Response to ITC on IFRS 16 (leases) implementation for financial year 2019/20

The Society of District Treasurers represents the interests of District Councils in the UK. Proposed changes to accounting for leases under IFRS 16 are due to be implemented for all local authorities under the 2019/20 code of accounting practice. This paper sets out the proposed response to the CIPFA/LASAAC consultation, focussing on those areas which may impact on District Councils. Districts are judged to be exposed to the common areas of leasing activity including plant/fleet, IT/printing and property and complications through embedded leases within out-sourced service concessions. Districts like other authorities have experienced cuts to resources; additional back office work needs to add value compared to the activities that staff would otherwise be performing. A general preference towards simplicity, prospective application and higher de-minimis levels therefore runs through the responses.
CIPFA/LASAAC
the 2019/20 code of practice on local authority accounting in the united kingdom – consultation on IFRS 16 Leases
invitation to comment

response sheet and

readiness assessment questionnaire
This Invitation to Comment response sheet and questionnaire will be regarded as on the public record unless confidentiality is specifically requested.  Copies of all correspondence and an analysis of responses will be provided to the Financial Reporting Advisory Board. Unless confidentiality is requested in the box below the responses will also be held on the CIPFA Website. Please note if you wish to provide additional commentary on separate sheets it would be helpful if you set out clearly the questions and/or parts of the Code to which your comments relate.

	Name
	Peter Notley

	Organisation
	Society of District Council Treasurers

	Do you wish this response to be considered as confidential?
	No


Responses are required by 7 September 2018 and may be sent to:

The Secretary

CIPFA/LASAAC Local Authority Accounting Code Board

Standards and Financial Reporting Faculty 
CIPFA

77 Mansell Street

London

E1 8AN

Fax: 020 7543 5695

E-mail: code.responses@cipfa.org 
For ease of handling, e-mailed copies of this Response Form are preferred.
	
	Response

	
	Recognition Exemptions  

	1
	Do you agree with CIPFA/LASAAC’s proposal to mandate the recognition exemption for short-term assets? If not, why not? What alternatives do you suggest?
	Yes, with additional comment

	
	Comments (Please insert your comments in the box below)

This is a sensible way to avoid unnecessary complexity in the accounts. It would be preferred if the definition of short term 4.2.2.4 was linked to the reporting date not the length of the lease per se to prevent bringing any short term (as defined with reference to the balance sheet) right of use assets on to the balance sheet.


	2
	Do you agree with CIPFA/LASAAC’s approach to low value assets in the Exposure Draft? If not, why not? What alternatives do you suggest?
	Yes with additional comment

	
	Comments (Please insert your comments in the box below)

Setting a de-minimis value is judged to be a sensible way to avoid unnecessary complexity in the accounts. However, there appears to be no financial limit specified within the Code or the underlying standard. Even small authorities are likely to have a capital de-minimis level of at least £10k in relation to recognition of the underlying asset. It would be incongruous to recognise of a right of use asset for an asset which itself would not be treated as capital.
Emphasis should be given to organisation specific materiality and this should be made clear in the Code; organisations should form their own judgement about materiality in terms of recognition thresholds. There is a risk that specification of a limit or type of asset may be seen as implication that anything above this limit should be subject to the new standard. 
In summary, it would be preferred if low value was linked more closely to authority specific materiality and capital recognition criteria.


	
	Identifying a Lease

	3
	Do you agree with the approach in the Exposure Draft to identifying a lease? If not, why not? What alternatives do you suggest?


	Yes

	
	Comments (Please insert your comments in the box below)

The approach appears to be consistent with current practice.


	4
	Are there any practical issues that arise under IFRS 16 on identifying a lease?  If so what are they? 



	
	Comments (Please list the practical issues in the comments box below)

There don’t appear to be any additional practical issues compared to current arrangements. 


	
	Initial Recognition and Measurement 

	5
	Do you agree with the approach in the Exposure Draft to the initial measurement of the right-of-use asset and the lease liability? If not, why not? What alternatives do you suggest?


	Yes

	
	Comments (Please insert your comments in the box below)

This appears consistent with current practice for finance leases.


	6
	Do you have any commentary on the approach to determining the interest rate implicit in the lease or the authority’s incremental borrowing rate?



	
	Comments (Please insert your comments in the box below)

No. This appears to be consistent with current practice for finance leases.


	
	Subsequent Measurement

	7a)
	Which approach to the subsequent measurement of the right-of-use asset summarised in paragraph Error! Reference source not found. do you consider best reflects local government’s measurement of the right-of-use asset ie:

· option 1 - current value measurement with materiality based practical expedients or 

· option 2 - HM Treasury proposal as a practical expedient, to adopt the IFRS 16 cost model for lessees as a proxy for the revaluation model?

Please set out the technical financial reporting and the practical issues relating to your response. 


