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Dear Sir David,
Re: Discussion Paper, L eases: Preliminary Views

Deloitte & Touche Tohmatsu (“DTT") is pleased tepend to the Discussion Paper,
Leases: Preliminary Views (the “Discussion Papeithe “DP”). We support the efforts
of the International Accounting Standards BoardS@) and Financial Accounting
Standards Board (FASB) (collectively the boardgptprove the standards on the
accounting for lease$he current accounting for leases is an often-esadnple of
accounting guidance that allows for structuringaynities, which result in many assets
and liabilities being off-balance sheet. We dolmieve that economically similar
arrangements should receive different accountingloave believe a small difference in
economics should completely change the accountisglts. We believe all lease transactions
should be accounted for using a single model #silts in the recognition by a lessee of an
asset for its right to use and a liability foratsligation to pay rentals.

We have spent a considerable amount of time disty#isis issue and reached out to many
professionals within the DTT network to gather thlois about how the boards should best
move forward with this project. In so doing we dathrough our network, also received
comment from various external organisations haeixyperience in this area which have
helped us form our views. Many have expressed cara®ut the significant cost and effort
that will be required to apply the proposed mogatticularly system changes and
procedures that will need to be put in place. Fangple, many multinational companies
with thousands of leases in different jurisdicti@me concerned about the cost and effort
associated with the proposed requirements to agseikelihood of renewals and contingent
rent at, and subsequent to, lease inceptioneltigent to us that the boards considered
complexity in formulating many of their preliminaviews within the DP. We are very
supportive of this and believe that a high-quaitgounting standard does not need to be
complex. As the boards move forward with the legstandard, the consideration of costs
and benefits should remain an integral part of teimindard setting processes. To this end,
we strongly believe the boards should in the nean perform field testing with preparers
and should reach out to various constituency gronpkiding users, to ensure that the
benefits of the proposed model exceed its costs.



We continue to be very supportive of the convergesfiorts between IFRS and U.S.
GAAP around high quality standards and believebtberds should be working together
on an improved high-quality lease standard. Howewerare concerned that many of the
preliminary views of both boards differ. We believes very important to have one set of
high-quality global standards. Besides creatingily tevel playing field for companies
around the globe, having a single set of standailtleliminate the potential for
accounting arbitrage between U.S. GAAP and IFR8srdfore, we believe that the
IASB and FASB should issue identical standardseasihg and all other future
convergence standards.

We do not consider lease accounting to be a highifyrproject at this very important time,
when the boards’ attention should be focussed swlvieg other, urgent issues arising from
the financial crisis, for example the financialtmsnents project. We therefore urge the
boards to consider their priorities carefully.

Formulating our view on the appropriate next stigpshe boards has been particularly
challenging and the subject of much debate. Dusingdiscussions, it quickly became
evident that there was no consensus on a singéenrendation. The various thoughts we
gathered can be summarised into two distinct vigasare discussed in the following
paragraphs. Notwithstanding the fact that we cooldreach a consensus, there was strong
support that the boards need to perform fieldrigstiith preparers and reach out to various
constituency groups, including users, to ensurettigabenefits of any proposed model
exceed its costs.

Some individuals within the DTT network stronglylibee that, should the boards decide that
the recognition of all leases “on balance sheetfitgcal in the short term, the boards should
focus on lessee accounting only (as well as thigddrlessor accounting issues that must be
addressed as part of lessee accounting, e.g. sebje&or remaining lessor accounting issues
it is likely to take considerable time to developamceptually consistent accounting model.
Lessor accounting issues should not impede the@segn addressing the accounting for
lessees nor should it impede the progress on ptiagities of the boards such as the

financial instruments project. As a result, thieskviduals are not supportive of issuing a
comprehensive lease standard. Instead, they kalevboards should issue a separate
standard on lessor accounting at a later date @fjgnopriate due process.

Other individuals within the DTT network hasenificant concerns about the boards
issuing a leasing standard in the short-term thatither high-quality nor

comprehensive. Because of these concerns, thdiselinals are not in favour of the
boards focusing on lessee only issues and stramediigve that the boards should take the
necessary time to develop a comprehensive leatandard that addresses all issues for
both lessee and lessor accounting. They congidérih developing the leasing standard,
it is critical that the boards consider the intéicacof the leasing project with other on-
going projects such as conceptual framework, reg@aaognition, consolidation,
derecognition and financial instruments. Theséviddals strongly believe that the
boards should issue a DP on lessor accountingforissuing an exposure draft on lessee
and lessor accounting. Taking the time to devalepmprehensive standard will help
ensure that the conclusions reached are concgptuaikistent between lessor and lessee



accounting and the boards’ other projects andredluce the need for the boards to issue
additional implementation guidance at a later date.

