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Key changes under IFRS 16

Impact of IFRS 16 on industries

Comparison between old standards and new standards

Impact of IFRS 16 on balance sheet and profit and loss accounts

The International Accounting Standards Board (IASB) published IFRS 16 – the new leases standard - which has replaced IAS 17 accounting 
standard and came into effect on 1st January 2019. As almost every company uses rentals or leasing as an option to gain assets, the change 
in standard will impact the business community at large.

The new requirements under IFRS 16 eliminates almost all off balance sheet accounting lessees creating a pervasive impact on lessees’ 
business processes, systems, and controls. The new standard requires lessees to provide more data around their leases on their balance 
sheet accounting for almost all leases. This translates to no longer being allowed to keep significant financial liabilities off- balance sheet, as 
was the case for certain types of leases (operating leases) under the previous rule. The primary objective of the new standard is to ensure 
companies reveal all information pertaining to all their leased assets in a standardised way, thereby strengthening transparency levels of the 
companies’ lease assets and liabilities.

Every industry relies on leasing to obtain access to assets, however, the type and volume of assets leased, terms and structures of leasing 
agreements differ significantly from one industry to the other. The real estate, manufacturing, aircraft, transportation, and technology 
sectors are likely to be impacted by changes brought forth in the new lease standard – IFRS 16.

Here is an overview of how IFRS 16 will impact the following sectors:

Retailers: In the retail sector real estate leases are heavily used for brick & mortar stores. Implementing new standards will cause a huge 
impact on account of renewal options, variable payments and separating lease and non-lease elements.

Telecommunication: Telecommunication relies heavily on big-ticket lease items including network equipment, cell towers, satellite 
transponders and fibre optic cables. Under the canopy of new lease

standards judgement involve identification of lease contracts and separation of lease and non-lease elements.

Transportation & Logistics: The Transport & Logistics sector leases aircraft, trains, ships, real estate, trucks and other vehicles which involve 
judgements pertaining to renewal options, identification of leases, and separating lease and non-leases elements.

Real Estate & Equipment lessors: The real estate and equipment lessor industry may not be directly impacted, by the new standards, in 
their accounting as lessors yet they may see shift in their business model owing to changes in lessees’ behaviours.

It must be mentioned that the introduction of IFRS 16 does not in any way affect lessor accounting while accounting for lessees becomes 
further complicated as costs for maintenance, cleaning etc. must separated from the main lease payments and reported separately as 
non-lease components.

• Balance Sheets – In balance sheets lessees are required to show their right-of-use asset and
 their obligation to make lease payments a liability.

• P&L Account – In profit & loss accounts lessees must reflect depreciation of the asset and interest on the lease liability. Typically, depreci-
ation would be on a straight-line basis and with interest charges standing high in the early years of the lease because of the higher lease 
liability, total impact on the P&L account in initial years is higher in new standard compared to the old standard despite of rentals staying 
constant throughout the term of the lease.

Finance leases  are recognized as assets and 
operating leases  are recognized as expenses  

All leases are recognized as right of use assets 
and lease liabilities  

The focus is on who bears the risks and the 
rewards of the lease  

The focus is on who has the right to use  the asset.

No exemptions to apply Short - term lease (lessee) Lease term ≤ 12 months
(provided there is no purchase option)
Low - value assets (lessee) Value ≤ USD5,000  

 

 

Sale and leaseback
Distinction based on classification of leaseback

Distinction based on whether transfer is sale  
 

IAS 17 IFRS 16

Variable lease payments Not part of the lease
liability 

Part of the lease liability if they depend on
index/rate  
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Here are prominent differences between IAS 17 and IFRS 16.



Impact of IFRS 16 on financial reporting

Conclusion

To further clarify the impact on net income and EBITDA, based on, whether IAS 17 or IFRS 16 is used to account for the lease here is an 
illustrated example.
Assume Entity C has a -5year lease for the floor of an office building. It pays USD 75,000 a year and has an incremental borrowing rate of %5. 
Let us assume the entity has no other transactions other than USD 100,000 of sales in each year. The below table reflects how net income 
and EBITDA will play out based on the standard used to account for the lease.

As reflected above the net income for the entire -5year period does not change, but the timing of expense recognition is faster in IFRS 16 as 
the financing element (interest) is higher at the beginning of the lease and reduces over time.

IFRS 16 will have an inclusive impact on all commonly used financial ratios and performance metrics including gearing, current ratio, asset 
turnover, interest cover, EBITDA, EBIT, operating profit, net income, EPS, ROCE, ROE, and operating cash flows. These changes further impact 
loan covenants, credit ratings and borrowing costs which in turn could lead to other changes.

To put it succinctly adherence to IFRS 16 requires key changes to be introduced in the financial reporting.

• Required to identify and showcase the right to use an item as an asset and the obligation to make payments for it as a liability on  
 the balance sheet.
• It is required to collate all the information on the leases - term, payments, end-of-term options etc. and highlight separately any part  
 of the payments which are not applicable to IFRS 16.

Backed by more than +30 years of solid audit and advisory experience combined with expert level insights into accounting standards we at 
UHY James can help you achieve the highest levels of compliance through our audit and assurance services. To provide cost effective 
solutions that mitigate accounting complications, our team of financial experts will be more than happy to step in and guide your business 
forward.
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Amortisation  Interest Operating Cost Net Income Amortisation Interest Operating Cost Net Income

Total 375,000 125,000 324,711 50,289 125,000

18,823

21,761

24,846

28,086

31,487

IAS 17 IFRS 16
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