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+
Lease Examples, Calculation, & 
Journal Entries



Lease liability (obligation to make the lease payments)
• Measured at the present value of the future minimum lease payments

Right-of-use asset
• Lease liability + initial direct cost + lease prepayments – lease incentives received

Discount rate
• Use the rate charged by the lessor if known
• The incremental borrowing rate
• All private companies & NFPs may elect to use the risk-free rate rather then its borrowing rate (& can use both by class of 

underlying asset)
• Rate as of the implementation date for the remaining lease term (no need to go back in time)

Lessee Model — Initial Measurement
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Finance Lease

+ Six-year lease
+ No renewal options 
+ Lease payments $40,000 paid EOY 
+ Includes 9% interest rate 
+ Lease classifies as a finance lease

In this simplified example, the lease liability & the right-of-use asset are both $179,437 (present value of six payments of 
$40,000 each, at a discount rate of 9%)

The journal entry would be
Dr.  Right-of-use asset – finance lease $179,437

Cr.  Lease liability – finance lease ($179,437)

Lease Example #1 Details
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Annual expense recognition & subsequent amortization of ROU asset depends on lease classification

+ Finance lease 
• Unwind liability using the effective interest method 
• Front-loaded expense pattern similar to capital leases under ASC 840 with interest & amortization recognized separately  
• Interest determined on the lease liability in each period during the lease term as the amount that produces a constant 

periodic discount rate
• ROU asset generally amortized on a straight-line basis

Lessee Model — Subsequent Accounting
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In this simplified example, if the arrangement is determined to be a finance lease, the lessee recognizes both amortization 
expense & interest expense, with higher expense in the initial years

Lease Example #1 — Finance Lease
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Beginning Balances – Year 1 – Finance Lease
+ Right-of-use asset – finance lease $179,437
+ Lease liability – finance lease ($179,437)

Year 1 Activity – Finance Lease
To record lease payment & year 1 journal entries
Dr.  Lease liability – finance lease $23,851
Dr.  Interest expense $16,149

Cr.  Accounts Payable (or cash) ($40,000)
Dr.  Amortization expense $29,906

Cr.  Right-of-use asset – finance lease ($29,906)

Ending Balances – Year 1 – Finance Lease
+ Right-of-use asset – finance lease $149,531
+ Lease liability – finance lease ($155,586)
+ Expense for the year $46,055

Journal Entries — Lease Example #1 Finance Lease
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Operating Lease

+ Six-year lease
+ No renewal options 
+ Lease payments $40,000 paid EOY 
+ Includes 9% interest rate 
+ Lease classifies as a finance lease

In this simplified example, the lease liability & the right-of-use asset are both $179,437 (present value of six payments of 
$40,000 each, at a discount rate of 9%)

The journal entry would be
Dr.  Right-of-use asset – operating lease $179,437

Cr.  Lease liability – operating lease ($179,437)

Lease Example #2 Details
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Operating lease
+ Unwind liability using the effective interest method 
+ Straight-line expense over term
+ ROU asset: Reduced by the difference between the annual straight-line lease expense & the annual interest cost on the 

lease liability, i.e., amortize the asset to achieve straight-line total lease expense  

Lessee Model — Subsequent Accounting
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In this simplified example, if the 
arrangement is determined to be an 
operating lease, there is only rent 
expense & the expense is straight-lined

Lease Example #2 — Operating Lease
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Beginning Balances – Year 1 – Operating Lease
+ Right-of-use asset – operating lease $179,437
+ Lease liability – operating lease ($179,437)

Year 1 Activity – Operating Lease
To record lease payment & year 1 journal entries
Dr.  Lease expense $40,000

Cr.  Accounts Payable (or cash) ($40,000)
Dr.  Lease liability – operating lease $23,851

Cr.  Right-of-use asset – operating lease ($23,851)

Ending Balances – Year 1 – Operating Lease
+ Right-of-use asset – operating lease $155,589
+ Lease liability – operating lease ($155,586)
+ Expense for the year $40,000

Journal Entries — Lease Example #2 
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Beginning Balances - Year 1
Finance Lease Operating Lease

Dr. Cr. Dr. Cr.
Right-of-use asset 179,437$         179,437$         
Lease liability (179,437)$       (179,437)$       

Year 1 Activity

Finance Lease Operating Lease
Dr. Cr. Dr. Cr.

Lease liability 23,851$           23,851$           
Interest expense 16,149$           -$                  
Lease expense -$                  40,000$           

Accounts Payable (40,000)$          (40,000)$          
Amortization expense 29,906$           -$                  

Right-of-use asset (29,906)$          (23,851)$          

Ending Balances - Year 1

Finance Lease Operating Lease
Dr. Cr. Dr. Cr.

