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1 [bookmark: _heading=h.gjdgxs]Core principle
In this chapter, we outline the principles an entity must apply when accounting for lease contracts. A lease is a contract that conveys the right to control the use of an identified asset for a period of time in exchange for consideration. 
The core recognition principles are as follows:
· When an entity is a lessee (customer), at commencement of the lease, it shall recognize a right-of-use asset and a lease liability on its statement of financial position. In the income statement, it recognizes depreciation expense related to the right-of-use asset and finance expense generated by the lease liability. 
· When an entity is a lessor (supplier), it shall determine whether the lease is an operating or a finance lease. If it is an operating lease, the entity continues to recognize the leased asset on its statement of financial position and in the income statement, it recognizes lease income and depreciation expense related to the leased asset. If it is a finance lease, the entity derecognizes the leased asset and recognizes a lease receivable (net investment in the lease) on its statement of financial position. In this case, in the income statement, the lease receivable will generate a finance income. Additionally, there will be no depreciation expense recognized on the leased asset as the leased asset is effectively treated as being sold.
Syensqo Group accounting policy on leases has been prepared in accordance with IFRS 16 Leases, and is applicable as from January 1, 2019.
Please note that lease contracts are to be reported to GAR – IFRS team as complex contracts if the undiscounted amount of lease payments (as defined below) exceeds 5 MEUR. 
2 [bookmark: _heading=h.30j0zll]BFC accounts
Lease contracts are included in the following captions of the consolidated statement of financial position and income statement of the Group.
Lessee accounting
· Right-of-use assets (statement of financial position): depending on the nature of the underlying asset that is being leased, right-of-use assets are classified in the following accounts:

	BFC accounts
	Description

	A23100
	Land - Right of use – Gross value

	A23300
	Buildings - Right of use – Gross value

	A23400
	Transportation equipment – Right of use – Gross value

	A23700
	Industrial Equipment - Right of use – Gross value

	A23500
	Other tangible assets - Right of use – Gross value

	A29310
	Land - Right of use – Depreciation

	A29330
	Buildings - Right of use – Depreciation

	A29340
	Transportation equipment – Right of use – Depreciation

	A29370
	Industrial Equipment - Right of use – Depreciation

	A29350
	Other tangible assets - Right of use – Depreciation

	A29931
	Land - Right of use – Impairment

	A29933
	Buildings - Right of use – Impairment

	A29934
	Transportation equipment – Right of use – Impairment

	A29937
	Industrial Equipment - Right of use – Impairment

	A29935
	Other tangible assets - Right of use – Impairment



Content of BFC accounts
A23100 Land right-of-use includes lease contracts for which the underlying asset of the contract is a land. 
A23300 Buildings right-of-use includes lease contracts for which the underlying asset of the contract is a building (building, warehouse, private houses). 
A23400 Transportation equipment right-of-use includes lease contracts of all types of vehicles for transportation and handling (e.g. railcars, cars, forklifts). 
A23700 Industrial equipment right-of-use includes lease contracts for which the underlying asset is an industrial production asset, and includes utility assets.
A23500 Other tangible assets right-of-use includes lease contracts for which the underlying asset is not classified in any of the other captions of right-of-use. For example, it includes office equipment, hardware material, communication equipment, etc.
Costs incurred by the Lessee on leased assets are not included within the cost of the right-of-use asset and are accounted for under IAS 16.
· Lease liability (statement of financial position): Lease liability is split between current and non-current in the following accounts:
· L16830: Long-term lease debts – IFRS 16
· L56030: Long-term lease debts – short-term portion – IFRS 16
· Advance payments made to supplier will be recorded in the following account:
·  A40173: Advance Suppliers right-of-use assets. 
· Depreciation of right-of-use asset (income statement): depreciation on the right-of-use asset is recognized in the following accounts:
· R25860: Period non-proportional depreciation of production 
· R27200: Depreciation services and miscellaneous
· R33800: Administrative & commercial depreciation expenses
· R36300: Research & development depreciation expenses 
· R38400: Other recurring depreciation expenses 
· The impairment of right-of-use asset (income statement): 
· R45500: Restructuring - Impairment of right of use
· R48620: Other non-recurring depreciation expenses related to right of use
· Interest expense on the lease liability is recognized in the following account:
· R53660: Financial charge on lease liability
·  Any gain or loss relating to the partial or full termination of the lease is recognized in:
· R54630: Impact of lease contract modifications (below EBITDA)
Lessor accounting
Lease income from operating (sub)lease towards third parties is recorded in R11200 - Other revenues on activities - Industrial and Administrative & Commercial except if the lease income is generated by a core business activity. In that case revenue is recorded in R10000 – Net sales. 


Sublease accounting
	BFC Accounts
	Description

	ASSETS
	

	A26300
	Long-term Finance lease – IFRS 16

	A29630
	Long-term Finance lease – IFRS 16 – Write down

	A46300
	Short-term finance lease – IFRS 16

	A49300
	Short-term finance lease – IFRS 16 – Write down

	LIABILITIES
	

	L46030
	Advances received Finance lease – IFRS 16

	P&L
	

	R53713
	Financial income on lease receivables

	R48770
	Gain on asset disposal (recurring)

	R48670
	Loss on asset disposal (recurring)

	R48711
	Gain on asset disposal (non recurring)

	R48611
	Loss on asset disposal (non recurring)



Content of BFC accounts
A26300 and A46300:  The sublease receivable from the sublessee
A29630 and A49300: Expected credit loss allowance on the sublease receivable balance
L46030: Security deposit received from the sublessee
R53713: Interest income earned on the outstanding balance of the sublease receivable
R48770, R48670, R48711, R48611: Gains/losses on the effective disposal of the right-of-use asset when the sublease is initially entered into
3 [bookmark: _heading=h.1fob9te]Lease accounting exemptions
3.1 [bookmark: _heading=h.3znysh7]Overview
Lease accounting shall not apply to: 
· Leases to explore for or use minerals, oil, natural gas and similar non-regenerative resources;
· Lease of precious metals (e.g. palladium);
· Leases of intangible assets, including licenses of intellectual property granted by lessor;
· Leases of assets that are legally owned by Syensqo prior to the lease transaction, and whereby Syensqo doesn’t lose control of the assets when it transfers their legal ownership to the lessor. Such lack of loss of control is generally due to the fact that the legal leaseback allows the lessee to use the asset over its entire expected useful life. Those transactions are accounted for as financing arrangements instead of leases (see 6.3.8 and 6.3.9).
Any payments made for those leases are recognized, generally as an expense, in the period to which they pertain. 
The Syensqo Group has defined the materiality thresholds, and has elected not to apply lease accounting for short-term leases as described below. 
Please note that for statutory reporting purposes, lower materiality thresholds may apply. In this case, you should alert the IFRS 16 team at SBS. 
Lease payments associated with the leases that are below materiality thresholds or that are short-term, are recognized as an expense on either a straight-line basis over the lease term or another systematic basis (if more representative of the pattern of the lessee’s benefit).
3.1.1 Lease incentives in case lease accounting is not applied
If lease accounting is not applied, lease incentives, such as a rent-free period, for low-value leases and short-term leases will be recognized on a straight-line basis over the lease term as defined below. 
3.1.2 Example
Entity A leases office equipment for 5 years. The total value of the equipment when new is CU 5,000, which is below materiality thresholds. 
Lease payments are payable as follows:
Year 1: CU 0 (rent-free period)
Year 2 and 3: CU 1,750 per year
Year 4 and 5: CU 1,500 per year
The lessee’s benefit under the lease arises on a straight-line basis over the lease term. 
Total payments: (CU 1,750 * 2) + (CU 1,500 * 2) = CU 6,500
Length of the lease: 5 years
Lease expense recognized each year: (CU 6,500 / 5) = CU 1,300
3.2 [bookmark: _heading=h.2et92p0]Lease component
For a contract that is, or contains, a lease, each lease component within the contract will be accounted for as a lease separately from non-lease components of the contract. 
The right to use an underlying asset is a separate lease component if the following two conditions are met:
· The lessee can benefit from use of the underlying asset either on its own or together with other resources that are readily available to the lessee (goods or services sold or leased separately or that the lessee has already obtained); and 
· The underlying asset is neither highly dependent on, nor highly interrelated with, the other underlying assets in the contract.
Some contracts contain items that do not relate to the transfer of goods/services by the lessor to the lessee (e.g. fees, real estate taxes, insurance or other administrative costs a lessor charges a lessee). These items are not considered separate lease or non-lease components, and lessees and lessors do not allocate consideration in the contract to these items. However, if the lessor provides services (e.g. maintenance, supply of utilities), the contract would generally contain non-lease components.
3.2.1  Example – asset integrated in a larger asset
Entity A enters into a tolling agreement with Supplier. Supplier will invest in a new equipment for the exclusive manufacturing of Entity A’s products. This investment is minor in relation to the full value of the entire production line. Entity A will reimburse the equipment over 5 years through a fixed price per product sold. The equipment is part of an overall production line and cannot operate on its own. There are different customers buying finished goods from the toller’s production line. If Entity A decides to stop the contract, it will have to reimburse the remaining investment.
In the example above, there is no separate lease component as the equipment is integrated in a larger asset (the production line) and the equipment cannot operate on its own. The equipment is highly dependent on other underlying assets in the contract. In this example, we assume that Entity A does not have the right to obtain substantially all the economic benefit from using the equipment because there are other customers buying finished goods from this production line.   
3.2.2 Example – Industrial asset
Entity B has signed with Supplier a 10-year agreement for the supply of industrial gas. In order to be able to supply Entity B with the gas, Supplier installs on Entity B’s site a generator. Supplier will be the exclusive supplier for gas during the 10 years. The contract states that the generator will be installed and supplied for no charge. The contract mentions that there is a minimum purchase requirement for the gas. 
The generator is specifically identified as supplier cannot supply gas through another source and Entity B has the right to control the use of the generator for the contract term. 
Although in the circumstances described, the contract states that the generator is supplied for no charge, some consideration of the contract needs to be allocated to the lease component. Entity B will therefore have to allocate the consideration between the generator (lease component) and the purchase of gas (non-lease component). As there is a minimum purchase requirement for the gas, the payments related to the lease component cannot be considered as completely variable. 
3.3 [bookmark: _heading=h.tyjcwt]Group materiality thresholds
The following leases are exempt from lease accounting for Group reporting purposes:
· All contracts (including master agreements) with annual lease payments below 25,000 EUR[footnoteRef:0]; [0:  The exchange rates to be used to determine if the thresholds are reached are the exchange rates at the time of the assessment. There is no subsequent reassessment. ] 

· Contracts managed through a master agreement/framework and related to assets with individual new asset values below 5,0001 EUR. In this context, contracts for printers, computers, coffee machines, etc. will generally be exempt from lease accounting. On the contrary, contracts for car, railcars, etc. managed through a master agreement will not meet the exemption criteria. 
Please note that for the purpose of calculating the above materiality thresholds, the value of the leased asset or the annual lease payments are determined at the level of the lease component, which may encompass more than one contract (see above – Lease component – on how to determine). For example, if one were to contractually lease multiple components of a single machine separately, then the calculation of materiality thresholds will be based on the aggregate of those contracts. As a result, the materiality thresholds may be assessed for a group of leased assets that, as a whole, meet the conditions of a single lease component. 
For example, Entity A enters into an agreement with a lessor for the rent of a car. Annual lease payments for the lease is 12,000 EUR. If the lease agreement is not part of a broader master lease agreement, the contract is below 25,000 EUR annual payments and therefore, lease accounting is not applied. 
On the contrary, if the lease agreement is part of a broader master lease agreement whereby Entity A rents 4 similar cars, because of the fact that a car has a new value in excess of 5,000 EUR and the fact that annual lease payments of the master lease agreement are above 25,000 EUR, lease accounting shall be applied. 
Note that these thresholds apply equally to contracts where the Group is the lessor.
3.4 [bookmark: _heading=h.3dy6vkm]Short-term leases 
A short-term lease is a lease that, at the commencement date, has a lease term of 12 months or less (including any rent-free period). A lease that contains a purchase option is not a short-term lease. The short-term lease exemption shall be applied irrespective of the value of the underlying asset or the value of the lease payments. 
The determination of duration of short-term leases must be consistent with the determination of the lease term as defined below, thus considering the likelihood of extension options being exercised or termination options not being exercised. 
A short-term lease will be considered as a new lease if there is a lease modification or if there is any change in the lease term (e.g. lessee exercises an option not previously considered in the determination of the lease term). The new lease is evaluated to determine whether it qualifies for the short-term exemption.
3.4.1  Example of short-term lease exemption no longer meeting the criteria of short-term lease
On January 1, 2018, Entity A enters into a 2-year lease agreement as a lessee. Under the terms of the lease, Entity A has a right to terminate the lease at December 31, 2018 without paying any penalty, by giving 3 months’ notice. If Entity A does not exercise the termination option on September 30, 2018 the lease will run until December 31, 2019 (i.e. the remaining duration of the lease will be 15 months from October 1, 2018). Only Entity A has the right to terminate the lease.
At lease commencement date, Entity A determines that it is not reasonably certain to continue the lease beyond the first 12 months. Consequently, the lease meets the definition of a short-term lease as at January 1, 2018. 
Entity A does not exercise its termination option on September 30, 2018 that was previously included in determining the lease term. This constitutes a change in the non-cancellable period of the lease and, as such, Entity A should consider the lease to be a new lease from October 1, 2018 with a lease term of 15 months. Consequently, the lease does not meet the definition of a short-term lease from October 1, 2018. 
Further, we note that subsequent renewals of a short-term lease creates a rebuttable presumption that the lease term is in excess of 12 months. 
3.4.2 Example of short-term lease and lease term (2)
On January 1, 2018, Entity A leases a machine from Entity B for 2 years. Under the terms of the lease, both Entity A and Entity B have a right to terminate the lease at December 31, 2018 by giving 3 months’ notice. There is no penalty associated with the termination options from the perspective of either Entity A or Entity B. If neither party exercises the termination option on September 30, 2018, the lease will run until December 31, 2019 (i.e. the remaining duration of the lease will be 15 months from October 1, 2018). 
In the circumstances under consideration, as at January 1, 2018, because Entity A and Entity B both have a right to terminate the lease at the end of one year without penalty the maximum enforceable period of the lease is determined as one year (see below – Definition of the lease term). As such, the lease meets the definition of a short-term lease as at January 1, 2018.
3.4.3 [bookmark: _heading=h.1t3h5sf]Example of short-term lease and lease term (3)
Entity A has a lease for 2 years that starts on January 1, 20x1 and ends on December 31, 20x2. There are no extension options. The lease is extended on October 1, 20x2 for 6 months from January 1, 20x3 to June 30, 20x3.
On the date of the modification, the contract cannot be considered to be a short-term lease as originally the contract was not a short-term lease. The remaining lease term at the date of the modification is 9 months (from October 1, 20x2 till June 30, 20x3). 
3.4.4 [bookmark: _heading=h.4d34og8]Example of short-term lease and lease term (4)
Entity A has a short-term lease that starts on January 1, 20x1 and ends on December 31, 20x1. There are no extension options. The lease is extended on October 1, 20x1 for 6 months from January 1, 20X2 to June 30, 20x2. Entity A applied the short-term lease exemption to the original lease. 
On October 1, 20x1, Entity A applies the short-term lease exemption and the lease term at the date of modification is 9 months (from October 1, 20x1 till June 30, 20x2). 
3.4.5 [bookmark: _heading=h.2s8eyo1]Example of short-term lease and lease term (5)
Entity A has a short-term lease that starts on January 1, 20x1 and ends on December 31, 20x1. There are no extension options. The lease is extended on 1 October 20x1 for 12 months from 1 January 20x2 to 31 December 20x2. Entity A applied the short-term lease exemption to the original lease. 
On October 1, 20x1, Entity A cannot apply the short-term lease exemption because the lease term is 15 months (from October 1, 20x1 till December 31, 20x2).
3.5 [bookmark: _heading=h.17dp8vu]Intercompany leases
If a (sub)lease is concluded between two entities of the Syensqo Group that are fully consolidated, the following accounting treatment will be applied:
· The intercompany lessor will recognize the lease income in the period in which the asset was used by the lessee;
· The intercompany lessee will recognize the lease expense in the period in which the asset was used by the entity.
Intercompany lessor and intercompany lessee will record the lease income and the lease expense respectively in a way that in consolidation both income and expense will be eliminated.
Please note that any 'head lease' between the intercompany lessor and a third party (e.g. the intercompany lessor leases a building from a third party and subleases (parts of) it to a group entity) is not exempt from lease accounting and follows the guidance as described in this chapter.
4 [bookmark: _heading=h.3rdcrjn]Determining whether a contract contains a lease
4.1 [bookmark: _heading=h.26in1rg]General
At inception of the contract, which generally coincides with the date the contract is signed, the Group assesses whether a contract is, or contains, a lease. As mentioned above, a contract is, or contains a lease if the contract conveys the right to control the use of an identified asset (land or depreciable asset) for a period of time in exchange for a consideration. 
It should be noted that the definition of a lease is broader than what in many jurisdictions is referred to as a normal leasing contract. For instance, it generally includes rental contracts, and may also extend to contracts where, at first glance, it is not obvious that the substance of the contract conveys the right to control the use of an identified asset (e.g. supply of goods agreement, service agreement, tolling agreement). For example, a service agreement might include the exclusive use of an office space or of a warehouse. In supply of goods or tolling agreements, it might happen that the supplier is able to fulfill its obligations only by using one specific asset. All in all, an entity may enter into an arrangement that does not take the legal form of a lease but yet conveys the right to use an identified asset, and therefore is a lease in accordance with IFRS. The key elements of the definition are: 