As an overall comment, we believe the boards neexplain better how the preliminary
views in the DP reconcile to the definitions ofetssand liabilities in their conceptual
frameworks. For example, based on preliminary sieaMessee would evaluate at lease
inception the probability that a contingent eveotid occur in the future for determining
lease term and rental payments. While we understencationale that the right of use asset
might include the effect of renewal options becatsdessee can “control” the asset during
the renewal periods by its ability to exercise@sewal option, it is not as understandable on
the liability side because the obligating eventsdeet occur until the lessee exercises its
renewal option. The same could be said for contihgents. Many believe that the lessee
does not have an unconditional obligation to payiogent rent until the contingency has
been met. We support the boards’ preliminary vidvas a lease should not be evaluated
using a components approach but rather a holipgcoach because using a components
approach would increase complexity and costs tpgpegs. Therefore, consistent with a
holistic approach, we believe renewal rights anctingent rents should be considered at
lease inception for the purpose of determiningritpet to use asset and obligation to pay
rentals. However, we believe the boards shoulebekplain their rationale regarding the
recognition of a liability in these situations amalv this can be reconciled to the framework.

We understand the concerns expressed by many sicaipa exception for immaterial
leases is necessary in order to relieve the bustiepplying a lease standard to what can
amount to thousands of leases for some companiesré/not in favour of a “bright-

line” exception, because of the difficulty in dragia clear distinction between material
and immaterial leases and the concern that a Hirghexception will only perpetuate

the development of a rules-based approach. Howexeebelieve it would be helpful for
the boards to state specifically in the final simddhat the requirements of the standard
need not be applied to immaterial leases and th&nmality should be evaluated
individually and in the aggregate.

Consistent with our view that leases should beuatal using a holistic approach, we
support the boards’ view that renewal options sthéwel considered in determining the
lease term at lease inception. However, althoughgree with the proposed principle
that the assessment should be based on the nalgtdiktcome, we strongly disagree
with the proposed methodology to achieve thiseadt we support a methodology that is
consistent with IAS 37Rrovisions, Contingent Liabilities and Contingerssats based

on the individual more-likely-than-not outcome. ifggthis methodology, a lessee would
evaluate each potential lease term individuallggtermine the longest potential lease
term that is more-likely-than-not to occur. We beé the same methodology should be
used to determine the amount of contingent retitalsshould be included as part of the
right-of-use asset and obligation to pay rentalsade inceptiorNotwithstanding our
support for the most likely outcome in principleg wcknowledge the concerns of many
about the potential complexity and the associatstsahat will result and believe that the
boards should in the near term perform field tgstuith preparers and should reach out to
various constituency groups, including users, suesnthat the benefits of the proposed
approach exceed its costs.



The DP requests views on a number of issues rglagifessor accounting. We declined
to respond to most of these questions because ¢tk of analysis by the boards on
these particular issues. In line with our commaeaitisve, we believe lessor accounting in
many ways is more complicated than lessee accayuatid requires a well thought-out
approach. We will respond at a later date wherbtards have considered the various
viewpoints and have formulated their preliminargws on lessor accounting.

Our detailed responses to the DP questions angdedlin the Appendix to this letter.

If you have any questions concerning our commggsse contact Ken Wild in London
at +44 (0) 207 007 0907.

Sincerely,

.
ﬁ"‘/
///

Ken Wild
Global IFRS L eader



Appendix:

Question 1

The boards tentatively decided to base the scoffeeqiroposed new lease accounting
standard on the scope of the existing lease acoaystandards. Do you agree with this
proposed approach?

If you disagree with the proposed approach, plesesrribe how you would define the
scope of the proposed new standard.

We do not object to the boards temporarily basiegscope of the proposed new lease
accounting standard on existing lease standarlisgss the boards eliminate the
differences in scope between U.S. GAAP and IFR&w&¢he final Standard is issued.

