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Abstract: 

     Accounting for leases, or lessee accounting has undergone a significant change with the introduction of 

IFRS 16 Leases. This is a fresh change and the recognition of right of use asset, lease liabilities and their 

amortization with specified disclosures are sure to bring in a lot of transparency and clarity to the financial 

statements, thereby resulting in better and informed choices of the investors relying on annual reports. The 

financial statements of Reliance Industries (extract) has been used to understand the changes before and 

after adoption of this standard. The study focuses and reflects on the impact of bringing in an off balance 

sheet item to the face of the financial statements and its effect on its comprehension by different 

stakeholders.  
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INTRODUCTION 

The introduction of the new leases standard has brought about a sweep of changes in the manner of 

accounting of lease transactions in the financial statements and the impact it poses on the stakeholders in the 

way the information is perceived, processed and comprehended. Specifically with regard to the assessment 

of timing, amount and uncertainty of cash flows arising from leases, this standard comes as breath of fresh 

air. 

The model that puts forth a single lessee accounting and the need for recognition of assets and liabilities for 

all leases with a term of more than 12 months as right of use assets and lease liability has created the 

requirement for on balance sheet recognition and presentation as compared to the erstwhile off balance sheet 

treatment. This has created the need for the entities to analyse the lease contracts in detail so as to identify 

the nature of arrangement and terms of contract. 

HISTORY 

IAS 17 Leases was adopted by International Accounting Standards Board in 2001. In addition to this, the 

Board adopted and issued various interpretations like SIC  15 Operating Leases-Incentives, SIC-27 

Evaluating the substance of transactions involving the legal form of a lease and IFRIC 4 Determining 

whether an arrangement contains a Lease. 

In January 2016, the Board issued IFRS 16 Leases which replaces IAS 17, IFRIC 4, SIC-15 and SIC-27. 

Covid-19 Related Rent Concessions was issued by the Board, amending IFRS 16. This came as a practical 

expedient  in relation to accounting for rent concessions as an impact of Covid-19 pandemic. 

 

 

OBJECTIVE OF THE STUDY 

As it is with every accounting standard, IFRS 16 also aims at ensuring reporting of information that 

represents lease transactions in a faithful manner and provides users of financial statements with assessment 

of amount, timing and uncertainty of cash flows arising from leases. 

This study aims at analyzing the details and procedures that are required to be performed by entities with 

respect to considering the terms and conditions of contracts, relevant information and applying the standard 

to those contracts in a way which reflects fair effect on statement of financial position, performance and cash 

flows. 
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DATA AND METHODOLOGY 

The data for the study has been collected from multiple sources which are enlisted below: 

a. Annual reports of entities available in public domain and NSE website 

b. Inquiry with audit personnel in relation to procedures performed for verifying IFRS 16 Leases 

recognition and presentation 

c. Study of interpretations and analysis of the standard done by Big 4 audit firms and their suggestions 

on application 

SCOPE AND LIMITATION 

This paper covers the overview of the IFRS 16 Leases standard and the key aspects impacted on the 

financial statements as a result of adoption of this standard. However, the deeper possibilities are not delved 

upon in detail and only a basic level of understanding is expected of the reader to comprehend this paper. 

The scope includes recognition, presentation and disclosure of leases in financial statements. The advanced 

concepts of rent concessions due to COVID-19 and their recognition, sub-leases and modification of 

contracts are not covered in this paper. 

THEORETICAL BASE OF STUDY 

Superseded Standards 

IFRS 16 replaces the following standards and interpretations: 

 IAS 17 Leases 

 IFRIC 4 Determining whether an Arrangement contains a Lease  

 SIC-15 Operating Leases - Incentives  

 SIC-27 Evaluating the Substance of Transactions Involving the Legal Form of a Lease 

IFRS 16 Leases applies to all leases, including subleases, except for:  

 leases to explore for or use minerals, oil, natural gas and similar non-regenerative resources;  

 leases of biological assets held by a lessee (IAS 41 Agriculture);  

 service concession arrangements (IFRIC 12 Service Concession Arrangements);  

 licences of intellectual property granted by a lessor (IFRS 15 Revenue from Contracts with 

Customers); and  

 rights held by a lessee under licensing agreements for items such as films, videos, plays, manuscripts, 

patents and copyrights within the scope of IAS 38 Intangible Assets 

A lessee can elect to apply IFRS 16 to leases of intangible assets, other than those items listed above. 
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Recognition exemptions 

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: 

i) leases with a lease term of 12 months or less and containing no purchase options – this election is made by 

class of underlying asset; and 

 

ii) leases where the underlying asset has a low value when new (such as personal computers or small items 

of office furniture) – this election can be made on a lease-by-lease basis. 

