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Cover Note

Objective

1

The objective of this session is to inform EFRAG FR TEG and EFRAG UP members about IASB
feedback from the Post-Implementation Review (PIR) of IFRS 16 and the related tentative
decisions affecting the Statement of Cash Flows and Related Matters project (SCF project).

This session will not cover other IASB’s PIR IFRS 16 related tentative decisions. Those
decisions will be discussed separately. Nevertheless, Appendix 1 includes an overview of
the project status, including the tentative decisions made by the IASB on the ongoing costs
for lessees of applying the measurement requirements in IFRS 16 and the usefulness of
information resulting from lessees applying judgement, and the expected timing of the
project.

Background of the project

3

In June 2024 the IASB began the PIR of IFRS 16 and conducted outreach with consultative
groups and other stakeholders to inform the request for information which was published
on 17 June 2025.

EFRAG published based on extensive outreach with a wide range of stakeholders its final
comment letter (FCL) on 23 October 2025. In its FCL, EFRAG addressed several high priority
topics where standard setting seems to be necessary. Areas for targeted improvements
included conceptual issues regarding the presentation and disclosure of cash flow
information, including:

(a)  Difficulty connecting or reconciling the statement of cash flows to the other primary
financial statements (statement of financial performance and statement of financial
position);

(b)  Classification of lease-related cash flows as stakeholders, mostly preparers,
questioned whether splitting lease payments across operating and financing
categories, and the breakdown of lease payments between principal interest
components was faithfully representing lease transactions;
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(c)  Comparability between leasing versus purchasing of an asset as stakeholders, mostly
users, indicated a preference for lease transactions to be reflected similarly to asset
purchases financed by debt in the statement of cash flows; and

(d) Disclosures, as users expressed the need for clearer disclosures, while preparers
found current requirements complex and costly.

EFRAG encouraged the IASB to take this feedback into consideration as part of its SCF
project.

EFRAG’s comment letter also raised significant concerns on the complexity of distinguishing
between a lease and an in-substance purchase due to lack of clear guidance. This causes
diversity in practice as transactions that are in-substance purchases of assets may be
accounted for differently (either as leases or as purchases of assets), affecting
comparability in the financial statements, including the statement of cash flows, and key
performance indicators. EFRAG’s comment letter requested the IASB to provide additional
guidance on the definition of a lease to distinguish between these transactions.

IASB’s tentative decisions

7

The IASB tentatively decided to explore requiring lessees to disclose the components of the

total cash outflow for leases together with the line item in the statement of cash flows in

which each component is presented. The IASB tentatively decided to explore this matter in

its statement of cash flows (SCF) project.
The IASB tentatively decided to take no action in response to stakeholder feedback on:

(a)  the classification and presentation of lease-related cash flows by lessees; and

(b)  thelack of comparability between the cash flows of lessees and those of entities that

borrow to buy assets.

The IASB directed the staff to share the feedback described in (a) and (b) with the staff
working on the project on the SCF project.

The IASB tentatively decided to take no action in response to other matters raised by
stakeholders related to the usefulness of information about lessees’ lease-related cash
flows, including developing requirements to distinguish a lease from an in-substance

purchase of an asset.

IASB staff agenda paper

10

This section was prepared based on the IASB staff agenda paper AP7: Usefulness of

information about lessees' lease-related cash-flows.

Disclosing the components of the total cash outflow for leases together with the line item in the
statement of cash flows in which each component is presented

11

Feedback received by the IASB

Some IASB’s stakeholders, including some users, outlined that lease-related cash flow
information is fragmented and complex for users to understand. They noted that:

(a) classifying lease-related cash flows in operating and financing categories, as well as
splitting a single, fixed lease payment between principal and interest components
obscures the total cash outflow related to leases. This complicates analysis in sectors
where variable lease payments are significant;
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(b)  There is insufficient information to link lease-related information across financial
statements; and

(c) Disclosure requirements are inconsistently applied. There is sometimes insufficient
detail about total cash outflows or information is not presented in a single place.

EFRAG’s comment letter highlighted similar issues to those included in paragraphs 11(a)
and 11(b) above. On disclosures, the comment letter outlined the contrasting views
between users who asked for clearer disclosures, and preparers who raised concerns about
the cost and complexity of some of them.

IASB’s staff assessment

The 1ASB staff acknowledged that concerns about fragmentation and complexity of lease
related CF information have substantial consequences and are pervasive.

