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Regus’ global network of business centres are built on a significant number of office rental lease
arrangement. Over 80% of the Group’s leases are flexible or fully variable in nature. This is due to the
Group’s ability to renegotiate leases with landlords to ensure that we are not paying rent ahead of the market
rate. Furthermore our operating model allows us to actively manage underperforming business centres, with
the result that rental costs for such centres may be significantly less than contracted monthly payments.

The lease liability subsequently recognised will therefore be significantly overstated and will not reflect the
commercial risks to which the Group is exposed when entering into these lease arrangements.

The objective of the IASB noted above is therefore not achieved as the financial information in the balance
sheet will become misleading to the users of the accounts.

o Inconsistent accounting treatment undermines transparency

Inconsistencies between the proposed lessee and lessor accounting treatment results in added complexity in
understanding financial statements and therefore undermines transparency. This is especially relevant when
considering leases subject to subleasing arrangements.

In this situation, a company recognises a ROU asset and related lease liability when it enters into the initial
Type B (property) lessee arrangement. However, when that company subsequently subleases parts of the
property to a third party (under a Type B (property) lessor arrangement) it does not derecognise the related
asset and a corresponding lease receivable is not recognised.

We believe that this proposed accounting treatment creates two significant inconsistencies.

Firstly, risks associated with the lessee arrangement are not mirrored by the rewards of the corresponding
lessor arrangement. This is misleading as the inconsistent accounting treatment will:
o overstate the commercial risks associated with the leasing arrangements;
o present misleading financial information in the balance sheet as net current assets will reflect the
lease liability without a corresponding lease receivable; and
o create potential commercial difficulties for companies as a result of perceived weaknesses in
managing working capital,

Secondly, the same property will be recognised as a ROU asset in the financial statements of both the
company (ie. the lessor) and the sub-lessee. Conceptually, it is inappropriate for more than one entity to be
able to disclose the same property as an asset. The proposed accounting treatment will therefore create
further uncertainty for the users of financial statements due to the lack of transparency regarding ownership
of the underlying asset.

The inconsistencies noted above will make financial statements more complex and therefore not achieve
IASB’s objective of improved transparency.
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e Lessor accounting is inconsistent with revenue recognition requirements

The exposure draft proposes that assets leased as part of a Type A (furniture and equipment) lessor
arrangement, are derecognised from its balance sheet. A corresponding lease receivable and residual asset
are recognised based on the present value of the lease payments to be received and the expected residual
value of the asset at the termination date of the lease agreement.

We believe that this proposed accounting treatment is inconsistent with revenue recognition as defined in
International Accounting Standard 18 Revenue (‘IAS 18”). The accounting treatment requires the monthly
lease payments to be recognised directly in the balance sheet as a lease receivable at the start of the lease.
The subsequent settlement of this lease receivable remains a balance sheet transaction with the cash received
reducing the lease receivable. The economic benefits associated with a Type A lessor arrangement are
therefore never disclosed as revenue, which is inconsistent with the requirements of IAS 8.

The proposed accounting treatment will therefore negatively impact the performance of companies as
economic benefits arising from ordinary activities are excluded from the income statement. Furthermore,
combined with inconsistent accounting standards, the overall effectiveness of the income statement will also

be undermined.

We are supportive of the IASB’s objective underpinning the Leases exposure draft. However, as noted above, the
accounting treatment set out in this exposure draft ignores commercial considerations in determining risks
associated with lease arrangement. It also increases recognition and measurement complexities and does not
eliminate accounting inconsistencies.

We therefore believe that these proposals remain misleading and inconsistent and therefore fail to achieve the
objectives of the IASB. We would be happy to explain our position in greater detail as it applies to our business via
follow-up if this is considered helpful.

Yours faithfully

D s

Dominique Yates
Chief Financial Officer
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