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Abstract 

The implementation of IFRS 16 has significantly altered corporate lease accounting by eliminating the 

distinction between finance and operating leases, requiring nearly all leases to be recognized on the 

balance sheet. This study examines the financial and strategic implications of IFRS 16 adoption in 

Australia, focusing on its effects on corporate financial statements, industry-specific challenges, 

market reactions, and regulatory responses. The findings indicate that IFRS 16 has led to increased 

reported liabilities, EBITDA inflation, and shifts in corporate lease management strategies, particularly 

in retail, aviation, and real estate sectors, where lease obligations are substantial. In response to these 

changes, firms have renegotiated lease terms, reconsidered asset ownership, and adjusted financing 

structures to mitigate the impact of higher reported debt levels. The transition has also influenced 

investor sentiment, initially causing stock price volatility, as financial markets adjusted to the new 

lease accounting framework. Additionally, credit rating agencies have reassessed corporate leverage 

ratios, resulting in credit rating adjustments for some lease-intensive firms. The study further explores 

potential refinements in disclosure requirements and regulatory guidance, emphasizing the long-term 

implications of IFRS 16 on corporate financing, investment decisions, and capital structure 

management. The findings suggest that while IFRS 16 has enhanced financial transparency and 

comparability, its implementation challenges require ongoing adjustments in accounting practices, 

investor analysis frameworks, and corporate financial policies. 

Keywords: IFRS 16, lease accounting, financial reporting, lease liabilities, EBITDA inflation, corporate 

financing, credit rating adjustments 

 

 

 

1. Introduction 

Lease accounting in Australia has undergone a 

fundamental transformation with the adoption 

of IFRS 16, which replaced IAS 17. This shift was 

driven by the need for greater transparency and 

comparability in financial reporting, particularly 

in industries where leasing plays a critical role. 

Under IAS 17, leases were classified into finance 

leases and operating leases, a distinction that 

allowed companies to keep certain lease 

obligations off their balance sheets. While 

finance leases required capitalization and 

recognition of lease liabilities, operating leases 

were treated as rental expenses, bypassing 

balance sheet reporting. This created significant 

discrepancies in financial statements, as 

companies with large operating lease 

commitments appeared less leveraged than they 
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actually were. Such reporting practices raised 

concerns about the distortion of key financial 

ratios, making it difficult for investors and 

analysts to assess the financial obligations of 

lease-intensive businesses. 

The transition to IFRS 16 was largely motivated 

by the desire to eliminate off-balance-sheet 

financing and enhance financial statement 

comparability across companies and industries. 

The Australian Accounting Standards Board 

(AASB) mandated IFRS 16 to ensure that lease 

accounting reflected the true economic 

substance of lease agreements rather than their 

legal form. By requiring nearly all leases to be 

recognized on the balance sheet, IFRS 16 aimed 

to provide a more accurate representation of 

corporate liabilities and asset utilization. The 

new standard also aligns Australian corporate 

reporting with global financial reporting 

frameworks, making it easier for international 

investors to evaluate financial statements. 

Furthermore, IFRS 16 is expected to reduce 

earnings manipulation, as companies can no 

longer classify leases as operating leases to 

artificially lower reported debt levels. 

The core change introduced by IFRS 16 is the 

replacement of the dual lease classification 

model with a single lease accounting model for 

lessees. Under IFRS 16, lessees must recognize a 

right-of-use (ROU) asset and a corresponding 

lease liability for nearly all leases. This means 

that companies now report lease expenses as 

depreciation and interest, rather than operating 

expenses, leading to changes in EBITDA 

calculations and overall profitability measures. 

Table 1 provides a summary of the key 

differences between IAS 17 and IFRS 16. 

