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1000 Brussels 







Brussels, 6th of July 2009

Dear Stig, 

Dexia Bank Belgium welcomes the opportunity to comment on the Draft Comment Letter of EFRAG concerning the Discussion Paper –Preliminary Views. 

Please find here our comments on the questions in the Discussion Paper of the IASB. Our comments are a preliminary view based on the information in the new Discussion Paper concerning leasing. 
As the project of the IASB continues, we will investigate further and will inform you about our comments. 

Best regards 

Lieve Leon 

Ignace De Nil 

Financial reporting Methodology 

Dexia Bank Belgium 

Question 1—The board tentatively decided to base the scope of the proposed new lease accounting standard on the scope of the existing lease accounting standards. Do you agree with this proposed approach? If you disagree with the proposed approach, please describe how you would define the scope of the proposed new standard. 
DBB agrees to base the scope of the proposed new lease accounting standard on the scope of the existing lease accounting standards. 
Question 2—Should the proposed new standard exclude non-core asset leases or short-term leases? Please explain why. Please explain how you would define those leases to be excluded from the scope of the proposed new standard. 

Non-core asset leases or short term leases should not be excluded from the proposed new standards. Repetitive short term lease contracts can also be significant. 

Short-term does not mean “immaterial”. The importance of the materiality principle should be mentioned and clarified in the new standard for leases. 
Question 3—Do you agree with the boards’ analysis of the rights and obligations, and assets and liabilities arising in a simple lease contract? If you disagree, please explain why. 
Question 4—The board tentatively decided to adopt an approach to lessee accounting that would require the lessee to recognise: (a) an asset representing its right to use the leased item for the lease term (the right-of-use asset) (b) a liability for its obligation to pay rentals. Appendix C describes some possible accounting approaches that were rejected by the boards. Do you support the proposed approach? If you support an alternative approach, please describe the approach and explain why you support it. 
Dexia Bank Belgium agrees with the boards’ analysis of the rights and obligations and assets and liabilities of a simple lease contract. 
This approach will significantly change the actual presentation of operational leasing contracts. 

Within these transactions, the appropriate use of the materiality principle is important. 

More guidance is desired by explaining the right-of-use approach. The definition of liabilities and the context wherein future benefits should be measured (in the context of the lease contract or in the context of the environment wherein the lessee acts ), must be explained. 
Question 5—The board tentatively decided not to adopt a components approach to lease contracts. Instead, the boards tentatively decided to adopt an approach whereby the lessee recognises: (a) a single right-of-use asset that includes rights acquired under options (b) a single obligation to pay rentals that includes obligations arising under contingent rental arrangements and residual value guarantees. Do you support this proposed approach? If not, why? 
Dexia Bank Belgium agrees with the decision not to adopt a components approach. 
 As the Boards new approach will cause some significant difference in relation with the existing IFRS standard on leasing (for example operational lease accounting) , explanation of the used proposed new standards in the notes of the financial statements should be encouraged or even required. 

Question 6—Do you agree with the boards’ tentative decision to measure the lessee’s obligation to pay rentals at the present value of the lease payments discounted using the lessee’s incremental borrowing rate? If you disagree, please explain why and describe how you would initially measure the lessee’s obligation to pay rentals.

Dexia Bank Belgium proposes to measure the lessee’s obligation to pay rentals at the present value of the lease payments using the interest rate implicit in the lease-contract. It will be not always be able to determine the incremental borrowing rate. 

In case of the Board‘s decision, will the difference of changes in the incremental borrowing be accounted in profit or loss? 
Question 7—Do you agree with the boards’ tentative decision to initially measure the lessee’s right-of-use asset at cost? If you disagree, please explain why and describe how you would initially measure the lessee’s right-of-use asset. 
Dexia Bank Belgium agrees with the Board’s tentative decision that, on initial recognition the lease asset, in other words the lessee’s right-of-use asset, should be measured at cost. 

Question 8—The board tentatively decided to adopt an amortised cost-based approach to subsequent measurement of both the obligation to pay rentals and the right-of-use asset. Do you agree with this proposed approach? If you disagree with the boards’ proposed approach, please describe the approach to subsequent measurement you would favour and why. 

Dexia Bank Belgium agrees with the Board’s tentative view to subsequently measure both the right-use of asset and obligation to pay rentals on amortised cost basis. 

Question 9—Should a new lease accounting standard permit a lessee to elect to measure its obligation to pay rentals at fair value? Please explain your reasons. 
Dexia Bank Belgium does not believe there should be an option to measure a lease obligation at fair value. 

