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Abstract 

Traditionally Operational Leases have been exempted from being recognized on the balance sheet of the 

financial statements. With the new leasing regulation presented by the International Accounting Standards 

Board (IASB); International Financial Reporting Standards 16 (IFRS 16), with effective date of 2019-01-01 

operational leases are to be accounted for as finance leases, being capitalized into the balance sheet as a right 

of use asset and lease liabilities. This will affect the financial statement considerably for some heavy users of 

operational leases, such as retailers, whereas another factor that also have an impact is balance sheet 

composition before implementation. Many key ratios will also be affected and it is expected that for some 

long-term companies, such as production companies, will take the lease or buy decision up for more serious 

discussion. This is because operational leasing no longer can be used to balance financing and debt as it has 

been used in the past. 

The implementation of the standard will be considerably heavier administration-wise for companies with no 

previous financing leases since they do not currently have system support for lease valuations or advanced 

administration processes surrounding operational leases. This is common for firms with leased space as a big 

part of their operations, such as retailers. Implementation will be a big project for many enterprises and the 

effect on the balance sheet may be finished very close to effective date, resulting in that some shortcuts may 

be taken. This could result in a higher lease debt than necessary as there are many assumptions and 

interpretations to be made during the implementation process. These assumptions and adjustments are 

expected to be continuously worked on by companies to reevaluate and decrease lease debt, where incentives 

to do so exist.  

A qualitative interactive inductive approach, using semi-structured interviews is used in this study to explore 

and dig deeper into possible strategic redesigns of contractual clauses to decrease the effect this standard 

would have on financial statements. The possible strategies described are to be viewed as possible changes 

that would reduce the effect on the balance sheet where a company has incentives to do so. There also seem 

to be changes within the retail market that could change contract structure in the future, independently of IFRS 

16. However, these changes could in turn be used to argue for assessments regarding lease terms that would 

decrease the effect on a company’s balance sheet in accordance with IFRS 16.  
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Sammanfattning 

Historiskt sätt så har operationella leasingavtal varit undantagna från att tas upp i balansräkningen i de 

finansiella rapporterna. Med anledningen av nya redovisningsrekommendationer av IASB; IFRS 16 – Leasing, 

med start 2019-01-01, kommer operationella leasingavtal inte längre att särskiljas från finansiella leasingavtal, 

utan också kapitaliseras in i balansräkningen som en nyttjanderättstillgång och en leasingskuld. Det här 

kommer att påverka balansräkningens komposition, i vissa fall väldigt mycket, i synnerhet för frekventa 

användare av operationella leasingavtal såsom detaljhandelsbolag och produktionsbolag, och som dessutom 

har en svagare skuldsida på balansräkningen. Långsiktiga produktions- och industriföretag förväntas omvärdera 

beslut gällande leasa versus köpa då de inte kommer kunna balansera skuldbalansen genom att använda sig av 

operationella leasingavtal längre.  

 

Implementeringen av IFRS 16 kommer att bli svårare på ett administrativt plan för lokalhyresgäster i de fall de 

inte har system för att hantera finansiella leasingavtal på plats. De tenderar även att ha mindre effektiva 

system för att samla och hantera sina operationella leasingavtal innan implementering. Detta tenderar att vara 

vanligare för företag där att hyra lokaler representerar en stor del av företagets operationella strategi, såsom i 

detaljhandeln som ett exempel. Implementeringen kan vara ett stort projekt för många företag och effekten bli 

tydlig först närmare implementeringsdatum. Detta kan resultera i att genvägar kommer att tas och i vissa fall 

kommer resultera i exempelvis större leasingskuld än nödvändigt. De antaganden och justeringar som är 

möjliga kommer mer sannolikt att tas efter implementering, då incitament även tros bli större att ta till dessa 

möjliga strategier.  

 

En kvalitativ interaktiv och induktiv inriktning med framförallt semi-strukturerade intervjuer har använts i 

denna studie för att utforska och möjliggöra att gräva djupare efter möjliga strategiska förändringar som 

kontraktsmässigt skulle kunna minska effekten på balansräkningen i de fall det finns incitament att göra det. 

Det finns tendenser som visar på att förändringar är på gång inom detaljhandeln, oberoende av 

redovisningsförändringarna som i sin tur kan göra att det möjligen kommer bli enklare att argumentera för att 

ta upp en mindre leasingskuld i balansräkningen enligt IFRS 16, såsom förkortade lokalhyresavtal och mer 

serviceavtal snarare än hyresavtal.  
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1 INTRODUCTION  
This introductory chapter helps set the scene of the thesis in the sense that it identifies the research gap through 

problematization as well as establishing the research questions and aim.  

1.1 BACKGROUND AND PROBLEM FORMULATION 

Leasing is a concept being used for over 3000 years in the real estate sector with the starting point in simple 

continuous payments for the benefit to utilize a certain space for business or residence (Grenadier, 1995). 

When IAS 17 was adopted in 1982, leases were categorized into financial leases and operational leases. The 

financial leases were to be capitalized and recognized on the balance sheet as they essentially mean that the 

user has the right to use the asset during the majority of the asset’s lifetime. This exempted all assets not 

leased over a complete assets lifetime and many contracts were constructed to be recognized as operational 

leases and thereby stayed off-balance (Smith Jr. & Wakeman, 1985).  

 The use of operational leases have increased significantly over the past thirty years and is currently considered 

the most common and important kind of off-balance sheet financing (Dogan, 2016). Operational leases are also 

used in many cases to effectively manage and balance debt covenants in order to up-hold current borrowing 

rates from banks and other financiers (Cornaggia, Franzen, & Simin, 2012). In other terms, operational leasing 

and debt are traditionally complementary strategies for companies (Smith Jr. & Wakeman, 1985). 

The question and debate of whether operational leases should also be capitalized onto the balance sheet have 

been ongoing since the categorization of leases arose (Beattie, Edwards, & Goodacre, 1998). New regulation 

with effective date 2019-01-01 is the response by the International Accounting Standards Board (IASB) to this 

debate and a confirmation that by capitalizing operational leases and stopping the categorization of leases is a 

more fair way of presenting the financial statements (Marton, 2016). This regulation is called IFRS 16 and is 

considered to be fair since many companies’ operational leases are non-cancellable, long-term and represent a 

substantially large claim on a firm’s cash flow (Dogan, 2016).  

Retailers and airline companies are traditionally heavy users of operational leases and will be most affected 

both implementation-wise as well as financial position-wise (Xu, Davidson, & Cheong, 2017). It is expected that 

noted retailers will, on average, receive a decreased solidity from 41% to 28% (Marton, 2016). There are many 

publications on the solely financial effects on company key ratios etc. that all conclude significant changes in 

figures (Bratten, Choudhary, & Schipper, 2013) (Altamuro, Johnston, Pandit, & Zhang, 2014) (Xu, Davidson, & 

Cheong, 2017). However, there are in essence no publications that focus on the consequential changes in terms 

of company strategies and behavior (Warren, 2016), which is why this study will make an effort to solve the 

research gap.  

The concept of creative accounting (Jones, 2011) and the history of lease contracts being altered to balance 

financial ratios (Giner & Pardo, 2017) are indications that there might be strategic changes on the horizon for 

heavily impacted parties. Some argue that this regulation will help solve some regulation-gaps that have been 

taken advantage off in the past (Marton, 2016), while there are still many interpretations and assumptions 

within this standard to be made by affected companies.  

A qualitative interview study will be carried out to search for implementation strategies that could be used by 

noted companies in Sweden using operational leased space to lessen the effect of capitalizing their leases onto 

their balance sheet. The intention is to further explore whether there seem to be incentives to do so and what 

interpretations are likely to be made in that case. Also, due to the (relative to other assets) advanced 

implementation process for retailers and parties leasing space (IASB, 2018) as a consequence of the great 

variety of contractual clauses (Wheaton, 2000) (Wong & Cheung, 2017) (McConnel & Schallheim, 1983) will 
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also be investigated. This is done in order to gain insight on the costs and benefits of the standard in relation to 

the implementation process and the standard as a whole.  

 

1.2 AIM 

The aim of this thesis is to qualitatively explore and gain insights in how the implementation of IFRS 16 affects 

lessees, and how they will strategically position themselves in terms of leased space and ground lease 

contracts. This study will also research the strategies used relating to the contractual terms and future 

company portfolio of operational leases. Further, the aim is to gain understandings in how the implementation 

process and strategies are set up by lessees. 

 

 

1.3 RESEARCH QUESTIONS  

The overarching research questions for this study are based on the research aim and are the following: 

 What preparations for implementation of IFRS 16 are made and planned by lessees and what are the 

perceived/ expected costs and benefits relating to the standard?  

 

 How can the implementation of “IFRS 16 – Leases” effect lease contract structure and company 

strategy concerning operational leases from a lessee perspective?  
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2 DELIMITATIONS  
In the limitations chapter the framing of the thesis is clearly defined as to highlight the most fundamental 

restrictions on the study. The delimitations are illustrated in Figure 1 below and followed by individual 

descriptions. 

  

                 
FIGURE 1 - DELIMITATIONS FUNNEL 

IFRS 16 – Leases  

The first natural limitation of this study is that it concerns companies using the international accounting 

standards IFRS by IASB. Further, the specific standard is IFRS 16, further narrowing the concerned companies 

with current operational leasing agreements in their portfolio. Another restriction that is made is that this 

thesis aims at exploring operational leasing agreements relating to leased space, such as retail, office, storage 

and production facilities, with a focus on retail and production facilities. Consequently, operational leases 

concerning vehicles, tools etc. will not be explored in this study. 

 

Swedish Law and Market 

Another limitation of this study is that it is geographically limited to Sweden in the sense that only Swedish 

based company representatives were interviewed. This means that the respondents’ answers will not only be 

influenced by IASB regulations but also by Swedish Law that could further have an impact on the planned 

strategies that are explored.  

 

Size 

A further restriction on this study is that the entities questioned have strongly established brands (in particular 

the lessees), are big and have great economic power. They also have large portfolios of either leased and/or 

leased out operational contracts. One reason for this is that it takes a certain size of a company to be required 

to apply IASB regulation. Another reason is that large portfolios may provide larger incentives for a company to 

strategize and they are also more likely to have the resources to do so.  

 

Sample  

The respondents are mostly top management on the lessee side, respectively, group controllers on the lessor 

side. Awareness should be made that there might be other interesting answers to be obtained from the 

management side of lessors and accounting sides of lessees as well as from the facility management of both 

sides. However, this study aims at getting a higher perspective management-wise, and therefore this limitation 

is drawn. 

 

 

 

IFRS 16 

Operational Leases 

Retail & Production Space 

Swedish Law & Market 

Large Cap 
Companies 

Management 
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Valuation Theory  

This study does not focus on the valuation theory or quantitative effects of the standard implementation; 

instead it focuses on company behavior and strategy with regards to the new accounting regulation.  
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3 METHODOLOGY  
The method chapter presents the research strategy of the study. The working process is also outlined and 

material research choices accounted for. A section dedicated to research ethics is also presented in the 

methodology chapter. The method chapter intrinsically answers the fundamental interrogatives; Why? What? 

How? When? Who?  

3.1 RESEARCH PURPOSE 

The purpose of this study is to gain insights on the possible and planned for strategic actions and changes that 

will follow the implementation of “IFRS 16 – Leases” in companies that hold operational leases relating to 

leased space. Also it is of interest to know how affected enterprises are preparing for this implementation and 

if the standard is clear on how assumptions will be made. 

The subject was chosen due to its significant impact on affected companies’ balance sheets and the interest in 

whether, and in that case; what strategic actions will be carried out by concerned companies’ management in 

relation to the standards implementation. The purpose is furthermore to explore in what way companies are 

preparing for the implementation and how they are planning to make the assumptions necessary and why 

those assumptions are made.  

There are multiple publications on the calculative aspects and how to interpret the standard valuation-wise 

and also some effect analyses made by both audit firms and from the IASB itself.  

Further, this study aims at exploring what further effects this implementation will have on company behavior, 

it may confirm, reject or adds to these effect analyses, especially in excepted managerial behavior. Moreover, 

the subject is relevant as it will be implemented from 2019-01-01 and the preparations and decision-making is 

a present and pressing matter.  

 

3.2 RESEARCH APPROACH – INTERACTIVE INDUCTIVE 

The research approach in the study is explorative in mirror of the research questions and aim, and thus an 

interactive inductive approach is used. The interactive inductive approach is a qualitative approach where a 

smaller data collection process is performed and then is laid as a foundation for a second, larger data collection 

research. This is appropriate when there are no general ideas on how the research questions may be answered 

or what topics may be more interesting to delve further into which is the case of this study (Hartman, 2004). 

The outline of the research approach is illustrated in Figure 2. 

 

FIGURE 2 - INTERACTIVE INDUCTIVE PROCESS IN THIS STUDY 

The qualitative research approach is applicable when it is the researcher’s intention to explore the existing 

world in terms of describing, understanding and explaining social phenomena in the real world (Flick, 2007). In 

the study the qualitative features of the research approach includes analyzing experiences of companies and 

their planning and strategizing surrounding IFRS 16 as well as analyzing interactions and communications 

internally and externally in the context of IFRS 16 implementation and strategy-wise.  

 

Introductory 
method 
planning 

Data 
collection  

New ideas & 
concepts 

Method 
planning 

Data 
collection 

Result 



6 
 

3.3 RESEARCH STRATEGY - GROUNDED THEORY  

The research strategy used for this thesis is Grounded Theory. This choice is suitable since it aims to predict and 

explain future strategic positioning by real estate companies and operational lease holders post 

implementation of IFRS 16. Grounded Theory is thus well applied in inductive approaches, which the study in 

large part is (Saunders, Lewis, & Thornhill, 2009). Moreover, this thesis contains theory building on the grounds 

of both the inductive and deductive approach. By using fundamental lease theory together with the findings of 

the first-stage interviews, market publications on “IFRS 16 – Leasing” and existing research on the field, the 

predictions of the lessors and lessees is accounted for. This is otherwise presented on the market for the 

participants to acquire. However, the positions of the lessors and lessees are explained through qualitative 

interviews (Hartman, 2004).  

Existing theory of the field is gathered both before, but more systematically after the empiric research. The 

interviews aims at exploring the thoughts on strategy, positioning and action post IFRS 16 within the lease 

enterprises involved. The output gained will not only constitute new theory, it will also build on to existing 

theory, in which this new theory can be incorporated (Hartman, 2004).  

3.4 TIME HORIZON 

The time-horizon of the study is independent of the research approach and strategy. Although, it is important 

that it is in line with the research questions stated. In this study, the cross-sectional time horizon is appropriate 

as the sample of respondents are interviewed relatively close to each other in time and the research questions 

are stated to get a glimpse of what each enterprise are planning and discussing regarding this new standard at 

this time (Saunders, Lewis, & Thornhill, 2009).  

3.5 RESEARCH SAMPLE 

The sampling in this study is made up by respondents on the lessee side at group management level, 

respondents on the lessor side at group controlling level as well as external audit side.  

LESSEES 

Lessees are companies that mainly hold operational leases regarding leased retail or industrial space and thus 

will thus be affected by the implementation of IFRS 16 by capitalizing operational leases onto the balance 

sheet. Companies mainly operating as lessors are lessees in regards to ground leases.  

LESSORS 

Lessors are companies that have outstanding operational leases regarding operational space and thus will not 

be as affected by the IFRS 16 as the lessees. Although, lessors are in all cases real estate companies that hold 

ground leases in their portfolio so in this respect, the lessors are also lessees of ground leases.  

EXTERNAL EXPERTS 

External experts refer to external auditors and IFRS 16 specialists, actively engaged in the IFRS 16 

implementation process in working with lessee clients and specialized within the standard. The auditors are 

currently working within two of the big five audit firms, namely Deloitte and Pwc.   

 

3.6 SAMPLE – PRE-STUDY  

The sample of the pre-study is made up by economically large enterprises on the lessor and lesse side to ensure 

input from companies that have larger resources and/or incentives to have come across strategic behavior/ 

communication relating to “IFRS 16 – Leases”. Also, the seminar on “IFRS 16 in Practice” was chosen for its 
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expert lecturers that are deeply involved with questions concerning the implementation of the standard. 

Another reason was to get further information on the interpretations and assumptions that must be handled in 

order to be able to plan a good strategy for the concerned companies and also, to get more practical input on 

the standard itself.  

 

 

FIGURE 3 - PRESENTATION OF PRE-STUDY SAMPLE 

 

3.7 SAMPLE – MAIN STUDY 

The sample for the interviews is shown in Table 1. All lessors and lessee participants have chosen to exercise 

their right to be anonymous in this study. No requirement was made to justify the anonymity, although some 

of the respondents have chosen to give a reason. That reason has either been (1) due to company policy and/ 

or (2) the sensitivity strategic communication poses for the specific entities. The external expert has chosen to 

not be anonymous in this study. 

