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Dear Bruce
Tentative Agenda Decision: Definition of a Lease - Substitution Rights (IFRS 16)

We are pleased to comment on the above Tentative Agenda Decision (the TAD). Following
consultation with the BDO network’, this letter summarises views of member firms that
provided comments on the TAD.

We agree with the Committee’s analysis and conclusion in the TAD in response to question (a)
of the request. However, we have some concerns about some of the wording and analysis in
the TAD in response to question (b) of the request.

As explained in the attached Appendix, we believe further clarification should be made to the
TAD. In particular, it would be helpful to provide further guidance about what is meant by
‘throughout the period of use’ in this fact pattern, and to include considerations that are
relevant in determining the lease term.

Our comments on the TAD are set out in the attached Appendix.

We hope that you will find our comments and observations helpful. If you would like to
discuss any of them, please contact me at +44 (0)7875 311782 or by email at
abuchanan®@bdoifra.com.

Yours faithfully

Andrew Buchanan

Global Head of IFRS and Corporate Reporting

Service provision within the BDO network in connection with IFRS (comprising International Financial Reporting Standards, International Accounting
Standards, and Interpretations developed by the IFRS Interpretations Committee and the former Standing Interpretations Committee), and other documents,
as issued by the International Accounting Standards Board, is provided by BDO IFR Advisory Limited, a UK registered company limited by guarantee. Service
provision within the BDO network is coordinated by Brussels Worldwide Services BV, a limited liability company incorporated in Belgium. Each of BDO
International Limited, Brussels Worldwide Services BV, BDO IFR Advisory Limited and the BDO member firms is a separate legal entity and has no liability for
another entity’s acts or omissions. Nothing in the arrangements or rules of the BDO network shall constitute or imply an agency relationship or a partnership
between BDO International Limited, Brussels Worldwide Services BV, BDO IFR Advisory Limited and/or the BDO member firms. Neither BDO International
Limited nor any other central entities of the BDO network provide services to clients.

BDO is the brand name for the BDO network and for each of the BDO member firms.

BDO IFR Advisory Limited is a UK company limited by guarantee, registered in England under No 7295966.
Registered office: c/o Hackwood Secretaries Limited, One Silk Street, London, EC2Y 8HQ

© 2022 BDO IFR Advisory Limited. All rights reserved.


mailto:abuchanan@bdoifra.com

Appendix

Question (a)

The level at which to evaluate whether a contract contains a lease - by considering each
asset separately or all assets together - when the contract is for the use of more than one
similar asset.

We agree that, in the fact pattern described in the request, when applying the requirements
of IFRS 16.B12 the customer would consider each battery as a separate lease component.

Question (b)

How to assess whether a contract contains a lease applying IFRS 16 when the supplier has
particular substitution rights—ie the supplier:

i has the practical ability to substitute alternative assets throughout the period of
use; but
ii. would not benefit economically from the exercise of its right to substitute the

asset throughout the period of use.

In determining whether there is an identified asset, IFRS 16.B13-B19 set out various
requirements that are to be applied. However, and as noted by members of the Committee at
its meeting in November 2022, those requirements need to be considered as a whole as well
as being applied individually. We suggest that this is included in the first paragraph of the
‘Identified asset’ section of the TAD:

‘...identified asset. Paragraph B13-B20 of IFRS 16 provided application guidance,
which should be applied individually and as a whole when determining whether there
is an identified asset.’

The first sentence of IFRS 16.B14 states that ‘Even if an asset is specified, a customer does
not have the right to use an identified asset if the supplier has the substantive right to
substitute the asset throughout the period of use.’ (emphasis added) In our view, the
inclusion of ‘throughout the period of use’ in that introductory sentence means that it does
not then need to be repeated in each subparagraph of IFRS 16.B14 because it applies to both
IFRS 16.B14 subparagraph (a) and subparagraph (b). However, the fact that the wording
‘throughout the period of use’ is included in (a) and omitted from (b) could lead a reader of
the standard to a different conclusion. We suggest that the wording ‘throughout the period of
use’ be added to subparagraph (b) as part of annual improvements to remove the need for
interpretation.

The analysis included in the TAD which concludes that the condition IFRS 16.B14(b) does not
exist throughout the period of use is not clear. We suggest adding further clarification to walk
the reader through the Committee’s thought process, expanding on what is meant by
‘throughout the period of use’ in this fact pattern. For example, although it would be rare for
a supplier to benefit economically from substituting the asset immediately after the



commencement date of the lease, we would not view this as preventing a lessor from
benefitting economically from substitution ‘throughout the period of use’.

Other comments

It would be helpful for the analysis to give an indication of items to consider and the
technical requirements to be applied when determining the lease term, such as the following:

¢ Is the economic life of the battery the ceiling to be applied in this fact pattern?

e The interaction with IFRS 16.B35 because the lessor could be viewed as having an
implicit option to cancel the lease by substituting the battery. Because it is a lessor
option, then the lessee would be required to disregard the option in accordance with
the requirements of IFRS 16.B35.
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