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AS-19: LEASES 
 

LEASE 
 
Meaning: Lease mean transfer of right to use asset for specified period against 
consideration or series of considerations 
 
Lessor: The party who transfers the asset 
Lessee: The party to whom asset is transferred  
  

& Tangibleor Intangible

& Normal Scenario - Rent Agreement)
Rent

RS

95

ownership
Sale :-

Asset or Inventory
2

RS
C

> 95

E Coneshot]

V

sale of Asset purchase of Asset [Depn claim)

or or

sale of goods purchaseof goods

Asset (Rent)
Rent :- RS

(
95

Y

E

Y
operational lease

owner

Depe claim
v

sale

Reality
,

but dikn Raha Ment agreement

RS
office sold

> 95 RS C

office Cuse - Agreement)
<

gS

Reality

= Instalment

I
proposal

= Instalment

&

2/

Darr
Darr

ownershipx
ownershipv = complete X

E instalment v complete = instalment

What ifIs defaults
the instalment Inhut if RS doesn't trf ownershipafter 5years

New proposal problem > who will claim Depr

RS C

office (use - Agreement
gs Legally

↓

= Instalment Reality

Agreement, Today , Right to use
is g

If all instalment are paid

asset will transferred.

↳ Finance Lease , AS19 , sale purchase transaction

: Depe claim-> 95
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TYPES OF LEASES 
 
Lease can be of two types: 
a) Finance Lease 
b) Operating Lease 
 

CONDITIONS FOR FINANCE LEASE 
 
Finance Lease: A lease is classified as a finance lease if it transfers substantially all the risks 
and rewards incident to ownership. Title may or may not eventually be transferred. 
 
Atleast one of the following conditions must be satisfied to recognize the lease as Finance 
Lease: 
a) Transfer of ownership at the end of lease term 
b) Lessee has purchase option at reduced rate and lessee is certain to opt it 
c) Lease period substantially covers economic life of the asset 
d) Present value of minimum lease payments substantially covers Fair value of the asset 
e) Asset is of specialized nature 
  

[Rent Agreement, but has taste of transfer of ownership)

(Normal : Rent Agreement]

~
Y

> Lessee POl

car
co .

-

Ro (Pink customs
RR(

E instalment

'RS

~ () Machine > Lease 8years

Agreement

I useful life 10 years

Lease

(D) RS - Machine I COA EIOL > mm

M Agreement
purchase

= 225000p.a for next 6 years

Def 10 %

Asset COA/FX > E10, 00 , 000

[225000XPVAF (10%, 6years)]
PV of Lease Rental- E9 ,81 , 000

225000x4. 36

1

(1 +r)

i. e

,

= m+, = M +, = m +,
= m+, = m + , = m +
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FINANCE LEASE JOURNAL ENTRIES 
 
In the books of Lessee: 

Journal Entries 

Date Particulars L/F Dr. Cr. 

01 Asset on lease A/c Dr.  (Note-1)  

      To Lessor A/c   (Note-1) 

     

02 Lessor A/c Dr.    

 Finance Charges A/c Dr.    

      To Bank A/c    

     

03 Depreciation A/c Dr.    

     To Asset on Lease A/c    

     

04 Profit and Loss A/c Dr.    

      To Finance charges A/c    

       To Depreciation A/c    

 
Note 01: Lower of  
a) Present value of Minimum Lease Payments from point of Lessee  

[Lease Payments/Rentals + Guaranteed Residual Value by lessee or on his behalf] 
OR 

b) Fair Value of Asset 
 
Additional Notes: 
✓ Rate of interest would be incremental rate of return (IRR) 
✓ Whenever IRR is given, Follow given IRR 
✓ If fair value of asset < Present value of Minimum lease payments from Lessee point, 

then IRR would be recomputed 
  

mil raha hai
&

Asset

v

[Liability) - Loan

Finance charge Dr.

