+

S
J%[{\\ UTLA "':TFD’F':‘;! |
AR Serany HD

MENTORING

erq—:; ,T —:h [“'w" !3—/1 T HhaL I

—UND AL Wb
L eayen

T dmo dutkon v UL ﬂ% Mnes

l J

Atgoine Q\dmwe
QW Nt s:v{ﬁi; na e
e d
N D AL —TND AN Wb
Pe ¢ |_ewn@n

l

A Condoett wohwe b




N\

) bwnon of e T I =
= % anetQvey Cavonduedion e

| Yo Qrokhey MENTORING
B

Lﬁa MeR

-
Y mh'&f‘t \i\-‘ﬂ%"‘““&
3
Leater \:m‘*m*‘r f.‘:-% View
Ly Rou QR%QM maw)
S dentlics o
15 Eﬁnﬁ&

bV Lidenaten

R‘H Wi ha v 1{' Lﬂh"‘rmﬁ'\
J | l
| Cawn  Sueptaiey
D\x W oV ﬁx‘tﬁhﬁ- n& vae
Suhsin ciad Econvmic S 6%
o NV
‘nme.a'ﬁ X




dimety 14 VAL

MENTORING
TTILINE L, .-Jl-EI

:ﬁéiihﬁdait.d uﬂtﬁ‘sﬁ"l ‘\' \Qamm ahoold  wot ‘aye
Sobttanticd U0 & Mutivw %'t%m*

Paiod " Nem Concellalle A thwe 't om u%ﬁm
o ln'lﬁ'wﬁ‘

Contidesadion PN o Qi ‘ﬂd@

A

Vosiable *P mentt-
o oy

GRYV  (quaemdesd
Reaidud Vale)

TR R @ Whith
E?""J' u& all lewm \mih'hhl

= "G-\J*u&w# T

?kmtiu'?:\‘\m '
U% D‘J"i"lﬁh %o%;umhm
2 %1y W)
?@.%m\&im

—

lITJ T-RR 1y wed averlobl®

e VLY Al Ltounding et

L

‘\ﬂ'i.*h\t'hi w‘g& Aok mmﬁmmtm"ﬂ. i

'Ihtthk-'w Uy



FV = Re el man'ked Value
(@ whaitn M& Can bR \?um&wﬂ

GRV = amound ma Reviduad Vadue aumkxd

Dy \onr &\
% &al- RV D |oooe

A
[ L
LRV U LRy
%f}ﬂﬁ Qm
L \!
meaws o +he wnd ﬂcl e %mnw«
Am omet will wevod ek mwmh
o 1w
Sl Yo lwmwt S Q;lw

Meaws AR i\ %& Ut R ﬂmm \LA R



Ov V1 Vi0W O% STandowd
|

J i d

A

ok na N Hhe Suley Pk
lowee bopks Da Mean e
Q) | V) 9 Dack: ﬁdu‘iﬁh
b) ) q)

Q) In the bwks 0(7;7 [eviee [~

-, -

L

S ~
—T5i el S’ubieguﬂhf J'/Becfaf
/‘?ffﬂﬁm'—r’r‘ah /%rﬁ} nidion | MU
\L l
I:] Su_bum.k Contond
f:uzw'a’ed | RH-’ L-I i) Reweasuse med
;fwf +;fm n - e g ) Modifakion
o m () Cost Mode] )it on dinanciad
(12 m) o Lkl hor V] %:!m"f"‘\“‘
L | Rey woded: AtM of —d s
> leone 1s not (o spien o oy
d/@ff SJ‘HM i ¥ inance 'lhﬂm;f Ot
Vﬁfu? 1 Fem by A wostkisedion Win —L Loy
To ko
( &L) /g

T'Q' S Y N



pe ) BiS —

Rov P X xx FI — e Bawk
2o leant iluh‘.ma ¥ — kedyr OXXF §) dmig?& Lo an P
> bank ¢ e TR e we e D
P oo ;
R R—— S BT aronve

PV o é leone \:uﬂ mant
intHal dinedk Cont

— Prov. far DSR
(3ame ca [hPPE)

Qlwam&m n& leow \awm‘(\ as NCL|CL.
eal- Amosd-isation deble o(f )
Com | = Thodedl weds oume ‘?mlé on lqmmnd-

