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Overview

Discount rates are used to determine the lessee’s lease liability.

IFRS 16 provides for the use of two discount rates:
» Rate implicit in the lease, if readily determinable, otherwise,
» Incremental borrowing rate (IBR)

IFRS 16:27 “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.”
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Defining the discount rates
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Defining the discount rates
Rate implicit in the lease

The rate implicit in the lease 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

The interest rate implicit in the lease Is not necessarily the rate stated in the
contract and reflects, among other things, the lessor’s initial direct costs and
estimates of residual value.

2\
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Defining the discount rates
Incremental borrowing rate ('IBR’)

The rate an entity would

IBR is:
1. Specific to each entity

Pay to borrow 2. Specific to the jurisdiction in

which the entity operates

In a similar economic environment

1. With a similar term
2. For a similar security

To the right-of-use asset, not the
underlying asset

Lessee considers borrowings:
With a similar security )

Over a similar term

2\
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Transition approach
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Transition approach

1. Fully retrospective
Determine IBR as at the date of commencement of each lease
IBR for full term of the lease

2. Modified retrospective
Determine IBR for existing leases as at date of initial application (e.g. 1 January 2019)
IBR for remaining term of the lease
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Determining the IBR and worked examples

e A"




IBR composition

Maximize the use of observable inputs

Financing Component

Base Rate Component

* Risk-free rate: « Borrower specific considerations:

= [nterbank borrowing rate Credit rating
=  Gilt rates Industry in which it
* Reflective of economic operates
environment Parental
« Aligned to appropriate tenor guarantees/letters of
comfort
» Aligned to appropriate tenor

Security Component

Generally only relate to:
= Property
= Land
Aligned to appropriate tenor
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Security component

Existence of security reduces the IBR

Appropriate for longer term leases (e.g. Property/land leases extending beyond
+/-75 years)

Lack of observable data and subjectivity related to the security component,
adjustments have not been recommended
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Base rate component
Risk-free rate — UK lease

90 <G0> to save current settings as default view., <Back> to Return

Actinns ~ 95 Chart Export ~ Settings - Graph Curves
X-Axis (ENEEEN: Y-Axis [ERIN - Currency [+ pcs BN
Specific [ IBE = Relative Last 10 1w 1M Hodlfy » Curves & Relative Value 1%
Values and Members © Values Members Constituents - Plot Curves
Fou < Add Curve> Browse | CRVF =
122 Mid YTM 4 EGBP UNITED KINGDOM SOVEREIG..
GEP UNITED KINGDOM SOVEREIGM CURVE EMid YTH & B
Tenor 01/01/19 + Add Field

11 1M 0.576
17 3M 0.700f Base Curve 122 Mid YTM
13 &M 0.745 Show Constituents on Base Curve
14 1¥ 0.747 = Recent Curves
15 2Y 0.744 + EUR EU Composite B BVAL Yield Cur.-
16} 3Y 0.736 + EUR EU Composite BB BVAL Yield Cu..
17) &Y 0.796 + EUR EU Composite BEBE BVAL Yield C.
18 CY 0.900 » Curves related to EUSWLF Curncy
19 6Y (0.950
il Fk 0.997| ~Bond Spread to Curve
1) 8y R r] W < Add Security >
23 o 1.173
3 10v 1.275 » Plot New Issues / Points
4 12Y 1.385
23 15Y 1.502| » Interpolate Curves
26) 20 1.745
) 25Y 1.797
28 30Y 1.817
249 0¥ 1.720»

Australia 61 2 9777 600 EBrazil 5511 2395 2000 Europe 44 20 7330 7500 Germend 49 69 9204 1210 Hona Kona §52 2977 6000

Japan 51 3 3201 S900 Singapore 65 6212 1000 .5, 1 212 315 2000 Copuright 2019 Eloombera Finance L.F.

