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FASB Improves Discount Rate Guidance for Lessees That 
Are Not Public Business Entities 
 
By Samantha C. Rodrigues, CPA, Senior Manager and Ioanna Vavasis, CPA, Senior Manager 
 
The Financial Accounting Standards Board (FASB) recently issued Accounting Standards Update (ASU) 
2021-09 that revises the application of discount rate guidance for lessees that are not public business 
entities. 
 
Background and Overview 
 
ASU 2021-09 provides for lessees that are not public business entities to use a practical expedient that 
allows them to make an accounting policy election to use a risk-free rate as the discount rate for all leases. 
The FASB received feedback that some private companies were reluctant to use the risk-free rate election 
for all leases because a risk-free rate, such as a U.S. Treasury rate, is low compared to their expected 
average incremental borrowing rate and, using the risk-free rate, could increase an entity’s lease liabilities 
and right-of-use assets. The following are the significant aspects of the accounting update: 
 

• ASU 2021-09 allows a non-public entity to use the risk-free rate as its discount rate by class of 
underlying asset when accounting for leases under ASC Topic 842. Entities that make this election 
are required to disclose the class of underlying assets to which the risk-free rate was applied. 
 

• ASU 2021-09 also requires that if the rate implicit in the lease for any individual lease is readily 
determinable, it must be used instead of the risk-free rate or an incremental borrowing rate. 

 
Effective Dates 
 
ASC 842 is effective for private companies and certain not-for-profit entities for annual periods beginning 
after December 15, 2021, and interim periods in annual periods beginning after December 15, 2022.  
 
Entities that have not yet adopted ASC 842 as of November 11, 2021 are required to adopt ASU 2021-09 
when they adopt ASC 842. 
 
For entities that have adopted ASC 842 as of November 11, 2021, ASU 2021-09 is effective for fiscal 
years beginning after December 15, 2021, and interim periods in annual periods beginning after December 
15, 2022. Early adoption is permitted.  
 
For a complete version of ASU 2021-09, click here.  
 
Contact Us 
 
For more information, contact your client engagement partner or any of the following: 
  
John M. Haslbauer, CPA  
Partner  
jhaslbauer@pkfod.com | 646.699.2838 
 
Jonathan Zuckerman, CPA  
Partner  
jzuckerman@pkfod.com | 646.699.2842 
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Samantha C. Rodrigues (Wolf), CPA  
Senior Manager 
srodrigues@pkfod.com | 646.699.2894 
 
Ioanna Vavasis, CPA  
Senior Manager 
ivavasis@pkfod.com | 646.699.2861 
 
 
 
About PKF O'Connor Davies  
 
PKF O’Connor Davies, LLP is a full-service certified public accounting and advisory firm with a long history of serving clients both domestically 
and internationally. With roots tracing to 1891, the Firm has 14 offices in New York, New Jersey, Connecticut, Maryland, Florida, and Rhode 
Island and more than 1,000 professionals providing a complete range of accounting, auditing, tax, and management advisory services. PKF 
O’Connor Davies is led by over 100 partners who are closely involved in the day-to-day management of engagements, ensuring a high degree 
of client service and cost effectiveness.  

The Firm is a top-ranked firm, according to Accounting Today’s 2021 “Top 100 Firms” list and was recently recognized as one of “America’s 
Best Tax Firms” by Forbes. PKF O'Connor Davies was named one of Vault's 2021 Accounting 50, a ranking of the 50 best accounting 
employers to work for in North America and ranked among the top 50 most prestigious accounting firms in America in a complementary Vault 
survey.  

PKF O’Connor Davies is the lead North American representative of the international association of PKF member firms. PKF International is a 
network of legally independent member firms providing accounting, tax, and business advisory services in over 400 locations in 150 countries 
around the world. With its tradition, experience, and focus on the future, PKF O’Connor Davies is ready to help clients meet today’s ever-
changing economic conditions and manage the growing complexities of the regulatory environment 

Our Firm provides the information in this e-newsletter for general guidance only, and it does not constitute the provision of legal advice, tax 
advice, accounting services, or professional consulting of any kind. 

mailto:srodrigues@pkfod.com
mailto:ivavasis@pkfod.com

