
IFRS 16 Leases 
Accounting implications 
for telecoms

Impact of new leases standard for telecoms at a glance

The new standard will be effective for annual periods beginning on or after 1 January 2019 
with limited early adoption allowed.
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Assets and liabilities recognition for most leases

New presentation and disclosure requirements

Accounting is substantially the same

Impact on telecoms
• Financial statements: balance sheet, income 

statement, cash flow statement and disclosures 

• Key financial metrics and ratios, e.g., leverage 
(gearing), current ratio, asset turnover, interest 
cover, EBIT/operating profit, earnings before 
interest, tax, depreciation and amortization (EBITDA)

• Debt covenants compliance 

• Systems, processes and controls 

• Strategic business decisions, e.g., lease/buy and 
sale and leaseback 

• Potential complexity and operational difficulties 
for lease accounting

• Significant data requirements for accounting, 
presentation and disclosure of lease 
transactions

International Financial Reporting Standards



Determining whether an arrangement is or contains a lease

Is there an identified asset?1 
Discussion items 
for telecoms:

• Capacity arrangements 
for fiber/wavelength/
satellites

• Network and 
infrastructure equipment 

• Customer premises 
equipment, e.g., routers, 
set-top boxes, IT 
equipment, satellite 
dishes

• Contracts in which both 
the supplier and the 
customer have some 
involvement, or the 
ability to make, 
significant decisions 
about how and for what 
purpose the asset is used

• Identification of a leases 
that may require 
judgment, particularly for 
arrangements that 
include significant 
services

Does the customer have the right to 
obtain substantially all of the economic 
benefits from the use of the identified 
asset throughout the period of use?

Does the customer or supplier have 
the right to direct how and for what 
purpose the identified asset is used 

throughout the period of use? 

Does the customer have the right to 
operate the asset throughout the period of 

use without the supplier having the right 
to change those operating instructions?

Did the customer design the asset (or 
specific aspects of the asset) in a way 
that predetermines how and for what 

purpose the asset will be used 
throughout the period of use?

The contract is not or 
does not contain a lease.

The contract is or 
contains a lease.

Customer

Yes No

No

No

No

Yes

Yes

Neither; how and what purpose is predetermined 

Yes

Supplier

1  A capacity portion of an asset is an identified asset if it is physically distinct (e.g., a floor of a building). A capacity or other portion 
of an asset that is not physically distinct (e.g., a capacity portion of a fiber optic cable) is not an identified asset, unless it represents 
substantially all of the capacity of the asset and thereby provides the customer with the right to obtain substantially all of the 
economic benefits from use of the asset.

Lessee accounting — measurement and presentation

Initial recognition and 
measurement

Initially measure right-of-use (ROU) asset and lease liability using an 
appropriate discount rate

Subsequent 
measurement of lease 
liability

Increase the lease liability to reflect interest on the lease liability 

Reduce lease liability by payments made

Subsequent 
measurement of ROU 
asset

Depreciate ROU asset, based on IAS 16 Property, Plant and Equipment

Alternative measurement of ROU asset under the revaluation in 
International Accounting Standard (IAS) 16 or the fair valuep model under 
IAS 40 Investment Property

Profit and loss Generally “front-loaded” expense for individual leases

Separate interest and depreciation presentation



Effective date and transition

Lessees modified retrospective approach

Existing operating leases Existing finance leases

• Do not restate comparative periods

• Lease liability= PV of remaining lease 
payments2

• Choice (Present value) of measurement of 
ROU asset may affect future expenses:

• As if IFRS l6 had been applied since 
commencement date; 

Or

• Equal to lease liability

• Practical expedients adjusted by any 
prepaid or accrued lease payments:

• Provide exemption for leases ending 
within 12 months

• Rely on onerous lease assessment

• Exclude initial direct costs from ROU 
asset

• May use hindsight

• Disclose explanation of any difference 
between:

• Operating lease commitments disclosed 
applying IAS 17 at the end of the annual 
reporting period immediately preceding 
the date of initial application, discounted 
using the incremental borrowing rate at 
the date of initial application

