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The urban farmer growing food for profit on leased land is an increasingly popular and viable
business model for entrepreneurs seeking to capitalize on the growing demand for fresh,
locally-sourced produce. As cities expand and consumers become more conscious of food origins,
urban farming offers a unique opportunity to generate income without the high costs associated with
traditional rural farming. However, success in this venture requires careful planning, strategic use of
leased land, and a comprehensive understanding of the key factors that influence profitability. This
article explores essential strategies and considerations for urban farmers looking to grow food for
profit on leased land.

Understanding the Benefits of Urban Farming on Leased Land

Lower Capital Investment

One of the primary advantages of leasing land in urban areas is the reduced initial investment
compared to purchasing property outright. Leasing allows farmers to access prime locations without
the hefty property costs, making it more feasible to start small and expand gradually.

Flexibility and Location Options

Leased land provides the flexibility to experiment with different neighborhoods or types of produce.
Urban farmers can choose locations based on target markets, accessibility, and zoning regulations,
optimizing their chances for profitability.

Reduced Long-Term Risks

Leasing often comes with shorter commitments, enabling farmers to adapt to market changes or

shift focus if certain crops do not perform as expected. This flexibility minimizes long-term financial
risks.

Key Strategies for Growing Food for Profit on Leased Urban Land
1. Selecting the Right Location

Choosing a suitable site is critical for success. Consider factors such as proximity to markets,
access to transportation, sunlight exposure, soil quality, and local zoning laws.
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2. Conducting Soil and Site Analysis

Before planting, perform a thorough solil test to identify nutrient levels and contamination risks.
Urban soils may require amendments or raised beds to ensure healthy crop growth.

3. Designing a Productive Layout

Efficient use of space maximizes yields. Use intensive planting methods like vertical gardening,
container farming, and succession planting to increase productivity within limited areas.

4. Selecting Profitable Crops

Focus on high-demand, high-margin crops suitable for urban environments. Popular options include
microgreens, herbs, specialty vegetables, and exotic fruits.

5. Implementing Sustainable Practices
Adopt organic and sustainable farming techniques to appeal to health-conscious consumers and

reduce input costs. Practices like composting, rainwater harvesting, and integrated pest
management improve sustainability and profitability.

Managing Leased Land Effectively
1. Building a Strong Lease Agreement

Negotiate lease terms to include clauses on land use, renewal options, maintenance responsibilities,
and access rights. Clear agreements help prevent misunderstandings and protect your investment.

2. Maintaining Good Landowner Relations

Establish open communication with landowners. Good relationships can lead to lease renewals,
favorable terms, or assistance with land improvements.

3. Investing in Land Improvements
Enhance the land?s productivity by installing raised beds, irrigation systems, fencing, and soil
amendments. These improvements can increase yields and protect crops, ultimately boosting

profits.

4. Planning for Long-Term Use
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Even on leased land, consider implementing crop rotation and soil health practices that sustain
productivity over multiple seasons, ensuring continuous income streams.

Marketing and Selling Urban Farm Products for Profit

1. Identifying Target Markets

Determine whether to sell directly to consumers via farmers' markets, CSA (Community Supported
Agriculture) programs, or local restaurants. Each channel offers different advantages in terms of
profit margins and customer engagement.

2. Building a Brand

Create a compelling brand that emphasizes freshness, sustainability, and local sourcing. Use social
media, a website, and community events to increase visibility.

3. Leveraging Technology

Use online platforms for marketing, order management, and customer communication. Mobile apps
and social media can help reach a broader audience.

4. Diversifying Income Streams

Consider value-added products such as jams, pickles, or herbs dried for sale. Hosting farm tours,
workshops, or farm-to-table events can also generate additional revenue.

Legal and Regulatory Considerations
1. Zoning and Permitting

Ensure compliance with local zoning laws and obtain necessary permits for urban farming activities,
especially if selling food directly to consumers.

2. Food Safety Regulations

Adhere to health and safety standards, including proper handling, packaging, and labeling of
produce. Certification programs like Good Agricultural Practices (GAP) can enhance credibility.

3. Insurance and Liability

Secure appropriate insurance coverage to protect against crop loss, liability, and property damage.
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This is especially important when leasing land with varying ownership terms.