SN 120035 H194-1295-2 2i—+ar—19 12:04:54 EOT GMT—:00
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Base rate component
Risk-free rate — German lease

L@ FUR German Sovereign Index  ~ Related Functions Menu ¥ Message - [ & ki

YCGTOO01l6 3m -0.594 é6m -0.58¢€ 1ly -0.60z 2y -0.56=Zz 5y -0.367 10y 0.039 30y 0.675
EUR German Sovereign Curve

Actions - 98 Chart Export v Settings ~ Graph Curves
X-Axis ENSEM- Y-Axis NESRAIVEE - cCurrency NEWEN- PCs
Specific (EVASVACHEE -~ Relative Last 1D 1wW 1M Modify » Curves & Relative Value -3
Values and Members ©O Values Members Constituents ~ Plot Curves
4 TR B owse | CRVF »
I16 Mid YTM EMEUR German Sovereign Curve
EUR German Sovereign Curve =EMid YTM L D
Tenor 01/01/19 + Add Field
1D iM -0.851
12 3M -0.850, Base Curve I16 Mid YTM
13 6M -0.830 Show Constituents on Base Curve
19 1Y -0.646 ~ Recent Curves
15) 2Y)| -0.620 + ZAR South African Sovereign Curve
16) 3Y -0.583 + NOK Norway Sovereign Curve
17 1Y) -0.460 + EUR Italy Sovereign Curve
18) 5Y -0.320 » Curves related to EUR German Sovere...
19) 6Y -0.225
20) 7Y, -0.117 ~ Bond Spread to Curve
2D 8Y 0.001
22) Y] 0:107
23) 10Y 0.239 » Plot New Issues / Points
24) 15Y 0.508
25) 20Y 0.674 » Interpolate Curves
26) 25Y 0.810
279 30Y 0.871
Suggested Functions HP Analyze an index's historical levels RUNZ Create & send custom run sheets or axes
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Financing component
Approaches

Potential sources:
1. Entity’s listed CDS or close proxy’s listed CDS

2. Indicative spread using borrower’s credit rating
Bond yield curves
Quotes from bank counterparties
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Financing component — approach 1
Entity’'s listed CDS or close proxy’s listed CDS

» Factors to consider
» Guarantees or letters of comfort from parent
» Level of subordination of the leasing entity to the Group

» For entities not covered by parental guarantees:
» Group CDS needs to be adjusted to account for the additional credit risk of the subsidiary
» This adjustment is very subjective due to a lack of observable inputs
» Recommendation is to follow Approach 2 instead

Page 16 26 March 2019 IFRS 16 Leases



Financin
Listed CDS

g component — approach 1 (...continued)

I EUR German Sovereign Index - Related Functions Menu ¥ Message - [ & |l
Base Curve Selected: EUR SR CDS CURVE
I Actions + 98 Chart Export + Settings - Graph Curves
X-Axis [ - Currency [NEREN- PCS
Sielclaiialell 01 /01 /19 8 Relative Last 1D 1w 1M Modmfy » Curves & Relative Value *
Values and Members ©O Values Members ( tuent ~ Plot Curves
4 <Add curve> Browse | CRVF »
CD1170 Mid Spr FUR SR C.
EUR SR CDS CURVE -Mul Spr Rg
Tenor 01/01/19 + Add Field
1D 6M 13.9 GBP United Kingdom Sovereign ..
12) 1Y 15.3 + Add Field
13) 2Y 20.2
14) 3 26.6, Base Curve C |)1 170 Mid S[)l
15) 4Y 38.4 »how Constitu s ) !
16) 5Y 149.2 ~ Recent Curves
17 7Y 76.1 + EUR German Sovereign Curve
18) 10Y 97.4 + ZAR South African Sovereign Curve
» Curves related to EUR German Sovere...
~ Bond Spread to Curve
<Add Security>
» Plot New Issues / Points
» Interpolate Curves
Suggested Functions DES Study in-depth information on an index SDR Survey activity in the derivatives market
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Financing component — approach 1 (...continued)
Discount rate matrix — UK lease

Page 18

Date Tenor S?)?/Z?eliqgar:ec(l?ﬁep) Financin(%ggrponent Discount Rate (%)
A B A+B=C
01/01/2019 1Y 0.76 0.15 0.91
01/01/2020 A 0.74 0.20 0.95
01/01/2021 3Y 0.74 0.27 1.00
01/01/2022 4Y 0.80 0.38 1.18
01/01/2023 5Y 0.90 0.49 1.39
01/01/2024 oY 0.95 0.63 1.58
01/01/2025 Y 1.00 0.76 1.76
01/01/2026 8Y 1.07 0.83 1.90
01/01/2027 9Y 1.17 0.90 2.08
01/01/2028 10Y 1.28 0.97 2.25
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Financing component — approach 1 (...continued)

