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A Practical Research of Implementation of
International Public Sector Accounting
Standard 43 “Leases” in Taiwanese Government

Public Agencies

Abstract

Current accounting requirements for leases in the public agencies
of Taiwanese government were developed based on International Public
Sector Accounting Standard 13 “Leases,” which classifies leases as either
operating leases or financial leases. Lessees are not required to recognize
the assets and liabilities arising from operating lease, leading the lack of
transparency in the accounting information and failing to meet the needs
of the financial statement users. International Public Sector Accounting
Standards Board (IPSASB), referencing International Financial Reporting
Standard 16 “Lease” (IFRS 16), has developed and issued International
Public Sector Accounting Standard 43 “Lease” (IPSAS 43), which requires
lessees to recognize the right-of-use assets and lease liabilities, and to
recognize the depreciation expense of right-of-use assets and interest
expense of lease liabilities over time. This enhances the transparency of
financial statements in the public sector, mitigates the information

asymmetry, and improves the comparability of financial statements.

To evaluate the practical implications of introducing IPSAS 43 into
government agencies, this research firstly compared the differences
between the requirements of IPSAS 43, Taiwan’s Governmental
Accounting Standards, and IFRS 16. Subsequently, the research team

collected the lease contracts of the public sectors from Directorate-General



of Budget, Accounting and Statistics, Executive Yuan, R.O.C.(Taiwan),
from which the team selected representative cases to calculate and analyze

the impact on financial statements resulting from implementing IPSAS 43.

The conclusion of this research suggests that implementing IPSAS
43 will result in public sectors reporting financial information that more
faithfully represents the economics substance of the transactions and
enhancing the comparability, meeting the information needs of users of
financial statements. Nevertheless, many contracts entered in by the public
sectors are complex. Determining whether a contract contains a lease,
disaggregating components of a contract, and determining the lease term
all require a detailed analysis of the contracts and the use of professional
judgment. Further, implementing IPSAS 43 will increase the complexity
of accounting to the public sector. The public sector might need to examine
the current information system’s capacity and amend the internal operation
procedures accordingly. Consequently, this research recommends that if
Taiwanese government public agencies decide to implement IPSAS 43,
each public sector should start to monitor the operation procedures to make
sure lease contracts can be identified — this involves not only the procedures
of financial department but also the department that initiates the lease
transactions. Moreover, all public sectors should equip a robust
information system to maintain the accuracy and completeness of the data
related to the contracts. In addition, Taiwan’s Governmental Accounting
Standards could be amended by referencing to standards issued by IPSASB,
outlining accounting requirements for lease in a separately standard so that
the accounting requirements for lease are more specific, enabling preparers

of financial statements to apply relevant requirements.

Keywords: IPSAS 43, IFRS 16, Taiwan’s Governmental Accounting
Standards, Single Model, Right-of-Use Asset, Lease Liability
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115/6/30 2,108,754 5,525 (304,416) 1,809,863
115/9/30 1,809,863 4,742 (304,416) 1,510,189
115/12/31 1,510,189 3,957 (304,416) 1,209,730
116/3/31 1,209,730 3,169 (304,416) 908,483
116/6/30 908,483 2,380 (304,416) 606,448
116/9/30 606,448 1,589 (304,416) 303,621
116/12/31 303,621 795 (304,416) 0
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112/3/31 7,083,680 354,184 6,729,496
112/6/30 6,729,496 354,184 6,375,312
112/9/30 6,375,312 354,184 6,021,128
112/12/31 6,021,128 354,184 5,666,944
113/3/31 5,666,944 354,184 5,312,760
113/6/30 5,312,760 354,184 4,958,576
113/9/30 4,958,576 354,184 4,604,392
113/12/31 4,604,392 354,184 4,250,208
114/3/31 4,250,208 354,184 3,896,024
114/6/30 3,896,024 354,184 3,541,840
114/9/30 3,541,840 354,184 3,187,656
114/12/31 3,187,656 354,184 2,833,472
115/3/31 2,833,472 354,184 2,479,288
115/6/30 2,479,288 354,184 2,125,104
115/9/30 2,125,104 354,184 1,770,920
115/12/31 1,770,920 354,184 1,416,736
116/3/31 1,416,736 354,184 1,062,552
116/6/30 1,062,552 354,184 708,368
116/9/30 708,368 354,184 354,184
116/12/31 354,184 354,184 0
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112/3/31 15,521 354,184 369,705 362,400 -7,305
112/6/30 14,764 354,184 368,948 362,400 -6,548
112/9/30 14,005 354,184 368,189 362,400 -5,789
112/12/31 13,244 354,184 367,428 362,400 -5,028
113/3/31 12,481 354,184 366,665 362,400 -4,265
113/6/30 11,716 354,184 365,900 362,400 -3,500
113/9/30 10,950 354,184 365,134 362,400 -2,734
113/12/31 10,181 354,184 364,365 362,400 -1,965
114/3/31 9,410 354,184 363,594 362,400 -1,194
114/6/30 8,637 354,184 362,821 362,400 -421
114/9/30 7,862 354,184 362,046 362,400 354
114/12/31 7,085 354,184 361,269 362,400 1,131
115/3/31 6,306 354,184 360,490 362,400 1,910
115/6/30 5,525 354,184 359,709 362,400 2,691
115/9/30 4,742 354,184 358,926 362,400 3,474
115/12/31 3,957 354,184 358,141 362,400 4,259
116/3/31 3,169 354,184 357,354 362,400 5,046
116/6/30 2,380 354,184 356,564 362,400 5,836
116/9/30 1,589 354,184 355,773 362,400 6,627
116/12/31 795 354,184 354,980 362,400 7,420
164,320 7,083,680 7,248,000 7,248,000 0
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IPSAS 43 Leases

