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IMPORTANT QUESTIONS OF CA FINAL 
FR BY CA JAI CHAWLA SIR 

 
IND AS 116 

 

Question 1 (Illustration 15 of ICAI Module) 
Allocating contract consideration to lease and non-lease components: 

A lessee enters into a lease of an equipment. The contract stipulates the less or will perform 

maintenance of the leased equipment and receive consideration for that maintenance service. 

The contract includes the following fixed prices for the lease and non-lease component: 
Lease Rs 80,000 

Maintenance Rs 10,000 

Total Rs 90,000 

Assume the stand-alone prices cannot be readily observed, so the lessee makes 

estimates, maximizing the use of observable information, of the lease and non-

lease components, as follows: 

Lease Rs 85,000 

Maintenance Rs 15,000 

Total Rs 1,00,000 

In the given scenario, assuming lessee has not opted the practical expedient, how will the 

lessee allocate the consideration to lease and non-lease component?  

Solution: 
The stand-alone price for the lease component represents 85% (i.e., Rs. 

85,000/Rs. 1,00,000) of total estimated stand-alone prices. The lessee 

allocates the consideration in the contract (i.e.,Rs90,000),as follows: 

Lease * Rs 76,500 

Maintenance ** Rs 13,500 

Total Rs90,000 

* Rs 90,000 x 85% 

** Rs 90,000 x 15% 

 

Question 2 (Illustration 35 of ICAI Module) 
Subsequent measurement using cost control: 

Company EFG enters into a property lease with Entity H. The initial term of the lease is 10 

years with a 5- year renewal option. The economic life of the property is 40 years and the 

fair value of the leased property is Rs50 Lacs. Company EFG has an option to purchase the 

property at the end of the lease term for Rs30 lacs. The first annual payment is Rs5 lacs 

with an increase of 3% every year thereafter. The implicit rate of interest is 9.04%. Entity 
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H gives Company EFG an incentive of Rs2 lacs (payable at the beginning of year 2), which is 

to be used for normal tenant improvement. 

Company EFG is reasonably certain to exercise that purchase option. How would EFG measure 

the right-of-use asset and lease liability over the lease term? 

Solution: 
As per Ind AS 116, Company EFG would first calculate the lease liability as the present value 

of the annual lease payments, less the lease incentive paid in year 2, plus the exercise price 

of the purchase option using the rate implicit in the lease of approximately 9.04%. 
PV of lease payments, less lease incentive (W.N. 1) Rs 37,39,648 

PV of purchase option at end of lease term (W.N. 2) Rs 12,60,000 

Total lease liability Rs 49,99,648 or 

Rs 50,00,000 

(approx) 

 

The right-of-use asset is equal to the lease liability because there is no adjustment required 

for initial direct costs incurred by Company EFG, lease payments made at or before the lease 

commencement date, or lease incentives received prior to the lease commencement date. 

 

Entity EFG would record the following journal entry on the lease commencement date. 
Right-of-use Asset Dr. Rs 50,00,000  

To Lease Liability  Rs 50,00,000 

To record ROU asset and lease liability at the commencement date. 

 

Since the purchase option is reasonably certain to be exercised, EFG would amortize the 

right-of-use asset over the economic life of the underlying asset (40 years). Annual 

amortization expense would be Rs1,25,000 (Rs50,00,000 / 40 years) 

 

Interest expense on the lease liability would be calculated as shown in the following table. 

This table includes all expected cash flows during the lease term; including the lease 

incentive paid by Entity H and Company EFG’s purchase option. 
Year Payment Principal 

paid at 

the 

beginning 

of the 

year 

Interest 

paid 

Interest 

expense 

Lease 

Liability 

(end of the 

year 

 A b= a-c c = (d of 

pvs. 