Is there an identified asset?
Does the customer have the right to obtain substantially all of the economic benefits from the use of the identified asset?
Does the customer have the right to direct the use of the identified asset?
Contract is or contains a lease
Yes
Yes
Yes
Contract does not contain a lease
Does customer control the use of the identified asset throughout the period of use?
No
No
No

Two or more contracts entered into at or near the same time with the same counterparty (or related parties of the counterparty) are considered to form one single contract if one or more of the following criteria are met:
· Contracts are negotiated as a package with an overall commercial objective;
· The amount of consideration to be paid in one contract depends on the price or performance of the other contract; or
· The rights to use underlying assets conveyed in the contracts (or some rights to use underlying assets conveyed in each of the contracts) form a single lease component.
For example, if a lessee enters into a one-year contract for an asset with particular characteristics and enters at the same time into a one-year contract for an asset with similar characteristics starting in one year’s time, those contracts need to be combined if, in substance, they form one single arrangement that achieves one overall commercial objective, i.e. a two-year contract for the asset. 
4.2 [bookmark: _heading=h.lnxbz9]Identified asset
4.2.1 Implicit or explicit asset
An asset is typically identified by being explicitly specified in a contract (asset number, detailed description, serial number, geographical identification for immovable property, …). 
However, an asset can also be identified by being implicitly specified at the time that the asset is made available for use by the customer (e.g. supplier has only one asset that can meet the lessee’s needs, and cannot source from a third party). Such assessment takes into account whether the right to use alternative assets is substantive. For example, if the supplier has only one asset in the region, and sourcing the product sold to the customer from a different region would cause an important margin erosion for the supplier due to increased transportation costs, the asset is implicitly specified. Substitution rights are further discussed below. 
4.2.2 Substitution rights
Even if an asset is specified in the contract, a customer does not have the right to use an identified asset (and therefore there is no lease) if the supplier has the substantive right to substitute the asset throughout the period of use. 

A supplier’s right to substitute an asset is substantive only if both of the following conditions exist:
· The supplier has the practical ability to substitute alternative assets throughout the period of use (alternative assets are readily available to the supplier or could be sourced by the supplier within a reasonable period of time); and
· The supplier would benefit economically from the exercise of its right to substitute the asset (i.e. the economic benefits associated with substituting the asset are expected to exceed the costs associated with substituting the asset).
If the supplier has a right or an obligation to substitute the asset only on or after either a particular date or the occurrence of a specified event, the supplier’s substitution right is not substantive because it does not exist throughout the period of use. The supplier’s right or obligation to substitute the asset for repairs and maintenance, if the asset is not operating properly, or if a technical upgrade becomes available, does not preclude the customer from having the right to use an identified asset and therefore the lease treatment.
If the asset is located at the customer’s premises or elsewhere, the costs associated with substitution are generally higher than when located at the supplier’s premises and, therefore, are more likely to exceed the benefits associated with substituting the asset.

Substitution rights are to be assessed based on facts and circumstances at the inception of the contract and shall exclude consideration of future events that at inception of the contract are not considered likely to occur.

If the customer cannot readily determine whether the supplier has a substantive substitution right, the customer shall presume that any substitution right is not substantive.
4.2.2.1 Example of non-substantive substitution right
Customer enters into a contract with a railcar manufacturer (Supplier) for the use of an explicitly specified railcar for a two-year period. As the railcar will transport hazardous substances, the contract details the mechanical and safety specifications for the railcar. The railcar has a unique identification number. 
Per the terms of the contract, Supplier is permitted to substitute the railcar at any time during the two-year period. Nevertheless, any substitute railcar must meet the mechanical and safety specifications of the railcar mentioned in the contract. There are significant costs involved for the Supplier to provide a railcar that meets Customer’s specifications, and re-marketing the existing railcar.
Supplier’s substitution rights are not substantive as the significant costs involved in providing a substitute railcar to meet the specifications required by the contract prevent the Supplier from economically benefiting from the substitution of the railcar. Therefore if all other conditions are met, the contract is a lease.
4.2.2.2 Example of substantive substitution right
The contract between Customer and Supplier requires Supplier to transport a specified quantity of goods by using a specified type of rail car in accordance with a stated timetable for a period of 5 years. The timetable and quantity of goods specified are equivalent to Customer having the use of 10 railcars for 5 years. Supplier provides the rail cars, driver and engine as part of the contract. The contract states the nature and quantity of goods to be transported (and the type of rail car to be used to transport the goods). Supplier has a large pool of similar cars that can be used to fulfil the requirements of the contracts. Similarly, one engine could be used to transport not only Customer’s goods, but also the goods of other customers. The cars and engines are stored at Supplier’s premises when not being used to transport the goods. 
Supplier has the practical ability to substitute each car and the engine throughout the period of use. Supplier would benefit economically from substituting each car and the engine because the cars and engines are stored at Supplier’s premises and it would for example allow Supplier to (i) use cars or an engine to fulfill a task for which the cars or engine are already positioned to perform (rail yard close to the point of origin) or (ii) use cars or an engine that would otherwise be sitting idle. Supplier’s substitution rights are substantive and therefore there is no lease.
4.2.2.3 [bookmark: _heading=h.35nkun2]Power purchase agreements (“PPAs”)
The Group regularly enters into agreements for the supply of renewable energy (e.g. electricity generated by means of solar panels, windmills, biomass), or energy generated by means of fossil fuels. 
A key element to consider in the lease analysis of such PPAs is whether the output that the Group purchases is the output that was physically generated by the asset. If it is mingled with output generated by other assets, there is no lease. Typically, for PPAs based on generation assets that are not on a Syensqo site, but rather connected to the grid, the electricity which the Group takes from the grid is generated by a multitude of generation assets connected to the grid. Those PPAs generally do not contain a lease. On the other hand, PPAs based on generation assets that are located on a Syensqo site and where Syensqo consumes the electricity generated by the asset, may contain a lease.  
4.2.3 Portion of an asset
A capacity portion of an asset is an identified asset if it is physically distinct (for example, a floor of a building, a room in a warehouse). On the contrary, an abstract capacity or other portion of an asset that is not physically distinct (for example, a capacity portion of a server) is not an identified asset, unless it represents substantially all of the capacity of the asset and thereby provides the customer with the right to obtain substantially all of the economic benefits from the use of the asset. 
4.3 [bookmark: _heading=h.1ksv4uv]Control over the use of the identified asset
4.3.1 General
To assess whether a contract conveys the right to control the use of an identified asset, the Group assesses whether, throughout the period of use, it has:
· the right to obtain substantially all of the economic benefits from use of the identified asset; and
· the right to direct the use of the identified asset;
If the right to control the use of the identified asset is only for a portion of the term of the contract, the contract contains a lease for that portion of the term. 
4.3.2 [bookmark: _heading=h.44sinio]Right to obtain economic benefits from use
To control the use of an identified asset, a customer is required to have the right to obtain substantially all of the economic benefits from use of the asset throughout the period of use (for example, by having exclusive use of the asset throughout that period). A customer can obtain economic benefits from use of an asset directly or indirectly in many ways, such as by using, holding or sub-leasing the asset. The economic benefits from use of an asset include its primary output and by-products (including potential cash flows derived from these items), and other economic benefits from using the asset that could be realized from a commercial transaction with a third party. As an example, the economic benefits from a renewable energy project (e.g. wind farm, solar plant) can include, next to electricity, green energy certificates. 
4.3.2.1 [bookmark: _heading=h.2jxsxqh]Example – prior consent of the lessee
Entity B grants an exclusive right to use a storage building to Entity A. The building is to be constructed by Entity B for the sole purpose of storing Entity A’s products. Entity B may be allowed to store similar products belonging to third-party customers in the storage building with Entity A’s prior written consent. 
The storage building is an explicitly identified asset. Although Entity B may store other products from a third-party, it is not allowed to do it without prior consent of the lessee. Therefore, it is assumed that Entity A has the right to obtain substantially all of the economic benefits from use of the asset. 
4.3.3 [bookmark: _heading=h.z337ya]Right to direct the use
A customer has the right to direct the use of an identified asset throughout the period of use only if either: 
· In most of the Group’s contracts: the customer has the right to direct how and for what purpose the asset is used; or
· In a limited number of the Group’s contracts: the relevant decisions about how and for what purpose the asset is used are predetermined and:
· The customer has the right to operate the asset (or to direct others to operate the asset in a manner that it determines) throughout the period of use, without the supplier having the right to change those operating instructions; or
· the customer designed the asset (or specific aspects of the asset) in a way that predetermines how and for what purpose the asset will be used throughout the period of use.
Decision-making rights are relevant when they affect the economic benefits to be derived from use. The decision-making rights that are most relevant are likely to be different for different contracts, depending on the nature of the asset and the terms and conditions of the contract.
Examples of decision-making rights that, depending on the circumstances, grant the right to change how and for what purpose the asset is used, within the defined scope of the customer’s right of use, include:
· rights to change when the output is produced (for example, to decide when an item of machinery or a power plant will be used);
· rights to change where the output is produced (for example, to decide upon the destination of a truck or a railcar, or to decide where an item of equipment is used); 
· rights to change whether the output is produced, and the quantity of that output (for example, to decide whether to produce energy from a power plant and how much energy to produce from that power plant); and
· rights to change the type of output that is produced by the asset (for example, to decide whether to use a shipping container to transport goods or for storage). 

Operating and maintaining the asset are examples of decision-making rights that do not grant the right to change how and for what purpose an asset is used. Although the decisions about maintaining and operating the asset are often essential to the efficient use of that asset, the right to make those decisions, in and of itself, does not result in the right to change how and for what purpose the asset is used throughout the period of use. However, rights to operate an asset may grant the customer the right to direct the use of the asset if the relevant decisions about how and for what purpose the asset is used are predetermined.

The relevant decisions about how and for what purpose the asset is used can be predetermined in a number of ways. For example, the relevant decisions can be predetermined by the design of the asset or by contractual restrictions on the use of the asset. 

If a customer can only specify the output from an asset before the beginning of the period of use and cannot change that output throughout the period of use, the customer does not have the right to direct the use of that asset unless it designed the asset. If the customer did not design the asset or aspects of it, the customer’s ability to specify the output in a contract does not give it any other relevant decision-making rights relating to the use of the asset – the customer instead has the same rights as any customer that purchases goods or services in an arrangement (i.e. the contract does not contain a lease).

A typical example is an electricity supply agreement with electricity generated by a solar farm connected to the customer‘s installations and for which the customer takes substantially all of the output. Often, if there’s sufficient sunlight, electricity will be generated, without the customer having the option to decide whether electricity is actually generated. In such a case, as part of the analysis, it is important to assess whether the customer participated in the design of the solar farm.  To that end, we look at the following questions:
· Were we involved in determining the maximum capacity of the wind/solar farm to be installed? 
· When selecting the location, on our site, to what extent were we involved in determining the optimal location on the site? 
· Were we involved in determining the technology to be used by the supplier? 
· Were we involved in the technical configurations of the asset? 

A contract may include terms and conditions designed to protect the supplier’s interest in the asset or other assets, to protect its personnel, or to ensure the supplier’s compliance with laws or regulations. These are examples of protective rights. For example, a contract may (i) specify the maximum amount of use of an asset or limit where or when the customer can use the asset, (ii) require a customer to follow particular operating practices, or (iii) require a customer to inform the supplier of changes in how an asset will be used. Protective rights typically define the scope of the customer’s right of use but do not, in isolation, prevent the customer from having the right to direct the use of an asset. In other words, those contracts can still contain a lease. 
4.3.3.1 Example – control of the use 
Customer enters into a contract with Supplier to purchase all of the output produced by an explicitly specified industrial asset for three years. The industrial asset is owned and operated by Supplier, but will be located on Customer site. Supplier is unable to provide output to Customer from another asset. The customer decides how much output is produced. Supplier operates and maintains the asset on a daily basis in accordance with industry-approved operating practices. If the asset has performance issues, the Supplier can replace it with another asset. 

