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Dear Board Members,
Re: Exposure Draft ED/2010/09 L eases

Deloitte & Touche Tohmatsu Limited (“DTTL") is pleasedr&spond to the Exposure Draft: Leases (the
“Exposure Draft” or the “ED”).

We support the efforts of the International Accountirgn8ards Board (IASB) and Financial Accounting
Standards Board (FASB) (collectively the Boardshpriove the Standards on the accounting for leases. We
agree with the proposed right-of-use model when it is appdieery simple lease arrangements that include a
fixed term with fixed payments as we believe this imtlrease transparency of the economic effects of
leasing arrangements to users of the financial statsmdawever, we have significant concerns over the
application of the right-of-use model when the arrangementdeslother terms such as options and
contingencies. We believe that significant changes andiraprents must be made to the ED before it
becomes a final Standard. If not, achieving the objectivg@roviding information that is relevant and gives a
faithful representation of lease arrangements may b&eobed. In addition, there could be significant
implementation issues (which are likely to require furtandard setting), significant diversity in accounting
for lease arrangements, and considerable increades aos$ts of accounting for lease arrangements without a
proportionate increase in benefits.

In summary, our most significant concerns about the Efderéb the following items:

. Determining whether an arrangement is or contains a leas
. Renewal options

. Contingent rentals

. Lessor accounting model

We have fundamental concerns about the proposed guidardetdéomining which arrangements will be
within the scope of the leasing Standard. Although theqz®d guidance is mostly consistent with the
guidance currently contained in EITF 01-8 and IFRIChéd,determination that an arrangement contains a
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lease will now result in a drastically different acobog treatment within the context of the overall proposals
in the ED.

Therefore, we believe that the ED’s guidance for deitegng whether an arrangement contains a lease and
distinguishing between leases and service arrangements naistiggthened. Otherwise any final Standard
will result in significant implementation issues andl require the Boards to revisit lease accountinthi
near future. We believe that the definition of a lehseilsl be strengthened by:

. emphasising the concept of exclusivity in the right-of-afsen asset;

. highlighting that leases do not generally allow for an stnicted right of substitution of the underlying
asset by the lessor; and

. providing more guidance around what is a specified.asse

We also believe that the Boards should clarify the quodabout arrangements containing a service
component where the service component is not distinct but repgessignificant portion of the overall value
of the arrangement. We do not believe that these constaotdd necessarily be accounted for as a lease.
However, we are concerned that such arrangements maytfafi the scope of any final Standard based on
the ED as currently drafted.

As noted above, we support a single lessee accounting matledshlts in the recognition of a right-of-use
asset and a liability to make lease payments for verplsifease arrangements that include a fixed term with
fixed payments. However, we do not agree with the propodsddme for (1) the accounting for options to
renew and (2) the treatment of contingent lease payments.

We believe that renewal options should be included in tlEsunement of the right-of-use asset only if they
are virtually certain of being exercised. Otherwikeytshould be measured and accounted for separately. We
propose an alternative measurement approach in the Appernhisg tetter that would measure renewal

options at their intrinsic value at inception.

We disagree with the proposed model for recognising contimgetatls where payments are contingent on
usage or performance. We believe that contingenciesl loaisgsage are akin to renewal options and should
be treated similarly. For payments based on performame@roposed model developed by the Boards is not
consistent with the accounting for variable paymentsvers¢ other areas of accounting literature including
business combinations, franchise accounting and the Baandsnt proposals on revenue recognition. We
therefore believe that the Boards should address contipggments broadly as a separate project and then
apply the conclusions reached in that project to leaseiating. If the Boards do not have the capacity to
add this project at this time, we believe that theanting for contingent rentals should remain unchanged
from current accounting (i.e., the guidance in ASC 8401Aa8d17).

We are concerned about the proposed accounting modeldordedVe believe that the guidance in the ED
for lessors is essentially at the “Discussion Papagesand needs further development and refinement.
Consistent with our preference for a single accoumtingel for lessees, we believe a single model would
also be preferable for lessors. The Boards have mi¢ em@ompelling case that the information provided by
the proposed lessor accounting model represents a sighifiganovement over the existing lessor accounting
model. In addition, the Boards have not clearly articdlatav the two approaches proposed in the ED
reconcile with the Boards’ Conceptual Frameworks angtbeosed right-of-use model for lessees.

Our detailed responses to the ED questions are includid #ppendix to this letter.
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If you have any questions concerning our comments, pleasectd@ronica Poole in London at +44 (0) 207
007 0884.

Sincerely,

Veronica Poole
Global Managing Director
IFRS Technical
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Appendix 1

The accounting model
The exposure draft proposes a new accounting model for leases in which:

(@) a lessee would recognise an asset (the right-of-use asset) representing its right to use an underlying asset during
the lease term, and a liability to make lease payments (paragraphs 10 and BC5-BC12). The lessee would amortise
the right-of-use asset over the expected lease term or the useful life of the underlying asset if shorter. The lessee
would incur interest expense on the liability to make lease payments.

(b) a lessor would apply either a performance obligation approach or a derecognition approach to account for the
assets and liabilities arising from a lease, depending on whether the lessor retains exposure to significant risks or
benefits associated with the underlying asset during or after the expected term of the lease (paragraphs 28, 29 and
BC23-BC27).

Question 1: Lessees

(@) Do you agree that a lessee should recognise a right-of-use asset and a liability to make lease payments? Why or
why not? If not, what alternative model would you propose and why?

(b) Do you agree that a lessee should recognise amortisation of the right-of-use asset and interest on the liability to
make lease payments? Why or why not? If not, what alternative model would you propose and why?

We agree that a single model with a broad principlergsuilts in the recognition by a lessee of a right-of-use
asset and a liability to make lease payments will inergasisparency of the economic effects of leasing
arrangements to users of the financial statements. gvée avith the statement in paragraph BC7(b) that “a
simple lease is not an executory contract after tteeafacommencement of the lease”. We believe that this
represents an important distinction between leaseasatand executory contracts and firm commitments.
However, we recommend that the Boards articulate mordyclehy a lease is an executed contract and that
delivery of the right-of-use asset occurs on the date ofremmement of the lease.

Although we agree with the right-of-use accounting modelefssees, we have significant concerns regarding
the guidance in the ED for identifying whether an arrangec@ntains a lease, distinguishing between
service and lease arrangements and measuring the righg-assist and the liability to make lease payments
(including the treatment of renewal options and contingams). These concerns are discussed in our
responses to Questions 3, 4, 6, 8 and 9 below.

We agree that if the lessee has recognised a right-cissg¢ and an obligation to make lease payments then
the lessee should recognise amortisation expense ofttieofiuse asset and interest expense on the liability
to make lease payments.

Question 2: Lessors

(@) Do you agree that a lessor should apply (i) the performance obligation approach if the lessor retains exposure to
significant risks or benefits associated with the underlying asset during or after the expected lease term and (i) the
derecognition approach otherwise? Why or why not? If not, what alternative approach would you propose and
why?

(b) Do you agree with the boards’ proposals for the recognition of assets, liabilities, income and expenses for the
performance obligation and derecognition approaches to lessor accounting? Why or why not? If not, what
alternative model would you propose and why?

(c) Do you agree that there should be no separate approach for lessors with leveraged leases, as is currently provided
for under US GAAP (paragraph BC15)? If not, why not? What approach should be applied to those leases and
why?

We would prefer a single lessor accounting model and ne@mm that the Boards devote additional time to
develop such an approach. We acknowledge the difficulty inafswng a single lessor accounting model that
can be applied to all leasing transactions. However, vieviedhat the benefit of producing a single,
conceptually sound lessor accounting model that can be appkedide range of leasing transactions is
worth the effort.
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The lessor accounting model in the ED has two diffeseabunting approaches for lessors: the performance
obligation approach and the derecognition approach. The Bloavdsnot made a compelling case that the
information provided by the proposed lessor accounting megetsents a significant improvement over the
existing lessor accounting model. In addition, the Bohed® not clearly articulated how these two
approaches reconcile with the Boards’ Conceptual Framevamikshe proposed right-of-use model for
lessees.