Year) 

d = [(e of 

pvs. year- 

a) x 9.04%] 

e = (e of 

pvs. Year + 

d – a) 

Commenceme

nt 

    50,00,000 

Year 1 5,00,000 5,00,000 - 4,06,800 49,06,800 

Year 2 3,15,000 (91,800) 4,06,800 4,15,099 50,06,899 
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* 

Year 3 5,30,450 1,15,351 4,15,099 4,04,671 48,81,120 

Year 4 5,46,364 1,41,693 4,04,671 3,91,862 47,26,618 

Year 5 5,62,754 1,70,892 3,91,862 3,76,413 45,40,277 

Year 6 5,79,637 2,03,224 3,76,413 3,58,042 43,18,682 

Year 7 5,97,026 2,38,984 3,58,042 3,36,438 40,58,094 

Year 8 6,14,937 2,78,499 3,36,438 3,11,261 37,54,418 

Year 9 6,33,385 3,22,124 3,11,261 2,82,141 34,03,174 

Year 10 6,52,387 3,70,246 2,82,141 2,49,213* 30,00,000 

Year 10 30,00,00

0 

27,50,787 2,49,213* - - 

Total 85,31,9

40 

50,00,00

0 

35,31,94

0 

35,31,940  

 

*(5,00,000 + increased by 3% - lease incentive paid amounting to 2,00,000) 

 

Although the lease was for 10 years, the asset had an economic life of 40 years. When 

Company EFG exercises its purchase option at the end of the 10-year lease, it would have 

fully extinguished its lease liability but continue depreciating the asset over the remaining 

useful life. 

Working Notes 

1. Calculating PV of lease payments, less lease incentive: 
Year Lease 

Payment (A) 

Present value 

factor @ 9.04% 

(B) 

Present valueoflease 

payments (A*B=C) 

Year 1 5,00,000 1 5,00,000 

Year 2 3,15,000 0.92 2,89,800 

Year 3 5,30,450 0.84 4,45,578 

Year 4 5,46,364 0.77 4,20,700 

Year 5 5,62,754 0.71 3,99,555 

Year 6 5,79,637 0.65 3,76,764 

Year 7 5,97,026 0.59 3,52,245 

Year 8 6,14,937 0.55 3,38,215 

Year 9 6,33,385 0.50 3,16,693 

Year 10 6,52,387 0.46 3,00,098 

Total   37,39,648 

2. Calculating PV of purchase option at end of lease term: 
Year Payment on 

purchase option 

(A) 

Present value 

factor @ 

9.04%(B) 

Present value of 

purchase option 

(A*B=C) 

Year 10 30,00,000 0.42 12,60,000 

Total   12,60,000 
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The discount rate for year 10 is different in the above calculations because in the earlier 

one its beginning of year 10 and in the later one its end of the year 10. 

 

Question 3 (Illustration 34 of ICAI Module) 
Modifications that increase the scope of lease: 

Lessee enters into a 10-year lease for 5,000 square metres of office space. The annual lease 

payments are Rs1,00,000 payable at the end of each year. The interest rate implicit in the 

lease cannot be readily determined. Lessee’s incremental borrowing rate at the 

commencement date is 6% p.a. At the beginning of Year 7, Lessee and Lessor agree to amend 

the original lease by extending the contractual lease term by four years. The annual lease 

payments are unchanged (i.e., Rs1,00,000 payable at the end of each year from Year 7 to 

Year 14). Lessee’s incremental borrowing rate at the beginning of Year 7 is 7% p.a. 

How should the said modification be accounted for? 

Solution: 
At the effective date of the modification (at the beginning of Year 7), Lessee remeasures 

the lease liability based on: 

(a) An eight-year remaining lease term 

(b) Annual payments of Rs1,00,000 and 

(c) Lessee’s incremental borrowing rate of 7% p.a. 

The modified lease liability equals Rs5,97,100 (W.N.1). The lease liability immediately before 

the modification (including the recognition of the interest expense until the end of Year 6) is 

Rs3,46,355 (W.N.3). Lessee recognises the difference between the carrying amount of the 

modified lease liability and the carrying amount of the lease liability immediately before the 

modification (i.e., Rs2,50,745) (W.N. 4) as an adjustment to the ROU Asset. 

