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Why a new IFRS for leases?

• Information reported about operating leases lacked transparency and did not meet 
the needs of users of financial statements

• Users started making inconsistent analyses and developed own techniques of 
estimating finance provided in terms of operating leases – inconsistency fuelled 
by information being unavailable i.r.o. especially operating leases (information 
“asymmetry” in market)

• Two different models available for finance leases and operating leases –
transactions very similar in substance, accounted for drastically different

• Comparability for users was reduced

• Led to structuring of transactions to achieve a particular outcome

• Previous requirements for lessors did not provide adequate information about the 
lessor’s exposure to credit risk (from the lease) and asset risk (from retaining the 
leased asset), especially



Objective of IFRS 16

• Sets out principles for the recognition, measurement, presentation and disclosure 

of leases

• Lessees and lessors to provide relevant information in a manner that faithfully 

represents those transactions (faithful representation = previous economic 

‘substance over legal form’)

• Terms and conditions of all CONTRACTS are to be considered, as well as all 

relevant facts and circumstances

• An entity shall apply this standard consistently to contracts with similar 

characteristics and in similar circumstances



Scope of the new IFRS 16

• All leases (except specific exclusions below) included in scope

• Right-of-use assets in a sublease also included in scope

• Specific exclusions:

• Leases to explore for (or use) minerals, oil, natural gas and similar non-regenerative 
resources

• Leases of biological assets within the scope of IAS 41 Agriculture held by a lessee

• Service concession arrangements within the scope of IFRIC 12 Service Concession 
Arrangements (lessor has no right to control the assets) 

• Licences of intellectual property granted by a lessor within the scope of IFRS 15 Revenue 
from Contracts with Customers

• Rights held by a lessee under licensing agreements within the scope of IAS 38 Intangible 
Assets for such items as motion picture films, video recordings, plays, manuscripts, patents 
and copyrights

• Lessee may, but is not required to, apply IFRS 16 to leases of “other” intangible assets

• No specific reason for exclusion of IA’s, except that IAS 38 deals with topic already

• Lease of intangible assets to be reviewed by IASB in separate project



Recognition exemptions

• A lessee may ELECT not to apply the requirements of IFRS 16, to:

• Short-term leases < 12 months (made by CLASS of underlying asset); and

• Leases for which the underlying asset is of low value (made on lease-by-lease 
basis, professional judgement & materiality considered, i.e. laptops, cell 
phones, small items of IT and office equipment etc.)

• The lease payments will then be recognised as an expense on either a straight-
line basis over the lease term or another systematic basis, if that basis is more 
representative of the pattern of the lessee’s benefit

• The lessee shall consider the lease to be a NEW lease if:

• There is a lease modification; or

• There is any change in the lease term (e.g. the lessee exercises an 
extension option not previously included in its determination of the lease 
term as it was unlikely to be exercised)



Identifying a lease (previously IFRIC 4)

• At inception (not commencement!) of a contract, an entity shall assess whether the 

contract is, or contains, a lease. A contract is, or contains, a lease if the contract 

‘conveys the right to control the use of an identified asset for a period of 

time’ in exchange for consideration

• Guidance given in Appendix B (par. B9 to B31)

CRUX:

To assess whether a contract conveys the right to control the use of an 

identified asset for a period of time, an entity shall assess whether, through-

out the period of use, the customer has both of the following:

(a) The right to obtain substantially all of the economic benefits from use of 

the identified asset; and

(b) The right to direct the use of the identified asset



Identifying a lease (2)

• Separating components of a contract (evident from IFRS 15 Revenue from 

Contracts with Customers)

• In any contract that is, or contains, a lease, the entity shall account for each lease 

component within the contract as a lease separately from non-lease components 

of the contract, UNLESS the entity applies the practical expedient.

