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Foreword

Dear reader,
During 2017, we saw a significant mobilization in the efforts to prepare for the implementation of the new lease accounting requirements introduced by International
Financial Reporting Standard (IFRS) 16 leases. Recognizing the magnitude of the change in the accounting model for lessees, many entities have started with a detailed
analysis of the current state of their leasing activities and quantitative impact assessment.
While it is generally expected that financial services firms will mostly be affected by the capitalization of their operating leases of real estate, the information technology (IT)
and corporate vehicles leases may also result in a significant impact. Additionally, the extent of enhancements required to data models, reporting processes and controls
are among the key attention points in preparing for the implementation of IFRS 16.
In November 2017, we discussed the status of implementation of the new standard with 36 of our financial services clients. We asked questions covering a range of areas,
from project setup, status and expected challenges, to the selection of transition options and practical expedients.
While many of our clients continue with their implementation projects, this publication contains a summary of the answers provided and the project status at that date. With
less than 12 months to the effective date of the standard, we hope you find this document helpful as you continue with your IFRS 16 implementation project.

Fabio Fabiani

Marek Walendowski

IFRS 16 EMEIA FSO Campaign Lead
Ernst & Young LLP

Senior Manager
Ernst & Young LLP
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EY IFRS 16 leases survey: methodology and approach
►

We conducted the EY IFRS 16 leases survey with 36 European banks and
insurers, in order to understand their current progress with IFRS 16
implementation, expected costs and operational impacts on the business. The
survey covered questions around:
►

Gap analysis; financial and operational impact assessments

►

Resource requirements

►

Structure and leadership of implementation

►

Impact, complexity and cost of implementation

►

Anticipated challenges

►

Planned application of the policy and transition options

►

Budget and cost questions were included in the survey; however, most entities
have yet to undertake a full cost-impact analysis and cannot fully understand the
expected costs of a full IFRS 16 implementation at this stage.

►

In order to analyze responses in accordance with the relevant size of the
respondents, we have split them into the following size categories:
►

Over US$1t total assets (bulge bracket)

►

US$500b – US$1t total assets (large)

►

US$250b – US$500b total assets (medium)

►

Under US$250b total assets (small)
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Section 1

Governance and
current
implementation
status

Current status of IFRS 16 implementation projects
Data

Commentary
►

Most preparers who participated in the survey initiated their IFRS 16
implementation projects during 2017. Half of the respondents have already
completed the initial planning and governance phase of the project and a
further 45% are in an early or advanced phase.

►

With approximately one year until the effective date of IFRS 16, only 36% of
respondents have completed a high-level quantitative impact assessment and
a further 47% are either in an early or advanced stage of this project phase.

►

The status of completion significantly decreases for the more advanced phases
in the project life cycle (e.g., completeness of contracts, data, accounting
policies), showing that most of the effort on implementing IFRS 16 will occur
during 2018.

►

Focusing on the key phases of the leases implementation project, the table
below shows an indicative status by size of the respondent:

Completion status by project phase
Setting up project team and
governance

50%

High-level quantitative impact
assessment

36%

Understanding current state of
leasing activities

25%

Identifying full population of contracts

17%

Assessing completeness and
appropriateness of data

6%

Detailed quantitative impact
assessment

6%

Understanding current
state of leasing activities

Assessing completeness
and appropriateness of data

Detailed quantitative
impact assessment

Bulge
Large
Medium
Small

Determining the accounting policy
decisions

3%

Early stages or not started
Advanced stages

Implementing changes to IT systems

0%

Implementing changes to processes
and controls

0%

Implementing changes to processes
and controls

Completed
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Project governance
Data

Commentary
Do you have a clear IFRS 16 implementation plan?

36%

50%
Yes

►

While the advancement of projects varies across the entities, most
respondents have developed an IFRS 16 implementation plan and have a
general understanding of the amount of additional resources needed to support
the implementation of new lease accounting requirements.

►

Smaller entities tend to be further behind in planning for IFRS 16 and are less
likely to have a fully developed implementation plan than their larger
counterparts.

