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Preliminary comment letter analysis and redeliberation plan 

The staff presented a summary of respondents' comment letters to the Boards' exposure draft published in August 2010 as well as feedback received from the various outreach activities undertaken by the Boards during the exposure period. 

Overall, most respondents supported the Boards' efforts to jointly develop a single, comprehensive and converged lease accounting model for US GAAP and IFRSs. There was general support for the efforts to address the 'bright-lines' that exist in current lease accounting literature and most respondents supported the recognition of lease obligations and related assets on the lessee's statement of financial statements. However, significant concerns were expressed with regards to the following matters:

· Complexity and cost of implementing the proposals, specifically the initial and subsequent measurement of lease assets and liabilities 

· Reduced comparability arising from the level of estimation and judgement required by the proposals 

· Definition of a lease and whether all arrangements meeting the proposed definition should be accounted for in accordance with the proposals 

· Direction and objectives of the proposals on lessor accounting. 

The staff also reported that a number of respondents recommended that further field-testing should be performed on matters such as the differentiation between a lease and a service, which elements of a lease contract should be disclosed rather than recognised and revisions to the current lessor account model.

Some Board members were surprised and also concerned about the lack of responses from users and that it appears that the users could not reach consensus on the need to change the current lease accounting model. 

The Boards acknowledged that pressure is being put on the definition of lease and how it is distinguished from a service contract because the ED requires all leases to be recognised in the statement of financial position. Under the current literature, the distinction was not important as the accounting for operating leases and service contracts were basically the same. The Boards were in agreement that the definition of a lease should reflect the position from both the lessee and lessor's perspective.

Many respondents observed that the proposals with regards to the lessor model were less developed than for the lessee model and recommended that the Boards perform significant additional work as part of the due process, including field-testing, before finalising any changes to lessor accounting. 

With regards to the lease term, the staff reported that almost all respondents disagreed with the definition as the longest possible term that is more likely than not to occur, with many respondents either supporting the Alternative view in the ED or increasing the threshold for taking into account options to renew to 'reasonable assured' or 'reasonably certain'.

In summary, the main issues for the Boards to redeliberate, are:

· Definition of a lease 

· Lessor accounting model 

· Lease term 

· Variable lease payments 

· Profit or loss recognition pattern. 

As the definition of a lease is such a pervasive issue that has implications on a number of other mains issues, the Boards would start their redeliberations by focussing on this. 

The Boards did not make any decisions during this session. 

How to define a lease and how to distinguish it from a service 

The Boards had a preliminary discussion during an education session on how to differentiate between a contract that is within scope of the leases standard and one that is accounted for as an executory contract (service).

In order to formulate the underlying principles for the definition of a lease, the Boards were asked to consider the following questions:

1. What is a lease? 

2. Are all leases: 

· A form of financing? 

· Different from executory contracts? 

· Should be uniquely accounted for? 

3. What is the asset acquired by a lessee? Is it the right-of-use asset or the underlying asset that is subject to the lease? 

4. Should the development of the definition of a lease reflect both lessee and lessor perspectives? 

Board members were in agreement that the definition of a lease should reflect both the lessee and lessor's perspective and that the definition of a service should be consistent with the Revenue Recognition project. Board members also agreed that the asset acquired by the lessee, is a right-of-use asset and not the underlying asset. A physical asset can be unbundled into its various components and all a lease does is to unbundle the benefits embodied in the physical asset into a right-of-use and a residual value.

With regards to the question on executory contracts, most Board members were in agreement that leases are a subset of executory contracts and that although the Boards are not trying to account for all executory contracts in this project, they are addressing leases. Several Board members were of the opinion that once a lessor has delivered the asset to the lessee, the performance obligation has been satisfied if the lessor is not required to perform any other activities/services.

When discussing whether all leases are a form of financing, several Board members were uncomfortable with the implications of concluding either way. Some Board members acknowledged that in certain cases, the primary objective of a lease is to finance the acquisition of the right-of use asset, whereas in other cases that may not be the case. When asked why the question was put to the Board, the staff explained that respondents have identified certain situations where the profit or loss recognition pattern as proposed in the ED, would not reflect that substance of the lease arrangement. Respondents felt that in some situations the substance would be better reflected by presenting a straight-line rental payment rather than the amortisation of the right-of-use asset and unwinding of the lease obligation.

One Board member suggested an alternative view whereby all leases are recognised in the statement of financial position, but the profit or loss recognition pattern should be different depending on certain factors. The Boards requested the staff to develop criteria and guidance to consider at a future meeting.

No decisions were taken during this session.

Education session on the way forward for lessor accounting model(s)
The Boards discussed how to best approach lessor accounting. The staff presented the comments received on the proposed accounting models. Many constituents noted that the lessor accounting models proposed in the ED are less developed than the lessee accounting model. Some constituents have urged the Boards to perform additional field testing of the new proposals prior to finalising the leases guidance. The staffs presented the following three approaches on how to proceed with lessor accounting:

	(a)
	Continue deliberating the proposed approach to lessor accounting in the Exposure Draft, revised to address constituents' concerns over aspects of the performance obligation and derecognition approaches as well as the guidance to distinguish when to use each of the approaches. Redeliberations would include both lessee and lessor issues towards the issuance of a final leases standard addressing both lessees and lessors.

	(b)
	Retain the current guidance for lessors under Topic 840/IAS 17 (with perhaps some updates, which could be minor or may end up being substantial) and recognise that there will not be symmetry between lessees and lessors.

	(c)
	Continue redeliberating both lessee and lessor accounting initially but limit the issues in lessor accounting to those that are critical to both lessees and lessors (for example, options to renew, contingent rent, definition of a lease, etc.). This will allow time to assess how the revenue recognition project, the FASB's investment property project, and the revised lessee model align with current US GAAP/IFRS lessor accounting. The Boards could then decide later in the current leases project whether changes to the present lessor accounting model are needed, and if so, whether these changes should be made as part of the current leases project or as part of a separate project.


The staff recommended the approach in (c). The Boards discussed each of these approaches and were in general agreement with a modified (c) approach whereby the Boards will continue redeliberating both lessee and lessor accounting but will not necessarily limit the issues in lessor accounting to those that are critical to both lessees and lessors. Rather, the Boards will consider the implications to the lessor accounting model of any decisions made relating to lessee accounting.

No decisions were taken during this session.

	Discussion at the 1-2 February 2011 Special IASB Meeting 
	  




As part of the IASB and FASB redeliberations on the proposals in their Exposure Draft, Leases, the Boards plan to discuss the definition of a lease, the lessor accounting model, the lease term, variable lease payments and profit or loss recognition patterns. (A summary of constituent feedback on the Exposure Draft can be found in the Deloitte (United States) publication Heads Up Boards Consider Feedback on Leases ED (PDF 165k)).

How to distinguish between a lease contract and a service contract 

During this meeting, the Boards discussed defining a lease and how a lease should be distinguished from a service. The principles in defining a lease under the right-of-use model in the exposure draft include distinction of contracts which specify:

	(a)
	fulfilment of the contract is dependent upon the supplier (lessor) providing a specified asset or assets, and

	(b)
	conveyance of the right to control the use of specified assets is provided to the purchaser (lessee).


Respondents to the exposure draft had initially indicated that further clarity was needed in application of the above right-of-use model principles in the following environments:

Specified asset:
	(a)
	the supplier can substitute the assets used to fulfil a contract, and

	(b)
	the specified asset is a component or portion of a larger asset.


Right to control the use of a specified asset:
	(a)
	the supplier provides additional services relating to the specified asset, and

	(b)
	the purchaser obtains all but an insignificant amount of the output or other utility of a specified asset.


The IASB and FASB staff asked the Boards to consider which factors help determine how the principles of a specified asset and the right to control the use of a specified asset should be applied in determining whether an arrangement contains a lease. 

Specified asset:
· Identification: When asked to consider whether specific identification of an individual asset (e.g., asset serial number) was required to satisfy the criterion outlined above, the Boards generally agreed that specific asset identification was not a requirement. The Boards did note that asset specificity would generally be expected to consider the functionality, homogeneity and value of the asset to the lessee in any asset substitution environment. The Boards also questioned whether any contractually specified asset is required to take the form of a specific tangible asset, in contrast to an intangible asset, in which no uniform conclusion was reached. 

· Substantive: When asked to consider the substantive terms of an arrangement in the form of customer indifference to use of a pool of assets in satisfaction of lessee requirements, certain members of the Boards noted consideration to the lessee's dependency on specific assets; noting that a termed 'equivalent' asset of consistent functionality, homogeneity and value to the lessee would not result in classification as a service contract when viewed in isolation 

· Componentisation: When asked to consider distinction of specified assets when use of a 'specified' asset is componentised for use by multiple parties (e.g., fibre-optic data cable), the Boards were unable to develop a consensus view on whether such componentisation would result in an inability to control physical access to a specified asset. 

Control:
· Right to direct the operation: When asked to consider the right to direct the operation, the Boards considered whether the ability to direct the operation required direct performance by the lessee to the contract at all levels of functionality, or whether contract specificity as to the lessee's ability to direct the functionality of the lessor served in fulfilling this requirement. No consensus view was reached on this topic 

· Right to control physical access: When asked to consider the right to control physical access, the Boards considered whether restriction of physical access required total unrestricted use of the assets, such that componentised asset use would serve to restrict recognition of a contract as a lease. No consensus view was reached on this topic. 

