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2Overview

• Why do a project on Leases?

• IAS 17 requirements

• Summary of: 
– Preliminary views

– Comments received

• Lessor accounting

• Next steps
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3IAS 17 Leases

• Accounting depends on classification
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•Balance sheet
–Leased asset

•Profit or loss
–Rental income
–Depreciation

•Balance sheet
–Receivable

•Profit or loss
–Interest income

Lessor

•Balance sheet
–No assets or liabilities

•Profit or loss
–Rental expense

•Balance sheet
–Leased asset
–Obligation to pay rentals

•Profit or loss
–Interest expense
–Depreciation

Lessee

Operating leaseFinance lease



4Why do a project on leases?

• A very important 
industry

– annual volume 2007 -
$760bn

– leasing volume as a 
percentage of all 
investment in plant and 
equipment is significant

• Existing standards are 
flawed

Country
% market 

penetration 2007

United States 26

Germany 16

Brazil 19

Japan 8
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Source: World Leasing Yearbook 2009

5Scope

• Based on scope of existing standards
• Some constituents have suggested scope 

exclusions for:
– Non-core asset leases
– Short term leases

Feedback
• General support but

– Reconcile scope of existing standards
– Service contract or lease contract?
– Exclusions

6Approach – simple lease

• Identified the rights and obligations
• Decided whether they meet the definition of an 

asset or liability
• The lessee has purchased a right to use the 

machine and is paying for that right with its rental 
payments

• The lessee recognises:
– A right-of-use asset

– An obligation to pay rentals



7Approach – simple lease

Feedback
• Support for basic approach but

– Complexity

– Cost benefit

– Some support for retaining existing standards

8Initial measurement

• Obligation to pay rentals
– Present value of lease payments discounted using the 

lessee’s incremental borrowing rate

• Right-of-use asset
– Cost = Present value of lease payments discounted 

using the lessee’s incremental borrowing rate

Feedback
• Support for approach but

– Discount rate?

9Subsequent measurement

• Obligation to pay rentals
– Amortised cost
– Incremental borrowing rate

– FASB would not require reassessment

– IASB would require reassessment

• Right-of-use asset
– Amortised cost

Feedback
• Support for approach but

– No reassessment of discount rate



10Approach – more complex leases

• Leases often include:
– Options to extend, terminate or purchase

– Obligations to pay contingent rentals

– Residual value guarantees

• Could recognise and measure components of a lease 
separately

• Boards decided not to adopt a components approach
• Lessee recognises

– A single right-of-use asset that includes rights acquired under 
options

– A single obligation to pay rentals that includes obligations arising 
from contingent rentals and residual value guarantees

11Approach – more complex leases

Feedback
• Support for approach

– Less complex and costly

– Reflects relationship of components

• Opponents in two camps
– Components approach conceptually correct

– Proposed approach results in assets and liabilities that 
do not meet definitions

12Leases with options

• Address uncertainty about lease term through recognition

• Recognise an obligation to pay rentals for a specified lease 
term

Example
•A machine is leased for 10 years

•Lease includes an option to extend for an additional 5 years

•Lessee must decide whether to recognise:
– an obligation to pay 10 years of rentals

– an obligation to pay 15 years of rentals



13Leases with options

• Determine most likely lease term
• Consider

– Contractual
– Non-contractual
– Business factors

• Reassessment at each reporting date
• Recognise change in obligation as an adjustment to 

the right-of-use asset
• Purchase options

– Account for in the same way as renewal options

14Leases with options

Feedback
• Respondents split

– Supporters
– Practical solution

– Provides relevant information

– Opponents
– Not a liability

– Subjective and complex

• Reassessment – most support but
– Concerns about cost benefit

15Contingent rentals

• Rentals that vary with
– Price changes or an index

– Lessee’s performance (eg sales)

– Usage

• Obligation to pay contingent rentals = liability
– Include in measurement of obligation to pay rentals

• Measurement
– IASB – probability weighted estimate of amount payable

– FASB – most likely rental payment

– FASB – if based on an index, use index or rate existing at reporting 
date



16Contingent rentals

• Remeasurement
– At each reporting date

• Changes arising from reassessment
– IASB – as an adjustment to the right-of-use asset

– FASB – in profit or loss

• Residual value guarantees
– Account for in the same way as contingent rentals

17Contingent rentals

Feedback
• Many disagree with approach

– Do not meet definition of a liability

– Difficult to estimate

• Measurement
– Prefer most likely

– Support for remeasurement

– Recognises changes as an adjustment to the right-of-
use asset

18Lessor accounting

• July 2008
– Defer lessor 
– Concentrate on developing lessee accounting

• DP describes lessor issues
– No preliminary views

• Boards have discussed 2 lessor models
– Derecognition approach

– Recognition of a performance obligation

• Decided to develop performance obligation 
approach



19Next steps
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Discussion 
paper

March ‘09

ED
Planned 
Q2 2010

Effective date 
(to be 

determined)

9 – 12 months 
deliberations

9 – 12 months 
re-deliberations

Standard
Planned 
Q2 2011

17 July 2009 
Comment deadline

Consultation continues
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20Questions or comments?

Expressions of individual views 
by members of the IASB and 
its staff are encouraged. The views 
expressed in this presentation 
are those of the presenter. 
Official positions of the IASB on 
accounting matters are determined 
only after extensive due process 
and deliberation.


