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AS-16: BORROWING COSTS 
 

BORROWING COST 
 
Meaning: These are the Interest and other costs incurred by an enterprise in connection 
with the borrowing of Funds. 
 
It includes the following: 
✓ Interest & other related Bank costs 
✓ Amortisation of premium or discount related to borrowing 
✓ Amortisation of Ancillary costs incurred 
✓ Exchange Differences (Interest on Local borrowings – Interest on Foreign Borrowings) 
 

RECOGNITION CRITERIA 
 

Qualifying 
Asset 

Takes substantial period of time to get ready for 
use or sale [> 12 months] 

Capitalise 

Others Ready for intended use when acquired P&L A/c 
 
  

As 10 - PPE self Constructed Asset : DA-AS16 Int capitalise
A-S. 26 + IT A internallygenerated > QA-H-

As 2 - Inventory < QA + +-

As19 - Lease > &A + Yi-

- ~
P2L but in

Loan ·some case

Capitalise

↳
Dehn issue

FV 100 IP 95 DISC E5

Debn Redeem
↑

-> processing Fees FV 100 Redeem E102 Prem .
E2

Depe LOSS On FOD ET

underwriter
,

Investment BankerFee

As 11

Due to and foreign currencyfluctuation

Borrowing cost

QA X

Y

Example :- As10 ~ office. Bldg : purchase 1 yes i DA-X

> construct CYCS-
/

[substantial periods " @Av

: Panel > Yes . > &A X

camera .

"Purchase

mig

As 2 ~ Patent Research PGLAC.
V

Development & substancial +Av

period

As 2 · Enventory · Ready to sale , substantial
period EX:-wine

purchase - for sale

produce - for sale n
purchase + for consumption

in process of production
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COMMENCEMENT OF CAPITALISATION 
 
When all these conditions are satisfied: 
a) Expenditure incurred on Acquisition, construction or Production of Qualifying Asset 
b) Borrowing costs incurred 
c) Activities are in Progress 
  

Loan Reliance ES/Debn Investment > property
Invest DA Xi AS13 ↳ cost - As 10

↳ AsI6 Borrowing cost

Capitalis - If
Borrowing Sust Ka & A

Kab start honga ite kab main use

asset+ Karna Start

2 Karunga
-

-
-

I
==

3 Related to
= - =

, 2

Loan Liya - Expenditure Incurred : Land purchased for

↓ G Office Bldg

Borrowing cost, Capitalised in office Building
·

3 construction activities
start

Invest
Reg Edtech put . Itd & GRR Infra put. Itd

E utiliseLoan Liya E5ocr

Bank Dr.50 ir s construction of Office Bidg
toLoan 50cr QAv

Int: A Dr. 52r
RRg Loan v

O Bank A 5Cr
Invest

PLLAC Dr . 5 Cr Expenditure. X

To Int AC Scr :
. cannot capitalise
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TYPES OF ELIGIBLE BORROWING COSTS 
 
Borrowing Costs eligible for Capitalisation: 
a) Specific Borrowing Costs [Actual Borrowing Cost – Interest from Temporary Investment] 
b) General Borrowing Costs 
 

STEPS FOR CAPITALISATION 
 
Step 1: Compute Weighted Average Expenditure [Expenditure x Period] 
 
Step 2: Compute Average Interest rate (capitalization Rate) for other than Specific 

Borrowings [In case of more than one General Borrowings] 
 

Step 3: Compute amount to be capitalized 
a) Use Specific borrowing first [Expenditure on specific borrowings x Interest rate] 
b) Use General Borrowings for balance [Balance Expenditure x Capitalization rate] 
Notes: 
✓ Amount capitalized cannot exceed Borrowing Costs 
✓ Apply Different rates for all specific borrowings 
✓ Apply Single rate for General Borrowing 
 

Computation of Total Cost of Asset 
Cost of Asset - 
Add: Interest to be capitalized as per AS 16 - 

Total cost of Asset - 
 
  

8:59p
8.75Cr # 0 . 25cr

Capitalisation Rafe/WACC

Example : - specific Borrowing
> FD . < eSyp.a = Int Reed for Im

YeguruklL Office Bidg construct 1GA- 82
.5 (8

↳ Loan E500r e 10% p.a taken on alol 24

Date Amt. of Expenditure , full amount wasRepaid on 3010912.5

2102124 15 cr 01102
.
124 = 30106125 = 17 month

011 0712.4 10CV 0107124 - 30106125 = 12month

31112.124 20Cr 31112124 + 30106125 = Granth

31103125 5Cr
31103/2.5- 3006/2.5 = 3month

30106125 , Bldg Ready to use

01102124 0110712.
4 31112124 31103125

·

01101124
1598 locr 20cr 5cr 30109125

15Cr X 10% /12 x 17 + 2. 125

Tot Interest = 50cr .
X 10% X21 i.e 8 .75/8

locr X 10% /12 x 12 + 1
12

E) Income on Temporary investment 0 . 25cr 20(vX 101/12X6 + 1

8. .50 [V 510 x 10% /12 X 3 + 0 . 125 4 .250

7) Capitalise (office Bldg cost +] 4.25 /V

P2L(Balfig) 4 : 25 cu
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Example 2i-general Borrowing
Took Total 150cr Loan & HDFC 75CU e 10% p.

