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Chapter 7 

Managing Leases with SAP Lease 
Administration by Nakisa

Now that your SAP Lease Administration by Nakisa system is live, you’ll 

be able to process leases in compliance with the new regulations. 

The purpose of this chapter is to walk through the lease lifecycle in SAP Lease

Administration by Nakisa (hereafter, SAP Lease Administration) using step-by-step

instructions and system screenshots. We’ll cover all the steps you’ll need to take,

from creating a lease to generating the corresponding financial schedules and jour-

nal entries to managing the lease events.

As shown in Figure 7.1, the lease lifecycle in SAP Lease Administration is composed of

different objects or data elements, as we’ll see in each section of this chapter.

Figure 7.1  SAP Lease Administration Leasing Data Structure

The first object required to set up a lease is the master lease agreement (MLA), which

we’ll define in Section 7.1. A single MLA could have one more multiple contracts with

their leases components, which are defined in Section 7.2. Once the contract and lease

component are approved, the system will generate an activation group, where the
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units and accounting details such as financial schedules and period postings are

maintained; we’ll define these in Section 7.3. Once the lease is active, SAP Lease

Administration can handle certain events such as lease modifications; we’ll manage

those in Section 7.4. 

7.1    Master Lease Agreement

The master lease agreement (MLA) is an umbrella agreement for multiple lease con-

tracts and is also where the lease hierarchy is defined. You can enter an MLA manu-

ally in the system or, alternatively, mass upload MLAs via an Excel file. 

In this section of the chapter, we’ll walk through how to manually set up an MLA

within SAP Lease Administration.

7.1.1    Creating a New MLA 

To create a new MLA, follow these steps: 

1. Click Main Menu � Create Master Agreement.

2. Select the master agreement year from the Master Agreement Year dropdown menu. 

3. Select the lease area from the Lease Area dropdown menu. The lease area rep-

resents a regional area or legal entity. Note that a lease area can be assigned to one

or more company codes.

4. Based on the configuration defined by the system administrator, the master

agreement ID is generated based on the selected year and lease area; the Master

Agreement ID field will be autopopulated.

5. Enter the master agreement name into the Master Agreement Name field.

6. Click Submit, as shown in Figure 7.2.

Figure 7.2  Creating a New Master Lease Agreement 
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Once the master agreement has been created, three new pages will appear on the left-

hand side of the screen:

1. Definitions page: On this page, the MLA definitions (such as hierarchy, legal infor-

mation, and additional reporting details) are defined.

2. Partners page: On this page, the MLA lenders and suppliers may be added for infor-

mational purposes. You can also set up user notifications, such as the approval

requested, at this level for MLA events. 

3. Contract List pages: This page will provide a view of all the contracts that belong to

the MLA.

We’ll examine each of these pages in this section, beginning with the Definitions page

and its three sections: General Information, Hierarchy, and Signature. Note that,

when defining a new MLA or any new object in SAP Lease Administration, certain

fields are mandatory; these fields are identified with a red asterisk. 

In the General Information section, shown in Figure 7.3, the MLA identification fields

are specified. The following information is available in the General Information

section:

� The Master Agreement ID field shows the generated ID.

� The Created By field indicates the user who created the MLA.

� The Master Agreement Name may be modified if needed.

� A Description of the MLA may be entered.

� The Valid From and Valid To fields are automatically populated based on the earli-

est start date and latest end date of all of the contracts under the MLA.

� A Target Value may be entered for the MLA. The target value can be used to indi-

cate the line of credit value, or the budget value for the contracts.

� The Agreement Group may be selected based on the preconfigured values in the

AdminConsole.

� The Language of the MLA and all of the attached contracts may be selected. 

� The Currency for the MLA may be selected. Note that, if a currency is selected, all

contracts under the MLA will use the specified currency. If this field is left empty,

each contract can use a different currency.

� The MLA Category may be selected based on values preconfigured in the Admin-

Console.
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� The Legal Jurisdiction may be entered to indicate the area where the leases are sub-

ject to their own distinct tax regulations, such as city or country.

� The Principal Position for the attached contracts is automatically set to the value

“Lessee.”

