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Bringing you the latest information on recent 
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We are pleased to welcome you to 
the new edition of our IFRS 
Newsletter.  
 
Our aim is to keep you updated 
with all the latest news and 
developments on IFRS and 
financial reporting along with the 
potential impact they may have 
on your business.   
 
In this issue we discuss some 
financial reporting issues that 
may 
be relevant for years ending on 
or after 31 December 2019 as a 
result of areas 
of regulatory focus, the current 
economic environment or 
changes in accounting 
standards:   
 
IFRS 16 Leases 
 
Reporting the effects of 
income tax 
 
We hope that you find our 
newsletter insightful and if you 
would like to discuss any of the 
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topics covered, please do not 
hesitate to contact us. 
 
Best regards 
 
Dimitris Katsibokis 
Partner 
Assurance Leader 

 

Tel: +30 210 678 12 64 
 
 
Where can I go for more 
information? 
 
This publication highlights just 
some of the recent IFRS topics 
that may be of interest to 
entities reporting under IFRS.  
 
More detailed information can be 
found at www.iasplus.com 

 

  
IFRS 16 Leases 
The biggest change in financial reporting for most entities this year 
will be the adoption of IFRS 16 Leases, which requires lessees to 
bring most of their leases that were previously operating leases on 
balance sheet. 

Transition 

Disclosures should be entity-specific in order to help investors to 
understand the amounts and adjustments reported on transition to 
IFRS 16. 

The information disclosed should include a meaningful explanation of 
the new accounting policies. Description of an accounting policy 
should not simply repeat the requirements of the relevant accounting 
standard, but should explain how those requirements have been 
applied to the entity's particular facts and circumstances. It should 
include information about the key judgements and assumptions made 
in applying the requirements of IFRS 16. 

The approach to transition (retrospectively or the cumulative catch-up 
approach) will dictate the disclosure an entity is required to provide 
about the initial application of IFRS 16. In particular, lessees applying 
the cumulative catch-up approach are required to disclose: 

• the weighted average lessee's incremental borrowing rate applied 
to lease liabilities recognized in the statement of financial position 
at the date of initial application; and 

• an explanation of any difference between: 

- operating lease commitments disclosed applying IAS 17 Leases 
at the end of the annual reporting period immediately preceding 
the date of initial application, discounted using the incremental 
borrowing rate at the date of initial application; and 

- lease liabilities recognized in the statement of financial position 
at the date of initial application. 

Lessees are also required to disclose whether they have used one or 
more of the specified practical expedients permitted on transition 
under the cumulative catch-up approach. 

The application of IFRS 16 will have a significant effect on lessees' 
statements of cash flows, as the payment of the principal on lease 
liabilities will be presented as part of the financing activities and the 
cash flows related to interest on leases as either operating or 
financing cash flows in accordance with the lessee's accounting policy 
(which should be disclosed if the amounts involved are material). 
Payments that do not result in the recognition of a right-of-use asset, 
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such as payments for short-term leases and low value leases, or 
variable lease payments that are not included in the measurement of 
the lease liability, are presented in operating activities. 

The effects of the application of IFRS 16 are potentially significant for 
many entities. That means that numerous key performance indicators 
(KPIs) may be affected. For example, a higher EBIT and EBITDA can 
be expected. Net debt and free cash flows KPIs may also be 
significantly affected. The entity should explain how the KPIs are 
affected by the transition adjustments. Similarly, if an entity changes 
the composition of its KPIs in light of the new accounting 
requirements, this should be communicated by way of disclosures. 

Lease term 

The determination of the lease term may be a significant judgement 
for many lessees and lessors, who will need to assess what the 
enforceable period of a lease is and whether renewal options are 
reasonably certain to be exercised (or not exercised in the case of 
termination options). Entities for which this is the case will need to 
provide sufficient disclosure on the judgements made in determining 
the lease term and should comply with the requirements of 
paragraphs 122 and 125 of IAS 1 Presentation of Financial 
Statements. 

