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lllustrative examples of sale and leaseback transac  tions that
result in operating leases
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New Zealand Equivalent to International Accountingh8tad 17.easegNZ IAS 17)is set
out in paragraphs 1-70 and the Appendix. NZ IAS Jraised on International Accounting
Standard 17Leases (IAS 17) (2003) initially issued by the InternatibnAccounting
Standards Committee (IASC) and subsequently revisedhe International Accounting
Standards Board (IASB). All the paragraphs have lequthority but retain the IASC
format of the Standard when it was adopted by the IABR IAS 17 should be read in the
context of its objective and the IASB’s Basis fornClusions on IAS 17 and the New
Zealand Equivalent to the IASBConceptual Framework for Financial Reporting
(NZ Frameworl. NZ IAS 8 Accounting Policies, Changes in Accounting Estimated
Errors provides a basis for selecting and applying actingrpolicies in the absence of
explicit guidance.

Any additional material is shown with grey shadingheTparagraphs are denoted with
“NZ” and identify the types of entities to which tharagraphs apply.

This Standard uses the terminology adopted innatenal Financial Reporting Standards
(IFRSs) to describe the financial statements ahdraglements. NZ IAS Presentation of
Financial Statementgas revised in 2007) paragraph 5 explains thatiestother than
profit-oriented entities seeking to apply the Stnddmay need to amend the descriptions
used for particular line items in the financialtstaents and for the financial statements
themselves. For example, profit/loss may be reteto as surplus/deficit and capital or
share capital may be referred to as equity.
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Introduction to NZ IAS 17

The Standard prescribes, for lessees and les$@rsappropriate accounting policies and
disclosure to apply in relation to leases:

In adopting IAS 17 for application as NZ IAS 17 thé@eve been no changes made to the
requirements of IAS 17.

Profit-oriented entities, other than qualifying ides applying any differential reporting

concessions, that comply with NZ IAS 17 will simultansly be in compliance with

IAS 17. Public benefit entities using the “NZ” pamaghs in the Standard that specifically
apply to public benefit entities may not simultangly be in compliance with IAS 17.

Whether a public benefit entity will be in compli@with IAS 17 will depend on whether
the “NZ” paragraphs provide additional guidance famblic benefit entities or contain

requirements that are inconsistent with the cormedpg IASB Standard and will be

applied by the public benefit entity.

Differential Reporting

Qualifying entities are given several concessionthéorequirements of this Standard (as
identified in the Standard).

© Copyright 8
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New Zealand Equivalent to International
Accounting Standard 17

Leases (NZ IAS 17)

Objective

1 The objective of this Standard is to prescribar, fessees and lessors, the
appropriate accounting policies and disclosurepfayain relation to leases.

Scope
2 This Standard shall be applied in accounting forll leases other than:
(a) leases to explore for or use minerals, oil, natal gas and similar
non-regenerative resources; and
(b) licensing agreements for such items as motionigure films, video

recordings, plays, manuscripts, patents and copyrlgs.

However, this Standard shall not be applied as thkasis of measurement for:

(a) property held by lessees that is accounted fas investment property
(see NZ IAS 40investment Property

(b) investment property provided by lessors under perating leases (see
NZ IAS 40);

(c) biological assets held by lessees under finankeases (see NZ IAS 41
Agriculture); or

(d) biological assets provided by lessors under oging leases (see
NZ IAS 41).

3 This Standard applies to agreements that tratb&eright to use assets even

though substantial services by the lessor may bedcfor in connection with the
operation or maintenance of such assets. Thisd&tdndoes not apply to
agreements that are contracts for services thataddransfer the right to use
assets from one contracting party to the other.
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Qualifying Entities

NZ 3.1

NZ 3.2

Entities which qualify for differential reporting c oncessions in accordance
with the Framework for Differential Reporting for Entities Aplying the
New Zealand Equivalents to International Financial éporting Standards
Reporting Regime(2005) are not required to comply with the disclasre
requirements in this Standard denoted with an astesk (*).