Nk Dky —@—Di%! Tl ded

e t | EagHE
4 3% b G a3
3 K e \\ &6 6Y

baid- ofden Mexk yy



. L - h
ol . 3#3'

L palinid .,L
b
0

NCL: Liu ﬂm]
iy

ot Tyl on faid on for Sienky

t}% Nex+ iﬁ,w
g D\P Tt Tl ded
@' |0/
| |0 '-au SNCL
) Q9 -?QL -‘:*litL
P! T4 ‘i“lﬂ Qe b Y

NCL=> Ol bale (jiNg NCLDCl bed o ﬁ/fﬁ
() >¢) bal Cy=net (L Sy  pydall e

Few _impos tant Definidion |-




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

Implicit Interest Rate (lIR) 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 “lncremental Rate of Borrowing”
should be considered

‘)c(c.eptiun of Lease means Earlier of two

= Date of lease Agreement : 1‘ e widhev ot 1ae u..hgb-i-ﬂ
=  Date of Commitment by the parties
Jﬁ_grt Term Lease - Lease of 12 month:

~Tridicd LD/LHFC% Cogh [f,__,

Included Excluded

o 1ﬂmmi55ian (including payments to Employee salaries
employees acting_as selling_agents)
tLegal fees resulting fro cuti Legal fees for services rendered
of the lease before thelexecution of the leasgy—
“| Lease document preparation costs Negotiating lease term and
incurred after theexecution of the conditions
lease _ e
_+TCertain payments to existing tenants ( Advertising
move out —
~"| consideration paid for a guarantee of ( Depreciati an@ntizati@
a residualasset by an unrelated third J
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. Perthe terms of the lease agreement, annual fixed lease payments
comprise ¥ 170,000 for rent and ¥ 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 T 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 first year is ¥
1,000. The lease payments are linked to the consumer price index (CPl), i.e., not a floating
interest rate. The CPl 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 CP! is 105. At the end of year two, the
CPlis 108.

What should be included in lease payments?

Al 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.

Al the end of year two, whEn the lease payments change, the enlity updates the remaining eight
lease payments ’u::\g 1,080 per year}{i.e.. < 1,000 /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 willowe ¥ 8,000 atthe 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 lo the lessor under the residual value guarantee.

Question# 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 paymentis ¥ 100,000. Lease payments will increase by the rate
of L__#iEDR each year. At the date of commencement of the lease, LIBOR is 2 per cent.

Assume that the intere 35t rate ir@iicii’g_ln the lease i5 5 per cent.

 How lease liability is initially measured?
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Questiond 5 ILL =28 1CAI SM

Entity ¥ and Entity Z exacutae a 12-year leasa of a railcar with the following terms on January 1,
2016:
s The lease commencement date is February 1, 2016.
«  Entity Y must pay Entity Z the first monthly rental paymentof ¥ 10,000 upon execution of
the lease.
« Entity Z will pay Entity ¥ ¥ 50,000 cash incentive to enter into tha lease payable upon
lease exacution.
Entity ¥ incurred ¥ 1,000 of initial direct costs, which are payable on February 1, 2016, Entity
¥ calculated the initial TEas e llability 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
datarmined; 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 lease of equipment. Entity ABC agrees to make
the following annual payments at the E'Ill{i of each year:

T 20,000 in yEart}nev./

% 30,000 in year two,_~"

% 50,000 in yearthres. "

For simplicity purposes, there are no other elements to the lease payments (like purchase
options, lease incentives from the Mrect Costs).

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

Entity ABC depreciates the ROU Asset on a straight-line basis over the lease te_[m.

How would Entity ABC would account for the saidr‘l:aasu under Ind AS 1167 1:]
Woary L P PVv@ |\ PV
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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 is ¥ 50 Lacs. Company EFG has an option to purchase the
property at the end of the lease term for ¥ 30 lacs. The first annual payment is T 5lacs with
an increase of 3% every year thereafter. The implicit rate of interest is 9.04%. Entity H gives
Company EFG an incentive of T 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 weould EFG measure the right-of-use asset and lease liability over the lease term?
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Question# 6 Q=7 ICAI SM

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 peryearis 20,000 huu_r.v..

