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What is it?

IFRS 16 is an international accounting standard that
regulates how organizations report their lease contracts.
This reporting standard for lease accounting is designed
to improve reporting accuracy and transparency. But if
you are still using legacy systems, ongoing IFRS 16
management will create yet more manual work for public
sector finance teams in 2024.

If you have leases that are not yet compliant with IFRS 16,
it's wise to prepare now!

Why is it important?

IFRS 16 came into force in January 2019. Although the public sector compliance deadline was
initially deferred to April 2020, it was then deferred again until April 2021. There is nhow urgency
on public sector organisations to act as standards come into force in April 2024.

How does it work?

The new standard eliminates off-balance-sheet lease accounting by removing the distinction
between finance leases and operating leases. This means that virtually all your leases will need
to be reported in your balance sheet during April 2024.

The main objective of IFRS 16 is to increase the transparency and comparability of financial lease
information by requiring organisations to recognize all leases on their balance sheets. Previous-
ly, organizations could classify some leases as operating leases and record only the lease
payments as expenses in the income statement. This way, they could avoid showing the leased
assets and liabilities on their balance sheets.

IFRS 16 impacts operating expenses and asset depreciation in the income statement. The only two
exemptions are leases of 12 months or less or those with low value (typically £5,000 or less).

The UK perspective

In the UK, local government council’s readiness to adopt new accounting standards has been
slow due to limited resource constraints — including staff shortage and spending cuts. Given this,
a preliminary decision was subsequently considered by the government's Financial Reporting
Advisory Board (FRAB). FRAB advised CIPFA LASAAC that it agreed with the deferral of IFRS 16
Leases until 1 April 2024.

IFRS 16 compliance challenges for public sector lessees

For public sector organisations, IFRS 16 means you’ll need to reassess all your operating
leases and understand the changes in right of use calculations and their impact on KPls.

And you’ll need to find a more efficient way to collect, structure and document all existing and
future leases within your organization.

Act now
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