►

Most IFRS 16 implementation projects are being led centrally by the finance
team but almost a third of respondents are running an implementation
programme that is jointly led, usually by the finance and accounting policy
teams, with significant involvement of the property team or another function
responsible for the commercial real estate management.

►

Banks reporting under IFRS and US GAAP (dual reporters) are implementing
IFRS 16 and ASC 842 leases by running one project covering both standards.

14%

Partially

No

Which function leads the IFRS 16 project?

29%

25%

Finance

Accounting policy

31%
Jointly lead

Other
How is the leases project managed (by size of
respondent)

How is the leases project managed?
25%

3%

22%

42%

8%

Bulge

20%

Large

Exclusively centralized
Exclusively decentralized
Centralized with a few exceptions
Centralized coordination, decentralized implementation
Other
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Medium

Small

40%

33%

13%

40%

22%

33%

38%

36%

11%

50%

7%

43%

14%
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Current status of IFRS 16 implementation projects
Data

Commentary
►

When discussing the detailed status of projects, it is important to note that
progress often varies depending on the level of centralization of the lease
administration activities and type of the asset. For example, preparers who
have a central commercial real estate team responsible for property
management tend to be more advanced as they are able to rely on a single
source of data.

►

Only 17% of respondents have identified a complete population of leases and
many are still busy with the review of contracts and identification of leases
embedded in the service. Similarly, the assessment of the completeness and
accuracy of data, which is an area expected to have a significant impact on the
IFRS 16 implementation, has only been completed by 6% of respondents.

►

Small- and medium-sized entities are less likely than their larger peers to have
started or reached an advanced stage of the project.

►

Only some of the largest entities have completed a detailed quantitative impact
assessment, with most of the medium and smaller size respondents yet to
advance to that phase.

►

While approximately 42% have started working on the changes to their IT
systems, 58% have yet to start this process. Considering the time and effort
required in choosing and embedding the new IT solution in the reporting
process, we expect this to be one of the key focus areas in the first half of
2018.

Setting up project team & governance
50%

28%

17%

6%

Identifying full population of contracts
17%

47%

25%

11%

Performing readiness assessment
25%

39%

17%

19%

Assessing completeness and appropriateness of data
6%

28%

47%

17%

Detailed quantitative impact assessment
6%

11%

42%

42%

Implementation of changes to IT
3%

39%
Completed

58%
Advanced stage

Early stage

Not started
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Current status of IFRS 16 implementation projects
Data

Commentary
Respondents who have engaged with broader
stakeholders

►

Only 14% of the largest preparers involved both the Audit Committee and
external auditors in the discussion regarding the implementation of IFRS 16,
and a further 25% discussed this topic with one of the stakeholders.

►

While 11% of respondents expected to discuss the impact and implementation
process with their Audit Committee or external auditors before the end of 2017,
half of the respondents intend to do that during 2018.

►

Engagement with broader project stakeholders is directly linked with the status
of implementation programme; preparers who have reached the advanced
stage are more likely to have engaged the Audit Committee and external
auditors.

50%

19%

14%

11%

Both

Planned for
2017

6%
External
auditors

Audit
Committee

Planned for
2018

Large

Bulge
8%

17%

3%

3%

0%
External
auditors

6%

0%
Audit
Committee

Both

Planned for
2017

6%
0%

Planned for
2018

External
auditors

Audit
Committee

Medium

0%
Both

Planned for
2017

Small
14%

6%

External
auditors

0%

0%

Audit
Committee

Both

Planned for
2018

8%

3%
Planned for
2017

17%
8%

3%
Planned for
2018
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External
auditors

Audit
Committee

0%
Both

Planned for
2017

Planned for
2018

8

Section 2

Impact, complexity
and cost of the IFRS
16 implementation

Significant areas of impact
Data

Commentary
►

Almost a third of respondents consider the impact of IFRS 16 to be material,
mostly because of balance sheet gross up (25%) and capital consequences
(19%).

