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International Accounting Standards Board
30 Cannon Street
London EC4M 6XH
United Kingdom
FASB / IASB DISCUSSION PAPER DP/2009/1 – LEASES PRELIMINARY VIEWS
The International Accounting Standard Board published on 17 th March 2009 a Discussion Paper Leases- Preliminary Views for a comment. 
The Federation of Finnish Financial Services (FFFS) is a member of Leaseurope. While supporting the views put forward in the Leaseurope’s response, the FFFS respectfully submits the following comments.

1. General remarks

Our position on the DP is that a new standard will be unnecessarily complex and its costs are likely to be disproportionate to the gains for the users of accounts. 
The new proposal includes several additional changes to require more assets on the

balance sheet. We believe that the inevitable diversity of approaches that may be adopted by lessees under the new approach may well result in accounts that are less understandable and comparable than today. In addition, as a consequence of requirement to hold more assets on balance sheets, lessees that represent regulated industries (like banks), may be required to hold additional capital. Particularly in the current economic

environment, this may have a significant impact on business activities.

The proposal on subsequent measurement of leases will lead to significant effects

on a lessee’s income statement. To avoid such impacts, we recommend a measurement approach that reflects the specificities of leasing by recognising  the asset and liability of a lease linked.

We find it important to carry out a comprehensive cost/benefit analysis of the new model. The impact assessment would ensure that the proposed rules are appropriate and proportional to their purpose. This is of particular interest for lessees, which amongst other, would need to make probability assessments of their various intentions under leasing contracts. They would have to reassess these at each reporting date and make estimates regarding e.g. service payments included in the lease. This is likely to create volatility in the lessees’ accounts. 

Furthermore, it is important to note that the majority of leases are small ticket transactions that are in fact very different to the sophisticated, structured big ticket leases that are the focus of standard setters’ concern. We therefore believe that exempting leases of non-core assets from the new standard would go some way to achieving a well balanced standard that meets the needs of both the users and prepares of financial statements.
The DP does not contain any detailed proposals or solutions on lessor issues but rather listing the topics that will need to be addressed in the near future. We find it important to draw up a new standard that encompasses both lessee and lessor accounting of the transaction. This would ensure consistent treatment between lessee and lessor accounting of the same transaction. We however stress the importance of a proper “due process” for the proposals drawn up by FASB/IASB for the lessor’s accounting policies.

According to the IASB tentative decisions in May meetings, lessor will continue to recognise leased asset. In addition it has an asset for its right to receive rentals and a performance obligation to deliver asset and allow its use over the contract term.  These tentative decision would have big impacts for lessors, whose balance sheets will be severely inflated (lessor has two assets – receivable for payments and the leased asset). This in turn would lead requirements to hold additional capital, particularly under changing regulatory environment where risk based metric (leverage ratio type) based on the size of balance sheet will be likely introduced in coming months. 
We therefore urge formal consultation and impact assessment also on lessor accounting before including them into the coming ED package. 

2. Comments to the specific questions contained in the DP
Chapter 2 – Scope of lease accounting standard

Q1. The boards tentatively decided to base the scope of the proposed new lease

accounting standard on the scope of the existing lease accounting standards. Do

you agree with this proposed approach?

If you disagree with the proposed approach, please describe how you would

define the scope of the proposed new standard.

We think that there is a need to clarify whether leases of intangibles are within the scope of the new standard. We do not see any reason to exclude leases of software, trademarks, etc. from the scope. 
Under the new model for leases, accounting treatment between operating leases and other executory, service or maintenance contracts will diverge significantly. As a consequence, the lessees will refer to IFRIC 4 more frequently than they have in the past. As IFRIC 4 is not particularly clear or easy to use it would need to be clarified in light of a new standard as a matter of urgency. 

We hereby also refer to the more detailed comments stated in the Leaseurope’s position paper. 

Q2. Should the proposed new standard exclude non-core asset leases or short term

leases? Please explain why. Please explain how you would define those

leases to be excluded from the scope of the proposed new standard.