Because Supplier has only one asset available to satisfy its obligations in the contract and because Customer controls the use of the asset, the contract contains a lease. The Supplier’s right or obligation to substitute the asset for repairs and maintenance, if the asset is not operating properly does not preclude the Customer from having the right to use an identified asset and therefore the lease accounting applies.
4.3.3.2 Example – control of the use – economic benefits 
Customer enters into a contract with Supplier to provide him with 100% of the electricity generated by the plant. Supplier can only provide Customer with electricity through one plant but the plant generates two products: (1) electricity and (2) waste burning capacity. 

If the waste burning capacity is purchased by a third party and represents more than an insignificant amount of benefits embedded in the asset, the contract does not contain a lease even though Customer takes 100% of the electricity. 
4.3.3.3 [bookmark: _heading=h.3j2qqm3]Power purchase agreements (“PPAs”)
To determine whether the lessee or the lessor controls the use of an asset subject to a power purchase agreement, various elements are to be considered:
· PPAs on solar farms, for which decisions have been predetermined - design of the asset: if the off-taker designed the assets, it is assumed that the off-taker has the right to direct the use of these assets. Elements such as the degree of participation of engineers, internal or hired by the Group, in the feasibility study of the project or in determining the location of the installation will have to be analyzed in light of its impact as to how and for what purpose the asset will be used.  See 4.3.3
PPAs on generation assets, for which decisions have not been predetermined - If Syensqo has the right to determine when output needs to be produced, as well as the quantities to produce, based on the needs of its own production assets, Syensqo controls the use of the generation asset. Such is independent of the fact that operation and maintenance may be carried out by the supplier. 
4.4 [bookmark: _heading=h.1y810tw]Summary
The following flowchart shall be used in making the assessment of whether a contract contains a lease or not: [image: ]
4.5 [bookmark: _heading=h.4i7ojhp]Reassessment of whether a contract contains a lease
A contract is reassessed in order to determine whether or not it contains a lease only if the terms and conditions of the contract are modified (e.g. related to the scope of the leased asset, the consideration). A change in terms and conditions of a contract does not include the exercise of an option (e.g. renewal option) or a failure to exercise an option that is included in the contract. 
Changes in estimates (for example, changes in estimates of the economic life or of the residual value of the underlying asset), or changes in circumstances (for example, default by the lessee), do not give rise to a new classification of a lease for accounting purposes.
4.6 [bookmark: _heading=h.2xcytpi]Lease consideration
A lease does not only exist if fixed payments in cash will be due. It could also exist if any of the following circumstances exist (not exhaustive):
· The consideration defined in the contract is a per unit fee for consumables used in the operation of the underlying asset – i.e. there is no contractually defined consideration for the lease of the underlying asset. Take or pay clauses embedded in a contract could be designed to compensate the lessor for its investments in the asset, in addition to its fixed costs.
· Considerations in-kind;
· The customer will provide services to the supplier or pay in a commodity instead of cash.
· The consideration for the lease is another lease –i.e. the two entities exchange rights to use each other’s assets. 
In this case, the entity will have to estimate (the portion of) the consideration to be allocated to the lease. 
An agreement can contain lease and non-lease components. For example an agreement can contain the lease of an asset, and the services to operate and maintain it. 
A contract may further include an amount payable by the lessee for activities and costs that, in themselves, do not transfer a (distinct) good or service to the lessee. For example, a lessor may include in the total amount payable a charge for administrative tasks, or other costs it incurs associated with the lease, that do not transfer a (distinct) good or service to the lessee. Such amounts payable do not give rise to a separate component of the contract, but are considered to be part of the total consideration that is allocated to the separately identified components of the contract.
A contract may also determine that taxes are billed to the customer. As they depend on the tax law, they are considered variable consideration (see below). 
5 [bookmark: _heading=h.1ci93xb]Lease Term
5.1 [bookmark: _heading=h.3whwml4]Definition of the lease term
The lease term begins at the commencement date (when asset is available for use) and is defined as follows: 


Lease term
Non-cancellable period of the lease (*)
Period after early termination option if reasonably certain not to exercise
Period of extension option if reasonably certain to exercise
(*) including rent free period

If lessor’s consent – that has economical substance – is needed in case of exercise of an extension option, a lessee does not have the right to use the asset beyond the non-cancellable period, and therefore it is not included in the lease term.
Extension and early termination options are incorporated in the lease term if the entity is reasonably certain to exercise them. This assessment is done at commencement date. 
Extension and early termination options that are still to be negotiated are not considered when determining the lease term. As an example, a contract may specify that the lease can be extended for another 5 years after its initial term, based on a price to be mutually agreed upon by the parties. In such case, as long as the price has not been negotiated, the 5 year extension option is not considered when determining the lease term. 
In this assessment, the following facts and circumstances are considered, without being exhaustive:
· Contractual terms and conditions for optional periods compared with market rates (e.g. termination penalties, payments for optional periods below market price, purchase options that are exercisable at below market rates);
· Significant leasehold improvement works carried out by lessee (or expected to be undertaken) over the term of the contract;
· Costs relating to the termination of the lease (negotiation costs, relocation costs, costs of identifying another underlying asset suitable for the lessee’s needs, costs of integrating a new asset into the lessee’s operations, costs of returning the asset in a contractually specified condition or to a specific location, business interruption, and termination penalties);
· The importance of the underlying asset to the lessee’s operations (specialized asset, location of the asset, availability of suitable alternatives);
· Conditions associated with exercising the option (i.e. when the option can be exercised only if one or more conditions are met), and the likelihood that those conditions will exist; 
· Past practices. For example, if a lessee has typically used certain types of assets for a particular period of time or if the lessee has a practice of frequently exercising options on leases of certain types of underlying assets, the lessee shall consider the economic reasons for that past practice in assessing whether it is reasonably certain to exercise an option on leases of those assets.
If only the lessor has the right to terminate the lease, the non-cancellable period of the lease includes the period covered by the option to terminate the lease (at lessor’s discretion). For example, if the contract is for 10 years, and only the lessor has the right to terminate the contract after 5 years, the non-cancelable period is 10 years. 
The shorter the non-cancellable period of a lease, the more likely a lessee is to exercise an option to extend the lease or not to exercise an option to terminate the lease. This is because the costs associated with obtaining a replacement asset are likely to be proportionately higher the shorter the non-cancellable period. 
Only in extremely rare cases can the useful life of the right-of-use asset be below the lease term. 
5.2 [bookmark: _heading=h.2bn6wsx]Conditions of enforceability
The lease term considers the period of enforceability of the contract. 
A contract – agreement that creates enforceable right and obligations – is no longer enforceable if the following two conditions are met: 
· Both parties have the right to terminate the contract without permission from the other party; and
· With no more than an insignificant penalty.
The definition of penalty is wider than the penalties stipulated in the contract. It encompasses all economic outflows associated with the end of the contract, such as for example:
· Cost of relocating to a new building;
· Cost of finding new tenants; 
· Abandoning or dismantling leasehold improvements;
· Economic penalties of switching suppliers such as new costs of installation, lack of revenue following temporary shutdown of the plant;
· Availabilities of alternative suppliers.
5.2.1 Example 1



Entity A enters into a contract with Lessor B. The contract has a duration of 14 years but it gives Entity A the option to early terminate the contract every 2 years without termination penalties. 
Entity A is required to assess the lease term.

Lease inception
Contract end
Year 0
2
4
6
8
10
12
14
The early termination option is enforceable for Entity A as it does not need  consent to early terminate the contract. Entity A assesses the lease term based on what it thinks it will reasonably do. It is a matter of judgment based on past practices but also based on all facts and circumstances at the time judgment is made. 

5.2.2 Example 2




Lease inception
Contract end
Year 0
2
4
6
8
10
12
14
Entity A enters into a contract with Lessor B. The contract has a duration of 14 years but each party has the right to early terminate the contract every two years. There is no termination penalty foreseen. Entity A is required to assess the lease term.
As both parties have the right to early terminate, the early termination option is enforceable only if parties cannot terminate the contract other than with a more than insignificant penalty. As there is no termination penalty foreseen in the contract, Entity A assesses if the contract is enforceable beyond the second year by considering potential economic outflows that could be triggered by an early termination of the contract (costs of relocation, costs of switching suppliers such as new installation costs, temporary shutdown of plant, etc.). 
If Entity A considers that it does not bear more than an insignificant penalty by terminating the contract after two years, the contract is not enforceable beyond the second year. 
On the contrary, if Entity A considers that it does bear more than an insignificant penalty by terminating the contract after two years, lease term will be assessed based on what Entity A will reasonably do over the 14 years considering all facts and circumstances. 


5.2.3 Example 3



Entity A enters into a contract with Lessor B. The contract has a fixed term of 10 years. After the initial term, contract continues until either party terminates with a 3 month notice. There is no termination penalty foreseen after the end of the fixed term. Entity A is required to assess the lease term.

Lease inception
End of fixed term
Year 0
10
In order to assess whether the contract is enforceable after year 10, Entity A needs to assess whether it would suffer more than an insignificant penalty when stopping the contract. As there is no termination penalty foreseen in the contract, Entity A assesses if the contract is enforceable beyond year 10 by considering potential economic outflows that could be triggered by the termination of the contract (costs of relocation, costs of switching suppliers such as new installation costs, temporary shutdown of plant, etc.).
If Entity A considers that it does not bear more than an insignificant penalty by terminating the contract after 10 years, the contract is not enforceable beyond the tenth year. 
On the contrary, if Entity A considers that it does bear more than an insignificant penalty by terminating the contract after 10 years, lease term will be assessed based on what Entity A will reasonably do beyond year 10 considering all facts and circumstances. 
Only in extremely rare cases, can the lease term exceed the economic useful life of the identified asset. 

5.2.4 Example 4



Entity A enters into a contract with Lessor B. The contract has a fixed term of 10 years. After the initial term, lessee has rolling 12 month extension periods. There is no termination penalty foreseen after the end of the fixed term. Entity A is required to assess the lease term.
In order to assess whether the contract is enforceable after year 10, Entity A needs to assess whether it would suffer more than an insignificant penalty when stopping the contract. As there is no termination penalty foreseen in the contract, Entity A assesses if the contract is enforceable beyond year 10 by considering potential economic outflows that could be triggered by the termination of the contract (costs of relocation, costs of switching suppliers such as new installation costs, temporary shutdown of plant, etc.). 
Entity A is not able to use the short-term lease exemption if it had initially assessed the lease term to 10 years and that at the end of the 10th year, it exercises an extension option of 12 months. 
If Entity A considers that it does not bear more than an insignificant penalty by terminating the contract after 10 years, the contract is not enforceable beyond the tenth year. 
On the contrary, if Entity A considers that it does bear more than an insignificant penalty by terminating the contract after 10 years, lease term will be assessed based on what Entity A will reasonably do beyond year 10 considering all facts and circumstances. 
Only in extremely rare cases, can the lease term exceed the economic useful life of the identified asset. 


