
-"Finance Lease"= 3 = -

131

Effective owner

Legal Lessee

Lessor "Indicators of Finance Lease"
-

years agreement
- %% productivitie 4 saal ke

-> associated firms further rent out Guards
-> Laptop : -repair - Dellite a Kharcha ↳ saak ke

damage -> Delloite Ka Kharcha 3 risks
theft- Delloite ka Kharcha

substantially all Risk & Reward -> Delloite - effective owner
-

Almost ↑ not thelegal owner
-
-

finance lease :-

10 Right to use the asset.

C. substantially all risks I rewards related to the ownership of that asset
vest with the lessee .

↓

In case of finance lease
,

the asset taken on lease will be recorded
in the books of lessee. This is based on the concept of substance

over form (As-1) which states that transactions are recorded on the basis

of their actual substance rather than the legal form.

Indicators

① "4 years agre
II
-> see : ownership-lease Term -> finance lease

-

Lessor : Lost = 120 .

↓ I 2 years

Eyes Agr IT : Lease Rent : Total 1 -20-

=

After 2 years
Lease Term ownership : Lessee lease ago end own lans.

=> Lease Rent = loscores



cost= cre
"

UL =5 years
"

②
# ↳

131

-

Dr

comme option with lessee

to purchase theinception asset

- var vaueU

Agreement
Il

= 75 lakhs

!BaseRent = 125c purch price = 20 laths

reasonably certain
that option to purchase
will be exercised.

↳ LR IR I
= A I A

Yo YI Y2 Y3
C= IC.

FX = 1C8 - 301 50L SOL

S
PV= GOL

e-2
PV:L
95t
-
-

V finance lease
Il

-

132
cost= ICU:

=
"UL=5years"

I⑳ " ↳ Y
=

I
C = ICV -

--
Period of 1st agreement period of and agreement

Lease Term = 1 .Scr. Lease Term : 40 lakhs

market value : solates

of leaserent

-> finance lease : meaning - (MLPS
-> finance lease : indicators - - Minimum Lease Payment : Pending
-> finance lease : Accounting : Lessor --A: Lease Rec: Net Investment in lease

Cessee~- A : mach-acq: MLP : Pending
-[



Minimum Lease Payments
132

↓ ↓,

Lessee POV Lessor Por Gross Investment in lease

Clessor Poy)
-> Lease Rentals -> Lease Rentals
- Guaranteed Residual Value - Guaranteed Residual Value & f unguaranteed

: by lessee himself : by lessee himself Residual value

: by thirdparty on behalf : by thirdparty on behalf Y.e-

of lessee: of lessee: MLP (Lessor POV) - FY

: by an independent + unguaranteed R.V - = FV

contingent vent (lease payment third party . m

not included in MLP .

> same - Interest
-
- I (unearned finance

Y Income)

Net Investment in Lease (PV)

- Rover - #Lease (Lessor Poy)
E

invest -> IR

Ind . T. P.
3

(1-5)
=

-> GRV : Lessee Papa MLP (5)

-> UGRY : (5)
=

- Interest
Gross Inv - in lease > Net Investment in Lease

(Recovery - Lessor : F1) (Recovery - Lessor&PV)
50000 O 45000

in
50008 O 43000

50000
- /

- Interest
> Polo O 42000

i 50006 E He O 40000
50000 unearned finance O 35000

-

GRV 5 20000 Income O 18000

UGRY5
8

000



sale & Leaseback : finance lease 133

O O

& f
C A

Sale : - CA : 300000 Sp= 1000000
-

Y1 : Dep = 30000 -Defer & recognise over the lease

Y : Dep = 30
%

000
&

w 1

term in proportion to deple
leaseback : PV of

(new (A)

Y, Dep = 100,000 1970000 Dr.) P= 70000 Cr . -> effect nullify-

Y2 Depn = 100000 (170000 1 P= 70000 Cr .Dr. )
↑

-> effect nullify
Y3 : Depu = 1000

000 (170000 Dr.) P: 70000 16- - effect nullity& ↑

Sale & Leaseback : Operating lease

O Sale= 101 O

& M

7 k
C A

Leaseback

Operating lease

CA= 300000 SP= 1000000
--

P= 700,000

-S! Asset- AmrudI Deput II

THUMB RULE

1. compare Carrying Amount with Fair Value .

100 E 150 - nothing to be done

200 7 155

-

Recognise loss and calculate RCA.

2 . Compare Revised Carrying with selling Price.

RCA = 150 FX = 15] Sp = 250



133

calculate profit/loss on sale.

