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Abstract:

The research aims to explain the accounting measurement and
disclosure of lease contracts in accordance with the IFRS 16 standard and
its impact on the informational content of the financial statements. To
achieve the research objective, the researcher applied the IFRS 16
standard in Gulf Bank because it did not apply the IFRS 16 standard
during the period of application of the standard in 2019. The researcher
prepared the financial statements were prepared in accordance with the
requirements of the standard before and after application, and in a
retrospective manner, according to what the standard allowed, with other
variables held constant. The researcher provided a detailed analysis of the
impact of applying IFRS 16 on the informational content of the financial
statements by comparing the results before and after application. The
researcher arrived at a set of Conclusions, the most important of which is
that the application of the IFRS 16 standard leads to the recognition of the
right to use the asset among non-current assets, which leads to an increase
in assets with a decrease in prepaid expenses, as a result of the
amendments in order to apply the standard represented by reversing the
prepaid expenses before application. In addition to recognizing the lease
obligations as non-current liabilities, this leads to an increase in the total
liabilities. The research concluded with a number of recommendations,
the most important of which is the need for lease contracts to be clearer
by stating the important paragraphs that have an impact on the process of
accounting treatments related to the application of IFRS 16, which is
represented in: (Term, payments, purchase option, the extent of the
lessee’s control over the asset being leased, and etc.).

Keywords: Right of use Assets, Lease liabilities, lease, Initial
Measurement, Subsequent Measurement.

1. Lease financing contributes to achieving the goals of governments in several directions.
This includes supporting local industries by providing various equipment to different industrial
sectors, diversifying the industrial sector, and supplying the necessary requirements for
investment. Additionally, it contributes to increasing liquidity for institutions, economic units,
small and medium-sized enterprises, thus facilitating the provision of machines and equipment
crucial for infrastructure development in transportation, communications, and more.
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2. Leasing contributes to financial diversification for economic units, reducing risk levels

and costs. This is achieved by minimizing asset maintenance costs, and since leasing is
interest-free, it complies with Islamic law.
The implementation of IFRS 16 leads to the recognition of the use of non-current assets,
resulting in an increase in assets with a simultaneous decrease in pre-paid expenses due to
adjustments for the application of the standard, such as reversing prepaid expenses incurred
before implementation.
When applying IFRS 16, the recognition of lease contract obligations within non-current
liabilities leads to an overall increase in liabilities.
The application of IFRS 16 affects the informational content of the statement of changes
in equity, especially when applied retrospectively. A decrease in retained earnings due to
increased expenses, driven by higher interest and depreciation expenses, results in a decrease in
retained earnings.
The informational content of the income statement is affected by the implementation of
IFRS 16, with an increase in expenses due to the recognition of interest on unpaid lease
obligations and an increase in depreciation expenses related to the amortization of the right-of-
use asset.
The impact of IFRS 16 on the informational content of the cash flow statement varies
depending on the activities included in the statement:

e The classification of depreciation on the right-of-use asset and interest on lease

obligations leads to an increase in net cash flows from operating activities.
o Net cash flows from investing activities are not affected by the application of IFRS 16.
e Net cash flows from financing activities increase due to the addition of cash payments
made during the year within financing activities.
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