Given the significant level of complexity that the proposals will introduce for all leases

irrespectively of their nature, we believe that some exemption for small

ticket leasing contracts, which make up a substantial share of the leasing business,

would be extremely useful. We point out that these are the leases that will be the most effected by the complexity of a new standard and they are in fact very different

to the large, sophisticated transactions that are the focus of standard setters’ concern.

Indeed, the considerable additional burden for preparers to apply a new standard to low

value, high volume leases such as photocopier leases or company car leases is unlikely

to bring about better information for users of accounts. Consequently, the issue of

scoping out some leases should be viewed as a key cost/benefit issue.
One way of defining such an exemption would be to refer to leases of assets that are

individually immaterial and fungible (i.e. they can be substituted for equivalent assets). An

alternative could be to let preparers decide what leases of non-core assets are for them

and to disclose this information in the notes to their accounts.

Chapter 3 - Approach to lessee accounting

Q3. Do you agree with the boards’ analysis of the rights and obligations, and

assets and liabilities arising in a simple lease contract? If you disagree, please

explain why.

In general we agree with the Boards’ analysis of the rights and obligations and assets

and liabilities that arise in the simple example considered. Nevertheless, we believe it is important  that lessor accounting be consistent with this analysis . We also see, that it  is

important to determine in future work, what the past event that gives rise to the lessee’s asset and liability is. The DP also fails to recognise that a lessee may have other types of obligations than those mentioned in chapter 3. We note that these have not been

identified as an open issue that needs to be resolved before completing an exposure.
We hereby also refer to the more detailed comments stated in the Leaseurope’s position paper. 

Q4. The boards tentatively decided to adopt an approach to lessee accounting

that would require the lessee to recognise:

(a) an asset representing its right to use the leased item for the lease term (the

right-of-use asset)

(b) a liability for its obligation to pay rentals.

Appendix C describes some possible accounting approaches that were rejected

by the boards. Do you support the proposed approach? If you support an

alternative approach, please describe the approach and explain why you support

it.
We do not disagree that the lessee should recognise an asset for its right to

use the leased item and a liability for its obligation to pay rentals. However, we strongly feel that the other models presented very briefly in the appendix to the discussion paper have been given too little consideration and merit further examination, particularly as these models are simple to apply and easy to understand. We do not believe either  that there has been sufficient analysis proving that an  entirely  new model  for lease accounting is necessary. We see the current model with improved disclosure requirements  as an alternative approach.
Q5. The boards tentatively decided not to adopt a components approach to lease

contracts. Instead, the boards tentatively decided to adopt an approach whereby

the lessee recognises:

(a) a single right-of-use asset that includes rights acquired under options

(b) a single obligation to pay rentals that includes obligations arising under

contingent rental arrangements and residual value guarantees.

Do you support this proposed approach? If not, why?
We believe that the Boards’ decision to recognise a single asset and

liability will lead to a flawed model for lessee accounting as the lessee will end up

recognising assets and liabilities that it does not actually have. We therefore believe that

this approach is inconsistent with the conceptual framework and will not provide users of

accounts with improved information. Although there are some difficulties in measuring the components of a lease separately, more work should be undertaken in this area before dismissing this possibility and the results should be communicated to stakeholders. 
We would like to stress  that  the Boards should envisage applying a finance lease type model to all leases  as such a model involve the lessee capitalising only its committed lease payments.

Chapter 4 – Initial measurement

Q6. Do you agree with the boards’ tentative decision to measure the lessee’s

obligation to pay rentals at the present value of the lease payments discounted

using the lessee’s incremental borrowing rate?

If you disagree, please explain why and describe how you would initially measure

the lessee’s obligation to pay rentals.
We agree with the Boards’ tentative decision to initially measure the lessee’s obligation to pay rentals at the present value of lease payments using the lessee’s incremental borrowing rate.
However, as it would be preferable for the lessee to discount its lease payments using the

rate inherent in the lease, in practise, this rate is not always available to the lessee. When this rate is not provided by the lessor, the lessee may be able to calculate the rate in some circumstances.