In addressing the scope, the IASB should considigisting the definition of a lease to
address a difficult practice issue that is curgeaticountered with respect to lease
accounting. Specifically, IAS 1Teasesdefines a lease as “an agreement whereby the
lessor conveys to the lessee in return for a payoreseries of payments the right to use
an asset for an agreed period of time.” Questiave larisen as to whether an agreement
needs to be for a contractually agreed upon perididne to be considered a lease. For
example, there are agreements that convey to atbartight to use an asset but the time
period is not specified. The FASB Statement NoLE&sesdefinition is different in this
respect because it states that a lease isstially for a stated period of time [Emphasis
added].” We believe the IASB should use the Statgrh® definition that includes the
word “usually” in the new leases standard.

We also believe the guidance in SIC Evaluating the Substance of Transactions
Involving the Legal Form of a Leads helpful in evaluating arrangements and enarira
the boards to incorporate the guidance from therpretation into the final Standard.

The boards should also take an opportunity to reiden the current guidance in IFRIC
Interpretation 4Determining whether an Arrangement contains a LeaskEITF Issue
No. 01-8,Determining Whether an Arrangement Contains a LeaAkkough we believe
the principles underlying these interpretationsstittappropriate, we observe that it is
often difficult under these interpretations to diffntiate between a lease and service
contract. For example, a hotel management compayyemter into a contract with an
owner of a hotel to manage the day-to-day operatidithe hotel. Often the contracts are
structured such that it is not clearly evident vaeethe contract should be considered a
lease of the hotel or a service contract. Anotlran®le is a royalty arrangement that
provides a third party with the exclusive rightuse a trade name in return for a royalty
fee. It is often not clear under IFRIC 4 whethex tight to use the trade name should be
considered a lease. Additionally, the applicatibthese interpretations is often very
difficult because they focus on “outputs” to asgbss‘right to use” specific assets. This
has been further complicated because many of taagements considered when these
interpretations were initially issued have evolgatte that time. For example, in
evaluating whether a power purchase or sale armegecontains a lease, one must
currently understand the “outputs” of the facilihen the interpretations were initially



issued, the “output” from a power plant was gergtahited to electricity or possibly
steam or other by-products. Within the last fewrgethe structure of many power
purchase and sale contracts has changed to intladg intangible elements (such as
capacity credits and renewable energy credits)whave raised questions as to whether
these items represent an output of a power planhépurposes of applying lease
accounting. While these deliverables are not tdagihey are intangible attributes
associated with the power plant that are ofterimethby the owner or marketed or used
by a party other than the purchaser of the eletytric

Question 2
Should the proposed new standard exclude non-cxgetdeases or short-term leases?
Please explain why.

Please explain how you would define those leasbks txcluded from the scope of the
proposed new standard.

We do not believe that non-core asset or short-teases should be excluded from the
scope of the proposed new Standard. There is neeptunal basis for excluding these
types of leases, and trying to draw a distinctietween core and non-core assets or
short-term and long-term will be very difficult amdll only perpetuate the development
of a rules-based approach. We understand the ameg&pressed by many that a scope
exception for immaterial leases is necessary iemorelieve the burden of applying the
standard to what can amount to thousands of ldasesme companies. Although we are
not in favour of a “bright-line” exception, we bee it would be helpful for the boards to
state specifically in the final Standard that taguirements of the Standard need not be
applied to immaterial leases and that materiahtydd be evaluated individually and in
the aggregate.

Question 3
Do you agree with the boards’ analysis of the rigaimd obligations, and assets and
liabilities arising in a simple lease contract?ibu disagree, please explain why.

We agree in principle with the boards’ analysig the rights and obligations of a simple
lease contract meet the definition of an assefiahdity, respectively. The boards refer
simply to the lessor’s obligation to deliver anetssith delivery being the point at which
control passes. Lessors may also have an obligttioontinue to provide access beyond
this date. Consider an example of a high-riseeffiuilding where a lessor and lessee
enter into a lease for a single floor. The obl@abf the lessor to deliver the floor to the
lessee is separate from the lessor’s ongoing dldigéo provide continuing access for
example via lifts. The boards should clarify tHa tbligation to provide continuing
access does not affect the date that control passes

The boards should also consider providing guidamcén-substance delivery” of the
leased property. This is particularly relevant wiaecontract represents a lease under
IFRIC 4 or EITF 01-8 and the leased asset is néefvered. Although the asset (for
example, a power plant) is never actually delivecethe lessee, the terms of the



purchase contract result in the owner (lessorsfearing the right to use the asset to the
purchaser (lessee).

