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GROW YOUR SKILLS,
GROW YOUR
KNOWLEDGE,
GROW YOUR

BUSINESS.

Subscribe to CCH Learning and
gain unlimited access to all live
webinars, E-Learnings and
supporting documentation.

Plus, your CPD hours will be
recorded automatically.

Find Out More!
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https://cchiknowpartner.wolterskluwer.com.au/cch-learning/

Your Presenter

Aletta Boshoff
Partner, BDO

National Leader IFRS & Corporate Reporting
National Leader ESG & Sustainability
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Top 10 lease accounting challenges in 2024

Today’s
session will
cover

Incremental borrowing rate

Hold over leases

Renegotiation of holdover leases

Managing on-going changes to lease portfolio
CPI adjustments

New leases which are actually modifications
Expired leases

Early terminated leases

Make good provisions

10. Sub leases
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#1 - INCREMENTAL
BORROWING RATE
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APPROPRIATE DISCOUNT RATE

Can the interest rate implicit in the lease be
readily determined?

Use the interest rate Use the lessee’s
implicit in the lease incremental borrowing rate

.
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LESSEE’S INCREMENTAL BORROWING RATE

» The rate of interest that a lessee would have to pay to borrow
 Qver a similar term, and
« With a similar security
» The funds necessary to obtain an asset
« Of a similar value to the right-of-use asset
* |n a similar economic environment
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LESSEE’S INCREMENTAL BORROWING RATE

Base rate
for Financing Asset
economic factors factors
factors

Incremental
borrowing
rate

Similar
economic
environment,
term and
value

Lessee specific
factors (...lessee Similar
would have to security

pay to borrow...)
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LESSEE’S INCREMENTAL BORROWING RATE

»  When do entities need to update the IBR?

» Impact of the current interest rate environment on IBR

I " IBDO




#2 - HOLD OVER LEASES
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DETERMINING THE LEASE TERM

The lease term comprises

-

Periods covered by an Periods covered by an
option to extend the option to terminate the
lease if the lessee is lease if the lessee is
reasonably certain to reasonably certain not
exercise that option to exercise that option

AND

The non-cancellable

period of the lease
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3 - reasonably certain to be

2 - Period over which lease remains enforceable exercised lessee options

-
+
+

Mlltl-lill Not enforceable; do
terrpmatmn not include period
option: can included by

the lessee and termination option.
lessor each
terminate
with no more
_ t_ha'_:r?" Enforceable;
Insigmmcant I'ca?"t determine lease term
penalty: based on analysis of
(consider how long contract will

more than just .
remain enforceable.
contractual

penalties)

Extension

options

Apply B37-B40
guidance and
include in
lease term if
lessee is
‘reasonably
certain’ to
exercise the
option

Period in
which lease is

Termination
option - Apply Step 3 guidance to assess

cancellable by
neither party

Termination
Enforceable; include options
any period covered by
: lessor-only option to
Lo Ll terminate (i.e.

disregard the option).

Lessor only




DETERMINING THE LEASE TERM

In circumstances in which only the lessee has a termination option, to estimate the lease term a lessee must assess the
likelihood of it either exercising or failing to exercise that option. Factors that would be considered in this assessment include,
but are not limited to:

(a) Contractual terms and conditions for the optional periods compared with market rates, such as:
I.  The amount of payments for the lease in any optional period;
ii. The amount of any variable payments for the lease or other contingent payments;

lii. The terms and conditions of any options that are exercisable after periods covered by another option (or other
options), e.g. a purchase option that is exercisable at the end of one or more extension periods at a rate that is
currently below market rates;

(b) Significant leasehold improvements or other improvements made to underlying assets that are expected to have a
significant residual benefit to the lessee when options become exercisable;

(c) Costs relating to the termination of the lease (e.g. negotiation, relocation, and search costs, installation and setup costs
for new assets, termination penalties or costs to return an underlying asset at the end of the lease term);

(d) The importance of an underlying asset to the lessee’s operations (e.g. whether the underlying asset is highly specialised,
the location of the asset and the availability of suitable alternatives); and

(e) Conditionality associated with the exercise option (i.e. if an option can be exercised only if one or more conditions are
met) and the likelihood that those conditions will be met.
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RENEGOTIATION OF HOLD OVER LEASES

What if...?

» A 10 year lease of a building expires in May 2023

» From 1 June 2023 the lease is in holdover and the entity is busy negotiating a
new lease

« Expected new lease term 3 years
- Expected lease payments of $8,000 per month

» On 1 August 2023, the entity enters into a brand new lease agreement for 5
years at $10,000 per month

I ; IBDO



#4 - MANAGING ON-GOING
CHANGES TO LEASE PORTFOLIO
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MANAGING ON-GOING CHANGES TO LEASE PORTFOLIO

On-going Changes to Lease Portfolio

New Leases

Remeasurements or Reassessments of Existing Leases

19

Change in original
assessment of lease
term (extension
options) or
purchase/termination
options

New discount rate (i.e.
current discount rate)

No P&L Impact

Change in estimate of
residual guarantee

Change in index or rate
affecting payments
including market rent
reviews

Modifications of Existing Leases
(Changes to the underlying contract)

