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Japan Leasing Association (JLA)’s view on the revised exposure draft Leases (re-ED)

JLA would like to express its view on the re-ED in JLA’s comment letter.

JLA conducted a survey on the re-ED in order to understand views on the re-ED from public
companies and large companies (9,226 companies) in Japan from the standpoint of lessee accounting and
JLA received views on the re-ED from 1,251 companies.

According to the result of the survey, more than 90% of the respondents disagree to the proposals for
lessee accounting by the boards and 80% of the respondents who disagree to the proposals view that the

current lease accounting standard should be retained.

JLA would like to emphasize the points below given the result of the survey (i.e. the views expressed
by the majority of lessees).
® The re-ED includes many defects and is extremely burdensome to preparers of financial statements.
® The proposed lessee accounting would reduce the usability of leases of assets other than property, and
would critically prevent entities from using leases.
® The boards should not implement a new lease accounting standard with defects remained.

® The boards should focus on only improving disclosures, retaining the current standard.

The Japanese Government led by the Prime Minister, Shinzo Abe, published an economic policy that
was called as “Abenomics”, in which expanding capital investment was listed as one of the most
important keys and making the best use of leasing was also stated as a priority. This implies that the
Japanese Government thinks of it as essential to make the best use of leasing so as to revive the Japanese
economy.

As preparers of financial statements, JLA totally agrees to the boards’ purpose of developing a high
quality accounting standard and also shows respect to the boards for the enormous efforts made by the
boards. However, any change of accounting standards should be friendly to the development of global

economy.
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According to the proposals in the re-ED, costs and benefits for leases of assets other than property
were not well considered and opinions from preparers of financial statements were not well reflected. In
addition, the proposals in the re-ED are anything but improvement to the current standard, because the
proposals would not faithfully reflect various leases by extremely focusing on making all leases

recognized under the on-balance sheet treatment.

The result of the survey conducted by JLA represents the views expressed by the majority of preparers
of financial statements in Japan, and the views are reflected in JLA’s comment letter. JLA strongly
proposes that the boards should carefully consider the JLA’s view in re-deliberating lease accounting and

the boards should carefully cope with revising the current lease accounting standard.

Yours faithfully,

&=V 724

Shunichi Asada
Chairman

Japan Leasing Association
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Japan Leasing Association (JLA)’s view on the revised exposure draft

JLA conducted a survey on the revised exposure draft leases (re-ED) issued by the International
Accounting Standards Board (IASB) and the Financial Accounting Standards Board (FASB). The
purpose of the survey is to understand views on the re-ED from public companies and large
companies (9,226 companies) in Japan from the standpoint of lessee accounting. JLA received
views on the re-ED from 1,251 companies. “JLA’s basic view on lease accounting” and “JLA’s view
on the discussing points in the re-ED” include the result of the survey (many lessees’ opinions).

In addition, JLA also conducted another survey on lease accounting in which examinees are 50
users of financial statements by questionnaire and they are picked out considering the ratio and
balance of types of business of public companies into account. According to the result of the
survey, the minority of respondents are supportive of the proposal by the boards that all the leases
should be recognized on lessees’ balance sheets, while the majority of the respondents view that
the disclosures in the current standard should be improved or that the current standard has no
defects. Consequently, JLA views that the current standard should be retained with the disclosures
requirements improved considering costs incurred by preparers of financial statements into
account because benefits arising from the proposals by the boards are limited, which is justified
by the result of the survey for users of financial statements.

The details of those surveys are attached to this comment letter.

€4 Summary of the survey (1) Lessee Accounting
According to the result of the survey, the majority of the respondents (companies) disagree to the lessee

accounting proposed in the re-ED, while the minority of the respondents agree the proposal.

(a) Disagree to the proposed lessee accounting (90.8%).

(b) Agree to the proposed lessee accounting (9.2%).

The respondents who disagreed to the proposal in the re-ED indicated the reasons for disagreeing to the
proposal as follows. Over 80% of respondents, who chose either (a) or (b) below, view that the current
standard should be retained. This implies that the respondents have strong concerns associated with costs

and burdensomeness if the proposed lessee accounting in the re-ED were implemented.

(a) Itis more reasonable to improve disclosures considering costs and practicability into account, if the
information provided in the current standard is not sufficient (43.9%).

(b) The current standard is appropriate (36.4%).

(c) The off-balance sheet treatment is appropriate for a lease of property as required in the current standard (14.2%).

(d) If operating leases are recognized on a lessee’s Balance Sheet (B/S), a straight line lease expense

recognition is appropriate regardless of the nature of the underlying asset (3.0%).

(e) Others (2.5%).
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The respondents who agreed to the proposal in the re-ED indicated the reasons for agreeing to the
proposals as follows. The respondents who totally agree with the proposal in the re-ED (i.e. the

respondents who chose (b) below.) account for only 3.8% of all the respondents.

(@) Recognizing all the leases on a lessee’s B/S is appropriate. However, it is agreeable to the proposed
classification of leases (for the purpose of lease expense recognition patterns) unless another expense
recognition is more appropriate (50.4%).

(b) Recognizing all the leases on a lessee’s B/S is appropriate and the proposed lease expense

recognition patterns are also appropriate (41.6%).

(c) Others (8.0%).

Given the result of the survey, JLA proposes as follows.
<JLA’s basic view on lease accounting>

The revised exposure draft (re-ED) includes many defects and is extremely burdensome to

preparers of financial statements.

The re-ED includes many defects and is not an improvement to the current lease accounting standard
(IFRS and US GAAP). In addition, the proposals in the re-ED would be extremely burdensome to

preparers of financial statements. —Points necessary to be discussed are as written below (seven points).

The proposed lessee accounting would reduce the usability of leases of assets other than property,

and would critically prevent entities from using leases.

Leasing is a useful tool for entities to acquire pieces of equipment and is made the best use of in each
country. Leasing has been playing an important role to contribute to economic development. The
proposed lessee accounting would deteriorate the usability of leases of equipment (assets other than
property) and would critically prevent entities from using leases of assets other than property. JLA would
not accept critical impacts, which would be caused by the proposals in re-ED, on the global economy and

advantages of leases.

IASB and FASB (the boards) should not implement a new lease accounting standard with defects

remained.
JLA understands the boards’ purpose to resolve the problem that leases similar to finance leases are
accounted for as operating leases. However, the boards should not issue a new lease accounting standard

with many defects remained.

The boards should focus on only improving disclosures, retaining the current standard.

Therefore, JLA proposes that what the boards should conduct is only to improve disclosures, retaining the
current standard from the standpoint of the balance between costs and benefits (i.e. information about

material property and assets other than property should be provided to users of financial statements in
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disclosures).

<JLA’s view on the discussing points in the re-ED>

1.

11

1.2

13

Differences between leases and services (JLA’s answer to the Question 1)

The bright line between leases and services (non-lease components) is still unclear and

irrational because of the reasons below.

® The proposal in the re-ED would require a lessee to recognize only leases on its balance
sheet without clarifying differences between leases and service contracts which include
non-cancelable contractual term.

® According to the guideline to determine whether a contract includes a lease or not,
similar contracts would be differently accounted for (i.e. some contracts as services and
the others as leases).

® Judgments made by preparers of financial statements might be different and the
comparability would be reduced because of the difficulty to determine whether a
contract is a lease or service contract, or whether a contract includes a lease.

® A lessee would be required to account for an entire contract as a lease for the majority of
leases which include service components because the lessee would not be able to

practically separate those components.

The boards concluded that a right and an obligation arising from a lease create an asset and liability
for the lessee, because the lessee acquires and controls a right to use the underlying asset and has an
obligation to make lease payments when the lessor delivers the underlying asset for use by the lessee.
In addition, the right and obligation are assumed to meet the definitions of assets and liabilities
according to the boards.

The boards also concluded that the nature of the rights and obligations arising at commencement of
a typical service contract is different from the nature of the rights and obligations arising at
commencement of a lease, because the customer does not obtain an asset that it controls at
commencement of the service contract. Consequently, the customer typically has an unconditional
obligation to pay only for the services provided to date.

If the boards conclude that a right and an obligation arising from a lease create an asset and liability
for the lessee (i.e. the lessee is required to recognize an asset and liability arising from a lease), the
boards should clarify the reason that a customer is not required to recognize a right and an obligation
arising from a service contract that might create an asset and liability for the customer (especially, a
service contract where there is a non-cancelable contractual term.). If the boards consider whether
there are some service contracts which create an asset and liability for the customer and conclude

that some service contracts create assets and liabilities for the customer, the boards should clarify the
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reason to justify that service contracts are accounted for differently from leases.

According to the proposal by the boards, a lessee would be required to determine whether a contract
contains a lease by assessing whether the fulfilment of the contract depends on the use of a specific
asset and whether the contract conveys the right to control the use of the underlying asset to the
lessee. For example, if a supplier has a substantive right to substitute the underlying asset, the
contract does not contain a lease. However, a contract where the supplier has a substantive right to
substitute the underlying asset but the supplier will not be expected to do so is regarded as a contract
that does not include any lease. However, there is no any difference between that contract and a
contract that is regarded as the one including a lease. In addition, according to the proposal by the
boards, a contract would be incidental to the delivery of services if the customer can obtain the
benefits from use of the asset only in conjunction with additional goods or services that are provided
by the supplier and not sold separately by the supplier or other suppliers; and the underlying asset
was designed to function only with the additional goods or services provided by the supplier.
However, there is no any difference between that contract and a contract including a lease. Therefore,
contracts that have a similar nature would be accounted for differently (i.e. some would be classified
into services and others would be into leases.). Furthermore, there would be practical difficulties to
determine whether a contract is a lease or includes a lease, and judgments made by preparers of
financial statements might be different, which would reduce comparability of financial statements.
The proposal in the re-ED requires an entity to identify and account for a lease component and a
non-lease component within the contract. The proposal also requires an entity to combine each of
components as a single lease component if there are no observable stand-alone prices for any
components of the contract or if there are observable stand-alone prices for one or more, but not all
of the components. Usually, lessees use leases for the purpose of not only financing but also
usability of leases, while lessors try to satisfy lessees’ needs by providing leases including additional
values. For example, lessors typically provide lessees with leases where the lessor pays fixed-asset
tax, insurance expenses associated with the underlying asset. In addition, a lessor provides the lessee
with an automobile lease where the lessor typically provides maintenance services associated with
the leased automobile. From the standpoint of practice, a lessee is unlikely to have an ability to
allocate the consideration to each component of the contract and the lessee would account for the
contract, as a whole, as a single lease component (it seems that the purpose of accounting for a
contract including both a lease component and service components as a single lease component was
mitigating costs and burdensome to lessees.). This implies that there would be an inconsistency
because some service components would be differently accounted for (i.e. some services are
recognized as assets and liabilities, while others are not.) depending on whether those services are
incidental to leases or not.

Because of the reasons listed above, the bright line between leases and services is still unclear and
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irrational.

Lessee accounting (JLA’s answer to the Question 2)

For leases of assets other than property, where the amount of lease payments accounted for
as operating leases under the off-balance sheet treatment are immaterial, it is not meaningful
to require an entity to recognize assets and liabilities arising from those leases. The proposal
by the boards would be extremely burdensome and costly to preparers of financial
statements and the costs incurred by the preparers of financial statements would outweigh
the benefit for users of financial statements. JLA strongly opposes to the proposal by the
boards that would reduce the usability of leases of assets other than property and would
prevent entities from using leases. In addition, it is irrational for the boards to propose the
depreciation method for type B, where the lessee recognizes depreciation as difference
between lease expense and interest, in order to realize a straight-line lease expense
recognition pattern. The depreciation method for type B is inconsistent with that for other
non-financial assets, although the depreciation method for the non-financial assets (i.e. PP&E)
reflects the pattern in which the entity expects to consume the non-financial asset’s future

economic benefits.