Financial Planning and Profitability Analysis
1. Budgeting and Cost Management

Track expenses related to land lease, seeds, soil amendments, labor, equipment, and marketing.
Controlling costs is vital to maintaining profitability.

2. Pricing Strategies

Set competitive prices based on production costs, market demand, and competitor pricing. Consider
offering subscriptions or pre-paid plans to secure upfront income.

3. Record-Keeping and Monitoring

Maintain detailed records of yields, sales, expenses, and customer feedback. Data-driven insights
help optimize operations and increase profit margins.

Challenges and Solutions for Urban Farmers on Leased Land

Challenges

- Land access and lease stability

- Soil contamination and quality issues
- Limited space and resources

- Regulatory hurdles

- Market competition

Solutions

- Negotiate favorable lease terms and build strong relationships with landowners
- Use raised beds, container gardening, and soil remediation techniques

- Focus on high-value crops and niche markets

- Stay informed about local regulations and obtain necessary permits

- Differentiate through quality, branding, and customer engagement

Conclusion: Turning Leased Land into a Profitable Urban Farm
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Growing food for profit on leased urban land offers a compelling pathway for aspiring farmers and
entrepreneurs. By carefully selecting locations, implementing sustainable and efficient practices,
establishing strong relationships with landowners, and effectively marketing products, urban farmers
can create a thriving business. While challenges exist?such as limited space, regulatory hurdles,
and market competition?proactive planning and adaptability can turn these obstacles into
opportunities. With dedication, strategic management, and a focus on quality and community
engagement, urban farmers can successfully leverage leased land to produce profitable, fresh, and
locally-loved food in the heart of the city.

Urban Farming on Leased Land: A Profitable Venture for Modern Agripreneurs

In recent years, urban farming has transitioned from a niche hobby to a viable business model.
Among the various approaches, growing food for profit on leased land stands out as a flexible,
scalable, and sustainable way for entrepreneurs to tap into the booming local food movement. This
article explores the intricacies of urban farming on leased properties, providing expert insights,
practical strategies, and a comprehensive guide for aspiring urban farmers aiming to turn their green
thumbs into a profitable enterprise.

Understanding Urban Farming on Leased Land

Urban farming on leased land involves utilizing city or suburban plots?often small, underutilized, or
vacant spaces?by leasing them from landowners. This model offers a unique blend of accessibility,
lower upfront costs, and flexibility compared to purchasing property outright. The core idea is to
leverage leased spaces for high-yield, market-oriented food production, combining innovative
agricultural techniques with savvy business practices.

Why Leased Land?

- Lower Capital Investment: Leasing reduces the significant upfront costs associated with land
acquisition, allowing farmers to allocate resources toward infrastructure, seeds, and marketing.

- Flexibility: Leases can be short-term or long-term, enabling experimentation with different crops,
farming methods, and markets without long-term commitments.

- Location Advantages: Urban areas often have high foot traffic, close proximity to consumers,
and access to markets, making it easier to sell fresh produce directly or through local channels.

Advantages of Urban Farming on Leased Land

- Cost-Effectiveness
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Leasing land minimizes initial capital expenditure, making urban farming accessible for
entrepreneurs with limited funds. It also reduces risks associated with land ownership, such as
property depreciation or market fluctuations.

- Rapid Setup and Scalability
Since urban farmers are not tied to long-term property investments, they can quickly set up
operations, test different crops, and scale up or down based on market demand.

- Strategic Location
Urban farms situated near consumers or restaurants facilitate direct sales, reducing transportation
costs and providing fresher produce. This proximity can also open opportunities for farm-to-table
partnerships and subscription models.

- Community Engagement and Branding
Urban farms often serve as community hubs, educating residents about sustainable agriculture,
healthy eating, and environmental stewardship. This enhances brand loyalty and market
differentiation.

- Innovative Growing Techniques

Leased urban spaces are ideal for experimenting with vertical farming, hydroponics, aquaponics,
and other high-tech methods that maximize productivity in limited spaces.

Key Challenges and How to Overcome Them

While the prospects are promising, urban farming on leased land comes with specific challenges:

- Lease Terms and Stability

- Challenge: Short-term leases can threaten long-term planning.
- Solution: Negotiate lease agreements that favor longer durations or renewal options. Build
strong relationships with landowners by demonstrating professionalism and mutual benefits.
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- Space Limitations

- Challenge: Limited space constrains crop variety and volume.
- Solution: Adopt vertical farming and intensive planting technigques to maximize yields in small
footprints.

