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As 19 Leases v Imp

Definitionof lease

A lease is an agreement whereby the lesson legalowner conveysto the
lessee

the sightto use an asset for a periodof time in return for a paymentod
leaseterm

series ofpayment
lease Rentals

Eg BB Sid gives studio on sent to Ak sie for 5years I 500,000per
owner tenant annum

festos
to lease a

lessee term leaseRentals

leasepayments

IMinimumlease
Payments

Chapteroverview operating lease
mode like a normaldental

agreement
two

types of leases

Finance lease

a
Operating lease mode like a Rental

agreement
Jisne rent pediya uske lige

Income 9 jisne assetrentJournal Entries owner

peliyaaske liyeexpense
lesson BBsia lessee Alesia

Day No entry Day NOentry

rlend CIBAIC Da xx Yrlend LeaseRentExp PllDd

To lease RentIncome PIL XX TO CIB Alc

ssetBBSis ke booksmein he hai

rend Deprn PIL

TOPPE



Finance lease morelike BBsiaselling
the asset to AK on loan EMI Basis

Matlab BBSid will notreceive full money upfront Hewill receive

in installment
leaseRentals

JouonalEntries

Lessoa BB Sid lessee Ak Sid

say leaseReabie AllDQ xx Dad AssetAllDo studio

To Asset studioAlc To Leaseliability
Payable

rend LeaseRetableAll Do Yrend InterestExpAlcDO

TOInterest Income All To Lease liability

red CIB Alc DS Alc Grend lease liabilityAlcDS

TOLeaseRetable Alc TOCIB

OR
0120

Urend CIB AecDS
leaseRentals

Int ExpenseAlc DS

TO JutIncome Pll lease liabAlc DS

TO lease RetableAle TOCIB

Yred Asset is now in All SidBooks incase

ofFinance lease

Depm

TOPPE XX



2 Scope

Thisstandard applies to all leases other than

lease
agreements toexplore or use natural resources such as oilgas

metals

mineralsetc

licensing agreements foritems such as motion picture films
video

recordings plays

manuscripts patents h copyright
lease agreement touse Lands

3 Important Definitions

LeaseTeam

It includes Non cancellableperiod
Renewal period if reasonablycertain toexercise

Day Total leaseTeam

Eg BB Sid AK Sid H
lessors lessee

Syrs lease noncancellable

I am reasonably
certain toexercise

54s Byn 8yd

34ns option to renew the option

I am reasonably Syrs

certain toexercise the

option



Lease Payments LeaseRentals Minimum leasePayments

Lessed Lessee

0 Fixed leaseRentals Egl Fixed lease Rentals

Eg

0 Guaranteed Residual value GRU GuaranteedResidual value ARV

GRY
given by lesseefrom GV given by lessee mom

45 14 givenbyindependent3ʳ pdarty

0 Renewaloption Purchaseoption payment Renewal
option Purchaseoption payment

440 g

Eg Fixed leaseRentals

BB Sidgave studio on lease to AkSis for Byrs

Rentals every year were as follows

Yr lease Real

I

g

fixed lease Iska AmountDay so he patahai

2 111 Rentals

Eg GRI

Alesia gives Ferrari Cad on lease to
ifeng.gs

for 301p a for3years
lesson

Guaranteefor a Residualvalue 151 the end of3rdyear
To ensure properusage

LeaseReur Yr
lease Rent
301

2 301

3 301 154GRY



Day BuyBackafter After3am Flipkartwill

Eg Iphone purchased byAK from Flipkart
BuyBack 18k

Iphone

All gave Iphone on lease to Aadit s i R ar lease Rentals

lessory lessee 1 30k

2 30k
NoGRUpromisedby

Audit lessee
3 3011

Akhas received a GRV Butfrom3ʳᵈparty flipkart 9 notfrom lessee

LeaseRentals

to to

Ak lessor Audit lessee

ur L R Yr LR

1 3011 I 30k

2 30K 2 30k

3 30K GRU 3rd
party 3 30KGRY

18k

E BBSid gave
his studio on lease toAll for 5yrs E51p

a.BBSir also gave an option to renew for3yvs E4tp.afor therenewalperiod

It is reasonably certain that renewal option will be exercised

Calculate LR for eachyear
Yr

leafy
Rentals

I
2
3

4
5

It ispartof leaseRentalsonly if it is reasonably certain torenewfor39ns



Egs BB Sidgave studio on lease toAKSid forSyrs I
5Lpa

BB Sid alsogave an option to purchase
the studio the endofSyrs I 181

to

Ak sie is reasonably AKSir is reasonably

