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enerally a periodof 12months admode is considered to be substantialfor

qualifying asset but in some cases a shooterperiod of lessthan 12months can

also be considered substantial ifjustified

2 Thefollowingtypesof Borrowings will Notbe coveredunder AS 16

Borrowingfunds by issuing equity share capital

Borrowing fundsby issuing preference share capital

3 various types of Borrowing costs covered in AS 16

to to to

Juterest Amoatisation Ancillarycosts Finance ExchangeIos
chargeson

chargeson ofPremium relatingto asset on foreign

Borrowings
Discant on Borrowings acquired loan
Borrowings eg loanraisingfees

on Finance
lease Discussed

DebentureRedeemed loan processingfees Diffused laterinlot premium et
yenfeesbhiFacevalue 10C inAsia this

chapter
Premium 101 101 Borrowing cost

hai
Born cost

ExamplesofQualifyingAssets
PPE IntangibleAssets Investmentproperty

Contract2 itstaking 12monthsormore

7 10 CAS26 Inventories
togetready QualifyingAsset
If purchased in readymade
condition Not a qualifyingAsset

Readymadeinvestmentpurchased like Not a QualifyingAsset
investment in eqshares



Borrowingcosteligible forcapitalisation

If Directlyrelated If incurred forother than
to Acquisition construction QualifyingAssets

production of Qualifying
Assets Trf toPIL

H

Capitalised

Types of Borrowings

SpecificBorrowings General Borrowings

SpecificBorrowings
These are Borrowings specifically takenforqualifyingassets

Borrowing costeligibleforcapitalised
ActualBorrowing costduring construction period XX

Is Income onTemporaryInvestments ofidlefundsoftheseBorrowings xx

Eg SpecificBorrowings

loan taken on 01041 1 of 100crores 12 for 12months forconstructionof a

Bldg which was completed on 31131 2

The company invested idle fundsof loan earns 0.5 crores

CalculateBorrowing cost to becapitalised I
sacron

0110411 r

100crores



Total Borrowing cost incurred 100er 121 1,221m
12crores

less IncomefromTemporaryInvstofidle funds 05crores

Borrowingcostto becap 115crores

GeneralBorrowings
All Borrowings that are notspecific are generalBoddowings
In this case QualifyingAsset is fundedfrom a poolofgeneralBorrowings

Borrowing cost eligible forcapitalisation in case ofgeneralBorrowings in calculated
as follows CR WACCWACR

Step Calculate capitalisationRate weightedAveragecostofcapital weightedAvg
cospitalisathlete

Total Interest weightedAug

TotalBorrowings weightedAvg

Step Calculate Borrowingcostto be capitalised

ExpenditureAmt Capitalisation Noofmonths that expenditure was outstanding
Rate



g GenerallyBorrowings I

01041 1 ICICI Bank 121 100crores

HDFC Bank 14 75crores

175crores

Funds utilized for constructionofBldg constructionstartedon 01041 1 a completedon

01041 1 I 50 crores 3131 2

01 07 71 75 crores

01011 2 25 crores

Calculate Borrowing cost to be capitalised

501 Step CapitalizationRate WACCWACK

Total Interest weightedAvg 100

Total Borrowings weightedAvg

woux 12 750 141

720 10.5k 100

1750

12.86 approx

step Borrowing cost to be capitalised
oron I 50 crores 12.86 12m 12m 6.43

010711 75croresX12.86 9m 12m 7 23

010172 25crores 12.861 3m 12m 0.80

Borrowingcosteligiblefor 14.46crores

capitalisation



225 Total Int

14.46Jut 804 BEng

capitalise p

Egf General Borrowing

011041 1 GeneralBorrowings

ICII Bank loan 101 100or

HDFC Bank loan 121 75 er

Team lean 14 50 er

Expenditure incurred onqualifyingAsset

010441 50 crores

01 0741 100 crores

01 11 71 25 crores

Construction period is 12months Calculate Borrowing cost to becapitalised

I step CapRate WACC WACK
Total Interest weightedAvg 100

Total Borrowings weightedAvg

100 101 75 121 50 141
100 26 100

2250 225

11.56 p.a



Step Borrowing lost to be capitalised

or ou 1 3 50 r 11.56 12 12 5 78

01 07 71 3100 rx 1156 9 12 8 67

011141 25er 11.561 5
12 1.20

Total B C tobecap 15 65

UR
Egf specificBorrowing 4 GeneralBorrowing

010411 Specific Bodhowing 10 loan 30 croves

01041 1 GeneralBorrowings ICICI Bank loan 121 100crores

HDFC Bank loan 141 75crores

01 0741 GeneralBoddowings KotakBank loan 8 125crores

Expenditure incurred on QualifyingAsset
30crores SB

01041 1 50 crores
20 crores GB

01 071 1 75crores

01011 2 25 crores

Constructed started on 011041 1 2 completed on 3131 2 Calculate BC to becapitalised