Right-of-use asset 149,531$         155,586$         
Lease liability (155,586)$       (155,586)$       
Expense for the year 46,055$           40,000$           

Journal Entries — Comparison of Journal Entries

Lease Examples 
#1 & #2
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Finance Lease

+ Six-year lease
+ No renewal options 
+ Lease payments at $30,000 escalating $10,000 every other year, paid EOY
+ Includes 9% interest rate
+ Lease classifies as a finance lease

In this example, the lease liability & the right-of-use asset are both $174,306 (present value of six payments escalating by $10,000 
every second year from $30,000 to $50,000 each, at a discount rate of 9%)

The journal entry would be
Dr.  Right-of-use asset – finance lease $174,306

Cr.  Lease liability – finance lease ($174,306)

Lease Example #3 Details 
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In this example for a finance lease, the lessee recognizes both amortization expense & interest expense, with higher 
expense in the initial years

Lease Example #3 — Finance Lease
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Beginning Balances – Year 1 – Finance Lease
+ Right-of-use asset – finance lease $174,306
+ Lease liability – finance lease ($174,306)

Year 1 Activity – Finance Lease
To record lease payment & year 1 journal entries
Dr.  Lease liability – finance lease $14,312
Dr.  Interest expense $15,688

Cr.  Accounts Payable (or cash) ($30,000)
Dr.  Amortization expense $29,051

Cr.  Right-of-use asset – finance lease ($29,051)

Ending Balances – Year 1 – Finance Lease
+ Right-of-use asset – finance lease $145,255
+ Lease liability – finance lease ($159,994)
+ Expense for the year $44,739

Journal Entries — Lease Example #3 Finance Lease
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Operating Lease

+ Six-year lease
+ No renewal options 
+ Lease payments $30,000, escalating $10,000 every other year, paid EOY 
+ Includes 9% interest rate 
+ Lease classifies as an operating lease

In this example, the lease liability & the right-of-use asset are both $174,306 (present value of six payments escalating by $10,000 
every second year from $30,000 to $50,000 each, at a discount rate of 9%)

The journal entry would be
Dr.  Right-of-use asset – operating lease $174,306

Cr.  Lease liability – operating lease ($174,306)

Lease Example #4 Details
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For leases with escalating payments in operating lease, lessee recognizes only rent expense on straight-line basis. Difference in 
asset amortization & liability is cumulative difference of payments & expense

Lease Example #4 — Operating Lease
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Beginning Balances – Year 1 – Operating Lease
+ Right-of-use asset – operating lease $174,306
+ Lease liability – operating lease ($174,306)

Year 1 Activity – Operating Lease
To record lease payment & year 1 journal entries
Dr.  Lease expense $40,000

Cr.  Accounts payable (or cash) ($30,000)
Cr. Right-of-use asset – operating lease ($10,000)

Dr.  Lease liability – operating lease $14,312
Cr.  Right-of-use asset – operating lease ($14,312)

Ending Balances – Year 1 – Operating Lease
+ Right-of-use asset – operating lease $149,994
+ Lease liability – operating lease ($159,994)
+ Expense for the year $40,000

Journal Entries — Lease Examples #4 Operating Lease
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Journal Entries –
Comparison of Journal 
Entries

Lease Example #1 & #2

Journal Entries — Comparison of Journal Entries
Beginning Balances - Year 1

Finance Lease Operating Lease
Dr. Cr. Dr. Cr.

Right-of-use asset 174,306$         174,306$         
Lease liability (174,306)$       (174,306)$       

Year 1 Activity

Finance Lease Operating Lease
Dr. Cr. Dr. Cr.

Lease liability 14,312$           14,312$           
Interest expense 15,688$           -$                  
Lease expense -$                  40,000$           

Accounts Payable (30,000)$          (30,000)$          
Amortization expense 29,051$           -$                  

Right-of-use asset (29,051)$          (24,312)$          

Ending Balances - Year 1

Finance Lease Operating Lease
Dr. Cr. Dr. Cr.

Right-of-use asset 145,255$         149,994$         
Lease liability (159,994)$       (159,994)$       
Expense for the year 44,739$           40,000$           

Lease Examples 
#3 & #4
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+
Example Financial Statement 
Presentation & Disclosure
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Lessee Balance Sheet Presentation
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Disclosure Objective

Enable users of financial statements to assess amount, timing & uncertainty 
of cash flows arising from leases

• Policies & nature of leases
• Significant assumptions
• Quantitative disclosure examples

• Finance lease costs, operating lease costs, short-term lease costs, &
variable lease costs

• Weighted average remaining lease term, weighted average discount
rate, & supplemental noncash transaction information

• More info: Sublease income, sale-leaseback gains, & others
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LESSEE QUANTITATIVE DISCLOSURE
2022 2021

Lease cost
Finance lease cost

Amortization of right-of-use asset -$                 -$                 
Interest on lease liabilities -                  -                  