 

Table 1. Key Differences Between IAS 17 and 

IFRS 16 

Feature IAS 17 IFRS 16 

Lease 

Classification 

Finance & 

Operating 

Leases 

Single Model 

(All 

Recognized) 

Balance Sheet 

Impact 

Only finance 

leases 

reported 

Nearly all 

leases 

capitalized 

EBITDA 

Impact 

Lease 

payments as 

operating 

expenses 

Lease expense 

replaced by 

depreciation & 

interest 

Impact on 

Debt Levels 

Operating 

leases 

excluded 

from 

liabilities 

Lease liabilities 

increase 

reported debt 

Sector Most 

Affected 

Limited 

impact on 

high-lease 

industries 

High impact on 

retail, aviation, 

real estate 

Source: Australian Accounting Standards Board 

(AASB), 2019. 

 

The shift to IFRS 16 has had profound 

implications for businesses, particularly in 

lease-intensive sectors such as retail, aviation, 

and real estate. Companies in these industries, 

which previously relied on operating leases to 

manage their assets without affecting financial 

leverage ratios, now face higher reported debt 

levels. As lease liabilities are brought onto the 

balance sheet, companies must adjust their 

financial strategies to manage leverage and 

maintain investor confidence. Moreover, the 

transition has required substantial changes in 

accounting systems and lease management 

processes, as companies must now track, assess, 

and report lease obligations in greater detail. 

While IFRS 16 enhances financial transparency, 

its implementation has posed challenges in 

terms of compliance costs and changes to 

financial performance metrics. Investors and 

analysts have had to adjust valuation models to 

account for the new reporting format, 

particularly in evaluating companies with 

historically high levels of leased assets. Despite 

these challenges, the introduction of IFRS 16 is 

considered a significant improvement in lease 

accounting as it aligns financial reporting with 

the true economic reality of corporate leasing 

activities. 

2. Financial Statement Impacts and 

Industry-Specific Effects 

The adoption of IFRS 16 has led to fundamental 

changes in financial statements, particularly for 

companies with significant lease obligations. 

One of the most noticeable impacts is the 

expansion of balance sheets due to the 

recognition of lease liabilities and right-of-use 

(ROU) assets. Under IAS 17, operating leases 

were kept off-balance-sheet, allowing companies 

to maintain lower reported liabilities. With IFRS 

16 in effect, nearly all leases are now capitalized, 
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leading to an increase in total assets and total 

liabilities. This change has significantly affected 

key financial ratios, particularly the 

debt-to-equity ratio, which has increased for 

companies with extensive lease commitments. 

As a result, credit rating agencies and financial 

analysts have had to adjust their risk assessment 

models, as previously unreported lease 

obligations are now fully visible in financial 

statements. 

Another major consequence of IFRS 16 is its 

effect on EBITDA (Earnings Before Interest, 

Taxes, Depreciation, and Amortization). Under 

the previous standard, operating lease expenses 

were classified as operating expenses, directly 

reducing EBITDA. With IFRS 16, lease payments 

are now split into depreciation and interest 

expense, meaning that companies report lower 

operating expenses but higher depreciation and 

interest costs. This results in artificial EBITDA 

inflation, as the total cost of leasing remains 

unchanged but is now allocated differently in 

financial statements. While this may initially 

appear to improve profitability, it does not affect 

overall cash flows. Investors and analysts must 

therefore reinterpret EBITDA-based 

performance metrics, especially when 

comparing pre- and post-IFRS 16 financial 

results. 

The impact of IFRS 16 has been particularly 

pronounced in lease-heavy industries, such as 

retail, aviation, and real estate. In the retail 

sector, where leasing storefronts is a common 

practice, companies have seen a significant rise 

in reported liabilities, leading some firms to 

renegotiate lease terms or consider alternative 

business models, such as shorter lease durations. 

For the aviation industry, airlines that 

previously kept aircraft lease commitments off 

their balance sheets are now reporting 

substantial increases in lease liabilities, affecting 

leverage ratios and debt covenants. This change 

has also influenced how airlines structure lease 

agreements, with some opting for ownership 

over leasing to avoid additional liabilities. The 

real estate industry, which operates extensively 

through lease agreements, has experienced shifts 

in how property management firms assess lease 

terms, as landlords and tenants adjust their 

contracts to accommodate the new reporting 

requirements. 

