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Indian Accounting Standard (Ind AS) 116

Leases

(This Indian Accounting Standard includes paragraphs set in bold type and plain type, which have equal authority.
Paragraphs in bold type indicate the main principles)

Objective

1 This Standard sets out the principles for the recognition, measurement, presentation and disclosure of
leases. The objective is to ensure that lessees and lessors provide relevant information in 2 manner that
faithfully represents those transactions. This information gives a basis for users of financial statements to
assess the effect that leases have on the financial position, financial performance and cash flows of an
entity.

An entity shall consider the terms and conditions of contracts and all relevant facts and circumstances when

applying this Standard. An entity shall apply this Standard consistently to contracts with similar characteristics
and in similar circumstances.

[§9]

Scope

3 An entity shall apply this Standard to all leases, including leases of right-of- use assets in a sublease, except for:
(a) leases to explore for or use minerals, oil, natural gas and similar non- regenerative resources;
(b) leases of biological assets within the scope of Ind AS 41, Agriculture, held by a lessee;

(c) service concession arrangements within the scope of Appendix D, Service Concession Arrangements, of
Ind AS 115, Revenue from Contracts with Customer, .

(d) licences of intellectual property granted by a lessor within the scope of Ind AS 115, Revenue from
Contracts with Customers; and

(¢) rights held by a lessee under licensing agreements within the scope of Ind AS 38, Intangible Assets, for
such items as motion picture films, video recordings, plays, manuscripts, patents and copyrights.

4 A lessee may, but is not required to, apply this Standard to leases of intangible assets other than those described in
paragraph 3(e).
Recognition exemptions (paragraphs B3-B8)

5 A lessee may elect not to apply the requirements in paragraphs 2249 to:
(a) short-term leases; and
(b) leases for which the underlying asset is of low value (as described in paragraphs B3-B8).

6. If a lessee elects not to apply the requirements in paragraphs 2249 to either short-term leases or leases for which
the underlying asset is of low value, the lessee shall recognise the lease payments associated with those leases as
an expense on either a straight-line basis over the lease term or another systematic basis. The lessee shall apply
another systematic basis if that basis is more representative of the pattern of the lessee’s benefit.

7. If a lessee accounts for short-term leases applying paragraph 6, the lessee shall consider the lease to be a new
lease for the purposes of this Standard if:

(a) there is a lease modification; or
(b) there is any change in the lease term (for example, the lessee exercises an option not previously included
in its determination of the lease term).

8. The election for short-term leases shall be made by class of underlying asset to which the right of use relates. A
class of underlying asset is a grouping of underlying assets of a similar nature and use in an entity’s operations.
The election for leases for which the underlying asset is of low value can be made on a lease-by-lease

basis.
Identifying a lease (paragraphs B9-B33)
9 At inception of a contract, an entity shall assess whether the contract is, or contains, a lease. A contract is,

or contains, a lease if the contract conveys the right to control the use of an identified asset for a period of
time in exchange for consideration. Paragraphs B9-B31 set out guidance on the assessment of whether a

contract is, or contains, a lease.
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(Ind AS) 116: Leases
\ peried of time may be deseribed in terms of the amount of use of an identified asset (for example, the
number of production units that an item of equipment will be used to produce).

An entity shall reassess whether a contract is. or contains, a lease only if the terms and conditions of the contract
are changed.

Separating components of a contract

For a contract that is, or contains, a lease, an entity shall account for each lease component within the
contract as a lease separately from non-lease components of the contract, unless the entity applies the practical
expedient in paragraph 13, Paragraphs B32-B33 set out guidance on separating components of a contract.

Lessee

For a contract that contains a lease component and one or more additional lease or non-lease components, a
lessee shall allocate the consideration in the contract to each lease component on the basis of the relative stand-
alone price of the lease component and the aggregate stand-alone price of the non- lease components.

The relative stand-alone price of lease and non-lease components shall be determined on the basis of the price
the lessor. or a similar supplier, would charge an entity for that component, or a similar component, separately.

