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Mapping The Method

FASB No. 13, 
Accounting for Leases

Kathryn C. Buckner, CPA, Ph.D., is 
Associate Professor of Accounting at 
Georgia State University. She is a past presi
dent of the Atlanta Chapters of American 
Society of Women Accountants and 
National Association of Accountants.

Ray D. Dillon, DBA, is visiting Association 
Professor at Emory University. He is a 
member of AAA, the Financial Executives 
Institute, and has contributed several 
articles to professional publications.

Roger H. Hermanson, Ph.D., is Research 
Professor of Accounting at Georgia State 
University. He has written several books and 
numerous articles for professional journals 
and serves as editor of the programmed 
learning aid services for the Learning 
Systems Company.

One of the activities which consumes 
an increasing amount of time is the 
reading which must be done to stay 
abreast of the regulations established by 
the SEC and the accounting standards 
of the FASB. As new auditing stan
dards, CASB requirements, and Federal 
Trade Commission regulations are 
adopted the volume of reading material 
becomes overwhelming. If review of 
these materials can be made more ef
ficient, additional time will be released 
for other purposes.

This article is designed to 1) assist the 
reader to more rapidly understand the 
complex FASB Statement No. 13 “Ac
counting for Leases,” and 2) present an 
argument for inclusion of such 
flowcharts with future FASB 
Statements. Examining flowcharts of a 
Statement is one effective way of gain
ing a quick understanding of its essential 
concepts. Figure 1 is a flowchart of the 
sections of the “Accounting for Leases” 
Standard pertaining to the lessor. 
Figure 2 is a flowchart of the sections of 
the Standard relating to the lessee.

Figures 1 and 2 illustrate the criteria 
used by the lessee and lessor to dis
tinguish between operating and capital 
leases. At least one of the criteria must 
be met to be classified as a capital lease 
by the lessee. As to the lessor, in addi
tion to meeting at least one of the same 
criteria, two additional criteria must be 
met. Collectibility of the minimum lease 
payments must be reasonably certain 
and there must be no important uncer
tainties surrounding the amount of un
reimbursable costs to be incurred by the 
lessor in order for the lease to be 
classified as a sales-type or direct finan
cing lease. This represents an improve
ment over APB Opinions 5 and 7 in 
which the criteria were entirely different 
for the lessor and lessee.

When the lease is an operating lease 
its treatment is fairly uncomplicated for 
both parties to the transaction. The ac
counting and disclosure requirements 
are shown in the lower left-hand portion 
of each of the figures.

When the lease is a capital lease its 
treatment can be relatively complex. 
From the lessor’s point of view the Stan
dard differentiates between sales-type 
leases, direct financing leases, and 
leveraged leases as shown in Figure 1. 
The effect of a sale to a third party is also 
covered. The flowchart lists the relevant 
questions to ask to differentiate between 
these and shows how each is to be ac
counted for and disclosed.

The lessee’s accounting and disclosure
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statements could be greatly assisted by 
the inclusion of a flowchart (or 
flowcharts) in each FASB statement 
upon issuance. Much loss of time, much 
duplication of effort, could be 
prevented. In addition, it would 
probably cut down on diverse ap
proaches being developed unnecessari
ly. Importantly, it could cut down the 
time and dollar cost of compliance for 
business.

An accountant’s time is a precious 
commodity. Wise use of it can mean 
greater work efficiency and more leisure 
time. The increase in the number of 
books, articles, and lectures on manage
ment of time indicates a keen interest in 
this topic. For instance, the AICPA is 
presently offering a cassette-workbook 
self-study course on “Total Time 
Management” to its members and in
terested parties. Assistance to account
ants who wish to improve their time 
management is suggested here by mak
ing the study of Statement No. 13 (and 
possibly future statements) more ef
ficient. It is hoped the suggestion to the 
FASB will be adopted.■

requirements for the capital lease are 
affected by whether or not a provision 
change takes place before expiration of 
the lease. Figure 2 reflects the necessary 
accounting and disclosure requirements 
for leases which have a provision change 
before expiration and for those which 
remain unchanged.

The Statement, of course, contains 
rules for leases involving four categories 
of real estate transactions, sale
leaseback transactions, subleases, and 
similar transactions. These are not il
lustrated in Figures 1 and 2.

The real purpose in this short article is 
not to discuss every facet of the Stan
dard. The purpose is to illustrate how 
the use of flowcharts can facilitate an 
overview of the Standard. Such an ap
proach can provide a frame of reference 
for anyone studying it.