 

Key definitions 

[IFRS 16: Appendix A] 

Interest rate implicit in the lease 

The interest rate that yields a present value of (a) the lease payments and (b) the unguaranteed residual value 

equal to the sum of (i) the fair value of the underlying asset and (ii) any initial direct costs of the lessor. 

Lease term 

The non-cancellable period for which a lessee has the right to use an underlying asset, plus: 

a) periods covered by an extension option if exercise of that option by the lessee is reasonably certain; and 

b) periods covered by a termination option if the lessee is reasonably certain not to exercise that option 

Lessee’s incremental borrowing rate 

The rate of interest that a lessee would have to pay to borrow over a similar term, and with a similar security, 

the funds necessary to obtain an asset of a similar value to the right-of-use asset in a similar economic 

environment. 
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RECOGNITION  

Once a lease contract is identified, considering the right to control the asset, which may be explicit or 

implicit, the next step is to identify the asset itself, based on criteria such as physical distinction, substantial 

capacity and economic benefits the customer obtains. 

Thereafter, the lessee recognizes a right of use asset and a lease liability. While the right of use asset is 

initially measured at the amount of lease liability plus any direct initial costs, subsequently it is measured 

using a cost model. Hence, it is recognized after considering accumulated depreciation and impairment. 

Lease liability is measured at present value of lease payments payable over the lease term,  discounted at the 

rate implicit in the lease or the incremental borrowing rate. 

Any modifications in lease contract will result in subsequent remeasurement of lease liability to reflect 

changes such as term, amount, future lease payments etc. They are treated as adjustment to right of use asset. 

DISCLOSURE 

There are detailed requirements for disclosure of various items related to lease in the standard. IFRS 16 is 

applicable for reporting periods on or after 1 January 2019. 

CASE STUDY 

Given in Annexure I Table 1 and Table 2 respectively are the extracts of financial statements of Reliance 

Industries before and after adoption of Leases standard. 

Before adoption of the standard: 

As can be observed from the Annexure 1 Table 1, items relating to leases are treated as off balance sheet 

because of which we are not able to identify or trace the relevant line items from the face of the financial 

statement. It also poses a possibility of inflating the return on investment (ROI) as there is no statutory 

provision to show the assets taken on lease or the future liabilities of lease rentals. 

After adoption of the standard: 

It can be noted, as marked in the explanatory notes of the Table 2 of Annexure I that, the face of the balance 

sheet itself shows the current and non-current lease liability as well as the right of use asset as a non-current 

asset. Lease rentals form part of the statement of profit and loss as well. There are also adequate disclosures 

in the notes relating to various aspects of lease resulting in better transparency and clarity of presentation. 
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FINDINGS FROM THE ABOVE CASE: 

As it can be observed from the extract of financial statements, there has been a comprehensive, exhaustive 

and clearer depiction in the notes to financial statements with respect to the lease amount, type, term, 

duration and expenses after adoption of IFRS 16. We can clearly note that the right of use asset, related 

depreciation, lease liability and its distinction as current and non-current ,payment of lease liability and rent 

expenses have been disclosed in detail. We can infer from the same that there has been a detailed verification 

and study conducted over the lease contracts by the entity to understand the various terms and nature of 

lease, and also an overview relating to any modifications that may have occurred to the contract, that could 

require a remeasurement. It is evident that sufficient understanding and identification of various components 

of contracts have been carried out by the entity. 

CONCLUSION 

The detailed recognition and disclosure requirements encompassed in IFRS 16 provides a comprehensive 

basis for users of financial statements to assess the effect of leases through the statement of financial 

position, statement of profit or loss and statement of cash flows. 
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ANNEXURES 

ANNEXURE-1 

Table 1 

2017-18: Before introduction of IFRS 16  
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ANNEXURE-1 (continued) 

Table 1 (continued) 
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ANNEXURE-1 (continued) 

Table 1 (continued) 
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ANNEXURE-1 (continued) 

Table 2  

2020-21: After adoption of IFRS 16 

 

 

 

 

 

 

 

 

http://www.ijrti.org/


© 2022 IJNRD | Volume 7, Issue 3 March 2022 | ISSN: 2456-4184 | IJNRD.ORG 

IJNRD2203110 International Journal of Novel Research and Development (www.ijnrd.org)  

 

889 

ANNEXURE-1 (continued) 

Table 2 (continued) 
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ANNEXURE-1 (continued) 

Table 2 (continued) 
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ANNEXURE-1 (continued) 

Table 2 (continued) 
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ANNEXURE-1 (continued) 

Table 2 (continued) 
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