In addition to the above, the Boards considered whether contracts which contain an embedded asset and service elements should be bifurcated and accounted for separately, and if so, how such components should be evaluated when considering value and importance of such elements to functionality; however, a conclusion was not reached on this topic during the respective Boards' meeting.

No tentative decisions were reached during this session. The staff intended to use the information obtained in these discussions in developing formal proposals to bring to the Boards during a future meeting.
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Wednesday, 16 February 2011
As part of continual deliberations surrounding the Exposure Draft Leases published 17 August 2010, the Boards considered the accounting for options to extend or terminate a lease, in which the Exposure Draft proposed that an entity should account for options to extend or terminate a lease by defining the lease term as the longest possible term that is more likely than not to occur (see paragraphs B16-B20 of the Exposure Draft), in a definition applicable to both the lessee and the lessor. 

In outlining feedback including comment letters and other outreach, the staff noted:

· Many respondents agreed with the Boards that options to extend and terminate leases affect the economics of lease contracts and supported a consistent approach for applying the lease term definition to both lessees and lessors 

· Many respondents acknowledged the boards' concerns relating to the structuring risks associated with options to extend and terminate leases 

· Many respondents and workshop participants questioned the practical application of the proposals, questioning how the lease term would be determined in situations in which a lease contract includes, for example, month-to-month extension terms/open-ended/'pay-as-you-go' contracts, a right of first refusal, or terms permitting termination by either the lessee and/or the lessor. 

Generally, respondents encouraged the Boards to consider whether the objective of the lease term definition is to focus on (1) contractual future lease cash flows, (2) estimating all future lease cash flows or (3) in-substance contractual future lease cash flows.

Based on feedback received from interested parties, the Boards were asked to consider the following topics:

· Initial measurement of options to extend or terminate a lease 

· Reassessment requirements associated with options to extend or terminate a lease 

· Symmetry between lessee and lessor accounting 

Initial measurement of options to extend or terminate a lease 

The staff proposed three alternatives to the initial accounting for lease term options: 

	A) 
	Account for the longest term more likely than not to occur as proposed in the Exposure Draft

	B) 
	Account for the contractual minimum lease term plus any optional periods that are reasonably certain to be exercised. At inception, indicators that optional periods are reasonably certain and therefore should be included in the lease term include, but are not limited to, any contractual terms that provide an incentive to exercise the options. In addition, other indicators should also be considered in the assessment of lease term, including past business practices, common industry practice, and management intent

	C) 
	Account for the contractual minimum lease term plus any optional periods that are reasonably certain to be exercised, in applying an in-substance contractual term. Approach C would be limited to factors that provide an economic incentive to extend the lease.


A majority of the staff recommended Approach C; citing that factors such as past practice and management intent would not influence the determination of a reasonably certain lease term at inception. The staff believed this approach was more objective because it does not depend on the assessment of future business conditions or management intent, which could easily be altered by external economic circumstances. Other staff members external to the above majority cited approval for Approach B, because including all factors that may affect the potential lease term, such as past practice and management intent, would more closely reflect the expected future cash flows associated with the lease, and thus, be more responsive to the needs of the users of the financial statements.

In deliberations on the above three initial measurement approaches, the majority of the Boards (absent three members of the Boards) tentatively approved Approach C, with clarification of the wording applied thereto, as summarised below:

· The use of the reasonably certain threshold applied in Approach C. Multiple members of the Boards debated the use of the term, 'reasonably certain' as a threshold outlined in Approach C; questioning whether this term suggested too high a threshold, and likewise, how this threshold should be viewed in industry practice. 

While certain members of the Boards supported the use of the 'reasonably certain' criterion, as it deters judgement on the part of management to manipulate a company's financial position, the majority of the Boards tentatively concluded that any future amendments should consider revised wording to more appropriately define the level of certainty required in recognition of an initial option to extend or terminate. A proposed wording, as agreed by the majority of the Boards, stated that the term 'reasonably certain' should be replaced by the phrase, 'clear economic incentive to exercise the options.' The staff agreed to review such wording at a future meeting.

The tentative decision of application of Approach C was reached after considering:

· Approach C provides more objectivity, as it does not depend on the assessment of future business conditions or management intent 

· Approach C is responsive to concerns that it may be misleading to include amounts in the lessee's liability that the lessee has genuine flexibility to avoid because there is no economic incentive to renew 

· Approach C would result in more consistent reporting and less volatile financial reporting. 

Reassessment requirements associated with options to extend or terminate a lease 

The Exposure Draft proposed that lessees and lessors should adjust the lease liability/asset after initial recognition if facts or circumstances indicate that there would be a significant change in the lessee's liability to make lease payments or in the lessor's right to receive lease payments. When such indications exist, the lessee and lessor are required to reassess the length of the lease term.

After receiving respondent feedback that the reassessment is overly complex and burdensome, the staff identified two approaches to subsequent measurement relating to the lease term:

	A) 
	Reassess the lease term as proposed in the Exposure Draft. That is, reassessment should be performed on a basis consistent with the initial determination of lease term.

	B) 
	Reassessment should not be performed. The lease term is determined only at inception and when the lease contract is modified.


The staff supported Approach A, requiring a reassessment of the lease term on a basis consistent with the initial determination of lease term.

In deliberations amongst the Boards, the Boards tentatively concluded with the view of the staff. One member of the Boards expressed concern that the current language in the Exposure Draft suggests continual reassessment, and as such, it was suggested that the staff provides further clarity that continual reassessment without changes in underlying circumstances in not required.

The tentative decision was reached after consideration by the Boards that requiring reassessment of the lease term provides useful information to users because the lease term is determined on a consistent basis over the duration of the lease contract.

Symmetry between lessee and lessor accounting 

The Exposure Draft does not make a distinction between a lessee and a lessor in the way term options are accounted for. However, because the lessee and the lessor may have different information on whether the lessee will extend or terminate the lease, the lessee and the lessor may not determine the same lease term.

In this regard, the Boards considered whether the definition of lease term should be consistent between the lessee and the lessor.

As part of this assessment, the staff highlighted the following reasons that support differences in the accounting for options to extend or terminate a lease between a lessee and a lessor: 

· The information known to the two parties of the lease will be asymmetrical 

· The lessee is usually the party that holds the option and exercise of the option is usually within the control of the lessee, but outside of the control of the lessor 

· For a lessor applying the derecognition approach, reassessment of the lease term results in the recognising revenue and/or reversals of revenue based on a subjective determination by the lessor. Because there is an impact on revenue resulting from a reassessment, the recognition principle for a lessor applying the derecognition approach may need to be more restrictive. 

In contrast, the staff highlighted the following reasons that do not support differences in the accounting for options to extend or terminate a lease between a lessee and a lessor: 

· Less complex to apply and understand, which may be helpful to users of financial statements 

· Easier to account for subleases and related party leases. 

Consistent with the tentative decision of Approach C, above, within the initial measurement of options to extend or terminate a lease, the Boards cited that under Approach C, the accounting for the lease term requires both parties to assess the lease term based on the lease contract and the leased asset, rather than business and other factors, and as such, there would usually be symmetrical information available to both parties. As both parties are assessing the same contract at the same time (lease inception) to determine the lease term, it is more likely that the lessee and lessor would determine the same lease term. 

As a result, the Boards had unanimously decided that it is appropriate to have a consistent definition of lease term between the lessee and the lessor.

Topics to be discussed at future meetings 

The staff intend to discuss the following related topics in a future meeting:

· Accounting for purchase options 

· Presentation impact of changes from a reassessment of lease term 

· Disclosures regarding options to extend or terminate a lease. 

Thursday, 17 February 2011
Distinguishing between leases and services 

As part of continual deliberations surrounding the Exposure Draft Leases published 17 August 2010, the Boards considered the following topics given feedback received as part of comment letter and outreach activities:

· Distinguishing between leases and services, including: 

· Types of leases 

· Principles relating to the definition of a lease including: 

· the concept of a specified asset, and 

· the concept of the right to control the use of an asset. 

Following outreach activities discussed during the January 2011 joint Board meeting, the staff highlighted consideration as to whether there should be more than one lease model for both lessees and lessors, and specifically, the profit or loss effects of the proposed right-of-use model for both lessees and lessors. In this context, the following overriding questions were raised to the Boards:

· Are there different types of leases; a concept unique from the current Exposure Draft which suggests one type of lease? 

· If there are different types of leases, should all leases have the same profit or loss recognition pattern or should there be differences in profit or loss recognition? 

· If there are different types of leases, what are the indicators that distinguish one type from another? 

Types of leases
The staff recommendations as part of this meeting included:

· Tentative acknowledgement that there are two different types of leases, with a plan to establish a targeted approach for outreach on underlying topics derived from this tentative acknowledgement. 

· If there are different types of leases, that each type have a different profit or loss recognition pattern for both the lessee and lessor. Specifically, there is a lease that is: 

· A finance lease that is akin to an instalment purchase / sale in which the financing element is significant and should be reflected in the pattern of profit or loss recognition of both lessees and lessors. The profit or loss of a finance lease has a profit or loss pattern consistent with the proposals in the Exposure Draft and includes interest expense / income (using the effective interest method), and would usually reflect the lessee consuming the right-of-use asset on a straight-line basis, or 

· An 'other-than-finance lease' that is a lease transaction in which the financing element is not considered significant. The profit or loss pattern of an other-than-finance lease is characterised by straight-line recognition consistent with today's US GAAP / IFRS operating lease accounting 

· Indicators to make a determination between the two proposed types of leases, including (a) residual asset, (b) potential ownership transfer, (c) length of lease term, (d) rent characteristics, (e) underlying asset, (f) embedded or integral services and (g) variable rent. 

