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lllustration 1

S. Square Private Limited has taken machinery on finance lease from S.K. Ltd. The
. . . [ )
information s as under:

Lease term = 4 years

Fair value at inception of lease = ¥ 20,00,000
— 7—

Lease rent = ¥ 6,25,000 p.a. at the

Guaranteed residual value = ¥ 1,25,000

—_—

Expected residual value = ¥ 3,75,000

g

Implicit interest rate = 15%

Discounted rates for 1% year, 2" year, 3" year and 4" year are 0.8696, 0.7561,
0.6575 and 0.5718 respectively.

Calculate the value of the lease liability as per AS-19 and disclose impact of this on
— — — —

Balance sheet and Profit & loss account at the end of year 1
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Prakash Limited leased a machine to Badal Limited on the following terms:

(T In lakhs)
(1) Fair value of the machine 28.3
(i) Lease term 5 years
(iit) Lease rental per annum 8.00
(iv) Guaranteed residual value 1.60
(v) Expected residual value 3.00
(vi) Internal rate of return 15%

Discounted rates for 1°' year to 5" year are 0.8696, 0.7561, 0.6575, 0.5718, and
0.4972 respectively.

Ascertain Unearned Finance Income. (&\\W\‘\ {Qant ‘o Nov \ci) (S\m‘\\w\ ‘o J“‘dm
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B&P Ltd. availed a lease from N&L Ltd. The conditions of the lease terms are

as under:

(1)

(it)
(iii)
(iv)

(v)
(vi)

Lease period (s 3 years, in the beginning of the year 2009, for
equment costing ¥ 10, OO 000 and has an expected useful life of 5

years.

The Fair market value is also ¥ 10,00,000

The property reverts back to the lessor on termination of the le@

The unguaranteed residual value (s estimated at ¢ 1,00,000 at the end
_— —_—— —_—
of the year 207 1.

3 equal annual payments are made_Et the end o@

Consider IRR = 10%.

The present value off ¥ 1 due at the end of 3rd year at 10% rate of interest is
¢ 0.7513. The present value of annuity of ¥ 1 due at the end of 3rd year at
10% IRR is ¥2.4868.

State whether the lease constitute| finance lease\and also calculate unearned

comi——

—

finance income.
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11. A machine was given on 3 years operating lease by a dealer of the machine
for equal annual lease rentals to yield 30% profit margin on cost ¥ 1,50,000.
Economic life of the machine is 5 years and output from the machine are
estimated as 40,000 units, 50,000 units, 60,000 units, 80,000 units and 70,000

units consecutively for 5 years. Straight line depreciation in proportion of
output is considered appropriate. Compute the following:

/(i) Annual Lease Rent

v~ (i) Lease Rent income to be recognized in each operating year and

/ (iij) Depreciation for 3 years of lease.
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14. X Ltd. sold machinery having WDV of ?Y'Ltd. for ¥ 400 lakhs ¢p-
and the same machinery was leased back by Y Ltd. toAS( Ltd. The lease back
arrangement (s operating lease.

- %

Give your comments in the\[ollowing situations: 5

()  Sale ﬂice of T 400 lakhs is equal to fair value. (\oo L Aimin ()

(i) Fair value is & 450 lakhs. (los  \wawmed w P

(ii)  Fair value is ¥ 350 lakhs and the sale price is ¥ 250 lakhs. > oS wPIL
,—_e

——

(iv)  Fair value is € 300 lakhs and sale price is € 400 lakhs. vy gnex L\

— —
.%)Q(v) Fair value is ¥ 250 lakhs and sale price is ¥ 290 lakhs.
. =
/ WV = {99 = \wn= $O
TV = 990 oy
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Accounting Treatment: —

S. No.

(1)

(ii)

Particulars

When sale price of ¥
400 lakhs is equal to
fair value

When fair value is %
450 lakhs

Accounting Treatment

X Ltd. should immediately recognize
the profit of ¥ 100 lakhs (i.e. 400 —
300) in its books.

Profit of ¥ 100 lakhs should be
immediately recognized by X Ltd.

(i)

(iv)

When fair value of
leased machinery is %
350 lakhs & sales price

is ¥ 250 lakhs

When fair value is X
300 lakhs & sales price
is ¥ 400 lakhs

When fair value is ¥
250 lakhs & sales price
is ¥ 290 lakhs

Then loss of ¥ 50 lakhs (300 — 250) to
be immediately recognized by X Ltd.
in its books provided loss is not
compensated by  future lease
payment.

Then, profit of ¥ 100 lakhs is to be
deferred and amortized over the
lease period.

Then the loss of ¥ 50 lakhs (300-250)
to be immediately recognized by X
Ltd. in its books and profit of ¥ 40
lakhs (290-250) should be amortized/
deferred over lease period.