01s step CapitalizationRateWACC Total Jet weightedAng

Excludespecific Borrowing TotalBorrowingsweightedAvg

onlyforgeneralBorrowing
120 10sep 7 gg

25 81 x912

1000 75er 93.75
100

11.16 p a
125in 91,2



Step Borrowingcost to be capitalised

Specific Borrowing Int capitalised 3crores

300 101 12 12

General Borrowing Int Capitalised

01.04 1 59 200 11.161 1212 2.23or
30 crore fundedfromSpBorr

010741 750 X 11 161 9 12 628er

01.01 2 25cg X 11.161 3 12 0 70 or 9.21 crores

Total B C capFore.CAB

Illust

loan 120lakhs out 18lakhs

Chstruction ofshed Inamine Torkingcap four
OA Readymade DaytoDayExp Readymade

50 lakhs QA X QA a A

40lakhs 20lakhs 1010kW

Sitcap
18lakhs south

f
120lakhs

7.5 lakhs

Asper AS16 Bon Cost Borrowingcostincurred on acquisition construction or production

of QA is capitalised to the costof asset
OtherBorr cost shouldbe fit to PIL

OA is an asset that takes substantial period of time togetreadyforitsintended
use ad sale



Purpose A A or Not Interest to be Interestchargedto

cap PIL

Construction ofshod a A 7.5 lakhs
181 98

2 PurchaseofMachinery Nota QA Glakhs

181 40120

Klooking Cap Not a QA 3 lakhs
181 20120

PurchaseofTrude Not a QA 1.5 lakhs

181 10120

Total 75 lakhs 10.5 lakhs

Ques3

Asper AS16 Bon Cost Borrowingcostincurred
on acquisition construction orproduction

of QA is capitalised to the costof asset
OtherBorrCost shouldbe fit to PIL

OA is an asset that takes substantial period of time togetreadyforitsintended
use ad sale

Total JutExp 1100,000

IncomefromIdlefunds 200000

Borrowinglost 9.00.000



Purpose A Aor Not Interest to be Interestchargedto

cap PIL

1 Construction ofshod a A 360000

900000 40
100

2 PurchaseofMachinery Nota QA 315000
900000 35100

Klooking Cap Not a QA 225000
900000 25100

Total 360000 540000

Ques8 H.co self

Has2 UR

Step CalculationofcapRate wace forgenBorrowings
Total Jet weightedAng

TotalBorrowingsweightedAvg
5100,000 111 900000 131 100

500000 900000

172000 100

1400000

12.285 approx 12.29



Step2 B C to becap
Specific Borrowing 10000

11 101 1212

GeneralBorrowing

111 1 100,000 12.2851 1212 12285

1041 1 250000 12.2851 9 12 23034

10711 450000 12285 7612 27641

121 1 120000 122851 1
12 1229 64189

TotalBorrowingCost to 74189 approx
becapitalised

5 E for capitalisingcost4 Borr Cost
31121 1 PPE Bldg 10,94189

TOCIB 10,94189

10.20.000 74189
a

etion Ying

0110411 241 311313 31376

Immer Ifeg loan 541 106101
It

QAcourt 29h0 PIL



Periodof capitalisation
to

7 Commencement B Suspension c Cessation

Commencementofcapitalisat Capitalisation should Cease capitalisation when

beginswhen All conditions besuspendedduring substantially all the activities

re satisfied extendedperiod if active necessary toprepare QA are

Expenditure on QA has developmentis NOTtaking complete

seen incurred place If minodmodificationssuchas

Activities that arenecessary Note Capitalisation is decodation are pending itwill

havebeen started not suspensed if temporary still indicate that substantially
suchactivitiesnotonlyincludedelay is a necessary theactivities are complete
hysical work butalso

part of construction
include techinalwork

when construction ofQA is
egistration work site

completed in parts cease
reparationplanningetc

Eg Conststart01041 1 capitalisation ofeachpart
Borrowing cost is incurred 011111 to30111 1 strike which is completed provided

CoustEnd 3131 3 suchpart can beused

g 0104 1 Expenditureincurred Total months 2,4months separately
01.05 1 B C incurred

