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Setting the scene – Industry-wide exposure
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AASB 16 – Expected impacts

Based on disclosures from ASX 200 entities with 30 June 2017 financial year ends

All leases on balance sheet Impact on EBITDA Impact on gearing ratios

23% - No comment on assessment

17% - Still assessing

60% - Assessed impact

No material impact expected?

9%
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Initial measurement of the lease liability

Key 
Inputs

Present value of 
expected 

payments at end 
of lease

Present value of 
lease rentals +=Lease liability

Lease term Lease 
payments

Discount 
rate



© 2017 KPMG, an Australian partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.  The 
KPMG name and logo are registered trademarks or trademarks of KPMG International. Liability limited by a scheme approved under Professional Standards Legislation.

Document Classification: KPMG Public

Impact of lease liability

…Lease liability +=Right-of-use 
asset

Income 
statement

Cash flows 
statement

Other 
Impacts



Agenda
Lease liability

‒ Lease term

‒ Lease payments

‒ Discount rate

Implementation insights



Lease term
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Determining the lease term

9

Commences when asset made 
available for use by lessee 
(includes rent-free periods)

Lease term

=

Non-cancellable period which the 
lessee has the right to use an asset

+

+
Optional renewal periods if lessee 
reasonably certain to exercise

Periods after optional termination date 
if lessee reasonably certain not to 

exerciseLease-term = time or output
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Lessee and lessor rights to terminate

Example: 4 year lease of office space
 Lessee and lessor can terminate the lease without 

penalty after 2 years
 On termination there are costs to relocate and obtain a 

new lease.

What is the lease term?

Contract no longer enforceable… Consider broader economics
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Lessor’s right to terminate

Include period covered by the lessor’s option to terminate

 4 year lease of office space
 Lessor only has a right to terminate after 2 years.

Lease term = 4 years
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Lessee’s right to terminate

 4 year lease of office space
 Lessee has a right to terminate after 2 years

Assess as an option to terminate

Is the lessee reasonably certain to terminate?
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‘Reasonably certain’ assessment

(time or output)Economic 
incentive to 

extend or not to 
terminate or to 

purchase?

The shorter the 
non-cancellable 
period, the more 
likely to extend

Other relevant 
factors and past 

practice 
regarding the 
period of use

Lessees and lessors may reach different  conclusions
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POLL: ‘Reasonably certain’ assessment

14

Five year 
lease of a 
warehouse

Lessee constructs 
expensive leasehold 
improvements with a 
15 year useful 
economic life

Option to renew
for two further 
periods of 5 
years, each at 
market rate

What is the lease term?
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Areas of complexity

15

 No stated lease term

 Day-by-day “evergreen” 
leases

Commencement
date

Lease term

Lease end = ?
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Evergreen lease

Example: Lease of a new 3T removal van
 Rolling 6-month contract, renew at market rent
 Policy to use vans <2 years old 
 History of renting for 2 years
 Supply of 3T vans is limited

Can the short term lease exemption be applied?

What is the lease term?
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Re-assessing the lease term
Significant event/ change in circumstances occurs within lessee’s control

(time or output)
Commencement

date
End of 
year 5

End of 
year 10

End of 
year 15

Lease term = 10 years Renewal option

Example: 10 year lease of a factory, 5 year renewal option
 Leasehold improvements not anticipated at commencement 

constructed at end of year 5, 10 year useful life

Commencement

Remaining lease term = 10 yearsReassessment



Lease payments
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Lease payments

includes in-substance fixed paymentsFixed payments

Variable lease payments

Residual value guarantees

Purchase option exercise price

+
+
+
+

Payments for terminating

only for index or rate

at amount lessee expects to pay 

if lessee reasonably certain to exercise

if lease term reflects termination by lessee
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In-substance fixed payments
Structured as variable, but in substance are unavoidable

Highly probable ≠ in-substance fixed

No sales: $100 
OR

Any sales: $1,000,000
Established retailer, agree to market and 

sell according to strategy

$1,000 per hour
OR

Annual minimum 
$1,000,000

Expected usage: 1,500 hours
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Variable lease payments

Payments based on an index or rate 
(e.g. CPI or interest rate)

Payments based on revenues or 
usage

Which variable lease payments are included in the lease liability?
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Variable lease payments that depend on rate/index

22

Commencement
date

CPI = 105

End of 
first year

End of 
second year

CPI = 108CPI = 100

$10,000 x 5 years (discounted)

$10,800 x 3 years (discounted)

Lease liability

Adjust lease liability
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Variable lease payments based on usage

23

Example:
Lessee leases a car for 2 years

Lease payments: $2 per km travelled

Based on past experience, expected travelling distance: 15,000 kms p.a.

Highly unlikely the travelling distance will be < 10,000 kms p.a.

No minimum payments under the contract

What would be included in the lease payments?

Lease payments = Nil 
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Variable lease payments 

24

What payment would be included in the lease liability at 
inception?
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Lease payments – ‘higher of’ clauses

25

Commencement
date

CPI = 107

End of 
first year

CPI = 100

Y1: $10,000 + Y2: $10,500 + Y3:$11,025 + …. (discounted)

Y2:$11,235 [$10,700 x 5%] + …. (discounted)

Include – minimum 
payment cannot avoid

Lease liability

Adjust lease liability
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Lease and non-lease components

Example: 
6 year contract
Lessor obtains own insurance
Annual payments $13,000 (includes $2,000 for 
maintenance and $500 for insurance costs)

Observable stand-alone price: maintenance A $2,500
Observable stand-alone price: lease B $12,500
Total C = A+B $15,000
Lease component as % of total observable prices D = B/C 83%
Allocation of consideration ($13,000) to lease D x $13,000 $10,833

What about insurance?
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POLL: Lease payments

27

Which payment would never be included in the lease liability?