 

Working Notes: 

1. Calculation of modified lease liability: 
Ye

ar 

Lease 

Payment (A) 

Present value 

factor @ 7% (B) 

Present value of lease 

payments (A*B=C) 

7 100,000 0.935 93,500 

8 100,000 0.873 87,300 

9 100,000 0.816 81,600 

10 100,000 0.763 76,300 

11 100,000 0.713 71,300 

12 100,000 0.666 66,600 

13 100,000 0.623 62,300 

14 100,000 0.582 58,200 

Modified lease liability 5,97,100 
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2. Calculation of Lease liability as at commencement date: 
Year Lease 

Payment (A) 

Present value 

factor @ 6% (B) 

Present value of lease 

payments (A x B = C) 

1 100,000 0.943 94,300 

2 100,000 0.890 89,000 

3 100,000 0.840 84,000 

4 100,000 0.792 79,200 

5 100,000 0.747 74,700 

6 100,000 0.705 70,500 

7 100,000 0.665 66,500 

8 100,000 0.627 62,700 

9 100,000 0.592 59,200 

10 100,000 0.558 55,800 

Lease liability as at modification date 7,35,900 

 

3. Calculation of Lease liability immediately before modification date: 
Ye

ar 

Opening lease 

liability (A) 

Interest 

@6% (B) = 

[A x 6%] 

Lease 

payments (C) 

Closing liability 

(D) = [A+B-C] 

1 7,35,900 44,154 100,000 6,80,054 

2 6,80,054 40,803 100,000 6,20,857 

3 6,20,857 37,251 100,000 5,58,108 

4 5,58,108 33,486 100,000 4,91,594 

5 4,91,594 29,496 100,000 4,21,090 

6 4,21,090 25,265 100,000 3,46,355 

 Lease liability as at modification date 3,46,355 

 

4. Adjustment to ROU asset: 
Modified Lease liability 5,97,100 

Original Lease liability as at modification date (3,46,355) 

Adjustment to ROU asset 2,50,745 

 

The ROU asset will be increased by Rs2,50,745 on the date of modification. 

 

Question 4 (Illustration 35 of ICAI Module) 
Modifications that decrease the scope of lease: 

Lessee enters into a 10-year lease for 5,000 square metres of office space. The annual lease 

payments are Rs50,000 payable at the end of each year. The interest rate implicit in the 

lease cannot be readily determined. Lessee’s incremental borrowing rate at the 

commencement date is 6% p.a. At the beginning of Year 6, Lessee and Lessor agree to amend 

the original lease to reduce the space to only 2,500 square metres of the original space 

starting from the end of the first quarter of Year 6. The annual fixed lease payments (from 
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Year 6 to Year 10) are Rs30,000. Lessee’s incremental borrowing rate at the beginning of 

Year 6 is 5% p.a. 

How should the said modification be accounted for? 

Solution: 
In the given case, Lessee calculates the ROU asset and the lease liabilities before 

modification as follows: 
 Lease Liability ROU asset 

Year Initial 

value 

Lease 

paymen

ts 

Intere

st 

expens

e @ 

6% 

Closing 

balance 

Initial 

Value 

Depreci

ation 

Closing 

balance 

 A B c = a x 

6% 

d = a-b 

+ c 

e f g 

1 3,67,950* 50,000 22,077 3,40,027 3,67,950 36,795 3,31,155 

2 3,40,027 50,000 20,402 3,10,429 3,31,155 36,795 2,94,360 

3 3,10,429 50,000 18,626 2,79,055 2,94,360 36,795 2,57,565 

4 2,79,055 50,000 16,743 2,45,798 2,57,565 36,795 2,20,770 

5 2,45,798 50,000 14,748 2,10,546 2,20,770 36,795 1,83,975 

6 2,10,546    1,83,975   

*(refer note 1) 

At the effective date of the modification (at the beginning of Year 6), Lessee remeasures 

the lease liability based on: 

