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Question 1: Lessees
(a)

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?

REPLY: Yes.
(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?

REPLY: Yes. However, it may be noted that the “EBIDTA” would be
inflated by the entire lease rental being treated as amortization and interest
expense as against the earlier practice of treating it as rental expense

Question 2: Lessors
(a)

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 (ii) the derecognition approach otherwise? Why or why not? If
not, what alternative approach would you propose and why?

REPLY: Yes.

(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?

REPLY: Yes.

Question 3: Short-term leases
The 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:
(a)

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 (ii) 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).
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(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
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?

REPLY: Yes. While we agree for accounting of short term leases as proposed, the
definition of short term leases needs reconsiderataion. The short term nature of the
lease should be defined having regard to the useful life of the assets. Where the lease
term is less than one third of the useful life of the asset it should be defined as short term
lease and not as in appendix A.

Definition of a lease
The 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). The 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
(a)

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?

REPLY: Yes.
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Scope
Question 5: Scope exclusions
The 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?

REPLY: A. Para 8 be reworded as under.
8

An entity shall not apply this [draft] IFRS to the following contracts, which
represent a purchase or sale of an underlying asset:

B

(a)

a contract that results in an entity transferring control of the
underlying asset and all but a trivial amount of the risks and
benefits associated with the underlying asset to another entity
INCLUDING a contract containing “Bargain Purchase Option”
(see paragraphs B9 and B10); and

(b)

a lease after the lessee has exercised a purchase option specified in
the lease. A contract ceases to be a lease when such an option is
exercised and becomes a purchase (by the lessee) or sale (by the
lessor).

The entire para 8 as modified be brought under para 5 along with other exclusions

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:
(a)

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

(b)

the IASB proposes that:
(i)

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.
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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?

REPLY: Yes.

Question 7: Purchase options
The exposure draft proposes that a lease contract should be considered as
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?

REPLY: Yes.

Measurement
The exposure draft proposes that a lessee or a lessor should measure assets and
liabilities arising from a lease on a basis that:
(a)

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).

(b)

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.

(c)

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).

11

© IFRS Foundation

1850-100
Comment Letter No. 54

EXPOSURE DRAFT AUGUST 2010

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?

REPLY: Yes.

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?

REPLY: Yes. The definition of “Term Option Penalty” shall be included in Appendix
A.

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?

REPLY: Yes.
© IFRS Foundation
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Sale and leaseback
The 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 the
sale of the underlying asset, the leaseback would also 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?

REPLY: Yes.

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
(a)

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?

REPLY: Yes. Please provide example for para 42.
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(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?

REPLY: Yes. The disclosure of information should be in the statement of
financial position and not in the notes.
(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?

REPLY: Yes.

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?

REPLY: Yes. It should be disclosed as part of financial statements

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?

REPLY: Yes. It should be disclosed as part of financial statements

© IFRS Foundation
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Disclosure
Question 15
Do you agree that lessees and lessors should disclose quantitative and qualitative
information that:
(a)

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?

REPLY: Yes. The disclosure is too exhaustive and may negate the purpose of disclosure

Transition
Question 16
(a)

The 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 BC186BC199). Are these proposals appropriate? Why or why not? If not, what
transitional requirements do you propose and why?

REPLY: Yes.
(b)

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

REPLY: No
(c)

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

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?

REPLY: Yes. The disclosure is too exhaustive and may increase the cost. There is scope for
reduction in disclosure requirements.
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Other comments
Question 18
Do you have any other comments on the proposals?
Leasing in particular considers taxation as an integral component for pricing. Utmost clarity
on taxation is a prerequisite for transacting leasing and its accounting. In many jurisdictions, there are several
unresolved / uncertain tax issues. These need to be fixed first and hence taxation shall be made an integral part
of the standard
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[Draft] International Financial Reporting Standard X Leases ([draft] IFRS X) is set
out in paragraphs 1-97 and Appendices A-C.
All the paragraphs have equal
authority.
Paragraphs in bold type state the main principles.
Terms defined in
Appendix A are in italics the first time they appear in the [draft] IFRS.
Definitions
of other terms are given in the Glossary for International Financial Reporting
Standards.
[Draft] IFRS X should be read in the context of its objective and the
Basis for Conclusions, the Preface to International Financial Reporting Standards and
the Framework for the Preparation and Presentation of Financial Statements.
IAS 8
Accounting Policies, Changes in Accounting Estimates and Errors provides a basis for
selecting and applying accounting policies in the absence of explicit guidance.