If an obsenvable stand-alone price is not readily available, the lessee shall estimate the stand-alone price,
maximising the use of observable information.

As a practical expedient, a lessee may elect, by class of underlying asset, not to separate non-lease components

from lease components, and instead account for each lease component and any associated non-lease components
as a single lease component. A lessee shall not apply this practical expedient to embedded derivatives that meet
the critena in paragraph 4.3.3 of Ind AS 109, Financial Instruments.

Unless the practical expedient in paragraph 15 is applied, a lessee shall account for non-lease components
applying other applicable Standards.

Lessor

For a contract that contains a lease component and one or more additional lease or non-lease components, a
lessor shall allocate the consideration in the contract applying paragraphs 73-90 of Ind AS 115.

Lease term (paragraphs B34-B41)

An entity shall determine the lease term as the non-cancellable period of a lease, together with both:

(a) periods covered by an option to extend the lease if the lessee is reasonably certain to exercise that
option; and

(b) periods covered by an option to terminate the lease if the lessee is reasonably certain not to exercise that
option.

In assessing whether a lessee is reasonably certain to exercise an option to extend a lease, or not to exercise

an option to terminate a lease, an entity shall consider all relevant facts and circumstances that create an

economic incentive for the lessee to exercise the option to extend the lease, or not to exercise the option to

terminate the lease, as described in paragraphs B37— B40.

A lessee shall reassess whether it is reasonably certain to exercise an extension option, or not to exercise a

termination option, upon the occurrence of either a significant event or a significant change in circumstances that:
(a) is within the control of the lessee; and

(b) affects whether the lessee is reasonably certain to exercise an option not previously included in its

determination of the lease term, or not to exercise an option previously included in its determination of the
lease term (as described in paragraph B41).

An entity shall revise the lease term if there is a change in the non- cancellable period of a lease. For example, the
non-cancellable period of a lease will change if:

(a) the lessee exercises an option not previously included in the entity’s determination of the lease term;

(b) the lessee does not exercise an option previously included in the entity’s determination of the lease
term;

(c) an event occurs that contractually obliges the lessee to exercise an option not previously included in the
entity's determination of the lease term; or

(d) an event occurs that contractually prohibits the lessee from exercising an option previously included in the
entity’s determination of the lease term.
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Recognition

At the commencement date, a lessee shall recognise 2 right-of-mse 2332t 2nd 2 Jezse Rability
Measurement

Initial measurement

Initial measurement of the right-of-use asset

At the commencement date, a lessee shall measure the right-of-use asset 21 enst.

o

The cost of the right-of-use asset shall comprise:
(2) the amount of the initial measurement of the fease lizbility, 2
(b) any lease payments made at or befora the commencermen: dz=
(c) any initial direct costs incurred by the lessee; znd

(d) an estimate of costs to be incurred by the lesses
restoring the site on which it is located or resto oting the

A
W

7 o~ -._-rn'a- -
ICTIT ¢2Ze, 888 ety &

A iT2

terms and conditions of the lease, unless those costs are imcurred o

incurs the obligation for those costs either 2t the commencement dzzz
the underlying asset during a particular period.

A lessee shall recognise the costs described in paragrzph l—f-{d)
incurs an obligation for those costs. A lessee applizs Ind A
particular period as a consequence of having used the n':r:-or-i

The obligations for such costs accounted for applying this Sm& io
applying Ind AS 37, Provisions, Contingent Liabilities ard Contingent A

Initial measurement of the lease liability

ZS
-
2

At the commencement date, a lessee shall measure the lease liability at the present vzlze of the lezie

payments that are not paid at that date. The lease payments shall be discoonted wmiing the infererr rz

implicit in the lease, if that rate can be readily determined. If that rate cannot be radﬂv deterrsined, the
lessee shall use the lessee’s incremental borrowing rate.

