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London Luton Airport Operations Limited 

Notes to the financial statements 
For the year ended 31 December 2018 

1. Accounting policies (continued)

Going concern (continued) 

They have also considered the impact if the £25m penalty was required to be paid as detailed in the contingent 
liability note and are forecasting that they can still continue to operate within the available facilities for the period of 
at least 12 months from the approval of the financial statements. The Group have assessed that it is unlikely that the 
termination of the concession agreement will be instigated by London Luton Airp01t Limited ("LLAL"), the 
Council entity that has granted the concession on the basis that in the Group's opinion, it is in compliance with the 
Supplemental Agreement to the Concession Agreement and therefore LLAL are unlikely to be able to trigger the 
process to terminate the Concession Agreement. No formal dispute process has been commenced by LLAL to date. 
In the unlikely scenario where LLAL pursued and obtained termination of the Concession Agreement, the Group 
would be entitled to a compensation payment. The Group maintains a good working relationship with LLAL and it is 
the intention of the Group and its shareholders to continue to operate the airport under the Concession Agreement. 

The directors have a reasonable expectation that the Group and the Company have adequate resources to continue in 
operational existence for the foreseeable future. Accordingly, they continue to adopt the going concern basis of 
accounting in preparing annual financial statements. 

Property, plant and equipment 

Property, plant and equipment is stated at cost less accumulated depreciation and any recognised impairment loss. 

Assets in the course of construction for production, supply or administrative purposes, or for purposes not yet 
determined, are carried at cost, less any recognised impairment loss. Cost includes professional fees and, for qualifying 
assets, borrowing costs capitalised in accordance with the Company's accounting policy. Depreciation of these assets, 
on the same basis as other property assets, commences when the assets are ready for their intended use. 

Depreciation is recognised on a straight-line basis to write off the cost of assets to estimated residual values over their 
estimated useful economic lives, subject to the remaining life of the Concession Agreement, as follows: 

Runways, taxiways and other similar structures 
Short leasehold land and buildings 
Plant and machinery 

Inventories 

5 to 30 years 
5 to 30 years 
2 to 25 years 

Inventories, which comprise primarily consumables, are stated at the lower of cost and net realisable value. Provision 
is made for obsolete, slow-moving or defective items where appropriate. 

Taxation 

Current tax, including UK corporation tax and foreign tax, is provided at amounts expected to be paid ( or recovered) 
using the tax rates and laws that have been enacted or substantively enacted by the balance sheet date and any 
adjustment to tax payable in respect of previous years. The tax currently payable is based on taxable profit for the year. 
Taxable profit differs from net profit as repmted in the income statement because it excludes items of income or 
expense that are taxable or deductible in other years and it further excludes items that are never taxable or deductible. 

Deferred tax is provided on temporary differences between the carrying amounts of assets and liabilities for financial 
reporting purposes and the amounts used for taxation purposes. Deferred tax liabilities are generally recognised for all 
taxable temporary differences and deferred tax assets are recognised to the extent that it is probable that taxable profits 
will be available against which deductible temporary differences can be utilised. Such assets and liabilities are not 
recognised if the temporary difference arises from the initial recognition of goodwill or from the initial recognition 
(other than in a business combination) of other assets and liabilities in a transaction that affects neither the taxable 
profit nor the accounting profit. 

The canying amount of deferred tax assets is reviewed at each balance sheet date and reduced to the extent that it is 
no longer probable that sufficient taxable profits will be available to allow all or part of the asset to be recovered. 

Deferred tax is calculated at the tax rates that are expected to apply in the period when the liability is settled or the 
asset is realised based on tax laws and rates that have been enacted or substantively enacted at the balance sheet date. 
Deferred tax is charged or credited in the income statement, except when it relates to items charged or credited in other 
comprehensive income, in which case the deferred tax is also dealt with in other comprehensive income. 

The measurement of deferred tax liabilities and assets reflects the tax consequences that would follow from the manner 
in which the Company expects, at the end of the rep01ting period, to recover or settle the carrying amount of its assets 
and liabilities. 
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London Luton Airport Operations Limited 

Notes to the financial statements 
For the year ended 31 December 2018 

2. Critical accounting judgements and key sources of estimation uncertainty

In the application of the Company's accounting policies, which are described in note 1 above, the directors are required 
to make judgements, estimates and assumptions about the carrying amounts of assets and liabilities that are not readily 
apparent from other sources. The estimates and associated assumptions are based on historical experience and other 
factors that are considered to be relevant. Actual results may differ from these estimates. 

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are 
recognised in the period in which the estimate is revised if the revision affects only that period, or in the period of the 
revision and future periods if the revision affects both current and future periods. 

Critical judgements in applying the Company's accounting policies 

The following are the critical judgements, apart from those involving estimations (which are dealt with separately 
below), that the directors have made in the process of applying the Company's accounting policies and that have the 
most significant effect on the amounts recognised in financial statements. 

Liability to pay penalty 

There is significant judgement in relation to whether it is probable or not that the £25m penalty (see note 17) will be 
payable based on the Group's assessment of whether the Dispute process would find in their favour. The Group has 
assessed the merits of the points raised by London Luton Airport Limited ("LLAL"), the Council entity which has 
granted the concession, against the contact terms of the Supplemental Agreement and are of the view that it is unlikely 
that the claim by LLAL will be successful. Legal advice has also been obtained by the Group to support this assessment. 

Discount rate used to determine the carrying amount of the Company's defined benefit obligation 

The Company's defined benefit obligation is discounted at a rate set by reference to market yields at the end of the 
reporting period on high quality corporate bonds. Significant judgement is required when setting the criteria for bonds 
to be included in the population from which the yield curve is derived. The most significant criteria considered for the 
selection of bonds include the issue size of the corporate bonds, quality of the bonds and the identification of outliers 
which are excluded. 

Key sources of estimation uncertainty 

The key assumptions concerning the future, and other key sources of estimation unceitainty at the balance sheet date, 
that have a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities within the 
financial year, are discussed below. 

Depreciation of property, plant and equipment 

Depreciation of property, plant and equipment is provided on the basis of being the lower of useful economic life and 
the remaining life of the Concession Agreement. Given the nature of the Agreement lifecycle, there is unce1tainty as 
to whether the useful economic life may extend beyond the life of the concession agreement. 

Assumptions on discounted cash flow 

In assessing value in use of tangible and intangible assets, the estimated future cash flows are discounted to their 
present value using a pre-tax discount rate that reflects current market assessments of the time value of money and the 
risks specific to the asset for which the estimates of future cash flows have not been adjusted. 
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