In Japan GAAP for leases, the off-balance treatment for finance leases was abolished in April 2008,
which made entities in Japan avoid using leases due to the complexity of the lease accounting after
the Japan GAAP was revised. However, lessors have been satisfying lessees’ needs by providing a
variety of services incidental to leases because lessees use leases for the purpose of not only
financing but also usability of leases.

There is no criticism related to structuring operating leases that are similar to finance leases in Japan.
According to the disclosures by approximately 1,700 listed companies in the first section of the
Tokyo stock exchange, the total of remaining lease payments arising from non-cancelable operating
leases is approximately 17,000 billion yen, which accounts for only 1% of the remaining balance of
total assets of those companies. Furthermore, the majority of those operating leases are estimated to
be leases of property. The boards indicated that the majority of leases were classified as operating
leases in the re-ED. However, the boards should re-analyze what types of assets of leases are
classified as operating leases in each country, and should re-analyze whether the majority of leases
of assets other than property are classified as operating leases or not, and whether there is any need
to require the current operating leases to be recognized on lessees’ balance sheets.

As written above, for leases of assets other than property, where the amount of lease payments
accounted for as operating leases under the off-balance sheet treatment are immaterial, it is not

meaningful to require an entity to recognize assets and liabilities arising from those leases. The
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proposal by the boards would be extremely burdensome and costly to preparers of financial
statements, and the costs incurred by preparers would clearly excess the benefits to users of financial
statements. As the result of the survey conducted by JLA, the majority of companies view that the
current standard should be retained because they have strong concerns related to costs and
burdensomeness if the proposed lessee accounting in the re-ED were implemented. JLA strongly
opposes to the proposal by the boards that would reduce the usability of leases of assets other than
property, and would prevent entities from using leases.

JLA opposes to the classification principle based on the nature of the underlying asset (i.e. property
or assets other than property) because it would not faithfully reflect either the economic nature of
leases or lessors’ business models. In JLA’s view, the classification principle in the current standard
is more appropriate to classify leases. In addition, it is irrational for the boards to propose the
depreciation method for type B, where the lessee recognizes depreciation as difference between
lease expense and interest expense, in order to realize a straight-line lease expense recognition
pattern. The depreciation method for type B is inappropriate and inconsistent with that for other
non-financial assets, although the depreciation method for the non-financial assets (i.e. PP&E)
reflects the pattern in which the entity expects to consume the non-financial asset’s future economic
benefits.

If the boards were be able to justify the on-balance sheet treatment for some of operating leases
under the current standard and were to alternatively adopt a straight-line lease expense for those
operating leases, JLA believes that “undiscounted lease payments approach” would be appropriate.
In the “undiscounted lease payments approach”, a lessee would recognize a right-of-use asset and
lease liability at undiscounted lease payments and would depreciate the right-of-use asset on a
straight line basis over the lease term, while the lease liability would be amortized by the amount of
lease payments in each period. Under the “undiscounted lease payments approach”, the amount of
lease payment in each period and that of depreciation in each period would be same if the lease
payments are made evenly. The “undiscounted lease payments approach” proposed by JLA would be
the most simplified and practical solution for some operating leases to be recognized by lessees if
the boards’ goal is to realize a straight-line lease expense recognition pattern as required for the
current operating leases and the boards would not require a lessee to separately present depreciation
and interest expense.

The majority of companies are much more supportive of the “undiscounted lease payments approach”
rather than the proposal by the boards, which is costly and burdensome to lessees, because that
approach is more appropriate from the standpoint of costs, benefits and practicability. The
“undiscounted lease payments approach” is superior to the proposal by the boards from the
standpoint of the rationale of depreciation method. In addition to this, there are some companies

which prefer to choose either the proposal in the re-ED or the “undiscounted lease payments
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approach”, and there are some which prefer another approach where the lessee apportions interest
component of lease payments over the lease term on a straight line basis.
€ Summary of the survey (2) Recognition of lease expenses on a straight line basis

<Recognition of lease expenses on a straight line basis>

(@) Supportive of the “undiscounted lease payments approach” (78.6%).
(b) Supportive of the proposal in the re-ED (10.9%).

(c) Supportive of other approaches (10.5%).

<The reasons for being supportive of the “undiscounted lease payments approach”>

(@) The “undiscounted lease payments approach” is more appropriate to realize a straight line lease
expense recognition pattern (83.7%).

(b) The proposed lessee accounting in the re-ED would not reflect the pattern in which the lessee
expects to consume the right-of-use asset’s future economic benefits. (12.6%).

(c) Others (3.7%).

<The reasons for being supportive of either proposal in the re-ED or another approach other than the

“undiscounted lease payments approach” >

(a) Preferto be able to choose either the approach proposed in the re-ED or the “undiscounted
lease payments approach” (42.3%).

(b) Prefer to apportion interest component of lease payments over the lease term on a straight line
basis (39.8%).

(c) Others (17.9%).

Lessor Accounting (JLA’s answer to the Question 3)

There is no need to change the current lessor accounting because of no criticisms pointed
out. The proposed lessor accounting for type A requires a lessor to separate a lease
receivable from a residual asset. However, the proposed requirement would be less
meaningful and would be confusing to users of financial statements. In addition, the
proposed lessor accounting would be also complex and burdensome to preparers of
financial statements. Therefore, the proposed lessor accounting is hot an improvement of the
current lessor accounting.

As one of the reasons for changing the current lessor accounting, “consistency between the proposed
lessee accounting and the lessor accounting” is pointed out in the re-ED. However, if leases were
classified into type A (almost all the leases of assets other than property) or type B (almost all the
leases of property) in accordance with the proposal, the proposed lessor accounting for type B would
be inconsistent with the proposed lessee accounting because the proposed lessor accounting for type
B is similar to the current lessor accounting for operating leases. Therefore, it is not necessary for

the lessor accounting for type A to be consistent with the ROU model either.
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As one of the reasons for changing the current lessor accounting, “lack of transparency about
information of residual asset risks” is also pointed out in the re-ED. However, lessors should
depreciate underlying assets under the current operating leases and recognize lease incomes as
economic benefits earned as a result of consumption of the underlying asset as required in the
current standard regardless of whether the underlying asset is a property or not because the current
lessor accounting for operating leases represents the economic nature of leases classified as
operating leases more appropriately.

For the current finance leases, there is no materiality in residual assets and there is few difference
between the current accounting for finance leases and the proposed accounting for type A from the
standpoint of periodic profits and losses recognized by lessors. It is meaningless and complex to
require lessors to recognize residual assets separately from lease receivables.

In addition, because there are some RVGs that would be accounted for as lease receivables and other
RVGs that would be accounted for as residual assets, recognizing residual assets separately would
reduce the “transparency of residual assets” and would make users of financial statements confused.
There were two approaches for presentation of residual assets in the boards’ deliberation. One
approach was that residual assets should be presented separately from other assets because residual
assets did not share the same economic characteristics as similar assets that were not leased. The
other one was that residual assets should be presented similarly to the underlying assets that would
be presented immediately after the expiry of the lease because residual assets are the rights retained
in the underlying asset while the subject of a lease. This kind of discussing point arose from the
boards’ decision to adopt an approach different from the approach in the current standard, although
the boards resulted in adopting the former approach. However, JLA notes that the discussing point of
the nature of a residual asset is still remained although the conclusion related to presentation of
residual assets came out.

Consequently, the proposed lessor accounting for type A is not an improvement to the current lessor
accounting because there it is meaningless to require lessors to recognize residual assets separately
from lease receivables and the proposed lessor accounting would be confusing to users of financial
statements. Furthermore, the proposed lessor accounting would be complex and costly to preparers
of financial statements. This is why JLA notes that there is no need to change the current lessor

accounting, and the current lessor accounting has not been criticized.

Classification of leases (JLA’s answer to the Question 4)

Classifying leases based on the nature of underlying asset (i.e. whether the underlying asset is
property or not.) would not faithfully represent either the economics of leases or lessors’
business models. In addition, there would be subjectivity in determining which expense

recognition pattern should be applied to even among leases of assets other than property.
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This would reduce comparability of financial statements and make users of financial
statements confused. If the boards were to adopt the principle to classify leases depending
on whether the lessee is expected to consume more than an insignificant portion of the
economic benefits embedded in the underlying asset, the current principle to classify leases
based on whether a lessor transfers substantially all the risks and rewards incidental to
ownership of the underlying asset to the lessee would more appropriately represent the
economics of leases.

In principle, the boards decided to classify leases based on whether the lessee is expected to
consume more than an insignificant portion of the economic benefits embedded in the underlying
asset. The decision’s intent was that the lessee determined which presentation pattern of lease
expense (i.e. a single lease expense or interest and depreciation of right-of-use asset) would be more
appropriate to represent the economic nature of the lease. However, the boards also decided to adopt
a practical expedient to classify leases based on the nature of underlying asset (i.e. whether the
underlying asset is property or not.) The rationale of the proposal by the boards is that property
typically has a relatively long life and a large proportion of the lease payments for property leases
relates to the land element inherent in property leases, while the majority of assets other than
property are depreciating assets and the lessee expects to consume more than an insignificant portion
of the assets other than property.

However, it is irrational to classify leases and to differentiate leases of property from leases of assets
other than property on the basis of whether the economic life of the underlying asset is long or not or
whether a large proportion of the lease payments relates to the land element inherent in property
leases or not. There are some leases of assets other than property where the underlying asset is
leased to multiple lessees one after another over the economic life of the asset, which is similar to
leases of property. In those leases, the lease payments are not priced as explained in BC45 in the
re-ED. Furthermore, a lessor who is engaged in this kind of leases would be required to recognize
unintentional incomes at the commencement of the lease under the proposal in the re-ED. Therefore,
classifying leases on the basis of whether the underlying asset is property or not would not faithfully
represent lessors’ business models either.

According to the proposal by the boards, lessees would be required to present interest and
depreciation for the majority of leases of assets other than property even though the lease term is
much shorter than the economic life of the underlying asset, while lessees would present a single
lease cost for leases of property, unless the lease term is a large portion of the remaining economic
life of the property. In addition, there would be subjectivity in determining which expense
recognition pattern (type A or type B) should be applied to even among leases of assets other than
property because there is neither guidance nor numerical threshold to determine leases of assets

other than property to which the type B lease expense recognition pattern is applicable. This would
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not faithfully represent the nature of each lease. The boards need to re-consider whether the proposal
for classification of leases would be an improvement to financial statements and whether the
proposal could reduce comparability of financial statements and make users of financial statements
confused.

As explained above, the classification of leases on the basis of whether the underlying asset is
property or not would not faithfully represent either the nature of leases or lessors’ business models.
In addition, there would be subjectivity in determining which expense recognition pattern should be
applied to even among leases of assets other than property. This would reduce comparability of
financial statements and make users of financial statements confused. If the boards were to adopt the
principle to classify leases depending on whether the lessee is expected to consume more than an
insignificant portion of the economic benefits embedded in the underlying asset, the current
principle to classify leases based on whether a lessor transfers substantially all the risks and rewards
incidental to ownership of the underlying asset to the lessee would more appropriately represent the

economics of leases.

Lease term (JLA’s answer to the Question 5)

If the boards provide a threshold that is similar to the concepts of ‘reasonably assured’ and
‘reasonably certain’ in existing US GAAP and IFRS, there is no need to change the current
threshold. It is more appropriate to only list the contractual, asset, entity and market-based
factors of “a significant economic incentive” as objective factors in the Basis for Conclusions
more clearly. In addition, the boards should not require any reassessment of lease term
where the costs outweigh benefits to users of financial statements and where the
reassessment of the lease term would not represent the situation the entity is faced with in
optional terms.

If a lessee has a significant economic incentive to exercise an option to extend the lease, or not to
exercise an option to terminate, the lessee and the lessor are required to determine the lease term as
the non-cancellable period plus periods covered by the options.

According to the survey conducted by JLA, the majority of companies disagree to the proposal for
measuring a lease term. One of the reasons is the difficulty of determining whether the lessee has a
significant economic incentive or not.

