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Re: Leases (Topic 842) – Common Control Arrangements (File Reference No. 2022-ED500) 
 
Dear Ms. Salo:  
 
We are pleased to provide comments on the Board’s exposure draft on Leases (Topic 842) – 
Common Control Arrangements. 
 
Overall, we support the Board’s efforts in Issue 1, Terms and Conditions to Be Considered, to 
respond to concerns expressed by private company stakeholders about applying Topic 842, 
Leases, to related party arrangements between entities under common control. However, we 
believe there are certain aspects of the proposal for which the Board may wish to provide 
additional guidance to reduce the potential for diversity in practice.  
 
For Issue 2, Accounting for Leasehold Improvements, we are concerned that the proposed 
requirements to amortize leasehold improvements over the economic life of those 
improvements for leases between entities under common control would create an exception to 
the guidance applicable to property, plant and equipment and right-of-use assets generally, and 
would result in additional complexity in applying the impairment guidance in Topic 360, 
Property, Plant and Equipment. We also note that the proposed requirements would result in a 
reporting entity considering economic benefits related to entities outside the reporting group’s 
financial statements, which may be inconsistent with the concept of a reporting entity. Lastly, 
the proposed amendments could incentivize entities to structure lease arrangements with 
shorter terms in order to keep such arrangements off the balance sheet.  
 
Our detailed responses to the Questions for All Respondents are contained in the attached 
Appendix. 
 
We would be pleased to discuss our comments with the FASB staff. Please direct any questions 
to Thomas Faineteau at 214-243-2924 and Angela Newell at 214-689-5669.  
 
Very truly yours, 
 

 
BDO USA, LLP 
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Appendix 

Note: We have not responded to questions that would be best addressed by investors or preparers. 
 
Issue 1: Terms and Conditions to Be Considered  
 
Question 1: Are the amendments in this proposed Update operable for private companies 
and not-for-profit entities that are not conduit bond obligors? If not, which proposed 
amendments pose operability or auditability concerns and why? 
 
We believe the amendments in this proposed Update are generally operable. However, 
additional guidance may be needed for situations in which there is a written agreement 
between related parties under common control, but the written terms and conditions of the 
related party arrangement are not sufficient to determine whether the contract is or contains a 
lease, or how to classify and account for such lease. As noted in paragraph BC11 of this 
proposed Update, common control arrangements often lack sufficient detail, which could pose 
challenges with determining if a lease exists and, if so, how to account for it, based on written 
terms only. 
 
The Board also discusses in paragraphs BC6 and BC7 of this proposed Update that the term 
common control exists in other areas of U.S. GAAP and that it did not define common control in 
this proposed Update. Instead, the Board provided observations as it relates to application by 
private companies that is generally consistent with observations it made in Accounting 
Standards Update No. 2018-17, Consolidation (Topic 810): Targeted Improvements to Related 
Party Guidance for Variable Interest Entities. While we agree with this approach, we believe it 
would be beneficial for the Board to clarify that a private company should apply the same 
accounting policy for determining common control consistently to reduce diversity in practice 
and inconsistencies within the financial statements. For example, absent further clarification, a 
private company may determine common control for purposes of applying ASU 2018-17 based on 
the voting interest model under Topic 810, while determining common control under this 
proposed Update based on the voting interest model and variable interest model under Topic 
810. 
 
Lastly, other practical expedients within Topic 842 are applied by asset class rather than on an 
arrangement-by-arrangement basis. The Board may wish to consider application of the 
amendments in this proposed Update for Issue 1 by asset class for consistency.  
 
Question 2: Would the proposed amendments reduce costs without reducing the decision-
useful information for investors and other allocators of capital? Please explain why or why 
not. 
 