Recognise profit /loss immediately except when SPTFY Or SP(FY.

In such a case defer the profit/loss over lease term-

CASE I : - CASE III : CASE #I :

1. Compare Ca with FV

CA = 50 FV = 58

CA = 50 FX = 50 CH = 50 FV = 55 NO loss

R(A = 50

No loss recognised- No loss RCA = SO Sp = 45

RCA = 58 RCA = So 1 = 5 (FV= 50)

~eithert
2/

2. Compare RLA with Sp Imm.

recog Defer & amort

RCA = Sj Sp =S3 to POL .
↓i

RCA : 50 SP = So P= 5
(FV: 50] If going ahead the

di lease rents are charged at a

lower rate than the market
No P/L Defer & amortise over lease term.

rate-

CASE It : CASEI : CASE 11 : -

1. Compare CA with FV . CA = 55 FV = 58

CA = 55- FI= So
L= 5 (PCLDr]

CA = 55 Fl = 50 loss = 5 (P& LDU .) RCA = 58

Loss = 5 (PCCDU) RCA = 50 RCA = ST SP = 45

RLA =-58 1 = 5 (FV= 50)

RCA = 58 Sp =55 ~eithert2/

2.Compare RLA with Sp . P= 5 (FV= 50) Imm.

recog Defer & amort

↓ to POL .
↓i

RCA = 50 SP = 5] Defer & amortise over lease term.
If going ahead the

lease rents are charged at a

NO P/L lower rate than the market
rate-

CASE EX :-

CASE III : - CASE#:

CA = 45 FX= 58

1 Compare CA with FV . CA = 25 Fl=5 1 = 0

RCA = 25

CA = 45 Fl = 50 NO Loss RCA = 45 Sp= 45

No loss RCA = 45 1 =j

RCA= 45. -So-
-RCA =45 Sp = 55

2. Compare RCA with Sp P= 10 (F: 50)

RCA = 45 SP= 50 -Y
P= 5 (fV= 50) P= 5 P= 5

↓ II, ↓
C

Immediately recogn . (PCL (v.)
Imm.

recog Defer
POLIr. amortise



F1) go SP=55 133

int14 Dr ,
1 (r.

14 Dr
, 16.

↑ Dr.

14 Dr.



AS-19 - SUMMARY CHART
sale & Leaseback : operating Lease 134

Lease : - Lessor conveys to the lessee : Important Terminoligies for practical questions
Limp-points)

-> the right to use the asset MinimumLease Payment
-> in exchange : - a payment 1) If (A) EX : recognise loss immediately I bring down

series of payments. Lessee POY Lessor POY CA to FY .

If (A /FX : no treatment required.
leases can be of two types :- -> lease Rentals -> lease Rentals

-> Guaranteed residual value - Guaranteed residual value We will arrive at RCA .

b ↓ : by lessee : by lessee

operating finance : on behalf or lessee : on behalf or lessee 2) RCA < Sp : Profit

Lease Lease : by independent third party. to ↓

↓ ↓ SPYFV SP= FY

to ↓ ↓only right use is - Right to use is transferred & * contingent rent is not included in MLP .

transferred by lessor to- substantially all risks& rewards Profit will be deferred& Profit will be recognised
lessee: incidental to ownership are transferred- amortised over lease immediately-

+ Unquaranteed Residual value term.

Indicators of finance lease
= Gross Investment in lease RCA >SP : LOS

1) Lessor transfer the ownership to lessee at the end of lease term . (MLP + UGRY) ↓ fo

2) lessor gives the lessee the right to purchase the asset at the
- Interest

SP/FV Sp = FY

end of lease term at a price which is substantially lower
unearned finance

↓ ↓ ↓

than the fair market value
,

such that at the inception of lease
Income

Loss is compensated Loss doesnot Recognise Loss

it becomes reasonably certain that the lessee will exercise the Y by future lower have an impact immediately
option. = Net Investment in lease lease rentals on future lease

3) Lease Term is for the major part of economic life of asset. (PY OF MLP + PY OF UGRY) ↓ rentals .

4) PV of MLP is approximately equal to fair value at the inception- Defer and amortise to

5) The asset is of such specialised nature that only the lessee can use over lease term. Recognise loss

it without major modifications being made Accounting for operating lease immediately
6) If on cancellation of lease

,

the losses accruing to lessor are borne by
lessee . Lessee Books Lessor Books

7) fluctuations to Residual value - Gain/loss- accruing to lessee.

