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A right-of-use of asset is the lessee's right to use an underlying asset
over the lease term.

- Implicit Interest Rate (IIR) is the rate of interest at which the present
value of {lease payments and any guaranteed residual value} = Fair
Value.

If IRR cannot be calculated then “Incremental Rate of Borrowing”
should be considered

. ‘)n/éeption of Lease means Earlier of two -

~  Date of lease Agreement ‘Q G Wheu ot iy e adit

= Date of

\/sﬂort Term Lease - Lease of d2/months or Less AND lesseendoespnot

T Tnidied D/IMC/ Cogts [/-~

Included Excluded
~_~TCommission (including payments to Employee salaries o
employeesacting_as selling_agents)
- ._tegal fees resulting from cuti Legal fees for services rendered o
of the lease before the(execution of the leasey
B “I"Lease document preparation costs Negotiatigg’liease term and
__ | incurred after theexecution of the conditions B

lease

- il . 2 o
_+Tertain payments to existing tenants < Advertising

. move out — W .

~| consideration paid for a guarantee of (Depreciati ' an@ortiza@

a residualasset by an unrelated third

party




Question# 1 ILL-19 ICAI SM
Entity M and Lessor A enter into a 10-year lease of an office building for fixed annual lease
payments of ¥ 200,000. Per the terms of the lease agreement, annual fixed lease payments
comprise X 170,000 forrentand ¥ 30,000 for real estate taxes.

What are the fixed lease payments for purposes of classifying the lease?

The fixed lease payments are ¥ 2,00,000. Although real estate taxes are explicitly stated in the
lease contract, they do not represent a separate non-lease component as they do not provide a
separate good or service. The right to use the office building is the only component. The annual
lease payments of ¥ 2,00,000 represent payments related to that single lease component.

Question# 2 ILL - 23 ICAI SM
An entity enters into a 10-year lease of property. The lease payment for the firstyearis X
1,000. The lease payments are linked to the consumer price index (CPI), i.e., not a floating
interest rate. The CPI at the beginning of the first year is 100. Lease payments are updated at
the end of every second year. At the end of year one, the CPlis 105. At the end of year two, the
CPlis 108.

What should be included in lease payments?

At the lease commencement date, the lease payments are ¥ 1,000 per year for 10 years. The
entity does not take into consideration the potential future changes in the index. At the end of
year one, the payments have not changed and hence, the liability is not updated.

At the end of year two, when the lease payments change, the entity updates the remaining eight
lease payments to\? 1 080 per yea} (e, T 1 OOO /100 x 108).

Question# 3 ILL-26 ICAI SM
An entity (a lessee) enters into a lease and guarantees that the lessor will realise ¥ 20,000
from selling the asset to another party at the end of the lease. At lease commencement,
based on the lessee’s estimate of the residual value of the underlying asset, the lessee
determines that it expects that it will owe ¥ 8,000 at the end of the lease.

Whether the lessee should include the said payment of ¥ 8,000 as a lease payment

The lessee should include the amount of ¥ 8,000 as a lease payment because it is expected that
it will owe the same to the lessor under the residual value guarantee.

Questioni 4 ILL -27 ICAI SM

Entity L enters into a lease for 10 years, with a single lease payment payable at the beginning
of each year. The initial lease paymentisX 100,000. Lease payments will increase by the rate
of LIBOR each >h year. At the date of commencement of the lease, LIBOR is 2 per cent.

Assume that the interest rate implicit in the lease is 5 per cent.

How lease liability is mltlally measured?
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Question# 5 ILL-28 ICAISM
Entity Y and Entity Z execute a 12-year lease of a railcar with the following terms on January 1,
2016:
* The lease commencement date is February 1, 2016.
e Entity Y must pay Entity Z the first monthly rental payment of ¥ 10,000 upon execution of
the lease.
e Entity Zwill pay Entity Y ¥ 50,000 cash incentive to enter into the lease payable upon
lease execution.
Entity Y incurred X 1,000 of initial direct costs, which are payable on February 1, 2016. Entity
Y calculated the initiaTlease liability as the present value of the lease payments discounted
using its incremental borrowing rate because the rate implicit in the lease could not be readily
determined; the initial lease liability is ¥ 850,000.
How would Lessee Company measure and record this lease?
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Entity ABC (lessee) enters into a three-year leaje of equipment. Entity ABC agrees to make
the following annual payments at the end of each year:
% 20,000 in year one 7

X 30,000 in year two/

% 50,000 in year three. /

For simplicity purposes, there are no other elements to the lease payments (like purchase
options, lease incentives from the lessor or initial direct cds?s).

