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RE : Exposure-Draft “Leases”

Dear Madam or Sir,

| am writing on behalf of the ANC to give you ownoments on the above-mentioned Exposure Draft
(ED). Our detailed comments are set out in theehéd Appendix.

We do not support the accounting model for lessees lessors proposed in the ED Leases. We
consider that the IASB has not made a case foaagghfor the following reasons:

the proposed model is considered by the IASB tétihe” appropriate response to users’ needs.
However, in_practice, users today are able to wweith — and if needed adjust - financial
statements which demonstrates that they have glieaithe notes the information they nedwl
addition, we understand that some users retain alewhsset approach, while others prefer
contractual minimum lease payments. Thereforeamgenot convinced that the ED requirements
to recognise all the assets and liabilities untier heasurement proposed will properly address
these needs. Furthermore, given the above, marot #ll users do not ask for any modification of
the standard Finally, if some investors in some countries feelpossible need for more
information, such need if precisely documented Ehtead to disclosure requirements and not to
another accounting standard;

the question of what is a lease and how to diststgit from a service or executory contract is
fundamental in the proposed model as the ED prapimsezcognise an asset and a liability for all
leases, thus resulting in greater implementatisues related to the scope of the ED. However, the
ED does not satisfactorily address this issue,evan the IFRIC 4 practical application issues
already encountered. Therefore, we believe thatEbewould result in widespread operational
issues In addition, the proposed model will not offsétetpossibility of off-balance sheet
financingby structuring lease contracts as service cortract

1 —

MINISTERE DE L’ECONOMIE
DES FINANCES ET DE L’INDUSTRIE



the proposed model presumes that all leases candisé financing of the purchase of an asset.
However, in many arrangements, lessees are notrimgpan asset but buying flexibility e.g. to be
provided with the asset they need for the periay theed and the lessors are providing this
flexibility. Therefore,_considering that these leaontracts result in the recognition of an asset
and a liability would deny the economics of thegarsgements

the proposed model gives no effective relief faskes with short-term contracts while lessors
with short-term contracts are permitted in practicemaintain accounting similar to existing
operating leases;

the proposed treatment of options and contingemial®on which the lessee has no effective
control over the outcome_contradidise definition of a liability and an asset in th&SB’s
Conceptual FrameworKkn addition, the proposed treatment of optionintonsistent with that
proposed in the ED Revenue from Contracts with @uets;

leases of intangible assets are scoped out of fhevithout any conceptual reason. Therefore,
lessees of intangible assets will be left withaotounting guidance while at the same time the
ED Revenue from Contracts with Customers proposedetsors of intangible assets different
accounting requirements than those proposed irElifor the leases of tangible assets;

neither the obligation performance approach nordiescognition approach are appropriate for
leases of investment properties, as none of thggmaches reflects the business model and the
economics of these activities. Therefore the pralsosiade in the ED in this respect should be
reconsidered,

the proposals for lessors are not consistent \iblse for lessees. In addition, these proposals are
not based on well-established principles:

- indeed, the accounting principle proposed for lesdmased on the principle of significant
risks or benefits associated with the underlyingefsis not the same as the accounting
principle proposed for lessees, based on the daofttbe right-of-use asset;

- more significantly, the performance obligation miopleposed for lessors is not justified
and not consistent with the right of use modelléssees; if the lessee has bought the
right-of-use and therefore has an unconditionabalibn to pay for it, it is inconsistent to
consider that the lessor still has the continuibigation to provide the lessee with the
underlying asset throughout the lease;

- the proposed accounting model for sale and leaksehamot consistent with the premise
that assets are a bundle of rights and obligations.

In addition, the proposed model is unduly complexd avill result in significant practical and
operational issues for preparers. Resulting uniogita and imperfections will also affect the gtiali
of reporting overall and therefore all stakeholtdarglerstanding of the accountEherefore, we have

concerns that the cost of implementing these pdposill outweigh the benefits. Indeed, we would
add that:

the “bright lines” would be even more numerous thanlAS 17: service/lease contracts,
purchase/sale/leases; performance obligation/dgnécan approach although the Lease project
was aiming at developing a less arbitrary and cemptcounting model;

the proposed model requires significant both ihiiad continuous estimatesf lease term,
contingent rentals and residual guarantees neaBsgitstatistical approaches. We question
whether how such a complexity can contribute to dbgctive of increased comparability and
transparency that the Lease project was aiming at

preparers would bear major costs in terms of infdiom systemsboth for measurement and
disclosure purposes, as well as for internal céstrod also for training. These costs would not be
only initial but also ongoing as recurring estingatgould have to be produced over time. In
addition, preparers would face impacts on results key ratiosfor example, return on capital or
debt-to-equity ratios and on other areas depengdog accounting.