• Practical expedient: a lessee may elect, by class of underlying asset, not to 

separate non-lease components from lease components, and instead account for 

all components as a single lease component – if the expedient is not utilised, the 

lessee shall account for non-lease components applying other applicable 

Standards



Identifying a lease (3)

• Lease contract componentisation – lessees: allocation of consideration

• For contracts containing lease and non-lease components, the lessee shall 
allocate the consideration in the contract to each lease component on the basis 
of the relative stand-alone price of the lease component, and the aggregate
stand-alone prices of the non-lease components

• The stand-alone prices of lease and non-lease components shall be 
determined on the basis of the price the lessor (or similar supplier) would 
charge an entity for that component (or similar component), separately had 
they not been combined into one lease contract

• If such stand-alone prices are not readily available, the lessee shall estimate 
the stand-alone prices, maximising the use of observable information

• Lease contract componentisation – lessors: allocation of consideration

• The lessor shall allocate the consideration in the contract by applying IFRS 15



Lease term determination

• Lease term = the non-cancellable period of a lease, PLUS:

• Periods covered by an option to extend the lease if the lessee is reasonably 
certain to exercise that option; and

• Periods covered by an option to terminate the lease if the lessee is 
reasonably certain NOT to exercise that option

• In assessing the extension and termination options available to the lessee, the entity 
shall consider all relevant facts and circumstances, that an economic incentive exists 
for the lessee to exercise/not exercise extension and termination options

• Re-assessment required upon occurrence of significant event/significant change in 
circumstances within the control of lessee and affect(s) whether lessee is reasonably 
certain to exercise option not previously included in its determination of the lease term

• Could impact election not to apply IFRS 16!

• An entity shall also revise the lease term if there is a change in the non-cancellable 
period of the lease (e.g. lessee exercises an option/does not exercise an option not 
previously included in the entity’s determination of the lease term)



The lessee in the new IFRS 16 (1)

RECOGNITION

• At commencement (not inception!) date, the lessee shall recognise a right-of-use 

asset and a lease liability:

• Dr “Right-of-use asset” (SoFP)

• Cr Lease liability (SoFP)

VAT treatment?
If ICA: claim on day 1

If not: claim over lease term
Normal tax treatment?

Lease instalment, ex VAT, deductible



The lessee in the new IFRS 16 (2)

MEASUREMENT

• Initial measurement – “right-of-use asset” (4 components)

• At initial measurement, lessee shall measure the right-of-use asset at cost, being:

• The amount of the initial measurement of the lease liability; plus

• Any lease payments made at or before the commencement date, less any lease 
incentives received; plus

• Any initial (incremental) direct costs incurred by the lessee; plus

• An estimate of costs to be incurred by the lessee in dismantling and removing 
the underlying asset, restoring the site on which it is located or restoring the 
underlying asset to the condition required by the terms and conditions of the 
lease, unless those costs are incurred to produce inventories (incurring these 
costs either at commencement or through use of the underlying asset) – NB: the 
debit either to inventory (IAS 2) or the ‘right-of-use asset’ is underpinned by a 
justifiable credit i.t.o. IAS 37 Provisions, Contingent Liabilities and Contingent 
Assets (‘present obligation’ = NB!)



The lessee in the new IFRS 16 (3)

MEASUREMENT

• Initial measurement – “lease liability”

• At initial measurement, the lessee shall measure the lease liability at the PV of unpaid lease 
payments at that date

• Lease payments to be discounted using the rate implicit in the lease

• If implicit rate not readily available, use lessee’s incremental borrowing rate

• At commencement date, the following unpaid lease payments are to be included in the 
measurement of the lease liability:

• Fixed payments, less lease incentives receivable

• Variable lease payments that depend on an index/rate, initially measured using the 
index/rate at commencement date – no other variable lease consideration!

• E.g. payments linked to CPI, benchmark interest rate (LIBOR)

• Amounts expected to be payable by lessee under residual value guarantees

• The exercise price of a purchase option, if the lessee is reasonably certain to exercise 
that option and

• Payments of penalties for terminating the lease, if the lease term reflects the lessee 
exercising an option to terminate the lease



The lessee in the new IFRS 16 (4)

MEASUREMENT

• Subsequent measurement – “right-of-use asset”

• Cost model

• The right-of-use asset is measured at cost, less any accumulated depreciation 
and any accumulated impairment losses AND will be adjusted for any re-
measurement of the lease liability i.r.o. reassessments and lease modifications 
(i.e. not for interest etc.)