Lease inception
End of fixed term; 12 month of extension period
Year 0
10

5.3 [bookmark: _heading=h.qsh70q]Reassessment of extension, termination and purchase options
After commencement date, lease term is reassessed upon the occurrence of a significant event or a significant change in circumstances that:
· Is within the control of the lessee; and
· Affects whether the lessee is reasonably certain to exercise an option not previously included in the lease term, or not to exercise an option previously included in the lease term. 
Examples of such situations are: 
· Significant leasehold improvements that was not anticipated at commencement date;
· Significant modification or customization of the asset that was not anticipated at commencement date;
· Inception of a sublease for a period beyond previously determined term;
· Business decision directly relevant to exercising, or not exercising, an option (decision to extend the lease of a complementary asset, to dispose of an alternative asset or to dispose of a business unit within which the asset is employed, or to invest in a business unit within which the asset will be employed).
The following contracts should be reviewed periodically in order to determine if a significant event or change in circumstances has occurred that would trigger a lease term modification:
· Contracts with annual lease payments above 0.5 MEUR per year shall be reviewed annually.
· Contracts for land, buildings, and industrial equipment with annual lease payments above 0.25 MEUR shall be reviewed every 2 years. 
5.4 [bookmark: _heading=h.3as4poj]Change in the non-cancellable lease term - without contract modification
An entity will revise the lease term if there is a change in the non-cancellable period of a lease due to:
· Lessee exercises an option not previously included in the lease term;
· Lessee does not exercise an option previously included in the lease term;
· An event occurs that contractually obliges the lessee to exercise an option not previously included in lease term;
· An event occurs that contractually prohibits the lessee from exercising an option previously included in the lease term.
6 [bookmark: _heading=h.1pxezwc]Lessee 
6.1 [bookmark: _heading=h.49x2ik5]Recognition
A lessee recognizes a right-of-use asset and a lease liability at commencement date, which is the date that the lessor makes the asset available for use to the lessee. 
6.2 [bookmark: _heading=h.2p2csry]Initial measurement of the right-of-use asset (“ROU”)
6.2.1 General
At commencement date, a lessee shall measure the right-of use asset at cost. This cost shall comprise:
· the amount of the initial measurement of the lease liability as defined below;
· any lease payments made at or before the commencement date, less any lease incentives received;
· any initial direct costs incurred by the lessee; and
· an estimate of costs to be incurred by the lessee in dismantling and removing the underlying asset, restoring the site on which it is located or restoring the underlying asset to the condition required by the terms and conditions of the lease, unless those costs are incurred to produce inventories. The lessee incurs the obligation for those costs either at the commencement date or as a consequence of having used the underlying asset during a particular period.
6.2.2 Lease payments made before the commencement date
The value of the right-of-use asset at commencement date includes all lease payments made to the lessor before the commencement date. 
An entity generally negotiates a lease before the underlying asset is available for use by the lessee. For some leases, the underlying asset may need to be constructed or redesigned for use by the lessee. Depending on the terms and conditions of the contract, a lessee may be required to make payments relating to the construction or design of the asset.
If a lessee incurs costs relating to the construction or design of an underlying asset, the lessee shall account for those costs applying other applicable Standards, such as IAS 16. If those items are capitalized as property, plant and equipment they impact the Group CAPEX when payment is made. Costs relating to the construction or design of an underlying asset do not include payments made by the lessee for the right to use the underlying asset. Payments for the right to use an underlying asset are payments for a lease, regardless of the timing of those payments.
6.2.3 Lease incentives
Lease incentives are payments made by a lessor to a lessee associated with a lease, or the reimbursement of costs of a lessee such as the reimbursement of the real estate commission paid by the lessee or payments made to a tenant to incentivize an existing tenant of the asset belonging to a third party to terminate his current lease. 
However, the reimbursement of leasehold improvements by the lessor has to be accounted for applying other relevant Standards and not as a lease incentive under IFRS 16. This is because costs incurred on leasehold improvements by the lessee are not included within the cost of the right-of-use asset. 
6.2.4 Initial direct costs
Initial direct costs are incremental costs of obtaining a lease that would not have been incurred if the lease had not been obtained. Examples of such costs include but are not limited to: external legal and professional fees associated with the arrangement and negotiation of a lease. They exclude internal costs.
6.2.5 Leasing expenses incurred in development projects
Leasing expenses incurred in development projects are not capitalized under IAS 38 and are accounted for under IFRS 16. The period of depreciation of the right-of-use asset will correspond to the lease term of the contract and not the useful life of the asset developed. The right-of-use asset will be tested for impairment under IAS 36 – Impairment along with the cash-generating unit to which it belongs. 
6.3 [bookmark: _heading=h.147n2zr]Initial measurement of the lease liability
6.3.1 [bookmark: _heading=h.3o7alnk]General
The lease liability is initially measured at the present value of the lease payments that are not paid at the commencement date, discounted using the interest rate implicit in the lease or, if that rate cannot be readily determined, the respective Group entity’s incremental borrowing rate (see below – Discount rate). Lease payments included in the measurement of the lease liability comprise the following:
· fixed payments (including in-substance fixed payments), less any lease incentives receivable;
· variable lease payments that depend on an index or a rate, initially measured using the index or rate at the commencement date;
· amounts expected to be payable by the lessee under residual value guarantees;
· the exercise price of a purchase option if the lessee is reasonably certain to exercise that option; and
· payments of penalties for terminating the lease, if lease term reflects the lessee exercising an option to terminate the lease. 
Service components (e.g. utilities, operations, maintenance…) are excluded from the measurement of the lease liability. The fact that a service component is not separately identified in the contract doesn’t mean it cannot be reliably estimated: the relative stand-alone price of lease and non-lease components shall be determined on the basis of the price the lessor, or a similar supplier, would charge an entity for that component, or a similar component, separately. If an observable stand-alone price is not readily available, the lessee shall estimate the stand-alone price, maximizing the use of observable information. In case it is not possible to make a reliable estimate, then the service component shall not be separated from the lease payments. 
6.3.2 In-substance fixed payments
In-substance fixed payments are payments that may, in form, contain variability but that, in substance, are unavoidable. Examples of in-substance fixed payments are: 
· payments that must be made only if an event occurs that has no genuine possibility of not occurring; 
· payments that are initially structured as variable lease payments linked to the use of the underlying asset but for which the variability will be resolved at some point after the commencement date so that the payments become fixed for the remainder of the lease term. Those payments become in-substance fixed payments when the variability is resolved;
· There is more than one set of payments that a lessee could make, but only one of those sets of payments is realistic. In this case, an entity shall consider the realistic set of payments to be lease payments; or
· There is more than one realistic set of payments that a lessee could make, but it must make at least one of those sets of payments. In this case, the lowest amount (on a discounted basis) will be considered as the lease payment.
6.3.2.1 Example of in-substance fixed lease payments 
Lessee enters into a 10y lease of a building. Lease payments are 200,000 EUR per month. The contract specifies that the lease payments increase by 1% annually for every 0.1% increase in CPI with a maximum of 2% increase. For the previous 20y, CPI has always increased by more than 1% per year. Given the facts, the possibilities are:
•    if CPI increases by 0.1% 🡪 lease payments increase by 1%
•    If CPI increases by 0.2% 🡪 lease payments increase by 2%
•    If CPI increases by more than 0.2% 🡪 lease payments’ increase is capped to 2%
As there is only a remote likelihood that annual CPI increases will be less than 0.2% during the term based on historical date, this increase has no genuine possibility of not occurring. Therefore, the lease payments will most likely increase by 2% per year.
6.3.3 [bookmark: _heading=h.23ckvvd]Variable lease payments
Variable lease payments represent the portion of payments that varies because of changes in facts or circumstances occurring after the commencement date, other than the passage of time. They can include payments following:
· Price changes due to changes in a market rate or the value of an index (e.g. consumer price index);
· Lessee’s performance derived from the underlying assets (e.g. payments based on a specified % of sales);
· Lessee’s usage of the underlying asset.
Only the variable lease payments that depend on an index or a rate are included in the lease liability at commencement date (based on the index or rate prevailing at that moment) because they are unavoidable and do not depend on any future activity of the lessee. The lease liability is subsequently remeasured when there is a change in cash flows for future payments resulting from a change in index or rate.
Variable payments other than those that depend on an index or a rate are excluded from lease liability and accounted for, generally as an operating expense, when incurred. 
Non recoverable non-income taxes borne by the lessor, and charged separately to the lessee (e.g. property taxes related to real estate) over the life of the lease are considered variable payments as they depend on tax law, and are equally excluded from the lease liability. They shall be recognized, generally as an operating expense, when incurred. 
Non recoverable non-income taxes borne by the lessee (e.g. VAT on cars) and separately billed by the lessor are levies for the lessee. The liability for those levies is recognized based on the tax law, when the obligating event to pay the levy occurs (e.g. the invoicing of the lessor for using the asset during the period, on which VAT is due). These payments are excluded from the lease liability. Non-recoverable VAT payments are in the scope of IFRS 21 Levies.
Non-income taxes not separately billed under the lease contract (implicitly included in global fee billed) are not considered as a non-lease component and are therefore included in the lease liability. 
6.3.3.1 [bookmark: _heading=h.ihv636]Example of variable lease payments that depend on an index
Lessee enters into a 10-year lease of property with annual lease payments of CU50,000, payable at the beginning of each year. The first payment is made at the commencement date of the lease. The contract specifies that lease payments will increase every two years on the basis of the increase in the Consumer Price Index (“CPI”) for the preceding 24 months. The CPI at the commencement date is 125. This example ignores any initial direct costs. The rate implicit in the lease is not readily determinable. Lessee's incremental borrowing rate is 5 per cent per annum, which reflects the fixed rate at which the Lessee could borrow an amount similar to the value of the right-of-use asset, in the same currency, for a 10-year term, and with similar collateral.
At the commencement of the lease, a lease liability of CU355,391 is recognized and corresponds to the present value of the lease payments (initially measured      with the CPI at that date and discounted at 5% per annum) that are not paid at that date. The cost of the right-of-use asset (CU405,391) corresponds to the lease liability (CU355,391) plus payments made at commencement date (CU50,000 ). Lessee expects to consume the right-of-use asset’s future economic benefits evenly over the lease term and, thus, depreciates the right-of-use asset on a straight-line basis.
The lease liability and the right-of-use asset table is as follows:
[image: ]
At the beginning of the third year of the lease the CPI is 135.
The payment for the third year, adjusted for the CPI, is CU54,000 (CU50,000 × 135 ÷ 125). Because there is a change in the future lease payments resulting from a change in the CPI used to determine those payments, Lessee remeasures the lease liability to reflect those revised lease payments, i.e. the lease liability now reflects eight annual lease payments of CU54,000 using the same discount rate of 5 per cent per annum that was used at commencement date. Lessee increases the carrying amount of the lease liability (CU339,319) by CU27,145 to the remeasured amount of CU366,464. The corresponding adjustment is made to the right-of-use asset.
The lease liability and the right-of-use asset table has evolved as follows:
[image: ]
6.3.3.2 Example of variable lease payments based on usage
Entity A leases a railcar for a fixed, non-cancellable term of 5 years at a rental costs of CU 100,000 per annum payable at the end of each year. If at the end of the 5-year period the mileage of the railcar exceeds 50,000 km, Entity A will be required to pay the lessor an additional CU 2 for every mile in excess of 50,000 km. 
At inception of the lease, Entity A expects the mileage at the end of the fifth year to be 55,000 km. 
The payments related to the mileage should be recognized in profit and loss as the additional km are used, with no liability recognized until the 50,000 km limit is exceeded. 
Although Entity A expects at inception of the lease to drive more than 50,000 km and, as a result, to incur additional rentals, any payments above the CU 100,000 per annum minimum are entirely variable and are not, therefore, in-substance fixed payments. 
6.3.3.3 [bookmark: _heading=h.32hioqz]Example - Variability in the context of power purchase agreement 
Consideration within a power purchase agreement may take various forms, including
· A fixed price per period, irrespective of output acquired/generated;
· A payment based on output acquired/generated, that can be fixed, vary within a range, based on a regulated tariff or a market price;
· A payment based on output as explained above, with a minimum amount due irrespective of output acquired/generated (take or pay clause).
Example
 Entity A enters into a 20-year contract with Power Company B to purchase electricity produced by a new solar farm. Entity A assesses that the contract contains a lease, because it was highly involved in the design. There is no minimum purchase requirement and there are no fixed payments that Entity A is required to make to Power Company B. However, Entity A is required to purchase all of the electricity produced by the solar plant at a price of CU 10 per MWh. 
Entity A notes that is highly probable that the solar plant will generate at least some electricity each year. However, the payment that Entity A makes to B varies based on the amount of electricity produced by the solar farm – i.e. the payments are genuinely variable. In this case, there are no in-substance fixed lease payments. No lease liability shall be recognized.  
To the contrary, if a minimum amount were to be due, irrespective of output acquired/generated, then this minimum amount is a fixed payment and shall be included in the lease liability.  
6.3.4 Lease component
Many contracts contain a lease coupled with an agreement to purchase or sell other goods or service (non-lease components). The non-lease components are identified and accounted for separately from the lease component in accordance with other standards. 
For a contract that contains a lease component and one or more additional lease or non-lease components, a lessee allocates the consideration in the contract to each lease component on the basis of the relative stand-alone price of the lease component and the aggregate stand-alone price of the non-lease components. 
On the contrary, if the contracts contain items that do not relate to the transfer of goods or services by the lessor to the lessee (e.g. fees or other administrative costs a lessor charges a lessee), these items are not considered as separate non-lease components, and lessee does not allocate consideration in the contract separately to these items. 
6.3.4.1 Example – allocation of consideration paid for costs that do not transfer a good or service to the lessee
Entity A leases office space in a serviced building. Its contract with lessor includes rent for the office space and additional facilities services (i.e. both lease and non-lease components). In addition, the contract includes amounts payable for costs that do not transfer a good or a service to A. 
Amounts related to costs that do not transfer a good or service to the lessee are considered to form part of the overall consideration in the contract that is allocated to the separately identified components of the contract on the basis of their relative stand-alone price. 
Assume the total consideration payable by Entity A is CU 2,600 and the contract comprises:
· Lease payments and facility charges (stand-alone prices of CU 2,000 and CU 500 respectively)
· Administration charge CU 100 (which are to cover costs of the lessor which do not relate to a separate transfer of a good or service to the lessee). 
The overall consideration of CU 2,600 is allocated to the identified lease and non-lease components on the basis of their relative stand-alone prices: 
· Lease component: (CU 2,0000/CU 2,500)* CU 2,600= CU 2,080
· Non-lease component: (CU 500/CU 2,500)* CU 2,600= CU 520
There is no allocation to the administration charge as this does not relate to a separate transfer of a good or service to the lessee.
6.3.5 Residual value guarantees
Lease payments include the amount that the lessee expects to be payable to the lessor following the guarantee the lessee granted to the lessor that the value of the underlying asset at the end of the lease contract will be at least a specified amount. 
6.3.5.1 Example – residual value guarantee
Customer enters into a 5-year lease contract with a lessor for an equipment item. Customer guarantees to the lessor that the price that the lessor will get from selling the equipment item at the end of the lease to a third party will be at least 10,000 EUR. As a result, if the lessor is able to sell the equipment item to a third party at the end of the lease for 4,000 EUR, the Customer will have to pay 6,000 EUR to the lessor. Also, if the lessor sells the equipment for 11,000 EUR, no amount will be due by the Customer. 
At commencement date, lessee includes in its lease liability the amount he expects to pay at the end of the contract to the lessor to satisfy its obligations.  
6.3.6 Purchase option
Lease payments include the amount of the exercise price of a purchase option if the lessee is reasonably certain to exercise that option. The entity considers all relevant facts and circumstances that create an economic incentive for the lessee to exercise, or not to exercise, the option, including any expected changes in facts and circumstances from the commencement date until the exercise date of the option. 
In this assessment, the following facts and circumstances are considered, without being exhaustive:
· Contractual terms and conditions for purchase option compared with market rates;
· Significant leasehold improvement works carried out by lessee (or expected to be undertaken) over the term of the contract;
· Costs relating to the termination of the lease (negotiation costs, relocation costs, costs of identifying another underlying asset suitable for the lessee’s needs, costs of integrating a new asset into the lessee’s operation, costs of returning the asset in a contractually specified conditions or to a specific location);
· The importance of the underlying asset to the lessee’s operations (specialized asset, location of the asset, availability of suitable alternatives);
· Conditions associated with exercising the option (i.e. when the option can be exercised only if one or more conditions are met), and the likelihood that those conditions will exist. 
· Past practices. For example, if a lessee has typically used certain types of assets for a particular period of time or if the lessee has a practice of frequently exercising purchase options on leases of certain types of underlying assets, the lessee shall consider the economic reasons for that past practice in assessing whether it is reasonably certain to exercise a purchase option on leases of those assets.
6.3.6.1 Example – Purchase option: change in assumption
Lessee enters into a 10-year contract for the lease of an equipment item. The contract foresees payment of CU 50,000 payable at the beginning of each year and a purchase option for CU 100,000 payable at the end of the 10-year period. The first payment is made at the commencement date of the lease.
At commencement date, Lessee assesses that it is not reasonably certain to exercise the purchase option. 
The rate implicit in the lease is not readily determinable. Lessee's incremental borrowing rate is 5 per cent per annum, which reflects the fixed rate at which Lessee could borrow an amount similar to the value of the right-of-use asset, in the same currency, for a 10-year term, and with similar collateral.
At the commencement of the lease, a lease liability of CU 355,391 is recognized and corresponds to the present value of the lease payments that are not paid at that date. The cost of the right-of-use asset corresponds to the lease liability plus payments made at commencement date. Lessee expects to consume the right-of-use asset’s future economic benefits evenly over the lease term and, thus, depreciates the right-of-use asset on a straight-line basis.
The lease liability and the right-of-use asset table is as follows:
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In the 6th year of the lease, Lessee performs significant customization to the underlying asset that was not anticipated at the commencement date such that it is now reasonably certain that the purchase option will be exercised.
The customization of the underlying asset is a significant event that is within the control of Lessee and affects whether Lessee is reasonably certain to exercise the purchase option not previously included in its determination of the lease liability. 
Lessee’s incremental borrowing rate at the end of Year 6 is 6% (4-year term).
At the end of the 6th year, before accounting for the change in the assumption, the lease liability is CU 186,162 (present value of 4 remaining payments of CU 50,000, discounted at the original interest rate of 5%). 
Following the change of assumption, Lessee remeasures the lease liability at the present value of 4 payments of CU 50,000 and the payment of CU 100,000 and the end of year 10 for the purchase of the underlying asset, all discounted at the revised discount rate (6%) which is CU 267,613. Lessee increases the lease liability by CU 81,450, which represents the difference between the remeasured liability of CU 267,613 and its previous carrying amount of CU 186,162. The corresponding adjustment is made to the right-of-use asset to reflect the cost of the increase in right-of-use. 
Dt Right-of-use Asset	81,450
Ct Lease Liability	81,450
Following the remeasurement, the carrying amount of the Lessee’s right-of-use asset is CU 243,607.
Additionally, the right-of-use asset is depreciated over the remaining useful life of the asset, which generally extends beyond the end of the lease term, considering that the lessee will exercise the purchase option embedded in the contract. The example assumes that the remaining useful life extends until the end of year 15.
From beginning of Year 7, the right-of-use asset and the lease liability are as follows:
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6.3.7 Security Deposit
As long as a security deposit is a true deposit and not a prepaid lease payment, the deposit does not meet the definition of a lease payment because it is not a payment relating to the right to use the underlying asset. Security deposits should be accounted for as a financial asset in accordance with IFRS 9 Financial Instruments, because it is a collateral provided to the lessor. 
The security deposit should be recognized initially at fair value based on the prevailing market rate of interest for a similar loan to the lessor and will normally be measured subsequent to initial recognition at amortized cost, resulting in the recognition of interest revenue over the lease term for the difference between the fair value at the commencement of the lease and its nominal amount receivable at the end of the lease term (this difference being the so-called time value). 
When the deposit earns interest below the market rate, the excess of the nominal amount of the deposit over its fair value at the commencement of the lease represents, in effect, a prepaid lease payment. 
Consequently, it is added to the initial carrying amount of the right-of-use asset and recognized in profit and loss over the lease term as part of the depreciation of that asset. 
For the lessor, it is considered in determining whether the lease is an operating or finance lease. If the lease is classified as an operating lease, the prepaid lease payment is included in the total lease payments that are straight-lined. If the lease is classified as a finance lease, the lessor includes the prepaid lease payment in the consideration for the lease and, therefore, in the determination of the gain or loss on the derecognition of the underlying asset, if any. (Refer to Lessor Accounting in section 7)
Materiality thresholds: the above accounting, as illustrated in the example below, shall only apply if the so-called time value exceeds 2 M€. 
6.3.7.1 Example – deposit
Entity A enters into a 5-year lease of a property with Lessor. Annual rent is CU 1,200, payable at the beginning of each year. The interest rate implicit in the lease is 7%. The present value of the lease payments amounts to CU 5,265.
Entity A is also required to pay a deposit of CU 600 to Lessor at the commencement of the lease, and that amount will be reimbursed at the end of the lease term with no interest payments made. 
At the commencement date, the fair value of the CU 600 receivable in 5 years, calculated using an appropriate market rate for a lending transaction by Entity A is CU 495.
At commencement of the lease, Entity A recognized:
· Lease obligation for CU 5,265
· A financial asset of CU 495 for the deposit
· A right-of-use asset measured at the aggregated of the lease obligation and a prepaid lease payment of CU 105 (being the difference between the nominal amount of the deposit (CU 600) and its fair value at the commencement date (CU 495)). 
Dt Right-of-use Assets	CU 5,370
Dt Deposit	CU 495
Ct Lease liability		CU 5,265
Ct Cash		CU 600
Subsequent to initial recognition, the deposit is measured at amortized cost and accreted to its nominal value over the lease term with the difference (CU 105) recognized as interest income. 
6.3.8 Legal title to the underlying asset
A lessee may obtain legal title to an underlying asset before that legal title is transferred to the lessor and the asset is leased to the lessee. Obtaining legal title does not in itself determine how to account for the transaction. 
If the lessee controls (or obtains control of) the underlying asset before that asset is transferred to the lessor, the transaction is a sale and leaseback transaction (see below). 
However, if the lessee does not obtain control of the underlying asset before the asset is transferred to lessor, the transaction is not a sale and leaseback transaction. 
If a manufacturer, a lessor and a lessee negotiate a transaction for the purchase of an asset from the manufacturer by the lessor, which is in turn leased to the lessee, the lessee may obtain legal title to the underlying asset before legal title transfers to the lessor. In this case, the below guidance should be considered. 
6.3.9 Sale and lease back transaction
A sale and leaseback transaction involves a company selling an asset and leasing back the same asset from the buyer. 
Accounting depends on whether the lessee (seller) has control or not over the underlying asset before the asset is transferred to the buyer (lessor). 
If an entity (the seller-lessee) transfers an asset to another entity (the buyer-lessor) and leases that asset back from the buyer-lessor, the seller-lessee shall assess whether or not the transfer of the asset is a sale. 
6.3.9.1 Transfer of the asset is a sale
To be considered as a sale of an asset, the transaction will have to satisfy the requirements of IFRS 15, and in substance, control over the asset should be transferred to the buyer (lessor) (see chapter Revenue from Contracts with Customers). 
If the transfer of an asset by the seller-lessee satisfies the requirements to be accounted for as a sale of the asset, the seller-lessee shall:
· Derecognize the underlying asset
· Recognize the gain or loss, if any, that relates to the rights transferred to the buyer-lessor and adjusted for off-market terms.
 The seller-lessee shall measure the right-of-use asset arising from the leaseback at the proportion of the previous carrying amount of the asset that relates to the right of use retained by the seller-lessee. Accordingly, the seller-lessee shall recognize only the amount of any gain or loss that relates to the rights transferred to the buyer-lessor. 
If the fair-value of the consideration for the sale does not equal the fair value of the asset, or if the payments are not at market rates, any below-market terms shall be accounted for as a prepayment of lease payments whereas any above-market terms shall be accounted for as additional financing. 
6.3.9.1.1 Example – Transfer of the asset is a sale
Seller-lessee enters into a sale and leaseback transaction whereby it transfers an asset (PP&E) to Buyer-lessor, and leases that PP&E back for 5 years. The transfer of the PP&E satisfies the requirements in IFRS 15 to be accounted for as a sale. 
The carrying amount of the PP&E in Seller-lessee’s financial statements at the date of the transaction is CU1,000,000, and the amount paid by Buyer-lessor for the PP&E is CU1,800,000 (the fair value of the PP&E at that date). 
At the date of the transaction, the present value of the expected payments for the lease is CU450,000. There are no initial direct costs. Seller-lessee determines that it is appropriate to calculate the proportion of the PP&E that relates to the right of use retained using the present value of expected payments for the lease. 
On this basis, the proportion of the PP&E that relates to the right of use retained is 25%, calculated as CU450,000 (present value of expected payments for the lease) ÷ CU1,800,000 (fair value of  the PP&E). Consequently, the proportion of the PP&E that relates to the rights transferred to Buyer-lessor is 75%, calculated as (CU1,800,000 − CU450,000) ÷ CU1,800,000.
Seller-lessee: 
(a) measures the right-of-use asset at CU250,000, calculated as CU1,000,000 (previous carrying amount of the PP&E) × 25% (proportion of the PP&E that relates to the right of use it retains). 
(b) recognizes a gain of CU600,000 at the date of the transaction, which is the gain that relates to the rights transferred to Buyer-lessor. This gain is calculated as CU800,000 (total gain on sale of the PP&E (CU1,800,000 – CU1,000,000)) × 75% (proportion of the PPE that relates to rights transferred to Buyer-lessor).
At the date of the transaction, Seller-lessee accounts for the transaction as follows: 
Dt Cash			CU 1,800,000
Dt Right-of-use asset	CU 250,000
Ct PP&E				CU 1,000,000
Ct Liability				CU 450,000
Ct Gain on rights transferred		CU 600,000
6.3.9.2 Transfer of the asset is not a sale
If the transfer of an asset by the seller-lessee does not satisfies the requirements to be accounted for as a sale of the asset, the transaction is a financing transaction. The seller-lessee shall continue to recognize the transferred asset and shall recognize a financial liability equal to the transfer proceeds. It shall account for the financial liability applying IFRS 9, generally at amortized cost.
In general, if (taking into account the impact from extension and purchase options) the leaseback ensures that the lessee will be able to and expects to use the asset over its useful economic life, this in exchange for a consideration that approximates the fair value of the asset at the moment of the transaction, the seller-lessee does not lose control over the asset when it sells the asset to the buyer-lessor. In such case, the leaseback is accounted for as a financing arrangement of the asset (that remains recognized), but not as a lease. 
6.4 [bookmark: _heading=h.1hmsyys]Discount rate
6.4.1 [bookmark: _heading=h.41mghml]General
At the commencement date, a lessee shall recognize the lease liability, measured at the present value of the lease payments that are not paid at that date. The lease payments shall be discounted using the interest rate implicit in the lease, if that rate can be readily determined. If that rate cannot be readily determined, the lessee shall use the lessee’s incremental borrowing rate. Although, the lease liability is initially recognized at commencement date, the discount rate to be used is the discount rate that prevailed at inception of the lease (at signature date) to reflect the economic conditions that existed at that date. This is also applicable in the case of a lease modification accounted for as a separate lease: the discount rate to be used is the one at signature of the modification even though the actual modification becomes effective at a later point in time.  
6.4.2 [bookmark: _heading=h.2grqrue]Interest rate implicit in the lease
The interest rate implicit in a lease corresponds to the rate that causes the present value of (a) the lease payments and (b) the unguaranteed residual value[footnoteRef:1] to equal the sum of (i) the fair value of the underlying asset and (ii) any initial direct costs of the lessor.  [1:  Unguaranteed residual value corresponds to the estimate made by the lessor of the fair value of the underlying asset at the end of the lease contract, of which the realization is not assured or guaranteed solely by a party related to the lessor.] 

