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Purpose

To outline the implications from implementing the International Financial 
Reporting Standard (IFRS) 16 financial standard from 01 April 2020.

Recommendation

That the committee notes the requirement for the Council to comply with IFRS 
16 and endorses the approach advocated that will mean our 2020/21 financial 
accounts are in with the new financial regulations.

1.0 Background

1.1 IFRS 16 will come into force on 01 April 2020 and concerns the 
accounting treatment of leases.  In particular, it changes the accounting 
treatment required of Operating Leases from what is now essentially a 
‘revenue’ transaction in the relevant service account to a largely 
Balance Sheet transaction (depending on a number of considerations).  
This could mean potential material differences between the Council’s 
financial statements for 2019/20 and 2020/21 from implementing the 
new standard (as it will for all entities that would need to comply with 
IFRS 16), for instance showing a larger asset base on our Balance 
Sheet.  

1.2 However, it should be noted that material ‘bottom line’ implications for 
the General Fund are not expected as a consequence of the new 
standard.

2.0 IFRS 16

2.1 The objective of the new financial standard is to increase awareness 
and understanding of financial information that has hitherto been ‘off 
Balance Sheet’; to enable investors and users of financial statements 
to understand the assets that are actually being utilised by an entity.  
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Previous updates to financial reporting standards have partly 
addressed this issue, for instance all Finance Leases (essentially 
accounted for as a form of loan) are treated on the Balance Sheet but, 
until now, Operating Leases were not.

2.2 What does this mean in practice?  Where the Council has in place 
leases to use an asset, even though there may be no long-term intent 
to procure the asset, the Council has to recognise these agreements 
on the Balance Sheet (unless they are materially irrelevant and / or the 
lease is less than 12 months in duration).  The lease is thus treated like 
an asset and is subject to depreciation.  

2.3 It also means the Council needs to increase its Capital Financing 
Requirement (CFR); via its Minimum Revenue Provision (MRP) 
charges.  This will impact the Prudential Indicators in the Council’s 
Treasury Management Strategy.  It is therefore important that the 
Council is able to adequately assess the Operating Leases that it 
currently holds to ensure correct accounting treatment by year end 
2020/21.  This includes those leases which may be subject to minimal 
rental payment (e.g. peppercorn) but where the Fair Value of the asset 
could be material.  Our current assessment of the expenditure 
associated with Operating Leases (where we are the lessee) is 
£1,120K1.

2.4 There are particular requirements within the new standard regarding 
sub-leases; where the Council may lease an asset and then have 
leased it (or part of it) to an additional third party.  

2.5 The accounting treatment we need to adopt as a Lessor (i.e. if third 
parties are leasing Council assets) is largely unchanged.

2.6 What do we need to do to comply with the regulations? We have to 
comply with these financial regulations; they originate from 
International Financial Reporting Standards organisation who set 
accounting standards across 140 nations and jurisdictions. It is 
important that we begin work now to verify our understanding of all the 
Operating Leases that the Council has; even those (as outlined above) 
where the consideration we currently pay is minimal.  This is the 
primary initial key activity and will be undertaken by the Head of 
Accounts in conjunction with the Head of Procurement.  The 
identification process will work as follows:

a) Review of financial transactions of known Operating Leases;

b) Communication and engagement regarding this issue with key 
Service leaders to triangulate understanding of where the Council 
has Operating Leases; and

c) Development of a contract database (of all contracts, not just 
leases) that holds all contractual records but which will also be the 
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3

data repository for Council Leases.

2.7 This activity provides us with a good opportunity to look again at our 
leases and see what savings options this could present.

2.8 We will aim to complete this work by the end of January 2020.  Whilst 
our final accounts for 2019/20 do not need to comply with IFRS 16; 
having a strong understanding of potential implications mean we can 
add some commentary to them in advance of 2020/21.  It also means 
we can understand any potential impact to the Treasury Management 
Strategy for 2020/21 and beyond, in advance of it being approved by 
Council in February 2020.

2.9  We will also engage our external auditors in good time, to ensure we 
meet their expectations of what we need to do to comply with the new 
standard.  In particular, we will provide them with a working paper to 
outline our key assumptions in this area; for instance what we would 
define as a ‘low value’ lease, how we have sought to identify 
‘peppercorn’ leases, how we have valued such leases and so on.

3.0 Risk Assessment

3.1 There is a minor risk that our financial statements for 2020/21 are 
qualified by our external auditors if we are unable to show compliance 
with the new financial standards.

4.0 Conclusion

4.1 Adopting IFRS 16 is an important piece of work for the Council.  Not 
only in ensuring compliance with financial reporting regulations; but the 
activity we need to undertake to build a picture of our lease position 
may also provide the opportunity for the Council to see where it could 
make financial savings from looking again at what leases are required 
and why.  

Financial Implications As set out in the report
Legal Implications Provided by Paul Grant

Crime and Disorder N/A

Equality and Diversity N/A

Service Improvement Plan N/A

Corporate Plan: N/A
Risk Assessment: N/A
Background papers: N/A
Lead Officer Jonathan Ware