• The lessee shall apply the depreciation requirements in IAS 16 Property, Plant 
and Equipment in depreciating the right-of-use asset

• If the lease transfers ownership of the underlying asset to the lessee by the end 
of the lease term, or, if the cost of the right-of-use asset reflects that the lessee 
will exercise a purchase option, the lessee shall depreciate the right-of-use asset 
from the commencement date of the lease to the end of the useful life of the 
underlying asset – otherwise, cease depreciation at the earlier of the end of the 
useful life or the end of the lease term (consistent with previous IAS 17)

• The lessee shall apply IAS 36 Impairment of Assets to the right-of-use asset to 
determine whether the asset is subject to impairment



The lessee in the new IFRS 16 (5)

MEASUREMENT

• Subsequent measurement – “right-of-use asset”

• Other measurement models

• If the lessee applies the fair value model in IAS 40 Investment Property to its 

investment property, the lessee shall also apply that fair value model to right-

of-use assets that meet the definition of investment property in IAS 40

• “Property (land/building/both held to earn rental income or for capital 

appreciation” – identified based on underlying leased asset

• If the right-of-use asset relates to a class of property, plant and equipment to 

which the lessee applies the revaluation model in IAS 16, a lessee may 

ELECT to apply that revaluation model to ALL of the right-of-use assets that 

relate to that class of PP&E



The lessee in the new IFRS 16 (6)

MEASUREMENT

• Subsequent measurement – “lease liability”

• After the commencement date, a lessee shall measure the lease liability by:

• Increasing the carrying amount to reflect interest on the lease liability;

• Reducing the carrying amount to reflect the lease payments made; and

• Re-measuring the carrying amount to reflect any reassessments or lease 
modifications

• The periodic rate of interest is the rate previously mentioned (rate implicit in the 
lease/lessee’s incremental borrowing rate, whichever is most relevant)

• After commencement date, the lessee shall recognise in profit or loss (unless the 
costs are capitalised to the cost of another asset in terms of another Standard):

• Interest on the lease liability; and

• Variable lease payments not included in the measurement of the lease liability in 
the period in which the event or condition that triggers those payments, occurs 
(i.e. contingent rent not linked to measurable index/rate)



The lessee in the new IFRS 16 (7)

• MEASUREMENT (lease liability, continued)

• Re-assessment of the lease liability

• The lease liability is re-assessed (after commencement of the lease) to reflect 
changes to the lease payments – such amount of a ‘re-measurement’ of a lease 
liability will be adjusted to the right-of-use asset, unless the CA of the right-of-use 
asset has been reduced to zero in which case the remeasurement will be 
recognised in profit or loss

• When is the lease liability re-measured? OPTION 1

• If there is a change in the lease term; or

• There is a change in the assessment of an option to purchase the underlying 
asset

in which case the lessee shall re-measure the lease liability by discounting the 
revised lease payments using a revised discount rate (latter = revised interest 
rate implicit in lease over remainder of lease term, or lessee’s incremental 
borrowing rate at date of reassessment if the prior cannot be readily determined)



The lessee in the new IFRS 16 (8)

• MEASUREMENT (lease liability, continued)

• Re-assessment of the lease liability (continued)

• When is the lease liability re-measured? OPTION 2

• If there is a change in the amounts expected to be payable under a 

residual value guarantee; or

• There is a change in future lease payments resulting from a change in an 

index or rate used to determine those payments (including a change to 

reflect changes in market rental rates following a market rent review)

in which case the lessee shall re-measure the lease liability by discounting the 

revised lease payments using an unchanged discount rate (unless the 

change in lease payments results from a change in floating interest rates –

then a revised discount rate is used that reflects changes in the interest rate)



The lessee in the new IFRS 16 (9)

• MEASUREMENT

• Lease modifications?

• To be accounted for as SEPARATE LEASES, if both the following are met:

• Modification increases the scope of the lease by adding the right to use one or more 
underlying assets; and

• The consideration for the lease increases by an amount commensurate with the stand-
alone price for the increase in scope and any appropriate adjustments to that stand-alone 
price to reflect the circumstances of the particular contract

• Lease modifications NOT accounted for as separate contracts – what is done?