25%

►

Only 11% consider changes in the presentation of items in the income
statement (financial performance) material to the financial statements as a
whole.

Not yet determined

►

A quarter of the preparers have yet to determine whether the impact of the new
lease accounting requirements is material.

►

Given the expected complexity of some of the lease arrangements and the
number of additional data points needed, respondents expect the highest
impact from IFRS 16 to be on IT, data and systems.

►

As a result of the significant impacts on IT systems, 25% of respondents plan
to buy a new system in order to comply with the new requirements and a
further 36% plan to extend or adapt an existing system.

►

Larger preparers generally plan to extend or update the current lease system
or develop a bespoke IT platform but almost a third remain undecided and
have yet to evaluate the IT options.

►

Most respondents recognize that processes and controls necessary to capture
financial and non-financial data, and to apply the new accounting requirements,
will require strengthening and more formal governance.

Is the impact of IFRS 16 expected to be material?
44%
31%

Yes

No

If yes, on which financial measure?
25%

19%

11%
Balance sheet

Financial performance

Capital

Expected impact by area
data
IT,IT,
Data
&
and Systems
systems
Process
redesign

33%

47%

28%

33%

Accounting
6%
policy

36%

58%
High

Medium

17%

33%
Low
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Significant areas of impact
Data

Commentary
►

Almost 70% of respondents expect a moderate or significant level of difficulty in
performing a data gap analysis and identifying a complete population of leases.

►

Most preparers also expect a significant level of effort in gathering all the data
necessary to support the measurement and disclosure requirements of the new
standard.

►

Almost 70% of respondents expect a moderate or significant level of difficulty in
developing and implementing new processes, controls and accounting policies.

►

Commonly discussed accounting judgements include determining whether a
contract contains a lease, lease terms and discount rates.

►

It is expected that most challenges in managing the IFRS and US GAAP
conversion are due to different presentation and transition requirements; the
latter may be simplified by the recent FASB decision to provide certain
transition relief not to apply ASC 842 to comparative periods.

►

The table below shows an indicative level of impact (in terms of the effort
required) by size of the respondent:

Data gap analysis
22%

44%

25%

Identifying complete population of leases
22%

44%

28%

Gathering all required data
44%

28%

22%

Implementing changes to processes, controls and
accounting policies
11%

58%

Identifying
Data
complete
gap
population
analysis of leases

25%

Implementing
changes to
Gathering processes,
all
controls and
required
accounting
data
policies

Managing
IFRS and US
GAAP
differences

Bulge
Managing differences between IFRS and US GAAP
25%

50%

25%

Large
Medium
Small

Expect significant effort required

Expect moderate difficulty
High impact

Not expected to be difficult
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IFRS 16 implementation project costs
Data

Commentary
Total expected implementation cost
(in EUR)

11%

8%

<100k

11%

25%

100k - 250k

19%

250k - 500k

500k - 1m

> 1m

Unknown

6%

3%
<100k

Large

►

25% of respondents plan to buy a new IT system in order to comply with IFRS
16 requirements and further 36% plan to extend or adapt an existing system.

►

Almost a third remain undecided and have yet to evaluate their IT options.

Type of IT software that will be implemented
36%

3%

33%

14%

3%

8%

6%

100k - 250k 250k - 500k 500k - 1m
Bulge

Significant part of the IFRS 16 implementation budget is also expected to be
spent on data remediation, gathering and cleansing, as well as introduction of
new reporting processes and controls.

3%
3%

6%
3%
3%
3%

►

8%

11%

3%
3%
3%

Preparers expect to spend a significant part of their IFRS 16 implementation
budget on IT, data and systems – small banks indicate that 65% of the budget
will be spent in this area.