The interest rate implicit in the lease can only be calculated if the following are known: (i) the lessor’s estimation of the future unguaranteed residual value of the underlying asset, (ii) the lessor’s initial direct costs and (iii) the fair value of the underlying asset. 
In practice, if the lease ensures that the lessee will be able to and expects to use the asset over its useful economic life (including the impact from extension and purchase options), then the consideration payable will logically approximate the fair value of the asset at the moment of the transaction. In such cases, the interest rate implicit in the lease can be assessed, assuming that (a) the fair value of the underlying asset (i.e. in case of an outright purchase) can be estimated fairly, and (b) the unguaranteed residual value and the lessor’s incremental direct costs can be assumed to be immaterial. 
6.4.2.1 Example
To illustrate this, let’s assume that Syensqo enters into a contract for the lease of an equipment item for 4 years. The lessor assesses that the fair value of the underlying asset at commencement date of the lease is 20,000 EUR and that the unguaranteed residual value is 7,000 EUR. This unguaranteed residual value is the value the lessor estimates the underlying asset will have at the end of the lease and for which Syensqo does not give any guarantee. There are no initial direct costs. 
The contract specifies that the yearly lease payments amount to 4,016 EUR and are made at the end of the period. 
The rate implicit in the lease is the rate that causes the present value of payments + the present value of the unguaranteed residual value = 20,000 EUR
In this example the rate implicit in the lease is 5% so that the present value of payments is 14,241 EUR and the present value of the unguaranteed residual value is 5,759 EUR. 
6.4.3 [bookmark: _heading=h.vx1227]Incremental borrowing rate
The incremental borrowing rate is the rate of interest that a lessee would have to pay to borrow over a similar term, and with a similar security, the funds necessary to obtain an asset of a similar value to the right-of-use asset in a similar economic environment.
If the contract requires lease payments to be made in a currency other than the functional currency of the lessee, the incremental borrowing rate of the lessee should be determined based on a borrowing of a similar amount in that foreign currency.
Subsidiaries participating in a centralized treasury function cannot default to the parent’s incremental borrowing rate. Rather all facts and circumstances should be considered to determine the subsidiary/lessee’s incremental borrowing rate. The existence of guarantees of the subsidiary’s obligations may result in a rate that is similar to the parent’s rate as if the parent had entered into the lease directly.
6.5 [bookmark: _heading=h.3fwokq0]Subsequent measurement
6.5.1 Subsequent measurement of the right-of-use asset
After the commencement date, a lessee measures the right-of-use asset using the cost model. As a result, the right-of-use asset is measured at cost:
· Less any accumulated depreciation and any accumulated impairment losses; and
· Adjusted for any remeasurement of the lease liability.
Right-of-use assets are depreciated using the straight-line depreciation method, from the commencement date to (a) the end of the useful life of the underlying asset, in case the lease transfers ownership of the underlying asset to the Group by the end of the lease term, or the lease contains a purchase option that the Group is reasonably certain to exercise, or (b) the earlier of the end of the useful life and the end of the lease term, in all other cases.
6.5.1.1 [bookmark: _heading=h.1v1yuxt]Onerous contracts
A lessee shall apply IAS 36 Impairment of Assets to determine whether the right-of-use asset is impaired and to account for any impairment loss identified. 
6.5.2 Subsequent measurement of the lease liability
6.5.2.1 General
After the commencement date, the lease liability is measured by: 
· Increasing the carrying amount to reflect interest on the lease liability;
· Reducing the carrying amount to reflect the lease payments made; and
· Remeasuring the carrying amount to reflect any reassessment or lease modifications, or to reflect revised in-substance fixed lease payments. For example:
· Change in the cash flows resulting from a change in a reference index or rate (i.e. when the adjustment to the lease payments takes effect) (see above - Example of variable lease payments that depend on an index);
· Currency exchange impact for lease liability denominated in a foreign currency;
· The lease is modified and that modification is not accounted for as a separate contract;
· There is a change in the assessment of: 
· The lease term; 
· A purchase option being exercised;
· The probability of amounts to be paid under a residual value guarantee.
· A contingency is resolved that results in some or all variable lease payments becoming fixed payments.
After commencement date, a lessee shall recognize in profit or loss, unless the costs are included in the carrying amount of another asset applying other applicable Standards both: 
· Interest on the lease liability; and
· Variable lease payments not included in the measurement of the lease liability in the period in which the event or condition that triggers those payments occurs. 
If a lease liability is in a currency different from the functional currency of the entity, it shall be remeasured at spot rate at each reporting date. Such foreign exchange differences are recognized in profit and loss and not as an adjustment to the carrying amount of the right-of-use asset. 
6.5.2.2 Reassessment of the lease liability (without contract modification)
A lessee shall remeasure the lease liability by discounting the revised lease payments using a revised discount rate (for the remainder of the lease term) if either: 
· There is a change in the lease term (See above - 5.3 and 5.4). The lessee shall determine the revised lease payments on the basis of the revised lease term; or
· There is a change in the assessment of an option to purchase the underlying assets, assessed considering the events and circumstances described above in the context of a purchase option (See above - 5.3 and 5.4). The revised lease payments will reflect the change in the amounts payable under the purchase option. 
A lessee shall remeasure the lease liability by discounting the revised lease payments using the original discount rate when: 
· There is a change in the amounts expected to be payable under a residual value guarantee; or
· There is a change in future lease payments resulting from a change in an index or a rate used to determine those payments. Lessee shall remeasure the lease liability to reflect those revised lease payments only when the adjustment to the lease payments takes effect, for the remainder of contractual payments due. 
The change in the lease liability is adjusted to the right-of-use asset. If a decrease in the lease liability exceeds the carrying amount of the right-of-use asset, the excess shall immediately be recognized in profit or loss, below EBITDA. 
6.5.2.2.1 Example – measurement by a lessee and accounting for a change in assumption regarding increase of lease term 
Lessee enters into a 10-year lease of a floor of a building, with an option to extend for 5 years. Lease payments are CU 50,000 per year during the initial term and CU 55,000 per year during the optional period, all payable at the beginning of each year. 
At commencement date, Lessee concludes that it is not reasonably certain to exercise the option to extend the lease and, therefore, determines that the lease term is 10 years. 
The interest rate implicit in the lease is not readily determinable. Lessee’s incremental borrowing rate is 5%, which reflects the fixed rate at which Lessee could borrow an amount similar to the value of the right-of-use asset, in the same currency, for a 10-year term, and with similar collateral. 
At the commencement of the lease, a lease liability of CU 355.391 is recognized and corresponds to the present value of the lease payments that are not paid at that date. The cost of the right-of-use asset corresponds to the lease liability plus payments made at commencement date. Lessee expects to consume the right-of-use asset’s future economic benefits evenly over the lease term and, thus, depreciates the right-of-use asset on a straight-line basis.
The lease liability and the right-of-use asset table is as follows:
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In the 6th year of the lease, Lessee acquires Entity A. Following the acquisition of Entity A, Lessee needs an additional floor in a building suitable for the increased workforce. To minimize costs, Lessee enters into a separate 8-year contract lease of another floor in the building leased that will be available for use at the end of Year 7, and that will be accounted for as a separate lease. 
Moving Entity A’s staff to the same building occupied by Lessee creates an economic incentive for Lessee to extend its original lease at the end of the non-cancellable period of 10 years. The acquisition of Entity A and the relocation of Entity A’s staff is a significant event that is within the control of Lessee and affects whether Lessee is reasonably certain to exercise the extension option not previously included in its determination of the lease term. 
Lessee’s incremental borrowing rate at the end of Year 6 is 6% (9-year term; i.e. the 4 remaining years under the initial term and the 5 years of the optional renewal period).
At the end of the 6th year, before accounting for the change in the lease term, the lease liability is CU 186,162 (present value of four remaining payments of CU 50,000, discounted at the original interest rate of 5%). 
Following the change of lease term, Lessee remeasures the lease liability at the present value of 4 payments of CU 50,000 followed by 5 payments of CU 55,000, all discounted at the revised discount rate, which is CU 378,174. Lessee increases the lease liability by CU 192,012, which represents the difference between the remeasured liability of CU 378,174 and its previous carrying amount of CU 186,162. The corresponding adjustment is made to the right-of-use asset to reflect the cost of the additional right of use: 
Dt Right-of- use asset	 192,012
Ct Lease liability 	192,012
Following the remeasurement, the carrying amount of the Lessee’s right-of-use asset is CU 354,168.
From beginning of Year 7, the right-of-use asset and the lease liability are as follows:
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6.5.2.2.2 Example – measurement by a lessee and accounting for a change in assumption regarding decrease of lease term
Lessee enters into a 8-year lease of a floor of a building, with an option to extend for 2 years. Lease payments are CU 100,000 per year during the initial term and the extension period, all payable at the end of each year. 
At commencement date, Lessee concludes that it is reasonably certain to exercise the option to extend the lease and, therefore, determines that the lease term is 10 years. 
The interest rate implicit in the lease is not readily determinable. Lessee’s incremental borrowing rate is 6%, which reflects the fixed rate at which Lessee could borrow an amount similar to the value of the right-of-use asset, in the same currency, for a 10-year term, and with similar collateral. 
The lease liability and the right-of-use asset table is as follows:
[image: ]
In the 5th year of the lease, Lessee decides to dispose of a business unit within which the asset is mainly employed. Therefore, the Lessee estimates that after 3 years the office leased will no longer correspond to the need of the Company. The disposal of a business unit within which the asset is employed is a significant event that is within the control of Lessee and affects whether Lessee is reasonably certain not to exercise the extension option previously included in its determination of the lease term. 
Lessee’s incremental borrowing rate at the end of Year 5 is 7% (3-year term; i.e. the remaining term of the lease without extension).
At the end of the 5th year, before accounting for the change in the lease term, the lease liability is CU 421,236 (present value of 5 remaining payments of CU 100,000, discounted at the original interest rate of 6%). 
Following the change of lease term, Lessee remeasures the lease liability at the present value of 3 payments of CU 100,000, all discounted at the revised discount rate (7%) which is CU 262,432. Lessee decreases the lease liability by CU 158,805, which represents the difference between the remeasured liability of CU 262,432 and its previous carrying amount of CU 421,236. The corresponding adjustment is made to the right-of-use asset to reflect the cost of the decrease in right-of-use. 
Dt Lease Liability	158,805
Ct Right-of- use asset	158,805
Following the remeasurement, the carrying amount of the Lessee’s right-of-use asset is CU 209,200.
From beginning of Year 6, the right-of-use asset and the lease liability are as follows:
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6.5.2.3 [bookmark: _heading=h.4f1mdlm]Accounting for lease modifications
A lease modification will be accounted for as a separate lease if both of the following conditions are met:
· The modification increases the scope of the lease by adding the right to use one or more underlying assets; and
· The consideration for the lease increases by an amount commensurate with the stand-alone price for the increase in scope and any appropriate adjustments to that stand-alone price to reflect the circumstances of the particular contract. 
For a lease modification that is not accounted for as a separate lease, the lessee shall account for the remeasurement of the lease liability by:
· Decreasing the carrying amount of the right-of-use asset to reflect the partial or full termination of the lease for the lease modifications that decrease the scope of the lease. The lessee shall recognize in profit or loss any gain or loss relating to the partial or full termination of the lease. Those impacts are recognized below EBITDA;
· Making a corresponding adjustment to the right-of-use asset for all other modifications. Such includes cases with a modification that is a change in consideration only. If a decrease in the lease liability exceeds the carrying amount of the right-of-use asset, the excess shall immediately be recognized in profit or loss, below EBITDA.
If several assets with similar characteristics are managed through one contract (e.g.: portfolio of railcars, tanks, etc.), the removal of one unit will not affect the accounting treatment of the remaining units if the terms and conditions (hence the economic substance) of those remaining units have not been affected. In other words, the lessee shall account for the removal of one unit by decreasing the corresponding carrying amount of the right-of-use asset and lease liability to reflect the full termination of the lease for that unit and recognize below EBITDA any gain or loss relating to the full termination of that unit. The discount rate for the lease liability related to the remaining units is not updated in this case.
To the contrary, if the terms and conditions of the remaining units are affected, the guidance provided in section 6.5.2.3.3 Example – lease modification that decreases the scope of the lease applies. 
6.5.2.3.1 Example – lease modification accounted for as a separate lease
Lessee enters into a 10-year lease for 2,000m2 of office space. At the beginning of Year 6, Lessee and Lessor agree to amend the original lease for the remaining 5 years to include an additional 3,000m2 of office space in the same building. The increase in total consideration for the lease is commensurate with the current market rate for the new 3,000m2 of office space, adjusted for the discount that Lessee receives reflecting that Lessor does not incur costs that it would have otherwise  incurred if leasing the same space to a new tenant (e.g. marketing costs). 
As both conditions for the lease modifications are met, Lessee accounts for this new lease, separate from the original 10-year lease. Lessee does not make any adjustments to the accounting for the original lease of 2,000m2 of office space as a result of this modification.
For a lease that is not accounted for as a separate lease, at the effective date of the modification a lessee shall remeasure the lease liability by discounting the revised lease payments using a revised discount rate determined for the remainder of the lease term. 
6.5.2.3.2 Example – lease modification that increases the scope of the lease by extending the contractual lease term
Lessee enters into a 10-year lease for 5,000m2 of office space. The annual lease payments are CU 100,000 payable at the end of each year. Lessee’s incremental borrowing rate at the commencement date is 6%. 
At the commencement of the lease, a lease liability of CU 736,009 is recognized and corresponds to the present value of the lease payments that are not paid at that date. The cost of the right-of-use asset corresponds to the lease liability plus payments made at commencement date. Lessee expects to consume the right-of-use asset’s future economic benefits evenly over the lease term and, thus, depreciates the right-of-use asset on a straight-line basis.
The lease liability and the right-of-use asset table is as follows:
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At the beginning of Year 7, Lessee and Lessor agree to amend the original lease by extending the contractual lease term by 4 years. The annual lease payments are unchanged. Lessee’s incremental borrowing rate at the beginning of Year 7 is 7% (8-year term, i.e. the remaining 4-year term plus the 4-year extended term). 
At the effective date of the modification, Lessee remeasures the lease liability based on (a) an eight year remaining lease term, (b) annual payments of CU 100,000 and (c) Lessee’s incremental borrowing rate of 7%. The modified lease liability equals CU 597,130. The lease liability immediately before the modification is CU 346,511. Lessee recognizes the difference between the carrying amount of the modified lease liability and the carrying amount of the lease liability immediately before the modification (CU 250,619) as an adjustment to the right-of-use asset. 
From beginning of Year 7, the right-of-use asset and the lease liability are as follows:
[image: ]

