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International Accounting Standards Board 
9 July 2009
Dear Sirs
Leases – Preliminary views
I refer to the Discussion Paper and would make the following comments from the perspective of a body involved in the external audit of most public sector bodies in Scotland.
Overall comments

Whilst Audit Scotland supports the principle of accounts reflecting the substance of the transactions undertaken by entities we are not wholly convinced that the preliminary views would achieve this in a proportionate way, at least not without significant exemptions for low value and short term arrangements.
Our principal concern however is with the proposals on the use of discount rates where we believe that the proposals would lead to public sector entities typically recording consistently higher values for liabilities and assets than private sector entities would do for identical assets obtained under identical contracts as the public sector can generally borrow at lower rates than the private sector. We regard this position as illogical and not a sound basis for setting accounting requirements. Bodies enter into leases for a whole range of reasons and one of the consequences of that is that the finance costs within the lease may well be different from those if the entity purchased the asset outright. We believe that the rate implicit in the lease, where obtainable, provides a better indication of the real economic effect of the transaction.
Specific comments
Question 6
We do not agree with the preliminary view on the use of the bodies incremental borrowing rate for the reasons given above and would prefer the use of the rate implicit in the lease, where this can be obtained.
Question 10
As the majority of leases represent, in effect, fixed rate borrowing for the lessee we do not believe that revising the incremental borrowing rate would be appropriate.
I hope that you find these comments helpful.
Yours sincerely
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Russell Frith

Director of Audit Strategy