The proposed amendments are broadly consistent with the Board’s initial objective when issuing 
Accounting Standards Update No. 2016-02, Leases, to simplify the accounting for related party 
lease arrangements, and would likely reduce costs by requiring private companies and other 
entities within the scope of Issue 1 to rely on written terms and conditions of an arrangement, 
rather than evaluating the legally enforceable terms and conditions of the arrangement which 
may require further legal analysis based on facts and circumstances. However, there would be 
initial incremental costs for entities which would like to take advantage of the proposed 
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practical expedient and that currently do not have documented lease arrangements. The 
proposed practical expedient would also require entities to re-document their common control 
lease arrangements on a periodic basis (for example, monthly for a lease arrangement with a 
one-month stated term), which would result in ongoing incremental costs for all entities within 
the scope of Issue 1 that intend to elect the practical expedient in this proposed Update.  
 
With regards to the resulting information provided to users, we do not believe the proposed 
amendments would significantly affect the usefulness of information provided to investors and 
other allocators of capital. This is because the proposed amendments would, as previously 
discussed, be broadly consistent with the Board’s intent when initially issuing Topic 842 to 
simplify the accounting for related party lease arrangements, and because the accounting 
outcome will likely be the same in many common control transactions. However, if Issue 2 is 
finalized as proposed, the proposed amendments would result in leasehold improvements 
associated with common control leases being amortized over a period that is disconnected from 
the lease term, which we believe may reduce the usefulness of information provided to users. 
See Question 5 for additional details on Issue 2.  
 
Question 3: Are the proposed transition methods appropriate? Please explain why or why 
not. 
 
For entities that have not yet adopted Topic 842 on or before the effective date of a final 
Update resulting from this proposal, we generally agree with the proposed requirement to use 
the same transition method as the transition method the entity will elect when adopting Topic 
842. However, we believe that the practical expedient in proposed paragraph 842-10-15-3A may 
not be available for existing arrangements upon adoption if the entity elects the package of 
practical expedients in paragraph 842-10-65-1(f), which we expect many entities will elect. This 
is because the package of practical expedients applies to all existing leases and, if elected, 
requires an entity not to reassess whether any expired or existing contracts are or contain 
leases, and not to reassess lease classification for such arrangements. When elected, the 
package of practical expedients results in the run-off of existing arrangements and, accordingly, 
would result in the proposed practical expedient applying only prospectively to new (or 
modified) common control arrangements entered into on or after the effective date of Topic 
842. The Board may consider providing additional guidance or clarifications if that is not the 
Board’s intent.  
 
For entities that have already adopted Topic 842, we believe a retrospective transition 
approach is not necessary because those entities have already made determinations as to 
whether a lease exists for common control arrangements based on the legally enforceable terms 
under current guidance and, as noted in paragraph BC18 of the proposed Update, the Board 
expects that applying the practical expedient would result in similar accounting outcomes.  
 
Question 4: Should an entity be permitted to document any existing unwritten terms and 
conditions of an arrangement between entities under common control before the date on 
which the entity’s first interim (if applicable) or annual financial statements are available 
to be issued in accordance with the proposed amendments? Please explain why or why not. 
 
We agree with the Board’s proposal to permit entities to document any existing unwritten 
terms. However, this may result in challenges for practitioners and auditors in determining 
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whether the terms being documented are consistent with those that existed before the 
documentation date and in determining the related accounting impact, if any. Also, the ability 
for an entity to document existing unwritten terms and conditions for arrangements between 
entities under common control may not be as useful if the entity is required to, or elects to, 
apply the proposed amendments on a prospective basis to new or modified arrangements.  
 
Issue 2: Accounting for Leasehold Improvements  
 
Question 5: Are the proposed amendments operable for all entities? If not, which proposed 
amendments pose operability or auditability concerns and why? 
 
