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BDO Observation:

We believe many entities (including real estate entities and cable companies) will welcome this lessor practical expedient as it
generally will enable them to account for their transactions under the new lease or revenue standards in a manner similar to how
they have accounted for them in the past.

The following considerations are important in understanding (and evaluating whether a lessor qualifies for) the
practical expedient:

» The practical expedient applies only to nonlease » Determining whether the lease component would
components that otherwise would be accounted be classified as an operating lease if accounted for
for under Topic 606. It does not apply, for example, separately generally should not require a detailed
to a contract that includes a lease component quantitative analysis and may often be determined using
and a loan component accounted for under Topic 310 a reasonable qualitative assessment.

e > A lessor should be able to reasonably determine

> Because of the condition that the lease component which component is predominant (i.e., a lessor does not
be classified as an operating lease if separated, this have to perform a detailed quantitative analysis
means that the timing and pattern of transfer of or theoretical allocation). We believe entities may
the nonlease components also must be straight-line use a >50% threshold in determining which component
(i.e., over time, time-based) to qualify for the is predominant for this lessor practical expedient, even
practical expedient. though this may not necessarily align with how the

concept of predominance is described under Topic 606.4

When a contract includes a lease component and multiple nonlease components, the fact that some nonlease components

do not meet the conditions for combining (e.g., a nonlease component that transfers at a point-in-time) does not preclude the
lessor from qualifying for the practical expedient. However, in those situations the lessor must combine all nonlease
components that qualify with the associated lease component, and account for those as a single component. The nonlease
components that do not qualify should be accounted for separately. Accordingly, the lessor is required to separate and allocate
the consideration in the contract between the combined component on one hand and the nonlease components that do not
qualify on the other hand.
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