In addition, the boards should consider that tineag be differences in the term “legally
enforceable” between countries when the right efigestablished.

Question 4

The boards tentatively decided to adopt an apprdadessee accounting that would
require the lessee to recognise:

(a) an asset representing its right to use thadekitem for the lease term (the right-of-
use asset)

(b) a liability for its obligation to pay rentals.

Appendix C describes some possible accounting appes that were rejected by the
boards.

Do you support the proposed approach?

If you support an alternative approach, please descthe approach and explain why
you support it.

We support the proposed approach as we believé gimplify the accounting for lease
transactions, better reflect the substance of sacisactions and increase comparability
for financial statement users.

Question 5

The boards tentatively decided not to adopt a carapts approach to lease contracts.
Instead, the boards tentatively decided to adopaaproach whereby the lessee
recognises:

(a) a single right-of-use asset that includes riggatquired under options
(b) a single obligation to pay rentals that inclisdabligations arising under contingent
rental arrangements and residual value guarantees.

Do you support this proposed approach? If not, why?
While we acknowledge the arguments against thegsegbapproach, on balance we

believe it is the most practical approach givenghablems identified with the
components approach in paragraph 3.32 of the Dsgnu®aper.



Question 6

Do you agree with the boards’ tentative decisiomi@asure the lessee’s obligation to
pay rentals at the present value of the lease paigscounted using the lessee’s
incremental borrowing rate?

If you disagree, please explain why and describe yyou would initially measure the
lessee’s obligation to pay rentals.

We do not fully agree with the boards’ tentativeid®n to measure the lessee’s
obligation to pay rentals at the present valudnefiease payments discounted using the
lessee’s incremental borrowing rate. In particula disagree with the DP view that it is
a simpler approach. Rather, we believe that Isssieeuld use the implicit rate inherent
in the lease if it is known. We believe this is thest approach because the implicit rate
is the rate of return on the actual transactionianikerefore more relevant and reliable
than the incremental borrowing rate which is based hypothetical transaction. We
understand that often the lessee will not be abébtain the information that is
necessary to calculate the implicit rate. In theisgations, use of the lessee’s incremental
borrowing rate would be appropriate. We beliexeelibards should provide specific
guidance on how such a rate should be determimesh the many variables that can go
into the calculation of the incremental borrowiagger.

If the boards agree that the implicit rate showdibed, where known, but insist that
reassessment is required, additional guidancebeileeded to determine how
reassessment of an implicit rate would be perfor(netk in Question 10 our
disagreement with the reassessment proposal).

In addition, the boards should make the definibbfincremental borrowing rate”
consistent between IFRS and U.S. GAAP. The deimiinder Statement 13 does not
include the requirement to look to the rate ofiest the lessee would have to pay on a
similar lease. Specifically, the definition undtatement 13 is “...the rate that, at the
inception of the lease, the lessee would have raduo borrow over a similar term the
funds necessary to purchase the leased asset” thbigefinition under IAS 17 is “...the
rate of interest the lessee would have to pay simaar lease or, if that is not
determinable, the rate that, at the inception efl#fase, the lessee would incur to borrow
over a similar term, and with a similar security funds necessary to purchase the
asset.”



Question 7
Do you agree with the boards’ tentative decisiomttially measure the lessee’s right-
of-use asset at cost?

If you disagree, please explain why and describe ywou would initially measure the
lessee’s right-of-use asset.

We agree with the tentative decision to measurdegsee’s right of use asset initially at
cost because this is consistent with guidancen®iritial measurement for most non-
financial assets such as property, plant, and ewenp and intangible assets.

Question 8
The boards tentatively decided to adopt an amattesest-based approach to subsequent
measurement of both the obligation to pay rentals the right-of-use asset.

Do you agree with this proposed approach?

If you disagree with the boards’ proposed approgibase describe the approach to
subsequent measurement you would favor and why.

