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Abstract 

The paper analyzes material practical aspects in the application of IFRS 16 “Leases”. The 
author summarizes the features of IAS 17, which is previously adopted as the lease 
conceptual model, and refines out the issues existed at that time. Under the newly 
accepted accounting policy, IFRS 16, the innovative application, scope and subsequent 
measurement rules will lead to great changes in the financial statements of companies. 
With the purpose of examining the results that conclude the expected changes both in 
the ratio analysis and performance valuation in research papers, the Kingfisher is 
selected as a sample company to give a full picture of the questions concerned. The paper 
lays out a situation of the Kingfisher from 2018 to 2019 and tries to remind other related 
companies implementing actions to cope with the adoption and effect of IFRS 16 in the 
future. 

Keywords 

Lease Accounting; Off-balance Sheet Finance; IFRS; Performance Valuation. 

1. Introduction 

Over the years, off balance sheet financing which excludes long-term liabilities from the 
statement of financial position (SOFP) of the company is a continuous issue. The collapse of the 
Enron, which avoids including special purpose entities to hide huge debts and manipulate 
information to produce desired results, reflects the material effects of off balance financing 
misleading users (Drusta, 2011). More concisely, leasing, defined as a payment or series of it by 
gaining access to the specific asset, covers the major areas of off balance financing(Maynard, 
2017). In 2005, under International Accounting Standard (IAS) 17, according to the IASB (2016), 
85% of global leasing volume under the IFRS and US-GAAP were not recorded on SOFP. So, in 
order to give a transparent picture of companies’ leasing activities with reflecting either assets 
controlled or the obligation associated, the IASB and the FASB initiates a project for almost ten 
years to improve the accounting of leases*. Eventually, with the consideration of accounting 
principles, the complexity of global professional consensus, politics and global economic, the 
IASB has newly published International Financial Reporting Standard (IFRS) 16, Leases to 
replace IAS 17, and it comes into effect on 1 January 2019. 

The paper aims to begin with addressing previous features of IAS 17 and the detailed reasons 
for replacing it, then focusing on the current situations and main requirements of IFRS 16. How 
the new model can be adopted in a sample company is discussed, and whether it represents the 
predicted results of financial information and position studied by researchers. According to the 
case study, this paper also has intention to emphasize the possibility of internal and external 
factors which may result in additional changes and provide signals for other companies to 
effectively manage the adoption of IFRS 16.  
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2. Accounting for leases under IAS 17 

2.1. The features of IAS 17 

Underlying IAS 17, it makes fundamental distinction between finance leases and operating 
leases. As the commencement date of leases, the lessees capitalize the assets in finance leases 
by measuring the risks and rewards attached to the ownership (IASB, 2005). And the lower of 
the fair value of the leased asset and the present value of the minimum lease payment will be 
recorded as an asset and a liability. The following lease payments are allocated between the 
existing liability and finance charge with the adoption of effective interest method (Maynard, 
2017). While, the operating leases treat the payment of non-capitalized asset as operational 
expense in the statement of profit and loss on straight-line basis, and no lease asset and liability 
appear on the SOFP. For lessor, same interpretation and guidance of finance and operating 
leases as lessees are applied, which recognizes the lease receivable along with the profit or loss 
when company sell assets (IASB, 2005). 

2.2. The existing issues along with IAS 17 

However, the adoption of IAS 17 has been criticized by different parties for many years. 
Weidner (2016) states that the current lease accounting model is based on the assessment of 
ownership, concerning the economic substance rather than the legal form of contract. The 
quantitative criteria are defined as a guidance to support the treatment, whereas the actual 
classification and measurement are determined by the professional judgement (Peprnıckova, 
2018). Consequently, the company can avoid reflecting the assets controlled and associated 
obligations in financial statements while in the essence of finance acquisition by using the lease. 
After the financial accounting scandals in early 2000s, the US SEC emphasizes the off balance 
sheet issues under the Sarbanes-Oxley and notes that the bright-line nature of lease 
classification can completely change the accounting and reverse the treatment (US SEC, 2005). 
Meanwhile, the structured lease agreement in companies results in similar leases being 
accounted differently. Therefore, the investors may make arbitrary adjustments to calculate 
financial ratios, then forming subjective determination from vague comparisons. 