Question 10—Should the lessee be required to revise its obligation to pay rentals to reflect changes in its incremental borrowing rate? Please explain your reasons. If the boards decide to require the obligation to pay rentals to be revised for changes in the incremental borrowing rate, should revision be made at each reporting date or only when there is a change in the estimated cash flows? Please explain your reasons. 

Dexia Bank Belgium disagrees with the IASB’s tentative decision; we believe that the obligation to pay rentals should not be revised for changes in the incremental borrowing rate. 

A revision using the interest rate implicit to the lease should be required. 

If a leasing contract has been extended, the interest rate implicit tot the lease will change. 

Question 11—In developing their preliminary views the boards decided to specify the required accounting for the obligation to pay rentals. An alternative approach would have been for the boards to require lessees to account for the obligation to pay rentals in accordance with existing guidance for financial liabilities. Do you agree with the proposed approach taken by the boards? If you disagree, please explain why. 

We agree that a lessee’s obligation to pay rentals meets the definition of a financial liability. However, it seems to us that many lease obligations also have characteristics of IAS 37 obligations because of the interrelationship of the lease obligation with the right-of-use asset and terms specific to leases. Therefore, Dexia bank Belgium agrees with the board’s proposed approach, which is to specify separately the required accounting for the obligation to pay rentals (in other words, to treat them as falling neither within IAS 37 nor IAS 39). 

Question 12—Some board members think that for some leases the decrease in value of the right-of-use asset should be described as rental expense rather than amortisation or depreciation in the income statement. Would you support this approach? If so, for which leases? Please explain your reasons. 

Dexia Bank Belgium does not agree that for some leases the decrease in values of the right-of-use asset should be described as rental expenses rather than amortisation or depreciation in the income statement. 

Can the right-of –use asset be revaluated in function of the business activities wherin the lessee acts? 
In that case the liability will not increase and will cause an unbalance with the right- of -use asset. 

Question 13—The board tentatively decided that the lessee should recognise an obligation to pay rentals for a specified lease term, i.e. in a 10-year lease with an option to extend for five years, the lessee must decide whether its liability is an obligation to pay 10 or 15 years of rentals. The boards tentatively decided that the lease term should be the most likely lease term. Do you support the proposed approach? If you disagree with the proposed approach, please describe what alternative approach you would support and why. 
Dexia Bank Belgium supports the idea that the lease term should be based on the best estimation of he lease term. 

Question 14—The board tentatively decided to require reassessment of the lease term at each reporting date on the basis of any new facts or circumstances. Changes in the obligation to pay rentals arising from a reassessment of the lease term should be recognised as an adjustment to the carrying amount of the right-of-use asset. Do you support the proposed approach? If you disagree with the proposed approach, please describe what alternative approach you would support and why. Would requiring reassessment of the lease term provide users of financial statements with more relevant information? Please explain why. 
Dexia Bank Belgium supports the proposal that the lease term should be reassessed at each reporting date on the basis of any new facts or circumstances. 

If the lease term has been reassessed due to financial problems of the lessee, will the net present value of the liability change without change of the nominal value of the debt? 

Question 15—The board tentatively concluded that purchase options should be accounted for in the same way as options to extend or terminate the lease. Do you agree with the proposed approach? If you disagree with the proposed approach, please describe what alternative approach you would support and why. 
Dexia Bank Belgium supports the Board’s proposal. 
Question 16—The board propose that the lessee’s obligation to pay rentals should include amounts payable under contingent rental arrangements. Do you support the proposed approach? If you disagree with the proposed approach, what alternative approach would you recommend and why? 

Dexia Bank Belgium supports the proposal. 

The best estimate of different reassessments of the amounts payable under contingent rental arrangements should be taken into account. 
Question 17—The IASB tentatively decided that the measurement of the lessee’s obligation to pay rentals should include a probability-weighted estimate of contingent rentals payable. The FASB tentatively decided that a lessee should measure contingent rentals on the basis of the most likely rental payment. A lessee would determine the most likely amount by considering the range of possible outcomes. However, this measure would not necessarily equal the probability-weighted sum of the possible outcomes. Which of these approaches to measuring the lessee’s obligation to pay rentals do you support? Please explain your reasons. 