At the commencement date, the lease payments included in the measurement of the lezse 2580y wrmorie T

following payments for the right to use the underlying asset during the lzase term et zrz mor o2id = e
commencement date:

o st /,.._k- ik
(a) fixed payments (including in-substance fixed payments as dzscribed I parzerzoh BS
incentives receivable;

(b) variable lease payments that depend on an index or a rate, mntizlly mezsured wing e mdzx orrzmz 25 =
the commencement date (as described in paragraph 28);

!?%
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f
1
%
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(c) amounts expected to be payable by the lessee under residual value guarantzes;

(d) the exercise price of a purchase c_)ptim_l if the Iessee‘_is 'nnsonably certain to exercise thes option
(assessed considering the factors described in paragraphs B37-B40); and

e

(¢) payments of penalties for terminating the lease, if the lease term reflacts the lessee exercicio

FeaDoo TR =

option to terminate the lease.

!‘i

Variable lease payments that depend on an index or a rate described in peragraph 27(h) mcinde. for

__L oS, 07

example, payments linked to a consumer price index, payments linked to 2 benchmari imzrest rzze (sl as
LIBOR) or payments that vary to reflect changes in market rental rates.

Lo T2 ISTCO 25
Subsequent measurement
Subsequent measurement of the right-of-use asset

After the commencement date, a lessee shall measure the right-of-use asset applying 2 cost model
unless it applies the measurement model described in paragraph 35.

Cost model .
To apply a cost model, a lessee shall measure the right-of-use asset at cost:

(a) less any accumulated depreciation and any accumulated impairment losses; 2nd

(b) adjusted for any remeasurement of the lease liability specified in paragraph 36(c).

A lessee shall apply the depreciation requiremepts in l[_ld AS 16, Propertv, Plant and Equipmen:, in
depreciating the right-of-use asset, subject to the requirements in paragraph 32.
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If the lease transfers ownership of the underlying asset 0 — f‘:if 3;‘ :‘j i:C:‘; L s 13‘2'-—‘._.‘ :‘;j the coxt

of the right-of-use asset reflects that the !ess:j—: will .exera:\e f pur u—:\- t;:_:-t :_x-“-:m-:i\:- = 1 dcp f::;f e

right- of-use asset from the commencement date 10 ¢ ?na of the useru . ;‘ i; . :;_:—::_: st O5s e,

the lessee shall depreciate the right-of-use asset 01 the commencement date o the cardier of the end of e

useful life of the right-of-use asset or the end of the lease term. 1 . -

A lessee shall apply Ind AS 36, Impairmen? of Assers. 1o determine whether the Ngni-0I-USe 28821 1s mpatmed

and to account for any impairment loss identified.

Other measurement models

[Refer Appendix 1]. . o o
and equipment to which the lessee zpplies e

- -
- ——m e S - w

If right-of-use assets relate to a class of property, plant an : 2 he I;
revaluation model in Ind AS 16, a lessee may elect to apply that revaluation model o 2ll of the nghr-ofuss
assets that relate to that class of property. plant and equipment.
Subseguent measurement of the lease liability
After the commencement date, a lessee shall measure the lease liability by

(a) mcreasing the carrying amount to reflect interest on the lease liability:

(b) redﬁcing the carrving amount to reflect the lease payments made: and

(c) remeasuring the carryving amount to reflect any reassessment or lease modifications specified in

paragraphs 3946, or to reflect revised in-substance fixed lease payments (see paragraph B42).

= g e

“Interest on the lease liability in each period during the lease term shall be the amount that producss a constant

13 \ow-—:

periodic rate of interest on the remaining balance of the lease liability. The periodic rate of interest is the 1
rate described in paragraph 26, or if applicable the revised discount rate described In paragreph 41, paragrz
or paragraph 45(c).
After the commencement date, a lessee shall recognise in profit or loss. unless the cos
carrying amount of another asset applying other applicable Standards, both:

(a) interest on the lease liability; and

(b) variable lease payments not included in the measurement of the lease liability in the peried in which the

event or condition that triggers those payments occurs.

