
 

Sta
Pa

Proj

Top

 

This 
meet

The v
views

Comm
unacc

The t
IASB
its ful

 

Obj

1. 

Bac

2. 

3. 

4. 

 

aff 
aper 

ect 

ic 

paper has been
ting of the FASB

views expressed
s of any individu

ments made in 
ceptable applica

tentative decisio
B Update. Officia
ll due process, i

jective 

The objec

lessee sho

ckground 

During t

short-ter

The Boa

expense

which th

periods.

disclosu

Because

lease pa

of the m

paymen

Addition

cash pai

term lea

operatin

discusse

IASB/FA
Week co

IASB/FA
Week co

Leases 

Lessee

n prepared by th
B or the IASB.  

d in this paper a
ual members of 

relation to the a
ation of U.S. GA

ons made by the
al pronounceme
including appro

ctive of this

ort-term lea

the June 15

rm leases, a

ards express

e recognized

hat expense

.  The Board

ure requirem

e of the deci

ayments wou

maturities of

nts relating t

nally, the st

id for liabili

ases, becaus

ng section o

ed in a separ

ASB Meet
ommencin

ASB Educ
ommencin

e Disclosu

he technical staf

are those of the 
the FASB or th

application of U.
AAP or IFRSs.

e FASB or the IA
ents of the FASB
priate public co

s paper is to

ases. 

, 2011 joint

a lessee need

sed some su

d in the curr

e is expected

ds requested

ments for les

ision to pro

uld exclude

f the liability

to short-term

tatement of 

ities to mak

se of the pra

f the SCF (t

rate board p

ing  
ng 18 July

cation Ses
ng 11 July

ures – Sho

ff of the IFRS Fo

staff preparing 
e IASB. 

S. GAAP or IFR

ASB at public m
B or the IASB ar
nsultation and f

o discuss the

t meeting, th

d not recogn

upport for re

rent period a

d to be repre

d that the st

ssee short-te

vide the pra

e short-term

y to make le

m leases.   

cash flows 

ke lease paym

actical exped

the treatmen

paper). 

y 2011 

ssions 
y 2011 

ort Term L

oundation and t

the paper.  The

RSs do not purp

meetings are rep
re published on
formal voting pro

e disclosure

he Boards t

nize lease a

equiring dis

and a statem

esentative o

aff provide 

erm lease at

actical expe

m leases and,

ease payme

(SCF) wou

ments. The

dient, woul

nt of short-t

IASB 
Agend
refere

FASB
Agend
refere

Leases 

the FASB for dis

ey do not purpo

port to be accep

ported in FASB 
ly after each bo
ocedures. 

e requiremen

entatively d

assets or lea

sclosure of t

ment about t

of rental exp

a memo an

t a future m

edient, the li

, therefore, 

ents would e

uld include a

cash outflo

d be include

term leases 

da 
ence 

5C 

B 
da 

ence 
189 

scussion at a pu

rt to represent t

ptable or 

Action Alert or i
oard has comple

nts for 

decided that

ase liabilities

the rental 

the extent to

pense in futu

nalyzing the

meeting. 

iability to m

the disclosu

exclude futu

an amount f

ows for shor

ed in the 

in the SCF 

ublic 

he 

in 
eted 

t, for 

s.  

o 

ure 

 

make 

ure 

ure 

for 

rt-

is 



Agenda paper 5C/FASB Memo 189 
 

 

Page 2 of 5 

5. Under IAS 17, total of future minimum lease payments under non-cancellable 

operating leases (including short term leases) for periods including not later 

than one year are required.  There is no such requirement in U.S. GAAP. 

Approaches 

6. The staff has identified the following approaches for addressing disclosures 

about short-term leases: 

(a) Approach A -Disclose the amounts committed to under contracts for 

short-term leases in the maturity analysis as of the reporting date. 

(b) Approach B - Disclose the amount of the current year’s short-term 

lease expense and require qualitative disclosure if there are 

circumstances or expectations present that would indicate that the 

entity’s short-term lease activities would differ significantly from the 

current reporting period. 

(c) Approach C - Scope short-term leases out of the disclosure 

requirements for leases. 

Approach A –Disclose commitments under short-term leases 

7. The staff thinks that Approach A is consistent with current IFRS, but would 

create an additional disclosure requirement under U.S. GAAP.  However, 

Approach A is inconsistent with the disclosure the staff is recommending in 

the memo on lessee disclosures. This is because, due to the practical expedient, 

the short-term lease will not be part of the liability to make lease payments. 

