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Illustration 31 - Subsequent measurement using cost model (MTP May'20) gg 7-Y hW—
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 X 50 Lacs. Company EFG has an option to purchase the property at the end
of the lease term for X 30 lacs. The first annual payment is X 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
X 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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Illustration 32- Remeasurement of a lease with variable lease paymen‘rsgg 04 ﬁ"dh ke

Entity W entered into a contract for lease of retail store with Entity J on January 01/01/20X1.

The initial term of the lease is 5 years with a renewal option of further 3 years. The annual payments

for initial term and renewal term is X 100,000 and X 110,000 respectively. The annual lease payment

will increase based on the annual increase in the CPI at the end of the preceding year. For example,

the payment due on 01/01/20X2 will be based on the CPT available at 31/12/20X1.

Y Agume  beoong

Entity W's incremental borrowing rate at the lease inception date and as at 01/01/20X4 is 5% and
6% respectively and the CPI at lease commencement date and as at 01/01/20X4 i 120 and 125

respectively. - ~—~ T

At the lease commencement date, Entity W did not have a significant economic incentive to exercise
the renewal option. In the first quarter of 20X4, Entity W installed unique lease improvements into
the retail store with an estimated five-year economic life. Entity W determined that it would only
recover the cost of the improvements if it exercises the renewal option, creating a significant
economic incentive to extend.

Is Entity W required to remeasure the lease in the first quarter of 20X4?
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Illustration 34 - Modification that increases the scope of the lease by extending the contractual
lease Termgg

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 years. 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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Tllustration 35 - Modification that decreases the scope of the lease® @ DetrsgL C(‘,o')e,'
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 implicit in the lease

cannot he readilv determined | escee’'s incremental barrowina rate at the commencement date ic

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 square 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 10) are X 30,000. Lessee's
incremental borrowing rate at the beginning of Year 6 is 5% p.a.

How should the said modification be accounted for?
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Tllustration 37 - Modification that both increases and decreases the scope of the lease @ @
Lessee enters into a 10-year lease for 2,000 square metres of office space. The annual lease
payments are X 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 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 years. The annual fixed payment for the 3,500
square metres is X 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 is not commensurate
with the stand-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 separate lease.

How should the said modification be accounted for?
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