Figure 7.3  General Information Section of the MLA Definitions Page

In the Hierarchy section shown in Figure 7.4, the MLA hierarchy is identified. All of the

fields set in this section will be copied down to contracts of the MLA and cannot be

overridden. If optional fields are left blank, different values can be set for each con-

tract: 

� The Lease Area represents a regional area or legal entity.

� The Lease Business Unit represents a line of business belonging to the lease area;

this information must be set at this level.

� The Company represents the legal entity used for accounting purposes; this infor-

mation may be set at this level. The available list of companies is based on the

selected lease area and lease business unit. 

� The Lease Department, which can represent a corporate department, may be set at

this level. The lease department is assigned to a company code.
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� The Lease Group, which can represent an asset type, may be set at this level. The

lease group is assigned to a lease department.

� The Trading Partner, which represents a legally independent company, may be set

at this level.

Figure 7.4  Hierarchy Section of the MLA Definitions Page

The final section of the Definitions page is the Signature section, which is where you’ll

enter the legal signing information of the MLA. The following three optional fields

are available:

� Signing Person: The name of the person signing the lease agreement

� Place of Signature: The location where the lease agreement was signed

� Date of Signature: The date when the lease agreement was signed

Uploading and Tagging PDFs 

All pages within SAP Lease Administration allow users to upload PDF documents and

to apply data tagging to any fields by selecting locations on the PDF document. 

You can add one or more PDF files to any page of SAP Lease Administration. The

document viewer is available by clicking the left-facing two-arrow icon. To upload a

document, click on the icon in the middle of the panel and upload the relevant file.

Once you’ve uploaded a file, you’ll have the following options:

� Use the page navigation buttons to navigate through the file.

� Use the Document dropdown list to select the file to be viewed.

� Adjust the zoom level of the document.

� Click the Cancel icon (an X) to delete the document.

� Click the Upload icon (up arrow) to upload additional files.

� Click the Download icon (down arrow) to download the file being viewed.

SAP Lease Administration’s data tagging functionality allows you to highlight areas of

attached PDFs. Along with data tagging, users can also enter a comment for each field.
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To add a data tag, follow these steps: 

1. Click on the Add Tag icon to open the document panel.

2. Locate the information on the PDF document that needs to be tagged.

3. Create a box around the relevant information. As a result, an icon appears next to

the associated field for each created tag as shown in Figure 7.5.

To add a comment, follow these steps: 

1. Click on the Comment icon to open a dialog box where you may enter a comment

related to that field. For example, you might add a note about the page where

information may be found (e.g., “Information found on page 2/12”) or the internal

user this field was reviewed by (e.g., “reviewed by VP leasing”). 

2. Click on Submit to save the comment along with the associated user name, date,

and time stamp for internal audit purposes.

Figure 7.5  Data Tagging 

The next page of the MLA creation workflow is the Partners page, shown in Figure 7.6.

On this page, a user with the right security role (such as a lease administrator, for

example) may add applicable lenders and suppliers to the master lease agreement.

Lenders and suppliers are added for informational purposes only at this level. The lists

of lenders and suppliers are based on the vendors configured in the ERP system for the

company codes in the selected lease area. Lessors are added at the contract level.
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Lease administrators may also add users that should be notified at each MLA event

(such as a request for approval) in the User Notifications section, as shown in Figure

7.6. Note that any user with the appropriate role and access to the MLA or contract

can perform the MLA or contract action; this section only determines who will

receive the notification. 

Figure 7.6  Partners Page of the MLA

7.1.2    Approving an MLA

When the MLA has been completed with all of the required information, the user with

the right security role (e.g., the lease administrator) must request approval for the

MLA by clicking on Send to Approval button found at the top of all pages within the

MLA. 

Once sent for approval, the master agreement status will change from “Define” to

“Waiting for Approval.” The user with the approval security role (e.g., the VP of leas-

ing), who has been added to the User Notification section of the MLA in the Partners

tab, will automatically receive an alert in the notification center as well as an email

notification.
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Once ready for approval, the approver has the following options:

� Approve the MLA

� Discard the MLA

� Send the MLA back to be reworked

� Call back the approval if no contract has been added (available for approved MLAs

only)

Once the MLA has been approved, the master agreement status will change from

“Waiting for Approval” to “Active,” and new contracts may now be added under the

umbrella of this MLA.

