract (i.e. does not include
prohibited costs; appropriate use
of estimates to determine
standalone price)?
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Fraud Risks – Financial Reporting
Fraud (Accuracy and Valuation)
What ensures that…
► False assumptions are not used
in the evaluation of a lease?

► Impairment of a right-to-use
asset is accurately identified,
calculated, and accounted
for?
► The carrying value of the asset
is accurately adjusted for
leases that terminate due to
the purchase of the underlying
asset?
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Fraud Risks – Financial Reporting
Fraud (Presentation/Disclosure)
What ensures that…
► For finance leases, the P&L presents both interest expense and
amortization consistent with the presentation of other interest expense
and amortization?
► Finance and operating lease ROU assets and lease liabilities are
presented or disclosed separately from each other and from other
assets/liabilities?
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Fraud Risks – Financial Reporting
Fraud (Presentation/Disclosure)
What ensures that…
► Lease expense is appropriately included in income from continuing ops
for operating leases?
► Lease transactions are accurately classified in the statement of cash
flows?
► Disclosure requirements are met (i.e. qualitative and quantitative
information about leases, significant judgements made in applying the
leasing standard, and amounts recognized in the financial statements
related to leases)?
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Potential
Control
Activities
1.

Detective

2.

Preventive

Potential Controls
Detective
► Quarterly inquiries
► Manual journal entry review
► Balance sheet account reconciliations
► Flux analyses

► Impairment analysis
► Authorization controls
► Physical inspections
► System controls

Preventive
► Authorization controls
► Asset safeguarding and monitoring
► System controls
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Testing Procedures

► Contract review (completeness, accuracy/valuation, rights/obligations,
presentation/disclosure)
► Lease confirmations (existence)
► Physical inspection (existence)
► Analytical procedures (existence, completeness, accuracy/valuation):
» Interest expense/amortization of liability vs. PP&E balance
» Period over period comparisons
• PP&E balance
• Interest expense/amortization

► Reperform/recalculate/review lease valuation procedures
(accuracy/valuation)
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Questions &
Discussion

