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(1) FASB , Statement of Financial Accounting Standards No. 91, Accounting

For Nonrefundable Fees and Cost Associated With Originating or

Acquiring Loans and Initial Direct costs of Leases ( An amendment of
FASB statement 13 , 60, and a recission of FASB statement 17 ). Dec.,

1986 .
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(1) Glenn A. Welsch & Charles T . Zlakkovich, op. cit, p. 1075 .
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(1) FASB Standard 28, © Accounting for Sales with Leasebacks : An
Amendment of FASB Standard 13, May, 1979 .
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(M FASB . Statement of Financial Accounting Standards No. 98 ,Accounting
for Leases : Sale-Leaseback Transactions involving Real Estate, Definition

of the Lease Term., Initial Direct Costs of Direct Financing Leases, op. cit,
para. No. 21.
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Y Richard Dieter, : “Is Lessee Accounting Working?” The CPA Journal,
August, 1979, pp. 13-19.
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International Accounting Standard IAS 17

Accounting for Leases

The standards, whick have been set in bold italic nvpe, should be read in the
context of the background material ard implementaiion guidance in this
Standard, and in the context of the Preface to In:ernaiioral Accounting
Standards. International Accounting Standards are not intzrded to apply to
immaterial items (see parugraph 12 of the Preface).

Scope

I. This Standard should be applied in accounting for leases.

2. This Standard does not deal with the following specialised types of
leases:
(a) lease agreements to explore for or use naturz! resources, such as
oil, gas, timber, metals and other minerzl rights; and
(b) licensing agreements for such items as motion picture films, video
recordings, plays, manuscripts, patents c::d copyrichts.
Definitions

3. The following terms are used in this Standard with the meanings
specified:

A lease is an agreement whereby the lcssor conveys ro the lessee in
return for rent the right to use an asset for an agreed period of time.

A finance lease is a lease that transfers substantially all the risks cd

rewards incident to ownership of an asscr. Title may or may not
eventually be transferred, — '

An operating lease is a lease other than a finance lease.
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A non-cancellable lease is a lease that is cancellable only:

(a) upon the occurrence of some remote contingency;
(b) with the permission of the lessor;

(c) if the lessee enters into a new lease for the same or an equivalent
asset with the same lessor; or

(d) upon payment by the lessee of an additional amount such that, at
inception, continuation of the lease is reasonably certain.

The inception of the lease is the earlier of the date of the lease
agreement or of a commitment by the parties to the principal
provisions of the lease.

The lease term is the non-cancellable period for which the lessee has
contracted to lease the asset together with any further terms for which
the lessee has the option to continue to lease the asset, with or without
further payment, which option at the inception of the lease it is
reasonably certain that the lessee will exercise.

Minimum lease payments are the payments over the lease term that
the lessee is or can be required to make (excluding costs for services
and taxes to be paid by and be reimbursable to the lessor) together
with:

(@) in the case of the lessee, any amonats guaranteed by the lessee or
by a party related to the lessee; or

(b) in the case of the lessor, any residual value guaranteed to the
lessor by either:

() thelessee;
(i) aparty related to the lessee; or

(:ii) an independent third party financially capable of mecting
this guarantee.

Hoywever, if the lessee has the option to purchase the asset at a price
which is expected to be sufficiently lower than the fair value at the
date the option becomes exercisable that, at the inception of the lease,
it is reasonably certain that the option will be exercised, the minimum
lease payments comprise the minimum rentals payable over the lease
term and payment required to exercise this purchase option.
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Fair value is the amount for which an asset could be exchanged
between a knowledgeable, willing buyer and a knowledgeable, willing

seller in an arm'’s length transaction.

Useful life is either:

(a) the period over which a depreciable asset is expected to be used by
the enterprise; or '

(b) the number of production or similar units expected to be obtained
from the asset by the enterprise.

