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IFRS 16: new requirements for accounting  
for leases
The IASB has issued a new leasing standard, 
IFRS 16 Leases, which will replace the existing 
IFRS requirements on lease accounting. The 
IASB issued its standard as part of a joint project 
with the Financial Accounting Standards Board 
(FASB), however, the IASB and FASB made 
different decisions and differences between the 
new standards exist. 

• IFRS 16 requires lessees to recognise most 
leases on their balance sheets.

• Lessees have a single accounting model for all 
leases, with certain exemptions.

• IFRS 16 requires the disclosure of new 
information about leases that hasn’t previously 
been required.

• Processes and controls necessary to capture the 
type of financial and non-financial data needed 
to apply the standard may require enhancement. 

• Implementing IFRS 16 will affect many activities 
across an organisation, including procurement, 
commercial, IT and finance functions.

• The new standard is effective for periods 
beginning on or after 1 January 2019 with 
limited early application permitted.

• Being proactive is important to support efficient 
and effective accounting and operational 
changes.

This brochure provides an overview of the 
new requirements for lessees, as well as our 
recommended approach for an effective transition 
in a way that mitigates disruption, cost and risk. 
EY can advise and support you in implementing 
the new standard, through the design of an 
effective road map to manage your organisation’s 
IFRS 16 change journey. 
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IFRS 16: identifying a lease

IFRS 16: lessee accounting

Determining when a customer has the right to direct the use of an identified asset may 
require significant judgement, particularly for arrangements that include  
substantial services.

Lessees recognise most leases on balance sheet, with exemptions for leases of 
low-value assets and short-term leases.

 Definition of a lease

Identified asset
 Right to control the use of the  

identified asset
And

Right to obtain 
substantially all 
the economic 

benefits 

Right to direct 
the use

Initial recognition and 
measurement

Profit and loss

Subsequent 
measurement

ROU
asset

Liability

Measure the right of use (ROU) asset¹ and lease liability 
at present value of lease payments.

Depreciate the ROU asset based on IAS 16, or use 
alternative measurement basis under IAS 16 and IAS 40, 

if applicable.

Accrete liability based on the interest method, using 
a discount rate determined at lease commencement². 

Reduce the liability by payments made.

Interest and depreciation are recognised  
and presented separately. 

Generally front loaded expense for an individual lease. 

Initial measurement of the ROU asset would also include the lessee’s initial direct costs; prepayments made to the lessor, less lease incentives received from the lessor, if any; and restoration, removal 
and dismantling costs.

1.

As long as a reassessment and a change in the discount rate have not occurred.2.



IFRS 16: factors affecting complexity

IFRS 16: initial application for lessees

The new standard will affect lessees across many industry sectors. The scale of impact 
is typically driven by the volume of operating leases and whether they contain multiple 
components such as lease and non-lease components.

Early preparation will be key to a successful implementation of the new standard.

There is no requirement to reassess on transition whether a contract contains a lease.

Assumes one comparative period. Some jurisdictions or regulatory environments may require more than one comparative period.

Several practical expedients are available when applying the modified retrospective approach, including a transition exemption for existing operating leases ending within 12 months.

• Majority of current leases classified as finance leases

• Contracts of less than one year and leases of low-value assets

• Lease contract data readily available and easily accessible

• Centralised operations and processes

• Contracts do not contain non-lease components

• Lease portfolio contains similar assets, terms and conditions

• Standard, straightforward lease contract terms and consideration 

• Majority of current leases classified as operating leases

• Long-term contracts, such as commercial property

• Lease contract data not readily available, e.g., stored manually,  
in multiple locations

• Decentralised operations and processes

• Lease contracts contain both lease and non-lease elements

• Lease portfolio contains dissimilar assets, terms and conditions 

• Lease contracts contain variable consideration and renewal, 
purchase and termination options

Less complex More complex

2019201820172016

1/3

Reporting periodComparative period

1/2

IFRS 16

Full retrospective approach

Available preparation time less than two years IFRS 16

Opening balance sheet 
1 Jan 2019

Opening balance sheet 
1 Jan 2018

Early preparation 
recommended due to 

potential complexity and wide 
range of challenges

IFRS 16
Modified retrospective approach
Available preparation time less than three years IAS 17/IFRIC 4
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IFRS 16: scope of business impact
The new standard is more than just an accounting change. There are multiple 
commercial and operational factors to consider. 