- Zoning and Regulatory Constraints

- Challenge: Urban areas may have zoning laws restricting certain farming activities.
- Solution: Engage with local authorities early to understand regulations, obtain necessary
permits, and align operations with city codes.

- Access to Resources

- Challenge: Limited access to water, electricity, or soil amendments.
- Solution: Use container-based systems, rainwater harvesting, and soil-less media to reduce
infrastructural dependence.

- Market Access and Competition

- Challenge: Standing out in crowded markets.
- Solution: Focus on specialty crops, organic produce, or unique value-added products. Build
branding around quality, sustainability, or local provenance.

Strategies for Success in Urban Farming on Leased Land
Achieving profitability requires strategic planning and execution. Here are essential steps:
Market Research and Crop Selection

- Identify local demand for specific vegetables, herbs, or microgreens.

- Consider high-margin crops such as specialty greens, organic herbs, edible flowers, or niche
products like microgreens and baby vegetables.
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- Experiment with seasonality to extend sales periods.

Maximizing Space and Yield

- Vertical Farming: Use shelving, towers, or hanging systems to grow upward.
- Container Gardening: Employ pots, raised beds, or hydroponic units for flexible setups.
- Crop Rotation and Succession Planting: Ensure continuous harvests and soil health.

Implementing Sustainable Practices

- Use organic fertilizers, composting, and integrated pest management.
- Incorporate water-saving techniques like drip irrigation.
- Develop energy-efficient systems for indoor farms.

Building Strong Market Channels

- Sell directly to consumers via farmers? markets, CSA (Community Supported Agriculture)
programs, or online platforms.

- Partner with local restaurants, grocery stores, or catering services.

- Engage with community groups and local initiatives to increase visibility.

Financial Planning and Cost Management

- Track expenses meticulously.
- Price products appropriately to cover costs and ensure profit margins.
- Diversify income streams through workshops, farm tours, or value-added products.

Case Studies of Successful Urban Farmers on Leased Land
Case Study 1: The Microgreen Startup

A young entrepreneur leased a 500-square-foot rooftop in downtown Chicago. Using vertical towers
and LED grow lights, they cultivated microgreens and herbs. By targeting local restaurants and
farmers? markets, they achieved monthly revenues exceeding $3,000 within the first six months,
with profit margins of around 40%. Key to their success was efficient space utilization and building
strong relationships with chefs.
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Case Study 2: The Community Farm

In Brooklyn, a collective leased a vacant lot for an urban farm. They adopted organic practices and
offered CSA subscriptions, local sales, and educational workshops. The farm became a community
hub, generating steady income and fostering local support. Their lease agreement included options
for extension, securing long-term operation.

Legal and Regulatory Considerations

Before starting, urban farmers must navigate legal aspects:

- Lease Agreements: Clarify permitted uses, duration, renewal options, maintenance
responsibilities, and liability clauses.

- Zoning Laws: Confirm that farming activities are allowed in the leased area.

- Permits and Licenses: Obtain necessary health permits, water use approvals, and business
licenses.

- Insurance: Consider liability and property insurance to protect against unforeseen events.

Engaging with local agricultural extension offices, legal advisors, and landowners ensures
compliance and smooth operation.

Future Trends and Opportunities

Urban farming on leased land is evolving rapidly, driven by technological advancements and
consumer preferences:

- Smart Farming Technologies: 10T sensors, automation, and data analytics optimize resource
use and yields.

- Agrihoods and Community Land Trusts: Innovative models that combine community
development with urban agriculture.

- Policy Support: Cities increasingly recognize urban agriculture?s benefits, offering grants,
zoning allowances, and support programs.

- Sustainable and Regenerative Practices: Focus on soil health, biodiversity, and carbon
sequestration to attract eco-conscious consumers.

Conclusion: Turning Leased Land into Profitable Green Spaces

Growing food for profit on leased urban land is not only feasible but increasingly attractive for
modern agripreneurs. Success hinges on strategic planning, innovative techniques, community
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engagement, and understanding local regulations. While challenges exist, they can be mitigated
through careful negotiation, resourcefulness, and a commitment to quality and sustainability.