We also note that no extended field-testing has bmmducted despite the far reaching changes
proposed in the ED

We therefore believe that this ED does not repiteasrof today an effective improvement over the
existing IAS 17. Thus, we consider that this EDutianot be issued as a standard.

We urge the IASB to reconsider these significasties and to draw the relevant conclusions from
extended field-tests in a wide number of indusfres as to effectively respond to the objective of
high-quality accounting.

On substance, seen from a distance, the IASB stasdimve already achieved a dramatic change in
accounting in Europe with the first applicationl& 17 in 2005. This has gone a very long way in
the improvement of practices in the field of legswhich must be fully recognised.

The proposed changes do neither respond to a ok, a systemic stake nor implement solid
economic concepts or evidence. Therefore, therensde be much more prospect for possible
improvements in this area in a wider discussionuabactual implementation issues, possible
information gaps without a new change in the actiognprinciples themselves. This would be a
discussion worth having in good faith.

Our detailed comments on the questions posed iEEhare set out in the Appendix to this letter.
We stand ready to provide any further information ynight require.

Kind regards,

Jérbme Haas



Appendix
The accounting model

Question 1: Lessees

Do you agree that a lessee should recognise aafgige asset and a liability for its obligation |to
make lease payments? Why or why not? If not, wlatnative model would you propose and why?

Do you agree that a lessee should recognise aatwtisof the right-of-use asset and interest on its
liability for lease payments? Why or why not? Iftne@hat alternative model would you propose and
why?

The premise of the right-of-use model is to anabssets as a bundle of rights and obligationshiét t
stage, this premise is not conceptually establistesther in the ED Leases nor in the other existing
IFRS literature. If the IASB was to pursue thisjpob, it is crucial that it develops the rationéde
this assumption as it is the starting point ofrirel.

In addition, we note that the IASB has not yet dle@stablished the boundary between a lease
contract and a service contract (for further detaéfer to our response to Question 2).

Therefore, the proposed model lacks a robust cénakpasis and its objective is thus still to be
clearly established. As such, it may result in cacts with different economic characteristics being
accounted for similarly, therefore denying the enuits of these arrangements.

Moreover, the proposed model presumes that alegeasnsist in the financing of the purchase of an
asset. However, in many arrangements, lesseeoteequiring an asset but buying flexibility e.g. t
be provided with the asset they need for the petiwy need while lessors are providing this
flexibility. Therefore, considering that these lea®ntracts result in the recognition of an asedta
liability would deny the economics of these arrangats.

Thus, we do not consider that it is appropriatedosider simply that all “leases” result in a rigifit
use asset and a liability that should be recogniséte statement of financial position of the &ss

In addition, we consider that the proposals madarding the measurement of the lessees’ assets and
liabilities are inappropriate as the proposed tneait of options and contingent rentals contradiuts
definition of a liability in the IASB’s Conceptu&ramework.

Subiject to these objections, we recognise thath®iease contracts in which it can be demonstrated
that a lessee has effectively acquired a rightsef-tor an obligation to make lease payments, the
lessee should recognise amortisation of the riffise asset and interest on its liability for lease
payments.

Question 2: Lessors

Do you agree that a lessor should apply the pedoom obligation approach when the lease exppses
the lessor to significant risks and benefits asdedi with the underlying asset, and a derecognjtion
approach otherwise? Why or why not? If not, whtraative model would you propose and why?

Do you agree with the boards’ proposals for redigmiof assets and liabilities, income and expenses
for the performance obligation and derecognitioprapches to lessor accounting? Why or why not?
If not, what alternative model would you proposd arny?

With respect to the proposed accounting approacle$sors, we believe that:

- the accounting principle proposed for lessors should be consistent with the accounting principle
proposed for lessees: The accounting model proposed in the ED for lesses based on the
principle of control, that of the right-of-use atsbg the lessee, while the accounting approach for
lessors is based on the principle of significagksior benefits associated with the underlying
asset. We consider that from a conceptual poinief, a single accounting principle should be
applied for both lessee and lessor accounting rspdel



- the performance obligation model for lessors contradicts the right of use model for lessees: in the
model proposed in the ED Leases, the lessee hahbtie right-of-use asset and therefore has an
unconditional obligation to pay for it. Thereforejs inconsistent to consider that the lessof stil
has the continuing obligation to provide the lesséh the underlying asset throughout the lease;
in the same manner, it is inappropriate for thesdedo continue to recognise the asset in its
entirety whereas the lessee has acquired part of it