3.

(a)

(b)

(©)

(d)

(@)
(b)

10.

14.

15.

An entity shall apply this Standard to all leases, including leases of right-of-use

assets in a sublease, except for:

Leases to explore for or use minerals, oil, natural gas and similar non-regenerative
resources;

Leases of biological assets within the scope of IPSAS 27, Agriculture held by a
lessee;

Service concession arrangements within the scope of IPSAS 32, Service
Concession Arrangements: Grantor; and

Rights held by a lessee under licensing agreements within the scope of IPSAS 31,
Intangible Assets for such items as motion picture films, video recordings, plays,
manuscripts, patents and copyrights.

A lessee may elect not to apply the requirements in paragraphs 23-52 to:
Short-term leases; and

Leases for which the underlying asset is of low value (as described in paragraphs
AG4- AGY).

At inception of a contract, an entity shall assess whether the contract is, or contains,
a lease. A contract is, or contains, a lease if the contract conveys the right to control
the use of an identified asset for a period of time in exchange for consideration.
Paragraphs AG10— AG32 set out guidance on the assessment of whether a contract

is, or contains, a lease.

For a contract that contains a lease component and one or more additional lease or
non-lease components, a lessee shall allocate the consideration in the contract to
each lease component on the basis of the relative stand-alone price of the lease

component and the aggregate stand-alone price of the non-lease components.

The relative stand-alone price of lease and non-lease components shall be
determined on the basis of the price the lessor, or a similar supplier, would charge
an entity for that component, or a similar component, separately. If an observable
stand-alone price is not readily available, the lessee shall estimate the stand-alone

price, maximizing the use of observable information.
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18.

19.

(@)

(b)

20.

21.

(a)
(b)

23.

24,

25.

()

(b)

()

For a contract that contains a lease component and one or more additional lease or
non-lease components, a lessor shall allocate the consideration in the contract

applying IFRS 15 Revenue from Contracts with Customers.

An entity shall determine the lease term as the non-cancellable period of a lease,
together with both:

Periods covered by an option to extend the lease if the lessee is reasonably certain

to exercise that option; and

Periods covered by an option to terminate the lease if the lessee is reasonably certain

not to exercise that option.

In assessing whether a lessee is reasonably certain to exercise an option to extend
a lease, or not to exercise an option to terminate a lease, an entity shall consider all
relevant facts and circumstances that create an economic incentive for the lessee to
exercise the option to extend the lease, or not to exercise the option to terminate the

lease, as described in paragraphs AG38—-AG41.

A lessee shall reassess whether it is reasonably certain to exercise an extension
option, or not to exercise a termination option, upon the occurrence of either a

significant event or a significant change in circumstances that:
Is within the control of the lessee; and

Aftects whether the lessee is reasonably certain to exercise an option not previously
included in its determination of the lease term, or not to exercise an option
previously included in its determination of the lease term (as described in paragraph
AG42).

At the commencement date, a lessee shall recognize a right-of-use asset and a lease
liability.