[

E
To Lessor Als (Liability]

Lessor Ac Dr.

- To Bank

~ period - lease term or useful life
W . e .L

~

~

=

Y > ILLI
=

ICAI

module

225000 X6 E200000

Lessee minimum Lease payment > or Fy of Asset + W-e .L-AmtJE

PV of Lease Rent + guranted RV by lessee

Lessor Net Investment > Amt JE

PV of Lease Rent + guranted RV + unguranteed RV

X

Higher of
-> gurantee by Lessee

op

->
+ 1- by and party



 

KAISE HOH RAJA ! ALL WELL & SET 4 

 

CA RISHABH ROHRA 

  
Example :- Cal· of IRR

FN
of Lease Rental (einception

> E4 ,
00 , 000 i . e FX of Asset

Lease Rental > El, 00,000 for next 6
years

Discount Rate -> IRR-FV = PV of cash flow

i.e 41 = PH of 100000 XC

i. e 42 = PX
of6 , 00, 000

year Rental PVFC 10% PV9 15%

I 1 , 00, 000 0 . 91 0 .87

2 1 , 00 , 000 0 . 83 8 .76

3 1 , 00 ,
000 0 .75 0 . 66

4 1 , 00 , 000 0 . 68 0 -57

5 1 , 00 , 000 0 . 62 0 .58

G 1 , 00
, 000 0 . 56 0 - 43

4.35 3 .79

5%. A

: PVC10% = 4 . 35 x 100000
L >

= 4 .
35 , 000

35000

> &

21000

P110%
E) #400000 +

PV/15%

↓
: P1/e 15 % = 3 .79x 100000 X

& 56 , 000 t
= 3 , 79 ,

000 435000 > 3 ,79
,000

option A <5% 458000d option B
1 5% 6 560004

24350006 26 210004

= U = 35000 x5 : n = 21000 X 5

56008 56000

= 3 . 1259 = 1 . 8756

: IRR = 10 + 3 . 125 ↓ IRR = 15 () 1 : 875

= 13 - 125 %
= 13- 125%
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PQR

Lessee Accounting done at

lower of

FX of Asset ET00000

or

PX Of MLP E699054 > Loan

cal
of PV

of
mLp

year Lease PVF & 15% PV

I 33, 00 , 000 0 .869 2
,
60 ,700

2 3
, 00 , 000 0 .756 2

, 26
,
800

3 3. 00 , 000 0 . 657 1 , 97 , 100

3 22
,000

0 . 657 14,454

6 , 99 , 054

cal of finance charge

year Op. OIS Int . e 15% Total Paid CI . OIS

I 6.99 .054
~ 104858 . I 8.03 , 912 - 1 3 , 00 , 000 5..03

,
912. I

2 9. 83
,
912-1 75586 . 82 55.79

,
498 . 82 3, 00 , 008 2.79 ,

498. 92

3
2 ,79

, 498 . 92 41924 . 84 3 , 21 , 423 . 76 3 , 00 , 000 21
,
423 . 76

↓

2) machine Alc Dr. 699054 GRI

TO LESSOr Ac 699054

Lessee > Lessor

(2) Yearand Finance Charge All Dr.. 104858. I
fo

11

To Lessor Al 104858. I
GRIL E22000 Estimate

RV 15
,

000

Lessor AC Dr. 300000

To Bank Ac 300006

Depr Ac Dr. 233018 PLAN Dr. 337876.

To machineAR 233018 To FCAD 104858.I

1699854/3] To Depar Alc 233018
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Asset E699054
Lessee' Lesson

E3Lp.a for 3year

E22k GRV
15000

2/

after 3years
, Asset sold ....... E kitna milenga... Eo Cassume]

SV g RI for Depr
↳

No Info

Example,

Mr . A : COA -EIOL

5) + E2L + Kissen milengi Mr . A

Life -a
year

i . e After 4 year asset will be sold for E2L

:

Depr p
.a + E2Lp . a (110-2)/4]
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In the books of Lessor: 
Journal Entries 

Date Particulars L/F Dr. Cr. 