certain to exercise the certain toexercisethe

purchaseoption purchase option

Gr L R 98 I R

I 52 I 52

2 8 2 82

3 5 3 52

y 1 4 51

52 181 5 5L

p chaseoption
payment

Typesof lease Operatinglease
Does not trt the risk arewardofthe

asset
like a normalRentalagreement

Finance lease Transferthe risk rewardof the asset

like a loan agreement



IndicatorsofFinance lease

Thereare 5conditions If Any 1 is met then it is a Financelease

Ownership

If lease transfers ownershipof theasset tothe lessee theendof lease term

eg BB Sid gave studio on rent for Syrs the endof gyrs ownershipofassetwill

be transferred to AKSid Fin lease

Purchase option

If lessee has an option to purchase the asset at a price which is expected

tobe lowerthan Fairvalue it is reasonably certain that the option will be

exercised

eg BBSid gave studio on lease for 5yrs 2 at the end of5ᵗʰ yr AK sie has

option to purchase the asset 181 IETFwife ofwhich is 401 It is reasonablycertain

that purchase option will beexercised It is a Fin lease

Lease Team

If lease team is for Inside of economic life ofthe asset

g AK Sidgave
Ferrari on lease to move for 8yrs Total lifeof Ferrari is 104ns

leaseTerm covers 80 of life
yy

100 It is Fin lease

g BB sisgave studio
on leasefor toys Total lifeofstudiois 40yrs

lease Teamcovers 25 of life
10,4

100 It is not a Fin lease asper
3ʳ cdondition

PVofIninimumLease Payments gotormore

At inception of the lease if presentvalue of MLP substantially coversthefairvalue

f asset then it is Fin lease



Eg Aksid Ferrari Icr Fairvalue

COYor

AksidgivesonleaseffiinouitdforF40hp.ae for3years

D F 10 Given

rend leaseRent DF 101 py

I 401 0909 36.36.000

2 401 0826 3304,000

3 401 0757 30 04,000

PVofME 99,44000approx

Fair value 100,001000

ofmoneyrecovered in rentals 9944000

100,00000

100 99.44

Eg Everything is same as above except lease Rentals is

301p.afor3yn.ht
104rendleaseReutDF101 py

I 30.00.000 0909 27.27.000

2 30,00000 0826 2478,000

3 3000,000 0757 2253,000

PVofME 74.58.000

Fair value 100,001000

ofmoneyrecovered in rentals 74,58000 100 745

100,00000

Not a Fin lease



Eg AK
Ferran

s Mau Itd Fair value ler
Byrs

LR 301 p a

GRU 251

D F 101

Checkwhether PVof MLP substantially covers Fair value ofAssetor not

rend leaseRent DF 101 py

I 3000,000 0909 2727000

2 30,00 000 0826 2478000

3 30,00000 0757 41 30,500

2500,000ARV PVof fat 93,35500

Fair value 1,0000,000

ofmoneyrecovered in rentals 9335,500 100 93.35

100,00000
pyof rap

substantiallycovers

Fair value

It is a Fin Lease

Specialised Nature

The leased asset is of a specialised nature such thatonly lessee can use it

withoutmajor
modifications beingmade

eg BB Sir sty AK sie
Modifications

KingsizeBed Becauseasset isofAllwithin
Swimming

Pool

waterprooffishes specialised nature
It is a Fin lease

audio
Multiplexformovies onlyusefulfor lessee



If none of the above 5 indicators aremet then it is an opedating lease

LesseeBooks

AccountingforFinanceLease
LessedBooks

LesseeBooks

Joadnal Entries

AssetAll Do

To lease liaby

towedof PVofmap
leaseRent GRY

0120

Fairvalley's Given inques
read

JutExp

TO lease liab

Lease liab

TO AB

Deprn Depreciation over the Leaseteam asuseful life

TOPPE whichever is lower

ExtraEntry

PILAlc DQ

TO Depth Alc

TO Int Exp Alc



Eg Dhruv took an asset on lease from Rahul forSyrs
lessee lessoa

Assets Fair value is 10,00000

LeaseRentals are 250000
p
a payable theendofeachYear

GRU the end of lease termpromisedby lessee is 50.000

D F 10

Calculate lease liability in the BooksofDhaux 2 also caculate Juterest Finance

charges for eachyearend
Assume Fin lease

Sol In the Booksof Davy Itd lessee

Day Asset All Do 978550 WN

To lease liability 978550

Urlend IntExpFincharges Alc Dr 97855 42nd
To Lease liab Alc 97855 Urdend IntExpFincharges AlcDS82641