€ Summary of the survey (3) Measurement of a lease term

(a) Disagree to the proposal for measuring a lease term in the re-ED (89.3%).

(b) Agree to the proposals for measuring a lease term in the re-ED (10.7%).

<The reasons for disagreeing to the proposal by the boards>

(@) Itis difficult to determine whether the lessee has a significant economic incentive or not (54.9%).

(b) Comparability of financial statements would be reduced because some uncertain options

10
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(©)
(d)

could be included in the lease term (22.9%).
There is no any defect to the current standard (21.2%).

Others (1.0%).

BC140 of the re-ED says, “the concept of ‘significant economic incentive’ would provide a

threshold that is similar to the concepts of ‘reasonably assured’ and ‘reasonably certain’ in existing

US GAAP and IFRS” and “Requiring an economic incentive provides a threshold that can be

applied more easily because it is more objective than a threshold based solely on management’s

estimates or intent”.

However, it seems that the description in the re-ED itself would be insufficient to interpret that the

proposed threshold is similar to the current concepts of ‘reasonably assured” and ‘reasonably certain’,

which has been proved by the survey by the JLA. In addition, it is difficult to practically apply the

factors specified in the re-ED to determine whether the lessee has a significant economic incentive

or not. Consequently, there might be possibility that a preparer of financial statements determines

the lease term that is different from the one in the current standard. This would reduce comparability

and would be confusing to users of financial statements.

In addition, it is set out in BC298 (description for a short term lease) that if entities are required to

consider whether the lessee has a significant economic incentive to extend the lease, that approach

would require entities to apply more judgement and, thus, would be more complex to apply.

Furthermore, BC140 sets out that the concepts of ‘reasonably assured” and ‘reasonably certain’ in

existing US GAAP and IFRS, which the boards understand work well in practice. If so, there would

be no benefit arising from changing that current concept but there would be costs incurred by

preparers of financial statements. Retaining the current concept would also address the concern that

the definition of a short term lease should be defined consistently with that of a lease term.

If the boards provide a threshold that is similar to the concepts of ‘reasonably assured’ and

‘reasonably certain’ in existing US GAAP and IFRS, there is no need to change the current threshold.

It is more appropriate to only list the contractual, asset, entity and market-based factors of “a

significant economic incentive” as objective factors in the Basis for Conclusions more clearly.

In addition, an entity is required to reassess the lease term if the entity determines that it has a

significant economic incentive later than the commencement date of the lease in spite that it

determined that it had no significant economic incentive and vice versa.

However, it is meaningless and costly to require an entity to reassess the leases term when the entity

determines whether to exercise an option to extend or exterminate the lease just before or at the end

of the lease term. It would be more appropriate to account for an extended lease term as if it is a new

lease, when the contractual conditions (such as lease payments) in the initial term are different from

those in the optional term. Therefore, the proposed reassessment of lease term would not always

provide useful information to users of financial statements.
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As explained above, the boards should not require any reassessment of lease term where the costs
outweigh the benefits to users of financial statements and where the reassessment of the lease term

would not represent the situation the entity is faced with in optional terms.

Short term lease

A lease where the contractual lease term is one year and the amount of lease payments is
immaterial would not be classified as a short term lease, if the lease includes an option to
extend the lease. An entity is not able to adopt the proposed practical expedient and is
required to apply the complex accounting proposed by the boards to the one year lease
with an option, even if the entity determines that the lessee does not have a significant
economic incentive. The proposed practical expedient for a short term lease would not work
well for the purpose of mitigating the costs incurred by preparers of financial statements.
There is no need to exterminate the usability of the practical expedient in order to prevent
extremely and intentionally structured leases from being accounted as short term leases. In
addition, it is unclear how often leases are intentionally structured.

According to the survey conducted by JLA, the majority of companies disagree to the proposal for
the definition of a short term lease in the re-ED. If options to extend the lease are included in
determining the lease term, the proposed accounting for a short term lease could not be applied. This
is one of the main reasons why the costs associated with applying the proposal by the boards would
increase.

€ Summary of the survey (4) Accounting for a short term lease

(a) Disagree to the proposed definition of a short term lease (78.5%).

(b) Agree to the proposed definition of a short term lease (21.5%).

<The reasons to disagree to the proposal>

(@) If options to extend the leases are included, there are few leases to which the proposed
accounting for a short term lease could be applied, which would be burdensome (60.5%).

(b) The proposed accounting for a short term lease could not be applied to many leases, because
there are many leases where the non-cancelable lease term is more than one year, which

would be burdensome (37.3%).

(c) Others (2.2%).

For a lease of assets other than property where the non-cancelable lease term is 12 months or less,
the amount of lease payments is generally immaterial and there is no any materiality on financial
statements at all. However, for one year lease where the lessee has an option to extend the lease for
another year in each year but has no significant economic incentive, the lessee would be required to
account for that lease according to the complex accounting. On the other hand, a lessee would be

able to adopt the practical expedient to a lease if the lease includes no option to extend the lease
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because the lease is classified as a short term lease.

A lease where there is no materiality and the lease term is one year or less would not be classified as
a short term lease, if the lease includes an option to extend the lease. The lessee is not able to apply
the practical expedient to the lease even though the lessee does not have a significant economic
incentive. Therefore, the proposed practical expedient for a short term lease would not work well for
the purpose of mitigating the costs incurred by preparers of financial statements.

JLA understands the boards’ concern that short term leases might be intentionally structured.
However, it is extremely unlikely to structure a short term lease for an underlying asset whose
economic life is long, because of a lack of economic rationale (i.e. the lessor would be exposed to
higher residual asset risks than has been anticipated when pricing the contract.). For example, a
lessor prices a contract where the lessor assumes that the lessee will use the underlying asset for ten
years but the non-cancelable lease term is one year. In this case, the lessor would be exposed to the
residual asset risk for 9 years unless the lessee surely exercises an option to extend the lease (refer to
BC110 in the re-ED.).

The concept of lease term (i.e. considering whether the lessee has a significant economic incentive)
should be also applied to the definition of a short term lease, although JLA proposes that the
concepts of ‘reasonably assured” and ‘reasonably certain’ in existing standard should be applied to
the definition of lease term. The concern related to “intentionally structured short term leases” would
be solved by judgments made by preparers of financial statements and auditors. There is no need to
exterminate the usability of the practical expedient in order to prevent extremely and intentionally
structured leases from being accounted as short term leases. In addition, it is unclear how often

leases are intentionally structured.

Lease of a non-core asset

It is necessary to clarify that an entity is able to apply the proposed practical expedient for a
short term lease to a lease of a non-core asset from the standpoint of costs and benefits.

It is clear that costs incurred by preparers of financial statements would outweigh benefits to users of
financial statements if the proposed right-of-use model is applied to leases that are immaterial to the
operations of an entity.

The boards has concluded not to propose any distinction in accounting on the basis of whether the
underlying asset is core to an entity’s operations because of the difficulty to justify distinguishing a
right-of-use asset relating to a core asset from one that relates to a non-core asset.

According to the survey conducted by JLA, the majority of companies disagree to the proposal that
there is no any practical relief for a lease of a non-core asset because the current operating lease
accounting would be appropriate to a lease of non-core asset or because it would be difficult to
practically cope with the requirements unless there is any practical relief for a lease of a non-core

asset in the lease accounting standard itself.
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€ Summary of the survey (5) Accounting for a lease of a non-core asset

(a) Disagree to the proposal that there is no practical relief for a lease of a non-core asset (87.2%).

(b) Agree to the proposal that there is no practical relief for a lease of a non-core asset (12.8%).

<The reasons for disagreeing to the proposal by the boards>

(@) Itis appropriate to apply the current operating lease accounting to a lease of a non-core asset (58.2%).

(b) There would be practical difficulty without any practical relief for a lease of non-core asset in
which an entity is able to determine whether the proposals should be applied to its leases based
on the materiality threshold set by the entity (40.9%).

(c) Others (0.8%)

On the other hand, BC405 says, “the IASB expects lessees to apply a similar materiality threshold to
leases as it does to items of property, plant and equipment. This would result in a lessee not applying
the proposals to leases considered to be immaterial on a basis similar to that applied to items of
property, plant and equipment, whereby an entity does not capitalize the costs of purchasing items of
property, plant and equipment when that cost is less than a particular amount.”

According to BC405, a lessee would not recognize immaterial leases on its balance sheet. However,
the proposals by the boards will be applied to leases where the amount of lease payments excesses a
certain materiality threshold, even though those leases are immaterial to the operations of the entity
and to judgments made by users of financial statements. The costs incurred by the preparers would
clearly excess the benefits to users of financial statements.

Therefore, for leases of assets that are immaterial to the operations of an entity (leases of non-core
assets), it is appropriate to apply the proposed practical expedient for a short term lease from the
standpoint of costs and benefits. If the boards would not distinguish leases of core assets from ones
of non-core, the proposed right-of-use model would be applied to all the leases given no flexible

adjustments made by accounting auditors.

<JLA’s view on other points in the re-ED>
Discount rate
It would be difficult for a lessee to use the rate the lessor charges the lessee, and the lessee would be
likely to use lessee’s incremental borrowing rate. However, there is no incremental borrowing rate
applicable to leases similar to the current operating leases, in which the lessee would secure a loan
with not the underlying asset but the right-of-use asset. This would reduce the comparability of

financial statements.

Residual value guarantees (RVGS)

There are many cases in which the lessee has little information about the amount payable under the
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RVGs at the commencement of the lease. Therefore, a lessee should include the maximum amount
payable under the RVGs in the lease payments when the lessee initially recognizes the right-of-use
asset and lease liability as required in the current standard. This alternative would be the best
solution in practice.

9.2 According to the proposal by the boards, lease payments structured as RVGs would be included in
the lease receivable at the initial recognition from the standpoint of lessor accounting, while all the
other RVGs would be recognized as residual assets. As noted above, JLA believes that it is
meaningless, costly, and confusing to users of financial statements to account for a lease receivable
separately from a residual asset. Therefore, JLA proposes that a lessor should include all the RVGs
in lease payments at the maximum amount under the RVGs when the lessor initially recognizes a

lease receivable as required in the current standard.

10. Sale and leaseback transaction
10.1 According to the proposal by the boards, a sale and leaseback transaction would be accounted for as
a finance transaction if that sale and leaseback transaction was a lease classified as the current
finance lease because the transfer of the underlying asset is not a sale. However, it is not appropriate
to account for sales and leaseback transactions below, which are not finance transactions, as such.
a. Alessee purchases the underlying asset to be lease-backed in advance for reasons below.
When a lessee intends to lease many kinds of assets for its operation, the lessee purchases the
assets from many dealers in advance because it is more reasonable and streamlined for not
the lessor but the lessee to do so from the standpoint of purchase prices and procedures. In
this case, the lessee does not recognize the purchased assets on its balance sheet.
It is more reasonable and streamlined for not the lessor but the lessee to import and purchase
an underlying asset because the lessee has the know-how to import it.
When a lessee has an established relationship with a dealer, the lessee is able to purchase an
underlying asset at lower price than the lessor does.
b. A lessee leasebacks its own assets such as cars in order to streamline administration costs and

burdensomeness associated with owing assets.

11. Sub-lease

11.1 Under a sub-lease classified as the current finance lease, the contractual terms of the sub-lease are
almost identical to those of the head lease. The inter-mediate lessor intends to earn some
commission under the sub-lease. This kind of inter-mediate lessor works as an agent of the lessor of
the head lease. It would be extremely costly for the inter-mediate lessor to account for the sub-lease
both as a lessee and a lessor.