Assumed a discount rate of 12% (which is Entity ABC’s incremental borrowing rate because
the interest rate implicit in the lease cannot be readily determined).

Entity ABC depreciates the ROU Asseton a straight-line basis over the lease term.

™\

How would Entity ABC would account for the said\ease under Ind AS 116? \
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Question# 10 ILL-31ICAISM
Company EFG enters into a property lease with Entity H. The initial term of the lease is 10
years with a 5- year renewal option. The economic life of the property is 40 years and the fair
value of the leased property isX 50 Lacs. Company EFG has an option to purchase the
property at the end of the lease term for ¥ 30 lacs. The firstannual payment isX 5 lacs with
an increase of 3% every year thereafter. The implicit rate of interest is 9.04%. Entity H gives
Company EFG an incentive of ¥ 2 lacs (payable at the beginning of year 2), which is to be
used for normal tenant improvement.

Company EFG is reasonably certain to exercise that purchase option.

How would EFG measure the right-of-use asset and lease liability over the lease term?
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Question# 6 Q-7 ICAISM

A Company leases a manufacturing facility. The lease payments depend on the number of
operating hours of the manufacturing facility, i.e., the lessee has to pay 2,000 per hour of use. The
annual minimum payment is ¥2,00,00,000. The expected usage per year is 20,000 hours.

Whether the said payments be included in the calculation of lease liability under Ind AS 116?
ANSWER :

The said lease contains in-substance fixed payments of ¥ 2,00,00,000 per year, which are
included in the initial measurement of the lease liability under In

However, the additional 2,00,00,000 that the company expects to pay per year are variable
payments that do not depend on an index or rate and, thus, are not included in the initial
measurement of the lease liability but, are expensed when the over-use occurs.
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A lessee enters into a lease of an equipment. The contract stipulates the lessor will perform
maintenance of the leased equipment and receive consideration for that maintenance service.
The contract includes the following fixed prices for the lease and non-lease component

. CLETOT . ~—r —_—

Lease " 80,000 —

Maintenance ~"” 10,000 ».” -~
Total 90000 ~_— —~. c.P-
"




Assume the stand-alone prices cannot be readily observed, so the lessee makes estimates,
maximising the use of observable information, of the lease and non-lease components, as
follows

é Lease 85,000 \_—" .~ SA\S\)'

Maintenance 15,000 \/ —
Total 100,000 ~_~—

In the given scenario, assuming lessee has not opted the practical expedient, how will the
—_— Ll e ——
lessee allocate the consideration to lease and non-lease component?
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Question# 12 Q-7 ICAISM

A Lessee enters into a ten-year lease contract with a Lessor to use equipment. The contract
includes maintenance services (as provided by the lessor). The Lessor obtains its own insurance
for the equipment. Annual payments are3 10,000 (X 1,000 related to maintenance services and
500 to insurance costs). -

The Lessee is able to determine that similar maintenance services and insurance costs are offered
by third parties for 2,000 and 500 a year, respectively. The Lessee is unable to find an observable
stand-alone rental amount for similar equipment because none is leased without related
maintenance services provided by the lessor.

How would the Lessee allocate the consideration to the lease component?
ANSWER:

The observable stand-alone price for maintenance services is 2,000. There is no observable
stand-alone price for the lease. Further, the insurance cost does not transfer a good or
service to the lessee and therefore, it is not a separate lease component.