L RY

Whether the said payments be included in the calculation of lease liability under Ind AS 1167
ANSWER :

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

However, the additional 2,00,00,000 that the company expects to pay per year are variable
payments that do not depand 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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Alessee enters into a lease of an equipment. The contract stipulates the lessor will perfarm
maintenance of the leased equipment and receive consideration for that maintenance service,
The contract includes the following fixed prices for the I‘E“jﬁ and non-lease component

Lease " 80,000 —
Maintenance " 10,000 ».” -~
Total 90000 &_~" .




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

‘ Lease 85,000 r\_,.‘-r“”.,_,../ EA‘Q-
Maintenance 15,000 \__f"; -u-/ e
Total 100,000 ~_—

In the given scenario, assuming lessee has not opted the practical expedient, how will the
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 (s provided by the lessor). The Lessor obtains its own insurance
for the eguipment. Annual payments are¥ 10,000 {* 1,000 related to maintenance services and
500 to insurance costs). A

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 iz 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 tharefore, it is not a separate lease component.

Thus, the Lesses allocates 8,000 (¥10,000-2,000) to the lease cmnpm':jfﬁ



Question# 14 PRACTICE Q.1 OF SM RTP NOV 20
Entity X (lessee) entered into a lease agreement ('leas ment’) with Entity Y (lessor) to
lease an entyre floor of a shopping mall for a period q;- 9 yaars.gma annual lease rent of
70,0 able Emaar end. To carry out its operati thly, Entit',[ X simultaneously
entered into another agreement (*faciliies agreement’) with Entity Y for using certain other
facilities owned by Entitﬂm’:h as passenger lifts, DG sets, power suEEly infrastructure,
parking space etc., which are specifically mentioned Th the 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 coterminou$with ‘lease agreement”. The
facility agreement sha_!l stand termﬂrated _e_:_utnm atin:.:_a_l____Wt:rn termmﬁmease
ag_rge_mam_',__tintity X has assessed that the stand-alone price of ‘lease agreement’is
1,20,000 per ygar and stand-alone price of the facilities agreaman?m, 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 WttEmity X account for lease liability
ACEment date? —
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Question# 15 WS- Oetiy
Entity W entered into a contract for lease of retail store with Enhty J in January 1/1/20X1. The

initial term of the lease is 5 years with a renewal option of a furthar sr 3 years. The annual payments
for rm!ml term and renewal term are & 100,000 and ¢ 110,000 respectively. The annual lease

e ——
paym_gﬂ;_wmmwmjmuaf increase in t the end of the preceding year.
For example, the paymem due on 1/1/20X2 will be based on the CPI available at 31/12/20X1.

Entity W's incremental borrowing rate at the lease inception date and as at 1/1/20X4 is 5% and

6% mspamveiy and the CPI at lease commencement date and as at 1/1/20X4 is 121:' and 112:51‘,
respectively.
b

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

exercise the renewal upﬁnﬁ In the first quarter of 20X4, Ent:'ty W installed unique lease
improvements into the retail store with an estimated five-year ¢ -year economic Irfe Entity W determined

that it will only mmve- of the improvements if it exercises the renewal option, creating a
significant economic incentive fo EHEM

Is Entity W required m] rameasure}fhe lease in the first quarier of 20X47?
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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

in the 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 (l.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 ¥ 1,00,000 per year to ¥ 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 PRACTICE Q.3 OF SM RTP NOV 21

The Company has entered into a lease agreement for its retail store as on 1st April, 20XT o=z
i __—__ —
period of 10 years. A lease rental of ~ 56,000 per annum is payable in arrears. The Company

recognized a lease liability of Elﬁ] Iﬁ] 2 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
aﬂiuTﬁE«Ea eve 0 give effect of inflation. Inflation cost index as notified by the Income
tax department sha:: Ea used {0 derive the lease payments. ThTlation cost index was 280 for
financial yeur20X1-20X2 and 301 for financial year 20X3- 20X4. The current incremental

borrowing rate is 8% p,a. Show the Journal entry at the beginning of year 3, to account for
change in lease. W S ' — Y —
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Question# 19 ILL-35ICAI SM SIMILARTO NOV 22 )
' Lessee enters into a 10-year lease for 5,000 square metres of office space. The annual lease

payments are ¥ 50,000 payable at the end of each 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. At the beginning of Year 6, Lessee and Lessor agree to amend the original lease to
reduce the space to only &@etms of the original space starting from the end of the
first quarter of Year 6. The annual fixed lease paymeants (from ‘t‘aa_rlﬁ. to Year 10) are T_30,000.
Lessea’s incremental borrowing rate at the beginning of Year 6 is 5% P-4

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 are ¥ 1,00,000 payable at the erid of each year. The interest rate implicit in the lease
cannot be readily determined. Lessee's incremental borrowing rate at the commencement date
18 b% 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 term from 10 years to eight year The annual fixed payment for the 3,500

square metres is ¥ 1,50,000 payable 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
alone price for that increase 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 ﬁpth&J T
How should the s!aid modification be accounted for?