TABLE 1- PRESENTATION OF MAIN SAMPLE 

Lessees Function Participant Alias Industry 

Interview 1 Chief Financial Officer  LA Retail – Hardware 
Interview 1 Group Financial Controller LB Retail – Hardware 
Interview 2 Chief Financial Officer LC Retail – Groceries 
Interview 3 Chief Financial Officer LD Retail – Fashion  
Interview 4 Project Leader IFRS 16  LE Industrial - Production 
Interview 4 Property Controller LF  Industrial – Production  

 

Lessors Function Participant Alias Industry 

Interview 5 Group Financial Controller RA Real Estate Ent. – Large Cap 
Interview 6 Group Financial Controller RB Real Estate Ent. – Large Cap 

 

External Expert Function Participant/ Alias  Company 

Interview 7 Director/ IFRS Specialist Cecilia Nicander 
“CN” 

PriceWaterhouseCoopers (Pwc)  

 

 

 

 

Participant 

•Lessee 

•Retail - Groceries 

•CFO 

•First-Stage untructured Interview 

Participant  

•Lessor 

•Real Estate Ent - Large Cap 

•Group Finacial Controller 

•First-Stage unstructured 
Interview 

Participant 

•Experts 

•Audit Firm - Deloitte 

•Seminar - "IFRS 16 in Practice"  

•Complete Observer 
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3.8 RESEARCH CHOICE – INTERVIEWS AND SEMINAR 

Interviews were performed in two stages to allow for the most rewarding output in the main study by utilizing 

the input from the pre-study interview and seminar. First two unstructured pilot-interviews were held with one 

large cap real estate company (mainly lessor and ground lessee) and a retail company (mainly lessee, but also a 

real estate owner). These interviews, together with a seminar on IFRS 16 in practice, gave an indication of what 

thoughts are circulating the field. This is used as grounds work for the subsequent semi-structured interviews 

that follow, which is in line with the interactive inductive approach and grounded theory strategy.  

 

FIGURE 4 - RESEARCH CHOICES 

 

FIRST STAGE INTERVIEWS  
The pilot-interviews were unstructured and the opening open question was the following:  

IFRS 16 – Leasing is set to be implemented from 1
st

 January 2019 and will have quantitative impacts on your 

financial statements as a lessor/ lessee, which may have subsequent strategic effects on lease contracts in the 

future. What, if any, strategic consequences could become real for your enterprise and other enterprises 

concerning this change in regulation? 

The answers were followed up with questions, not adding any specific information about existing predictions, 

as to not influence the interviewee’s answers.  

The interviews were performed via telephone in Swedish in early March 2018 and lasted approximately 20 

minutes each.  

 

FIRST STAGE SEMINAR 

SEMINAR – IFRS 16 IN PRACTICE 

In this seminar a complete observer approach was the most appropriate type of observation. The seminar was 

not developed for the audience to participate, but allowed question on the topics that were brought forward 

by the moderators/lecturers. The seminar followed a pre-decided schedule and a printed material was 

distributed to the audience. What was stated by the lecturers apart from what was written in the material was 

written down and shortly after transcribed into a document which brings up the most significant changes that 

the standard is going to mean to its targeted customer enterprises (Saunders, Lewis, & Thornhill, 2009).  

The purpose of the seminar was to help concerned parties to prepare for the implementation of the standard 

IFRS 16 by bringing forward relevant information on what contracts this will affect, how will the entity be 

affected accounting-wise and financial key ratios-wise. It also clarified and explained limits on where certain 

Unstructured 
First-Stage 
Interviews 
& Seminar 

Semi-
structured 

Second-
stage 

Interviews 

Theory 
connected 

to/ and 
answers on 

second-stage 
interviews 

Result 
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lines are drawn and what grey areas exist within the standard as well as what assumptions regarding valuation 

variables must be made and why this can be difficult.  

The seminar was held at the Deloitte office in Stockholm in March 2018 and lasted ca 3 hours.  

SECOND-STAGE INTERVIEWS 
The interviews in the main study were semi-structured interviews, meaning they had a number of questions to 

be followed, but depending on the answers the follow up question could lead deeper into a subject or aspect 

brought up by the respondent. Also, to be as unbiased and objective as possible, the respondents own terms 

were used towards them in the follow up questions, when they are asked to elaborate on their thoughts.  

The interview questionnaire helped to bring up the different interesting themes obtained through the pre-

study as well as from IASBs effects analysis, with all the interviewees. The interview questionnaire was the 

same for all lessees, lessors and the expert-interviewee respectively. The interview forms are available in 

Appendix A, B and C.  

To add value, responses by one lessee could be incorporated in a follow up question on a specific theme to the 

next lessee in order to gain more insight on that particular aspect. This is accordingly to the interactive 

inductive approach and grounded theory.  

The interviews were in large part held during the latter half of March and first half of April 2018 and lasted 

around one hour each. Three of the interviews took place face to face, while the remaining four was held over 

the phone. For two of the phone meetings, two respondents were present, so the total respondents in the 

main study were nine. Even though the setting was not identical for the respondents, it is not assumed to have 

an effect on the results.  

3.9 RESEARCH ETHICS  

There is a wide range of ethical issues within qualitative research that must be regarded and actively avoided 

when conducting qualitative research using mainly interviews as the research choice (Flick, 2007).  

Regarding the interviews and respondent communication, ethical research have been strived for in a number 

of ways, where some include; (1) respondents were informed on the subject matter and purpose of the thesis 

(2) respondents was specifically asked for their consent to berecorded during the interview (3) respondents 

was specifically asked if their name and enterprise could be named within the interview (4) respondents have 

been sent the transcription as well as the result-section of the thesis to make sure no misunderstandings are 

present within the empirical findings (5) respondents were sent the interview questions about one week before 

the interview date (Murray & Beglar, 2009). 

Concerning the communication directly between the respondents and the researcher, ethical issues of biased 

questioning and interpretation of answers can be problematic. The latter have been regarded since after the 

interview, the respondents took part of the results and the reference to their response, which gave them a 

change to correct any wrongful interpretations. The biased questioning is harder to plan for as it cannot really 

be corrected for after the interview. Caution has been made to avoid biased questions by trying not to put 

words or looking for affirmations, but rather to ask open-ended questions and not to add biased wordings. This 

adds to the reliability and validity of the research through objectivity (Kvale, 2007).  

The confidentiality requirement is met through the secure keeping of recordings and transcriptions on a private 

account, which can only be accessed by the researcher. The holding of this documentation increases the 

reliability and validity, which is why it has not been erased. That would in practice increase the confidentiality 

at the cost of decreased validity of the research (Murray & Beglar, 2009).  
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Reliability of this study is promoted as the general interview questions are attached as appendixes to this 

thesis. The grounded theory strategy adds an organic element to the research and the semi-structured 

questions have allowed for adding interview material to subsequent interviews. The subsequently enriched 

answers by respondents provide more qualitative results gained. Validity is enhanced through the sample 

choices and the sufficient objective stance held by the researcher through the interviews (Bell, 1999).  
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4 LITERATURE REVIEW AND THEORY 

4.1 OPERATIONAL LEASE AND ACCOUNTING  

The leasing phenomena can be traced back to the Sumerians thousands of years B.C. and has been used until 

present day. It was not until the 1950s that the modern leasing as we see it today was starting to form from the 

traditional (and almost exclusively usage earlier of) real estate leasing to almost anything tangible, from 

satellites to fiber optics. The leasing concept is fundamentally very simple in the sense that the lessee pays a 

predetermined fee for the right to use the asset for a determined period of time without having the legal 

requirements of ownership. Owners in turn, receive the residual value of the asset as well as the payment 

income from the lease activity (Grenadier, 1995). 

However, lease structure can be more complicated and entail many different options. The most common ones 

entail the option to buy the asset at the terms end (financial lease), and the other option to extend the lease 

term. Many theories have developed in order to value lease contracts over time-periods and treating leases as 

different options with regards to different contractual components. Valuation techniques have developed in 

order for lessees and lessors to decide on lease payments, extension options and percentage rents as well as 

reservation prices (McConnel & Schallheim, 1983). Rates and supply are accounted for in a later stage in these 

option-based valuation models (Grenadier, 1995). 

Operating lease usage has increased significantly under the last 30 years and is considered to be the most 

common and important way of off-balance sheet financing. The airline- and retail industries are considered to 

be heavy users of operational leases.  It is regarded as comparable to a long-term debt in part because of its, in 

many regards, non-cancellable nature. The less flexible and lengthy operational lease contracts are, the greater 

the claim on a company’s cash flows it represents, and it is often substantial. However, it can be argued that 

there is more room for flexibility clauses but it is certainly more flexible than ownership in most cases. The 

greater and less flexible the operational lease commitments are, the greater the firm risk and hence the 

required rate of return on invested capital is bigger. Therefore, they use note information and make own 

appreciations of operating leverage (Dogan, 2016).   

Another aspect of operating leases is whether there are any incentives to use operating leases to strengthen a 

company’s balance sheet instead of simply a compliment to debt. It is found that operational leasing can be 

used by companies in order to more effectively manage debt covenants to limit debt as well as capital 

expenditures. However, it is considered hard for companies to leave their operational leases unexplained, as 

institutional investors demands this information. Although where investigative agencies have found financial 

misrepresentations, there have been high levels of unaccounted for operational leases, this has for example 

happened in the US (Cornaggia, Franzen, & Simin, 2012).  

The accounting of leasing varies with regulations, and most of the international regulatory framework is the 

IFRS Standards. Globally, countries have harmonized the use of accounting regulations as global trade has 

increased. Using the same global accounting language brings transparency, accountability and efficiency to the 

global financial markets (IFRS, 2018). Leasing transactions have been and are still considered problematic in 

regards to fair presentation, partly due to the sale-and-leaseback reconstruction of contracts to avoid on-

balance sheet leasing, which have been handled in large part due to extended auditing. A rule-based or bright-

line system can increase the incentives of companies to restructure contracts to avoid accounting recognition. 

However, the IASB promotes the principle-based standard setting, which can reduce contract restructuring and 

hence, lead to a more effective financial reporting according to them. Still, there is evidence suggesting that a 

principle-based approach does not necessarily lead to a better financial reporting outcome, not even in the 

least corrupt regimes in the world (Henderson & O'Brien, 2017).  
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4.2 OPERATIONAL LEASE DECISION AND NEGOTIATION THEORY 

Traditionally the decision to lease or buy has been an either or decision, and in previous academic findings 

there is no consensus in whether they are compliments or substitutes to each other. Morais (2013) finds that 

this may be true, and that they share determinants, where one of them being the type of industry (ex. 

transport and retail have in general more leases than other industries). Other determinants are leverage and 

financial constraints (where higher leveraged companies will tend to use leases over other financing forms as 

they are more debt-sensitive). This is also confirmed by much earlier research where it is also concluded that 

use of lease and use of debt are complimentary (Smith Jr. & Wakeman, 1985).  

Moreover, other than determinants there are different incentives that make a company decide whether to 

lease a specific asset. Smith and Wakeman (1984) found that a company is more likely to lease an asset if; the 

asset is less sensitive to use and maintenance, the asset it not specialized to the firm, if the expected usage 

time is short relative to the assets lifetime, if the lessor has market power and if the lessor has comparative 

advantage in asset disposal. Further, they show these incentives and their impact on certain contractual 

clauses.  

Maintenance service clauses can be agreed upon, either the lessee stand for a certain part or all maintenance 

of the asset (net lease), or the lessor does. This can further direct incentives toward being careful with the asset 

or having less incentive to do so during and at lease expiration. If mistreatment is easy to detect however, 

there are penalty clauses in contract (Smith Jr. & Wakeman, 1985) p.903-904.  Incentives can also affect 

contracts as to whether they are to be recognized as finance or operational leases. Before IAS 17 was adopted 

the IAS 13 was the accounting standard for leasing, which companies tended to use to structure their leases to 

be defined as finance leases, when in fact it was a buy and leaseback situation. 

Smith & Wakeman (1984) further describes choice of tie-in sales clauses to incentives regarding specific assets. 

Regarding shopping centers the lessors incentive to keep a good mix of tenants and an attractive surrounding 

space is larger when sales revenue is incorporated in the lease contract for the tenant. Metering is another way 

of structuring contracts that may affect incentives. Metering, which is to charge by usage, can avoid moral 

hazard and adverse selection problems, as it is often structured to have a certain charge for a specified amount 

of use. This is only usable in assets where use is easily quantified (Smith Jr. & Wakeman, 1985). Some argue 

that metering and tie-in sales can be used for opportunistic behavior and price discrimination by lessors that 

could, for example, lease out their product and then require the tenant to use complementary products while 

leasing, thus resulting in an increase in lease income (Burstein, 1960).  

Regarding options, they are also incentive sensitive. They can entail the option to buy at lease expiration or the 

option of extending the lease term. These options can be effective in regards to specialization of asset and 

firm-specific assets, and to reduce the costs relating to that. Either it benefits the lessor and/or the lessee 

depending on the contract structure. Cancellation options are also an alternative of an option found in lease 

contracts; the structure can be that one or both parties can terminate the contract before expiration. This 

could for example become valuable if the quality of the asset is found to be less than expected or when the 

demand for the lessee from its clients declines more than expected, so the need for the asset no longer exist. 

An example of this is, when the demand for lessees are not positively correlated throughout. Non-cancellation 

clauses are more often used for net leases on long lease terms (Smith Jr. & Wakeman, 1985).  

Another agreement that must be made by lessees and lessors in contract negotiations is who is to make tenant 

adjustments and stand for the cost. Should the tenant pay for their own adjustments and investing in the 

leased space and in return get a discount on rent? Wong & Cheung (2017) investigates occupancy discounts 

and premiums in relation to adjustment investing and theorizes that a lessor might charge a premium for the 

leased space when big investments are made by the lessee due to the tenants’ increased economic incentive to 

keep the space at renegotiations. Whether a discount or a premium is negotiated, there is an exchange 
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between asset specificity and search efforts to find a new space, where both can exist but one or the other 

dominates. When the moving cost is high, occupancy premiums are expected and similarly, when moving cost 

is low, occupancy discounts are expected. Also, a lessee is more likely to accept a rent premium when asset 

specificity is high. Hence, it is not only search cost that matters but also the made investments in the asset from 

the tenant (Wong & Cheung, 2017).   

4.3 OPERATIONAL LEASE CAPITALIZATION THEORY 

There has been a debate ongoing for decades if capitalize operating lease should be on the balance sheet, and 

in that case how it should be listed (Beattie, Edwards, & Goodacre, 1998). First it came to change with the US 

regulation ASR 147 publication, which required footnote disclosures in certain reports. The latest regulation 

change before IFRS 16 was that finance leases were capitalized under IAS 17 in 1982, and now ca 35 years later 

all operating leases will be capitalized onto the balance sheet.  

There is some research in this area on how this should be calculated and how it will affect financial statements 

and hence, key ratios etc. IFRS 16 effects may influence swings in financial performance measures and position 

of a company. It is found that it will affect equity ratios, assets and liabilities. It is also found that the impacts 

are larger in industrial and retail sector generally (Xu, Davidson, & Cheong, 2017). The IFRS 16 effect on debt 

covenants have also been researched and since debt covenants are linked to different firm key ratios, there is a 

significant chance that these will be structured different after IFRS 16 implementation. Some firms will violate 

their debt covenants while other will improve the firm’s leveraged position in relation to the debt covenants, 

depending on used ratios (Lee, Paik, & Yoon, 2014). Firms closer to violating their debt covenants are more 

likely to be affected by the accounting change, and are also the firms that is the stronger opponents of the new 

accounting standard (Giner & Pardo, 2017). 

Whether figures and ratios will change company behavior is not yet clear, however, it is clear that these 

aspects are going to at least have to be considered by company strategists before making long-term decisions 

in the future (Warren, 2016).  

4.4 OPERATIONAL LEASE CONSIDERATIONS OF USERS  

Previously the views and the decisions of holders of operative leases have been brought up, however, the users 

of the financial statements and their reactions needs to be regarded as well  

One question is whether the existence of operating leases affects credit assessments of the companies holding 

them, where the credit assessors are rating institutes and lenders, such as banks. The understanding of how 

creditors and credit rating agencies treat operating leases can potentially inform the lease accounting debate. 

Among the results, is that banks indeed does price operating leases and make distinctions between what leases 

should be priced and not. Credit rating agencies does this as well, and seem to be going more in depth of the 

characteristics on the different leases. The notion that banks are less inclined to go as deep could possibly be 

due to the competitive nature of the lending market (Altamuro, Johnston, Pandit, & Zhang, 2014).  

There is evidence that suggests that neither investors, creditors nor other users of the financial statements 

process or assess the disclosures on reliable contracts any different than if they were recognized figures on 

lease commitments. Reliable contracts are commitments that are easy to confirm by parties such as rental 

agreements (Bratten, Choudhary, & Schipper, 2013).  