The IASB staff was of the view that one of the main contributors to stakeholders’ concerns
were the differing views of the nature of lease arrangements (i.e. some users view leases
as financing activities while others view them as operating activities) which causes the
classification and presentation of lessees’ lease-related cash flows not to provide useful
information for all users. In addition, concerns were also related to:

(a)  lack of clarity in relation to which cash outflows lessees are required to include when
disclosing their total cash outflow for leases;

(b)  difficulty for users to understand how leases have affected different sections of the
statement of cash flows;

(c) insufficient information to allow users to link lease-related information between the
balance sheet, the income statement and the statement of cash flows; and

(d)  non-compliance with some of the requirements in IFRS 16.

Paragraph 53(g) of IFRS 16 requires entities to disclose the total cash outflow for leases for
the reporting period. The IASB decided to require a lessee to disclose a single figure for
lease cash outflows in the financial statements because the classification of lease-related
cash flows would be fragmented across different categories in the statement of cash flows.
Despite the IASB’s rationale for requiring a single figure, including all lease-related cash
outflows, to be disclosed, the feedback in the PIR indicates that this information is not
always clear for users or presented in a single location and that users have difficulties to
reconcile the disclosed total cash outflow for leases with the amounts presented in the
statement of cash flows.

The IASB staff also conducted Al research to assess entities’ compliance with the disclosure
requirement and found diversity in how entities satisfy the requirement and lack of clarity
on the composition of the total cash outflow amount. The IASB staff was of the view that
requiring entities to disclose the components of the total cash outflow for leases and the
location of those components in the statement of cash flows could improve the usefulness
of information for users. This approach could allow the IASB to clarify which components
should be included in the total cash outflow for leases, thereby improving the consistent
application of paragraph 53(g) of IFRS 16.

Such information would enhance comparability between entities and help users better
understand the relationship between the statement of cash flows and the statement of
profit or loss. Information about the components of the total cash outflow for leases and
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their location in the statement of cash flows should be readily available for lessees and
therefore the IASB staff considered to be unlikely that preparers would incur significant
additional costs to comply with the improved requirements in paragraph 53(g) of IFRS 16.

IASB discussion

The discussion around the IASB staff recommendation mainly focused on whether this
issue should be part of the SCF project or its own pipeline project. Many members spoke
for addressing this issue as part of the SCF project because of the timing of that ongoing
project, however some members pointed out that the matter was too lease-specific for it
to be added to the SCF project.

12 out of 13 members agreed with the IASB staff to address this issue and 11 out of 13
agreed to do it as part of the SCF project.

Classification and presentation of lease-related cash flows by lessees

20
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Feedback received by the IASB

Many stakeholders argued that classifying lease payments as financing cash flows under
IFRS 16 does not reflect their operating nature (especially in lease-intensive industries such
as retail or airlines) and conflicts with how businesses and users analyse cash flows,
including KPIs such as free cash flow, often leading to adjustments and inconsistent
practices.

Some users do not consider leases as debt-like transactions or noted that the current
classification makes it hard to calculate some key metrics for their analyses.

A few stakeholders noted inconsistencies in practice on how lessees classify cash flows
related to advance payments or incentives received by lessors. They requested clarification
from the IASB.

EFRAG’s comment letter highlighted similar issues to those included in paragraph 20 above.

IASB’s staff assessment

The IASB staff acknowledged that concerns about classifying lease payments have
substantial consequences and are pervasive.

The IASB staff considered that classifying principal payments within financing activities is
conceptually consistent with treating the lease liability as a financial liability in the
statement of financial position. They also noted that classifying all lessees’ lease-related
cash outflows within operating activities might be inconsistent with how most stakeholders
treat and analyse leases (that is, as debt-like transactions) and that permitting different
presentation of cash flows based on the specific characteristics of lease transactions would
result in reduced comparability and might lead to enforcement challenges and increased
diversity in practice.

The IASB staff performed desktop research on lease-related alternative performance
measures observing diversity in practice in the treatment of lease liabilities in net debt
measures (being leases both; included and excluded in net debt). They are of the view that
this diversity in practice reflects differing views on the nature of lease payments.

They considered that it might not be feasible to provide a solution to the classification and
presentation of lessees’ lease-related cash flows that would meet the information needs
of all users. In addition, they noted that IFRS 18 had removed presentation alternatives for
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interest cash flows for most entities which might address some of the stakeholders’
concerns.