Discount rate matrix — German lease
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Date Tenor Sc?vaes;zizﬁtgtglr)vlze) Capped Base Rate Comlzpjgﬁgﬁitn(%DS) Discount Rate (%)
A A* capped at zero B A*+B
01/01/2019 1Y -0.65 0.00 0.15 0.15
01/01/2020 2Y -0.62 0.00 0.20 0.20
01/01/2021 3Y -0.58 0.00 0.27 0.27
01/01/2022 4Y -0.46 0.00 0.38 0.38
01/01/2023 5Y -0.32 0.00 0.49 0.49
01/01/2024 6Y -0.23 0.00 0.63 0.63
01/01/2025 Y -0.12 0.00 0.76 0.76
01/01/2026 8Y 0.00 0.00 0.83 0.83
01/01/2027 9y 0.11 0.11 0.90 1.01
01/01/2028 10Y 0.24 0.24 0.97 1.21
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Financing component — approach 2
Indicative spread using borrower’s credit rating

Determining the appropriate borrower (entity) specific charge:

1. Consider entity ultimately responsible for lease payments

2. Use borrower specific credit rating

Readily available

Key financial metrics to assign credit rating per entity
3. Apply an appropriate spread

- Obtain bond yield curve aligned to:

> Industry

> Region

» Credit rating

Remove the risk-free rate component

Residual is the indicative spread
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Financing component — approach 2 (...continued)
Credit rating

Unlisted

I ) Company Tree Ratings - 92 Alert

Page 1/1 Credit Rating Profile

1) Bloomberg Default Risk | DRSK »

Moody's
2) Outlook STABLE
3 Issuer Rating Baa3
4 Long Term Rating Baa3
5 LT Corp Family Rating WR
6) Senior Unsecured Debt Baa3
7) Probability of Default WR

§ Standard & Poor's

9 Outlook STABLE

10 LT Foreign Issuer Credit BBB-

1) LT Local Issuer Credit BBB-
Fitch

12) Outlook STABLE

13 LT Issuer Default Rating BBB-

Australia 61 2 9777 8600 Brazil SS511 2395 9000 Europe 44 20 7330 7500 Germeny 49 69 9204 1210 Hong Kong 852 2977 6000

Japan 81 3 3201 8900

Singapore 65 6212 1000

U.§. 1 212 318 2000

Copyright 2018 Bloombers Finance L.F
SN 120038 H194-1499-1 21-Nov-18 17:50:32 GMT GMT+0:00
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Financing component — approach 2 (...continued)
Bond yield curves

(R4 EUR Europe Composite BBB+ 838 Index - JGC - Related Functions Henu ] Message #- [ ¢~ [l
Base Curve Selected: GBP Europe Composite BBB+, BBB, BBB- BV...
Actions v 98 Chart Export v Settings ~ Graph Curves
X-Axis Tenor Currency - PCS
Specific [IVANVACHEE = Relative Last 1D 1W 1M Modify » Curves & Relative Value Xt
® Values and Members ©O Values Members Constituents ~ Plot Curves
2 XRS5 owse | CRVF »
BS166 Mid Yld GBP Europe Composite BBB+, B...
EUR Europe Composite BBB+, BBB, BBB- BVAL Yield Curve + Add Field
Tenor 12/31/18 MEUR Europe Composite BBB+, BB..
11 3M -0.128 =EMid Yid &~ G
12 6M -0.011 + Add Field
13) i B 0.048
19 2¥ 0.234 Base Curve BS166 Mid Yld
15 3Y 0.460 Show Constituents on Base Curve ~
16) a4y 0.712 ~ Recent Curves
17) 5Y 0.962 + EUR German Sovereign Curve
18) 7Y 1.408 + ZAR South African Sovereign Curve
19 8Y 1.593 » Curves related to EUR Europe Compos...
20) 1°) 1.752
2D 10Y 1.892 ~ Bond Spread to Curve
22) 15Y 2.338
23) 20Y 2,535
29 25Y 2.588 » Plot New Issues / Points
25 30Y 2.615

» Interpolate Curves

Suggested Functions HP Analyze an index's historical levels CRV Construct a custom fixed income curve
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Financing component — approach 2 (...continued)

Risk-free rate in bond yield

Y@ EUR LIBOR (ACT/360) Fixings Cu Index - Related Functions Menu v

<Back> to Return
Actions ~ v

[EUR E3ll45 - EUR (vs. 6M EURIBOR)

Curve Construction Curve Analysis )
45 - EUR (vs. 6M EURIBOR) [§2
Piecewise Linear (Simple) [