The concept of the appropriate presentation for leases will be subject to deliberation at a future meeting.

The Boards, in deliberation of the concept of two different types of leases in the Boards' right-to-use model, tentatively confirmed the staffs' conclusions, including that of targeted outreach activities, highlighting:

· Certain types of leases provide for a financing element which is not significant as the lessee enters into a rental transaction to use the asset rather than a transaction that is similar to financing the acquisition of the asset; in substance, a lease not entered into for the purpose of financing, but rather, to create flexibility, mitigate the risk of ownership and /or outsource activities related to maintenance and administration 

· Certain types of leases have varying levels of ancillary services combined in the arrangement which may differentiate the form of a lease 

· The distinction of two types of leases is not inconsistent with the Boards' stated purpose of providing users of financial statements with a complete and understandable picture of an entity's leasing activities. 

In reaching the above tentative confirmation, the Boards also tentatively confirmed the staffs' views regarding a different profit or loss recognition pattern for both the lessee and lessors, citing:

· Different entities engage in lease transaction for different reasons, including those of a financing nature and other of an other-than-financing nature, as described above. 

Multiple members of the Boards suggested further development and discussion regarding the profit and loss recognition patters applied in an effort to provide linkage between the assets and liabilities derived under lease transactions. 

In contemplation of the distinction of leases noted above, the Boards considered what indicators should be used to distinguish one type of lease from another; generally concluding that new indicators should be identified independent of those outlined in current standards, although the indicators recommended by the staff, as specified above, consider current guidance in IAS 17 and ASC 840, as well as feedback received from comment letters and outreach activities.

Certain members of the Boards expressed concerns regarding the indicators expressed by the staff including:

· Defining a 'by-exception' model for finance lease classification, whereby indicators outlined herein may be viewed in isolation.

Specifically, multiple members of the Boards expressed reservation that the applicability of one of the indicators for finance lease distinction should not be viewed as conclusive evidence of the appropriateness of a finance lease distinction.

Further, multiple members of the Boards deliberated as to whether two indicator lists should be produced to distinguish indicators to be considered in finance lease distinction, independent of indicators for other-than-finance lease distinction, as well as if a hierarchical approach to the indicators should be provided. 

  Inconsistencies in application of the right to acquire 'substantially all' the risks and rewards incidental to ownership.

Current guidance expresses finance lease determination based on the transfer of substantially all the risks and rewards incidental to ownership; however, no certain members of the Boards felt no clear indicators exists in defining the significance of risk and reward distinction among the two lease types (akin to the "90% test" outlined in paragraph 10(d) of IAS 17 and ASC 840-10-25-1(d). 

Future deliberation on the above topic will continue at a future meeting. 

Principles relating to the definition of a lease
In application of the definition of a lease expressed within the Exposure Draft, as generally consistent with current IFRS and US GAAP literature, and considering feedback from comment letter and outreach sessions, the staff focused its proposals to the Boards on the concepts of specificity of assets and the right to control; considering the following:

· Specificity of an asset 

· Should the definition of a lease refer to a specific or specified asset (e.g., uniquely identified asset or an asset of a particular specification)? 

· Should the final standard clarify whether an asset can be a portion of a larger asset? 

· Should the final standard address assets that are incidental to the delivery of specified services? 

· Right to control 

· Should the concept of control apply the principles already in IFRIC 4 and ASC Topic 840, but change to the wording of paragraph B4(c) to clarify the principle underlying those words? 

· Should the concept of control be consistent with the concept of control included in the revenue recognition Exposure Draft? 

The staff recommendations as part of this meeting included:

· No definitive recommendation as to whether an asset should refer to a specific or specified asset. The staff recommended targeted outreach in this area 

· No definitive recommendation as to clarifying whether an asset can be a portion of a larger asset, but highlighting two likely approaches: (a) applying current IFRIC 4 and ASC Topic 840 guidance without additional amendment, which clarifies that a physically distinct portion of a larger asset can be a specified asset or (b) clarifying whether a physical or non-physical (e.g., capacity) portion of a larger asset can be a specified asset. The staff recommended targeted outreach in this area 

· The inclusion of working regarding assets that are incidental to the delivery of specified services, which is generally consistent with paragraph B1 of the Exposure Draft that 'an entity shall determine whether the contract is, or contains, a lease on the basis of the substance of the contract...'. 

Specificity of an asset
The Boards, in response to whether the definition of a lease refers to a specific or specified asset, expressed a relatively split view, with the majority of the Boards supporting that a 'specified asset' should be viewed more broadly as an asset of a particular specification (e.g., copier machines under a leasing arrangement can be substituted with consistent models, assuming no disruption of service). Deliberations underlying this tentative decision considered that a more broad views considers that a customer has received the same benefits and functionality throughout the lease term, while the opposing view highlights that a broad view may result in variances in accounting between the lessor and lessee, whereby a lessor must identify a specific asset to enable practical application of the derecognition model within the Exposure Draft.

The Boards agreed to tentatively confirm the broad 'specific asset' application while taking both approaches for targeted outreach.

In evaluating the concept of whether assets can be a portion of a larger asset, the majority of the Boards confirmed that any amendments should clarify whether a physical or non-physical (e.g., capacity) portion of a larger asset can be a specified asset. 

Focusing on the concept of non-physical asset distinction as a lease, the majority of members of the Boards noted that a non-physical portion of a larger asset could be a specified asset, as this was conceptually consistent with the right-of-use model proposed in the Exposure Draft and an approach of viewing an underlying asset as a bundle of rights. The staff expressed concerns about the implications and possible unknown consequences of expanding the application of the definition of a lease to non-physical portions of a larger asset and acknowledged that, for cost / benefit reasons, it may be appropriate to clarify that non-physical portions of a larger asset would unusually not meet the definition of a specified asset. Therefore, the staff recommended that the Boards seek input through targeted outreach on both of the likely approaches set forth by the staff. 

The Board confirmed the recommendation of the staff.

In evaluating the concept of assets incidental to the delivery of specified services, such as season tickets to a sporting venue or a cable box provided when a customer contracts to have viewing rights to particular television channels, the Exposure Draft was silent on such examples. The staff provided preliminary draft wording to the definition of a lease to capture assets that are incidental to the delivery of specified services, noting consideration as to the 'incidental' nature of the asset. 

Under preliminary draft wording provided by the staff, an asset was considered likely to be incidental to the provision of a service when (a) specification of the asset is determined by the supplier as a mechanism for providing a specified service requested by the customer in the contract; or (b) the asset component of the contract is insignificant in terms of its benefit to the customer when compared to the service components of the contract. 

The majority of the Boards agreed with this definition amendment, but noted that the term 'insignificant' should be clarified as whether such an assessment underlies economics or other benefits. A minority of members of the Boards considered whether time should be a component of the definition (e.g., a time charter of one day versus five years), but no consensus was reached.

Right to control
The current definition of a lease within the Exposure Draft raises the concept of a right to control, whereby a contract is said to convey the right to use an asset if it conveys to an entity the right to control the use of the underlying asset during the lease term. Control, in the context of a lease, is considered to provide for either (a) the active ability to operate or control physical access to an asset as well as the right to obtain some output or other utility of the asset; or (b) having the right to obtain all but an insignificant amount of the output or other utility of the asset as long as the pricing is such that the customer is paying for the right to use the asset, rather than for actual use or output.

Comments from respondents around the control provision questioned the following key concepts: (a) how should the 'ability or right to operate' concept be applied when a customer relies on personnel employed by the supplier to receive benefits from use of the specified asset; (b) what does 'output', 'insignificant', 'contractually fixed per unit' and 'current market price' mean within paragraph B4(c) of the Exposure Draft; (c) why would the concept of control applied when a customer obtains the right to control the use of an asset be different from the concept of control applied when a customer obtains control of a good?

In response to the main comments raised, the staff expressed two possible approaches:

· Retain the concept of control already in IFRIC 4 and ASC Topic 840 regarding the right to control the use of a specified asset, but change to the wording of paragraph B4(c) to clarify the principle underlying those words 

· Revise the description of control in the lease standard to be consistent with the concept of control included in the revenue recognition Exposure Draft. 

The staff recommend a targeted outreach of the above approaches, while also further deliberating any potential unintended consequences of applying the revenue recognition concept to the leasing environment. Certain members of the Board expressed the need for consistency in the use of the term 'control,' while a minority noted the unique nature of the revenue environment to that of the leasing environment.

The proposal provided by the staff provided preliminary draft wording relating to the definition of a lease in this area, including application of the revenue recognition Exposure Draft to the leasing environment.

Relevant deliberations included determination as to whether the entity has the ability or right to operate the asset or direct others to operate the asset in a manner that it determines while obtaining or controlling more than an insignificant amount of the potential cash flows from use of the asset, the ability or right to control physical access to the underlying asset while obtaining or controlling more than an insignificant amount of the potential cash flows from use of the asset, and rights to obtain substantially all the potential cash flows from use of the asset throughout the term of the lease.

The Boards expressed concern that use of the term, 'cash flows' should be broadened to include any benefit derived from use of the assets. The staff will consider revised wording in a future meeting.

The Boards confirmed the staffs' recommendation to field test the above approaches, with a majority preference of consistency between control defined within the revenue Exposure Draft and that of the leasing proposal. The Boards also asked the staff to consider unintended consequences of a consistent modelling within revenue and leasing in this area.