The determination of the lease term has proved challenging in the 
application of IFRS 16, in particular the assessment of the enforceable 
period. In November 2019, the IFRS Interpretations Committee 
decided to finalize an agenda decision considering how the 
requirements of IFRS 16 relating to the lease term apply to renewable 
and cancellable lease contracts (respectively, contracts that renew 
indefinitely at the end of an initial period unless terminated by either 
of the parties and contracts continue indefinitely until either party 
gives notice to terminate). As part of its analysis of this issue, the 
Committee considered how the requirement of IFRS 16:B34, that 
indicates that a lease is no longer enforceable when the lessee and 
the lessor each have the right to terminate the lease without 
permission from the other party with no more than an insignificant 
penalty, should be applied. 

The Committee observed that in applying IFRS 16:B34 and 
determining the enforceable period of the lease described above, an 
entity considers: 

• the broader economics of the contract, and not only contractual 
termination payments. For example, if either party has an 
economic incentive not to terminate the lease such that it would 
incur a penalty on termination that is more than insignificant, the 
contract is enforceable beyond the date on which the contract can 
be terminated; and 

• whether each of the parties has the right to terminate the lease 
without permission from the other party with no more than an 
insignificant penalty. Applying IFRS 16:B34, a lease is no longer 
enforceable only when both parties have such a right. 
Consequently, if only one party has the right to terminate the lease 
without permission from the other party with no more than an 
insignificant penalty, the contract is enforceable beyond the date on 
which the contract can be terminated by that party. 

If an entity concludes that the contract is enforceable beyond the 
notice period of a cancellable lease (or the initial period of a 
renewable lease), it then applies IFRS 16:19 and B37-B40 to assess 
whether the lessee is reasonably certain not to exercise the option to 
terminate the lease. 

The existence of non-removable leasehold improvements that a 
lessee expects to use beyond the date on which the contract can be 



terminated may indicate that the lessee might incur a more than 
insignificant penalty if it terminates the lease. This may indicate that 
the contract is enforceable for at least the period of expected utility of 
the leasehold improvements. 

Discount rate 

The determination of the discount rate can also be a significant 
judgement. IFRS 16 requires that a lessee measures the lease liability 
at the present value of the lease payments, using as a discount rate 
the interest rate implicit in the lease, if that rate can be readily 
determined. 

Generally, the rate implicit in the lease would only be considered 
readily determinable when all of the material inputs used by the 
lessor to calculate the rate are readily determinable (i.e. the lessee 
can readily determine the fair value of the underlying asset, the 
amount the lessor expects to derive from the underlying asset at the 
end of the lease term and the lessor's initial direct costs, provided 
that each of these have a material effect on the rate). 

If, as is expected to often be the case, the rate implicit in the lease 
cannot be readily determined, the lessee shall discount lease 
payments using its incremental borrowing rate. This requires a lessee 
to determine its incremental borrowing rate for a particular lease 
considering the terms and conditions of the lease, and determine a 
rate that reflects the rate it would have to pay to borrow: 

• the amount needed to obtain an asset of a similar value to the 
right-of-use asset arising from the lease; 

• over a similar term to the lease term; 

• with a similar security to the security (collateral) in the lease; and 

• in a similar economic environment to that of the lease. 

In September 2019, the IFRS Interpretations Committee issued an 
agenda decision on the definition of the lessee's incremental 
borrowing rate. It noted that in applying judgement in determining its 
incremental borrowing rate, it would be consistent with the Board's 
objective when developing the definition of incremental borrowing 
rate for a lessee to refer as a starting point to a readily observable 
rate for a loan with a similar repayment profile to that of the lease 
(i.e. in the case of most leases, a loan for which the principal is repaid 
through periodic payments rather than through a single payment at 
maturity). 

If the determination of the incremental borrowing rate is a significant 
accounting judgement, then it may be relevant to explain how the 
rate is determined, including whether the underlying term is the 
maturity of the lease liability or whether it follows its repayment 
profile. 

