
Need to know
IASB proposes to amend IFRS 16 Leases regarding  
COVID-19-related rent concessions

 • The changes proposed in the ED would amend IFRS 16 to:

 – provide lessees with a practical expedient that relieves a lessee from assessing 
whether a COVID-19-related rent concession is a lease modification; 

 – require lessees that apply the practical expedient to account for  
COVID-19-related rent concessions as if they were not lease modifications; 

 – require lessees that apply the practical expedient to disclose that fact; and 

 – require lessees to apply the practical expedient retrospectively in accordance with 
IAS 8, but not require them to restate prior period figures.

 • No changes are proposed to lessor accounting.

 • The proposed amendment would be effective for annual reporting periods beginning 
on or after 1 June 2020. Earlier application is proposed to be permitted, including 
in financial statements not yet authorised for issue at the date the amendment is 
published. 

 • Comments on the proposals are requested by 8 May 2020.

This Need to know addresses the proposed amendment to IFRS 16 Leases set out in 
Exposure Draft ED/2020/2 Covid-19-Related Rent Concessions (Proposed amendment to  
IFRS 16) (the ‘ED’) published by the International Accounting Standards Board (IASB) in  
April 2020.

For more information please see 
the following websites:

www.ukaccountingplus.co.uk

www.deloitte.co.uk
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Observation
The IASB is not proposing changes to lessor accounting because it does not expect lessors to face the 
same practical challenges as lessees in accounting for COVID-19-related rent concessions. In reaching this 
conclusion, the IASB considered that:

 • For many lessors with a large volume of leases, leasing is a core part of their business. 

 • Unlike lessees, lessors have not recently implemented a new accounting model for their leases.

 • Many of the real estate leases for which COVID-19-related rent concessions are being provided would 
be operating leases for the lessor. Lessor accounting for modifications to operating leases requires no 
remeasurement of amounts recognised in a lessor’s statement of financial position. 

In the case of a finance lease, lessors apply the requirements in IFRS 9 Financial Instruments to modifications. 
The information this accounting provides is considered useful for users of a lessor’s financial statements and is 
consistent with the required accounting for other financial instruments in the scope of IFRS 9. 

Background
COVID-19 has led many lessors to provide relief to lessees by deferring or relieving them of amounts that would 
otherwise be payable. In some cases this is through negotiation between the parties, but can be as a consequence 
of a government encouraging or requiring that the relief be provided. 

IFRS 16 requires lessees to assess whether changes to lease contracts are lease modifications as this term is 
defined in the Standard and, if so, the lessee must remeasure the lease liability using a revised discount rate. The 
IASB has been advised that lessees would face significant practical challenges in identifying which  
COVID-19-related lease concessions meet the definition of lease modifications and, for those that are, in applying 
the required accounting.

The proposed amendment is intended to provide practical relief to lessees in accounting for rent concessions 
arising as a result of COVID-19.

The proposed amendment
Practical expedient  
The IASB proposes that IFRS 16 be amended, by adding the following practical expedient: 

A lessee may elect not to assess whether a COVID-19-related rent concession is a lease modification. A lessee 
that makes this election shall account for any change in lease payments resulting from the COVID-19-related 
rent concession the same way it would account for the change applying IFRS 16 if the change were not a lease 
modification.

The practical expedient would apply only to rent concessions occurring as a direct consequence of COVID-19 and 
only if all of the following conditions are met:

Lessees that apply the exemption would be required to disclose that fact.

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

Any reduction in lease payments affects only payments originally due in 2020 (a rent concession would meet 
this condition if it results in reduced lease payments in 2020 and increased lease payments that extend beyond 
2020); and

There is no substantive change to other terms and conditions of the lease.

(a)

(b)

(c)
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Observation
The IASB was mindful of the risk of the practical expedient being applied too broadly, which could result in 
unintended consequences. Therefore, the IASB is proposing to limit the scope of the practical expedient so 
that it applies only to rent concessions that occur as a direct consequence of COVID-19. 