• Lease liabilities recognized at the date of 
initial application

2 Using incremental borrowing rate at the date of initial 
application

• Carry forward asset and lease liability  
from IAS 17 Leases

• Apply IFRS 16 requirements from the date 
of initial application

• Effective for annual periods beginning on or 
after 1 January 2019

• Early application permitted if IFRS 15 is 
also applied

• Lessees are permitted to choose between two 
transition approaches and apply the election 
consistently to all leases

• Full retrospective; or 

• Modified retrospective

• Lessors are not required to make any 
adjustments on transition

• Except for intermediate 
lessors in a sublease

• Lessees and lessors are not required 
to reassess whether contracts are, or 
contain, a lease

• Option to be applied to all contracts that are 
ongoing at the date of initial application



Impact on telecom business

How EY can help 
• EY leasing enabler 

IFRS 16 
outcomes: 

compliance, cost 
and risk  

Finance

IT 
systems

Data governance 
and management

Commercial, 
sales and 
marketing

Procurement 
and legalCurrent 

change 
programs

Management
reporting

People, 
performance 
and reward

External 
reporting, tax

Accounting policy
Financial reporting
Financial control
Budgeting, forecasting 
and planning 

System architecture
Systems of record, chart 
of accounts, workflow
System-supplier 
relationships

Data taxonomy and 
standards
Data cleanse and 
remediation
Identification of contracts 
that contain a lease
Data model design

Lease contract design
Lease contract 
management 
Impacts on use of 
off-balance-sheet 
financing strategies 

Finance 
transformation,
scope, requirements, 
timing and quality  

Impact on financial metrics 
and key performance indicator 
design, management 
information design, 
balance sheet reconciliations 
Working capital 
management   

People capabilities
Learning and 
development
Bonus and incentive 
schemes  

External audit
Investor relations
Covenant management
Cash tax, effective tax rate 
and tax reporting 

Lease contract 
acquisition process
Impact on lease terms 
and conditions  

Internal 
control 

Assurance framework
Audit committee
Internal audit

Data entry area         Processing area    Reporting area



Added value of our modular approach:
• Quick modifications at any time in response to 

changes (e.g., additional automated interfaces, 
to meet local accounting requirements)

• Simple configuration that speeds up project 
progress and the presentation of results

• Used on several projects over the past five years

• Ongoing improvements

• Globally consistent use

• Applicable to IFRS and US GAAP 

• LE as license-free project result

Selected applications:
• Impact analysis lAS 17 vs. IFRS 16

• KPI dashboard

• Simulation options

• Disclosure

• “Buy-or-lease” decision

• Internal/external reporting

Semiautomated contract capturing

OCR  Text mining Manual supplement

EY text mining tool 

• Fast and consistent mass data collection

• Marking of not found mandatory fields

• Company cluster-related adaption of  
search strings

• Key term identification

• Reconciliation with model agreements

• Text-of-contract benchmarks

EY relativity text analyzer tool
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About EY
EY is a global leader in assurance, tax, transaction and 
advisory services. The insights and quality services we 
deliver help build trust and confidence in the capital 
markets and in economies the world over. We develop 
outstanding leaders who team to deliver on our promises 
to all of our stakeholders. In so doing, we play a critical 
role in building a better working world for our people, for 
our clients and for our communities.

EY refers to the global organization, and may refer to one 
or more, of the member firms of Ernst & Young Global 
Limited, each of which is a separate legal entity.  
Ernst & Young Global Limited, a UK company limited by 
guarantee, does not provide services to clients. For more 
information about our organization, please visit ey.com.

How EY’s Global Telecommunications Sector  
can help your business 
Telecommunications operators are facing a rapidly 
transforming business model. Competition from 
technology companies is creating challenges around 
customer ownership. Service innovation, pricing pressures 
and network capacity are intensifying scrutiny of the 
return on investments. In addition, regulatory pressures 
and shareholder expectations require agility and cost 
efficiency. If you are facing these challenges, we can 
provide a sector-based perspective on addressing your 
assurance, advisory, transaction and tax needs. Our Global 
Telecommunications Sector is a virtual hub that brings 
together people, cultures and leading ideas from across 
the world. Whatever your need, we can help you improve 
the performance of your business. 
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