Reassessment of the lease liability
After the commencement date, a lessee shall apply paragraphs 40—43 to remeasure the lease lizbility t
reflect changes to the lease pavments. A lessee shall recognise the amount of the remeasurement of the lease
liability as an adjustment to the right-of-use asset. However, if the carrying amount of the right-of-use asset is
reduced to zero and there is a further reduction in the measurement of the Iease liability. a Iessee shall recognise
any remaining amount of the remeasurement in profit or loss.
A lessee shall remeasure the lease liability by discounting the revised lease payments using a revised discount
rate, if either:

(a) there is a change in the lease term, as described in paragraphs 20-21. A lessee shall determine the revisad

lease payments on the basis of the revised lease term; or

(b) there is a change in the assessment of an option to purchase the underlving asset. assessad
considering the events and circumstances described in paragraphs 20-21 in the context of a purchase option.
A lessee shall determine the revised lease payments to reflect the change in amounts payable under the
purchase option. i

In applying pa.rag:_-aph 40, a lessee shall determine the revised discount rate as the interest rate implicit in the
lease fqr the remainder of the lease term, if that rate can be readily determined, or the lessee’s incremental
gonou?ngdrate at the date of reassessment, if the interest rate implicit in the lease cannot be readily

etermined. -

A lessee shall remeasure the lease liability by discounting the revised lease pavments, if either:

(a) ahere 1s a cllzange in the amounts expected to be payable under a residual value guarantee. A lessee shall
etermine the revised lease payments to reflect the change i 5 " _
residual value guarantee. ge 1n amounts expected to be payable under the

(b) there is a change in future lease payments resulting from a change in an index or a rate used to determine
those pz;lyments3 including for example a change to reflect changes in market rental rates following 2
market rent review. The lessee shall remeasure the lease liability to reflect those revised lease paxme]its
only when there is a change in the cash flows (ie when the adjustment to the lease payments takes effect). A

lessee shall determine the revised lease payments for th i :
€ remainde =
contractual payments. r of the lease term based on the revised

are incledad m the

o
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In applying paragraph 42, a lessee shall use an unchanged discount rate, unless the change in lease
payments results from a change in floating interest rates. In that case, the lessee shall use a revised discount rate
that reflects changes in the interest rate.

Lease modifications
A lessee shall account for a lease modification as a separate lease if both:
(a) the modification increases the scope of the lease by adding the right to use one or more underlying assets;
and '

(b) the consideration for the lease increases by an amount commensurate with the stand-alone price for the
increase in scope and any appropriate adjustments to that stand-alone price to reflect the circumstances of
the particular contract.

For a lease modification that is not accounted for as a separate lease, at the effective date of the lease
modification a lessee shall:

(a) allocate the consideration in the modified contract applying paragraphs 13-16;
(b) determine the lease term of the modified lease applying paragraphs 18-19; and

(c) remeasure the lease liability by discounting the revised lease payments using a revised discount rate. The
revised discount rate is determined as the interest rate implicit in the lease for the remainder of tl.le lease
term, if that rate can be readily determined, or the lessee’s incremental borrowing rate at the effective date
of the modification, if the interest rate implicit in the lease cannot be readily determined.

For a lease modification that is not accounted for as a separate lease, the lessee shall account for the
remeasurement of the lease liability by:

(a) decreasing the carrying amount of the right-of-use asset to reflect the partial or full termination of the lease

for lease modifications that decrease the scope of the lease. The lessee shall recognise in profit or loss any
gain or loss relating to the partial or full termination of the lease.

(b) making a corresponding adjustment to the right-of-use asset for all other lease modifications.

As a practical expedient, a lessee may elect not to assess whether a rent concession that meets the conditions in

paragraph 46B is a lease modification. A lessee that makes this election shall account for any change in lease

payments resulting from the rent concession the same way it would account for the change applying this Standard

if the change were not a lease modification.

The practical expedient in paragraph 46A applies only to rent concessions occurring as a direct consequence of

the covid-19 pandemic and only if all of the following conditions are met:—

(a) the change in lease payments results in revised consideration for the lease that is substantially the same as, or
less than, the consideration for the lease immediately preceding the change;

(b) any reduction in lease payments affects only payments originally due on or before the 30th June, 2022 (for
example, a rent concession would meet this condition if it results in reduced lease payments on or before the
30th June, 2022 and increased lease payments that extend beyond the 30th June, 2022); and

(c) there is no substantive change to other terms and conditions of the lease.