At the commencement date, a lessee shall measure the right-of-use asset at cost.
The cost of the right-of-use asset shall comprise:

The amount of the initial measurement of the lease liability, as described in

paragraph 27;

Any lease payments made at or before the commencement date, less any lease

incentives received;

Any initial direct costs incurred by the lessee; and
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(d)

26.

217.

28.

(@)

(b)

(©)

(d)

()

29.

An estimate of costs to be incurred by the lessee in dismantling and removing the
underlying asset, restoring the site on which it is located or restoring the underlying
asset to the condition required by the terms and conditions of the lease, unless those
costs are incurred to produce inventories. The lessee incurs the obligation for those
costs either at the commencement date or as a consequence of having used the

underlying asset during a particular period.

A lessee shall recognize the costs described in paragraph 25(d) as part of the cost
of the right-of- use asset when it incurs an obligation for those costs. A lessee
applies IPSAS 12, Inventories to costs that are incurred during a particular period
as a consequence of having used the right-of-use asset to produce inventories during
that period. The obligations for such costs accounted for applying this Standard or
IPSAS 12 are recognized and measured applying IPSAS 19, Provisions, Contingent

Liabilities, and Contingent Assets.

At the commencement date, a lessee shall measure the lease liability at the present
value of the lease payments that are not paid at that date. The lease payments shall
be discounted using the interest rate implicit in the lease, if that rate can be readily
determined. If that rate cannot be readily determined, the lessee shall use the

lessee’s incremental borrowing rate.

At the commencement date, the lease payments included in the measurement of the
lease liability comprise the following payments for the right to use the underlying

asset during the lease term that are not paid at the commencement date:

Fixed payments (including in-substance fixed payments as described in paragraph

AG43), less any lease incentives receivable;

Variable lease payments that depend on an index or a rate, initially measured using

the index or rate as at the commencement date (as described in paragraph 29);
Amounts expected to be payable by the lessee under residual value guarantees;

The exercise price of a purchase option if the lessee is reasonably certain to exercise
that option (assessed considering the factors described in paragraphs AG38—-AG41);

and

Payments of penalties for terminating the lease, if the lease term reflects the lessee

exercising an option to terminate the lease.

Variable lease payments that depend on an index or a rate described in paragraph

28(b) include, for example, payments linked to a consumer price index, payments
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30.

31.

(a)
(b)

32.

33.

34.

35.

36.

37.

(@)
(b)

linked to a benchmark interest rate (such as LIBOR) or payments that vary to reflect

changes in market rental rates.

After the commencement date, a lessee shall measure the right-of-use asset
applying a cost model, unless it applies either of the measurement models described

in paragraphs 35 and 36.

To apply a cost model, a lessee shall measure the right-of-use asset at cost:

Less any accumulated depreciation and any accumulated impairment losses; and
Adjusted for any remeasurement of the lease liability specified in paragraph 37(c).

A lessee shall apply the depreciation requirements in IPSAS 17 in depreciating the

right-of-use asset, subject to the requirements in paragraph 33.

If the lease transfers ownership of the underlying asset to the lessee by the end of
the lease term or if the cost of the right-of-use asset reflects that the lessee will
exercise a purchase option, the lessee shall depreciate the right-of-use asset from
the commencement date to the end of the useful life of the underlying asset.
Otherwise, the lessee shall depreciate the right-of-use asset from the
commencement date to the earlier of the end of the useful life of the right-of-use

asset or the end of the lease term.

A lessee shall apply IPSAS 21, Impairment of Non-Cash-Generating Assets or
IPSAS 26, Impairment of Cash-Generating Assets, as appropriate, to determine
whether the right-of-use asset is impaired and to account for any impairment loss
identified.

If a lessee applies the fair value model in IPSAS 16, Investment Property to its
investment property, the lessee shall also apply that fair value model to right-of-use

assets that meet the definition of investment property in IPSAS 16.

If right-of-use assets relate to a class of property, plant and equipment to which the
lessee applies the revaluation model in IPSAS 17, a lessee may elect to apply that
revaluation model to all of the right-of-use assets that relate to that class of property,

plant and equipment.
After the commencement date, a lessee shall measure the lease liability by:
Increasing the carrying amount to reflect interest on the lease liability;

Reducing the carrying amount to reflect the lease payments made; and
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38.

39.

(a)
(b)

40.

41.

(@)

(b)

42.

Remeasuring the carrying amount to reflect any reassessment or lease
modifications specified in paragraphs 40—47, or to reflect revised in-substance fixed

lease payments (see paragraph AG43).

