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22 August 2016 

 

 

Mr. William Coen, 

Secretary General, BCBS & Chair, PDG 

 

Mr. Fernando Vargas, 

Chairman, Accounting Experts’ Group 

 

Basel Committee on Banking Supervision 

Centralbahnplatz 2 

CH 4002 Basel, Switzerland 

 

 

Re. Capital Implications of the new IFRS and US GAAP Accounting Standards for 

treatment of Leased Assets under the Basel Capital Standards 

 

Dear Mr. Coen and Mr. Vargas: 

 

This letter is to address concerns arising from discussions among members of the Institute of 

International Finance (IIF), and the Global Financial Markets Association (GFMA) (the 

“Associations”) about the potential regulatory implications of the new IFRS and US GAAP lease 

accounting standards as they affect lessees. These standards are broadly similar and derive from 

a common project of the two standard setters. 1  

 

The new international leases standard, IFRS 16, requires on-balance sheet recognition of all 

leases
2
 (removing the previous distinction between finance and operating leases). For banks that 

rent property and equipment (under what would formerly have been operating leases), there 

could be a number of prudential impacts discussed below, given the required recognition of new 

assets (known as “rights of use”) and corresponding liabilities, simply because of an accounting 

change. Under the new IFRS accounting standards, these new assets are expected to be presented 

within the same line item as that within which the corresponding underlying asset would be 

presented if it were owned. Related depreciation and lease interest are shown separately in the 

P&L. 

                                                        
1
IASB – IFRS 16 Effects Analysis (January 2016) notes that IFRS 16, together with the new US Leases Standard 

completes the joint project by the IASB and FASB to improve the accounting for Lease (…) the IASB and FASB 

have reached the same conclusions in many areas of lease accounting. For clarity’s sake, this letter does not address 

the lessor side of the standards. 
2
 NB IFRS 16 does not require a lessee to recognise assets and liabilities for (a) short-term leases (i.e. leases of 

12 months or less) and (b) leases of low-value assets (for example, a lease of a personal computer). 
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US GAAP has adopted a very similar approach, with all leases being required to be recognized 

on the lessee’s balance sheet.  However, US GAAP introduces a different P&L treatment for 

certain leases that is akin to the previous operating lease treatment (instead of recognizing the 

payment of interest on the lease liability and depreciation of the right of use, the lessee 

recognizes a single operating expense). 

The changes in the accounting standards do not reflect any change in the risk profiles, the cash 

flows of banks, or the real economics of lease transactions, but rather the decisions of accounting 

standard setters on how to present leasing assets and liabilities in lessee balance sheets. This 

change did not arise out of a concern related to banks and the regulatory capital position should 

therefore remain essentially unchanged. 

In this context, the Associations would like to call to the attention of the Basel Committee, and 

its relevant capital and accounting working groups, the following issues. 

1. Need to Confirm Capital Deduction not Intended.  The new accounting definition of “right 

of use” (ROU) assets under both standards has caused concern that such assets, so defined, might 

be treated as intangibles for purposes of prudential regulation by regulators or supervisors, even 

if they are presented in the balance sheet together with the underlying (tangible) assets under the 

accounting standards. While it is understood with appreciation from oral discussions with 

regulators that a change to the prudential framework, or interpretation thereof,  such that ROU 

assets would be treated as intangibles for prudential purposes is not intended and would not be 

appropriate, the question is important and the Associations consider that a written confirmation 

or perhaps an FAQ type of clarification to that effect by the Basel Committee is necessary for the 

avoidance of doubt or confusion by future bank officers, auditors, supervisors and regulators.   

The concern is that ROU assets, if characterized as intangibles, would have to be deducted from 

CET1, affecting risk-based capital ratios and the leverage ratio. If so, the accounting change 

could have a very substantial and disproportionate effect on those banks that have chosen to 

lease assets.
3
 An informal sample of five banks’ annual reports and estimated ROU assets 

showed impacts on CET1 ratios between 35bp and 200bp.
4
 

The stakes of clarifying this point are thus significant and the Associations request the 

Committee to address it in order to avoid unnecessary confusion or capital impacts in the future. 

2. Further Issues of Prudential Treatment.  Assuming, per the prior section, that a capital 

deduction is not required, the regulatory capital treatment of ROU assets under the new standard 

                                                        
3
 The IASB’s impact assessment indicates that it expects airlines, retailers, and travel and leisure entities to be most 

affected by the new standard, but it acknowledges that banks may also be affected as lessees of premises and other 

long-term assets.  Http://www.ifrs.org/Current-Projects/IASB-

Projects/Leases/Documents/IFRS_16_effects_analysis.pdf. 
4
 This issue was raised by the IIF Senior Accounting Group in a letter to the Committee in 2012. That letter is 

attached for reference. 
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still needs to be considered. Relatively extensive discussions among members indicate that 

different interpretations and views are possible; therefore, the Associations recommend that the 

Committee convene a stakeholder discussion, including banks, regulators, and standard setters to 

consider these questions more fully and arrive at appropriate and proportionate reflection of 

leases for purposes of the capital accord, given the new accounting treatments. We set out below 

a non-exhaustive overview of possible regulatory approaches we believe merit further 

consideration by the Committee. 

A related, fundamental question underlying the following discussions of possible approaches to 

dealing with the effects of leased assets under the new accounting is whether the prudential 

framework should continue to distinguish between leases that present a significant transfer of 

risks and rewards related to the underlying assets to a bank and those that do not. 

