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SIC 27 Evaluating the Substance of Transactions Involving the Legal Form of a Lease
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SIC 27 Evaluating the Substance of Transactions Involving the Legal Form of a Lease is

endorsed as it was issued by the IASB without any modifications.
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SIC Interpretation 27
Evaluating the Substance of
Transactions Involving the
Legal Form of a Lease
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References

el

. IAS 8 Accounting Policies, Changes in Accounting

Estimates and Errors

IAS 17 Leases (as revised in 2003)

IAS 37 Provisions, Contingent Liabilities and
Contingent Assets

IFRS 4 Insurance Contracts

IFRS 9 Financial Instruments

IFRS 15 Revenue from Contracts with Customers
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An Entity may enter into a transaction or a series of | i<, ol ciSlalaall (e Al i dlolas o slanall Jaxi a8 1
structured transactions (an arrangement) With an | ({ai divMe ey owe sl bl o .
unrelated party or parties (an Investor) that involves :54“) . L;:T M}; . E\)‘L :,f <ok )f: (w} )
the legal form of a lease. For example, an Entity may | == ‘fi’jw-J s JS“X; " Q‘ @ " g")‘“*““ﬁ
lease assets to an Investor and lease the same assets | s )afius BLiie () ¥ sual slaial) 2y B JUd
back, or alternatively, legally sell assets and lease the | Jsa¥) aad 3 lld (o Yo o clgudd Jpal) jlaiiul
same assets back. The form of each arrangement and | JS& g gty 385 Lguds Jsall i) amis 3508 IS5
its terms and conditions can vary significantly. In the | ju, & 58 JQ alag i adSaly s S
lease and leaseback example, it may be that the 5 T s e ] aelel e aealall
: ; , il maal & S B Qi) Ble]y e
arrangement is designed to achieve a tax advantage | ;7 | 5 s ol sl 4 T T
for the Investor that is shared with the Entity in the liiall g L & U“""““& °L“"“°u"_ RS S @m
form of a fee, and not to convey the right to use an el alasin) & Gall Ji Qa5 ealadl JS5 8
asset.
When an arrangement with an Investor involves the legal | &l JSal e 3 jeiine sliie ae o yi (5 sy Ladic 2

form of a lease, the issues are:

(@) how to determine whether a series of transactions is
linked and should be accounted for as one
transaction;

(b)  whether the arrangement meets the definition of a
lease under IAS 17; and, if not,

(i) whether a separate investment account and lease
payment obligations that might exist represent
assets and liabilities of the Entity (eg consider
the example described in paragraph A2(a) of
the guidance accompanying the Interpretation);

(i) how the Entity should account for other
obligations resulting from the arrangement;
and

(iii) how the Entity should account for a fee it might
receive from an Investor.

(b SYIRAYI G ¢ lagy) ssal
Oe Adayie dlule olia ol 1Y Loaasd 488 (f)
ildlae Ll e Lie daulaall oy adly cdldaal)
) Jdaalg
Dhe G sy Dl die (i a3 i i) (A da (@)
S al s ¢ 17 (Jsall dpnlaal)
lal 31V Jeadiall Jlaiia¥l Gl u o (1)
s se (LS a8 A5 lag) Cilxdy e
o o) Lle el 5l 5 slanall Jgual o0
e ()21 8,580 8 e sl Jad) il JUall
(a2 pall il HY)
el 31 e dpulad) sliial e iy S (2)
Al e Al g RY)
Gl e D) slidl e i S (3)
3 sl sLaial) (e Lo Juans of (S )

© ALl &l 4 gl el s e

1 O 3N plaall 40 gl Al G 3




4
<

"

‘ SOCPA
dysgoulld_igll

Al CBlaleall ja g3 aa gl 27 (S1C) Al A gall Cf ppaadiil) Adad paudii

Odgilall Guoulaell

"oy K1Y

(SR Jed) KE

Framework?! shall be applied in determining whether, in
substance, a separate investment account and lease
payment obligations represent assets and liabilities of the

Entity. Indicators that collectively demonstrate that, in

substance, a separate investment account and lease

payment obligations do not meet the definitions of an asset
and a liability and shall not be recognised by the Entity
include:

(a) the Entity is not able to control the investment account
in pursuit of its own objectives and is not obligated
to pay the lease payments. This occurs when, for
example, a prepaid amount is placed in a separate
investment account to protect the Investor and may
only be used to pay the Investor, the Investor agrees
that the lease payment obligations are to be paid from
funds in the investment account, and the Entity has
no ability to withhold payments to the Investor from
the investment account;
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3 A series of transactions that involve the legal form of | adal 5 gilall JCEN e (g pdati Al O laal) Al aad 3
a lease is linked and shall be accounted for as one | saalyiliae Ll o Loie dualadl Conysdday jia jla
transaction when the overall economic effect cannot . X i - \
be understood without reference to the series of ""J{‘_,.aﬁ)n Qs ""JSM QSJL‘A‘.BY‘ »Y HA\USAJ Y}A e
transactions as a whole. This is the case, for example, «J \JMLA; ‘idl;“ e d'%s <Olabrall Abcdis
when the series of transactions are closely | ~is ¢ JSai ddad yie CoOlalaal) Allu ()5S Lerie
interrelated, negotiated as a single transaction, and | (& sl (el il Chasy san) 5 Alabaa Ll o el (i glil)
takes place concurrently or in a continuous sequence. | Cilayia g A& yall culali W) e e 3ol py)  Jaaie el
(Part A of the accompanying guidance provides (coansiil 138 Gaadal

illustrations of application of this Interpretation.)

4 The accounting shall reflect the substance of the | aies midil gy i ill e sa Audaall (Sl ol 4
arrangement. All aspects and implications of an | s Ol slac) & oh s yaadl (g i) DTy il sa
arrangement shall be evaluated to determine its substance, . SR .
with 9\]Neight given to those aspects and implications that plaal Al 05 Al S5 sl
have an economic effect.

5 IAS 17 applies when the substance of an arrangement | 4 — i il (5 ol Ladie 17 A sall dauladll jlra Gulaly 5
includes the conveyance of the right to use an asset dmw) 3yl d_m‘y\(,\&“i‘gdé_ndgéc 505
for_ an agreed period of time. Indicators that o e ad i I3 3 sl b Lad s Lg.d:_
individually demonstrate that an arrangement may
not, in substance, involve a lease under IAS 17 | S el & o sa ik ¥ a8 Ll 8
include (Part B of the accompanying guidance LGV e e sl el 17 Aol ‘*;““M| e
provides illustrations  of  application  of this (ol 13 Badail i 57 438 jall
Interpretation): i A adliall g llaall s e slandl 85 ()

(a) an Entity retains all the risks and rewards incident to ué_"_‘l_,‘)u_, Lar ity g jill Jae ) i<l
ownership of an underlying asset and enjoys . N e s e
substantially the same rights to its use as before the | . ) u'u)'d ‘ d‘ﬁ Jd }A }AS el ""J ‘”S.;J :
arrangement; A v Aol (sS4 il el s e L)‘*:‘-L)M;ﬂ‘-\” (<)

(b) the primary reason for the arrangement is to achieve a ¥l alail A all Ja5 el 5 s
particular tax result, and not to convey the right to | 528 Ly 8 aiu jles Jraiday pds JLA cpedaiosh ()
use an asset; and -GS O é:_i s A jlaall Q8 05 s i)

(c) E;T n?gsttlir; rltsailr?(z:auded on terms that make its exercise | . ¢ ) -, . 3 Lodic ad giall A Ioball 4iad (e

g a put option that is exercisable at a i s
price sufficiently higher than the expected fair value (480
when it becomes exercisable).
6 The definitions and guidance in paragraphs 49-64 of the | 64—49 <l yaall 8 33 ) 5l Calald HY) g s yaill (Bdat Cany 6

(b) the Entity has only a remote risk of reimbursing the | O & JWia¥) samy lalie — Jais Ll slasall ol (@)
entire amount of any fee received from an Investor | iy jafiue (o Aalivd sl Lg\ e Jena g2
and possibly paying some additional amount, or, a3 Y Leaie ¢l Lﬁh‘,\ {alee X o il
when a fee has not been received, only a remote risk | 5 Jaay) sy Hhalae — Lid Ll el Sl
of paying an amount under other obligations (eg a (u\-«a k9 6}\ e u}}‘u L.J_m o g
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guarantee). Only a remote risk of payment exists
when, for example, the terms of the arrangement
require that a prepaid amount is invested in risk-free
assets that are expected to generate sufficient cash
flows to satisfy the lease payment obligations; and
(c) other than the initial cash flows at inception of the
arrangement, the only cash flows expected under the
arrangement are the lease payments that are satisfied
solely from funds withdrawn from the separate
investment account established with the initial cash
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and circumstances of each arrangement in determining
when to recognise a fee as income that an Entity might
receive. Factors such as whether there is continuing
involvement in the form of significant future performance
obligations necessary to earn the fee, whether there are
retained risks, the terms of any guarantee arrangements,
and the risk of repayment of the fee, shall be considered.