15 year 
lease of a 
wind farm

Usage payments 
for expected 

case of 
$1,000,000 per 

annum

Maintenance 
costs of 

$10,000 per 
annum

Option to extend 
for 10 years at  
$50,000 per 

annum

Fixed payment of 
$100,000 per 

annum



Discount rates
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Why is it important?

29

Discount rate Lease liability
(5 year lease @ CU10,000 

per annum) 

3% CU46,000

5% CU43,000

7% CU41,000

10% CU38,000

%
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Lessee methods

30

ORRate implicit 
in lease

Incremental 
borrowing 

rate

Required for each lease which applies new 
lessee accounting model

Portfolio of leases with similar characteristics

%
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Conceptually different

Rate implicit 
in lease

─ Specific to lessor

─ Measure of minimum return that the lessor expects to earn 
on the lease

Incremental 
borrowing rate

─ Specific to lessee

─ Rate that the lessee would expect to borrow – similar terms 
and security

What will typically be used by the lessee?

%
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Rate implicit in lease

32

Non-lease component – practical expedient

%
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Specific 
rate

Lessee

Term

Amount

Security

Economic 
environment

Incremental borrowing rate

33

%
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Incremental borrowing rate – FAQs

34

Different 
for every 
lease?

Same for 
all 

leases?
WACC?

Foreign 
currency?

Property 
yield?

Group 
rate?

%
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FAQs – Property yield

35

%



© 2017 KPMG, an Australian partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.  The 
KPMG name and logo are registered trademarks or trademarks of KPMG International. Liability limited by a scheme approved under Professional Standards Legislation.

Document Classification: KPMG Public

Different 
for every 
lease?

Same for 
all 

leases?
WACC?

Foreign 
currency?

Property 
yield?

Group 
rate?

Incremental borrowing rate – FAQs

36

Apply 
LVR 

ratio?

%
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FAQs – LVR ratio

37

Examples
─ Loan-to-value ratio of 80%
─ Finance 100% of cost of ship

How determine incremental borrowing rate if 100% finance?
Lower of:
─ Weighted rate (80% secured + 20% general)
─ Premium rate for finance 100% of cost of ship

Rate will need to be adjusted for other factors (as appropriate).
For example, lease term compared with the loan duration, security’s 
age and quality and the lessee’s credit rating.

%



Implementation insights
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Practical application issues Effective period commencing after 
1 Jan 2019

Embedded lease template, AASB 16 key data                   
fields template

Impact Assessment Calculator

Project Plan / Checklist of key tasks & activities

Which transition option to apply (consistent across the group)

Develop a project plan, team, budget, timelines

Completeness of lease data – property leases and other

Where to start? Useful KPMG Tools / Resources

KPMG Lease Portfolio Manager (software solution)

KPMG publications, Contract Assessment Tool

Gap analysis

Board Report – Readiness Summary

Manage ongoing reporting of leases

Key technical issues (discount rate, options, service component, onerous leases, 
incentives)

Impact to budgeting and forecasting

Stakeholder communication management
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Ongoing reporting of leases

Considerations for selecting a system
• Does it capture all required items, facilitate the identification of and 

re-assessment of these items which flows to updating of leased 
assets and liabilities.

• Does it capture all accounting assumptions
• Does it support tracking and recording impairment of the ROU asset 

on a continuous basis
• Can it interface to my GL or lease admin system
• Will the application be able to provide support for ongoing updates 

as additional interpretive guidance and best practices emerge over 
the next few years

• Update internal processes to capture lease data 
now

• Consider if a system solution is required

• Variable lease payments
• Term varying options
• Purchase options
• Termination payments 

• Discount rate
• Impairment 
• Make-good obligations
• Residual value 

guarantees

The lease calculation becomes more complex due to 
the continuous re-assessment requirements of the 
following:

Helpful hints and tips
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• Intuitive user interface deigned with accountants and property teams in
mind to drive the collection and management of lease data throughout  
the IFRS 16 implementation project and beyond.

• Built in workflow and audit trail
• Monitors individual users workflows and bottlenecks

Project 
Management

• Centralised repository of key lease information and lease documentation
• Capture lease data for individual leases and customisable for complex

leases
• Validation and approval checks
• Interface with lease management tool and general ledger

Data Capture

• IFRS 16 lessee and lessor accounting including calculations,  
journal entries and financial reporting information

• Automated lease accounting on an individual lease basis
• Calculates and controls re-assessments and modifications
• Supports fair value approach and sub-lease accounting
• Supports and calculates all transition options

Financial 
Reporting

• Business intelligence reporting to manage critical dates and run 
scenario analysis  
• Generate and extract key information into excel 

Business 
Intelligence

Key functionality

KPMG Lease Portfolio Manager
The KPMG Lease Portfolio Manager is
a cloud based software solution that
will manage your administration and
IFRS 16 accounting requirements for
your lease portfolio

! Unfortunately not 
available for KPMG 

audit clients



Wrap up
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Key points to remember!

43

 The broader economics have to be considered when determining whether 
an extension or termination option will be exercised 

 Lessees have to reassess the lease term even though there is no 
modification to the contract

 Variable lease payments based on an index or a 
rate are included in the lease liability

 Lease liabilities are re-estimated when there is a change in an index or rate
 Determining a discount rate will not be straight forward 

- establish process to manage
 Lease liabilities and Right-of-use assets are no longer 

set and forget



What 
questions do 
you have?
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KPMG Resources

 IFRS 16 Leases standard – core concepts
 Leases – Transition to AASB 16
 AASB 16 Leases – Do you have its 

measure?



Thank you
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