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s
... changes to lease 

accounting could result 
in the failure to comply 

with financial debt 
covenants resulting in 

loan defaults.

NEW APPROACH TO  
LEASE ACCOUNTING
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LESSEES’ OPERATING 
LEASES WILL BE OFF-
BALANCE SHEET NO MORE
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SIMPLIFICATIONS 

s
... the concept of 

materiality in the 
Conceptual Framework 

and in FRS 1 Presentation 
of Financial Statements 

applies to leases, and 
that immaterial leases 
are excluded from the 

scope of FRS 116.
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CLOSING REMARKS

ISCA

JUDGEMENTAL AND 
COMPLEX AREAS

Leases Roadmap

Roadblock 1: Is there an identified asset? If NO, the journey ends. If YES, proceed to Roadblock 1A.

Roadblock 1A: Does the supplier have substantive asset substitution rights? If YES, the journey ends.  
If NO, proceed to Roadblock 2.

Roadblock 2: Does the customer have the right to control the use of the identified asset? If YES, 
the contract contains a lease.

Roadblock 2A: Does the customer have the right to obtain “substantially all” of the economic benefits 
from the use of the identified asset? If NO, the journey ends. If YES, proceed to Roadblock 2B.

Roadblock 2B: Does the customer have the right to direct the use of the identified asset? If NO,  
the journey ends. If YES, the contract contains a lease.

Roadblock 2B(i): Does the customer have the right to direct how and for what purpose the asset is used  
throughout the period of use? If YES, the contract contains a lease. If NO, consider Roadblock 2B(ii).

Roadblock 2B(ii): Are the relevant decisions about how and for what purpose the asset is used 
predetermined? If YES, (i) does the customer have the right to operate the identified asset 
throughout the period of use without the supplier having the right to change those operating 
instructions, or (ii) did the customer design the asset in a way that predetermines how and for what 
purpose the asset will be used throughout the period of use? If YES to either (i) or (ii), the customer 
can still direct the use of the asset and hence, the contract contains a lease.


