

Global Reporting Standards 

[image: Crest of TSD.png]

DECEMBER 2019

MODULE NAME:		Financial Reporting (BMBM5011)
PROJECT NAME:		Global Reporting Standards
NAME:				Antoine Desbrugeres
STUDENT NUMBER:		1904997











Table of contents


Introduction	1

I / differentiation and compatibilization of lease	2

II / accounting standard and conceptual framework	4

III / new accounting treatment	5

Conclusion	7

References	8
[bookmark: _GoBack]

Introduction
National accounting standards and corporate governance procedures of a country are the result of economic and political processes, not just the result of market forces. We can invoke culture, tradition and history. However, economists favor explanations based on factors such as the legal system and property rights legislation, even if, ultimately, these factors themselves are intrinsically part of each culture.
We are therefore interested in these changes and how they affect the accounting.
To do this, our reflection will be divided into three parts. The first will be the differentiation and accounting of leases. The second is the principles set out in the Conceptual Framework. And last, IFRS 16 and its impact on companies.
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I / differentiation and compatibilization of lease 
Under IFRS, leases can be classified into two broad categories: operating leases and finance leases. It is the criterion of transferring substantially all the risks and rewards of the asset, from the lessor to the lessee, that will determine the classification of the lease.
There are five major criteria for determining whether there is a transfer of risks and benefits. Either the presence of transfer of ownership at the end of the lease, the presence of a bargain purchase option, the duration of the contract represents the majority of the economic life of the leased asset, the discounted value Lease payments represent the majority of the fair value of the leased asset and the asset specialization that results in a potential use only by the lessee. For the criterion containing the present value of lease payments (PVMLP), it is the implicit rate of the lease that will have to be used to calculate the PVMLP.
The operating lease
The accounting of this contract, whether for the lessee or the lessor, is relatively straightforward. In fact, for the lessee, lease payments made to the lessor are expensed on a straight-line basis over the term of the lease and the direct costs are either expensed at the beginning of the lease or amortized in a manner similar to lease payments. 
The lessor must recognize the lease payments received from the lessee on a straight-line basis over the term of the lease. Direct costs must be capitalized to the leased assets and expensed over the term of the lease.
The finance leases
Accounting for a contract classified as a finance lease is significantly more complex than the operating lease. First, in the first year, the lessee must recognize the leased asset at the lower of the fair value and the present value of the lease payments. Initial costs must be capitalized to the amount of the assets. Secondly, the lessee must recognize a lease obligation of an amount equivalent to the leased asset, which is the asset previously recognized. Finally, in subsequent years, one should not forget to account for bond interest and depreciation on the leased asset that will be included in the statement of operations.
The accounting for the financial intermediary landlord: He will first, in the year of acquisition, count the total rent and the financial products it expects to receive over the term of the lease and the sale of active to the lessee. In subsequent years, he will have to recognize the rental income and financial income received. The direct costs associated with the contract will have to be deducted from the PVMLP.  2

