P Ltd is an engineering company which invests heavily in plant
and equipment. On 1* October 2005 The company entered into
a new agreement to lease an item of plant , the details of which
are as follows :

B the fair value of the item of plant was £2million

M The plant would have a 5 year life with no residual
value

B The lease term is 5 years with 20 quarterly payments of
£122320 made in arrears at the end of each quarter

M The interest is to be allocated using the sum of the digits
method

REQUIREMENT

Assuming the lease is to be accounted for as a finance lease ,
prepare extracts from the financial statements showing how the
lease will be accounted for in the years ended 31% December
2005
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