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However, if a company is adopting the 
modified retrospective approach, 
(most companies we have assisted 
thus far have done), the standard 
mandates that the IBR method must 
be applied.

In some circumstances, where the 
information is available and where the 
company adopts a ‘Full Retrospective 
Approach’, the rate used may be the 
IRIIL. However, many businesses 
either do not have this information or 
are adopting the ‘Modified 
Retrospective Approach’, and that 
means they need to work out the IBR.

Background

For accounting periods beginning on 
or after 1 January 2019, IFRS/FRS101 
adopters will be required to bring all 
operating leases onto the balance 
sheet.

The adoption of this standard will 
particularly affect:

 companies with significant 
operating lease commitments on 
premises/property; and

 companies with leased cars; office 
equipment; machinery, or other 
such assets.

Under IFRS 16, companies are 
required to calculate and disclose the 
net present value of their lease 
obligations. 

This creates a lease liability and right 
of use asset on the balance sheet for 
the first time, which can result in a 
significant change in the profile and 
overall net asset value presented in 
the statutory accounts. Companies 
need to assess the impact, and 
implement the change, and this is 
also a primary focus of audit teams.

The most challenging aspect that 
groups are typically facing when 
seeking to implement the 
standard is determining an 
appropriate discount rate..

If a company is adopting the Full 
Retrospective Approach, the Standard 
sets out that the discount rate can be 
calculated in one of two ways (the 
incremental borrowing rate (“IBR”) or 
interest rate implicit in the lease 
(“IRIIL”) method). 
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What is an IBR?

The IBR is defined as an estimate of 
the rate of interest that a lessee 
would have to pay to borrow:

1. over a similar term;
2. with a similar security;
3. to fund a similar asset of a similar 

value to the right-of-use asset 
based on current market 
conditions.

The factors needed to be taken into 
account when determining an IBR are 
outlined in the diagram below.

This standard requires 
companies to consider a range 
of data points, appropriate to 

each lease and lessee. This can 
often be very challenging for 
in-house teams to do without 

having the necessary 
technology available, such as 

subscriptions to external 
databases. We have 

subscriptions to third party 
databases and can assist 

groups by accessing extensive 
datasets and have designed 
approaches to address the 

complex requirements of this 
standard.

How we can help

We have significant experience of 
advising a wide range of clients (from 
small groups to large listed groups) 
on how to develop and practically 
implement an appropriate 
methodology for calculating a range 
of IBRs to be applied to their lease 
portfolios on transition to IFRS 16. 

We have also supported these 
businesses, where required, to 
articulate the suitability of these 
approaches as part of their statutory 
audit process.

The IBR is generally considered to be 
the most subjective aspect of an 
otherwise quite mechanical process.
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Deliverables

We can assist you with the 
following*:

1. Determining an appropriate 
methodology for calculating a 
range of IBRs for the group’s lease 
portfolio;

2. Provide a single deliverable 
which calculates the IBRs and 
maps them to each lease in your 
portfolio, as well as providing 
commentary on the methodology 
which has been applied sufficient 
for internal/external audit 
purposes;

3. Provide a written report to 
accompany the deliverable (if 
required in addition); and

4. Provide support with the audit 
process, including supporting you 
in your discussions with auditors 
to explain the methodology and 
discuss the data points which have 
been used.

*It should be noted that some of these services 
may not be able to be provided for audit clients of 
Deloitte. A specific discussion on the scope of 
work would be required on a case by case basis. 

Contacts

We have a specialist IBR team with 
experience in supporting groups with 
large lease portfolios. Please do contact 
any of the team listed below if you 
would like to discuss further. 

Mo Malhotra - Partner
Tel: +44 191 202 5511
Email: mmalhotra@deloitte.co.uk

Lindsay Buckenham – Partner
Tel: +44 121 695 5766
Email: lbuckenham@deloitte.co.uk

Jonathan Beeston – Associate Director
Tel: +44 121 696 8827
Email: jbeeston@deloitte.co.uk
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