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BACKGROUND 

1. The IPSASB issued an Exposure Draft on Leases that is proposing new 

requirements for lease accounting for lessors and lessees to replace IPSAS 13, 

Leases.  

2. The Board has an equivalent Standard of GRAP on Leases that is drawn primarily 

from IPSAS 13. Since the Board aims to maintain convergence with IPSASs as far 

as possible, the impact of any amendments made to IPSAS 13 proposed in this 

Exposure Draft need to be considered by the Board.  

3. The due process followed by the Board for Exposure Drafts issued by the IPSASB 

is to issue a concurrent Exposure Draft locally and to receive comment on the 

proposals from stakeholders. The concurrent Exposure Draft was issued in 

February 2018, with a local deadline for comment of 15 June 2018.  

4. Consultations with local stakeholders on the Exposure Draft were planned during 

May and June 2018. In addition, letters requesting specific feedback on some of 

the preliminary issues identified by the Secretariat were circulated to the CFOs of 

entities applying IFRS Standards to understand the impact of proposals for 

consolidation purposes. To date, only one comment letter was received from the 

Limpopo Provincial Treasury. 

http://www.asb.co.za/
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5. The feedback received from stakeholders will be used by the Secretariat to 

formulate its response in a comment letter. The comment letter will be submitted to 

the IPSASB by 30 June 2018.  

6. The purpose of this memorandum is for the Technical Committee to discuss the 

key aspects of the IPSASB’s proposals and the Secretariat’s preliminary views on 

the proposals. 

7. The memorandum is set out as follows: 

(a) Background and purpose of the leases project. 

(b) Key aspects of the IPSASB’s proposals. 

(c) Secretariat’s observations and preliminary views on the proposals. 

(d) Next steps. 

BACKGROUND AND PURPOSE OF THE LEASES PROJECT 

8. The IPSASB’s leases project is a convergence project with the IASB’s IFRS 161. 

IFRS 16 was issued in January 2016 to replace the International Accounting 

Standard (IAS) 17, Leases.    

9. The IASB initiated its project to address criticism about the risk and rewards 

incidental to ownership model that: 

 It did not require lessees to recognise assets and liabilities from operating 

leases. 

 It had two different accounting models for leases that were economically 

similar. 

 It did not provide adequate information about a lessor’s exposure to credit risk 

and asset risk.  

10. The IPSASB noted that the same issues with IAS 17 exist in the public sector, and 

decided to revise IPSAS 13 which was drawn primarily from IAS 17. 

IPSASB’s PROPOSALS IN THE EXPOSURE DRAFT 

11. The IPSASB has introduced a single right-of-use (ROU) model for lease 

accounting. This model is based on the premise that a lease is, in substance, a 

sale of an unrecognised ROU asset, for which the lessor has a performance 

obligation to provide access to the underlying asset to the lessee, in exchange for 

cash. The model also distinguishes between control of the underlying asset by the 

lessor and control of the ROU asset by the lessee. 

12. The model makes no distinction between finance leases and operating leases. 

13. In addition, the IPSASB introduces the concept of “concessionary leases” i.e. 

leases at below market terms. As such, lessees and lessors need to analyse their 

lease agreements, to determine whether the lease is at market terms or not and 

account for the different components accordingly. 

                                                
1
 IFRS 16 is effective for annual reporting periods beginning on or after 1 January 2019. 

Earlier application is permitted provided that an entity also applies IFRS 15, Revenue 
from Contracts with Customers at the same time. 
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Proposed accounting for lessees 

Background 

14. For lessee accounting, the IPSASB has converged and adopted the ROU model 

for lessees in IFRS 16. The IPSASB was of the view that the economics of leases 

in the public and private sector are the same and that there was no reason to 

depart from the IFRS 16 model. 

Recognition and measurement 

15. If the lease is a lease at market terms, then the lessee recognises a  ROU asset 

and a lease liability.  

16. The lease liability is recognised because the lessee has a present obligation to 

make lease payments that arise from the lease contract which results in future 

outflows of economic benefits from the lessee. The liability is initially measured at 

the present value of all unpaid lease payments discounted at the interest rate 

implicit (or lessee’s incremental borrowing rate) in the lease.  