4.5 RETAIL INDUSTRY AND LEASES 

The retail industry is a dynamic industry that is very dependent on trends, tastes and competition. Retailers are 

traditionally heavy users of operational leases and thus their financial statements will be affected among the 

most impacted industries in figures measured; with exceptions due to specific company financial structure 
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naturally. A contractual feature that is often found in the retail industry is percentage-rent or revenue based 

rent. This is a risk-aligning agreement that lets lessees and lessors share risks and benefits of that particular 

store. They are often constructed as having a base rent which is fixed and then a certain percentage of the 

revenue of that specific store above certain revenue will be distributed to the lessor as a variable cost 

(Wheaton, 2000). This can give the lessor incentives as well to do well in the (e.g.) shopping mall in which the 

stores are located (Smith Jr. & Wakeman, 1985).   

An example of recent retailing development is “The Lobby” in Stockholm, where companies can rent the whole 

concept of space, interior design and trained staff, for a few months (recommended). Also, within The Lobby is 

also a pick-up store and dressing area where anyone can choose to pick up and then directly try on or inspect 

their digitally ordered products. The intended tenants within The Lobby are companies e.g. lounging a new line 

of products online or companies wanting to establish themselves in the Swedish retail market (Engström, 

2018).  

    The whole retail-sector stands on the brink of fundamental changes. The border between physical stores and 

e-commerce is blurred.  

– Anneli Gullström, AMF (Engström, 2018) 

4.6 GROUND LEASES 

A ground lease is a type of operating lease which is commonly found at real estate companies as they may 

sometimes not own the land on which they have brought up buildings, but rather, they lease the land from the 

municipality. The contract can be terminated by the municipality, at the earliest, 60 years for residential land 

and if it is not terminated, the extension is 40 years. For other types of land use, the earliest the municipality 

can terminate the lease is after 20 years. It is very uncommon that a ground lease is terminated, but if they are, 

the lessee can be eligible for compensation. The lessee cannot terminate the ground lease agreement 

(Stockholms Stad, 2017).  

IFRS 16 will entail that lessees of ground lease will recognize right-of-use assets and lease liabilities, where the 

right-of-use asset should correspond to the market value of the estate in principle. One matter that is 

debatable is whether the lessee can gain from market value increases, while ground lease is treated as a 

maintenance cost on the one hand and on the other as an investment. The net operating income where ground 

lease is currently incorporated will be misguiding in regards to that the ground lease payments are no longer to 

be considered as operating expenses, but rather as financial costs and depreciation (Nordlund & Lundström, 

2016).  

4.7 FAIR PRESENTATION AND CREATIVE ACCOUNTING 

Creative accounting is to use the flexibility within accounting to prepare the financial statements to use the 

most advantageous presentation to appeal to their stakeholders and to serve the incentives of management. 

Important to acknowledge is that creative accounting is considered within the regulatory framework. “Too 

creative” accounting, would be considered as fraud, however, not creative accounting. Fair presentation on the 

other hand is to use the flexibility of accounting to serve the interests of users (Jones, 2011).  
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FIGURE 5 - ACCUNTING PRESENTATION 

 

4.8 IFRS 16  

As previously mentioned, IFRS 16 - Leases is a new standard adopted by the IASB with effective date 2019-01-

01 and replaces the standard IAS 17 - Leases. The fundamental change this entails is that operational leases 

must be disclosed and recognized as a new present valued “right-of-use asset” and “lease liability” on the 

balance sheet instead of an annual expense in the income statement. The continuous expense is subsequently 

changed into depreciation and as an interest payment annually on the income statement. An illustrative 

example is presented in Figure 6 and 7. Today operational leases are exempted from the balance sheet while 

simultaneously having, for some enterprises, a substantial claim on the enterprises’ cash flows and represent a 

long-term unavoidable financial commitment. The new standard, IFRS 16, is the IASB response to the debate on 

the issues and unfairness of this reality.  

FINANCIAL STATEMENTS OF LESSEES  
The lessee is the most and almost sole impacted party, financial statement-wise. The consequences are 

illustrated in Figure 6 & 7 and show the impact on the balance sheet and income statement where capitalized 

operational leases are set as an asset and a liability on the balance sheet, while the expense is separated and 

instead recognized as depreciation and as an interest payment. These payments are still recognized in the cash 

flow statement as previously (IASB, January 2016).  

 

 

FIGURE 6 - EFFECT ON BALANCE SHEET (IASB, JANUARY 2016) 
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FIGURE 7 - EFFECT ON INCOME STATEMENT (IASB, JANUARY 2016) 

 

FINANCIAL STATEMENTS OF LESSORS  
The lessors’ financial statements are only receiving a limited impact by the implementation of IFRS 16. Lessors 

will continue to separate financial and operating leases, but are required to enhance disclosures on how they 

manage the risks associated with the leases in the light of its corresponding assets. Also, they must disclose 

more information and separate costs related to base rent, and costs related to services. Lessors will continue to 

distinguish operating leases from financial leases since the assessment of the IASB is that the costs of 

implementation would overweigh the benefits it would bring to the users of the financial statements (IASB, 

January 2016).  

Lessors that are large real estate companies and offer space, have often also ground leases in their portfolio, 

which is inherently an operating lease. In these instances, the enterprise is also a lessee and will in that sense, 

become subject to the lessee disclosure requirements.  

MATERIAL ASSUMPTIONS  

IDENTIFYING A LEASE 

Definition from IFRS 16: Appendix A: 

 A lease is a contract, or part of a contract, that conveys the right to use an asset (the underlying asset) for a 

period of time in exchange for consideration. 

Apart from this, there are some key requisites that must be fulfilled to identify a lease (Deloitte, 2016):  

 It must be an identifiable asset  

 The party with the right to use the asset have the right to obtain substantially all financial output of it. 

 The party with the right to use the asset can decide the use of the asset  

An example would be a company leases a facility (identifiable asset) to be used as a barber shop (directing use) 

and the financial income from the operations go to the barber (financial output obtained).  
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TRANSITION METHOD 

When operating leases are to be capitalized onto the balance sheet, there are two methods a company may 

choose from (Deloitte, 2016).  

1. Full retrospective method: While applying this method, the lessee may calculate the right-of-use asset 

as if IFRS 16 had always been applied. This means that the discount rate to be used is the current one 

for the initial lease agreement date.  

2. Simplified method: The current discount rate is used and the remaining lease payments of the term 

are discounted to constitute a right-of-use asset and lease liability. A variant of this method is to 

calculate the right-of-use asset from commencement date with the discount rate at transition and 

then make yearly retrospective depreciations until transition date.  

 

SEPARATION OF SERVICE- AND OTHER COMPONENTS 

A lessee can choose to separate the lease components of the contract to not include the costs that are not 

directly associated with the lease payment, the base rent. The amounts of these are to corresponding to the 

stand-alone price, which the lessor or a similar entity would charge for the component. If stand-alone prices 

are not available, the price should be estimated. The rule aims at maximizing observable information (IFRS 

16:14). 

LEASE TERM 

The definition of “lease term” according to IFRS 16:18: 

The non-cancellable period for which a lessee has the right to use an underlying asset, together with both: reasonably 

certain to be exercised extension options and reasonably certain not to be exercised termination options. 

Consequently, the most probable term length is the one to be considered at valuation. This also means that 

unexpected events that occur should be considered at reevaluation to uphold the most probable lease-term 

requisite (Deloitte, 2016).   

To assess the “reasonably certain”-criteria correctly the firm should consider all circumstances and facts that 

can affect any economic incentives relating to the extension option by the lessee (IFRS 16:19). 

LEASE PAYMENTS  

Lease payments are in essence the payment for the right to use the leased asset. Further explanations of what 

is entails is found in Appendix A of the IFRS 16 recommendation. Here are some of the most important 

components in short (Deloitte, 2016): 

 Fixed Payments, including in-substance fixed payments, this could be up-front payments 

 Variable payments connected to an index or rate (excluding variable payments connected to 

operational output or performance) 

 Termination penalties  
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4.9 IASB EFFECTS ANALYSIS 

IASB have published an effects analysis of the standard where they give their findings on what aspects of 

accounting and choices will be affected by the implementation of IFRS 16. The material effects are presented 

shortly and the references in the texts are made to the IASB report, unless anything else is stated (IASB, January 

2016). 

 COMPANIES AFFECTED  
The three most impacted industries are expected to be airline-, retail- and travel/ leisure industries (p.16). The 

board emphasize that effect varies with company size and specific company structure and so even within these 

industries the effects can vary greatly (p.17). Companies too small for these accounting requirements are not 

affected directly and companies with low-value (<500 USD) or short-term (<1 year) individual commitments are 

exempted from the application of the standard (p.19). 

BENEFITS 

IMPROVED QUALITY OF FINANCIAL REPORTING 

IFRS 16 is expected to bring greater transparency for companies with material off-balance sheet operational 

leases as well as providing a more true representation of a company’s financial position in terms of capital 

obligations and leverage. This enhanced quality is expected to be used by investors and analysts, sparing them 

the effort of making adjustments in regards to these lease obligations. Some stakeholders have made 

adjustments while some have not. This enhanced quality on the financial statements provides further insight to 

a company’s operations and financial leverage (p.22).  

Previously, disclosures of the operational lease obligations have been found in the notes of the financial 

statements. Analysts and investors have used different techniques to make their own calculations, which may 

end up varying considerably due to the insufficient amount of information found in the notes. Further, there 

are investors and analysts that rely solely on the financial information found in the balance sheet, income 

statement and cash flow statement, and to these it is not apparent that they should consider information in 

notes (p.22).  

Quality is also gained through showing the lease commitments and rights as a right-of-use (RoU) asset and a 

liability in the balance sheet as commitments are in large part unavoidable and the right to use the asset is 

exclusive. These facts were under IAS 17 a blank spot of information (p.22). 

The difference of balance sheet debt post implementation for a sample of retailers (UK and Germany), which 

went into some sort of liquidation or reorganization process, was between 4-65 times higher than the debt 

presented on the balance sheet. This merely illustrates the vast differential range of financial leverage and 

operating flexibility can have off-balance (p.23).  

Credit rating agencies revised their method for adjusting off-balance sheet leases in 2015. The adjustments 

made clearly resulted in a figure more in line with the result as if IFRS 16 had been implemented. This is true 

regarding both the income statement and the balance sheet (p.24-25).  

Companies will also benefit from the enhanced quality in the sense that it will give room to a more level playing 

field when measurements become more precise (p.26).  

IMPROVED COMPARABILITY  

IASB predicts comparability will be improved through three main new practices; (1) assets and liabilities are 

recognized for all leases, (2) except those where rights are not obtained and/or liabilities are not incurred and 

(3) all these assets and liabilities are to be measured in the same way.  
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Economic decisions are better reflected under IFRS 16 as the lease length in relation to the assets lifetime is 

reflected in the balance sheet and thus, a company that leases the asset for a larger part of its life will become 

more apparent in the financial statements. This will in turn, be used by stakeholders in order to see how large 

part of the asset is leased economically (p.27).  

Comparability also increases between companies that lease to companies who borrow as well as showing the 

different economic conditions of the both types of asset holding (p.28). Also, sale and lease-back transactions is 

expected to decrease due to the restrictions on recognizing any gains on an eventual sale as well as the 

reduced incentive from not being able to have the leases off-balance (p.29).  

A previous comparability issue was that financial and operational leasing was reported very different despite 

very similar economical conditions. IFRS 16 is expected to reduce opportunities for off-balance sheet 

recognition (p.29).  

Changes in the lease portfolio will be visible in the financial statements because of revaluation demands. The 

financial flexibility will also be visible within the lease terms as more information will probably be disclosed 

concerning those (p.29).  

There are some simplifications of the lease measurements, such as only including the unavoidable costs; 

variable lease payments are optionally excluded. IASB knows that these simplifications can make similar 

contracts seem less comparable. These variable lease payments are flawed in a comparability perspective, but 

the IASB has made the decision to separate a contract based on variable income, as the risk and reward 

distribution is that much different than that of a fixed payments contract (p.30). 

Optional payments in the regards of extending lease contract flexibilities, the economic intent and incentives 

are the decision point on the amount of contracted years to be included in the valuation of lease liabilities and 

assets. This is also an example of two economically similar contracts that will recognize different amounts in 

their financial statements due to their different contractual conditions and incentives to extend their contracts 

(p.30). 

COSTS 

 IMPLEMENTATION COSTS 

Systems changes are one of the main costs of implementation. Depending on the level of sophistication in 

current systems of lessees with material off-balance sheet contracts, the cost will thus be higher with 

companies not having sophisticated systems in place. IASB expects that companies with on-balance sheet 

leases will use these systems for implementation, and that many companies already have lease-tracking 

systems in place (p.32). 

Information on contracts and lease components is also a cost of implementation. IASB believes that most 

information on components needed for calculations and implementation is already available in an accessible 

form. Costs can however be incurred when separating service-components in contracts, identifying leases and 

acquiring information needed for calculations. IASB expects that the three-year implementation time from 

January 2016 will have made this gathering of information manageable (p.33). 

Regarding discount rate, IASB expects that not much additional information is required, as companies are 

allowed to use the incremental borrowing rate of similar lease portfolio at implementation (p.35).  

Some costs are possibly to be incurred in educating and communicating with staff and external stakeholders. 

When explaining to external parties, the communication will be regarding explaining effects, rather than 

accounting changes, due to the similar calculations of finance leases of which these parties are already aware 

(p.35).   
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These changes will signify a period of education and adjustments for external users and stakeholders which can 

sustain an initial cost for these actors. IASB assess the benefits to outweigh these costs. Investors and analysts 

are expected to induce fewer costs after a change in application method, as information will be more user-

friendly (p.35).  

RUNNING COSTS  

The greatest ongoing costs are thought to be the costs incurred by gathering timely information for updates. 

IASB is expecting that the declassification of leases will mean reduced costs for the individual lessee, while 

increased costs are incurred from discounting lease cash flow at a discount rate for each lease in general. The 

re-measuring requirements are also expected to incur costs to the lessee over the lease term, but not 

considerably. Re-measuring will take place when a lessee takes actions that will have considerable effects on 

the lease term, it could be the case with extension and termination options (p.36).  

Another example of these re-measuring costs are the inflation-linked payments that will affect as a main 

example the real estate leases as they are often linked to the Consumer Price Index (CPI). Costs will increase 

with frequent changes in cost regarding to the indexes. A change to this after responses by the audit 

community is that it will only have to be re-measured after contractual changes that reset the cash flows and 

not solely due to the date. IASB thinks that this way is effective in receiving more relevant figures on the 

balance sheet and removes the estimation of future fluctuations aspect (p.37). 

KEY COST RELIEFS 

There are three exemptions from recognizing lease liabilities and right of use assets; (1) leases of 12 months or 

less, (2) leases ending within 12 months of implementation date of IFRS 16, and (3) leases of low-value assets 

(<500 USD) (p.38).  

IFRS 16 includes some simplification and practical alternatives to be used. The main rule is to separate services 

from base lease payments. While, this could be a cost for some companies, it is possible to choose to not 

separate them. Companies that are expected to use this are companies where the service-part is relatively 

small. Another simplification alternative is to exempt optional payments relating to extension options, unless 

they are reasonably certain to be extended (p.40).  

OTHER EFFECTS EXTRA FINANCIAL STATEMENTS 

EFFECTS ON COST OF BORROWING AND DEBT COVENANTS 

IASB considered the effects the increased financial liabilities might have on borrowing costs and concluded that 

the recognition of these commitments are important for both financial markets (for its efficiency) and 

companies with higher credit risks (so that they more knowingly commit to this recognized indebtedness). The 

IASB does not predict major changes in borrowing cost for affected companies, but notes that in case their 

costs are increased; they are being so due to improved decision-making skills from enhanced transparency on a 

company’s financial leverage. Responses from lenders/ banks were that they do already consider the off-

balance operational leases to estimate leverage and cost impacts (p.56). 

Some evidence shows that some techniques (such as the multiple 8 technique
1
) tend to over-estimate the lease 

leverage of many companies. The effect also tends to be bigger with increasing off-balance lease values (p.57).  

                                                                 
1
 The Multiple 8 technique involves taking the annual lease expense and then multiplying it with 8 to receive a 

higher figure that better represents the long-term financial commitment when the annual payment is the sole 
recognized disclosure. See example in figure 10. 
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Regarding debt covenants the IASB recognizes that there might be change in how they are designed. One 

example is that a leverage ratio is maintained with adjusted debt (capitalized operating leases) to EBITDAR < 4. 

Many debt covenants already have the exempt of some accounting changes, where operating leases is 

included. IASB concludes that as accounting does not affect a company’s economic position or commitments to 

pay and this is often already considered by lenders (p.59-60).  

EFFECTS ON REGULATORY CAPITAL REQUIREMENTS 

IASB’s survey concluded that the loss in equity due to this standard (in Europe) will be less than 0,5 % of 

reported equity for all banks included in the sample, and less than 0,2 % of half the sample. This in turn 

concludes that the financial institutions capital requirements by regulation will not have any significant effect 

(p.61). 