A. Consider the Lease Net for Capital Requirement Purposes?  A bank with leased assets 

has, on the one hand an ROU asset and, on the other, a corresponding lease obligation as a 

liability. Therefore, it would arguably be appropriate for prudential purposes to look at the net 

lease, i.e. the net of the ROU asset and the corresponding lease liability. 

The rationale for this approach would be its consistency with a linked approach to measurement 

of an ROU asset and corresponding lease obligation under accounting standards. Indeed, the 

IASB has argued that the values of the two components are linked at commencement of the 

lease.
5
  The approach would provide an exposure value at lease commencement for regulatory 

capital purposes that would be consistent with the lessee’s risk profile.
6
  This approach would 

also recognize the fact that the ROU lease asset and corresponding lease liability have the same 

contractual origin: one cannot exist without the other and their values are intrinsically linked. 

Furthermore, this is consistent with the P&L measurement approach and netted P&L 

presentation adopted by the FASB under the US GAAP leases standard.
7
  Lastly, this approach 

could be adopted consistently for regulatory purposes across firms using both IFRS and US 

GAAP. It would therefore be appropriate to consider the net lease for capital requirement 

purposes.   

B. Leverage Ratio.  Net treatment as described under Section 2A above could also be 

appropriate for Leverage Ratio purposes. Because a lease of operating assets (an “operating 

lease” regardless of the applicable accounting terminology) always has linked assets and 

liabilities, it is arguable that it does not create leverage to any meaningful degree.
8
 

                                                        
5
 IFRS 16.23-24. 

6
 Of course the actual net value could change subsequently depending on the legal terms and economics of a given 

lease, and the applicable accounting treatment. 
7
 ASC 842-20-30-5. 

8
 It is notable that the Basel leverage ratio already provides for prudential netting for derivatives that is distinct from 

accounting netting. 
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While this approach appears conceptually correct, looking at a bank’s leased assets for operating 

purposes, however, it does raise the question of consistency of treatment of what would have 

been considered financing and operating leases under the prior standards.
9
  It may be necessary 

to maintain some distinction between financing leases and leases of the type addressed here.  

Given that IFRS no longer provides for a distinction of operating and finance leases, the issue 

arises whether it would be appropriate to define an “operating” distinction for regulatory 

purposes in order to achieve the appropriate net treatment for “operating” leases as described 

above, while potentially maintaining the current regulatory treatment of “financing” leases. 

There are obviously plusses and minuses to this approach. This is a question that would best be 

resolved by stakeholder debate, which we believe would best be organized by the Committee. 

C. NSFR Treatment.  The objective of the Net Stable Funding Ratio (NSFR) is to limit 

excessive reliance on short-term or unstable funding. A lease of premises, equipment, or other 

operating assets entered into by a bank does not involve the kind of maturity transformation, 

which is intended to be contained by the NSFR, nor does it create any kind of reliance on short-

term funding that would erode a bank’s liquidity position in a way that could increase the risk of 

its failure and potentially lead to broader systemic stress. Once again, the crucial fact is that the 

ROU asset is directly linked contractually and economically to the corresponding liability.   

Therefore, if the ROU fixed asset attracts 100% RSF
10

, the corresponding liability should carry 

100% ASF.  (The liability side would be similar to the existing 100% ASF for secured liabilities 

over one year
11

, although for leased assets there would be no economic or prudential reason to 

limit the 100% ASF to remaining liabilities over one year.) 

D. International Consistency.  The type of stakeholder discussion suggested above could also 

consider other related issues, such as ways to assure that jurisdictional variations, especially 

between US GAAP and IFRS 16 are as far as possible removed from the Basel capital 

requirements, to avoid uneven playing field issues for capital and leverage ratios. 

 

 

 

                                                        
9
 IFRS 16 removes the distinction between financing and operating leases, while US GAAP still maintains it at the 

conceptual level (financing leases corresponding to capital leases under the old US GAAP terminology). See FASB 

update 2016-02 page 2 (The Board ultimately reached the conclusion that the economics of leases can vary for a 

lessee and that those economics should be reflected in the financial statements, therefore Topic 842 retains a 

distinction between finance leases and operating leases).  
10

  http://www.bis.org/bcbs/publ/d295.pdf Basel III: the net stable founding ratio (October 2014) point 21 (c.). 
11

  http://www.bis.org/bcbs/publ/d295.pdf Basel III: the net stable founding ratio (October 2014) point 43. 

http://www.bis.org/bcbs/publ/d295.pdf
http://www.bis.org/bcbs/publ/d295.pdf
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Conclusions.  The Associations offer these observations in the hope of facilitating easy and 

appropriate transition to regulatory treatments under the new accounting standards. They and 

their members stand ready to engage with the Committee or its working groups as appropriate to 

find convenient ways to confirm appropriate prudential treatment for leases of an operating 

nature affected by the new accounting standards. 

Should you have any questions, or to organize further discussion, please contact David Schraa 

(dschraa@iif.com) or Jacqueline Mills (Jacqueline.Mills@afme.eu).  

 

Very yours truly,  

 

 
 
 
David Schraa  

Regulatory Counsel 

Institute of International Finance (IIF) 

 

 

 

David Strongin 

Executive Director 

Global Financial Markets Association 

(GFMA) 
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