(a) a five-year remaining lease term, 

(b) annual payments of Rs30,000 and 

(c) Lessee’s incremental borrowing rate of 5% p.a. 
Yea

r 

Lease 

Payment(A) 

Present value 

factor @ 5% (B) 

Present value of lease 

payments (A x B = C) 

6 30,000 0.952 28,560 

7 30,000 0.907 27,210 

8 30,000 0.864 25,920 

9 30,000 0.823 24,690 

10 30,000 0.784 23,520 

Total 1,29,900 

 

Lessee determines the proportionate decrease in the carrying amount of the ROU Asset on 

the basis of the remaining ROU Asset (i.e., 2,500 square metres corresponding to 50% of 

the original ROU Asset). 

 

50% of the pre-modification ROU Asset (Rs1,83,975) is Rs91,987.50. 

50% of the pre-modification lease liability (Rs2,10,546) is Rs1,05,273. 
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Consequently, Lessee reduces the carrying amount of the ROU Asset by Rs91,987.50 and the 

carrying amount of the lease liability by Rs1,05,273. Lessee recognises the difference 

between the decrease in the lease liability and the decrease in the ROU Asset (Rs1,05,273 – 

Rs91,987.50 = Rs13,285.50) as a gain in profit or loss at the effective date of the 

modification (at the beginning of Year 6). 

Lessee recognises the difference between the remaining lease liability of Rs1,05,273 and the 

modified lease liability of Rs1,29,900 (which equals Rs24,627) as an adjustment to the ROU 

Asset reflecting the change in the consideration paid for the lease and the revised discount 

rate. 

 

Working Note: 

Calculation of Initial value of ROU asset and lease liability: 
Year Lease 

Payment(A) 

Present value 

factor @ 6% (B) 

Present value of lease 

payments (A x B = C) 

1 50,000 0.943 47,150 

2 50,000 0.890 44,500 

3 50,000 0.840 42,000 

4 50,000 0.792 39,600 

5 50,000 0.747 37,350 

6 50,000 0.705 35,250 

7 50,000 0.665 33,250 

8 50,000 0.627 31,350 

9 50,000 0.592 29,600 

10 50,000 0.558 27,900 

   3,67,950 

 

Question 5 (Illustration 37 ICAI Module) 
Modifications that increases & decreases the scope of lease: 

Lessee enters into a 10-year lease for 2,000 square metres of office space. The annual lease 

payments are Rs1,00,000 payable at the end of each year. The interest rate implicit in the 

lease cannot be readily determined. Lessee’s incremental borrowing rate at the 

commencement date is 6% p.a. 

At the beginning of Year 6, Lessee and Lessor agree to amend the original lease to: 

(a) include an additional 1,500 square metres of space in the same building starting from 

the beginning of Year 6 and 

(b) reduce the lease term from 10 years to eight years. The annual fixed payment for the 

3,500 square metres is Rs1,50,000 payable at the end of each year (from Year 6 to 

Year 8). Lessee’s incremental borrowing rate at the beginning of Year 6 is 7% p.a. 

The consideration for the increase in scope of 1,500 square metres of space is not 

commensurate with the stand-alone price for that increase adjusted to reflect the 

circumstances of the contract. Consequently, Lessee does not account for the increase in 
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scope that adds the right to use an additional 1,500 square metres of space as a separate 

lease. 

How should the said modification be accounted for? 

Solution: 
The pre-modification ROU Asset and the pre-modification lease liability in relation to the 

lease are as follows: 
 

Yea

r 

Lease liability ROU Asset 

Opening 

balance 

Interest 

expens

e @ 

6% 

Lease 

payment 

Closing 

balance 

Openin

g 

balance 

Depreciatio

n charge 

Closing 

balance 

1 7,35,900* 44,154 (1,00,000) 6,80,05

4 

7,35,9

00 

(73,590) 6,62,31

0 

2 6,80,054 40,803 (1,00,000) 6,20,85

7 

6,62,31

0 

(73,590) 5,88,72

0 

3 6,20,857 37,251 (1,00,000) 5,58,10

8 

5,88,7

20 

(73,590) 5,15,13

0 

4 5,58,108 33,486 (1,00,000) 4,91,59

4 

5,15,13

0 

(73,590) 4,41,54

0 

5 4,91,594 29,496 (1,00,000) 4,21,09

0 

4,41,54

0 

(73,590) 3,67,95

0 

6 4,21,090    3,67,9

50 

  

*Refer Note 4. 