Presentation and disclosure 

On an on-going basis, a lessee will need to provide entity-specific 
disclosures (quantitative and qualitative) to enable users of the 
financial statements to assess the effect that leases have on its 
financial position, financial performance and cash flows. 

This includes information about elections made in applying IFRS 16, in 
particular with respect to accounting for short-term leases and leases 
of assets of low value. If either of these elections is used, the lessee 
will need to provide specific information about the expenses relating 
to the leases. 



The entity should disclose significant judgements and assumptions 
made in applying the requirements of IFRS 16. In addition to the 
determination of the lease term and the discount rate, the 
determination of whether an arrangement is or contains a lease may 
also be a significant judgement in certain circumstances. 

Impairment 

At the date of initial application of IFRS 16, a lessee applying the 
cumulative catch-up approach can use its previous assessment of 
whether an operating lease was onerous as a basis for assessing 
whether a right-of-use asset is impaired. Subsequent to that date, 
however, the normal requirements of IAS 36 Impairment of Assets 
should be applied. 

Generally, right-of-use assets that do not generate independent cash 
inflows (for example, by being subleased) will be tested for 
impairment as part of a cash-generating unit. Entities will therefore 
need to adjust the calculation of the recoverable amounts when 
performing an impairment test of cash-generating units that comprise 
right-of- use assets. In typical circumstances, lease liabilities should 
be excluded from the cash-generating unit. The cash outflows 
associated with the lease liability would then also be excluded from 
the value in use calculation. However, variable lease payments that 
are not based on an index or rate, the effect of future changes in an 
index or rate as well as short-term and low-value leases, if the 
practical expedient is used, would have to be captured in the value in 
use calculation as they are not included in the lease liability. Similarly, 
if the cash-generating unit contains essential assets with a useful life 
longer than the lease term, cash flows for the replacement of the 
right-of-use asset (for example, expected periodic lease payments for 
the period beyond the lease term or the cost of a replacement asset 
to be purchased, depending on the entity's intended course of action) 
would need to be included in the cash flow projections. The discount 
rate used in the determination of the recoverable amount will need to 
be adjusted so that it is consistent with the underlying cash flows and 
cash-generating unit being tested. 

If an entity makes significant judgements when testing for 
impairment, or if the impairment calculation includes assumptions and 
estimates that have a significant risk of resulting in material 
adjustments to the carrying amount of the right-of-use asset (or of a 
cash-generating unit that includes right-of-use assets) within the next 
financial year, an entity is required to disclose those in accordance 
with IAS 1:122 and 125. 

Reporting the effects of income tax 
The reporting of income tax remains an area of regulatory and 
investor focus. 

In respect of financial statements, the effective tax rate reconciliation 
required by IAS 12 Income Taxes is an important source of 
information on the sustainability of an entity's effective tax rate and 
the factors affecting it. The nature of reconciling items and why they 
have arisen should be clearly explained and a clear distinction drawn 
between significant one-off or unusual items and those that are 
expected to recur. 

Income tax is a common source of estimation uncertainty, particularly 
in respect of uncertain tax positions, to be disclosed in accordance 
with IAS 1. Significant risks of material adjustment in the next 
financial year should be disclosed, including quantitative information 
such as sensitivities or ranges of possible outcomes. The possibility of 
material adjustments in later periods is also valuable information 
which could be included in, for example, the tax note. 

The effects of income tax should be appropriately reflected in any 
alternative performance measures. For example, a policy on 



presentation of 'adjusted' or 'underlying' profit should cover the 
reporting of items such as one-off tax credits. 

Recognition of deferred tax assets 

In July 2019, the European Securities and Markets Authority (ESMA) 
issued a Public Statement that sets out its expectations regarding the 
application of the requirements in IAS 12 relating to the recognition, 
measurement and disclosure of deferred tax assets (DTAs) arising 
from unused tax losses. 

The Public Statement echoes challenges raised by regulators in 
various jurisdictions and while it addresses recognition of deferred tax 
assets arising from unused tax losses, similar considerations may also 
apply to the assessment of other deductible temporary differences. 

