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At a glance 
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For lessees with operating leases, a right-of-use asset will now come onto the balance 

sheet together with a lease liability. Virtually, all leases will now be accounted for “on 

balance sheet”. 

For lessors, the finance and operating lease distinction remains largely unchanged. 

This standard aims to bring greater clarify and comparability of financial statements  by 

recognising all assets and liabilities from leases on the balance sheet. 

The new standard is effective from 1 January 2019. Early adoption is permitted if IFRS 

15 Revenue from Contracts with Customers is also adopted Transition reliefs available to 

reduce financial burdens.  

Retrospective application (restate comparatives as if IFRS 16 always applied) or 

cumulative catch up approach is available 



IFRS 16 (cont‟d) 
How entities will be impacted? 

Assessing  

the  

Impact 

Substantial number of big ticket assets 

under lease (property, towers, 

equipment and satellite etc.). 

Significant administrative burden 

involved in the data gathering process 

for locating and accounting for all 

lease agreements. 

Complex lease agreements especially 

in telco, automotive and real estate 

industry having significant impact 

Previously treated as “off balance 

sheet”, many of these assets & liabilities 

will need to be brought on the lessee‟s 

balance sheet. 

Changes required to internal structures 

and to develop strategic plan including 

lease management system to facilitate 

the transition process. 

Difficulty in separating lease and non-

lease components of contracts. 

Comprehensive review of these changes 

and ascertain the impact of this 

standard on businesses in imperative. 

Impact on critical financial ratios, 

gearing ratios and profit performance 

and performance measures such as 

EBIT, EBITDA and capital 

expenditure.  



IFRS 16 (cont‟d) 
What are the potential business impact? 

Sharing agreements – agreements 

previously classified as operating leases 

may be renegotiated to 

minimise CAPEX and liabilities 

recognised. 

? 
Debt covenants – 

covenants might 

need to be 

renegotiated. 

Share-based payments – 

performance metrics might 

need renegotiation. 

Dividend policy – the revised profile of the 

profit or loss expense might 

affect the ability to pay dividends. 

Lease negotiations – market 

behavior might change towards 

shorter 

lease tenures to minimise lease 

liabilities. 

Companies have large 

asset bases and the 

resulting increase in 

assets may increase the 

impairment risk often 

inherent in this 

industry. 



IFRS 16 vs IAS 17 



IFRS 16 vs IAS 17 (cont‟d) 



The contract 

contains a lease 

Yes 

Customer Supplier 

No  

Does the customer have the right to operate the asset 

throughout the period of use, without the supplier having the 

right to change those operating instructions? 

Did the customer design the asset in a way that 

predetermines how and for what purpose the asset will be used 

throughout the period of use? 

Neither; predetermined 

No 

Yes 

Does the customer, the supplier or neither party have the 

right to direct how and for what purpose the asset is used 

throughout the period of use? 

Yes 

No  

The contract 

does not contain 

a lease 

Yes 

Does the customer have the right to obtain substantially 

all of the economic benefits from use of the asset 

throughout the period of use? 

No  

Is there an identified asset? 

Assessing whether a contract is, or contains, a lease 



Key considerations 

Identifying a lease contract 

Is there an identified asset? 

Does the customer have the right 

to obtain substantially all of the 

economic benefits from use of the 

asset throughout the period of use? 

Does the customer have the right 

to direct the use of the identified 

asset throughout the period of 

use? 

• Does the contract specify the asset? 

• Is a „capacity portion of the asset an 

identified asset? 

• Does the supplier have the substantive 

right to substitute the asset? 

• What are the decision-making rights that 

affect how and for what purpose the asset 

is used? 

• Does the customer or supplier have the 

right to make relevant decisions through 

the whole period of use?  

• Are the terms of use of the asset pre-

determined? 

• What is the defined scope of the customer‟s 

right to use the asset?  

• Is the customer making any usage-based 

payments to the supplier? 



  Multiple lease components 

   

Lease and non-lease 

components 

 

+ 

 

• Identify the non-lease 

components and account 

for these separately from 

the lease components. 

• A practical expedient is 

available. 

 

Contracts may 

have multiple 

components 

if 

• The lessee can benefit from 

use of the underlying asset 

either on its own or together 

with other resources that 

are readily available to the 

lessee, and 

• The underlying asset is 

neither highly dependent on, 

nor highly interrelated with, 

the other underlying assets 

in the contract.  

+ 

Contracts with multiple components  



Developing a new system 

Many lessees currently manage operating leases on spreadsheets.  

Information needed to reassess lease terms and index-based payments at 
each reporting date will now need extensive data capture. 
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Involvement of other departments 

The tax department will need to assess how deferred tax liabilities might be 
affected. The human resources department should consider whether there 
are any effects on compensation metrics and policies. 
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Other considerations 



Other considerations (cont‟d) 

T
e
x
t 

Lease payments recognised as an 

expense on: 

• A straight-line basis over the lease 

term; or  

• Another systematic basis. 

Short-term 

lease 
Low-value 

asset 

Lease 

exemptions 

 
 

• Save time and effort; 

• Increase operating costs, reduce 

finance costs and reduce EBITDA. 

 
 

CLIENT 

• Lease by lease, 

absolute basis; 

• Not highly 

dependent or 

interrelated with 

other assets or sub-

leasing. 

 
 
 

• < 12 months; 

• By class of asset; 

• No purchase option; 

• Reassess on any 

change to the lease 

term. 

 

ACC’G 

TREATMENT 



Effective date and transition  
 

An entity shall apply IFRS 16 retrospectively for annual periods beginning on or after 

January 1, 2019  

 

Is earlier application 

permitted? 

 

Yes, if IFRS 15 is already applied 

Not necessarily - practical expedient  

under IFRS 16.C3 is available to 

entities. 

Do I need to reassess  

whether a contract is, or contains 

a lease at the initial application  

date? 



Practical expedient 

Classifying lease contracts at transition 

At the date of initial application, an entity is not required to reassess whether a 
contract is, or contains, a lease. The expedient must be applied to  all  contracts.  

Only for contracts that have previously been assessed 

under IAS 17 and IFRIC 4 to determine whether it 

includes a lease.  

For contracts previously assessed 
under IAS 17 and IFRIC 4, did the 

contract contain a lease? 

Yes: apply IFRS 16 to the 
contract. 

No: do not apply  
IFRS 16 to the contract. 



Practical expedient: Considerations 
 

Classifying lease contracts at transition (cont‟d) 

Reduced man-hours 

Reduced costs 

Reduced effort 

An assessment must be made at the date of initial application under IFRS 16 

JUDGMENT 

Benefits 

Consider 

• Are there any contracts that were not previously 

assessed under IAS 17 and IFRIC 4 to determine if 

they contained a lease? 

• Or are there any contracts which were not assessed to 

determine if they contained any non-lease components? 
Practical 

expedient:   

An entity can elect 
not to separate non-

lease components. 



Key considerations 

Classifying lease contracts at transition (cont‟d) 

 Identify available and accessible 
information. 

 Assess the relevance, completeness 
and accuracy of the identified 
information. 

 Review accounting and operating 
systems: data extractions and 
compliance with new requirements. 

 Train relevant members of the 
finance team.  

 Communicate with members of 
other departments for the changes 
and impact. 

 Access to contracts. 

 Documentation of the classification 
assessment. 

 Documentation of the exemptions 
and practical exemptions applied. 

 Justification of the low asset value 
threshold. 

How should entities prepare 

for the new classification 

requirements under IFRS 16?  

 

What information re: 

classification of lease 

contracts will our clients 

need to prepare for audit 

purposes? 

 

? 

? 