At the effective date of the modification (at the beginning of Year 6), Lessee remeasures 

the lease liability on the basis of: 

(a) A three-year remaining lease term (i.e. till 8th year), 

(b) Annual payments of Rs150,000 and 

(c) Lessee’s incremental borrowing rate of 7% p.a. 
Yea

r 

Lease 

Payments (A) 

Present value 

@ 7% (B) 

Present value of lease 

payments (A x B = C) 

1 1,50,000 0.935 1,40,250 

2 1,50,000 0.873 1,30,950 

3 1,50,000 0.816 1,22,400 

Modified lease liability 3,93,600 

 

The modified liability equals Rs3,93,600, of which (a) Rs1,31,200 relates to the increase of 

Rs50,000 in the annual lease payments from Year 6 to Year 8 and (refer note 1) (b) 

Rs2,62,400 relates to the remaining three annual lease payments of Rs1,00,000 from Year 6 

to Year 8 with reduction of lease term (Refer Note 3) 

 

Decrease in the lease term: 

At the effective date of the modification (at the beginning of Year 6), the pre-modification 

ROU Asset is Rs3,67,950. Lessee determines the proportionate decrease in the carrying 

amount of the ROU Asset based on the remaining ROU Asset for the original 2,000 square 
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metres of office space (i.e., a remaining three-year lease term rather than the original five-

year lease term). The remaining ROU Asset for the original 2,000 square metres of office 

space is Rs2,20,770 [i.e., Rs(3,67,950 / 5) x 3 years. 

 

At the effective date of the modification (at the beginning of Year 6), the pre-modification 

lease liability is Rs4,21,090. The remaining lease liability for the original 2,000 square 

metres of office space is Rs2,67,300 (i.e., present value of three annual lease payments of 

Rs1,00,000, discounted at the original discount rate of 6% p.a.) (refer note 2). 

 

Consequently, Lessee reduces the carrying amount of the ROU Asset by Rs1,47,180 

(Rs3,67,950 – Rs2,20,770), and the carrying amount of the lease liability by Rs1,53,790 

(Rs4,21,090 – Rs2,67,300). Lessee recognises the difference between the decrease in the 

lease liability and the decrease in the ROU Asset (Rs1,53,790 – Rs1,47,180 = Ra 6,610) as a 

gain in profit or loss at the effective date of the modification (at the beginning of Year 6). 
Lease Liability Dr. 1,53,790  

To ROU Asset  1,47,180 

To Gain  6,610 

 

At the effective date of the modification (at the beginning of Year 6), Lessee recognises 

the effect of the remeasurement of the remaining lease liability reflecting the revised 

discount rate of 7% p.a., which is Rs4,900 (Rs2,67,300 – Rs2,62,400*), as an adjustment to 

the ROU Asset. 

*(Refer note 3) 
Lease Liability Dr. 4,900  

To ROU Asset  4,900 

 

Increase in the leased space: 

At the commencement date of the lease for the additional 1,500 square metres of space (at 

the beginning of Year 6), Lessee recognises the increase in the lease liability related to the 

increase in leased space of Rs1,31,200 (i.e., present value of three annual lease payments of 

Rs50,000, discounted at the revised interest rate of 7% p.a.) as an adjustment to the ROU 

Asset. 
ROU Asset Dr. 1,31,200  

To Lease Liability  1,31,200 

 

The modified ROU Asset and the modified lease liability in relation to the modified lease are 

as follows: 
 

Ye

ar 

Lease liability ROU Asset 

Opening 

balance 

Interest 

expense 

@ 7% 

Lease 

payment 

Closing 

balance 

Opening 

balance 

Depreciatio

n charge 

Closing 

balance 

6 3,93,60

0 

27,552 (1,50,000) 2,71,152 3,47,100*

* 

(1,15,700) 2,31,400 
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7 2,71,152 18,981 (1,50,000) 1,40,133 2,31,400 (1,15,700) 1,15,700 

8 1,40,133 9,867* (1,50,000) - 1,15,700 (1,15,700) - 

 

*Difference is due to approximation. 