01.06 1 Registration work yep Eg
Ak House

Begins suspend
It

01.07.41 Physical work cap
Notrelevant InfPIL

apof.int start 0110611 EgfconststartBridge 011041 Efcommence oiliily to 30111 1 11bg knne

partofprocess
rakha tha 3131 3 cottinue

TowerA UB capitalismConst completed on3131 3 canbeused

Inabovecase as wookstopped evenif CUD

isa normalpartofprocess
arenFready

Nosuspension Stopcapitalisation



This 10 UR

Normally 12m is considered to be substantialperiod But in manyques even if
construction is of6m 7m9m 10metc it is considered as qualifyingasset in

ICAIques
If quesspecificallysays6m7m isnotsubstantial Then it wont be a a A

Total Expense incurred AU4phases 221 lakhs

loan taken 151 200 lakhs

Total Interest Incurred 30,00000 fullyear
200lakhs X 15

Phase I II 6m lapperiod Phase III 211

Costincurred 341 641 Costincurred 55L 68L

98L 123L

ntforphaseI II 1330317 IntforPhase III UI 1669683

30.00.000 9 full12months 30.00.000
1,2 full 12months

FwIntCap
u

as work is notyetReadyin6m Balance6m
capperiod completed

6,65158.5 665158.5
H H

Interest Interest
capitalise Pll

Total InterestCapitalised 665158.5 1669683 23,34841 5

Total Interest trf toPIL 665158.5



Illuss LDR

Roughwodk 580 lakhs loan Jul5220

Planta man
Advance clothing Capital purpose
additional406lakhs
asset 116lakhs

startdate
58lakhs

complete 31 031 2 H

ICAI a A Q.in Not a

Alternative NotQA NotQA NotdA

Alternative 9 A MotQA NotQA

CAI501N

Purpose A Aor Not Interest to be Interestchargedto

cap PIL

Constitutionofpain a A 36.54

52.20 406580

Advanceforadditional d A 5.22
assets 52.20 58580

workingcap Not a QA 10.44

5220 116
580

Total 41.76 10.44

Infcap Int PIL



Illush to Illus 7 ReferQ B

Illus8 CDR self Practice



Illus 9 ReferQB Quest 5 6 ReferD B

Quest LDR

Asper AS16 Bon Cost Borrowingcostincurred
on acquisition construction or production

of QA is capitalised to the costof asset
OtherBorrCost shouldbe fit to PIL

OA is an asset that takes substantial period of time togetreadyforitsintended
use ad sale

In case of specificBorrowing incomefromidlefunds is to bedeductedfromactual

Borrowing costs

loantaken on 01.06.21

Calculation of Interest
Total Interest 1001 121 191m 10.00.000

Income onTempInvst Given 50,000

NetBorrowingCost 950,000

Purpose A A or Not Interest to be Interestchargedto

cap PIL

Construction ofBldg QA 380000

950000 40
100

285000
workingcap Nota a A

950000 30100

PurchaseofMacht Not a QA 142500

950000 15100

Purch of Form Not a QA 19000

950000 2 100

PurchaseofTruck Not a QA 123500

950000 13 100

Total 380000 cap 570000 PID



Ques9

Step Can of capRate
GenBon

Total Int weightedAvg
Total Borr weightedAvg
36000 f 60000 742000 100
400000 500000 300000

11 51 p a

Step Borrowingcost to be capitalised

SpecificBorrowing
200000 81 12 12 16000

GeneralBorrowing_
31421 usedfrom

IL SB

01104 7 100000 11.5 12 12 11500

3105 47 240000 1151 10
12 23000

1 081 7 400000 11.5 8 12 30667

31121 7 360000 1151 312 10350 75517
91517

J E

Bldg 1391517

TOCIB 1391577

134 91517

cost Intcap



Ques10 USR

step CapRate 121 as there isonly 1GeneralBorrowing

Step Bodhowing costtobecapitalised

specificBoddowing
2000000 101 12

12
200000

GeneralBorrowing
1ˢᵗApril21
1ˢᵗAug21 244 14,00000 121 8 12 112000

1stJan22 400000 121 3 12 12000 124000

Total Int Cap 324000

Note Capitalise full Interest on specificBodrowing during capitalisationperiod
Date of expenditure in caseofspecificBorrowing is not relevant

II
31322 Plant Alc De 4124000

TO CIB All 4124000

38.00.000 324000

costincurred beincurred



Ques11 LDR

Aksie Note If expenditure incurred is suppose 100 lakhs But loan isonlytakenof

70 lakhs then interest will be capitalised on the amount of

Borrowing i e 70 lakhs

Interest to capitalised on SpecificBorrowing
taken forBldg a A 25,00000 12 1212 300000

Interestto becapitalised forgeneral Borrowing

BorrowingAmt 63.00.000 Extra Note we didnot calculatecapRatein

Totalexpenditure 200,00000 thiscase as expenditure is more than Borrowings
exclBuildingspBorr 2Normally we applythecapRateonExpenditure

