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CA RISHABH ROHRA

TYPES OF LEASES

Lease can be of two types:
a) Finance Lease [ Renr Agreemeny , but hos Yosk 0} tonshr of 0“"\"5\“\’]

b) Operating Lease [Norma): Rent Agreement)
CONDITIONS FOR FINANCE LEASE

Finance Lease: A lease is classified as a finance lease if it transfers substantially all the risks
and rewards incident to ownership. Title may or may not eventually be transferred.

[ Atleast onelof the following conditions must be satisfied to recognize the lease as Finance
Lease:
v a) Transfer of ownership at the end of lease term
b) Lessee has purchase option at reduced rate and lessee is certain to opt it

c) Lease period substantially covers economic life of the asset 5 Letsee POV
d) Present value ofminimum lease payments|substantlally covers Fair value of the %sset
e) Asset is of specialized nature] €0. — Row | PInk Cusiomised RRZ RS
) il 9 Royce b““"‘"‘“ for T & insToiment
Or Rs

© mMoching — Lease — 8Years
| Agreemeny
useful Life 1oyears
Lease

ine — COA T 0L D)
® R~ ﬂp\g:@:::! (1) hgrerment

% 225000 p-0 jor next 6 years
DCF 107

Asse} CoR JFy — %10,00.000

PV of Lease Rental > £0.81.000  L225000% Pune C 1o, 6y

225000 X 4-36

1
Q4r)
i
Lo mt,=0F =t =0t =0 =0+
11
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CA RISHABH ROHRA

FINANCE LEASE JOURNAL ENTRIES
_ M\ raha ko
In the books of|Lessee:| Asse¥

Journal Entries

Date Particulars L/F Dr. Cr.
v 01 | Asset on lease A/c Dr. (Note-1)
To Lessor A/c [ Liawinty) - Loan (Note-1)
02 | Lessor A/cDr. ¢ Finante charge Dr
Finance Charges AlcDr.c— | To Lessor Mc Clliabit|ny)
ToBank A/c .

LessOr AiC Dr.
v/ 03 | Depreciation AlcDr. ~_ To Bonk
To Asset on Lease A/c \

S period = [l Hym Or [Usejnl Ute
04 Profit and Loss A/c Dr. ' w-ejL
To Finance charges A/c ~
To Depreciation A/c /

Note o1: Lower of ¥ > 1)
a) Present value of Minimum Lease Payments from point of Lessee TtAl

[Lease Payments/Rentals + Guaranteed Residual Value by lessee or on his behalf] ™hduie
225000 X 6 200000

b) Fair Value of Asset

Additional Notes:

v' Rate of interest would be incremental rate of return (IRR)

v Whenever IRR is given, Follow given IRR

v" If fair value of asset < Present value of Minimum lease payments from Lessee point,
then IRR would be recomputed

LeSsee — Minimum Lease paymeny —— or Fy of Asser —r el = AmtJE
PV 0} leose Reny + guranited RV by lessee

lessor — Net Inveotment > A} JE
PV 0} Lease Rent + Quvanited RV + unguranied RV

l

Higher of
+ gurOnjee by Lessee
or
= - by 3rd pariy
KAISE HOH RAJA ! ALL WELL & SET
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Exarple - CO)- o} IRR

FV o{- Le@s¢ Repral — @\‘nceph'on —> ¥ 4,00.000 V-¢ FU o} Paser

lease Renfal — > E100.000 for Mext & yeoss

Discount Rakk — IRR -

FV = Pv o} coh jow

‘e UL = Py of 100000X6
e 4L = PV b} E6.001000

Vear  Rentol PVF @ 107 PV @\G-
\ 1,00:000 0-0\ 0-%7
9 1,100,000 0.83 0-7¢
3 1,00,000 015 0+6¢
4 100,000 0:63 0-57
5 1,00,000 0-62 0-50
6 1,00, 000 0-56 0-u3
h3g 379
5J. A
PV @102 = 4-35%100000 | € | |
= 14.35,000 ! 35500 > e 21006 |
PV 104 © 400000 N P\ 1S3
-~ PURISJ. = 3-79X% 100000 v l
= 3,794,000 435000 % 56,000 ¥ > 3,19,000
OpHon A — 534 560600 ¥ option B — 5L & 560007
L) 35000 ¢ ® ¥y Qo001
. W= 35000xS - M= 0005
56000 56000
= 3125 T 2815
> IRR = 104 3125 .. TRR = 15 &) 1815
= 13-1252. = 13257
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CA RISHABH ROHRA.. Your Mentor for CA Foundation & CA Intermediate Accounts

