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IFRS Foundation 
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7 Westferry Circus 
Canary Wharf 
London E14 4HD 
United Kingdom 

Dear Sirs, 

Re: Lease Liability in a Sale and Leaseback (ED/2020/4) 

This letter is the response of the Canadian Accounting Standards Board (AcSB) to the International Accounting 
Standards Board’s (IASB) Exposure Draft, “Lease Liability in a Sale and Leaseback” issued in November 2020. 

Our process 

As part of our due process for these proposals, we consulted with our IFRS® Discussion Group and took into 
account the results of this discussion when developing this letter.  

Our view 

We continue to strongly support the IASB in its efforts to identify and address standards implementation 
issues. 

Overall, we agree that standard setting activity is needed to restrict the gain on sale recognized by the seller-
lessee to the amount that relates to the rights transferred to the buyer-lessor. We acknowledge that the 
proposed amendments will ensure users are provided with information that better reflects the economics of a 
sale and leaseback transaction.  

However, we think that the IASB’s proposed approach introduces complexity that may create additional 
application challenges. Furthermore, this element of complexity is exacerbated by the departure from the 
current accounting requirements for variable lease payments that do not depend on an index or rate for lease 
transactions other than sale and leaseback transactions.  

http://www.ifrs.org/
https://www.frascanada.ca/en/acsb
https://www.frascanada.ca/en/acsb/committees/ifrsdg
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If the IASB decides to proceed with the proposed amendments, we think that the IASB needs to be transparent 
in communicating the inconsistency created with the current accounting requirements for variable lease 
payments that do not depend on an index or rate for lease transactions other than sale and leaseback 
transactions. Furthermore, we also have concerns with the proposal not to remeasure the lease liability to 
reflect a change in future variable lease payments that depend on an index or rate. While we understand that 
the proposal not to remeasure the lease liability to reflect a change in future variable lease payments achieves 
practicality and cost efficiency for the seller-lessee, we question the proposal to not remeasure the lease 
liability when the index or the rate upon which the variable lease payment is based upon is updated.  

Overall, should the IASB proceed with the proposed amendments, we recommend that the IASB revisit the 
resulting conflicting principles created within IFRS 16 more holistically as part of its Post Implementation 
Review of IFRS 16. These include the exclusion of variable lease payments from the definition of lease 
payments and the non-recognition of any gain or loss on the interest retained by the seller-lessee. 

Our responses to your questions 

The Appendix to this letter responds to the questions posed in the Exposure Draft and expands on the points 
raised above. 

We would be pleased to elaborate on our comments in more detail if you require. If so, please contact me or, 
alternatively, Kelly Khalilieh, Director, Accounting Standards (+1 416 204-3453 or email 
kkhalilieh@acsbcanada.ca) or Jayshal Daya, Principal, Accounting Standards (+1 416 204-3501 or email 
jrdaya@acsbcanada.ca). 

Yours truly, 

Linda F. Mezon, FCPA, FCA, CPA (MI), CGMA 
Chair, Canadian Accounting Standards Board 

lmezon@acsbcanada.ca 
+1 416 204-3490

About the Canadian Accounting Standards Board 

We are an independent body with the legal authority to establish accounting standards for use by all Canadian publicly accountable 

enterprises, private enterprises, not-for-profit organizations and pension plans in the private sector. We are comprised of a full-time 

Chair and volunteer members from a variety of backgrounds, including financial statement users, preparers, auditors and academics; a 

full-time staff complement supports our work.   
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Our standards 

We have adopted IFRS® Standards as issued by the IASB for publicly accountable enterprises. Canadian securities legislation permits the 

use of U.S. GAAP in place of IFRS Standards in certain circumstances. We support a shared goal among global standard setters of high-

quality accounting standards that result in comparable financial reporting outcomes regardless of the GAAP framework applied. 

We developed separate sets of accounting standards for private enterprises, not-for-profit organizations and pension plans. Pension 

plans are required to use the applicable set of standards. Private enterprises and not-for-profit organizations can elect to apply either 

the set of standards developed for them, or IFRS Standards as applied by publicly accountable enterprises.   

Our role vis-à-vis IFRS Standards 

Our responsibility to establish Canadian GAAP necessitates an endorsement process for IFRS Standards. We evaluate and rely on the 

integrity of the IASB’s due process as a whole, and monitor its application in practice. In addition, we perform our own due process 

activities for each new or amended IFRS Standard to ensure that the standard is appropriate for application in Canada. We reach out to 

Canadians on the IASB’s proposals to understand and consider their views before deciding whether to endorse a final IFRS Standard. A 

final standard is available for use in Canada only after we have endorsed it as Canadian GAAP.       
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APPENDIX 

Question 1—Measurement of the right-of-use asset and lease liability arising in a sale and 
leaseback transaction (paragraphs 100(a)(i), 100A and 102B of the [Draft] amendment to IFRS 16) 
The [Draft] amendment to IFRS 16 Leases applies to sale and leaseback transactions in which, 
applying paragraph 99 of IFRS 16, the transfer of the asset satisfies the requirements to be accounted 
for as a sale of the asset. The [Draft] amendment proposes: 

a) to require a seller-lessee to determine the initial measurement of the right-of use asset by
comparing the present value of the expected lease payments, discounted using the rate
specified in paragraph 26 of IFRS 16, to the fair value of the asset sold (paragraph 100(a)(i));

b) to specify the payments that comprise the expected lease payments for sale and leaseback
transactions (paragraph 100A); and

c) to specify how a seller-lessee subsequently measures the lease liability arising in a sale and
leaseback transaction (paragraph 102B).

