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... we now recognise and 
present a new right-of-

use asset separately from 
other assets, and more 
significantly,  this will 

curb the use of operating 
leases as a mechanism  

for off-balance  
sheet financing.     

P
H
O
T
O

 S
H

U
T

T
E

R
S

T
O

C
K

P
H
O
T
O

P
H
O
T

LESSEE: RIGHT-OF-USE 

ACCOUNTING MODEL



FOCUS
IFRS 16 :  LEASES 

It requires the 
company to consider 

whether any such 
arrangement gives 

it the “right to 
control the use of  

an asset” for a 
period of time, even 
when the period is 
much shorter than 

the useful life of  
the asset.
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DETERMINING WHETHER  

A CONTRACT CONTAINS  

A LEASE
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IFRS 16 LEASES ROADMAP

ROADBLOCK 1 Is there an identified 

asset? If NO, the journey ends. If 

YES, proceed to Roadblock 1A.

Although superficially 
similar to IFRIC 4, 
IFRS 16 provides 
detailed guidance  

and introduces  
new concepts which 

can be complex to 
apply in practice, 

requiring the exercise 
of substantial 

judgement.
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ROADBLOCK 1A Does the supplier 

have substantive asset 

substitution rights? If YES,  

the journey ends. If NO, proceed 

to Roadblock 2.
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The default position is that the 
supplier’s asset substitution right is 
not substantive unless the customer 
can readily evidence it. This makes  

it harder for a customer to argue  
that an asset substitution right is 
substantive in order to avoid lease 

accounting under IFRS 16.
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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 2BDoes 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 2A

Roadblock 2B

ROADBLOCK 2 Does the customer 

have the right to control the use 

of the identified asset? If YES, 

the contract contains a lease.
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Roadblock 2B(i)

Roadblock 2B(ii)

Roadblock 2B

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)
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... a customer must have decision-
making rights over the use of the 

asset that give it the ability to 
influence the economic benefits 

derived from the use of the asset 
throughout the period of use. These 
decision-making rights differentiate 

a lease from a contract for 
purchasing supplies or services.

Lim Ju May is Deputy Director, Financial 
Reporting Standards & Corporate Reporting, ISCA. 

CLOSING REMARKS

ISCA

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. 