3. Accounting for leases under IFRS 16 

3.1. The application and scope of IFRS 16 

To address those issues, the newly adopted accounting standard IFRS 16 replaces the previous 
IAS 17. It clearly considers the applications, objectives and the scope of leases. To ensure the 
information of lease-related transactions being represented in a manner in lessees and lessors’ 
financial statements and to enhance the comparability among companies, the entity is required 
to disclose the facts and circumstances and the condition of contracts consistently (IASB, 2016).  

The new lease is defined as ‘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’ (IASB, 2016). By 
assessing three steps evaluation*, the current IFRS replaces the IFRIC 4, which involves the 
lease that is not in the legal form of contracts but uses specific asset to obtain the economic 
benefits (Peprnıckova, 2018). Consequently, some relevant contracts of lease are controlled by 
the new standard and their components are disclosed under on-balance sheet financing. 

3.2. The measurement under IFRS 16 

More importantly, in response to the adjustments of financial treatment, measurement and 
disclosure, it is required to recognize all leases in the SOFP, which discloses the items of right-
of-use asset in property, plant and equipment, with measuring the cost of asset in the way of 
accounting direct and related costs (Weidner, 2016). The lease liability is measured at the 
present value of unpaid amount at that date, discounted adopting the same effective interest 
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method (Plotnikov, 2017). The following lease payments are comprised of fixed amount and 
floating charge based on the rate. Subsequent to those process, the reduced lease liability will 
be reflected in the right-of-use asset. As the short-term leases and leases of low-value assets 
being addressed particularly, these are treated as expenses under the straight-line method 
(IASB, 2016). Although the new approach does not lead to great changes of lessor accounting, 
the propositions try to achieve the symmetry between lessee and lessor. Also, it pays greater 
attention to the disclosure of risk management in this field, which includes the buy-back 
agreement and residual value (Maynard, 2017).  

4. The case study of Kingfisher 

4.1. The previous researches and predicted results of adoption of IFRS 16 

Following the changes, the adjustments will be reflected in the financial presentation and 
disclosure of companies. Especially those have material off balance sheet leases, the new lease 
model is expected to have obvious effects. Moreover, the financial ratios will change along with 
them. According to Lückerath and de Bos (2009), also supported by the findings of Nuryani 
(2015), there are significant differences between financial ratios before and after the 
capitalization. Specifically, the Morales-Diaz and Zamora-Ramirez (2018) prove that the 
adoption of IFRS 16 will have material impact on leverage and solvency ratio of European 
quoted companies. Nevertheless, the profitability and relevant ratio do not represent 
consistent changes, and the exact impact varies from company sectors and industries mainly 
due to the characteristics of lease portfolio. By applying the constructive method to analyze the 
selected companies, Fito et al (2013) and Pardo et al (2015) conclude that larger firms and 
those belong to the retail industry have more operating leases than other, which are mostly 
affected by the new models. Therefore, in order to exam the actual application and the results 
of the changes, the Kingfisher*, the largest furniture retailer in Europe and third largest 
furniture retailer in the world, is selected as a specific sample to value the adoption of IFRS 16. 

4.2. The analysis of Kingfisher  

The group adopted IFRS16 on 1 February 2019 on a fully retrospective basis, resulting in the 
restatement of comparatives for the year ended 31 January 2019 (Kingfisher, 2019). The 
cumulative effect of initial application is recognized as an adjustment to opening equity on the 
date of transition (1 February 2018). From the restatements (2018/19), the selling and 
distribution expenses, mainly influenced by the leased stores worldwide, is one of the items 
that change significantly in the income statement. In this case, the reduction of 140 million is 
caused by the removal of the IAS 17 operating lease rental expense, partially offset by the 
depreciated amount of property and lease right-of-use asset under IFRS 16. Also, the further 
impact on operating profit, increased by 151 million, is directly derived from this. In contrast, 
the finance costs show an increase of 176 million primarily due to the recognition of interest 
expense on lease liabilities. Besides, for the SOFP, both right-of-use assets and lease liabilities 
are shown in the separate line for the in-scope property and equipment contracts, covering one-
fourth of non-current assets and nearly half of total liabilities respectively. The decrease of 
retained earnings (508 million) reflects the higher cumulative expenses after applying IFRS 16. 
Unlike the former two financial statements, there is no change in cash and cash equivalent 
balances, whereas the presentational difference principally reflects the reclassification of lease 
rental payment from operating to financing activities.  

