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IFRS 16 Update

Ground to be covered today

DHSC – Leading the nation’s health and care

1 IFRS 16 Overview – quickly covering the basics Page 3

2
IFRS 16 public sector approach updates… the gift that keeps on 

giving; Deferral, VAT, IBR and PFI
Page 18

3 IFRS 16 implementation activities and timescales Page 27

4 IFRS 16 Q&A and additional considerations Page 30
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IFRS 16 – Implementation Overview
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IFRS 16 overview

DHSC – Leading the nation’s health and care

IAS 17

Statement of financial position

SOCNE

Lease payments XXX

Net Expenditure XXX

IFRS 16

Statement of financial position

Lease Assets XXX

Lease Liabilities XXX

SOCNE

Depreciation XXX

Finance cost XXX

Net Expenditure XXX

Off balance 

sheet Obligation to 

make lease 

payments

Right to use 

underlying 

leased asset

Depreciation on lease assets and finance cost 

of lease liability

The accounting treatment for leases, currently classified as operating leases, will change for 

lessees. 
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Summary

DHSC – Leading the nation’s health and care

• Lessee’s have a single accounting model for all leases, except for the 

following exemptions:

• Short-term leases up to 12 months; and

• Where the underlying asset is of low value (<£5,000)

• Leasing of Intangible Assets (account for per IAS 38).

• Lessor accounting is substantially unchanged compared to IAS 17.

• There will be a major impact on budgets.

• There will be an impact on many activities across organisations including: 

procurement; commercial; IT; and finance functions.
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Accounting for leases under IFRS 16 as a lessee
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Transition

Upon transition to IFRS 16 the entities recognise the cumulative effect of initially applying 

the Standard as an adjustment to equity representing the difference between the asset and 

the liability.

For leases previously classified as operating leases:

Recognise a 

lease liability 

Recognise a 

right-of-use 

asset 

Derived by: 

• measuring the lease liability at the present value of the 

remaining lease payments; and

• discounting through use of the lessee’s incremental 

borrowing rate at the date of initial application.

By taking:

• the amount equal to the lease liability; and 

• adjusting by the amount of any prepaid or accrued lease 

payments relating to that lease. 
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Transition

For leases previously classified as finance leases:

lease liability 

right-of-use 

asset 

The carrying amounts of the right-of-use asset and lease 

liability should remain the same as they were immediately 

before the date of initial application.

“Fair Value Cap” 

IAS 17 mandated that a finance lease was recognised at an amount 

equal to the fair value of the leased property or if lower the present 

value of the minimum lease payments. Such a “cap” no longer 

exists.
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Sublease

An intermediate lessor must classify the sublease

as a finance lease or an operating lease as 

follows:

• If the head lease is a short-term lease that the 

entity, as a lessee, has accounted for by 

recognising the lease payments as an 

expense, the sublease must be classified as 

an operating lease.

• Otherwise, the sublease must be classified by 

reference to the right-of-use asset arising 

from the head lease, rather than by 

reference to the economic useful life of the 

underlying asset. 

• ON TRANSITION ALL SUBLEASES THAT 

ARE OPERATING LEASES MUST BE 

REASSSESSED

Lessor

Lessee

Sublessee

H
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Intermediate 

Lessor
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Steps to Identifying a lease under IFRS 16

Lease
Is there an 

Identified  asset?

Is there

Right to control and direct the use 

of the asset throughout the period 

of use?

Explicitly or implicitly identified 

in the contract

No substantive substitution 

rights

Physically distinct

Right to obtain substantially all the 

economic benefits from use

Right to direct the use of the asset 

throughout the period of use

Judgments needs to be

made at the inception of

the arrangement (which

may not include a formal,

written contract).

All this needs judgements

regarding before a figure is

entered into a spreadsheet!

Reassess only if the terms

and conditions of the

contract change.
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Lease and non-lease components

Contracts may contain both a lease and non-lease component.

The new standard requires lessees and lessors to separate the lease and non-lease

components.   

Lessees are required to separate the lease and non-lease components unless the practical

expedient is applied. IFRS 16 permits lessees to account for all components of a lease as part of a

lease arrangement.

Lease

Lease components Non-lease components

Practical 

Expedient?
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Measurement of the lease liability

The lessee must recognise a lease liability on the commencement date of a lease, i.e. the date on 

which the lessor makes an underlying asset available for use by a lessee. 