**Refer Note 5 

 

Working Notes: 

1. Calculation of lease liability on increased consideration: 
Yea

r 

Lease 

Payments 

(A) 

Present value 

@7% (B) 

Present value of lease 

payments (A x B = C) 

1 50,000 0.935 46,750 

2 50,000 0.873 43,650 

3 50,000 0.816 40,800 

Modified lease liability 1,31,200 

2. Calculation of remaining lease liability for the original contract of 2000 square 

meters at Original discount rate: 
Year Lease 

Payments (A) 

Present value 

factor @ 6% (B) 

Present value of lease 

payments (A x B = C) 

1 1,00,000 0.943 94,300 

2 1,00,000 0.890 89,000 

3 1,00,000 0.840 84,000 

Remaining lease liability 2,67,300 

 

3. Calculation of remaining lease liability for the original contract of 2000 square 

meters at revised discount rate: 
Yea

r 

Lease Payments 

(A) 

Present value 

factor @ 7%(B) 

Present value of lease 

payments (A x B = C) 

1 1,00,000 0.935 93,500 

2 1,00,000 0.873 87,300 

3 1,00,000 0.816 81,600 

Remaining lease liability 2,62,400 

 

4. Calculation of Initial value of ROU asset and lease liability: 
Ye

ar 

Lease 

Payment (A) 

Present value 

factor @ 6%(B) 

Present value of lease 

payments (A x B = C) 

1 100,000 0.943 94,300 

2 100,000 0.890 89,000 

3 100,000 0.840 84,000 

4 100,000 0.792 79,200 

5 100,000 0.747 74,700 

6 100,000 0.705 70,500 

7 100,000 0.665 66,500 
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5. Calculation of opening balance of Modified ROU Asset at the beginning of 6th 

year: 
The remaining ROU Asset for the original 2,000 square metres 

of office space after decrease in term 

2,20,770 

Less: Adjustment for increase in interest rate from 6% to 7% (4,870) 

Add: Adjustment for increase in leased space 1,31,200 

 3,47,100 

 

Question 6 Illustration 38 ICAI Module) 
Lessor accounting for finance lease - dealer lessor case: 

A Lessor enters into a 10-year lease of equipment with Lessee. The equipment is not 

specialised in nature and is expected to have alternative use to Lessor at the end of the 10-

year lease term. Under the lease: 

❖ Lessor receives annual lease payments of Rs15,000, payable at the end of the year 

❖ Lessor expects the residual value of the equipment to be Rs50,000 at the end of the 10-

year lease term 

❖ Lessee provides a residual value guarantee that protects Lessor from the first Rs30,000 

of loss for a sale at a price below the estimated residual value at the end of the lease 

term (i.e., Rs50,000) 

❖ The equipment has an estimated remaining economic life of 15 years, a carrying amount of 

Rs1,00,000 and a fair value of Rs1,11,000 

❖ The lease does not transfer ownership of the underlying asset to Lessee at the end of 

the lease term or contain an option to purchase the underlying asset 

❖ The interest rate implicit in the lease is 10.078%. 

How should the Lessor account for the same in its books of accounts? 

Solution: 
Lessor shall classify the lease as a FINANCE LEASE because the sum of the present value 

of lease payments amounts to substantially all of the fair value of the underlying asset. 

At lease commencement, Lessor accounts for the finance lease, as follows: 
Net investment in the lease Rs 

1,11,000(a) 

 

Cost of goods sold Rs 92,340(b)  

Revenue  Rs 1,03,340(c) 

Property held for lease  Rs 1,00,000(d) 

 

To record the net investment in the finance lease and derecognise the underlying asset. 

