
DEVELOP ANALYSIS

Included in the effects analysis document was an estimate of off balance 
sheet obligations for a number of companies and industries. Clearly the 
industries impacted most would be airlines, retailers, travel and leisure, 
transport, and telecommunication companies.

EXEMPTIONS FROM LEASE ACCOUNTING
The good news is that the standard contains two recognition and 
measurement exemptions. 

If one of these exemptions is applied, the leases are accounted for in a 
way similar to current operating lease accounting (that is, payments shall 
be recognised on a straight-line basis or another systematic basis that is 
more representative of the pattern of the lessee’s benefit). The exemptions 
are for short term leases and leases for which underlying assets are of low 
value. 

IMPACT ON LESSORS
Although accounting remains nearly the same for lessors, the changes 
made by the new standard are still relevant. In particular, lessors should 
be aware of the new guidance regarding the definition of a lease. The 
changes in lessee accounting might also have an impact as lessors enter 
negotiations with their customers.

TRANSITION 
IFRS 16 is effective for annual reporting periods beginning on or after 1 
January 2019. Earlier application is permitted, but only in conjunction with 
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TABLE 2 RESULT UNDER IAS 17 AND IFRS 16 FOR EBITDA AND PBIT* 

* From http://www.ifrs.org/Current-Projects/IASB-Projects/Leases/Documents/IFRS_16_effects_analysis.pdf

or potential changes to contracts. In addition, potential changes to 
deferred tax calculations will need to be addressed.

•	� Controls and processes: The standard’s requirements are different to 
the requirements today. Consequently, companies will need to develop 
new internal controls and policies to demonstrate compliance with the 
new requirements.

•	 �Investor relations: Stakeholders will want to know how and why the 
income statement and balance sheet will change. Explaining this 
change may in some cases require a long lead time to ensure that the 
new leasing figures tell the company’s story correctly.

TABLE 1 IMPACT ON FINANCIAL STATEMENTS OF LESSEES

*Carrying value of asset will typically reduce more quickly than carrying value of lease liabilities

Income statement Impact of IFRS 16 

Revenue -

Operating cost 

(excluding depreciation and 
amortisation)

-

EBITDA

Depreciation and amortisation Amortisation

Operating profit

Finance costs Interest

Profit before tax

Balance sheet

Right of use assets

Financial liabilities

Equity*

Cash flow statement 

Operating cash flow  

Financing cash flow

Total cash flow

IFRS 15, Revenue from Contracts 
with Customers. In order to facilitate 
transition, entities can choose a 
‘simplified approach’ that includes 
certain reliefs related to the 
measurement of the right-of-use 
asset and the lease liability, rather 
than full retrospective application; 
furthermore, the ‘simplified 
approach’ does not require a 
restatement of comparatives. In 
addition, as a practical expedient 
entities are not required to reassess 
whether an existing contract is, or 
contains, a lease at the date of initial 
application (such contracts are 
‘grandfathered’).

INSIGHTS
It’s important to remember that this 
isn’t just a change to the accounting 
requirements. Because leasing is 
important for many entities, there 
will be other areas of the business 
that will need to be considered. For 
example:
•	 �Compensation and bonus 

plans: Because of the impact 
to EBITDA, this may have a 
knock-on impact to employee 
remuneration schemes. 

•	 �Contracts: Changes in leasing 
might impact ratios used in 
debt covenant agreements. In 
addition, some lease contracts 
might need to be renegotiated 
to ensure that they continue to 
be treated as a service contract 
if that was the original intent and 
substance of the arrangement.

•	 �Technology: Lease accounting 
and information is often housed 
outside of a system because 
operating leases are treated as 
operating costs. The new leasing 
standard is an opportunity to 
develop or improve a robust 
system that can house all the 
entity’s leasing information in a 
single, integrated platform.

•	 �Tax implications: Entities should 
ensure that there are no adverse 
cash tax consequences as a 
result of the new requirements 
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