Having only perused the discussion paper accompanying this project, I write with what is blatantly a 'conceptual perspective' on the subject.  Furthermore, I do not represent any organisation, and wish only to propose an 'alternative approach' to that already suggested in those documents available via the IASB website.

 

Essentially, the premise of this approach involves a paradigm shift from the objective of generating revenue via one-off sales to that of ongoing revenue from leasing arrangements.  

 

I appreciate that many companies provide after-sales support as part of their 'offer' to prospective and existing clients, but the onus is nevertheless on the one-off sale.

 

To elucidate on this, lease accounting might be based upon three variants or options:
 

Rental Agreement
This option is time-bound - with a maximum of 12 months - whereby the item remains the property of the lessor, who would also be responsible for any and all service and maintenance of products.  There would be no clause for renewal, since the agreement must be redrawn each and every 12 months.

 

Leasing Arrangement
This option is not time-bound - albeit with a minimum duration of 12 months - and would include specific clause(s) for renewal.  The other important factor here is that the provision of servicing and maintenance is retained by the lessor.  With reference to the aforementioned 'concept', such would hinge on the facility for an organisation to obtain a continuing revenue stream from the provision of whatever products it makes or produces.  A suitable and appropriate distinction might also be provided for companies which offer services rather than tangible products.

 

Hire Purchase Arrangement
The arrangement is based upon offering an alternative to immediate purchase, whereby the agreement essentially involves a 'syndication' of financing via both the lessee's and lessor's banks.  The ownership of the item in question will be transferred to the lessee, who will also be responsible for service and maintenance.  The HP arrangement thus becomes a quadripartite arrangement between the lessee, lessor and their respective banks, noting that a bank and only a bank can facilitate this type of arrangement.  Think of it possibly in a similar context to that of 'factoring', except that such services for credit control would be greatly affected if all commercial payments could only be made via direct debit facilities!

 

In relation to all of the above, disclosure requirements might stipulate appropriate levels of analysis for leasing arrangements via Current and Non-Current Liability entries in the Statement of Financial Position.  

 

Moreover, there would also be a stipulation that a lease [of any sort] cannot be sub-leased to a third party, thus ensuring some degree of security on the part of the original lessor.

 

Also, the leasing of land/property is possibly one of the more contentious areas that this standard will have to particularly deal with, which leads me to suggest that it be dealt with as a special case, either within the existing standard or even as an accounting standard in its own right!

 

Whilst I can only boast to being an accountancy student, I can say that this matter could potentially also have important ramifications for consumer markets; possibly best exemplified by the motor industry at the current time, with its reliance upon people buying cars.  The present government is seeking ways in which to encourage people to buy cars, even though such could be argued to contradict concern for our environment in the context of climate change.

 

On that note, I would like to say that it could come to pass that the IASB could make a vital contribution to the 'sustainable development' debate on a level that could REALLY make a difference.

 

Now there's a thought...

 

-- 
John Cooper
19 Archers Court, Redhills Lane, Durham, DH1 4BP
07947 935 464
0191 375 2880 (work)