To Leaseliab Alc 82641

Yriend LeaseCials Alc DS 250000
ardend LeaseCialsAlcDS 250000

TO CIB 250000
TOCIB 25000

Held Deprn 195710 area Deprin

TOPPE

195710

TOPPE 195710
195710

978550
978550

5yd
5yd

4rad PILACDo 278351

rled PILACDo 293565 TODepree 195710

TODepth 195710 TOJutExp
82641

TOJutExp 97855



WI calculation of Lease liability

lower of Fair value 10,001000

PHof MLP 978550

Yrend LeaseRent D.F 101 py

I 250000 0.909 227250

2 250000 0.826 206500

3
250000 0757 187750

4 250000 0.683 170750

5
250000 0.621 186300
50000

GRI
PYofMep978550approx

wN Calculation of Interest Financechargesforeach yr end
Jul 9RepaymentTable

Yrend Opening Finatilecharges Repayment closingBal

Instalmentofleaseliab 101 es

L p lease entpayment

e

liab

i 978550 97855 250000 8,26405

2
8264015 82641 250000 659046

3 659046 65905 250000 474957

4 479951 47495 250000 272446

5 272446 27245 250000 496onlyleaseRent
ApproxGR

duetoroundingoff

this is not
coming to

exact50,000



It In the Booksof lessee

Calculationof lease liability lowerof Fair value 2000,000

or

PVofMLP 1855850

Yearend LiR DF 151 PV

I 625000 0.8696 543500

2 625000 0.7561 472563

3 625000 0.6575 410937

4 625000 125000 0.5718 428850

TRY 18 55,850

2040 Journal Entry

Asset All DQ 1855850

TO lease liabt 1855850

Urlend Int Exp 278378

TO lease liab 278378

rlend Lease liab 625000

TO CIB 625000 canalso
take375000asfy.ee

givenigues

r

riend Depro
463963 0120 18 5 50

4918000 432713

TOPPE 463963 44ns

Iume
1855850 aus

topep.pt
42341

463963

TO JutExp 278378



WI Calculation ofInterest Finance chargesforeach trend leaseRent

Financecharges Repayment as

Yrend Opening 151

I 1855850 278378 625000 1509228

2 1509228 2263.84 1625000 1110,612

3 11,10612 166592 625000 652204

4 652204 97831 625000 125035
H
GRYapprox

Illus 10 USR

In the Books of lessee Hd

Value of Machinery

Lower of fair value 7.00.000

PUof MLP 699054

Yrend LeaseRent D.F 151 PH

I 300000 0.869 260700

2 300000 0.756 226800

3 300000 22000 0 657 211554
H
ARV 699054

Day J E

MachineryAreDo 699054

To lease liab 699054



Calculation of Financechargesfor eachGrend

urend opening
Financecharges Repayment as

157

I 699054 104858 300000 503912

2 503912 75587 300000 279499

3 279499 41925 300000 21424

ftp.v
approx

Ques2 lessee Finance lease Hw QOTD

Ques 5 lessee Finance lease ReferQB

Lessor Accounting

int Its calculation isdifferentfrom lessee So donttry to mix itup

JournalEntries In the Booksof lessoa Finance lease

Day LeaseReableAlc De
xxx

net Investment

TO PPE

rend No Deprn Assetbanarchala
gaya

Yred LeaseResable xx

TO InterestIncome XX

read CIB AlcDs XX

TO Lease Reable XX



read IntIncome xx Income Being tof toPIL

TOPIL

Importantteams

I Gross Investment Minimum lease Payments UGRY Unguaranteed
Residual

without Present least GRV
Value

value Real
Residual GRY UGRY

value

100 20 80

Net Investment PVofMinimum lease Payments t PVofUGRI

PVof GrossInvestment

Unearned Finance Income GrossInvestment f NetInvestment

Eg Aadit took an asset on lease from Maman
lessee lessor

lease Rentals 10Lp a excludingGRV

Residual value 1,001000 GRY 80000 OGAN 20,000

lease Team 5years D F 101

Pass J E on Day 6 Yvend in the Booksof Maman assuming it is a Fin lease

Also calculate the amount of unearned Finance Income



I É same area 3852100 net Investment

TO PPE 3852100

Gross Investment Minimumlease Payment UGRY

without Presentvalue lefueRem.FR