Interest on the lease liability in each period during the lease term shall be the
amount that produces a constant periodic rate of interest on the remaining balance
of the lease liability. The periodic rate of interest is the discount rate described in
paragraph 27, or if applicable the revised discount rate described in paragraph 42,
paragraph 44 or paragraph 46(c).

After the commencement date, a lessee shall recognize in surplus or deficit, unless
the costs are included in the carrying amount of another asset applying other

applicable Standards, both:
Interest on the lease liability; and

Variable lease payments not included in the measurement of the lease liability in

the period in which the event or condition that triggers those payments occurs.

After the commencement date, a lessee shall apply paragraphs 41-44 to remeasure
the lease liability to reflect changes to the lease payments. A lessee shall recognize
the amount of the remeasurement of the lease liability as an adjustment to the right-
of-use asset. However, if the carrying amount of the right-of-use asset is reduced to
zero and there is a further reduction in the measurement of the lease liability, a
lessee shall recognize any remaining amount of the remeasurement in surplus or

deficit.

A lessee shall remeasure the lease liability by discounting the revised lease

payments using a revised discount rate, if either:

There is a change in the lease term, as described in paragraphs 21-22. A lessee shall

determine the revised lease payments on the basis of the revised lease term; or

There is a change in the assessment of an option to purchase the underlying asset,
assessed considering the events and circumstances described in paragraphs 21-22
in the context of a purchase option. A lessee shall determine the revised lease

payments to reflect the change in amounts payable under the purchase option.

In applying paragraph 41, a lessee shall determine the revised discount rate as the
interest rate implicit in the lease for the remainder of the lease term, if that rate can
be readily determined, or the lessee’s incremental borrowing rate at the date of

reassessment, if the interest rate implicit in the lease cannot be readily determined.
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43.

(@)

(b)

44,

45,

(@)

(b)

46.

(@)
(b)
(©)

47.

A lessee shall remeasure the lease liability by discounting the revised lease

payments, if either:

There is a change in the amounts expected to be payable under a residual value
guarantee. A lessee shall determine the revised lease payments to reflect the change

in amounts expected to be payable under the residual value guarantee.

There is a change in future lease payments resulting from a change in an index or a
rate used to determine those payments, including for example a change to reflect
changes in market rental rates following a market rent review. The lessee shall
remeasure the lease liability to reflect those revised lease payments only when there
is a change in the cash flows (i.e. when the adjustment to the lease payments takes
effect). A lessee shall determine the revised lease payments for the remainder of the

lease term based on the revised contractual payments.

In applying paragraph 43, a lessee shall use an unchanged discount rate, unless the
change in lease payments results from a change in floating interest rates. In that
case, the lessee shall use a revised discount rate that reflects changes in the interest

rate.
A lessee shall account for a lease modification as a separate lease if both:

The modification increases the scope of the lease by adding the right to use one or

more underlying assets; and

The consideration for the lease increases by an amount commensurate with the
stand-alone price for the increase in scope and any appropriate adjustments to that

stand-alone price to reflect the circumstances of the particular contract.

For a lease modification that is not accounted for as a separate lease, at the effective

date of the lease modification a lessee shall:
Allocate the consideration in the modified contract applying paragraphs 14—17;
Determine the lease term of the modified lease applying paragraphs 19-20; and

Remeasure the lease liability by discounting the revised lease payments using a
revised discount rate. The revised discount rate is determined as the interest rate
implicit in the lease for the remainder of the lease term, if that rate can be readily
determined, or the lessee’s incremental borrowing rate at the effective date of the

modification, if the interest rate implicit in the lease cannot be readily determined.

For a lease modification that is not accounted for as a separate lease, the lessee shall
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(@)

(b)

48.

49,

(@)

(b)

(©)

50.

(@)

(i)

(b)

account for the remeasurement of the lease liability by:

Decreasing the carrying amount of the right-of-use asset to reflect the partial or full
termination of the lease for lease modifications that decrease the scope of the lease.
The lessee shall recognize in surplus or deficit any gain or loss relating to the partial

or full termination of the lease.

Making a corresponding adjustment to the right-of-use asset for all other lease

modifications.

As a practical expedient, a lessee may elect not to assess whether a rent concession
that meets the conditions in paragraph 49 is a lease modification. A lessee that
makes this election shall account for any change in lease payments resulting from
the rent concession the same way it would account for the change applying this

Standard if the change were not a lease modification.