Indicators that individually demonstrate that recognition of

the entire fee as income when received, if received at the

beginning of the arrangement, is inappropriate include:

(@) obligations either to perform or to refrain from
certain significant activities are conditions of
earning the fee received, and therefore
execution of a legally binding arrangement is
not the most significant act required by the
arrangement;

(b) limitations are put on the use of the underlying asset
that have the practical effect of restricting and
significantly changing the Entity’s ability to use (eg
deplete, sell or pledge as collateral) the asset;

(c) the possibility of reimbursing any amount of the fee
and possibly paying some additional amount is not
remote. This occurs when, for example,

(i)  the underlying asset is not a specialised asset
that is required by the Entity to conduct its
business, and therefore there is a possibility
that the Entity may pay an amount to terminate
the arrangement early; or

(if)  the Entity is required by the terms of the
arrangement, or has some or total
discretion, to invest a prepaid amount in
assets carrying more than an insignificant
amount of risk (eg currency, interest rate
or credit risk). In this circumstance, the

risk of the investment’'s value being
insufficient to satisfy the lease payment
obligations is not remote, and therefore
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flows.
1 The reference to the Framework is to IASC’s Framework for the | diall "adlall a3l &) (i je g alac) Ul ) " UaYI" s eyl ]
tFI’]repIaAreSigoq anzdo(flreslentz;tio? o{) Fin;é]f(;alt hStatIeArr;%ns, atljoptsdtﬁy Al Anladl e el S| G sl Lol julae
e in . In September e replace e N N 1 - - A
Framework with the Corr)meptual Framework for pFinancial q}%“@:‘d‘%d\ )“‘LM‘ " Ljfu‘,z?lom '\L‘,,‘"ﬁ f 121_? 0‘},
Reporting. Paragraphs 49-64 are now paragraphs 4.4-4.19 of the —49 LA Gaa uy"ﬁ; D2 A pualia ) =) ¥
Conceptual Framework. Spaliall Ul (50 19.4 4.4 <IN o 64
7 Other obligations of an arrangement, including any | & la eyl OAY) Gl 1Y e el o o sy 7
guarantees provided and obligations incurred upon early sl ) sd Lglaat a3 cilal Jall 5 A adis Cililaa ol el
termination, shall be accounted for under IAS 37, IFRS 4 sl il s 37 (sl bl e L CCdl
or IFRS 9, depending on the terms. L,_g‘9 u.j—d‘ )_Umu ‘;jAJ‘.‘)\—\l-d\_j ‘4 S )_anAﬂ
L il
8 The requirements in IFRS 15 shall be applied to the facts | (i o ysill Joall jlamall 830 ) 6l colallaial) (Gadai Camy 8
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there is a possibility that the Entity may
be required to pay some amount.

Lo ilae absy ddldae () <5 38 3Ll

9 The fee shall be presented in the statement of | 1 swiaYh Jebdll Jaall 4l & Qi) (e cang 9
comprehensive income based on its economic substance \ g"-~,“,.,1, 5 sl W 5 sa
and nature. i
Disclosure L)
10 All aspects of an arrangement that does not, in substance, | . g jill o gal 4, 55 pall duulial Clalad¥l A aaiaie 10
involve_ a lease under _IAS _17 shall be considered in en laaall 8 32Y) Caay il w\;.d\ Lalledl
determining the appropriate disclosures that are necessary ¢ L] ad § : LN el sl )
to understand the arrangement and the accounting treatment | ‘2= m& CAS 2 ‘95")“"{ ) i s
adopted. An Entity shall disclose the following in each | gb=d¥) sbiid) oy (17 (Jsall Lol Jlma con s
period that an arrangement exists: s il b o g8 38 0S8 b lee
(a) adescription of the arrangement including: ey i yill Caua g (i)
(M Ll;:underlying asset and any restrictions on its Aaladin e asd gl sl Jae U1 (1)
' AY) Lagall ada g 85 g il
(i) the life and other significant terms of the il '.d);\?] i g JJ;:U,,"_“U.,{J ::f (2)
arrangement; s el (8 Lay claa Aayl e 2o A SO ‘ 3)
(iiiy  the transactions that are linked together, o RUPIE
including any options; and Aalih Gladl g} (e Akl dp ulsal Aalladdl (@)
(b) the accounting treatment applied to any fee received, Jatieall il g 63,8l & JAa A e il é@d\ B
the amount recognised as income in the period, and 4 Airecas &5 s Jaliall Jaall sl
the line item of the statement of comprehensive T v
income in which it is included.
11 The disclosures required in  accordance  with | el 138 (e 10 5_ysall (& 5 &y laall Claliad) A Cany 11

paragraph 10 of this Interpretation shall be provided
individually for each arrangement or in aggregate for
each class of arrangement. A class is a grouping of
arrangements with underlying assets of a similar
nature (eg power plants).
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Date of consensus

glaa¥)

February 2000 2000 ) s
Effective date Ol e )l

This Interpretation becomes effective on 31 December 2001.
Changes in accounting policies shall be accounted for in accordance
with IAS 8.

IFRS 9 amended paragraph 7. An entity shall apply that amendment
when it applies IFRS 9.

IFRS 15 Revenue from Contracts with Customers, issued in May
2014, amended the ‘References’ section and paragraph 8. An entity
shall apply those amendments when it applies IFRS 15.
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