In a subsequent deliberation session held on 17 February 2011 surrounding the Exposure Draft Leases, the Boards considered the following topics given feedback received as part of comment letter and outreach activities:

· Accounting for variable lease payments 

· Other variable lease payment considerations: 

· Residual value guarantees 

· Third party residual value guarantees 

· Term option penalties

Accounting for variable lease payments
The Exposure Draft Leases identified that in some leases, the amount of each contractual lease payment is variable rather than fixed. That variability can arise because of features such as, but not limited to, residual value guarantees, penalties for failure to renew, and contingent rentals. The Exposure Draft Leases proposes that at the date of commencement of a lease, a lessee should recognise a liability to make lease payments and a lessor should recognise a right to receive lease payments (lease receivable) in the statement of financial position. Payments arising under a lease include fixed payments as well as all variable payments. The Exposure Draft proposes that an entity should measure the liability to make lease payments and the lease receivable using an expected outcome technique. Expected outcome is the probability-weighted average of the cash flows for a reasonable number of possible outcomes. In addition, the Exposure Draft proposes that a lessor should include variable lease payments in the measurement of the lease receivable only if those payments can be reliably measured.

In assessing feedback from comment letters and outreach activities, users had mixed views on the treatment of variable lease payments, whereby most supported additional information relating to variable lease payments, but views on the appropriate recognition pattern within the financial statements varied. Such views included concern as to judgement applied in measurement of variable lease payments that depend on future performance or usage, as well as the volatility and challenge of measuring reliably variable lease payments using an expected outcome technique.

In consideration of the above, the staff recommendations as part of this meeting included:

· The majority of the staff recommended that variable lease payments should be included in the measurement of a lessee's liability to make lease payments and a lessor's lease receivable only if those variable lease payments depend on an index or a rate. 

· The minority of the staff recommended that all variable lease payments that are "probable" or "reasonably assured/certain" should be included in the measurement of a lessee's liability to make lease payments and a lessor's lease receivable. 

· Disclosures would be required for variable lease payments; however, relevant disclosures will be subject to a future meeting. 

· A reliability threshold should be included in the proposal for the measurement of variable lease payments for both lessees and lessors.

Taking each in hand, in evaluating which variable lease payments should be included in the measurement of a lessee's liability to make lease payments and a lessor's lease receivable, the majority of the staff detailed inclusion only if those variable lease payments depend on an index or a rate; noting the following key advantages:

· May avoid concerns relating to the accuracy or provision of measurement; 

· More consistent accounting between the lessor and lessee in cases in which the lessor would otherwise be unable to estimate variable lease payments reliably; 

· May better reflect the fact that variable lease payments based on usage or performance provide lessees with flexibility and reduce their business risk.

A minority of the Boards noted that in such an application, the lessee's measurement of the liability and lessor's measurement of lease receivables would not reflect the amounts that an entity has the ability to avoid, whereby such accounting may depict understated lessee obligations and lessor receivables when future cash flows are highly likely to occur. Further, certain members of the Boards were concerned that such an appropriate would create structuring opportunities.

Support from the Boards regarding the above approach cited that such an approach promotes consistency in application and reduces judgement and variability. Further, the approach was believed to capture residual value guarantees and term option penalties (or obligations to retire the leased asset), which is consistent with the definition of minimum lease payments under IAS 17 and ASC Topic 840.

In application of a principle that all variable lease payments that are "probable" or "reasonably assured/certain" should be included in the measurement of a lessee's liability to make lease payments and a lessor's lease receivable noted the following key advantages:

· May give a more faithful depiction of the rights received by the lessor and the obligations incurred as it may be more reflective of actual cash flows.

A majority of the Boards questioned whether such an approach would lead to highly subjective estimates, and likewise, concerns were expressed over the definition of "probable" or "reasonably assured/certain" as applied in the recommendation. One member of the Boards deliberated as to whether the concept of the "foreseeable future" should be considered in modelling, whereby assessment of probability is limited to the period management considers being "foreseeable" based on budgets and forecast modelling.

Support from the Boards regarding the above approach cited that such an approach addresses the operational and reliability concerns expressed by preparers, while providing more useful information to financial statement users to assess amounts, timing and uncertainty of cash flows.

In final deliberations, the majority of the Boards confirmed, in relation to which variable lease payments should be included in the measurement of a lessee's liability to make lease payments and a lessor's lease receivable, the following items for inclusion:

· Variable lease payments that depend on an index or a rate; 

· Variable lease payments that are "reasonably assured/certain," in which such a term will be defined in a later meeting; 

· "In-substance" / "phoney" leases which are provided at off-market terms; 

· Elevated disclosure within the notes of contingent rate leasing arrangements, which will be discussed in a later meeting.

In assessing a reliability threshold for inclusion in the proposal for the measurement of variable lease payments for both lessees and lessors, the staff recommended that the initial measurement of the variable lease payments that depend on an index or rate to be based on a prevailing rate (or spot rate), with subsequent update of this rate at each reporting period. This approach was considered to be a practical approach to avoid incomparability between entities.

The majority of the Boards tentatively confirmed the recommendation of the staff, noting the simplicity of the model as compared to use of forward rates and indices. Further, members of the Boards questioned whether forwards rates would result in incomparability and misleading information. Such a conclusion contradicts the Exposure Draft Leases proposal that when determining the present value of lease payments payable, variable lease payments that depend on an index or rate should be determined using readily available forward rates or indices.

Other variable lease payment consideration
The following topics were considered in relation to the recognition and measurement of the lessee's liability to make lease payments and a lessor's lease receivable for other lease payment considerations, absent those general considerations set forth above:

· Residual value guarantees ("RVGs") 

· Third party RVGs 

· Term option penalties

RVGs
Given a lack of clarity as to whether RVGs should be included in lessee's liability to make lease payments and a lessor's lease receivable, the staff believed it important to clarify that RVGs (that are not from an unrelated party) should be included in the measurement of a lessee's liability to make lease payments and the lessor's lease receivable, similar to current guidance. The full amount of the RVGs would be included in this measurement.

The Boards confirmed such a recommendation, as considered against the variable lease payment definition outlined above, as a RVGs is viewed equivalent to a contingent payment at the end of the lease term, whereby they are linked to the value of the underlying asset and could be misleading to recognise such guarantees separately.

The Boards also tentatively decided that RVGs provided by the lessee (not unrelated third parties) should be included in the measurement of a lessee's liability to make lease payments at the amount that represents the difference between the residual value of the asset and the level of the guarantee. The amount of the residual value guarantee included in the liability to make lease payments will be reassessed. The staff will reach out to constituents to gather feedback on these tentative decisions.

Third party RVGs
The Exposure Draft proposes that the present value of lease payments should not include an estimate of amounts payable under RVGs that are provided by an unrelated third party, which has been objected by a minority as part of comment letter responses received and outreach activities performed. The conclusion expressed in the Exposure Draft Leases is reached because RVGs that are provided by an unrelated third party are not lease payments and are outside of the lease contract. Further, the staff believes that since such third party RVGs solely affect the value of the underlying lease asset and are not arrangements between the lessee and lessor, these should be accounted for as other guarantees.

Given the above, the staff recommended that the Boards confirm the tentative decision reflected in the Exposure Draft Leases that the lessee's liability to make lease payments and the lessor's lease receivable should not include an estimate of amounts payable under RVGs provided by an unrelated third party.

The Boards confirmed such a recommendation.

Term option penalties
Consistent with the proposals for variable lease payments, the Exposure Draft Leases proposes that the present value of lease payments should include an estimate of expected payments to the lessor under term option penalties.

While very few respondents providing feedback on the Exposure Draft Leases commented specifically on term option penalties, of those who responded to this particular proposal, many requested clarification of the term, while others disagreed with use of term option penalties in the measurement of the lessee's liability to make lease payments and a lessor's lease receivable.

Given the above, the staff recommended that if there are term option penalties for non-renewal and the renewal period is not included in the lease term, then those term option penalties should be included in the measurement of the lessee's liability to make lease payments and the lessor's lease receivable (e.g., term option penalties should be included to the extent that it is reasonably certain that the lessee will not extend the lease).

The Boards confirmed such a recommendation on the basis that such a conclusion is consistent with the accounting for options to extend or terminate a lease.
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As part of continual deliberations surrounding the Exposure Draft Leases published 17 August 2010, the Boards considered the right of use model in application of lessee accounting, as well as the scope of the leases standard.

Right-of-use model 

The purpose of this discussion served to confirm the Boards' tentative decisions to apply a right-of-use ("ROU") model to all lease arrangements, whereby, in accordance with the Exposure Draft, a lessee in a lease arrangement would recognise a ROU asset representing its right to use an underlying asset during the lease term and a liability to make lease payments. Although the Boards are considering all issues from both a lessee and a lessor perspective during redeliberations, the scope of this discussion was limited to lessee accounting under a ROU model, as lessor accounting will be considered in a future meeting.

In outlining feedback including comment letters and other outreach, the staff noted:

· Users generally support applying the ROU model in principle to lessees, noting that most respondents support the recognition of lease obligations and related assets on the lessee's statement of financial position 

· Certain users noted that in application of a ROU model, they support a whole asset approach where the lessee would recognise the entire underlying asset during the lease term 

· Certain respondents noted that improvements could be made to existence guidance under ASC Topic 840 and IAS 17 as opposed to fundamental reform suggested within the Exposure Draft, as those who do not support a ROU model think that the model leads to the recognition of assets and liabilities for all executory contracts, which they perceived as inappropriately grossing up the statement of financial position. 