11.2 Therefore, this kind of inter-mediate lessor should recognize the difference between lease payments
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payable to the lessor of the head lease and lease payments receivable from the lessee as commission,
recognizing both a lease receivable arising from the sub-lease and a lease liability arising from the
head lease instead of recognizing interest expense as a lessee and interest income as lessor. JLA
believes that this kind of practical relief should be applicable to that inter-mediate lessor, and that

relief would better reflect the economic nature of sub-lease.
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Summary of survey conducted by JLA on the revised exposure draft Leases

Purpose

To broadly understand the views from preparers of financial statements on the revised
exposure Draft (re-ED) issued by the IASB and the FASB.

ltems

1. Lessee accounting

2. Straight-line lease expense recognition

3. Measurement of a lease term

4. Accounting for a short term lease

5. Accounting for a lease of a non-core asset

Companies surveyed & respondents

Companies surveyed Respondents Respondents/companies surveyed

Public companies 3,538 514 14.5%

Non-public companies 5,688 737 13.0%

Total 9,226 1,251 13.6%
Summary

1. Lessee accounting
<Do you agree to the proposal for lessee accounting?>

According to the result of the survey, the majority of the respondents disagree to the lessee accounting
proposed in the re-ED, while the minority of the respondents agree.

Tablel-1 Lessee accounting

Disagree Agree
90.8% 9.2%

0% 10% 20% 30% 40% 50% 60% 70% 80% 90%  100%
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The respondents who disagreed to the proposal in the re-ED indicated the reasons as follows. Over 80%
of respondents, who chose either (a) or (b) below, view that the current standard should be retained.
This implies that the respondents have strong concerns associated with costs and burdensomeness if the
proposed lessee accounting in the re-ED were implemented.

Tablel-2 The reasons for disagreeing to the proposal by the boards

(a) It is more reasonable to improve the disclosures
considering costs & practicability into account if the
information provided under the current standard is not
sufficient.

9%

(b) The current lease standard is appropriate.

(c) The off-balance sheet treatment is appropriate for a
lease of property as required in the current standard.

(d) If operating leases are recognized on a lessee's B/S, a
straight-line lease expense recognition is appropriate 3.0%
regardless of the nature of the underlying asset.

(e) Others 2.5%

0.0% 10.0% 20.0% 30.0% 40.0% 50.0%

2. Straight-line lease expense recognition
<Which approach do you agree to, either the proposed lease expense recognition pattern in

which the lessee recognizes lease expense on a straight-line basis or “undiscounted lease

payments approach”?>

According to the survey, the majority of companies are much more supportive of the “undiscounted
lease payments approach” rather than the proposal by the boards.

Table 2-1 Straight-line expense recognition

supportive of the

undiscounted lease supportive o

the proposa
10.9%

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

payments approach

The reasons for being supportive of the “undiscounted lease payments approach” are as follows.

The undiscounted lease payments approach is more appropriate from the standpoint of costs, benefits
and practicability. The “undiscounted lease payments approach” is superior to the proposal by the
boards from the standpoint of the rationale of depreciation method. In addition to this, there are some
companies which prefer to choose either the proposal in the re-ED or the “undiscounted lease payments
approach”, and there are some which prefer another approach where the lessee apportions interest
component of lease payments over the lease term on a straight line basis.
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Table 2-2 The reasons for being supportive of the undiscounted lease payments approach

(a) The undiscounted lease payments approach is
more appropriate to realize a lessee’s straight-line 83.7%
expense recognition.

(b) The proposed lessee accounting in the re-ED would
not faithfully reflect the pattern in which the 12.6%
lessee expects to consume the right-of-use asset’s
future economic benefits.

(c) Others 3.7%

0.0% 20.0% 40.0% 60.0% 80.0%  100.0%

3. Measurement of a lease term
<Do you agree to the proposed measurement of a lease term in the re-ED?>

According to the survey, the majority of companies disagree to the proposal for measuring a lease term.

Table 3-1 Measurement of lease term

Disagree

89.3%

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

One of the reasons is the difficulty of determining whether the lessee has a significant economic

incentive or not.

Table3-2 The reasons for disagreeing to the proposal by the boards

(a) Itis difficult to determine whether the lessee has a
significant economic incentive or not.

SZJ,Q%

(b) Comparability of financial statements would be
reduced because some uncertain options could
be included in the lease term.

(c) There is no any defect to the current standard.

(d) Others

0.0% 20.0% 40.0% 60.0%
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4. Accounting for a short term lease
<Do you agree to the proposed accounting for a short term lease?>

According to the survey, the majority of companies disagree to the proposal for the definition of a short
term lease in the re-ED.

Table4-1 Accounting for a short term lease

Disagree Agree
78.5% 21.5%

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

One of the main reasons is as follows.

If options to extend the lease are included in determining the lease term, the proposed accounting for a
short term lease could not be applied. This is one of the main reasons why the costs associated with
applying the proposal by the boards would increase.

Table4-2 The reasons for disagreeing to the proposal by the boards

(a) If options to extend the leases are included,
there are few leases to which the proposed .
accounting for a short term lease could be 60.5%

applied, which would be burdensome.

(b) The proposed accounting for a short term

lease could not be applied to many leases,
because there are many leases where the 37.3%
non-cancelable lease term is more than one

year, which would be burdensome.

(c) Others 2.2%

0.0% 20.0% 40.0% 60.0% 80.0% 100.0%

5. Accounting for a lease of a non-core asset
<Do you agree to the proposal that there is no any distinction in accounting on the basis of
whether the underlying asset is core to an entity’s operations?>

According to the survey, the majority of companies disagree to the proposal that there is no any practical

relief for a lease of a non-core asset.
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Table5-1 Accounting for a lease of a non-core asset

Disagree

87.2%

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

The reasons are as follows.

The current operating lease accounting would be appropriate to a lease of non-core asset.

It would be difficult to practically cope with the requirements without any practical relief for a lease of a
non-core asset in the lease accounting standard itself.

Table5-2 The reasons for disagreeing to the proposal by the boards

(a) It is appropriate to apply the current operating lease

accounting to a lease of a non-core asset. H 58.2%

(b) There would be practical difficulties without any
practical relief in which an entity can determine
whether the proposals should be applied to its _ 40.9%
leases based on the materiality threshold set by the
entity in the standard.

0,
(c) Others 0.8%

0.0% 10.0% 20.0% 30.0% 40.0% 50.0% 60.0% 70.0%




Survey on the revised exposure draft Leases

August 2013

Japan Leasing Association

o Japan Leasing Association (JLA) conducted a survey on the revised exposure draft leases (the re-ED)
issued by the International Accounting Standards Board (IASB) and the Financial Accounting
Standards Board (FASB) in May 2013. The purpose of the survey is to understand views on the re-ED
from public companies and large companies in Japan from the standpoint of lessee accounting (the
number of the companies which were surveyed is 9,226.).

o More than 90% of the respondents disagree to the proposals by the Boards in the re-ED. More

than 80%%* of the respondents view that the current standard should be retained.

* The reasons to disagree to the proposals are as follows.
“It is more reasonable to improve the disclosures considering costs and practicability into account if
the information provided under the current standard is not sufficient.”
“The current standard is appropriate.”

o For the on-balance sheet treatment of leases, about 80% of the respondents agree to that treatment
only if a lessee were allowed to recognize an asset and a liability at the undiscounted lease payments
(undiscounted lease payments approach). For the proposal associated with measuring a lease term in
the re-ED, about 90% of the respondents disagree to that proposal. For the proposed short term lease
accounting, about 80% of the respondents disagree to that proposal. For a lease of a non-core asset,
about 90% of the respondents disagree to the proposal that there is no any distinction in accounting on
the basis of whether the underlying asset is core to an entity’s operations. According to the result of

the survey, it has become clear that the majority of the respondents (companies) in Japan have

concerns to the proposals in the re-ED.

I Summary
1. Am
JLA conducted the survey on the re-ED issued by the IASB and the FASB in May 2013 for the purpose of
® understanding the views from preparers of financial statements (Japanese lessees) broadly,
® including the views in JLA’s comment letter, and

® having the IASB and other standards setters understand the views.

2. Items
a. The proposed lessee accounting
b. Recognition of lease expenses on a straight line basis
¢. Measurement of a lease term
d. Accounting for a short term lease

e. Accounting for a lease of a non-core asset

3. Method to conduct the survey

Questionnaires were sent to companies.




4. Scope of surveyed companies and respondents

The survey was conducted to all the public companies (3,538 companies) and large companies (5,688
companies). A large company is defined as a company whose capital is 500 million yen or more, or a company whose
liability is 20 billion yen or more. The number of companies within the scope is 9,226. The respondents account for

13.6% of all the companies surveyed.

Table; The number of companies surveyed and that of respondents

Companies surveyed Respondents Respondents/Companies surveyed
Public companies 3,538 514 14.5%
Non-public companies
) 5,688 737 13.0%
(Large companies)
Total 9,226 1,251 13.6%

JLA’s member companies are not included. The companies surveyed cover almost all the public companies and large companies in
Japan.

5. Period
From June 14, 2013 to July 16,2013

6. Aggregation method
The number of the respondents is not same with that of valid respondents in each question because all the

respondents did not answer each of the questions.

I Result of the survey
1. Lessee Accounting
Do you agree to the proposal for lessee accounting?
For the proposed lessee accounting in the revised exposure draft (the re-ED), the majority (90.8%) of the
respondents disagree to the proposal, while only 9.2% of the respondents agree (refer to Table 1-1).

Tablel-1 Whether you agree to the proposed lessee accounting in the re-ED (the number of the
valid respondents 1,232)

Disagree Agree
90.8% 9.2%

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%




<The reasons for disagreeing to the proposal>

43.9% of the respondents who disagree to the proposal view that it is more reasonable to improve the disclosures
considering costs and practicability into account if the information provided under the current standard is not sufficient.
36.4% of those respondents view that the current standard is appropriate.” Consequently, more than 80% of those
respondents view that the current standard should be retained.

14.2% of those respondents view that the off-balance sheet treatment is appropriate for a lease of property as
required in the current standard. 3.0% of those respondents view that a straight-line lease expense recognition pattern
is appropriate, regardless of whether the underlying asset is property or not (Refer to table 1-2).

Many of the respondents who answered “others (2.5%)” view that it is impossible to apply the proposal in
practice. In addition, some respondents have a concern associated with costs and benefits, and other respondents view

that comparability would be reduced because of arbitrariness associated with measuring a lease term.

Tablel1-2 The reasons for disagreeing to the proposal by the boards (The number of valid respondents; 1,100)

It is more reasonable to improve the disclosures
considering costs & practicability into account if the
information provided under the current standard is not
sufficient.

43.9%

The current lease standard is appropriate.

The off-balance sheet treatment is appropriate for a
lease of property as required in the current standard.

If operating leases are recognized on a lessee's B/S, a
straight-line lease expense recognition is appropriate
regardless of the nature of the underlying asset.

Others

0.0% 10.0% 20.0% 30.0% 40.0% 50.0%

<The reasons for agreeing to the proposal>

The respondents who agree to the proposed lessee accounting account for only 9.2% (113 companies) of all the
respondents. Some (50.4%) of those respondents view that it is appropriate to recognize all the leases in a lessee’s
balance sheet. However, it is agreeable to the proposed classification of leases for the purpose of lease expense
recognition patterns unless there are any forms of appropriate approaches to classify leases. In addition, some (41.6%)
of those respondents view that recognizing all the leases on a lessee’s balance sheet is appropriate and the proposed
classification of leases for the purpose of lease expense recognition patterns is also appropriate (Refer to Table 1-3.).

The respondents who answered “others (8.0%)” include respondents who are reluctantly supportive of the

proposal. In addition, some required the boards to pay more attentions to practicability.



Table1-3 Reasons for agreeing to the proposal (the number of valid respondents; 113)

Recognizing all the leases on a lessee’s BS is
appropriate. However, it is agreeable to the
proposed classification of leases unless another
expense recognition is more appropriate.

50.4%

Recognizing all the leases on a lessee’s BS is
appropriate and the proposed lease expense
recognition patterns are also appropriate.