01 Lease receivable / Lessee A/c Dr.  (Note-1)  

      To Sale / Asset A/c   (Note-1) 

     

02 Bank A/c Dr.    

      To Lease Receivable / Lessee A/c    

       To Finance Income A/c    

     

03 Finance Income A/c Dr.    

     To Profit and Loss A/c    

 
Note 01: Net Investment  
 
Net Investment = Present value of Gross Investment 
Gross Investment =  
Lease rentals + Guaranteed residual value of lessor + Unguaranteed Residual Value 
 
Guaranteed residual value of lessor = Higher of  
a) Guaranteed residual value of lessee  

OR 
b) Guaranteed residual value of Third Party 
 
Unearned Financial Income = Gross Investment – Net Investment 
  

> transfer
Asset

[loandiya)
↓ pX

of gross investment

~

3 LesseeMrCharge A~

~

Bank Al Dr.

To Lessee

E981008 & 13
,
50 ,

000

Asset ~ Residual value 2
.
25 , 000

225000 X6
TE1350008

E2, 00 , 000 E25008

E200000

(Rahul Sir)
E175000

E369000 = 1350000 2981000

RS < purchase & leased to mm & = 2 ,
25,000

· with guranteed RV E2L

COA10 , 00 , 000 foryears - i . e 225000 XG
71

DCF 10% useful lifeyears
PV Of FY IE981000

= E13
,
50

,
000

m

Finance 1 Asset soldI RS year op . OIS Intelo% TotOls paid ClOIS

() mre Alc Dr. 9 ,81 , 000 + PV of Residual I t 981000 98100 1079160 225
,

000854100

P2L AC Dr. 19 , 000
value <

2 854100 85418 9 39510 225000714518

TO PPE 10 ,00 , 000
3 714510 71451 785961 225000 560961

(2) Bank Alc Dr.
2 ,

25 , 000 4 560961 56096 . 1617057 : / 225000 392857 . 1

TO PLL AC 98, 100 5 392857 . / 39285.71431262.81 225000 206262- 81

TO MM AS 1 . 26.900 6 206262. 81 18737 . 19225008 225000 O

(3) Bank Alc Dr.
2 ,

25 , 000

TO PLL AC 85 , 418

TO MM As 1
, 39 , 590
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PRI

cal of unearned finance income

Year
gross investment PVF 210% Net Investment · o

2009 371912

I 3
unearned

2018 371912
0.90L Par 9.24 ,

870 Finance income

2011 371912 PVF
2 07513 2. 4868 = 12157367)

2011 100000 PLIF & 0 - 7513 75 , 138 10000 0

12, 15
, 736

10 , 00 , 000
= 215736

WNI
:

- Cal of Lease Rental

FX
of

Asset = PY
of Lease Rent + Py of (gRV + UgRY)

10 ,00 , 000 = Lease Rent x PVAF(3yr, 10% ) + PVF(3rdyr, 10%) X UGRY

10,00 ,
000 = Lease Rent X 2 . 4868 + 0 .7513 /100000

: Lease Rent = 10
, 00 , 000 # 75

,
130

2 . 4858

: Lease Rent p.
a = 3 ,

71 , 912 or 3 , 11 ,
911 . 69

Is the Lease Finance Lease

(9) At the end ofLease term is Asset transferred to Lessee , No

(b) At the end of lease term
,

lessee has option to take this - NO

asset at price lower than FV
,

lessee is certain to opt

() substantial Economic life is part of lease term > Yes

(5) (3)

(d) 1IV of
MLP cover substancial amount of Fl of

Asset
Y Yes

↳ Lessee POV E9 . 24L EIOL

(e) Asset under leasesustomised > NO
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OPERATING LEASE 

 

Operating Lease: A lease is classified as an operating lease if it does not transfer 

substantially all the risks and rewards incident to ownership. 