51 00,000

2 NetInvestment PV of Gross Investment

3852100

3 UnearnedFinanceIncome GrossInvestment1 7 NetInvestment

51.00.000 C I 3852100

1247900

upcoming 5yearska Interest

This isNotBooked on 1stday
TrendJournalEntries

Lease Relable 3852,0

This is computedfordisclosure purpose

TO InterestIncome 385210

CIBAIC Dd 10,001000

TO Lease Retable 10,00000

Int Income 385210

TOPIL 385210



Urend LeaseRentals D.F 101 PH

I 10,001000 0.909 909000

2 101001000
0.826 826000

3 10,001000
0751 751000

4
10100,000 0.683 683000

5 10,00000 80000 20000 0.621 683100

Hpv virus

51100.000 3852100

GhossInvestment MetInvestment

wm Calculationof Financecharges InterestIncome Installment received

OpnBalof Interest Discfactor Repayment

Installment lease
closing

Yrend leaseReable Income 10 Bal
receive

I 3852100 385210 10,00000 3237310

2 3237310 323731 1000,000 25.61.041

3 2561,041 256104 10.001000 1817145

4 1817145 181715 10.00.000 9988.60

5 998860 99886 1000,000 98746

1246646 GRU UCRV

Interest for app

5years



Illus 2 lesson Fin lease Unearned FinIncome was asked

It is a hint thatAldingin theBooksof lessoa isasked

under Finance lease

E in lakhs

Gross Investment Minimum lease Payments t UGRU

withoutPV

43 lakhs

2 NetInvestment PVof GrossInvestment

2831 lakhs

3 Unearned Finance Income GrossInvest C Net Invst

14.69 lakhs

WN

Yr end Lease Rent D.F 151 PY

I 8 0.8696 6.96

2 8 07561 6.05

3 8 0.6575 526

4 8 0.5718 4 57

5 8 1.6 1.4
0 4972 5 47

He

GRV UGH 28.31 approx
43 NletInust

dross

Invst



DMI LeaseReable 28.31

TOPPE 28.3

NetInvst

Calculation of Finance charges for each Yr

urend Opn If me 1s Repayment closing

1 28.31 4.25 8 2456

2 2456 3 68 8 2024

3 20 24 3.04 8 1528

4 15.28 2.29 8 9.57

5 9.57 1.44 8 3.01 approx

GRAVARI

special cases is lessor Accounting Fin lease

Annual leaseRent is Notgiven in theques

04 CPR

whenever lease Rentals aremissing we assume that we want to recover the

Fair value of assetthrough PV of MLP PyofUGRY

If Fairvalue CostofAsset PVofMLP PY of UGRY

16.99.99950 PVofMLP 100258.5

133500 3rdyearDiscfactor 101
0.757

16,99999.5057 100258.5 PYoffalp

P of Mlp 1599741



Annual lease Rent 1599741 PyotMU 1599741 6435006

3yX Annuityfactor 2.486

ofByrs 10

Extra
Uv L R x DF i0 PY LR x DF PY

I 0909 x 2486 1599741

2 0826

3 0.751 PV

20486 1599741 DFof3yrs Annuityfactor

totalofByears 1599741

Discountfactor 2486

Petrame Annuity 643500.6
factor

ii UnearnedFinanceIncome

Gross Investment MIPS UGRV 2064001.8

without Pv

Net Investment PHof G I 17.00.0009

Unearned FinanceIncome G I NI 364000.8

WE
4 LR D.F lot.py
1 643500.6 0909 584942

2 6435006 0826 531531.5

3 6435006 133500 0757 583527.4

2064001.8 1700,000.9 approx

Gtross Insist Not Insist



Illus11 USR

LRpa Check conditions OFF GI MI stepstosolve

ssumption

Fair value ofAsset PVofMLP PHof UGRY

1000,000 PV of MLP 75130

100,000 07543

PYof MLP 1000,000 75130

924870

Annual leaseRent PVofMW 9
443 Annuity

factyff101

371911.7

Checkwhether Finance lease as operating lease

5 conditions Any1 is to be met

Ownership transferred the end of lease term No

Purchaseoption the end of lease team No

lease team cover'smajolfArtof life I term
431 100 6

Is I consider's

60 tobemajorpart

PHofMLP covers
subsfathial

Fair value ofAsset YES forthisques

PVofMLP 924870 Fair name 10.00.000
9,2

7

0

100 92.48

SpecialisedNature Asset No

4ᵗʰ condition met It is a Finance lease



