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A lease is a contract (agreement) between Lessor
& Lessee

,
under which Lessor transfers "right

to Use the Asset"For specified period
against Consideration (Lease Rent)

↳esofRead--
Short ↳ is a Lease which not a Finance
Term Lease. gyrs .

Lease

~Finance loyus Vishal car-> Jaisiv
Lease :

-

Sir

long ↳ is a lease under which substantial

Term
Risk & Rewarde of Ownership of Asset
are transferred to Lessee

3) Indications of Finance Lease :- If any
OF below Indicator is satisfied then

Leave will be treated on FIL

al Ownership of Asset will be traveferred
to lessee at the end of Leave Term

.

(Hire purchase
agreement)
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VishalSirlifeByv E purcha
The Car

Fram Vishal
Sin

6) Lessor has given an option to lessee to
Purchas The Asset after Lease Term

at Very reduced price Compare to Fair
value

,
2 it is Certain that Lessee Will Buy.

4 When Lease Term Covers Major Economic

life of Asset . (approx 75%. Or more)

d When Asset is of specialised Nature 2

made for Lessee only as per
Lessee's

specification .

e) When Sum of present values of Total Lease
payments is equal to(or) substantially
Covers the Cost of Asset appro or

↳(Fair value)
more

E Asset (Car) = 25, 00
,
000 Cost/Fair value

Car taken on Lease For 5 years Useful life
15yr .

Annual Lease Rent = 600,000
-

↑

Dis . Rate = 7 . % .
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↓
sol):-leadecedento600000

2 600000 0 . 873

3 600000 0 . 816

Y 600000
0 .763

se 600, 000 0.713
-

4 . 10
-

600000x4 . 10 = 24 ,
60 .000 100X46000

98 . 4 %

4)portant Terms :

-

9) Fair value = Cost Of Newly purchase AssetOf Asset

6) Down Payment = Initial Payment at the time
(DP) of agreement

4) Initial Direct Cost = Expense incurred on Asset

(IDC) at the time of Lease

agreement by Lessor/Cessee

a) Residual Value E Estimated amount to be

Total zau( O recovered by Sale of Asset
Rv) at the end of Useful life .
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2) Guaranteed Residual = Hut. Of Rv guaranteed
Value (GRV) Clan . by Lessee to Lesso

#) Unquaranteed Residual
Value (From Lessor

= Total - Gr
por)

5) Accounting For Financial Lease (Book of Lessee)
MLP = Minimum Lease Payments

↳ DPH) Annual Lease GRV#

↓ Rent ↓
at the endInitially everya OF Lease

Term

Lessee = Deemed buyer-> Asset shar be
recorded

Initial Recognition ↓
- Lower of : -

-

Lower of
Asset Dr. (ProF MLP(or F + ID)--

Prof MLP (NV) Fair value
To Bank (DP)
To Bank (IDC () IDC incurred by
To lease Liability (BIE)

Lessee

X
Loan Initial-eI
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an

Subsequent Measurement (BI date)
--Tr--

Yuend Grend Yr . end

yu . end

Lease Liab . Dr. Dep . Dr. PalDr.

Finance Changes Dr. To Bankak To Asset To FC

To Lease Liab.of
To Dep .

what
MLP =

DP- Annual + GRV
↳ Reut

6) AccountingFor Finance Lease (Lessor's Booke)
↳

GIL = Gross Investment in Lease Deemed

expected ↳ M2P + UGRV Seller

Mehrery
UGRV = Total Residual

- GRV
Value

NIC = Net Investment in Lease

↳ Prof GIL or(FD)
Unearned
Finance Income

= 616-NIL
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Net Investment in Lease (NIL)
↓
How toCalculate ?
--
P OF

(or) Fair value

Gh H) IDC

↓
& Of MLP+ UGRV
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BannitialRecognition (one
a

Lesser)

Lease Receivable Dr. (NIL)

To Asset al (Book value)
/Difference in Pa

Subsequent Recognition
(at yu . end)

--Bank ak Dr.

Finan
. Income Du

Lease Receivable DV. To LRaK To Pal
To Fin . Income ak

Note ! - Interest scheduleSame Format

7) IF Annual Rent is Missing But it is equal for

every year- V .Imp .

Think a Calculate From Lessor's Por

Assume Annual Lease Rent = x

We already know that NIL = FV#DC

Heart-

3

2 ham Fair valuea

3 g
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3 UGRVE)
-

614
-

On solving above equation ,
we will get value of

2 = Annual Lease Rent.

(Refer Ex6a2201)

*penating Lease :- Other than Finance Lease

Both Lessor a Cessee shall record Lease Rent
as Incorre /Lessor) & Expense (Lessee) on
SLM Basis

.
Unless any other Basis is given in the

& Question

Lesser Lesser

Every year Every Year
Bank ak Dr . (actual receipt) Lear dent exp .Dr

. (S(M)
To L . Rent Income (SCM) To Bank (actual Payment)

(Difference in Deferred (Difference in Deferred
Reut all Reut all

*Depreciation shall beNews .

by Lesse

Byrs - Leave/operating= 40000
,
24*65000

3rd 82000 = #T
62333

9) Sale & Lease Back = Refer As Trump Notes
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10) TwoTypes Of Lessor (Finance Lease)
--

Non Dealer Dealer/Manufacture
↓ Lesser

.

already discussed Kearing Business)S ↓above

Asset/Inventury Lease Receivable Dr. NILInventoral
To Bank COGS (ep)Dr . (BIF)
-

at lower of ToSale XY

Prof MLP
To Inventory BV

an

1)Discounting Rate = Also Called Internt Rate

Implicit in Lease

Lessor's POV : -

Prof 412 =NilCol
414 10%Year- -

! 450000 &
450000

3 450000

450000

5 750000
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·
8% + 0 .0 = 8 .06 % Dis

45000-1 : 1 = = = = = 67 M+

of300000 = = = = = Mr

-

1892130
-

Sp=
1000000
1200000

MP= loyr
-

Gainlose
- Car sale to
Vishal Sir->Jaichawla
Seller (Buyers

Lessee- Lesser
Lease Back
↓
3yr .
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#Treat tales leadBa Hereae
↓

depends on Nature of Lease

---
if Finance Lease

if operating
Back Lease Back

t ↓
Gain/loss should be CA = Bu = Carreying
Deferred & Amatised

1000 art

Over the Asset Life of Asset

SP = Sale valu

Boe 1500 of Asset

FV = Fair value of
To Asset Yolas

.

1200 Asset

To Def .
Gain 10Mas

-

/market values

Everyear => Deferkama isI lae.i-
Seeut (128)

ule-2 CreateLossansale
Of Asset CASP

↓ ↓
apply Rule & only when ChRSP
CA is more than FV 900 -750 ↓150(Por)
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Record Loss (Pa) 108 ↓
Revised CA = 900 Loss should Game

be Par
CA = 1000 Recognised in
Fr 900 Pa immediately

② Gam
Emploss=100 (PaD above

Revised <1= 900 Fu
DaA
over Lease

Term

= 1000T Ga =To

X
Fr = 1200 Garupto 300

Fu ↓Gam
200 D&A
Pal

CH = 1000 Re. Imploss = 100 (Por)
Fv = 900 Revisedgo
Sp = 1100

S
Over 2 above Fr

DaA


