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This Statement should be read in the context of
the Explanatory Foreword to Statements of StandaabiAnting Practice.

1 INTRODUCTION
1.1 This Statement deals with accounting for leaselshire purchase contracts.

1.2 This Statement does not deal with the followipgcslised types of leases:

(&) Lease agreements to explore for or to extrattral resources such as oil,
gas, timber, metals and other minerals.

(b) Licensing agreements for such items as moticne films, video recordings,
plays, manuscripts, patents and copyrights.
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2  APPLICATION
2.1 The Standard in this Statement applies toxédireal financial statements.

2.2 This Statement of Standard Accounting Practieeoimes operative for
financial statements covering periods beginningmoafter 1 April 1986. Transitional
arrangements for lessees are covered in paragrdph 4

3 DEFINITIONS

3.1 Lease an agreement whereby the lessor conveys to tisedes return for
rent the right to use an asset for an agreed pefitiche.

3.2 Finance leasea lease that transfers substantially all thesrighd rewards
incident to ownership of an asset to the lessetle iay or may not eventually be
transferred. This definition of a finance leaseludes contracts for the hire of
assets which contain a provision transferring tiléhe asset upon the fulfilment of
agreed conditions.

3.3 Operating leasea lease other than a finance lease.

3.4 Non-cancellable lease lease that may be cancelled only —

(&) upon the occurrence of some remote contingeorcy;

(b) with the permission of the lessor; or

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

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

3.5 Inception of the leasahe earlier of the date of the lease agreemenrf or
commitment by the parties to the principal provisi@f the lease.

3.6 Lease termthe non-cancellable period for which the lessa® ¢tontracted to
lease the asset, together with any further termw/ifiich the lessee has the option to
continue to lease the asset, with or without furgiayment, when, at the inception of
the lease, it is reasonably certain that the lesiibexercise the option.

3.7 Minimum lease paymentthe payments that the lessee can be required to
make over the lease term (excluding insurance, ter@@mce and similar costs
incurred by the lessor and rechargeable to theedg@smgether with any residual
value guaranteed by or on behalf of the lessee |8¢see may have the option to
purchase the asset at a price which is expected safficiently lower than the fair
value at the date the option becomes exercisabdd, that at the inception of the
lease it is reasonably certain that the option éllexercised. In this circumstance
the minimum lease payments comprise the minimurtalepayable over the lease
term plus the payment required to exercise thishmase option.
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3.8 Fair value the amount for which an asset could be exchangddden a
knowledgeable willing buyer and a knowledgeable willggdjer in an arm’s length
transaction.

3.9 Useful lifeis either —
(@) the period over which a depreciable asset is@®rg to be used; or

(b) the number of production or similar units exgelcto be obtained from the
asset.

3.10 Guaranteed residual valughe value of the leased asset guaranteed to the
lessor on expiry of the lease term.

3.11 Unguaranteed residual valughat portion of the value of the leased asset
(estimated at the inception of the lease), thasat@bn of which by the lessor, at
the expiry of the lease term, is not assured, guaranteed only by a party related
to the lessor.

3.12 Gross investment in the leasthe aggregate of the remaining minimum
lease payments under a finance lease from the martdof the lessor and any
unguaranteed residual value accruing to the lessor.

3.13 Unearned finance incoméhe difference between the lessor’'s gross investm
in the lease and its present value.

3.14 Net investment in the leasthe gross investment in the lease less unearned
finance income.

3.15 Net cash investmenthe balance of the cash outflows and inflows ipees
of the lease excluding flows relating to insuranoajntenance and similar costs
incurred by the lessor and rechargeable to theées§he cash outflows include
payments made to acquire the asset, interest amclgal on third party financing
and tax payments relative to the lease. Inflowsude rental receipts, receipts
from residual values, and any other receipts ayifiom the lease.

3.16 Interest rate implicit in the leas¢he discount rate that, at the inception of
the lease, causes the aggregate present value of —

(& the minimum lease payments, from the standmfitite lessor, and

(b) the unguaranteed residual value

to be equal to the fair value of the leased asset.

3.17 Lessee’s incremental borrowing rate of interglse rate of interest the lessee

would incur to borrow the funds necessary to purchizsasset over a similar term
and with a similar security.

