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Dismal international lease accounting for SMEs? 

The International Accounting Standards Board (IASB) has started its review for updating 

IFRS for SMEs and considers including the latest views as laid down in the newly issued 

IFRSs since 2015. 

For the outsider, it looks like a normal procedure to periodically upgrade regulations for 

SMEs with the latest views. Consistency, etc. make sense. 

But this time, quite substantial changes may come about that hit, rather than touch upon, 

SMEs, especially in the field of lease accounting. 

Procedure for change 

According to IASB’s own procedures, the 

IFRS for SME standard should be 

substantially less complicated and 

demanding than the full IFRSs. See the 

text in the separate section. 

Even the principles for recognition and 

measurement may be simplified. 

Good governance 

According to IASB’s own update 

information about its June 2019 meeting, 

a Request for Information on aligning the 

IFRS for SMEs Standard with IFRS 16 is 

about simplifications to return to the core 

of the IFRS16 standard. See the second 

section. However, these simplifications 

worsen the overall picture for SMEs as 

explained below. 

Compared with full IFRS Standards (and many national 

GAAPs), the IFRS for SMEs Standard is less complex 

in a number of ways: 

• Topics not relevant for SMEs are omitted; for 

example earnings per share, interim financial 

reporting and segment reporting. 

• Many principles for recognising and measuring 

assets, liabilities, income and expenses in full 

IFRS Standards are simplified. For example, 

amortise goodwill; recognise all borrowing and 

development costs as expenses; cost model for 

associates and jointly-controlled entities; and 

undue cost or effort exemptions for specific 

requirements. 

• Significantly fewer disclosures are required 

(roughly a 90 per cent reduction). 

• The Standard has been written in clear, easily 

translatable language. 

• To further reduce the burden for SMEs, 

revisions are expected to be limited to once 

every three years. 

Source: IFRS.org website, June 2019 

 

Simplifications discussed for the SMEs Standard related to IFRS 16: 

a. simplifications to the requirements in IFRS 16, namely: 

i. introducing recognition exemptions for leases of 12 months or less (short-term leases) and leases of 

low-value assets; 

ii. exempting entities from the requirement to separate lease component from any associated non-

lease components; and 

iii. simplifying measurement requirements for some variable lease payments, and for optional 

payments, such as those relating to extension options. 

b. additional simplifications, namely: 

i. removing the quantitative threshold for low value assets and introducing a list of examples to assist 

companies identifying such assets, and on whether the Board should retain the US$5,000 threshold 

for leases of low value assets.  

ii. – v. Four more suggested simplifications 

Source: IFRS.org website / IASB Update June2019 
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With current board decisions about leases for preparing a Request for Information, the 

wrong type of questions will being asked. 

Dismal or just narrow-viewed simplifications? 

The wording of the IASB’s staff June update is such, that it is difficult for non-native English 

speakers to understand all of its meaning. 

Let’s hope for the best, but for now it looks like two important exemptions, for assets of 

low value, including its threshold and for assets with a lease period of less than 12 

months, are about to be removed. 

Which leaves SMEs will the full exposure to basic full IFRS16. This is not a simplification, but 

a major and quite onerous additional reporting burden. One should remember that the 

acceptance of IFRS16 by entities reporting under IFRS was quite minimal in the Draft stage 

and one of the ways to get IFRS16 passed was to add exemptions, like the ones mentioned 

above. 

Simplification a ii, too, may be read incorrectly: it would make sense, and possibly should be 

incorporated in the full IFRS16, as well, when a full (in all cases) exemption was introduced. 

It would be absolutely onerous when the intention is to simplify rules by removing the ability 

to not-separate leases. 

Best in class solution 

The best in class solution for SMEs, of course, would be that there is no requirement to 

present leases on balance sheet at all. The additional burden of going through internal work 

and external discussions about the correct value for leased assets and the associated costs 

(auditors need to be stricter on on-balance sheet valuations than off-balance sheet) is 

disproportionate to the below combined alternatives when leases are off-balance altogether: 

- A full cash flow breakdown in the notes of future fixed lease payments (first 5 years 

+ each additional year for which the lease costs are above 10% of total lease costs + 

the amount for the remaining payments). Breakdown to be provided for same type of 

asset categories as non-lease assets; 

- The requirement to report in the notes the average interest charge on leased assets 

considered core to the business, other than real estate rented; 

- Information in the notes about total lease costs, the portion of fixed amounts and 

variable amount therein, plus lease costs due to early terminations. 
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