When considering probability that future taxable profits will be 
available, issuers are reminded that: 

• there is no specific time restriction in IAS 12 regarding the length 
of the 'look-forward' period used to determine whether taxable 
profits will be available. 

• the length of the period used will depend on a number of entity-
specific factors, including the entity's historical profitability, 
accuracy of budgetary controls and expected future activities. 

• caution should be used when the planning period used to determine 
whether sufficient taxable income will be available exceeds an 
entity's normal planning cycle. 

• although reliability decreases the further out into the future the 
forecast extends, it would generally not be appropriate for an entity 
to limit the number of years it uses to estimate future taxable 
profits solely on the basis of the subjective nature of estimates and 
it may be possible to project additional years of taxable profit with 
sufficient reliability on the basis of historical operating results. 

• in some circumstances, there may be a limited number of years 
over which future taxable income can be estimated because 
significant changes are expected in the business (e.g. probable 
future withdrawal from the jurisdiction); in such circumstances, the 
time frame used would be limited and should not change until a 
change in facts and circumstances warrants an adjustment. 

The reliability of an entity's estimate of future profits may be 
assessed by considering factors such as: 

• the reasonableness of management's business plan and its impact 
on future taxable profits, including management's history of 
implementing its stated plans and its ability to carry out its plans 
(given contractual commitments, available financing, or debt 
covenants); 

• the consistency with relevant industry data, including short- and 
long-term trends in the industry; 

• the reasonableness of financial projections based on historical 
operating results; 

• the reasonableness of financial projections when current economic 
conditions are considered; 

• whether the assumptions are consistent with those used in prior 
periods and projections used in other financial statements 
estimates (e.g. goodwill impairment analysis), noting that key 
differences may be justified and expected when they reflect the 



differences in the objectives and requirements of other financial 
statements estimates; 

• the persuasiveness of tax planning strategies and opportunities, 
including their consistency with the communicated business 
strategy; and 

• the volatility of the entity's historical results (or lack of volatility). 

Uncertainty over Income Tax Treatments 

2019 December year-ends will be the first in which entities have to 
account for uncertain tax positions applying IFRIC 23 Uncertainty over 
Income Tax Treatments, which is an interpretation of IAS 12. The 
interpretation sets out how to determine the accounting tax position 
when there is uncertainty over income tax treatments. The 
conclusions it reaches are consistent with previously effective 
accounting. 

In brief, its conclusions are as follows: 

• Uncertainties in income tax liabilities or assets should be reflected 
in recognising a tax liability or asset only when payment or 
recovery is probable. 

• Judgement is required in identifying the unit of account to be 
applied in assessing the probability of payment or recovery (i.e. 
whether there is a single tax uncertainty or group of related 
uncertainties). 

• Full 'detection risk' (i.e. all relevant information being available to 
the tax authorities) is assumed in making these judgements. 

Presentation of uncertain tax liabilities and assets 

In September 2019, the IFRS Interpretations Committee issued an 
agenda decision that clarifies whether an entity is required to present 
uncertain tax liabilities (or assets) as current or deferred tax liabilities 
(or assets), or instead can present such liabilities (or assets) within 
another line item such as provisions. 

The Committee observed that uncertain tax liabilities (or assets) 
recognised applying IFRIC 23 are liabilities (or assets) for current tax 
as defined in IAS 12, or deferred tax liabilities or assets as defined in 
IAS 12. 

As neither IAS 12 nor IFRIC 23 contain requirements on the 
presentation of uncertain tax liabilities or assets, the presentation 
requirements in IAS 1 apply. Current and deferred tax assets and 
liabilities as defined in IAS 12 are listed as minimum line items in IAS 
1, with IAS 1 explaining that those minimum line items are 
sufficiently different in nature or function to warrant separate 
presentation in the statement of financial position. 

Accordingly, the Committee concluded that, applying IAS 1, an entity 
is required to present uncertain tax liabilities as current tax liabilities 
or deferred tax liabilities, and uncertain tax assets as current tax 
assets or deferred tax assets. 
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