7.2    Contracts and Lease Components

Once an MLA has been approved, users such as lease administrators can create con-

tracts; the list of contracts belonging to an MLA will appear in the Contract List page

of the MLA. 

Contracts make up all the financial information of a lease and include the terms and

conditions of the identified asset(s). A single contract could have one or multiple

lease components; the contract identifies the general information of a lease. 

The asset is defined as a collection of lease components in SAP Lease Administration.

Lease components identify the specific terms and conditions for the lease asset(s).

For example, if a lease contract exists for trucks and trailers from the same lessor, and

both have unique terms and conditions, then in SAP Lease Administration, one con-

tract may be set up with two different lease components (one for trucks and the other

for the trailers), and each of their terms and conditions can be set up individually. 

Note that you can enter contracts and lease components manually in SAP Lease

Administration, or alternatively mass upload the contracts and lease components

via an Excel file. 

In this section, we’ll walk through manually creating contracts and lease components

in SAP Lease Administration.

7.2.1    Creating a New Contract

Once you’ve created an MLA, follow these steps to create a new contract:

1. From the MLA level, click the Context Menu button (three vertical dots) and then

click Create Contract.
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2. Select the year that the contract starts from the Year dropdown list, as shown in

Figure 7.7.

3. The data in the Lease Area and Lease Business Unit fields are inherited from the MLA.

4. If the company code was not set in the MLA, then specify it in the Company field.

5. Based on the configuration defined by the system administrator, the data in the

Contract ID field is generated based on the selected year and company code.

6. Enter a name for the contract in the Contract Name field.

7. Click Submit.

Figure 7.7  Creating a New Contract

Once the contract has been created, five new pages will appear on the left-hand side

of the screen:

1. Lease Determination: Identify the lease type.

2. Definition: Specify contract definitions such as hierarchy (if not defined at the

MLA), legal information, and additional reporting details.

3. Partners: Define the lessor, supplier, and user notifications.

4. Accounting: Define the entry of financing terms of the lease along with cost

objects.

5. Lease Component List: View all the lease components that belong to the contract.

Let’s walk through the actions you’ll take in each of these pages.
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Lease Determination

Once a contract has been created, the user with the right security role (such as lease

administrators or accountants) must complete the lease determination question-

naire to determine the lease type. 

The list of questions available out of the box have been gathered from the Financial

Accounting Standards Board (FASB) and the International Accounting Standards Board

(IASB) to allow the end users to determine whether the contract being entered is a lease

or not; as shown in Figure 7.8, these questions can also help identify whether the lease

contains an identified asset, whether it is a service contract, whether the customer has

the right to obtain substantially all of the economic benefits from the use of the asset,

and so on. Based on the answers provided, SAP Lease Administration displays a sug-

gested lease type on the Lease Determination page in the Lease Type field. If the lease

determination is performed outside of SAP Lease Administration, then this step may

be skipped, and the lease type may be selected in the contract Definition page. 

The five lease types available in SAP Lease Administration are as follows:

� Lease contract (fix)

This lease type identifies that the contract qualifies as a lease. SAP Lease Adminis-

tration will generate a right-of-use asset (ROU asset) and long-term lease liability

once the lease is activated.

� Lease short-term

This lease type identifies that the contract qualifies as a short-term lease. SAP

Lease Administration will generate an expense entry once the lease is activated.

SAP Lease Administration will not generate an ROU asset or lease liability; instead,

this lease will be treated as on an accrue-and-pay basis (in other words, the system

will generate an accrual entry and make a payment when due). Per International

Financial Reporting Standards 16 and Accounting Standards Codification 842 stan-

dards, a short-term lease contract has a lease term of 12 months or less. For ASC

842, if no extension or purchase options exist that the lessee is reasonably certain

to exercise at lease start, the lease would still be considered a short-term lease.

� Lease low value

This lease type identifies that the asset being leased qualifies as a low-value asset.

SAP Lease Administration will generate an expense entry once the lease is acti-

vated. SAP Lease Administration will not generate an ROU asset or lease liability;

this lease will be treated as on an accrue-and-pay basis. Per IFRS 16, a low-value

asset has a fair market value of $5,000 or less when new. Per ASC 842, the fair mar-

ket value of a low-value asset may differ for each company; the threshold is usually

defined with an advisory firm.
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� Non-lease service contract

This lease type identifies that the contract does not qualify as a lease; however, the

contract may be tracked. SAP Lease Administration will generate an expense entry

once the lease is activated. SAP Lease Administration will not generate an ROU asset

or lease liability; instead, this lease will be treated as on an accrue-and-pay basis.