The obligation to pay rentals creates, in our viawew category of liabilities, for which
we agree with an amortised cost-based approaaibgegquent measurement of the
obligation to pay rentals. However, we believe thdisequent measurement for the
right-of-use asset should be consistent with thevamt accounting guidance that would
be applied to the underlying leased asset if tietagas owned rather than leased. For
example, a lessee would apply IAS 16, IAS 38, d8 WO, respectively, if the underlying
leased asset is an item of property, plant, orggant, an intangible asset, or an
investment property.

Question 9
Should a new lease accounting standard permitseke$o elect to measure its obligation
to pay rentals at fair value? Please explain yoeasons.

We do not believe that the fair value option shdaddallowed for the obligation to pay
rentals. In our view the obligation to pay rentaldifferent from other types of financial
liabilities because it is inextricably linked tcethight-of use asset and therefore the
leasing standard should specify the measuremenirezgents. Also, we believe
providing a fair value option will increase comgtg»and reduce comparability.



Question 10
Should the lessee be required to revise its obtigab pay rentals to reflect changes in
its incremental borrowing rate? Please explain yoessons.

If the boards decide to require the obligation typentals to be revised for changes in
the incremental borrowing rate, should revisionrhade at each reporting date or only
when there is a change in the estimated cash fl&%es&se explain your reasons.

No.

We do not believe a lessee should revise its didigdo pay rentals for changes in the
incremental borrowing rate (or implicit rate if tbeards agree with our proposal in Q6)
because it is inconsistent with existing requiretsdor subsequent measurement in IFRS
or U.S. GAAP for many liabilities under the amoetiscost approach. Additionally, the
costs and complexity for preparers will likely oefigh the potential benefitdlthough

we strongly encourage the boards not to requireliigation to pay rentals to be revised
for changes in the incremental borrowing rate ifoplicit rate), if the boards should
decide to require such a revision, we believe ousthbe made only when there is a
change in the estimated cash flows.

10



Question 11

In developing their preliminary views the boardgided to specify the required
accounting for the obligation to pay rentals. Ateahative approach would have been
for the boards to require lessees to account ferdhligation to pay rentals in
accordance with existing guidance for financiabilities.

Do you agree with the proposed approach taken eyothards?
If you disagree, please explain why.

We support the proposed approach because exisit@gd and U.S. GAAP are
inconsistent, and the alternative approach woiddlten less comparability. In
particular, we do not believe the fair value optiomther Standards should be available
for such lease obligations (please also see ounmots to Q9).

Question 12

Some board members think that for some leasesttreake in value of the right-of-use
asset should be described as rental expense rtharamortisation or depreciation in
the income statement.

Would you support this approach? If so, for whiehdes? Please explain your reasons.

We believe the decrease in the value of the riffutse asset for all leases should be
presented as amortisation or depreciation expeniései with the accounting
requirements under IAS 16, IAS 38 and IAS 40, ge@piate.

Quedtion 13

The boards tentatively decided that the lesseeldlieaognise an obligation to pay
rentals for a specified lease term (i.e., in ayEa+ lease with an option to extend for five
years, the lessee must decide whether its lialslign obligation to pay 10 or 15 years of
rentals). The boards tentatively decided that #esé term should be the most likely
lease term.

Do you support the proposed approach?

If you disagree with the proposed approach, plesescribe what alternative approach
you would support and why.

Consistent with our view that leases should beuatat using a holistic approach, we
support the boards’ view that renewal options sthéwel considered in determining the
lease term at lease inception. However, althoughgree with the proposed principle
that the assessment should be based on the nalgtdiktcome, we strongly disagree
with the proposed methodology to achieve this dadt we believe a methodology
consistent with current IAS 37 based on the indigldnore-likely-than-not assessment
should be used in determining the lease term.

11



The proposed methodology based on the “most lileslge term” may result in a lease
term that is not indicative of the expected leasmtdue to the inclusion of multiple
fixed-price renewal options in the lease. For epd@nconsider a lease that has a 10-year
base lease term with one 5-year renewal optiorerdts a 45% chance that the lessee
will not renew and a 55% chance that the lessdeopilto renew for 5 years. The most
likely lease term under the proposed model would®gears. However, the lessee
could structure the lease so that the term is &@sywith two renewal options (at the end
of 10 years with a 4-year renewal and at the erfdiofears with a one-year renewal).

