On 1 January 2022 KitchenTech plc ("KitchenTech") entered into a lease agreement to rent an item of machinery for a 5 year period. At the end of the lease period the item of machinery would be returned to the lessor and scrapped. There will be  5 annual lease payments of £2,000 paid annually in advance on 1 January and  the interest rate implicit in the lease is 15. Initial direct costs of £240 were incurred and Tuna received lease incentives of £150. 

It was a requirement of the lessor that the lease period be 5 years, but KitchenTech intends to use the machinery to manufacture products for a 4 year period. KitchenTech has the right to determine the use of the machinery over the lease term.

Required:

Explain how the above lease would be accounted for in KitchenTech's financial statements for the year ended 31 December 2022. You should include calculations to show the impact upon the Statement of Profit & Loss and the Statement of Financial Position.