The lease liability is made up of the present value of the following:

Fixed payments 

from the 

commencement 

date

Variable 

payments that 

depend on an 

index or a rate

Residual value 

guarantees*

Exercise price of a 

purchase option**

Termination 

penalties**

Lease Liability

* If included in the contractual terms and conditions

** If lessee is reasonably certain to exercise the option
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Measurement of the right-of-use asset

The lessee must also recognise a right-of-use asset. This asset comprises:

Lease Liability
Initial Direct 

Costs

Cost of removal 

and restoring

Payments made at 

or prior to 

commencement

Lease incentives 

received

Right-of-Use Asset
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Judgements galore under IFRS 16… Lease term

Non-cancellable 

periods

Periods covered by 

option to terminate the 

lease **

Periods covered by 

options to extend the 

lease*

Rent-free period

* If the lessee is reasonably 

certain to exercise

** If the lessee is reasonably 

certain not to exercise

Commencement 

date

Reasonably certain

• Assessed at the commencement date.

• Consider all facts and circumstances that create an economic 

incentive, including any expected changes in facts and 

circumstances between the commencement date and until the 

exercise date.

• Judgement to be made for intra government agreements
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To Revalue or not Revalue…
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How the standard will impact the budgets
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Budgeting impact of:

Peppercorn 

leases

Budgeting akin to donated assets. Debit and Credit 

score to CDEL, depreciation scores to AME.

Commencement 

of lease

Remeasurement 

of the lease 

liability

CDEL charge on commencement equivalent to the asset 

recognised on the balance sheet (noting low value and 

short term will be expensed and therefore RDEL)

Scores to CDEL to the extent the remeasurement 

impacts the value of the right-of-use asset

Revaluation and 

impairment of the 

RoU asset

Upward revaluation of the right-of-use asset goes 

through OCI and has no budget impact. 

An impairment should first utilize the revaluation 

reserve. It may have a budget impact (AME or DEL). 

(see CBG 3.49 to 3.52 for more details)

https://www.gov.uk/government/publications/consolidated-budgeting-guidance-2019-to-2020
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Update on Public Sector Approach to IFRS 16
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Deferral of IFRS 16 to 2022-23

In November the Financial Reporting Advisory Board (FRAB) agreed that there would be no mandatory 

implementation of IFRS 16 across government from 1 April 2021.  

Instead, the effective date will now be 1 April 2022 (aside from those already applying the Standard). 

Department and NHSE and NHSI put forward compelling cases to HM Treasury and FRAB regarding; 

• the ongoing pandemic response, 

• prioritisation of recovery works around financial reporting and auditing, 

• material information for users of accounts in 2020-21.

This does not take away from key preparatory work that needs to be 

progressed to build on the good work already completed.
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Measurement of a lease liability and VAT…

Current approach to irrecoverable VAT is to charge to the relevant expenditure category or include in the 

capitalised purchase cost of a non current asset.

VAT is not explicitly addressed in IFRS 16 unlike IAS 16 and as;

• HM Treasury approach to revaluation is to give comparability between leased and owned assets,

• Expensing VAT would lead to amounts remaining off balance sheet counter intentions of the Standard. 

It may have been reasonable to expect VAT to be included as part of the lease liability… However

IFRIC 21 Levies

• VAT does not clearly fall within what constitutes a lease payment under IFRS 16.

• The lessor collects the levy (VAT) on behalf of government and should be accounted for per IFRIC 21 to 

be expensed at the point of invoice as this is the obligating event that gives rise to a liability to pay a levy.

• Liability to pay is recognised progressively if the obligating event occurs over a period of time.
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Measurement of a lease liability and VAT…

The Financial Reporting Advisory Board agreed entities should…

The omitting of irrecoverable VAT from lease payments will require;

• Update of the proposed accounting policy for IFRS 16,

• Systems update to ensure irrecoverable VAT is separately recorded,

• Ensure financial management processes (business case development) disaggregate costs and budget 

currencies appropriately.

Apply IFRIC 21
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Measurement of a lease liability and PFI… IAS 17, IFRS 9 and 

IFRS 16

Currently the imputed PFI liability is measured under an IAS 17 style approach. As such contingent rents are 

expensed. 

Once IAS 17 is superseded can it continue to be used or should IFRS 9 or IFRS 16 be used?

IFRS 16

Conceptual strength in new leasing standard replacing old in FReM approach to accounting for PFI.

Impact of substantially increasing PFI liabilities on balance sheet due to ‘contingent rents’ being incorporated in 

the lease liability. 

Fixed payments 

from the 

commencement 

date

Variable 

payments that 

depend on an 

index or a rate

Residual value 

guarantees*
Exercise price of a 

purchase option**

Termination 

penalties**

Lease Liability* If included in the contractual terms and conditions

** If lessee is reasonably certain to exercise the option
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Measurement of a lease liability and PFI… IAS 17, IFRS 9 and 

IFRS 16

IFRS 9

Conceptual strength lies in the fact that the operator recognises a financial asset per IFRS 9 under IFRIC 12, 

so treating the PFI liability as a financial liability under IFRS 9 is logical.

Impact is that the gross carrying amount of the liability will reflect actual and estimated contractual cashflows 

and therefore IFRS 9 measured PFI liability will be even larger than under IFRS 16.

