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1. [bookmark: _Toc531901676][bookmark: _Toc419303684][bookmark: _Toc510020282]Executive Summary 
During this publication, I will discuss the ways in which leases are currently differentiated and accounted for with accordance to FRS 102. I will also differentiate between both operating leases and finance leases, as well as explaining how they are accounted for in the financial statements.
I will also discuss the criticisms of the current accounting standard and consider which treatments have been included in IFRS 16 and discuss how this will impact financial statements of companies. 

2. [bookmark: _Toc531901677]Introduction
During this publication, I will discuss the ways in which leases are currently differentiated and accounted for with accordance to FRS 102. I will also differentiate between both operating leases and finance leases, as well as explaining how they are accounted for in the financial statements. I will also discuss the criticisms of the current accounting standard and consider which treatments have been included in IFRS 16 and discuss how this will impact financial statements of companies. 
The FRS 102 is the Financial Reporting Standard which is applicable in all parts across the United Kingdom as well as in the Republic of Ireland. It replaces all of the UK’s reporting standards. (ICAEW, 2013). The change in the lease now means that all leases are accounted for in the same way. Accounting for leases is covered in the accounting standard FRS 102, section 20. Most of the amendments are not compulsory until accounting periods which begin either on or after 1st January 2019. However, it is advised for companies to adapt earlier on. (Sleigh-Johnson, 2017)


3. [bookmark: _Toc531901678]The Way in Which Leases are Accounted for in FRS 102.
In section 20 of FRS 102, the classification of a lease is still similar to how it was in SSAP21. FRS 102 also requires a full disclosure of the total minimum lease commitment for the future rather than an annual lease commitment which was required under the UK GAAP. The method of determination whether a lease is either a financing lease, or operating lease is decided based on the substance of the agreement. In simple terms, it looks at who has both the risks and rewards of the ownership. (Collings, 2016). A finance lease is a means of providing finance which usually, the leasing company buys the asset for a user and then rents it to them for a specific period which is agreed. A finance lease is known as a lease that transfers. (Dawson, 2013). 
Finance leases on the balance sheet recognizes the right of use of an asset and the lease liability which is originally measured at the current value of the lease payments. The income statement for finance leases identify the interest expense which comes with the lease liability and repayment of the asset. These totals are not necessary to be presented on a separate line for each, and are presented in a way which is consistent in regard to how the other interest expenses and depreciation or repayments of the other assets. (Centre for Audit Quality , 2017 ) 
On the other hand, an operating lease does not transfer all of the risks nor the rewards of ownership to the lessee. It usually runs for less than the full life of the asset and at the end of the lease period have a residual value which is the resale value of the asset. (Dawson, 2013).
When accounting for an operating lease, it is assumed that the lessor owns the asset which is leased and that the lessee uses the asset for a specific period of time. Taking the ownership and usage into consideration, the accounting treatment of an operating lease is described by the lessee and lessor. 
Operating leases are accounted for on the balance sheet recognizes the use of an asset and a lease liability which is measured at the present value of the current lease payments. On the income statement, operating leases recognize a single cost, which is calculated so that the overall cost of the lease is allocated over the leasing term, usually over a straight-line basis. This expense is included in the income from ongoing operations. On the statement of cash flows, all cash payments are classified within different operating activities. (Collings, 2010)`


4. [bookmark: _Toc531901679]Criticism of the Approach Adopted By The Current Accounting Standard.
The International Accounting Standards board published the new accounting standard, IFRS 16 in January 2016, which were then effective for any financial periods which began either on or after January 1st 2019. Majority of modern day businesses now use rentals and/or leasing as a method to be able to gain access to assets, meaning that they will be affected by the new standard coming into practice. The IFRS 16 now excludes almost all of the balance sheet accounts for lessees and redefine any financial metrics which include the gearing ratio and EBITDA (PWC, 2016 ). 
	The new accounting standard known as IFRS 16 can potentially cause some real problems for companies which must abide by it, due to the huge changes created in the accounting for leases. The new leases will then bring what is called the operating leases off the ‘off-balance sheet’ and place them onto the balance sheet, through showing both the assets and the liabilities which are related to those leases. 
[bookmark: _Toc305165507]
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5. [bookmark: _Toc531901680][bookmark: _Toc510020290]Conclusion
In conclusion, the adoption of the new FRS 102 treatment will lead to a change in the numbers in a business’s set of accounts, including the balance sheet and income statement. FRS 102 has now changed the criteria for different assets and liabilities, the basis on which these are measured and the treatments of both gains and losses when they are compared to the current UK GAAP. 
In the basic financial instruments, which include debtors, creditors and simple bank loans. These are measured no/w under FRS 102 and mostly repaid costs, which specific types being measured at either the cost or fair value. However, any receivables and payables which are identified as current assets or current liabilities, will be then measured at undiscounted amounts of cash expected to either be paid or received. Other financial instruments include things such as foreign exchange, any forward contracts and loans with simple terms. These are all measured using fair value with each balance sheet date with the movements recognised in the profit or loss. Under the UK GAAP, many of these instruments wouldn’t have been enclosed but is now permitted under the new leasing of FRS 102. (Grant Thornton LLP , 2013)
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