EFFECTS ON LEASING MARKET  

The lease requirements will generate a better comparability between companies that own respectively lease 

assets, which can make companies choose to buy instead of lease. One reason could be that if a company in 

the past entered leases partly because they wanted to have the commitments off-balance (but not solely) they 

might now decide to buy instead (p.62). 

IASB has also considered the possibility whether IFRS 16 will provide incentives to structure transactions to 

achieve accounting benefits. This could be reduced lease terms and more variable lease payments to recognize 

less on the balance sheet. IASB concluded that as long as the economy does not change dramatically, 

companies will still demand leasing to hold assets to help with operations. Typically changes in lease conditions 

arise due to business reasons and not due to changes in accounting (p.62-63). 

IASB expects that the companies applying IFSR 16 will go through their lease portfolios and re-examine the 

conditions and this could possibly change some lease and payment terms. Any changes are expected to arise 

from increased transparency though. An example is the decentralized decision-making companies. Changes 

due to this are genuine business decisions and not only accounting-based (p.63). 

FIGURE 8 - OVER-ESTIMATIONS OF LEASE LIABILITIES TO EQUITY (IASB, 2016 P.58) 
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IASB refers to academic research from (Henderson & O’Brien, 2014) on the subject of proving direct correlation 

between lease term changes and implementation of accounting standards due to (1) lack of information in 

notes, (2) lack of significant changes before and after implementation and (3) different directions of trends in 

different industries (p.64).  

EFFECTS ANALYSIS ON LESSOR ACCOUNTING  

Lessors have far less requirements than lessees as concluded previously since much of the predecessor IAS 17 

follows the lessor into IFRS 16. Lessors are, similar to the lessees, to account for the lessees under the lessee 

definition, which the IASB concludes need not to be changed, to recognize what is considered to be a lease and 

not. Conclusively, lessors will not be significantly affected due to definition issues (p.72).  

Lessors will be required to give better information on their leasing contracts and the related exposure to risk, 

which will decrease cost for users of lessor’s financial statements. Costs for lessor on the other hand will be 

small or level to current costs for IAS 17 (p.72).  

4.10 VALUATION EXAMPLE OF LEASE LIABILITY AND RIGHT-OF-USE-ASSET 
Here follows an example of a lease contract and how it could be handled to apply with the new lease 

regulations.  

The contract is identified as a lease contract according to the requisites in the standard. The contract is not 

exempted in accordance with the exemption-rules as it is worth more than 5 000 USD / year and have a lease 

term of over 12 months post-implementation date. In this example the lease contract refers to a 300 square 

meters of retail space within a mall in Stockholm, Sweden. The variables needed to show this example is shown 

in Table 2. 

TABLE 2 - VARIABLES IN VALUATION EXAMPLE 

Contract Definition  Lease Contract 

Base rent  60 000 SEK/ year 

Service costs 5 000 SEK/ year 

Discount rate 4 % 

Lease-term 5 years 

Revenue based income 1 % when revenues > 120 000 SEK/month 

Indexation No 

Extension options No 

Payment condition Yearly in advance 

Transition method  Simplified method  

 

As only the minimum lease payment is required to be discounted in the present value valuation of the lease 

liability, the service costs can be chosen not to be included in the calculations. To exclude the service costs 

included in the total lease payment (base rent + service costs) will mean that the lease liability will be valued at 

less than if they were included. Within the contract there is a revenue sharing clause. This variable rent will not 

be included in the lease valuation as variable payments relating to performance are exempt due to the 

complexity and uncertainties it imposes on the valuation (IASB, January 2016). The base rent will therefore be 

the value to be discounted.  

The discount rate can be the incremental borrowing cost for the firm or it can be the implicit rate within the 

contract. The implicit rate in the contract can be hard to find in many cases, which is why IASB is predicting the 

incremental borrowing cost will be used more often. Therefore, the 5 % discount rate in this example 

represents the firm’s incremental borrowing cost at implementation date.  
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The lease term is set to 5 years with no extension options or cancellation options to simplify the example. As 

there are no circumstances that would indicate the lease term to be longer or shorter than 5 years, the lease 

term of 5 years is considered reasonably certain.  

This contract is not indexed for simplification purposes of the example. If the contract was indexed, the 

contract would have to be re-evaluated every year to adjust for the real indexed changes, according to the 

standard’s requisites.  

The initial recognition of the lease liability and right-of-use asset is not only depending on the valuation 

variables, but also the transition method chosen. In this example we use the simplified method, where the 

lease liability is valued at the present value of the remaining lease payments and the right-of-use asset is set at 

the same value as there are no acquisition costs to consider. In Table 3 the valuation is illustrated. The first 

payment is disregarded in the valuation as it is paid within the 12 month exemption rule and in advance. 

TABLE 3 - INITIAL RECOGNITION VALUATION, IFRS 16 

Initial Recognition (SEK) Year 1 Year 2 Year 3 Year 4 Year 5 

    
Paid in 

advance 

      

         
 

      

         
 

      

         
 

      

         
 

209 417 SEK 0 55 473 53 340 51 288 49 316 

 

The initial lease liability and right-of-use asset is consequently valued at ≈ 209 tSEK. Every year the rent is paid 

in advance and in subsequent periods the lease liability is depreciating with the rent payment 60 tSEK that is to 

be viewed as an amortization of the lease liability. The discount rate is to be revalued at subsequent lease 

periods and is increasing the lease liability each period. The discount rate is to be viewed as the interest of the 

lease liability in subsequent periods. For simplification it is assumed the discount rate is constant over the lease 

term. The right-of-use asset is decreasing from a straight depreciation over the lease term. An example is 

shown in Table 4. 

TABLE 4 - BALANCE SHEET YEARLY REEVALUATIONS POST IFRS 16 

Balance 
Sheet Post 

Variables Year 1 Year 2 Year 3 Year 4 Year 5 

RoU asset  Asset value at beginning of 
period 

209 417 157 063 104 709 52 354 0 

 Yearly depreciation 41 900  41 900 41 900 41 900 - 

 Asset value at end of 
period 

157 063 104 709 52 354 0 0 

Liability Lease Liability at 
beginning of period (+) 

209 417 217 794 164 105 108 270 50 200 

 Amortization (-) 0 60 000 60 000 60 000 60 000 

 Interest (+) 8 377 6 312 4 164 1 931 0 

 Lease Liability at end of 
period (=) 

217 794 164 105 108 270 50 200 0 
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The illustrated changes on the balance sheet from the example are shown in Table 5, where the balance sheet 

before and after the implementation of IFRS 16 is shown. The assumed assets, liabilities and equity during IAS 

17 are fictitious and used to make comparisons with financial key ratios within the example. In Table 5 the 

initial recognition of the lease liability and right-of-used asset is presented on the balance sheet of 209 tSEK.  

TABLE 5 - BALANCE SHEET BEFORE AND AFTER IFRS 16 

 

 

 

 

 

 

In Table 6, the changes due to the implementation are illustrated on the firm’s income statement. The sales 

and the variable rent are unaffected. The fixed rent (base rent) disappears as it is now a capitalized lease on the 

balance sheet. The sales costs have been separated from the base rent and is also unaffected by the 

implementation of IFRS 16. Consequently, EBITDA increases by the capitalized fixed rent (+ 60 tSEK). The 

depreciation is one parameter that represents the yearly depreciation of the right-of-used asset and initially 

increases EBIT compared to before the implementation of IFRS 16. The other parameter that increases post-

implementation is the interest expenses. It increases with the interest on the lease liability as in Table 4. 

Initially the interest is high, but as the lease liability decreases with the amortization as shown in Table 4, the 

interest expenses will also decrease. 

TABLE 6 - INCOME STATEMENT BEFORE AND AFTER IFRS 16 

Income Statement IAS 17 IFRS 16 

Operating Income    

Sales 120 000 120 000 

Operating Expenses   

Variable rent  1 200 1 200 

Fixed rent 60 000 0 

Service costs 5 000 5 000 

EBITDA 55 800 113 800 

Depreciation 0 41 900  

EBIT  55 800 71 900 

Interest Expenses 4 000 12 377 

Profit before tax 51 800 59 523 

 

With the changes in the financial statements there are also changes in financial key ratios. In Table 7 two key 

ratios are presented from the valuation example. The solidity decreases by 28 % and interest coverage drops 

from 14 to 6 at the first period post-implementation.  

 

Balance Sheet 
(IAS 17) 

Balance Sheet 
(IFRS 16) 

Assets Liabilities 

300 
209 

 

100 
209 

Equity 

200 
 

Assets Liabilities 

300 100 

Equity 

200 
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TABLE 7 - FINANCIAL KEY RATIOS BEFORE AND AFTER IFRS 16 

Financial ratios Formula  IAS 17 IFRS 16 
Solidity       

      
 67 % 39 % 

Interest Coverage     

                 
 14 6 
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5 EMPIRICAL RESULTS - PRE-STUDY  
In this chapter the results brought forward by the pre-study interviews and from the seminar “IFRS 16 in 

practice” are presented. These results are later guiding on the main study interview concepts setup. 

5.1 INTERVIEWS 

Below, the main points from the pre-study interviews are presented and the answers refer to the opening 

questions, which was: 

IFRS 16 – Leasing is set to be implemented from 1
st

 of January 2019 and will have quantitative impacts on your 

financial statements as a lessor/ lessee, which may have subsequent strategic effects on lease contracts in the 

future. What, if any, strategic consequences could become real for your enterprise and other enterprises 

concerning this change in regulation? 

LESSOR “RX” - GROUP CONTROLLER  

 All lessees are not required to apply IFRS 16. There are requirements of the company being publicly 
listed, revenues and employees for example. Firms can choose to apply IFRS 16 but are not always 
required to do so solely due to the fact that they hold leases.  

 There are internal predictions within the firm that contracts containing revenue-based rent will 
increase as lessees tend to want to minimize their lease liabilities on their balance sheets. This 
prediction originates from the fact that lessees have asked to renegotiate their contracts with the 
lessor to include more revenue-based rents. This has also been followed by subsequent internal 
discussions.  

 Currently a very small fraction of rents are revenue-based but they are expected to increase. For 
lessors the increased use of this type of contracts could possibly mean higher rental costs for lessees 
and higher rental income for lessors consequently. Companies most likely to want to apply more rent-
based contracts are mainly very large retail companies in big retail companies.  

 Currently service costs such as hot water and electricity are often included in the rent. These will be 
possible to separate from the rent that is required to be capitalized as to comply with IFRS 16 and this 
will consequentially decrease the lease liability recognized. This could potentially be beneficial for 
many lessees. Circumstances surrounding service costs and how to account for them are quite vague 
within the standard so this might leave room for some interpretations by lessees. Perhaps it will be 
possible to charge more for services, such as cleaning and instead pay less for rent; which would be 
beneficial for companies aiming to minimize their lease liabilities.  

 Regarding ground leases it seems odd and not very effective to recognize a perpetual liability on the 
balance sheet based on essentially a market value and possibly make a loss at recognition. The 
difference in regulation between countries makes this lease hard to handle equally and affects 
comparability. There are still many uncertainties on how to value ground lease contracts in 
accordance with IFRS 16. 

 Other matters to consider in regards to the implementation of IFRS 16 are; transition methods, 
exemptions and the added disclosures in the financial statements.  
 

LESSEE “LX” - CFO  

 Regarding assumptions and implementation of this standard there are many matters to attend and 
most work is yet to be completed for the firm. It also seems as though there are uncertainties within 
the audit community how to interpret some parts of the standard and this also keeps the 
implementation at stand-by regarding some matters. The firm is currently working on calculations and 
valuations and producing pro-forma in Excel. Also, there is much work surrounding the administration 
of the firms lease contracts.  

 The firm stands on both sides of their lease contracts. In many cases they serve both as the lessee but 
also as the lessor. The firm also works in various ownership structures such as joint ventures and co-
ownerships. The company has many long contracts were they serve both a lessee and a lessor where 
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the firm might want different things for their different agreements respectively depending on whether 
they act as a lessor or lessee in that particular contract.  

 Currently it is too early to judge on how to strategize due to the broad variation of owner and rental 
conditions that must be analyzed and discussed.  

 Strategies that have been discussed to some extent are options regarding length of contracts. It could 
potentially be better to have a portfolio containing shorter lease contracts. It would also be interesting 
to see how the e-commerce develops and if this will impact the lease portfolio in the future. 

 A strategy change regarding lease vs. owning is not really an option as it demands a big change in 
overall company strategy and stakeholders must be informed and have a say in that. 

 Other conditions that have been discussed are revenue-based rents and other extension option 
structures. For example; instead of a 10-year lease we could potentially sign a 7 + 3 year contract. The 
subsequent question to that would then be; what is the probability of extending or not extending? We 
predict more options in contracts for the firm. 

 The firm is also looking over external lease contracts and see is we can divide them further. 

 Regarding ground leases the firm has not started considering the valuation and assessment of these 
yet as there are more pressing leases to attend such as their retail shops where they act as a lessee.  

 The firm expects more attention to how contracts are set up in the future to be a consequence of IFRS 
16.  

 

THEMES RECOGNIZED  

The themes recognized in this pre-study are presented in Table X and represents some points of the 

respondents’ internal discussions, predictions and ongoing work that was brought up during the pre-study 

interviews. These themes are further explored in the theory and helps set up the research themes of the main 

study.  

TABLE 8 - THEMES RECOGNIZED 

Revenue-based rent Exemptions Break-options on lease terms 

Service-component separation Administration Ground leases 

Askew disposition of costs Transition methods Contract setup attention 

 

5.2 SEMINAR 

SEMINAR OUTLINE AND RESULTS 
Introduction 

It is acknowledged that the audit firm’s representatives have visited several affected companies and the 

general perception is that some companies have given the implementation of IFRS 16 and its effect a great 

amount of time, and already thought on how to handle it, while some have thought about it significantly less.  

The reaction to the new standard has varied greatly. But the general perception today is that the increased 

amount of accounting work that the standard entails are weighed up by the greater transparency it aims to 

achieve, as well as a more fair debt on the balance sheet. However, ff this is what will happen in practice, is yet 

to be seen.   

The implementation means a significant increase in assets for many entities, as well as liabilities. The disclosed 

expenses related to this will be greater in the beginning on the lease-period than in the end due to interest on 

liabilities and depreciation.  
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Some of the key financial ratios that will be effected in an increasing (+) way is; EBITDA, assets and debt ratio, 

while some will be affected in a decreasing (-) way; EPS (first few years depending on length of lease), net 

assets and interest coverage ratio.  

Several companies have already implemented the standard and a common feature among them is the 

relatively mature portfolios of lease that they have. Most firms have as well applied the full retroactive 

transition method, which causes them to have to recognize lower interest payments.  

Accounting of the Lessee 

The Lessee recognizes at the lease period start a right of use asset and a lease liability. The lease liability is 

initially recognized as the present value of future lease payments and is depreciated by the payments made, 

while the asset is recognized as the sum of; lease liability, initial direct costs, eventual lease payments before 

the start of the lease and an estimation of termination costs. The asset is recognized at acquisition cost and in 

later periods depreciated in a straight line or according to the revaluation method. If a lessee both owns and 

lease there is a possibility to lump report as long as respective lease agreements are also separately disclosed.  

Acquisition costs are accounted for using the same rules as before, including some deductibles.  

In later lease periods the lease liability is decreasing with lease payments, so will the depreciation (to resemble 

amortization), resulting in a deduced liability each period. Along lease periods, interest payments are 

decreasing to the lower accrued debt.  

American based companies do not have to recognize this loss in profit before tax as they are applying US GAAP 

rules.  

Area of application  

The rule of thumb is that all leases are to apply this standard, with a few exceptions; biological assets, natural 

resources, licenses under either IFRS 15 or IAS 38 as well as contracts under IFRIC 12 are exempt. The general 

rule is thereby that physical assets are applicable, with these exceptions.  

There are two further exceptions where IFRS 16 are not required to be applies; (1) when the lease period is less 

than 12 months or, (2) considered a low value, IASB has set a guideline at 5 000 USD and below. Company 

phones are exempt due to this as well as to separate assets less than 5 000 USD. For example say 1 000 

containers with a value of 4 500 USD per unit are together exempt from applying IFRS 16 on that lease. 

However, the exceptions must still be disclosed in writing in the notes of the financial statements.  

Definition of a lease  

There are a number of requisites that should be checked in order to define a contract as a lease. It should be a 

physical identifiable asset where the assigned user gets all economic benefits, practically 100 %, by using the 

asset. Further, the user should be able to steer and direct the asset into using it during the lease term, meaning 

e contrario that the owner should not have a say in how the asset is used after the lease term. Also, if the latter 

requisite should be blurry, there is another requisite that says that if the asset is adapted in a way prior to the 

agreement being signed as to specify for a certain use by the lessee, it is considered a leasing agreement.  