The guidance in the exposure draft for the lessor enéadly at the “Discussion Paper” stage and needs
further development and refinement. This may be thetrektlie fact that the Boards have spent far more
time discussing the lessee accounting model. The lessmrrdicyg model in the ED is likely to increase
complexity compared to the current lessor accounting mbdelexample, the application guidance in
paragraphs B22—B27 is not clear or robust enough to expecbtisstent conclusions will be reached
regarding which model to apply. As an additional example, uhdeaderecognition approach, the ED does not
indicate what the nature of the residual asset is olesser’'s books. Specifically, it is not clear whether the
asset represents the lessor’s interest in the underlysgg @hat is, its remaining interest in the underlying
property, plant and equipment) or the lessor’s porticdh®fight-of-use asset (the other portion of which is
recognised on the lessee’s books).

We are also concerned that the Boards have not cletidylated how the proposed approaches to lessor
accounting reconcile with the Boards’ Conceptual Framesvarkl the proposed right-of-use model for
lessees. The derecognition approach appears more consisitethievunderlying principle in the right-of-use
approach for lessees when the asset is one that carploydeally divided, such as equipment. That is, upon
commencement of the lease, the lessor has transferredladran asset (being the exclusive right to the
benefits of use of the asset for a designated periothefdr specified level of usage) to the lessee.
Conversely, the performance obligation approach implegstkte lessor’s transfer of control of an asset (being
the right to the benefits of use of the asset for a desideeriod of time or specified level of usage) is
satisfied continuously during the lease term. Furthergriberion proposed to distinguish between the two
approaches is based on whether the lessor retains expmsigeificant risks or benefits associated with the
underlying asset. It is unclear, under the Boards’ Conceptaaidworks, why the retention of significant
risks or benefits should govern if and when an assetnsféiaed and a performance obligation is satisfied.
We recognise that the derecognition approach may not prowgaaingful basis of financial reporting when
an asset can be physically divided among various lessgrg{fferent floors in a building) or in short-term
leases that do not meet the scope exemption. Thus |eredhat further discussion of these issues is
necessary by the Boards in order to ensure that the lessounting model is conceptually sound.

Lastly, we believe that the lessee and lessor modelscsheudeveloped together in one comprehensive
leasing Standard. That is, we do not believe thaBt@@ds should split the project into a lessee phasa and
lessor phase. If a decision is made to proceed onlylegfiee accounting at this time, the Boards will need
dedicate significant time to deal with the ramificatiohsuch an approach (e.g. how to address sub-leasing).

We agree that there should be no separate approachsirslegth leveraged leases. However, the Boards
should consider further outreach to determine whether additi@mesition guidance is warranted for leases
previously accounted for as leveraged leases (e.g. whitle lessor approaches leveraged leases would fall
under).

Question 3: Short-term leases

This exposure draft proposes that a lessee or a lessor may apply the following simplified requirements to short-term
leases, defined in Appendix A as leases for which the maximum possible lease term, including options to renew or extend,
is twelve months or less.

(@) At the date of inception of a lease, a lessee that has a short-term lease may elect on a lease-by-lease basis to
measure, both at initial measurement and subsequently, (i) the liability to make lease payments at the
undiscounted amount of the lease payments and (i) the right-of-use asset at the undiscounted amount of lease
payments plus initial direct costs. Such lessees would recognise lease payments in profit or loss over the lease
term (paragraph 64).

(b) At the date of inception of a lease, a lessor that has a short-term lease may elect on a lease-by-lease basis not to
recognise assets and liabilities arising from a short-term lease in the statement of financial position, nor
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derecognise any portion of the underlying asset. Such lessors would continue to recognise the underlying asset in
accordance with other IFRSs and would recognise lease payments in profit or loss over the lease term (paragraph
65).

(See also paragraphs BC41-BC46.)

Do you agree that a lessee or a lessor should account for short-term leases in this way? Why or why not? If not, what
alternative approach would you propose and why?

We understand the Boards’ desire to provide a practicalx@mto the lease guidance for certain
arrangements. However, we do not believe there is a coatégaisis for the exception provided based on the
potential length of the lease term. This exception eseatactly the type of “bright-line” that the Boards are
trying to eliminate with this project and could resalsignificant negative consequences such as creating
potential structuring opportunities.

We believe that if the Boards can make the appropriatedisin between a service and a lease arrangement
then many of the contracts that are most troubling to itoests could be scoped out of the leasing guidance
and accounted for as service contracts. See our sisousn distinguishing between service and lease
arrangements in our comments to Questions 4 and 6. agasgements that are determined to be within the
scope of this guidance and are truly short-term leaaegements (e.g. month-to-month arrangements) could
be dealt with on a materiality basis.

If the Boards are unable to improve the scope of arrangsrtteitare within the lease guidance then we
would accept, on pragmatic grounds, an exemption foedssand lessors for short-term leases. However, we
do not believe that the simplified accounting proposedeisees is sufficient. Based on extensive outreach
with preparers, we believe that the cost to lesseésawiéxceed the benefits of recording these short-term
leases on their statement of financial position (basetleaurrent scope of the ED). Acknowledging the
potential for structuring opportunities, we believe thisaee that has a short-term lease should instead be
permitted to elect not to recognise a right-of-use asskadiability to make lease payments. Such an
election would be consistent with the simplified requients proposed for lessors.

Definition of a lease

This exposure draft proposes to define a lease as a contract in which the right to use a specified asset or assets is
conveyed, for a period of time, in exchange for consideration (Appendix A, paragraphs B1-B4 and BC29-BC32). This
exposure draft also proposes guidance on distinguishing between a lease and a contract that represents a purchase or
sale (paragraphs 8, B9, B10 and BC59-BC62) and on distinguishing a lease from a service contract (paragraphs B1-B4
and BC29-BC32).

Question 4

(@) Do you agree that a lease is defined appropriately? Why or why not? If not, what alternative definition would you
propose and why?

(b) Do you agree with the criteria in paragraphs B9 and B10 for distinguishing a lease from a contract that represents a
purchase or sale? Why or why not? If not, what alternative criteria would you propose and why?

(c) Do you think that the guidance in paragraphs B1-B4 for distinguishing leases from service contracts is sufficient?
Why or why not? If not, what additional guidance do you think is necessary and why?

We agree with the ED’s basic principle that a leaskefgied as a contract in which the right to use a
specified asset or assets is conveyed, for a perioohef in exchange for consideration. However, we
believe the Boards need to clarify further the definition t#ase to enable preparers to differentiate service
arrangements from lease arrangements. We believe thdefthiéion of a lease should:

. emphasise the concept of exclusivity in the right to nsesaet;
. highlight that leases do not generally represent an uictestright of substitution of the asset; and
. provide more guidance around what is a specified asset.

Emphasising these concepts would strengthen the definitiolrea$@ and could help differentiate between
service and lease arrangements. Further, the Boardsl slomsider arrangements which can be long term,
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where the lease and service elements are not distinctebsenvice element holds most of the value as the
right to use may have trivial value without the serviEer example, season tickets to entertainment events
may contain both service and lease elements, but theioigise a specified seat should not be the focus of the
transaction.

We generally agree with the criteria in paragraphs BPdiidto determine a purchase or sale. However,
consistent with our recommendation on how to accounefuewal options and purchase options in our
comments to Questions 7 and 8, we recommend that the thiregiplied for exercising a purchase option
should be virtually certain rather than the proposed lilotdf reasonably certain. This higher threshold
would eliminate from the scope of the leasing guidamcangements that are truly a purchase or sale and
would create greater distinction from those leasesathegsor would account for under the derecognition
model. In addition, we believe that paragraph B9 shouleé&enciled with the proposed revenue recognition
Standard with respect to the transfer of trivigksiand benefits associated with the underlying asset.