� Non-lease

This lease type identifies that the contract does not qualify as a lease; however, the

contract may be tracked. SAP Lease Administration allows users to set up a con-

tract with lease components, but no activation groups or units will be created. This

lease type is maintained in the system only for reference purposes.

Figure 7.8  Lease Determination Questionnaire for a Lease Contract (Fix)

Contract Definitions

Once the lease determination information has been entered, lease administrators or

accountants can enter information on the contract’s Definition page, which is di-

vided into four sections: General Information, Hierarchy, Groups, and Signature. Let’s

look at each section in detail.
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The contract identification fields are specified along with the contract currency. The

following information is available in the General Information section, shown in Fig-

ure 7.9:

� The Contract ID field shows the generated ID.

� The Contract Name may be modified if needed.

� The Created By field indicates the user who created the contract.

� The External Contract Reference of the contract may be entered; for example, you

might populate this field with a purchase order number.

� The Description of the contract may be entered.

� The Validity Period From and To fields are generated by the application based on

the earliest expected start date and latest end date from the standard term cate-

gory in the terms and conditions.

� The Lease Type shows the suggested lease type based on the lease determination

questionnaire. If lease determination is performed outside of SAP Lease Adminis-

tration, then users can select the lease type here.

� The Contract Category may be selected based on the preconfigured values in the

AdminConsole.

Figure 7.9  General Information Section in the Contract Definition Page 
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� The Amendment Date is used to indicate whether a lease modification or reassess-

ment was undertaken; this field will display the last date of modification.

� The Contract Currency must be defined (if not defined at MLA).

� The Principal Position is automatically set to “Lessee.”

� The Form of Lease may be selected based on the preconfigured values in the

AdminConsole.

The Hierarchy page shown in Figure 7.10 is where the contract hierarchy is identified,

if not already set at the MLA level. If the hierarchy has been defined at the MLA, then

the contract inherits these details, which cannot be overridden. You can set different

values for each contract in any optional fields not previously set in the MLA.

If the optional Lease Department and Lease Group fields are not set, this information

can be set at the contract level. If the Trading Partner is specified, this data will be

available in all general ledger postings for the contract.

Figure 7.10  Hierarchy Section in the Contract Definition Page 

On the Groups page, users can specify additional details that can be used for report-

ing purposes, internal coding, and/or lease identification. System administrators can

modify the captions and list of values in the dropdown menus in the AdminConsole. 

As shown in Figure 7.11, two dropdown fields (Group 1 and Group 2) and two free text

fields (Group 3 and Group 4) are immediately available out of the box. 

Figure 7.11  Groups Section in the Contract Definition Page
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The final section of the contract Definitions page is the Signature section, where users

may add signing information regarding the contract. The following fields are avail-

able:

� Signing Person: The name of the person signing the lease agreement

� Place of Signature: The location where the lease agreement was signed

� Date of Signature: The date when the lease agreement was signed

Contract Partners

After the contract Definition page comes the contract Partners page. 

On the Partners page, the lease administrator can add applicable lessors and suppli-

ers to the contract. Adding a lessor to the contract is mandatory since this informa-

tion will be used during posting to identify the vendor, but you can only add one

lessor per lease contract. Adding a supplier is optional, since this information will be

used for informational purposes only. The dropdown list of lessors and suppliers on

this page is loaded from the master data, which is synchronized with the SAP vendor

master for the selected company code.

To add lessors and suppliers to the contract, follow these steps:

1. Open the contract and click Partners in the left-panel.

2. In the Partners section, click Add Partner.

3. Search for the required partner and set their role to either “Lessor” or “Supplier.”

4. Click Submit.

To edit, hover over the row for the partner that was just added and click on the row.

The edit form will appear below the table. To add additional contact information,

click on Add Contact. Enter the valid contact information and click Submit. The part-

ner information will be saved, as shown in Figure 7.12.

Lease administrators may also add the users to be notified at each contract event

(such as a request for approval). Note that any user with the appropriate role and

access to the contract may perform the contract action. This section only determines

who will receive the notification.