25%

Expected cost of implementation by size
(in EUR)

8%

►

> 1m

Medium

25%
Unknown

Small

Expected budget split

6%
49%

16%

18%

data and
systems
IT, Data
& Systems

People

Process changes
Changes

Technical accounting
Accounting

16%
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Purchaseaanew
newIT Develop
Developbespoke
bespokeIT
ITsoftware
software
ITsoftware
software

Extend current
lease software

Undecided

12

Section 3

Accounting policy
and transition

Status of work, preliminary view on transition approach and timing of
disclosure
Data

Commentary
►

None of the participants are considering an early application of IFRS 16 and
most respondents intend to implement the new lease accounting requirements
using a modified retrospective method (option 2b, as explained below).

►

In applying that, most expect to measure the ROU asset at an amount equal to
the lease liability, which requires significantly less effort compared with the full
retrospective application.

►

While in most instances option 2b minimizes the day-one capital impact, it also
tends to result in the highest value of the ROU asset, potentially leading to the
highest impact on future profitability.

►

Modified retrospective application requires significantly less effort compared
with full retrospective.

►

Considering the current status of the implementation process, 36% of
respondents plan to provide public quantitative disclosures of estimated impact
of IFRS 16 in their 2018 annual report, and 61% have yet to decide on the
appropriate timing.

Status of work on IFRS 16 accounting policy workstream
3%

39%
Completed

39%
Advanced stage

19%

Early stage

Not started

Preferred IFRS 16 transition method (1)
69%

3%
Full retrospective (1)

Modified retrospective
(2)

28%
Not decided

Preferred modified retrospective transition method

6%
Modified retrospective
(2a)

33%
Modified retrospective
(2b)

58%

(1) IFRS 16 transition methods:
►

Full retrospective approach in accordance with IAS 8 (option 1)

►

Modified retrospective approach with ROU assets measured as if the
standard were applied since the lease commencement (option 2a)

►

Modified retrospective approach with ROU assets measured at an amount
equal to the lease liability subject to certain adjustments (option 2b)

Not decided

Expected timing of quantitative impact disclosure
36%

61%

3%
Q2 2018 Interim Report

2018 Annual Report

Not decided yet
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Use of IFRS 16 practical expedients
Data

Commentary
Percentage of preparers who expect to apply the practical
expedients
All size groups (1)
56%
47%
47%
33%
33%
14%
1

2

3

4

5

►

While most preparers intend to apply one or more of IFRS 16 practical
expedients, we expect some of the responses may change as entities advance
in their implementation process.

►

Almost 60% expect to use the so called “portfolio approach” and determine a
single discount rate for leases with reasonably similar characteristics. Many
users also expect to apply the following:

6

Bulge
80%

1

60%
2

80%

60%

3

►

40%

0%

4

5

6

44%

33%

22%

Large
44%

1
75%

1

33%
2

38%

2

33%
3

4

Medium
63%
25%

3

5

6

21%

1

2

Non-recognition of lease terms shorter than 12 months (47%)

►

Exclusion of the initial direct costs from the measurement of the ROU asset
(47%)

Most respondents will apply the low value asset exemption. While 45% intend
to apply the US$5k threshold referred to in the basis for conclusions to IFRS
16, 17% plan to apply a threshold on the basis of the overall assessment of
materiality. The remainder of the participants have yet to decide what
thresholds to apply.

(1) IFRS 16 practical expedients:
1. Apply a single discount rate to a portfolio of leases with reasonably similar
characteristics (portfolio approach).
2. Rely on the onerous lease assessment immediately before the date of initial
application as an alternative to performing an impairment review.

50%

0%

4

5

6

57%

36%

21%

21%

3

4

5

6

Small

43%

►
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3. Not to apply the requirements to leases with the lease term shorter than 12
months from the date of initial application.
4. Exclude initial direct costs from the measurement of the right-of-use asset at
the date of the initial application.
5. Use hindsight, such as in determining the lease term if the contract contains
options to extend or terminate the lease.
6. Not decided yet.
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Discount rate
Data

Commentary
Discount rate for property leases
56%

6%

Incremental borrowing rate

►

While approximately 40% of respondents have yet to determine the type of the
discount rate used to measure lease liabilities, most respondents (56%)
indicated they intend to use the entity’s incremental borrowing rate (IBR) to
determine the present value of the property lease liability.

