











Discussion Paper: Leases — Preliminary Views - July 2009

Chapter 6: Leases with options

[ Question 13

The boards tentatively decided that the lessee should recognise an obligation to pay rentals for a specified

lease term, ie in.a 10-year lease with an option to extend for five years, the lessee must decide whether its . . .

liability is an obligation to pay 10 or 15 years of rentals. The boards tentatively decided that the lease
term should be the most likely lease term.

Do you support the proposed approach?

'We support the proposed approach.

| Question 14

The boards tentatively decided to require reassessment of the lease term at each reporting date on the
basis of any new facts or circumstances. Changes in the obligation to pay rentals arising from a
reassessment of the lease term should be recognised as an adjustment to the carrying amount of the right-
of-use asset. Do you support the proposed approach?

Would requiring reassessment of the lease term provide users of financial statements wzth more relevant
information? Please explain why.

We support reassessing the lease term because that provides more relevant information to users. We also

support the view that changes in the obligation to pay rentals arising from a reassessment of the lease term

should be recognized as an adjustment to the carrying amount of the right-of-use asset because the lessee

has purchased an additional right of use. However, we think that the reassessment should be done annually

or more often if the situation has changed significantly (for example, if the entity has purchased the leased
~ item). We think that the costs associated with reassessment at each reporting date outwelgh the benefits.

[ Question 15

The boards tentatively concluded that purchase options should be accounted for in the same way as
options to extend or terminate the lease.
Do you agree with the proposed approach?

No, we do not support the proposed approach. Like some board members, we think that the right-of-use
asset can be overstated. First, because of the premium mentioned on page 67 and also because of the most
likely outcomie test. The result of this test can change significantly between two reporting dates because
the probability does not need to be significant. If we take example 5 on page 57, the test suggests a 10-
year lease term based on only a 35% probability. This probability can easily change between two reporting
dates, and if the price of the option is high, the right-of-use asset can vary significantly. For this reason,
we support the view of some board members to include the exercise price of a purchase option in the
measurement of the obligation to pay rentals only if the purchase opt1on is priced to provide a significant
inicentive to exercise the option.
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Chapter 7: Contingent rentals and residual value guarantees

Contingent rentals

[ Question 16 ‘ - , ]

The boards propose that the lessee’s obligation to pay rentals should include amounts payable under
contingent rental arrangements.
Do you support the proposed approach?

Yes, we support the proposed approach. There is an unconditidnal obligation to pay the contingent rentals.

| Question 17

The IASB tentatively decided that the measurement of the lessee’s obligation to pay rentals should include
a probability-weighted estimate of contingent rentals payable. 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. :

We support the view that contingent rentals should be measured on the basis of the most likely rental
payment. This method is the same one used to assess the lease term and we think it will be easier to apply
a new lease approach that does not contain different methods and is simpler to apply than the probability-
weighted approach.

| 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.

“Yes, we support this proposed approach because the obligation to pay rentals and the right-of-use asset are
accounted for using a cost-based approach under which an index like inflation is not recognized.
Furthermore, for an index like the prime interest rate, we already support the view at question 10 not to
revise the obligation for changes in market interest rates.

| | 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? If not, please explain why.

Yes, we support the proposed approach. However, we think that the reasseésment, like the reassessment of
the lease term, should be done only annually, or more often if the situation has changed significantly.

Hydro-Québec : : 5



Discussion Papér: Leases — Preliminary Views — Jaly 2009

[ 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.

We support the approach that recognizes any change in the liability as an adjustment to the carrying
amount of the right-of-use asset because it is consistent with the way changes to the obligation to pay
rentals arising from changes in the lease term are treated, and we v1ew the change in the liability as a
change in the originally estimated cost of the right-of-use asset.

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. Do you agree with the proposed approach? If not, what alternative approach would you
recommend and why?

Yes, we agree with the proposed recognition approach because it is consistelnt with the preliminary
decision of the boards not to adopt a components approach. For the measurement requirement, we support
the most likely method, the same as for contingent rentals.

Chapter 8: Presentation

I 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?

Yes, if it is material, the lessee’s obligaiion_ to pay rentals should be presented separately. It will give
useful information to users, in particular the way the entity finances its activities. However, we think that a
choice could be made to present it separately in the notes instead of in the statement of financial position.

| Question 23

This chapter describes three approaches to presentatzon 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 thmk are necessary under each of the approaches?

We support the presentation based on the‘ nature of the underlying asset because of the same reasons
specified in the discussion paper, in particular:
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e it provides users of financial statements with information about the nature of the leased asset;

e it is consistent with the way in which the lessee uses the right-of-use asset in its normal course of
business.

The disclosure requirement should be almost the same as at preseht (IFRS 7 and IAS 17) for finance
leases. If presentation.as. an . intangible. asset. or .based-on-classification is.retained, the: nature of.the
underlying lease asset should be given.

Chapter 9: Other lessee issues

| Question 24 7

Are there any lessee issues not described in this discussion paper that should be addressed in this pro;ect?
Please describe those issues.

We are not aware of any other issues.

Chapter 10: Lessor accounting

| Question 25 ' - B

Do you think that a lessor’s right to receive rentals under a lease meets the definition of an asset? Please
explain your reasons.

Yes, we think that a lessor’s right to receive rentals under a lease meets the definition of an asset because
the lessor has control over the economic advantages of receiving payments under a legally enforceable
right established in the lease contract and these economic advantages are from a past event (delivery
following signing of the lease contract).

| Question 26 A ]

This chapter describes two pbssible approaches to lessor accounting under a n'ght—of-usé model:
(a) derecognition of the leased item by the lessor; or

(b) recognition of a performance obligation by the lessor.
Which of these two approaches do you support? Please explain your reasons.

This question requires more reflection. We will give our opinion when the discussion paper on lessor
accounting is published.

| Qﬁestion 27 " : —|

Should the boards explore when it would be appropriate for a lessor to recognise income at the inception
of the lease? Please explain your reasons.

This question does not apply to Hydro-Québec.
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LQuestion 28

Should accounting for investment properties be included within the scope of any proposed new standard
on lessor accounting? Please explain your reasons.

This question does not apply to Hydro-Québec.

|Question 29 | : : , ]

Are there any lessor accounting issues not described in this discussion paper that the boards should
consider? Please describe those issues. .

We are not aware of any other issues.
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