The practical expedient is a departure from the requirements in IFRS 16 and is proposed only to provide 
lessees with practical relief during COVID-19. The IASB decided that lessees should not be required to depart 
from the requirements in IFRS 16—some lessees (for example, those with systems to address changes in 
lease payments) may prefer to apply the existing requirements to all changes in lease contracts throughout 
COVID-19. The IASB therefore proposes to permit, but not require, a lessee to apply the practical expedient. 

If a lessee chooses to apply the practical expedient, it would apply the practical expedient consistently to all 
lease contracts with similar characteristics and in similar circumstances.

Accounting for changes in lease payments applying the exemption 

A lessee that applies the practical expedient would generally account for:

 • A reduction in lease payments as a negative variable lease payment. This means a lessee would generally 
recognise the variable payment in profit or loss in the period in which the event or condition occurs. The lessee 
would also derecognise that part of the lease liability that has been extinguished by the forgiveness of lease 
payments. This is consistent with IFRS 9:3.3.1, which requires an entity to remove a part of a financial liability from 
its balance sheet when, and only when, it is extinguished.  

 • A change in lease payments that reduces payments in one period but proportionally increases payments 
in another (such that there is no change to the overall consideration, only the timing of individual payments 

changes), by continuing to reduce the lease liability for payments made to the lessor. 

If the lease payments are reduced in one period but increased by a lower amount in a later period (hence the total 
consideration is lower) the change in lease payments incorporates both a forgiveness of payments and deferred 
lease payments. 

The lease liability recognised by a lessee applying the practical expedient would represent the present value of 
future lease payments owing to the lessor.

Transitional provisions, effective date and comment period
It is proposed that lessees are required to apply the amendment retrospectively in accordance with IAS 8 
Accounting Policies, Changes in Accounting Estimates and Errors, but not require them to restate prior period figures. 
Instead, a lessee would recognise any difference arising on initial application of the amendment in the opening 
balance of retained earnings (or other component of equity, as appropriate) at the beginning of the annual 
reporting period in which the lessee first applies the amendment. 

A lessee shall apply the amendment for annual reporting periods beginning on or after 1 June 2020. Earlier 
application is permitted, including in financial statements not yet authorised for issue at the date when the 
amendment is published. 

Comments on the proposals are requested by 8 May 2020.

Further information
If you have any questions about the amendment to IFRS 16 please speak to your usual Deloitte contact.
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This publication has been written in general terms and we recommend that 
you obtain professional advice before acting or refraining from action on any 
of the contents of this publication. Deloitte LLP accepts no liability for any loss 
occasioned to any person acting or refraining from action as a result of any 
material in this publication.

Deloitte LLP is a limited liability partnership registered in England and Wales with 
registered number OC303675 and its registered office at 1 New Street Square, 
London EC4A 3HQ, United Kingdom.

Deloitte LLP is the United Kingdom affiliate of Deloitte NSE LLP, a member firm of 
Deloitte Touche Tohmatsu Limited, a UK private company limited by guarantee 
(“DTTL”). DTTL and each of its member firms are legally separate and independent 
entities. DTTL and Deloitte NSE LLP do not provide services to clients. Please click 
here learn more about our global network of member firms.

© 2020. Deloitte LLP. All rights reserved.

The Deloitte Accounting Research Tool (DART) is a comprehensive online library of accounting and financial 
disclosures literature. GAAP in the UK on DART allows access to the full UK accounting and IFRS Standards, 
linking to and from:

 • Deloitte’s authoritative, up-to-date, GAAP in the UK manuals which provide guidance for reporting under UK 
accounting and IFRS Standards; and

 • Model financial statements for both listed and unlisted entities.

To apply for a subscription to DART, click here to start the application process and select the appropriate GAAP 
in the UK package.

For more information about DART, including pricing of the subscription packages, click here.
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