• Allocate the consideration to the lease and non-lease components of the lease contract;

• Determine the lease term of the modified lease; and

• Re-measure the lease liability, by discounting the revised lease payments using a revised
discount rate (determined as before, but at effective date of modification)

• Decrease the CA of the right-of-use asset to reflect full/partial termination of the lease 
for modifications that decrease the scope of the lease (any resulting gain/loss from 
full/partial termination recognised in P/L)

• Make a corresponding adjustment to the right-of-use asset for all other lease 
modifications



The lessee in the new IFRS 16 (10)

PRESENTATION

• Lessee must either PRESENT in the SoFP, or DISCLOSE in the notes:

• Right-of-use assets separately from other assets

• If separate PRESENTATION is not applied, the right-of-use assets must be 
included in the line-item where the underlying assets would be presented if they 
were owned; and

• DISCLOSE which line-items in the SoFP include those right-of-use assets

• Lease liabilities separately from other liabilities

• If separate PRESENTATION is not applied, the lessee must disclose which line-
items include those liabilities

• The above does not apply to right-of-use assets that meet the definition of investment 
property, which SHALL be presented in the SoFP as investment property (IAS 40)

• In the statement of P/L and other comprehensive income (OCI), interest expensed (i.e. 
finance cost) on the lease liability is to be presented separately from depreciation 
charge for the right-of-use asset (IAS 1 requires separate presentation of finance costs)



The lessee in the new IFRS 16 (11)

PRESENTATION

• In the statement of cash flows:

• Cash payments for principal portion of the lease liability = financing activities

• Cash payments for interest portion of the lease liability = apply the requirements 

of IAS 7 Statement of Cash Flows, i.r.o. interest paid (operating versus 

financing) – apply consistently with other financing transactions’ classification

• Short term lease payments, payments for leases of low-value assets and 

variable lease payments not included in the measurement of the lease liability = 

operating activities!



The lessee in the new IFRS 16 (12)

DISCLOSURE

• Information about leases to be disclosed in a single note/separate section in the AFS (need not 
duplicate if included elsewhere, but properly cross-referenced)

• The following amounts are to be disclosed for the reporting period (preferably in tabular format):

• Depreciation on right-of-use asset by class of underlying asset

• Interest expense on lease liability

• Short-term leases accounted for i.t.o. recognition exemption

• Expense relating to leases of low-value assets accounted for i.t.o. recognition exemption

• Expense relating to variable lease payments not included in the measurement of the lease 
liability (formerly: “contingent rent”)

• Income from sub-leasing right-of-use assets

• Total cash outflow for leases

• Additions to right-of-use assets

• Gains or losses arising from sale-and-leaseback transactions

• The CA of right-of-use assets at the end of the reporting period by class of underlying asset



The lessee in the new IFRS 16 (13)

DISCLOSURE

• Lessee to disclose the amount of its lease commitments for short-term leases 

accounted for i.t.o. the recognition exemption (if different from prior disclosure)

• If right-of-use assets meet the definition of investment property, the lessee shall 

apply the disclosure requirements in IAS 40 Investment Property

• Then previous disclosure requirements relating to right-of-use assets don’t 

apply!

• If the lessee measures right-of-use assets at revalued amounts applying IAS 16, 

the lessee shall disclose the information required by IAS 16 for those right-of-use 

assets

• The lessee shall disclose a maturity analysis of lease liabilities (per IFRS 7 

Financial Instruments: Disclosures) separately from the maturity analyses of other 

financial liabilities



The lessee in the new IFRS 16 (14)

DISCLOSURE

• Lessee also required to disclose additional qualitative and quantitative information 
about its leasing activities, for example:

• Nature of the lessee’s leasing activities;

• Future cash outflows to which the lessee is potentially exposed that are not 
reflected in the measurement of lease liabilities, including:

• Variable lease payments not linked to index/rate

• Extension options and termination options (penalties)

• Residual value guarantees and

• Leases not yet commenced, to which the lessee is committed

• Restrictions/covenants imposed by leases; and

• Sale and leaseback transactions
• A lessee that accounts for short-term leases or leases of low-value assets i.t.o. the 

recognition exemption, shall disclose that fact in the notes



Example – lessee 

Company ABC (Pty) Ltd applies IFRS 16 Leases to all of its lease agreements. The 

following lease was entered into by ABC (Pty) Ltd as lessee:

• Manufacturing machine is leased for 60 months (from 1 January 2017)

• Cash price of the machine, excluding VAT, is R1 million (on 1 January 2017)

• Lease instalments are paid monthly, in arrears = R20 871,03 p.m.

• Transaction costs (legal fees) amounted to R25 000

• There is an unguaranteed residual value of 25% in terms of the lease agreement 

as at 31 December 2021 – payable by lessee, or 3rd party

• The lease qualifies as an Instalment Credit Agreement i.t.o. the VAT Act

How will the lease transaction be journalised in the accounting records of ABC 

(Pty) Ltd for the year ended 31 December 2017?