Unguaranteed residual value is that portion of the residual value of
the leased asset (estimated at the inception of the lease), the
realisation of which by the lessor is not assured or is guaranteed solely
by a party related to the lessor.

Gross investment in the lease is the aggregate of the minimum lease
payments under a finance lease from the standpoint of the lessor and
any unguaranteed residual value accruing to the lessor.

Unearned finance income is the difference besween the lessor's gross
investment in the lease and its present value.

Net investment in the lease is the gross investment in the lczse less
unearned finance income.

Net cash investment is the balance of the cash outflows cnd inflows in
respect of the lease excluding flows relating to insurance,
maintenance and similar costs rechargezble to tiie [-ssee. The cash
outflows include payments made to acquire the asset, tax payments,
interest and principal on third pariy financing. fuflows include renta!
receipts, receipts from residual values, and grants, tax credits and
other tax savings or repayments arising from the lease.

The interest rate implicit in the lease is the discount ratc that, at the .
inception of the lease, causes the aggregate present value of:

(a) the minimum lease payments, Srom the standpoint of the lessor;
and
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IAS 17 (reformatted 1994)

(b) the unguaranteed residual value

to be equal to the fair value of the leased asset, net of any grants and
tax credits receivable by the lessor.

The [essee's_incremental borrowing rate of interest is the rate of
interest the lessee would have to pay on a similar lease or, if that is
not determinable, the rate that, at the inception of the lease, the lessee
would incur to borrow over a similar term, and with a similar security,
the funds necessary to purchase the asset.

A contingent rental is a rental that is not fixed in amount but is based
on a factor other than just the passage of time (e.g. percentage of
sales, amount of usage, price indices, market rates of interest).

The definition of a lease includes contracts for the hire of an asset
which contain a provision giving the hirer an option to acquire title to
the asset upon the fulfilment of agreed conditions. These coniracts are
described as hire purchase contracts in some countrizs. In some
countries, different names are used for agreemen:s which have the
characteristics of a Jease (for example, bare-boat charters).

Classification of Leases

wh

The classification of leasss adopted in this Standard is based on the
extent to which nsks and rewards incident to ownership of a leased
asset lie with the lessor or the lesse2. Risks include the possibilities of
losses from idle capacity or technologxcal obsolescence and of
variations in return due to changing economic conditions. Rewards
may be represented by the expectation of profitable operation over the
asset's economic life and of gain from appreciation in value or
realisation of a residual valua.

Since the transaction between a lessor and a lesses is based cn a lease
agreement common to both parties, it is appropriate to use consistent
definitions. Normally the two parties will classify the lease in the same
way. Nevertheless, the application of these definitions to the differing
circumstances of the two parties may sometimes result in the same lease
being classified differently by lessor and lessee.


www.j4know.com

www. | 4know. con

IAS 17 (reformatted 1994)

7.

Whether a lzase is a finance lease or not depends on the substance of
the transaction rather than the form of the contract. A lease is classified
as a finance lease if it transfers substantially all the risks and rewards
incident to ownership. Such a lease is normally non-cancellable and
secures for the lessor the recovery of the lessor's capital outlay plus a
return for the funds invested. A lease is classified as an operaiing lease
if substantially all the risks and rewards incident to ownership are not

transferred.

Examples of situations where a lease would normally be classified as a
finance lease are:

(a) the lease transfers ownership of the asset to the lessez by the end of
the lease term;

(b) the lessee has the option to purchase the asset at a price which is
expectad to be sufficiently lower than the fair value at the cate the
option becomes exercisable that, at the inception of th2 lzase, it 1s
reasonably certain that the option will be exercised;

(¢) the lease term is for the major part of thz useful life of the asset.
Title may or may not eventually be transferred; and

(d) the present value at the inception of the lease of the minimum lease
payments is greater than, or equal to substantially all of, ths fair
value of the leased asset, net of grants and tax cradits to tze lessor
at that time. Title may or may not eventually be transferred.

Land and Buildings

9.