Thus, the Lessee allocates 8,000 (310,000-2,000) to the lease component. _~—
[




Question# 14 PRACTICE Q.1 OF SM RTP NOV 20
Entity X (lessee) entered into a lease agreement (‘lease ement’) with Entity Y (lessor) to
lease an entjpe floor of a shopping mall for a period 0(;9 years.)The annual lease rent of
70,0Q0/Ls’gy‘able ag_ear end. To carry out its operati othly, Entit){ X simultaneously
enteréd into another agreement (‘facilities agreement’) with En_ti_tﬂ for using certain other
facilities owned by Entity Y such as passenger lifts, DG sets, power suBEly infrastructure,
parking space etc., which are specificamnedm agreement, for annual service
charges amountingto ~ 1,00,000. the agreement, the ownership of the facilities shall
remain with Entity Y. Lessee's incremental borrowing rate is 10%. The facilities agreement
clearly specifies that it shall be co-existent and coterminous with ‘lease agreement’. The
facility agreement shall stand terminated automatically on terminamease

v v — — —_—— -
agreement’. Entity X has assessed that the stand-alone price of ‘lease agreement’is -
1,20,000 per year and stand-alone price of the facilities agreement’is ~ 80, per year.
Entity X has not elected to apply the practical expedient in paragraph 15 of Ind AS 116 of not
to separate non-lease component(s) from lease component(s) and accordingly it separates

non-lease components from lease components. How wittEntity X account for lease liability
e ——
as at tie commencement date?
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Question# 15 T WL Qetd)
Entity W entered into a contract for lease of retail store with Entlty J in January 1/1/20X1. The

initial term of the lease is 5 years with a renewal option of a further 3 years. The annual payments
for initial term and renewal term are ¥ 100 000 and ¢ 110,000 respectlvely The annual lease
—_
payment will i mcrea e based on the annual increase in tt the end of the precedmg year.
For example, the payment due on 1/1/20X2 will be based on the CP| available at 31/12/20X1.

Entity W'’s incremental borrowing rate at the lease inception date and as at 1/1/2_(_22(_4 is 5% and
6% respectively and the CPI at Iease commencement date and as at 1/1/20X4 is 120 and 125
—_— ——— —_— ty

respectively.

F—' . . . g . . .

At the lease commencement date, Entity W did not have a significant economic incentive to

exercise the renewal opt/on In the first quarter of 20X4, Entlty W installed unique lease

lmprovements into the retail store with an estimated five-year economic Ilfe Entity W determmed

that it will only recove rof the improvements if it exercises the renewal option, creating a

significant economic incentive to eXtM
Is Entity W required tolremeasure Sthe lease in the first quarter of 20X4?
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Question# 16 ILL - 34 ICAI SM SIMILAR TO MAY 24
Lessee enters into a 10-year lease for 5,000 square metres of office space. The annual

lease payments are ¥ 1,00,000 payable at the end of each year. The interest rate implicit
inthe lease cannot be readily determined. Lessee’s incremental borrowing rate at the
commencement date is 6% p.a. At the beginning of Year 7, Lessee and Lessor agree to amend
the original lease by extending the contractual lease term by four year The annual lease
payments are unchanged (i.e., ¥ 1,00,000 payable at the end of each year from Year 7 to Year
14). Lessee’s incremental borrowing rate at the beginning of Year 7 is 7% p.a.

How should the said modification be accounted for?
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Lessee enters into a 10-year lease for 5,000 square metres of office space. At the beginning of
Year 6, Lessee and Lessor agree to amend the original lease for the remaining five years to
reduce the lease payments from X 1,00,000 per year to X 95,000 per year. The interest rate
implicit in the lease cannot be readily determined. Lessee’s incremental borrowing rate at the
commencement date is 6% p.a. Lessee’s incremental borrowing rate at the beginning of Year 6
is 7% p.a. The annual lease payments are payable at the end of each year.

How should the said modification be accounted for?_,
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Question# 18

The Company has entered into a lease agreement for its retail store as on 1st April, 20
—_— —

period of 10 years. A lease rental of ° 56,000 per annum is payable in arrears. The Company

recognized a lease liability of ~ 3,51.613 atinception using an incremental borrowing rate of

9.5% p.a. as at 1st April 20X1. As per the terms of lease agreement, the lease rental shall be
aaju"_;;e%aery 2 years to give effect of inflation. Inflation cost index as notified by the Income
tax departmml'[‘be used {0 derive the lease payments. InTlation cost index was 280 for
financial year20X1-20X2 and 301 for financial year 20X3- 20X4. The current incremental
borrowing rate is 8% p.a. p.a. Show the Journal entry at the beginning of year 3, to account for

” S ———— B o
change in lease.
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Question# 19 ILL-35ICAI SMSIMILARTQO NOV 22 )
Lessee enters into a 10-year lease for 5,000 square metres of office space. The annual lease
payments are X 50,000 payable at the end of each year. The interest rate implicitin the lease
cannot be readily determined. Lessee’s incremental borrowing rate at the commencement date
is 6% p.a. At the beginning of Year 6, Lessee and Lessor agree to amend the original lease to
reduce the space to only 2,500 squat guare metres of the original space starting from the end of the
first quarter of Year 6. The annual fixed lease payments (from Year 6 to Year 19) areX 30,000.
Lessee’s incremental borrowing rate at the beginning of Yea__r_@ is 5% p.a.