 

Figure 1. Average Increase in Reported Lease Liabilities by Industry (Pre- and Post-IFRS 16) 

 

The financial transformation brought by IFRS 16 

has reshaped corporate financial reporting, 

requiring businesses to adapt their strategies to 

maintain financial stability and investor 

confidence. The increase in reported liabilities 

has raised concerns about debt covenant 

breaches and borrowing capacity, particularly 

for companies reliant on external financing. 

Additionally, the impact on key financial metrics 

has led to adjustments in investment valuation 

models, as traditional profitability indicators 

such as EBITDA and net income no longer carry 

the same meaning as before. While IFRS 16 has 

enhanced transparency by providing a more 

comprehensive view of corporate lease 

obligations, its implementation has created 
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short-term challenges that businesses, investors, 

and analysts must navigate as they adjust to the 

new accounting landscape. 

3. Corporate Adaptations and Strategic 

Adjustments 

The implementation of IFRS 16 has required 

companies to reassess their lease management 

strategies, leading to significant adjustments in 

lease structuring, asset acquisition decisions, 

and financial planning. With the mandatory 

capitalization of nearly all leases, businesses 

have had to adapt to higher reported liabilities 

and shifts in key financial metrics, which in turn 

has influenced lease negotiations, ownership 

preferences, and overall operational flexibility. 

One of the most notable responses from 

corporations has been the restructuring and 

renegotiation of lease contracts. Many firms, 

particularly those in lease-intensive industries 

such as retail, aviation, and real estate, have 

sought to renegotiate their lease agreements 

with landlords and suppliers to mitigate the 

financial statement impact of IFRS 16. One 

common adaptation has been shortening lease 

terms to minimize long-term lease liabilities on 

balance sheets. Instead of committing to 

extended leases, companies have increasingly 

opted for shorter, more flexible contracts, which 

allow them to better manage debt-to-equity 

ratios while maintaining operational agility. 

Additionally, some businesses have introduced 

variable lease payment structures, where lease 

costs are tied to revenue performance or 

inflation rates, ensuring that lease obligations 

remain aligned with financial performance. 

Another key shift observed since IFRS 16 

adoption is the growing corporate preference for 

ownership over leasing. Under the previous 

standard, leasing was often more attractive than 

asset ownership because operating leases were 

off-balance-sheet and did not affect leverage 

ratios. However, with IFRS 16 eliminating this 

accounting advantage, some companies have 

begun purchasing assets outright instead of 

leasing them to avoid recording large lease 

liabilities. This trend has been particularly 

evident in the aviation industry, where airlines 

such as Qantas and Virgin Australia have 

reconsidered their traditional reliance on aircraft 

leasing and explored opportunities for fleet 

ownership. Similarly, in the retail sector, some 

companies have sought to acquire commercial 

properties rather than continue long-term 

leasing arrangements, especially in cases where 

property values are expected to appreciate. This 

shift toward ownership, however, is contingent 

on capital availability, as not all businesses have 

the financial resources to invest in asset 

purchases outright. 

From a managerial perspective, IFRS 16 

compliance has introduced additional 

administrative and operational challenges, 

requiring businesses to invest in new accounting 

systems and internal controls to track lease 

obligations accurately. The transition has 

increased compliance costs, particularly for 

multinational corporations and firms with 

extensive lease portfolios, as they now require 

sophisticated lease management software to 

ensure proper reporting. Additionally, finance 

and accounting teams have had to undergo IFRS 

16 training, leading to increased human resource 

expenditures. Beyond compliance, corporate 

leaders have had to reconsider their capital 

allocation strategies, balancing the need for asset 

flexibility with the financial implications of lease 

capitalization. Some firms have responded by 

revising their financial policies, adjusting budget 

allocations, and exploring alternative financing 

options such as sale-and-leaseback transactions, 

where businesses sell owned assets and 

immediately lease them back to improve 

liquidity without heavily impacting reported 

lease liabilities. 