Sl T Lt
= Lt xPVA @ i?w“d“'
= looeso X ¥}k
= $3koew
wﬂgl oo = T3k
%ﬁ\ES &Mﬁfn‘c‘xa&w +ak\e %m L. P u)iﬁn o™
ﬂw Ol ok “TRI@ b R ) ol
| FGero A& 1§0 lsposvo) b o 1t

2 LRolke A0 (%o | \5ovw) (D0 4%

9 b1v o REIIY QY STRIN
it 55818 334 \trvowo ) 44302
§ A3\7HL PLER! QERCY A
b ALng

Mﬁ\{m- R0U  Shdrement u\ﬁn VM



ool Kokt aedion

F3600 360

6Q 1800 340

B}Bw 360
A 51w RIS
5 Al T34
6 3w

5*‘%‘5 Rev: Ll sn Do

‘1} Rop = 3fw
N LT = 3 \an
W) LP2 T 5w

M m'w e = T

Revisd Ll = Fifoun x?y\ﬂ%@w.a%gw
= 'R Joowe X 24143

—

| = Q434 AF
&ﬁj{a RQWEM pant -
Dy L‘}%U, on 00M- {614) PIS LY
(Eimﬁ?wkﬂ@ﬂ‘h by
Rovingd 14 o QoM (New) (Vb RIS

e i Ll g2 b6

e ——— ]



OISR R L e Y 8
o L 0hag m

ettty

&h‘{‘f Q\\Mﬂa A\ &m?ve;

i) Rov
LA u& Rou om vt Lakebt) 4 Bovo
CA o] Rov e dgn (3680 o)) 22080
e S (303 o) 2l
deguapr tn Rewe XL
W L

A M T yeoew: IS LVILY
G, T () \\%nm K‘m‘?'ﬂ 24%30\

devn ' Lt B3R

Ll Dy \53ma
o WY 107 Lvo
To L B L4

'\*‘(‘a} Swodl Value ey THmeons Ahose Guoneks which
(an'oe. VWA Wity x:ﬂmé.i‘ki\ Qvotan\e



|

DR OWey XN e Nelue A law

E:'.Qa 1) Tolkleh I'I'D

W) P-C oG
W) &unh‘ﬁum
W)Y Tetehhone:

WOy Q&hh Roousn an  Shoort tom leon:

Il AS T10 ligky n nursber ol axampiad (hal indbadually, ar in aoembinalicn, would nosmiady lnad b

"\u‘\ \eane k:u.{rwm‘h M Pwl in

e i =y Ve ang
npien £ e { o n pree Tl i EvpEcEd o hel

T 1 — i
e lly (o than the far saiue ol e Sale he optan Eecomes winrinsbio for i 1o
Ba ] on 7 opdon mi| be eeercaed

! | — T&”«MM&- Between L0 an ﬁm SRR\

H Q‘t‘\:‘aﬁﬂm‘n \?Q.\QME\MH i *%m%w%

iy w o o o Ry ot oy LG @}g iy ( ‘hg%mé Rey wuﬂ')

«The masel @ of such o epacialised rahi Pal ooy e Eoees cin wis i '\’ﬁhﬂ H'I-.i.'.l'!
|

midkfcEtang

-
=

J i
‘E\:&amt W\ ey mﬂ \Qﬂm{

Qe pme  Zotn Thow u;\ﬂm
At e nd o Wy Bl

\wa T Qu N C {femly

&ummmn% m& ‘Mnéﬁaitc&( oW

—_—



N \& NS 2
AU aawieime D s MOIRWR i

oa sl h Sele- NG pe

L ¥ 4

A Em‘hlu\ﬁ.ﬂ q \L iH a Q—‘h ,l\\'.“k Q
?"u'uali. on DoM 1'\-6*“

1l doum .
Ipd Calr L1 wneow ) Fhan \nURWY

DM &y
L TE:- Detsespr Rou A Rouw MLL

Awd: CLhoange LL %}u meﬁ b’l‘WA"lQ -k}b\ﬁ ﬁﬂ".,'lciﬁh
LeLs %mlﬂh Rou ‘? \e Qaﬁ
1& A Ggl,q = SALf