41.6%

0,
Others B.0%

0.0% 10.0% 20.0% 30.0% 40.0% 50.0% 60.0%

2. Straight-line lease expense recognition
<Which approach do you agree to, either the proposed lease expense recognition pattern in which the
lessee recognizes lease expense on a straight-line basis or “undiscounted lease payments approach”?>

If the lessee’s ROU model were adopted, the majority (78.6%) of the respondents are supportive of the
“undiscounted lease payments approach™”, while the minority (10.9%) of the respondents are supportive of the
proposal in the re-ED and the others (10.5%) are supportive of other approaches to recognize lease expense (Refer to
Table2-1.).

*2 Under the undiscounted lease payments approach, the lessee recognizes a ROU asset and lease liability at the undiscounted lease
payments. The lessee recognizes depreciation evenly over the lease term and amortizes lease liability at the amount of lease

payments in each period.

Table2-1 Straight-line lease expense recognition pattern (the number of valid respondents; 1,217)

supportive o
the proposal
10.9%

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

supportive of the
undiscounted lease
payments approach
78.6%

<The reasons for being supportive of the undiscounted lease payments approach>

The majority (83.7%) of the respondents who are supportive of the “‘undiscounted lease payments approach”
view that that approach is more appropriate than the proposed lease expense recognition patterns to realize a lessee’s
straight-line expense recognition. 12.6% of those respondents view that the proposed accounting in the re-ED would
not faithfully reflect the pattern in which the lessee expects to consume the right-of-use asset’s future economic
benefits (Refer to Table2-2.).

Many of the respondents who answered ““others (3.7%)” indicate that the proposed lessee accounting is more

burdensome because it requires lessees to discount lease payments.



Table2-2 The reasons for being supportive of the undiscounted lease payments approach (the number of
valid respondents; 951)

The undiscounted lease payments approach is
more appropriate to realize a lessee’s straight-line 83.7%
expense recognition.

The proposed lessee accounting in the re-ED would

not faithfully reflect the pattern in which the lessee 12.6%
expects to consume the right-of-use asset’s future

economic benefits.

Others 3.7%

0.0% 20.0% 40.0% 60.0% 80.0%  100.0%

<The reasons for being supportive of the proposal in the re-ED>

The respondents who are supportive of the proposal in the re-ED account for only 10.3% (133 companies).
60.6% of the supportive view that the proposed lessee accounting is more appropriate than the undiscounted lease
payments approach to realize a lessee’s straight-line expense recognition. Some (34.8%)of the supportive view that
the proposed lessee accounting is more preferable because a lessee overstates ROU asset and lease liability under the
undiscounted lease payments approach even though that approach might be more appropriate to realize a lessee’s

straight-line lease expense recognition.

Table2-3 The reasons for being supportive of the proposal in the re-ED (the number of the valid respondents; 132)

The proposed accounting is more appropriate
than the undiscounted lease payments approach

he undiscount - 60.6%
to realize a straight-line expense recognition.

The proposed accounting is more preferable

because a lessee overstates ROU asset and liability
under the undiscounted lease payments approach 34.8%
even though that approach is more appropriate to

realize a straight-line lease expense recognition.

Others 4.5%

0.0% 20.0% 40.0% 60.0% 80.0% 100.0%

<The reasons for being supportive of other approaches>

The respondents who are supportive of other approaches account for only 10.5% (128 companies). 42.3% of the
respondents who are supportive of others prefer to be able to choose either the approach proposed in the re-ED or the
undiscounted lease payments approach. Some (39.8%) of those respondents prefer that a lessee apportions interest
component of lease payments over the lease term on a straight line basis (refer to Table2-4.).

The respondents who answered “others” (17.9%) view that the current standard is more preferable.



Table2-4 The reasons for being supportive of others (the number of the valid respondents; 123)

Prefer to be able to choose either the approach
proposed in the re-ED or the undiscounted lease 42.3%
payments approach.

Prefer to apportion interest component of lease
payments over the lease term on a straight line 39.8%
basis.

Others 7.9%

0.0% 20.0% 40.0% 60.0%

3. Measurement of a lease term
<Do you agree to the proposed measurement of a lease term in the re-ED?>

The majority (89.3%)of the respondents disagree to the proposed measurement of a lease term” in
the re-ED, while the minority (10.7%) of the respondents agree to the proposal (refer to Table3-1.).
"3 The re-ED proposes that a lease term be determined as the non-cancellable period together with the
periods covered by an option to extend or terminate the lease if the lessee has a significant

economic incentive.

Table3-1The proposed measurement of a lease term (the number of the valid respondents; 1,229)

Disagree

89.3%

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

<The reasons for disagreeing to the proposal>

At first, 54.9% of the respondents who disagree to the proposal view that it is difficult to determine whether the
lessee has a significant economic incentive or not. At second, 22.9% of those respondents view that comparability of
financial statements would be reduced because some uncertain options could be included in the lease term (Refer to
Table3-2.).

Some (1.0%) of the respondents who answered “others” view that the proposed measurement of a lease term is

complex and others view that a lease term might be arbitrarily determined.



Table3-2 The reasons for disagreeing to the proposal (the number of the valid respondents; 1,094)

54‘.9%

It is difficult to determine whether the lessee has a
significant economic incentive or not.

Comparability of financial statements would be
reduced because some uncertain options could be

included in the lease term.

There is no any defect to the current standard.

Others

0.0% 20.0% 40.0% 60.0%

<The reasons for agreeing to the proposal>

The respondents who agree to the proposal in the re-ED account for only 10.7% (131 companies) of all the
respondents. 62.3% of those respondents view that the proposed measurement of a lease term would reflect the nature
of the lease term although it is difficult to determine whether the lessee has a significant economic incentive. 32.3% of
those respondents view that the proposed measurement would reflect the nature of the lease term and it is easy to

determine whether the lessee has a significant economic incentive (Refer to Table3-3.).

Table3-3 The reasons for agreeing to the proposal (the number of the valid respondents 130)

The proposal for lease term reflects the nature of

lease term although it is difficult to determine 62.3%
whether the lessee has a significant economic
incentive.

The proposal for lease term would reflect the
nature of lease term and it is easy to determine 32.3%
whether the lessee has a significant economic
incentive.

Others 5.4%

0.0% 20.0% 40.0% 60.0% 80.0% 100.0%

4, Accounting for a short term lease
<Do you agree to the proposed accounting for a short term lease?>

The majority (78.5%) of the respondents disagree to the proposed accounting for a short term lease ™ while the
minority (21.5%) of the respondents agree to the proposal (refer to Table4-1.).

*4 The re-ED proposes that an entity can choose to account for a short term lease under the off-balance sheet
treatment. A short term lease is defined as “‘a lease that, at the commencement date, has a maximum possible
term under the contract, including any options to extend, of 12 months or less.”



Table4-1 Accounting for a short term lease (the number of the valid respondents; 1,220)

Disagree Agree
78.5% 21.5%

I T T T T T T T T T

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

<The reasons for disagree to the proposal>

The majority (60.5%) of the respondents who disagree to the proposal view that if options to extend the leases
are included, there are few leases to which the proposed accounting for a short term lease could be applied, which
would be burdensome. 37.3% of those respondents view that the proposed accounting for a short term lease could not
be applied to many leases, because there are many leases where the non-cancelable lease term is more than one year,
which would be burdensome. (Refer to Table4-2.).

Some (2.2%) of the respondents who answered “others” view that it is difficult to determine options to extend
the lease and others view that the definition of short term lease should be one year or less excluding options to extend

the lease.

Table4-2 The reasons for disagreeing to the proposal (the number of the valid respondents; 954)

If options to extend the leases are included,
there are few leases to which the proposed

(+)
accounting for a short term lease could be 60.5%

applied, which would be burdensome.

The proposed accounting for a short term

lease could not be applied to many leases, o
37.3%

because there are many leases where the

non-cancelable lease term is more than one

year, which would be burdensome.

Others 2.2%

0.0% 20.0% 40.0% 60.0% 80.0% 100.0%

<The reasons for agreeing to the proposal>

The respondents who agree to the proposal account for only 21.5% (262 companies) of the all the respondents.
At first, the majority (72.7%) of those respondents view that the proposal for a short term lease is appropriate from the
standpoint of costs and benefits. At second, 15.8% of those respondents view that the proposal is appropriate in order
to prevent an entity from intentionally structuring short term leases. 9.2% of those respondents view that the proposal
would be agreeable if the definition of a short term lease is consistent with that of a lease term (i.e. options are included

if the lessee has a significant economic incentive.) (Refer to Table4-3.).



Table4-3 The reasons for agreeing to the proposal (the number of the valid respondents; 260)

The proposal for a short term lease is appropriate
from the standpoint of costs and benefits. 727%

The proposal is appropriate in order to prevent an 15.8%
entity from intentionally structuring short term 670

leases.

The proposal would be agreeable if the definition 9.2%
of a short term lease is consistent with that of a ks
lease term.

Others F 2.3%
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5. Accounting for a lease of a hon-core asset
<Do you agree to the proposal that there is no any distinction in accounting on the basis of whether the

underlying asset is core to an entity’s operations?>
The majority (87.2%) of the respondents disagree to the proposal that there is no any distinction in accounting on
the basis of whether the underlying asset is core to an entity’s operations, while the respondents who agree account for

only 12.8% of all the respondents (Refer to Table5-1.).

Table5-1 Accounting for a lease of a non-core asset (the number of the valid respondents; 1,061)

Disagree

87.2%

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

<The reasons for disagreeing to the proposal>

At first, 58.2% of the respondents who disagree to the proposal view that it is appropriate to apply the current
operating lease accounting to a lease of a non-core asset. At second, 40.9% of those respondents view that there would
be practical difficulties unless there is any practical relief in which an entity is able to determine whether the proposals
in the re-ED should be applied to its leases based on the materiality threshold set by the entity in the lease accounting
standard itself(Refer to Table 5-2.).

The respondents who answered “others” (0.8%) view that it is likely to be extremely costly and burdensome to

recognize all the immaterial leases on a lessee’s balance sheet.



Table5-2 The reasons for disagreeing to the proposal (the number of the valid respondents; 1,061)

It is appropriate to apply the current
operating lease accounting to a lease of a 58.2%
non-core asset.

There would be practical difficulties without

any practical relief in which an entity can
determine whether the proposals should be 40.9%
applied to its leases based on the materiality

threshold set by the entity in the standard.

Others 0.8%
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<The reasons for agreeing to the proposal>

The respondents who agree to the proposal (i.e. there is no any distinction in accounting on the basis of whether
the underlying asset is core to an entity’s operations.) account for only 12.8% (156 companies) of all the respondents.
43.7% of those respondents view that there should be no exception for a lease of non-core asset. 35.1% of those
respondents view that there is no need to provide a specified accounting because the IFRS allows an entity to
determine whether the proposals in the re-ED should be applied to its leases by itself based on the materiality
threshold set by the entity. 17.2% of those respondents view that there is no need to provide any exception because

any numerical threshold would be complex to apply.

Table5-3 The reasons for agreeing to the proposal (the number of the valid respondents; 151)

There should be no exception for a lease of
non-core asset. 43.7%

There is no need to provide a specified

accounting because the IFRS allows an entity to
determine whether the proposals in the re-ED 35.1%
should be applied to its leases by itself based

on the materiality threshold set by the entity.

There is no need to provide any exception 0
because any numerical threshold would be 17.2%

complex to apply.

Others F 4.0%

0.0% 20.0% 40.0% 60.0% 80.0%
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<Appendix 1> Attribution of respondents, Respondents who use leases and those who do not.