The Boards should note that requiring the lessee to use the incremental borrowing rate

under all circumstances may not necessarily be a simplification for preparers. Indeed,

determining this rate may be a costly exercise for lessees as they would need to

estimate or obtain quotes from a number of sources for a rate that appropriately reflects

the level of security provided by the leased item. The degree of security could also differ

amongst various lease contracts. Consequently, if lessees do have the rate inherent in

the lease, it seems difficult to justify the additional burden of determining the incremental

borrowing rate.
As a result, we believe that it may be preferable to retain the current

IAS 17 requirements for the discount rate to be used in the present value calculation.
Q7. Do you agree with the boards’ tentative decision to initially measure the

lessee’s right-of-use asset at cost?

If you disagree, please explain why and describe how you would initially measure

the lessee’s right-of-use asset.
Yes, we take  the view that the value of the leased assets is equal to the value of the liability. 
Chapter 5 – Subsequent measurement

Q8. The boards tentatively decided to adopt an amortised cost-based approach to

subsequent measurement of both the obligation to pay rentals and the right-ofuse

asset. Do you agree with this proposed approach?

If you disagree with the boards’ proposed approach, please describe the approach

to subsequent measurement you would favour and why.

We do not support the Boards’ tentative decisions on the subsequent

measurement of the lessee’s asset and liability. While we do agree that this should be

done on an amortised cost-basis, we note that this would almost always lead to the

straight line depreciation of the right of use asset which results in leased asset and

liability being de-linked after initial measurement. Instead, we are in favour of applying a

so-called linked approach to subsequent measurement as the asset and liability inherent

in a lease are intrinsically linked given that they originate from the same contract,

contrary to say a purchase of an asset financed by a loan where the loan and the

purchase have two distinct contractual origins. 
We hereby also refer to the more detailed comments stated in the Leaseurope’s position paper. 

Q9. Should a new lease accounting standard permit a lessee to elect to measure

its obligation to pay rentals at fair value? Please explain your reasons.
No. We believe  that  as assets and liability in the lease are linked, it is impossible to fair value the obligation to pay rentals on a standalone basis. Only the lease contract itself can be fair valued. 

Q10. Should the lessee be required to revise its obligation to pay rentals to reflect

changes in its incremental borrowing rate? Please explain your reasons.

If the boards decide to require the obligation to pay rentals to be revised for

changes in the incremental borrowing rate, should revision be made at each

reporting date or only when there is a change in the estimated cash flows? Please

explain your reasons.

The Boards have decided that the lessee’s liability is a financial liability. Therefore,

requiring reassessment of the lessee’s incremental borrowing rate would be inconsistent

with the literature for these types of liabilities and a cost-based approach to subsequent

measurement. Requiring such revisions would also impose immense burdens on

preparers without providing improved information for users. Lastly, this would lead to the

lessee’s obligation varying according to changes in its credit quality and we do not

believe that such changes should impact subsequent measurement.
Consequently, we strongly disagree with any revision of the lessee’s rate.

Q11. In developing their preliminary views the boards decided to specify the

required accounting for the obligation to pay rentals. An alternative approach

would have been for the boards to require lessees to account for the obligation to

pay rentals in accordance with existing guidance for financial liabilities.

Do you agree with the proposed approach taken by the boards?

If you disagree, please explain why.

We do not believe that the Boards should cross-reference to existing

guidance. Leases are specific instruments that should be accounted for (and presented)

as such.

Q12. Some board members think that for some leases the decrease in value of the

right-of-use asset should be described as rental expense rather than amortisation

or depreciation in the income statement.

Would you support this approach? If so, for which leases?

