
 
 
 
 
 
 
 

 
 

Determining whether an Arrangement  
contains a Lease 

Illustrative Examples 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

INT SB-FRS 104 
INTERPRETATION OF 
STATUTORY BOARD 
FINANCIAL  

REPORTING STANDARD 



INT SB-FRS 104 IE 

2 

Illustrative examples 
 
These examples accompany, but are not part of, INT SB-FRS 104. 
 

Example of an arrangement that contains a lease 
 

Facts 
 

IE1 A production company (the purchaser) enters into an arrangement with a third party (the 
supplier) to supply a minimum quantity of gas needed in its production process for a specified 
period of time. The supplier designs and builds a facility adjacent to the purchaser’s plant to 
produce the needed gas and maintains ownership and control over all significant aspects of 
operating the facility. The agreement provides for the following:  

 
• The facility is explicitly identified in the arrangement, and the supplier has the contractual 

right to supply gas from other sources. However, supplying gas from other sources is not 
economically feasible or practicable. 

 
• The supplier has the right to provide gas to other customers and to remove and replace 

the facility’s equipment and modify or expand the facility to enable the supplier to do so. 
However, at inception of the arrangement, the supplier has no plans to modify or expand 
the facility. The facility is designed to meet only the purchaser’s needs. 

 
• The supplier is responsible for repairs, maintenance, and capital expenditures. 
 
• The supplier must stand ready to deliver a minimum quantity of gas each month. 
 
• Each month, the purchaser will pay a fixed capacity charge and a variable charge based 

on actual production taken. The purchaser must pay the fixed capacity charge 
irrespective of whether it takes any of the facility’s production. The variable charge 
includes the facility’s actual energy costs, which amount to about 90 per cent of the 
facility’s total variable costs. The supplier is subject to increased costs resulting from the 
facility’s inefficient operations. 

 
• If the facility does not produce the stated minimum quantity, the supplier must return all 

or a portion of the fixed capacity charge. 
 

Assessment 
 

IE2 The arrangement contains a lease within the scope of SB-FRS 17 Leases. An asset (the facility) 
is explicitly identified in the arrangement and fulfilment of the arrangement is dependent on the 
facility. Although the supplier has the right to supply gas from other sources, its ability to do so 
is not substantive. The purchaser has obtained the right to use the facility because, on the facts 
presented—in particular, that the facility is designed to meet only the purchaser’s needs and 
the supplier has no plans to expand or modify the facility—it is remote that one or more parties 
other than the purchaser will take more than an insignificant amount of the facility’s output and 
the price the purchaser will pay is neither contractually fixed per unit of output nor equal to the 
current market price per unit of output as of the time of delivery of the output. 
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Example of an arrangement that does not contain a lease 
 

Facts 
 
IE3 A manufacturing company (the purchaser) enters into an arrangement with a third party (the 

supplier) to supply a specific component part of its manufactured product for a specified period 
of time. The supplier designs and constructs a plant adjacent to the purchaser’s factory to 
produce the component part. The designed capacity of the plant exceeds the purchaser’s 
current needs, and the supplier maintains ownership and control over all significant aspects of 
operating the plant. The arrangement provides for the following: 
 
• The supplier’s plant is explicitly identified in the arrangement, but the supplier has the 

right to fulfil the arrangement by shipping the component parts from another plant owned 
by the supplier. However, to do so for any extended period of time would be uneconomic. 

 
• The supplier is responsible for repairs, maintenance, and capital expenditures of the 

plant. 
 
• The supplier must stand ready to deliver a minimum quantity. The purchaser is required 

to pay a fixed price per unit for the actual quantity taken. Even if the purchaser’s needs 
are such that they do not need the stated minimum quantity, they still pay only for the 
actual quantity taken. 

 
• The supplier has the right to sell the component parts to other customers and has a 

history of doing so (by selling in the replacement parts market), so it is expected that 
parties other than the purchaser will take more than an insignificant amount of the 
component parts produced at the supplier’s plant. 

 

Assessment 
 

IE4 The arrangement does not contain a lease within the scope of SB-FRS 17. An asset (the plant) 
is explicitly identified in the arrangement and fulfilment of the arrangement is dependent on the 
facility. Although the supplier has the right to supply component parts from other sources, the 
supplier would not have the ability to do so because it would be uneconomic. However, the 
purchaser has not obtained the right to use the plant because the purchaser does not have the 
ability or right to operate or direct others to operate the plant or control physical access to the 
plant, and the likelihood that parties other than the purchaser will take more than an insignificant 
amount of the component parts produced at the plant is more than remote, on the basis of the 
facts presented. In addition, the price that the purchaser pays is fixed per unit of output taken. 

 