Leases of land and buildings are classified as operating or finance
leases in the same way as leases of other assets. However, 2
characteristic of land is that it normally has an indefinite useful life and.
if title is not expected to pass to the lessee by the end of the lease term.
the lessee does not receive substantially all of the risks and rewards
incident to ownership. Such a lease is therefore properly classified as
an.operating lease. A premium paid for such a leasehold represents pre-
paid rental charges which are amortised over the lease term.
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Many buildings that are leased have a useful life that is expected to
extend well beyond the end of the lease term. Moreover, long-term
leases for buildings ofien contain provisions whereby rents are regularly
adjusted upwards to market rates. If title is not expected to pass or if
rents are regularly adjusted to market rates, the lessor retains a
significant part of the nsks and rewards incident to ownership and such
leases are therefore normally classified as operating leases.

Leases in the Financial Statements of Lessees

Finance Leases

11.

12.

13.

A finance lease should be recognised as an asset and a liability in the
balance sheet of a lessee at amounts equal at the inception of the lease
to the fair value of the leased property, net of grants and tax credits
receivable by the lessor or, if lower, at the present value of the
minimum lease payments, In calculating the present value of the
minimum lease payments the discount factor is the interest rate
implicit in the lease, if this is practicable to determine; if not, the
lessee's incremental borrowing rate is used.

Transactions and other events ought to be accounted for and presented
in accordance with their substance and financial reality and not merely
with legal form. While the legal form of a lease agreement is that th:
lessee may acquire no legal title to the leased assat, in the case of
finance leases the substance and financial reality are that the lessee
acquires the economic benefits of the use of the leasad asset for the
major part of its useful life in return for entering into an obligation to
pay for that right an amount approximating to the fair value of the asset
and the related finance charge.

If such lease transactions are not reflected in the lessee's balance sheet.
the economic resources and the level of obligations of an en:erprisz are
understated. thereby distorting financial ratios. It is thersfc ¢
appropriate that a finance lease be recognised in the lessez’s balancs
sheet both as an asset and as an obligation to pay future rentals. At the
inception of the lease, the asset and the liability for the future rentals
are recognised in the balance sheet at the same amounts.
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4.

16.

[3.

Rentals should be apportioned berween the finance charge and the
reduction of the outstanding liability. The finance charge should be
allocated to periods during the lease term so as 1o produce a constant
periodic rate of interest on the remaining balance of the liability for
each period. Some form of approximation may be used.

The diffzrence between the total minimum lease payments over the
lease tzrm and the initially recognised liability represents the finance
charge. This charge is allocated to periods during the lease term so es
to produce a constant periodic rate of inierest on the remaining balance
of the liability during each period. In practice, some form of
approximation is sometimes used to simplify the calculation.

A finance lease gives rise to a depreciation expense for the asset as
well as a finance expense for eaclh accounting period. The
depreciation policy for leased assets should be consistent with that for
depreciable assets which are owned, and the depreciation recognised
should be calculated on the basis set out in International Accounting
Standards IAS 4, Depreciation Accounting, and I4S 16, Property,
Plant and Equipment. If there is no recasonablz certainty that the
lessee will obtain ownership by the end of the lease tcrm, the assct

should be fully depreciated over the shorter of the lease term or its
useful life.

. The dzpreciable amount of a leased asset is allocated to ecach

accounting period during the period of expected use on a systematic
basis consistant with the depreciation policy the lessee adopts for
depreciable assets that are owned. [f there is reasonable certainty that
the lessee will obtain ownership by the end of the lease term, the period
of expected use is the useful lifz of the asset; otherwise tha asset is
depreciated over the shorter of the lease term or its usaful life.

The sum of the depreciation expense for the asset and tha finance
expense for the period is not normally thz same as the rentals payable
for the period, and it is therefore inappropriate simply to charge the
rentals payable to income. Accordingly, the asset and the related

habulity are unlikely to be equal in amount after the inception of the
[2ase.
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Operating Leases

19.