6.5.2.3.3 [bookmark: _heading=h.2u6wntf]Example – lease modification that decreases the scope of the lease
Lessee enters into a 10-year lease for 5,000m2 of office space. The annual lease payments are CU 50,000 payable at the end of each year. Lessee’s incremental borrowing rate at the commencement date is 6%. 
At the commencement of the lease, a lease liability of CU 368,004 is recognized and corresponds to the present value of the lease payments that are not paid at that date. The cost of the right-of-use asset corresponds to the lease liability plus payments made at commencement date. Lessee expects to consume the right-of-use asset’s future economic benefits evenly over the lease term and, thus, depreciates the right-of-use asset on a straight-line basis.
The lease liability and the right-of-use asset table is as follows:
[image: ]
At beginning of Year 6, Lessee and Lessor agree to amend the original lease to reduce the space to only 2,500m2 of the original space starting beginning of Year 6. The annual fixed lease payments from Year 6 to Year 10 are CU 30,000. Lessee’s incremental borrowing rate at the beginning of year 6 is 5% (5-year term).
At the effective date of the modification, Lessee remeasures the lease liability based on (a) a five year remaining lease term, (b) annual payments of CU 30,000 and (c) Lessee’s incremental borrowing rate of 5%. The modified lease liability equals CU 129,884.
Lessee determines the proportionate decrease in the carrying amount of the right-of-use asset on the basis of the remaining right-of-use asset (i.e.: 2,500m2 corresponding to 50% of the original right-of-use asset). 
50 % of the pre-modification right-of-use asset (CU 184,002) is CU 92,001. 50% of the pre-modification lease liability (CU 210,618) is CU 105,309. Consequently, Lessee reduces the carrying amount of the right-of-use asset by CU 92,001, corresponding to the 50% of the right-of-use asset for which the lease is discontinued, and the carrying amount of the lease liability by CU 105,309, corresponding to the 50% of the lease liability for which the lease is discontinued. Lessee recognizes the difference as a gain in profit or loss at the effective date of modification (beginning of Year 6):
Dt Lease Liability 	105,309
	Ct Right-of-use asset 			92,001
	Ct Impact of contracts lease modifications 13,308
Lessee recognizes the difference between the remaining lease liability of CU 105,209 and the modified lease liability of CU 129,884 (CU 24,575) as an adjustment to the right-of-use asset reflecting the change in the consideration paid for the lease and the revised discount rate.
From beginning of Year 6, the right-of-use asset and the lease liability are as follows:
[image: ]
6.5.2.3.4 Example – lease modification that increases the scope of the lease but decreases the lease term
Lessee enters into a 10-year lease for 2,000m2 of office space. The annual lease payments are CU 100,000 payable at the end of each year. Lessee’s incremental borrowing rate at commencement date is 6%. At the beginning of Year 6, Lessee and Lessor agree to amend the original lease to (a) include an additional 1,500 m² of space in the same building starting Year 6 and (b) reduce the lease term from 10 years to 8 years. The annual fixed payment for the 3,500m2 is CU 150,000 payable at the end of each year. Lessee’s incremental borrowing rate at the beginning of Year 6 is 7%.
The consideration for the increase in scope of 1,500m2 is not commensurate with the stand-alone price of the original contract. Consequently, Lessee does not account for the increase in scope as a separate lease. 
The pre-modification right-of-use asset and the pre-modification lease liability are as follows:
[image: ]
Decrease of lease term
At the effective date of the modification, the pre-modification right-of-use asset is CU 368,004. Lessee determines the proportionate decrease in the carrying amount of the right-of-use asset based on the remaining right-of-use for the original 2,000m2 of office space: 3 years remaining instead of 5 years. The remaining right-of-use asset for the original 2,000m2 is CU 220,802 (CU 368,004/5 * 3). 
At the effective date of the modification, the pre-modification lease liability is CU 421,236. The remaining lease liability for the original 2,000m2 of office space is CU 267,301 (i.e. present value of 3 annual payments of CU 100,000 discounted at the original rate of 6%). 
Consequently, Lessee reduces the carrying amount of the right-of-use asset by CU 147,202 (CU 368,004 – CU 220,802), and the carrying amount of the lease liability by CU 153,935 (CU 421,236 – CU 267,301). Lessee recognizes the difference between the decrease in lease liability and the decrease in the right-of-use asset (CU 153,935 - CU 147,202= CU 6,733) as a gain in profit or loss below EBITDA at the effective date of the modification:
Dt Lease liability	CU 153,935
	Ct Right-of-Use asset				CU 147,202
	Ct Impact of contracts lease modifications 	CU 6,733
At the effective date of modification, Lessee recognizes the effect of the remeasurement of the remaining lease liability reflecting the revised discount rate of 7% which is CU 4,869 (CU 267,301 – CU 262,432):
[image: ] [image: ]
Dt Lease liability	CU 4,869
	Ct Right-of-Use asset		CU 4,869
Increase in the leased space
At the commencement of the lease for the additional 1,500m2 of space, Lessee recognizes the increase in the lease liability related to the increase of scope of CU 131,216 (present value of 3 annual payments of CU 50,000 discounted at the revised interest rate of 7%) as an adjustment to the right-of-use asset
Dt Right-of-Use asset	CU 131,216
	Ct Lease liability		CU 131,216
The modified right-of use asset and the modified lease liability is as follows:
[image: ]
6.5.2.4 [bookmark: _heading=h.19c6y18]Difference between a reassessment and a lease modification
As explained above, the distinction between a lease reassessment and a lease modification is important as it has different accounting implications. The distinction is based on whether the main conditions underlying the change (e.g. change of lease term) were predefined in the original contract: if they were predefined, the change is a lease reassessment, if they were subject to negotiation, the change is a lease modification. 
7 [bookmark: _heading=h.3tbugp1]Lessor 
7.1 [bookmark: _heading=h.28h4qwu]Lease classification
At inception of the leases, a lessor (or intermediate lessor) classifies each of its leases as either:
· A finance lease if it transfers substantially all the risks and rewards incidental to ownership of the underlying asset; or
· An operating lease if it does not transfer substantially all the risks and rewards incidental to ownership of the underlying asset.
7.1.1 Criteria for lease classification
The classification of leases is based on the extent to which the lease transfers the risks and rewards incidental to ownership of an underlying asset. Risks include the possibilities of losses from idle capacity or technological obsolescence. Rewards may be represented by the expectation of profitable operation over the underlying asset’s economic life and of gain from appreciation in value or realization of a residual value. 
The classification depends on the substance of the transaction rather than the form. Examples of situations that individually or in combination would normally lead to a lease being classified as finance lease:
· the lease transfers ownership of the underlying asset to the lessee by the end of the lease term; 
· the lessee has the option to purchase the underlying asset at a price which is expected to be sufficiently lower than fair value at the date the option becomes exercisable that, at the inception of the lease, it is reasonably certain that the option will be exercised;
· the lease term is for the major part* of the economic life of the asset, even if title is not transferred; 
· at the inception of the lease, the present value of the lease payments amounts to at least substantially all* of the fair value of the underlying asset; 
· the lease assets are of a specialized nature such that only the lessee can use them without major modifications being made. 
*IFRS does not provide any guidance on “major part” of the economic life and “substantially all” of the fair value of the underlying asset to be covered by the present value of the minimum lease payments. If the lease term is equal to 75% or more of the estimated economic life of the leased asset, the lease will generally be a finance lease. Additionally, if the present value of the lease payments is 90 percent or more of the fair value of the underlying asset at inception of the lease, then the lease generally should be classified as a finance lease. However, it is necessary to consider all relevant factors when assessing the classification of a lease, which is an analysis in substance and it shall be clear that the above percentages are indicative only.
Additional indicators of situations that individually or in combination could also lead to a lease being classified as a finance lease are:
· if the lessee can cancel the lease, the lessor’s losses associated with the cancellation are borne by the lessee;
· gains or losses from the fluctuation in the fair value of the residual accrue to the lessee (for example, in the form of a rent rebate equaling most of the sales proceeds at the end of the lease); and
· the lessee has the ability to continue the lease for a secondary period at a rent that is substantially lower than market rent.
If it is clear that the lease does not transfer substantially all the risks and rewards incidental to ownership of an underlying asset, the lease is classified as an operating lease. 
For a lease that includes both land and buildings elements, the lessor separately assesses the classification of each element as a finance lease or an operating lease, noting that land normally has an indefinite economic life. The lessor allocates lease payments between the land and the buildings elements in proportion to the relative fair values of the leasehold interests in the land element and buildings element of the lease at the inception date. If the lease payments cannot be allocated reliably between these two elements, the entire lease is classified as a finance lease, unless it is clear that both elements are operating leases, in which case, the entire lease is classified as an operating lease.
For a lease of land and buildings in which the amount for the land element is immaterial to the lease, the lessor may treat the land and buildings as a single unit for the purpose of lease classification and classify it as a finance lease or an operating lease. In such a case, the lessor regards the economic life of the buildings as the economic life of the entire underlying asset.
For the lessor, security deposits received (that are not true deposits but rather prepaid lease payments) are considered in determining whether the lease is an operating or finance lease. If the lease is classified as an operating lease, the prepaid lease payment is included in the total lease payments that are straight-lined. If the lease is classified as a finance lease, the lessor includes the prepaid lease payment in the consideration for the lease and, therefore, in the determination of the gain or loss on the derecognition of the underlying asset, if any.
7.1.2 Reassessment of lease classification
Lease classification is made at the inception date and is reassessed only if there is a lease modification. Changes in estimates (for example, changes in estimates of the economic life or of the residual value of the underlying asset), or changes in circumstances (for example, default by the lessee), do not give rise to a new classification of a lease for accounting purposes.
7.2 [bookmark: _heading=h.nmf14n]Finance Lease
7.2.1 Recognition 
At the commencement date, a lessor shall derecognize the carrying amount of assets leased out under a finance lease and instead recognize  a receivable at an amount equal to the net investment in the lease. Any resulting difference between the two shall be recognized in profit or loss similarly to gains/losses from the sale of PP&E.
	Debit
	Lease receivables - LT

