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When to Modify a Lease 

Several scenarios may necessitate the modification of a lease. For example: 

• The lessee and lessor may agree to change the length of the lease, the price, or the underlying 
asset(s).   

The lessee and lessor need to factor into the lease term the likelihood of extension and 
termination options being exercised. 

• If the likelihood of these options being exercised becomes more or less reasonably certain after 
the original determination, the lease term is adjusted, which triggers a remeasurement. 

• A remeasurement consists of recalculating the existing lease liability or receivable based on 
the new facts and making the necessary adjustments to the related lease asset or deferred 
inflow of resources. 

 

How to Modify the Terms of a Lease 

Should you need to modify the terms of a lease, there are a few accounting transactions you’ll need to 
complete in your financial statements.  

We’ve outlined the steps below, using the following scenario as an example: 
• The original lease term is 4 years, with annual payments of $100,000, using a 6% interest rate at 

the end of each year. 
• At the end of the first year, the parties agree to extend the lease for an additional year, with 

annual payments increasing to $150,000, using the original interest rate. 
 
 

Step 1: Copy the Lease Liability repayment schedule for the original lease from our 
GASB Lite tool and paste it into your spreadsheet. Look at the original lease liability 
amount (the most current figure before modification).  

 

  

Original Lease Liability, 
pre-modification (Cell I6) 
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Step 2: Copy and paste the Lease Liability repayment schedule for the modified lease 
from our GASB Lite tool. Look at the modified lease liability amount (the updated figure 
after modification). 

 
 

Step 3: Use a simple formula to calculate the difference between the original and modified lease 
liabilities [ (=+I14-I6) in this case, or $519,765.84 – 271,499.29 = $248,266.55] The difference is the 
number you’ll post to your financial statements to increase your lease liability. The offset amount is the 
corresponding adjustment to your lease asset. 
  

Step 4: Copy the Lease Asset amortization schedule for the original asset from our GASB Lite tool and 
paste it into your spreadsheet. Look at the original lease asset amortized amount (the most current 
figure before modification).  
 

 
  

  

Modified Lease Liability 
(Cell I14) 

Original asset value  
(pre-modification) 
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Step 5: Add the modification value to the original asset value. 
 

 
 

 

Step 6: Divide the adjusted asset value, (262.853.27 + $248,266.55 = $511,119.82) by the remaining 
number of periods in the lease term (in this case, 4) to get your annual amortization value.   
    $511,119.82 / 4 = $127,779.96 
 
Step 7: Copy your Lease Asset note disclosure schedule for the original lease from our GASB Lite tool. 
Then update with the recalculated amortization following the modification (Step 5).  
 

 
 

 
 

Step 8: Copy your Lease Liability note disclosure schedule for the original lease from our GASB Lite tool. 
Then update with the recalculated principal and interest following the modification (Step 2).  
 

 

Original asset value 

Adjusted asset value = sum of 
original asset value + 
modification value 

Annual amortization value = 
quotient of adjusted asset 
value/periods in lease term 


