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Considerations: termination, economic penalty (such 
as remote locality, specialised nature of leasehold 
improvement) 

 

No 

Yes 

Yes 

No 

Yes 

 

Considerations: time limited funding or program, 
technological obsolescence, excess requirement, 
termination costs, relocation costs 
 

No 

Yes 

No 

No 

No 

 

Considerations: Significant capital investment 
committed or incurred, time limited funding or program, 
technological obsolescence, change in requirement, low 
rental rate compared with market 

 

How to determine the lease term within a contract 
 

Who has the right to exercise the termination option? 

Is the contract period greater than 12 months? 

Yes 

The contract is deemed a short-term lease and satisfies 
lease recognition exemption 6(b) of TD Leases 

Is there a termination option within the contract period? 

Is there an extension option after the contract period? 

Lease term is the Contract period 

Who has the right to exercise the extension option? 

Is there a significant penalty involved? 

Is it reasonably certain that the lessee will exercise 
the option to terminate? 

Is it reasonably certain that the lessee will exercise 
the option to extend? 

Lease term is the Contract commencement date up to 
termination option date 

Yes 

Lease term is the Contract period + extension period 

Lessee 

Lessee 

Lessor 

Lessor 

Both 

Both 