	Debit
	Lease receivables - ST

	Credit
	Tangible Assets



7.2.2 Initial measurement 
The gross investment in the lease corresponds to the sum of:
· The lease payments (as defined below) receivable by a lessor under a finance lease; and
· Any unguaranteed residual value (i.e. not guaranteed by the lessee or a third party) accruing by the lessor,
The net investment in the lease is the gross investment in the lease discounted using the interest implicit in the lease (see definition in 6.4.2). 
Lease payments included in the measurement of the receivable comprise the following:
· fixed payments (including in-substance fixed payments), less any lease incentives payable;
· variable lease payments that depend on an index or a rate, initially measured using the index or rate at the commencement date;
· any residual value guarantees provided to the lessor;
· the exercise price of a purchase option if the lessee is reasonably certain to exercise that option; and
· payments of penalties for terminating the lease, if lease term reflects the lessee exercising an option to terminate the lease. 
Initial direct costs are included in the initial measurement of the net investment in the lease and reduce the amount of finance income recognized over the lease term. 
7.2.3 Subsequent measurement 

A lessor shall recognize finance income over the lease term, based on a pattern reflecting a constant periodic rate of return on the lessor’s net investment in the lease.
	Debit
	Cash

	Credit
	Lease Receivable

	Credit
	Financial Income



A lessor shall regularly review estimated unguaranteed residual values used. If there has been a reduction in the estimated unguaranteed residual value, the lessor shall revise the income allocation over the lease term and recognize immediately any reduction in respect of amounts accrued.
In accordance with IFRS 9 Financial Instruments, an expected credit loss allowance shall be recognized on the net investment in the lease. In the statement of financial position, the net investment in the lease is presented net of the loss allowance. Lessors evaluate their net investment in the lease for impairment by applying the derecognition and impairment requirements of IFRS 9.
7.2.3.1 Example – Lessor’s gross and net investment in the lease
Lessor enters into a lease agreement that has the following details:
· The leased asset has a fair value of CU 10,000
· The lessee is required to make 5 annual rental payments of CU 2,100 that are payable at the start of each year
· The unguaranteed estimated residual value at the end of 5 years is CU 1,000.
· The initial direct costs are immaterial.
· The interest rate implicit in the lease is 6.62%
The lessor’s gross investment in the lease of CU 11,500 is the total rents receivable of CU 10,500 and the unguaranteed residual value of CU 1,000.
The lessor’s gross and net investment in the lease is as follows:

	Year
	Net investment in the lease at start of the period
 (a)
	Rental received (b)
	Finance income 

(c) = 
(a)-(b)*6.62%
	Gross investment in the lease at start of the period
(d)
	Gross investment in the lease at end of the period
(e) = 
(d) –(b)
	Unearned finance income
(f) = 
(d) – (a) – (c) 

	1
	10,000
	2,100
	523
	11,500
	9,400
	977

	2
	8,423
	2,100
	419
	9,400
	7,300
	558

	3
	6,742
	2,100
	307
	7,300
	5,200
	251

	4
	4,949
	2,100
	189
	5,200
	3,100
	62

	5
	3,038
	2,100
	62
	3,100
	1,000
	0

	
	
	10,500
	1,500
	
	
	



7.2.3.2 Accounting for lease modification
A lease modification will be accounted for as a separate lease if both of the following conditions are met:
· The modification increases the scope of the lease by adding the right to use one or more underlying assets; and
· The consideration for the lease increases by an amount commensurate with the stand-alone price for the increase in scope and any appropriate adjustments to that stand-alone price to reflect the circumstances of the particular contract. 
For a lease modification that is not accounted for as a separate lease, the lessor shall account for the remeasurement of the lease liability by:
· if the lease would have been classified as an operating lease had the modification been in effect at the inception date, the lessor shall:
· account for the lease modification as a new lease from the effective date of the modification; and
· measure the carrying amount of the underlying asset as the net investment in the original lease immediately before the effective date of the lease modification.
· otherwise, the lessor shall apply the requirements of IFRS 9 – Financial Instruments. 

7.3 [bookmark: _heading=h.37m2jsg]Operating lease
7.3.1 Recognition and initial measurement
The following recognition and initial measurement principles apply to operating leases:
· lease payments are recognized as income on either a straight-line basis or another systematic basis (if more representative of the pattern in which benefit from the use of the underlying asset is diminished);
· initial direct costs incurred in obtaining an operating lease are added to the carrying amount of the underlying asset and recognized as an expense over the lease term on the same basis as the lease income;
· Depreciation expense and impairment losses are recognized on the underlying asset in accordance with IAS 16 – Property, Plant and Equipment and IAS 36 – Impairment of Assets. 
At each period end,

	Debit
	Account receivable or cash

	Credit
	Other operating income



At each period end, the asset is depreciated following IAS 16 rules,

	Debit
	Depreciation expense

	Credit
	Fixed asset - Acc. Depreciation



7.3.2 Lease modification

A lessor shall account for a modification to an operating lease as a new lease from the effective date of the modification, considering any prepaid or accrued lease payments relating to the original lease as part of the lease payments for the new lease.
7.4 [bookmark: _heading=h.1mrcu09]Subleases
When an underlying asset is subleased to a third party, one party acts as both the lessee and lessor of the underlying asset. The original lease is often referred to as a head lease, the original lessee is the intermediate lessor or sub-lessor and the ultimate lessee is the sub-lessee.
[image: https://lh3.googleusercontent.com/laPfptIyGcb8HatkOV5QbO-Jm7QFoaukfvQCnmczmMZXHZpxtbDsUiD7PkQojnhQ-C7QHePyek9mtp7FSJX_-Zg5jwll0HFvwYYVBfEKzM5JPImhwYetD01Tfu3LWOL9dPb4G0XkpM2i9r3e6Q]
In classifying a sublease, an intermediate lessor shall classify the sublease as a finance lease or an operating lease as follows:
· if the head lease is a short-term lease for which the entity, as a lessee, has applied the short-term lease accounting exemption (see above), the sublease shall be classified as an operating lease;
· otherwise, the sublease shall be classified by reference to the right-of-use asset arising from the head lease, rather than by reference to the underlying asset itself (i.e. the item of property, plant or equipment that is the subject of the lease). 
· For example: Entity A (original lessee/intermediate lessor) leases a building for 5 years. The building has an economic life of 30 years. Entity A subleases the building for 4 years. The sublease is classified with reference to the right-of-use asset in the head lease (and not the underlying building). When assessing the useful life criterion, the sublease term of 4 years is compared with the 5 year term of the right-of-use asset in the head lease and not with the 30-year economic life of the building.
An intermediate lessor who subleases, or expects to sublease an asset, cannot account for the head lease as a lease of a low-value asset even when the criteria for the low-value asset exemption are met.
If a sublease is for all of the remaining term of the corresponding head lease, the intermediate lessor no longer has the right to use the underlying asset, it is therefore appropriate for an intermediate lessor in such a case to derecognize the right-of-use asset and recognize the net investment in the sublease.
If the interest rate implicit in the sublease cannot be readily determined, an intermediate lessor may use the discount rate used for the head lease (adjusted for any initial direct costs associated with the sublease) to measure the net investment in the sublease.
7.4.1 Finance sublease
When the intermediate lessor enters into the sublease which is a finance lease, the intermediate lessor:
· derecognizes the right-of-use asset relating to the head lease that it transfers to the sublessee and recognizes the net investment in the sublease;
· recognizes any difference between the right-of-use asset and the net investment in the sublease in profit or loss; 
· retains the lease liability relating to the head lease in its statement of financial position, which represents the lease payments owed to the head lessor;
· During the term of the sublease, the intermediate lessor recognizes both interest income on the sublease and interest expense on the head lease.
7.4.2 Operating sublease
When the intermediate lessor enters into an operating sublease, the intermediate lessor retains the lease liability and the right-of-use asset relating to the head lease in its statement of financial position. During the term of the sublease, the intermediate lessor:
· recognizes a depreciation charge for the right-of-use asset and interest expense on the lease liability; and
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· [bookmark: _heading=h.3l18frh]recognizes lease income from the sublease.


Decision tree for sublease classification [image: https://lh5.googleusercontent.com/0MI6a5T1-aJzCFyyhRqsBA2KlS4FzAjTR8mnuY_ML4kTfYp41EE7RxKv3qqdN8fO_xo7EaQr9dO7bgb1AgrXtO2hOGOZo3nIlJIBuBiPsT68Dx6606bPOPQYboPt3ElxYu8xLiWfpn3mjlBn5w]
8 [bookmark: _heading=h.46r0co2]Glossary
The following terminology is used in the framework of lease accounting and is explained here below:
· Commencement date of the lease: The date on which a lessor makes an underlying asset available for use by a lessee.
· Economic life: The period over which an asset is expected to be economically usable by one or more users.
· Effective date of the modification: The date when both parties agree to a lease modification. In practice this generally is the date the modification is signed. 
· Fair value: For the purpose of applying the lessor accounting requirements in this chapter, the amount for which an asset could be exchanged, or a liability settled, between knowledgeable, willing parties in an arm’s length transaction.
· Finance lease (lessor accounting only): A lease that transfers substantially all the risks and rewards incidental to ownership of an underlying asset.
· Fixed payments: Payments made by a lessee to a lessor for the right to use an underlying asset during the lease term, excluding variable lease payments.
· Gross investment in the lease (lessor accounting only): The sum of:
· The lease payments receivable by a lessor under a finance lease; and
· Any unguaranteed residual value accruing by the lessor.
· Inception date of the lease: The earlier of the date of a lease agreement and the date of commitment by the parties to the principal terms and conditions of the lease. In practice this generally is the date the lease is signed.
· Initial direct costs: Incremental costs of obtaining a lease that would not have been incurred if the lease had not been obtained.
· Interest rate implicit in the lease: The rate of interest that causes the present value of (a) the lease payments and (b) the unguaranteed residual value to equal the sum of (i) the fair value of the underlying asset and (ii) any initial direct costs of the lessor.
· Lease: A contract, or part of a contract, that conveys the right to use an asset (the underlying asset) for a period of time in exchange for consideration.
· Lease incentives: Payments made by a lessor to a lessee associated with a lease, or the reimbursement or assumption by a lessor of costs of a lessee.
· Lease modification: A change in the scope of a lease, or the consideration for a lease, that was not part of the original terms and conditions of the lease (for example, adding or terminating the right to use one or more underlying assets, or extending or shortening the contractual lease term).
· Lease payments: Payments made by a lessee to a lessor relating to the right to use an underlying asset during the lease term, comprising the following:
· fixed payments (including in-substance fixed payments, less any lease incentives;
· variable lease payments that depend on an index or a rate;
· the exercise price of a purchase option if the lessee is reasonably certain to exercise that option; and
· payments of penalties for terminating the lease, if the lease term reflects the lessee exercising an option to terminate the lease.
For the lessee, lease payments also include amounts expected to be payable by the lessee under residual value guarantees. Lease payments do not include payments allocated to non-lease components of a contract, unless the lessee elects to combine non-lease components with a lease component and to account for them as a single lease component.