(1) Area (The number of the valid respondents; 1,233)

Area Public Non-public Total

companies companies
Hokkaido 6 23 29
(1.2%) (3.2%) (2.4%)
Tohoku area 10 38 48
(Aomori, lwate, Miyagi, Akita, Yamagata, Fukushima) (2.0%) (5.2%) (3.9%)
e Sstama chi oo Ko

araki, Tochigi, Gunma, Saitama, Chiba, Tokyo, Kanagawa, Niigata, o
Yamanashi, Nagano, Shizuoka) (58.7%) (57.1%) (57.7%)
Tokyo only 221 290 511
(43.7%) (39.9%) (41.4%)
Chubu area 55 62 117
(Toyama, Ishikawa, Gifu, Aichi, Mie) (10.9%) (8.5%) (9.5%)
Kinki area 92 102 194
(Fukui, Shiga, Kyoto, Osaka, Hyogo, Nara, Wakayama) (18.2%) (14.0%) (15.7%)
Chugoku area 17 24 41
(Tottori, Shimane, Okayama, Hiroshima, Yamaguchi) (3.4%) (3.3%) (3.3%)
Shikoku area 7 18 25
(Tokushima, Kagawa, Ehime, Kochi) (1.4%) (2.5%) (2.0%)
Kyushu area 22 45 67
(Fukuoka, Saga, Nagasaki, Kumamoto, Oita, Miyazaki, Kagoshima, Okinawa) (4.3%) (6.2%) (5.4%)
Total 506 727 1,233
(100.0%) (100.0%) (100.0%)

(2) Capital stock (the number of the valid respondents; 1,244)
Capital stock Public Non-public Total

companies companies
Less than 1,000 million yen 136 301 437
(26.7%) (41.0%) (35.1%)
1,000 million yen —less 5,000 million yen 177 330 507
(34.7%) (45.0%) (40.8%)
5,000 million yen — less 10,000 million yen 65 45 110
(12.7%) (6.1%) (8.8%)
10,000 million yen — less 50,000 million yen 87 42 129
(17.1%) (5.7%) (10.4%)
50,000 million yen —less 100,000 million yen 18 9 27
(3.5%) (1.2%) (2.2%)
100,000 million yen - 27 7 34
(5.3%) (1.0%) (2.7%)
Total 510 734 1,244
(100.0%) (100.0%) | (100.0%)
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(3) Type of business (The number of the valid respondents; 1,241)

Type of business Public Non-public Total
companies companies
Construction 34 39 73
(6.7%) (5.3%) (5.9%)
Manufacturing 212 211 423
(41.5%) (28.9%) (34.1%)
Information and Communication 34 55 89
(6.7%) (7.5%) (7.2%)
Transport 20 34 54
(3.9%) (4.7%) (4.4%)
Wholesale and retail trade 101 112 213
(19.8%) (15.3%) (17.2%)
Finance and Insurance 19 74 93
(3.7%) (10.1%) (7.5%)
Real estate 18 56 74
(3.5%) (7.7%) (6.0%)
Others 73 149 222
(14.3%) (20.4%) (17.9%)
Total 511 730 1,241
(100.0%) (100.0%) (100.0%)
(4) Type of underlying assets (The number of the valid respondents; 1,218)
Type of underlying asset under leases Public Non-public Total
companies companies
Respondents who have lease contracts 481 657 1,138
(96.0%) (91.6%) (93.4%)
Property 291 371 662
(58.1%) (51.7%) (54.4%)
Equipment(assets other than property 446 596 1,042
(89.0%) (83.1%) (85.6%)
Respondents who have no lease contracts (owned assets only) 20 60 80
(4.0%) (8.4%) (6.6%)
Total 501 717 1,218
(100.0%) (100.0%) | (100.0%)
* The respondents multiply answer to “Property” and “Equipment (assets other than property)”. If a respondent
answers either “Property” or “Equipment”, the respondent is included in “Respondents who have lease
contracts”.
(5) Type of property leases (the number of the valid respondents; 653)
Type of property leases Public Non-public Total
companies companies
Finance lease 38 33 71
(13.2%) (9.0%) (10.9%)
Operating lease 275 350 625
(95.5%) (95.9%) (95.7%)
Total 288 365 653
(100.0%) (100.0%) | (100.0%)
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(6) Type of equipment leases (leases of assets other than property)

Type of equipment Finance lease Operating lease No leases
Information & communication equipment (the valid 698(75.5%) 371(40.1%) 26 (2.8%)
respondents; 925)
Manufacturing equipment & construction equipment 346(45.8%) 158(20.9%) 329(43.6%)
(the valid respondents; 755)
Commercial & service equipment (the valid 261(39.0%) 127(19.0%) 332(49.6%)
respondents; 670)
Cars (the valid respondents; 846) 382(45.2%) 448(53.0%) 118(13.9%)
Others (the valid respondents; 357) 64(17.9%) 34(9.5%) 273(76.5%)

*1 The respondents multiply answer to “finance lease” and “operating lease”.
*2  “Others” includes software, office equipment, transport equipment other than cars, and medical equipment.

<Public companies>

Type of equipment Finance lease Operating lease No leases
Information & communication equipment 304(76.0%) 161(40.3%) 12(3.0%)
(the valid respondents; 400)
Manufacturing equipment & construction 191(53.5%) 76(21.3%) 134(37.5%)
equipment (the valid respondents; 357)
Commercial & service equipment 141(43.8%) 64(19.9%) 147(45.7%)
(the valid respondents; 322)
Cars (the valid respondents; 382) 177(46.3%) 214(56.0%) 44(11.5%)
Others (the valid respondents; 157) 33(21.0%) 11(7.0%) 121(77.1%)
<Non-public companies>
Type of equipment Finance lease Operating lease No leases
Information & communication equipment 394(75.0%) 210(40.0%) 14(2.7%)
(the valid respondents; 525)
Manufacturing equipment & construction 155(38.9%) 82(20.6%) 195(49.0%)
equipment (the valid respondents; 398)
Commercial & service equipment 120(34.5%) 63(18.1%) 185(53.2%)
(the valid respondents; 348)
Cars (the valid respondents; 464) 205(44.2%) 234(50.4%) 74(15.9%)
Others (the valid respondents; 200) 31(15.5%) 23(11.5%) 152(76.0%)
(7) Share of property leases in operating leases (the valid respondents; 623)
Share Public Non-public Total
companies companies
Less than 10% 44 71 115
(16.4%) (20.0%) (18.5%)
10%- 50% 53 65 118
(19.8%) (18.3%) (18.9%)
More than 50-70% 25 28 53
(9.3%) (7.9%) (8.5%)
More than 70% 146 191 337
(54.5%) (53.8%) (54.1%)
Total 268 355 623
(100.0%) (100.0%) (100.0%)
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<Appendix 2> Details of the results from the survey
1. The proposed lessee accounting in the re-ED

(1) The proposed lessee accounting in the re-ED (the valid respondents; 1,232)

Respondents Share
Disagree to the proposal. 1,119 90.8%
Agree to the proposal. 113 9.2%
Total 1,232 100.0%

a. Public/Non-public ones (the valid respondents; 1,232)

Public companies Non-public companies
Disagree to the proposal. 453(89.7%) 666(91.6%)
Agree to the proposal. 52(10.3%) 61(9.2%)
Total 505(100.0%) 727(100.0%)

b. Respondents who use leases/respondents who do not. (the valid respondents; 1,200)

Companies using leases

Companies using no leases

Disagree to the proposal. 1,024(91.1%) 64(84.2%)
Agree to the proposal. 100(8.9%) 12(15.8%)
Total 1,124(100.0%) 76(100.0%)
c. Type of underlying assets used by respondents who use leases (the valid respondents; 1,124)
both property & others only property
Disagree to the proposal. 942(91.5%) 82(87.2%)
Agree to the proposal. 88(8.5%) 12(12.8%)
Total 1,030(100.0%) 94(100.0%)
(2)The reasons for disagreeing to the proposal (the valid respondents; 1,100)
Respondents Share
It is reasonable to improve the disclosures considering costs & practicability into
. . . . . . 483 43.9%
account if the information provided under the current standard is not sufficient.
The current lease standard is appropriate. 400 36.4%
The off-balance sheet treatment is appropriate for a lease of property as required in
156 14.2%
the current standard.
If operating leases are recognized on a lessee's B/S, a straight-line lease expense 33 3.0%
recognition is appropriate regardless of the nature of the underlying asset. =
Others 28 2.5%
Total 1,100 100.0%

a. Public/Non-public companies (the valid respondents; 1,100)

Public companies | Non-publiccompanies
It is reasonable to improve the disclosures considering costs & practicability into o o
account if the information provided under the current standard is not sufficient. 188(42.4%) 295(44.9%)
The current lease standard is appropriate. 153(34.5%) 247(37.6%)
The off-balance sheet treatment is appropriate for a lease of property as required 69(15.6%) 87(13.2%)
in the current standard.
If oper?tilng.leases are. recognized on a lessee's B/S, a stra|ght-lllne lease expense 14(3.2%) 19(2.9%)
recognition is appropriate regardless of the nature of the underlying asset.
Others 19(4.3%) 9(1.4%)
Total 443(100.0%) 657(100.0%)
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b. Companies using leases/companies using no leases(the valid respondents; 1,070)

Using leases Using no leases
It is reasonable to improve the disclosures considering costs & practicability into o o
account if the information provided under the current standard is not sufficient. 449(44.6%) 27(42.9%)
The current lease standard is appropriate. 359(35.7%) 28(44.4%)
The off-balance sheet treatment is appropriate for a lease of property as required 142(14.1%) 5(7.9%)
in the current standard.
If oper?t.lng.leases arg recognized on a lessee's B/S, a stralght-ll.ne lease expense 31(3.1%) 2(3.2%)
recognition is appropriate regardless of the nature of the underlying asset.
Others 26(2.6%) 1(1.6%)
Total 1,007(100.0%) 63(100.0%)
c. Type of underlying assets used by respondents who use leases (the valid respondents; 1,007)
Both property & others Only property
It is reasonable to improve the disclosures considering costs & practicability into o o
account if the information provided under the current standard is not sufficient. 421(45.5%) 28(34.6%)
The current lease standard is appropriate. 331(35.7%) 28(34.6%)
The off-balance sheet treatment is appropriate for a lease of property as required 120(13.0%) 22(27.2%)
in the current standard.
If ope@t_ing_leases arg recognized on a lessee's B/S, a straight—li.ne lease expense 30(3.2%) 1(1.2%)
recognition is appropriate regardless of the nature of the underlying asset.
Others 24(2.6%) 2(2.5%)
Total 926(100.0%) 81(100.0%)
(3) The reasons for agreeing to the proposal (the valid respondents; 113)
Respondents Share
Recognizing all the leases on a lessee’s BS is appropriate. However, it is agreeable to the 57 50.4%
proposed classification of leases unless another expense recognition is more appropriate. R
Recognizing all the leases on a lessee’s BS is appropriate and the proposed lease 47 41.6%
expense recognition patterns are also appropriate. o7
Others 9 8.0%
Total 113 100.0%

a. Public/Non-public companies (the valid respondents; 113)

Public companies | Non-public companies

Recognizing al! the. leases on a lessee’s BS is appropriate. H(l)\./vev.er, it is agreeablle to the 25 (48.1%) 22(36.1%)
proposed classification of leases unless another expense recognition is more appropriate.
R izi Il the | I 's BS i i h

ecognizing all the leases on' ? essee’s BS is approprlatfe and the 23(44.2%) 34(55.7%)
proposed lease expense recognition patterns are also appropriate.
Others 47.7%) 5(8.2%)
Total 52(100.0%) 61(100.0%)
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b. Companies using leases/companies using no leases (the valid respondents; 112)

Using leases Using no leases
Recognizing al! the. leases on a lessee’s BS is appropriate. H<.)\.Nev.er, it is agreeab.|e to the 51(51.0%) 6(50.0%)
proposed classification of leases unless another expense recognition is more appropriate.
Recognizing all the leases on' .a lessee’s BS is appropriat.e and the 43(43.0%) 4(33.3%)
proposed lease expense recognition patterns are also appropriate.
Others 6(6.0%) 2(16.7%)
Total 100(100.0%) 12(100.0%)
c. Type of underlying assets used by respondents who use leases (the valid respondents; 100)
Both property & others Only property
Recognizing aII. the. leases on a lessee’s BS is appropriate. Hc.J\.Nev.er, it is agreeaple to the 44(50.0%) 7(58.3%)
proposed classification of leases unless another expense recognition is more appropriate.
Recognizing all the leases on' ? lessee’s BS is appropriat.e and the 39(44.3%) 4(33.3%)
proposed lease expense recognition patterns are also appropriate.
Others 5(5.7%) 1(8.3%)
Total 88(100.0%) 12(100.0%)
2. Straight-line lease expense recognition
(1) Straight-line lease expense recognition (the valid respondents; 1,217)
Respondents Share
Supportive of the “undiscounted lease payments approach”. 956 78.6%
Supportive of the proposal in the re-ED. 133 10.9%
Supportive of other approaches. 128 10.5%
Total 1,217 100.0%

a. Public/Non-public companies (the valid respondents; 1,217)