We do not believe that the guidance to distinguish &tieen service or purchase contracts is sufficients Thi
guidance was essentially carried forward from EI3$ué No. 01-8, “Determining Whether an Arrangement
Contains a Lease”, (FASB Accounting Standards Ceatifin Subtopic 840-1Qeases: Overajland

IFRIC 4,Determining Whether an Arrangement Contains a Leddere have been numerous practice issues
(as noted below) that have developed in the applicationTdf H1-8 and IFRIC 4 since their original issue.
Those practice issues are not as critical under the tleegse accounting model because the difference
between operating lease accounting and executory coatremiinting is often not significant. However, the
difference between the right-of-use model and executoryaxdraccounting will be far more significant

under the proposed guidance and, therefore, it is critiagthle Boards resolve these practice issues prior to
finalising the guidance in the ED.

The following concepts in paragraphs B1-B4 should be cldffifigher as significant diversity exists in
practice in how these concepts are applied under EITF 01-8 BRhd &

. Clarification of the term “output” — For example, in tz@n power purchase agreements “outputs” may
include physical outputs (such as electricity) as welh&gible outputs (such as renewable energy
credits, capacity credits and production tax creditgjei2nt interpretations exist in practice as to
whether “outputs” should be limited to physical outputs ootywhether certain intangible outputs
must also be included in this evaluation.

. Clarification of the phrase “contractually fixed peit” — For example, certain arrangements may
contain a fixed escalator clause in which the price perofimutput increases by a fixed percentage
each year of the arrangement (e.g. price per unit of CU3,&d CU9 in years 1, 2 and 3
respectively). Other arrangements contain different fre@es per unit of output depending on when the
output is produced (e.g. different pricing for peak andgpetik usage periods). Different interpretations
exist in practice as to whether these arrangements rappegeng that is considered “contractually
fixed per unit.”

. Clarification on whether a pro rata portion of the outgan asset can be the subject of a lease —
When the Task Force was debating EITF 01-8, they could ne¢ agd therefore agreed to be silent on
this issue. Consequently, there is still diversity deblate around this concept. The following
examples from the energy and resources industries illustfate of the types of arrangements that
should be considered:

o] A contract to book 25 per cent of the capacity in a pipédinene year or for the life of the
pipeline

o] A contract to purchase 50 per cent of the output of a poaset fok five years
o] A contract to purchase 500mwh of power from a specific powaet pl

o] A contract to provide gas storage capacity in a spdaifility
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We expect that other industries will struggle with tliaaept once the importance of applying this
guidance is heightened by the lease guidance.

. Clarification on “specified asset” — In many arrangetagparticularly those that are not based on the
productive output of the underlying asset, there are diffénggripretations as to whether an asset is
specified in the arrangement (e.g. usage of data warehaigihgs, satellite service providers, use of
fibre optic strands in a cable and certain retail licenarrangements which allow one retailer to
operate within the selling space of another retailegjtdin rights of the “lessor” under these
arrangements have resulted in mixed application of th€ BIIF8 and IFRIC 4 guidance related to
specified assets (for example, the right of a “lessmrhove the “lessee” to another space within a
retail store, or the right of the owner of a data Wwause centre to move “lessees” to different physical
space within the warehouse). Additional application guidémctct patterns other than production-
based sales arrangements may be helpful in clarifyingtignce.

In addition, paragraph B2 notes that “[a]n asset is oitpli'specified’ if . . . a lessor can substitute
another asset for the underlying admdtrarely does so in practice” (emphasis added). The
highlighted phrase is an addition to the guidance in BITH8 and IFRIC 4, but it is not discussed in
the basis for conclusions. As the Boards left most ofg¢h®inder of the EITF 01-8 and IFRIC 4
guidance unchanged, the reason for this addition should dessled further. Is this meant to scope in
additional arrangements that the Boards believe shouldthe scope? We think that the addition of
this provision further confuses the distinction between laadeservice arrangements. An asset that is
fungible and could be substituted with no change in servidd teundicative of a service being
provided rather than a lease of an asset. As noteeale believe that the right of substitution is a
critical element to distinguish between a service aasd@rrangement. For example, an entity
receiving copying services wants a certain level of guahd reliability. The actual equipment
producing the copy may be irrelevant to the entity ang wild accept the substitution of the
equipment as long as the quality and reliability meir tteguired standard and there was no break in
service. We therefore strongly recommend that the Badad$y in the proposed guidance that the
right to substitution of the asset is an indicator of aarngement not being a lease.

We also recommend that the Boards consider the wide @freayangements that could be impacted by the
guidance in the ED. For example, it is common that irepiafessional sports franchises that own or lease
stadiums also sell season ticket licences to custoderthe Boards believe that such season ticket licences
represent the lease of space within the stadium — beiis & point (other than a materiality threshold) at
which the lease component of an arrangement is so insemtifas compared to the rest of the arrangement
that the costs of identifying a lease for accounting geep outweigh the benefits? The Boards should
deliberate such arrangements further to clarify the inttagelication of the proposals in the ED.

Question 5: Scope exclusions

This exposure draft proposes that a lessee or a lessor should apply the proposed IFRS to all leases, including leases of
right-of-use assets in a sublease except leases of intangible assets, leases of biological assets and leases to explore for
or use minerals, oil, natural gas and similar non-regenerative resources (paragraphs 5 and BC33-BC46).

Do you agree with the proposed scope of the proposed IFRS? Why or why not? If not, what alternative scope would you
propose and why?

We generally agree with the scope proposed in the E@veMer we do not believe that the Boards have
given enough consideration as to whether certain intangibitsashould be within the scope of this guidance.
Certain licensing arrangements are currently withirsttepe of IAS 17, Leases, and we believe that the
Boards should give more consideration as to whether thesggaments and others should be within the
scope of the proposed guidance.

In our comment letter responding to exposure draft ED/20R&@enue from Contracts with Customers
(ED/2010/6), we stated that we do not agree with the patferevenue recognition proposed for licensing of
intellectual property. We recommended that if the Boartieveeit is necessary to recognise income over
time where an exclusive licence is granted for only gittte life of intellectual property, this would be leett
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achieved by scoping such arrangements out of the proposedecytamdard and into the proposed leasing
Standard.

We also note that the proposed scope includes what saeeis an important change from the existing
scope of current US GAAP. The transition guidance ingragh 16 of EITF 01-8 allowed for certain
arrangements to be grandfathered and not evaluated undgifth@1-8 framework unless they were
subsequently modified. The transition and scope provisiotieedED appear to eliminate these grandfathering
provisions. If this was the Boards’ intention, we recanththat this decision is explicitly stated in the Basis
for Conclusions of the final IFRS.

In addition, since the definition of “underlying asset” is restricted or specified, the Boards should consider
clarifying that leases of certain types of assets asdimancial instruments and gold are to be scoped out
from the final Standard to avoid unintended consequences.

Also, we believe that the scope section should ghaten the case of derivatives that are embedded sedea
which are separated from the host and accounted forigatdees under IFRS 9 (or IAS 39), the
requirements of the leasing IFRS shall be applied tbdsecontract after separating out these derivatives.

Question 6: Contracts that contain service components and lease components

The exposure draft proposes that lessees and lessors should apply the proposals in Revenue from Contracts with
Customers to a distinct service component of a contract that contains service components and lease components
(paragraphs 6, B5—B8 and BC47-BC54). If the service component in a contract that contains service components and
lease components is not distinct:

(@) the FASB proposes the lessee and lessor should apply the lease accounting requirements to the combined
contract.

(b) the IASB proposes that:
() a lessee should apply the lease accounting requirements to the combined contract.

(ii) a lessor that applies the performance obligation approach should apply the lease accounting requirements
to the combined contract.