 

For Lessor: Rental Income to be recognized in Statement of Profit and Loss 

For Lessee: Rental Expenses to be recognized in Statement of Profit and Loss 

 

How to Recognise? 

• Recognise in the ratio of benefit derived. 

• However, use SLM if the ratio of benefit derived is not available 

  

↓
claims Depr

[Income or Expense)
1 Also Refer CQ11

~

JE

Books of Lessor Books to Lessee

Bank Al Dr
.

Lease/RentalExp Alc Dr.

Lease Equilisation Ac Dr. Lease Equilisation Ac Dr.

To Lease/RentalIncome TO Bank Ac

To Lease Equilisation#2

To Lease Equilisation#2

office

RS
>

95

Lease Rent

Year Rent
Case A

I 1 , 00. 000

Ratio Of · Not available ie 70000014
2 1 , 50 , 000

3 2 , 00 ,
000 & Benefit derived case B

= E175,000 p.a

4 2 ,
50

,
000 > Available2 : 2 : 2 : 1

7. 00 , 008

Case A

RS BOOKS
Yearl Year2 Year3 Year4

100000 150000 200000 250000
Bank Alc Dr.

75000 25000 -
-

Lease Equilisation Ac Dr.

To Lease Income 175000 175000 175000 175000

To Lease Equilisation As
- - 25000 75000

Case B

RS BOOKS
Yearl Year2 Year3 Year4

100000 150000 200000 250000
Bank Alc Dr.

Lease Equilisation Ac Dr.
100000 50000 -

-

To Lease Income 200000 200000 200000 100000

To Lease Equilisation As -

-
- 150000
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CQ11

machine cost 1 E2 , 25, 000

Y

Kamai 30%

- Tot Aret in 5
years

= 225000 + (225000X38%)

= E2 , 92
, 500

Tot unit to be produced
· X Option A = 292500 x 3 (E1 ,75

, 500 for 3yr

year Unit 5 i . e E58500
p

.
a

S

I 60 , 000

2 75
, 000 3 ~ option B = 292500 x 225

,

000

3 90
, 000 (preferred) 450000

4 1
, 20

, 008 i .e El46250 for 3years

5 1
, 05 , 000 i.e E48

,
750 p .a

4.50 , 000

: Depreciable amount = COA E SV

= 2250007) 0

= 225
,

000

- year Unit Depr

I 60 , 000 230 , 000 (2250001450000 x 60000]

2 75
, 000 137 . 500 (225000/450000 x 75000]

3 90
, 000 E45, 000 (2250001450000 x 90000]

4 1
, 20

, 008

5 1
, 05 , 000

4.50 , 000
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In Books of Lessor

Yearl Year2 Year3 Total

Bank Ac (Receipt Dr. 48 ,750 48 .750 48,750 =146250

Lease Equilisation Ac Dr . (BF)
- - 9 ,750 -

To lease equilisation Alc (Bf) 9.750
-

- -

To lease income Ac 39 . 000 48758 58500 El46258

146250

[x50000] /146250 x 15000)( 90000)
225000
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SALE AND LEASE BACK 

 

Meaning: A sale and leaseback transaction involves the sale of an asset by the vendor and 

the leasing of the same asset back to the vendor. 