Operating lease cost -                  -                  
Short-term lease cost -                  -                  
Variable lease cost -                  -                  
Sublease income -                  -                  
(Gains) and losses on sale and leaseback transactions,

net -                  -                  

Total lease cost -$                 -$                 

2022 2021

Other information
Cash paid for amounts included in the measurement of 

lease liabilities
Operating cash flows from finance leases -$                 -$                 
Financing cash flows from finance leases -                  -                  
Operating cash flows from operating leases -                  -                  

Right-of-use assets obtained in exchange for new
finance lease liabilities -                  -                  

Right-of-use assets obtained in exchange for new
operating lease liabilities -                  -                  

Weighted-average remaining lease term
Finance leases x.x years x.x years
Operating leases x.x years x.x years

Weighted-average discount rate
Finance leases 0.0% 0.0%
Operating leases 0.0% 0.0%



2022 2021
Assets

Current Assets
Cash and cash equivalents 4,640,000$         5,590,000$         
Accounts receivable 1,450,000           1,000,000           
Other receivables 450,000              500,000              
Prepaid expenses and other assets 145,000              200,000              

Total current assets 6,685,000           7,290,000           

Property and Equipment, Net 3,930,000           3,400,000           
Right-Of-Use Assets - Operating 305,580              -                         

Total assets 10,920,580$       10,690,000$       

Liabilities and Net Assets

Current Liabilities
Accounts payable and accrued expenses 625,000$            582,000$            
Current maturities of long-term debt 1,455,000           1,525,000           
Current portion of finance lease liabilities 70,000                -                         
Current portion of operating lease liabilities 70,000                -                         

Total current liabilities 2,220,000           2,107,000           

Finance Lease Liabilities, Net of Current Portion 245,580              -                         
Operating Lease Liabilities, Net of Current Portion 245,580              -                         
Long-Term Debt, Net of Current Portion 5,020,000           6,475,000           

Total liabilities 7,731,160           8,582,000           

Equity / Net Assets Without Donor Restrictions 3,189,420 2,108,000

Total liabilities and equity / net assets 10,920,580$       10,690,000$       

Example Lessee Balance Sheet Presentation
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Note __: Leases

Accounting Policies (can be here in a standalone lease footnote or separate accounting policies section)

The Company determines if an arrangement is a lease or contains a lease at inception of a contract. A contract is determined to be or contain a lease if the contract conveys the right to control the use of identified property, 
plant, or equipment (an identified asset) in exchange for consideration. The Company determines these assets are leased because the Company has the right to obtain substantially all of the economic benefit from and the 
right to direct the use of the identified asset. Assets in which the supplier or lessor has the practical ability and right to substitute alternative assets for the identified asset and would benefit economically from the exercise 
of its right to substitute the asset are not considered to be or contain a lease because the Company determines it does not have the right to control and direct the use of the identified asset. The Company’s lease 
agreements do not contain any material residual value guarantees or material restrictive covenants.

In evaluating its contracts, the Company separately identifies lease and nonlease components, such as common area and other maintenance costs, in calculating the ROU assets and lease liabilities for its office 
buildings, apartments and vehicles. The Company has elected the practical expedient to not separate lease and nonlease components and classifies the contract as a lease if consideration in the contract allocated to the 
lease component is greater than the consideration allocated to the nonlease component.

Leases result in the recognition of ROU assets and lease liabilities on the balance sheet.  ROU assets represent the right to use an underlying asset for the lease term, and lease liabilities represent the obligation to make 
lease payments arising from the lease, measured on a discounted basis.  The Company determines lease classification as operating or finance at the lease commencement date.  ROU assets for finance leases are 
included in property and equipment in our balance sheet.

At lease inception, the lease liability is measured at the present value of the lease payments over the lease term.  The ROU asset equals the lease liability adjusted for any initial direct costs, prepaid or deferred rent, and 
lease incentives.  The Company uses the implicit rate when readily determinable.  As most of the leases do not provide an implicit rate, the Company uses its incremental borrowing rate based on the information available 
at the commencement date to determine the present value of lease payments.  Incremental borrowing rates used to determine the present value of lease payments were derived by reference to the secured-debt yields the 
Company would receive to finance each lease transaction or needed to borrow the amount of the undiscounted future payments over the term of the lease.

The lease term may include options to extend or to terminate the lease that the Company is reasonably certain to exercise.  Lease expense is generally recognized on a straight-line basis over the lease term.

The Company has elected not to record leases with an initial term of 12 months or less on the balance sheet.  Lease expense on such leases is recognized on a straight-line basis over the lease term.

