LEASING

[bookmark: _GoBack]FRS 102 Section 20 follows the principle of substance over form and which states that transactions should be accounted for according to their commercial substance and not merely their legal form.
To aid this treatment, 2 types of lease were defined:
Finance Lease	a lease that transfers all the risks and rewards of ownership (e.g. insurance, maintenance) of an asset to the lessee
Operating Lease		a lease other than a finance lease
				e.g. video rental

ACCOUNTING TREATMENT

(a) Finance Lease

---   capitalise the asset in the balance sheet
---   show the outstanding lease commitments in creditors
---   p and l a / c is charged with depreciation and an appropriate share of the finance      charge
(b) Operating Lease

---   the lessor records the asset as a fixed asset and depreciates it
---   the lessee merely shows the rentals as an expense in the p and l a / c