Example – suggested solution

Step 1: Calculate the PV of the lease liability, using the rate implicit in the lease
• PV = R1.14m
• FV = (-R250 000 x 1.14) = -R285 000
• N = 60
• P/Yr = 12
• Pmt = -R20 871,03
• THUS: I/Yr = 10.5%

Step 2: Calculate PV of minimum lease payments
• Same info as above, but FV = 0 (unguaranteed RV)
• THUS: New PV = R971 021.23 (including VAT)

Step 3: Journal entry at initial recognition (1/1/2017)
• Dr Right-of-use asset (F/P) (C1) 856 021
• Dr Input VAT (R1m x 14%) 140 000
• Cr Lease liability 971 021
• Cr Bank/creditors (tx costs) 25 000

Calculation 1:
PV of lease liability R971 021
Transaction costs R  25 000
Total R996 021
Input VAT claimed              –R140 000
Net total asset R856 021



Example – suggested solution (2)

Step 4: Journal entry at 31/12/2017

• Dr Depreciation of right-of-use asset (P/L) 171 204

• Cr Accumulated depreciation (F/P) 171 204

(R856 201 / 5 years)

• Dr Finance costs (P/L) 94 598

• Dr Lease liability 155 854

• Cr Bank (12 x R20 871.03) 250 452

(1 Input 12 Shift Amort =)



Example – suggested solution (3)

Step 5: Tax calculation as at 31/12/2017

Profit before taxation (accounting, assumed) 1 000 000

Plus: Interest expensed on lease 94 598
Plus: Right-of-use asset depreciation 171 204
Less: Transaction costs (25 000)
Less: Lease instalments paid, excluding VAT (*) (227 643)
Taxable income 1 013 159
(*) VAT removed per S23C(1), as lease is ICA
Total instalments = [(60 x R20 871.03) + R285 000] = R1 537 262
Instalment weighting (2017) = [(12 x R20 871.03) / R1 537 262 x R140 000 Input VAT] = R22 809
Total deductible instalments thus: [(12 x R20 871.03) – R22 809] = R227 643

Temporary difference = deductible (i.e. deferred tax asset) = R13 159 x 28% = R3 685
Dr Deferred tax (F/P 3 685
Cr Income tax expense (P/L) 3 685



Example – suggested solution (4)

Step 6: Deferred tax proof as at 31/12/2017

CA TB (*) TD DTl/(A)

Right-of-use asset (856 021 – 171 204) 684 817 0 684 817 191 749

Lease liability 815 167 117 191 697 976 (195 433)

Net deferred tax asset (31/12/2017) (R3 684)

Tax base of lease liability = unclaimed VAT left in CA

= R140 000 – R22 809 = R117 191

(*) Tax base of liability = CA of lease liability less amounts deductible in future (i.e. VAT 

already claimed, therefore excluded). Thus: of the R815 167 on 31/12/2017, SARS has 

already granted R117 191 as deduction by means of VAT input claim on 1/1/2017 and 

R697 976 is to be granted in future



Break



The lessor in the new IFRS 16 (1)

• Accounting has remained largely unchanged

• Lessor classifies each of its leases as either operating lease or finance lease

• Lease classification therefore remains important to the lessor!

• “Finance lease”: transfers substantially all the risks and rewards 

incidental to ownership of an underlying asset

• “Operating lease”: does not transfer substantially all of the risks and 

rewards incidental to ownership of an underlying asset

• Whether a lease is a finance lease or an operating lease, depends on the 

substance of the transaction rather than the form of the contract



The lessor in the new IFRS 16 (2)

LEASE CLASSIFICATION

• Primary indicators that individually or in combination would NORMALLY indicate that 
a lease transfers substantially all the risks and rewards incidental to ownership of an 
underlying asset:

• The lease transfers ownership of the underlying asset to the lessee by the end of 
the lease term

• The lessee has the option to purchase the underlying asset at a price that is 
expected to be sufficiently lower than the fair value at the date the option will be 
exercised

• The lease term is for the major part of the economic life of the underlying asset, 
even if title is not transferred

• At the inception date, the present value of the lease payments amounts to at least 
substantially all of the fair value of the underlying asset

• The underlying asset is of such a specialised nature that only the lessee can use it 
without major modifications



The lessor in the new IFRS 16 (3)

LEASE CLASSIFICATION

• Secondary indicators that individually or in combination could indicate that a 

lease transfers substantially all the risks and rewards incidental to ownership of an 

underlying asset:

• If the lessee can cancel the lease, the lessor’s losses associated with the 

cancellation are borne by the lessee

• Gains or losses from the fluctuation in the fair value of the residual value accrue 

to the lessee

• The lessee has the ability to continue the lease for a secondary period at a rent 

that is substantially lower than market rent



The lessor in the new IFRS 16 (4)

LEASE CLASSIFICATION

• The primary and secondary indicators are not always conclusive!