Unearned FinanceIncome

Gross Invst 1215,735.1

Net Invst 10100,000

UnearnedFinIncome 215,735.1

IN Us LR DF 101 py

y 3719117
0.909

2 3719117
0.826

3 3719117 108899 0757

1215,735 10100,000

Ques3 GOTD

Annual LR Check5 conditions UFI GI NI

2 Specialcase2

Interest Rate ismissing
bediscussedindetail is FM subjectalongwith logics

In this case we will findInternalRateofReturn IRR InterestRateforlease

It is a rate where your Cost Fair ofAssetonDay
PVofFuture leaseRentalsU

PYofUGRY



Eg TOcalculate IRR

AnnualleaseRentals F1.00.000

thoendofeachyear.leasetermSyrs

GRU 50,000

UGRY 30,000

air valve Beginnining of lease 4.20.000

FindInterestrate Internalrateofreturn InterestRate implicit in lease

Day
friend traend trend urlend unstend

Fairvalue 1,001000 1100,000 100,000 100000 100000

420000 750000

30000

we

Discount the cashflowsofSyrs such rate that PVshould

come to Day Fair value i e 420000

Now we will start trial a eddor

Assume D.F 107 ir LeaseRent D.F 101 py

I 100000 0.909 90900

2 100000 0.826 82600

3 100000 00757 75700

4 100000 0.683 68300

5 100000
9890 39882

0.621
1780

428680 488 84



Assume D.F 121 au LeaseRent D.F 121 py

100000 0.893 89300

2 100000 0.797 79700

3
100000 0.712 71200

y
100000 0.636 63600

g
100000 50000 30000 00567 102060

GRU UGA

405860 428aaya

Byusing interpolation 10 428680 7420000 x 121 10

ek 420000sozyadaaaya 428680 f 405860

1 PY420000SeKumaaya
1stdivide

10 8680 21

22820
2ⁿᵈmultiply 0380by2

Dontpress

a380 2
3rd tuenaadioi.catpress

101f 0.7.6 10761

10761 IRR

approx

Eg2 AnnualleaseRentals25000

leaseTerm Syrs

GRY 12500

UGRY 7500

Fairvalue 100,000

Compute IRR



Sd Discount all Rentals GRY9UGRI such that its p.tlshould come to 100,000

Trial
2Esaodssu_meD.F

121

YR LR D.F 121 py

1 25000 00893

2 25000 0 797

3 25000 0.712

y 25000 00636

5 25000 12500 7500 0567

PY 101465 Maniaaya100000

D F 141

Yr LR D.F 141

I 25000 0 877

2 25000 0.769

3 25000 0.675

y 25000 0.592

5 25000 12500 7500 00519

PY 96180
approx

Maniaaya 100000

Byusinginterpolation 12 101465 100000 14 121

1014654 96180
noPVshouldbemorethan 1L

nepy in lessthan 11 101

121 0.277 21 9 12768

Mt
12 0 554

IRR 12.55 approx



Solved Example 1

Discount LeaseRent GRV9 AGRI such hate thatpresentvalueshouldcome to2.00.000

Fairvalue

Assume 10

Yr LR D F 101 PV

I 50000

2 50000

3 50000

y 80000

5 50000 25000 15000

1H 214340
nahiaaya200000

Assume 12 Ur LR D F 12 PV

1 50000 00893

2 50000 0 797

3 50000 0 712

y 80000 0.636

5 50000 25000 15000 0567

PV 202780 nahiaaya200000

Interpolation nani chalega Kyu ek 21 se upar

22s niche

and dona 2h se

upar hai

Assume 141 Ur LR D F 141 P

I 50000 0 877

2 50000
0.769

3 50000 0.675

y 80000
0.592

5 50000 25000 1500000519 PU 192360



101 21340 Ignore

121 202780 6

141 192360 6

By using interpolation
12

2 414970
119

121 0 267 21

121 0.533

12 53 approx

7 Accountingforoperating lease lessee Books
A

NormalRentalagreement
1 lessor Books

lessoaBooks lessee Books

say No entry Day Noentry

read CIB Alc Do Yrend leaseRentExp PIL

lease Equilisation Blf lease Equilisation Blf

To LeastRentIncome PLI TO CIB

TO lease Equilisation Blf to lease Equilisation Blf

IAS19suggeststoBook lease rent on same

Slid BasisunlessanyotherBasis ismore

appropriate

trend Depron Pll Grend NODeprn

TOPPE



Eg Ak sie tookstudio on leasefrom BB sie forSyrs It is an operating lease
lessee lessor