(a) The net investment in the lease consists of: 

(1) the present value of 10 annual payments of Rs15,000 plus the guaranteed 

residual value of Rs30,000, both discounted at the interest rate implicit in the 

lease, which equals Rs1,03,340 (i.e., the lease payment) (Refer note 1) AND 

(2) The present value of unguaranteed residual asset of Rs20,000, which equals 

Rs7,660 (Refer note 2).Note that the net investment in the lease is subject to 
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the same considerations as other assets in classification as current or non-

current assets in a classified balance sheet. 

(b) Cost of goods sold is the carrying amount of the equipment of Rs1,00,000 (less) the 

present value of the unguaranteed residual asset of Rs7,660. 

(c) Revenue equals the lease receivable. 

(d) The carrying amount of the underlying asset. 

 

At lease commencement, Lessor recognises selling profit of Rs11,000 which is calculated as = 

lease payment of Rs1,03,340 – [carrying amount of the asset (Rs1,00,000) – net of any 

unguaranteed residual asset (Rs7,660) i.e. which equals Rs92,340] 
Cash Rs 15,000(e)  

Net investment in the lease  Rs 3,813(f) 

Interest income  Rs 11,187(g) 

 

(e) Receipt of annual lease payments at the end of the year.  

(f) Reduction of the net investment in the lease for lease payments received of Rs15,000, 

net of interest income of Rs11,187 

(g) Interest income is the amount that produces a constant periodic discount rate on the 

remaining balance of the net investment in the lease. Please refer the computation 

below: 

 

The following table summarises the interest income from this lease and the related 

amortisation of the net investment over the lease term: 
Year Annual Rental 

Payment 

Annual Interest 

Income(h) 

Net investment at the 

end of the year 

Initial net 

investment 

- - 1,11,000 

1 15,000 11,187 1,07,187 

2 15,000 10,802 1,02,989 

3 15,000 10,379 98,368 

4 15,000 9,914 93,282 

5 15,000 9,401 87,683 

6 15,000 8,837 81,520 

7 15,000 8,216 74,736 

8 15,000 7,532 67,268 

9 15,000 6,779 59,047 

10 15,000 5,953 50,000(i) 

 

(h) Interest income equals 10.078% of the net investment in the lease at the beginning of 

each year. For e.g., Year 1 annual interest income is calculated as Rs1,11,000 (initial net 

investment) x 10.078%. 

(i) The estimated residual value of the equipment at the end of the lease term. 
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Working Notes: 

1. Calculation of net investment in lease: 
Ye

ar 

Lease 

Payment (A) 

Present value 

factor @ 10.078% 

(B) 

Present value of lease 

payments (A x B = C) 

1 15,000 0.908 13,620 

2 15,000 0.825 12,375 

3 15,000 0.750 11,250 

4 15,000 0.681 10,215 

5 15,000 0.619 9,285 

6 15,000 0.562 8,430 

7 15,000 0.511 7,665 

8 15,000 0.464 6,960 

9 15,000 0.421 6,315 

10 15,000 0.383 5,745 

10 30,000 0.383 11,480* 

   1,03,340 

 

* Figure has been rounded off for equalization of journal entry. 

 

2. Calculation of present value of unguaranteed residual asset 
Yea

r 

Lease Payment 

(A) 

Present value factor 

@ 10.078% (B) 

Present value of lease 

payments (A x B = C) 

10 20,000 0.383 7,660 

 

Question 7 (Illustration 45 ICAI Module) 
Sale and lease back transaction: 

An entity (Seller-lessee) sells a building to another entity (Buyer-lessor) for cash of 

Rs30,00,000. Immediately before the transaction, the building is carried at a cost of 

Rs15,00,000. At the same time, Seller-lessee enters into a contract with Buyer-lessor for 

the right to use the building for 20 years, with annual payments of Rs2,00,000 payable at 

the end of each year. 