To add user notifications to the contract, follow these steps:

1. In the Users column, select the user that will receive the notification. The Respon-

sibility is listed by default in the right column, as shown in Figure 7.13.

2. If required, click Add User to add additional users and responsibilities.
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Figure 7.12  Contacts in the Contract Partners Page

Figure 7.13  User Notifications in the Contract Partners Page

Contract Accounting Information

The fourth page you’ll see when creating a new contract is the Contract Accounting

Information page. On this page, users with the right security roles (such as lease
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administrators or accountants) can enter accounting information for the contract to

identify the interest calculation methods and the cost object. 

The accounting page is divided into four different sections: Financing Terms, Default

Cost Object, Payable, and Accounting Standards. 

Financing Terms

In this section, you’ll identify the interest calculation drivers of the contract. Let’s

walk through the fields available in this section, which are shown in Figure 7.14:

� The Contract Rate (%) may be entered if known. In this field, the contract implicit

rate, which is provided by the lessor, can be entered. This rate will be used to calcu-

late the present value of minimum lease payments (PVMLP) and the periodic

accrued interest values. If the rate is not provided by the lessor, this field may be

left blank, and the incremental borrowing rate (IBR), which is maintained in the

AdminConsole, will be used for calculations instead. The IBR will be populated

once the lease is assessed based on the company code, validity period, and contract

length. Chapter 4, Section 4.3.2, includes additional details on setting up the IBR. 

Note that the Contract Rate (%) field is only enabled when the lease type is Lease

contract (fix); the field is disabled for short-term leases, low-value leases, non-lease

service contracts, and other non-lease contracts.

� Setting the consumer price index (CPI) in the CPI/Indexation field, which deter-

mines the type of indexation, is optional. The values are defined in the AdminCon-

sole.

� Selecting the Embedded Derivative checkbox is optional. This field is used for

informational purposes only.

� The Compounding Frequency identifies the number of times that interest is calcu-

lated. Six compounding frequencies are available out of the box: Daily, Monthly,

Bi-Monthly, Quarterly, Semi-Annually, and Annually.

� Selecting the 360 Convention checkbox is optional. This convention assumes a

year contains 30 days in a month and 360 days a year. If this checkbox is not

selected, the calculation will be based on the actual number of days for each

month.

� Select the Payments in Arrears checkbox if the terms and conditions in the con-

tract are in arrears (on the last day of the month).
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Default Cost Object

In this section, you’ll set default values for the cost objects related to the posting of

the lease. At the activation group level, certain cost objects may be overridden. The

following fields are available in this section and shown in Figure 7.15:

� The data in the Company Code field is set at either the MLA or contract level. This

field cannot be modified and is available for information purposes. 

� The default Cost Center must be selected. The cost center is an organizational unit

within a controlling area that represents a defined location where costs are in-

curred. 

However, some fields in the Default Cost Object section are optional, such as:

� The WBS (work breakdown structure) field represents a model of the project that

organizes project tasks into a hierarchy. The WBS can also be a cost collector for the

corporation. 

� The Functional Area field is used to analyze cost-of-sales accounting. This field

allows users to analyze the organization’s expenses by functional area (such as

finance, marketing, production, and human resources).

� The Business Area field is used to differentiate transactions that come from differ-

ent lines of business in a company. 

� To use internal orders in SAP, select the Track Costs checkbox and select the Inter-

nal Order Type. To generate internal orders in SAP, leave the Internal Order field

empty; SAP Lease Administration will display the internal order value once the

order has been created in SAP. To use an existing internal order from SAP, select

the required one from the Internal Order dropdown menu.
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Figure 7.15  Default Cost Objects Section of the Contract Accounting Page

Payable

In the Payable section shown in Figure 7.16, you’ll be able to choose whether the con-

tract will generate an accounts payable entry directly in the Accounts Payable (AP)

module or to the SAP General Ledger (GL) module of SAP ERP. 

The following fields are available in this section: 

� The Vendor field displays the lessor selected on the Partner page.

� The Contract Currency field displays the currency selected on the Definition page.