The practical expedient in paragraph 48 applies only to rent concessions occurring
as a direct consequence of the COVID-19 pandemic and only if all of the following

conditions are met:

The change in lease payments results in revised consideration for the lease that is
substantially the same as, or less than, the consideration for the lease immediately

preceding the change;

Any reduction in lease payments affects only payments originally due on or before
June 30, 2022 (for example, a rent concession would meet this condition if it results
in reduced lease payments on or before June 30, 2022 and increased lease payments
that extend beyond June 30, 2022); and

There is no substantive change to other terms and conditions of the lease.

A lessee shall either present in the statement of financial position, or disclose in the

notes:

Right-of-use assets separately from other assets. If a lessee does not present right-

of-use assets separately in the statement of financial position, the lessee shall:

Include right-of-use assets within the same line item as that within which the

corresponding underlying assets would be presented if they were owned; and

Disclose which line items in the statement of financial position include those right-

of- use assets.

Lease liabilities separately from other liabilities. If the lessee does not present lease
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52.

56.
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(b)
(©)
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@)
(h)
(i)
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81.

liabilities separately in the statement of financial position, the lessee shall disclose

which line items in the statement of financial position include those liabilities.

The requirement in paragraph 50(a) does not apply to right-of-use assets that meet
the definition of investment property, which shall be presented in the statement of

financial position as investment property.

In the statement of financial performance, a lessee shall present interest expense on
the lease liability separately from the depreciation charge for the right-of-use asset.
Interest expense on the lease liability is a component of finance costs, which
paragraph 102(b) of IPSAS 1, Presentation of Financial Statements requires to be

presented separately in the statement of financial performance.

A lessee shall disclose the following amounts for the reporting period:
Depreciation charge for right-of-use assets by class of underlying asset;
Interest expense on lease liabilities;

The expense relating to short-term leases accounted for applying paragraph 7. This
expense need not include the expense relating to leases with a lease term of one

month or less;

The expense relating to leases of low-value assets accounted for applying paragraph
7. This expense shall not include the expense relating to short-term leases of low-

value assets included in paragraph 56(c);

The expense relating to variable lease payments not included in the measurement

of lease liabilities;

Revenue from subleasing right-of-use assets;

Total cash outflow for leases;

Additions to right-of-use assets;

Gains or losses arising from sale and leaseback transactions; and

The carrying amount of right-of-use assets at the end of the reporting period by

class of underlying asset.

A lessor shall recognize lease payments from operating leases as revenue on either
a straight-line basis or another systematic basis. The lessor shall apply another
systematic basis if that basis is more representative of the pattern in which benefit

from the use of the underlying asset is diminished.
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111. If a lessee elects to apply this Standard in accordance with paragraph 109(b), the

lessee shall not restate comparative information. Instead, the lessee shall recognize
the cumulative effect of initially applying this Standard as an adjustment to the
opening balance of accumulated surpluses/(deficits) (or other component of net

assets/equity, as appropriate) at the date of initial application.

AG42. Paragraph 21 specifies that, after the commencement date, a lessee reassesses the

(@)

(b)

(©)

(d)

lease term upon the occurrence of a significant event or a significant change in
circumstances that is within the control of the lessee and affects whether the
lessee is reasonably certain to exercise an option not previously included in its
determination of the lease term, or not to exercise an option previously included
in its determination of the lease term. Examples of significant events or changes

in circumstances include:

Significant leasehold improvements not anticipated at the commencement date that
are expected to have significant economic benefit for the lessee when the option to
extend or terminate the lease, or to purchase the underlying asset, becomes

exercisable;

A significant modification to, or customization of, the underlying asset that was not

anticipated at the commencement date;

The inception of a sublease of the underlying asset for a period beyond the end of

the previously determined lease term; and

A decision of the lessee that is directly relevant to exercising, or not exercising, an
option (for example, a decision to extend the lease of a complementary asset, to
dispose of an alternative asset or to dispose of an operation within which the right-

of-use asset is employed).

BC70. If the guidance referred only to “economic benefits”, the IPSASB had noted that

an entity that intends to use the identified asset to provide services to the
community might reach the conclusion that the transaction is not a lease because
it does not derive economic benefits from the use of that asset, despite the fact
that the transaction meets the definition of a lease in ED 75.5. Therefore, the
IPSASB had decided to add the term “service potential” in the application

guidance section on identifying a lease, where appropriate.
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