How should the said modification be accounted for?
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Question# 20 ILL-37 ICAI SM

Lessee enters into a 10-year lease for 2,000 square metres of office space. The annual lease
payments areX 1,00,000 payable at the erid of each year. The interest rate implicitin the lease
cannot be readily determined. Lessee’s incremental borrowing rate at the commencement date
is6% p.a.
At the beginning of Year 6, Lessee and Lessor agree to amend the original lease to:
a) include an additional 1,500 square metres of space in the same building starting from
the beginning of Year 6 and
b) reduce the lease terrn from 10 years to eight year The annual fixed payment for the 3,500
—_— - gt i A
square metresisX 1,50,000 anable at the end of each year (from Year 6 to Year 8).
Lessee’s incremental borrowing rate at the beginning of Year 6 is 7% p.a. The consideration for

the increase in scope of 1,500 square metres of space @ not commensurate Eth the stand-
alonwﬂn thatincrease adjusted to reflect the circumstances of the contract.
Consequently, Lessee does not account for the increase in scope that adds the right to use an

additional 1,500 square metres of space as a separate lease. .
How should the said modification be accounted for?
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Ind AS 116 lists a number of examples that individually, or in combination, would normally lead to

a lease being classified as & FIMANCE LEWSE: \ \ \ \ 'P \ '
e AR ety (VI
*The lease transfersl wnership of the asset lessee by the end of the Q' QV\ \‘V\ V\
lease term (

a
ST ;
*The lessee has the option to purch tfe asset at a price that is expected to be|
sufficiently lower than the fair value at the date the option becomes exercisable for it to
be reasonably certain, at th ion date\ th& the option will be exercised
x )
Ywseew L0 \Q)‘\ S

+*The lease term is for the major part of the aghn{ic life of the asset even if title is not

transferred
oA\ WA WS St \w&&

\ Q‘M%w& Revenye)

1\
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+At the inception date, the pre\ent value of the lease paymf!(tsgamounls to at least

substantially all* of the fair va asset O & Q\V\LQ .
1

«The asset is of such a specialised nature that only the lessee can use it w\hout majoq

modifications
J i/

N
%t&cw\m W\ Ly RN

<«

Qe tpme Zotd how S\)&kﬁw
&t the o o 0t BRI
\ewe ez Qn N C itemy

&UW\MQMQ o ‘Mv&\%\(&i oW




N/ 3 N/ s
Remearuneme D e MO WK in

03 Bl W1 Sobe Lo \)Q‘
Tsot altvlate Q . Ql\ \

TV 0% 11 on Dot b)') \L \\V\ ?'\_a . ,‘\ V\‘ Q'\‘Q
Apd L LL wow Loin Tt fm FhAN AN URWR

T oM
WA Deesenpr Rou A Rouw HLL

AInd:  Change \_ L \90\“ Q\“H OMQMQ ) ¥¢\Q O O\ 'RN"Q
- "\'\r\&:gu&r\ Rob \P \ wﬂ
\ 4 A Q’ﬂ = QAP

else
Remean unemend

0& Vi E\\\'\q

Question# 21
Entity A leases office Equipment for 5 year The total value of equipment when new is
% 5,000 (determined as low value). Lease payments are as follows:
YEAR -1 YEAR - 2 YEAR - 3 YEAR - 4 YEAR -5
NIL 1750 1750 1500 15090
Lessor provides a lease incentive with a value of X 500

Shows mc‘\vﬁ UNN \?\r\ T daliee

116 lists a number of examples that individually, or in combi
» being classifie‘jles a FINANCE LEASE:
Y |}

f&i\l}ans“e‘;ownershpofthe‘.%m)twythe&@&%l\& OQ}‘Q \W\QV\“(S = O~ \':(-§0 "\’\X?b *\?\N
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tion, would normally lead to

