                                            AS-19 LEASES
MEANING: An Agreement Between Two Parties Where Lessor Conveys                              Lessee The Right to Use The Asset For a Definite Period of Time in return  For a Payment or Series of Payment .
This Standard is not applicable to:

· Exploration for or use natural resources, viz., oil, gas, timber, metals and other mineral rights; 

· Usage of  items such as motion picture films, video recordings, plays,  patents and copyrights; and

· Lease agreements to use land.
	                          TWO TYPES OF LEASE   


              ↓                                                                                ↓
FINANCIAL LEASE                                             OPERATING LEASE
             ↓                                                                                ↓
  A lease that transfers substantially                       A lease other than financial
 all the risks and rewards incident                       lease is operating lease

 to ownership of an asset.

(Title may or may not be transferred)

►Economic life: The period for which the Asset can be useful.
►Useful life:  The period for which the Asset is used. 

Some examples of financial Lease 

1) Ownership of the Asset is transferred after the lease.
2) The lessee has the option to purchase the Asset after the Lease for price less than the Fair value.
3) Where lease period cover the major economic period of life of Asset.
4) PV of the lease payment covers the substantial part of Fair value of the Asset
5) Leased Asset can only be used by the Lessee.

ACCOUNTING FOR LEASE TRANSACTION IN THE BOOKS OF LESSEE

                                                                   (DR)           (CR)

1) RECOGNISATION:                            ASSET         LIABLITY

2) MEASUREMENT:      PV of MLP (or) Fair Value of the Asset (whichever is less)                            
   ► FAIR VALUE = Sale Value of the Asset by Two Willing Parties at Arm’s Length
   ► RESIDUAL VALUE = Estimated Fair Value of Asset at the End of Lease Term.
                     MLP = MINIMUM LEASE PAYMENT 
                 ↓                                                                    ↓                                  

ANNUAL LEASE PAYMENT             +             GAURANTED RESIDUAL VALUE
                                                                                      ↓
                                                                          Any Payment that is Guaranteed
                                                                         for any Damage of the Asset
                                                                         after the Lease and its Guaranteed 
                                                                          By the Lessee (or) Any other Person
                                                                         on Behalf of Lessee.
                                                                           (Which Ever is Least is Taken)
1) MLP Exclude Contingent Rent 
2) Expenses Reimbursed excluded
► Contingent Rent: Rent That Is Fixed Based On The Contingencies 
                                 (Ex) % In the Sales 
►Discount Rate = Interest Rate Implicit in the Lease=
                                   MLP (Lessor) +UGRV If Discount = Fair Value
                                  (If The Interest Rate Implicit Rate is not available   
                                    Then Incremental Borrowing Rate will be used.            
                                    Incremental Borrowing Rate is the Rate At Which   
                                   The Lessee will Borrow)                               
 ► MLP (Lessor) =ANNUAL LEASE PAYMENT+UGRV + GRV

   ► GRV (Lessor)   =   Gauranteed by     1) Lessee (Or)

                                                                     Any person on behalf of the Lessee.

                                                                2) Any third person capable            

                                                                    of Honor the commitment .(Highest 
                                                                    of GRV will be considered)                                                                                                                                                          
► UGRV= The Ungauranteed Residual Value (Residual value which have no guarantee)
►In Case of Any Increase in RESIDUAL VALUE Then no Effect will be given.
►In Case of Decrease in RESIDUAL VALUE Then the Follwing should be made 
►For Expample       FV                 =19lac
                                   Cost              =16 Lac
                                  Term               =5 Years
                                 Lease Rent    =535000
                                RD Value         =215000
If There is Change in RD Value in The Second Year From 215000 to 142000 Then the Treatment is
PV of ( GIIL 1st Year) 535000 *AF15% For  4 Years ( -)RD Value 142000*PV Factor 15% on 4th Year = 1608592 Will Be The Balance in First Year for Lease Structure Calculation in Second Year
The Difference between 1650000(-) 1608592 = 41408 Will Carried To P&L A/C
►In Case Of Any Change In The Agreement At The Middle Of The Year Then It Should Be Treated As New Lease From That Year.