In assessing feedback received, the staff thinks the principles underlying the proposed ROU model would address many of the problems in existing U.S. GAAP and IFRSs, and in particular, the models to lessees would:

· Reflect the assets and liabilities arising in all leases in the statement of financial position 

· Result in the same accounting for the majority of leases on the statement of financial position for purposes of comparability 

· Be possible to apply to a wide range of leasing arrangements 

· Be consistent with the Boards' conceptual framework (e.g., definition of an asset and a liability). 

Based on this information, the Boards tentatively confirmed the staff's recommendation that the ROU model be used for lessees in lease arrangements. The Boards acknowledged that this decision may be modified based on future decisions on the leases project.

Scope of the leases standard 

The purpose of this discussion served to discuss the scope of the proposed lease accounting model. This scope of this discussion included possible exclusion for intangible assets, certain items classified as inventory by a lessee, as well other scoping areas including leases to explore for or use natural resources, leases for biological assets, leases of non-core assets, long-term leases of land and service concession arrangements within the scope of IFRIC 12, Service Concession Arrangements. Scoping considerations outside this particular discussion, which will be discussed in a future meeting, include investment properties, the definition of a lease and short-term leases.

The Exposure Draft proposed that an entity shall apply the guidance to all leases, including leases of right-of-use assets in a sublease, except (a) leases of intangible assets, (b) leases to explore for or use minerals, oil, natural gas and similar non-regenerative resources and (c) leases of biological assets.

In application of outreach activity feedback, the staff communicated that the majority of respondents agreed with the proposed scope exclusions in the Exposure Draft, but certain respondents suggested that the Boards clarify whether standard should apply when the underlying asset in the contract is an item classified as inventory (e.g., spare parts), a service concession arrangement and timber (for US GAAP constituents).

As part of this assessment, the following tentative decisions and follow-up activities were noted:

· The Boards tentatively decided that the lease accounting model is not required to be applied to all leases of intangible assets except for the right-of-use assets in a sublease. The FASB requested the staff to bring back the question of whether intangible assets under ASC Topic 350-40, Internal-Use Software, should be in the scope of the leases standard 

· The IASB tentatively confirmed that leases of inventory should be in the scope of the lease accounting model, consistent with IAS 17, while the FASB requested the staff do more research to better understand the implications of such a decision given that ASC Topic 840 currently scopes out leases of inventory 

· The Boards tentatively decided that an asset is not required to apply the leases standard to leases: 

· for rights to explore for or use minerals, natural gas and similar non-regenerative resources 

· for biological assets, including timber (US GAAP-only) 

· for service concession arrangements within the scope of IFRIC 12 (IFRS-only). 

Regarding intangible assets, the staff and the Boards acknowledged that outreach feedback on excluding intangible assets from the scope of the leases standard were mixed, with the majority of respondents agreeing that there was no conceptual basis for excluding intangible assets as stated in paragraph BC36 of the Exposure Draft, and other citing (a) difficulties encountered with bundled arrangements with both tangible and intangible assets, (b) concerns surrounding the implications for lessors and alignment of lessor and lessee accounting models and (c) the lack of guidance available for IFRS preparers if the standard excludes intangible assets within the scope of IAS 17.

The Boards tentatively decided that the leases standard is not required to be applied to all leases of intangible assets, except for right-of-use assets in a sublease, absent implications of ASC Topic 350-40, as outlined above, for the following primary reasons:

· Any consideration of leases of intangible assets should be done separately and comprehensively 

· It provides a converged answer as opposed to certain scoping differences currently present in IFRSs and US GAAP 

· There is no conceptual basis for excluding leases 

· Implications of including intangible assets in the scope of the leases standard are not currently known. 

Regarding scope exceptions surrounding inventory, the staff and the Boards acknowledged that certain respondents pointed out that based on the definition and exclusions proposed in the Exposure Draft, certain items classified as inventory by a lessee would be in the scope of the guidance. This fact led many respondents to specifically exclude leases of certain items classified as inventory from the scope, or clarify whether a lease of inventory is within the scope of the Exposure Draft. 

The staff further acknowledged that the scope of this feedback appeared to be narrow, focusing on outreach feedback received from arrangements in the airline industry and other heavy manufacturing industries where leases of inventory are present, taking the primary form of spare parts or other operating supplies. With that said, it was not always clear that such items are indicative of the conceptual framework of inventory.

The Boards deliberated surrounding any application of a scope exception in considering the conceptual model of inventory and outreach activity received to date. Ultimately, the IASB tentatively decided that leases of inventory should be in the scope of the leases standard for the following reasons:

· From feedback received, in practice, it appeared that relatively few leases of inventory exist and few arrangements may be accounted for under the leases standards 

· Either the definition of a lease or the short-term lease election would appropriately address many arrangements that contain leases of inventory 

· It creates a potential inconsistency between the scope of the standard for lessees and lessors. 

The FASB requested that the staff perform more research to better understand the implications of such a decision, which will be discussed at a future meeting.

With respect to other scope exclusions, including rights to explore for or use minerals, natural gas and similar non-regenerative resources, biological assets, including timber (US GAAP-only), and service concession arrangements within the scope of IFRIC 12 (IFRS-only), the Boards tentatively decided that an entity would not be required to apply the leases standard.

Such a tentative decision was reached based on the fact that:

· These industries are specialised, whereby accounting practices are diverse and often differ from accounting for other types of assets 

· It provides for certain levels of consistency through application of more specific accounting guidance 

· There is no conceptual basis for differentiating the above areas from other assets 

· It follows feedback received during outreach activities. 
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Monday, 14 March 2011 

As part of its continual deliberations surrounding the Exposure Draft Leases, the Boards considered the following topics:

	a) 
	Distinguishing between a lease and a purchase or sale

	b) 
	Accounting for purchase options


The Boards made a number of tentative decisions in the conduct of these deliberations; however, such tentative decisions were made in the context of further necessary outreach in the following areas:

· The definition of a lease, as distinguished from the definition of an instalment sale; 

· Whether the reassessment for a bargain purchase option should be the same as the reassessment for renewal options, focussed most notably on the linkage of value of the underlying asset. 

· In this assessment, consideration is placed on whether, in a bargain purchase option, we have a significant incentive to extend and the impact of developments in the underlying asset value subsequent to entering into the lease 

· We note that the IASB preliminarily decided that no expected difference in the reassessment indicators would be expected between a bargain purchase option / significant economic incentive option and a renewal option, while the FASB preliminarily decided that a potential difference may be present between a bargain purchase option / significant economic incentive option and a renewal option based on the determination as to whether the option should be assessed on day 1 of the lease or reassessed throughout the lease term; 

· Accounting for revisions to the existence of a significant economic incentive to exercise the purchase option, which could lead to a new derecognition/recognition event (for example, what are the dangers if a reassessment were to result in a change from a finance to an other-than-finance lease). 

Distinguishing between a lease and a purchase or sale
The purpose of this discussion was to determine whether the leases standard should provide guidance for distinguishing a lease from a purchase or sale. 

As a result of the assessment performed by the staff, the staff recommended that guidance should not be provided in the leases standard for distinguishing a lease of an underlying asset from a purchase or sale of an underlying asset.

As outlined within the Exposure Draft,

An entity should not apply [the leases proposals] to the following contracts, which represent a purchase or sale of an underlying asset: 

	(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; 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 application guidance in the Exposure Draft further states that:

· That determination is made at inception and is not subsequently reassessed. 

· An entity should consider all relevant facts and circumstances when determining whether control of the underlying asset is transferred at the end of the contract. 

· A contract normally transfers control of an underlying asset when the contract automatically transfers title to the underlying asset to the transferee at the end of the contract term. 

· A contract normally transfers control of an underlying asset when the contract includes a bargain purchase option. A bargain purchase option is an option to purchase the asset at a price that is expected to be significantly lower than the fair value of the asset at the date that the option becomes exercisable. If the exercise price is significantly lower than fair value, it would be reasonably certain at the inception of the lease that such options will be exercised. An entity that has a bargain purchase option is in an economically similar position to an entity that will automatically obtain title to the underlying asset at the end of the lease term. By exercising its bargain purchase option, the transferee would be able to direct the use of, and receive the benefits from, the whole of the underlying asset for the whole of its life. 

Using the above guidelines, and considering feedback received from outreach activities and related internal discussions amongst the staff, the staff noted a view that if the Boards appropriately define a lease in the leases project, then the proposed guidance on this issue would be unnecessary. In such a definition, it would be necessary to provide a clear principle for the definition of a lease, and clear guidance on when to apply the revenue recognition requirements in the revenue recognition project for lessors.

The staff also noted that in the Exposure Draft, the Boards excluded from the scope of the leases standard transactions that include either automatic title transfer or a bargain purchase option. Likewise, the staff noted that the Boards introduced the Exposure Draft guidance to determine which leases are in-substance purchases or sales when the Boards were considering only a performance obligation approach to lessor accounting. Under the performance obligation model, an underlying asset is not derecognised and income is recognised over time, leading to an accounting approach that could be different from sale accounting. However, subsequently, the Boards discussed and proposed two accounting approaches for lessors in the Exposure Draft. To the extent that a derecognition model is retained, the boundary between leases and purchases or sales becomes less relevant. This is because, under the derecognition approach to lessor accounting, the accounting would be similar to the accounting for a sale of an asset (e.g. an underlying asset is derecognised and income may be recognised at the commencement of the lease). 