The terms and conditions of the transaction are such that the transfer of the building by 

Seller-lessee satisfies the requirements for determining when a performance obligation is 

satisfied in Ind AS 115 Revenue from Contracts with Customers. 

The fair value of the building at the date of sale is Rs27,00,000. Initial direct costs, if any, 

are to be ignored. The interest rate implicit in the lease is 12% p.a., which is readily 

determinable by Seller-lessee. 

Buyer-lessor classifies the lease of the building as an operating lease. 

How should the said transaction be accounted by the Seller-lessee and the Buyer-lessor? 

 

 



   CA JAI CHAWLA 

Questions covered from ICAI Material Applicable for May22 onwards Page 14 

Solution: 
Considering facts of the case, Seller-lessee and buyer-lessor account for the transaction as 

a sale and leaseback. 

Firstly, since the consideration for the sale of the building is not at fair value, Seller-lessee 

and Buyer - lessor make adjustments to measure the sale proceeds at fair value. Thus, the 

amount of the excess sale price of Rs3,00,000 (as calculated below) is recognised as 

additional financing provided by Buyer-lessor to Seller-lessee. 
Sale Price: 30,00,000 

Less: Fair Value (at the date of sale): (27,00,000) 

Additional financing provided by Buyer-lessor to Seller-

lessee 

3,00,000 

 

Next step would be to calculate the present value of the annual payments which amounts to 

Rs14,94,000 (calculated considering 20 payments of Rs2,00,000 each, discounted at 12% 

p.a.) of which Rs3,00,000 relates to the additional financing (as calculated above) and 

balance Rs11,94,000 relates to the lease — corresponding to 20 annual payments of Rs40,164 

and Rs1,59,836, respectively (refer calculations below). 

 

Proportion of annual lease payments: 

Present value of lease payments (as calculated above) (A) 14,94,000 

Additional financing provided (as calculated above) (B) 3,00,000 

Relating to the Additional financeing provided (C) = (E x B /A) 40,160 

Relating to the Lease (D) = (E –C) 1,59,840 

Annual payments (at the end of each year) (E) 2,00,000 

 

Seller-Lessee: 

At the commencement date, Seller-lessee measures the ROU asset arising from the 

leaseback of the building at the proportion of the previous carrying amount of the building 

that relates to the right-of-use retained by Seller-lessee, calculated as follows: 
Carrying Amount (A) 15,00,000 

Fair Value (at the date  of sale) (B) 27,00,000 

Discounted lease payments for the 20-year ROU asset (C) 11,94,000 

ROU Asset [(A / B) xC] 6,63,333 

 

Seller-lessee recognises only the amount of the gain that relates to the rights transferred 

to Buyer-lessor, calculated as follows: 
Fair Value (at the date  ofsale) (A) 27,00,000 

Carrying Amount (B) 15,00,000 

Discounted lease payments for the 20-year ROU asset (C) 11,94,000 

Gain on sale of building (D) = (A -B) 12,00,000 
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Relating to the right to use the building retained by Seller-

lessee(E) = [(D / A) x C] 

5,30,667 

Relating to  the rights transferred to Buyer-lessor (D -E) 6,69,333 

 

At the commencement date, Seller-lessee accounts for the transaction, as follows: 
Cash Dr. 30,00,000  

ROUAsset Dr. 6,63,333  

To Building  15,00,000 

To Financial Liability  14,94,000 

To Gain on rights transferred  6,69,333 

Buyer-Lessor: 

At the commencement date, Buyer-lessor accounts for the transaction, as follows: 
Building Dr. 27,00,000  

Financial Asset (20 payments of Rs40,160 

discounted @ 12% p.a.) (approx.) Dr. 

3,00,000  

To Cash  30,00,000 

 

After the commencement date, Buyer-lessor accounts for the lease by treating Rs1,59,840 

of the annual payments of Rs2,00,000 as lease payments. The remaining Rs40,160 of annual 

payments received from Seller-lessee are accounted for as: 

(a) payments received to settle the financial asset of Rs3,00,000 AND 

(b) Interest revenue. 

 

 

 

 