� The Generate Vendor Invoices checkbox determines how payable entries will be

posted in SAP. If this checkbox is selected, SAP Lease Administration will generate

an entry directly in the AP module, where the vendor accounts payable will be

credited with the total payment value of the invoice. If this checkbox is not

selected, SAP Lease Administration will make a general ledger posting only, where

the credit line item of the journal entry will be offset by a clearing or reconciliation

account. If the AP process in place prior to implementing SAP Lease Administra-

tion is satisfactory and does not need to change, you should deselect the Generate

Vendor Invoices checkbox if it had been selected.

In addition, you can set the following fields only if the Generate Vendor Invoices

checkbox is selected:

� The Payment Terms field allows users to select the term for determining when the

invoice is due for payment (e.g., pay 30 days after receiving the invoice). This field

may be different from the default payment terms of the lessor (vendor).

� The Tax Code field specifies the SAP tax code that is assigned to the posting trans-

action. This information represents the rate of the city/region/province where the

goods are used.
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� The Tax Jurisdiction field specifies the SAP tax jurisdiction that is assigned to the

posting transaction. This information represents a geographical area in countries

where taxes are levied at more than one level.

Figure 7.16  Payable and Accounting Standards Sections of the Contract Accounting Page

Accounting Standards 

The last section of the contract Accounting page is the Accounting Standards section,

which displays the main and alternate accounting standards for the selected com-

pany code, as shown in Figure 7.16. The accounting standards for each company code

are configured in the AdminConsole. One company code could be associated with

multiple accounting standards depending on the SAP system configuration. SAP

Lease Administration supports current and future accounting standards from the

IASB (i.e., IAS 17 and IFRS 16) and following United States Generally Accepted Account-

ing Principles (i.e., ASC 840 and ASC 842).

7.2.2    Creating a New Lease Component

Once you’ve set up the mandatory fields for the contract, you can set up a lease com-

ponent by following these steps:

1. From the contract level, click the Context Menu icon (three vertical dots) and then

click Create Lease Component.

2. Based on the configuration defined by the system administrator, the data in the

Lease Component ID field is generated based on the year and company code.

3. Enter a name for the lease component in the Name field shown in Figure 7.17.
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4. Click Submit.

Figure 7.17  Creating a New Lease Component

Once the lease component has been created, three new pages will appear on the left-

hand side of the screen:

� Definition: Set the lease component definitions, such as asset class, fair market

value, and number of assets.

� Terms & Conditions: Define the minimum lease payments and other financial

terms and conditions.

� Activation Group List: View all the activation groups that belong to the contract

and lease component.

Let’s walk through the actions you’ll take on each of these pages.

Lease Component Definitions

On the lease Definition page, you must identify the type of asset(s) being leased and

any carry-over values. The Definition page is divided into two different sections: Defi-

nition and Carry-Over Balance per Unit. 

In the Definition section shown in Figure 7.18, you’ll identify the asset(s) being leased

and may include additional asset parameters. 

The following fields are available in this section: 

� The Lease Component ID is automatically generated, based on the year and com-

pany code.

� Modify the Name field if needed.

� The Quantity field indicates the number of assets being leased that share the same

terms and conditions. The maximum allowed quantity per lease component is

100 units, unless the lease component is managed as a bulk asset (explained later

in this section). 
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Figure 7.18  Definition Section of the Lease Component Page

� Select the Unit of Measure for the quantity field. This field is configured in the

AdminConsole by the user administrator.

� Select the Asset Class. This field is configured in the AdminConsole by the user

administrator, when SAP Lease Administration asset classes are mapped to SAP

asset classes. 

Note that the Asset Class field is only available if the lease type is Lease contract

(fix); this field is disabled for other types of contracts.

� The FMV/Unit is the fair market value (FMV) per unit and represents the value of

the asset as though the asset were being sold on the market. This field is optional

and is used to determine the accounting classification for the asset. 

Note that the FMV/Unit field is only available if the lease type is Lease contract

(fix); this field is disabled for other types of contracts.

� The Currency field displays the currency defined at the MLA or contract level.

� The Useful Life (Months) is automatically populated based on the configured val-

ues per asset class, where each asset class has a specific useful life associated with

it. The useful life represents the timeline used for depreciating an asset. 

Note that the Useful Life (Months) field is only available if the lease type is Lease

contract (fix); this field is disabled for other types of contracts.