The IASB staff recommended considering the feedback holistically within the IASB’s SCF
project, as it would allow broader implications to be considered and principles can be
considered consistently across standards.

IASB discussion

The discussion, including both Classification and presentation of lease-related cash flows
by lessees and Lack of comparability between the cash flows of lessees and those of entities
that borrow to buy assets mostly revolved around whether the feedback from the RFI
should be passed over to the SCF project, as recommended by the IASB staff.

Some IASB members felt this was unnecessary, warning that it could create undue
expectations and overstretch the PIR process, while others supported sharing the feedback
as relevant input to the SCF team without creating a new work stream.

The IASB members agreed that the decision would be ‘no action’ within the PIR project and
that the feedback received would be handed over to the SCF project. 12 out of 13 IASB
members agreed with this.

Lack of comparability between the cash flows of lessees and those of entities that borrow to buy

assets.

32

33

34

35

Feedback received by the IASB

Some users and a few other stakeholders said that it is difficult to compare leases with
entities that borrow to buy assets due to non-existent, insufficient or hard-to-find
information on non-cash lease transactions. Some considered that the IASB should require
lessees to present non-cash movements on the lease commencement date. A few
considered that requirements for non-cash transactions in IAS 7 are in general unclear or
insufficient.

EFRAG’s comment letter explained that some users share the concerns with the feedback
received by the IASB regarding comparability between leases and asset purchases financed
by debt, both recognising their economic similarity.

IASB’s staff assessment

The IASB staff acknowledged that while the feedback in the PIR is limited, the importance
about the information about non-cash transactions have substantial consequences and is
pervasive. However, as non-cash transactions extend beyond leases, the IASB staff
considered that improvements to financial information about non-cash transactions
requires in general a broader, holistic approach. Therefore, the IASB Staff recommended
considering this issue as part of the SCF project.

IASB discussion

See paragraphs 29 to 31 above.

Other matters raised by stakeholders.

36

The following suggestions were raised by a few IASB stakeholders:

(a)  Additional disclosure requirements; and
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(b) Developing requirements to distinguish a lease from an in-substance purchase of an
asset and for the classification and presentation of cash flows related to in-substance
purchases.

The IASB Staff did not recommend acting on these matters because the feedback did not
suggest that the matters are pervasive, have substantial consequences or that the benefits
of any actions would justify the costs.

Additional disclosure requirements

The following additional disclosure requirements were suggested:

(a) To require lessees to provide a reconciliation of lease-related cash flows with lease-

related expenses. The IASB staff was of the view that the recommendation included

in paragraph 16 of improving the total cash outflows disclosure could help users
better understand the link between the two primary financial statements.

(b) To determine time bands and require lessees to disclose a maturity analysis of their
lease liabilities applying these time bands. The IASB staff reminded that at the time
of developing IFRS 16 it was considered that IFRS 7 requirements allowing judgment
on the selection of time bands for maturity analysis and requiring disclosure of

undiscounted cash flows was appropriate for leases as it was aligned with the
requirements for other financial liabilities.

(c) Torequire lessees to disclose sensitivity analysis for variable lease payments that are
not included in the measurement of the lease liability. The IASB staff reminded that
paragraph 59 of IFRS 16 requires a lessee to disclose additional qualitative and
guantitative information to meet the disclosure objective. As per paragraph B49 of
IFRS 16 this may include additional information related to variable lease payments
not reflected in the measurement of lease liabilities.

Requirements to distinguish a lease from an in-substance purchase of an asset

The IASB staff reminded that when developing IFRS 16, the IASB considered but decided
not to provide requirements to distinguish a lease from a purchase of an asset, because
there was little support from stakeholders. In addition, accounting for leases would be
similar to that of purchases applying the requirements of IAS 16, though the IASB staff
acknowledged that this similarity does not extend to the presentation of cash flows
because cash flows related to purchases of assets are presented differently from lease-
related cash flows.

The IASB staff considered that the IASB’s tentative decisions already made in the SCF
project related to the assessment of potential ways to improve the information about non-
cash transactions and the principles for the classification of cash flows might address some
of stakeholders’ concerns relating to the consequences of the lack of explicit criteria for
distinguishing a lease from an in-substance purchase.