17. A ROU asset is recognised because the lessee controls the right to use the 

underlying asset in the lease. The ROU is initially measured at the amount of the 

lease liability. 

18. Subsequently, the lease liability is measured at amortised cost, and the ROU is 

measured at either cost applying the cost model or fair value applying the fair 

value model for investment property or revaluation model for property, plant and 

equipment. The ROU asset is also subject to depreciation (if required by the 

relevant IPSAS).    

19. Two recognition exemptions are available for short term leases (leases of 12 

months or less) and leases of which the underlying asset is of low-value. A lessee 

assesses the value of an underlying asset based on the value of the asset when it 

is new, regardless of the age of the asset being leases. When an entity elects the 

recognition exemptions, the leases are recognised as expenses on a straight line 

basis over the lease term, or another systematic basis.  

Impact of proposals on local environment 

20. The Secretariat supports the proposals for the use of the right-of-use model for 

lessee accounting as the classification leases between finance leases and 

operating leases has also been problematic in the our environment. In addition, 

difficulties have been observed with the accounting for underlying physical asset 

rather than the right of use of the underlying asset, and in some cases have 

resulted in no entities accounting for the underlying asset.  No opposing views 

have been noted during consultations with stakeholders.  

21. It is anticipated that the cost of implementing the proposals for lessees may be 

significant. In particular, since most leases in the public sector are classified as 

operating leases there may be significant costs involved to review existing 

operating lease agreements so that the ROU assets and lease liabilities are 

recognised in the financial statements of lessees.  

22. Some stakeholders questioned the practical expedient for leases of low-value 

assets in relation to an entity’s overall materiality considerations. In particular, it 
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was not clear at what point materiality would be considered if the practical 

expedient election is made on a lease-by-lease basis. As an example, an entity 

may enter into a lease agreement with a service provider for the supply of cell 

phones and tablets to its all employees. At a lease-by-lease level, the assets may 

be regarded as low-value assets, however collectively the lease payments may be 

material to the financial statements.   

Proposed accounting for lessors 

Background 

23. The IPSASB decided to depart from the IFRS 16 requirements for lessor 

accounting, and develop its own public sector specific model. The main reason for 

the departure was because the IPSASB believed that in lease arrangements 

undertaken in the public sector, it is often two public sector entities that are 

counterparties to the arrangement, and the IPSASB believed a consistent 

approach should be applied by both the lessor and lessee for accountability and 

decision making purposes. 

24. The IPSASB was primarily concerned that if the lessee and lessor accounting are 

not consistent a number of issues could arise because the underlying asset could 

go unrecognised if the lessor classifies the lease as a finance lease; and the 

lessee would always recognise a lease liability while the lessor would not 

recognise a lease receivable if the lease is classified as an operating lease.  

25. The IPSASB decided that departing from the IFRS 16 model for lessors would 

help resolve the following issues: 

 Consolidation issues – the need for separate records to be maintained for the 

underlying asset and lease receivable where lessee and lessor are part of the 

same economic entity. 

 Understandability issues – users would find it difficult to understand and 

distinguish between leases and sale of assets in the lessor’s financial 

statements if the same transaction is accounted for differently by the lessor and 

lessee. 

 Asymmetrical information in the public sector- applying different recognition 

criteria for the same transaction distorts the analysis of the financial position of 

public sector entities. 

Recognition and measurement 

26. If the lease is a lease at market terms, then the lessor recognises a lease 

receivable and a lease liability (unearned revenue). The lessor does not 

derecognise the underlying asset as the lessor has only transferred the right to 

use the underlying asset to the lessee, and not the underlying asset itself.  

27. The lease receivable is recognised because the lessor gains control of the right to 

receive lease payments from the lessee. It is initially measured at the present 

value of future lease payments discounted at the interest rate implicit in the lease. 

