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	Financial Reporting Council

(Established under the Financial Reporting Act 2004)


Dear All

FRC wishes to inform you that the following documents have been issued by the International Accounting Standards Board (IASB) and would be pleased to have your contribution on these documents:

1. Proposals to improve the Financial Reporting of Leases (issued on 17 August 2010)

The accounting under existing requirements depends on the classification of a lease.  Classification as an operating lease results in the lessee not recording any assets or liabilities in the statement of financial position (balance sheet) under either IFRS or US GAAP.  This results in many investors having to adjust the financial statements (using disclosures and other available information) to estimate the effects of lessees’ operating leases for the purpose of investment analysis.

The proposals would result in a consistent approach to lease accounting for both lessees and lessors – a ‘right-of-use’ approach.  

Right-Of-Use Model
· a lessee recognises an asset representing the right to use an underlying asset during the lease term (the ‘right-of-use’ asset) and a liability to make lease payments.  
· a lessor applies the performance obligation approach or a derognition approach to leases depending as to whether the lessor retains exposure to significant risks or benefits associated with the underlying asset during or after the expected lease term.  
Performance obligation approach 
In the performance obligation approach, the underlying asset, an asset representing the right to receive lease payments from the lessee and a lease liability representing the obligation to permit the lessee to use the underlying asset are recognised.

Derecognition approach
In the derecognition approach, an asset representing the right to receive lease payments from the lessee and the residual asset for the rights that are not transferred are recognised.  However, the portion of the underlying asset representing the cost of the rights transferred to the lessee during the lease term should be derecognised.

Among other changes, this approach would result in the liability for payments arising under the lease contract and the right to use the underlying asset being included in the lessee’s statement of financial position, thus providing more complete and useful information to investors and other users of financial statements.

The boards (IASB and FASB) developed the proposals after considering responses to their discussion paper, Leases: Preliminary Views, published in March 2009.

The proposals are set out in the exposure draft Leases, which is open for comment until 15 December 2010.

2. Exposure Draft, Removal of Fixed Dates for First-time Adopters (issued on 26 August 2010)

The proposal would amend IFRS 1 by replacing references to a fixed transition date of ‘1 January 2004’ with ‘the date of transition to IFRSs’.  As a result, entities adopting IFRSs for the first time would not have to restate derecognition transactions that occurred before the date of transition to IFRSs.  In addition, first-time adopters would also not have to recalculate ‘day 1’ differences on initial recognition of financial instruments, where the transaction occurred before the date of transition to IFRSs.

The exposure draft is open for comment until 27 October 2010.

You may visit the website of IASB www.iasb,org for further information.

You are kindly requested to submit your comments at least 2 weeks before the due date as FRC would summarise and submit same to the IASB.

We thank you for your collaboration.
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