By structuring the lease in such a way, the propds®st likely lease term”

methodology would require the lessee to assigngimtibes to the base lease term and
the two renewal options. Assume that the lessema&gs that there is a 45% chance that
the lease term is 10 years, a 25% chance thagtimeis 14 years, and a 30% chance that
the term is 15 years. Under the proposed “mostylilease term” methodology, the lease
term would be 10 years when in actuality there58% probability the lease term will be
at least 14 years. We disagree with this resuth®fproposed methodology.

We support a methodology based on the individuakntigely-than-not outcome and
believe that this methodology would address theeissaised above. Using this
methodology, a lessee would evaluate each potdadisé term individually to determine
the longest potential lease term that is moreyiteln-not to occur. In applying this
“more-likely-than-not” methodology to the examplsoae, there is a 100% chance that
the lease term will be 10 years, a 55% chancehledease term will be 14 years and a
30% chance that the lease term will be 15 yearas€guently, our proposed approach
would result in a lease term of 14 years, beinddhgest potential lease term that is
more-likely-than-not to occur.

As discussed in our cover letter, although we deam principle that a lessee should
consider renewal options in determining the leasm tat lease inception, we acknowledge
the concerns of many about the potential complexiy the associated costs that will result
from applying this proposed approach. We strobgljeve the boards should in the near
term perform field testing with preparers to assessther the proposed approach is
operational and should reach out to various caresitty groups, including users, to ensure
that the benefits of the proposed approach extseed sts.

The boards should also consider if the methodosmtpypted in the final Standard should

be different in situations in which the renewalioptis in the control of the lessor rather
than the lessee.

12



Quedtion 14

The boards tentatively decided to require reassesswf the lease term at each
reporting date on the basis of any new facts acwinstances. Changes in the obligation
to pay rentals arising from a reassessment ofeasd term should be recognised as an
adjustment to the carrying amount of the right-eéasset.

Do you support the proposed approach?

If you disagree with the proposed approach, pleseseribe what alternative approach
you would support and why.

Would requiring reassessment of the lease termigieavsers of financial statements with
more relevant information? Please explain why.

No. We strongly disagree with the proposed contisu@assessment of the lease term as
we do not believe that a continuous reassessmagtessary nor do we believe it is
practicable for many companies. We strongly belidnat reassessment of the lease term
should be required only when an indicator showartehat there has been a significant
change to the original lease term and that charnijbave a material impact on the
financial statements. We believe this approach @atill provide users with relevant
information but it would be considerably less diffit and costly to implement in practice
than the boards’ proposed approach because lessa&bsnot have to document at the
end of each reporting period that they reassessgdd their leases (absent a clear
indicator that there has been a significant chanige} is especially true for lessees that
have a significant number of leases to evaluate. stkbngly recommend that the boards’
consider which indicators represent triggers fassessment of the lease term and
provide guidance in their final standards.

We support the approach of changes in the obligdteng recognised as an adjustment
to the carrying amount of the right-of-use asset.

Quedtion 15
The boards tentatively concluded that purchaseomgtshould be accounted for in the
same way as options to extend or terminate thesleas

Do you agree with the proposed approach?

If you disagree with the proposed approach, plesescribe what alternative approach
you would support and why.

We agree that purchase options should be accotortedthe same way as options to

extend or terminate the lease, because providmgehase option is essentially the same
as providing renewals that extend over the enticmemic life of the lease.

13



Question 16
The boards propose that the lessee’s obligatigpatprentals should include amounts
payable under contingent rental arrangements.

Do you support the proposed approach?

If you disagree with the proposed approach, whedrahtive approach would you
recommend and why?

We believe the lessee’s obligation to pay rentatsikl include amounts payable under
contingent rental arrangements because this agprs@onsistent with our view that
leases should be evaluated using a holistic apprd&le believe recognising the
individual components of a lease separately wautdgase complexity as well as costs
and would reduce comparability for financial stagetusers.

Question 17

The IASB tentatively decided that the measurenféhedessee’s obligation to pay
rentals should include a probability-weighted estiemof contingent rentals payable. The
FASB tentatively decided that a lessee should measmtingent rentals on the basis of
the most likely rental payment. A lessee wouldroete the most likely amount by
considering the range of possible outcomes. Howelisrmeasure would not
necessarily equal the probability-weighted sumhefgiossible outcomes.

