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The modified ROU Asset and the modified lease liability in relation to the modified lease are as
follows:

Lease liability ROU Asset
Opening Interest |ease Closing Opening Depreciaton  (Closing
Year [Balance Expense  payment balance Balance Charge Balance
@ 7%

6 1393600 27552 |(150,000) [2,71,152 3,47 ,070** |(1,15,690) 2,31,380

7 [2,71152 18,981 (1,50,000) |[1,40,133 2,31,380 (1,15,690) 1,15,690

8 [1,40,133 9,867*  |(1,50,000) 1,15,690 (1,15,690)
*Difference is due to approximation. **Refer Note 5




Tllustration 45 - Sale and leaseback Tmnsac‘riongg \ o2

An entity (Seller-lessee) sells a building to another entity (Buyer-lessor) for cash of X 30,00,000.
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 ftransaction are such that the transfer of the building by Seller-
lessee satisfies the requirements for determining when a performance obligation is satisfied in Ind
AS 115 Revenue from 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 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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Thus, there are following two possibilities in this scenario:

If Control is passed If Control is NOT passed

If the control of anunderlying asset is passed to | If the control of an underlying asset is NOT
the buyer-lessor, the transaction is accounted passed to the buyer-lessor, both the seller-
for as a 'sale or purchase' of the asset and a lessee and the buyer-lessor account for the
'lease’. transaction as a 'financing transaction’
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Examples of a lease being classified as Finance Lease:

The lease transfers ownership of the asset to the lessee by the end of the lease term

The lessee has the option to purchase the asset at a price sufficiently lower than fair value at the
date the option becomes exercisable; and at inception date, Lessee is reasonably certain to exercise
such option.

The lease term is for the major part of the economic life of the asset even if fitle is not transferred
At inception date, the present value of lease payments amounts fo at least substantially all of the
fair value of the asset

The asset is of such a specialised nature that only lessee can use it without major modifications.
*The term "substantially all” is not defined in Ind AS 116

Illustration 38 - Lessor accounting for a\f\j\nance lease dealer-lessor caselgg
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:
a) Lessor receives annual lease payments of X 15,000, payable at the end of the year
b) Lessor expects the residual value of the equipment to be X 50,000 at the end of the 10-
year lease term
c) Lessee provides a residual value guarantee that protects Lessor from the first X 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)
d) The equipment has an estimated remaining economic life of 15 years, a carrying amount of
% 1,00,000 and a fair value of X 1,11,000
e) 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
f) The interest rate implicit in the lease is 10.078%. —\mmm_ﬂ{/'
How should the Lessor account for the same in its books of accounts?
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Lessor shall classify the lease as a FINANCE LEASE because the sum of the present value of
lease payments amounts to substantially all of the fair value of the underlying asset.
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The supplier has the For e.g., the customer cannot prevent the supplier from
PRACTICAL ABILITY to substituting an asset and alternative assets are readily
substitute alternative assets available to the supplier or could be sourced by the
throughout period of use supplier within a reasonable period of time).

The supplier would i.e., the economic benefits associated with substituting
BENEFIT ECONOMICALLY from | the asset are expected to exceed the costs associated
the exercise of its right to with substituting the asset.

substitute the asset
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The lessee can benefit from the use of the The underlying asset is neither highly
asset either on its own OR fogether with i

interdependent on, nor highly interrelated
other resources that are readily available with, the other underlying asset in the
to the lessee; AND
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Optional Exemption of using Practical Expedient to not to separate Non-Lease Component
Ind AS 116 provides a practical expedient that permits only Lessee to make an accounting policy
election, by CLASS OF UNDERLYING ASSET, to account for each separate lease component of a
contract and any associated non-lease components as a SINGLE LEASE COMPONENT.
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Illustration 46 - Transition Approachesgg Tnd Py 1% Ted AS 16 -

A retailer (lessee) entered into 3-year lease of retail space beginning at 1 April 2017 with three
annual lease payments of X 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 for the
first time in the annual period beginning at 1 Apzil2019. The incremental borrowing rate at the date
of the initial appticatian (i.e., 1 April 2919) i b.a. and at the commencement of the lease (i.e., 1
Apri ( w d. The ROU asset is subject to straight-line depreciation over the lease term.
Assume-thaf no practical expedients are elected, the lessee did not incur initial direct costs, there
were no lease incentives and there were no requirements for th 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.

(S D

What would be the impact for the lessee using all the following transition approaches:
a) Full Retrospective Approach
b) Modified Retrospective Approach

Alternative 1

Alternative 2
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