Material assumptions and assessments 

A sample of the material assumptions that must be made within the scope of IFRS 16 is; discount rate, lease 

period, residual value guarantees, fixed and variable lease payments (not indexed- or interest-based variable 

fees), service-components, sale price of components, depreciations and restorement costs.  

Regarding the discount rate the lessee has the choice of using the marginal loan rate or the implicit rate in the 

contract (from the lessor). The implicit rate can be hard to determine and therefore it is expected that many 
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companies are going to use the incremental borrowing rate. The implicit rate would be hard to find for leased 

space in the past, but even in present in some instances.   

The incremental borrowing rate is an interest on debt. It is an entity specific rate that the lessee would have to 

pay for a loan on the same amount with the same ”security” of the amount that would be demanded for a 

similar asset (with similar cash flow and risk profile) in a similar market. It is the lessee’s finance cost. 

If the lessees have many hundreds or thousands of contracts to perform valuations on, then the implicit rate in 

the contracts might not be brought out individually, but instead this could cause assessments of reasonability 

where many contracts of similar nature to be grouped together. 

There are circumstances when a lessee must reevaluate their leases; (1) when the lease term change or, (2) 

there is a change in option concerning buying the leased asset.  

Lease periods are to be assessed as the non-terminable period in the lease agreement including any extension-

options that will with reasonable certainty be exercised as well as termination-options if they with reasonable 

certainty will not be exercised. “With reasonable certainty” is an assessment to determine if this is the case at 

all facts and if other circumstances should be considered as well as economic incentives or such as history of 

exercising options, termination fees, investments made, asset and entity-specific factors, and other terms 

within the lease contract and market. An example of a non-economic incentive term is that if the extension-

option is exercised, the payments will be updated to current market rent. Another example could be if a 

company has a history of terminating options early an extension-option can be adjusted downward from 5+5 to 

for example 7 years lease-term. 

Some aspects to consider when deciding on a reduced lease term are for example: What does the law say in 

contrast to the agreement? Is there a true possibility to terminate? Is it more or less inflexible than expected?  

Other areas where assessment is important is concerning what is included in the lease payments; (1) interest- 

or index-based variables, (2) expected fees according to residual value guarantees, (3) exercise price for an 

extension-option, (4) termination fees, and (5) fixed lease payments with the deduction for lease benefits. All 

of these areas respectively need to be examined, as they will affect the variables up for valuation of the lease 

commitments.  

A grey area that the IASB are not particularly happy about is the variable lease payments where they are not to 

be included in the minimal lease payments. The IASB decided not to include these variable payments as they 

entail an increased volatility to the valuation than if they were to be exempt. This means that revenue-based 

variable lease payments are not to be included in the lease present value calculations.  

Interest- or index-variable payments are to be reevaluated for each period and are thereby not an assumption 

made in the calculations. At reevaluation the calculation will offset the difference in the last period. These rules 

add flexibility to a leased asset. Maybe lease agreements will stop using indexed lease payments due to the 

increased administration of them. 

Regarding components, the lessee can choose to recognize the minimal lease payment separately or together 

with components (service clauses) such as cleaning, electricity etc. Here some risk capitalist companies sees an 

opportunity to boost EBITDA by “clearing out” income statement burdening service expenses. Concerning lease 

of space the question is between the effort it takes to separate the components, and asset specificity.  

Transitional rules  

There are two methods to calculate your lease liability. Option one is to use full retrospective calculations, 

meaning you calculate the lease as is you would have recognized it at lease start using that year’s discount rate. 

The second alternative is the simplified calculation, meaning that you start recognizing the lease from 
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implementation-date with the current discount rate at that date, meaning previous lease periods are not 

regarded in the valuation. Within this second alternative, the company also has the choice of recognizing the 

right of use asset at book value (as if IFRS 16 was always applied) or to the same value as the lease liability.  

By using example calculations, it is clear that full retrospective method weighs less on the income statement, 

depending on portfolio length and discount rate. If it is worth the trouble is up to management and not 

accounting, as management chooses the method to be used.  

Project Plan   

It is important to be proactive and to start thinking early on what methods to be used and how the 

implementation will be made within the company practically. It is important to think about the necessary 

communication to gather and distribute information to concerned parties. Also it is important to develop a 

project plan to visualize what information is available and what information needs to be collected.  

Other things to think about are; contract classifications, disclosure structure, documentation, component 

contracts, identify assumptions needed, and application of easement rules.  

By now companies should already have a project group in place with a time line and project plan as well as 

starting to gather and evaluate information. A common feature among companies is that they tend not to have 

a good database for handling their lease agreements.  

Another important step before implementation of IFRS 16 is to adjust strategies, that is; reevaluate current 

leasing strategies and review material contracts. Also, the company must consider the potential effects on; 

treasury, rewarding systems, regulatory demands and operation management.  
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6 EMPIRICAL RESULTS – MAIN STUDY 
In this section of the study are the results from the main study presented theme-wise related to the research 

questions and that what has been brought forward in the pre-study. The results present guidance to relevant 

theory and are the fundament on which the analysis is then based (Bell, 1999).  

6.1 STANDARD PERCEPTION AND PRACTICAL ACTIONS 

What is the general perception of the standard and what does it mean to the lessee practically preparation- and 

implementation-wise? 

LESSEES  

The general perception of the standard and what it entails was that it does not add enough value to make up 

for the increased administrative work. Both LA and LC acknowledge the facts that the off-balance sheet 

operational leases are represented in the notes already, and the skilled investors and other users of financial 

statements already take these into account. LB adds that the balance sheet incorporation means it will get 

easier for investors to use financial statements for comparison and to see whether the lessee has a long-term 

vision of the company’s future.  

The addition of the administrative work for the lessees seems to be uniform by all lessees. It entails more 

administrative resources in the implementation but also for the future administration of operations contracts. 

LE and LD points out that an already small department administrating contracts are being ridden with a huge 

load of extra administration. LD is the only lessor with new software implemented for this standard’s benefit as 

of April 2018. LC’s enterprise is collecting and inventing their stock of rental contracts and right now using Excel 

to make proforma-calculations. LE has invented their stock of contracts in Sweden, and will continue to do so 

abroad, before the analyzing phase and implementation phase. The analyzing phase entails deciding on what 

program they would need to support calculations as an example. Internal education is another aspect of their 

implementation strategy. 

LESSORS  

Lessors acknowledge that this standard does not affect them as much as lessees and practically not at all 

implementation-wise, except for additional disclosure in the upcoming financial statements. The only way this 

standard affects them is through their lease obligations as lessee of ground lease contracts. RB acknowledges 

that there will not be much work from a lessor point of view, although there might be lessees coming to them 

to renegotiate their rental agreements, and to receive certain information they might need from them to make 

their own calculations.  

Regarding the ground lease contracts that many real estate companies’ bear as lessees, they are aware that 

this will become a reality and affect their balance sheet as an eternal liability. RA and RB has started to make 

calculations on their contracts, while LC who also hold ground lease contracts have not started to look into 

these since their stores and the calculations on these must be prioritized at the moment as they stand on both 

legs as both a lessee and a lessor within their group.  

EXTERNAL EXPERT 

Perception, Administration and Management 

The perceived perception of the standard is that it is demanding a lot of administration and time from the 

implementing companies. The administration of their contracts and how to interpret some of the rules, like 

extension options and the practice of it, will be apparent in due time and may be vary between industries. 

Right now, it is important and time consuming for companies to develop their own policy, based on good 

argumentation on the standard requirements, and from their lease contract clauses. This takes a lot of thought, 

time and analysis, and different parties within an organization, as they might want different things in an 
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implementation. As an example, accounting and administrative departments might want the easiest transition 

method, which demands less ground search, while management (as they are being aware the impact 

implementation method have on figures) might want to use the simplified method.  

 

System Support 

Audit firms can help a company to choose an appropriate system that structures information and allows for 

demanded calculations in accordance with the IFRS 16 standard. According to CN there are at lease 8-10 

systems that they are working with or are familiar with. There might be many more outside of Europe, but 

companies seem to want to use systems familiar and closer to home based systems. Many lessees of space are 

not currently having any system support, as they hold no or a very few financial leases that might have system 

support, but in the case with just a few, a simple excel spin could be enough. CN states that system support is a 

big matter connected to this standard. Regarding Excel though, it is fine to use as long as assets are uniform 

and contracts structured in the same way. When different contractual conditions are involved, it can get 

complicated and excel might get very complex and uncertain, especially with many users and conditionings e.g. 

indexations etc. Using Excel can also call for higher auditing costs in the end as the system gives less validation 

to the calculations in complex situations. CN ads that excel could, and maybe should, be seen as a transitional 

method, and not a long-term solution since much can go wrong in calculations.  

 

Value Creation 

CN see value creation with regards to the standard in the increased information that will be available for all 

parties. This information can be used in negotiations, on service agreements, and it is easier to see what you 

actually pay for rent and services, which is not apparent in all cases. So it will be a clear advantage in future 

negotiations to have this information. Moreover, it will bring value in the sense that companies will have a 

better overview of their rental agreements. This could benefit property manager work as well as controlling 

processes when the information will be easier to find, as opposed to now when there is often a lot of work and 

search relating to different contract specifics.  

Implementation Status 

CN acknowledge that when they have made internal smaller surveys in two different seminar constellations 

with approximately 200 and 1200 lease-holding company participants (some companies had more than one 

participant), about 20 % had not yet started with the implementation process of this standard. The largest part 

are somewhere in the middle, where some industries are more advanced than others and therefore have been 

starting to come forward with more detailed and complex questions. Probably only a handful companies are 

finished and ready for effective date today.  

There has been recent implementation of two other standards (IFRS 15 and IFRS 9); that have been needing 

their own groundwork, but does not affect the financial statements in general as much as IFRS 16 will, and 

therefore it was believed that companies affected by IFRS 16 was going to be starting with the implementation 

earlier than what is now the case. Many companies seemingly have waited until the other implementations 

were finished. The earliest companies that have been in contact with the audit firm, were about a year ago 

(spring 2017) and they have been working with this implementation regularly over the past year.  

CN also acknowledges that in the end, companies will have to take certain shortcuts to be ready for 

implementation and to have a fair and substantially correct implementation. This will potentially leave many 

matters and details to be handled and fine-tuned after implementation.  
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COMMUNICATION WITH AND HANDLING OF OTHER PARTIES REGARDING IFRS 16  

 

What sort of communications are taking place with different parties, such as lessors/lessees, banks, investors 

etc. and how are the different parties planned to be handled and informed with regards to the implementation 

of IFRS 16? 

LESSEES  

There is not much communication between lessees and lessors, investors, and financiers at the present time. 

LD says that they have had contact with their lessors in regards to splitting the invoices base rents and those 

charges that are variable, to be able to handle the calculations in the system. They have chosen to make this 

split in order to use the option within the standard to lessen the effect on the balance sheet, if only just 

marginally. LC has not had any specific communication with lessors yet and gives the reason that for now they 

must focus on finding software support to be able to make proforma-calculations. LE only has communications 

with their auditors in this stage. LA states that they have not had any specific communication relating to the 

standard in particular, but that they naturally have continuous discussions with lessors on renegotiating 

contracts that are about to terminate for example.  

None of the lessees have had direct communication with specific investors or financiers yet. LC points out that 

they will probably bring it up on the “capital markets day” of the company if investor relations see that there is 

an interest to hear about it. In addition to that, the information has been available in the notes of the previous 

financial reports since the standard was introduced. But no investors have come directly to any of the lessees 

with inquiries yet. LC plans to have communication with their lenders when the challenge of system support is 

in place.    

Lessees generally also recognizes that the standard has in practice only an accounting-impact as well as an 

impact on the handling and administration of operational leases as there are no actual changes in underlying 

agreements or company position. 

LESSORS  

Lessors have had little to no known communication with their lessees yet. RB believes that it will come more 

questions when the standard is actually implemented by 2019 as companies in general is quite late in finishing 

the preparations for a new standard. This might in turn, make the lessor busier after implementation in case 

this happens. RA has not gotten any questions from lessees and is in part surprised as they have a large sample 

of IFRS-applying large companies as lessees. A reason for this they think is that these companies are large 

enough not to be burdened that much by the new standard.  

 Sure they have high rental costs, but also massive turnovers, so the total impact percentage-wise might not be 

that major at all – RA 

Unofficially RA in her team has discussed internally the possibility that lessees might reach out and want to 

renegotiate the length of their rental contracts.  

EXTERNAL EXPERT 

Communication that the audit firm has with its clients regarding this standard is extensive. As is the 

communication internally of the international auditing firm in order to help each other out and harmonize 

interpretations regarding IFRS 16. CN has been working with this standard for over 1,5 years very focused. Their 

diverse team has competences from property and audit in order to help the clients with which they 

communicate and aid.  
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The communication that CN sees between lessees and lessors are mostly the practical matters of separating 

service invoices from regular invoices as an example.  

Banks have contacted the audit firm and asked questions on why their lessees are contacting them and 

wanting to separate service costs from base rents etc. They have realized that they are getting many questions 

and audit firms can help them with education surrounding it.  

Regarding banks and lessee communication; the standard in debt covenants is that there are clauses exempting 

any changes made in accounting regulations, such as for leases. CN adds that despite this fact, there still must 

be a discussion and explanation from the lessee with the banks regarding this matter. There are examples 

where companies think it is enough to make a public statement from their company to external interested 

parties, to make sure to keep the new accounting rules in mind for the upcoming financial reports. And it is 

correct that the changes are only accounting related, as none of the underlying agreements are being changed, 

but to know exactly how well informed/ educated specific analysts are is difficult and it is not reasonable to 

expect them to know exactly how it will impact the calculus for different companies.  

6.2 PREDICTIONS ON NEGOTIATION POSITIONS 

Will there be any changes to negotiation positions for lessors respectively lessees as a consequence of IFRS 16? 

If so, in what way? 

LESSEES  

Generally this is not a question that the companies had given much thought but the common opinion was that 

it would not change much if at all, at least not solely because of the new standard. LA starts by saying that the 

standard itself will not change any negotiation positions, although landlords as opposed to lessees want long 

contracts and high rents. If, in the future e-commerce for example becomes larger and rentable space stands 

unleased, the lessees have an upper hand in negotiations when landlords stands with vacancies. LC sees an 

advantage in being one of the largest lessees on the market, since they have good chances of landing better 

clauses of flexibility in their contracts. This is for example more options on unilateral agreements where the 

lessee has the opportunity to cancel the agreement before expiration-date. LC adds that there is no longer a 

possibility for the company as a lessee to enter into a 15-year lessee agreement without options for flexibility. 

LE also brings forward that their strong brand is what gives them negotiation advantages, and will not be 

rocked by this standard in any way.  

LD gives an example that considering where the market is headed and if there is a larger demand from lessees 

for more revenue based lessee contracts, the lessor in turn might want to have a part of the e-commerce 

related revenues in some manner when shops start being used as pick-up spots.  

LESSORS  

Lessors see this standard as solely an accounting formality, as a lessor with little or no impact on negotiation 

positions. RB adds to this that it is definitely possible that lessees will come to them when time for 

renegotiations and ask for more revenue based rents, but that is more a contractual change then negotiations 

aspect. RA states that the tenant probably want a shorter lessee agreement, while they as a landlord would 

rather have longer agreements, unless the rent is negotiated very low to their disadvantage or if they decide to 

renovate, which makes the property more valuable. The general rule is though that the landlord wants longer 

contracts. LC adds to this as a landlord and says that the multiple Joint Ventures and pension funds as owners 

also would like longer rental agreements for their investments.  

EXTERNAL EXPERT  

Regarding positions on negotiation, CN states that the incentives for the lessee to get a hold on what is service 

costs and what is not is bigger naturally due to the standard. As lessors must disclose it, the lessees will now 
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maybe have a better position to make future negotiations, and have more information regarding this in order 

to make better decisions. The natural competition between lessors is automatically a little more on point.  

6.3 REVENUE BASED LEASE PAYMENTS  

How are revenue based lease agreements used within the enterprise today and is it expected to change in the 

future and will IFRS 16 be a factor in that case? 

LESSEES  

There are different views on the subject of revenue-based rent. LC states that the company has not yet 

considered this type of contractual clauses, while LA acknowledges a portfolio of revenue based contracts but 

that the decision to increase this is not in the hands of the standard but rather the market and consumer 

behavior onwards. LD admits to having a large portfolio of revenue based contracts and thinks there is a 

chance of continuing to do this. The opposition to this according to LD is the increasing trend of e-commerce 

and that landlords may be reluctant to enter into these sorts of agreements consequently.  

LA states that in their case, they want to make the commercially correct decision and if this also happens to be 

with more revenue based contracts, great, as this can lessen the effect on the balance sheet. LA adds that there 

is also a commercial risk with revenue based rents, in the sense that rent costs may increase considerable if a 

store is very successful. LB adds to LA:s statement that due to the strong balance sheet of their company they 

might have the luxury of to a larger extent choosing the commercially motivated type of lease, while a 

company with a considerably less strong balance sheet might be more willing to use more revenue based rents. 