Public companies | Non-publiccompanies
Supportive of the “undiscounted lease payments approach”. 385(77.2%) 571(79.5%)
Supportive of the proposal in the re-ED. 63(12.6%) 70(9.7%)
Supportive of other approaches. 51(10.2%) 77(10.7%)
Total 499(100.0%) 718(100.0%)

b. Companies using leases/companies using no leases (the valid respondents; 1,187)

Using leases Using no leases
Supportive of the “undiscounted lease payments approach”. 877(78.8%) 58(78.4%)
Supportive of the proposal in the re-ED. 120(10.8%) 9(12.2%)
Supportive of other approaches. 116(10.4%) 7(9.5%)
Total 1,113(100.0%) 74(100.0%)

c. Type of underlying assets used by respondents who use leases (the valid respondents; 1,113)
Bothproperty&others | Only property

Supportive of the “undiscounted lease payments approach”. 809(79.3%) 68(73.1%)
Supportive of the proposal in the re-ED. 105(10.3%) 15(16.1%)
Supportive of other approaches. 106(10.4%) 10(10.8%)
Total 1,020(100.0%) 93(100.0%)
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(2) The reasons for being supportive of the undiscounted lease payments approach (the valid respondents;

951)
Respondents Share

The undiscounted lease payments approach is more appropriate to realize a lessee’s 796 83.7%
straight-line expense recognition. e
The proposed lessee accounting in the re-ED would not faithfully reflect the pattern in

. . \ . 120 12.6%
which the lessee expects to consume the right-of-use asset’s future economic benefits.
Others 35 3.7%
Total 951 100.0%

a. Public/Non-public companies (the valid respondents; 951)

Public companies

Non-public companies

The undiscounted lease payments approach is more appropriate to

. , o . 308(80.2%) 488(86.1%)
realize a lessee’s straight-line expense recognition.
The proposed lessee accounting in the re-ED would not faithfully reflect the pattern in o 5
which the lessee expects to consume the right-of-use asset’s future economic benefits. 58(15.1%) 62(10.5%)
Others 18(4.7%) 17(3.0%)
Total 384(100.0%) 567(100.0%)

b. Companies using leases/companies using no leases (the valid respondents; 930)

Using leases Using no leases
The.undiscoun’ted Igase Payments approach ?s more appropriate to 735(84.1%) 46(82.1%)
realize a lessee’s straight-line expense recognition.
Th | ing in the re-ED woul ithfully reflect th i
e. proposed lessee accounting in the rg would not falt ully reflect t. e pattern in 107(12.2%) 9(16.1%)
which the lessee expects to consume the right-of-use asset’s future economic benefits.
Others 32(3.7%) 1(1.8%)
Total 874(100.0%) 56(100.0%)
c. Type of underlying assets used by respondents who use leases (the valid respondents; 874)
Both property & others Only property
The'undiscounlted Igase payments approach is more appropriate to 676(83.9%) 59(86.8%)
realize a lessee’s straight-line expense recognition.
The: proposed lessee accounting in the re.-ED would not flaithfully reflect the pattern in 98(12.2%) 9(13.2%)
which the lessee expects to consume the right-of-use asset’s future economic benefits.
Others 32(4.0%) 0(0.0%)
Total 806(100.0%) 68(100.0%)

(3) The reasons for being supportive of the proposal in the re-ED (the number of the valid respondents; 132)

Respondents Share

The proposed accounting is more appropriate than the undiscounted lease 80 60.6%
payments approach to realize a straight-line expense recognition. o7
The proposed accounting is more preferable because a lessee overstates ROU and

liability under the undiscounted lease payments approach even though that 46 34.8%
approach is more appropriate to realize a straight-line lease expense recognition.

Others 6 4.5%
Total 132 100.0%
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a. Public/Non-public companies (the valid respondents; 132)

Public companies Non-public companies
The proposed aFcounting is more appropriate t'h'an the undiscounted lease payments 34(54.8%) 46(65.7%)
approach to realize a straight-line expense recognition.
The proposed accounting is more preferable because a lessee overstates ROU and liability
under the undiscounted lease payments approach even though that approach is more 24(38.7%) 22(31.4%)
appropriate to realize a straight-line lease expense recognition.
Others 4(6.5%) 17 2.9%)
Total 62(100.0%) 70(100.0%)
b. Companies using leases/companies using no leases (the valid respondents; 128)
Using leases Using no leases
The proposed aFcounting is more appropriate t'h'an the undiscounted lease payments 71(50.7%) 6(66.7%)
approach to realize a straight-line expense recognition.
The proposed accounting is more preferable because a lessee overstates ROU and liability
under the undiscounted lease payments approach even though that approach is more 43(36.1%) 2(22.2%)
appropriate to realize a straight-line lease expense recognition.
Others 5(4.2%) 1(11.1%)
Total 119(100.0%) 9(100.0%)
c. Type of underlying assets used by respondents who use leases (the valid respondents; 119)
Both property & others Only property
The proposed aFcounting is more appropriate t'h'an the undiscounted lease payments 62(59.6%) 9(60.0%)
approach to realize a straight-line expense recognition.
The proposed accounting is more preferable because a lessee overstates ROU and liability
under the undiscounted lease payments approach even though that approach is more 37(35.6%) 6(40.0%)
appropriate to realize a straight-line lease expense recognition.
Others 5(4.8%) 0(0.0%)
Total 104(100.0%) 15(100.0%)
(4) The reasons for being supportive of others (the number of the valid respondents; 123)
Respondents Share
Prefer to be able to choose either the approach proposed in the re-ED or the
. 52 42.3%
undiscounted lease payments approach.
Prefer to apportion interest component of lease payments over the lease term on a
o . 49 39.8%
straight line basis.
Others 22 17.9%
total 123 100.0%

a. Public/Non-public companies (the valid respondents; 123)

Public companies Non-public companies
Prefer to be ablg to choose either the approach proposed in the 17(35.4%) 35(46.7%)
re-ED or the undiscounted lease payments approach.
Prefer to apportion.interest component of lease payments over the 21(43.8%) 28(37.3%)
lease term on a straight line basis.
Others 10(20.8%) 12(16.0%)
total 48(100.0%) 75(100.0%)
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b. Companies using leases/companies using no leases (the valid respondents; 118)

Using leases Using no leases
Prefer to be abl'e to choose either the approach proposed in the 49(44.1%) 1(14.3%)
re-ED or the undiscounted lease payments approach.
Prefer to apportion.interest component of lease payments over the 44(39.6%) 3(42.9%)
lease term on a straight line basis.
Others 18(16.2%) 3(42.9%)
total 111(100.0%) 7(100.0%)
c. Type of underlying assets used by respondents who use leases (the valid respondents; 111)
Both property & others Only property
Prefer to be ablg to choose either the approach proposed in the 44(43.6%) 5(50.0%)
re-ED or the undiscounted lease payments approach.
Prefer to apportion.interest component of lease payments over the 42(41.6%) 2(20.0%)
lease term on a straight line basis.
Others 15(14.3%) 3(30.0%)
total 101(100.0%) 10(100.0%)
3. Measurement of a lease term
(1) Measurement of a lease term (the valid respondents; 1,229)
Respondents Share
Disagree to the proposal in the re-ED. 1,098 89.3%
Agree to the proposal in the re-ED. 131 10.7%
Total 1,229 100.0%

a. Public/Non-public companies (the valid respondents; 1,229)

Public companies

Non-public companies

Disagree to the proposal in the re-ED. 444(88.1%) 654(90.2%)
Agree to the proposal in the re-ED. 60(11.9%) 71(9.8%)
Total 504(100.0%) 725(100.0%)

b. Companies using leases/companies using no leases (the valid respondents; 1,200)

Using leases Using no leases
Disagree to the proposal in the re-ED. 1,009(89.8%) 62(81.6%)
Agree to the proposal in the re-ED. 115(10.2%) 14(18.4%)
Total 1,124(100.0%) 76(100.0%)
c. Type of underlying assets used by respondents who use leases (the valid respondents; 1,124)
Both property & others Only property
Disagree to the proposal in the re-ED. 936(90.9%) 73(77.7%)
Agree to the proposal in the re-ED. 94(9.1%) 21(22.3%)
Total 1,030(100.0%) 94(100.0%)
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(2) The reasons for disagreeing to the proposal (the number of the valid respondents; 1,094)

Respondents Share

It is difficult to determine whether the lessee has a significant economic incentive or 601 54.9%
not.
Comparability of financial statements would be reduced because some uncertain

. . . 250 22.9%
options could be included in the lease term.
There is no any defect to the current standard. 232 21.2%
Others 11 1.0%
Total 1,094 100.0%

a. Public/Non-public companies (the valid respondents; 1,094)

Public companies

Non-public companies

It is difficult to determine whether the lessee has a significant

.. . 242(54.9%) 359(55.0%)
economic incentive or not.
Comparablllty' of fl.nanC|aI statements w9uld be reduced because 111(25.2%) 139(21.3%)
some uncertain options could be included in the lease term.
There is no any defect to the current standard. 83(18.8%) 149(22.8%)
Others 5(1.1%) 6(0.9%)
Total 441(100.0%) 653(100.0%)

b. Companies using leases/companies using no leases (the valid respondents; 1,067)

Using leases Using no leases
It is dlfflcylt to. determine whether the lessee has a significant 557(55.4%) 29(46.8%)
economic incentive or not.
Comparablllty' of fl.nanC|aI statements wc?uld be reduced because 231(23.0%) 15(24.2%)
some uncertain options could be included in the lease term.
There is no any defect to the current standard. 209(20.8%) 16(25.8%)
Others 8(0.8%) 2(3.2%)
Total 1,005(100.0%) 62(100.0%)
c. Type of underlying assets used by respondents who use leases (the valid respondents; 1,005)

Both property & others Only property
It is dlfflcylt to. determine whether the lessee has a significant 521(55.8%) 36(50.0%)
economic incentive or not.
Comparablllty' of fl.nanC|aI statements wc?uld be reduced because 215(23.0%) 16(22.2%)
some uncertain options could be included in the lease term.
There is no any defect to the current standard. 189(20.3%) 20(27.8%)
Others 8(0.9%) 0(0.0%)
Total 933(100.0%) 72(100.0%)
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(3) The reasons for agreeing to the proposal (the number of the valid respondents 130)

Respondents Share

The proposal for lease term reflects the nature of lease term although it is difficult to 81 62.3%
determine whether the lessee has a significant economic incentive. =
The proposal for lease term would reflect the nature of lease term and it is easy to

. o . . 12 32.3%
determine whether the lessee has a significant economic incentive.
Others 7 5.4%
Total 130 100.0%

a. Public/Non-public companies (the valid respondents; 130)

Public companies

Non-public companies

The proposal for lease term reflects the nature of lease term

although it is difficult to determine whether the lessee has a 39(65.0%) 42(60.0%)
significant economic incentive.

The proposal for lease term would reflect the nature of lease term

and it is easy to determine whether the lessee has a significant 17(28.3%) 25(35.7%)
economic incentive.

Others 4(6.7%) 3(4.3%)
Total 60(100.0%) 70(100.0%)

b. Companies using leases/companies using no leases (the valid respondents; 128)

Using leases Using no leases

The proposal for lease term reflects the nature of lease term

although it is difficult to determine whether the lessee has a 75(65.2%) 5(38.5%)
significant economic incentive.

