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Accounting Treatment for Ijarah (Lease) 
 
1. Security Deposit Received from the Member/Lessee 

 
Cash/Bank A/c ………. ……….. Dr. 

  To Security Deposit A/c 
(Being Security Deposit received from member for Ijarah/Lease financing) 
 
2. Purchase order issued to the supplier for purchase of goods to be leased 

 
Supplier A/c ……….. …………. Dr. 

  To Cash/ Bank A/c 
(Being partial advance payment made to the supplier for Ijarah/Lease financing) 
 
3. Balance Amount paid to the Supplier to purchase goods 
 
Supplier A/c …………….. Dr. 
                     To Cash / Bank A/c 
(Being balance amount paid to the supplier  
 
4. Goods Received from the Supplier 
  

Ijarah Leased Goods A/c ……. ………Dr. 
  To supplier A/c      
(Being goods received from the supplier for Ijarah financing and balance amount paid) 
 
5. Paid Legal expenses & Insurance premium 

 
Legal Expense ...……. …….. Dr. 
Insurance premium………. …….. Dr. 

  To Cash/Bank A/c 
(Being Amount paid for legal expenses and insurance) 
 
6. Expenses Capitalized 
 
Ijarah Leased Goods A/c ………..Dr. 

To Legal Expense  
To Insurance premium 

(Being expense added to the leased goods cost) 
 
7. Rental Received 
 

Cash/Bank A/c………….. ……….. Dr. 
  To Ijara rental A/c 
(Being rent received from member against Ijarah financing for the month of …………) 
 
8. Depreciation Charged on the leased Goods 
 

Depreciation Account ….. …….. Dr. 
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  To Ijarah Leased Goods A/c 
(Being depreciation applied on the Ijarah goods as per straight line method (STM)i 
 
9. Rebate given to the member on account of Goods being unutilized due to the defect 
and the responsibility being of the IFCCS/LESSOR 
 

Rebate on Ijara rental ……… ……….. Dr. 
  To Ijarah Rental A/c 
(Being rebate given on rental for denial of usufruct as per agreement for the month of 
…………) 
 
10. Goods sold to the Member on Profit 
 

Cash A/c …… ……… Dr. 
To Ijara Lease Goods A/c 
To Capital Gain on Sale of Leased Goods 

(Being Goods sold to the member on profit after the tenure of the lease is complete) 
 
11. Goods sold to the Member on Loss 
 

Cash A/c …… ……… Dr. 
Capital Loss on Sale of Leased Goods 

To Ijara Lease Goods A/c 
(Being Leased Goods sold to the member on loss after the tenure of the lease is complete) 
                                                             

i  Straight-line Method of Depreciation 

In straight line depreciation method, cost of a fixed asset is reduced uniformly over the useful 
life of the asset. Since depreciation expense charged to income statement in each period is the 
same, the carrying amount of the asset on balance sheet declines in a straight line. 

Formula 

Depreciation expense under straight line method is calculated by dividing the depreciable 
amount of the fixed asset by the useful life of the asset. 

Depreciation Expense: Straight-line Method = 
Depreciable Amount 

Useful Life 

Depreciable amount equals cost minus salvage value. Cost is the amount at which the fixed 
asset is capitalized. Salvage value (also called residual value or scrap value) is the estimated 
value of the fixed asset at the end of its useful life. 

Since an amount equal to the salvage value can be recovered by selling the asset, only the 
difference between the cost and the salvage value is depreciated. 
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Useful life of a fixed asset represents the number of accounting periods within which the 
asset is expected to generate economic benefits. 

Normally purchase of fixed assets does not coincide with the start of financial year. In such 
situations, some companies elect to charge the whole year depreciation to income statement 
in the year of purchase (and do not charge any depreciation in the year of disposal). Another 
more appropriate option is to charge proportionate depreciation for partial year. 

 