Internal 
control

Management 
reporting

People, 
performance 
and reward Current 

change 
programmes

Procurement 
and legal

Commercial, 
sales and 
marketing

Data governance 
and management

External 
reporting, tax

IT�
systems

Finance

IFRS 16 
outcomes: 

compliance, �
cost and risk 

• Accounting policy

• Financial reporting

• Financial control

• Budgeting, forecasting 
and planning

• System architecture

• Systems of record, chart 
of accounts, workflow

• System supplier 
relationships

• External audit

• Investor relations

• Covenant management

• Cash tax, effective tax 
rate and tax reporting

• Impact on financial 
metrics and KPI design

• Management information 
design

• Balance sheet 
reconciliations

• Working capital 
management

• People capabilities

• Learning and 
development

• Bonus and incentive 
schemes

• Examples: finance 
transformation

• Scope, requirements, 
timing and quality

• Lease contract 
acquisition process

• Impact on lease terms 
and conditions

• Lease contract design

• Lease contract management

• Impacts on use of off-balance 
sheet financing strategies

• Data taxonomy and standards

• Data cleanse and remediation

• Identification of contracts that 
contain a lease

• Data model design

• Assurance framework

• Audit committee

• Internal audit



IFRS 16: implementation approach
Adoption with minimum disruption. A successful step-by-step approach.

Sample lease contract review 
(commercial, operational, 
accounting)1 Contract management 

capability review2 Disclosure review,  
including data  
traceability testing3

Before getting started with the full execution, you may benefit from a: 

P
ha

se
s

1a. Assess
1b. Analyse  

and plan
2. Develop  
and pilot

3. Deploy and 
monitor

4. Monitor post-
implementation

• Assess financial 
statement and 
operational impact

• Create plan

• Assess wider 
business impact

• Draft road map and 
high-level services

• Complete detailed 
design

• Pilot services and 
refine

• Draft leasing 
policies and 
procedures

• Plan deployment

• Deploy service to all 
sites

• Parallel run

• Monitor and test

• Remediate and 
regression test

• Verify judgements 
made

• Update documents

• Remediate systems 
changed

• Embed training

W
or

k 
st

re
am

s

Governance and programme management

Lease accounting and disclosure, forecasting, budgeting and planning

Systems and lease data capture

Process and control

Change management and training
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Your EY contacts

At EY we have developed an approach that can be tailored to 
meet your specific requirements around IFRS 16 readiness 
assessment, implementation and compliance.* Your EY 
IFRS 16 contact will be able to give you more insights on the 
standard, provide guidance on potential areas of impact and 
guide you through the steps for a successful adoption at a 
limited cost.

EMEIA IFRS 16 contacts

Name:

Tel: 

Email: 

Visit our website ey.com/IFRS

EMEIA IFRS 16 Leader

*Note: Certain of our services for an audit client and its affiliates may be more 
limited in order to comply with applicable independence standards. Please speak 
to your EY contact for further information.

About EY
EY is a global leader in assurance, tax, transaction and advisory 
services. The insights and quality services we deliver help build trust and 
confidence in the capital markets and in economies the world over. We 
develop outstanding leaders who team to deliver on our promises to all 
of our stakeholders. In so doing, we play a critical role in building a better 
working world for our people, for our clients and for our communities.

EY refers to the global organization, and may refer to one or more, of 
the member firms of Ernst & Young Global Limited, each of which is 
a separate legal entity. Ernst & Young Global Limited, a UK company 
limited by guarantee, does not provide services to clients. For more 
information about our organization, please visit ey.com.

About EY’s Financial Accounting Advisory  
Services The changing accounting and reporting landscape provides 
challenges for multinational companies as they seek to respond to 
global market conditions and report their financial results while facing 
increased scrutiny from a range of stakeholders.

EY’s accounting, regulatory, compliance and information technology 
professionals combine technical experience with business and industry 
insights to help clients navigate complexity. Whether your focus is on 
managing highly technical accounting requirements or addressing 
governance and regulatory issues, having the right advisors on your side 
can make all the difference. 

Our team uses proven and integrated methodologies to help you resolve 
your challenging business problems, deliver accurate financial reports in 
complex market conditions and make sustainable improvements for the 
longer term. We understand that you need services that are adapted to 
your specific industry issues, so we bring our broad sector experience 
and deep subject matter knowledge to your projects in a proactive and 
objective way. 

© 2016 EYGM Limited. 
All Rights Reserved.

EYG no. 01050-163Gbl
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This material has been prepared for general informational purposes only and is not intended to 
be relied upon as accounting, tax, or other professional advice. Please refer to your advisors for 
specific advice.
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