Financial accounting assignment
Lease accounting standards have long been an issue of contention among many accountants and those involved in this field. As such, the International Accounting Standards Board (IASB) and the Financial Accounting Standards Board (FASB) are currently jointly developing a single standard to help clarify this area and in March 2009, they issued a Discussion Paper titled Leases: Preliminary Views which addressed this. This proposed standard will be more beneficial than the current standard as the lease would be measured at present value instead of the currently used fair value, as well as the fact that operating leases would essentially be eliminated.

This proposed standard, a principles-based standard, would replace the standard currently in effect, which is rules-based. A rules-based standard is one where a list of rules is given, which must then be followed when financial statements are prepared. These can be somewhat hard to follow due to their complexity but greatly reduce levels of judgement and therefore increase the consistency of the statements (Nobes, CW 2005, p.25). Principles-based standards, in comparison, are more of a conceptual basis, where a set of guidelines are given and it is up to the account preparers to follow these guidelines and present accounts accordingly. (Investopedia (n.d.) 'What is the difference between principles-based accounting and rules-based accounting?' http://www.investopedia.com/ask/answers/06/rulesandpriciplesbasedaccounting.asp. Accessed 19/5/2010). The proposed standard is one of principles-based standards as it is simply a set of guidelines, and no specific rules are included.

The idea behind the paper is one of a single asset and liability approach. This follows the theory that 'all leases give rise to both an asset (right to use leased asset) and a liability (future rental payments) and as such both should be recognised in the statement of financial position.' (Lowe, 2009, p. 60). The major benefit of this proposed standard is that it will result in financial statement information that is more useful for users. One way this proposed standard does this is by using present values instead of fair value. In the current standard, more complicated fair value measures are used, whilst in the proposed model, both the asset and liability are much more easily measured at present value (Lowe 2009, p. 61).

Another way that the proposed standard will result in statement information that is more useful is the fact that operating leases would essentially be eliminated from lease accounting for lessees. Previously, companies have been able to record leases as both operating and finance leases, with operating leases only being shown in the footnotes of the balance sheet, and not in the balance sheet itself. This has been beneficial for companies as they have been able to make their financial position seem stronger than it is; measures such as profit margins and gearing measures would have been valued differently than if operating leases had been included (Imhoff et al., 1991; Beattie et al., 1998; Goodacre, 2003 cited in Beattie, V, Goodacre, A & Thomspon, SJ 2006, p.2). However, in the proposed standard, both types of leases are no longer accounted for differently; they are treated as the same transaction. Both are now brought into the balance sheet and there is no longer any 'artificial' inflation of financial position. This results in increased comparability and gives more useful information to users. (AASB 2009, p.29)

Ultimately, the proposed new leasing standard presented by the IASB and FASB will result in financial statement information that is more useful to users than that produced under the current Australian leasing standard, AASB 117 Leases. This is for two main reasons and these are that present value would be used instead of fair value (making values simpler to calculate) as well as the fact that operating leases would essentially be eliminated (resulting in statement information which is not inflated as well as increased comparability). This proposed new leasing standard is the way forward for ensuring that financial statement information for leases is more useful to users, however the standard must be extensively researched and well implemented to ensure that this new standard is indeed a step forward, and not a step back on current standards.
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