- thisdual approach resultsin a new bright line that is a source of complexity: lessors will have to
exercise significant judgment to assess whethegrrétain exposure to significant risks or benefits
associated with the underlying asset and to determvhich model to apply. Thus, this proposal
retains most of the complexity of the current IAB This contradicts the stated objective of the
project that was aiming to simplify lease accoumtin

Therefore, we conclude that the derecognition egugvois the only approach for lessors that is
consistent with the right of use model developedhaylASB for lessees. However, we note that the
proposals made regarding the measurement of teerlesassets are inappropriate as the proposed
treatment of options and contingent rentals coidtadhe definition of an asset in the IASB’s
Conceptual Framework.

In any case, if the derecognition approach wasteebained, additional research should be conducted
in order to reflect correct profitability throughaie period if the time value of money is not eeted
in the residual value of the part of the asset kgphe lessee (as mentioned by Mr Cooper).

Question 3: Short-term leases

The exposure draft proposes that a lessee or arlsbsuld apply simplified requirements to short-
term leases, defined in Appendix A as leases fdchwvthe maximum possible lease term is twglve
months or less:

(&) At the date of inception of a lease a lessaelihs a short-term lease may elect on a lease-by-
lease basis to measure, both at initial measureamhtsubsequently, (i) the liability to make
lease payments at the undiscounted amount of #se leayments and (i) the right-of-use asset
at the undiscounted amount of lease payments pitial idirect costs. Such lessees would
recognise lease payments in profit and loss oweleiise term (paragraph 64).

(b) At the date of inception of a lease, a leshat has a short-term lease may elect on a lease-by-
lease basis not to recognise assets and liabiditiesig from short-term leases in the statement
of financial position, nor derecognise any portajrthe right to use the underlying asset. Spch
lessors would continue to recognise the underlgigget in accordance with other IFRSs and
would recognise lease payments in profit and logs the lease term (paragraph 65). (See @also
paragraphs BC41-BC46.)

Do you agree that a lessee or a lessor should acémushort-term leases in this way? Why or why
not? If not, what alternative approach would yoopse and why?

Lessees

We note that the proposal does not provide lessgtbsany relief in practice as they would still be
required to recognise an asset and a liabilitytfieir short-term leases while in the majority ofes,
the impact of discount is not material on suchatsberiod of time.

We believe that this proposal should be reconsitjength the objective to provide lessees with a
simplification similar to that proposed for lessars. to recognise lease payments over the |egise t

in profit or loss i.e. without recognising eithdretright-of-use or the corresponding liability. hi
proposal would have the merit of a similar accaumtireatment for both lessees and lessors. We do
not see any rationale for justifying the two diffat sets of requirements proposed.



Lessors

We consider that the proposals for lessors witlpaeisto the accounting for short-term leases are
appropriate.

Definition of a lease

Question 4

(a) Do you agree that a lease is defined appratyia Why or why not? If not, what alternatiye
definition would you propose and why?

(c) Do you think that the guidance provided fortidguishing leases from service contractg in
paragraphs B1-B4 is sufficient? Why or why not@dt, what additional guidance do you think
is necessary and why?

We remain convinced that a comprehensive projectlaase accounting necessitates a full
reconsideration of what constitutes a lease fofdhewing reasons:

- there is often uncertainty in practice between veh&tase is and what a service or an executory
contract is. For example, what differentiates aséefrom an executory contract such as an
employment fixed-term contract, an audit engageroenertain supply contracts? Addressing this
issue is critical to establish a relevant concdptaais for the definition of a lease. In additiore
remain concerned that the lease project may hawegemaed consequences on the accounting of
other executory service contracts and may call qutestion the existing accounting treatment of
these other executory contracts if this distinct®not clearly established;

- we note that, in practice, IFRIC 4 requirementsehlagen merely incorporated in the ED and that
the IASB has not provided any decisive clarificatid herefore, the existing IFRIC 4 practical
difficulties are still to be addressed, for exampglencerning capacity-type leases or the notion of
“specified asset”. Thus, the boundary between seleantract and a contract for services is still
not better defined. However, this distinction hasdme crucial due to the substantial impact now
resulting from the different accounting for thosmtcategories of transactions as the ED proposes
to recognise an asset and a liability for all Isase addition, we note that this lack of claritayn
continue to provide opportunities for off-baland¢est financing by replacing the existing
dividing line between operating/finance leases biyvaling line between service/lease contracts.