leaseRent yr LR

I 100000

2 110000

3 120000

4 130000

5 140000

600000

AvgRentp.a 600000 120000
p.a

SurnBasis Syrs

In the Books of BB Sid lessor

Urlend CIB All Do 100,000

leaseFquilisation 20,000

TOlease Rent 120000
C

CurrentAssetBls

YrLend CIB All Do 110000

ceaseEquilisationDG 10000

TO leaseRent PII 120000

UrBend CIB All Do 120000

TO leaseRent PID 120000



484yd CIB All Do 130000

TO lease Reelt PIL 120000

TO lease Equilisation 10000

Yrsed CIB Alc DS 140000

TO lease Rent PIL 120000

To leaseEquilisation 20000

lesseeBooks AK sie Aug Rent Exp 1.21p.a

Urlend leaseRent Exp PIL 120000

TO UB 100000

To lease Equilisation 20000

currentCiab

YrLend LeaseRentExp PIL 120000

TO UB 110000

TO lease Equilisation 10000

Urbend LeaseRentExp
PIL 120000

TO UB 120000

Urhend LeaseRentExp
PIL 120000

lease EquilisationDo 10000

TO UB 130000



hrSend LeaseRentExp
PIL 120000

lease EquilisationDo
20000

TO UB 140000

special case in operatinglease

sometimes we have to Book Lease Rent not in the ratio of SLM But in the

ratio of output that is expected tobe derived from leased asset

J Suppose a machine is taken on leaseby Akitd lessee forByrsCop lease

The outputestimatedfrom the machine is 10000units in heart 20000unitsin4r2

30000units in Year3 The annual agreed leaseRentals is I 40.000perannum

Calculate lease RentExp each Yr 2 Pass J E

501 Total lease Rentfor3years 110000 3yd 120000

sin
Book in ratio ofoutput

120000

to
1

I

Ur1 482 483

output 10000 20000 30000
units units units

LRtobe 20000 40000 60000

Bookedin
PIL

120000
188
0

120000
288

120000
398

0



I I In the Books of lessee

Year lease RentExp PIL 20000

LeaseEquilisationAlc 20000

TOCB 40000

g

f

68 Fries

ear2 lease RentExp
CPIC 40000

TO CIB

care leaseRentExp PID60000

To CIB 40000

TO lease Equilisation 20000

Illus 9 UR

Op lease syn life ofAssetfans Alding in the Booksof lessoa

Annual lease Rent

cost of machine 150000

t Profit
margin

301 45000

195000

the life of Asset isSyrs But we are giving on lease onlyforByrs Proportionate

Rent will berecovered Outputof each year is alsogiven we will use the

output to calculate Annual lease
Rentals

ur output
1 40000

2 50000
lease Period

3 60000

4 80000

5
768mi's



Total LeaseRent 195000 outputof349

Totaloutput

195000 150000units

300000units

97500

Annual leaseRent Equal 97500 32500

Itnaharsaalpaisaaayega.by's

Lease RentIncome to be Booked each Yr CSMXRatio ofoutput

Total lease Rent 32500 34m

97500

x

Yr 1 982 483

output
40000units 50000units 60000units

leaseRent 26000 32500 39000

Income
it 97500

48 0
97500
98 0

97500
998 0

Journal Entries lessor Notasked

Yearl Year2 Years

CIB All Do 32500 CIBAICDS 32500 CIBAlcDS32500

To lease ReeltIncome 26000 To leaseRent PIL 32500 leaseEquilisation6500

To leaseEquilisation
6500 toleaseRent PII 390

Depreciation for3years

Depreciation isalways charged on the costofmachine ie I 150000 over
usefullife

i e Syrs By lessed It should beallocated in ratio ofoutput



Ur Depm

20000 150000
40000units