8. The Boards have tentatively decided to exclude short-term leases from the 

liability to make lease payments. As a result, the staff thinks that an entity 

might not track those commitments separately in the general ledger or 

respective sub-ledgers.  Therefore, if the boards were to require Approach A, 

the practical expedient provided to an entity to exclude short-term leases from 

the recognition requirements of the proposed lease standard might, in some 

part, be negated by the effort needed to accumulate those commitments 

manually for the purposes of disclosure. 
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Approach B – Disclose the current year’s short-term lease expense 

9. The staff thinks that the current period expense for short-term lease contracts is 

often a good indicator for what the next year’s cash outflows would be under 

short-term lease contracts.   

10. The staff thinks that there would be some level of cost incurred to accumulate 

a by-nature expense such as short-term lease expense.  That is because some 

entities have a vertically integrated structure in which costs are often pooled 

and allocated across various departments or segments and, therefore, are not 

currently available at the highest level of consolidation. That becomes less of 

an issue for (a) entities who report expenses by nature, (b) entities that are not 

as vertically integrated, and (c) smaller companies. Although that information 

currently may not exist at the highest levels of consolidation, most entities 

have explained that a system modification to accumulate the information is 

possible with moderate effort and cost. 

11. The staff thinks there may be circumstances in which an entity’s expense will 

not be indicative of next year’s cash flows because of commitments made or 

plans that an entity has regarding short-term leases.  Therefore, the staff also 

would recommend qualitative disclosure if there are circumstances or 

expectations present for a change in activity under short-term leases. 

Approach C – Do not require disclosure about short-term leases 

12. Approach C would provide preparers the most relief from the cost of the 

disclosure requirements. Some preparers believe that a practical expedient on 

the recognition of short-term leases should extend to the related short-term 

lease disclosures for the same reason it was originally supported as recognition 

exclusion.  Counter to that however, is that users who would find information 

about all leases useful will not have transparent information about short-term 

lease amounts unless those amounts were of such a magnitude as to warrant 

separate presentation on either the SFP or Statement of Comprehensive 

Income. 
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Staff Analysis 

13. The staff notes the Boards’ strong preference to support a practical expedient 

to lessees of short-term leases if there are some compensating disclosure 

requirements.  Additionally, the staff thinks users would want information 

about the effects of all leases, including those that meet the short-term 

definition. Therefore, the majority of staff members do not recommend 

Approach C (although a minority of the staff support it for cost-benefit 

reasons). 

14. During the June 2011 joint meeting, concerns were expressed that the removal 

of commitments for short-term leases from the commitments disclosure would 

reduce the quality of IFRSs.  

15. However, the staff notes that the commitments under contracts for short-term 

leases as of a point in time would be a different amount than the expense in the 

following period.  That is because the expense in the following period includes 

both short-term leases that existed at the end of the previous reporting date (the 

future commitments) as well as short-term contracts entered into in that 

following period.   

16. Additionally, the staff notes that the current IFRS disclosure of amounts due 

within the year under operating leases not only include amounts for short-term 

leases but amounts for all operating leases due within the year.  The 

commitments disclosure would still have amounts due within one year for all 

leases that are not initially 12 months or less.   

17. The staff thinks that liabilities to make lease payments due within one year 

plus the short-term lease expense (which would include both lease and non-

lease expenses such as service components embedded into the contractual 

payments) from the current year would be a better proxy for the next year’s 

cash flows under lease contracts than the amount provided as due within one 

year under current IFRSs.   

18. The staff also reached out to preparers regarding Approaches A and B.  From a 

cost perspective, all of the preparers who responded stated that reporting the 

expense (Approach B) would be the less costly of the two options.   



Agenda paper 5C/FASB Memo 189 
 

 

Page 5 of 5 

Staff recommendation 

19. The majority of the staff recommend Approach B.  The staff thinks that, in 

many cases, the amount of current-year short-term lease expense is more 

indicative of the next year’s cash flows (and, thus, working capital 

requirements) than amounts committed to under short-term lease agreements as 

of the reporting date.  Furthermore, the staff’s outreach indicates that Approach 

B is less costly than Approach A. 

20. A minority of staff members recommend Approach C. They note that the 

reason for the exception for short-term leases is a practical expedient for those 

leases with a maximum lease term of less than one year. If there is no separate 

requirement to record assets and liabilities for those leases, those staff also do 

not think that there should be a requirement to separately track the rental 

expense for those leases, again, from a cost-benefit perspective.   

Question  

Do the Boards agree with the staff recommendation to require the 
disclosure of rental expense incurred under short-term leases during 
the reporting period, with a qualitative note that indicates if there are 
circumstances or expectations present that would indicate that the 
entity’s short-term lease practices would result in a material change in 
the next reporting period (Approach B)? 

 