Main changes to the standard
As the standard update is relatively important, there are many changes to key aspects of the current standard. Some changes are general while others specifically affect the lessee or lessor.
T out first, names lease and finance lease no longer exist. In effect, the contracts will now be classified as Type A Lease, Type B Lease and Short-Term Leases. Following the initial ranking of the contracts, the company cannot change the categorization of the contract. The entity will now have to determine whether the execution of the lease depends on the use of a particular asset and whether the contract gives control over an asset over a period of time in exchange for consideration.
In terms of changes specifically affecting the lessee, he will have to recognize the leased asset for all types of contracts, with the exception of short-term leases.
On the side of the lessor, it must obligatorily derecognize the asset for type A contracts only. Revenue recognition will vary by rank. Revenue from both types of contracts will have to be accounted for using the amortized cost method.
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II / accounting standard and conceptual framework 
The conceptual framework is a set of objectives, fundamental concepts and elements that maintain links of coherence and complementarity between them. This is an environment organized, relevant, coherent and stable which are set out the objectives of state financiers, principles accounting, the definitions and measures necessary to their preparation and their presentation in order to achieve the objectives set. 
In clear, the framework concept is the structure reference theory which serves to support and guide the development of standards accounting. 
While a standard book is a text which seeks to define the meaning of the concepts fundamental to the accounts and indicate the manner in which it is appropriate for them to take to treat properly a transaction on the plane book. 
All accounting standards have three components: 
· The operations that it recognizes and is recognized in the balance sheet and account for results; 
· The way in which -on assess or measure the assets and liabilities; 
· The information complementary who are given to explain the accounts. 
Normalization accountant is to edit the methods, conventions, rules, principles common likely to prevail in any organization and necessary for the presentation of information financial. It must be: 
· Be known to all the parties involved 
· Enable the establishment of common rules to standardize and streamline the Presentation of Accounting Information 
· Contribute to the harmonization of accounting practices 
· Promote the comparisons in time and space of data economic 
· Allow a rational and serious assessment of the economic operations of the entity 
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III / new accounting treatment
A revolution for takers
IFRS 16 requires the lessee to recognize in the balance sheet all leases, the latter being at the origin: 
- a right of use on the leased asset, recognized as an asset in fixed assets;
- a liability for rent and other payments to be made during the term of the lease.
As a result, for lessees, the distinction between simple rentals and finance leases disappears. Regardless of the characteristics of the contract for the lessee, it will be reflected on its balance sheet in any case.
[bookmark: s2]The definition of the lease
The new definition of rentals involves: 
- on the one hand, the presence of an identified asset;
- on the other hand, the lessee's control of the right of use on this asset.
For the asset to be identified, it must be explicitly or implicitly designated by the contract. It is also appropriate that the supplier does not have a real right of substitution on this asset, this right not having to be only formal.
[bookmark: s3]The assessment of the rent debt by the lessee
[bookmark: s4]Principle - The debt related to a lease, initially recognized as a liability, is equal to the discounted amount of payments remaining from the beginning of the contract to its end, these payments including fixed rents and, where applicable, the amounts due to the exercise of options, residual value guarantees, etc. 
Discount rate - The discount rate to be used is the implicit rate of the lease when the lessee becomes aware of it. 
Otherwise, the lessee uses its marginal debt ratio.
Determination of the duration of the contract - One of the difficulties in implementing the standard is the determination of the duration of the lease. 
The factors to consider in determining whether renewal or termination options will or will not be exercised are:
- the financial terms of the lease during the optional periods;
- the installations performed on the leased asset during the lease;
- costs related to the end of a lease;
- the specificity of the leased asset for the lessee ...5

[bookmark: s5] 
Interest expense - Rent debt, once measured initially, is accounted for using a technique close to amortized cost at the effective interest rate. This results in an interest charge corresponding to the application of the initial discount rate to the amount of the debt at the beginning of the financial year. The payments made by the lessee are deducted from the amount of the debt. 
Debt Adjustments - Since the term of a lease is dependent on estimates, these may change over the course of the lease: the resulting changes in rent debt are then matched by the right of use, and not the income statement. 
[bookmark: s6]The evaluation of the right of use by the lessee
[bookmark: s7]Initial valuation of the asset
The right of use recognized in the assets of the lessee is initially measured for the amount of debt recognized as a liability.
Added to this amount are the payments already made by the lessee, the costs of setting up the lease and the future restoration costs.
[bookmark: s8]Subsequent evaluation
The right of use is amortized and depreciated according to the respective provisions of IAS 16 " Property, Plant and Equipment " and IAS 36 " Impairment of Assets ".      
As regards depreciation, their duration cannot exceed that of the lease if the lessee is not called to become the owner of the underlying asset.
[bookmark: s9]The balance sheet of the lessee 
The right of use and the lease debt may be presented on specific items in the balance sheet, respectively on the assets and liabilities side. If this option is not used, the annex should indicate in which lines of the balance sheet the rights of use and the lease debt were included.
[bookmark: s10]Accounting by the lessor
[bookmark: s11]On the lessor side, IFRS 16 breaks new ground - the definition of the lease and the concept of lease term are identical for the lessee and the lessor. However, the lease accounting method for the lessor is the same as that in the current IAS 17 standard.   
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Conclusion
In conclusion, following its enlargement and the prospect of greater economic integration of the acceding countries, the European Union adopts the international accounting standards IAS / IFRS. These standards force European companies to rethink their entire strategy, especially in terms of financial communication and external growth. Indeed, with the harmonization of accounting practices, notably the recognition of business combinations by the sole method of acquiring or eliminating goodwill amortization, which has a very significant impact on the face of the accounts, the European Union is wants closer to the US GAAP repository.
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