Subsequently, the lease receivable is measured at amortised cost.  
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28. The lease liability (unearned revenue) is recognised because the lessor has a 

present obligation to provide the lessee with access to the underlying asset. It is 

initially measured at the initial value of the lease receivable, plus any lease 

payments received in advance. Subsequently, the liability is reduced and revenue 

is recognised according to the substance of the lease.  

29. The underlying asset will continue to be recognised in its entirety and measured 

according to the applicable IPSAS.  

30. A recognition exemption is available for short term leases (leases of 12 months or 

less). These leases are recognised as revenue on a straight line basis over the 

lease term, or another systematic basis.  

Impact of proposals on local environment 

The Secretariat does not fully agree with the ROU model for lessors, particularly the 

measurement of the underlying asset and the mixed group issues on consolidation. 

These are discussed in more detail below. 

Measurement of the underlying asset 

31. The ROU model makes a distinction between the underlying asset and the transfer 

of the right to use the underlying asset. The Secretariat agrees that in a lease, the 

lessor retains control over the underlying asset, and only transfers certain rights to 

the lessee and that the underlying asset should not be derecognised. However, 

there is a concern that the underlying asset will continue to be measured in the 

same way as any other asset that the lessor owns and uses.  

32. The Secretariat notes the two approaches considered by the IPSASB during the 

development of the ROU model for lessors: 

 Approach 1 considered the ROU asset and the underlying asset to be 

separate economic phenomenon. This is the approach proposed in the 

Exposure Draft.  

 Approach 2 considered the ROU asset to be a component of the underlying 

asset, whereby the lessor would: 

- derecognise the component of the underlying asset transferred to the 

lease; 

- recognise a residual asset (representing the rights retained in the 

underlying asset or the right to receive back the underlying asset); 

- recognise a lease receivable; 

- recognise immediately a credit entry (representing the present value of 

future lease payments by the lessee);  

- recognise immediately a the lease expense (representing the cost portion 

of the underlying asset that is derecognised at commencement of the 

lease). 

The IPSASB decided not to adopt Approach 2 as it is not consistent with IPSASB’s 

literature.  
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33. The Secretariat believes the current proposal (i.e. Approach 1) may not fairly 

present the underlying asset, particularly when the right of use is granted for long 

periods of time. This approach focuses on achieving consistency with the control-

based approach but ignores that for the duration of the lease the lessor has 

relinquished the rights to the economic benefits or service potential of that asset. 

While the Secretariat believes that Approach 2 has its own complexities, 

particularly for multiple lease arrangements as the underlying asset would need to 

be componentised for each arrangement.  However, the IPSASB will need to 

reconsider the measurement issues created by Approach 1 that permits the 

recognition of the underlying asset in its entirety and the lease receivable.  

34. The Secretariat considered whether the measurement issue could be resolved if a 

fair value model (similar to investment properties) approach is considered for 

leased assets. Such an approach will result in the underlying asset being 

remeasured at fair value from the commencement of the lease. In determining a 

fair value for the underlying asset, double counting would need to be considered in 

the light of guidance in IPSAS 16.59. This is necessary to ensure that the fair 

value of the underlying asset does not take into account the future cash flows 

arising from the lease that would be recognised as a separate lease receivable in 

the lessor’s statement of financial position.  Some stakeholders did not support the 

fair value approach, while others believed that it may be appropriate for underlying 

assets with long lives. 

35. Stakeholders generally supported the ROU model for lessors, but raised similar 

concerns about the subsequent measurement of underlying assets which seems 

to be overstating the lessor’s assets. 

Accounting for mixed groups 

36. The National Treasury and respective provincial treasuries are responsible for 

preparing the national and provincial government consolidation. The consolidation 

includes both entities that apply Standards of GRAP as well as IFRS Standards.  

37. The implication of the IPSASB’s proposals, if adopted, is that entities applying 

IFRS Standards will be required to apply different accounting principles for lessor 

arrangements when preparing information for the consolidated financial 

statements. In the entities’ financial statements, entities would apply the risk and 

rewards incidental to ownership model, and recognise finance and operating 

leases, while for consolidation purposes they would need to maintain separate 

records for the underlying asset and lease receivable.  

