Financial Reporting BMBM5011
Leases
Question
Arial Limited.
Instructions
Consider the information below and decide how Arial Ltd should classify the leases in its accounts for the year ended 31 March 20X7.
Arial Ltd entered into the following lease agreements on 1 January 20X7.

a) A 5-year lease to use a machine.  The present value of the minimum lease payments is £49,500.  Arial Ltd could have bought the machine for £50,000.  The machine has a useful economic life of 7 years.  Arial Ltd can buy the machine for £1,000 at the end of the lease.  The machine is expected to be worth £10,000 at the end of the lease.

[bookmark: _GoBack]b) A 3-year lease to use a car.  The present value of the minimum lease payments is £7,000.  Arial Ltd could have purchased the car for £12,000.  The expected useful economic life of the car is 6 years.  Arial Ltd can buy the car at the end of the lease for £7,000, which is the expected market value at that date.

c) A 10-year lease of a piece of equipment.  The equipment was custom made for use in Arial Ltd's manufacturing process.  The equipment would require major modifications to be used by anyone else.  The present value of the minimum lease payments is £100,000.  The economic life of the machinery is 12 years.  Arial Ltd could purchase similar equipment for £110,000.
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