After calculating the major financial ratios in 2018/19, a more clear view can be given about 
the impact of Kingfisher’s financial position*. The group includes all  the leases and their 
interest payment as part of finance costs, presenting a higher operating profit ratio in 2018/19. 
The liquidity ratio decreases due to the recognized lease liabilities in the current liabilities 
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while current asset do not. For the gearing, only 48 million net cash is shown before the 
application of IFRS 16, whereas the actual net debt is 2,542 million including 2.6 billion lease 
liability. Meanwhile, the interest cover is mostly affected by the inclusion of IFRS 16 leases cost 
of 174million in the finance cost.  

 

Table 1. The material impact on Kingfisher’s financial ratios 
Ratios 2018-before restated 2018-after restated Change% 

Operating Profit 2.82% 4.11% 45.90% 
Current Ratio 1.28 1.15 -10.20% 
Interest Cover 17.10 2.53 -85.20% 

 

Since the actual effect realized after the adoption, from the analysis of Kingfisher in 2018/19, 
the presentations and disclosures keep consistent with the requirements of the new model. 
Also the ratios’ results mostly match with the previous research conclusions. Nevertheless, the 
size of the effect of adopting IFRS 16 varies according to the specific situations, especially for 
the interest expense. Due to the decreased expense, the sum of interest expense and the 
depreciation in the first half of lease term is higher than that in the second one for an individual 
lease, which means that the interest expense on lease liabilities will contribute less to the 
changes of finance costs. Therefore, the data of lease interest remains distorted and the effect 
exists until the mature of last lease from 1st February 2018. In addition, referring to the SOFP, 
the lease asset is expected to decrease quicker than the carrying value of lease liability on 
account of the adoption of the straight-line method, contributing to the reduction of equity. 
Because the lease portfolio in Kingfisher is associated with company operations, the structure 
of assets owned and the proportion of leased assets will directly affect the result. 

In later years, as the Kingfisher’s financial statements are prepared based on the assumption of 
going concern, the company continually performs their transformation plan that keeps 
expanding business in economical areas while exiting lower profit countries, representing a 
highly uncertain structure of lease contracts. Moreover, the group shows great concerns about 
developing the online sales and services for consumers so that the combination of selling 
distributions is full of possibility, may innovating the current operating model. For external 
environment, the purchasing behavior of consumers and local stores’ revenue can also 
influence the business expanding project. Besides, the current COVID-19 crisis leads many 
companies unable to afford their rent payments in the months ahead, the company should make 
difficult and considered choices in terms of lease arrangements to protect the financial and 
operational positions of business.  

5. Conclusion 

The purpose of the IASB, through the adoption of IFRS 16, is to develop a process of 
convergence and transparency toward lease accounting that is widespread among most 
companies. In this paper, we illustrate the main features and differences of a new lease model 
by comparing with IAS 17. The selected company, Kingfisher, is used to examine the practical 
situations of financial information and disclosure and test whether the actual results in a 
representative company accord with the predicted theories and predictions. Nevertheless, 
since the analysis is only about Kingfisher, belonging to the retail industry, in 2018/19, the 
current conclusion may not suitable to reach the same in future years or even in different 
industries. But this case already acts as a practical expedient provided to other companies, 
which may remind them to take some transitional plans to better accommodate the 
adjustments. In the future, more comprehensive samples should be chosen and classified in 
manners to obtain the presence of IFRS 16 and the subsequent effects in companies. 
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6. Appendix 

6.1. The implementation timeline from IAS 17 to IFRS 16 

 

 
Figure 1. The diagramme summarises the key stages in IFRS 16’s development 

 

 
Figure 2. The transition timeline (for an entity that produces interim financial statements half-

yearly) is summarised in the diagramme 

 

IFRS 16 provides lessees with a choice between two transition methods: 

• full retrospective application – with restatement of comparative information in accordance 
with IAS 8 ‘Accounting Policies, Changes in Accounting Estimates and Errors’  

• partial retrospective application – without restating comparatives. Under this approach the 
cumulative effect of initially applying IFRS 16 is recognised as an adjustment to equity at the 
date of initial application (DOIA) (eg 1 January 2019 for a lessee that adopts IFRS 16 on the 
effective date and has a 31 December year-end). 