LB adds that the revenue based rent can be a good way of sharing the risk between the lessee and the lessor. 

LE does not have any contracts in retail, but states that if they were a retail shop, they would most likely try to 

negotiate revenue based rents. For them, the lease or buy decision is rather the trade-off and the better 

financing.  

LESSORS  

One of the lessors has had specific questions from a large retail company wanting to renegotiate their contracts 

to in larger part be revenue based. This company has had recent troubles with their stock value and revenues. 

The other lessors have not had contact with their own lessees concerning this but share their view on the case 

of revenue based rents.  

RA admits to having a very small share of revenue based contracts and acknowledges that they sometimes 

agrees to this with certain restaurants that they might want to establish within and area that other tenants 

would appreciate. This revenue based rent that they then have is regarded as in part subsidized with regards to 

its base rent. Another example where they might be open to revenue based rents are with a gym chain 

perhaps. Although RA states that they do not want more revenue based contracts, but should the market 

change and there were to be a larger demand from tenants then of course they would have to reevaluate and 

go with the market, but as they have not gotten the question yet, it is no current matter.  

RB also holds a very small share of revenue based income, maybe 1-2 % in total. The experience they have is 

that only the very large, listed retail chains have reached out and opened up to renegotiations to more revenue 

based contracts. This is not the case for office space and other segments of leased space. Other companies, RB 

thinks, accept the change in accounting and will not make decisions from the standard only. If demand on 

revenue based clauses increase RB would be open to this required they have not very recently acquired a very 

high fixed rent with a lessee, with the risk of generating decreasing income. In any other case, they would be 

open to it. RB also mentions the possibility of an online-revenue based scenario but concludes that this is 

probably not an alternative with show-rooms etc. as the revenue and sales must be clearly casual, otherwise a 

fixed rate is to be preferred anyways.  
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EXTERNAL EXPERT  

CN has no direct prediction whether the use of these types of clauses will increase, although states that it is 

imaginable that the restaurants, retail stores and hotels that use these are probably very happy that they do. 

Another example is within the health care sector, they might use occupancy rates for rent, which is also 

considered a variable. However, it is hard to make a statement on whether this will change, although it is 

important to note that the lessees must first be totally clear with what they have before they can go on to 

make such decisions. Although, it is likely there will be some more lessees asking for these in time.  

6.4 CONTRACTUAL SERVICE COMPONENTS  

How common is the use of service components connected to lease agreements today? How these are in 

cooperated with rent and will this change in any aspect after the implementation of IFRS 16?  

LESSEES  

The nature of contracts with regard to service components is today seemingly varied. Although all lessees are 

going to divide the service components from the base rent and thereby lessen the effect on the balance sheet. 

LD admits to this case and also explicitly says they will do this because of the lessened effect on the balance 

sheet. LB answers the question whether they will separate these service components by saying that they will 

take this conversation with their lessors in order to separate them on two separate invoices and hopes this will 

not be very difficult.  

LC concludes that as of now they have most contracts as one unspecified invoice, but that this will be a matter 

that they will handle with system support. The quantity of contracts and the administration to make this 

distinguishing is a priority at this point, but it demands better system support to realize. It is not at all sure that 

they will be able to do this until implementation in 2019.  

All lessees were questioned whether they think there is a risk element of misallocation of base rent to service 

components, an example being a lower base rent but paying more for service components, such as cleaning.  

LA acknowledges the theoretical risk, but also sees it having practical difficulties such as negotiating parties 

may change over time, and so this would not be very sustainable. It is never good to try and outsmart the 

system when that rarely works. It is nothing the company will try to achieve. LD sees this as having the 

theoretical risk of being a correspondence to the effect the ROT/RUT-deductions have had on the market; 

companies starting to charge more for the service and less for material. In practice LD does not think it will be a 

real problem as the real costs are constant. LC sees this as a possible reaction from lessees in negotiations, but 

it is nothing they have discussed internally. LE sees this aspect as being a true incentive for lessors to attract 

lessees with and to get ahead of competition, as it is the base rent that will show in the financial statements 

and not the service costs.  

LESSORS  

There seem to be a variation of the type of agreements and invoice-structure as of now. Either the contracts 

are lumped together or it could be partly lumped with fixed costs and also settle the payments quarterly or 

yearly for electricity or heating. RA says that it could be a possibility for the lessee to enter their own 

agreements on the side; they are not required to pay them for electricity etc. if they require. RB sees that this is 

an opportunity that the lessees are going to seize in order to minimize the lease liability. RB also state that 

some companies are just going to want to know what they pay for services more specifically and that they as a 

lessor has no view on the matter neither for or against.  

RA connects the new types of office services to this subject; where a company rents an office as a service 

instead of a specific space. Another example of this could be long-term corporate apartments where the 
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service components are not regarded as specific. Some companies may need more office space at times and 

less at other times, which suits this type of service, and we must adapt to this. 

Previously focus was to reduce office space, which resulted in activity based working spaces. Now though, 

companies tend to want to rent the complete office concept as a service.- RA 

Lessors were also questioned whether they think there is a risk element of misallocation of base rent to service 

components, an example being a lower base rent but paying more for service components, such as cleaning. RA 

and RB both acknowledges that the service costs are a very small fraction of the total costs and therefore, RB 

adds, that the cost of doing these sorts of creative solutions would probably cost more than it would be 

rewarding. 

EXTERNAL EXPERT  

CN refers to the previous statement concerning service components and the increased information that will 

surface for interested parties to act on if desirable. Another aspect is that lessees might be stressed for 

implementation and all will perhaps not take the time to separate services and base rent until implementation, 

but that it very well might happen after.  

On the note of risk of an askew representation of what is costs and service in the lease contract CN responds 

that it is possible as it is hard to find the stand-alone prices for each contract and it is indeed possible in order 

to get a lower base rent and thus, lower values in the balance sheet. CN add that it might be like that already, 

as it is advantageous to sell more services to the rental contract and the exact price setting is not totally 

transparent.  

There might be a risk to this in case both parties have incentives to get more service contracts. Lessors are 

supposed to disclose more of their costs, which they are not very keen on doing as they do not really want to 

show their own cost for providing that service.  

6.5 CONTRACT LEASE TERMS AND EXTENSION OPTIONS  

How are lease terms generally set up within the enterprise today and how is extension options set up? How will 

these be used in the future and how will IFRS 16 affect this? 

LESSEE 

It has been brought out that the structure of the terms and extension options vary, but a common factor is that 

extension options exist in most contracts. Some have the country specific regulated termination and extension 

limits, while another alternative is a contract with 5+5 years, where the contract is essentially 10 years with an 

option of terminating at 5 years. These could vary with more extension cuts and also at less than 5 years. The 

lessees’ are quite consistent in their views that contracts on 10 years will not be an actuality anymore or in a 

large scale, except for the company of LE. LD sees that the retail industry will be cautious when the market is 

wary in regards to the uncertainty of how many stores they want tomorrow and how large the e-commerce will 

be tomorrow. LC has the same view and adds that they must be flexible to consumer behavioral changes as 

well as to the meeting venues of tomorrow. LA agrees that it has become harder to know where the physical 

commerce will go in relation to the e-commerce. The respondents make the distinction that the direction of 

the market is not in any way related to IFRS 16, while LA adds that this fact can be positive in the regard of IFRS 

16 and the smaller liabilities a company would have to recognize.  

LE states that their long-term strategies with respect of the lease term will persist, multiple tens of years in 

some cases, and that the decision between buying and leasing will probable influence their decisions more 

than extension options. Future long-term contracts are more likely to be buy decisions where financing is 

better.  
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LESSORS  

Lessors give the same examples of extension options. RB states that he believes that very long lease terms are 

not going to be an actuality anymore due to the standard because companies do not want 25- or 10-year lease 

terms on their balance sheets. RB adds that the view is that there will not be any extreme changes in lease 

terms, but the effect of shortened lease terms is highly possible. RB says that there would be a possibility for 

tenants to request leases on less than 12 months to be able to be relieved of recognizing lease liabilities, but 

that will not work in reality. With regards to how different cancellation-options will work in the future, BR 

thinks it is too early to say.  

RA mentions that they have had some internal discussions on this and whether lessees are going to want to 

shorten their lease periods, but they have not come forward with any inquiries regarding that, so it is nothing 

that appears to be demanded. RA states that the most common lease term agreement is 3-year leases with the 

9-month termination regulation, and at extension the lease is extended by 3 years. RA believes that tenants 

may want to short this period to two years in the future, but that would perhaps lead to a higher rent during 

those years in that case.  

EXTERNAL EXPERT  

Regarding different extension options and the possibility of reducing it and economic incentives and ‘most 

probable lease term’, the Swedish regulations on protection of tenants are relatively strong and can give 

economic incentives for tenants to stay in their space and not reducing lease term. So even if there might be a 

reciprocal cancellation clause, the tenant protection regulations may still be applicable, if it has not been 

negotiated away. There are many questions regarding cancellation clauses as well as for more non-cancellable 

contracts from lessees right now. Asset-wise office spaces might be fewer assets specific than some stores or 

production facilities, and the economic incentive might be easier to argue for. However, lessees are not entirely 

clear where this will land, so now they are probably analyzing different scenarios and their outcomes.  

CN responds to the current retail situation and e-commerce development that this also should be taken into 

consideration when talking about lease terms. CN acknowledges that this is a reality, and apart from what is 

said in the standard that historical facts are to be considered, these potential future aspects are also relevant 

when talking lease terms, even though historically the downsizing of stores have almost never happened in 

retrospect. It might for example lead to shorter lease terms in the future, and this is something that ought to 

be discussed when accounting for assumptions.  

6.6 TENANT ADAPTATIONS  

How are tenant adaptations and improvements distributed connected to the lease agreements and is there any 

way this will change with regards to IFRS 16? 

LESSEES  

The general views on this topic are that there are no specific views in relation to the new standard. The case of 

tenant adaptations is sometimes made by tenants and sometimes by the landlords. LD does not think the 

adaptations or improvements will have any significant effect unless you are on the verge of applying IFRS and 

thereby can make a choice to avoid this. LA states that it differs between markets and that out in Europe as a 

tenant you do more by yourself, while in Sweden you can get serviced more. LC believes there might be room 

for some sort of creative solution, but had not thought anything of it. LB notes that due to the standard this will 

not change, as you always should account for the economic incentives and no matter where they reside, they 

should be counted in, disregarding the creative disposition. LB also notes that they will not engage in any 

creative arrangements as they do not have the economic incentives to do so, referring to the few liabilities 

already within their balance sheet. LE concludes that their adaptations are, in their production facilities, often 

very expensive and are big investments, but there are no strategies concerning this, as they are a company 

with a very long-term strategy.   



39 
 

LESSORS  

Lessors have not really connected the subject of tenant adaptations and improvements to IFRS 16. RA state 

that tenant adaptations is not always about improving the lessee’s space, but to optimize it, in the sense as 

finding the right amount of space, location, and mix for the tenants. RB concludes that in the end the tenant 

pays for everything, no matter the arrangement. Sometimes the lessor gives a price when a certain adaptation 

is included or the tenant performs the arrangement and sends the lessor an invoice. RA states that the bigger 

the adaptation, the larger the cost and the larger the lease liability and hence key figures can be affected.  

EXTERNAL EXPERT 

Tenant adaptations are most interesting in relation to the length of contracts. An example is where production 

facilities have adapted and invested significantly in a building, the economic incentives are much greater that 

they choose to stay, in spite of a more flexible contract on their part. Also, it is much more expensive to move.  

6.7 DEMAND FOR LEASED SPACE  

How will demand for leased space change in the future as a consequence of IFRS 16? Is there other markets and 

solutions for lessees to turn to? 

LESSEES  

LDs view on demand for leased space is that it would change due to consumer behavior and to industry 

changes rather than from an accounting standard. LC states that though it might not be “solely because of IFRS 

16”, a change is possible because of the e-commerce and consumer behavioral changes etc. LC adds that if 

setting that aside, the contractual demands from a lessee perspective could increase on a lessor, a lessee will, 

for example, probably want shorter terms and better cancellation-options. LB sees a future with less demand 

for big stores, not as a consequence of IFRS 16, but for consumer behavior and that some retail chains already 

uses their stores as “pick-up” for e-commerce. This could be seen as less space is utilized similarly. That a 

company-strategy would change solely due to a standard, is not very likely ads LA. LB also adds that during 

2017, the whole increase in sales was due to the increase in e-commerce, and so this is definitely a trend.  

LE brings up the different space segments and states that there might be a difference in office space demand as 

a consequence of going more toward a buy decision when the buy decision will be more advantageous lending 

conditioning-wise. Although in the bigger production/ industry buildings, the lease decision might still stand on 

a different level. The demand for different segments of space might change a bit due to the more comparable 

buying decision relating to what type of space is required.  

LESSORS  

RA predicts no changes on the Stockholm retail market, where the company is mainly active. RA adds that 

companies want to be situated in Stockholm, as it will always be an attractive area to lease space in. RB states 

that no change in demand will be due to an accounting standard, but sees that e-commerce might result in a 

changed demand for space. In a hypothetical case, from a landlord perspective there if there are empty stores 

in a mall, there might be a possibility for other tenants to be able to lease more space for a smaller price per 

square meters. Another possibility is also that there will be more space to be consumed as office space instead 

of retail space. This could be positive for both office tenants and retail stores and a good mix and a range of 

needs satisfied. On a follow-up question on whether the “unspecified asset scenario” regarding office space is a 

possibility in the future; RB sees that there will always be tenants in need of their own office space and the 

companies using this solution are often smaller companies that perhaps not are applying IFRS.  

EXTERNAL EXPERT 

CN reflects on different types of space on this topic. For example office hotels, it is considered to be more of a 

service, but it is hard to generalize that. Also, if this particular standard is somewhere a driver is hard to say, 
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but it is not impossible. Companies try to make cuts regarding space already, sitting more closely together etc. 

Another service-type space is warehouse solutions that are already being used. The demand could possibly 

increase for these types of solutions.  

However, there are a lot of questions coming from the audit firm regarding ‘unidentified spaces’ of different 

sorts; such as parking spaces. CN believe that many companies will choose to argue for some solutions being an 

‘unidentified asset’ and thereby not being defined as a lease contract within the scope of IFRS 16, which could 

be considered a grey area within the standard.  

6.8 GROUND LEASE  

What is the general view on that ground leases are to be accounted for according to IFRS 16? What discussions 

are held within the enterprise regarding the implementation of these? 

MAINLY LESSORS AS LESSEES  

RA, RB and LC hold ground rents. RA states that they have identified and chartered their ground lease 

contracts, but in regards to calculations, the companies have not gotten as far as they would have wanted. This 

is mostly due to administrative shortage. They will recognize the fact that they are in the calculations phase of 

the handling in their Q1 report of 2018. This is mainly the way they will distribute this information to their 

financial statement users in a written descriptive manner as will their competitors as they are all facing the 

same type of changes. RA continues and explains that a part of doing this is to make a comparative analysis as 

if the rules were applied already and highlight the affected key ratios and explains them etc. and after a few 

years some of the ratios will have bounced back to the normal levels.  

RB states that ground leases will become perpetual liabilities on the balance sheet, and that is final and nothing 

to do about. So there will be a big difference on the balance sheet of about 1 billion SEK even though there is 

no real difference. What might be the oddest thing about this is that,  building is supposed to be accounted for 

as a building held for investments purposes on the asset side to market value. However, the risk is that one day 

you take up a liability of 1 billion and then a decrease in value of the property the next day, resulting in 

approximately 100 million SEK cost for the company. This could happen, and is also something that is currently 

discussed within the audit industry still. Is this an effect that is supposed to be a risk or how is this to be 

handled? Even if the matter lands in that this is a risk, it would still be just an accounting issue. LC states that 

they have not yet had a chance to look at the ground leases they hold yet as the other leases they hold since a 

lessee of space are more stressed at the moment and the system to support them.  

EXTERNAL EXPERT 

CN states that there has been much work on these types of leases. Also, there have been a lot of questions 

from lessees to get clear answers on how to make the calculations regarding lease term, discount rate, 

payments and reevaluations etc. on ground leases. CN says it is not until right now, they have all answers ready 

for lessees, as the audit industry have had many discussions in for example FARS policy-group to reach 

consensus on some interpretations relating to the Swedish legal system specifically. There have been questions 

regarding; end period, market variable fees or fixed; depreciations disposition and accounting specifics for 

example. But all of these questions are now answered, or about to be at least. 