300000units

2 25000 150000 50000
300000

3 30000 150000
60000

300000

4 40000 150000 80000
300000

19
s 35000 150000 70000300000

IE Extra

Yr
Deprn 20000

TOPPEmachine 20000

OR

8Sale a leaseBack

Sale
BBC.is Bayer lessor

ifeng.it

seller lessee
leaseBack

EE iiia
1

Treatmentof Profit losson this sale Transaction is alsodiscussed in AS19

sale Done leasebackdeserts in Financelease

Hofit loss on sale It is to be amortised over the leaseteam in the

proportionofDeprn



it
2 SaleDone leasebackresults in operating lease BV cA win

He

selling
Price

How to treatProfit losson sale
Fairvalue

Case SalePrice Fair case SalePriceis less case Sale Price is more than
value than Fair value Fairvalue

Sp FV sp Fv

Profit loss on sale canbe Profit losson sale canbe Profit lossupto Fairvalue

recognisedimmediately recognisedimmediately can beBooked immediately

However if there Excess sellingprice over Fair
valu

such loss iscompensated should bedeferred Booked

by future leasePayments over the period forwhich asset

BelowMarketRate then is expected to beused

Such lossshouldbe

deferred Booked in
Hintshortcut

proportionof future lease

payments

Incase 14 2 CompareS Pawad tocalculateProfit s.pe F v ftp.tigefe

cheating

written Book caddying
Downe value Ant

I
Assist w Bu cat 100

c SP 120 F V 120

us Case FY S P Profit S.PH BV 20 Bookimmediately

ii sp 120 FV 130

us case SPCFV Profits.PH BY 20 Book immediately



iii SP90 FY 110

Case SPCF Profits.pt Bv 10 loss Book immediately

90 f 100 However uparwaa.lagyan

iv sp 150 FY 130

as Case FUCIWDV 30 Profit Book immediately totalprofit 50

130ft100

heating SP F 20 Profit Defer

150CI 130 804 in futyrmof
over lease

Asset

II US3 CDR

Case S PG BY won 80 lakh f 40lakhs

FY SP 10 lakhs profit Bookimmediately

Case SPG BY wow 50 lakh 40lakh

s.pcF6 10 lakhsprofit Bookimmediately

Case S PG B4 copy 38 lakh 40lakh

SPCFU 2lakh loss Book immediate

However if loss is compensatedbyBelow

marketfuture leasepayments then

defer amortise

Case FYC WDU 40 f 40 0 Book immediately

SP FV sp FY 50440 10 Profit Deferoverthe leaseperiod



Case FU 1BY won 464740 6 lakh Profit Bookimmediately

SP FY S.PH FV 50 46 4 lakhsProfit Deferover the leaseperiod
cheating

ᵈ
Case FYI BY 35 A 40 5 loss Book immediately

SpyFV SP 77 39 A 35 4 Profit Deferover the leaseperiod

9 Other MiscellaneousPoints

Contingent Rent

If lease rent is based on futuresales future profitsetc such rentals will be

Booked in PIL as when received paid

Initial DirectCost

Cost which are incurred for entering into lease Generally they are incurredby
lessoa is most of the cases

an othercases

Accounting treatment If incurredby lessor Generally tof to PIL

Rare If incurredby lessee capitalise
to the costof

under Finance lease Asset

toeaPart

Normally leaseRentals arepaid If Rentals arepaid the Beginning

the end of the Year ofthe year
eg L R IC LT 3yd D F 10 UsBegn leaseRent D.F 101 PH

Yr Lease Rent D.F 101 PV 100000 0909 1

I 100000 0.909
100000 0.909

2 100000 0826 2

3 100000 0.751 3 100000 0826