6.2. The exclusions of adopting IFRS 16-[IFRS 16:3] 

 

Table 2. The exclusions of adopting IFRS 16-[IFRS 16:3] 
Scope exclusion Standard to apply 

Leases to explore for or use minerals, oil, natural gas and similar 
non-regenerative resources 

None specified. 

Leases of biological assets within the scope of IAS 41 Agriculture 
held by a lessee 

IAS 41 ‘Agriculture’ 

Service concession arrangements within scope of IFRIC 12 Service 
Consession Arrangements 

IFRIC 12 ‘Service Concession 
Arrangements’ 

Licences of intellectual property granted by a lessor within the 
scope of IFRS 15 Revenue from Contracts with Customers 

IFRS 15 ‘Revenue from Contracts 
with Customers’ 

Rights held by a lessee under licensing agreements within the 
scope of IAS 38 Intangible Assets for such items as motion picture 
films, video recordings, plays, manuscripts, patents and copyrights 

IAS 38 ‘Assets’ 
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6.3. Whether contract contains a lease-three steps evaluation 

 

 
Figure 3. If one of the following criteria cannot be met, the contract is not (does not contain) a 

lease. 

 

6.4. The background information about Kingfisher-according to the Annual 
report of 18/19 and 19/20 

Kingfisher plc is a home improvement company with over 1,300 stores in 10 countries across 
Europe.  

The ONE Kingfisher transformation plan, is leveraging the scale of the business by creating a 
unified company, was launched in 2016/17 to respond an unprecedented period of change, 
including the macroeconomic environment, weakened spending of UK customer and wider 
society of France. After the first three years, the benefits are in line with the initial plan, 
although the significant costs has been incurred. In the coming year, the company will press on 
with the latter stages of the transformation plan, and restore a strong customer and operational 
focus while ensuring to be a more efficient company. The company targets the following 
financial outcomes for the Group over the medium term, which combine market dynamics with 
initiatives to drive profitable growth. 

 

 
Figure 4. Kingfisher, 2018 

 

 
Figure 5. Kingfisher, 2018 

 

Financial statements in 2018/19 after restatements 

Is there an 
identified asset?

Does the 
customer have 

the right to obtain 
substantially all of 

the economic 
benefits from use 
of the identified 
asset throughout 
the period of use?

Does the 
customer have 

the right to direct 
the use of the 

identified asset 
throughout the 
period of use?

Contract is 
(contains) a lease
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Table 3. Kingfisher, 2019 
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6.5. The calculation of Kingfisher’s financial ratio 

 

Table 4. The calculation of Kingfisher’s financial ratio 
18/19 Before restatement After restatement 

Profitability   
GP 36.88% 36.95% 
OP 2.82% 4.11% 
AT 1.71 1.36 

ROCE 0.05 0.06 
   

Liquidity   
Current ratio 1.28 1.15 
Acid test ratio 0.30 0.26 

   
Efficiency   

Inventory turnover 127.37 127.53 
RPP 2.25 2.25 
PPP 69.33 69.41 

   
Gearing   
Gearing 0.38 0.41 

Interest cover 17.10 2.53 
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6.6. The information of lease portfolio in the future 

 

Table 5. Kingfisher, 2019 

 
 

References 

[1] Drusta, R. et al. (2011) The Nature of Accounting and the Chief Ethical Difficulty: True Disclosure. 
second edition. John Wiley & Sons, Ltd. 