8) Lease rent for secondary term is substantially lower. Asset : - X Asset :-Leased Asset + IDC

Expense :- Lease Rentals Expense :· Depreciation
Accounting for finance Lease t Income :-Lease Rental

Initial Directrost

Lessee Books Lessor Books Liability : Lease Rental pay.
Assets :- Leased Asset + Initial Direct cost Asset : -Lease Rent receivable :

Expense :· Depreciation ,
Interest (Finance Ch.) Income : Interest Income Sale & Leaseback Transactions

viability :- Lease Rental payable Initial Direct lost will be charged
to POL . Finance lease operating Lease

Lessee will record the asset in his books to

at lower of : -> Profit/loss on sale will be THUMB RULE

1) Present value of MLP deferred and amortised over the

2) Fair Value- lease term- -> compare CA with FV .

-> Compare RCA with Sp .



Question 4 : - As per As-19 : Leases
,

in case of a finance lease the lessee will

record the asset in his books at the lower of the following :-

132
1 . PV of Minimum Lease Payment = 10

.

07
.

020

2 . Fair value I 1000000
-

calculation ofPresent value of minimum lease payment

Year cashflows DiscountingFactor Discounted Cash flows

16%
350,000 0 .8621 301735

-! 350000 0 .7432 260120
/

3 350000 0.6407 224245
-

350000 0 .5523 193305↳ 50000 0 .5523 27615
MLB I 1450000 1007020 => PV Of MLP

- -

Hence
, the asset will be recorded at 10

,

00
,

000.

calculation of finance charges

Year opening o - Interest : Total ols- Instalment = closing ols
(16%)

1000000 160000 I 1160000 - 350000 = 810000

610000 129600 I 939600 - 350000 = 589600
- -

589600 94336 : 683.936 - 350000 = 333936·
- ↑ -

↑

-1

O

1

333936 66064 I 400000 - 400000 ? = O
-

(bal)
- -



estionstb) EI : 134

CA= GOL AX = 45 Sp = 38

1)Compare (A with FV.

CA: MOL FV = 152

Loss = 0

RCA = HOL

2) Compare RCA with sp.

RCA = 401 Sp= 381

(FV=45L)
Loss = 2L

Loss of 22 will be charged to pee all if such loss is not

compensated by future lower lease rentals.

However
,

if such loss is compensated by
future lower lease rentals

then such Loss will be deferred & amortised over the lease

term.

CASE It :

CA = HOL FX : MOL SP = 50L

1) Compare CA with FY.

CA = GOL FV = GOL

NO LOSS

RCA = 40L

2) compare RCA with Sp.

RCA = GOL Sp = 50(
(FV : 401)

Profit = 101

Since the SP exceeds the FV the profit of E10 lakhs will be

deferred and amortised over the lease term.

CASE I :-

CA = 40h #V = 46L SP = SOL

1) Compare LA with F .

CA = HOL FX = NGL

Loss = 0

RCA = GOL

2) compare RCA with SP .

RCA = HOL Sp = SOL
(FX = 46L)

P = 10L

-I



P= SL P=L

↓ fo

Credited to Defer & amortise

PCL- over lease term.



Answer 6 : As per As-19 : Leases
,

a lease will be classified as a
132

-

finance lease if

10 PV of MLP is subs equal to the fV at inception
2. LeaseTerm is for major part ofeconomic life of the asset.

In the given case
.

T = 3yearsEL = 14 years

PX Of MLP + FY

Hence
,

the given lease agreement signifies of and the lease rentals
should be charged to pet all



Question 10 : Indicator of finance lease 133

111I
PV of MLP almost = fair value at the inception

652198 almost = 700000
- -

calculation of PV Of MLP

At inception ; fair Value = Net Investment in lease

Net Investment in lease - PV of MLP + PV OF UGRY

700008 = 2 + (70000 x0 . 683)
700000 2 R ↓ 47818

F

652198 = x

since the PV Of MLP is almost equal to the fair value at the

inception of lease
,

the lease constitutes finance lease

Calculation of Unearned finance Income
= Gross Investment in lease - Net Investment in lease

- 893212 - 100000
- -

- 193212
11

Calculation of Gross Investment in lease

=> lease Rent -> 823212
-

1

Guaranteed Residual Value - o - because instalments

unguaranteedResidual vause -> 70000 are equal
293212

DR= 10% -1

D A N" Y, Y2 Y3 "y
I I A I

-
3.169 4

652190 [
· -

&

x = 65219041
30169

x = 223212
S



MinimumLease Payment 132

1 Lessee (Balu) : - LP = 25000 X32 = 800000
-

↑

GRV =

MLP =
same from Lessor POV

2. Lessee (Bal) : IR = 15000 X48 : T20000

GRV =

To
same from lessor Por

* contingent rent not included in MLP.