Qualifying entities are not required to distose a reconciliation between the
total of future minimum lease payments at the end fothe reporting period,
and their present value as required by paragraph 3(b). Qualifying entities
are still required to disclose a time period analyis of the total of future
minimum lease payments, and their present value, @he end of the reporting
period in accordance with the requirement in paragaph 31(b).

Definitions

4

The following terms are used in this Standard wit the meanings specified:

A leaseis an agreement whereby the lessor conveys to tlessee in return for
a payment or series of payments the right to use aasset for an agreed
period of time.

A finance leaseis a lease that transfers substantially all the sks and
rewards incidental to ownership of an asset. Titlenay or may not eventually
be transferred.

An operating leasés a lease other than a finance lease.
A non-cancellable leasés a lease that is cancellable only:

(a) upon the occurrence of some remote contingency;

(b)  with the permission of the lessor;

(c) if the lessee enters into a new lease for thense or an equivalent asset
with the same lessor; or

(d) upon payment by the lessee of such an additiohamount that, at
inception of the lease, continuation of the leass reasonably certain.

The inception of the leasés the earlier of the date of the lease agreement
and the date of commitment by the parties to the pncipal provisions of the
lease. As at this date:

(a) a lease is classified as either an operating arfinance lease; and

(b) in the case of a finance lease, the amounts e recognised at the
commencement of the lease term are determined.

The commencement of the lease terisithe date from which the lessee is
entitled to exercise its right to use the leased set. It is the date of initial
recognition of the lease (ie the recognition of thassets, liabilities, income or
expenses resulting from the lease, as appropriate).

© Copyright 10
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The lease termis the non-cancellable period for which the lessebas
contracted to lease the asset together with any fimer terms for which the
lessee has the option to continue to lease the dssdth or without further
payment, when at the inception of the lease it issasonably certain that the
lessee will exercise the option.

Minimum lease paymentare the payments over the lease term that the
lessee is or can be required to make, excluding diomgent rent, costs for
services and taxes to be paid by and reimbursed the lessor, together with:

(a) for a lessee, any amounts guaranteed by the $ee or by a party
related to the lessee; or

(b)  for alessor, any residual value guaranteed tthe lessor by:
0] the lessee;
(ii) a party related to the lessee; or

(i) a third party unrelated to the lessor that is financially capable
of discharging the obligations under the guarantee.

However, if the lessee has an option to purchaseetasset at a price that is
expected to be sufficiently lower than fair value athe date the option
becomes exercisable for it to be reasonably certaimt the inception of the
lease, that the option will be exercised, the miniom lease payments
comprise the minimum payments payable over the leagerm to the expected
date of exercise of this purchase option and the pement required to exercise
it.

Fair value is the amount for which an asset could be exchangjeor a liability
settled, between knowledgeable, willing parties inan arm’s length
transaction.

Economic lifeis either:

(a) the period over which an asset is expected te economically usable
by one or more users; or

(b)  the number of production or similar units exped¢ed to be obtained
from the asset by one or more users.

Useful life is the estimated remaining period, from the commerement of the
lease term, without limitation by the lease term, wer which the economic
benefits embodied in the asset are expected to bensumed by the entity.

Guaranteed residual values:

(a) for a lessee, that part of the residual valuehtt is guaranteed by the
lessee or by a party related to the lessee (the aomi of the guarantee
being the maximum amount that could, in any event,become
payable); and

(b)  for a lessor, that part of the residual value ttat is guaranteed by the
lessee or by a third party unrelated to the lessothat is financially
capable of discharging the obligations under the qrantee.
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Unguaranteed residual valués that portion of the residual value of the
leased asset, the realisation of which by the lesss not assured or is
guaranteed solely by a party related to the lessor.

Initial direct costs are incremental costs that are directly attributabe to
negotiating and arranging a lease, except for sucltosts incurred by
manufacturer or dealer lessors.

Gross investment in the leas®the aggregate of:

(a) the minimum lease payments receivable by thedsor under a finance
lease, and

(b) any unguaranteed residual value accruing to thé&essor.

Net investment in the leasie the gross investment in the lease discounted at
the interest rate implicit in the lease.

Unearned finance incomés the difference between:

(a) the gross investment in the lease, and
(b)  the netinvestment in the lease.