Separate Leases

Use original discount
rate

No P&L Impact

Use original discount
rate

No P&L Impact

Increase in scope by
adding new assets

&

Consideration =
Standalone Price

Not Separate Leases

Termination of Leases

Potential P&L Impact

Decrease in scope

2-STEP PROCESS

New discount rate
Potential P&L Impact

All other lease
modifications

New discount rate (i.e.

current discount rate)
No P&L Impact
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CPI ADJUSTMENTS

Variable e Include in the initial measurement of
payments that

the lease using the index or rate as at
the commencement date

.depend SALECUE . Remeasure lease in the period the rate
(e[S d-Ne=1d=] or index changes

I . IBDO




#6 - NEW LEASES WHICH ARE
ACTUALLY MODIFICATIONS
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NEW LEASES WHICH ARE ACTUALLY MODIFICATIONS

New legal lease agreements

BUT

Continuing to use the same asset
EQUALS

A lease modification

vvvyyvyy

v

NOT a new lease for lease accounting purposes!
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EXPIRED LEASES

End of lease term
The entity no longer uses the asset (i.e. the asset is returned to the lessor)
No RoU asset and no lease liability - should we just do nothing...?

Remove the original cost of the RoU asset and remove the accumulated
depreciation of the RoU asset

vvyvyy
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EARLY TERMINATED LEASES

»  Expect a P&L impact
» Remove RoU asset and lease liability with balance being an P&L impact

I . IBDO




#9 - MAKE GOOD PROVISIONS
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MAKE GOOD PROVISIONS

» Debit entry
* Included in RoU asset ito IFRS
« Subject to depreciation

» Credit entry
* Not part of the lease liability
« Separate make good provision ito IAS 37
* Unwinding of discount per IAS 37

I . IBDO






SUBLEASES

» Assess whether the sublease is a finance lease or an operating lease

» Compare lease terms of head lease and sublease

I . IBDO




SUBLEASES - FINANCE LEASES

» Derecognise the RoU asset, i.e. the cost and the accumulated depreciation of
the RoU asset

» Recognise a lease receivable
* Recognise interest income in future

» Keep the lease liability

I . IBDO



SUBLEASES - OPERATING LEASES

» Keep the RoU asset

» Keep the lease liability

I . IBDO




DO YOU HAVE AN EFFICIENT AND
EFFECTIVE LEASE SOLUTION?
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LEASE ACCOUNTING ... YOUR TIME IS VALUABLE

BDO Lead Saa$ BDO Lease Management Services
https://www.bdo.com.au/en-au/services/audit- (Outsourcing your lease accounting to us)
assurance/ifrs-advisory-services/ifrs-16/ifrs-tool-bdo- https: //www.bdo.com.au/en-au/services/audit-

lead assurance/ifrs-advisory-services/ifrs-16/lease-

management-services

Lead SaaS Lease Managemen...
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https://www.bdo.com.au/en-au/services/audit-assurance/ifrs-advisory-services/ifrs-16/ifrs-tool-bdo-lead
https://www.bdo.com.au/en-au/services/audit-assurance/ifrs-advisory-services/ifrs-16/ifrs-tool-bdo-lead
https://www.bdo.com.au/en-au/services/audit-assurance/ifrs-advisory-services/ifrs-16/ifrs-tool-bdo-lead
https://www.bdo.com.au/en-au/services/audit-assurance/ifrs-advisory-services/ifrs-16/lease-management-services
https://www.bdo.com.au/en-au/services/audit-assurance/ifrs-advisory-services/ifrs-16/lease-management-services
https://www.bdo.com.au/en-au/services/audit-assurance/ifrs-advisory-services/ifrs-16/lease-management-services

BDO LEASE MANAGEMENT SERVICES (OUTSOURCING)

ONGOING MONTHLY PROCESS

By 15th day By 20th day By 28th day

of each
month

of each
month

of each
month

STEP 1 STEP 2 STEP 3
BDO to contact the client to request new Client to provide the requested new BDO to provide the information
and updated lease information. and updated lease information. and journals to the client which include

the Depreciation, Interest and Lease
Liability amounts.
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19 March - Turbo-Boost Performance through High-
Quality Feedback

Upcoming

Webinars
* 19 March - Tax Technical Update — March 2024
e 20 March - FBT 2024 — Car Parking Essentials for Success
“o0
OO e 26 March — AML Phase 2: What we've learnt from New
=0 Zealand & the International Market, & how to Prepare
~— e 26 March - Initial Meeting to Profitable Client

e 27 March - Practical Issues with the Main Residence

Exemption
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https://wolterskluwer.cchlearning.com.au/learn

Questions?

 Aletta Boshoff
 Partner, BDO
* National Leader IFRS & Corporate Reporting
* National Leader ESG & Sustainability
| + 0396031808
» Aletta.Boshoff@bdo.com.au

b LA
Y
“‘\\ A0
\‘~.
!

A\

d.~;‘\§¢:\':\“
TN

&. Wolters Kluwer CCH Learning 39 IBDO


mailto:Aletta.Boshoff@bdo.com.au

Next Steps Please complete the Feedback Survey.

Within 24-48 hours you will receive an
email when the following is ready;

o — * E-Learning Recording
LH ) « Verbatim Transcript
~— « CPD Certificate

« PowerPoint Presentation
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Thank you for
attending
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