At the 17 February 2011 meeting, the Boards discussed two types of leases for both lessees and lessors and a principle for identifying two types of leases. One indicator the Boards are considering for distinguishing between the two types of leases is potential ownership transfer, the same criteria to distinguish a lease from a purchase or sale in the Exposure Draft. Therefore, if the Boards ultimately decide to introduce two approaches to lessee accounting, the accounting by a lessee for finance type leases would be similar to purchase accounting. Therefore, the staff think that there is no fundamental difference in the accounting for an arrangement accounted for as a purchase or as a finance lease for a lessee.

Consequently, the staff think that criteria to distinguish between a lease and a purchase or sale are not necessary, as a result of the following:

· the final Leases standard would appropriately define a lease; 

· the final Revenue Recognition standard would appropriately provide guidance on when to recognise revenue; 

· the accounting for a purchase of an underlying asset would be similar to the accounting by a lessee under the accounting for a finance lease (if there are two types of leases for lessees) when applying the final Leases standard; and 

· the accounting for a sale of an underlying asset would be similar to the accounting by a lessor under the accounting for a finance lease (if there are two types of leases for lessors) when applying the final Leases standard. 

In consideration of the staff's recommendation, the Boards collectively recognised the importance of defining a lease from that of a instalment purchase (sale), as multiple members of both Boards expressed concern with:

· The current definition of leases in the context of accounting for term options, purchase options or other variables in contracts, whereby it is not considered particularly clear whether such variables would ultimate fall within the scope of leases or revenue recognition. Further, if included in the scope of the definition, multiple members of the Boards questioned the significance assessment which should be used in evaluating term options, whereby only significant economic incentives should be included in the relevant assessment. Likewise, members of the Boards questioned whether continual reassessment of significant economic incentives would be required, and to this extent, whether general market movements would result in changed conclusions on whether an incentive is economically significant on a quarterly basis. 

· Whether the definition of a lease should be considered as a point-in-time assessment, as opposed to a forward-looking assessment, whereby leasehold improvements, for example, performed during the lease term would require a reassessment of the accounting for a lease. The staff noted an intention that only material changes would result in a reassessment. 

· While the revenue recognition model currently present provides for a residual definition, whereby items external to the lease accounting would be expected to fall into the scope of the revenue recognition guidance, concern was expressed around 'failed sales' or other environments which may result in an underlying transaction being accounted for external to both the lease and revenue recognition models. 

Noting the above, there was a general concern that the current lease definition did not appropriately consider the right to use aspect of a contract, in conjunction with the control of the underlying component to a contract.

While considering the above, and in conjunction with further discussions regarding the accounting for purchase options, below, the Boards tentatively confirmed the staff's recommendation that the guidance to distinguish between a lease and a purchase should not be carried forward into the final standard. A lease contract should be accounted for in accordance with the leases standard and contracts that represent a purchase or sale of an underlying asset should be accounted for in accordance with other applicable standards (e.g. revenue recognition by lessors, property, plant and equipment by lessees). The Boards recommended that further consideration be placed on the definition of a lease, however, while outreach activities should include the related definition of a lease. Further, outreach should be conducted around evaluation of the lease assessment as a point-in-time assessment, as opposed to a forward-looking assessment.

Accounting for purchase options 

The purpose of this discussion, in the context of the above discussion regarding distinguishing between a lease and a purchase or sale, was to deliberate on the accounting by lessees and lessors for purchase options included in a lease contract. In this context, the deliberation considered including both options that the lessee has a significant economic incentive to exercise (which would usually include bargain purchase options) and options that the lessee does not have a significant economic incentive to exercise (which would usually include non-bargain purchase options).

Ultimately, the staff expressed mixed views as to whether a purchase option should be accounted for as an ultimate renewal option, or whether a purchase option should only be accounted for upon exercise, with the following distinct views present:

· A majority of staff members think that purchase options are the ultimate renewal option. These staff members note the economic similarities between an option to purchase an underlying asset and an option to extend the lease of an underlying asset. The exercise price of the option should be included in the lessee's liability to make lease payments and the lessor's right to receive lease payments when there is a significant economic incentive to exercise a purchase option ("Approach A" for application purposes herein). 

· Other staff members think that purchase options should be accounted for as a termination of the lease contract and the purchase of the underlying asset. The result of this view is that all purchase options would be accounted for only upon exercise, consistent with the proposals in the Exposure Draft. Therefore, lease payments would exclude the exercise price of all purchase options. These staff members highlighted that an option to purchase the underlying asset is a termination of the lease agreement, and results in the purchase/sale of the underlying asset when the option is exercised ("Approach B" for application purposes herein). 

In discussing the above approaches, support for Approach A was seen in the following context:

· Provides for the accounting of a purchase option consistent with the accounting for options to extend a lease. 

· Acknowledges that the pricing of a purchase option is interrelated with the pricing of other terms in the lease contract; a lease with a bargain purchase option would require larger periodic payments during the lease term. In other words, the pricing of the lease is such that a portion of the periodic lease payments (excluding the exercise price of a purchase option) relate to prepaying for the ownership of the asset. 

· The pattern of the lessee's expense would reflect the lessee's expectation that the asset will be purchased and used through the end of its economic life. 

· It is consistent with the Boards' decision on lease term option penalties. 

· It is consistent with the Boards' tentative decision that lease payments should include amounts expected to be payable under residual value guarantees. 

Discussion amongst members of the Boards highlighted the following primary disadvantages to such application, however, as follows:

· Approach A includes an amount that is not part of the ongoing lease payments in the lessee's right-of-use asset and liability for lease payments. 

· The purchase price, which is included in the measurement of the lessee's right-of-use asset, would be amortised over the life of the underlying asset. If the purchase option is eventually not exercised, the amortisation of the asset may not reflect the economics of the usage of the right-of-use asset. 

Multiple members of the Boards also discussed examples where the lessor applies the performance obligation approach to a lease with a bargain purchase option (for instance, when the option is not a bargain at inception but becomes a bargain subsequently). This could potentially lead to the following disadvantages of Approach A for lessors applying a performance obligation approach:

· It may be inappropriate for a lessor to determine whether the lessee is likely to exercise an option to purchase the underlying asset until the purchase option is exercised. That is, the lessor may not have information to determine that a lessee will exercise a purchase option. 

· It is unclear if a lessor applying the performance obligation approach would recognise revenue over the economic life of the asset or the term over which lease payments are made. 

· The underlying asset (and its residual value asset) would not be recognised by the lessor if, at the beginning of the lease, it was determined that it there is a significant economic incentive for a purchase option to be exercised. This could lead to the possibility of changes in presentation between periods as dependent upon the definition of significant economic incentive and related market influences on a period-by-period basis. 

In discussing the above approaches, support for Approach B was seen in the following context:

· It does not include the exercise price of a purchase option that can be avoided. Therefore, Approach B avoids grossing up the lessee's right-of-use asset and liability for the exercise price of a purchase option that may, or may not, be exercised. 

· It avoids the need to "unwind" the accounting if it is later determined that the purchase option is not exercised. 

Discussion amongst members of the Boards highlighted the following primary disadvantages to Approach B:

· It excludes the exercise price of a purchase option that the lessee may intend to exercise in the lessee's assets and liabilities. Therefore, Approach B potentially understates the expected cash flows of the lease. 

· Under Approach B, a lessee's amortisation expense is front-loaded because it does not reflect that the asset will be purchased and used for the remainder of its economic life. 

In deliberation of the above Approaches, the majority of the Boards tentatively confirmed application of Approach A, which applies a consistent modelling to that of renewal options. In reaching such a tentative conclusion, the Boards recommended outreach activities by the staff in the following areas:

· The definition of a lease, as distinguished from the definition of an instalment sale; 

· Whether the reassessment for a bargain purchase option should be the same as the reassessment for renewal options, focussed most notably on the linkage of value of the underlying asset. 

· In this assessment, consideration is placed on whether, in a bargain purchase option, we have a significant incentive to extend and the impact of developments in the underlying asset value subsequent to entering into the lease. 

· We note that the IASB preliminarily decided that no expected difference in the reassessment indicators would be expected between a bargain purchase option / significant economic incentive option and a renewal option, while the FASB preliminarily decided that a potential difference may be present between a bargain purchase option / significant economic incentive option and a renewal option based on the determination as to whether the option should be assessed on day 1 of the lease or reassessed throughout the lease term; 

· Accounting for revisions to the existence of a significant economic incentive to exercise the purchase option, which could lead to a new derecognition/recognition event (for example, what are the dangers if a reassessment were to result in a change from a finance to an other-than-finance lease).
  

Tuesday, 15 March 2011 

The Boards continued their discussions from the previous day on the leases project. Today their discussions focused on short-term leases. 

Accounting for short-term leases
The exposure draft proposed different accounting by a lessee and a lessor for short-term leases. Specifically, a lessee could elect to measure the liability at the undiscounted amount of the lease payments and measure the right of use asset as the undiscounted amount of lease payments plus initial direct costs while a lessor could elect on a lease-by-lease basis not to recognise assets or liabilities from the lease arrangement and instead retain the leased asset on the balance sheet while recognising lease payments over the lease term. 

Comment letter respondents were generally supportive of providing simplified accounting for short-term leases; however, a majority of respondents disagreed with the proposals for lessees primarily because they felt the cost relief would not be significant enough. 

The Boards considered three alternatives in considering the feedback received:

· Alternative 1: Retain the exposure draft proposals for simplified accounting for short-term leases. 

· Alternative 2: Retain the exposure draft proposals for lessors but permit lessees to account for short-term leases in a manner similar to current operating leases (so that the accounting would be symmetrical between lessors and lessees). 