Urban farming on leased land embodies the spirit of resilient, adaptable, and community-oriented
agriculture. As demand for fresh, local, and sustainable food continues to grow, so do opportunities
for entrepreneurs willing to cultivate their dreams?literally?on city rooftops, vacant lots, and
underutilized spaces. For those with a passion for farming and a business mindset, the urban farm
on leased land offers a fertile ground for profit, purpose, and positive impact.

QuestionAnswer What are the key benefits of leasing land for urban farming to generate profit?
Leasing land allows urban farmers to access affordable space without high property costs, reduces
initial investment risks, and offers flexibility to test different crops or farming models, ultimately
enhancing profitability and sustainability. What legal considerations should urban farmers keep in
mind when growing food on leased land? Farmers should review lease agreements for land use
restrictions, ensure compliance with local zoning and health regulations, obtain necessary permits,
and clarify responsibilities related to land maintenance, liability, and renewal terms to prevent legal
issues. Which crops are most profitable for urban farmers growing on leased land? High-demand,
quick-yield crops such as microgreens, herbs, specialty vegetables, and organic produce tend to be
most profitable due to their fast turnaround, higher market value, and suitability for small-scale urban
operations. How can urban farmers maximize profit while growing food on leased land? Farmers can
maximize profit by implementing efficient farming practices, diversifying crops, establishing
direct-to-consumer sales channels like farmers' markets or CSA programs, optimizing space
utilization, and leveraging urban agriculture grants or subsidies. What are common challenges faced
by urban farmers growing on leased land, and how can they overcome them? Challenges include
lease insecurity, limited space, soil quality issues, and access to resources. Overcoming these
involves negotiating long-term leases, employing container or vertical farming techniques, improving
soil through amendments, and building strong relationships with landowners and the community.

Related keywords: urban farming, city agriculture, lease farming, urban gardening, profitable

farming, rooftop farming, city crop cultivation, lease land farming, sustainable urban agriculture,
commercial urban farming

las 17 full standard

IAS 17 Full Standard

IAS 17 (International Accounting Standard 17) was a key accounting standard issued by the
International Accounting Standards Board (IASB) that provided guidance on the accounting
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treatment of leases. It aimed to ensure transparency and consistency in how companies recognize,
measure, and disclose lease transactions in their financial statements. However, IAS 17 has now
been replaced by IFRS 16, which came into effect on January 1, 2019. Despite this, understanding
IAS 17 remains vital for comprehending historical financial statements and the evolution of lease
accounting standards.

In this comprehensive guide, we delve into the full standard of IAS 17, covering its scope,
definitions, classification of leases, accounting treatments for lessors and lessees, disclosures, and
key differences from subsequent standards. This article is structured to optimize your understanding
and improve your knowledge for academic, professional, or practical applications.

Overview of IAS 17 Full Standard

IAS 17 was designed to prescribe the accounting policies and procedures for leases, including how
to recognize, measure, and disclose lease transactions. The core objective was to reflect the
economic substance of lease arrangements accurately in financial statements, ensuring users could
assess the impact of leasing activities on an entity?s financial position and performance.

Key Objectives of IAS 17

- To determine how to recognize lease income and lease expenses.
- To specify the measurement criteria for leases.
- To provide disclosure requirements that give insight into lease commitments and risks.

Scope and Application of IAS 17

IAS 17 applied to all leases, except:

- Leases to explore or use mineral, oil, and natural gas reserves.

- Leases of biological assets.

- Leases of investment property to the extent that they are accounted for under IAS 40.
- Leases to which the lessee is a lessor under a finance lease.

Entities Subject to IAS 17:

- Both lessees and lessors.
- Entities preparing financial statements under IFRS or other compatible frameworks.
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Definitions in IAS 17

Understanding key terminology is essential for applying IAS 17 correctly:
Leases

An agreement whereby the lessor conveys the right to use an asset for an agreed period in
exchange for consideration.

Lessee

The party that obtains the right to use the leased asset.

Lessor

The party that grants the right to use the asset.

Operating Lease

A lease that does not transfer substantially all risks and rewards incidental to ownership.
Finance Lease

A lease that transfers substantially all risks and rewards incidental to ownership.

Lease Classification Under IAS 17

One of the pivotal aspects of IAS 17 is the classification of leases into two categories:

- Operating Leases

- Recognized as an expense on a straight-line basis over the lease term.
- Lease payments are recognized as an expense in the income statement.
- The leased asset does not appear on the lessee?s balance sheet.