PO
~Lessee  AccOWnhny done  aF
lower _of -
FV 0} Asset 1700000
or
PV O} mL.p T 64905 > Loon
o\ o} PV oy TOLP
© Year  \eoge PVF @157, Py
\ 3,00.000 0-869 2.60.100
2 3,00,000 0.156 2,26, 00
) 3. 00,000 0.657 147,100
3 22,000 0-657 4,454
699,054
Cal- Df Anance Qhurgc
Year____ Op-018 Ink- @157 Tolol Poi d C\: 0)S
\ 6.994.054 v \bugssg.\ 8.03.012-) 300,000 5.03,412:\
n $.03, A12-\ 1558682 §.19,428.-82  3:00,000 2.19,49%92
Q 2,79,408.22 41924 3y 3,21.423.76 3,60, 000 2.423:1¢
!
(1) machine MC  Or.  6QQoSYy IRV
To Lessor AR 699654
Lessec ylessor
(2) Yeorend  Fnance thorgws At D 10UQSS. | ¢ l
To Lessor Mc 104RS 8.\ IRV X22000 Eshmole
RV 15000
Lessor mc Dr. 300000
To Bonk Ae 300000
Deph MC Dr- 233018 PLMmC or 3318761
T0 mMochine Mc 233018 T RC fAre 1b4258:\
L69ansy| 3) T Depn AL 23308

Ve

VCGurukul
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S

LeSSse ASset 2 699034 tLessor
Z3L p.a Jor 3yeor |
£21k 9Rv 15000

Ofter 3years — P3set A oo E KIMDO Wiknga -~ X0 [QSSume)

y 9
SV, RV For  Depd L No ot
Example\

m.h — O — E0L
SV =+ E2L | —» Kisseh miengi ™A
Uk -  byear i AMer 4 yeoy 0Swt wil) be s1d  for ToL

Depn ?.o, - X ?.LP-& [QD'Q),LD
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——— wams
In the books of[[essor:] Asse For

Journal Entries

Date Particulars L/F Dr. Cr.
01 | Lease receivable / Lessee A/c Dr. [ lnan diya) (Note-1)
To Sale [ Asset A/c L opy of qruss inveprment (Note-1)
02 « Bank A/cDr. 1 Lesses MR Oy

4] To Lease Receivable [ Lessee A/c l,i— To &n

DNCe ghovgro Mc

4 ToFinance Income A/c

Banw ¢

Dr.

03 Finance Income A/c Dr.

7o Le

Ssee

To Profit and Loss A/c

Note 01: Net Investment

T 9R1000

% 13,50,000
Net Investment = Present value of Gross Investment

Gross Investment =

Asset

> Residual volwe 2.25,000

Lease rentals +/Guaranteed residual value of lessor + Unguaranteed Residual Value|

Guaranteed residual value of lessor = Higher of

a) Gudranteed residual value of lessee 200000

X 2.00.0600

(Rahw Sir)

OR

b) Guaranteed residual value of Third Party £\15000

369000

1350000

98\ 000

£ 25000

Unearned Financial Income = Gross Investment — Net Investment

RS — purchase

| oA £10,00.000

DCF \OT.

usefw Life 3years

finonce — Asset S0ld — RS

() ™™ A
PaL AlC D

To PPE

(2) Baow Ac D

To PAL Alc
To ™M Mc

() Bopk mc Or

70 PAL A
T0 ™M AC

10.00.000

9..').5|000
a8.100
1.26.400

2,25,000
2S5 410

134,590

Dr. 9,281,000 + PV o} Residual
13,000

valwe

Near

\ +
2

o Lt & W

Jor 6years
Pv o} FV — E31000

op. 0\3
981000
851100
TIUS10
56096\
392057
20€2.62-8)

, leased To MM @ T2,25.000 — with gquranteed Ry 2L
L. i-e 2250006

= %\3,50,000

InTQ107.  ToY Ui paid  C1O\s
qg106 10160 225000 854100
85410 939510 225000 T\uUS|0
TI45)  78%96) 226000 560961
56096-1 6176511 225000 392057-|
34005.11 43126281 225000 206262'%
1313719 225000 225000 O
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)

CON: 0% _unearned finance 0 tHMe

YOr  ampss__inyestment PVF @10 Net Ioventment o,
2009 - 371\q12 0-909\ 7 1 uneomed
3010 3q12 0.26Y |PUBP ( Q24,810 Fnoou inume
2o\ 3912 PyE “— 041513 J2Y368 ] = 12151360
aon 100000 PUF < 01513 15,130 100000
1215,136 10,00.000 = 215136
WNL-  Ca)- 0} tease Renjal
TV of Assel = Py o} Lease Bent + PY of (9RV + UQRV)
\o:oo.ooo = _\ease Rent x PVAF (3yr, 107) + PUF (3rdyr, 102) X LYRY