Thus, as long as what constitutes a lease anddigtatguishes it from other contracts, such asiserv
contracts and other executory arrangements habeaot clearly defined, we consider that it will not
be possible to establish a robust and workablenidiefi of a lease and thus no clear conceptuakbasi
for lease accounting.

In this respect, we note that the existing IAS &firdtion of a lease has been modified to incluake t
term “specified”. However, at this stage, the IAB&s not gone far enough. It is still unclear frdms t
definition and the accompanying guidance if forragke, “leases” of assets such as photocopiers,
routers or laptops eg arrangements in which theetess interested in the service provided andmot i
the asset would be considered to be service costoacot. We believe that further clarificationdan
illustrative guidance should be provided in thispect, due to the significant implications of the
notion of “specified” on the overall proposed model

(b) Do you agree with the criteria for distinguistpia lease from a purchase or sale in paragraphs B9
and B10? Why or why not? If not, what alternativieria would you propose and why?

As discussed in our response to the DP Leasespmsder that it is appropriate to distinguish aséea
from a purchase or sale in order to scope out ef ldase accounting the sale and purchase
arrangements.

However, we consider that it is not consistent toppse a different criterion to assess whether an
asset has been sold:

- in the ED Leases (based on the transfer of “all ddtivial amount of the risks and benefits
associated with the transferred asset at the etieeaontract”);

- and in the ED Revenue (based on the transfer dfalpn



Thus, we urge the IASB to reconsider how this cmgsing issue should be better addressed.

In addition, we note that the ED Leases introducesew notion, that of “all but a trivial amount”
without providing any guidance for applying it othan indicating that leases that automatically
transfer title or contain a bargain option will n@ily meet this criterion. As such, we believe ting

is not sufficient to ensure a consistent applicatibthis proposal.

Scope

Question 5: Scope and scope exclusions

The exposure draft proposes that a lessee or arlsBsuld apply the proposed IFRS to all leases,
including leases of right-of-use assets in a s@aleexcept leases of intangible assets, biologgsdts
and leases to explore for or use minerals, oilunaatgas and similar non-regenerative resoufces
(paragraphs 5 and BC33-BC46).

Do you agree with the proposed scope of the prapdBRS? Why or why not? If not, what
alternative scope would you propose and why?

Accounting for leases of intangible assets should be treated in the ED Leases

The IASB proposes to exclude leases of intangiskets from the scope of the future ED Leases
based on the following rationale: “Although the fsahave identified no conceptual reason why a
lease accounting standard should exclude intangitdets, the boards decided that they would not
include leases of intangible assets within the sadpghe proposed IFRS until they had considered th

accounting for intangible assets more broadly”. (EHases BC36).

At the same time, the IASB has requested the viefnvigs constituents in the ED Revenue from
Contracts with Customers (hereafter ED Revenueheraccounting for the granting of intellectual
property of the entity. As already stated in oumatent letter on the ED Revenue, we disagree with
the process followed by the IASB i.e. to propasedope out all intangible assets of a project dime
at dealing with both lessee and lessor accountitgad the same time to request views on the lease
accounting of some intangible assets.

We consider that the accounting by the lessor tomtracts relating to both exclusive and non-
exclusive licences and rights to use intellectuabpprty of the entity (that are not sales) showd b

treated in the lease accounting project. We docoosider that timing constraints should prevail on
the objective of appropriate accounting requiremeiiterefore, we urge the IASB to address the
accounting for leases of intangible assets in fhd_&ases.

Proposals made for lessor accounting in the ED Revenue are not consistent with the proposals
madein the ED Leases

Should the IASB decide to maintain its current diecis on leases of intangible assets, we are
concerned that the ED Revenue and the ED Leasemtoensistent on the following aspects:

- asale is assessed on the basis of the “transtamtfol of substantially all of the rights” in ti&D
Revenue and on the basis of the “transfer of cbofréhe underlying asset and all but a trivial
amount of the risks and benefits” in the ED Leases;

- the appropriate model for lessors is assessedeodistinction between an exclusive/non exclusive
right to use in the ED Revenue and on the basikeofransfer of significant risks and benefits in
the ED Leases;

- the accounting for options is based on a sepagategnition and measurement in the ED Revenue
and on a look-through approach in the ED Leases.

There is no clear rationale in both EDs for thaffergnces at this time. If these differences werbe
maintained, this would create confusion and diwerisi practice. In this respect, we note that this
could be particularly the case for some contragish as some outsourcing contracts, that include
leases of both tangible and intangible assets.



I nvestment properties

As discussed in our response to Question 2, weidemshat the only model for lessors that is
consistent with a right-to-use approach for lesdeethe derecognition approach. However, this
approach is not appropriate for “leases” of investhproperties since it does not reflect the bissine
model of this activity that is properly addressedhe IAS 40 standard.