►

Of those who have decided on the approach, 33% expect to use the same
discount rate for all or most of entities within the group and 17% of respondents
intend to calculate the discount rate for each of the group entities, reflecting
their individual circumstances and economic environment.

►

Length of lease and contract currency are the two most commonly used factors
in determining the incremental borrowing rate, with respectively 80% and 56%
of respondents considering them as an input.

►

Determination of the incremental borrowing rate is a significant judgmental
area, debated across the industry. We expect this discussion to continue as
preparers advance in their implementation projects.

39%

Other

Not yet decided

Discount rate for non-property leases
38%

24%

Incremental borrowing rate

38%
Other

Not yet decided

Approach to determining the IBR
33%

17%

50%

Centralized
Centralised Decentralized
Decentralised

Not yet decided

Factors considered in determining the IBR
27
19

Length of the
lease

Contract currency

12

12

Specific entity
credit risk

Type of collateral
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Section 4

EY survey contacts

EY survey contacts
IFRS 16 EMEIA FSO
Campaign Lead

United Kingdom

France

Marek Walendowski

Francois Holzman

Fabio Fabiani

Ernst & Young LLP

Ernst & Young LLP

mwalendowski@uk.ey.com
+ 44 7831 137 198

Ernst & Young
francois.holzman@fr.ey.com
+ 33 621 728 249

Spain

Italy

Sweden

Paloma Munoz
Ernst & Young, SL

Francesca Amatimaggio

Patrik Jacobsson

EY S.p.A.

paloma.munozgongora@es.ey.com
+ 34 606 266 402

francesca.amatimaggio@it.ey.com
+ 39 3387 857 277

Ernst & Young Storstad
patrik.jacobsson@se.ey.com
+ 46 730 828 735

Switzerland

Germany

Belgium

Natalia Dembek-Slusarczynska

Jana Währisch

Dragutin Patrnogic

Ernst & Young Ltd
natalia.dembekslusarcznska@pl.ey.com
+ 41 797 766 471

Ernst & Young GmbH
Wirtschaftsprüfungsgesellschaft
jana.waehrisch@de.ey.com
+ 49 160 939 23072

Ernst & Young Réviseurs
d'Entreprises/Bedrijfsrevisoren
dragutin.patrnogic@be.ey.com
+ 32 485 536 971

Netherlands

EY Knowledge

Fahad Ahmed

Sally Connor

Ernst & Young Accountants LLP

Ernst & Young LLP

fahah.ahmed@nl.ey.com
+ 31 6 55442469

sconnor@uk.ey.com
+ 44 20 7783 0699

ffabiani@uk.ey.com
+ 44 7788 368 770
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EY is a global leader in assurance, tax, transaction
and advisory services. The insights and quality
services we deliver help build trust and confidence
in the capital markets and in economies the world
over. We develop outstanding leaders who team to
deliver on our promises to all of our stakeholders.
In so doing, we play a critical role in building a better
working world for our people, for our clients and for
our communities.
EY refers to the global organization, and may refer
to one or more, of the member firms of Ernst & Young
Global Limited, each of which is a separate legal entity.
Ernst & Young Global Limited, a UK company limited
by guarantee, does not provide services to clients.
For more information about our organization, please
visit ey.com.
EY is a leader in serving the financial services industry
We understand the importance of asking great questions.
It’s how you innovate, transform and achieve a better
working world. One that benefits our clients, our people and
our communities. Finance fuels our lives. No other sector
can touch so many people or shape so many futures. That’s
why globally we employ 26,000 people who focus on
financial services and nothing else. Our connected financial
services teams are dedicated to providing assurance, tax,
transaction and advisory services to the banking and capital
markets, insurance, and wealth and asset management
sectors. It’s our global connectivity and local knowledge that
ensures we deliver the insights and quality services to help
build trust and confidence in the capital markets and in
economies the world over. By connecting people with the
right mix of knowledge and insight, we are able to ask great
questions. The better the question. The better the answer.
The better the world works.
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