(iii) a lessor that applies the derecognition approach should account for the lease component in accordance
with the lease requirements, and the service component in accordance with the proposals in Revenue from
Contracts with Customers.

Do you agree with either approach to accounting for leases that contain service and lease components? Why or why not?
If not, how would you account for contracts that contain both service and lease components and why?

We agree that guidance for revenue recognition should be@ppla distinct service component of a contract
that contains service and lease components. Thigmglre that the service elements of leases are aedount
for consistently with the appropriate revenue recognitiodaqde, and the lease elements are accounted for
under the final lease guidance. If the service component gistinct and not significant, except for
executory costs discussed below, we believe that tee Bacounting requirements should be applied to the
combined contract by both lessees and lessors. Howex@n not believe that an arrangement in which the
service component is not distinct but represents a signifiation of the value of the contract should
necessarily be accounted for as a lease. Our exampleestion 4 illustrates this potential situation. A
professional sports franchise that owns or leases mstadso sells season ticket licences to customers. The
service/entertainment portion of the arrangement woulttlglee the most significant aspect of this
arrangement. If the lessee or lessor is unable to &dldlsa payments because the elements are not distinct
then, under the proposals in the ED, they would be requiradcount for the entire arrangement as a lease,
which does not seem appropriate. This reiterates ourqrosgigarding the need for the Boards to distinguish
appropriately between service and lease arrangemertegesia Questions 3 and 4.

In our comment letter responding to ED/2010/6, we generally agrgethe concept of identifying distinct

goods or services in order to account for the revenueedeia the transfer of those goods or services.
However, we disagreed with some of the aspects of the ggdmuidance. Please see our comments therein.
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Specifically relating to lease accounting, we observethigaconcepts are difficult to apply to executory costs
that are commonly included in many real estate leaséisep produce anomalous results. For example, it
does not appear that the pass through of property taxdesse@ would meet the definition of a distinct
service nor is it a service provided by the lessor. Tdnglosion results in the capitalisation of future property
taxes, which is a different result than if the assstewpurchased. It is unclear why the accounting for prpper
tax payments should differ for leased property and ovenegerty.

To address this issue we believe the Boards shotler eit

. state that executory costs such as insurance, mantgemnd taxes should be excluded from the lease
component regardless of whether the executory costs heedetinition of being a distinct component
of the contract, or

. provide implementation guidance to illustrate how the fftistservice component” concept applies to
maintenance, insurance and taxes in a gross read Esdae (that is, leases that include reimbursement
in the monthly rental payment for maintenance, insurandetaxes even though those costs may not be
separately identified). These provisions are common iregtate leases and we are aware of significant
confusion in practice as to how this concept would be apgiggbical common area maintenance
charges in a real estate lease.

We also recommend that the Boards clarify how initisdaicosts should be treated in arrangements that
contain a lease component and a non-lease component. Dditlelirect costs need to be allocated between
the two components? If so, we observe that initial direstscaccounted for under ED/2010/6 will be treated
differently than those accounted for under ED/2010/09. |1Btheerds intend for these costs to be treated
differently depending on which guidance they are allocatedrutigeBoards should clearly state the
reasoning and conceptual basis for that decision.

Question 7: Purchase options

This exposure draft proposes that a lease contract should be considered terminated when an option to purchase the
underlying asset is exercised. Thus, a contract would be accounted for as a purchase (by the lessee) and a sale (by the
lessor) when the purchase option is exercised (paragraphs 8, BC63 and BC64).

Do you agree that a lessee or a lessor should account for purchase options only when they are exercised? Why or why
not? If not, how do you think that a lessee or a lessor should account for purchase options and why?

We believe that a purchase option that is virtually cedébeing exercised should result in the transaction
being treated as a purchase or sale (see Question 4 ahtsidp the scope of the lease Standard. Purchase
options that are below this ‘virtually certain’ thresholdwddde recognised and measured at their intrinsic
value as of the lease inception date. The intrirsligeswould be defined as the difference between the
current market price for a similar asset and the Ipasghase option price (such that typically no amount
would be recognised for a market price purchase option)xamgle of this concept would be a three-year
lease of a car with an option to purchase the vehickeeatrid of the three years for CU 20,000. At lease
inception, the lessee would compare the option price of CQDRQp the estimated market price of a similar
three-year-old vehicle as of the date of lease incepliae current market price is more than the option
price, then the purchase option has intrinsic value aadthount would be recognised separately from the
right-of-use asset. Similar to other intangible assle¢sasset recognised in relation to the purchase option
would not be remeasured, but would be subject to impairment

We also propose that a lessor performs a similar sisaly account for purchase options. However, consistent
with our response to Question 2, we believe the Boardsausktional time to consider the lessor accounting
model fully.

! “Executory costs” are currently defined under FASB&tent No. 13Accounting for Leasess insurance,
maintenance and taxes. IAS 17 also excludes costs faceseand taxes to be paid by and reimbursed to the liesso
minimum lease payments.
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Measurement

This exposure draft proposes that a lessee or a lessor should measure assets and liabilities arising from a lease on a
basis that:

@)

(b)

(©

assumes the longest possible term that is more likely than not to occur, taking into account the effect of any options
to extend or terminate the lease (paragraphs 13, 34, 51, B16-B20 and BC114-BC120).

includes in the lease payments contingent rentals and expected payments under term option penalties and residual
value guarantees specified by the lease by using an expected outcome technique (paragraphs 14, 35, 36, 52, 53,
B21 and BC121-BC131). Lessors should only include those contingent rentals and expected payments under term
option penalties and residual value guarantees that can be measured reliably.

is updated when changes in facts or circumstances indicate that there is a significant change in the liability to make
lease payments or in the right to receive lease payments arising from changes in the lease term or contingent
payments, including expected payments under term option penalties and residual value guarantees, since the
previous reporting period (paragraphs 17, 39, 56 and BC132-BC135).

Question 8: Lease term

Do you agree that a lessee or a lessor should determine the lease term as the longest possible term that is more likely
than not to occur taking into account the effect of any options to extend or terminate the lease? Why or why not? If not,
how do you propose that a lessee or a lessor should determine the lease term and why?

We do not agree that a lessee or a lessor shouldrdegsthe lease term as the longest possible term that is
more likely than not to occur because the lessee doesiv®tin unconditional obligation to pay rentals in
optional renewal periods until the lessee has actualicieee the renewal option. Similarly, a lessor does not
have an unconditional right to receive lease payments inngptienewal periods until the lessee has
exercised the option. We believe that options to extenelainate a lease meet the definition of an asset,
separate from the right-of-use or leased asset, for tiendplder and a liability, separate from the
performance obligation, for the option issuer. The Boegdshed the same conclusion in the Leases
Discussion Paper. However, the Boards decided not to resgpegate recognition of these options, largely
due to concerns that measuring the fair value of optiangd be difficult.

In our comment letter on the Leases Discussion Paper wedhgith the Boards’ concerns about the cost and
complexity of a components approach that required theumesent of options at fair value and we supported
an approach that is similar to that now included inrBBe However, we also expressed concerns regarding (1)
whether renewal options meet the definition of a liabilitgsithe obligating event does not occur until the
lessee exercises the renewal option and (2) the cost bemeiysis of reassessing the lease term in each
reporting period. We have developed our thinking on this i&stieer and, in our view, the approach for
renewal options proposed in the ED, including the requiretoameissess the likelihood of renewal at the end
of each reporting period, would result in similar scsmtd complexity as a components approach —
particularly for lessees with a large lease portfolie.séich, we recommend an alternative approach as
follows, which we believe is aligned with the conceptual d&bim of assets and liabilities in the Frameworks,
but also addresses the concerns regarding the complesitianfvalue measurement for options.

For lessees, our recommended alternative approach for detegtie lease term and accounting for renewal
options is as follows.