The interest rate implicit in the leases the discount rate that, at the inception
of the lease, causes the aggregate present value(af the minimum lease
payments and (b) the unguaranteed residual value tbe equal to the sum of
(i) the fair value of the leased asset and (ii) aripitial direct costs of the lessor.

The lessee’s incremental borrowing rate of interdstthe rate of interest the
lessee would have to pay on a similar lease or(lifat is not determinable, the
rate that, at the inception of the lease, the lessavould incur to borrow over
a similar term, and with a similar security, the funds necessary to purchase
the asset.

Contingent rentis that portion of the lease payments that is nofixed in

amount but is based on the future amount of a factothat changes other
than with the passage of time (eg percentage of fue sales, amount of future
use, future price indices, future market rates ofriterest).

5 A lease agreement or commitment may include aigimvto adjust the lease
payments for changes in the construction or adiprsicost of the leased
property or for changes in some other measure sif @ovalue, such as general
price levels, or in the lessor’'s costs of financihg lease, during the period
between the inception of the lease and the commesttent the lease term. |If
so, the effect of any such changes shall be deeamédive taken place at the
inception of the lease for the purposes of thindded.

6 The definition of a lease includes contractstfe hire of an asset that contain a
provision giving the hirer an option to acquirdetito the asset upon the fulfiiment
of agreed conditions. These contracts are somgtknewn as hire purchase
contracts.
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Classification of leases

7

10

11

The classification of leases adopted in this &edh is based on the extent to
which risks and rewards incidental to ownership okaséd asset lie with the
lessor or the lessee. Risks include the possdsilif losses from idle capacity or
technological obsolescence and of variations imurretbecause of changing
economic conditions. Rewards may be representedhbyexpectation of

profitable operation over the asset’s economicdifie of gain from appreciation
in value or realisation of a residual value.

A lease is classified as a finance lease if it trsfers substantially all the risks
and rewards incidental to ownership. A lease is cladied as an operating
lease if it does not transfer substantially all theisks and rewards incidental
to ownership.

Because the transaction between a lessor andseeleis based on a lease
agreement between them, it is appropriate to ussistent definitions. The
application of these definitions to the differinggcamstances of the lessor and
lessee may result in the same lease being clabsifféerently by them. For
example, this may be the case if the lessor benéfitm a residual value
guarantee provided by a party unrelated to theeé&ess

Whether a lease is a finance lease or an opgra@se depends on the substance
of the transaction rather than the form of the @wii Examples of situations
that individually or in combination would normallyedd to a lease being
classified as a finance lease are:

(a) the lease transfers ownership of the assetetdesee by the end of the
lease term;

(b) the lessee has the option to purchase the aisaqdrice that is expected to
be sufficiently lower than the fair value at the eltthte option becomes
exercisable for it to be reasonably certain, atitfeeption of the lease,
that the option will be exercised;

(c) the lease term is for the major part of theneenic life of the asset even if
title is not transferred;

(d) at the inception of the lease the present valueghe minimum lease
payments amounts to at least substantially allhef fair value of the
leased asset; and

(e) the leased assets are of such a specialisatertagt only the lessee can
use them without major modifications.

Indicators of situations that individually or a@mbination could also lead to a
lease being classified as a finance lease are:

(@) if the lessee can cancel the lease, the |lestug5es associated with the
cancellation are borne by the lessee;

See also NZ SIC-2Rvaluating the Substance of Transactions InvoltfrggLegal Form of a Lease.
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12

13

14
15
15A

16

17

(b) gains or losses from the fluctuation in the failue of the residual accrue
to the lessee (for example, in the form of a refiate equalling most of
the sales proceeds at the end of the lease); and

(c) the lessee has the ability to continue theeldas a secondary period at a
rent that is substantially lower than market rent.

The examples and indicators in paragraphs 1Qlarete not always conclusive.
If it is clear from other features that the leaseginot transfer substantially all
risks and rewards incidental to ownership, the léas#assified as an operating
lease. For example, this may be the case if owipeddhihe asset transfers at the
end of the lease for a variable payment equaktthién fair value, or if there are
contingent rents, as a result of which the lessass dmt have substantially all
such risks and rewards.