6.9 TABLE TOPIC RESPONSES  

The respondents were provided with the following table and asked whether they could see any of these words 

connected to their IFRS 16 implementation and strategies. Time was a factor for this question as it was 

generally asked in the end and some of the topics had already been brought up. 
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TABLE 9 - TABLE TOPICS 

Indexation of contracts Digitalization 

Discount rate Tax 

Other types of Options Transparency 

Key Ratios Net Operating Income 

Salaries/ Bonuses  

INDEXATION 

The comments on the topic of indexation were that they had not considered indexation changes/ did not think 

index changes would be of importance. The respondents that commented on indexation mentioned it was CPI-

indexed. LD comments that indexation will be interesting as the system used must be able to support it. LA 

comments that the practical matter in revaluating contracts on a quarterly/ yearly basis with regards to index 

fluctuations is perhaps not possible in practice, so here they must wait and see what happens in practice.  

DISCOUNT RATE 

Discount rate was commented upon briefly by a few respondents. LD comments that the choice of discount 

rate could be interesting in the choice of system used for the calculations and for the calculations themselves.  

OTHER TYPES OF OPTIONS 

LC comments that it would be interesting and that it is possible but has no clear examples other than already 

discussed cancellation-options regarding lease terms. LD comments that different types of options would have 

to be supported by the chosen system support. 

KEY RATIOS 

Key ratios are either mentioned in regards to the table or before in the interviews. Key ratios as solidity and 

interest coverage are mentioned. LD concludes that due to the rearrangement of costs key ratios will be 

affected. LC have key ratios as a ‘to do’ aspect of the implementation, mainly because of the current focus on 

system support which is important to implement in order to be able to make calculations of ratio effects. LE 

concludes that the impact on key ratios will be relatively small and not needed to be adjusted for.  

SALARIES/ BONUSES 

These are mentioned by a few respondents as either in the interview before the table inquiry or in relation to 

the table. LB mentions that many bonuses are EBIT-related and that this must be adjusted for in the sense that 

a company will have to adjust so that the base for bonuses will be placed after financial costs in the income 

statement. LC also mentions that bonuses must be adjusted for, but the structuring will not be changed. This of 

course is dependent on that we have a system in place that can make these adjustments and calculations. LE 

also mentions the bonuses and that adjustment for these must be made accordingly, which is done in the 

budgeting process. None of the lessors commented on this topic.  

DIGITALIZATION 

Digitalization was not brought up in relation to the table, although essentially all respondents brought it up in 

the form of e-commerce related to the market for retailers in previous discussions. 

TAX 

LD mentioned that deferred taxes will be affected and must be adjusted for and this was the only mentioning 

of taxes.  

 



42 
 

TRANSPARENCY 

A few respondents mentioned transparency.  RA states that it would be easier to do different analyses and 

compare with analysis from pre-implementation of the standard and post-implementation to get better and 

more realistic results. LA acknowledges that transparency will increase from an analysts and investors 

perspective, as they will receive more information on valuation variables from companies. Although, from a 

lessee perspective transparency is not regarded or thought of as a particularly positive aspect related to IFRS 

16. RB states that no added transparency is expected for the real estate companies, but could rather be 

expected for airline companies as an example.  

NET OPERATING INCOME 

The lessors mention net operating income. RA mentions it but says at the same time that it probably would not 

be affected, but has no real opinion on the matter. RB mentions net operating income as well and 

acknowledges that there would have to be adjustments made to subtract ground lease within the net 

operating income. Accounting-wise without this manual adjustment, the net operating income would be 

higher. 

EXTERNAL EXPERT ON OTHER TOPICS  

INDEXATION 

Indexation was mentioned by CN in the context of system support and that the complexity it brings calculation-

wise might be guiding on the type of system to choose.  

DISCOUNT RATE  

The discount rate was brought up in several contexts. First, CN concludes that within the audit firm they have a 

specific property group that helps with determining discount rates for different asset groups. Secondly, the 

discount rate was commented on as a parameter that will be set perhaps grouped by country in large 

international companies. CN add that they have received a lot of questions from lessees regarding 

reevaluations and discount rates more generally (a common question is for example on how often the rates are 

to be updated) where they have stated that the rates should be updated in where there are larger indications 

of that changes in rates have occurred since the latest recorded rate. Companies do not want to have an 

excessive complexity within the valuation process while at the same time, avoiding material errors.  

This is a trade-off between what is practically defendable and the accuracy of the financial statements. 

 - CN 

 

Thirdly, CN talks about the IASBs intention of the contract-level discount rate. CN states that when a company 

has many hundreds of contracts, they must find a methodology and systematic handling of them. They will 

group assets and from there argue for the set discount rates. There is a possibility that companies will group 

them quiet widely before implementation, and after they are able to go more in depth and make further 

grouping or adjust more for specific contracts for example.  

The last context, in which the discount rate is brought up, is concerning grey zones in the standard, where the 

discount rate could be set from a range, and a company may very well argue for the discount rate that would 

be best for the company financial statement-wise.  

KEY RATIOS  

Regarding the key ratios CN acknowledges that they will be affected and that assumptions made regarding the 

variables in the calculations, which management controls, will affect the outcomes of different key ratios. It is 

also mentioned that it will be important to communicate the changes of key ratios in a company’s specific case 

with their bank and explain the changes. 
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TRANSPARENCY  

Transparency is brought up specifically in the context of more attainable information of service costs for both 

parties as well as for the parties themselves who will attain a more transparent picture of what sorts of 

contracts they have in their portfolio, as presented earlier in results.  

LEASE OR BUY DECISION  

Regarding the lease or buy decision, some lessees are considering the possibility to change their approach in 

some instances. Shortly after the release of the IFRS 16 standard, CN perceived that several companies started 

to discuss the possibilities of the lease or buy decision. Although, with time many companies started to realize 

that the responsibilities with owning and managing real estate might be pretty far off from where a company is 

willing to move toward strategically. There are certain industries that are to a greater extent are considering 

the lease or buy decision and where a shift will occur.  

GREY AREAS  

CN acknowledges a few examples of grey areas and concludes that they are mostly related to arguments 

related to necessary assessments for the variables used in the valuation of the lease liability and right-of-use 

asset. The examples brought forward were whether or not a lease could be identified, and decisions on the 

lease-term and discount rates. The assessments will be argued for respectively and will affect the valuations 

made.  

CN also brings forward the indication value set by the IASB of 5 000 USD and concludes that this will probably 

be used to make further materiality assessments to exclude some lease contracts from being recognized on the 

balance sheet. This assessment would not necessarily be used for lease space however, but rather for 

equipment and machines for example.  
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7 ANALYSIS AND DISCUSSION  
In this chapter the results will be interpreted using the three dimensions of qualitative analysis; condensation, 

grouping and structuring (Saunders, Lewis, & Thornhill, 2009) p.490. Further, the author’s own discussion points 

will be presented with the theory and empirical results in mind. 

7.1 IMPLEMENTATION STAGES  

The implementation of IFRS 16 is to be set shortly after two other administrative demanding standards, namely 

IFRS 15 and IFRS 9. The IFRS 16 standard was announced to be implemented in January 2016, therefore leaving 

3 years for the affected enterprises to prepare. While it is concluded that parties are often late starters in 

regards to accounting regulations implementation, it was predicted that as this standard is said to affect 

financial statements, in many cases substantially, they would be earlier to start implementing this standard. 

What is clear though is that most seem to be at the end of the stage of inventing their lease contracts, and 

some have come to adopting system support. Some have preliminary, very general results, which indicate that 

they have done some sort of preliminary analysis of results at the least. It shows both in the annual reports of 

the companies’ notes and also several respondents mentioned it in interviews. 

Lessee implementers are in different stages regarding how much they have left to do before effective date. 

This seems to be due to a number of factors. First, it has to do with how many contracts and what types of 

contracts an entity holds. Second, it is likely to be related to the size of the enterprise itself and how big a part 

of the enterprise the lessee business is. As retailers are heavy users of operating leases, they would be more 

likely to be well advanced in the implementation process. However, from the researched sample it is shown 

that only one company has advanced further than to the inventing stage. That is to say, they have reviewed 

and grouped their lease contracts in order to know what system support they are in need of. This process, 

however also takes longer for firms holding many lease contracts. The amount of contracts seems not to be a 

factor for the level of complexity within the implementation process for the lessors, though. Rather, the 

matters of interpretation regarding ground leases have been the issue, which are currently being discussed. 

Discussions are held with audit firms and between audit firms at the moment, and it would seem that the 

answers to many of the questions regarding ground leases are still being prepared. 

System support was brought up by all lessees as a crucial part of implementation and preparation. However, 

system support is not being implemented until they have a clear picture of what they are in need of. This often 

becomes clearer to the company after having obtained an inventory of the lease stock. There seem to be many 

different support systems, ten familiar ones in Europe and then probably more outside Europe. However, it is 

brought forward that since this is an international standard implementation, resources are very busy at the 

moment, and will probably be more so near implementation as many companies are still in the inventing stage 

or in some instances have not started yet. As retailers seldom hold financial leases they are almost certainly in 

need of new system support, were other companies that do hold financial leases could probably use that 

system to some extent for the conversion of their operational leases. However, there is a great possibility that 

some lessees are going to use Excel as a transitional solution at first and then after implementation continue 

the process of transitioning to a more advanced system as it would need less administrative action as well as 

not acquiring higher audit costs. It is also brought forward that administrative resources within big retail 

companies for this type of accounting requirements can be scarce.   

Another aspect of accounting and administration and the short time to effective date is that it could contribute 

to the use of shortcuts of different types of nature. While analyzing results from valuations of lease obligations 

and different options within the standard, the transitional method as an example, management might want the 

full retrospective method to benefit figures in the financial statement, while accounting might want to go for 

the simplified method to save time. In the end, management is deciding on these adoption options. If this 
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decision is made fairly close to implementation date, it might have to be abandoned for the benefit of the 

timely implementation in time-pressed situations.  

Implementation has effective date 2019-01-01 from where affected parties must have a fair presentation in 

accordance with the IFRS 16 ready for financial statements. There is a high probability that there will be 

matters to attend and adjust post effective date in regards to the IFRS 16 standard. Apart from the already 

mentioned system support, discount rates, identification of lease terms, division of service costs etc. will be 

matters attended to after implementation as well. Before implementation it is important to have discussions 

with different parties in relation to the entity’s lease contracts. Lessor communication would be concerning 

division of service costs, bank communication concerning debt covenants and other stakeholders regarding 

accounting effects of this standard.  

After implementation communication is likely to increase. Lessees and lessors will take notice of each other’s 

financial statements and see what assessments and adjustments they have made, which then could be guiding 

on what to do in the future. Possible contractual structuring changes or strategic changes are likely to be 

discussed after implementation as there seem to be little time to make these choices now, and also in part due 

to the fact that contracts are negotiated at specific points in time.  

Over time and between financial statement publications, reevaluations of assumptions and adjustments must 

be made to reevaluate contracts. A simplified illustration of the different implementation stages described in 

this section is presented below in Figure 9. 

 

                   

FIGURE 9 - IMPLEMENTATION PROCESS EXAMPLE 

 

The respondents mentioned the implementation planning and the implementation stage that the company was 

currently working on. None of the respondents had a complete database for their contracts and their 

contractual specifications. This would indeed be time consuming and costly to do, but also necessary in the 

sense that these databases could be used for great steering purposes by management and decision-making in 

the future.  

Another aspect of the implementation is the general view by lessors that the lessees are not to be affected that 

much by this standard, as they have not yet reached out to lessors with questions on renegotiations and 

information. While one theory on this is that the lessees are very busy with their own handling of their 

contracts and valuations. It is very possible, that in time questions regarding re-negotiations will arise as well as 

the demand for more information regarding contacts specifications. This theory is also confirmed as reasonable 

from an audit perspective.  
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7.2 STANDARD VALUES  

There is much discussion from IASB on the role of increased transparency and comparability of the financial 

statements, in part as it was the benefits of these that succumbed to the costs of implementing this standard. 

Capitalization of operational leases in the balance sheet is not a decision that has appeared very suddenly as it 

has been an academic debate surrounding this even before financial and operational leases were categorized. 

Both at the attended seminar and in an interview with a real estate company controller it was brought up that 

the current regulation that separates financial and operational leases was unclear in its design from its 

implementation and did not successfully incorporate operational leases the way it was intended.  

Two of the lessees argued that the information is already available in the notes of the financial statements and 

IFRS 16 is solely an administrative add-on. It is indeed so that payments are presented in the notes, and 

analysts and investors have tools to value these leases, as do credit rating institutes that banks often rely on. 

However, more disclosure surrounding the different lease obligations as well as assumptions and adjustments 

accounted for by the lessee in clear disclosures in the financial statements gives another type of transparency 

and quality to the valuations by lessees and to evaluations by stakeholders.  

The quality and thereby the accuracy of the assumptions and adjustments made to variables within the 

valuation of leases are to some extent dependent on the resources put on the extraction of them. The accuracy 

of the financial statements are thereby threatened by (1) a lack of dedicated resources, (2) and by incentives of 

the company to account for a lower valuation of the lease liability through argumentation of the variables 

chosen, though without compromising a fair representation of financial statements. This trade-off is illustrated 

in Figure 10 below.  

                                                           

FIGURE 10 - ACCOUNTING TRADE-OFF 

 

7.3 CONTRACTUAL STRUCTURE AND STRATEGY  

LEASE TERMS AND EXTENSION OPTIONS  
There seem to be an endless variation to lease term structure and incorporated with different types of 

extension options. There are quite clear rules within the standard in how to interpret these in relation to “most 

probable lease term” and economic incentives in relation to lease term.  

Different variables that can affect this are: the non-cancellation prerequisite, one-sided cancellation clauses, 

two-sided cancellation clauses, asset specificity/ investments by lessees and historical contract cancellations. 

Another factor that was found and much reflected on was future indications on retail strategy.  

Regarding the non-cancellation prerequisite, there is no real possibility of breaking the contract short, unless if 

there were historical behavior or bankruptcy within the firm that suggests this would be the case. To break a 

non-cancellable contract, the most probable result is that the contracted rent is to be paid as penalty. A one-

sided contract were the lessor have the right to cancel does not make a difference to the lessee in lease term 
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measurements, unless they have reason to believe that the lessor will cancel the contract, which could be hard 

to find out. A one-sided cancellation clause where the lessee has the right to cancel the contract will 

fundamentally be an argumentative point as well as what economic benefits the lessee will receive if 

extending. If there is no difference in rent as an example, the lease is to be considered at full length. However, 

if both have the option to cancel the lease contract at a break-option date and the rent terms will be updated; 

there are more incentives that could be argued for to assess the lease term to end at the break-option date. 

Further, asset specificity and investments would also have to be considered.  

Indications of future industry changes are interesting as it should be important to consider the future of an 

industry. As an example, a factory that produced cassette tapes would have been more likely to cancel a 

contract at break-option when the iPod was invented as the demand of consumers changed. A relevant 

example is the retail industry that is very dependent on future behavior of consumers and how they choose to 

consume their goods. This is dependent on for example e-commerce that stood for essentially the total 

increase in retail 2017. These types of facts present relevant foundations on which to base arguments for 

choosing to break at break-option date but also choosing to sign shorter lease terms in the future.  

REVENUE BASED LEASE PAYMENTS  
Retail contracts are together with restaurants and hotels in large part the only industries that have contracts 

structured in the way that use revenue-based rent payments within contracts. These contracts are not the 

dominant type of contracts for companies and stores, but there are indications that some very large retail 

chains are looking to increase their revenue based rent contracts portfolio in renegotiations. This would be 

interesting for companies as variable costs like these that are not considered index-based and thereby are 

exempted from being a part of the minimal lease payment as required by the IASB. In theory, a company could 

negotiate a contract with 0 SEK in base rent and have 100 % revenue based contracts, and thereby they would 

not have to recognize a lease liability or a right-of-use asset.  

This scenario is not likely in practice, as it would add volatility for rental income and rental costs for both the 

lessor and lessee. None of the interviewed lessees acknowledges that they have plans to increase their share of 

revenue based contracts. Instead they refer to commercially correct decisions and that the market and 

consumers decide. Lessors and the non-retail respondent sees that revenue based rents could be increasing in 

the aftermath of IFRS 16. One interviewed lessee drew the conclusion that companies with heavier debt have 

higher incentives to make more strategic choices to decrease the impact on the liability-account, and to 

increase the portfolio of revenue-based rents could be one option. Lessees that hold revenue-based contracts 

are not acknowledging the possibility of increased usage of them for their own firm, although they see the 

advantage of having them with regards to the design of the standard.  

Revenue based rents historically is a way of distributing risk between lessor and lessee and in the light of this it 

is possible that lessees would be more keen on sharing the risk to a greater extent in areas where risk is higher. 

However, lessors are keener to share the risk where they see high revenues for retailers, which would benefit 

them by increased rental costs. In contrary, lessees may be less keen on sharing their flagship stores revenues 

as the rental costs could become very high. With the standard in mind, this might be a compromise a lessee is 

willing to make if they see other benefits arising from the revenue-sharing beyond accounting figures. An 

example would be less effect on key financial ratios and financing costs. A more constrained company would 

probably be willing to share their revenues with the lessor to a larger extent if the lessee has such incentives.  