For the lessor, lease payments also include any residual value guarantees provided to the lessor by the lessee, a party related to the lessee or a third party unrelated to the lessor that is financially capable of discharging the obligations under the guarantee. Lease payments do not include payments allocated to non-lease components.
· Lease term : The non-cancellable period for which a lessee has the right to use an underlying asset, together with both:
· periods covered by an option to extend the lease if the lessee is reasonably certain to exercise that option; and
· periods covered by an option to terminate the lease if the lessee is reasonably certain not to exercise that option.
· Lessee: An entity that obtains the right to use an underlying asset for a period of time in exchange for consideration.
· Lessee’s incremental borrowing rate: The rate of interest that a lessee would have to pay to borrow over a similar term, and with a similar security, the funds necessary to obtain an asset of a similar value to the right-of-use asset in a similar economic environment.
· Lessor: An entity that provides the right to use an underlying asset for a period of time in exchange for consideration.
· Net investment in the lease (lessor accounting): The gross investment in the lease discounted at the interest rate implicit in the lease.
· Operating lease (lessor accounting only): A lease that does not transfer substantially all the risks and rewards incidental to ownership of an underlying asset.
· Optional lease payments (lessor accounting only): Payments to be made by a lessee to a lessor for the right to use an underlying asset during periods covered by an option to extend or terminate a lease that are not included in the lease term.
· Period of use: The total period of time that an asset is used to fulfil a contract with a customer (including any non-consecutive periods of time).
· Residual value guarantee: A guarantee made to a lessor by a party unrelated to the lessor that the value (or part of the value) of an underlying asset at the end of a lease will be at least a specified amount.
· Right-of-use asset: An asset that represents a lessee’s right to use an underlying asset for the lease term.
· Short-term lease: A lease that, at the commencement date, has a lease term of 12 months or less. A lease that contains a purchase option is not a short-term lease. The short-term lease classification does not apply to short-term extension periods of a lease that initially was not a short-term lease.
· Sublease: A transaction for which an underlying asset is re-leased by a lessee (‘intermediate lessor’) to a third party, and the lease (‘head lease’) between the head lessor and lessee =remains in effect.
· Underlying asset: An asset that is the subject of a lease, for which the right to use that asset has been provided by a lessor to a lessee.
· Unearned finance income (lessor accounting only): The difference between:
· the gross investment in the lease; and
· the net investment in the lease.
· Unguaranteed residual value: That portion of the residual value of the underlying asset, the realization of which by a lessor is not assured or is guaranteed solely by a party related to the lessor.
· Variable lease payments : The portion of payments made by a lessee to a lessor for the right to use an underlying asset during the lease term that varies because of changes in facts or circumstances occurring after the commencement date, other than the passage of time.
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Present value of

remaining payments  Lease liability Payments Interest Lease RoU asset RoU asset
at commencement beginningof  made during expenses @ liability end beginning  Depreciation ending
date period the year 5% of period balance charge balance
Year 1 (1) 5.391 - 17.770 373.161 405.391 -40.539  364.852
Year 2 373.161 -50.000 16.158 339.319 364.852 -40.539  324.313
Year 3 339.319 -50.000 14.466 303.785 324.313 -40.539  283.774
Year 4 303.785 -50.000 12.689 266.474 283.774 -40.539  243.235
Year 5 266.474 -50.000 10.824 227.298 243.235 -40.539  202.696
Year 6 227.298 -50.000 8.865 186.162 202.696 -40.539 162.156
Year 7 186.162 -50.000 6.808 142.971 162.156 -40.539 121.617
Year 8 142.971 -50.000 4.649 97.619 121.617 -40.539 81.078
Year 9 97.619 -50.000 2.381 50.000 81.078 -40.539 40.539
Year 10 50.000 -50.000 0 0 40.539 -40.539 -

(1) payment made before commencement date
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Present value of Lease liability Payments Interest Lease RoU asset RoU asset

remaining payments  beginning of made during expenses @ liability end beginning  Depreciation ending

at revision date period the year 5% of period balance charge balance
Year 3 54.000 v 366.464 -54.000 15.623 328.087 351.458 -43.932 307.526
Year 4 51.429 328.087 -54.000 13.704 287.792 307.526 -43.932 263.594
Year5 48.980 287.792 -54.000 11.690 245.481 263.594 -43.932 219.661
Year 6 46.647 245.481 -54.000 9.574 201.055 219.661 -43.932 175.729
Year7 44.426 201.055 -54.000 7.353 154.408 175.729 -43.932 131.797
Year 8 42.310 154.408 -54.000 5.020 105.429 131.797 -43.932 87.865
Year9 40.296 105.429 -54.000 2.571 54.000 87.865 -43.932 43.932

Year 10 38.377 54.000 -54.000 -0 -0 43,932 -43,932 -
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Year1 (1)
Year 2
Year3
Year 4
Year 5
Year 6
Year7
Year 8
Year 9
Year 10

{1) payment made before commencement date

47.619
45.351
43.192
41.135
39.176
37.311
35.534
33.842
32.230

355.391 - 17.770 373.161 405.391 -40.539 364.852
373.161 -50.000 16.158 339.319 364.852 -40.539 324313
339.319 -50.000 14.466 303.785 324313 -40.539 283.774
303.785 -50.000 12.689 266.474 283.774 -40.539 243.235
266.474 -50.000 10.824 227.298 243.235 -40.539 202.696
227.298 -50.000 8.865 186.162 202.696 -40.539 162.156
186.162 -50.000 6.808 142.971 162.156 -40.539 121.617
142.971 -50.000 4.649 97.619 121.617 -40.539 81.078
97.619 -50.000 2.381 50.000 81.078 -40.539 40.539
50.000 -50.000 0 0 40.539 -40.539 -
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Year 7
Year 8
Year9
Year 10
Year11l
Year12
Year13
Year 14
Year 15

50.000
47.170
44.500
125.943

267.613
230.669
191.509
150.000

-50.000
-50.000
-50.000
-150.000

13.057
10.840
8.491

230.669
191.509
150.000

243.607
216.539
189.472
162.404
135.337
108.270
81.202
54.135
27.067

-27.067
-27.067
-27.067
-27.067
-27.067
-27.067
-27.067
-27.067
-27.067

216.539
189.472
162.404
135.337
108.270
81.202
54.135
27.067
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Year1 (1) 355.391 - 17.770 373.161 405.391 -40.539 364.852
Year 2 47.619 373.161 -50.000 16.158 339.319 364.852 -40.539 324.313
Year3 45.351 339.319 -50.000 14.466 303.785 324.313 -40.539 283.774
Year 4 43.192 303.785 -50.000 12.689 266.474 283.774 -40.539 243.235
Year5 41.135 266.474 -50.000 10.824 227.298 243.235 -40.539 202.696
Year 6 39.176 227.298 -50.000 8.865 186.162 202.696 -40.539 162.156
Year7 37.311 186.162 -50.000 6.808 142.971 162.156 -40.539 121.617
Year 8 35.534 142.971 -50.000 4.649 97.619 121.617 -40.539 81.078
Year9 33.842 97.619 -50.000 2.381 50.000 81.078 -40.539 40.539
Year 10 32.230 50.000 -50.000 0 0 40.539 -40.539 -

(1) payment made before commencement date
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Year7
Year 8
Year 9
Year 10
Year 11
Year 12
Year 13
Year 14
Year 15

50.000
47.170
44.500
41.981
43.565
41.099
38.773
36.578
34.508

378.174
347.864
315.736
281.680
245.581
202.016
155.837
106.887

55.000

-50.000
-50.000
-50.000
-50.000
-55.000
-55.000
-55.000
-55.000
-55.000

19.690
17.872
15.944
13.901
11.435
8.821
6.050
3.113

347.864
315.736
281.680
245.581
202.016
155.837
106.887
55.000
-0

354.168
314.816
275.464
236.112
196.760
157.408
118.056

78.704

39.352

-39.352
-39.352
-39.352
-39.352
-39.352
-39.352
-39.352
-39.352
-39.352

314.816
275.464
236.112
196.760
157.408
118.056

78.704

39.352
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Year1 94.340 736.009 -100.000 44,161 680.169 736.009 -73.601 662.408
Year 2 89.000 680.169 -100.000 40.810 620.979 662.408 -73.601 588.807
Year 3 83.962 620.979 -100.000 37.259  558.238 588.807 -73.601 515.206
Year 4 79.209 558.238 -100.000 33.494 491.732 515.206 -73.601 441.605
Year 5 74.726 491.732 -100.000 29.504  421.236 441.605 -73.601 368.004
Year 6 70.496 421.236 -100.000 25.274  346.511 368.004 -73.601 294.403
Year 7 66.506 346.511 -100.000 20.791  267.301 294.403 -73.601 220.803
Year 8 62.741 267.301 -100.000 16.038  183.339 220.803 -73.601 147.202
Year 9 59.190 183.339 -100.000 11.000 94.340 147.202 -73.601 73.601
Year 10 55.839 94,340 -100.000 5.660 -0 73.601 -73.601 -
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Year 6 93.458 262.432 -100.000 18.370  180.802 209.200 -69.733 139.466
Year7 87.344 180.802 -100.000 12.656 93.458 139.466 -69.733 69.733
Year 8 81.630 93.458 -100.000 6.542 -0 69.733 -69.733 -
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Year 1 94.340 736.009 00.000 44.161 680.169 736.009 -73.60 662.408
Year 2 89.000 680.169 00.000 40.810 620.979 662.408 -73.60 588.807
Year3 83.962 620.979 00.000 37.259 558.238 588.807 -73.60 515.206
Year 4 79.209 558.238 00.000 33.494 491.732 515.206 -73.60 441.605
Year 5 74.726 491.732 00.000 29.504 421.236 441.605 -73.60 368.004
Year 6 70.496 421.236 00.000 25.274 346.511 368.004 -73.60 294.403
Year 7 66.506 346.511 00.000 20.791 267.301 294.403 -73.60 220.803
Year 8 62.741 267.301 00.000 16.038 183.339 220.803 -73.60 147.202
Year 9 59.190 183.339 00.000 11.000 94.340 147.202 -73.60 73.601
Year 10 55.839 94.340 00.000 5.660 -0 73.601 -73.60 -
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Year 7
Year 8
Year 9
Year 10
Year 11
Year 12
Year 13
Year 14

93.458
87.344
81.630
76.290
71.299
66.634
62.275
58.201

597.130
538.929
476.654
410.020
338.721
262.432
180.802

93.458

-100.000
-100.000
-100.000
-100.000
-100.000
-100.000
-100.000
-100.000

41.799
37.725
33.366
28.701
23.710
18.370
12.656

6.542

538.929
476.654
410.020
338.721
262.432
180.802
93.458
-0

545.023
476.895
408.767
340.639
272.511
204.384
136.256

68.128

-68.128
-68.128
-68.128
-68.128
-68.128
-68.128
-68.128
-68.128

476.895
408.767
340.639
272.511
204.384
136.256
68.128
-0
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Year 1 47.170 368.004  -50.000 22,080 340.085 368.004 -36.800 331.204
Year 2 44.500 340.085 -50.000 20.405 310.490 331.204 -36.800 294.403
Year 3 41.981 310.490 -50.000 18.629 279.119 294.403 -36.800 257.603
Year 4 39.605 279.119  -50.000 16.747 245.866 257.603 -36.800 220.803
Year 5 37.363 245.866  -50.000 14.752  210.618 220.803 -36.800 184.002
Year 6 35.248 210.618  -50.000 12.637 173.255 184.002 -36.800 147.202
Year 7 33.253 173.255 -50.000 10.395 133.651 147.202 -36.800 110.401
Year 8 31.371 133.651 -50.000 8.019 91.670 110.401 -36.800 73.601
Year 9 29.595 91.670 -50.000 5500 47.170 73.601 -36.800 36.800
Year 10 27.920 47.170 -50.000 2.830 -0 36.800 -36.800 -
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Year 6
Year 7
Year 8
Year 9
Year 10

28.571
27.211
25.915
24.681
23.506

129.884
106.379
81.697
55.782
28.571

-30.000
-30.000
-30.000
-30.000
-30.000

6.494
5.319
4.085
2.789
1.429

106.379
81.697
55.782
28.571

-0

116.576
93.261
69.946
46.631
23.315

-23.315
-23.315
-23.315
-23.315
-23.315

93.261
69.946
46.631
23.315
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Year 1] 94.340 736.009 00.000 44.161 680.169 736.009 -73.60 662.408
Year 2 89.000 680.169 00.000 40.810 620.979 662.408 -73.60 588.807
Year 3 83.962 620.979 00.000 37.259 558.238 588.807 -73.60 515.206
Year 4 79.209 558.238 00.000 33.494 491.732 515.206 -73.60 441.605
Year5 74.726 491.732 00.000 29.504 421.236 441.605 -73.60 368.004
Year 6 70.496 421.236 00.000 25.274 346.511 368.004 -73.60 294.403
Year 7| 66.506 346.511 00.000 20.791 267.301 294.403 -73.60 220.803
Year 8 62.741 267.301 00.000 16.038 183.339 220.803 -73.60 147.202
Year 9 59.190 183.339 00.000 11.000 94.340 147.202 -73.60 73.601
Year 10 55.839 94.340 00.000 5.660 -0 73.601 -73.60 -
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Present value of  Lease Payments

remaining liability made Interest RoU asset
payments at beginning of duringthe expenses @ Lease liability end of RoU asset beginning ending
modification date period year 7% period balance Depreciation charge balance

140.187 393.647  -150.000 271.203 347.149 -115.716 231.433

131.016 271.203  -150.000 140.187 231.433 -115.716 115.716
122.445 140.187 -150.000 0 115.716 -115.716
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Customer|

Is there an identified asset?

Does the customer have the right to obtain substantially
all of the economic benefits from use of the asset
throughout the period of use ?

Does the customer, the supplier or neither party have the.
right to direct how and for what purpose the asset is used
throughout the period of use?

[Neither, how and for what purpose the.
sset willbe used i predetermined

Does the customer have the right to operate the asset
throughout the period of use without the supplier having
the right to change those operating instructions ?

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 ?

The contract
contains a lease

Supplier

The contract
does not
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