ButheresinceBorrowing is less we diddirectly

Total Interest on General Borrowing 750000

120000 450000 180000

Purpose OA or Not Interest to be InterestchargedtoPll
capitalised

Building QA 168750

750000 4512001

Furniture Not a QA
82500

750000 2212001

0 Plantternaeus QA 337500
7500000 9042001

Factory QA 161250
750000 4312001

667500 82500



Total B c cap specific General A B

300000 667500

967500

Ques 12 UR

1 Data Bank loan fullyutilizedforqualifying Asset
Interest to be capitalised 480000 4000004730000 370000

60,00000 81 14 1912 u

Temporary
InvstIncome
Given

a Satya Bank Itd loan

Roughwork 201 Jut 192000

61 i4L Bar
workcap Alternateworking

Tsedforpyppose 6000000 81 2,1 80002QA
Not a QA Colstruction completed n

Int PIL by31 123 Total
48060 4i 10monthsInt cap

loan Purpose aA or not Interestap
Inttrf.toPll

DataBankloan ConstofNewBldg RA tomonths 370000 110000 Exp
30000 IncomeReferworkforce
net 80,000

SatyaBank loan Courtof NewBldg Q.A 10mouths 112000 22400
192000

24 10
m

192000 1244
2
DInterestAunt

192000
workingcap Nota one 57600

192000
24 1

m

482000 160000



Ques4 LDR As annual CapRate isasked i Courtstartdate of 1ˢDtec is not
relevant

Roughwork

Corporate Deposit Oveddraft loan

20lakhs 9 12months
2

400000 800000
4

April to Feb March
11months Cimonth

to V

9 2m in
101 121 121

Step Calculation ofAnnual CapitalisationRate

TotalInterest weightedAvg 100

TotalBorrowings weightedAug wN2

226000

2433,334

100

9.29 p.aeapprox

WM TotalInterest weightedAug wN TotalBorrowings weightedAug
20,00000 9 1212 180000 2000,000 1212 20.00.000

Overdraft Overdraft

400000 107 9 12 30000 400000 9 12 300000

400000 121 212 8000 400000 212 66667

800000 121
1 12 8000 800000 1 12 66667

226000 24.33.334



Ques13 UR

special points for this ques
It in ques planned expenditure actualexpenditure both are given then calculate

Borrowing cost as per actualexpenditure

If in any month we have surplus
funds there is no overdraftthat means

we have not taken loan i Ignore Int for thatmonthperiod

If any month our expenditure is suppose 100lakhs but loan is takenonlyof

70lakhs then interest will be capitalisedonly on to lakhs

If Int is calculated on monthly basis then compounding will beapplicable
i.e Int on Int

Totalexpenditure
Month Opening ActualExp Interest

Eye outstanding
for the month includingInteres

Oct2023 400,000 5000 405000

41 151 112

Nov2023 405000 795000 15000 1215000

405000 795000 151 1
12

Nosuspension
1215000Dec2023 15188 1230188

1215000 151 1
12

an2024 1230188 50000 Mit 1280188

ReferNote above

Feb2024 1280188 200000 17500 1497688
1280188 200000 15 421
14.00.000
ReferNote above

March2024 1497688 1200000 33721 2731409
1497688 1200000 151 1 12

Total B C 86409



Exchange loss on loan takenforQA in foreign currency

Eg Ak virtuals Indian o loan taken forQA 10000 USBank 51 pa
on 01041 1

Similar loan in India is provided 121p.a
ExchangeRate on 011041 1 70

ExchangeRate on 3131 2 75

In Int on foreign loan

loan on or on I 10000

Jut 51 onyrend 500 2751 37500 Capitalise

Exchangeloss on loan Amount 250,000

10000 7751 4 I701

Interest if loan was taken in Indian currency 84000

10000 70 700,000 121

Difference between Interest in India a Foreign
84000 37500 46500 Max Exloss that can be capitalised

Arey

Exloss 50000
c

46500 3500 Balance

chpitalise 11

Total capitalise Jut Floss 84000

7500 46500



Note If in above case there.is exchangegain then aboveconceptisnotapplicable
Directly tof that gain to PIL

Ques2 CPR E

Int on foreign loan
101 4 621

24.8 lakhs

Ex loss

101 62 56 I 60lakhs

Int onIndian loan

10 2561 1050 58.8 lakhs

Diff Btw India foreign Int
58.8 24.8 lakhs 34 lakhs Max Exloss that can be cap

Ex loss 60 lakhs

34 lakhs capitalise
Bal26 lakhs PIL

Total capitalise Jutonforeignloan Exloss

24 8lakhs f 34 lakhs

58.8lakhs