The charge to income under an operating lease should be the rental
expense for the accounting period, recognised on a systematic basis
that is representative of the time pattern of the user's benefit.

For operating leases, rental expense (excluding costs for services such
as insurance and maintenance) is recognised on a systematic basis that
is representative of the time pattern of the user's benefit, even if the
payments are not on that basis.

Disclosure

21,

(3]
9

Disclosure should be made of the amount of assets that are the subject
of finance leases at each balance sheet date. Liabilities related to
these leased assets should be shown separately from other liabilities,
differentiating between the current and long-term portions.

. It is appropriate that the amount of assets usad by the lessze that are the

subject of finance leases be separately identified in the financial
statements. It is often vseful to have this disclosure presenied by each
major class of asset. The aggregate amount of the related liabilities s
shown either as the total of the minimum l2ase payments, with future
finance charges being separately deducted, or as the net present value of
the liabilities, disclosing in summary form the interest rates usad as the
discounting factors. It is not appropniate for the liabilities for leased
assets to be presented in the financial statements as a deduction from
the leasad assets.

. The rental expense under operating leases is somstimes disclosed for

each period for which an income statement is presented. This is
intended to indicate the measure of an enisrprse's dependence on
rented rather than owned assets.

Commitments for minimum lease payments under finance leases und
under non-cancellable operating leases with a term of more than one
year should be disclosed in summary form giving the amounts and
periods in which the payments will become due.
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25.

International Accounting Standard IAS 5. Information to be Disclosed
in Financial Statements. requires disclosure of repayment terms and
interest rates for loans falling due in more than one year. For finance
leases. it may be more convenient to disclose in summary form the
amounts of future payments and the periods in which they will become
due (for example, each of the next five years and ea'ch succeed.ing five
year period). Similarly, in order to show an enterprise's commitments.
it is appropriate to disclose in summary form the future rental payments
under non-cancellable operating leases of more than one year and the
periods in which they will becomz due (for example. each of the next
five years and each succeeding five year period).

Disclosure should be made of significant financing restrictions,
renewal or purchase options, contingent rentals and other
contingencies arising from leases.

. Centain other disclosures relevant to both finance and operating lzases

may also be appropriate. Examples of these are:
(a) the nature of any renewal options. purchase options or escalation
clauses;

(b) financial -restrictions imposed by the lease agreement such as
limitations on additional borrowing or further leasing;

(c) the nature of any contingent rentals such as those based on usagz or
sales; and

(d) the narure of any contingent hability in respect of costs expected at
the end of the lease term.
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Leases in the Financial Statements of Lessors

Finance Leases

28. An asset held under a finance lease should be recognised in the

30.

31

(99 )

o

balance sheet not as property, plant and equipment but as a
receivable, at an amount equal to the net investment in the lease.

. Under a finance lease substantially zll the risks and rewards incident to

ownership are transferred by the lessor, and thus the lease rentals
receivable are treated by the lessor as repayments of pnncipal and
finance income to reimburse and reward the lessor for its investmert
and services.

Subject to the consideration of prudence, the recognition of finance
income should be based on a partern reflecting a constant periodic
rate of return on either the lessor's net i..ivestment outstanding or the
net cash investment outstanding in respect of the finance lease. The

mtethod used should be applied consistently to leases of a similar
financial character.

A lessor aims to allocate finance income over ih2 lease term on a
systematic and rational basis. This income allocation is usually based
on a pattern reflecting a constant pericdic return on the lessor's net
investment outstanding in respect of the finance lease. Lease rentals
relating to the accounting period. excluding costs for services. are
applied against the gross investment in the lease to recuce toth the
principal and the unearned finance incorme.

In spreading income on a systematic basis the lessor recognises
uncertzinties relating for example to tke collectibility of lease rentals or
to future levels of interest rates. The longer the term of the [ease the
greater the risks invelved znd the consideration of prudence moy
require modification of the pattern cf income recogaiticn to reflect the
circumsiances.
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a9
2.

