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Determining lessee’s incremental borrowing rate

At the commencement date, a lessee shall measure the lease liability at the present value of the lease 
payments that are not paid at that date. The lease payments shall be discounted using the interest rate implicit 
in the lease, if that rate can be readily determined. If that rate cannot be readily determined, the lessee shall 
use the lessee’s incremental borrowing rate.

In which:

• Interest rate implicit in the lease is the rate of interest that causes the present value of (a) the lease 
payments and (b) the unguaranteed residual value to equal the sum of (i) the fair value of the underlying 
asset and (ii) any initial direct costs of the lessor

• Lessee’s incremental borrowing rate is the rate of interest that a lessee would have to pay to borrow 
over a similar term, and with a similar security, the funds necessary to obtain an asset of a similar value 
to the right-of-use asset in a similar economic environment

Determining the incremental borrowing rate for a particular lease considering the terms and conditions of the 
lease, and determine a rate that reflects the rate it would have to pay to borrow:

a. Over a similar term to the lease term

b. With a similar security to the security (collateral) in the lease

c. The amount needed to obtain an asset of a similar value to the right-of-use asset arising from the lease

d. In a similar economic environment to that of the lease
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Conclusion
IFRS 16 does not explicitly require a lessee to determine its incremental borrowing rate to reflect the interest 
rate in a loan with a similar payment profile to the lease payments. Depending on the nature of the 
underlying asset and the terms and conditions of the lease, a lessee may be able to refer to a rate that is 
readily observable as a starting point. A lessee would then adjust such an observable rate as is needed to 
determine its incremental borrowing rate as defined in IFRS 16.



CONTACT US

This newsletter is only intended for information about the new laws enacted, not for advice or applying to specific cases. Although 
we endeavor to provide accurate and timely information, there can be no guarantee that such information is accurate as of the
date it is received or that it will continue to be accurate in the future. RSM Vietnam as well as members in RSM network shall not 
be responsible for any loss whatsoever sustained by any person who relies on this communication. Please refer to your advisors 
for specific advice.

RSM Vietnam 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.

© RSM International Association, 2020. All rights reserved.

rsm.global/vietnam

Hanoi

25 Floor, Tower A, Discovery Complex
302 Cau Giay Street, Dich Vong Ward 
Cau Giay District
Hanoi, Vietnam

Nguyen Thanh Lam
Partner
Head of Hanoi Office
T: +84 24 3795 5353
E: lam.nguyen@rsm.com.vn

Ho Chi Minh City

5th Floor, Sai Gon 3 Building
140 Nguyen Van Thu Street
Da Kao Ward, District 1
Ho Chi Minh City, Vietnam

Dang Xuan Canh
Managing Partner
Head of Audit Services
T: +84 28 3827 5026
E: canh.dang@rsm.com.vn

facebook.com/RSMVietnam

linkedin.com/company/rsm-vietnam


	Determining lessee’s incremental borrowing rate under IFRS 16
	Slide Number 2
	Slide Number 3