Any renewal options that are virtually certain of at lease inception would be included in the
lease term and measured as part of the right-of-useaasbéability to pay rentals. The “virtually
certain” criterion is consistent with the recognitionemiibn for contingent assets in IAS Jfpvisions,
Contingent Liabilities and Contingent Assetad would reduce structuring opportunities around lease
terms designed to minimise the recognised asset and Yiabilite factors that would be used to
evaluate whether a renewal option is virtually certainxef@se would be the same as those currently
used to evaluate renewals under Statement 13 and IAS 17 (benenather a significant penalty for
non-renewal exists, such as the loss of leasehold improvements

Renewal options that are not considered virtually cedhexercise at lease inception would be
separated from the right of use asset and recognised ®bpareeasured at their intrinsic value.

Intrinsic value would be defined as the differenceveen current market lease rates for a similar asset
compared to the lease renewal rates. For example, conditiere-year lease of a vehicle with an
option to renew for a fourth year. The intrinsic valmuld be determined based on the current market
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lease rate for a similar three-year-old vehicle compar¢aetlease renewal rate in the lease agreement.
If the current market lease rates are higher than theveénates (i.e. favourable), then an asset would
be recognised for the positive intrinsic value, separé#tefy the right-of-use asset. If the rates are not
favourable, then the option would be measured at zeroirBasnent would reflect the fact that the
lessee is paying for the time value associated withethewal option as part of the lease payments
during the base lease term.

. Similar to other intangible assets, the asset recafymselation to the renewal option would not be
subsequently re-measured, but it would be subject to impairm

. Consistent with a historical cost measuremenhefright-of-use asset, the likelihood of a lessee
exercising renewal options would not be reassessed atdief each reporting period. Rather, exercise
of a renewal option that was not included in the origieete term would result in a “new lease” and
the asset associated with the renewal options woulccheded as part of the new right-of-use asset.

We acknowledge that recognised options are not usually meadungdnsic value and fair value is a more
common measurement attribute. However, we believe thataflaie would be difficult to determine for these
options. In addition, the difference between fair vaod intrinsic value is primarily time value which
decays over time. By including the time value of the optighimihe right-of-use asset, it is amortised over
time and is appropriately reflected in profit or logdthough our discussion above focuses on renewal
options, we view termination options as economically sinttb renewal options and therefore would propose
similar accounting for termination options.

We also propose that a lessor performs a similar sisdiyr determining the lease term and accounting for
renewal options as liabilities. However, consistent withresponse to Question 2, we believe the Boards
need additional time to consider the lessor accounting naltel

Question 9: Lease payments

Do you agree that contingent rentals and expected payments under term option penalties and residual value guarantees
that are specified in the lease should be included in the measurement of assets and liabilities arising from a lease using an
expected outcome technique? Why or why not? If not, how do you propose that a lessee or a lessor should account for
contingent rentals and expected payments under term option penalties and residual value guarantees and why?

Do you agree that lessors should only include contingent rentals and expected payments under term option penalties and
residual value guarantees in the measurement of the right to receive lease payments if they can be measured reliably?
Why or why not?

In paragraph BC121, the ED discusses three types of digéinables upon which contingent rentals may be
based: (1) index based (e.g., interest, CPI) (2) usage (mged car lease that requires additional payment if
a specified mileage is exceeded) and (3) performance asg, lease payments based on percentage of the
lessee’s sales arising from the underlying property).

The ED does not make a distinction between the varioegaags of variability and attempts to account for
all contingent rentals in the same way. However, webelihat the different types of contingencies have
very distinct attributes that deserve separate consideaatgbnesult in different accounting treatments. Our
proposed treatment for each type of variable is sebelotv.

First Category: Contingencies Based on an Index

We agree that contingencies based on an index, such astiote@PI, should be included in the
measurement of the lessee’s obligation. The index adjustsnginiply a part of the ongoing measurement of
that liability.

Lease payments are generally indexed to broad categoiregesf interest, inflation, and foreign currency.
Ignoring indices that would be considered not to be clostdyead to the lease obligation (and thus embedded
derivatives required to be bifurcated), there are inctamiges in the treatment of the three categories of
indices in terms of whether readily available forwatgsare used (e.g., IAS 21 requires use of spot rates in
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measuring foreign currency denominated amounts) and whetiregehin the lease obligation due to a
change in the referenced index are recognised in incomgust #uk right-of-use asset (only changes in an
inflation index related to future periods may adjust the raghise asset). The Boards should address these
inconsistencies.

Further, paragraph 19 limits changing the discount rate ordgdiearios where payments are contingent on an
interest rate index. However, IFRSs have not precludediranflation indices embedded in debt to be
viewed akin to an interest index. The Boards shouldesddiiny potential inconsistencies before issuing a
final Standard.

Paragraph 14(a) requires that, if contingent rentals depead index or a rate, the lessee shall determine the
expected lease payments using readily available forwées oaindices. Paragraph 14(a) also states that, if
forward rates or indices are not readily availalile,|lessee shall use the prevailing rates or indices. gvée a
that if forward rates are used that only those thateadily available should be incorporated in these
measurements as it would be very difficult to estinlaeéeindex or rate that will exist in the future. However,
we believe the Boards should amend the statement m&deagraph BC 131 of the ED as follows:
“Therefore, this exposure draft proposes that if leagmpats are contingent on changes in an index or rate,
such as the consumer price index or the prime (basic) sht@te, the entity should measure the present value
of lease payments using readily available forward ratexdaes, unless they are not readily available in
which case the prevailing rates or indices should be' ugettitions underlined.] The current wording in the
ED seems to state as fact that a forward rate ox iisdeadily available for the consumer price index. Our
experience shows that although there are predictions of tire ftbnsumer price index, there is not a readily
available forward rate or index. As consumer price indealagon provisions are common in many leases we
believe the Boards should clarify this statement anfbperfurther outreach on whether such a forward rate
or index exists and is readily available.

Second Category: Contingencies Based on Usage

We disagree with the proposal to recognise usage based cottingers in the base lease obligation. In our
view, contingencies based on usage are akin to renewal of@ypnwxurring additional payments based on
usage, the lessee essentially exercises a renewal aptdamses an additional part of the underlying asset. In
other words, the lessee is paying for an additional oéfise asset, rather than paying an additional amount
for the same right-of-use asset. The additional rightsef-asset is not delivered, and the obligation to pay for
that additional usage does not arise, until the option tseseercised by the lessee. Consistent with our
response to Question 8 on renewal options, we believedhtaihgencies based on usage (i.e., in substance
renewal options) should not be recognised until exercisedsittley are virtually certain of exercise at
inception of the lease.

Third Category: Contingencies Based on Performance

We disagree with the proposed model for recognising perfaeraased contingent rentals (e.g. rents based
on percentage of sales). The model developed by the 8isamdt consistent with the accounting for similar
variable payments in several other areas of accountergtlire including business combinations, franchise
accounting and the Boards’ current proposals on revenue rdoonghiVe therefore believe that the Boards
should address contingent payments broadly as a separaté¢ anoi¢ben apply the conclusions reach in that
project to lease accounting. If the Boards do not baeeapacity to add this project at this time, we would
recommend that the accounting for performance based gentirentals remains unchanged from current
accounting (i.e., the guidance in ASC 840 and IAS 17)sadended only once the Boards have addressed
contingent payments broadly.

