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IFRS 16, ‘Leases’ 
The new lease accounting standard will fundamentally change the accounting for 
lease transactions and is likely to have significant business implications. Almost all 
leases will be recognised on the balance sheet, with a right of use asset and financial 
liability. The amortisation of the right of use asset and the accretion of interest on the 
financial liability will likely result in recognising higher expenses in profit or loss 
during the earlier life of a lease. 

This will have an associated impact on key accounting metrics, and clear 
communication will be required to explain to the impact of changes to stakeholders.  

 

Why the new standard matters to the Real estate industry 

When it comes to leasing transactions, the vast majority of entities in the Real 
estate industry will be the lessors. Whilst the new standard leaves lessor accounting 
unchanged, it will have a significant impact on the industry’s customer base, its 
tenants (lessees). For example, the retail industry is likely to be one of the most 
affected by the new standard, given the significant use of rented premises for their 
stores. The PwC Global Lease Capitalisation study published in February 2016 
indicated that there would be a median debt increase of 98% for retailers (due to 
the recognition of lease liabilities), and 41% median increase in EBITDA (due to 
the exclusion of all lease costs). 

In a wider context, both retail and commercial property leases can contain a 
number of common features such as renewal options and variable rental payments.  
Historically, tenants have accounted for such leases as operating leases recognising 
rental payments as an operating expense on a straight line basis and with no 
significant balance sheet impact.  
 
The new leasing standard will not only have an impact on tenants’ balance sheets, 
but also on operating costs, with a split of the expense between operating and 
finance costs. From a lessor perspective it is important to have an awareness of 
these impacts for tenants as they may influence market behaviour towards a 
preference for shorter term or more flexible leases with more types of contingent 
payment terms to minimise the amount recognised as lease liabilities. 
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An in depth guide to the new standard and its effects 

In depth INT 2016-01 provides a comprehensive analysis of the new standard.  

This Spotlight summarises the main aspects of the standard, highlighting some key 
challenges and questions management should ask as they prepare for transition.  

Although the new standard will not be effective until 2019, the extent of data-
gathering and requirement to embed new processes for many entities means that, for 
many, preparations should begin now. 
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The new standard on a page 
 

When is the 
effective date? 

The new leasing standard will become effective in 2019 
and include pre-existing leases (however, there are some 
reliefs on transition). 

What is the scope of 
the standard? 
 

The standard covers every lease except for 
rights to explore non-regenerative resources, rights held 
under licensing agreements, leases of biological assets 
and service concession arrangements.  
For lessors, licences of intellectual property granted are 
excluded from IFRS 16; lessees are not required to apply 
IFRS 16 to certain rights held under licensing 
agreements.  

Are there any 
exemptions? 

A recognition and measurement exemption for short 
term leases and leases of low value assets is available as a 
policy choice. However, this is only available to the lessee.  

What is the 
definition of a 
lease? 
 

A lease is a contract (or part of a contract) that conveys 
the right to use an asset for a period of time in exchange 
for consideration.  
A contract contains a lease if fulfilment depends on an 
identified asset and it conveys the right to control the use 
of that identified asset throughout the period of use. 
Each lease component should be identified and accounted 
for separately. 

What is an 
identified asset? 

An asset can be identified explicitly or implicitly. A 
contract does not depend on an identified asset if the 
supplier has a substantial right to substitute the asset.  

What is the “right 
to control the use” 
of an asset? 

An entity has the right to control the use of an identified 
asset if it has the right to obtain substantially all of the 
economic benefits from the use of the asset and the right 
to direct the use of the asset, i.e. to decide how and for 
what purpose it is used.  

When is an 
arrangement split 
into separate lease 
components? 

A right to use an asset is a separate lease component if the 
lessee can benefit from the asset on its own (or together 
with readily available resources) and the asset is neither 
interdependent nor highly correlated with any other 
underlying asset in the contract.  

What is recognised 
on the balance 
sheet? 

Lessees will recognise almost all leases on the balance 
sheet (as a “right-of-use asset” and “lease liability”).  
Lessors will still distinguish between finance leases 
(recognise a lease receivable) and operating leases 
(continue to recognise the underlying asset). 

How is a lease 
initially measured 
by lessees? 
 

The lessee recognises: 
• a lease liability at the present value of future lease 

payments; and  
• a right-of-use asset to an equal amount plus initial 

direct costs and restoration costs.  
What does a lessee 
recognise in profit 
or loss?  

A lessee will recognise: 
• interest on the lease liability 
• depreciation of the right of use asset 
Variable lease payments not included in the lease liability 
are recognised in the period the obligation is incurred. 

Is lessor accounting 
affected? 

IFRS 16 does not make any substantial changes to lessor 
accounting.  

 

3 



inform.pwc.com 

This content is for general information purposes only, and should not be used as a substitute 
for consultation with professional advisors. © 2016 PwC. All rights reserved. PwC refers to the 
PwC network and/or one or more of its member firms, each of which is a separate legal entity. 
Please see www.pwc.com/structure for further details.      

 
Key questions for the industry and its customers 

Q: Do all elements of lessor accounting remain unchanged? 
A: The recognition and measurement guidance for lessors remains broadly 

unchanged. However, there are enhanced disclosure requirements for 
lessors such as the disclosures of an entity’s risk management strategy in 
relation to rights retained in the underlying leased assets. 

Q: What types of arrangements might meet the new definition of a lease? 
A: Most property contracts for retail and commercial space are likely to qualify 

as leases. Such contracts will meet the key criteria for a lease being having 
the right to control the asset and obtaining the related economic benefits 
from that use.  
There might be arrangements in the retail sector where the right of use of 
the asset is not so well defined and the tenant might not have the full 
economic benefit of the asset. This is especially the case in situations where 
the space allocated to the entity is not clearly defined, and/or the store 
owner has the right to substitute the available space having a significant 
impact on the customer’s economic returns. Such arrangements might not 
meet the definition of a lease, and instead be considered as a service. 

