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Furthermore, including these contingent rentals in the obligation would record as a liability
would recognize a cost in a period different from the period of the revenue that caused the
cost to be incurred.

Non-performance contingent rental payments should be included in the obligation. For
example, rent escalations based on an inflation index should be included based on a best
estimate of the future values of the index. Although one could argue that no obligation to
pay the higher rent exists until the index actually increases, the lease agreement was made
with an expectation of particular values of the index, and the value of the right-of-use will
be best approximated by the value of the obligation given reasonable assumptions about the
future index values.

Question 17

The TASB tentatively decided that the measurement of the lessee’s obligation to pay rentals
should include a probability-weighted estimate of contingent rentals payvable. The FASB
tentatively decided that a lessee should measure contingent rentals on the basis of the most
likely rental payment. A lessee would determine the most likely amount by considering the
range of possible outcomes. However, this measure would not necessarily equal the

probability-weighted sum of the possible outcomes.

Which of these approaches to measuring the lessee’s obligation to pay rentals do you
support? Please explain your reasons.

Comment

As noted in our response to question 16, we disagree with both of these approaches with
respect to rentals contingent on performance. With respect to non-performance
contingencies, such as rent escalation due to inflation, we believe a probability-weighted

approach is most logical, for it represents the best expectation of the ultimate cash outflow.

Question 18
The FASB tentatively decided that if lease rentals are contingent on changes in an index or
rate, such as the consumer price index or the prime interest rate, the lessee should measure

the obligation to pay rentals using the index or rate existing at the inception of the lease.
Do you support the proposed approach? Please explain your reasons.

Comment

We disagree with the DP’s conclusion. The value of the obligation at the lease inception
should be a best estimate of the economic value of the obligation. That necessarily requires
use of a forecast of the future value of the index. The DP’s approach does not avoid the
necessity of forecasting the index. It is tantamount to forecasting that the index will not
change. This will result in systematic misstatements of the values of lease obligation, most

likely understating those values significantly.
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Question 19
The boards tentatively decided to require remeasurement of the lessee’s obligation to pay

rentals for changes in estimated contingent rental payments.
Do you support the proposed approach? 1f not, please explain why.

Comment

With respect to changes in rental payments contingent on performance, this issue becomes
moot if our recommendation not to include such contingent rentals in the lease obligaton is
taken.

With respect to rentals that are contingent on an index, we believe that such leases should
not be revalued. This is to keep the accounting for such obligations consistent with
accounting for otherwise similar debt instruments. If a fair value option is permitted, then
lessees should be permitted to revalue obligations to reflect changed expectations for the

future values of indices.

Question 20
The boards discussed two possible approaches to recognising all changes in the lessee’s

obligation to pay rentals arising from changes in estimated contingent rental payments:
a  recognise any change in the liability in profit or loss

b recognise any change in the liability as an adjustment to the carrying amount of the
right-of-use asset.

Which of these two approaches do you support? Please explain your reasons.

If you support neither approach, please describe any alternative approach you would prefer

and why.

Comment

As we do not support linking the accounting for the right-of-use asset and the obligation
subsequent to the lease inception, we reject alternative (b). Thus, although we do not
support recognizing changes in the value of the obligation (other than under the effective
interest method) in the first place, if that were to be done, we would prefer alternative (a) to

alternative (b).

Residual value guarantees

Question 21

The boards tentatively decided that the recognition and measurement requirements for
contingent rentals and residual value guarantees should be the same. In particular, the
boards tentatively decided not to require residual value guarantees to be separated from the

lease contract and accounted for as derivatives.
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Do you agree with the proposed approach? If not, what alternative approach would you

recommend and why?

Comment

When a lessee takes on a residual value guarantee, it has written put option on the
underlying asset. It should be accounted for as such and the lessee should record a liability
at the lease inception for the value of the put option. We believe a residual value guarantee
is a derivative and should be accounted for as such, including application of hedge

accounting rules if the requirements for doing so are met.