[2] Fitó, M. A., Moya, S., & Orgaz, N. (2013) Considering the effects of operating lease capitalization on 
key financial ratios. Spanish Journal of Finance and Accounting /Revista Española de Financiación 
Y Contabilidad, 42(159), pp. 341–369. doi: https://doi.org/10.1080/02102412.2013.10779750 

[3] IASB (International Accounting Standard Board) (2005) IAS 17 Leases. London: IASB 

[4] IASB (International Accounting Standard Board) (2016a) IFRS 16 Leases. London: IASB 

[5] IASB (International Accounting Standard Board) (2016b) IFRS 16 Leases Basis for Conclusions. 
London: IASB 

[6] IASB (International Accounting Standard Board) (2016d) IFRS 16 Leases Project Summary and 
Feedback Statement. London: IASB 

[7] IASB (International Accounting Standard Board) (2016e) IFRS 16 Leases Effects Analysis. London: 
IASB 

[8] Kingfisher (2018) 2018/19 annual report & accounts - Kingfisher plc. Available at: https:// 
kingfisher. com/ content/ dam/ kingfisher/ Corporate/ Documents/ Investors/ Annual -Reports/ 
Kingfisher_Annual_Report_2019.pdf (Accessed: 3 November 2020) 

[9] Kingfisher (2019) 2019/20 annual report & accounts - Kingfisher plc. Available at: https://www. 
kingfisher. com/ content/ dam/ kingfisher/ Corporate/ Documents/ Investors/ Annual-Reports/ 
KF054-Book-LR-200625.pdf.downloadasset.pdf (Accessed: 3 November 2020) 

[10] Lückerath, M., & Bos, A. d. (2009) An Extensive Comparison of Operating-Lease Capitalisation 
Approaches and Their Unavoidable Assumptions. Available at: https:// ssrn. com/ abstract 
=1411695 (Accessed: 6 December 2020) 

[11] Maynard, J. (2017) Financial accounting reporting and Analysis. second edition. United Kingdom: 
Oxford University Press. 

https://doi.org/10.1080/02102412.2013.10779750


Volume 2 Issue 5, 2021 

DOI: 10.6981/FEM.202105_2(5).0012 

98 

Frontiers in Economics and Management 

ISSN: 2692-7608 

[12] Morales-Díaz, J. and Zamora-Ramírez, C. (2017) ‘Effects of IFRS 16 on Key Financial Ratios: A New 
Methodological Approach’, Accounting in Europe. Vol. 15. Núm. 1. Pag.1-33.doi:10.1080/ 17449480. 
2018.1433307 

[13] Nuryani, N. et al. (2015) ‘Capitalization of Operating Lease and Its Impact on Firm’s Financial Ratios’, 
Social and Behavioral Sciences. Available at: https://doi.org/10.1016/j.sbspro.2015.11.034 
(Accessed: 8 December 2020) 

[14] Pardo, F. et al (2015) ‘OPERATING LEASES: AN ANALYSIS OF THE ECONOMIC REASONS AND THE 
IMPACT OF CAPITALIZATION ON IBEX 35 COMPANIES’, In Congreso AECA, pp. 1–5. doi: 
https://doi.org/10.1007/s13398-014- 0173-7.2  

[15] Peprnı´cˇkova, M. (2018) ‘What Are the Origins of New Leasing Conceptual Models and How These 
Models Are Coming True in IFRS 16?’, Springer Proceedings in Business and Economics. doi: 
https:// doi.org/10.1007/978-3-319-68762-9_31 

[16] Plotnikov, V.S. (2017) On the theoretical aspects of the international standard IFRS 16 “Leases”. Int. 
Account. 20(1), pp. 2–15.  

[17] US SEC (2005) Report and Recommendations Pursuant to Section 401(c) of the Sarbanes-Oxley Act 
of 2002 On Arrangements with Off-Balance Sheet Implications, Special Purpose Entities, and 
Transparency of Filings by Issuers. Available at: https://www. sec.gov/ news/ studies/ 
soxoffbalancerpt. pdf (Accessed: 5 December 2020) 

[18] Weidner, DJ. (2016) ‘New FASB rules on accounting for leases: a Sarbanes-Oxley promise delivered’, 
Business & Economics Paper No. 16-14. Available at: https://ssrn.com/abstract=2847821 
(Accessed: 5 December 2020). 

https://doi.org/10.1016/j.sbspro.2015.11.034
https://doi.org/10.1007/s13398-014-%200173-7.2