Uy
n

37.

Estimated unguaranteed residual values used in computing the lessor’s
otoss investment in a lease are reviewed regularly. If there has been a
;ermanent reduction in the estimated unguaranteed residual value. the
income allocation over the lease term is revised and any reduction in
respect of amounts 3lready accrued is recognised immediately.

Initial direct costs, such as commissions and legal fess, are often
incurred by lessors in negotiating and arranging a lease. For finance
lases, these initial direct costs are incurred to produce finance income
2nd are either recognised immediately as expenses or allocated against
this income over the lease term. The latter may be achieved by
recognising as an expense the cost as incurred and -recognising as
income 1n the same period a portion of the uneamed finance income
equal to the initial direct costs.

When assessing whether the proposed terms of a lzas2 will produce an
acceptable return on the required investmant, a lessor would consider
the pattern of cash flows associated with the lease transaction. In somz
cases the pamern of cash flows related to a lzasad asset will be
significantly affected by the reduction or defeiral of income taxes, by
the reczipt of granis and by the provision of finance by third panties as
iescribed 1n paragraph 37.

. When income tax factors that affect the cash flow are predictable with

reasonable cerizinty, they may be taken inio consideraiion in
accounting for income from the lease. In thas2 cases, income
recognition in respect of finance leases is sometimes based on a pattern
retlscting a constant periodic return, not on the lessor's nat investment
outstanding but on the lessor's net cash investment cutstanding, subject
to th2 overriding consideration of prudence.

Certain finance leass transactions are structured in such a way that they
involve at least three parties, the lessee, the lessor and one or more
long-term creditors who provide part of the acquisition finance for the
leased asset usually without any general recourse to the lessor. Thes2
lease transactions are sometimes known as leveraged leases. In such
cases. the lessor records his investment in the lease net of the non-

recourse debt and the related finance costs to the third-party creditors.
and recognises finance income on the basis of ths

: o lessor's net cash
Invesiment outstanding in respect of the finance lease
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. Since very diffarent results flow from the use of net investmeant and the

use of the net cash investment for allocation of income. the method
used needs to be applied consistently to leases of the same financial
character and disclosed.

Finance Leasing by Manufacturers or Dealers

39.

&1,

42.

Manufacturer or dealer lessors should include selling profit or loss in
net profit or loss for the period in accordance with the policy normally
followed by the enterprise for outright sales. [f artificially low rates of
interest are quoted, selling profit should be restricted to that which
would apply if a commercial rate of interest were charged. Initial
direct costs should be recognised as an expense at the inception of the
lease.

. Manufacrerars or dealers oﬁer_l offer to customers the choice of either

buying or leasing an asset. A finance lease of an asset by a
manufacturer or dealer lessor gives rise to two types of income:

(2) the profit or loss equivalent to the profit or loss rasulting from an
outrigat sale of the asset being lzasad. at normal selling prices.
reflecting any applicable volums or trade discounts; and

(b) the finance income over the lease term.

The sales revenue recorded at the inception of a finance lease by a
manufacturer or dealer lessor is the fair value of the asset. or. if lower.
the sum of the present values of the minimum lease payments and the
estimated unguarantead residual value accruing to the lessor, computed
at a commercial rate of interest. The cost of sale recognised at the
Inception of the lease is the cost. or carrying amount if ditferent. of the
leased property. The difference between the sales revenue and the cost
of sale is the selling profit, which is recognised in accordance with the
policy normally followed by the enterprise for sales.

Manufacturer or dzaler lessors sometimes quote artificially low ratas of
interest in order to attract customers. The use of such a rate wogld
result in an excessive portion of the total income from the transaction

being recognised at tha time of sale.
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L)
).

Initial direct costs are usually recognised as an expense at the inception
of the lease becausz they are mainly related to eaming the

manufacturer's or dealer’s selling profit.

