
 

The last few months 
forced many entities to 
renegotiate lease terms 
and review their current 
lease agreements – the 
question arises how and 
when to account for a 
new lease when the 
lease terms and/or lease 
payments have changed, 
or where it was 
determined that it is not 
a new lease but a lease 
modification. 
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Lease modifications may result from any change in the lease term, lease 
amount or a change in the underlying asset (scope); for example, 

additional space rented, extending the lease term, etc. 
 

Whether you will recognise a new lease* is really only determined by 

two things: 
1. The type of lease you entered into from a lessor or lessee’s 

perspective, and 
2. Whether the scope of the lease was increased together with 

a corresponding increase in the lease payments. 

Changes to the corresponding lease assets and liabilities (net 
difference) is recognised in profit and loss. 

 

 
 

 

 
 
 
 
 
 
 
 
 

Lessors may recognise operating leases and lessees may recognise 
certain leases as short term and low value leases using the straight-line 
basis.  Lease modifications to these leases will ALWAYS result in a new 
lease being recognised.  

 

 
 
 
 
For all other leases, the scope must be considered in determining how 

to account for the change: 

 

  
 

Lessees: ROU Lease modification 

Change in 
payment

Change in scope

Extended 
lease 
term

Adding assets

Stand-alone 
price

Not at 
standalone price

Re-
moving 
assets

Short-
ening 
lease 
term

Lease modifications

Lessors

Operating leases

Lessees

Short term or Low value

Lessors: Finance Lease modification 

Change in 
payment

Change in scope

Change in  lease 
term/reducing 

assets
Adding assets

Price increase 
(commensurate 
scope increase)

Change terms to 
operating lease

Re-measure financial asset 
in terms of IFRS 9 
(if parts of underlying asset 
reverts back – consider 
classification of lease - 
recognise carrying amount 
(CA) of underlying asset as 
net investment in lease 
immediately before change)  

NEW lease  

1. Account for 
OPERATING lease 
from effective date 
2. Remeasure CA 
of underlying asset 
as the net 
investment in lease 
immediately before 
effective date   

 

Re-measure 
lease liability 
against RoU 
asset  

New asset: 
NEW lease  

(no 
change to 
existing 
asset) 

 

1. Allocate 
modified 
consideration   
2. Recognise 
new asset 
and 
remeasure 
new liability 
against ROU 
asset   
 

1. Reduce RoU 
asset and lease 
liability in 
proportion to the 
reduction in scope 
2. Recognise 
difference in P/L   
3. Adjust lease 
liability to modified 
amount against 
RoU asset 

 

NEW LEASE* 
 

*IFRS allows an exception to recognising a new lease for certain 
lease modifications due to COVID 19 (see May 2020 Tip) 

 