 

Sale and Finance Lease Back 

Any Profit or Loss is to be deferred in the ratio of depreciation over lease period 

 

Sale and Operating Lease Back 

Step 1: Calculate impairment Loss to be recognized immediately  

[Carrying amount – Fair Value] 
 

Step 2: Calculate Deferred Income to be recognized over Lease Period 

 [Sale Price – Fair value] 
 

Step 3: Calculate Difference to be recognized immediately 

Exception: If loss is compensated by future lease payments then it should be amortised 

over the period 

 

 

 

Lease Rental

on Record

machine sold Y

RS 95
r

EConesbot]

on Record operatingLease

L
Lease

- AS19
Finance Lease (I out of 5 condition]

we are now discussing

profit or loss treatment

on sale of Asset

Scenario I
~ Profit or Loss on sale of

Asset shall be

FX of Asset = sale values immediately recognised

Scenario2 · profit or Loss on sale of
Asset shall be

FX of Asset > sale value immediately recognised

Exception1 In case of
Loss

,
if the same is

compensated by Reduced Lease Rental, then till Loss

shall be aneortised over Lease term

Scenario3 Y profit or Loss up to FV of asset I immediately recognised

FX of Asset < sale value Bal ~

Recognised over Lease

term
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3=
ILL3 CA > BS value FV/SP

7

Asset sold Fair Profit/Loss Scenario Immediately Over the

case Sold IIDV for value [CAVIs Sale] 1
,
2

,
3 PLLAKC Lease term

Ta) 40L 50L 50L ElOL profit I EIOL
-

(b) 40L 50L GOL EIOL profit 2 EIOL
-

(2) 48L 38L 45L E2L LOSS 2 (E2L) -

(d) 40L 50L 40L EIOL profit 3 - EIOL

(e) 40L 50L 46L EIOL profit 3 ESL EUL

Imp.

(f) 40h 391 35L EIL LOSS 3 (E5() E4L

Scenario 3 > FY tak - PLLAK FX E) CA

# zyada
- over the term of lease SP(- FV

Pal

CA > BS value
7

Asset sold Fair Profit/Loss Scenario Immediately Over the

case
Sold IIDV for value [CAVIsSale] 1

,
2

.
3 PLLAKC Lease term

(i) 300L 400L 400L ElooL profit I EIOOL -

(ii) 3001 400L 450L ElOOL profit 2 E100L -

(ii) 300L 250L 350L EJOL LOSS 2 (E584) -

(iv) 300L 400L 300L ElooL profit 3 -

EIOOL

(v) 300L 290h 250L EIOL LOSS 3 CE5OL) E40L
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misc. Points

↓ LeaseTerm > Relavance ·

Depn ,

PV
,

sale and lease Back

Asset
RS

98
C

[lessor) Lease [lesse

Agreed period '5year

t

option with gs After 5
year Lease period

further renew for 4 year

For cal
purpose

~ Lease Term

L - I

5year 9year
A

Y

NO
If their is reasonable certainity-

that go will exercise the option

* Lease Rent
·

Dependent on future prospect/project
% on sales or %

of cost incurred or of gp

> operating
Lease Rents Income/ Expense PLAIC

I

Receipt Payment

21

2

Read paid

+ Receivable + payable
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↓ Lease Agreement
·

Before start of Agreement

their are some
expense

incurred

4 EX :- Lawyer Expense

stamp paper

stamp duty / Registration
2

Treatment

V

Depend on who paid

Y

lessor (generally pay]
lessee

-
-

PLLAC Finance lease operating lease

L

Asset cost + PLIA

↓Common sense

Lease Rent E5, 00
, 000

p.a for 5years
DF & 15%

(a) paid at end of each
year

(@. Silent we assume this]

(b) paid at start of each year

cal-PV
of

Lease Rent

option a option B

year PlIFC15% Yearstart ↑ IIF e 15%

I 0 . 8696 I I

2 0 . 7561 . PVAF = 3 . 3522 2 0 . 8696
= PLAF 3 . 855

3 0 . 6575 & PIIOf LR 3 0 . 7561 & : Pl of
LR

4 0 .5718 = 3.3522x500000 4 0 . 6575
= 500000X3855

5 0 .

4972
= E 16 , 76 , 100 5 0 .5718

= E 19
. 27

,
500
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I

2

LL
5L 51 5L 51 5L

year end I 2 3 4 5

Year start O I 2 3 4 5

5L 5L 5L 515L

-

j