Lease classification is made at the inceptiotheflease. If at any time the lessee
and the lessor agree to change the provisionseoetse, other than by renewing
the lease, in a manner that would have resulteddifferent classification of the
lease under the criteria in paragraphs 7-12 ittienged terms had been in effect
at the inception of the lease, the revised agreensmegarded as a new
agreement over its term. However, changes in essr{r example, changes in
estimates of the economic life or of the residwdlug of the leased property), or
changes in circumstances (for example, defaulhbyléssee), do not give rise to
a new classification of a lease for accounting psego

[Deleted by IASB]
[Deleted by IASB]

When a lease includes both land and buildingments, an entity assesses the
classification of each element as a finance or peraiing lease separately in
accordance with paragraphs 7-13. In determininglveinghe land element is an
operating or a finance lease, an important conaiaer is that land normally has
an indefinite economic life.

Whenever necessary in order to classify and wadctor a lease of land and
buildings, the minimum lease payments (includingy damp-sum upfront
payments) are allocated between the land and th&lings elements in
proportion to the relative fair values of the ldadd interests in the land element
and buildings element of the lease at the inceptibtthe lease. If the lease
payments cannot be allocated reliably between theselements, the entire lease
is classified as a finance lease, unless it isrdlest both elements are operating
leases, in which case the entire lease is classifiexh operating lease.

For a lease of land and buildings in which theoam that would initially be
recognised for the land element, in accordance patlagraph 20, is immaterial,
the land and buildings may be treated as a singiefor the purpose of lease
classification and classified as a finance or djpegalease in accordance with
paragraphs 7-13. In such a case, the economioflifee buildings is regarded as
the economic life of the entire leased asset.

© Copyright 14
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Separate measurement of the land and buildilegseats is not required when
the lessee’s interest in both land and buildingsl&ssified as an investment
property in accordance with NZ IAS 40 and the fairueamodel is adopted.
Detailed calculations are required for this assessmely if the classification of

one or both elements is otherwise uncertain.

In accordance with NZ IAS 40, it is possible folessee to classify a property
interest held under an operating lease as an imesstproperty. If it does, the
property interest is accounted for as if it welfinance lease and, in addition, the
fair value model is used for the asset recognisébe lessee shall continue to
account for the lease as a finance lease, eversubaequent event changes the
nature of the lessee’s property interest so thas ino longer classified as
investment property. This will be the case if, éaample, the lessee:

(@) occupies the property, which is then transfertedowner-occupied
property at a deemed cost equal to its fair valuthe date of change in
use; or

(b) grants a sublease that transfers substantdligf the risks and rewards
incidental to ownership of the interest to an uneslahird party. Such a
sublease is accounted for by the lessee as a @rlaase to the third party,
although it may be accounted for as an operatiaggldy the third party.

Leases in the financial statements of lessees

20

21

Finance leases

Initial recognition

At the commencement of the lease term, lesseealsrecognise finance leases
as assets and liabilities in their statements ofrfancial position at amounts

equal to the fair value of the leased property orif lower, the present value of

the minimum lease payments, each determined at thaception of the lease.

The discount rate to be used in calculating the peent value of the minimum

lease payments is the interest rate implicit in théease, if this is practicable to
determine; if not, the lessee’s incremental borrowig rate shall be used. Any
initial direct costs of the lessee are added to themount recognised as an
asset.

Transactions and other events are accountethtbpresented in accordance with
their substance and financial reality and not nyargth legal form. Although the
legal form of a lease agreement is that the lessgeacquire no legal title to the
leased asset, in the case of finance leases tlstasgk and financial reality are
that the lessee acquires the economic benefitseafige of the leased asset for the
major part of its economic life in return for entgy into an obligation to pay for
that right an amount approximating, at the incaptbthe lease, the fair value of
the asset and the related finance charge.
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22

23

24

25

26

27

28

29

If such lease transactions are not reflectethénlessee’s statement of financial
position, the economic resources and the level digations of an entity are
understated, thereby distorting financial ratidherefore, it is appropriate for a
finance lease to be recognised in the lessee'snséait of financial position both
as an asset and as an obligation to pay futuree lgmgyments. At the
commencement of the lease term, the asset andathilty for the future lease
payments are recognised in the statement of fimshrmsition at the same
amounts except for any initial direct costs of thesee that are added to the
amount recognised as an asset.