*The lessee has the option to purchase the asset at a price that is expected to be
sufficiently lower than the fair value at the date the option becomes exercisable for it to
be reasonably certain, at the inception date, that the option will be exercised

QW

I

*The lease term is for the major part of the economic life of the asset even if title is not
transferred

\

g
= '\Qwe‘gcﬂw&v&s Doy 4o PIL ' &l
A

substantially all* of the fair value of the asset
e

+At the inception date, the present value of the leas ymergs ¥mounts to at least
- Qs
= T \LUO N

*The asset is of such a specialised nature that only the lessee can use it without major 5
modifications
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Oroc hires out | dustr(al plant on long-term operating leases. On 1 January

& , 1% gntere i ven-year lease for a mobile crane. The terms of the
e se are i175 pay le on 1 January 20X1, followed by six rentals of
O payable ary, 2ox2%x\‘:’. The crane will be returned to
h 31 Decem ;\ﬂnycrane (gnally cost 880,000 and has a'25-
year useful life wnth no resudual% 9 \3 ‘:

Required:

Discuss the accou&t%\vx%men‘? o%*\e)_%aove in the year ended 31 December
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Question# 30 ILL-38 ICAI SM
A Lessor enters into a 10-year lease of equipment with Lessee. The equipment is not specialised
in nature and is expected to have alternative use to Lessor at the end of the 10-year lease term.

Under the lease:
Lessor receives annual lease payments of ¥ 15,000, payable at the end of the year
Lessor expects the residual value of the equipment to be ¥ 50,000 at the end of the 10 year

lease term

Lessee provides a residual value guarantee that protects Lessor from the firstX 30,000 of loss
for a sale at a price below the estimated residual value at the end of the lease term (i.e.,X
50,000)

The equipment has an estimated remaining economic life of 15 years, a carrying amount of

% 1,00,000 and a fair value of ¥ 1,11,000

The lease does not transfer ownership of the underlying asset to Lessee at the end of the lease
term or contain an option to purchase the underlying asset

The interest rate implicit in the lease is 10.078%.

How should the Lessor account for the same in its books of accounts?
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Question# 34

Oroc hires out industrial plant on long-term operating leases. On 1 January 20X1, it
entered into a seven-year lease for a mobile crane. The terms of the lease areX 175,000

payable on 1 January 20X1, followed by six rentals of ¥ 70,000 payable on 1 January
20X2 -20X7. The crane will be returned to Oroc on 31 December 20X7. The crane
originally costX 880,000 and has a 25-year useful life with no residual value.
Required:

Discuss the accounting treatment of the above in the vear ended 31 December20X1 _—
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FEW LATEST CASE STUDIES/BY ICAI ON COVID -19
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Question# 1 ILL-29 ICAISM

/ Lessor L leases retail space to Lessee Z and classifies the lease as an operating lease. The lease
includes fixed lease payments of ¥ 10,000 per month.

Due to the COVID-19 pandemic, L and Z agree on a rent concession that allows Z to pay no rent

in the period from July, 2020 to September 2020 but to pay rent of ¥ 20,000 per month in the

period from January 2021 to March 2021. There are no other changes to the lease.

How this will be accounted for by lessor?

ANSWER:

e determines that the reduction in lease payments in July 2020 to September 2020 and
the proportionalincrease in January 2021 to March 2021 does not result in an overall
change in the consideration for the lease.

e does not account for the change as a lease modification. L continues to recognise
operating lease income on a straight-line basis, which is representative of the pattern
in which Z’s benefit from use of the underlying asset is diminished.

Before the rent concession agreement- the rent recognized by lessor in PorL =% 10,000. ‘
After the rent concession agreement- the rent recognized by the lessor in PorL =% 10,000

Ruestion# 2 ILL-40 ICAI SM
Lessor M enters into a 10-year lease of office space with Lessee K, which commences on 1 April
2015. The rental payments are ¥ 15,000 per month, payable in arrears. M classifies the lease as
an operating lease. M reimburses K’s relocation costs of K of ¥ 600,000, which M accounts for as
a lease incentive.

The lease incentive is recognised as a reduction in rental income over the lease term using the
same basis as for the lease income - in this case, on a straightline basis over 10 years.