- Finance Leases (or Capital Leases)
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- Recognized on the lessee?s balance sheet as an asset and a liability.

- At the inception of the lease, the asset and liability are recognized at the lower of fair value and
the present value of minimum lease payments.

- The lessee depreciates the leased asset over its useful life.

Accounting Treatment for Lessors Under IAS 17
Lessors also classify leases into operating and finance leases, with distinct accounting implications:

Operating Lease (Lessor Perspective)

- Lease income is recognized on a straight-line basis over the lease term.
- The leased asset remains on the lessor?s balance sheet.
- Expenses related to the leased asset are recognized accordingly.

Finance Lease (Lessor Perspective)
- The lessor derecognizes the asset and recognizes a receivable at an amount equal to the net
investment in the lease.

- Interest income is recognized over the lease term based on the net investment.
- The leased asset is removed from the lessor?s balance sheet.

Lessee Accounting under IAS 17
The treatment depends on lease classification:
Operating Lease (Lessee)
- Lease payments are recognized as an expense on a straight-line basis over the lease term.
- No asset or liability is recorded on the balance sheet.
Finance Lease (Lessee)
- Recognize asset and liability at the lower of fair value and present value of minimum lease
payments.

- Depreciate the asset over its useful life.
- Interest expense is recognized over the lease term.
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Lessor Accounting under IAS 17
Lessor?s accounting is also dependent on lease classification:

Operating Lease

- Asset remains on the lessor?s balance sheet.
- Lease income is recognized on a straight-line basis over the lease period.
- Expenses related to the leased asset are recognized accordingly.

Finance Lease

- Lessors derecognize the asset and recognize a receivable.
- Lease payments are split between interest income and reduction of receivable.
- The leased asset is removed from the lessor?s balance sheet.

Disclosures Required by IAS 17
Transparency is a fundamental aspect of IAS 17. Entities must disclose:
- Total future minimum lease payments under non-cancellable operating leases.

- Total minimum lease payments for finance leases.
- Contingent rents recognized during the period.

- The total amount of lease commitments payable within the next year and beyond.

- Significant leasing arrangements that could impact financial position.
These disclosures help users evaluate the entity?s lease obligations and risks.

Differences Between IAS 17 and IFRS 16

IAS 17 was replaced by IFRS 16, which introduced significant changes:

Vol. 2024, Issue 2

- Recognition of Leases: IFRS 16 requires lessees to recognize most leases on the balance sheet

as a right-of-use asset and lease liability.

- Lease Classification: IFRS 16 eliminates the distinction between operating and finance leases

for lessees.

- Impact on Financial Ratios: Recognizing lease liabilities affects debt ratios, EBITDA, and other
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key metrics.
- Simplified Lessee Accounting: Under IFRS 16, lessees no longer classify leases as operating or
finance; instead, a single model applies.

Practical Implications of IAS 17

Understanding IAS 17 is crucial for:

- Financial Reporting: Ensuring accurate reflection of leasing activities.

- Auditing and Compliance: Verifying adherence to standards.

- Decision-Making: Providing stakeholders with transparent lease information.

- Historical Analysis: Interpreting past financial statements prepared under IAS 17.

Conclusion

IAS 17 full standard played a vital role in lease accounting until its replacement by IFRS 16. Its
comprehensive guidance on lease classification, recognition, measurement, and disclosure laid the
foundation for transparent financial reporting of leasing transactions. While the new standard
introduces more uniformity and on-balance-sheet recognition for lessees, understanding IAS 17
remains important for analyzing historical data, preparing comparative reports, and grasping the
evolution of lease accounting standards. Whether you are an accountant, auditor, student, or
financial analyst, mastering the principles of IAS 17 is essential for a thorough understanding of
lease-related financial reporting.

Keywords: IAS 17, lease accounting, operating lease, finance lease, lessor, lessee, lease
classification, lease disclosures, IFRS 16, lease recognition, lease standard.

IAS 17 (International Accounting Standard 17) was a pivotal standard issued by the International
Accounting Standards Committee (IASC) that outlined the accounting treatment for leases. It aimed
to ensure consistency and transparency in how lessees and lessors account for lease transactions,
thereby improving comparability across financial statements globally. Although IAS 17 was replaced
by IFRS 16 effective January 1, 2019, understanding its full scope, principles, and implications
remains essential for comprehending the evolution of lease accounting and the foundation upon
which current standards are built.