� Select the Componentization checkbox to break down the leased asset into subas-

sets. This functionality can be used if a leased asset has multiple subassets with dif-

ferent FMVs and depreciate using different useful lives. 

A good example of componentization is a lease contract for an airplane, where mul-

tiple subassets exist such as the engine, seats, and the body. Each of these subassets
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depreciate using different useful lives and FMV. The componentization functional-

ity generates separate asset numbers for each subasset (in SAP Lease Administra-

tion and SAP ERP’s fixed asset module, Asset Accounting [FI-AA]) to better track

the depreciation. This functionality is only available for finance lease compliance

under IFRS 16 and ASC 842, as required by IASB and FASB. With regard to lease liabil-

ity and the payment schedules, only one entry and one payment schedule will be

generated. 

If the Componentization checkbox is selected, you must set the Quantity field to

“1” and click on Add New Sub-Component, where the following fields must be com-

pleted:

– The Sub-component ID is automatically generated.

– A Description for the subcomponent can be entered.

– The Quantity field is automatically set to “1.”

– The PVMLP (%) must be entered. The PVMLP represents the percent value of the

subasset in comparison to the total asset value.

– The Asset Class must be selected.

– The GRV% Split must be entered. This value represents the percent value of the

subasset’s guaranteed residual value (GRV) in comparison to the total GRV of

the asset. If there is no GRV, this field may be set to “0.” 

– The Useful Life (Months) is automatically populated based on the configured

values for the asset class.

Click Submit and repeat the same steps for all subassets.

� Select the Bulk Asset checkbox to indicate that the assets should be managed as a

group rather than individual units. If this field is selected, only one asset will be

generated when the lease is activated (in SAP Lease Administration and FI-AA). For

lease liability and payment schedules, only one entry and one payment schedule

will be generated. 

Note that the Bulk Asset option is only available if the lease type is Lease contract

(fix); this checkbox is disabled for other types of contracts.

� The Asset Retirement Obligation checkbox may be selected if the payment

amount associated with the retirement of the leased asset at lease end is known. 

Note that the Asset Retirement Obligation field is currently available for informa-

tional purposes and is only available if the lease type is Lease contract (fix); this

checkbox is disabled for other types of contracts. 
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The second section of the Definition page is the Carry-Over Balance per Unit section,

shown in Figure 7.18. 

When bringing in contracts that have already started and were not entered in SAP

Lease Administration at inception, the carry-over balance information may be

defined in the lease component. 

The following fields are available in this section:

� The Company Asset GBV field is where the asset’s gross book value (GBV) on the

contract date may be entered into SAP Lease Administration in the company code

currency.

� The Company Asset AD field is where the accumulated depreciation (AD) on the

contract date may be entered into SAP Lease Administration in the company code

currency. 

� The Lease Asset GBV field is where the asset’s GBV on the contract date may be

entered into SAP Lease Administration in the contract currency.

� The Lease Asset AD field is where the AD on the contract date may be entered into

SAP Lease Administration in the contract currency. 

Since both the GBV and AD values are entered, SAP Lease Administration will calcu-

late the net book value (NBV), which is the difference between GBV and AD. The NBV

will override the asset opening value on the lease activation date.

Lease Component Terms and Conditions

Users such as lease administrators and accountants must enter terms and conditions

in the lease components. The terms and conditions represent payments that are

agreed upon with the lessor in the contract agreement. This information will be pushed

down to the activation groups, where users will be able to specify which terms will

likely be exercised at lease inception. 

Six term types are available in SAP Lease Administration to identify the lease pay-

ments: 

� Standard

Minimum lease payments. The payments can be fixed (i.e., the same payment

amounts throughout the lease term) or variable (i.e., different payment amounts,

such as escalating or sawtooth payments, throughout the lease term—variable

payments may be imported through the Excel template). This term is mandatory

and is the first term that must be set up; once entered, other payment terms are

enabled and then defined.
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Additional standard terms are available:

– Extension payments: Lease renewal period to prolong the base rent

– Supplemental payments: Additional lease payment amounts, to be added to

the base rent

– Reduction: Deduction in lease payment amounts, to be reduced from the base

rent

� Prepaid 

Prepayment prior to lease commencement.

� Index 

The incremental payment due to changes in index/rate can be entered.

� Incentive

In-cash or in-kind incentives, such as free rent period(s).