It is not appropriate for the liabilities foralged assets to be presented in the
financial statements as a deduction from the leaseeits. If for the presentation of
liabilities in the statement of financial positiardistinction is made between current
and non-current liabilities, the same distincti®smiade for lease liabilities.

Initial direct costs are often incurred in coctien with specific leasing activities,
such as negotiating and securing leasing arrangsmerhe costs identified as
directly attributable to activities performed byetlessee for a finance lease are
added to the amount recognised as an asset.

Subsequent measurement

Minimum lease payments shall be apportioned bewen the finance charge
and the reduction of the outstanding liability. The finance charge shall be
allocated to each period during the lease term sosao produce a constant
periodic rate of interest on the remaining balancef the liability. Contingent
rents shall be charged as expenses in the periogswhich they are incurred.

In practice, in allocating the finance chargep&siods during the lease term, a
lessee may use some form of approximation to sfyntble calculation.

A finance lease gives rise to depreciation expenfor depreciable assets as
well as finance expense for each accounting periodihe depreciation policy
for depreciable leased assets shall be consistenittwthat for depreciable
assets that are owned, and the depreciation recogeid shall be calculated in
accordance with NZ IAS 16Property, Plant and Equipmenand NZ IAS 38
Intangible Assets. If there is no reasonable certainty that the lese will
obtain ownership by the end of the lease term, thasset shall be fully
depreciated over the shorter of the lease term arits useful life.

The depreciable amount of a leased asset isatdid to each accounting period
during the period of expected use on a systemagisbconsistent with the
depreciation policy the lessee adopts for depréziabsets that are owned. If
there is reasonable certainty that the lessee Wwiliio ownership by the end of
the lease term, the period of expected use issh&llife of the asset; otherwise
the asset is depreciated over the shorter of #eeleerm and its useful life.

The sum of the depreciation expense for thet asgkthe finance expense for the
period is rarely the same as the lease paymentbfgfor the period, and it is,
therefore, inappropriate simply to recognise thesée payments payable as an

© Copyright 16
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expense. Accordingly, the asset and the relatbditiaare unlikely to be equal
in amount after the commencement of the lease term.

To determine whether a leased asset has becopwréah, an entity applies
NZ IAS 36Impairment of Assets.

Disclosures

Lessees shall, in addition to meeting the req@ments of NZ IFRS7
Financial Instruments: Disclosures, make the following disclosures for
finance leases:

(a) for each class of asset, the net carrying amoumt the end of the
reporting period.

(b) a reconciliation between the total of future miimum lease payments
at the end of the reporting period, and their presat value. In
addition, an entity shall disclose the total of futre minimum lease
payments at the end of the reporting period, and teir present value,
for each of the following periods:

0] not later than one year;
(ii) later than one year and not later than five yars;
(iii)  later than five years.

*(c)  contingent rents recognised as an expense inet period.

(d)  the total of future minimum sublease payments)gected to be received
under non-cancellable subleases at the end of theporting period.
*(e) a general description of the lessee’s materideasing arrangements
including, but not limited to, the following:
0] the basis on which contingent rent payable isetermined;
(i)  the existence and terms of renewal or purchaseptions and
escalation clauses; and
(iii)  restrictions imposed by lease arrangements, ush as those
concerning dividends, additional debt, and furtherleasing.

In addition, the requirements for disclosure aiccordance with NZ IAS 16,
NZ IAS 36, NZ IAS 38, NZ IAS 40 and NZ IAS 41 apply to dess for assets
leased under finance leases.

Qualifying entities are not required to prepduie teconciliation.
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33

34

35

Operating leases

Lease payments under an operating lease shall blecognised as an expense
on a straight-line basis over the lease term unlessother systematic basis is
more representative of the time pattern of the usés benefit.