Indeed, the cost model appears to be the mosbleleay to reflect the business model of the legsor
when their main objective is to manage and holditlrestments properties in order to collect cash
flows and not to firstly realise cash flows througk sale of the assets. Consistently with theotibge

of collecting contractual cash flows, sales mayundc some circumstances such as when investment
properties no longer meet the entity’s investmaiicy; there is then a need for an adjustment ef th
investment portfolio to reflect change in expecteaation or a need to fund capital expenditures.
Typically, for instance for insurers, as regardegestment properties, the only way to adjust the siz
and the content of the portfolio to the insurargleted liabilities, is through selling some investm
properties (unlike debt securities that have a ntgtdate).

In addition, there is considerable debate amongcoustituents on the nature of these contracts as
many argue that the economics of these contractiedsees is to buy flexibility/services and that
therefore they should be accounted for as sergngacts.

Thus, we urge the IASB to fully reconsider how tecaunt for the “lease” arrangements for
investment properties as in our view, the proposelde in the ED Leases at this stage do not provide
appropriate accounting for these arrangements.

Other scope exclusions
We do not have any comment on the other proposgd®ans set out in the ED.

Question 6: Contracts that contain both service antkase components

The exposure draft proposes that lessees and desbould apply the proposals Revenue from
Contracts with Customers to a distinct service component of a contract tbantains service
components and lease components (paragraphs 63B6xBBC47-BC54). If the service component
in a contract that contains service componentdeask components is not distinct:

The FASB proposes that the lessee and lessor shpplgt the lease accounting requirements to| the
combined contract.

The IASB proposes that (i) a lessee should apmyidéhse accounting requirements to the combijned
contract; (i) a lessor that applies the perforneambligation approach should apply the legse
accounting requirements to the combined contrda}; 4 lessor that applies the derecognition

approach should account for the lease componeatdordance with the lease requirements and the
service component in accordance with the propasdsvenue from Contracts with Customers.

Do you agree with either approach to accountingdases that contain service and lease components
appropriate? Why or why not? If not, how woulduyaccount for contracts that contain both seryice
and lease components and why?

Lessees

We note that the determination of whether an aeam@nt contains a lease will have significant
accounting implications under the proposed model.

We are opposed to the proposal to apply the remeinés of the ED Revenue to lessees as these
requirements have been developed and discusséa inontext of sales transactions and not in the
context of purchase transactions. We believe thatgroposal may have unintended consequences
and therefore should not be considered.

We therefore propose that the lessee identifies@mbures the service component of a lease contract
on the basis of its best estimate of the cost isfgbrvice, and in any case not as required irEthe
Revenue.



Lessors

This proposal is applicable for a lessor as thedegould have access to the necessary information.
As mentioned in our response to Question 2, weidenshat the only approach that is consistent with
the right-to-use model is the derecognition apgdnoac

Question 7: Purchase options

The exposure draft proposes that a contract shoelldonsidered as terminated when an optiop to
purchase the underlying asset is exercised. Thesntact is accounted for as a purchase (by| the
lessee) and a sale (by the lessor) when the pwabation is exercised (paragraph 8 and BC63|and
BC64).

Do you agree that a lessee or a lessor should acémupurchase options when they are exercised?
Why or why not? If notwhen do you think that a lessee or a lessor shaotbunt for g
purchase option and why?

We consider that this analysis is appropriate. Kclpase option is a means of terminating a leage tha
should be accounted for only when it is exercised.

Measurement

Question 8: Lease term

Do you agree that a lessee or a lessor shouldndietthe lease term as the longest possible teatr) th
is more likely than not to occur taking into accbtire effect of any options to extend or termirtage
lease? Why or why not? If not, how do you propitbee a lessee or a lessor should determine the
lease term and why?

Lessees

As already discussed in our response to the DPs&&a the proposal to determine the lease term
taking into account the effects of any optionsxterd or terminate the lease is not appropriate as:

- the lessee does not have any obligation as a mastile option but the right to renew or to cancel
the initial contract that it may choose to exerasaot. Therefore, the approach does not reflect
the flexibility resulting from lease contracts wikenewal or cancellation options and how the
parties to the contracts have decided to sharedteomic risks of the contract;

- the relevance and decision-usefulness of the mdusl will provide users with the same
information (on the assumption that the exercis¢hefoption is “most likely”) for a three-year
lease with a two-year renewal option or a non-caide five-year lease are doubtful.