• If clear from other features that the lease does NOT transfer substantially all of the 
risks and rewards associated with ownership of the underlying asset, the lease is 
classified as an operating lease

• E.g. ownership of the underlying asset transfers to the lessee at the end of the 
lease for a variable payment equal to its then fair value = operating lease

• E.g. lease contract stipulates variable lease payments as a result of which the 
lessor does not transfer substantially all such risks and rewards

• Lease classification is made at INCEPTION of the lease (not commencement!) and is 
re-assessed only if there is a modification

• Changes in estimates (e.g. economic life or residual value of underlying asset) and 
changes in circumstances (e.g. default by the lessee) do not give rise to a new 
lease classification for accounting purposes



The lessor in the new IFRS 16 (5)

FINANCE LEASES

• At the commencement date, the lessor recognises assets held under finance 

leases in its SoFP and present them as a receivable, at an amount equal to the 

net investment in the lease

• Net investment in lease = Gross investment in lease less unearned finance 

income



The lessor in the new IFRS 16 (6)

FINANCE LEASES – INITIAL MEASUREMENT

• The lessor uses the interest rate implicit in the lease to measure the net investment in the lease
• Initial direct costs are included in the initial measurement of the net investment in the lease, and 

reduce the amount of income recognised over the lease term (i.e. a lower rate implicit in the lease 
is calculated)

• This treatment does not apply to manufacturer/dealer lessors, as tx costs are expensed

• How is the “gross investment in the lease” calculated?

• Fixed payments, less any lease incentives payable

• Variable lease payments that depend on an index or rate, initially measured using the index 
or rate at commencement date

• Any residual value guarantees provided to the lessor by the lessee, a party related to the 
lessee or a third party unrelated to the lessee that is financially capable of discharging the 
obligations under the guarantee (i.e. unguaranteed residual)

• The exercise price of a purchase option if the lessee is reasonably certain to exercise the 
option and

• Payments of penalties for terminating the lease, if the lease term reflects the lessee 
exercising an option to terminate the lease



The lessor in the new IFRS 16 (7)

FINANCE LEASES – INITIAL MEASUREMENT

• Manufacturer/dealer lessors

• At commencement date, the following is recognised for each finance lease:

• Revenue, being the fair value of the underlying asset, or if lower, the present 
value of the lease payments accruing to the lessor, discounted using a market 
related rate of interest

• The cost of sale, being the cost or carrying amount if different, of the underlying 
asset less the present value of any unguaranteed residual value

• Selling profit or loss, being the difference between the abovementioned, 
recognised in accordance with its policy for outright sales i.t.o. IFRS 15

• This is done regardless of whether the asset is eventually transferred to the 
lessee by the lessor

• If artificially low rates of interest are quoted, a manufacturer/dealer lessor shall 
restrict selling profit to that which would apply if a market rate of interest were 
charged

• Initial direct costs are expensed immediately at commencement date



The lessor in the new IFRS 16 (8)

FINANCE LEASES – SUBSEQUENT MEASUREMENT

• A lessor shall recognise finance income over the lease term, based on a pattern 

reflecting a constant periodic rate of return on the lessor’s net investment in the 

lease

• A lessor shall apply derecognition and impairment requirements in IFRS 9 to the 

net investment in the lease

• The lessor shall review regularly estimated unguaranteed residual values used 

in computing the gross investment in the lease, and if a reduction occurs in this 

value, revise the income allocation over the lease term and recognise 

immediately any reduction i.r.o. amounts accrued (i.e. impairment)



The lessor in the new IFRS 16 (9)

OPERATING LEASES

• A lessor shall recognise lease payments from operating leases as income on either a straight-line basis 
or another systematic basis (the latter is applied if that basis is more representative of the pattern in 
which benefit from the use of the underlying asset is diminished)

