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Item 6. LASAAC 23/10/19
To: 

LASAAC     
From:

Gareth Davies
Date:

23 October 2019
Subject: 
CIPFA/LASAAC: IFRS 16 Leases Implementation 

Purpose of Paper
1. This paper outlines some implementation aspects potentially arising for IFRS 16 Leases Implementation. 
2. The items identified below are in addition to items notified to LASAAC in August 2019 (see Appendix A for a summary list).

Potential IFRS 16 Leases Implementation Issues
3. The following table provides an indication of IFRS 16 Leases implementation issues.
	No.
	Item

	1.
	Nil Consideration Leases: Adaptation of definition applying to lessor arrangements
It is noted that currently the adaptation of the definition of a lease applies to lessor arrangements as well as lessee arrangements. FRAB has been notified of this and may consider this in relation to central government expectations



	2.
	School buildings provided by Trusts & Religious Institutions
Queries have been raised regarding the impact of the requirements on school buildings provided by trusts and religious institutions. This may perhaps be most relevant in England where previous extensive stakeholder engagement was undertaken as a result of a review of the independent nature of schools governance arrangements. Key stakeholder sensitivities may therefore arise in England. 

The extent to which this may be a factor in Scotland is not established.



	3.
	Nil Consideration Leases: Measurement

Feedback has been received that practical issues will arise regarding determination of the fair value of nil consideration right-of-use.



	4.
	Nil Consideration Leases: Grandfathering application:  prospective or retrospective application
The proposed code text currently indicates that grandfathering cannot directly apply under Code for nil consideration leases as they were not previously included by the previous Code requirements. The FReM is not definitively clear on the expectations. Possible options are:
a. Identification on transition (as currently drafted): require transition work to specifically identify nil consideration leases

or

b. Prospective: amend the proposed Code text to apply grandfathering as specified, only identifying new arrangements (or as & when existing arrangements change)



	5.
	Valuation: Transition Arrangements

The proposed text Code follows IFRS 16 Leases transition requirements (para C11) by specifying that the carrying value of finance lease assets is carried forward on transition. 

The proposed text Code does not specify revaluation on transition is required or allowed. Potentially however authorities may wish to revalue, or revert to the cost model as proxy, as part of transition or during 20/21. 

Consideration may be given to specifically allow authorities the option of:

· Voluntary revaluation on transition (at 1/4/20), and show as part of transition

or
· Voluntary subsequent in year valuation (after 1/4/20)


	6.
	Valuation Requirements as at 31 March 2021
The proposed text Code transition arrangements currently avoid a mandatory requirement for wide-scale revaluations on transition (ie 1/4/20).
It has been noted however that by requiring valuation to be undertaken in accordance with section 4.1; the requirements of 4.1.2.37 are likely to be applicable:
“revaluations shall be made with sufficient regularity to ensure that the carrying amount does not differ materially from that which would be determined using the current value at the end of the reporting period.”

Consequently there is a potential that widespread revaluations of right-of-use assets as at 31/3/21 may be expected.



	7.
	Valuation: Reversion to Cost Model

Consideration could be given to specifying in the Code that reversion to the cost model (from valuation) requires that the cost must be stated in accordance with IFRS 16 requirements (i.e. if cost has not been updated since transition it will require to be updated on reversion to the cost model). 



	9.
	Housing Revenue Account– IFRS 16 Leases Application to Housing Rents
This has been raised as a query.


	3.
	Cost Model: Includes Decommissioning Obligation Changes

The Code phrasing could be made more explicit to highlight that changes in the cost of a right-of-use asset includes changes in decommissioning obligations.


	7.
	Land and Buildings Elements Re-Combination

IAS 17 can require lessee to separate land and building elements of single lease into different leases (generally land is an operating lease, the building may be a finance lease). IFRS 16 does not specifically require this split for right-of-use assets (unless the land is deemed to be a separate component per IFRS 16 paragraphs 12-17). There is no specification of treatment on transition. It is considered that each lease element transitions separately.

After transition however it is considered that a revaluation or cost re-measurement may indicate or require these lease elements to be recombined. 



	8.
	Disclosure Requirements

Responses to the Code ITC indicate that excessive disclosures are a significant concern and create unnecessary complexity.



	10.
	Mandating of application of low value exemption on transition



	11.
	Service Concession Arrangements – IFRS 16 basis for liability measurement



Committee Action 
4. The Committee is requested to 

· Discuss the potential IFRS 16 Leases implementation issues arising for Scottish local government

· Identify whether specific action for Scottish local government is required in respect of any issues identified
· Identify whether specific aspects should be raised for consideration by CIPFA/LASAAC 
Appendix A – Items discussed at LASAAC 20 August 2019 (paper 9):

A. Lease term determination relating to property lease ‘roll forward’ arrangements

B. Complex indexation arrangements

C. Non-lease components affecting prudential code application and statutory definition of capital expenditure

D. Valuation - elimination of accumulated depreciation

E. Incremental rate identification 

F. Statutory treatment of capital receipts arising from a sale and leaseback situation

G. Statutory capital requirements regarding dilapidation and re-instatement costs 

H. Statutory implications of changes in classification of sub-leases
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