Please explain your reasons.
There may be cases where it is inappropriate to describe the decrease in value

of the right of use as amortisation or depreciation, particularly in situations where the

lessee’s objective is not to finance the purchase of an asset by means of a lease but

when it is choosing to lease for other reasons, for instance when it wants to be able to

benefit from asset solutions without “acquiring” the assets themselves.

These type of expense clearly relate to business operations ad showing a rental expense in such cases may provide better information for users of accounts.  

Chapter 6 – Leases with options

Q13. 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?

If you disagree with the proposed approach, please describe what alternative

approach you would support and why.
As stated above, we do not agree with the single asset and liability approach

to lease accounting. Consequently, we disagree with the proposed approach for dealing with options.  While measuring the value of options included in a lease contact

may prove to be difficult, requiring lessees to address uncertainty surrounding the lease

term though recognition is not an appropriate alternative.
We hereby also refer to the more detailed comments stated in the Leaseurope’s position paper. 

Q14. 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?

If you disagree with the proposed approach, please describe what alternative

approach you would support and why.

Would requiring reassessment of the lease term provide users of financial

statements with more relevant information? Please explain why.

We do not believe that this approach would provide users with improved

information. On the contrary, a user’s view is likely to be clouded by continuously

changing lease assets and liabilities and users will not be able to identify fixed

commitments. Useful information on a business’s value and risks lies only within the

fixed commitment made by the company yet under this approach, financial statements

will be increasingly volatile and procyclical as lessees are likely to be optimistic about

their renewal intentions in good times and more prudent during phases of weaker

economic conditions.

Moreover, requiring remeasurement appears to be inconsistent with the Boards’ decision

that options should be dealt with as a question of recognition.

This approach will also clearly be extremely costly for preparers to apply. In our opinion,

these costs would significantly outweigh benefits for users (if any).
Q15. 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?

If you disagree with the proposed approach, please describe what alternative

approach you would support and why.

We consider that the Boards have not sufficiently explained why renewal and

purchase options should be treated in the same way.
Similarly to the proposed treatment for renewal options, requiring lessees to include the

present value of the exercise price of purchase options in their obligation to pay liabilities

will in many cases overstate the value of the option. Consider for instance a

lease that grants the lessee an option to purchase the leased item at the end of the

lease term for an amount equal to the fair market value of the asset. Such an option has

little, if any value at all as the lessee could simply go out and purchase the asset for the

same price in the market. Yet lessees will have to include the full present value of this

exercise price in their lease payments. In addition to assessing the likely exercise of this

option which cannot amount to more than guess work, the lessee will also have to

estimate the future market value of the asset.

We therefore do not agree with the proposed approach and consider that options should

only be taken into account if they can be measured reliably or there is a compelling

reason to do so.
Chapter 7 - Contingent rentals and residual value guarantees

Q16. 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? If you disagree with the proposed approach, what alternative approach would you recommend and why?

We do not agree with the proposal

The single asset and liability approach is equally inappropriate for dealing with rentals

that are based on a contingent factor. This implies that the lessee may be recognising

obligations that it has the discretion to avoid in certain circumstances, thus not

respecting Conceptual Framework definitions. Moreover, given that there is a single

lessee liability, the model amalgamates lessee liabilities that are financial in nature and

those that are not. Lastly, this approach fails to take into account the fact that there are

very different kinds of contingent rentals that therefore warrant different accounting

treatments depending to their nature. Treating all contingent rentals in the same way will

not provide better information for users of financial statements.
Consequently, we would recommend distinguishing between those contingent

rentals that give rise to a liability (i.e. present, unavoidable obligations) that can be

reliably measured and those that are not liabilities or those that are liabilities but cannot

be reliably measured.

We hereby also refer to the more detailed comments stated in the Leaseurope’s position paper. 

Q17. 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.

In our view the two approaches may not be that different in practice as it is likely that under the most likely rental payment, lessees will also have to analyse different scenarios and associate probabilities to these scenarios, even if these are not formally assigned (we understand the level of formal calculation required to be the difference between the two approaches). The difficulty of performing such exercises should not be underestimated and we see this approach as being an entirely theoretical solution. Companies simply do not have reliable data on most contingent rental payment scenarios (the same is true for their likelihood of option exercise as pointed out above).