IAS 17 Style

Potential conceptual justification in not specifically applying IAS 17 but themes in the Standard as the FReM 

not IFRIC 12 determines the accounting for grantors, coupled with historic understandability of approach with 

preparers and auditors and most cost efficient approach to reporting PFI until their eventual termination.

Set against the conceptual difficulty of making reference to approach grounded in a Standard no longer 

applicable…
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Measurement of a lease liability and PFI… IAS 17, IFRS 9 and 

IFRS 16

FRAB Determination

Moving to an IFRS 16 approach for PPP liability treatment from 2022-23,

Remeasure the PFI liability when a change in indices causes a change in future lease payments when 

that change has taken effect,

HMT are looking at what guidance will be necessary to inform this change beyond the announcement 

made in the latest HMT IFRS 16 application guidance. 

Guidance will need to work through the practicalities of revising PFI models... 

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/956108/IFRS_16_Application_Guidance_December_2020.pdf
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Can we stop talking about measurement of a lease liability… 

Incremental Borrowing Rates

Excessive impairments for an early adopter

DCMS experienced a significant level of impairment in year of adoption in relation to leases transitioned. 

DCMS and DfT adopted IFRS 16 for 2019-20 as material component bodies (BBC and NR and HS2) adopted 

the Standard.

Impairments resulted from;

HM Treasury considering options to refine approach 

for transitioning leases.

Low cost of current 

borrowing

Modest IBR at date of 

initial application
Overvaluation of asset 

Higher Commercial Rates

Set against

Lower Government Borrowing Costs   
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Can we stop talking about measurement of a lease liability… 

Incremental Borrowing Rates

Options under consideration

1. New transitioning rate to employ separate to rate for newly commencing leases.

2. Do nothing – how many right of use assets will be revalued and isn’t this just the nature of using 

expedients? Is there a VFM point identified by the impairment of a lease…

3. Change implementation approach so removing mandated approach relating to C8(b)(ii) allowing the lessee 

to choose on a lease by lease basis which measurement approach to employ.

FRAB requested HM Treasury to reconsider issue and approach… watch this space
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IFRS 16 Implementation timescales and activities
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Run up to implementation take 2…

Key preparatory work to continue

• Entity understanding multi disciplinary impact of Standard,

• Developing materially complete information, estimates and judgements,

• Be aware of all HM Treasury adaptations and interpretations and evolving guidance,

• Business planning that will inform implementation for 2022-23,

• Active management of lease information and impacts on accounts and budgets.

Good progress was made on IFRS 16 implementation

• Positive engagement on development of application guidance,

• Provision of detail to support IFRS 16 Main Estimate bid,

• Good engagement on agreement of leases exercise.
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What to expect in 2021 and 2022

Implementation Assistance

• DHSC, NHSE and NHSI updated guidance to be distributed in due course, 

• DHSC IFRS 16 supplement updates are being consulted upon throughout February 2021.

• The delay in cross public sector implementation ensures experience of early adopters in public and 

private sectors can be found and utilised by all.

Implementation Exercises

• HM Treasury will require a revised data collection exercise to take place to support DHSC 2022-23 Main 

Estimate;

• Expect it to a similar timetable Dec 21 to Jan 22 and, 

• Similar collection requirements as previous exercise,

• DHSC, NHSE and NHSI will assess capacity to relaunch Agreement of Leases and other expected 

implementation exercises to provide assurances regarding completeness of data and approach to IFRS 

16 implementation.
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Questions

and

Practical challenges
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Practical Challenges: Overview

Additional cost of 

assets ownership

Estimates and 

judgments

Separating lease and non-lease components, 

consideration of extension and termination options. 

IFRS 16 requires an abundance of judgements to be 

made!

Completeness of 

data

Obtaining and assessing all of the relevant data. 

Completeness of the lease registers. Assets records will 

require greater level of detail.  

IFRS 16 will increase the amount of fixed assets an 

organisation will need to maintain information regarding 

to inform valuation assessments for instance 

(revaluation or impairment).
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Practical Challenges: Overview

Group consolidations 

and eliminations 

Lack of symmetry between lessee and lessor accounting 

will require complex group adjustment on consolidation.

Judgments around 

existing 

arrangements

Lack of documentation in some cases will require 

judgments as to what existing arrangements represent 

and what accounting treatment is appropriate.

Lease Management

After the initial implementation the entities will have to 

continue maintaining control of the lease arrangements. 

Regular reassessment reviews etc.
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Practical Challenges: Addressing any issues

Auditors

Finance

National 
Bodies

HM 
Treasury

TACoE

Contract 
owners

Estates 
teams

Communication

There are many colleagues within 

the DHSC group as well as outside 

of it who can assist you with 

challenges and issues you come 

across when implementing the new 

Standard.   