Which of these approaches to measuring the lesebéifgation to pay rentals do you
support? Please explain your reasons.

In principle, we believe that the measurement efléssee’s obligation to pay rentals
should generally be consistent with the approackdétermining the lease term. In our
response to question 13, we strongly disagreetivétboards’ proposed methodology.
Instead, we strongly support a methodology consisteh IAS 37 that reflects the
individual outcome that is more-likely-than-notdocur.

Therefore, for an individual lease, the obligatiorpay rentals should reflect the single
more-likely-than-not rental payment. Similarly, &k multiple leases have rental
obligations that are contingent on a single fa(#ag. total sales of the entity), the
obligation should reflect the single more-likelyatiinot rental payment. However,
where there is a large population of leases wititingent rents based on a single factor
and similar probabilities of independent outcongg.(multiple photocopiers with rentals
based on use), we would support the IASB’s propaggdoach for measuring the
lessee’s obligations to pay rentals under thosselebased on a probability weighted
average because this approach is consistent vettettpected value” approach to large
populations of items in IAS 37.

Notwithstanding our support in principle for a matlblogy to measuring the lessee’s
obligation to pay rentals that is consistent with methodology to determine the lease
term, we stronglyelieve the boards should in the near term perfaith testing with
preparers to assess whether the proposed appsoapbrational and should reach out to
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various constituency groups, including users, suesthat the benefits of the proposed
approach exceed its costs.

Question 18

The FASB tentatively decided that if lease rerdgedscontingent on changes in an index
or rate, such as the consumer price index or theinterest rate, the lessee should
measure the obligation to pay rentals using thexndr rate existing at the inception of
the lease.

Do you support the proposed approach? Please expiauir reasons.

We support the proposed approach because it wewety difficult to estimate future
changes in indexes or rates over a long perionne.t

Question 19
The boards tentatively decided to require remeaserg of the lessee’s obligation to pay
rentals for changes in estimated contingent repggiments.

Do you support the proposed approach? If not, peaplain why.

We strongly disagree with a continuous remeasurénfdhe lessee’s obligation to pay
rentals for all changes in estimated contingentatgrayments as we do not believe that
such a continuous remeasurement is necessary vee telieve it is practicable for
many companies. We strongly believe that remeasenenf the lessee’s obligation to
pay rentals for changes in estimated contingerar@ayments should be required only
when an indicator shows clearly that there has laesignificant change to the original
assumptions used and that change will have a rabit@pact on the financial statements.
In other words, we do not believe that companiesikhbe required to monitor and re-
estimate their original assessments to identifytivaethere have been any changes to
estimated contingent rental payments; instead @asarement of the obligation should
only be required where an observable event indsciiat there has been a significant
change.

Consistent with our response to question 14, wewethis approach would provide
users with relevant information but it would be swlerably less difficult and costly to
implement in practice than the boards’ proposedaguh because lessees would not
have to document at the end of each reporting gehiat they reassessed each of their
leases (absent a clear indicator that there hasdsmgnificant change). This is especially
true for lessees that have a significant numbérasfes to evaluate. We strongly
recommend that the boards’ consider which indicatepresent triggers for
remeasurement of the lessee’s obligation to pataleand provide guidance in their

final standards.
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Question 20
The boards discussed two possible approaches tmnesing all changes in the lessee’s
obligation to pay rentals arising from changes stimated contingent rental payments:

(a) recognise any change in the liability in praditloss
(b) recognise any change in the liability as anustinent to the carrying amount of the
right-of-use asset.

Which of these two approaches do you support? Ble&glain your reasons.

If you support neither approach, please describg @ternative approach you would
prefer and why.

We support the approach of recognising any chamgeei liability as an adjustment to

the carrying amount of the right-of-use asset. \Bleelie changes in the obligation to pay
rentals in effect reflect a revised estimate ofuhkeie of the underlying leased asset and
are therefore better reflected as an adjustmethetasset. Also, this approach is
consistent with how adjustments are proposed tedegnised for changes in the lease
term and therefore translates into an overall sm@loherent accounting Standard.
However, as discussed in our cover letter, we belibat the boards shoyberform field
tests with preparers to assess whether the proposdell is operational and should reach out
to various constituency groups including usersisuee that the benefits of the proposed
model exceeds its costs.