The strategic adjustments made by companies 

following IFRS 16 adoption demonstrate a 

broader shift in corporate financial planning and 

asset management. While the new standard has 

enhanced transparency and accountability in 

lease reporting, it has also fundamentally 

changed how businesses approach leasing, 

ownership, and financial structuring. The 

long-term effects of these changes will continue 

to evolve as companies refine their lease 

management practices in response to market 

conditions, investor expectations, and regulatory 

developments. 

4. Market Reactions and Investor 

Considerations 

The adoption of IFRS 16 has triggered mixed 

reactions in financial markets, as investors, 

analysts, and credit rating agencies have 

reassessed corporate financial health in response 

to balance sheet expansions and EBITDA 

distortions. In the short term, stock price 

volatility was observed across lease-intensive 
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industries, as companies reported higher 

liabilities and adjusted financial statements. 

Investors initially responded with uncertainty, 

particularly in sectors such as retail, aviation, 

and real estate, where lease obligations form a 

substantial part of corporate financing. The 

sudden increase in reported debt led to concerns 

about leverage ratios and debt covenants, as 

some firms appeared more financially burdened 

than before, despite no actual change in their 

cash flow or operations. Over the long term, 

however, markets have largely adjusted to IFRS 

16, as analysts and institutional investors have 

incorporated new financial models to account 

for lease liabilities in valuation assessments. 

Investor concerns have primarily revolved 

around transparency and comparability in 

financial reporting. While IFRS 16 enhances 

transparency by providing a clearer picture of 

corporate lease obligations, it has also 

introduced challenges in historical comparisons. 

Companies that previously reported leaner 

balance sheets under IAS 17 now appear more 

leveraged, making pre- and post-IFRS 16 

financial statements difficult to compare without 

additional adjustments. Analysts have had to 

recalculate historical financial ratios to maintain 

meaningful trend analyses. Additionally, some 

investors have questioned the potential 

distortions in profitability metrics, as EBITDA 

figures appear artificially inflated due to the 

reclassification of lease expenses as depreciation 

and interest. This has particularly affected 

valuation models that rely heavily on EBITDA, 

prompting portfolio managers and credit 

analysts to adjust their approaches when 

evaluating investment opportunities in 

lease-heavy sectors. 

Credit rating agencies such as Moody’s and 

Standard & Poor ’s (S&P) have closely monitored 

the impact of IFRS 16 on corporate balance 

sheets, leading to revised assessments of credit 

risk. Some companies, particularly those with 

high existing leverage, have faced downgrades 

or negative outlook revisions, as their reported 

debt levels increased due to newly recognized 

lease liabilities. However, agencies have also 

acknowledged that these changes are 

accounting-driven rather than operational, 

meaning that while reported debt may rise, the 

underlying cash flow impact remains 

unchanged. In response, many firms have 

engaged in active investor communication 

strategies, explaining the accounting 

implications of IFRS 16 to prevent 

misunderstandings about their financial 

stability. 

 

Table 2. Stock Price Movements of Major 

Australian Companies Around IFRS 16 

Implementation 

Company Industry Stock 

Price 

Change 

(Pre-IFRS 

16) 

Stock 

Price 

Change 

(Post-IFRS 

16) 

Wesfarmers Retail +2.1% -3.8% 

Qantas Aviation +1.5% -4.2% 

Scentre 

Group 

Real 

Estate 

+0.8% -2.5% 

Woolworths Retail +1.2% -3.0% 

Virgin 

Australia 

Aviation -0.5% -5.0% 

 

The data presented in Table 2 illustrates how 

major Australian companies in lease-heavy 

industries experienced negative stock price 

movements following IFRS 16 implementation. 

While these declines were not solely attributable 

to the accounting change, they reflect initial 

investor uncertainty and market reactions to 

higher reported liabilities. Over time, as 

financial markets adjusted to IFRS 16 and 

investors incorporated the new standard into 

their analysis frameworks, stock price volatility 

stabilized, and the long-term financial impacts 

became more predictable. 

