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Question 1 (10 Marks) 

Entity ABC (lessee) enters into a three-year lease of equipment. Entity ABC agrees to make the following annual 
payments at the end of each year:  
₹ 20,000 in year one  
₹ 30,000 in year two  
₹ 50,000 in year three.  
For simplicity purposes, there are no other elements to the lease payments (like purchase options, lease incentives from 
the lessor or initial direct costs). Assumed a discount rate of 12% (which is Entity ABC’s incremental borrowing rate 
because the interest rate implicit in the lease cannot be readily determined). Entity ABC depreciates the ROU Asset on a 
straight-line basis over the lease term. How would Entity ABC would account for the said lease under Ind AS 116? 
 

Question 2 (12 Marks) 

Lessee enters into a 10-year lease for 5,000 square metres of office space. The annual lease payments are ₹ 1,00,000 
payable at the end of each year. The interest rate implicit in the lease cannot be readily determined. Lessee’s incremental 
borrowing rate at the commencement date is 6% p.a. At the beginning of Year 7, Lessee and Lessor agree to amend the 
original lease by extending the contractual lease term by four years. The annual lease payments are unchanged (i.e., ₹ 
1,00,000 payable at the end of each year from Year 7 to Year 14). Lessee’s incremental borrowing rate at the beginning of 
Year 7 is 7% p.a.  
How should the said modification be accounted for? 
 
 

Q 3. (4 marks) 
Growth Ltd enters into an arrangement with a customer for infrastructure outsourcing deal. Based on its experience, 
Growth Ltd determines that customising the infrastructure will take approximately 200 hours in total to complete the 
project and charges ₹ 150 per hour. After incurring 100 hours of time, Growth Ltd and the customer agree to change an 
aspect of the project and increases the estimate of labour hours by 50 hours at the rate of ₹ 100 per hour. Determine how 
contract modification will be accounted as per Ind AS 115? 
 



            
 

 

 Q 4. (10 Marks) 
An entity has a fixed fee contract for ₹ 1 million to develop a product that meets specified performance criteria. 
Estimated cost to complete the contract is ₹ 9,50,000. The entity will transfer control of the product over five years, and 
the entity uses the cost-to-cost input method to measure progress on the contract. An incentive award is available if the 
product meets the following weight criteria: 
Weight (kg)   Award % of fixed fee   Incentive fee  
951 or greater    0%    —  
701–950    10%    ₹ 100,000  
700 or less    25%    ₹ 250,000  
The entity has extensive experience creating products that meet the specific performance criteria. Based on its 
experience, the entity has identified five engineering alternatives that will achieve the 10 percent incentive and two that 
will achieve the 25 percent incentive. In this case, the entity determined that it has 95 percent confidence that it will 
achieve the 10 percent incentive and 20 percent confidence that it will achieve the 25 percent incentive. Based on this 
analysis, the entity believes 10 percent to be the most likely amount when estimating the transaction price. Therefore, 
the entity includes only the 10 percent award in the transaction price when calculating revenue because the entity has 
concluded it is probable that a significant reversal in the amount of cumulative revenue recognized will not occur when 
the uncertainty associated with the variable consideration is subsequently resolved due to its 95 percent confidence in 
achieving the 10 percent award. The entity reassesses its production status quarterly to determine whether it is on track 
to meet the criteria for the incentive award. At the end of the year four, it becomes apparent that this contract will fully 
achieve the weight-based criterion. Therefore, the entity revises its estimate of variable consideration to include the 
entire 25 percent incentive fee in the year four because, at this point, it is probable that a significant reversal in the 
amount of cumulative revenue recognized will not occur when including the entire variable consideration in the 
transaction price. Evaluate the impact of changes in variable consideration when cost incurred is as follows:  
Year     ₹  
1     50,000  
2     1,75,000  
3     4,00,000  
4     2,75,000  
5     50,000 
 

  


