Chapter 21                                       T.NORA ALDAWOOD

BRIEF EXERCISE 21-1

The lease does not meet the transfer of ownership test, the bargain-purchase test, or the economic life test [(5 years ÷ 8 years) < 75
However, it does pass the recovery of investment test. 
The present value of the minimum lease payments                (¥3,100,000 X 4.16986 = ¥12,926,566) is greater than 90% of the FV of the asset (90% X ¥13,800,000 = ¥12,420,000). 
Therefore, Mizuno should classify the lease as a finance lease.

BRIEF EXERCISE 21-2

Leased Equipment

150,000*


Lease Liability


150,000

Lease Liability

  43,019


Cash


  43,019

*$43,019 X 3.48685 (PVADi = 10, n = 4)

BRIEF EXERCISE 21-5

Rent Expense

  35,000


Cash


  35,000

BRIEF EXERCISE 21-6

(amounts in thousands)

Lease Receivable (4.99271 X ¥30,044)

150,000


Equipment


150,000

Cash

30,044


Lease Receivable


  30,044

BRIEF EXERCISE 21-7

(amounts in thousands)

Interest Receivable
  9,596


Interest Revenue [(¥150,000 – ¥30,044) X 8%]
    9,596

9,596

BRIEF EXERCISE 21-8

Cash

15,000


Rent Revenue


  15,000

Depreciation Expense

10,000


Accumulated Depreciation—Equipment 

   (€80,000 X 1/8)


10,000

BRIEF EXERCISE 21-9

Leased Equipment

202,921*


Lease Liability


202,921


*PV of rentals
R$40,000 X 4.79079  
R$191,632


[PV of guar. RV
R$20,000 X.56447
        11,289


                                           R$202,921
Lease Liability

  40,000


Cash


  40,000

BRIEF EXERCISE 21-10

Lease Receivable

202,921


Equipment


202,921

Cash

40,000


Lease Receivable


  40,000

PROBLEM 21-2
(a)
The lease is an operating lease to the lessee and lessor because:


1.
it does not transfer ownership,


2.
it does not contain a bargain-purchase option,


3.
it does not cover the major part (at least 75%) of the estimated economic life of the crane, and


4.
the present value of the lease payments does not amount to substantially all (at least 90%) of the fair value of the leased crane.


R$33,000 Annual Lease Payments X PV of annuity due at 9% for 5 years R$33,000 X 4.23972 = R$139,910.76, which is less than R$216,000.00 (90% X R$240,000.00).


At least one of the four criteria would have had to be satisfied for the lease to be classified as other than an operating lease.

(b)
Lessee’s Entries

Rent Expense

33,000



Cash


33,000


Lessor’s Entries

Insurance Expense

     500


Tax Expense

  2,000


Maintenance Expense

     650



Cash or Accounts Payable


  3,150


Depreciation Expense

18,750



Accumulated Depreciation—Leased Equipment
        [(R$240,000 – R$15,000) ÷ 12]


18,750


Cash

33,000



Rent Revenue


33,000

(c)
Abriendo as lessee must disclose in the income statement the R$33,000 of rent expense and in the notes the future minimum rental payments required as of January 1 (in total, R$132,000) and for the next year (2016—R$33,000) and years 2–5 (R$99,000). 
Nothing relative to this lease would appear on the lessee’s statement of financial position.


Cancun as lessor must disclose in the statement of financial position or in the notes the cost of the leased crane (R$240,000) and the accumulated depreciation of R$18,750 separately from assets not leased. 
Additionally, Cancun must disclose in the notes the minimum future rentals as a total of R$132,000, and for the next year (2016—R$33,000) and years 2–5 (R$99,000).


The income statement for the lessor reports rent revenue and expenses for insurance, taxes, maintenance, and depreciation expense.

PROBLEM 21-6
Note:  This lease is a capital lease to the lessee because the lease  term 
(six years) exceeds 75% of the remaining economic life of the asset (six years). 
Also, the present value of the minimum lease payments exceeds 90% of the fair value of the asset.