Do you agree with this proposal? Why or why not? If you disagree with the proposal, please explain 
what you suggest instead and why.  

1. We agree that standard setting activity is needed to restrict the gain on sale recognized by the seller-lessee
to the amount that relates to the rights transferred to the buyer-lessor. We acknowledge that the
proposed amendments will ensure users are provided with information that better reflects the economics
of a sale and leaseback transaction. The seller-lessee’s recognition of a gain or loss only to the proportion
of the rights it has transferred to the buyer-lessor better reflects the economics of a sale and leaseback
transaction because the seller-lessee continues to receive the economic benefits from the right of use
asset over the duration of the lease term.

2. However, we think that the IASB’s proposed approach introduces complexity that is likely to create
additional application challenges. Furthermore, this element of complexity is exacerbated by the departure
from the current accounting requirements for variable lease payments that do not depend on an index or
rate for lease transactions other than sale and leaseback transactions.

3. We think that the proposal to include all variable lease payments in the expected lease payments
specifically for sale and leaseback transactions creates a divergence from the accounting for all other
leases that cannot be rationally justified. We think that such an approach effectively creates a distinct
accounting model applicable only to sale and leaseback transactions. Moreover, we also think that it is
critical that consistency is maintained over the measurement of expected lease payments applicable to all
leases to prevent any complexity and application challenges that may arise in practice. We encourage the
IASB to further assess other alternative approaches that would not result in a divergence from the
accounting for all other leases.

Comments on the IASB’s proposed approach

4. If the IASB decides to proceed with the proposed amendments, we think that the IASB needs to be
transparent in communicating the inconsistency created with the current accounting requirements for
variable lease payments that do not depend on an index or rate for lease transactions other than sale and
leaseback transactions.
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5. Furthermore, we also have concerns with the proposal not to remeasure the lease liability to reflect a
change in future variable lease payments that depend on an index or rate. While we understand that the
proposal not to remeasure the lease liability to reflect a change in future variable lease payments achieves
practicality and cost efficiency for the seller-lessee, we question the proposal to not remeasure the lease
liability when the index or the rate upon which the variable lease payment is based upon is updated. We
think that when variable lease payments are based on an index or rate, seller-lessees often have the
information to remeasure the lease liability and the lease liability reflecting the remeasurement would
provide users with useful information.

6. We also think that Illustrative Example 25 can be replaced with a scenario that is more commonly
observed in practice. Illustrative Example 25 sets a minimum lease payment to be paid every year;
however, a sale and leaseback arrangement containing only variable lease payments not subject to any
minimum is more commonly observed in practice, and, therefore, could be provided instead.
Furthermore, Illustrative Example 25 provides revised expected lease payments that are calculated based
on the same estimated revenue as the original expected lease payments. We think that in practice, the
revenue estimates will likely change when the lease payments are revised because the lease payments are
often revised for changes in economic circumstances that may also impact forecasted revenue. Therefore,
the example should consider reflecting the new estimates of expected revenue.

7. There is a growing trend in Canada in which leases are structured to include variable lease payments, and
these payments can be material to the total lease payments. Therefore, should the IASB proceed with the
proposed amendments, we recommend that the IASB consider these factors along with the resulting
conflicting principles created within IFRS 16 more holistically as part of its Post Implementation Review of
IFRS 16. These include the exclusion of variable lease payments from the definition of lease payments and
the non-recognition of any gain or loss on the interest retained by the seller-lessee.

Question 2—Transition (paragraph C20E of the [Draft] amendment to IFRS 16) 
Paragraph C20E of the [Draft] amendment to IFRS 16 proposes that a seller-lessee apply the [Draft] 
amendment to IFRS 16 retrospectively in accordance with IAS 8 Accounting Policies, Changes in 
Accounting Estimates and Errors to sale and leaseback transactions entered into after the date of 
initial application of IFRS 16. However, if retrospective application to a sale and leaseback transaction 
that includes variable lease payments is possible only with the use of hindsight, the seller-lessee 
would determine the expected lease payments for that transaction at the beginning of the annual 
reporting period in which it first applies the amendment. 

Do you agree with this proposal? Why or why not? If you disagree with the proposal, 
please explain what you suggest instead and why.  

8. Should the IASB proceed with the finalization of the proposed amendments, we agree with the proposal to
apply the amendment to IFRS 16 retrospectively to sale and leaseback transactions entered into after the
date of initial application of IFRS 16. We think that the retrospective application of the proposed
amendments will outweigh the costs because of the long-term material effect on the financial position of
the seller-lessee.

9. We also agree with the specific transition requirement to avoid the use of hindsight when a sale and
leaseback transaction includes variable lease payments that would require the use of hindsight, consistent
with the rationale provided in paragraph BC33 of the Basis for Conclusions accompanying the Exposure
Draft.


