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When it comes to lease accounting, the months since September 2009 have been extremely busy for the IASB. The Board has taken dozens of decisions fleshing out their proposals for a lessee right of use model in preparation for their next public consultation, which is still officially scheduled to be issued by end of the second quarter this year. Recently, they have also begun what the leasing industry hopes will turn out to be a 360° shift in their views on lessor accounting. 

The progress of the lessor accounting proposals can best be described as a saga. At the start of the project in 2006, the IASB announced that they would review all aspects of lease accounting, including accounting for lessors. However, in 2008, amidst concerns that they would not meet the June 2011 deadline for their convergence projects with the US standard setter, the FASB, it was suggested that the focus should be on improving accounting for lessees only. The global leasing industry immediately reacted, explaining that a lease accounting model could not be developed for just one party to a lease. Nevertheless, the Boards proceeded to develop a discussion paper covering only lessee issues, although a last minute intervention from the FASB meant that the paper did include a brief chapter on lessor accounting, creating concerns within the industry that due process for lessor accounting would be not be followed appropriately.
With FASB staff developing lessor accounting models during the comment period to the discussion paper, the Boards voted to pursue the now well-known performance obligation (PO) approach for lessors and confirmed that lessor accounting was back in the project scope. The PO model, which involves the lessee recognising both a receivable and the leased item on its books, together with a liability for its performance obligation to allow the lessee to use the asset, came as a surprise to many. Not only is the approach fundamentally inconsistent with the right of use model for lessees (where lessors are considered to have performed when they deliver the asset), it also fails to depict the economics of a deal, with lessors having artificially grossed up balance sheets and all their financial and performance ratios being distorted.
Reacting to these developments, Leaseurope issued several comment letters and met with members of both Boards to explain the major drawbacks of the model. The model’s flaws became even more apparent when several exemptions and exceptions had to be introduced, resulting in some Board members questioning whether they had the right approach. After months of pursuing the PO model, the IASB decided in late March to look at an alternative, the de-recognition model the leasing industry had been advocating from the start. 
The level of description of the de-recognition model that will feature in the forthcoming Exposure Draft standard and whether there will be any impact on the project’s timing is not yet known. The FASB continues to consider that the PO approach is best. Nevertheless, these recent developments at the IASB are a very positive sign that the IASB has finally acknowledged at least some of the industry’s concerns.  
On the lessee side, the proposals are advancing at a steady pace, with both Boards being very much in agreement on the right of use model. Importantly, they have recently decided that lessees should separate payments for services that can be included in their overall rentals. If this is not feasible, they would include service payments in the amount they capitalise, together with payments for the right to use the leased asset. This is a long awaited decision that will need to be analysed carefully by the industry.
The crucial element still missing in all of this is the lack of cost/benefit analysis. The Boards have maintained the complexity created by their proposed treatment of options, contingent rentals and residual value guarantees. They have also not done anything to address bottom line impacts for lessees created by accounting measurement mismatches. While short tem leases (under 12 months) would supposedly benefit from simplified treatment, it is unlikely that this will provide much relief in practice as the only real simplification is the omission of a present value calculation.
It is therefore very necessary that some form of impact assessment be conducted and its conclusions integrated into the model before the process goes any further. This is what Leaseurope and its members will be focusing on in the run up to the Exposure Draft. 