3.18 Contingent rentala rental that is not fixed in amount but is based factor
other than just the passage of time (e.g. pergerdfsales, amount of usage, price
indices, market rates of interest).
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4 DISCUSSION

Classification of L eases

4.1 The classification of leases adopted in th&e®hent is based on the extent
to which risks and rewards incident to ownership déased asset lie with the
lessor or the lessee. Risks include the possdsilinf losses from idle capacity or
technological obsolescence and of variations inrnetlue to changing economic
conditions. Rewards may be represented by the &tmt of profitable operation
over the asset’s useful life and of gain from apjation in value or realisation of a
residual value.

4.2 Since the transaction between a lessor andsadeis based on a lease
agreement common to both parties, it is approptiatese consistent definitions.
Normally the two parties will classify the lease ie fame way. Nevertheless, the
application of these definitions to the differinggcamstances of the two parties
may sometimes result in the same lease being fitaksiifferently by lessor and
lessee.

4.3 Whether a lease is a finance lease or not dispen the substance of the
transaction rather than the form of the contra&tlease is classified as a finance
lease if it transfers substantially all the riskedl aewards incident to ownership.
Such a lease is normally non-cancellable and sedardhe lessor the recovery of
his or her capital outlay plus a return for thedsiinvested. A lease is classified as
an operating lease if substantially all the riskg awards incident to ownership
are not transferred.

4.4 A lease would normally be classified as a findaase where —
(@) the lease is non-cancellable; and
(b) collectibility of the minimum lease paymentséasonably predictable; and

(c) () the lease transfers ownership of the ass#id lessee by the end of the
lease term; or

(i) the lessee has the option to purchase thet adsa price which is
expected to be sufficiently lower than the fair ealat the date the
option becomes exercisable and that, at the irmeid the lease, it is
reasonably certain that the option will be exergised

(iii) the lease term is for a major portion (noriyad5 percent) of the useful
life of the asset. Title may or may not eventublytransferred; or

(iv) the present value, at the inception of theségaf the minimum lease
payments is not less than substantially all (nolyn@D percent) of
the fair value of the leased asset. Title may ay mot eventually be
transferred; and

(d) in the case of the lessor the amount of unrainsgmble costs yet to be
incurred by the lessor under the lease can be taswt with reasonable
certainty.
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The Accounting Treatment of Leasesin the Financial Statements of L essees

4.5 Transactions and other events ought to be ateduor and presented in
accordance with their substance and financial sealitd not merely with legal
form. While the legal form of a lease agreemerthé the lessee may acquire no
legal title to the leased asset, in the case dnfie leases the substance and
financial reality are that the lessee acquiresettenomic benefits of the use of the
leased asset for substantially all of its useffd In return for entering into an
obligation to pay for that right an amount approiimg the fair value of the asset
and the related finance charge.

4.6 If such lease transactions are not reflectatiériessee’s balance sheet, both
the available economic resources and the leveblijations are understated. It is

therefore appropriate that a finance lease inculredrecorded in the lessee’s

balance sheet both as an asset and as an obligaiary future rentals.

4.7 Hire purchase contracts which are of a financiagure (e.g. conditional
purchase agreements) should be accounted for iomlarsbasis to finance leases.

Finance Leases — Determination of the Amounts of Iseal Assets and the
Related Liabilities

4.8 The rights and obligations arising from a fioarease are recorded at the
beginning of the lease term at the fair value &f ldased property or, if lower, at
the present value of the minimum lease paymentsthéitnception of the lease,
the asset and the liability for the future rentals reported in the balance sheet at
the same amounts.

4.9 In calculating the present value of the minimlease payments the discount
factor is the interest rate implicit in the lea#ei is practicable to determine; if
not, the lessee’s incremental borrowing rate is used

4.10 The depreciation policy for leased assets ldhioe consistent with that for
depreciable assets which are owned, and the depoecieharged should be
calculated on the basis set out in Statement afidatal Accounting Practice 3
(1984)Accounting for Depreciatian

4.11 The difference between the total minimum lgaagments over the lease
term and the initial recorded net liability repretsethe finance charge. This
charge should be allocated to periods during tlaseeterm so as to produce a
constant periodic rate of interest on the remairbance of the liability during
each period. This would normally require the usetlw actuarial method.
However, where the application of the Rule of 78 wopldduce a close
approximation thereto, use of that method is aepiadle alternative.

4.12 A finance lease gives rise to a depreciati@argg and a finance charge for
each accounting period. The sum of these amosmstinormally the same as the
rentals payable for the period and it is therefoeppropriate simply to charge the
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rentals payable to income. Accordingly, the ass®d the related liability are
unlikely to be equal in amount after the incepiidithe lease.