� Initial direct costs

Initial direct costs (IDC) encountered at lease commencement.

� Lease end

Termination prior to contract end date with a payment amount. Purchase option

of the leased asset.

Note that a single lease component can have multiple terms and conditions set up, as

shown in Figure 7.19. 

Figure 7.19  Lease Component with Multiple Term Types

Let’s set up new standard terms for base rent as an example. Note that, if you set up

term types other than standard terms, the page will look identical; however, certain

fields will be disabled based on the accounting impact that the term has. For example,

if an IDC term is selected, the contract has a one-time payment payable at lease com-

mencement. SAP Lease Administration will set the Amount Frequency and Payment

Frequency fields to One Time by default, and users will not be allowed to edit these

values. 
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To add a base rent term, follow these steps while referring to Figure 7.20:

1. From the lease component’s Terms & Conditions page, click on Add New Term �

Standard Term.

2. In the Term Type field, select Base Rent.

3. The Name field defaults to the Term Type ID, but can be modified.

4. Enter the lease payment amount in the Lease Amount/Unit field. This value will be

used to calculate the present value of the minimum lease payment.

Figure 7.20  Standard Term with a Non-Lease Amount in the Lease Component Terms & 

Conditions Page
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5. Enter the payment amount related to an expense tied to the lease in the Non-Lease

Amount/Unit field. This amount will not impact the calculation of the present value

of minimum lease payments (PVMLP). For example, these amounts may represent

payments for services, maintenance, or any other kind of accommodation fee. The

non-lease amount must be allocated to expense categories that are defined in

the AdminConsole, where each expense category is mapped to a GL account. The

amount can be split between different categories through amount or percent. 

6. The Total Amount field displays the sum of the lease and non-lease amounts en-

tered.

7. The Contract Currency field displays the currency selected at the MLA or contract.

8. The Amount Frequency field indicated the rate at which the total amount is

applied. The list of values available for amount frequency include: OneTime, Day,

Month, and Year. For example, when an asset with a daily rate is leased, such a

drill rig, SAP Lease Administration will calculate the payment amount at the end

of the payment period using the daily rate specified. 

9. The Payment Frequency field indicates how frequently payments will be made.

The following values are available for payment frequency: OneTime, Bi-Monthly,

Monthly, Quarterly, Semi-Annually, and Yearly.

10. Specify the date of the first payment in the First Payment Date field.

11. By default, the system will use the most recent payment in the Last Payment Date

field.

12. The GRV/Unit may be entered if a maximum GRV exists. 

13. Enter the lease term in the Term (months) and Term (days) fields. 

14. Enter the expected lease start date in the Expected T&C Start Date field.

15. By default, the system will populate the data in the Expected T&C End Date field.

16. The Lessor Notification Date field may be configured in the AdminConsole to

generate notifications to internal users or external contacts to alert them that

this lease is nearing its end.

7.2.3    Approving Contracts and Lease Components

Once you’ve entered the lease contract details and completed all the lease compo-

nents, your contract is ready for approval. 

The approval must occur at the contract level and not the lease component level

because one contract can have one or more lease components that should be
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approved only once. Think back to the example of the trucks and trailers leased out

where two different lease components belong to the same contract. Once details

about the trucks’ and trailers’ terms and conditions are entered, you must go back to

the contract level to approve both the lease components at once. 

Thus, to start the approval process, the user with the right security role (such as a lease

administrator, for example) must request approval for the contract by clicking on the

Send to Approval button found at the top of all pages on the contract level. Once sent

to approval, the contract’s status will change from “Define” to “Waiting for Approval.”

Another user with the approval security role (e.g., the VP of leasing) who has been

added to the User Notification section of the contract in the Partners tab will automat-

ically receive an alert in the notification center as well as receive an email notification.

Once ready for approval, the approver has the following options, as shown in Figure

7.21, which are available on at the top of all SAP Lease Administration pages by click-

ing the information icon (the blue “i”):

� Approve the contract

� Discard the contract approval

� Send back the contract to be reworked

� Call back the approval if the activation group has not yet been activated (applies

for approved contracts only)

Once the contract has been approved, the contract’s status will change from “Waiting

for Approval” to “Active.” The only remaining step is to close the contract.

Figure 7.21  Contract Approval Workflow 
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