Another aspect from the lessor perspective that arose was that lessors might be less keen on sharing the 

revenue from a store when e-commerce increases and not the physical trade. An important question is if there 

will be a way to share e-commerce that is picked-up in a specific store. If so, a lot of controlling problems would 

arise, such as how it would be measured and traced to the specific store would be an example. 
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SEPARATED SERVICE COSTS  

Within IFRS 16, the choice of separating service costs will be used by lessees to (if only slightly) lessen the effect 

on the balance sheet after valuation. The lessees that will not separate their service costs or are uncertain of 

whether they will or not, seem to be uncertain because of the time pressure. This opens up to the possibility 

that they will separate their service costs in the future.  

The structure of contracts and invoices are different regarding how transparent the service costs are in relation 

to the base rent. The increased disclosure requirements for lessors as well as lessees will result in more 

information regarding costs for services respectively. This increased disclosure of information can benefit 

lessees in the sense that they have more information at negotiations with lessors on what they should and are 

willing to pay for different services. This is a possible upgrade of negotiations position of the lessee. Lessors as 

service-providers will be easier to compare to one another and thereby it could increase some competition 

between them.  

Another aspect of the lessee negotiations position is that a lessee might have incentives to pay more for 

services and less for rent respectively, as this would lessen the effect on the balance sheet. The incentive to do 

so could be counteracted by the few percent of the total rent that the services can represent. The decision to 

pay more for services would depend mostly on how big the incentives are to lessen the effect on the balance 

sheet.  

There seem to be a trend to pay more for services today as companies want to sell more services, we can see 

this in multiple examples already. One example mentioned were the deductions from home-services, were 

there seem to have been a shift to pay more for services and less for material where service costs can be 

deducted. The corresponding scenario relating to IFRS 16 would be that the possibility to deduct services from 

the base rent and thereby from the balance sheet would create incentives to pay more for services than rent. 

Adding to this is that price-setting is liberal and margins are not regulated increases the incentives to use this 

strategy.  

 

7.4 OTHER STRATEGIES 

LEASE OR BUY  
The lease or buy decision is a traditional trade-off decision relating to financing. With regards to the retailers, 

this is not really a decision that can be made, as many of their stores are located within malls and in other sorts 

of properties holding other stores as well. This makes the retailers not able to choose whether to buy or lease 

the property as they might have to buy the whole property and the property is most likely not for sale anyways. 

Production companies with long-term strategies on the other hand, are more likely to reflect on the different 

scenarios when they are leasing their facilities for a larger part of the facilities lifetime as an example. This is 

because of the amounts recognized on the balance sheet would be closer to the figures of ownership, and if 

adding to that the financing conditions of buying that would be better or very similar, there would be greater 

incentives to buy the facility. The restriction in many cases can be the already signed long-term contracts as 

well as if company-strategy is far from ready to take on the extra management and responsibilities ownership 

entails.  

There are definitely discussions ongoing by companies regarding the buy or lease decision and it is predicted 

that for certain companies in certain industries, this will be a strategically important decision to be made in the 

future.   
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SERVICE BASED CONTRACTS 

In several interviews new types of ways of accessing space for companies are being used. The examples 

brought forward has been; office hotels, company hotels, parking spaces and storage space. There are also 

examples of retail solutions, such as The Lobby in Stockholm, were companies lease space for a short amount 

of time as a service and then the true sales are conducted as e-commerce. These examples could, if argued for, 

probably categorize as services and therefore be exempt from the balance sheet. The Lobby arrangement 

would first and foremost categorize as an exemption due to the under-a-year limit requisite. However, in the 

scenario that a company would like to lease the space over a year, the service requisite would most probably 

be served.  

Further, these solutions already exist, but there is also many questions coming the auditor’s way regarding the 

range of the lease definition. Lessees have had questions regarding the specified asset definition that must be 

fulfilled in order to identify a lease commitment. This can be considered a grey area within the standard and 

could be used for a more advantageous accounting in the sense that previously identified operational leases 

will be identified as service contracts. These sorts of arrangements will possibly increase in the future, but not 

because of the accounting standard alone. The retail industry is possibly also headed in that direction. The non-

retail related examples are decided by contractual dispositions and are not unlikely to be more prevalent in the 

future and accounted for as services in the financial statements.  

CONTROLLING AFTER IMPLEMENTATION 
There have been many discussions during interviews of the pressed time schedule for implementation of the 

new standard and many have repeated that this is an accounting standard and nothing should change in the 

way external parties sees and values a company solely due to accounting changes. However, there are still 

indications that lessees will use implementation strategies and view some of the possible changes in contracts 

to be a likely stance to take for other lessees but not necessarily for their own firm.  

Respondents bring up the communication and notification of their stakeholders of these changes and that the 

changes they will see is only due to accounting changes. In other words, stakeholders are expected to be 

neutral to the changes they are expecting from this standard. Another perspective on this could be that while 

stakeholders are prepared for these changes and when they are shown on paper, they will accept these. Over 

time, companies are expected to work on their figures regarding this standard as stated before. They may have 

yet to separate service costs, determining more specific discount rates and renegotiate on contractual terms. 

Making these adjustments post-implementation could potentially improve some key financial ratios. As these 

subsequent effects are not as expected by other stakeholders as direct implementation effects are, the 

subsequent related results are not obviously connected to the implementation of IFRS 16.  
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8 CONCLUSION 
The conclusion section concludes the study and presents findings and answers the research questions in a very 

concise manner weaving together results, analysis, discussion and theory.  

The implementation process is demanding for lessees in industries that heavily rely on operational leases as 

retail and production enterprises. Lessees are administratively strained due to in many cases unstructured 

lease stock inventory. Stock inventory and system support adoption are the most time-consuming and costly 

administrative tasks and many companies are presently working with either of these implementation stages. 

Within the standard are many options for implementation. Decisions are made by management, such as 

transition method, which can add work load to the administrative department, while at the same time being 

better valuation-wise as to adding less to the balance-sheet.  

So far, there has been relatively little communication with debt holders and between lessors/ lessees regarding 

IFRS 16 and the implementation. It is my conclusion (confirmed by CN) that lessees have not come very far in 

their implementation process and have work to complete regarding system support and assessments before 

they would start to communicate with these parties. More communication is currently taking place with audit 

firms by lessees as well as within the audit community to agree on certain standard interpretations and how to 

answer inquiries about them.  

Lessees see that analysts and investors will benefit most from the new standard as it adds to comparability 

between lessees and assumptions will be disclosed. Lessees will be beneficiaries in the sense that they will have 

a better overview of their lease portfolios as well as having more information from lessors at the negotiation 

table.  

In Figure 11 the main findings regarding the IFRS 16 implementation process and strategy is illustrated. 

                         

FIGURE 11 - IMPLEMENTATION ASPECTS 

 

When valuations of lease liabilities and right-of-use assets are ready, the variables in the valuation models will 

be analyzed and assumptions examined. Assumptions made constitute the basis for the valuation output and 

contract structure and strategies may take shape to lessen the weight of the balance sheet. Strategies that 

could affect the weight of the balance sheet are; shorter lease terms, extension option structure, higher 
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discount rates, revenue-based rents, separating service costs from base-rent, retrospective transition method 

and contracts identified as service contracts. The lease or buy decision will become a more steering choice of 

financing for long-term industrial companies and may affect demand for leases by these types of companies. As 

assumptions and adjustments are made continuously there would be room for management to strategize after 

implementation date, rather than before as there seem to be much work simply on implementation. It is 

expected that contract structures and strategies of the sorts mentioned will be applied in time, which could 

benefit management when the expected aggregated chocks of values on the balance sheet are expected by 

external stakeholders, and when these figures improves this could affect renegotiated debt covenants and 

bonus requisites.  

Currently, there are not many strategies revealed to be adopted more generally, reasons given being; (1) it is 

too early in the implementation process to analyze future strategies, (2) accounting regulation does not 

automatically change company strategy (incentives are necessary), and (3) when the balance sheet of a firm is 

only mildly affected at implementation, incentives to lessen the effect on the balance sheet decreases as any 

strategy or contract structure changes presents a cost for the firm. In other words; it is a continuous trade-off 

between cost and benefit when deciding to use new strategies.  

In Figure 12 the main findings on possible lease strategies and contractual changes connected to IFRS 16 are 

illustrated. 

                

 

FIGURE 12 - IFRS 16 POSSIBLE STRATEGIES 
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9 FUTURE RESEARCH  
In this section, suggestions on future research topics are presented. The suggestions are directly related to the 

results and have appeared mainly during the process of analyzing and discussing the results. 

In this study some possible strategic changes concerning implementation as well as changes in contract 

structure has been presented in the light of IFRS 16. As the regulation has not yet been implemented, this 

leaves room for a number of topics for future research after the standard’s implementation date, 2019-01-01.  

Expectations and reactions by external parties post implementation of IFRS 16 

The aspect of what expectations and reactions external parties have in regards to IFRS 16 was not covered in 

the study but would be interesting to research in the light of the effect the accounting changes will have on 

company’s financial statements, key ratios and debt covenants. Some external parties’ views that would be 

interesting to research are investors, banks, analysts and appraisers.  

Disclosed Assumptions in Financial Statements 

Another topic of interest to research post-implementation is the new disclosures that are presented by 

affected lessors and lessees in their financial statements and compare them to previous disclosures. It would 

also be of interest to look into the argumentation and assessments made regarding the different valuation 

variables. Moreover, it would be of interest to research whether there are contracts that were previously 

disclosed as operational leases that post-implementation are disclosed as service contracts. The assessments 

made would also be interesting to research to see if and what level of comparability and transparency is 

achieved. 

 

Ground Lease Valuation and Market Value Fluctuations 

An area where many questions regarding assessments and valuation was still prevalent when conducting the 

study was the area of ground lease valuation. As Swedish Law regarding ground leases is quite different from 

many other countries, the utilization of this standard with regards to these perpetual liabilities is interesting to 

study to see if transparency and comparability is achieved internationally post-implementation.  

Ongoing administration demand and System Support post IFRS 16 

Administration and system support was brought up by all respondents and discussed extensively in the study. It 

would be of interest to research which companies have more and less advanced system support implemented 

at implementation date of IFRS 16 respectively. Moreover, it would be of interest to see whether the system 

support a firm has chosen affects their assessments and consequently their valuations and re-evaluations of 

their lease contracts.  

Lease demand for long-term industrial production enterprises 

One of the findings in the study was that firms with a very long-term company strategy such as production 

companies will be more inclined to buy rather than lease post-implementation of IFRS 16. Consequently, it 

would be of interest to research post-implementation where and to what extent the decision to buy has 

triumphed the decision to lease.  

 

Changes in contract structures for retailers 

This study aimed at exploring what possible changes in contracts structure could be expected as a consequence 

of IFRS 16. Therefore, it would be of interest to explore the same topic post-implementation as the real 

changes would become prevalent. Some of the contract structure features interesting to research would be; 

revenue based rents, service costs, term-structure and service contracts.  
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APPENDIX A  

INTERVIEW FORM - LESSOR  

1. What is your overall perception of IFRS 16 and what it will mean for your firm as a lessor?  

2. How are you preparing for the implementation of IFRS 16 as a lessor and as a lessee of ground rent 

contracts?  

3. Have you as a lessor had any inquiries from lessees relating to the implementation if IFRS 16 and 

regarding what aspects?  

4. Have the lessees’ portfolio of operational leases been a part of the risk assessment in contract 

negotiations previously and will it change in any way post-implementation of IFR 16?  

5. Is the implementation of IFRS 16 expected to affect your negotiation position as a lessor in any way? If 

so, how?  

6. Regarding revenue based rents from a lessor perspective; How common is it today? Historically for the 

firm? Is it expected to change post IFRS 16 implementation?  

7. Regarding service-components within the lease contract; How are they structured today? What is 

generally included? Is this expected to change in any way post IFRS 16 implementation? Is there a risk 

that lessees will want to pay more for services and less for rent in order to lessen the effect on the 

balance sheet? If so, in what way?  

8. Regarding extension options; How common are they today? How are they constructed? How often are 

they exercised? Will the use of these change post IFRS 16 implementation? If so, in what way?  

9. Who usually is responsible for tenant improvements and investments in the contracts? Will this 

change in any way post IFRS 16 implementation? If so, why?  

10. Will the demand for leased space change as a consequence of IFRS 16? If so, how? Are there any other 

market solutions for the lessees to turn to as a substitute for leasing?  

11. What strategies do you expect lessees to utilize as a consequence of IFRS 16?  

12. Are there any strategies that you as a lessor can use as a consequence of IFRS 16?  

13. Regarding ground lease contracts; What is your firm’s perception of that these contracts are to be 

included in IFRS 16? Are there any benefits/ costs relating to this? Do your firm have any strategies 

connected to these? 

14. Table topics: Which topics are interesting regarding IFRS 16 for your firm and why? 

 

Indexation of contracts Digitalization 

Discount rate Tax 

Other types of Options Transparency 

Key Ratios Net Operating Income 

Salaries/ Bonuses  
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APPENDIX B 

INTERVIEW FORM - LESSEE  

1. What is your overall perception of IFRS 16 and what it will mean for your firm as a lessee?  

2. How are you preparing for the implementation of IFRS 16 as a lessee?  

3. Have you as a lessee had any inquiries and communication with other parties regarding 

implementation or contracts relating to IFRS 16? If so, what has been discussed?  

4. Are there stakeholders that will be affected by the changes in your financial statements as a result of 

IFRS 16? If so, how are you handling the communication and other aspects of this? If no, why not?  

5. Is the implementation of IFRS 16 expected to affect your negotiation position as a lessee in any way? If 

so, how? If no, why? 

6. Regarding revenue based rents from a lessee perspective; How common is it today? Historically for 

the firm? Is it expected to change post IFRS 16 implementation?  

7. Regarding service-components within the lease contract; How are they structured today? What is 

generally included? Is this expected to change in any way post IFRS 16 implementation? Is there a risk 

that lessees will want to pay more for services and less for rent in order to lessen the effect on the 

balance sheet? If so, in what way?  

8. Regarding extension options; How common are they today? How are they constructed? How often are 

they exercised? Will the use of these change post IFRS 16 implementation? If so, in what way?  

9. Who is usually responsible for tenant improvements and investments in the contracts? Will this 

change in any way post IFRS 16 implementation? If so, why?  

10. Will the demand for leased space change as a consequence of IFRS 16? If so, how? Are there any other 

market solutions for lessees to turn to as a substitute for leasing?  

11. What strategies do you expect lessors to utilize as a consequence of IFRS 16?  

12. Are there any strategies that you as a lessee can use as a consequence of IFRS 16?  

13. Table topics: Which topics are interesting regarding IFRS 16 for your firm and why? 

 

Indexation of contracts Digitalization 

Discount rate Tax 

Other types of Options Transparency 

Key Ratios Net Operating Income 

Salaries/ Bonuses  

 

 

 

 

 

 

 

 



58 
 

APPENDIX C  

INTERVIEW FORM - EXTERN EXPERT  

1. How have you been working with IFRS 16 up till today?  

2. The lessees general opinion of the standard is that it will mean more administration, new system 

support and that it will not be as benefitial regarding transparency as is expected. What is your 

opinion and reaction to this? Is there anything you would like to add to this? 

3. Lessees are preparing by obtaining an inventory of theri lease contracts as well as planning for system 

support. What is your perception of the planning and implementation stages that lessees are currently 

in? Are they generally well prepared in your view? Is there anything you would like to add to this?   

4. How is your perception of the communication between lessee and lessor and other parties? Regarding 

negotiating contracts and information of the impacts of the standard? What type of communication 

do you have with lessees? Will there be more communication in the future? If so, why?  

5. Are there stakeholders to lessees that will react or be affected by the implementation of IFRS 16? If so, 

how?  

6. Regarding negotiation positions; will these change for lessees or lessors in any way post IFRS 16? If so, 

how?  

7. Regarding revenue based rents; Will these increase as a consequence of IFRS 16? If so, why? Are there 

any questions regarding this coming your way as an expert?  

8. Regarding service-components from an IFRS 16 perspective; How do you think the distribution and 

amount of these will develop in the future? Is there any risk for lessees to pay more for services and 

less for rent to attain a lower base rent?  

9. Regarding extension options from an IFRS 16 perspective; How do you think the structure and use of 

these will change post IFRS 16?  

10. Will the tenant improvements and investments be impacted in any way in regards to IFRS 16? If so, 

how?   

11. Will the demand for leased space change in any way as a result of IFRS 16? Are there any other types 

of markets or solutions lessees can turn to?  

12. What strategies do you expect lessees and lessors will use as a consequence of IFRS 16 and why? Are 

there any grey areas and how will these be used by lessees?  

 

Service contracts Incentives 

New Normal Assumptions 

Ground Lease Contracts Market conditions 

Contract Structures Week balance sheet 

 

-  
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