Should the Boards choose to continue with the accoufdimgerformance based contingent rentals as
proposed in the ED, we have the following comments regatbengroposed model:

. We do not agree with using an expected outcome techniqueaiprobability-weighted average of
different outcomes for the following reasons:
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o] The requirement to perform probability weightings involummgjtiple outcomes will be onerous
and costly for lessees and lessors with a largelpartfolio, and it is not clear that this approach
provides more useful information than other, less cosflproaches.

o] The probability weighting proposed in the ED suggests adéypekcision in the estimate that, in
many cases, does not exist. In many cases, this probatighted approach would result in an
amount whose reliability is questionable and therefdsesaserious doubt as to whether it
provides a faithful representation. For example, consitkssae that entered into a 20 year lease
in 1999 that included rentals based on a percentage ot#e=ls sales. It is difficult to imagine
that a lessee could possibly predict the recent econamintdrn and its extent when projecting
its sales amounts. In addition, we understand that nessgés do not perform such a long-term
projection of sales, even when they enter in an arrangetimegt would require rental payments
based on sales for a long period. The Boards have not résencompelling argument as to why
requiring such an exercise purely for accounting purpogestied.

. A best estimate approach would be preferable, he.measurement of contingent rentals based on the
lessee’s best estimate of the total contingent rental @atgnover the lease term. We also believe that
guidance should be developed for estimating the future {g@aments similar to that for estimating
future cash flows in determining value-in-use under IAS B@is would significantly alleviate
concerns about the reliability of the estimate and it woedidice the cost and effort to preparers by
using information that they might have prepared alreadyripairment testing purposes. We
recommend that the guidance for estimating the contingetal rgayments should incorporate the
following criteria in paragraph 33 of IAS 36, adapted to lgase

(&) Base projections on reasonable and supportable assnsnpiat represent management’s best
estimate of the range of economic conditions that will exist the remaining useful life of the
asset. Greater weight shall be given to external evidence.

(b) Base projections on the most recent financial budgetséets approved by management, but it
shall exclude any estimated future projections expectaddge from future restructurings or
from improving or enhancing the asset’s performance. Riajscbased on these
budgets/forecasts shall cover a maximum period of five yealsss a longer period can be
justified.

(c) Estimate projections beyond the period covered by thenewmsnt budgets/forecasts by
extrapolating the projections based on the budgets/forecasgsausteady or declining growth
rate for subsequent years, unless an increasing rabegastified. This growth rate shall not
exceed the long-term average growth rate for the prododtsstries, or country or countries in
which the entity operates, or for the market in whiehdsset is used, unless a higher rate can be
justified.

The source of variability in payments in a lease cohtray be due to an embedded derivative. We agree
with retaining the current guidance that requires embeddedatives that are not closely related to the lease
contract to be bifurcated and accounted for separatehe Embedded derivative is closely related to the
lease contract and thus not bifurcated, then it wouklbgect to the contingent payments guidance within the
proposals in the ED.

For lessors, we propose a similar analysis for comingentals. However, consistent with our response to
Question 2 we believe that the Boards need additionaltaroensider the lessor accounting model fully. In
addition, Question 9 in the ED indicates that payments underagtion penalties are subject to being
“reliably measurable”. However, paragraphs 35(c) and 52¢tkeieD do not indicate that payments under
term option penalties are subject to this reliabilitysfold. Please see our additional comments on term
option penalties below.

Regardless of whether the Boards accept our alternateenmendation for contingent rentals, we have the
following observations regarding the guidance in the EBean option penalties and rentals contingent on an
index or rate:
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Term Option penalties

It is not clear from the ED, how term option penaltieuthbe treated. Paragraph 14 states that “a lessee
shall determine...the present value of lease payments palabig the lease term...on the basis of expected
outcome. The expected outcome is the present value of thahiity-weighted average of the cash flows for
a reasonable number of outcomes....In determining the preslaetof lease payments payable, a lessee shall
include....an estimate of expected payments under term optiaitipsri This language indicates that in
measuring the lease liability a lessee should includena dption penalty in the probability-weighted average
of cash flows, i.e., it should include a measure ofik&tihood that the term option penalty will be payable
(unless the Boards are just referring to term option gesdhat are not for a fixed amount, in which ddse
should be clarified). In contrast, the example in paalgB19 indicates that a lessee should first determine
the lease term, and then recognise a liability that isistens with that lease term. Assessing whether or not a
lease will be terminated is part of assessing the lEam. Thus, consistent with our recommended approach
to reflecting renewal options in the lease term, ondyléssee concludes that it is virtually certain thedeas

will run its full term (thus avoiding the early terminatipanalty) would the term option penalty be excluded
from the lease liability. We recommend that the Boalaisfg this point and amend paragraphs 13 and 14 of
the ED to state clearly that the example in paragraphlB$@ates that term option penalties and residual
value guarantees would only be included in the measuremére [&ase liability if such inclusion is

consistent with the lease term.

Question 10: Reassessment

Do you agree that lessees and lessors should remeasure assets and liabilities arising under a lease when changes in
facts or circumstances indicate that there is a significant change in the liability to make lease payments or in the right to
receive lease payments arising from changes in the lease term or contingent payments (including expected payments
under term option penalties and residual value guarantees) since the previous reporting period? Why or why not? If not,
what other basis would you propose for reassessment and why?

See our comments in Question 8 regarding the reassessmenéwhl options where we propose that
renewal options should not be reassessed as part otemaéive recommendation. If the Boards do not
accept our alternative approach to accounting for reneptains, then we believe the following statement
from paragraph BC133 in the Basis for Conclusions shoudddwated to the final Standard as it appears
critical to understanding the Boards’ intent: “[A] detailexamination of every lease is not required unless
there has been a change in facts or circumstances thkt iwdicate that there is a significant change in the
lease asset or lease liability”.

We agree that lessees and lessors should remeaset® @sd liabilities arising from a lease when changes in
facts or circumstances indicate that there is a sagmifichange in the liability to make lease payments or in
the right to receive lease payments arising from changamiingent payments (including expected
payments under residual value guarantees) since the pre\pausng period.

We also agree that changes in the liability arising fobiainges in contingent rentals or residual value
guarantees should be recorded in net income to the ¢éhétnthose changes relate to current or prior periods
and as an adjustment to the right-of-use asset to thetekat those changes relate to future periods.
However, we believe that further clarification is needediad the phrase “changes relate to current or prior
periods” as per our comments below.

“Changes Relate to Current or Prior Periods”

Paragraph 18 states that “[a] lessee shall distinghghges in contingent rentals and expected payments
under term option penalties and residual value guaratht@eselate to current or prior periods from those that
relate to future periods”. Paragraph 18 goes on to stdtelthages related to current or prior periods are
recognised in net income, while changes related to futuiedseare recorded as an adjustment to the right-
of-use asset. We believe that the distinction between chdmgie‘relate to” current or prior periods on the
one hand and future periods on the other hand should beedarifiperhaps through an illustrative example.
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Consider the following example:

A contract provides for contingent rent based on sales. rUineeontract, once rent is increased by
contingent payments, it can never go down below that incréaseld Under the ED’s proposals, the
lessee originally estimates rents as follows: YlearCU100, Year 2 — CU110, Year 3 — CU120,

Year 4 — CU130, Year 5 — CU140. The ED appears to requirgftimYear 1 rents increased to
CU150 because of an unexpected increase in sales, the diffdéremveen CU150 and the CU100
estimate in Year 1 would be recognised in net incomleapéeriod. However, the ED could also be
interpreted to require the upward increase from the ofigiestimated rents (from the original
estimates to the new minimum of CU150) for all remainirgyy¢o be recognised in net income in the
current period.

We believe the nuance illustrated in the previous example sheudtarified or more clearly illustrated in the
final Standard. A similar type of rent adjustment psam often exists in rents with CPI escalators. For
example, once the rent is increased over the base yeasramesult of an increase in CPI the increased ren
creates a new "floor", such that rent in all future yearsnever decrease below that level. This is a common
fact pattern that would result in a similar accoogtjuestion as in the previous example, if contingent rent
based on a change in CPI is included in measuring thétliabhccordingly, we believe there is a significant
risk of misapplication if this concept is not more cledtlstrated in the final Standard.

