
Step 1 
– The identified asset is controlled by the 

lessor –

The lessor continues to recognize and 
measure the underlying asset according to 

the applicable IPSAS.

Step 2
– The underlying asset and the lease are 

separate economic phenomena –

When a lease contract is signed, there is a 
sale of an unrecognized right-of-use asset to 

the lessee. 
The economic value of the right-of-use asset 
is independent of the cash being transferred.

Step 3
– Two types of leases: leases at market 
terms and leases at below market terms 

(concessionary leases) –

Professional judgement is required to assess 
the type of lease.

Step 6
– Measurement of leases is consistent 

with similar transactions –

For leases at market terms, the 
measurement basis is consistent with other 

exchange transactions. 
For leases at below market terms, the 

measurement basis is consistent with other 
non-exchange transactions and 

concessionary loans.

Step 5 
– Lessor and lessee recognize the sale 
and purchase of the right-of-use asset, 

respectively –

For leases at market terms, the recognition 
is consistent with IPSAS 32, Service 
Concession Arrangements: Grantor. 

For leases at below market terms, the 
recognition of the subsidy is consistent with 

concessionary loans.

Step 4
– Comparison between the economic 

value of the lease and the cash –

When the lease is at market terms, the 
economic value matches the cash being 

transferred.
When the lease is at below market terms, 

the economic value is higher than the cash 
being transferred.
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“Leases are financings of the right to use an underlying asset.”