Chapter 8: Presentation
Question 22
Should the lessee’s obligation to pay rentals be presented separately in the statement of

financial position? Please explain your reasons.
What additional information would separate presentation provide?

Comment

We do not believe any additional useful information is provided by separating the lease
obligation in the face of the balance sheet. Presumably, the debt foomote will have a
separate amount for lease obligations that would provide any information that users might

want.

Question 23
This chapter describes three approaches to presentation of the right-of-use asset in the

statement of financial position.

How should the right-of-use asset be presented in the statement of financial position?

Please explain your reasons.

What additional disclosures (if any) do you think are necessary under each of the
approaches?

Comment

We believe the right-of-use assets should be classified based on the nature of the assets
under lease. For example, the right to use a building should be including in buildings; the
right to use equipment should be included in equipment; etc. What is important about a
lease is the nature of the asset it transfers the rights over and that will be employed in the

operations of the enterprise.

Chapter 9: Other lessee issues
Question 24
Are there any lessee issues not described in this discussion paper that should be addressed in

this project? Please describe those issues.


































































Our response to matters on which specific comment is requested is included in the attached Appendix. Also
attached is our submission to the IASB which includes our responses to the specific IASB questions for
comment.

If you have any questions regarding this submission, please do not hesitate to contact either Mark Shying
(CPA Australia) at mark shying@cpaaustralia.com.au, Kerry Hicks (the Institute) at
kerry.hicks@gcharteredaccountants.com.au, or Tom Ravlic (NIA) at fom.ravlic@nia.org.au .

Yours sincerely

Chief Exe utive Officer Chief “Execu;ti/\'/e Officer Cﬁiéf vaec'uvtiv"e" Officer
CPA Australia Ltd Institute of Chartered National Institute of Accountants
Accountants






16 June 2009

Mr David Tweedie

Chairman

International Accounting Standards Board
1% Floor, 30 Cannon Street

London EC4M 6XH

UNITED KINGDOM

Via iasb website: www.iasb.org

Dear David
IASB Discussion Paper DP/2009/1 Leases — Preliminary Views

Thank you for the opportunity to comment on the IASB discussion paper DP/2009/1 Leases ~ Preliminary
Views. CPA Australia, The Institute of Chartered Accountants (the Institute) and the National Institute of
Accountants (the Joint Accounting Bodies) have jointly considered the above discussion paper (DP) and our
comments follow.

The Joint Accounting Bodies represent over 180,000 professional accountants in Australia. Our members
work in diverse roles across public practice, commerce, industry, government, academia throughout
Australia and internationally.

We support the proposals, as they remove the opportunity for structuring transactions to remove lease
arrangements from the balance sheet. We concur with the conceptual justification for recognising an asset
and a liability, but note that in some instances the calculation of these figures will be complex due to the
underlying structure of the lease arrangements in different industry segments.  In our view, it will be
necessary for the IASB fo devise a simplified version of the requirements for the purposes of the {FRS for
SMEs.

We also note that the conceptual approach of recognising asset rights and performance obligations is
consistent with the approach being taken for revenue recognition. However the presentation of these
contracts entered into is quite different. We hope that these two debates will inform each other and result in a
cohesive and conceptually sound pair of standards. Further it is imperative that this project establishes a
clear link to the ongoing work on the conceptual framework as it relates to the definition and recognition of
assets and liabilities.

However, we see two major flaws in the DP which must be addressed before proceeding to issue an
exposure draft and then a standard.

1. FASB and IASB must reach consensus on the proposals at an early stage. Such a radical change to
an area of accounting affords the opportunity to issue a standard that is common to both Boards and
remove a whole area of difference. As we have seen with the recent deliberations on financial
instruments, the existence of different accounting standards in major jurisdictions opens the door to
arbitrage. National standard setters apply pressure to be allowed to use the accounting treatment
that is most beneficial to their constituents.

2. The Boards cannot ignore the issue of lessor accounting as numerous entities act as both lessee
and lessor using subleases. With the removal of operating leases, leases of property will come on
balance sheet and this is the area where subleases are particularly common.

