Introduction to IAS 17

Originally issued in 1982, IAS 17 provided comprehensive guidance on how entities should classify,
recognize, measure, and disclose lease transactions in their financial statements. Its primary goal
was to reflect the economic reality of lease arrangements, distinguishing between leases that
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effectively transfer risks and rewards of ownership and those that do not.

IAS 17 was designed to improve financial reporting by providing clear definitions and consistent
procedures for lease accounting, thus enabling investors, creditors, and other stakeholders to make
more informed decisions.

Scope and Application of IAS 17
Scope of IAS 17
IAS 17 applied to all lease agreements, whether they were finance leases or operating leases, with

specific exceptions such as:

- Leases of biological assets (e.g., timber, livestock)

- Leases to explore for or use natural resources

- Service contracts that do not transfer substantially all risks and rewards incidental to ownership
- Leases of investment property under certain conditions

The standard covered both lessees (the party leasing the asset) and lessors (the party granting the
lease).

Application Principles
The standard prescribed how to classify leases and recognize them in financial statements, based
on the transfer of risks and rewards. This classification determined the accounting treatment:

- Finance Lease (Lessee): Recognized as an asset and liability.

- Operating Lease (Lessee): Recognized lease payments as an expense over the lease term.

Lessor classifications included finance leases and operating leases, each with distinct recognition
and measurement rules.

Lease Classification under IAS 17
Lessee Accounting

The classification as either a finance lease or an operating lease depended on whether substantially
all the risks and rewards of ownership were transferred from the lessor to the lessee.
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Finance Lease Criteria:

A lease was classified as a finance lease if it met any of the following conditions:

- The lease transfers ownership of the asset to the lessee by the end of the lease term.

- The lessee has an option to purchase the asset at a price expected to be significantly lower than
fair value.

- The lease term covers the major part of the economic life of the asset.

- The present value of lease payments equals or exceeds substantially the fair value of the asset.

- The leased asset is of a specialized nature with no alternative use for the lessor at the end of
the lease.

Operating Lease:
If none of the above criteria were met, the lease was classified as operating.
Accounting Treatment:
- Finance Lease: Recognized on the balance sheet as an asset and a liability at the lease?s
inception, measured at the lower of the fair value or the present value of minimum lease payments.
- Operating Lease: Recognized as an expense on a straight-line basis over the lease term, with
no asset or liability recorded.
Lessor Accounting
Lessors classified leases similarly:
- Finance Lease: Recognized as a sale of assets and recorded as a receivable representing the
net investment in the lease.

- Operating Lease: Kept the leased asset on the balance sheet and recognized lease income on
a straight-line basis over the lease term.

Measurement Principles in IAS 17
Lessee Accounting

In finance leases, the leased asset was initially recognized at the lower of the fair value of the asset
and the present value of minimum lease payments. Subsequently:
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- The asset was depreciated over its useful life.
- The lease liability was reduced as lease payments were made, with interest expense recognized
on the outstanding liability.

In operating leases, lease payments were expensed on a straight-line basis over the lease term,
with disclosures provided in notes.

Lessors Accounting
For finance leases, lessors recognized a receivable equal to the net investment in the lease,
including:

- Present value of lease payments

- Any unguaranteed residual value

Interest income was recognized over the lease term, reflecting a pattern that produced a constant
rate of return.

In operating leases, the leased asset remained on the lessor?s balance sheet, and income was
recognized on a straight-line basis.

Disclosures under IAS 17

To ensure transparency, IAS 17 mandated extensive disclosures, including:

- The total amount of minimum lease payments at the balance sheet date.
- Future lease commitments and their timing.

- The total rental expense recognized during the period.

- Sublease arrangements, if any.

- The nature of leasing arrangements and their terms.

These disclosures aimed to provide stakeholders with a clear understanding of an entity?s leasing
activities and their impact on financial position and performance.

Criticisms of IAS 17

Despite its widespread adoption, IAS 17 faced several criticisms:



the urban farmer growing food for profit on leased Document Vol. 2024, Issue 2

- Lack of Transparency for Operating Leases:

Operating leases, which often constituted a significant portion of lease commitments, were kept off
the balance sheet, leading to an understatement of liabilities and overstatement of assets and
equity.