Operating Leases

44.

g
W

46.

17,

49,

Assets held for operating leases should be recognised as property,
plant and equipment in the balance sheet of lessors.

. Under an operating lease, the nisks and rewards incident to cwrership of

an asset remain with the lessor. Therefore, the asset is treated by the
lessor as a depreciable asset. A manufacturer cr dealer lessor does not
recognise any selling profit on entering into an operating lease bzcause
1t 1s not the equivalent of a salz.

Rental income should be recognised on a straight line basis over the
lease term, unless another systematic basis is more representative of
the time pattern of the earnings process contained in the lease.

Costs, including depraciation, incurred in earning the renizl 1ncome arz
recognised 2s an expenss. Rental income (excluding receints for
ssrvices providad such as insurance and mzintznzace) is rzcozaised on
a straight line basis over the lease tzm even if the raczizts are not on
such a basis, unless another systamatic basis is morz reprasantaive of
the time pattern of the earnings process containzd in thz lease.

[nitial direct costs incurred specifically to eam revenues from an
Operating lease are either deferred and allocated to income over tha
lease term in proporiion to the recognition of raatal income. cr ar
recognised as an expense in the period in which they are tncurred.

4y

The depreciztion of leased assets should be on a basis consistent with
the lessor's normal depreciation policy for similar assets, and the
depreciation charge should be calculated on the basis set out in
International Accounting Standard IAS 4, Depreciation Accounting,

and International Accounting Standard [4S 16, Property, Plant and
Equipment.
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50. A leased asset is depreciated on a basis consistent with the lessor's
normal depreciation policy for similar assets: the depreciable amount
of the asset being allocated on a systematic basis to each accounting
period during its useful life.

Disclosure

51. Disclosure should be made at each balance sheet date of the gross
investment in leases reported as finance leases, and the related
unearned finance income and unguaranteed residual values of leased
assets.

LW 2%
£ )

. As an indicator of growth 1t is often found useful to discloszs zalso the
gross 1avestment less uneamed income in new business added dunng
the accounting period, after deducting the relevant amounts for
cancelled leases. Disclosure is sometimes made of the lessor's general
leasing arrangements and of the future minimum payments to be
received under finance leases for specified future periods.

33. Disclosure should be made of the basis used for allocating income so
as to produce a constant periodic rate of return, indicating whether
the return relates to the net investment outstanding or the net cash
investment outstanding in the lease. If more than one basis is used,
the bases should be disclosed.

54. When a significant part of the lessor's business comprises operating
leases, the lessor should disclose the amount of assets by each major
class of asset together with the related accumulated depreciation at
each balance sheet date.

Cn
n

. Assets held for operating leases arz usually included as property, plant
and ~¢uipment in the balance sheet. Sometimes information is provided
on the lessor's general leasing amrangements, the amount of renial
income from operating leases and the minimum future rentals on non-
cancellable leases both in the aggragate and in specified future periods.
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Sale and Leaseback

56.

60.

61.

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. The
rentals and the sale price are usually interdependent as they are
negotiated as a package and need not represent fair values. The
accounting treatment of a sale and leaseback transaction depends upon

the type of lease involved.

. If a sale and leaseback transaction results in a finance lease, any

excess of sales proceeds over the carrying amount should not be
immediately recognised as income in the financial statements of a
seller-lessee. If such an excess is recognised, it should be deferred
and amortised over the lease term.

. If the leaseback is a finance lease. the transaction is a means whereby

the lessor provides finance to the lesse2, with the asset as security. For
this reason it is not appropriaie to regard an excess of sales proceeds
over the carrying amount as income. Such excess, if recognised. 1s
deferrad and amortised over the lease term.

[f a sale and leaseback transaction results in an operating lease, and it
is clear that thée transaction is established at fair value, any profit or
loss should be recognised immediately. If the sale price is below fair
value, any profit or loss should be recognised immediately except that,
if the loss is compensated bysfuture rentals at below market price, it
should be deferred and amortised in proportion to the rental payments
over the period for which the asset is expected to be used. [f the sale
price is above fair value, the excess over fair value should be deferred

and amortised over the period for which the asset is expected to be
used.