· Alternative 3: Eliminate the exception for short-term leases. 

An IASB member began the discussions stating he supported alternative 2 so long as sufficient disclosures were provided (such as profit or loss information on short-term lease arrangements, the policy utilised and disclose payments due over the next twelve months). Several other IASB members supported this view as well. 

However, other IASB members supported alternative 3, one because he believed introducing a third model for leases would result in additional complexity that would outweigh the benefit provided by the practical expedient while another felt that requiring the disclosures mentioned above would negate any benefit provided by allowing alternative 2. A third IASB member felt that structuring opportunities could also be created under alternative 2 in order to avoid balance sheet presentation, although other Board members mentioned that separate transactions would have to be entered into each period, each of which would be subject to the market risks at that point in time, which they felt would minimise the risk of structuring.

The FASB members were similarly split in views between alternatives 2 and 3. Ultimately, the Boards tentatively decided that the proposed guidance in the ED for the accounting for short-term leases by lessors would be retained and the requirements for lessees would be amended such that short-term leases would not be recognised on a lessee's statement of financial position (i.e., consistent with the current requirements for operating leases). As a result, both lessees and lessors would present the expense or income from short-term leases as lease income or lease expense which is consistent with current operating lease treatment. 

Definition of short-term lease
The exposure draft defined a 'short-term lease' as "a lease that, at the date of commencement of the lease, has a maximum possible lease term, including options to renew or extend, of 12 months or less." However, based on the definition of 'lease term' from the Boards' subsequent deliberations, the staff believed the definition of 'short-term lease' should be revisited. 

The staff recommended a definition of 'short-term lease' as "a lease that, at the date of commencement of the lease, has a maximum possible term, including any options to renew, of approximately 12 months or less." One IASB member expressed concern with the inclusion of 'approximately' in the definition and questioned the staff on its inclusion. The staff responded that this was added in order to be consistent with some of the terminology in the insurance project but that the staff did not have a strong view on it being part of the definition. 

The Boards tentatively decided that the definition of short-term lease should be "a lease that, at the date of commencement of the lease, has a maximum possible lease term, including any options to renew or extend, of 12 months or less". Therefore, in determining whether a lease that includes a renewal option is short-term, a lessee and lessor would not evaluate whether there is a significant economic incentive for the lessee to exercise the option because it is assumed the renewal option would be exercised.

Application of short-term lease guidance
The Boards also discussed how an entity would apply the practical expedient provided for short-term leases (alternative 2 above). The Boards considered three approaches: (1) applying on a lease-by-lease basis, (2) permitting application enterprise wide through an accounting policy election, or (3) requiring application of the practical expedient for all short-term leases. 

An IASB and FASB member each proposed a combination of the first two alternatives where an entity would be permitted to apply the practical expedient as an accounting policy election for specific asset classes. This approach was raised in part because of concerns that an entity may have smaller short-term leases for certain asset classes (e.g., photocopier leases) but may have another short-term lease that is more significant and does not wish to apply the practical expedient (e.g., equipment critical to production efforts). This combination received support from both Boards, however, the Board members (both IASB and FASB) representing financial statement users tended to prefer consistency above all else and supported requiring application of the practical expedient to all short-term leases. 

Ultimately, the Boards tentatively decided that an entity would apply the short-term lease guidance as an accounting policy election by asset class.

Pattern of Profit or Loss Recognition
Based on the decision to provide the practical expedient so that short-term leases would be accounted for similar to current operating leases, the staff suggested the Boards clarify the pattern over which profit or loss would be recognised. The Boards tentatively decided that lease payments on short-term leases would be recognised on a straight-line basis over the lease term unless another systematic and rational basis is more representative of the time pattern in which use is derived from the underlying asset.

Monday, 21 March 2011
Initial direct costs
The purpose of this discussion was to discuss:

	a) 
	The definition of initial direct costs

	b) 
	The accounting by lessees and lessors for initial direct costs.


The staff recommended that initial direct costs should be defined consistent with the ED except for the removal of recoverable from the definition. The Staff noted that they believe the notion of recoverable is implicit in the definition and is therefore redundant. The proposed definition of initial direct costs is as follows:

Costs that are directly attributable to negotiating and arranging a lease that would not have been incurred had the lease transaction not been made.

The staff also recommended to retain the guidance in the Exposure Draft that lessees and lessors should capitalise initial direct costs by adding them to the carrying amount of the right-of-use asset and the right to receive lease payments, respectively. 

The staff identified the following advantages to affirm the guidance in the Exposure Draft:

	a) 
	It is consistent with the treatment of similar costs associated with acquiring other nonfinancial assets (for example, property, plant, and equipment and intangibles). Thus, this approach would create comparability with the measurement of other nonfinancial assets.

	b) 
	It is consistent with the proposed amortised cost-based approach to the measurement of the lessee's right-of-use asset. In general, cost includes incremental costs directly attributable to the acquisition of the asset.

	c) 
	Different treatment between leased assets and owned assets may provide structuring opportunities.


The Boards agreed almost unanimously in favour of the staff's recommendation. 

Inception vs. commencement
The purpose of this discussion was to discuss:

	a) 
	When should a lessee and lessor recognise and initially measure lease assets and liabilities

	b) 
	When should the lessee determine their incremental borrowing rate

	c) 
	How should a lessee account for costs incurred prior to date of commencement

	d) 
	Should application guidance be provided on how to account for lease payments made before the date of commencement

	e) 
	Should application guidance be provided on how to account for incentives provided by the lessor


The staff recommended the following:

	a) 
	Require a lessee and lessor to recognise and initially measure lease assets and liabilities (and derecognise any corresponding assets and liabilities, e.g. derecognise a portion of the underlying asset if using the lessor derecognition approach) at the date of commencement of the lease

	b) 
	Require a lessee to use its incremental borrowing rate calculated at the date of inception when using that rate to measure the liability to make lease payments

	c) 
	State that costs incurred by the lessee before the date of commencement relating to the construction of the underlying asset are outside the scope of the leases standard (such contracts are usually build-to-suit leases – arrangements for the right to use an asset that is constructed to meet the needs of the lessee). The lessee would apply other applicable standards when accounting for such construction costs. Additionally there would not be requirements that apply only to build to suit lease contracts

	d) 
	Include application guidance on how to account for lease payments made by the lessee before the date of commencement as set out in paragraphs 42-44 of Agenda Paper 11B

	e) 
	Include application guidance on how to account for incentives provided by the lessor to the lessee as set out in paragraphs 48 and 49 of Agenda Paper 11B.


The Boards agreed with the staff's recommendation to initially measure the lease assets and liabilities at the date of lease commencement. This decision eliminates the concerns that potential gains and losses could develop between inception and commencement date and that any changes that occur between inception and commencement would be taken into account when initially measuring the assets and liabilities. A few Board members expressed concern over differences in impairment tests pre and post commencement. The Staff noted they intend to bring an impairment paper at a later date.

The Boards disagreed with the staff recommendation on when to set the incremental borrowing rate if that is being used. The tentative decision was to determine the incremental borrowing rate at commencement. Board members noted that determining the incremental borrowing rate at inception would add complexity and could cause entities to use hindsight in determining the rate.

The Boards agreed with the staff recommendation that costs incurred prior to commencement should be accounted for outside the scope of the leases standard. The staff will provide additional guidance on what other guidance will apply. 

The boards agreed with the staff recommendation that lease payments made prior to lease commencement will be recognised as a prepayment and at the date the commencement the prepayments will be added to the right-of-use asset.

The staff recommended the following treatment for lease incentives:

	a) 
	If the lessor reimburses the lessee for costs incurred and those costs meet the definition of initial direct costs (e.g. costs associated with a preexisting lease commitment), those receipts from the lessor would be considered together with the associated costs incurred by the lessee and accounted for in accordance with the analysis in agenda paper 11A / memo 145 (i.e. the receipts from the lessor would offset the initial direct costs incurred by the lessee).

	b) 
	If the lessor reimburses the lessee for costs that the lessee would expense when incurred (e.g. relocation costs), the lessee would recognise such payments from the lessor directly in profit or loss (i.e. those payments would offset the costs incurred by the lessee).

	c) 
	Any other upfront cash received from the lessor would be considered to relate to the right to use the asset. Accordingly, we think that the lessee should treat the cash received as part of the overall lease payments for use of the asset to which a discount rate is applied when the lessee measures its lease liability at the date of commencement. As a consequence, such cash receipts are also included in the initial measurement of the right-of-use asset (those receipts from the lessor would reduce the right-of-use asset initially measured).


The Boards agreed with the recommendation for (a) and (c), however they did not agree with (b). Many Board members expressed concern that a lessee could change their expense recognition by changing what they determine is being reimbursed. Additionally it may be difficult to determine what costs are being reimbursed. Therefore the boards tentatively decided to eliminate (b) and agreed that all payments received from the lessor would be recognised as a reduction of the right of use asset.

Determination of the discount rate in a lease
The purpose of this discussion was to determine how lessees and lessors should determine the discount rate used to initially measure lease payments at present value.

The staff made the following recommendations:

1. The staff recommends that a lessee establish its discount rate using either:

	a) 
	Its incremental borrowing rate; or

	b) 
	The rate that the lessor charges the lessee (the rate implicit in the lease), if readily determinable.


2. Additionally, the staff recommended that the lessee guidance be clarified that if both rates are available, the lessee is required to use the rate the lessor charges the lessee.