Sale and leaseback

This exposure draft proposes that a transaction should be treated as a sale and leaseback transaction only if the transfer
meets the conditions for a sale of the underlying asset and proposes to use the same criteria for a sale as those used to
distinguish between purchases or sales and leases. If the contract represents a sale of the underlying asset, the
leaseback also would meet the definition of a lease, rather than a repurchase of the underlying asset by the lessee
(paragraphs 66-67, B31 and BC160-BC167).

Question 11

Do you agree with the criteria for classification as a sale and leaseback transaction? Why or why not? If not, what
alternative criteria would you propose and why?

We agree that a transaction should be treated as-arsdlleaseback transaction only if the transfer meets the
conditions for a sale of the underlying asset.

We do not object to the Boards including additional catésihelp distinguish whether continuing
involvement in a sale-and-leaseback transaction shouldigeeséle treatment (i.e. would result in a
conclusion that control has not passed). However, we behevRoards need to deliberate further the criteria
in paragraph B31. These criteria include many of the smmeepts that exist in current US GAAP to evaluate
whether a sale of real estate or integral equipmentd¢@sred. The Boards should be mindful that, as
written, the ED would now expand these concepts to allssaldeaseback transactions (not just those
involving real estate or integral equipment). We beliteeBoards should deliberate these criteria further and
also consider whether, and how, those deliberations shaatdahwith the revenue recognition project.

Furthermore, we believe many of the criteria that haea lsarried over from the current sale-and-leaseback
guidance were written as anti-abuse guidance; as gwghapplication could produce results that are not
intuitive. For example, it appears that under paragraph B¥Ife seller/lessee had an option to purchase a
20 per cent interest in the buyer, the transfer would nobbgidered a sale. It is unclear to us why this
should be the result, and we encourage the Boards to ®vatigally each of the criteria before carrying
them forward to the final Standard.
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Presentation

The exposure draft proposes that lessees and lessors should present the assets, liabilities, income (or revenue), expenses
and cash flows arising from leases separately from other assets, liabilities, income, expenses and cash flows (paragraphs
25-27, 42-45, 60-63 and BC142-BC159).

Question 12: Statement of financial position

(@) Do you agree that a lessee should present liabilities to make lease payments separately from other financial
liabilities and should present right-of-use assets as if they were tangible assets within property, plant and
equipment, or investment property as appropriate, but separately from assets that the lessee does not lease
(paragraphs 25 and BC143-BC145)? Why or why not? If not, do you think that a lessee should disclose this
information in the notes instead? What alternative presentation do you propose and why?

(b) Do you agree that a lessor applying the performance obligation approach should present underlying assets, rights
to receive lease payments and lease liabilities gross in the statement of financial position, totalling to a net lease
asset or lease liability (paragraphs 42, BC148 and BC149)? Why or why not? If not, do you think that a lessor
should disclose this information in the notes instead? What alternative presentation do you propose and why?

(c) Do you agree that a lessor applying the derecognition approach should present rights to receive lease payments
separately from other financial assets and should present residual assets separately within property, plant and
equipment (paragraphs 60, BC154 and BC155)? Why or why not? Do you think that a lessor should disclose this
information in the notes instead? What alternative presentation do you propose and why?

(d) Do you agree that lessors should distinguish assets and liabilities that arise under a sublease in the statement of
financial position (paragraphs 43, 60, BC150 and BC156)? Why or why not? If not, do you think that an
intermediate lessor should disclose this information in the notes instead?

We support the Boards’ approach of presenting the right-ohsset separately from owned assets and
classifying the asset on the basis of the nature of thedéi@sn. This would provide users with the
information they need to differentiate leased assets twned assets while still reflecting that the asset is
used in the same way as a similar owned asset.

Therefore, we agree that when the underlying asset is propkemt or equipment, the right-of-use asset
should be presented within property, plant and equipnsetitesasset. If the Board considers expanding the
scope to include intangible assets, we believe the righs®fsset, where the underlying asset is an
intangible, should be presented with other intangibletass

As noted above, we encourage the Boards to develop a singleforéskor accounting. Should the Boards
proceed with the current proposals, we agree that arlapplying the performance obligation approach
should present underlying assets, rights to receive leaggepts/and lease liabilities gross in the statement of
financial position, totalling to a net lease assdease liability. We believe that the information isfusgor

users of financial statements as it clearly distifgesdease assets and lease liabilities from othersaset
other liabilities. In addition, the linked presentation shtves those items are interdependent and it clearly
identifies the total net position from leasing actiata the entity.

We agree that a lessor applying the derecognition approach gimesé&ht rights to receive lease payments
separately from other financial assets and should pressdtial assets separately within property, plant and
equipment (or with intangible assets if the Boardsrektee scope of the leasing guidance to include
intangible assets and the underlying asset is an intapgibkes is appropriate to demonstrate clearly that
there are differences in characteristics and methoteaSurement between the residual assets and other
property, plant and equipment.

We agree that lessors should distinguish assetsabilities that arise under a sublease in the statement of

financial position. This is useful for users of fme#al statements to help them distinguish subleases from
head leases and from other assets and other liabilities.

Page 17 of 21



Question 13: Statement of comprehensive income

Do you think that lessees and lessors should present lease income and lease expense separately from other income and
expense in profit or loss (paragraphs 26, 44, 61, 62, BC146, BC151, BC152, BC157 and BC158)? Why or why not? If not,
do you think that a lessee should disclose that information in the notes instead? Why or why not?

We agree that lessees and lessors should presentrieame and lease expense separately from other income
and expense in the income statement. We believedpatate presentation provides more useful information
to the financial statement users.

Question 14: Statement of cash flows

Do you think that cash flows arising from leases should be presented in the statement of cash flows separately from other
cash flows (paragraphs 27, 45, 63, BC147, BC153 and BC159)? Why or why not? If not, do you think that a lessee or a
lessor should disclose this information in the notes instead? Why or why not?

We agree that cash flows arising from leases shoupddsented separately from other cash flows either on
the face of the statement of cash flows or in the notdsetfinancial statements.

With respect to lessees, we observe that the requitdmelassify cash payments for leases entirely as
financing activities is inconsistent with the treatineninterest payments on other financings. We believe
interest payments for leases should be treated consigthnhterest payments on other financings.

Disclosure

Question 15

Do you agree that lessees and lessors should disclose quantitative and qualitative information that:

(@) identifies and explains the amounts recognised in the financial statements arising from leases; and
(b) describes how leases may affect the amount, timing and uncertainty of the entity’s future cash flows

(paragraphs 70-86 and BC168-BC183)? Why or why not? If not, how would you amend the objectives and why?
We agree that lessees and lessors should disclosiéagiiseand qualitative information that:

(a) identifies and explains the amounts recognised ifirthrcial statements arising from leases; and (b)
describes how leases may affect the amount, timing andtaimty of the entity’s future cash flows. We
believe that such disclosures will enable financial stet¢msers to understand the nature of the entity’s
leases and the entity’s exposures to risks and uncéstafram its leasing activities.

We also recommend that the Boards provide specific disidoexamples, especially for the new disclosure
requirements that were not included in IAS 17 or ASC 84fhsuire consistency in practice.

For the reconciliations required in paragraphs 77 and 8de@ommend that the Boards consider fully

whether the benefits outweigh the complexity and additiorsi@ssociated with presenting such
reconciliations.
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Transition
Question 16

(@) This exposure draft proposes that lessees and lessors should recognise and measure all outstanding leases as of
the date of initial application using a simplified retrospective approach (paragraphs 88—96 and BC186-BC199). Are
these proposals appropriate? Why or why not? If not, what transitional requirements do you propose and why?

(b) Do you think full retrospective application of lease accounting requirements should be permitted? Why or why not?

(c) Are there any additional transitional issues the boards need to consider? If yes, which ones and why?

We believe that the full retrospective approach should beifted (but not required) because it is more
representationally faithful and may be easier for senteies, particularly lessors, to apply. In additionygna
lessees will desire the option of a retrospective apprasdwill avoid “resetting” the front loaded expense
impact of the right-of-use model. While we support the siiiegdliretrospective approach as it provides some
cost-benefit relief from full retrospective applicatiore strongly believe that full retrospective application
should be provided as an option.

