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ICAEW welcomes the opportunity to comment on the preliminary consultation document regarding
the endorsement of IFRS 16 Leases, published by the EFRAG on 12 October 2016, a copy of
which is available from this link.
This response of 28 November 2016 has been prepared on behalf of ICAEW by the Financial
Reporting Faculty. Recognised internationally as a leading authority on financial reporting, the
Faculty, through its Financial Reporting Committee, is responsible for formulating ICAEW policy on
financial reporting issues and makes submissions to standard setters and other external bodies on
behalf of ICAEW. The Faculty provides an extensive range of services to its members including
providing practical assistance with common financial reporting problems.
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working in the public interest. ICAEW’s regulation of its members, in particular its responsibilities in
respect of auditors, is overseen by the UK Financial Reporting Council. We provide leadership and
practical support to over 146,000 member chartered accountants in more than 160 countries,
working with governments, regulators and industry in order to ensure that the highest standards
are maintained.
ICAEW members operate across a wide range of areas in business, practice and the public sector.
They provide financial expertise and guidance based on the highest professional, technical and
ethical standards. They are trained to provide clarity and apply rigour, and so help create long-term
sustainable economic value.
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MAJOR POINTS
The European Commission should endorse IFRS 16 as soon as possible
1. We have not conducted any detailed survey of preparers or users and accordingly have not
answered the detailed questions set out in the consultation document. Instead, we provide
below our high level thoughts on the endorsement of the standard. We continue to believe
that, when EFRAG reaches the endorsement recommendation decision, given its proactive
involvement in the development of IFRS, detailed questioning and surveys tend to duplicate
the IASB due process. EFRAG should at this stage consider the standard as a package in
terms of its overall impact, taking into account evidence already submitted to both EFRAG and
the IASB.
2. We encourage EFRAG to recommend that the European Commission endorses IFRS 16 as
soon as possible. This will remove any lingering uncertainty about the applicability of the
standard within the EU and allow those reporting entities affected sufficient time to implement
its requirements.
3. We have followed the development of the new standard closely and have commented in detail
at each stage of the IASB’s due process. We are confident that IFRS 16 meets the technical
criteria for endorsement by the EU. In other words, we believe that the standard is not contrary
to the principle of true and fair view and meets the criteria of understandability, relevance,
reliability, comparability and raises no issues regarding prudent accounting. Moreover, we
believe that overall IFRS 16 is an improvement over current requirements and, as such, is
conducive to the European public good.
IFRS 16 is unlikely to endanger financial stability in Europe
4. We believe that IFRS 16 is unlikely to endanger financial stability in Europe. In fact, we think
the opposite is true. Bringing additional leases on-balance sheet will provide both preparers
and users of financial statements with more meaningful information about the gearing of
companies applying IFRS, which in turn should bring potential issues to light at an earlier
stage.
5. This is, perhaps, best illustrated by the table included on page 35 of the IASB’s effects
analysis, reproduced below:

6. This table highlights the extent of off-balance sheet lease commitments for a sample of
retailers that ultimately went into some form of reorganisation or liquidation. It illustrates how
different the financial leverage and operating flexibility of companies can be when the effect of
off-balance sheet lease commitments is taken into account.
7. Some investors and analysts, of course, use the information currently disclosed in the notes to
the financial statements to estimate assets and liabilities arising from off-balance sheet leases.
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But even where such estimates are made, they can be inaccurate due to the limited
information available. Putting such leases on-balance sheet will, undoubtedly, provide more
accurate information and – as noted above – should help to bring issues to light at an earlier
stage.
Costs and benefits
8. Implementing the standard will undoubtedly bring significant costs for many entities, and we do
not underestimate these. Nonetheless, we have no reason to doubt that overall those costs will
be outweighed overall by the benefits it will bring.
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