This is a very different situation to provisions such as loan loss provisions (where

preparers have models in place to produce estimates) or to provisions for law suits for

example where preparers will seek the guidance of external advisers to asses likely

outcomes. Moreover, the Boards should be aware that preparers are likely to “reverseengineer” their probability weighted calculations to achieve a desired outcome first and only once they have this number will they seek to justify it.

On balance, we would prefer the “most likely rental payment” approach as the

calculation burden may be less important, although this is not entirely clear in our

opinion. While this is not our preferred treatment for accounting for options under leases,

the notion of most likely rental payment also appears to be more consistent with the

most likely lease term approach discussed in chapter 6 of the DP. At a minimum, internal

consistency within the new standard should be ensured.

Q18. 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.

We consider that rentals based on a change in an index or rate should be

included in the lessee’s liability as the lessee has no discretion to avoid such payments.

We consequently support the FASB’s suggested approach for these types of contingent

rentals i.e. with initial measurement being performed using the index or rate existing at

inception of the lease, with changes in amounts payable arising from variations in the

underlying rate or index being recognised in profit or loss. This would be consistent with

the treatment of other financial liabilities based on a variable rate, while the IASB

approach would not.

Q19. 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.

As stated above, we believe that requiring remeasurement of the lessee’s obligation at each

reporting date to be an extremely burdensome exercise that will not always result in

useful information.
We consider that it would be more appropriate to require remeasurement only when necessary, in other words, lessees should not be required to remeasure their liability in

the absence of any clear indication that there have been changes (e.g. effective

additional use of the leased item).
Q20. 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. If

you support neither approach, please describe any alternative approach you

would prefer and why.

If lessees are to recognise liabilities for their contingent rentals and remeasurement is necessary, we would support that any changes to be recognised through an adjustment to the carrying value of the asset as these changes are likely to correspond to a change in the right of use asset. 

As stated above, changes in contingent rentals based on indexes or rates should however be recognised through profit or loss. 

Q21. 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?

As stated above, we do not believe that an approach combing the lessee’s liabilities to include residual value guarantees would provide users with a clearer picture of the lessee’s

commitments. In particular, residual value guarantees are of a very different nature as

they relate to the value of the leased item.

We also note that the DP proposes to capture options and contingent rentals in a way

that will lead to the lessee having in many cases a larger liability than it would in

comparison to the current standard (under an operating lease). On the contrary, the

decision to recognise only a probability weighted or most likely estimate of the amount

payable under a residual value guaranteed will often lead to the lessee recognising less

on its balance sheet than it would under the current standard, where the maximum

amount payable under a lessee-provided guarantee is taken into account.

The Board may be required to review any previous conclusions on guarantees granted by lessees in light of future discussions.

If the Boards were to adopt the DP approach, our comments regarding remeasurement

for contingent rentals hold for residual values too, that is to say remeasurement should

only be preformed if there is a reason to do so and any changes should be reflected though an adjustment of the carrying amount of the asset.
Q22. 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?

Leases are distinct instruments with specific characteristics. As a result, we take the view that they should be shown on a separate line of the balance sheet, on

both the asset and liability side.
Given that the DP approach involves a single liability for the lessee incorporating financial liabilities and non-financial liabilities into one item, these must be shown separately from straightforward financial liabilities. Users will not be able to understand lessee obligations if these are not reflected separately. Moreover, the numerous reassessments that lessee may be required to make under the new proposals will be even more difficult to comprehend if there is no separate presentation.
Q23. This chapter describes three approaches to presentation 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 think are necessary under each of the

approaches?

On the asset side, it is very important the leased assets are identified separately

from owned assets. If there is no distinction, in case of lessee bankruptcy for instance,

creditors will not be able to identify which assets belong to the company from those that

are under lease and belong to others.
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