38. Therefore, the same challenges (discussed in paragraph 23 and 24) that the 

IPSASB was trying to resolve with a single ROU model for lessors and lessees 

would be a problem in our environment. The Secretariat believes that leasing 

arrangements are significant in the public sector, and will require a significant 

amount of work on consolidation.  

Proposed accounting for concessionary leases 

Background 

39. Non-exchange transactions are pervasive in the public sector. The IPSASB 

recognised that public sector entities often enter into leases at below market 
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terms. Currently, no guidance exists for concessionary leases in the private and 

public sector. 

40. The Exposure Draft makes a distinction between leases for zero or nominal 

consideration and other leases at below market terms. Leases for zero or nominal 

consideration are not leases as defined and are excluded from the scope of the 

Exposure Draft. The IPSASB proposes that these types of leases are non-

exchange in nature and should be accounted using the relevant international 

standard.  Therefore only concessionary leases are included in the scope of the 

Exposure Draft.  

Recognition and measurement 

41. The Exposure Draft notes that concessionary leases will have an exchange and 

non-exchange component which must be accounted for separately. The exchange 

component represents that part of the lease for which consideration was received, 

while the non-exchange component represents the subsidy arising from the lease. 

42. The IPSASB explains that the exchange component is recognised and measured 

based on the ROU model requirements, while the accounting for the non-

exchange component is consistent with IPSASB’s literature on non-exchange 

transactions and concessionary loans. 

Accounting for concessionary leases by the lessee 

43. The lessee recognises: 

 The ROU asset at the fair value of market lease payments, discounted using 

the lessee’s incremental borrowing rate.  

 The liability at the present value of the contractual lease payments not paid at 

that date, discounted using the lessee’s incremental borrowing rate.   

 The difference between the liability and the ROU asset is treated as non-

exchange revenue.  

For illustration, assume the fair value of the right of use asset based on equivalent 

market lease payments is R100, and the present value of the lease payments due in 

terms of the arrangement is R60.  

Day 1 

Dr.  Right of use asset   R100 

Cr.  Lease liability      R60 

Cr.  Non-exchange revenue    R40  

(Note: non-exchange revenue could be recognised immediately or deferred, depending 

on whether conditions exist in the arrangement which require deferral) 

After initial recognition 

If revenue recognised on day 1, no further revenue issues. If deferred, recognise 

revenue when conditions satisfied. 

Impact of proposals on local environment  

44. The Secretariat agrees with the proposed accounting for lessees to recognise the 

benefit received from the lease. The Secretariat believes that the proposed 
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accounting is conceptually sound and consistent with existing guidance on 

revenue from non-exchange transactions, for example donated assets.  

45. The Secretariat notes concerns raised by some stakeholders about measuring the 

concession at fair value. It was noted that obtaining market lease payments may 

be a challenge as there may not be a market due to the specialised nature of 

some of the leased assets in the public sector. While this concern is not unique to 

concessionary leases, the IPSASB may need to consider if the market will be seen 

to be the market in relation to an entity’s environment, or the broader lease 

market. Some also noted that lessees may experience further difficulties in 

obtaining information about market lease payments when the lessor is not a 

related party.  

46. In our environment, entities apply different reporting frameworks. The concept of 

concessionary leases does not exist in IFRS Standards. Thus entities applying 

IFRS Standards would need to assess whether they are lessees in concessionary 

leases. The non-exchange component is accounted for using IPSAS 23 Revenue 

from Non-exchange Transactions (Taxes and Transfers). Entities applying IFRS 

Standards are already familiar with the concept of revenue from non-exchange 

transactions, and are already required to make adjustments for non-exchange 

transactions when preparing information for the consolidation. 

47. Assessing whether a lease is a concessionary lease requires significant 

judgement to determine the boundary between market terms and below market 

terms, particularly where the existence of a market is questionable. This is also 

true for entities whose mandate determines that they lease certain assets at below 

market terms, for example low cost housing provided by municipalities. 

Stakeholders also indicated the need for the IPSASB to clarify (similar to guidance 

in IPSAS 23) that when assessing whether a lease is below market terms, 

discounts and rebates received/granted on the rentals do not necessarily mean 

that the transaction is concessionary.    