• A lessor shall recognise costs (incl. depreciation) incurred in earning the lease income as an expense

• Initial direct costs incurred in obtaining an operating lease, are added to the carrying amount of the 
underlying asset and recognise those costs as an expense over the lease term on the same basis as 
the lease income

• The depreciation policy for the depreciable underlying assets subject to operating leases, is determined 
with reference to IAS 16 (normal depreciation policy)

• A lessor applies IAS 36 to determine whether an underlying asset subject to an operating lease is 
impaired to account for any impairment loss immediately

• A manufacturer/dealer lessor does not recognise any selling profit on entering into an operating lease 
because it is not the equivalent of a sale

• Underlying assets subject to operating leases are PRESENTED in the SoFP of the lessor according to 
their nature



The lessor in the new IFRS 16 (10)

DISCLOSURE

• A lessor shall disclose the following amounts for the reporting period (preferably in 

tabular format):

• For finance leases

• The selling profit/loss

• Finance income on the net investment in the lease

• Income relating to variable lease payments not included in the measurement 

of the net investment in the lease

• For operating leases

• Lease income, separately disclosing income relating to variable lease 

payments that do not depend on an index or rate



The lessor in the new IFRS 16 (11)

DISCLOSURE

• FINANCE LEASES

• A lessor shall provide qualitative and quantitative explanations of the significant 

changes in the CA of the net investment in finance leases

• A lessor shall disclose a maturity analysis on the lease payments receivable, 

showing the undiscounted lease payments to be received on an annual basis 

for a minimum of each of the first five years and a total of the amounts for the 

remaining years

• The undiscounted amount shall be reconciled to the net investment in the 

lease

• The reconciliation shall identify unearned finance income and any 

discounted unguaranteed residual value



The lessor in the new IFRS 16 (12)

DISCLOSURE

• OPERATING LEASES

• For items of PP&E subject to operating leases, a lessor shall apply the 
disclosure requirements of IAS 16

• The disclosure should be disaggregated each class of PP&E into assets 
subject to operating leases and assets not subject to operating leases (i.e. 
leased and owned assets (by class of underlying asset) are to be separately 
disclosed)

• Further disclosure requirements from IAS 36 (impairment), IAS 38 (intangible 
assets), IAS 40 (investment property) and IAS 41 (agricultural assets) for 
assets subject to operating leases

• The lessor shall disclose a maturity analysis of lease payments, showing the 
undiscounted lease payments to be received on an annual basis for a minimum 
of each of the first five years and a total of the amounts for the remaining years



Sale and leaseback transactions (1)

• Assessing whether the transfer of the asset is a sale?

• IFRS 15 is to be applied, to establish whether the performance obligation has been satisfied or not

• If the transfer of the asset is a sale

• The seller-lessee shall measure the right-of-use asset arising from the leaseback at the proportion 
of the previous CA of the asset that relates to the right of use retained by the seller-lessee (i.e. the 
seller-lessee only recognises the amount of any gain or loss that relates to the rights transferred to 
the buyer-lessor)

• The buyer-lessor shall account for the purchase of the asset by applying applicable Standards (e.g. 
IAS 16) and for the lease, the relevant lessor sections of IFRS 16 as discussed previously

• If the fair value of the consideration for the sale of the asset does not equal the fair value of the 
asset (or if the lease payments are not at market rates), the entity makes the following adjustments
to measure the sale proceeds at fair value:

• Any below-market terms shall be accounted for as a prepayment of lease payments

• Any above-market terms shall be accounted for as additional financing provided by the buyer-
lessor to the seller-lessee

• Any potential adjustment is measured as the more readily determinable of:

• The difference between the fair value of the consideration and the fair value of the sold asset; 
and

• The difference between the PV of the contractual payments and the PV of the payments for the 
lease at market rates



Sale and leaseback transactions (2)

• If the transfer of the asset is NOT a sale

• The seller-lessee shall continue to recognise the transferred asset and shall 

recognise a financial liability equal to the transfer proceeds (the financial liability 

is accounted for i.t.o. IFRS 9)

• The buyer-lessor shall not recognise the transferred asset and shall recognise 

a financial asset equal to the transfer proceeds (the financial asset is accounted 

for i.t.o. IFRS 9)