3. The staff recommended that the lessor should establish its discount rate as defined in the ED. That is, a lessor should use the rate that the lessor charges the lessee, which could be the lessee's incremental borrowing rate, the rate implicit in the lease, or, for property leases, the yield on the property.

Additionally, the staff recommends that the definition of the rate that the lessor charges the lessee be clarified to state that when more than one indicator of the rate the lessor charges in the lease is available, the rate implicit in the lease should be used.

The Boards discussed the recommendations and agreed with the staff's recommendations. Board members discussed if the rates would be different for the two categories of leases, finance or an other-than-finance. They noted it may be more likely in an other-than-financing lease to not know the implicit rate. A board member also clarified that he did not want a lessee to have to go to extreme measures to try to determine the implicit rate, and the staff clarified that is their intention and will try to clarify in drafting.

Tuesday, 22 March 2011
Contracts that contain a lease 

The purpose of this discussion was to discuss how to separate a lease, service, and other components within contracts that contain a lease. 

The staff recommended that entities should be required to separate lease components from all non-lease components. This approach would account for only the right-of-use of the underlying asset as a lease with all other components (services, executory costs, etc.) accounted for in accordance with the applicable guidance.

The boards agreed with this recommendation.

The boards also discussed how to allocate payments between the lease components and the non-lease components of a contract that contains a lease for lessors. 

The staff noted that the comment letters received indicated the importance of the FASB and the IASB to reach the same conclusion for the final standard.

The staff recommended that separate guidance for allocation of payments between the lease and non-lease components not be developed. Rather, the staff recommended that the lease standard refer to the guidance within the revenue recognition standard for allocation between separate performance obligations. This is consistent with what was included in the ED.

The boards agreed with this recommendation.

The boards discussed how lessees should allocate payments between the lease components and the non-lease components of a contract.

The staff recommended that lessees should be required to allocate between lease components and non-lease components based on their relative standalone purchase prices. 

The boards agreed with this recommendation.

The staff also recommended that if the purchase price of one component in a contract that contains a lease is observable, a lessee can use the residual method to allocate the price to the component for which there are no observable purchase prices.

The boards agreed with this recommendation.

The staff also recommended that lessees should treat the entire contract as a lease when there are no observable prices for any of the components. 

The boards agreed with this recommendation.

Sale and leaseback transactions 

The purpose of the discussion was to determine when a sale and leaseback transaction should occur. 

The staff recommended that when the sale has occurred, the arrangement would be accounted for as a sale and a leaseback. If a sale has not occurred, then the arrangement would be accounted for as a financing. 

The majority of the staff also recommended that an entity should apply only the control criteria in revenue recognition to determine whether a sale has occurred in a sale and leaseback transaction.

The boards agreed with the recommendations. 

This decision would remove paragraph B32 from the ED which proposed conditions that normally preclude the seller/ lessee from transferring more than a trivial amount of the risks and benefits associated with the transferred asset at the end of a contract that therefore do not result in a purchase or sale.

The boards also discussed:

	a) 
	How a seller/lessee should recognise a gain or loss arising on a transaction that is accounted for as a sale and leaseback

	b) 
	How a seller/lessee should determine a gain or loss arising on a sale and leaseback transaction when it is not at fair value.


The staff recommended that in a sale and leaseback transaction when consideration is at fair value, gains or losses arising from the transaction should not be deferred. When consideration is not at fair value, the assets, liabilities, gains and losses should be adjusted to reflect current market rentals.

The boards agreed with the recommendations.

The boards also discussed whether to apply the partial asset or whole asset approach in a sale and leaseback transaction.

The staff recommended that the seller/ lessee should apply the whole asset approach which is consistent with what was in the ED.

The boards agreed with the recommendations.

The staff recommended that the boards do not prescribe a particular type of lessee accounting model for entities that are participating in a sale leaseback transaction.

The boards agreed with the recommendations.

	Discussion at the Special 6 April 2011 IASB meeting 
	  




The IASB and FASB staff provided the Board with a one-day education session on the leases project in relation to topics which will be discussed in greater detail during the joint IASB and FASB meetings the week commencing 11 April 2011.

No deliberations were performed as part of this education session, and likewise, no tentative or definitive decisions were reached.

During this meeting, the Boards discussed:

· the definition of a lease 

· potential types of leases 

· accounting for variable lease payments. 

Definition of a lease 

Following discussion at a joint meeting of the Boards on 17 February 2011 in which the definition of a lease and the application guidance in the Leases Exposure Draft (ED) relating to that definition were discussed, the staff presented feedback received from targeted outreach in relation to previous decisions of the Boards. Specific discussion points of this targeted outreach considered (1) whether the definition of a lease should refer to a specific or specified asset, or to an asset of a particular specification, (2) whether both a physically distinct portion (e.g., a floor of a building) and a non-physically distinct portion (e.g., capacity portion of a pipeline) of a larger asset can be the subject of a lease and (3) when does a customer have the right to control the use of a specified asset, among other areas.

Specified asset:
Receiving feedback from outreach activities that participants generally did not support the widening of the definition of 'specified asset' (beyond that of a uniquely identified asset), several Board members raised concerns that application of the term, 'specified asset,' as used in the ED to defined leases, to one particular asset, without consideration of substitutability to an asset of consistent specification, would be too specific and would ignore the broad principle of including assets of a particular specification in the definition of a lease given the financing nature of underlying arrangements. Likewise, several Board members expressed concern that limiting the definition to one particular asset would lead to prospective contracts providing verbiage on substitutability in order to receive the preferred accounting consequence, and therefore, it was noted that the concept of control should be considered in future meeting agenda discussions, as discussed in further detail below.

Portions of a larger asset:
Regarding contracts which represent a portion of a larger asset, the staff provided a recommendation that a physically-distinct portion of a larger asset can be a specified asset, but a capacity portion of a larger asset that is not physically-distinct cannot. Similar to the specified asset discussion, above, several Board members noted the significance of the control (e.g., access control) concept in the determination of whether a portion of a larger asset is representative of a lease, which will be discussed in a future meeting.

Right to control:
The staff noted that the majority of staff support an approach that aligns more closely the application of control as applied to leases in the ED, to how it is applied in the forthcoming revenue recognition standard and the consolidation standards, for purposes of consistency in application, while other staff support retaining the proposals regarding the right to control the use of an asset in the ED, with minimal changes to address practice concerns identified in the comment letters and through outreach.

Several Board members commented that the definition of a lease, as applied in the finalisation of the standard, should more directly describe the specific concept of control, and it was noted that this concept would be discussed in further detail in joint meetings of the Boards to be held the week commencing 11 April 2011. Likewise, Board members will deliberate at such time both views receiving support from the staff, as outlined above.

Types of leases 

In a February 2011 joint meeting of the Boards, the Boards introduced two different types of leases, which were referred to as finance and other-than-finance leases (although the labelling of such lease types will be considered further in a future meeting). Targeted outreach on this distinction revealed that most respondents were supportive of having two types of leases, but noted certain disadvantages of a two-type model, including added complexity and creation of bright-lines that may allow structuring between types of leases.

Considering this feedback, the staff presented a draft definition to be used in distinguishing finance and other-than-finance leases, as well as supporting indicators in distinguishing between the two; noting, generally, that the assessment should be based on the business purpose of the contract and a review of indicators including the lessor business model, residual asset, potential ownership transfer, length of lease term, underlying asset, variable rent, rent characteristics (e.g., benchmarking of rent payments) and embedded or integral services. 

One Board member expressed concern that the assessment for the lessee adds too much complexity to an environment in which the underlying purpose of leasing is generally financing, and therefore, proposed that only one type of lease be recognised for lessee modelling. This same Board member supported two types of leases in lessor accounting given the need to account for different income statement recognition patterns. This concept will be discussed further in a future meeting, in conjunction with assessment as to how the underlying leases would be accounted for both in the income statement and the balance sheet.

Accounting for variable lease payments 

The Boards were presented with staff recommendations and outreach feedback regarding the identification of lease payments that are in-substance fixed lease payments but are structured as variable payments in form (e.g., disguised minimum lease payments), following the Boards' tentative decision in February 2011 to require that the lessee's liability and the lessor's receivable include an estimate of disguised minimum lease payments.

The majority of targeted feedback supported the Boards' tentative decision, and as a consequence, the staff presented potential indicators for determining when the lease arrangement contains disguised minimum lease payments.

Several Board member expressed concern that indicators presented by the staff did not address uncertainties; for example, if a lease payment is contingent on a future event (e.g., underlying sales), how would the minimum lease payment be determined for purposes of assessment as to whether the lease is indicative of a disguised minimum lease payment. Other Board members expressed concern of recognising contingent balances on the balance sheet, and noted this as an area to discuss more fully in next week's joint meeting of the Boards.

Considering, specifically, the accounting for variable lease payments, the Board was presented with outreach feedback surrounding the Boards' February 2011 tentative decision that a high threshold ("reasonably assured") would be applied to variable lease payments, whereby variable lease payments should be included in the lessee's liability to make lease payments and the lessor's right to receive lease payments only if they are "reasonably assured." It was noted that the majority of feedback did not support inclusion of such payments in the lease liability or asset, as applicable, even if considered to be reasonably assured. Considering feedback received, the majority of the staff did not recommend retention of the Boards' tentative decision from February 2011. While this topic will be discussed in a future meeting, one Board member questioned whether the Boards were adding unnecessary structure in the accounting for variable lease payments; highlighting that a focus should be directed on disguised minimum lease payments only.

All of the above topics will be subject to deliberation during the joint meeting of the Boards scheduled the week commencing 11 April 2011.