In our view, a lessee that has acquired a “regfitrof-use asset should only recognise a liabiligt
meets the definition of a liability in the IASB’so@ceptual Framework and reflects its contractual
position. A lessee does not have a present oldigab pay rentals in the optional period until it
exercises its option to extend the lease; theretfugelease term should be determined as the non-
cancellable period only, e.g. assuming that thedda terminated on the earliest date that theedess
has the right to do so.

To illustrate:

- for a lease with a term of five years with a renleag@tion for a further three-year period, the
lessee’s liability will only include the rentalsenthe five initial years;

- for a lease with a term of eight years with anaptio cancel after five years, the lessee’s ligbili
will include the rentals over the five years plbe amount of the cancellation penalties if any.

Concerning the accounting for the renewal optieves,consider that it would be appropriate to apply
the same accounting requirements that those prdpndbe ED Revenue e.g. to recognise the options
only if they provide a material advantage to thesée and by using a similar measurement basis.
Therefore, the asset recognised by the lesseangillde two components: the first component with
respect to the right-of-use and the second compaviémrespect to the option.



Lessors

Consistently, the lessor's receivable recognisedhim derecognition approach should meet the
definition of an asset based on the Conceptual &nark. The lessor does not have a right to receive
rentals in the optional period until the lesseedascised its option to extend the lease. Theeefoe
consider that the lease term should be determimethé lessor on the same basis that we propose for
the lessee eg on the non-cancellable period oglyassuming that the lease is terminated on the
earliest date that the lessee has the right tooddrsus, the lessor’s receivable would mirror the
lessee’s liability.

Question 9: Lease payments

Do you agree that contingent rentals and expedcgtents under term option penalties and resigual
value guarantees that are specified in the leasieamd should be included in the measurement cklea
assets and lease liabilities using an expectecbm&dechnique? Why or why not? If not, how|do
you propose that a lessee or a lessor should acfmupontingent rentals and expected payments
under term option penalties and residual valueantaes and why?

Do you agree that lessors can only include contihgentals and expected payments under term
option penalties and residual value guaranteekdanreasurement of the lease receivable if they can
be measured reliably? Why or why not?

Lessees
Please refer to our response to Question 8 comgeoption penalties.

Amounts payable under contingent rental arrangesntivatt are not under the control of the lessee
should not be included in the measurement of theeke’s liability as this contradicts the definitioih

a liability provided in the IASB’s Conceptual Frawmk. These contingent rentals should therefore
be recognised in profit or loss when incurred.

Conversely :

- amounts payable under contingent rentals for wthiehlessee has no effective control over the
outcome (such as for example index or interestlased) should be included in the measurement
of the lessee’s liability as they meet the defimitof a liability. We do not object to the proposal
made to measure these amounts using the readillalaleaforward rates or indices if readily
available and if not, using the prevailing ratesnaices;

- residual value guarantees should be included imtbasurement of the lessee’s liability as the
lessee commits itself to pay a difference of valuthe value of the leased item is below a
specified value as per the contract (similar téaad ready obligation). Therefore, the lessee has
no other possibility but to pay this amount whea thiteria specified in the contract are met. The
uncertainty is related to the amount to be paidrasido its existence.

In both cases, we consider that the lessee shogédune these amounts initially and subsequently on
the basis of the most likely payment and not on libeis of a probability-weighted estimate. As
already stated in our response to other EDs, weidenthat the measurement of single liabilitiesaon
most likely basis provides better information tensson the future cash flows than an amount that
would not reflect a possible outcome. In additiamost likely measurement has the merit of reduced
complexity for preparers.

Therefore, we agree with the view expressed byQdoper, that:

- contingent rental agreements varying accordingsgetausage or performance provide the lessee
with additional flexibility, contribute to reducdalisiness risks whereas for the lessor they increase
exposure to asset risk;

- and that reflecting them in the measure of theekegisdiability and the lessor’s receivable does not
provide relevant information about the underlyimgromics of such leasing arrangements.
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Lessors

In the same manner, we consider that contingenélszon which the lessee has no effective control
over the outcome and residual value guaranteeddshetincluded in the measurement of the lessor’'s
asset on a most likely outcome and only if thedesan measure them reliably.

We question the reason why the IASB has not prapdseinclude third-party residual value
guarantees in the measurement of the lessor’svedilei We recommend the IASB to reconsider this
topic.

We consider that the principle of a “reliably me®sli threshold proposed in the ED Leases to
constrain the recognition of revenue by lessomapigropriate. However, we note that the threshold
used in the ED Revenue is “reasonably estimateds. uinclear if these requirements are intended to
be different and if so, to what extent and with ethiobjective. We urge the IASB to clarify its
intentions in this respect.