If the full retrospective approach is permitted, we lvelithe lessee’s incremental borrowing rate at the date
of inception of the lease should be used, unless it istictipable to determine, in which case the rate at the
date of adoption should be used.

We believe the following issues are not addressed byahsition guidance:

Sale-and-Leasebacks

It is not clear whether sale-and-leaseback transagtiqmsor periods must be re-evaluated at transition using
the revised sale-leaseback guidance in the ED or whatioersale-and-leasebacks should be evaluated within
the transition provisions of the revenue recognition guidartus.applies to both sale-and-leaseback
transactions that achieved sale accounting and thasdithnot (for example, sale accounting would have
been precluded for US GAAP preparers if a lease includenl @alue purchase option, however, fair value
purchase options do not preclude sale accounting under thedguiglance in the ED). In addition, it is not
clear how deferred gains associated with past saldeaséback transactions should be treated on transition.

Lessor: Determination of Which Model to Apply

The final Standard should indicate whether a lessor dlamgdount for a pre-existing lease at transition under
the performance obligation approach or the derecognition appbased on an assessment as at the inception
of the lease or as at the date of initial application.

Lessor: Determination of Fair Value Under the Derecognition Approach

Paragraph 95(b) states that for a lessor applying the daigongpproach the lessor shall “recognise a
residual asset at fair value determined at the datetiaf application”. We note that fair value measurements
for the purpose of lease measurement are excluded fromae sCFASB Accounting Standards

Codification Topic 820, Fair Value Measurements and Discégsuis such, it is unclear whether the
measurement of the residual asset at transition (dued fatir value measurements required under paragraph
50 for the derecognition approach) is within the scope & 820 (and, if not, what measurement guidance
applies). Practice issues associated with the measnteiressor residual values was one of the reasons the
FASB excluded leasing measurements from the scope of828C

Lessor: Transitioning Out of Leveraged Lease Accounting

For US GAAP transition purposes, the final Standard shiodlicate whether a lessor that ceases to apply
leveraged lease accounting on transition should recogniseldited non-recourse debt at the current balance
of the debt or at its fair value at the transition date.

Leasehold Improvements

Useful lives of leasehold improvements are often tietiédease term for accounting purposes. If lease terms
are revised based on the new guidance, it is unclear wheséfer live assumptions for leasehold
improvements also need to be revised under the simplifiexspetctive approach.
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Initial Measurement of Lease Assets and Lease Obligations

When applying the simplified retrospective approach,undear whether a lessee or lessor should determine
lease terms and contingent lease payments with the befhlefitdsight (i.e. determined at the date of

transition such that the initial lease liability inclgdectual sales for contingent rents even though the actual
amounts would not have been known at lease inception, sbstutdates for impairment charges change, and
should previous impairment charges change, etc.)

Liabilities Recorded Under ASC 420 (Formerly Statement 146)

For US GAAP transition purposes, the transition guidaloes not address liabilities for leases previously
recorded as operating leases that were recorded uA8& Accounting Standards Codification Topic 420,
Exit or Disposal Cost Obligations.

Uneven Rental Payments for Lessors

The ED addresses how to account for uneven lease paymelgssiees upon transition in paragraph 91, but
corresponding guidance is not provided for lessors.

EITF 01-8
See our response in question 5 relating to paragraph 18 Bf(EL-8.

Benefits and Costs
Question 17

Paragraphs BC200—BC205 set out the boards’ assessment of the costs and benefits of the proposed requirements. Do
you agree with the boards’ assessment that the benefits of the proposals would outweigh the costs? Why or why not?

We encourage the Boards to seek the input of the prepacetsars of the financial statements to assess the
costs and benefits of the proposed Standard. Basér autreach that we have performed, the cost to
implement and maintain this proposed lease guidant&ewlery significant to lessees and lessors with
significant lease transactions. The Boards should etismegh their outreach that the information provided
and amounts recognised through these proposals are useftgstors and analysts. It would be helpful to
present this outreach information in the basis of cormiutsi help support the conclusions the Boards reach.

Other Comments
Question 18

Do you have any other comments on the proposals?

The following issues should also be considered:

. Lease incentives.
. Build-to-suit leases.
. Determination of the “rate the lessor charges the&ider property leases — Paragraph B12 notes that

for property leases, the rate the lessor chargesdbedeould be “the yield on the property”. We are
aware of different interpretations of how that calculasbould be performed. Some view it as a simple
yield calculation (annual rent divided by the cost of theerty), others view it as a calculation similar
to the “rate implicit in the lease” calculation (whislould require an estimate of the lessor’s
unguaranteed residual value). We recommend the Boardsrdesilihis matter further as it will be
relevant to all property lessees and lessors.

. Co-tenancy clauses — The Boards’ discussions of contimgenhave primarily focused on contingent
rents as a percentage of sales. However, co-tenanseslare common in retail leases where rental
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payments may fluctuate based on another tenant vacatibgitisg or not signing a lease. In
addition, in the telecommunications industry, certain leaseell tower assets include contingent
rentals based on how many tenants the lessee can tttiiaetcell tower. We recommend the Boards
include a discussion of these arrangements in their delitresab understand the breadth and
complexities of contingent rental arrangements and timaaes that would be required under the ED.

. Lease modifications — We note that the ED does not spabifdiscuss lease modifications. Should
the Boards proceed with the current proposals, the $iteaidard should make clear whether the
prohibition in paragraph 29 against changing the lessor atbegapproach after the date of inception
of the lease applies even if a lease has been moditistiesuially — or whether there are any
situations where a substantial modification may warrahbage in the lessor accounting approach.

. Payments for excess wear and tear — US GAAP clyrerdvides guidance that a lease provision
requiring the lessee to make up a residual value deficibatys attributable to damage, extraordinary
wear and tear, or excessive usage is similar to comtimgatals. The Boards should clarify whether
such arrangements are considered “contingent rentals” urelB.

. Short-term leases — We also recommend that the Badadfy whether recognising lease payments in
the income statement “over the lease term” (for botleéssand lessors) requires recognising expense
or income on a straight-line basis or another systematicadional basis, or whether rentals may be
recognised as expense or recognised as income over theeleases it becomes payable/receivable.

. Leases cancellable by the lessor — The ED does notsadubes a lessor’s right to terminate a lease
should be addressed. This is a common provision in cedaintries when the lessor is a governmental
entity (under US GAAP, leases where the lessor is arigmental entity are currently addressed in
ASC 840-10-25-25). The ED is not clear as to whether the leaseshould include options from the
lessee’s perspective or the lessor’s perspective, or both.

. We support the FASB’s convergence project to measure invaspmaperty for certain entities at fair
value. This would appropriately result in these properieing scoped out of the proposed leasing
guidance consistent with the proposal under IFRSs.

. Amendment to IFRS1 — Appendix C states that the tranaitrelief for simple finance leases is not
applicable for first-time adopters. This prohibition slibloé removed in the final standard and first-
time adopters should be given a choice to use IAS17 arethestandard upon adoption of IFRSs. The
accounting for simple finance leases is similar ortidahto IAS17 in some jurisdictions and the Board
should not assume that the transition relief is of noasedch first-time adopters. To avoid having
detailed rules about similarity or identity, the Board samply refer to IAS17 for first-time adopters.

Non-public entities
Question 19

Should any of the proposed guidance be different for non-public entities (private companies and not-for-profit
organizations)? If so, which requirement(s) and why?

We recommend that the proposed guidance be applied to boit g@odbinon-public entities. However, the
Boards should consider deferring the effective date forputnic entities due to potential challenges in
implementation of the guidance. We recommend the Boarésmeadditional outreach on this matter to
ensure the concerns of non-public entities are addressed.
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