For operating leases, lease payments (excludowis for services such as
insurance and maintenance) are recognised as am&xpn a straight-line basis
unless another systematic basis is representaftitreedime pattern of the user’s
benefit, even if the payments are not on that basis

Disclosures

Lessees shall, in addition to meeting the req@ments of NZ IFRS 7 make
the following disclosures for operating leases:

@)

(b)

(©

*(d)

the total of future minimum lease payments undenon-cancellable
operating leases for each of the following periods:

0] not later than one year;

(ii) later than one year and not later than five yars;

(i) later than five years.

the total of future minimum sublease payments »pected to be

received under non-cancellable subleases at the enflthe reporting
period.

lease and sublease payments recognised as apesse in the period,
with separate amounts for minimum lease payments, ootingent
rents, and sublease payments.

a general description of the lessee’s signifint leasing arrangements
including, but not limited to, the following:

0] the basis on which contingent rent payable isetermined;

(i)  the existence and terms of renewal or purchaseptions and
escalation clauses; and

(iii)  restrictions imposed by lease arrangements, ush as those
concerning dividends, additional debt and further easing.

© Copyright
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Leases in the financial statements of lessors

36

37

38

39

40

41

Finance leases

Initial recognition

Lessors shall recognise assets held under a fina lease in their statements
of financial position and present them as a receilde at an amount equal to
the net investment in the lease.

Under a finance lease substantially all the reskd rewards incidental to legal
ownership are transferred by the lessor, and theidetise payment receivable is
treated by the lessor as repayment of principalfarahce income to reimburse
and reward the lessor for its investment and sesvice

Initial direct costs are often incurred by lessand include amounts such as
commissions, legal fees and internal costs that imceemental and directly
attributable to negotiating and arranging a leatkey exclude general overheads
such as those incurred by a sales and marketing t€ar finance leases other than
those involving manufacturer or dealer lessorgijaindirect costs are included in
the initial measurement of the finance lease red®é/and reduce the amount of
income recognised over the lease term. The irtteaés implicit in the lease is
defined in such a way that the initial direct caats included automatically in the
finance lease receivable; there is no need to faglth separately. Costs incurred
by manufacturer or dealer lessors in connection wnétgotiating and arranging a
lease are excluded from the definition of initidedt costs. As a result, they are
excluded from the net investment in the lease amdecognised as an expense
when the selling profit is recognised, which for refice lease is normally at the
commencement of the lease term.

Subsequent measurement

The recognition of finance income shall be basesh a pattern reflecting a
constant periodic rate of return on the lessor’s neinvestment in the finance
lease.

A lessor aims to allocate finance income overehse term on a systematic and
rational basis. This income allocation is basedgrattern reflecting a constant
periodic return on the lessor's net investment tie finance lease. Lease
payments relating to the period, excluding costsstvices, are applied against
the gross investment in the lease to reduce bathptmcipal and the unearned
finance income.

Estimated unguaranteed residual values usedonmputing the lessor's gross
investment in a lease are reviewed regularly.héfé¢ has been a reduction in the
estimated unguaranteed residual value, the incdliomation over the lease term is
revised and any reduction in respect of amountsiadds recognised immediately.
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41A

42

43

44

45

46

a7

An asset under a finance lease that is cladsifieheld for sale (or included in a
disposal group that is classified as held for sedegccordance with NZ IFRS 5
Non-current Assets Held for Sale and Discontinued @exymrs shall be
accounted for in accordance with that Standard.

Manufacturer or dealer lessors shall recognisee8ling profit or loss in the
period, in accordance with the policy followed by he entity for outright
sales. If artificially low rates of interest are goted, selling profit shall be
restricted to that which would apply if a market rate of interest were
charged. Costs incurred by manufacturer or dealer dssors in connection
with negotiating and arranging a lease shall be regnised as an expense
when the selling profit is recognised.

Manufacturers or dealers often offer to custentiee choice of either buying or
leasing an asset. A finance lease of an assetrbgraufacturer or dealer lessor
gives rise to two types of income:

(a) profit or loss equivalent to the profit or lagsulting from an outright sale
of the asset being leased, at normal selling priceflecting any
applicable volume or trade discounts; and

(b) finance income over the lease term.