132
Answer 12 : - Calculation of Gross Investment & Net Investment in lease

Year cashflows Discounting factor Discounted cashflows

(GIL) 2157 (NIL)

800000 0 . 8696 695680

800000 0 .7561 604880

800000 0. 6575 526000· 800000 0 . 5718 457440

800000 0 - 4972 397760
S

↑

5 160000 0 . 4972 7955G
-

5 140,000 0 . 4972 69608
&

GIL = 4300000 N1L - 28
.

30
.
920

-

unearned finance Income = GIL-NIL
= 1469.0801-

: -

Ge S



Question 15 : - 132

L LR = 500000 X 3.3522 I 1676100
-

RV 200000 X 0 . 4972

all: nik=
I,

&

Lesson↳sor- UF1 = 924460
-

-

HoS
--

Lessor

S2x (Y,F + y2r + Yz0)

↳
-

Lessee books -> PVOP ML 3 lower -> Amount : Recog.
133

-
- -

↑

1 PVMLP -> lease Rent - 500000 X 3. 3522 = 1676100
- -

I

2) FX =

GRV -> 100000 X 0 - 4972 =

u
lost of asset in Lessee books + 1725

,

820.

Lessee Books -> Asset record

Depreciation S-morrows ass
Lease Rental
Interest

↳ calculation table-

In the books of lessee

Journal Entry : Cash Price Method
Year 1

BeginningAssessor

Du 1725820
- &

1725820
-

End Depreciation Dr. 25To. Asset 582



Interest Do 258813 133

To
,

Lessor 258873
&

&

lessor Dr. 500 000

To
,

Bank 500000
-

PCI Du . 431455
To Interest 258813

S

To
,
Depreciation 172

:

582
&

opening ols Interest = Total ols-Installment : closing o

1984693- = 14846931725820~ t 258813 & 500000
- - ↑

1484693 t 222704 I 1781397 - 500000 = 1207397
- 1 -

1207397 t 181118 I 1386507 - 500000 = 886507
1 -- - -

888507 t 133276 I 1021783 - 500000 = 521783
- S

& -- - -

521783 & 78217 - 600, 000 - 600000 I O
F

&

(balo)
-

↑ -

274180
--

Journal Entries by Interest Suspense Method

Yo Asset Dr. 1725820
&

= To
,
lesson 1725820

#
M

Interest Suspense presentation
Yo Interest Suspense Dr. . 874180 B1S - Y

-

=
To

,
Lessor 274180

-

Lessor 1725820

YI Interest DU . 258813 zi4i88
- -

-

To. Interest Suspense 252873 - Intsus · (615307)
-- -

1984
.

693

Y Lessor DU. 500000
.

To
,
Bank 500000

-

--

I Depreciation Du . 172582

To
,
Asset 172582

# PCL Do. 431455
S -

To
.

Interest 258813
-

To
. Depreciation 172522

& Y



Question 17 :- 134

CASE I : - CA = 502 FV = SOL SP = GOL

1) Compare Carrying Amt with Fair value

CA = 50L FY : GOL

NO loss

RCA : SOL

2)Compare RCA with selling Price

RCA = 50L Sp = 60L

P= 10L (FV=602)
↓

Credit to P2L

CASE II :

CA = 5O2 FX = SOL Sp = 45t

1) Compare CA = 50L with FV = 50L

CA = JOL FV = 50L

L = 0

RCA = SOL

2)Compare RLA = SOL with Sp = 45

RCA = SOL Sp = 45t

L=st (EV= 501)

If such loss is compensated by future lower lease rentals then

defer and amortise the loss over the lease term,

If Such loss is not compensated by future lower lease rentals than

immediately charge it to petakc.

CASE II :

CA = 5O2 F :537 SP= 62L

1)Compare CA withFo

CA : JOL FV = 537



L= 0

RCA = 50L 134

2)Compare RCA with Sp.

RCA : SOL SP = 62L

P= 12L (FY =532)
-

I IY Y

P= 5 P= T

↓ ↓

Credit to POL Defer & amortise

over lease term.

CASE IV : CA: SOL FX = 452 SP= 48L

1) Compare CA with EV

CA = 502 FV = 45]

1= 51 - immediately Dr. to POL .

R(A = 457

2) Compare RCA with SP

RCA = GST SP: HEL

P= 31 (FV= 452)
↓

Defer & amortise

Over lease term