Dexia Bank Belgium agrees with the approach to measure the lessee’s obligation to pay rentals including a probability weighted estimation of contingent rentals payable.  
Question 18—The FASB tentatively decided that, if lease rentals are contingent on changes in an index or rate, such as the consumer price index or the prime interest rate, the lessee should measure the obligation to pay rentals using the index or rate existing at the inception of the lease. Do you support the proposed approach? Please explain your reasons. 
Dexia Bank Belgium agrees with the approach
The treatment of differences resulting from this attitude has to be developed

Question 19—The board tentatively decided to require remeasurement of the lessee’s obligation to pay rentals for changes in estimated contingent rental payments. Do you support the proposed approach? If not, please explain why. 

Dexia Bank Belgium supports the board’s tentative decision

The treatment of differences resulting from this attitude has to be developed

Question 20—The board discussed two possible approaches to recognising all changes in the lessee’s obligation to pay rentals arising from changes in estimated contingent rental payments: (a) recognise any change in the liability in profit or loss, or (b) recognise any change in the liability as an adjustment to the carrying amount of the right-of-use asset. Which of these two approaches do you support? Please explain your reasons. If you support neither approach, please describe any alternative approach you would prefer and why.
Dexia Bank Belgium believes that there is a substantive difference between a remeasurement that results from a change in the estimated lease term and a remeasurement that results because of changes in estimated contingent rental payments.

 A change in the estimated lease obligation for certain changes in an estimated contingent rental payment on the other hand does not involve any change in the right-of-use asset. For example, if a lease obligation were remeasured for contingent rental payment associated with an interest rate increase, the increase in the lease obligation is not indicative of a change in the right of use asset or a better measurement of the right-of-use asset. 

 Question 21—The board tentatively decided that the recognition and measurement requirements for contingent rentals and residual value guarantees should be the same. In particular, the boards tentatively decided not to require residual value guarantees to be separated from the lease contract and accounted for as derivatives. Do you agree with the proposed approach? If not, what alternative approach would you recommend and why? 
Dexia Bank Belgium agrees with the proposed approach
Question 22—Should the lessee’s obligation to pay rentals be presented separately in the statement of financial position? Please explain your reasons. What additional information would separate presentation provide? 
Dexia Bank Belgium believes that the lessee’s obligation to pay rentals should not be presented separately from other liabilities in the statement of the financial position, because the differences with the other liabilities is not so significant. This kind of information should be presented in the notes. 
Question 23—This chapter describes three approaches to presentation of the right-of-use asset in the statement of financial position. How should the right-of-use asset be presented in the statement of financial position? Please explain your reasons. What additional disclosures (if any) do you think are necessary under each of the approaches? 
The right-use-of asset should be presented in the statement of the financial position according to nature of the underlying lease. 
Question 24—Are there any lessee issues not described in this discussion paper that should be addressed in this project? Please describe those issues. 
Next topics should be dealt with in the Discussion Paper: 

· The view and accounting treatment by the lessor

· Sale and Lease Back transactions

· Sublease contracts

· Multiple-element arrangements (see IFRIC 4)

· Service concession arrangements (private-public partnerships)

Question 25—Do you think that a lessor’s right to receive rentals under a lease meets the definition of an asset? Please explain your reasons. 
The lessor’s right to receive rental under a lease should be accounted as a receivable and thus an asset. 

Question 26—This chapter describes two possible approaches to lessor accounting under a right-of-use model: (a) derecognition of the leased item by the lessor or (b) recognition of a performance obligation by the lessor. Which of these two approaches do you support? Please explain your reasons. 
The right-of-use model by derecognising by the lessor of the leased item in function of the term of the lease and content of the lease ( usufruct, building rights, ground lease) should be chosen. 

Question 27—Should the boards explore when it would be appropriate for a lessor to recognise income at the inception of the lease? Please explain your reasons. 

Yes, guidance is desirable. 
In the context of a sale and lease back, there is for example a derecognition of a plant for 500 and a lease contract for the res of the useful term of the plant for 700. 

A right-of-use asset and liability of 700 will be recognised. By derecognising the asset for 500, there is as result a difference of 200. How will the difference be registered?  In profit? Or amortised over the lease term? 

Question 28—Should accounting for investment properties be included within the scope of any proposed new standard on lessor accounting? Please explain your reasons.

Accounting for investment properties is already foreseen in IAS 40. Guidance on IAS 40 is desirable

 Question 29—Are there any lessor accounting issues not described in this discussion paper that the boards should consider? Please describe those issues. 
All the lessor accounting issues should be described in the discussion paper and later on in the exposure draft. 
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