	On the grounds of simplicity, the cost model is preferred. Given the statutory over-rides on capital charges, there is arguably little underlying value in maintaining the right of use assets at current value.  

	7b)
	If you consider option 1 to be a viable option, which approach do you prefer ie the materiality based approach to current value measurement (see paragraphs Error! Reference source not found. to Error! Reference source not found.) or the approach which relies on information which is available without undue cost or effort (see paragraph Error! Reference source not found.)? Please provide the reasoning for your response.


	

	
	Comments (Please provide the reasons for your response below)

Further clarity around these two approaches would be useful. These don’t appear to be mutually exclusive options.


	8
	Do you agree with CIPFA/LASAAC’s approach to the subsequent measurement of the lease liability? If not, why not? What alternatives do you suggest?


	Yes

	
	Comments (Please provide the reasons for your response below)

This appears consistent with other financial liabilities. 


	
	Concessionary Leases – Lessees Only

	9
	Do you agree with CIPFA/LASAAC’s approach for accounting for concessionary leases for lessees?  If not, why not? What alternatives do you suggest?


	Yes

	
	Comments (Please insert your comments in the box below)

This seems consistent with accounting for soft loans. 


	
	Lessor Accounting

	10
	Do you agree with CIPFA/LASAAC’s approach for accounting for lessors?  If not why not? What alternatives do you suggest?


	Yes

	
	Comments (Please insert your comments in the box below)

See comments below

	11
	Do you agree that CIPFA/LASAAC should retain the dual lessor accounting model (ie which maintains the operating and finance lease split) in the Code?  If yes, why? If not why not? What alternatives do you suggest?


	Yes

	
	Comments (Please insert your comments in the box below)

It seems inconsistent that one party will recognise a right of use asset without the other party recognising a grant of use liability with a long term debtor for the income. However, keeping this element as is will prevent additional burden on authorities.



	
	Sale and Leaseback Transactions



	12
	Do you agree with CIPFA/LASAAC’s approach for sale and leaseback transactions?  If not why not? What alternatives do you suggest?


	Yes

	
	Comments (Please insert your comments in the box below)

It looks unlikely that the changes to recognition of the sale would have a significant impact. The new standard will bring assets back onto the balance sheet. Depending on the motive for the SALB, this may deter authorities from pursuing this route.



	
	Transition 

	13
	Do you agree with CIPFA/LASAAC’s approach to retrospective transition?  If not why not? What alternatives do you suggest?


	No

	
	Comments (Please insert your comments in the box below)

It would be preferred if there were no retrospective application or adjustment to existing leases with the standard to apply to new material leasing arrangements entered into from 1/4/2019.


	14
	Do you agree with CIPFA/LASAAC’s approach to retrospective transition?  If not why not? What alternatives do you suggest?


	No

	
	Comments (Please insert your comments in the box below)

As above


	15
	Do you agree with CIPFA/LASAAC’s proposal in relation to the transitional approach to measuring the right-of-use asset for those assets previously classified as operating leases? If not why not? What alternatives do you suggest?


	Yes

	
	Comments (Please insert your comments in the box below)

If retrospective application is required, this approach would defer the level of additional work required.


	16
	Do you agree with CIPFA/LASAAC’s approach to the practical expedients on transition?  If not, why not? What alternatives do you suggest?


	Partial

	
	Comments (Please insert your comments in the box below)

It’s not clear that these would reduce the burden, could it be made explicit which areas of lease activity would not currently be classed as leases, which will be classed as leases under IFRS 16? 


	
	Consequential Amendments – Service Concession Arrangements (PFI/PPP Arrangements)

	17
	Do you agree with CIPFA/LASAAC’s proposals for the consequential amendments to the measurement of service concession arrangement (PFI/PPP) liabilities or do you consider that the current approach to measurement (ie the IAS 17 measurement as a finance lease) should be retained?  If you agree, why do you agree? If not why not? What alternatives do you suggest?

	No

	
	Comments (Please insert your comments in the box below)

To reduce the burden on authorities it would be preferred if the existing approach was maintained. 


	
	Effective Date

	18
	Do you agree with the proposed effective date for public sector implementation of IFRS 16? If yes, why? If not, why not?  What alternatives do you suggest?


	No

	
	Comments (Please insert your comments in the box below)

It is arguable what value these amendments are adding. The charge to the general fund will remain the same. This adds another layer of presentational accounting adjustments with the equal and opposite reversals for the capital items making them more difficult to understand, prepare and audit, taking time away from activities that could add more value.


	
	Further Guidance

	19
	Are there any areas within the Code in relation to IFRS 16 where additional guidance would be helpful? 


	Yes

	
	Comments (Please insert your comments in the box below)

Detailed guidance including the double entries on subsequent amendments to the liability would be useful.