On 1 April 2020, during the COVID-19 pandemic, M agrees to waive K’s rental payments for May,
June and July 2020.

This decrease in consideration is not included in the original terms and conditions of the lease
and is therefore a lease modification.

How this will be accounted for by lessor?

ANSWER :

M accounts for this modification as a new operating lease from its effective date —i.e. 1 April
2020. M recognises the impact of the waiver on a straightline basis over the five-year term of
the new lease. M also takes into account the carrying amount of the unamortised lease
incentive on 1 April 2020 of ¥ 3,00,000. M amortises this balance on a straight-line basis over
the five-year term of the new lease.

Before the rent concession agreement- the rent recognized by lessor in PorL =3 10,000.

After the rent concession agreement- the rent recognized by the lessor in PorL =% 9500.
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Question# 3 ILL-41 ICAISM
Lessor L enters into an eight-year lease of 40 lorries with Lessee M that commences on 1

January 2018. The lease term approximates the lorries’ economic life and no other features
indicate that the lease transfer or does not transfer substantially all of the risks and rewards
incidental to ownership of the lorries. Assuming that substantially all of the risks and rewards
incidental to ownership of the lorries are transferred, L classifies the lease as a finance lease.
During the COVID-19 pandemic, M’s business has contracted. In June 2020, L and M amend the
contract so that it now terminates on 31 December 2020.

Early termination was not part of the original terms and conditions of the lease and this is
therefore a lease modification. The modification does not grant M an additional right to use the
underlying assets and therefore cannot be accounted for as a separate lease.

How this will be accounted for by lessor?

ANSWER:

L determines that, had the modified terms been effective at the inception date, the lease term
would not have been for the major part of the lorries’ economic life. Furthermore, there are no
other indicators that the lease would have transferred substantially all of the risks and
rewards incidental to ownership of the lorries.

Therefore, the lease would have been classified as an operating lease.

In June 2020, L accounts for the modified lease as a new operating lease. The A
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lessor L:
a. derecognises the finance lease receivable and recognises the underlying assets in
its statement of financial position according to the nature of the underlying asset —
i.e. as property, plant and equipment in this case; and
b. measures the aggregate carrying amount of the underlying assets as the amount
of the net investment in the lease immediately before the effective date of the
T » lease modification.
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CY with Remiining

A retailer (lessee) entered into 3-year lease of retail space beginning at 1 April 2017 with three
annual lease payments of ¥ 2,00,000 due on 31 March 2018, 2019 and 2020, respectively. The
lease is classified as an operating lease under Ind AS 17. The retailer initially applies Ind AS 116
or the first time in the annual period beginning at 1 April 2019. The incremental borrowing rate at
the date of the initial application (i.e., 1 April 2019) is 10% p.a. and at the commencement of the
lease (i.e., 1 April 2017) was 12% p.a. The ROU asset is subject to straight-line depreciation over
the lease term. Assume that no practical expedients are elected, the lessee did not incur initial
direct costs, there were no lease incentives and there were no requirements for the lessee to
dismantle and remove the underlying asset, restore the site on which it is located or restore the
underlying asset to the condition under the terms and conditions of the lease.

What would be the impact for the lessee using all the following transition approaches:

Full Retrospective Approach

Modified Retrospective Approach

- Alternative 1

- Alternative 2
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An entity (Seller-lessee) sells a building to another entity (Buyer-lessor) for cash of
X30,00,000. Immediately before the transaction, the building is carried at a cost of
X 15,00,000. At the same time, Seller-lessee enters into a contract with Buyer-lessor for the
right to use the building for 20 years, with annual payments of X 2,00,000 payable at the end
of each year.

The terms and conditions of the transaction_are such that the transfer of the building by

Seller-lessee satisfies the requirements for determining when a performance obligation is
satisfied in Ind §§i15 Revenu@m Contracts with Customers The fair value of the building
at the date of sale is X 27,00,000. Initial direct costs, if any, are to be ignored. The interest
rate ﬁplTiti_rrthe lease is 12% p.a., which is readily determinable by Seller-lessee.

Buyer-lessor classifies the lease of the building as an operating lease.

How should the said transaction be accounted by the Seller-lessee and the Buyer-lessor?
————— =
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