Appendix 1
Accounting Policy 1.20 Leases

A lease is a contract that conveys the right to control the use of an identified asset
for a period of time, through rights to both obtain all the economic benefits or service
potential of the asset.

This includes arrangements with nil consideration, peppercorn or nominal payments.
The authority as lessee

All leases are classified as finance leases, and are included on the balance sheet,
unless they meet one of the following exemptions:

» for low-value items that cost less than £10,000 when new, provided they are
not highly dependent on or integrated with other items, and

» the lease is for a short term, defined as less than 365 days at inception or at
implementation, (including extension options that the authority is reasonably
certain to exercise and any termination options that the authority is reasonably
certain not to exercise).

Exempt lease payments are charged directly to revenue service expenditure in the
Comprehensive Income and Expenditure Statement, whereas the accounting for
finance leases are as follows:

Initial measurement

Finance leases are recognised as right-of-use assets with a corresponding lease
liability at the date from which the leased asset is available for use (or the IFRS 16
transition date, if later).

The authority initially recognises lease liabilities measured at the present value of
lease payments, discounting by applying the authority’s incremental borrowing rate
wherever the interest rate implicit in the lease cannot be determined. Lease
payments included in the measurement of the lease liability include:

» fixed payments,

« variable lease payments that depend on an index or rate,

* amounts expected to be payable under a residual value guarantee

» the exercise price under a purchase option that the authority is reasonably
certain to exercise

* lease payments in an optional renewal period if the authority is reasonably
certain to exercise an extension option

* penalties for early termination of a lease, unless the authority is reasonably
certain not to terminate early.

The right-of-use asset is measured at the amount of the lease liability, adjusted for
any prepayments made, less any lease incentives received.

However, for peppercorn, nominal payments or nil consideration leases, the asset is
measured at fair value.



Subsequent measurement

The right-of-use asset is subsequently measured using the fair value model. The
authority considers the cost model to be a reasonable proxy except for assets held
under non-commercial leases. Typically these are leases for nil consideration of a
peppercorn and are valued using market prices or rentals for equivalent land and
properties.

Right-of use assets held under index-linked leases are adjusted for changes in the
relevant index.

The right-of-use asset is depreciated straight-line over the shorter period of
remaining lease term and useful life of the underlying asset as at the date of
adoption.

The lease liability is subsequently measured at amortised cost, using the effective
interest method.

The liability is remeasured when:

« there is a change in future lease payments arising from a change in index or
rate

» there is a change in the estimate of the amount expected to be payable under
a residual value guarantee

» the authority changes its assessment of whether it will exercise a purchase,
extension or termination option.

When such a remeasurement occurs, a corresponding adjustment is made to the
carrying amount of the right-of-use asset, with any further adjustment required from
remeasurement being recorded in the income statement.

Lease expenditure

Expenditure in the Comprehensive Income and Expenditure Statement includes
interest, straight line depreciation, any asset impairments and changes in variable
lease payments not included in the measurement of the liability during the period in
which the triggering event occurred. Lease payments are debited against the liability.

Depreciation and impairments are not charges against council tax, as the cost of
non-current assets is fully provided for under separate arrangements for capital
financing. Amounts are therefore appropriated to the capital adjustment account from
the General Fund balance in the Movement in Reserves Statement.

The authority as lessor

Leases are classified as finance leases where the terms of the lease transfer
substantially all the risks and rewards incidental to ownership of the property, plant
or equipment from the lessor to the lessee. All other leases are classified as
operating leases.



Finance leases

Where the authority grants a finance lease over a property or an item of plant or
equipment, the relevant asset is written out of the Balance Sheet as a disposal. At
the commencement of the lease, the carrying amount of the asset in the Balance
Sheet is written off to the other operating expenditure line in the Comprehensive
Income and Expenditure Statement as part of the gain or loss on disposal. A gain,
representing the authority’s net investment in the lease, is credited to the same line
in the Comprehensive Income and Expenditure Statement also as part of the gain or
loss on disposal matched by a lease (long-term debtor) asset in the Balance Sheet.

Lease rentals receivable are apportioned between:

« a charge for the acquisition of the interest in the property — applied to write
down the lease debtor (together with any premiums received), and

+ finance income (credited to the financing and investment income and
expenditure line in the Comprehensive Income and Expenditure Statement).

The gain credited to the Comprehensive Income and Expenditure Statement on
disposal is not permitted by statute to increase the General Fund balance and is
required to be treated as a capital receipt. Where a premium has been received, this
is posted out of the General Fund balance to the capital receipts reserve in the
Movement in Reserves Statement. Where the amount due in relation to the lease
asset is to be settled by the payment of rentals in future financial years, this is posted
out of the General Fund balance to the deferred capital receipts reserve in the
Movement in Reserves Statement. When the future rentals are received, the element
for the capital receipt for the disposal of the asset is used to write down the lease
debtor. At this point, the deferred capital receipts are transferred to the capital
receipts reserve.

The written-off value of disposals is not a charge against council tax, as the cost of
non-current assets is fully provided for under separate arrangements for capital
financing. Amounts are therefore appropriated to the capital adjustment account from
the General Fund balance in the Movement in Reserves Statement.

Operating leases

Where the authority grants an operating lease over a property or an item of plant or
equipment, the asset is retained in the Balance Sheet. Rental income is credited to
the other operating expenditure line in the Comprehensive Income and Expenditure
Statement.