The sales revenue recognised at the commenceofiethie lease term by a
manufacturer or dealer lessor is the fair valuthefasset, or, if lower, the present
value of the minimum lease payments accruing tol#ssor, computed at a
market rate of interest. The cost of sale recaghit the commencement of the
lease term is the cost, or carrying amount if défe, of the leased property less
the present value of the unguaranteed residuaévaitne difference between the
sales revenue and the cost of sale is the selliofit,pwhich is recognised in
accordance with the entity’s policy for outrightesal

Manufacturer or dealer lessors sometimes qutfieially low rates of interest in
order to attract customers. The use of such awatéd result in an excessive
portion of the total income from the transactioringerecognised at the time of
sale. If artificially low rates of interest are ded, selling profit is restricted to
that which would apply if a market rate of interestaveharged.

Costs incurred by a manufacturer or dealer tegsoonnection with negotiating
and arranging a finance lease are recognised azpamse at the commencement
of the lease term because they are mainly relateamning the manufacturer’s or
dealer’s selling profit.

Disclosures

Lessors shall, in addition to meeting the requaments in NZ IFRS 7, disclose
the following for finance leases:

*(a) a reconciliation between the gross investmer the lease at the end of

the reporting period, and the present value of mimhum lease
payments receivable at the end of the reporting pévd. In addition,
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49

50

51

52

53

54

NZ IAS 17

an entity shall disclose the gross investment in ¢hlease and the
present value of minimum lease payments receivabéd the end of the
reporting period, for each of the following periods

0] not later than one year;
(ii) later than one year and not later than five yars;
(i) later than five years.
(b) unearned finance income.
(c) the unguaranteed residual values accruing to thbenefit of the lessor.

*(d) the accumulated allowance for uncollectible miimum lease payments
receivable.

*(e) contingent rents recognised as income in theegod.
*(f) a general description of the lessor’'s materialeasing arrangements.

As an indicator of growth it is often useful atsodisclose the gross investment
less unearned income in new business added duringetod, after deducting
the relevant amounts for cancelled leases.

Operating leases

Lessors shall present assets subject to operajiteases in their statements of
financial position according to the nature of the aset.

Lease income from operating leases shall be regosed in income on a
straight-line basis over the lease term, unless ather systematic basis is
more representative of the time pattern in which us benefit derived from
the leased asset is diminished.

Costs, including depreciation, incurred in eggrthe lease income are recognised
as an expense. Lease income (excluding receiptsefwices provided such as
insurance and maintenance) is recognised on ajlstdme basis over the lease
term even if the receipts are not on such a basless another systematic basis is
more representative of the time pattern in which liseefit derived from the
leased asset is diminished.

Initial direct costs incurred by lessors in negiating and arranging an
operating lease shall be added to the carrying amat of the leased asset and
recognised as an expense over the lease term on #ane basis as the lease
income.

The depreciation policy for depreciable leasedsaets shall be consistent with
the lessor’'s normal depreciation policy for similarassets, and depreciation
shall be calculated in accordance with NZ IAS 16 antZ IAS 38.

To determine whether a leased asset has becopwréah, an entity applies
NZ IAS 36.

See also NZ SIC-16perating Leases—Incentives

21 © Copyright



NZ IAS 17

55

*56

57

A manufacturer or dealer lessor does not recegmy selling profit on entering
into an operating lease because it is not the atgnt of a sale.

Disclosures

Lessors shall, in addition to meeting the requéments of NZ IFRS 7, disclose
the following for operating leases:

(@) the future minimum lease payments under non-carellable operating
leases in the aggregate and for each of the follavg periods:

0] not later than one year;
(ii) later than one year and not later than five yars;
(i) later than five years.
(b)  total contingent rents recognised as income ithe period.
(c) a general description of the lessor’s leasingrangements.

In addition, the disclosure requirements in NZ 65 NZ IAS 36, NZ IAS 38,
NZ IAS 40 and NZ IAS 41 apply to lessors for assetwvigenl under operating
leases.

