Sale and Leaseback
The basis of a sale and leaseback agreement is simply that one sells an asset for cash and then leases it back from the buyer. 

· Where sale and leaseback results in finance lease
[bookmark: _GoBack]
The excess or deficiency of sales proceeds over the carrying amount should be deferred and amortized over the lease term in proportion to the depreciation of the leased asset.

· Where sale and leaseback results in operating lease

If the fair value at the time of a sale and leaseback transaction is less than the carrying amount of the asset, a loss equal to the amount of the difference between the carrying amount and fair value should be recognised immediately. 
After recognition of loss if any, under paragraph 52, the profit / loss on sale of the asset should be treated in the manner required by paragraph 50. The requirements of paragraph 50 are summarized below:


Case 1: Sale price = Fair Value
Profit or loss should be recognised immediately
Case 2: Sale Price < Fair Value
Profit should be recognised immediately. The loss should also be recognised immediately except that, if the loss is compensated by future lease payments at below market price, it should be deferred and amortised in proportion to the lease payments over the period for which the asset is expected to be used.
Case 3: Sale Price > Fair Value
The excess over fair value should be deferred and amortised over the period for which the asset is expected to be used.




Illustration 24
A Ltd. sold machinery having WDV of ` 40 lakhs to B Ltd. for ` 50 lakhs and the same machinery was leased back by B Ltd. to A Ltd. The lease back is operating lease. Comment if –
(a) Sale price of  50 lakhs is equal to fair value.
(b) Fair value is 60 lakhs.
(c) Fair value is  45 lakhs and sale price is ` 38 lakhs.
(d) Fair value is  40 lakhs and sale price is `50 lakhs.
(e) Fair value is  46 lakhs and sale price is ` 50 lakhs
(f) Fair value is ` 35 lakhs and sale price is `39 lakhs.

 Solution
Following will be the treatment in the given cases:
(a) When sales price of  50 lakhs is equal to fair value, A Ltd. should immediately recognize the profit of 10 lakhs (i.e. 50 – 40) in its books.
(b) When fair value is  60 lakhs then also profit of `10 lakhs should be immediately recognized by A Ltd.
(c) When fair value of leased machinery is ` 45 lakhs & sales price is ` 38 lakhs, then loss of ` 2 lakhs (40 – 38) to be immediately recognized by A Ltd. in its books provided loss is not compensated by future lease payment.
(d) When fair value is ` 40 lakhs & sales price is ` 50 lakhs then, profit of ` 10 lakhs is to be deferred and amortized over the lease period.
(e) When fair value is ` 46 lakhs & sales price is ` 50 lakhs, profit of ` 6 lakhs (46 - 40) to be immediately recognized in its books and balance profit of `4 lakhs (50-46) is to be amortised/deferred over lease period.
(f) When fair value is ` 35 lakhs & sales price is ` 39 lakhs, then the loss of ` 5 lakhs (40-
35) to be immediately recognized by A Ltd. in its books and profit of ` 4 lakhs (39-35) should be amortised/deferred over lease period


