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IFRS 16 Leases

e duinlsy

A need for change

O A need for change

® Leasing is widely used by many organisations, enabling them to use

property, plant and equipment without incurring large initial cash
outflows.

IAS 17 classified leases as either ‘finance leases’ or ‘operating leases’.
Finance leases were reported on the balance sheet, whereas operating
leases were reported off the balance sheet. This led to lack of
transparency about lease obligations and a failure to meet the needs of

the users of financial statements.
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Objective

Q IFRS 16 establishes principles for the recognition, measurement,

presentation and disclosure of leases, with the objective of

ensuring that lessees and lessors provide relevant information that

faithfully represents those transactions. [IFRS 16:1]

Tman auiidizm

Recognition exemptions

QO Instead of applying the recognition requirements of IFRS 16
described below, a lessee may elect to account for lease payments
as an expense on a straight-line basis over the lease term or

another systematic basis for the following two types of leases:

® leases with a lease term of 12 months or less and containing no

purchase options

® leases where the underlying asset has a low value when new (such as

personal computers or small items of office furniture)

S audtiEn




Identifying a lease

U A contract is, or contains, a lease if

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

of time in exchange for consideration. [IFRS 16:9]

Q Control is conveyed where

the customer has both the right to direct the identified asset’s use and to

obtain substantially all the economic benefits from that use. [IFRS

16:B9]
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Accounting by lessees

U Upon lease commencement a lessee recognises a right-of-use asset

and a lease liability. [IFRS 16:22]

® The right-of-use asset is initially measured at the amount of the lease

liability plus any initial direct costs incurred by the lessee.

® Adjustments may also be required for lease incentives, payments at or

prior to commencement and restoration obligations or similar. [IFRS

16:24]
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Accounting by lessees

QO After lease commencement, a lessee shall measure the right-of-

use asset using a cost model, unless: [IFRS 16:29, 34, 35]

the right-of-use asset is an investment property and the lessee fair

values its investment property under IAS 40; or

® the right-of-use asset relates to a class of PPE to which the lessce

applies IAS 16’s revaluation model, in which case all right-of-use

assets relating to that class of PPE can be revalued.

imn audidizn

Accounting by lessees

O Under the cost model a right-of-use asset is

® measured at cost less accumulated depreciation and accumulated

impairment. [IFRS 16:30(a)]
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