It is proposed that the FASB establish 
a precedent and begin to assist account
ants to more easily and quickly com
prehend its standards by including in 
each standard (whenever feasible) a 
flowchart (or flowcharts) of the ac
counting and reporting requirements 
contained therein. The flowchart(s) 
would depict a graphic outline of the 
text. An interested person could see the 
overall concepts and interrelationships 
of elements contained in the statement 
prior to initial reading. Those who have 
at one time had an understanding of the 
standard and who need to refresh their 
memory could do so by reviewing the 
flowchart. Review of the standard itself 
might or might not be necessary, depen
ding upon the particular problem at 
hand.

Use of the flowcharting technique to 
simplify an accounting pronouncement 
is not new or unique. A recent example 
is contained in the March 1977 issue of 
the Journal of Accountancy, where a 
flowchart was used to express APB Opi
nion 29 more clearly.1 More recently, 
the August 1977 Journal of Account
ancy carried an article, “A Practitioner’s 
Guide to Accounting for Leases,” in 
which flowcharts were used to illustrate 
Criteria for Lease Classification and 
Original Lessee’s Accounting for Sub
leases.2 That article reviewed major 
changes in accounting for leases 
brought about as a result of Statement 
No. 13. The purpose in that article was 
different from the purpose in this one. 
However, the use of flowcharts il
lustrates the validity of the argument set 
forth here. It is clear that there is a need 
for such guidelines. Accountants, in 
general, and all users of FASB
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Does lessee receive 
title to property by 

Yes 
  

lease end?
NO

  
Is there a bargain 
purchase option in the 

Yea 
lease?NO 
Does lease term equal 
or exceed 75Z of prop
erty’s economic life? 
(Not applicable if 

Yes   
lease term begins in 
last 25Z of property’s 
economic life.)

NO
Does the present value 
of minimum lease pay
ments less lessor's 
executory costs plus 

Yes
, 

profit equal or exceed 
90Z of the excess of 
lessor's fair value 
over the investment credit?

NO 
Operating Lease 

Accounting for operating 
leases by lessee.

Accounted 
 

Disclosed
for: 

by showing:
As rent 

The First
expense 

Two Pertain
on 

Only to the
straight- Disclosure
line 

of Non-can
basis 

cellable
Leases in
Excess of 
One Year

-Future minimum rental pay
ments in total and for next 
five years.

-Total subrentals to be re
ceived under non-cancellable 
subleases.

-For all operating leases ren
tal expense for each period, 
separate amounts for minimum 
rentals, contingent rentals 
and sublease rentals.

-General statement of lease 
terms such as basis of con
tingent rentals; existence 
and terms of renewal, pur
chase or escalation clauses; 
lease restrictions on lessee,

Disclosure in 
statements or

  
footnotes: 

4
 Capital---

 
 Accounting

Lease 
for
capital 

_____ 
leases by 
lessee

-Gross amounts of assets 
under capital leases by 
major classes, with re
lated accumulated amor
tization.

-Future minimum lease 
payments in total and 
for next five years. 

-Minimum subrentals to 
be received under non- 
cancellable subleases. 

-Contingent rentals in
curred for income state
ment periods.

-General statement of 
lease terms such as ba
sis of contingent rentals; 
existence and terms of 
renewal, purchase, or es
calation clauses; lease 
restrictions on company. 
Does a provision 
change take place 
before expiration?

 
NO

Record asset and 
obligation at 

 
 

present value of 
minimum lease 
payments.

 
Does lessee receive 
title by lease end? 

Yes 
  

OR 
 

Is there a bargain 
purchase option in 
lease? NO 
Does lease term 
meet 75% rule? 

Yes  . 
OR 

 

Do lease payments 
meet 90Z rule? 

(See 
Classification Cri
teria)

Yes_____________
 

If present value 
* of lease payments 
exceeds fair value 
of property record 
at fair value.

Amortize in ac
cordance with 
normal asset de
preciation pol
icy.

Amortize over 
  lease term. 

_
 

If a new lease or renewal is entered for 
same property, the asset and obligation 
will be adjusted by the difference between 
the present value of the new lease pay
ments and the present obligation.

Does change pro
vi

de for change 
Yes 

in,lease payments 
only?

NO

Is there a renew
al or extension 

Yes 
of lease?NO

If termination of 
lease occurs 

■■ —
 

4Lease payment will 
be divided between 
principal and in
terest expense to  

 
provide a constant 
interest rate.

Adjust asset and 
obligation bal
ances by the dif
ference between 
the present value 
of payments and 
obligation bal
ance.

If new lease is a 
  capital lease, 
  follow adjustment 
shown Immediately 
above. 

If oper
ating lease, con
tinue to account 
for existing 
lease to end of 
original lease 
then account for 
lease as operat
ing.

Remove asset and 
 
 obligation from 
books and account 
for gain or loss. 

If lease guaran
tees a residual 
or a renewal the 

  obligation will 
have a balance at 
lease end equal 
to the residual 
guarantee or pen
alty for failure 
to renew.

---------
 

Figure 2 - Lessee
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