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Abstract

International Accounting Standard (IAS) 17 - Leases, which was
effective for accounting periods beginning on January 1, 1999, was
issued, whereby the standard classified leases based on to what extent
the lessor and the lessee bear the risks and take the benefits related to
ownership of the leased asset justified by application of principle
concerning substance over legal form.

If the lease is found to be economically similar to the purchase of
an underlying asset, the lease will be classified as a finance lease and
is reported in the balance sheet of the Company. Operating leases are
accounted for outside the statement of financial position, where the
Company reports leasing expense in the income statement (the so-
called straight-line lease).

This situation led to absence of information on operating leases
in statement of financial position; i.e., investors have neither the big
picture of the company's financial position, nor the ability to properly
compare among companies that borrow to buy an asset on the one
hand and companies that lease assets without making adjustments on
the other hand. In addition, the standard did not clarify revaluation in
case of inflated cash payments or when evaluating voluntary
payments, and insufficiency of enhancing disclosures.

In 2005, the US Securities and Exchange Commission (SEC)
indicated its concerns about lack of transparency with regard to
information on lease obligations, underscoring concerns already
expressed by investors and others. In response to these concerns,
International Accounting Standards Board (IASB) and the US
national standard-setting, i.e., Financial Accounting Standards Board
(FASB) initiated a project to improve lease accounting.
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Both IASB and FASB agreed that the client (lessee) who leases
an asset acquires the “asset” and also typically a “liability” at the
beginning of lease. However, in applying the previous requirements
concerning accounting for lease, most lease transactions were not
included in the company's statement of financial position; therefore
these assets and liabilities were not recognized.

Consequently, TASB issued International Financial Reporting
Standard (IFRS) 16: Leases, in January 2016. IFRS 16 is effective
from 1 January 2019. Companies may choose to apply IFRS 16
before that date but only if they also apply IFRS 15 - Revenue from
Contracts with Customers; as IFRS 16 replaces the previous lease
standard, IAS 17 — Leases.
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