16,00,000 = LeQSe Redt X 2-486¢ + 09313 X 100000

;. LeaSe Rent = 10,00.000 ©) 175,130
2-48¢%

LeQse Rent p.o = 3.7L912 o 3N, QN-69

T3 the Least [nonce Lease

(@ AY ¥he end O} 1e0Se WRrm ¢ AsSe)y Honsftrred o lessee —— Nb

(0) A* the end o} leost  Iert , Jessee hoo ophdbn T juke Hhis —  NO
ogse}y at prite |ower than FY | jestee ig ceriain by op

) Subsyonhol Ewnomit Wi} is port O} \eax kvm

> VYes
(s (3)

@) | mw o} MLP| cover supstanciol ampunt of FY 0% Assetr — Ve
L \essee MV — FF.2uL Z\0L

@ psse} under Leaw  tustomised
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OPERATING LEASE

Operating Lease: A lease is classified as an operating lease if it does not transfer
substantially all the risks and rewards incident to ownership.
claims Depn
For Lessor: Rental Income to be recognized in Statement of Profit and Loss
For Lessee: Rental Expenses to be recognized in Statement of Profit and Loss

How to Recognise? (Tocome or Expense)
e Recognise in the ratio of benefit derived. » NS0 Refer CQN
v/ ® However, use SLM if the ratio of benefit derived is not available

JE
Books o} \tssor Books to Lessee
Bank mc Dr. Lease / Rental Exp Mc  Dr
Lease Equitisatrion Mc  Or Lease Equitisation Mc  Or
To Leage ) Rental Tncome Jo Bonk Mc
2 e ), Equilisahon Ac
To Lease Equilisakion Mc To Lease Equihisan
Othce X
RS ¢ & > 83
lease Rent
Vear Rent
\ 1,00.000 _ Case A ,
2 \,50.000 Roko 0f — » NOT avdilable € 100000 |4
3 2,00,000 | s ®
4 2.50,000 » Availagle 2:2:211
7.00,000
cose A
Rs_B0oks Yeor\ Yeor 2 Year3 Year y
Bank Ac  Df- 100000 150000 200000 250000
Lease Equilisohon Aie On 15000 25000 - -
To lease Income 115000 113000 115000 115000
To Lease Eq,uh'\soﬁen Mc - - 25000 15000
Cox B
Rs_Books Yeor\ Yeor 2 Year3 Yeary
Bank Arc  Bf- 100000 150000 200000 250000
Lease Equilisghon fe DR 100000 50000 - -
To teose Income 400000 400000 209000 100000
To Lease Equilisohon fic - _ _ (50000
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can

machine sy —— F2.,25.000

|
!

Romay 307.

225000 + C225000 X 204)
= £2,92,500

" Toy A} n Suears

Tob _uniy Y be prduced — X Option A = 292500 x 3 — E\,15.500 0% 3yr

Vear Unit 5 e 58500 p-a
) 60,000 )
2 15,000 \' v opHOn Bz 202500 y 225000
3 30,000 J (preftrred) 450000
4 1,20,000 -« FLE266 Yor 3years
5 1,65.000 e E48150 pa
4,50,000

vo._Depretioble omount = COB ) SV
225000 € 0
225000

% Near Unit Depn

| 60,000  %30,000 [ 2250001450000 X 0000)
2 15,000 3%1.500  [995000| 450000 X T5000]
3 90,000  £45.000  [225000] 450000 % 90000)
y 120,000
S 1065000

%,50,000
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CA RISHABH ROHRA.. Your Mentor for CA Foundation & CA Intermediate Accounts é

In Booke o} _\kssor

Near\ Year 2 Yeor 3 Tofal
Gank A (Receipt)  Or. 48,150 48,150 4250 146250
Lease Equitisation Me¢ Or. (B} - - 95150 -
™_Lease equihisation Mc (B+) 9,150 = N =
TO_Lease intome Afc 39,000 48150 53500  X1Yy625)

™~

116280 \,Mnc{ﬂ [ 146250 ..-1509;\ fNG?SC)xqomt;\

ASVUV

LS —_—

225000 225006 J 225000

Ve

VCGurukul
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SALE AND LEASE BACK

Meaning: A sale and leaseback transaction involves the sale of an asset by the vendor and
the leasing of the same asset back to the vendor.