- Complexity and Ambiguity:

The criteria for classifying leases sometimes resulted in inconsistent treatment, especially in

borderline cases.

- Limited Reflection of Economic Reality:

The standard did not require lessees to recognize assets and liabilities for operating leases, which
many argued did not accurately portray the economic substance of lease arrangements.

- Inconsistencies Across Jurisdictions:

Different interpretations and application led to comparability issues among entities in different
countries.

These criticisms fueled the development of new standards, notably IFRS 16, which aimed to
address these limitations.

Transition to IFRS 16 and the End of IAS 17

Starting January 1, 2019, IFRS 16 became effective, replacing IAS 17. The new standard
significantly altered lease accounting by:

- Eliminating the distinction between finance and operating leases for lessees.

- Requiring lessees to recognize almost all leases as assets and liabilities on the balance sheet.

- Providing a single, model-based lessee accounting approach that emphasizes the recognition of
right-of-use assets and lease liabilities.

This shift aimed to improve transparency and comparability by providing a more faithful
representation of lease obligations, aligning lease accounting with the principles of the conceptual
framework.



the urban farmer growing food for profit on leased Document Vol. 2024, Issue 2

However, IAS 17 remains relevant for historical financial statements, certain jurisdictions, and
entities not yet transitioned.

Conclusion: Legacy and Lessons from IAS 17

IAS 17 played a crucial role in shaping lease accounting practices worldwide for over three decades.
Its emphasis on classifying leases based on the transfer of risks and rewards provided a structured
approach, but also exposed limitations in transparency and consistency. The criticisms ultimately led
to the development of IFRS 16, reflecting an ongoing effort to enhance financial reporting.

Understanding IAS 17 is essential not only from a historical perspective but also for grasping the
evolution of lease accounting standards. It underscores the importance of transparency,
comparability, and faithful representation in financial statements?principles that continue to guide
standard-setters and practitioners today.

In summary, IAS 17 was a foundational standard that balanced simplicity with the need for detailed
disclosures, setting the stage for more comprehensive and transparent lease accounting
frameworks in the modern era.

QuestionAnswer What is IAS 17 and what does it cover? IAS 17 is an International Accounting
Standard that provides guidelines on accounting for leases, including the recognition, measurement,
and disclosure of lease transactions in financial statements. How did the introduction of IFRS 16
impact the relevance of IAS 17? IFRS 16 replaced IAS 17 for lessees, requiring most leases to be
recognized on the balance sheet, thereby reducing the prominence of IAS 17; however, IAS 17
remains relevant for lessors and certain lease classifications. What are the main classifications of
leases under IAS 17? IAS 17 classifies leases into finance leases and operating leases, based on
whether the risks and rewards of ownership are transferred to the lessee or not. How should a
lessee account for a finance lease under IAS 17? A lessee should recognize a finance lease as an
asset and a liability at the lease's inception, with subsequent depreciation of the asset and interest
expense on the liability. What disclosure requirements does IAS 17 mandate for leases? IAS 17
requires disclosures about the total amount of minimum lease payments, future lease commitments,
depreciation policies, and the amount of expenses recognized for operating leases. Are there any
significant differences between IAS 17 and IFRS 167 Yes, IFRS 16 requires lessees to recognize
most leases on the balance sheet, eliminating the distinction between operating and finance leases
for lessees, which is a key difference from IAS 17. Is IAS 17 still applicable to certain types of leases
or entities? IAS 17 remains applicable for lessors and for specific lease arrangements not covered
by IFRS 16, such as certain short-term or low-value leases. What are the key measurement
principles in IAS 17 for lease recognition? IAS 17 stipulates that lease assets and liabilities should
be initially measured at the present value of minimum lease payments, discounted using the interest
rate implicit in the lease or the lessee?s incremental borrowing rate. How does IAS 17 impact
financial statement presentation? IAS 17 affects both the balance sheet and income statement by



the urban farmer growing food for profit on leased Document Vol. 2024, Issue 2

recognizing lease assets, liabilities, depreciation, and interest expenses, providing a more
comprehensive view of lease obligations.

Related keywords: IAS 17, lease accounting, operating leases, finance leases, lease classification,
lease recognition, lease disclosure, lease term, lease payments, lease amortization
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