Curve #
Interpolation

Settle Date 03/25/19 =l Index Fixing
Curve Side -

-

Settings ~

Stripped Curve Forward Analysis Curve Horizon

Shift bp
01s DC stripping Nl -
EUROO6M

& Zoro fiates Track 7 Annotate . Zoom Date Market Rate Shift (bp) Shifted Rate
F1.20 09/25/2019 SePkilel]  +0.00000|  -0.23100)]

10/25/2019 PPNl ~ +0.00000[  -0.22500)|

| 11/25/2019 e Fllely  +0.00000[  -0.22000)

12/27/2019 MeEElel]  +0.00000[  -0.21600)

r® | 01/27/2020 Jekklle]  +0.00000]  -0.21300)|

02/25/2020 oleElelely  +0.00000[  -0.21000)

r& & | 03/25/2020 QePlllele]  +0.00000]  -0.20600)]

> | 04/27/2020 qeBeleplelel  +0.00000[  -0.20200|

[ & | 05/25/2020 SOIEELlel]  +0.00000[  -0.19600)

06/25/2020 MeBElle] +0.00000[ ~ -0.18800)|

r® | 07/27/2020 BESlle]  +0.00000[  -0.18100)|

08/25/2020 SeBbelold  +0.00000[  -0.17200]

[® | 09/25/2020 IRl  +0.00000[  -0.15900)

03/25/2021 ReBbEy  +0.00000|  -0.17375]

2 | 03/25/2022 Seelellelel  +0.00000|  -0.09900)]

03/27/2023 OReEElY)  +0.00000[  -0.01550)

6M0 SYR 10YR ISYR 20¥R 25YR 30YR 35YR 40YR 45'YR 03/25/2024 [oWewaetsly  +0.00000l  0.07385|

Message %~ [% Q'

Swap Curve Builder

NEINENFUR (vs. 6M EURIBOR) v Default Privilege [GEEN -

-0.23100%

Zero Rate

=0,
=0.
-0.
0.
=@
=@
=@
-0.
=0,
=0
=0
=0,
=0,
26

23100
22657
22509
22292
21988
21857
21845
21505
21256
20899
20531
20212
19844
17379

-0.09909
=0.01553
0.07410

|03/21 /19 [=1s

Discount ~

o e BRI B B RS BB e

Suggested Functions

MIPR Review central banks' implied policy rates

BYFC Assess government bond forecasts

001182
001349
001534
001718
001885
002050
002226
002389
002528
002666
002802
002922
003041
003485
002979
000622
996303
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Financing component — approach 2 (...continued)

Discount rate matrix — UK lease

Risk Premium
(Indicative Spread)

Discount Rate (%)

Date Tenor Base Rate (GEP
Sovereign Curve)
A
01/01/2020 1Y 0.76
01/01/2021 2Y 0.74
01/01/2022 3Y 0.74
01/01/2023 4Y 0.80
01/01/2024 5Y 0.90
01/01/2025 6Y 0.95
01/01/2026 Y 1.00
01/01/2027 8Y 1.07
01/01/2028 9Y 1.17
01/01/2029 10Y 1.28

D=B-C A+D
0.27 1.03
0.42 1.16
0.58 1.31
0.75 1.54
0.91 1.81
1.04 1.99
1.17 2.16
1.25 2.32
1.31 2.48
1.36 2.63
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Financing component — approach 2 (...continued)

Discount rate matrix — German lease

Risk Premium

Discount Rate (%)

Date Tenor SE\?esreeiziteij[:\I/Ee) Capped Base Rate

A A* capped at zero
01/01/2020 1Y -0.65 0.00
01/01/2021 2Y -0.62 0.00
01/01/2022 3Y -0.58 0.00
01/01/2023 4Y -0.46 0.00
01/01/2024 5Y -0.32 0.00
01/01/2025 6Y -0.23 0.00
01/01/2026 Y -0.12 0.00
01/01/2027 8Y 0.00 0.00
01/01/2028 9y 0.11 0.11
01/01/2029 10Y 0.24 0.24

D=B-C A*+D
0.27 0.27
0.42 0.42
0.58 0.58
0.75 0.75
0.91 0.91
1.04 1.04
1.17 1.17
1.25 1.25
1.31 1.42
1.36 1.60
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Disclaimer

Disclaimer: this presentation is provided for general guidance and informational
purposes, to assist in understanding the issues related to discount rates under
IFRS 16. This presentation should not be relied upon to determine the discount
rates in any particular case.

=\
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Questions




Thank you

FAAS Corporate Treasury, UKI
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