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Abstract
This article explores the concept of capital lease in accounting and its implications for a company's financial statements. A capital lease, also known as a finance lease, is recognized as both an asset and a liability on a company's balance sheet. This research discusses the differences between capital and operating leases and their impacts on a company's financials. This article provides insights into the advantages and challenges companies face when implementing capital leases through a literature review and case study analysis. The findings suggest that while capital leases strengthen balance sheets by recognizing assets and liabilities, they also affect profitability through higher interest and depreciation expenses. Understanding and managing these implications can help companies make more informed financing decisions.
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Introduction 
Capital leases are one of the popular financing methods used by companies to acquire assets without the need to spend a large amount of funds directly (Lian, 2024; Ma & Thomas, 2023). In a capital lease, the lessee acquires the right to use a particular asset for an agreed period of time and ultimately records the asset as well as payment obligations in their balance sheet (Bradfield et al., 2023; Li & You, 2023). This is different from operating leases, where fixed assets are owned by the lessor, and the tenant only records rental costs as operating expenses (Hu et al., 2024).
The implementation of capital leases has significant implications for the company's financial statements (W. Wang et al., 2020). In a capital lease, the leased asset is recognized as a fixed asset, and the obligation to pay the lease is recorded as a long-term obligation (Gonzalez-Salazar et al., 2023). This recognition increases the total assets and total liabilities on the company's balance sheet, which in turn affects various financial ratios such as debt-to-equity ratios and liquidity ratios (Wu et al., 2024; Zabavnik & Verbič, 2023). In addition, in the income statement, the company must record the interest expense derived from the lease obligation and the depreciation expense of the leased assets, which is different from the operating lease where the rental expense is only recorded as a rental expense (Liu et al., 2024).
Understanding the difference between a capital lease and an operating lease is essential for financial managers and accountants to make the right financing decisions (Ellen et al., 2024; Palm-Forster et al., 2023; Slater et al., 2024). With capital leases, companies can acquire the assets needed for their operations without having to make outright purchases that can disrupt cash flow. However, the decision to use a capital lease must also consider the interest expense and depreciation that will affect the company's net profit (Cook et al., 2021; J. (Brooke) Wang, 2023).
This study aims to analyze in depth the characteristics of capital leases, the main differences between capital leases and operating leases, and their impact on the company's financial structure and performance. Through a qualitative approach and case study analysis, this research is expected to provide a more comprehensive insight into the advantages and challenges faced by companies in implementing capital leases.
The literature review conducted in this study covers a variety of relevant accounting standards, including International Financial Reporting Standards (IFRS) and Generally Accepted Accounting Principles (GAAP), which provide guidelines regarding the recognition and measurement of leases. In addition, the analysis of case studies on companies that have implemented capital leases provides a practical picture of the impact of capital leases on the company's financial statements and performance.
With a deeper understanding of the implications of capital leases, it is hoped that financial managers and accountants can make more informed decisions in the company's asset financing strategy. The study also seeks to contribute to the academic literature in the field of accounting and finance, as well as provide practical guidance for companies considering using capital lease as a financing method.

Research Methods
This study uses a qualitative approach with a case study method to explore the application of capital lease in the company's financial statements. Primary data is obtained through in-depth interviews with financial managers, accountants, and auditors from companies that have implemented capital leases, to gain insight into their experiences, challenges, and benefits. Secondary data is obtained from annual financial statements, internal documents, journal articles, books, and publications related to capital lease and lease accounting. Data collection techniques include structured interviews, analysis of financial statements to identify recognition of assets and lease liabilities as well as depreciation and interest expenses, and literature reviews on the concept of capital lease as well as accounting standards such as IFRS 16 and GAAP. This approach provides a comprehensive overview of the application and impact of capital lease on a company's financial statements.

Results and Discussion
This study reveals that the implementation of capital lease has a significant impact on the structure of a company's financial statements. From the analysis of the financial statements of companies that use capital leases, it can be seen that there is an increase in total assets and total liabilities recorded in the balance sheet. The recognition of lease assets as fixed assets increases the value of the company's assets, while the recognition of lease payment obligations increases the total long-term liabilities. This results in changes in financial ratios such as the debt-to-equity ratio, which tends to increase, reflecting an increase in the company's leverage.
Furthermore, an analysis of depreciation and interest expenses recorded in the income statement shows that capital lease affects the company's cost profile. Interest charges derived from lease obligations are recognized over the lease term and are calculated based on the implied interest rate in the lease or the tenant's incremental interest rate. Depreciation expense is recorded according to the economic life of the asset or the lease period, whichever is shorter. This combination of interest expense and depreciation often results in a higher total expense in the early period of the lease compared to an operating lease, which only records the rental cost evenly over the lease term.
Interviews with financial managers, accountants, and auditors revealed that although the implementation of capital leases adds complexity in financial reporting, they recognize significant advantages. The main advantages include increased financial flexibility, as companies can acquire assets without the need to spend large funds upfront. Additionally, capital leases allow companies to manage cash flow more effectively and maintain better liquidity. However, they also noted the challenges of managing long-term liabilities and ensuring that interest and depreciation expenses do not weigh heavily on the company's profitability.
The implementation of IFRS 16 accounting standards also affects the way companies report rental transactions. Companies that previously relied on operating leases now have to recognize almost all leases on their balance sheets, which requires significant adjustments in their accounting systems and processes. This requires additional training for accounting staff and improvements in the management of rental data to ensure compliance with the new standards.
Overall, the results of this study show that capital lease can be an effective financing tool for companies, as long as it is carefully managed. Companies need to consider the long-term impact of their lease obligations and plan appropriate strategies to manage the financial burden incurred. With a good understanding of the accounting and financial implications of capital leases, companies can make more informed and strategic financing decisions, which can ultimately support business growth and sustainability.


Conclusion
The study reveals that capital lease, or capital lease, is a significant financing method for companies, with a substantial impact on financial statements. The recognition of assets and liabilities on the balance sheet through capital leases increases total assets and total liabilities, which in turn affects financial ratios such as debt-to-equity ratios. While this adds complexity to financial reporting, the benefits gained from increased financial flexibility and better cash flow management are invaluable to companies. An analysis of depreciation and interest expenses recorded in the income statement shows that capital leases can change the company's cost profile, with higher expenses in the early period of the lease term. This requires careful financial planning to ensure that this burden does not harm the company's profitability. Financial managers and accountants must be able to manage long-term liabilities arising from capital leases and consider the long-term implications of these transactions. The implementation of IFRS 16 accounting standards has required companies to recognize almost all leases on their balance sheets, eliminating the large distinction between capital leases and operating leases. These changes require adjustments in the company's accounting systems and processes, as well as additional training for accounting staff to ensure compliance with the new standards. While it adds to the administrative burden, compliance with IFRS 16 improves the transparency and comparability of financial statements, providing a more accurate picture of a company's financial position. Overall, this study concludes that capital lease is an effective and strategic financing tool for companies, as long as it is managed properly. A deep understanding of the accounting and financial implications of capital leases enables companies to make better financing decisions and support business growth and sustainability. Challenges in managing interest expense and depreciation as well as long-term liabilities can be overcome through proper planning and strategy, ensuring that capital leases provide maximum benefits to the company.
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