Presentation
A lessee shall either present in the balance sheet, or disclose in the notes:

(a) right-of-use assets separately from other assets. If a lessee does not present right-of-use assets separately in
the balance sheet, the lessee shall:

(i) include right-of-use assets within the same line item as that within which the corresponding
underlying assets would be presented if they were owned; and

(i) disclose which line items in the balance sheet include those right-of-use assets.

(b) leasc liabilities separately from other liabilities. If a lessee does not present lease nabilities separately
in the balance sheet, the lessee shall disclose which line items in the balance sheet include those
liabilities.

The requirement in paragraph 47(a) does not apply to right-of-use assets that meet the definition of investment

property, which shall be presented in the balance sheet as investment property.

In the statement of profit and loss, a lessee shall present interest expense on the lease liability separately from
the depreciation charge for the right-of-use asset. Interest expense on the lease liability is a component of finance
costs, which paragraph 82(b) of Ind AS 1, Presentation of Financial Statements, requires to be presented
separately in the statement of profit and loss.
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In the statement of cash flows, o lessce shall classify:
(0) cash payments for the principal portion of the lease liability within financing activitics;

(b) cash payments for the interest portion of the lease liability within financing activitics applying the
requirements in Ind AS 7, Statement of Cash Flows, for interest paid; and

(¢) short-term leasc payments, payments for leases of low-value assets and variable lease payments not included
in the measurement of the lease liability within operating activitics.

Disclosure

The objective of the disclosurces is for lessees to disclose information in the nofes that, together with the
information provided in the balance sheet, statement of profit and loss and statement of cash flows, gives a
basis for users of financial statements to assess the coffect that leases have on the financial position,
financial performance and cash flows of the lessee. Yaragraphs 52-60 specify requirements on how to meet
this objective.

A lessce shall disclose information about its leases for which it is a lessee in a single note or separate scction
in its financial statements.  However, a lessee need not duplicate information that is alrcady presented
clsewhere in the financial statements, provided that the information is incorporated by cross-reference in the
single note or separate seetion about leases.

A lessee shall disclose the following amounts for the reporting period:

(a) depreciation charge for right-of-use assets by class of underlying assct;
(b) interest expense on lease liabilities:

(©)

the expense relating to short-term leases accounted for applying paragraph 6. This expense need not include
the expense relating to leases with a lease term of one month or less;

(d) the expense relating to leases of low-value assets accounted for applying paragraph 6. This expense shall not
include the expense relating to short-term leases of low-value assets included in paragraph 53(c);

(e) the expense relating to variable lease payments not included in the measurement of Iease liabilities;

(f) income from subleasing right-of-usc asscts:

(g) total cash outflow for leases;

(h) additions to right-of-use assets;
(1) gains or losses arising from salc and lcaseback transactions: and
() the carrying amount of right-of-use assets at the end of the reporting period by cl

A lessee shall provide the disclosures specified in paragraph 53 in a tabular format, unless another format is
more appropriate. The amounts disclosed shall include costs that a lessce has included in the carrying amount of
another asset during the reporting period.

ass of underlying asset.

A lessce shall disclose the amount of its lease commitments for short-term leases accounted for applying
paragraph 6 if the portfolio of short-term lcases to which it is committed at th

¢ end of the reporting period is
dissimilar to the portfolio of short-term leases to which the short-term lease cxpense disclosed applying paragraph
53(c) relates.

If right-of-use assets meet the definition of investment property, a
requirements in Ind AS 40. In that case,

(h) or (j) for those right-of-use assets.

lessee shall apply the disclosure
a lessee is not required to provide the disclosures in paragraph 53(a), (f),

If a lessee measures right-of-use assets at revalued amounts applying Ind AS 16, the lessce sh
information required by paragraph 77 of Ind AS 16 for those right-of-use assets.

