LEASES AND HP CONTRACTS --- EXAMPLE 2

On 1% January 2000 Nitro Ltd leases an item of plant and machinery . The
terms of the lease are that 5 equal annual mstalhnents{are to be paid , the
first installment being due on 1% January 2000 . The falr value of the asset
acquired was £7710 . The lease is to be accounted for as a finance lease

The rate of interest implicit in the lease agreement 1s 15%

Depreciation is to be provided at 20% on the straight line basis assuming nil
residual value

REQUIREMENT

Show how the lease would be accounted for in the profit and loss account
for the years ended 31% December 2000 and 2001 and also in the balance
sheet at that date assuming :

(a) the finance charge is apportioned using the actuarial method

(b)  the finance charge is apportioned using the sum of the digits method
method
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