We believe the proposed amendments in Issue 2 may not be operable and would create 
additional complexity in U.S. GAAP. Amortizing leasehold improvements over their economic 
life would represent an exception to the guidance in Topic 360 on property, plant and 
equipment in which long lived assets are depreciated over the asset’s useful life. Without 
further guidance, it is not clear how this exception impacts other aspects of the Topic 360 
accounting model, in particular the impairment guidance. For example, it would create a 
dichotomy between the period (economic life) reflected in the carrying amount of leasehold 
improvements tested for impairments, and the period (useful life) used to develop estimates of 
future cash flows to test an asset (or asset group) for recoverability. We also note that 
amortizing leasehold improvements over their economic life would result in a reporting entity 
considering economic benefits that may be received by parties in the related party group 
beyond the reporting entity itself. This would appear to be inconsistent with the concept of a 
reporting entity in proposed Chapter 2 of FASB’s Concepts Statement No. 8, Conceptual 
Framework for Financial Reporting in which a reporting entity would be described as a 
circumscribed area of economic activities that can be distinguished from those of other entities 
(proposed paragraphs RE4 and RE5).  
 
There may also be operational challenges with the guidance in proposed paragraph 842-20-35-
12A when the lessor obtained the right to control the underlying asset through a lease with 
another entity not within the same common control group. While the lessor and lessee may be 
under common control, the lessee entity may not always know how and under what terms and 
conditions the lessor entity obtained the equipment, which may pose challenges to the lessee 
entity and its auditors. 
 
Lastly, we believe the proposed amendments in Issue 2 could incentivize entities under common 
control to structure lease arrangements month-to-month or with terms shorter than 12 months 
in order to avoid recording right-of-use assets and lease liabilities for such arrangements since 
the proposed amendments would eliminate the need to link the depreciable life of any 
leasehold improvements to the lease term. This would appear to conflict with the Board’s initial 
intent of Topic 842, which was to increase transparency by recognizing lease assets and lease 
liabilities on the balance sheet.  
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Question 6: Would the proposed amendments provide clarity, reduce diversity, or both in 
the accounting for leasehold improvements associated with common control leases? Please 
explain why or why not. 
 
We do not believe the proposed amendments provide clarity because of the operational 
challenges noted in our response to Question 5. In addition, this proposal would require entities 
that have already adopted Topic 842, such as public business entities, to incur costs to 
implement changes to existing processes, controls and systems. Thus, the benefits of applying 
the amendments in the proposed Update may not outweigh the costs, in particular for public 
business entities. If the Board elects to finalize Issue 2, we recommend limiting the scope to 
entities other than public business entities. 
 
Question 8: Do you agree with the proposed disclosure requirements? Please explain why 
or why not and whether any additional disclosures should be required. 
 
We agree with the proposed disclosure requirements. Combined with the disclosures already 
required under Topic 850, Related Party Disclosures, including the nature of the relationship, 
description of the transaction and dollar amounts as required under paragraph 850-10-50-1, this 
would provide users of financial statements with additional information to better understand 
the related party arrangement and impact on financial statements. However, as discussed in 
Question 5, we do not agree with the proposed requirement to amortize leasehold 
improvements associated with common control leases over the asset’s economic life. In our 
view, the amortization period of leasehold improvements is inextricably linked to the lease 
term of the associated lease. 
 
Question 9: Are the proposed transition methods appropriate? Please explain why or why 
not. 
 
To maintain comparability between entities and ensure consistency in amortization periods for 
all leasehold improvements presented within an entity’s financial statements, the Board may 
consider reducing the number of transition approaches proposed. In our view, requiring the 
proposed amendments for Issue 2 to be applied prospectively to all new and existing leasehold 
improvements would be sufficient.  
 
Effective Date  
 
Question 12: Should the proposed amendments for both Issue 1 and Issue 2 be effective for 
all entities during interim periods within the fiscal year of adoption of a final Update 
unless those entities have not yet applied Topic 842 in interim periods? Please explain 
why or why not. 
 
To reduce complexity and maintain consistency with effective dates for private companies 
under paragraph 4.2 of the Private Company Decision-Making Framework, A Guide for 
Evaluating Financial Accounting and Reporting for Private Companies, the Board may consider 
not requiring private companies to adopt the proposed amendments during an interim period 
within the initial fiscal year of adoption. 
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Question 13: Should early application of the proposed amendments for both Issue 1 and 
Issue 2 be permitted? Please explain why or why not. 
 
Yes, we believe early adoption should be allowed to provide timely relief for private companies.  




