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Abstract The aim of this paper is to develop lease accounting theory based on sub-
stance over form by analyzing economic reality of lease transaction which is one of
executory contracts. This paper, firstly, explained the limitation of traditional
business accounting theory towards recognition and measurement of executory con-
tracts, and analyzed economic reality of lease transaction from substance over form
which improves the transparency of the accounting information. Secondly, in this
paper, three accounting methods including asset and liability approach, component
approach and fair value model suggested in the G4+ 1 report are examined to reflect
economic reality of lease transaction. Finally, by considering the international
movement of lease accounting standards, this paper demonstrated characteristics of
the Japanese lease accounting standards and a theoretically reasonable future direc-

tion of the standards.
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