Accounting for concessionary leases by the lessor 

48. The lessee recognises: 

 The underlying asset and continues to apply relevant Standards on investment 

property, property, plant and equipment and intangible assets (if relevant) to 

measure asset.  

 The liability (unearned revenue) at fair value of ROU asset transferred to the 

lessee, determined by reference to market lease payments discounted using 

market interest rates.  

 The lease receivable at the present value of the contractual lease payments 

discounted at market interest rates.  

 The difference between the lease receivable and the lease liability (unearned 

revenue) is treated as an expense on day 1.  

For illustration – assume fair value of the right of use asset based on equivalent market 

lease payments is R100, and the lease receivable is R60 based on the contractual 

payments due in terms of the arrangement.  
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Day 1  

Dr.  Lease receivable     R60 

Dr.  Expense      R40 

Cr. Liability (unearned revenue)     R100 

After initial recognition 

Recognise revenue according to substance of lease contract: 

Dr.  Liability (unearned revenue) XX 

Cr.  Lease revenue      XX 

 

Impact of proposals on local environment  

49. The Secretariat does not support the proposed accounting for lessors. The 

discussion included in paragraphs 44 to 46 is also relevant to lessors.  

50. The Secretariat considered the IPSASB’s rationale for accounting for 

concessionary leases. The IPSASB is proposing to recognise a day 1 expense 

resulting in a lease liability (unearned revenue) that is higher than the contractual 

lease receivable.  

51. Conceptually, the following areas raised the most concerns: 

 The proposed accounting is inconsistent with existing revenue principles. For 

example, initially the unearned revenue is based on what the entity has given 

away in the lease rather than what is expected to be received.  This is therefore 

inconsistent with the principles in the revenue standards, that revenue is 

measured based on the value of the consideration received or to be received.  

 The nature of the credit entry in a concessionary lease is unclear. It would 

seem that the unearned revenue represents foregone revenue “i.e. what the 

lessor would have received in the lease if it were not below the market). In our 

view, the lessor has not been earned the revenue relating to the concession, 

and therefore should not be recognised in the financial statements. The 

Secretariat questions what the difference is, conceptually, between this type of 

concession and subsidised goods and services. Subsidised goods and 

services, a municipality for example, recognises revenue based on what it 

expects to receive from service recipients, and not what was given away.  

 The proposed accounting results in double counting of expenditure. For 

example, on initial recognition, the lessor recognises the subsidy as an 

expense and the entity will also incur costs to make the underlying asset 

available to the lessee. The recognition of additional expenditure may overstate 

the cost of providing the subsidised lease.  

52. In our view, the proposed accounting is difficult to understand and therefore the 

conceptual reasons for recognising the subsidy (i.e. day 1 expense) may be 

outweighed by the understandability considerations.  

53. Some stakeholders also shared their reservations about the model, and suggested 

that the day 1 expense and revenue should be offset over time. In our view, if 
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recognising the subsidy implies grossing up revenue, then the subsidy and 

revenue should be offset against each other.  

 

NEXT STEPS 

A number of consultations are planned in June 2018, including a roundtable discussion 

hosted by the Secretariat on 6 June 2018. The Secretariat will collate all the feedback 

received, and draft a comment letter for submission to the IPSASB. A copy of the letter 

will be tabled for noting at the next Technical Committee and Board meetings.  

Based on the IPSASB’s current assessment, the IPSASB aims to complete this project 

in the first half of 2019. The Secretariat will continue to monitor the IPSASB’s work in 

this project. 

The Board will need to consider the impact of the final IPSAS on GRAP 13. Depending 

on the feedback received by the IPSASB, and if the proposals are issued without 

amendment, the Board will consider the extent to which it will converge or depart from 

the IPSASB’s ROU model for leases and the accounting for concessionary leases.  

ACTION REQUESTED 

The Technical Committee is requested to DISCUSS the IPSASB’s proposals and the 

Secretariat’s observations and views on those proposals.  

 

 