elye
?\Emamumihtd

I‘.':l& i "l:3'11'1JE:|

Question# 21
Entity A leases office Equipment for 5 year The total value of equipment when new is
% 5,000 (determined as lowvalue). Lease payments are as follows:
YEAR -1 YEAR - 2 YEAR - 3 YEAR - 4 YEAR -5
NIL 1750 1750 1500 1509
 Lessor provides a lease incentive with a value of ¥ 500
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Dinc hires out | dustrm! plant on long-térm operating leases. Cn 1 January

3 &.Entere x&uen year lease for a mobile crane. The terms of the
pa

y —— |
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ehise ave ﬂ.? le on 1 January 20X1, followed by six rentals of
pavab{e GIE% The crane will be returned to
h 31 Decem crane Origmallycost TEE0,000 and has o '25=
Jg;ar useful life wn:h no resm!unl W {{5 ? P
Required:

Discuss the acmukm\rﬁ%nzﬁ ﬂ%“%ﬂﬂt 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 Lesses. The equipment is not specialised
in nature and is expected to have alternative use to Lassor 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 enc of the 10 year
lease term

Lassee provides a residual value guarantee that protects Lessor from the first ¥ 30,000 of loss
for a sale at & price below the estimated residual value atthe end of the lzase term (i.e.,3
50,000}

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

T 1.00,000 and afairvalueof ¥ 1,111,000

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 maobile crane. The terms of the lagse are¥ 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 cost ¥ 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 December 201
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FEW LATEST CASE STUDIE

Question# 1 ILL-29 ICAISM
“Lessor L leases retail space to Lessee £ and classifies the lease as an oparating 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
inthe period from July, 2020 to September 2020 but to pay rent of T 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 :

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

» does not account for the change as a lease modification. L confinues to racognise
operating lease income on a straight-line basis, which is representative of the pattem
in which Z's benefit from use of tha undarlying asset is diminished.

Before the rent concession agresment- the rent recognized by lessor in Porl =¥ 10,000. ‘

After the rent concession agreament- therent remgnizad by the lessor in Porl = ¥ 10,000

Question# 2 ILL-40 ICAlI SM

Lessor M enters into a 10-year lease of office space with Lessee K, which commences on 1 April |
2015. The rental peyments are T 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 foras
a lzase 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 1o waive K's rental payments for May,
June and July 2020,

This decrease in consideration s 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 T 3,00,000. M amaortises 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 =% 10,000.

After the rent concession agreement- the rent recognized by the lessor in Porl = ¥ 8500.



Question# 3 ILL - 41 ICAI SM
Le

ssor 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
incidertal 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 thisis
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 & separats 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 accournts for the modified lease as a new operaling lease. The A
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lessor L:
a. derecognises the finance lease receivable and recognises the underlying assats 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
1l lease modification.
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A retailer (lessee) entered into 3-year lease of retail space beginning at 1 April 2017 with three Nﬂﬁi
annual lease paymants 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 tima in the annual period beginning at 1 April 2019, The incremental borrowing rate at
the date of the initial sapplication (i.e., 1 April2019) i 10% p.a. and at the commencement of the
lease (1.2, 1 Apnl 2017) was 12% p.a. The ROU asset is subject to straight-line depreciation over
the lease term, Assume thet no practical expedients are elected, the lessze did not incurinitial
direct costs, there were no lease incentives and there were no requirements for the lessee to
dismantie and remave the underlying ssset, 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

- Altarnative 1

- Altarnative 2
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An entity (Seller-lessee) sells a building to another entity (Buyer-lessor) for cash of

% 30,00,000. Immediately before the transaction, the building is carried at a cost of

% 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 ¥ 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 obligationis
satisfied in Ind Eﬁ;enue Em Contracts with Customers The fair value of the building
at the date of sale is ¥ 27,00,000. Initial direct costs, if any, are to be ignored. The intarast
rate implicit in the 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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