Sale and leaseback transactions

58

59

60

61

A sale and leaseback transaction involves tleeadaan asset and the leasing back
of the same asset. The lease payment and thpriaeare usually interdependent

because they are negotiated as a package. Thensogotreatment of a sale and

leaseback transaction depends upon the type & ieeslved.

If a sale and leaseback transaction results in fnance lease, any excess of
sales proceeds over the carrying amount shall noebimmediately recognised
as income by a seller-lessee. Instead, it shall Beferred and amortised over
the lease term.

If the leaseback is a finance lease, the trdiosais a means whereby the lessor
provides finance to the lessee, with the assetasgige For this reason it is not
appropriate to regard an excess of sales proceaststioe carrying amount as
income. Such excess is deferred and amortisedtioedease term.

If a sale and leaseback transaction results innaoperating lease, and it is
clear that the transaction is established at fair &lue, any profit or loss shall
be recognised immediately. If the sale price is bmv fair value, any profit or
loss shall be recognised immediately except thaf, the loss is compensated
for by future lease payments at below market priceit shall be deferred and
amortised in proportion to the lease payments ovethe period for which the
asset is expected to be used. If the sale priceailsove fair value, the excess
over fair value shall be deferred and amortised owethe period for which the
asset is expected to be used.
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If the leaseback is an operating lease, andetiee payments and the sale price
are at fair value, there has in effect been a nbsaila transaction and any profit
or loss is recognised immediately.

For operating leases, if the fair value at theime of a sale and leaseback
transaction is less than the carrying amount of thesset, a loss equal to the
amount of the difference between the carrying amounand fair value shall
be recognised immediately.

For finance leases, no such adjustment is negessless there has been an
impairment in value, in which case the carrying antas reduced to recoverable
amount in accordance with NZ IAS 36.

Disclosure requirements for lessees and lessppdy eequally to sale and
leaseback transactions. The required descripfiomaterial leasing arrangements
leads to disclosure of unique or unusual provisiohthe agreement or terms of
the sale and leaseback transactions.

Saleand leaseback transactions may trigger the sepdrsttosure criteria in
NZ IAS 1Presentation of Financial Statements

Transitional provisions

67-68

68A

[Paragraphs 67 and 68 have not been reproduced.trahsitional provisions in
IAS 17 are not applicable to entities adopting NZ 153.

An entity shall reassess the classification adrid elements of unexpired leases
at the date it adopts the amendments referred to iparagraph 69A on the
basis of information existing at the inception of lhose leases. It shall
recognise a lease newly classified as a finance dearetrospectively in
accordance with NZ IAS 8 Accounting Policies, Changes in Accounting
Estimates and Errors However, if an entity does not have the informabn
necessary to apply the amendments retrospectiveli,shall:

(@) apply the amendments to those leases on the basfstloe facts and
circumstances existing on the date it adopts the aandments; and

(b) recognise the asset and liability related to a lantkase newly classified
as a finance lease at their fair values on that daf any difference
between those fair values is recognised in retainesrnings.

Effective date

69

This Standard becomes operative for an entifitfancial statements that
cover annual accounting periods beginning on ceraftJanuary 2007. Early
adoption of this Standard is permitted only when emity complies with
NZ IFRS 1 First-time Adoption of New Zealand Equivalents tdetnational
Financial Reporting Standard®r an annual accounting period beginning on or
after 1 January 2005.
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69A Paragraphs 14 and 15 were deleted, and paragfapland 68A were added as
part of Improvements to NZ IFRSssued in May 2009. An entity shall apply
those amendments for annual periods beginning omfter 1 January 2010.
Earlier application is permitted. If an entity ajgglthe amendments for an earlier
period it shall disclose that fact.

Withdrawal of IAS 17 (revised 1997)

70 [Paragraph 70 is not reproduced. The withdrawél peevious IASB
pronouncements is not relevant to this Standard.]
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Appendix
Amendments to other pronouncements

The amendments in this appendix shall be appliedrioual periods beginning on or after
1 January 2005. If an entity applies this Standimdan earlier period, those amendments
shall be applied for that earlier period.

*kkkk

The amendments contained in this appendix when thisl&d was issued in 2003 have
been incorporated into the relevant pronouncemeuldighed in this volume.
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