The proposal for lease term would reflect the nature of lease term

and it is easy to determine whether the lessee has a significant 35(30.4%) 6(46.2%)
economic incentive.

Others 5(4.3%) 2(15.4%)
Total 115(100.0%) 13(100.0%)
c. Type of underlying assets used by respondents who use leases (the valid respondents; 115)

Both property & others Only property

The proposal for lease term reflects the nature of lease term

although it is difficult to determine whether the lessee has a 57(60.6%) 18(85.7%)
significant economic incentive.

The proposal for lease term would reflect the nature of lease term

and it is easy to determine whether the lessee has a significant 32(34.0%) 3(14.3%)
economic incentive.

Others 5(5.3%) 0(0.0%)
Total 94(100.0%) 21(100.0%)
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4., Accounting for a short term lease

(1) Accounting for a short term lease (the valid respondents; 1,220)

Respondents Share
Disagree to the proposal in the re-ED. 958 78.5%
Agree to the proposal in the re-ED. 262 21.5%
Total 1,220 100.0%
a. Public/Non-public companies (the valid respondents; 1,220)
Public companies Non-public companies
Disagree to the proposal in the re-ED. 372(74.3%) 586(81.5%)
Agree to the proposal in the re-ED. 129(25.7%) 133(18.5%)
Total 501(100.0%) 719(100.0%)
b. Companies using leases/companies using no leases (the valid respondents; 1,192)
Using leases Using no leases
Disagree to the proposal in the re-ED. 880(78.9%) 57(75.0%)
Agree to the proposal in the re-ED. 236(21.1%) 19(25.0%)
Total 1,116(100.0%) 76(100.0%)
c. Type of underlying assets used by respondents who use leases (the valid respondents; 1,116)
Both property & others Only property
Disagree to the proposal in the re-ED. 811(79.4%) 69(73.4%)
Agree to the proposal in the re-ED. 211(20.6%) 25(26.6%)
Total 1,022(100.0%) 94(100.0%)
(2) The reasons for disagree to the proposal (the number of the valid respondents; 954)
Respondents Share
If options to extend the leases are included, there are few leases to which the proposed
accounting for a short term lease could be applied, which would be burdensome. >77 60.5%
The proposed accounting for a short term lease could not be applied to many leases, because there are
many leases where the non-cancelable lease term is more than one year, which would be burdensome. 356 37.3%
Others 21 2.2%
total 954 100.0%

a. Public/Non-public companies (the valid respondents; 954)

Public companies

Non-public companies

If options to extend the leases are included, there are few leases to which the proposed

0, 0,
accounting for a short term lease could be applied, which would be burdensome. 235(63.5%) 342(58.6%)
The proposed accounting for a short term lease cquld not be applied to mar.1y leases, because there are 125(33.8%) 231(39.6%)
many leases where the non-cancelable lease term is more than one year, which would be burdensome.
Others 10(2.7%) 11(1.9%)
total 370(100.0%) 584(100.0%)

b. Companies using leases/companies using no leases (the valid respondents; 933)

Using leases Using no leases
If options to extend the leases are included, there are few leases to which the proposed
4(61.09 2 .99
accounting for a short term lease could be applied, which would be burdensome. 534(61.0%) 9(50.9%)
The proposed accounting for a short term lease cquld not be applied to mar.1y leases, because there are 326(37.2%) 26(45.6%)
many leases where the non-cancelable lease term is more than one year, which would be burdensome.
Others 16(1.8%) 2(3.5%)
total 876(100.0%) 57(100.0%)
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c. Type of underlying assets used by respondents who use leases (the valid respondents; 865)

Both property & others Only property
I options to extend the leases are included, there are few leases to which the proposed o o
accounting for a short term lease could be applied, which would be burdensome. 492(61.7%) 42(61.8%)
The proposed accounting for a short term lease cquld not be applied to mar.1y leases, because there are 302(37.9%) 24(35.3%)
many leases where the non-cancelable lease term is more than one year, which would be burdensome.
Others 3(0.4%) 2(2.9%)
total 797(100.0%) 68(100.0%)

(3) The reasons for agreeing to the proposal (the number of the valid respondents; 260)

Respondents Share
The proposal for a short term lease is appropriate from the standpoint of costs and 189 72.7%
benefits.
The proposal is appropriate in order to prevent an entity from intentionally a1 15.8%
structuring short term leases. i
The proposal would be agreeable if the definition of a short term lease is consistent with that
. . . . o - . 24 9.2%
of a lease term (i.e. options are included if the lessee has a significant economic incentive.).
Others 6 2.3%
260 100.0%
a. Public/Non-public companies (the valid respondents; 260)
Public companies Non-public companies
Th | f h I i iate fi h
e pr(?posa or a short term lease is appropriate from the 83(68.2%) 101(77.1%)
standpoint of costs and benefits.
The proposal is approprlate in order to prevent an entity from 26(202%) 15(11.5%)
intentionally structuring short term leases.
The proposal wguld bg agreeal?le if the c.ieﬂnition ofa shor‘F te'rm lease is con.sis'tent with that 12(9.3%) 12(9.2%)
of alease term (i.. options are included if the lessee has a significant economic incentive.).
Others 3(2.3%) 3(2.3%)
Total 129(100.0%) 131(100.0%)

b. Companies using leases/companies using no leases (the valid respondents; 253)

Using leases Using no leases
The proposal for a short term lease is appropriate from the o o
standpoint of costs and benefits. 172(73.2%) 15(83.3%)
The proposal is approprlate in order to prevent an entity from 37(15.7%) 1(5.6%)
intentionally structuring short term leases.
The proposal wguld bg agreeal?le if the c.ieﬂnition ofa shor‘F te'rm lease is con.sis'tent with that 22(9.4%) 0(0.0%)
of alease term (i.e. options are included if the lessee has a significant economic incentive.).
Others A1.7%) 2(11.1%)
Total 235(100.0%) 18(100.0%)
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c. Type of underlying assets used by respondents who use leases (the valid respondents; 235)

Both property & others Only property
The proposal for a short term lease is appropriate from the
152(72.49 20(80.09
standpoint of costs and benefits. > ‘) 0(80.0%)
The proposal is ap;.)ropriate in order to prevent an entity from 33(15.7%) 4(16.0%)
intentionally structuring short term leases.
The proposal wguld be. agreeat.JIe if the (‘ieﬁnltlon ofa shor’F te.rm lease is con15|s.tent V\.Ilth that 21(100%) 1(4.0%)
of alease term (i.e. options are included if the lessee has a significant economic incentive.).
Others 4(1.9%) 0(0.0%)
Total 210(100.0%) 25(100.0%)
5. Accounting for a lease of a non-core asset
(1) Accounting for a lease of a non-core asset (the valid respondents; 1,223)
Respondents Share
Disagree to the proposal in the re-ED. 1,067 87.2%
Agree to the proposal in the re-ED. 156 12.8%
Total 1,223 100.0%

a. Public/Non-public companies (the valid respondents; 1,223)

Public companies Non-public companies
Disagree to the proposal in the re-ED. 430(84.8%) 637(89.0%)
Agree to the proposal in the re-ED. 77(15.2%) 79(11.0%)
Total 507(100.0%) 716(100.0%)
b. Companies using leases/companies using no leases (the valid respondents; 1,194)
Using leases Using no leases
Disagree to the proposal in the re-ED. 979(87.6%) 64(84.2%)
Agree to the proposal in the re-ED. 139(12.4%) 12(15.8%)
Total 1,118(100.0%) 76(100.0%)
c. Type of underlying assets used by respondents who use leases (the valid respondents; 1,118)
Both property & others Only property
Disagree to the proposal in the re-ED. 900(87.9%) 79(84.0%)
Agree to the proposal in the re-ED. 124(12.1%) 15(16.0%)
Total 1,024(100.0%) 94(100.0%)
(2) The reasons for disagreeing to the proposal (the number of the valid respondents; 1,061)
Respondents Share
:Jrs]_igirzssr?e to apply the current operating lease accounting to a lease of a 618 58.2%
There would be practical difficulties without any practical relief in which an entity is
able to determine whether the proposals should be applied to its leases based on 434 40.9%
the materiality threshold set by the entity.
Others 9 0.8%
Total 1,061 100.0%
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a. Public/Non-public companies (the valid respondents; 1,061)

Public companies Non-public companies

It is appropriate to apply the current operating lease accounting to a 223(52.2%) 395(62.3%)

lease of a non-core asset.

There would be practical difficulties without any practical relief in which an

entity is able to determine whether the proposals should be applied to its 200(46.8%) 234(36.9%)

leases based on the materiality threshold set by the entity.

Others 4(0.9%) 5(0.8%)

Total 427(100.0%) 634(100.0%)

b. Companies using leases/companies using no leases (the valid respondents; 1,037)
Using leases Using no leases

It is appropriate to apply the current operating lease accounting to a 563(57.9%) 37(57.8%)

lease of a non-core asset.

There would be practical difficulties without any practical relief in which an

entity is able to determine whether the proposals should be applied to its 404(41.5%) 25(39.1%)

leases based on the materiality threshold set by the entity.

Others 6(0.6%) 2(3.1%)

Total 973(100.0%) 64(100.0%)

c. Type of underlying assets used by respondents who use leases (the valid respondents; 969)
Both property & others Only property

It is appropriate to apply the current operating lease accounting to a 522(58.6%) 41(52.6%)

lease of a non-core asset.

There would be practical difficulties without any practical relief in which an

entity is able to determine whether the proposals should be applied to its 367(41.2%) 37(47.4%)

leases based on the materiality threshold set by the entity.

Others 2(0.2%) 0(0.0%)

Total 891(100.0%) 78(100.0%)

(3) The reasons for agreeing to the proposal (the number of the valid respondents; 151)
Respondents Share
There should be no exception for a lease of non-core asset. 66 43.7%
There is no need to provide a specified accounting because the IFRS allows an entity to determine whether
the proposals in the re-ED should be applied to its leases by itself based on the materiality threshold set by 53 35.1%
the entity.
There is no need to provide any exception because any numerical threshold would
26 17.2%

be complex to apply.
Others 6 4.0%
Total 151 100.0%
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a. Public/Non-public companies (the valid respondents; 151)

Public companies

Non-public companies

There should be no exception for a lease of non-core asset. 34(45.3%) 32(42.1%)
There is no need to provide a specified accounting because the IFRS allows an

entity to determine whether the proposals in the re-ED should be applied to 32(42.7%) 21(27.6%)
its leases by itself based on the materiality threshold set by the entity.

There is no need to provide any exception because any numerical o o
threshold would be complex to apply. S(6:7%) 21(27.6%)
Others 4(5.3%) 2(2.6%)
Total 75(100.0%) 76(100.0%)

b. Companies using leases/companies using no leases (the valid r

espondents; 146)

Using leases Using no leases
There should be no exception for a lease of non-core asset. 59(43.4%) 5(50.0%)
There is no need to provide a specified accounting because the IFRS allows an
entity to determine whether the proposals in the re-ED should be applied to 51(37.5%) 2(20.0%
its leases by itself based on the materiality threshold set by the entity.
There is no need to provide any exception because any numerical 21(15.4%) 3(30.0%)
threshold would be complex to apply.
Others 5(3.7%) 0(0.0%)
Total 136 10
c. Type of underlying assets used by respondents who use leases (the valid respondents; 136)

Both property & others Only property
There should be no exception for a lease of non-core asset. 53(43.8%) 6(40.0%)
There is no need to provide a specified accounting because the IFRS allows an
entity to determine whether the proposals in the re-ED should be applied to 44(36.4%) 7(46.7%)
its leases by itself based on the materiality threshold set by the entity.
There is no need to provide any exception because any numerical 19(15.7%) 2(13.3%)
threshold would be complex to apply.
Others 5(4.1%) 0(0.0%)
Total 121(100.0%) 25(100.0%)
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