The broader implications of IFRS 16 adoption in 

Australia suggest that while the transition 

period created market uncertainty and valuation 

adjustments, the enhanced financial 

transparency and comparability have ultimately 

benefited long-term investment decision-making. 

As corporate reporting under IFRS 16 becomes 

fully integrated into financial models, investor 

sentiment will likely continue to evolve, placing 

greater emphasis on underlying business 

performance rather than accounting adjustments 

alone. 

5. Policy Implications and Future Outlook 

The adoption of IFRS 16 in Australia has 

provided significant lessons for regulatory 

bodies, corporate governance structures, and 

financial markets. While the standard was 
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introduced to enhance financial transparency, its 

implementation has highlighted practical 

challenges in compliance, reporting consistency, 

and investor interpretation. Australian 

regulatory agencies, including the Australian 

Accounting Standards Board (AASB) and the 

Australian Securities and Investments 

Commission (ASIC), have played a crucial role 

in overseeing the transition and monitoring its 

effects on corporate financial health. One key 

lesson from IFRS 16 adoption is the importance 

of clear transitional guidance to help companies 

and investors accurately interpret financial 

statement changes. Firms with extensive lease 

obligations, particularly in the retail, aviation, 

and real estate sectors, faced difficulties in 

adjusting their accounting systems and 

recalibrating their financial metrics, 

underscoring the need for ongoing regulatory 

support and potential refinements in disclosure 

requirements. 

As businesses continue to adapt to IFRS 16, 

potential refinements in accounting practices 

and disclosures may emerge to address areas of 

complexity and ambiguity. One area of focus is 

the treatment of variable lease payments, which 

remain a challenge under the new standard. 

While IFRS 16 requires the capitalization of fixed 

lease payments, leases with variable terms 

linked to revenue performance or inflation are 

still excluded from balance sheets, creating 

potential inconsistencies in reporting. 

Regulators may consider providing additional 

disclosure requirements to improve 

comparability between companies that rely on 

different leasing structures. Another potential 

refinement involves discount rate disclosures, as 

IFRS 16 allows companies to apply different 

discount rates when measuring lease liabilities. 

Variations in discount rate assumptions can lead 

to differences in reported lease obligations, 

making it difficult for investors to compare 

financial statements across firms. Enhanced 

reporting standards may be introduced to 

promote greater consistency and transparency in 

lease liability measurement. 

Beyond accounting refinements, IFRS 16 has 

long-term implications for corporate financing 

and investment decisions. The shift toward 

balance sheet recognition of leases has 

encouraged companies to reassess their capital 

structures, leading some firms to rethink 

traditional leasing models and consider 

alternative financing options. One significant 

trend is the increasing use of sale-and-leaseback 

transactions, where companies sell owned assets 

and lease them back to improve liquidity 

without significantly altering financial leverage. 

While IFRS 16 does not eliminate the impact of 

sale-and-leaseback arrangements on balance 

sheets, it provides firms with more flexibility in 

structuring their financial strategies. 

Additionally, some companies have sought 

hybrid financing solutions, such as leasing 

arrangements combined with equity financing, 

to mitigate the effects of lease liability 

recognition on credit ratings. 

Looking ahead, the full integration of IFRS 16 

into corporate financial reporting will likely 

influence investment decisions, credit 

assessments, and capital allocation strategies. 

Institutional investors and analysts will continue 

refining their valuation models to incorporate 

lease-adjusted financial metrics, ensuring that 

investment decisions reflect the true economic 

obligations of businesses. Regulatory bodies 

may also consider further aligning Australian 

financial reporting practices with global best 

practices, particularly in the context of evolving 

sustainability and ESG (Environmental, Social, 

and Governance) reporting standards. As 

companies navigate the long-term impact of 

IFRS 16, the standard’s broader effects on 

corporate financial strategy, risk management, 

and regulatory policy development will remain 

a key area of focus in Australian and 

international financial markets. 
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