Sale and Finance Lease Back
Any Profit or Loss is to be deferred in the ratio of depreciation over lease period

Sale and Operating Lease Back
Step 1: Calculate impairment Loss to be recognized immediately
[Carrying amount - Fair Value]

Step 2: Calculate Deferred Income to be recognized over Lease Period
[Sale Price - Fair value]

Step 3: Calculate Difference to be recognized immediately
Exception: If loss is compensated by future lease payments then it should be amortised

over the period Leost Rental

On Record l
modnine 30\d .
R3¢ > Q3
X Coneshot)
erating 1-eQse
on Record operating

teage | A3'9

: . Finance Lease [ 1ow} o4 S tondition)
we are now discussing

profit or Loss ireatment
on sale 0} Asset

Scenario | > Profit of Loss on Sale 0§ Asset Shall be
Fv of Asse} = Sale \olne irmediakly  recsgnised

Scenorio 2 » Profit or s on sale 0f Assed Shall be
£V of Asser 7 Sale value jrvmediately  vrecsgmised ‘ .
Exception — In Case Of 08, '} the sore s
compensated by Reduced Lease Renjal, +hen hil 10SS
Shait be oamornSed Over Lease krm

SCenosio 3 > POfiy or ss upl BV Of asser ——  immediakly recognir
FV of Asset & SQW ualue Bal- > Reccﬂn\ sed Over Lease
rm

KAISE HOH RAJA ! ALL WELL & SET n
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t Fy =8p .
2 FV ISP
ALK _CR — B3 vojue 3 FV(SP
Assed / 30\4 Fair Pofit | Loss  Scenari0  Iromedialels  Ovee the
tase SO\ WV Yor volue  [cAvissale) 1,2.3 PAL Mc Leage term
@ 1oL 50l SOL  EwL prodit | F\0L -
() 4ol S0L 60L Z\0L protit 2 oL -
© 4oL 38l 45L  FIL Loss 2 (£20) -
@) 4oL 5oL hoL  EoL pnlit 3 - ZioL
@ Gol SoL 4L EroL protit 3 ZcL Tyl
Irop.
c$) 4oL 391 asL FIL Loss 3 &N N
Scenariy 3 — BV Yok - PaL A Fy ©) CA

FV ZyadG = Over the Yerm of lease  SP ) Fy

PaY
_CA — B3 vajue

Asse} // %0\d Fair Profit | Loss __Scenari0 Imomediaiely el the
casc _SO\d Wby Tor vawwe  [cpvissale) 1,23 PAL Mc Leage_frm
Q) 300L 4001 400L =z looL proht \ ZI00L -
(W) 3001 4opL 4soL_ Zi00L pokt: 2 F100L -
(i) 300L 9250\ 3BOL  TSOL LOSS 2 (zs0Y) :
(i) 3001 400\ 300L 1L prohit 3 - F100L
) 3801 aqoL 2561 E\pL oSS 3 &s0L) T yol

na KAISE OF RAJA ALL WELL & SET -
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misc: Points

¥ Leqse Term — Reldvance Deprn PV Sole and lease Back

RS ASSey

= > 9
{ tessor] Lease Clesse

———_Agreed  perivd — Sycar
+

ophon with gs

Aftey Sucar Leage period
further  renew for 4yeor

For C0)- purpose —  Lease TJerm

5year qyear
~
|
\ No Lf Hhewr 1S reasonable cerhainily

Hhot @S  wil exerdse He opfon

x | Lease [ Rent —— Dependent on  future pmgpect / pojecy
7 on Sales or 7. ¢f cost inturved or * of qp

I
L oPeroHng
Ltase ——————  Rent —— Tncome [ Expeng — PaLpC

2 _Rectipt/ Payment
| l
i .
Recd: pard
+ Recejyable 4 pPOYable

Va KAISE OF RAJA ALL WELL & SET -
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¥ _lease fHgreement Bejore stort of-  Agreement

Thejr awve some [expense| incurred

b4 Ex:- lowyer Expense

si'am!a paper
Stamp duhy ) Repisrahon

v

Treatment

!
Depend O _who_paid

lessor Canerally pay] lessce

O\
! - N
PALAIC

Rinance \eqge o?«uﬁng \Rage
I I
| !

fHsse} cosk ¥ PaL Ac

*® Common sense
Lease Rent T S.00,000 p.c

for Syears DF Q1S

v

@ paid_or end of each vear [ @ silenr we assume this)
( _poid o stort of edch year
Ca)- PV pr lease Reot

Ophon a

Opron B

Vear PVE RS

Ncor Stort tAF e \S
\ 0-86%6 \ | 1
2 0156t [ I PVUAP = 3.3SM 2 6.8¢3¢ | :- MAF 3858
3 06515 | % PUORLR 3 015¢1 | - Pror IR
4 05118 = 33521 X 500000 Yy 0.6575 | = 500000 x 3ss
) 0-4a72 = E 16,176,100 s 09718 = E1\4.27,500

Ve
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\

2

SL Sy SL sS\L 5L

Year end | 2 3 4 S

Vear stovt O \ 2 3 4 S
5L SL SL SL 5L
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