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Since the beginning of the January 2015, the accounting standards controlling leases for the United Kingdom has been section 30 of FRS 102, in the line with IAS 17, which is known as the equivalent international standard. Under these standards, there are two types of leases, known as financial and operating leases. Both of these leases are very different from each other: financial leases are recorded in the balance sheet as assets and liabilities, and operating leases as an expense. At the establishment of the standard, this was considered to be suitable and well-judged interpretation of the conceptual framework requirement for the substance of a transaction. . . . . .. . . . . . . . . . . . . . . . . . . . . . . ..
However, problems were being identified in the current standards over the past few years. This has created problems in the differentiation of two businesses. Sources have confirmed that the most affected will be the retail industries.
A major issue is that they allow for operating leases to be recorded off the balance sheet, which has resulted in differences in the recorded assets and liabilities for similar organisations. 
[bookmark: _GoBack]1st of January 2019 onwards, FRS 102 will be replaced by IFRS 16, which merges the treatment of leases and remedies the problems highlighted above, this will now conduct to an immense impact on the balance sheet of some industries. Although, every organisation that is lessees are required to meet the new standard.
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This report will be discussing the way in which leases are differentiated and accounted for depending on various important factors. The new standards IFRS are being known to have created inequality between the old and the new accounting standards, which will potentially create issues and have an impact on financial industries (FRC, 2015). Additionally, the report will also highlight how leases are recognised and accounted for in two different ways within the current rule, IAS17 (Capkun, 2012).  Criticism of the approach adopted by the current accounting standard will also be discussed, and how the treatment discussions the principals represented within the Conceptual Framework.    
[bookmark: _Toc7119519]FRS 102

In order to determine the collision of the approaching changes to leasing standards, we should comprehend things the way they currently stand. In the present standard is FRS 102, known as IAS 17 worldwide, distinctions must be made which again, depends upon what is currently being leased (IFRS, 2019). Leases can be classified as a finance or operating leases, with the agreement being made in the outset. Like the agreement with the accounting principle of “Substance over Form”, the lease is arranged and classified as capital in nature, that if it transfers essentially all the rewards as well as the risks to ownership (ICAEW, 2019). This contains cases where the ownership of the asset is reassigned right at the end of the lease to the lessee. Only through the principle of Substance over Form, finance accounting establishes that the financial statements are all detailed and correct, as well as being relevant and clearly completed.
As written in the Financial Reporting Council, (2019) leases that are not accounted to be financial in nature are categorised as operating leases. The lease is supposed to regulate the interest and also the repayment of the liability that is outstanding and affirm these as an expense in the related cycle. Meanwhile, the asset should be depreciated in agreement with the property's treatment, plant, and the equipment over its life. Closing each reporting period, all the leases notes the net carrying volume of the relevant asset and creates a range of exposure enclosing the upcoming lease payments due, with a general description of the leasing agreement as well as any renewal or acquisition options.  
On the contrary, operating leases are only needed when the lease is acknowledged as an expense.  In the event of a rent-free course at the beginning of a lease on the asset which is leased, can be considered as an accrual payment and decreased on a straight-line basis over the period of the lease reconciliation (Bennett, B.K. and Bradbury, M.E., 2003)
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From the beginning of 1st January 2019 IFRS 16, which is the new standard, becomes effective for the latest accounting periods. Operating leases will be on the balance sheets and reformulate a lease.  Which means, organisations/companies now will have to assess whether a contract is for a lease or for a service or holds elements of both (Kimber Bascom, 2019).
From this period all the leases will be treated in the same way, in the exact way how the financial leases are now being handled. Leases will have to allow a huge volume of a proportion of the consumption of the lease at the beginning of the agreement, regardless of the constant payments every year (Deloitte, 2019).
The differences between the two leases being removed will result in frequent formerly "off-balance sheet leases", being transported ahead and could be an argumentative problem in the near future. The intensity in which a company will be impacted is directly associated with the organisation/company they are currently in. Researches have shown that retail industries are one to be most likely to be impacted by the changes. Researches have also estimated that retail industries will see intermediate inflation rates in debt of a total of 98% once their leases are imported onto the balance sheet. Companies/organisations will be required to assure that their boards and management are acknowledged of what the modifications will mean (ICAEW, 2019). Many other performance metrics such as gearing, current ratio, asset turnover, interest cover, operating profit, net income, and operating cash flows will be also highly affected (PWC, 2018).

[bookmark: _Toc7119521]Criticism, fundamentals and concepts framework in standard accounting.

In relation to the lease, the new accounting standards bring unfavourable impact on the financial statements. Transitions from the previous standards into the new have been described by many sources as difficult. Transition’s aspects have been criticised since the majority of the businesses have their financial expenses altered as a deduction, decreasing the profitability of the companies. This concept of resolving IFRS 16 may be dominated by various risks, as the lasses might be changing strategies starting with the approach that they operate when finalising lease arbitration (KPMG, 2019) . . . . . .
The criticisms made are described below: 
· As many sources confirmed, the current standard helps to variate the finance and the operating leases.  The standard will not feel necessary of the allowance of that and this is known as a factor that brings confusion in the financial statements. This has been seen as a criticism because organisations will have problems in establishing the leases. 
· It has been discussed that the structure will not have any impact as seen by many but would make more credible financial statements (European Commission, 2019). For example, IFRS 16 does not require a lessee in order to identify lease assets or liabilities on the balance sheet in two states:
- short term leases which are less than twelve months
-low term assets such as computer lease. 


New accounting standards have been resolved and the approbation of the new standards resulted in newer changes in a period where financial reporting has been accomplished. 
Under the new standards, the lessee has to ensure that all the lease contracts are being recognised within the balance sheet (Sacarin, M., 2017). Withal, the short-term leases have been a dispensation also as the leases which are associated with the low-value assets. This can be seen as one of the key entities which highlight the varieties within the new model. 
The financial statements can be afflicted only if the lessees had contracts which were settled as being operating leases. As the new period when the income statements will be afflicted as the present standard needs the depreciation on the asset and also the interest expense to be noted and be accounted for.
Various investors and people have criticised the new accounting standards, sources believe that this concept affect the accounting statements and it may be really hard to adopt for most businesses. Since the financial statement will no longer be accounted for the operating leases, then cash flow will be heavily affected under the new accounting standard. The lessor is required to be notified and comprehends the new accounting ruled fully as they are pertinent within the financial statements (Bragg, S. and Bragg, S., 2018). All this criticism is mainly due to the complication with the implementation; organisations would have to evolve devices in order to monitor leases, which enables the centralisation of these lease agreements as well as their characteristic’s assessment, the probable lease team particularly.   
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The income statement, balance sheet, and cash flow statement will be higher by the new accounting rules that are set to take place. The aspects leading to the devolvement are the newest amplifications of the short-term leases and also the low-value assets. Some of the financial statements are expected to have a higher value which is meant to increase in the newest accounting standards. In the other hand, asset turnover is expected to decrease with these new standards. The transition from the old standard to the new one has been defined from many sources to be actually difficult and very hard to adopt due to the fast-changing environment. Various debates were made since the aspects of these transitions are affecting businesses and organisations, because their financial costs are being defectively affected which have resulted to take action, such as reducing the profitability for organisation/company. 
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