[f the leaseback is an operating lease. and the rentals and the sale price
are established at fair value. there has in effect been a normal sale
transaction and any profit or loss is normally recognised immediately.

For operating leases, if the fair value at the time of a sale and
leaseback transaction is less than the carrying amount of the asset, a
loss cqual to the amount of the difference between the carrying
amount and fair value should be recognised immediately.
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2. For finance leases. no such adjustment is necessary unless there has
been an impairment in value in which case the carrying amount is
reduced to recoverable amount in accordance with International
Accounting Standard IAS 16, Property, Plant and Equipment.

‘ffective Date

3. This International Accounting Standard becomes operative for
financial statements covering periods beginning on or after 1 January
1984.

'ransitional Provisions for Finance Leases

1. For a period of four years from the effective date of this Standard,
transitional arrangements will apply whereby, whilst lessees and
lessors are encouraged to apply the full provisions of the Standard,
they may opt not to apply it in its entirety provided the following
information is disclosed: '

by lessees: either

(@) (i) the amounts of the assets and liabilities that would have been
recognised in the balance sheet had the finance leases been
accounted for in accordance with the requirements of the
Standard; and

(ii) the effect on net profit or loss for the period which would
have resulted; or

() () the amounts of finance lease rentals recognised as expenses;
and

(ii) commitments for finance lease rentals payable in subsequent
accounting periods.

by lessors: the methods used to recognise income under finance
leases
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Appendix

This appendix has been prepared by the [4SC Secretariat for guidance in
interpreting International Accounting Standard [AS 1. It does not form

part of the Standard.

Classification of a Lease

A lease is a finance lease if it transfers substantially all the risks and rewards
incident to ownership. The following chart represents examples of sittations
in which a lease would nommally be classified as a finance lease. The
examples do not necessarily reflect all possible situations in which a lease
may be classified as a finance lease, nor should a lease nzcessanly be
classified as a finance lease by virtue of the routa followed on this chart. The

substance of the transaction determines the classification.

O

-
[4)
7.

Y
Owrership transferred
by the end of lease tarm
No
Y

Lease comtains bargaia
purchase option

No

Y

Lease tzrm for major part
of asset’s useful life

-
(4]
o

NS N N

No

Y

Present value of minimum
l2ase payments greater than

~

-or substantially equal to i
asset’s fair value
No
Y Y

Operating Lease

Finance Lease

This chart has been prepared by the IASC Secretanmat
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Accounting for a Finance Lease by a Lessee

O

Determination of Discount Fucier
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term
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Accounting for a Finance Lease by a Lessor

Initial direct costs Yag Leassorisa
recognisedas (<€ manufacturer
cxpense immediately \ or dealer

Y No

Profit or loss which
would result from
outright sale of asset
being l22sed is
recognised in
accordance with the >
policy normally
followed by the
enterprise for sales.
Special provisions
apply for anificially
low rates of ntzrast.

A\
. . ( 4 v 4
ccognise . o . .
< Gross iavestment Initial dircct costs, Unvarned income = £ross
aggregate as . : : . ) s
a receivable inlease = MLP + 1| if notrecognised invesimentin lease, fess
2t inception unguaranteed | as expenses present value of gross
of lease residual value immediately investment in lease
\ ' ! \
( 4 ' ]
: Y Y
During sduce by aqpe
the ° ::;?:I:Lagzi Allocate 1o Allocate 1o produce a
lease $ e duat vat expense at constant periodic return
errm u'cgénuracP‘-?\~l{?J same rate as on outstanding net
Ceive uneamed income investment. or net cash
_ investment, in lease

MLP = Minimum lease pavments

This chan has been prepared by the 1ASC Secrctanat
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