Q: What might affect tenants’ identification and measurement of the “right to 
control the use” of an asset? 

A: In a property rental contract, the unrestricted use of a defined space, 
including control over the design by the tenant, control over physical access 
to the space, and control over use of the space will indicate a tenant’s 
overall right to control the use of an asset. Dilapidation clauses whereby a 
tenant has the responsibility for returning the property to its condition at 
inception of the lease, and variable rental clauses are unlikely to affect the 
assessment as to whether the arrangement contains a lease, as they do not 
restrict the use of the asset. 
Typically the real estate entity can only substitute the space of the tenant in 
very limited circumstances such as a need for major repairs. Assuming the 
real estate entity has an obligation to provide alternative space of similar 
standing and will cover relocation costs – this would not invalidate the 
assessment that the arrangement contains a lease. Most of the economic 
benefits relating to the use of the space would continue to accrue to the 
tenant. 
The involvement of the real estate entity in maintenance, cleaning, security 
such as is often the case in a shopping centre would also typically not affect 
the right to control the asset.  

Q: What areas might affect the lease liabilities tenants recognise? 
A: Lease liabilities need to be recognised at their present value, taking into 

account fixed payments and certain other payments that the tenant is 
reasonably certain to make, such as residual value guarantees, the exercise 
price of purchase or termination options and variable payments that 
depend on an index or rate (including rental rates based on market rent 
reviews).  
Other types of variable payments are not included. This is likely to result in 
contingent rents based on sales being typically excluded from the lease 
liability, and accounted for in the period when sales are actually incurred. 
A potentially critical element tenants will need to consider is renewal 
options that are market-priced but reasonably certain to be exercised, or 
where the tenant has a significant economic incentive to renew a lease (e.g. 
flagship stores in high street locations). In such cases, payments during the 
extended lease periods might need to be included in the calculation of the 
lease liability. 
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Contact us 
To have a deeper discussion, please contact: 

Real estate contacts 
Territory Name E-mail Telephone 
Argentina Eduardo Loiacono eduardo.loiacono@ar.pwc.com +54 11 4850 4690 
Australia James Dunning james.dunning@au.pwc.com +61 2 8266 2933 
Belgium Ann Smolders ann.smolders@be.pwc.com +32 2710 4173 

Belgium Ben Renier ben.renier@be.pwc.com +32 2 7104890 
Canada Andrew Popert andrew.popert@ca.pwc.com +1 416 687 8901 
China Kathleen Chen kathleen.chen@cn.pwc.com +86 21 2323 2566 
Cyprus Tasos Nolas tasos.nolas@cy.pwc.com +357 25 555 192 
France Jean-Baptiste Deschryver jean-baptiste.descrhyver@fr.pwc.com +33 15657 5925 
France Thibault Lanselle thibault.lanselle@fr.pwc.com +33 1 56 57 1279 

Germany Anita Dietrich anita.dietrich@de.pwc.com +49 69 9585 2254 
Germany  Carolin Stoek carolin.stoek@de.pwc.com +49 69 95 85 2216 
Hong Kong Davis Cho davis.kl.cho@hk.pwc.com +852 2289 2848 
Ireland Aoife O’Connor aoife.oconnor@ie.pwc.com +353 1 7928527 
Italy Elisabetta Caldirola elisabetta.caldirola@it.pwc.com +39 02 778 5380 
Japan Hideo Ohta hideo.ohta@jp.pwc.com +81 80 3254 6831 

Japan Takeshi Shimizu takeshi.shimizu@jp.pwc.com +81 90 6515 1754 
Jersey Lisa McClure lisa.mcclure@je.pwc.com +44 1534 838315 
Luxembourg Kees Hage kees.hage@lu.pwc.com +352 494848 2059 
Luxembourg Kenneth Iek kenneth.iek@lu.pwc.com +352 49 48 48 2278 
Netherlands Sidney Herwig sidney.herwig@nl.pwc.com +31 88 792 4936 
Norway Ola Anfinsen ola.anfinsen@no.pwc.com +47 95 26 0503 

Poland Malgorzata Szymanek-Wilk malgorzata.szymanek-
wilk@pl.pwc.com 

+48 22 523 4131 

Singapore Magdelene Chua magdelene.wz.chua@sg.pwc.com +65 6236 3668 
South Africa Zubair Wadee zubair.wadee@za.pwc.com +27 11 797 5875 
Spain Gonzola Sanjurjo Pose gonzola.sanjurjo.pose@es.pwc.com  +34 915 684 989 
Sweden Johan Ericsson johan.m.ericsson@se.pwc.com +46 10 213 3037 
Switzerland Markus Schmid markus.schmid@ch.pwc.com +41 58 792 6358 

United Arabic 
Emirates 

Yelena Belokovylenko yelena.belokovylenko@ae.pwc.com +971(0) 4304 7461 

United Kingdom Avni Mashru avni.r.mashru@uk.pwc.com +44 20 7213 1438 
United Kingdom Sandra Dowling sandra.dowling@uk.pwc.com +44 20 7804 3972 
United Kingdom Tom Norrie tom.norrie@uk.pwc.com +44 20 7212 5836 
United States Brian Ness brian.ness@us.pwc.com +1 973 236 4436 
United States Seth Promisel seth.promisel@us.pwc.com +1 646 471 7532 

United States Tom Wilkin tom.wilkin@us.pwc.com +1 973 236 4251 
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