Operating Leases

4.13 For operating leases, rental expense (exdudasts for services such as
insurance and maintenance) should be recognised systematic basis that is
representative of the time pattern of the useriselits, even if the payments are
not on that basis.

The Accounting Treatment of Leasesin the Financial Statements of L essors

Finance Leases

4.14 Under a finance lease substantially all thksriand rewards incident to

ownership are transferred by the lessor, and treitetise rentals receivable should
be treated by the lessor as repayments of prinaipéffinance income to reimburse
and reward the lessor.

4.15 A lessor should aim to allocate finance incawwer the lease term on a
systematic and rational basis. This income allonat usually based on a pattern
reflecting a constant periodic rate of return ome tlessor’'s net investment
outstanding in respect of the finance lease. Leasils relating to the accounting
period, excluding costs for services, are applgairest the gross investment in the
lease to reduce both the principal and the unedinadce income.

4.16 At the inception of the lease the lessor, meaging income on a systematic
basis, may recognise uncertainties relating fongta to the collectibility of lease

rentals. The longer the term of the lease thetgrehe risks involved and the
consideration of prudence may require modificatmfnthe pattern of income

recognition to reflect the circumstances.

4.17 Estimated unguaranteed residual values usedniputing the lessor’s gross

investment in a lease should be reviewed reguldflyhere has been a permanent
reduction in the estimated unguaranteed residdakwhe income allocation over

the lease term should be revised and any redutioespect of amounts already
recognised charged to income.

4.18 Initial direct costs, such as commissionslagdl fees, are often incurred by
lessors in negotiating and arranging a lease. fifance leases, these initial direct
costs are incurred to produce finance income aralldhbe either expensed
immediately or allocated against this income oherlease term.

4.19 Certain finance lease transactions are stedtin such a way that they
involve at least three parties, the lessee, theoteand one or more long-term
lenders who provide part of the acquisition finafice the leased asset usually
without any general recourse to the lessor. Thesseltransactions are sometimes
known as leveraged leases. In such cases, the tessods his/her investment in
the lease net of the non-recourse debt and ofalaged finance costs to the third-
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party long term lender and recognises finance ircom the basis of his/her net
cash investment outstanding in respect of the Giedease.

4.20 Since different results can flow from the ubaei investment and the use of
net cash investment for allocation of income, thethud used needs to be applied
consistently to leases of the same financial charand disclosed.

Finance Leasing by Manufacturers or Dealers

4.21 Manufacturers or dealers often offer to custienthe choice of either buying
or leasing an asset. The granting of a financeeldsy a manufacturer or dealer
gives rise to two types of income —

(&) the profit or loss equivalent to the profitloss resulting from an outright
sale of the asset being leased, at normal sellingegy reflecting any
applicable volume or trade discounts; and

(b) the finance income over the lease term.

4.22 The sales revenue recorded at the inceptiora dinance lease by a
manufacturer or dealer lessor is the fair valu¢hefasset, or, if lower, the sum of
the present values of the minimum lease paymentshanestimated unguaranteed
residual value accruing to the lessor, computed ebmmercial rate of interest.
The cost of sale recognised at the inception ofl¢lase is the cost, or carrying
amount if different, of the leased asset. Theed#ifice between the sales revenue
and the cost of sale is the selling profit or loshkich is recognised in accordance
with the policy normally followed by the enterpris® butright sales.

4.23 Lessors sometimes quote artificially low ratésnterest in order to attract
customers. The use of such a rate would resuh iexaessive portion of the total
income from the transaction being recognised atithe of the sale in which case
the selling profit should be restricted to that vhigould apply if a commercial
rate of interest were charged.

4.24 Initial direct costs are usually charged woime at the inception of the lease
because they are mainly related to earning thingedfofit.

Operating Leases

4.25 Under an operating lease, the risks and rewacitient to ownership of an
asset remain with the lessor. Therefore, the absetld be treated by the lessor as
a depreciable asset and rentals receivable shaulddiuded in income over the
lease term. A manufacturer or dealer lessor shootdecognise any selling profit
on entering into an operating lease because dtithe equivalent of a sale.

4.26 Costs, including depreciation, incurred inn@ay the rental income should
be charged to income. Rental income (excludingipts for services provided
such as insurance and maintenance) should noriellecognised on a straight
line basis over the lease term, even if the resapé not on such a basis, unless
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another systematic basis is more representativheofime pattern of the earnings
process contained in the lease.