The information contained in these slides is presented by professionals as examples for your information only & is not to be considered as accounting advice. Applying specific 
information to your situation requires careful consideration of facts & circumstances. Consult your BKD Trusted Advisor or other accountants before acting on any matters 
covered



Nature of Leases

The Company has entered into the following lease arrangements:

Finance Leases

These leases mainly consist of equipment for the use of operations. One finance lease includes an escalating fee schedule, which range from 
a 25 to 33 percent increase for specific years. Termination of the leases generally are prohibited unless there is a violation under the lease 
agreement.

Operating Leases

The Company has two leases for office space that expire in 2027.  These leases generally contain renewal options for periods ranging from 2 
years to 5 years and require the Company to pay all executory costs (property taxes, maintenance and insurance).  One operating lease 
includes an escalating fee schedule, which range from a 25 to 33 percent increase for specific years.  Termination of the leases is generally 
prohibited unless there is a violation under the lease agreement.

Short-Term Leases 

The Company has certain leases that are for a period of 12 months or less or contain renewals for periods of 12 months or less. The Company 
does not include short-term leases within the statements of financial position since it has elected the practical expedient to included these 
leases within the operating right of use asset and lease liabilities. The Company did not have any short-term leases during the years ending 
December 31, 2022 and 2021.

The information contained in these slides is presented by professionals as examples for your information only & is not to be considered as accounting 
advice. Applying specific information to your situation requires careful consideration of facts & circumstances. Consult your BKD Trusted Advisor or 
other accountants before acting on any matters covered



2022

Lease cost
Finance lease cost

Amortization of right-of-use asset 58,957$        
Interest on lease liabilities 31,837          

Operating lease cost 80,000          

Total lease cost 170,794$       

2022

Other information
Cash paid for amounts included in the measurement of 

lease liabilities
Operating cash flows from finance leases 31,837$        
Financing cash flows from finance leases 38,163          
Operating cash flows from operating leases 70,000          

Right-of-use assets obtained in exchange for new
finance lease liabilities 353,743        

Right-of-use assets obtained in exchange for new
operating lease liabilities 353,743        

Weighted-average remaining lease term
Finance leases 5.0 years
Operating leases 5.0 years

Weighted-average discount rate
Finance leases 9.0%
Operating leases 9.0%

The lease cost & other required information for 
the year ended December 31, 2022, are

Completed Lessee Quantitative Disclosure Based on Lease 
Examples

30



Finance Operating 
Leases Leases

2023 70,000$        70,000$        
2024 80,000          80,000          
2025 80,000          80,000          
2026 90,000          90,000          
2027 90,000          90,000          
Thereafter -                  -                  

Total future undiscounted lease payments 410,000        410,000        
Less present value discount (94,420)         (94,420)         

Lease liabilities 315,580$       315,580$       

Future minimum lease payments & reconciliation to the balance sheet at December 31, 2022, are as follows.

Completed Lessee Quantitative Disclosure Based on Lease 
Examples
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Supplemental cash flow information for ROU assets obtained for new lease 
liabilities (operating leases separate from finance leases)

Prior-year disclosures under ASC 840 required when not using the transition 
method to adopt for prior period presentation (including prior year maturity 
footnote schedule)

Presentation and Disclosure Reminders
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Disclaimer
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+ This presentation is provided solely for educational purposes to Johnson Lambert LLP’s intended audience.
+ This webinar is intended to provide general information and may reference information from reputable sources. Although our firm has made every reasonable effort to ensure that 

the information provided is accurate, we make no warranties, expressed or implied, on the information provided. The information is updated as of the date of the webinar. It may 
change as situations may continue to evolve and/or new and additional guidance are issued.

+ The content contained herein should not be relied upon as accounting or tax advice because it does not take into account any specific organization’s facts and circumstances.
+ The views expressed by the presenters are not necessarily those of Johnson Lambert LLP
+ This presentation is © 2022 Johnson Lambert LLP. All Rights Reserved.

Johnson Lambert LLP is a niche-focused CPA and consulting firm, dedicated to serving the nonprofit community, as well as employee benefit plans and insurance entities. The firm 
provides audit, tax, and advisory services to a national and selectively international client base of 250+ nonprofit entities. Johnson Lambert is also an independent member of DFK 
International/USA, a worldwide association of independent accounting and management consulting firms. Our membership in DFK enhances our worldwide reach, provides us with 
additional resources, and expands the world of opportunity for our clients. For more information on our firm, please visit JohnsonLambert.com.

The information set forth in this presentation contains the analysis and conclusions of the author(s) based upon his/her/their research and analysis of industry information and legal 
authorities. Such analysis and conclusions should not be deemed opinions or conclusions by FORVIS or the author(s) as to any individual situation as situations are fact specific. The 
reader should perform its own analysis and form its own conclusions regarding any specific situation. Further, the author(s) conclusions may be revised without notice with or without 
changes in industry information and legal authorities. FORVIS has been registered in the U.S. Patent and Trademark Office, which registration is pending.
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