Question 10: Reassessment

Do you agree that lessees and lessors should rereesssets and liabilities arising under a leasenwh
changes in facts or circumstances indicate thatetlige a significant change in the obligation|or

receivable arising from changes in the lease tergontingent payments since the previous reporting
period? Why or why not? If not, what other bag@ild you propose for reassessment and why?

Subiject to our views that :

- the lease term should be determined as the noreltalnle period only, i.e. assuming that the lease
is terminated on the earliest date that the lelsasehe right to do so;

- the lessee’s liability / lessor’s asset (for thetela subject to reliable measurement) should only
include contingent rentals for which the lesseermsgffective control over the outcome (such as
for example index or interest rate based) and vesialue guarantees;

We agree with the proposals that these assetsialitities should be remeasured when facts or
circumstances indicate that there is a significatminge in the obligation or receivable since the
previous reporting date. As discussed in our respoto the DP Leases, we consider that a
remeasurement at each reporting date would have b@glensome for preparers with no decisive
benefit in terms of information provided to users.

We consider that the proposals made in the ED Isefisethe accounting of the related changes for
lessees and lessors applying the derecognitioroapprare appropriate. As mentioned in our response
to Question 2, we consider that the only appro&elt is consistent with the right-of-use model for
lessees is the derecognition approach.

Sale and lease back transactions

Question 11

Do you agree with the criteria for classification & sale and leaseback transaction? Why or not? If
not, what alternative criteria would you proposd aitny?

Necessity to develop a model for sale and leaseback transactions that is consistent with the right-of-
use model

We consider that the proposed model for sale aaseleack transactions is not consistent with the
premise of the right-of-use model that the assathisindle of rights and obligations. The only model
for sale and leaseback transactions that wouldhbsistent with this premise is to account for said
leaseback transactions under a (“partial”) derettimgnapproach. We therefore urge the IASB to
reconsider its decision to abandon this approafkerto ED.BC161).

In such an approach, the seller/lessee would dgnés® only the bundle of rights and obligations
(including the right to use the asset after the @rthe leaseback period...) that have been tramsferr
to the buyer/lessor. The lessee would continuetognise the portion of the asset representing the
right to use the asset during the leaseback peFioel accounting by the buyer/lessor would mirrer th
accounting by the seller/lessee.
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Concerning the measurement of the correspondirgjsaasd liabilities by the lessees and the lessors
in such an approach, refer to our previous comments

Determining whether the transferred asset has been purchased or sold

We note that the IASB considers that “sale andeleask conditions may have conditions that
generally do not arise in other transactions ang reault in the transfer not meeting the conditions
for a purchase or sale” (ED.B31). We therefore wstdad that this category of sales is subject to
conditions that are more restrictive than for ottedes. We disagree with such a presumption thgt ma
be viewed as anti-abuse rules. We consider thatheha sale/purchase (“partial” in our proposah ha
taken place in the context of sale and leasebacngements should be assessed using the same
principle than for any other sale. We do not ddmat fadditional guidance may be useful in this area
but it should be provided as a list of indicatangl aot of “additional conditions”.

In addition, please refer to our comments in Quoest8 concerning the principle proposed to
distinguish between sale/purchase arrangementieases.

Presentation

Question 12: Statement of financial position

(@) Do you agree that a lessee should presentii#ity to make lease payments separately from
other financial liabilities and present right-ofeuassets as if they were tangible assets wijthin
property, plant and equipment, or investment priyp&s appropriate, but separately from other
assets that the lessee does not lease (paragraqdts 22-45, 60-63 and BC142-159)? Why| or
why not? What alternative presentation do you psepemnd why?

(b) Do you agree that a lessor applying the perémee obligation approach should present its
underlying assets, rights to receive lease paynamdease liabilities gross in the statement of
financial position, totalling to a net lease asselease liability (paragraphs 42, BC148 and
BC149)? Why or why not? What alternative preseotatio you propose and why?

(c) Do you agree that a lessor applying the demitiog approach should present rights to receive
lease payments separately from other financialtessed residual assets separately within
property, plant and equipment (paragraphs 60, BGiIE# BC155)? Why or why not? Whiat
alternative presentation do you propose and why?

(d) Do you agree that lessors should distinguistetasand liabilities that arise under a sublease
separately (paragraphs 43, 60, BC150 and BC156)? Wlwvhy not? If not, do you think that
an intermediate lessor should disclose this inféignan the notes instead?

(a) (c) and (d) : Subject to our above-mentionedroents, we agree with the proposals.