Question 21

The boards tentatively decided that the recogniéind measurement requirements for
contingent rentals and residual value guaranteesufhbe the same. In particular, the
boards tentatively decided not to require residvale guarantees to be separated from
the lease contract and accounted for as derivatives

Do you agree with the proposed approach? If nogwélternative approach would you
recommend and why?

As discussed in our cover lettere support the boards’ preliminary views that aéea
should not be evaluated using a components appiméaaiather a holistic approach because
a components approach would increase complexitycast$ to preparers and reduce
comparability and because the lease is negotiaedsangle contractConsistent with this
holistic approach, we agree in principle with tmegmsed approach that residual value
guarantees should not be separated from the leasect and accounted for as
derivatives Notwithstanding our support for this view, we aclktexge that separating the
residual value guarantee from the lease contragthmae more conceptual merit because the
change in residual value is not necessarily diyaefated to the use of the leased asset.
Although we agree in principle that the recognitéord measurement foesidual value
guarantees is the same as those for contingeaisene strongly disagree with the
boards’ proposed methodology. As discussed in@gpanse to question 17, we strongly
support a methodology consistent with IAS 37 tkeéliects the individual outcome that is
more-likely-than-not to occur.
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Question 22
Should the lessee’s obligation to pay rentals lesented separately in the statement of
financial position? Please explain your reasons.

What additional information would separate preséiotaprovide?

While the obligation to pay rentals is differerdrir other types of financial liabilities
because it is inextricably linked to the right-gleuasset, we believe an entity should not
be required but rather permitted to present thgatibn separately if it elects to do so.

Question 23
This chapter describes three approaches to presientaf the right-of-use asset in the
statement of financial position.

How should the right-of-use asset be presenteldrstatement of financial position?
Please explain your reasons.

What additional disclosures (if any) do you thimk aecessary under each of the
approaches?

We support the boards’ approach of presentingitjit-of-use asset in the statement of
financial position on the basis of the nature effgased item. We also support an option
for separate presentation of owned and leasedsasisieer on the face of the statement of
financial position or in the notes to the finan@tdtements. This would provide users
with the information they need to differentiateded assets from owned assets yet still
providing flexibility in how lessees present théommation.

Quesdtion 24
Are there any lessee issues not described in thisisision paper that should be
addressed in this project? Please describe thases

The following issues should also be considered:
1) Reconsideration of EITF 01-8 and IFRIC 4 (see raspdo Question 1).
2) Lease modifications.
3) Build to suit transactions (EITF 97-10)
4) Sale-leaseback transactions.
5) Rental payments versus asset retirement obligations
6) Allocation of leases involving land and buildingstihe statement of financial
position.
7) Initial direct costs.
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Question 25
Do you think that a lessor’s right to receive rdatander a lease meets the definition of
an asset? Please explain your reasons.

We believe that a lessor’s right to receive rentalder a lease meets the definition of an
asset as described in the IASBsamework for the Preparation and Presentation of
Financial Statementand the FASB’s Concept Statement NcE@ments of Financial
Statements

Question 26

This chapter describes two possible approachesssor accounting under a right-of-use
model: (a) derecognition of the leased item byiélssor or (b) recognition of a
performance obligation by the lessor.

Which of these two approaches do you support? Ble&glain your reasons.

We are not able to respond to this question ddleetdack of analysis by the boards on
lessor issues. We will respond at a later date wviherboards have considered the various
viewpoints and have formulated their views on lesszounting.

Question 27
Should the boards explore when it would be appedprior a lessor to recognise income
at the inception of the lease? Please explain yeasons.

We are not able to respond to this question duleetdack of analysis by the boards on
lessor issues. We will respond at a later date wiherboards have considered the various
viewpoints and have formulated their views on lesszounting.

Question 28
Should accounting for investment properties beuidet! within the scope of any
proposed new standard on lessor accounting? Pleapkin your reasons.

We are not able to respond to this question duleetdack of analysis by the boards on
lessor issues. We will respond at a later date wheboards have considered the various
viewpoints and have formulated their views on lesszounting.

Question 29
Are there any lessor accounting issues not destii¢his discussion paper that the
boards should consider? Please describe thosesssue

We are not able to respond to this question duleetdack of analysis by the boards on

lessor issues. We will respond at a later date wheboards have considered the various
viewpoints and have formulated their views on lesszounting.
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