4.27 A leased asset should be depreciated on a dmasisstent with the lessor’s
normal depreciation policy for similar assets, tiepreciable amount of the asset
being allocated on a systematic basis to each atoguperiod during its useful
life.

Land and Buildings

4.28 Leases of land and buildings are classifiedpsating or finance leases in
the same way as leases of other assets. Howevesyactdristic of land is that it

normally has an indefinite useful life and, if @itls not expected to pass to the
lessee by the end of the lease term, the lesseerdneeceive substantially all of
the risks and rewards incident to ownership. Sudbaae should therefore be
properly classified as an operating lease. A prempaid for such a leasehold
represents pre-paid rental charges which shouldnoetesed over the lease term.

4.29 Many buildings that are leased have a usd&ithat is expected to extend
well beyond the end of the lease term. Moreovergiterm leases for buildings
often contain provisions whereby rents are reguladjusted to market rates. If
title is not expected to pass or if rents are radyladjusted to market rates, the
lessor retains a significant part of the risks esdards incident to ownership and
such leases should therefore normally be classifedperating leases.

Sale and L easeback

4.30 A sale and leaseback transaction involvesdteaf an asset by the vendor
and the leasing of the same asset back to the vefide@ rentals and the sale price
are usually interdependent as they are negotiate@ package and need not
represent fair values. The accounting treatmenat gdle and leaseback transaction
depends upon the type of lease involved.

4.31 If the leaseback is a finance lease, the ddims is a means whereby the
lessor provides finance to the lessee, with thet asssecurity. For this reason it is
not appropriate to regard an excess of sale preceeet the carrying amount as a
realised profit. Such excess should be deferreldaamortised over the lease term.

4.32 If the leaseback is an operating lease, anddhtals and the sale price are
established at fair value, there has in effect kleanrmal sale transaction and any
profit or loss should be recognised.

4.33 When the leaseback is an operating lease tendale price is below fair

value any profit or loss should be recognised imatety, except that if the loss is
compensated by future rentals at below market phiedoss may be deferred and
amortised over the period for which the asset isetqa to be used. If the sale
price is above fair market value and the profitasnpensated by future rentals in
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excess of market price, the excess should be ddfeand amortised over the
period for which the asset is expected to be used.

4.34 For operating leases, if the fair value attittne of the transaction is less than
the carrying amount, a loss equal to the amounthefdifference between the
carrying amount and fair value should be recognisedediately.

Disclosure

Disclosures in the Financial Statements of Lessees

4.35 It is appropriate that the amount of assetd by the lessee that are the subject
of finance leases be separately identified in itmenicial statements together with the

related accumulated depreciation. Separate diseosf leased assets should be
made by each major class of assets.

4.36 The aggregate amount of the related liakslitieould be shown either as the
total of the minimum lease payments, with futurefioe charges being separately
deducted, or as the present value of the lialslititbsclosing in summary form the
interest rates used as the discounting factoris nbt appropriate for the liabilities
for leased assets to be presented in the finasteitdments as a deduction from the
leased assets.

4.37 Certain other disclosures relevant to botlarfae and operating leases are
also appropriate. Examples of these are —

(@) the nature of any renewal options, purchasempor escalation clauses;

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

(c) the nature of any contingent rentals such eseltbased on usage or sales;

(d) the nature of any contingent liability in respef costs expected at the end
of the lease term;

(e) the amount of interest on finance lease cotstraltarged against income in
the year.

Disclosures in the Financial Statements of Lessors
4.38 The lessor’'s gross investment in finance kasel the amount of unearned
finance income should be disclosed.

4.39 Assets held for use in operating leases shmeilthcluded as fixed assets in
the balance sheet. The amount of these leasetd @sssented by each major class
of asset should be disclosed together with anyaglatcumulated depreciation or
amortisation.

Transitional Arrangements for Lessees

4.40 The application of the Standard in this Stetetmis encouraged for all
finance leases in existence as at 1 April 1986.is ltecognised that practical
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difficulties may preclude immediate adoption. Awhogly transitional arrangements
are that:
(@) the Standard in this Statement applies toealtés entered into on or after
1 April 1986;
(b) for finance leases in existence at 31 March61€8& Standard becomes
operative for financial statements covering peribgginning on or after
1 April 1988. During the transitional period theléoling should be shown
separately by way of note:
(i) total lease payments for the period;
(i) lease commitments at balance date in aggredassified into —
. current

. non current.