(b) As mentioned in our response to Question 2¢cavesider that the only approach that is consistent
with the right-of-use model is the derecognitiopraach.

Question 13: Statement of comprehensive income

Do you think that lessees and lessors should présase income and expense separately from other
income and expenses in the statement of comprefeeimsiome (paragraphs 26, 44, 61, 62, BC146,
BC151, BC152, BC157 and BC158)? Why or why notfaf, do you think that a lessee or a legsor
should disclose this information in the notes iad® Why or why not?

Subiject to our above-mentioned comments, we agitbetlve proposals.

Question 14: Statement of cash flows

Do you think that cash flows arising from leasetcacts should be presented on the statement of|cash
flows separately from other cash flows (paragraphs45, 63, BC147, BC153 and BC159)? Why or
why not? If not, do you think that a lessee or ss¢e should disclose this information in the nates
instead? Why or why not?

Subject to our above-mentioned comments, we agitbetlve proposals.
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Disclosures

Question 15
Do you agree that lessee and lessors should desgleantitative and qualitative information that:

(@) identifies and explains the amounts recognigethe financial statements arising from lease
contracts; and

(b) describes how lease contracts may affect theuamtiming, and uncertainty of the entity
future cash flows?

(paragraphs 70-86 and BC168-BC183) Why or why ifat®t, how would you amend the objectives
and why?

General comment

We are concerned that there is a general currentodure overload within IFRS. This overload of

information is not only burdensome and costly foepgarers but also sometimes obscures key
information for users. We thus urge the IASB to ptate the Disclosure Phase of its Framework
project as soon as possible to enable entities deenfrom a compliance exercise toward a real
principles-based disclosure framework focused gnilkrmation for users.

Other comments

We note that the ED requires a significantly insezhvolume of disclosures in comparison to current
guidance. Certain requirements, including recostodn of the opening and closing balances of rights
to receive lease payments and residual assetsnec@gsitate that information not previously capture

in the accounting IT systems be tracked on a disgthand lease-by-lease basis which may lead to
significant costs for preparers as they will beuesied to review and adapt their IT systems. We are
currently not in a position to assess if these psajs respond to users’ disclosure needs as the ED
Leases does not discuss what these needs are.aiéfotle recommend to the IASB to reconsider
these disclosure requirements in the light of teeds that users will express during the users field
work in progress and in the light of the conceptshateriality and relevance.

Transition

Question 16

The exposure draft proposes that lessees and deskould recognise and measure all outstanding
leases as of the date of initial application usingimplified retrospective approach (paragraph9@8-
and BC186-BC199). Are these proposals appropriatéf?y or why not? If not, what transitiong
requirements do you propose and why?

Do you think that full retrospective applicationlefse accounting should be permitted? Why or why
not?

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

We consider that lessees and lessors that arpadsiion to apply a full retrospective approachutio
not be prevented from applying it, and thus palaidy in the light of the comments made by Mr.
Cooper in his alternative view (ED.AV9).

We note that the ED Leases does not discuss fransdquirements neither for sale and leaseback
arrangements nor for contracts that are leasesr @xiiing IAS 17 but would be excluded as they
would represent sale/purchase arrangements urel&Diproposals.
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Benefits and costs

Question 17

Paragraphs BC200-BC205 set out the boards’ assessihéhe costs and benefits of the proposed
requirements. Do you agree with the boards’ ags&sisthat the benefits of the proposals outweigh
the cost? Why or why not?

The proposed model is complex and will be costlimplement while its potential benefits for users
still remain to be clearly established:

preparers would bear major costs in terms of infdiom systems for both measurement and
disclosure purposes, internal controls and trainifigese costs would not be only initial but also
ongoing, as recurring estimates will have to balpced over time. In addition, preparers would
face impact on results and key ratios for exanmeleirn on capital or debt-to-equity ratios and on
other areas depending upon accounting;

conversely, in practice today are able to work withnd if needed adjust - financial statements of
lessees. In addition, we are not aware of any Bpemquest from users concerning lessor
accounting. We do not deny that some users mayiliegro be provided with more transparent
information on lessee accounting. However, we tlod¢ some users are interested in the amount
of core assets measured under a whole asset apmbde others are interested in the amount of
contractual minimum lease payments. Therefore, avaat concur with the assumption made by
the IASB that the proposed model is the single aymiate response to the needs of users. In any
case, we do not share the view that the recognitiassets and liabilities in the balance sheet is
always the only adequate response to respond toeids of users.

Other comments

Question 18
Do you have any other comments on the proposals?

We note that the following topics have not beerresisked:

accounting treatment for lease incentives;

assessment and accounting for modifications ofraots.
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