►To Find Out Lease Balance at the Middle of the Year in Case Any Change in the Agreement.
Step1. Find Out The Remaining Lease Term.
Step2. Lease Rent *Annuity Factor For The Remaining Period +Grv *Pv Factor For The Last Year Of Remaining Year.
►EXAMPLE.              ALP                     = 60000

                                LEASE TERM      = 12 YEARS

                               GRV                      = 90000

                               INT RATE            = 10% 

 FIND OUT 4TH YEAR BAL

STEP1.   YEARS -12YEARS = 8 YEARS

STEP2.  60000*AF@10% FOR 8TH YEAR = 60000*5.3350=320096             

ACCOUNTIG FOR LEASE TRANSACTION IN THE BOOKS OF LESSOR

RECEIVABLES                   = Net Investment in Lease (NIIL).
     TO ASSET/SALES    (i.e.)   Sales In Case Of Manufacturer.
                                                In  Any Other Other Case Asset
 NIIL = Gross Investment In Lease (GIIL) – Unearned Finance 
                                                                                  Income (UFI) 
GIIL=MLP (Lessor) +UGRV

  UFI= GIIL-Present Value of MLP (LESSOR) +UGRV

 NIIL=Present Value of GIIL
                                    OPERATING LEASE

IN THE BOOKS OF LESSEE
1. Payment Made To Lessor Will Be Treated As Expenses And Debited In To The P&L A/C
2. In Case Of Irregular Payment Of Lease Rent Then It Will Be Accounted By Taking Average Lease Rent And That Amount Will Be Accounted In Every Year.
EXAMPLE;               LEASE TERM 4 YEARS

                                 LEASE RENT PAID =  1ST YEAR    100000  

                                                                     2ND YEAR    150000 
                                                                   3RD YEAR     90000

                                                                  4TH YEAR    140000

 THE ENTRIES IN THE BOOKS OF LESSEE
  LEASE RENT =100000+150000+90000+140000/4 = 120000 PER YEA
                PARTICULARS                        AMOUNT          AMOUNT     
YEAR1.  LESSOR                                       120000

                     TO BANK                                                          100000

                     TO LEASE PAYABLE                                      20000

YEAR2.  LESSOR                                        120000

                LEASE PAYABLE                        20000

                ADVANCE LEASE                       10000

                      TO BANK                                                         150000

YEAR3.  LESSOR                                        120000

                      TO BANK                                                          90000

                      TO ADVANCE                                                  10000

                      TO LEASE PAYABLE                                     20000

YEAR4.  LESSOR                                        120000
                ADVANCE                                      20000

                       TO BANK                                                         140000

DISCLOSURE IN THE BALANCE SHEET 

1. LIABLITY WITH IN 1 YEAR

2. LIABLITY IN 1 TO 5 YEARS

3. LIABLITY AFTER 5 YEARS

EXAMPLE.       ALP       = 60000

                          TERM    = 12 YEARS
                           GRV      = 90000

                           INT        = 10%
FIND DISCLOSURE AT END OF 4TH YEAR

                                                  LEASE PAYABLE                PV/AF     AMOUNT

1) WITH IN 1YEAR =                  60000                                  0.9091           54546
(Note; Here 4th Year 
Considered As the First 
Year So PV Taken For 1st Year)
2) 1 TO 5 YEARS                        60000 (PV OF 2+3+4+5)   1.5441           92648
                                                      90000 (PV OF 5TH YR)     0.4665           41985
3) AFTER 5 YEARS
                               SALE AND LEASE BACK
ACCOUNTING TREATMENT FOR SALE AND LEASE BACK TRANSACTION
1) Financial lease; Profit or loss arising from sale of Leased Asset should be deferred to P&L A/C.
2) Operating lease; there are 3 types of classification 

                                    1)   Sale value = Fair value

                                   2)   Sale value < Fair value
                                  3)   Sale value > Fair value

Step1;  Find out whether Book value >Fair value, if Book value is greater than Fair value then Book value should be brought to equal to fair value and the amount reduced to Fair value (i.e.) Fair value – Book value is  Impairment Loss.
Step2; 1) Sale value =Fair value, Then profit or loss arising from sale of leased                   Asset should be recognized immediately.

          2) Sale value < Fair value    
                         1) If there is profit then it should be recognized immediately.
                        2) If there is loss and it is not compensated by reducing the rent 

                            then it should be recognized immediately.
                       3) If the loss is compensated by reduction in rent then it should 

                          Deferred.
         3) Sale value >Fair value

                       1) Loss should be recognized immediately

                      2) Profit below the fair value should be recognized immediately.
                      3) Profit above the fair value should be deferred.
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