EFRAG Secretariat views

41

The IASB has broadly followed EFRAG’s recommendations to consider feedback on lease-
related cash flows within the statement of cash flows and Related Matters project. This
approach enables the IASB to address these issues holistically by considering transactions
beyond leases and developing general principles.
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The EFRAG Secretariat supports the exploration of a disclosure requirement for entities to
present the components of total lease-related cash outflows and their location within the
statement of cash flows, reinforcing the requirements in paragraph 53(g) of IFRS 16. Such
disclosure would enable users to make non-IFRS adjustments, where necessary, thereby
improving comparability across entities. It would also strengthen the linkage between the
statement of cash flows and other financial statements.

The EFRAG Secretariat appreciates that assessing improvements to information on non-
cash transactions within the statement of cash flows project may enhance comparability
between leases and the purchase of assets. However, we regret that the IASB has not
provided additional guidance on the definition of a lease to prevent entities from
inappropriately accounting for asset purchases as leases. The absence of explicit criteria to
distinguish a lease from an in-substance purchase has implications that extend beyond the
statement of cash flows. As highlighted in EFRAG’s comment letter, such inappropriate
accounting can significantly affect the overall presentation of transactions and disclosures,
and may also influence the measurement of transactions, particularly where variable
payments are involved, affecting key performance indicators.

44

45

Questions for EFRAG FR TEG-and UP members

Do you agree with the IASB’s tentative decision to explore a disclosure requirement that
require entities to disclose the components of the total cash outflow for leases and the
location of those components in the statement of cash flows, reinforcing the
requirement in paragraph 53(g) of IFRS 16? Do you agree they do it within the SCF
project?

Do you have comments on the other tentative decisions taken by the IASB?
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Appendix 1 — Project status

Discussed

46  The IASB met in January and February 2026 to discuss the feedback received on the RFI, a
plan for the next phase of the project and an updated review of academic
literature relevant to the PIR IFRS 16.

47  For the following topics the feedback was discussed by the IASB and tentative decisions
were taken:

(a) Ongoing costs for lessees of applying the measurement requirements (March 2026):
The IASB will explore the feasibility of reducing costs relating to:
(i) Remeasurement of the lease liability; and
(i)  Discount rates.

The IASB decided not to take action in response to stakeholder feedback on costs for
lessees arising from:

(i) The clarity of guidance for remeasurements of the lease liability
(i)  The requirement to use the rate implicit in the lease

(iii)  The clarity of guidance for determining discount rates

(iv)  Recognition exemptions

(v)  Disclosure requirements

(vi)  The clarity of guidance for portfolio application of IFRS 16

(vii) Intragroup leases

(viii) The requirements for determining lease terms.

(b)  Usefulness of information resulting from lessees’ application of judgement (March
2026):

The IASB decided not to add a research project to its projects pipeline to explore
making targeted improvements to requirements affecting the usefulness of
information resulting from lessees applying judgement relating to:

(i) The lease term; and
(i)  The discount rate.

The IASB decided not to take action in response to other matters related to lessees’
judgement that stakeholders raised in response to Question 2 in the Request for
Information. Specifically, the IASB decided:

(iii)  Not to provide additional guidance or illustrative examples for determining
the lease term, not to simplify the requirements for determining the lease
term and not to develop specific requirements for lessees to disclose items of
information related to the lease term

(iv) Not to provide additional guidance or illustrative examples for determining
discount rates, not to develop specific requirements for lessees to disclose
items of information related to the discount rate
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(v)  Not to develop specific disclosure requirements for variable lease payments

(vi) Not to provide clarifications, additional application guidance or illustrative
examples to help entities determine whether some lease payments are

- In-substance fixed lease payments
- Variable lease payments that depend on an index or a rate; or
- Variable lease payments that do not depend on an index or a rate

(vii)  Not to take action in response to other judgement-related matters raised by a
few stakeholders in response to Question 2 in the RFI.

(c)  Usefulness of information about lessees’ lease-related cash flows (April 2026); see

paper above.

Next steps

48  The IASB is expected to discuss and make decisions on the various PIR IFRS 16 issues raised
by stakeholders on the following dates:

(@)  Applying IFRS 16 with other IFRS Accounting Standards (May 2026);
(b)  Other matters relevant to the assessment of the effects of IFRS 16 (June 2026);
(c)  Potential improvements to future transition requirements (Q3 2026); and

(d)  Overall assessment of IFRS 16 (Q3 2026).
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