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File Reference: FSPFAS1I3-A

Director, TA&I—FSP Date Received:

Financial Accounting Standards Board
401 Merritt 7

P.O. Box 3116

Norwalk, CT 06856-3116

Re: Proposed FASB Staff Position 13-a
Accounting for a Change or Projected Change in the Timing of Cash Flows Relating to Income
Taxes Generated by a Leveraged Leuse Transaction

Dear Sir/Madam:

1.P. Morgan Chase & Co. (“JPMorgan Chase”) appreciates the opportunity to comunent on the
Financial Accounting Standards Board’s {"FASI”) Proposed FASB Staff Position (FSP) 13-4,
Accounting for a Change or Projected Change in the Timing of Cash Flows Relating to Income
Taxes Generated by a Leveraged Lease Transuction.

Overall, we agree with the Board’s recent conclusion that the timing of the cash flows relating to
income taxes generated by a leveraged lease is an important assumption that should be accounted for
by recalculating the rate of return on the lease and recording a catch-up adjustinent, as required for
other significant changes in assumptions i Statement of Financial Accounting Standards No. 13,
Accounting for Leases. However, we believe that the guidance in the FSP needs to be expanded and
clarified, particularly with respect to how the FSP mtersects with the proposed FASB Interpretation
on Uncertain Tax Positions and FASB Staff Interpretation No. (FIN) 21, Accounting for Leases in a
Business Combination.

The attachment contains JPMorgan Chase’s specific comments on the FSP. We would be pleased to
discuss our comments with you at your convenience. If you have any questions, please do not

hesitate to contact Shannon Warren at (212) 648-0606 or me.

Very truly yours,

Joseph L. Sclafans

Attachment



JPMorgan Chase’s Comments on the Pfép{}seé FASB Staff Position 13-a, Accounting for a Change
or Projected Change in the Timing of Cash Flows Relating to Income Taxes Generated by a
Leveraged Lease Transaction

ATTACHMENT

Issue 1: The scope of this proposed FSP would apply to all transactions classified as leveraged
leases in accordance with Statement 13. Do you agree that the scope of this proposed FSP
should be limited to only leveraged lease transactions or should the scope be e‘!{paﬂded to
include all leases under Statement 13?7 Why or why not?

- We do not beheve that the scope of the proposed FSP should be expanded to include all leases under
Statement i13. This FSP primarily addresses recalculation and reclassifications that arise from
changes in timing of cash flows relating ic income taxes. Only leveraged leases use after-tax cash
flows to compute vield and for purposes of determining classification. Therefore, we do not believe
that the guidance in the FSP 1s relevant to other types of leases.

Issue 2: This proposed FSP concludes that the timing of cash flows relating to income taxes
generated by a leveraged lease is an important assumption that should be accounted for in
accordance with the guidance in paragraph 46 of Statement 13. Additionally, this proposed
FSP would require a leveraged lease to be reclassified if, at any time, a revision of an important
assumption requires a recalculation of a leveraged lease and changes the characteristics of the
lease in 2 manner that would have resulted in the lease not qualifying as a leveraged lease had
the revised assumption been included in the original or most recent leveraged lease
computation. Do you agree? Why or why not?

Ne agree that the timing of cash flows relating to income taxes generated by a leveraged lease is an
important assumption that should be accounted for in a similar fashion to other changes 1n significant
assumption in accordance with Statement 13. The timing of tax deductions drives the economics of
a leveraged lease; thus, if the timing of such deduoctions changes, that is a sigmificant event that
should be reflected in the accounting.

However, we do not concur with the FSP requirement to reclassify a leveraged lease that has
undergene a revision of an important assumption. To date, Statement 13 requires a lease to be
classified at its inception, and the classification of the lease 1s not changed unless (1) both the Jessor
and lessee agree to a revision that would have resulted m a different classification of the iease had the
changed terms been in effect at lease inception or (2) the lease is extended or renewed. Changes in
estimates (for example, changes in the residual value of the leased property) or changes 1n
circumstances (for example, default by the lessee) do not give rise to new lease classification. This
same rationale is carried forward in FIN 21. Paragraph 8 of FIN 21 states that “The Board views the
substance of a business combination that is accounted for under the purchase method to be the
purchase of the lessor’s or lessee’s interest in an existing lease. The original lessor or lessee does not
become a party to a new agreement; accordingly, there is no new agreement 1o be classified, and
Statement No. 13 does not permit reclassification of the existing lease unless the provisions of the
lease are modified.”

QOur view is that the current Statement 13/FIN 21 guidance is appropriate because when a lessor and
lessee agree to changed provisions, the parties are actively participating in the change and thus are
able to evaluate how the change might impact their accounting in deciding whether to modify a
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