In applying the Standard in the Statement for egskeases, regard should be had
to paragraph 5.3 of SSAP-Extraordinary Iltems and Prior Period Adjustments
Where recognition of the prior period adjustmentingractical the asset and

liability may be recorded at the present value lef temaining minimum lease

payments.

5  STANDARD ACCOUNTING PRACTICE

Accounting for Leasesand Hire Purchase Contracts

The Standard set out in the following paragraphsusth be read in the context of
the foregoing paragraphs of this Statement and tkgldbatory Foreword issued
by the Council of the New Zealand Society of Actzois.

Accounting for Leasesin the Financial Statements of L essees

Finance Leases

5.1 A finance lease should be reflected in the lualasheet of a lessee by
recording an asset and a liability at amounts equé#he inception of the lease to
the fair value of the leased property, or if lowat,the present value of the
minimum lease payments. In calculating the presehte of the minimum lease
payments the discount factor should be the inteegstimplicit in the lease, if this
is practicable to determine; if not, the lesseatseémental borrowing rate should
be used.

5.2 Lease payments should be apportioned betweefindrece charge and the

reduction of the outstanding liability. The fin@charge should be allocated to
periods during the lease term so as to producestaeot periodic rate of interest on
the outstanding balance of the liability for eactripd. However, where the

application of the Rule of 78 would produce a clapproximation thereto the use
of that method is permitted.
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5.3 The depreciation policy for leased assets shbal consistent with that for
depreciable assets which are owned, and the depoecieharged should be
calculated on the basis set out in Statement afidata Accounting Practice 3
(1984)Accounting for Depreciatian

Operating Leases

5.4 The charge against income under an operatiage lshould be the rental
expense for the accounting period, recognised osysiematic basis that is
representative of the time pattern of the userfefie

Accounting for Leasesin the Financial Statements of L essors

Finance Leases

5.5 Finance leases should be reflected in the talsineet of a lessor by recording
the amount equal to the net investment in the fease receivable.

5.6 The recognition of finance income should bestasn a pattern reflecting a
constant periodic rate of return on either thedessmet investment outstanding or
the net cash investment outstanding in respecdbeffihance lease. The method
used should be applied consistently to leasessohgar financial character.

5.7 Manufacturer or dealer lessors should inclediéng profit or loss in income
in accordance with the policy normally followed thye enterprise for outright sales.
If artificially low rates of interest are quotell;ng profit should be restricted to that
which would apply if a commercial rate of interestre charged. Initial direct costs
should be charged to income at the inception ofahse.

Operating Leases

5.8 Assets held for operating leases should be dedoas fixed assets in the
balance sheet of lessors.

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

5.10 The depreciation of leased assets should b& lbasis consistent with the
lessor's normal depreciation policy for similar etss and the depreciation charge
should be calculated on the basis set out in Satemf Standard Accounting

Practice No 3 (1984Accounting for Depreciatian

Accounting for Sale and L easeback Transactions

5.11 If a sale and leaseback transaction resultsfinance lease, any excess of
sales proceeds over the carrying amount shouldoeatecognised in income in
the financial statements of a seller-lessee. Ttmess should be deferred and
amortised over the lease term.
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5.12 If a sale and leaseback transaction resulis ioperating lease, and it is clear
that the transaction is established at fair valaey profit or loss should be
recognised. If the sale price is below fair valaay profit or loss should be
recognised immediately except that, if the lossosipensated by future rentals at
below market price, it may be deferred and amortiseproportion to the rental
payments over the period for which the asset is @rpeto be used. If the sale
price is above fair value, and if the profit is qunsated by future rentals in
excess of market price, the excess over fair velhoeild be deferred and amortised
over the period for which the asset is expectedcetaded.

5.13 For operating leases, if the fair value at tihee of a sale and leaseback
transaction is less than the carrying amount ofasgset, a loss equal to the amount
of the difference between the carrying amount airdvédue should be recognised
immediately.

Disclosuresin the Financial Statements of L essees

5.14 Disclosure should be made of significant fim@gaestrictions, renewal or
purchase options, contingent rentals and otherirggenicies arising from leases,
whether they be financing or operating leases.

