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How to determine whether a contract is a lease, or contains a lease 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

No 

The contract does not contain a lease 

The contract is or contains a lease 

Lessee 

No 

 
Considerations: 
1. Is an asset specified explicitly or implicitly?  
2. Is an asset physically distinct? - for example, a floor of a building, a distinct segment of a pipeline 
3. Does the lessee have the right to receive substantially all of the capacity of the asset under the arrangement? 
4. Does the lessor not have substantive substitution rights over an asset (practical ability to substitute alternative 

assets and would benefit economically from it)? 
If Yes to any question, move to the next question, otherwise, contract does not contain a lease. 

  

Is there an identified asset within the contract? 

 
Considerations: 
1. Does the lessee have exclusive use of the asset throughout the lease period? 
2. Does the lessee have the right to sub-lease the asset? 
If Yes to any question, move to the next question, otherwise, contract does not contain a lease. 

 

Does the lessee obtain substantially all of the economic benefits? 

No 

Who has the right to direct the use of asset – who makes the ‘how to use and for what purpose’ decisions? 

Yes 

Yes 

Predetermined Lessor 

Does the lessee have the right to operate the leased asset without the lessor’s approval? 

Did the lessee customise the design of the leased asset to their need/requirement? No 

Yes 

Yes 
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