A lessee shall disclose a maturity analysis of lease liabilities applying paragraphs 39 and B11 of Ind AS 107,
Financial Instruments: Disclosures, separately from the maturity analyses of other financial liabilitics.

In addition to the disclosures required in paragraphs 53-58, a lessce shall disclose additional qualitative and
quantitative information about its leasing activities necessary to meet the disclosure objective in paragraph 51 (as

described in paragraph B48). This additional information may include, but is not limited to, information that
helps users of financial statements to assess:

all disclose the

(a) the nature of the lessee’s leasing activities;

(b) future cash outflows to which the lessee is potentially exposed that are not reflected in the measurement
of lease liabilities. This includes exposure arising from:

(1) variable lease payments (as described in paragraph B49);

(if) extension options and termination options (as described in paragraph B50);
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60

60A

327
(ili) residual value guarantees (as described in paragraph B51); and
(iv) leases not yet commenced to which the lessee is committed.

(c) restrictions or covenants imposed by leases; and

(d) sale and leaseback transactions (as described in paragraph B52).

g Ie;see that accounts for short-term leases or leases of low-value assets applying paragraph 6 shall disclose
at ract.

If a lessee applies the practical expedient in paragraph 46A, the lessee shall disclose—

(a) that it has applied the practical expedient to all rent concessions that meet the conditions in paragraph 46B or,

if not applied to all such rent concessions, information about the nature of the contracts to which it has
applied the practical expedient (see paragraph 2); and

(b) the amount recognised in profit or loss for the reporting period to reflect changes in lease payments that arise
from rent concessions to which the lessee has applied the practical expedient in paragraph 46A.

Lessor

61
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Classification of leases (paragraphs B53-B58)
A lessor shall classify each of its leases as either an operating lease or a finance lease.

A lease is classified as a finance lease if it transfers substantially all the risks and rewards incidental to
ownership of an underlying asset. A lease is classified as an operating lease if it does not transfer
substantially all the risks and rewards incidental to ownership of an underlying asset.

Whether a lease is a finance lease or an operating lease depends on the substance of the transaction rather
than the form of the contract. Examples of situations that individually or in combination would normally lead to
a lease being classified as a finance lease are:

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

(b) the lessee has the option to purchase the underlying asset at a price that is expected to be sufficiently
lower than the fair value at the date the option becomes exercisable for it to be reasonably certain, at the
inception date, that the option will be exercised;

(c) the lease term is for the major part of the economic life of the underlying asset even if title is not transferred;

(d) at the inception date, the present value of the lease payments amounts to at least substantially all of the fair
value of the underlying asset; and

(e) the underlying asset is of such a specialised nature that only the lessee can use it without major
modifications.

Indicators of situations that individually or in combination could also lead to a lease being classified as a finance
lease are:

(a) if the lessee can cancel the lease, the lessor’s losses associated with the cancellation are borne by the
lessee;

(b) gains or losses from the fluctuation in the fair value of the residual accrue to the lessee (for example, in
the form of a rent rebate equaling most of the sales proceeds at the end of the lease); and
(c) the lessee has the ability to continue the lease for a secondary period at a rent that is substantially lower
than market rent.
The examples and indicators in paragraphs 6364 are not always conclusive.
If it is clear from other features that the lease does not transfer substantially all the risks and rewards incidental to
ownership of an underlying asset, the lease is classified as an operating lease. For example, this may be the case

if ownership of the underlying asset transfers at the end of the lease for a variable payment equal to its then fair
value, or if there are variable lease payments, as a result of which the lessor does not tran.fer substantially all
such risks and rewards.

Lease classification is made at the inception date and is reassessed only if there is a lease modification.
Changes in estimates (for example, changes in estimates of the economic life or of the resic}ual yalue of the
underlying asset), or changes in circumstances (for example, default by the lessee), do not give rise to a new

classification of a lease for accounting purposes.

Finance leases

Recognition and measurement

At the commencement date, a lessor shall recognise assets held under a finance lease in its balance sheet
and present them as a receivable at an amount equal to the net investment in the lease.



