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Effective January 2019, IFRS 16 superseded IAS 17 Leases (and related Interpretations).   
Previously with IAS 17, leases were categorized mainly into two, finance lease and 
Operational lease.  In accordance with IAS 17, most leases were predominantly 
operating leases, hence they were off balance sheet items. Under IFRS 16, lessees are 
now having to apply a single accounting model for all leases, with certain exemptions. 
There is however, no change in the treatment of leases under lessors. 



General requirements for lessees  are to:

• Identify a lease - A contract is, or contains, a lease if the contract conveys the right 
to control the use of an identified asset for a period of time in exchange for a 
consideration.

• Estimate the  lease term: A lease term should be over a minimum period of 
12months.  Leases of a period 12months and below as well as low value assets are 
exempt under IFRS 16 requirements.  

• Under the provisions of IFRS 16, a lessee is required to recognize a right-of-use asset
representing its right to use the underlying leased asset and a lease liability 
representing its obligation to make lease payments.



• Initial measurement of the right-of-use asset and lease liability (initially recognize and 
measure right-of-use assets and lease liabilities at the commencement date. The IASB requires a cost measurement 
basis for the right-of-use asset and lease liability, with cost measured by reference to the present value of the lease 
payments and any initial direct costs )

• Lease term: options to extend or terminate a lease 
• Discount rate, determination  and reassessment thereof  
• Lease payments: Fixed vs variable
• Residual value guarantees  and options to purchase the underlying asset 
• Subsequent measurement of the right-of-use asset and lease liability

- Impairment of the right-of-use asset  
- Reassessment of variable lease payments that depend on an index or a rate 
- Reassessment of residual value guarantees 



There are basically two options permissible to determining the discount rate, either interest rate 
implicit in the lease OR Incremental borrowing rate (IBR).  

Option 1: interest rate implicit in the lease.  The rate may only be applied if it can be readily 
determinable. The determination  would be based on the fair value of the underlying asset.  In most cases it is 
often difficult to obtain information to determine this value hence highly unlikely that the rate can be readily 
determinable hence the preference to use the Incremental borrowing rate (IBR)  

Option 2: Incremental borrowing rate.  The incremental borrowing rate is an interest rate specific to the 
lessee that reflects: • the credit risk of the lessee • the term of the lease • the nature and quality of the security • the amount ‘borrowed’ by 
the lessee, and • the economic environment (the country, the currency and the date that the lease is entered into) in which the 
transaction occurs.

Again option 2 has its fair share of challenges.  The credit risk profile may not necessarily be aligned to that of the lease profile in terms of 
the duration of the obligations vs the term of the lease, the economic environment, such as for those with predominately external 
borrowings as well as the currency.  

Over and above the general challenges, there are challenges 
associated with the Macro economic environment in Zimbabwe



The Zimbabwean Economic environment is characterized by high rates of inflation, currently 
averaging 171% (year on year)

In an attempt to preserve value of their rental income, lessors link their lease payments to a CPI 
index, inflation, exchange rates, volume of output by the lessee or just regularly review their lease 
rentals 

The pertinent issue here is how to account for the changes in the lease payments and the possible 
impact on the lease liability and ROU Asset.  The volatility created  by the varying monthly rentals 
poses a challenge in the fair value determination of the right of use asset using the present value 
technique.  This entails an ever changing ROU asset value.   



IFRS 16 states that  at the commencement date, the lease payments included in the measurement 
of the lease liability comprise variable lease payments that depend on an index or a rate, initially 
measured using the index or rate as at the commencement date

In addition, that a lessee should reassess

variable lease payments that are determined by reference to an index or a rate

only when there is a change in the cash flows resulting from a change in the

reference index or rate (i.e. when the adjustment to the lease payments takes

effect). This approach is considered by IASB to be less complex and costly to apply

than requiring a lessee to reassess variable lease payments at each reporting

date. Indeed more so in our environment

The rate used to discount the lease payments is however the original rate used at the 
commencement of the lease. 

This, however, posses another challenge in a hyper inflationary environment like ours as can be 
illustrated in the example below



BS Limited leases a building with a lease contract of 4years 6 months.  The incremental borrowing rate is 
40%.  The lessor's Lease payments are indexed to a combination of CPI and exchange rate producing 
varying monthly rentals.   This results in the present value (ROU) of the asset as depicted in the table 
below. 

As can be depicted from the table above, the result is ROU with a different value on a monthly basis.  

Period of lease 
in years

Period of lease in 
months

Lease start 
date Month 

Monthly rental 
(ZWL$)

Interest 
rate

PV on 1 January 
2020

4.50 54 1-Jan-21January 8,704.23 40.00% ZWL       216,677.30 
4.33 52 1-Feb-21February 9,503.00 40.00% ZWL       233,272.18 
4.33 52 1-Mar-21March 9,706.00 40.00% ZWL       236,491.11 
4.33 52 1-Apr-21April 9,801.00 40.00% ZWL       236,965.02 
4.08 49 1-May-21May 10,602.00 40.00% ZWL       254,273.68 
4.08 49 1-Jun-21June 10,957.00 40.00% ZWL       260,590.44 
4.08 49 1-Jul-21July 11,250.00 40.00% ZWL       265,227.49 
3.83 46 1-Aug-21August 13,480.00 40.00% ZWL       314,914.85 
3.83 46 1-Sep-21September 17,980.00 40.00% ZWL       416,063.62 
3.83 46 1-Oct-21October 18,105.00 40.00% ZWL       414,816.37 
3.83 46 1-Nov-21November 35,000.00 40.00% ZWL       793,639.91 
3.50 42 1-Dec-21December 85,700.00 40.00% ZWL   1,922,360.14 



The COVID-19 crisis has resulted in concessions being granted to many commercial 
leases

Previously under IFRS 16, rent concessions often met the definition of a lease 
modification, unless they were envisaged in the original lease agreement.

The IASB issued an amendment to IFRS 16 which introduces an optional practical 
expedient that simplifies how a lessee accounts for rent concessions that are a direct 
consequence of COVID-19

Amendment is effective for periods beginning on or after 1 June 2020, with earlier 
application permitted.



 If the rental change is as  a 

 direct consequence of COVID 19 pandemic 

 lease payments result in revised consideration for the lease that is substantially the same as, or 
less than, the consideration for the lease immediately preceding the change 

 payments are originally due on or before 30 June 2020 

 there are no substantial changes to other terms and conditions 

 the lessee elect to apply the practical expedient to all rent concession relating to leases with 
similar characteristics and in similar circumstances



 If the answers to the above are on the affirmative, the lessee 

 Lessee does not account for the change in lease payments a lease 
modification. 

 Lessee accounts for the change in lease payments as if it were not a lease 
modification, which in many cases will be accounted for as a variable 
lease payment. 

 If accounted for as a variable lease payment, the concession is accounted 
for in profit or loss in the period in which the event or condition that triggers 
those payments occurs. 