€
124,798
Annual rental payment


X
4.60478
PV of an annuity due of 1 for n = 6, i = 12%


€
  574,668*
PV of periodic rental payments


€
50,000
Guaranteed residual value


X
.50663
PV of 1 for n = 6, i = 12%


€
25,332
PV of guaranteed residual value


€
  574,668*
PV of periodic rental payments


+
25,332
PV of guaranteed residual value


€
600,000
PV of minimum lease payments

(a)
SHIGEKI COMPANY (Lessee)

Lease Amortization Schedule

	Date
	Annual Lease Payment Plus GRV
	Interest (12%) on Liability
	Reduction     of Lease Liability
	Lease Liability

	1/1/15
	
	
	
	€600,000

	1/1/15
	€124,798
	
	€124,798
	475,202

	1/1/16
	124,798
	*€  57,024
	67,774
	407,428

	1/1/17
	124,798
	48,891
	75,907
	331,521

	1/1/18
	124,798
	39,783
	85,015
	246,506

	1/1/19
	124,798
	29,581
	95,217
	151,289

	1/1/20
	124,798
	18,155
	106,643
	44,646

	12/31/20
	    50,000
	*      5,354*
	    44,646
	0

	
	€798,788
	€198,788
	€600,000
	


*Rounding error is €1.

**Rounding error is €3.

(b)
January 1, 2015

Leased Equipment

600,000



Lease Liability


600,000


Lease Liability

124,798



Cash


124,798

During 2015


Lease Executory Expense

    5,000



Cash


    5,000

December 31, 2015


Interest Expense

  57,024



Interest Payable


  57,024


Depreciation Expense

  91,667



Accumulated Depreciation—Leased 



    Equipment ([€600,000 – €50,000] ÷ 6)


  91,667

January 1, 2016


Interest Payable

  57,024



Interest Expense


  57,024


Interest Expense

  57,024


Lease Liability

  67,774



Cash


124,798

During 2016


Lease Executory Expense

    5,000



Cash


    5,000

December 31, 2016


Interest Expense

  48,891



Interest Payable


  48,891


Depreciation Expense

  91,667



Accumulated Depreciation—Leased 



    Equipment


  91,667


Note to instructor: 
The guaranteed residual value was subtracted for purposes of determining the depreciable base.
 The reason is that at the end of the lease term, hopefully, this balance can offset the remaining lease liability balance. 
To depreciate the leased asset to zero might lead to a large gain in the final years if the asset has a value at least equal to its guaranteed amount.)

PROBLEM 21-14
(a)
The no cancelable lease is a finance lease because:
(1) the lease term is for a major part [83% (10 ÷ 12)] of the economic life of the leased asset and (2) the present value of the minimum lease payments exceeds 90% of the fair value of the leased asset.

Initial Liability Under Finance Lease:



PV of lease payments, $60,000 X 6.75902

$405,541



PV of guaranteed residual value, $15,000 X .38554

      5,783


Initial liability under finance lease

$411,324
(b)                    CHAMBERS MEDICAL (Lessee) 

                         Lease Amortization Schedule


(Annuity Due Basis, GRV)

	Beginning of Year
	Annual Lease Payment Plus GRV
	Interest (10%) on Unpaid Liability
	Reduction      of Lease Liability
	Lease Liability

	
	(a)
	(b)
	(c)
	(d)

	Initial PV
	—
	—
	—
	$411,324

	1
	$  60,000
	—
	$  60,000
	351,324

	2
	60,000
	$  35,132
	24,868
	326,456

	3
	60,000
	32,646
	27,354
	299,102

	4
	60,000
	29,910
	30,090
	269,012

	5
	60,000
	26,901
	33,099
	235,913

	6
	60,000
	23,591
	36,409
	199,504

	7
	60,000
	19,950
	40,050
	159,454

	8
	60,000
	15,945
	44,055
	115,399

	9
	60,000
	11,540
	48,460
	66,939

	10
	60,000
	6,694
	53,306
	13,633

	End of 10
	    15,000
	*      1,367*
	    13,633
	0

	
	$615,000
	*$203,676
	$411,324
	



*Rounding error is $4.

(a)
Annual lease payment required by lease contract.


(b)
Preceding balance of (d) X 10%, except beginning of first year of lease term.

(c)
(a) minus (b).


(d)
Preceding balance minus (c).
(c)
Lessee’s journal entries:

Beginning of the Year


Leased Equipment

411,324



Lease Liability


411,324

 (To record the lease of x-ray equipment using finance lease method)


Lease Liability

  60,000



Cash


  60,000
  (To record payment of annual lease liability)
End of the Year


Interest Expense

  35,132



Interest Payable


  35,132

 (To record accrual of annual interest on lease liability)


Depreciation Expense

  39,632



Accumulated Depreciation—Leased 



    Equipment


  39,632

 (To record depreciation expense for year 1 using straight-line method [($411,324 – $15,000) ÷ 10 years])
1