Finance Leases

5.15 For finance leases, the following should beashseparately in the lessee’s
financial statements:

(@) for each major class of asset, the aggregateecdimounts initially capitalised
as lease assets, with accumulated depreciationnsaewa deduction therefrom;

(b) the amount of finance charges relating to #aesé liabilities included in the
determination of the operating result for the actimg period;

(c) lease liabilities as at balance date, clagbifi¢o the following periods:
(i) not later than one year;
(i) later than one year and not later than two gear
(iii) later than two years and not later than fiveags; and
(iv) later than five years.

Operating Leases

5.16 For operating leases, there should be shoparaely in the lessee’s financial
statements the total amount of rental expensedediin the determination of the
operating result for the accounting period.

5.17 For non-cancellable operating leases with geléarm of more than one year,
the lessee’s financial statements should disclessel commitments in aggregate as
at balance date, classified into the following pasio

(i) not later than one year;
(i) later than one year and not later than two gear
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(iii) later than two years and not later than fiveags; and
(iv) later than five years.

Disclosuresin the Financial Statements of Lessors

5.18 The gross investment in finance leases shioelldisclosed in the financial
statements together with the related unearned fendmmome and unguaranteed
residual values of leased assets.

5.19 Disclosures should be made of the basis usedlléTating income so as to
produce a constant periodic rate of return, indtigatvhether the return relates to
the net investment outstanding or the net cashstment outstanding in the lease.
If more than one basis is used, the bases shoulsblesed.

5.20 Assets held for use in operating leases shHmlithcluded as fixed assets in
the balance sheet. The amount of these leaseis @sssented by each major class
of asset, should be disclosed together with anyeglaccumulated depreciation or
amortisation.

2-235



SSAP-18

APPENDI X

Note: This appendix is included for illustrativerpases only and does not form
part of the Standard in this Statement.

Classification of a L ease

A finance lease is defined in paragraph 3.2 asseld@t transfers substantially all

the risks and rewards incident to ownership of aptdesthe lessee. The objective
of the following chart is to assist in classifyingemase either as a finance lease
(as explained in paragraphs 4.3 and 4.4) or aspamating lease. It is stated in

paragraph 4.4 that the criteria are indicationsvbére a lease would normally be

classified as a finance lease.

Refer

Lease Para 3.4

Is the lease non-cancellable?

No

Yes |

Is collectibility of minimum lease payments No
(MLP) reasonably predictable?

Yes |

Are the unreimbursable costs yet to be| No
incurred by the lessor reasonably
predictable?

Yes |

(i) Is ownership transferred to lessee at
end of term?
or

(i) Has the lessee a bargain purchase
option?
or

(iii) Is the lease for a major portion of the
asset'’s useful life?
or

(iv) Is present value (at the inception of
the lease) of MLP not less than
substantially all of asset'’s fair value a
that time?

No

Yes

Finance Lease Operating Lease
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Accounting for a Finance L ease by a L essee

At the
inception
of the lease

During
the lease

Finance lease

Calculate minimum
lease payments (MLP)

Is the present value of]
MLP less than fair

SSAP-18

Refer paras

No

value of asset?

Yes

Present value of MLP
is recorded as both
asset and liability

Fair value of asset i
recorded as both
asset and liability

Allocate lease payment}
between finance charge
and reduction of liabilityf

[

Asset

Liability

Depreciate asset in
accordance with
SSAP No 3 (1984)

4.10
5.3

Obligations reduced
by rental payable
after allowing for

finance

3.2

3.7

3.8
4.4

4.8
51

411
5.2

411
5.2
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Accounting for a Finance L ease by a L essor

At the
inception of
the Ieasel
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Finance lease] Refer para
3.2
Calculate minimum 3.7
lease payments (MLP) ’
Yes | Islessora manufacturer qr 4.21
dealer? 5.7
No
Initial direct costs charged to income
. . 4.24
immediately
Sales revenue recorded at inception of
lease is lower of fair value of asset or PV 4.22
of MLP plus unguaranteed residual valpie
Profit or loss = sales revenue less cosf or 4.22
carrying amount of asset 5.7
Special provisions apply to calculations
of profit or loss where artificially low 4.23
rates of interest apply in the lease

Were initial direct costs charged to income at

inception of lease?

No

Yes

Allocate to income

over lease term

Record receivable as investment in lease at MLRguaranteed

residual value less unearned income

(gross investiméease,

less present value of gross investment in lease)

(Next page is 2 - 238.1)

4.18

3.12
3.13



