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Are you prepared for the new leases standard? 

The HKICPA has published the leasing standard HKFRS 16 which comes into effect for accounting 
periods commencing on or after 1 January 2019. It may be adopted early, however only if HKFRS 15 
Revenue from Contracts with Customers is adopted at the same time. HKFRS 16 was issued by the 
HKCIPA to maintain international convergence arising from the issue of IFRS 16 by the IASB. 

Every company that has a lease, hire purchase or rental arrangement will be affected by the new 
standard. 
 
What does this mean for you? 

The new standard eliminates off-balance sheet accounting by lessees in respect of their operating 
leases. In most cases, this results in the recognition of a lease liability on the balance sheet (which 
reflects the present value of the future rental payments) and a corresponding asset which is referred 
to in the standard as a “right of use asset”. It does however provide an exemption for assets that are of 
low value when new and those leases with terms of less than one year. 

After initial recognition, the lease liability will need to be adjusted for effective interest included in the 
rental payments and the “right of use asset” will need to be depreciated. In other words, operating 
leases will now be treated in a very similar way to finance leases, with the main difference is that the 
asset that is recognised is the right to use the specified asset for a period of time rather than the actual 
asset itself. 
 
How will it impact you? 
• The usual straight-line rental expense currently seen 

under existing practice is replaced by depreciation of the 
“right of use asset” and finance interest charges. Due to a 
higher initial interest charge and constant depreciation 
rate, the expense of renting the asset is accelerated in the 
earlier years compared to the expense that would have 
been recognised under the old operating lease accounting 
rules. 

• Key performance indicators and covenants could be 
affected. 

• Accounting systems and software may need to be 
modified to deal with the new accounting requirements. 

What action do you need to take? 
• Review lease agreements to understand and 

determine the impact of adopting the new 
accounting standard. 

• Identify which key performance indicators 
could be affected. 

• Communicate with lenders well in advance of 
the changes taking effect. 

• Assess whether your accounting systems 
and software are fit for purpose. 

• Assess whether you have the right 
information to ensure that you can comply 
with the new disclosure requirements. 
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How we can help? 

RSM Hong Kong has the practical experience to guide you through HKFRS 16 advising on how the requirements 
may differ from your existing accounting policies, highlighting where key judgments will be required and 

explaining the transition arrangements and options available when implementing HKFRS 16. We can also offer 
tailored training on HKFRS 16 for your Audit Committee, Board of Directors or finance team. 

For more information on HKFRS 16, please get in touch with your usual RSM Hong Kong contact. 
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RSM Hong Kong was established in 1975 and is today one of the leading accounting and consulting firms with around 600 
professionals in Hong Kong, offering a wide range of services to local, mainland China and international clients.  Our 
services include Audit and Assurance, Taxation, Risk Advisory, Technology & Management Consulting, Transaction 
Advisory and Corporate Advisory 
 
RSM Hong Kong is a member firm of RSM, an international network of professional firms formed in 1964.  RSM is the sixth 
largest global network of independent audit, tax and consulting firms, encompassing over 120 countries, more than 800 
offices with over 41,400 people internationally and a total network fee income of US$4.9 billion. 
 
Our clients range from growth-focused entrepreneurial businesses through to leading multi-national organizations across 
many sectors and operating nationally and across borders. 
 
The aim of this IFRS/HKFRS Alert is to update readers on recent developments in financial reporting.  This Alert has been 
prepared based on content provided by RSM UK Group LLP as a general guide only and is not a substitute for professional 
advice.  No claims, action or legal proceedings in connection with the Alert by any individuals or companies placing reliance 
on the information contained in the Alert or for any decision based on it will be entertained by RSM Hong Kong, its partners 
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RSM Hong Kong is a member of the RSM network and trades as RSM. RSM is the trading name 
used by the members of the RSM network. 
Each member of the RSM network is an independent accounting and consulting firm, each of 
which practices in its own right. The RSM network is not itself a separate legal entity of any 
description in any jurisdiction. 
The RSM network is administered by RSM International Limited, a company registered in 
England and Wales (company number 4040598) whose registered office is at 50 Cannon Street, 
London EC4N 6JJ. 
The brand and trademark RSM and other intellectual property rights used by members of the 
network are owned by RSM International Association, an association governed by article 60 et 
seq of the Civil Code of Switzerland whose seat is in Zug. 
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