@ AS-19: LEASES

WHAT IS LEASE..?

¢ R /\

A lease is— >
An agreement, whereby, / / d
»_Lessor ronveys the right to use an asset, for an agreed period of
I ——

time, P

— /
> In return for a payment or a series of payments. J ‘
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NON- APPLICABILITY

This standard does not apply to;

> Lease agreements to explore or use natural resources, such as oil, gas,
timber, metals, other minerals: and

» Licensing agreements for items such as motion picture films, video
recordings, plays, manuscripts, patents & copyrights; and

> Lease agreements for use of lands.

> Contracts for services that do not transfer the right to use asset from
one contracting party to another.

TYPE OF LEASES * letsor boghe : asset "

FINANCE LEASE OPERATING LEASE
I
A lease that transfers, An operating lease is a contract
% Substantially all the risks & that permits the use of an asset
rewards, incidental to ownershi, without transmship
MSet rights of said asset.
] I
+» The word to be focused on in +¢ Operating leases provide
the above definition is greater flexibility to companies
“substantially all”. as they can replace/update
«» This is because, if all the risks & their equipment more often
rewards are transferred then it +¢ No risk of obsolescence, as
becomes a transaction of there is no transfer of
outright sale & the question of ownership

lease does not arise.
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AS-19: LEASES

STUDENT
NOTES

RISKS: «»* Operating lease are treated as
» Possibility of losses from: expenses (i.e. off balance sheet
> Idle capacity. items) whereas a finance lease is
» Technological obsolescence. included as an asset for the
» Changes in economic conditions. lessee
REWARDS: «»» All rewards and Risk during the
» Expectation of Profitable lease terms belong to lessor such
operation over the economic life as any appreciation , any gain
of the asset. arise from the asset, any
» Gain from appreciation in value maintenance & repairing cost
or realisation of residual value etc.
Think of a capital lease as more like Think of an operating lease as more
owning a piece of property like renting a property.

' INDICATORS OF FINANCE LEASE /
(APPLY THE TEST OF SUBSTANCE OVER FORM)

If Lessor transfers ownership of asset to lessee by the end of the lease term, then
| E——— I | I
Inance Lease.

@If the lessee has the oetion to Eurchase the asset at a price which is expected to
e suﬁzicientlz lower than the Fair value of the asset at the date the option

becomes exercisable such that, at the inception of the lease, it is reasonably certain
that the option will be exercised, then Finance Lease.
___________________________________________|]

@If Lease Term is for a major part of economic life of the asset, then Finance
__ . . -
ease. Major part simply doesn’t mean more than 50%, it means suzstantla7ly the
|

]
whole life of the asset.

Yo’
t the inception of the lease, if the PV of minirt PBE
at least substantially whole of the fair value of the asset, the @

—

S amounts to

= =
@If the leased asset is of seecialised nature such that onlz the lessee can use it
without ma"or modiﬁications being made, then Finance Lease.

If the lessee can cancel the lease & losses accruing to lessor on cancellation are
borne bz the lessee', then Finance Lease.

If gains/losses from fluctuation to residual value accrue to the lessee, then

1 ——
inance Lease.