a

Bank AC Dr. 158

on 0110112.
4 , Axis 25cre 11% p .a 3 To Loan from HDFC 75

Repay x ~ ICICT 50cre 12% p. a TO - Axis 25

TO 11- ICICI 58

construction of office Blog 500

Date Amt. of Expenditure
2102124 15 cr 01102

.
124 = 30106125 = 17 month

011 0712.4 10CV 0107124 - 30106125 = 12month

31112.124 20Cr 31112124 + 30106125 = Granth

31103125 5Cr
31103/2.5- 30106125 = 3month

30106125 , Bldg Ready to use

01102124 0107/24 31112124 31103125
·

01101124
1598 locr 20cr 5cr 31112125

Total Interest1 750r X 10% /12 X 24 S 15 Cr
kIACR = 32.5 Cr i . e 16-2

.
5 er X 100

25(rX. 11% /12 X 24 > 5. 5C 2 150Cr

500 X 12% /12 X 24 > 12CV i.e 10 . 83 % p .9

32: 5cr

E Borrowing cost to be capitalised ! 4. G 15cr x 10 . 83% /12 x 17 + 2. 301375

locr X 10 . 83%. /12 X12 + 1 . 083

PLLATE 27 . 92V
20(v X 10 . 83% /12 X6 + 1083

510 x 10 .83 % /12 x 3 + 0.13537.5

4. 60275

= 4 . 60
Example 3i-general Borrowing
Took Total 150cr Loan & HDFC 75CU e 10% p.

a

Bank AC Dr. 158

on 0110112.
4 , Axis 25r & 11% p .a 3 To Loan from HDFC 75

Repay x ~ ICICT 50cre 12% p. a TO - Axis 25

[30109124] TO 11- ICICI 58

construction of office Bldg 45cr

Date Amt. of Expenditure
2102124 15 cr 01102

.
124 : 31112124 11m

011 0712.4 10CV 01107124 - 31112124 SM

30109124 20Cr 3010912
.4
-> 31112124 3M

· 131112124 Ready to use

>
IACR = 11 .75

25 + 2.5 +50x3/12]:
5x100 :e 10 . 44 %

Total Interest

car500 X
. 12% 12 X

. 3 <1 .522

11 . 75 cr

# Borrowing cost capitalised 2. 48CV
15cr X 10 . 44% /12 X 11 + 1 . 4355

PALAC 9 - 27 locr X 10 . 44% /12x6 + 0 .522

24795
2020 x 10 . 44% /12 X 3 + 0 . 522
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Illustration2

New Building construction allo : start

specifion Loan El ,00, 000 01101121 at interest Rate 10 %

general Loan 1 E5, 00 , 000 op . OIS +- 11 %

2 E9.00 , 000 op. OIS - 13%

Date of Expenditure Date of completion month Amount specific Loan general Loan

0101121 3) 11 12121 12m 2.80 : 000 1 , 00,000 1 , 00
, 008

01104/21 31112121 am 2..50 , 800 - 2:50 ,000

01107121 3171212
.

! GM 4 , 50 , 000 - 4 , 50 . 000

01112121 311/2)21 Im 1 :20 , 000 - 1 , 20
,
000

10 , 20,000

cal of Amount to be capitalised *

specific Loan ~ 1 , 00 , 000 .
X

.
10% X

.
12/12 I 10 ,000

general Loan · 1 : 00 , 000 x 12-29% /12 x 12 ie 12 :
2

.
90

1000000. 12112 = 100000 2.50, 000 x 12 . 29 % /12. X9 : .2 23 :043. 75

250000x9/12 = 187508 4 , 50 , 000 x 12 . 29% /12 X6 i : e 67 ,
652 · 58

450000x6112 = 225000 1
, 20 , 000 x 12 . 29% /12 X 1 i . e 1,2

.
29 = 64 ,

215. 2.5

120000 X 1/12 = 10000 522500 x 12. 29 %

capitalise 74, 215. 25

Building As Dr. 10 , 20 , 000 Building All DV. 74 , 215. 25

Borrowing cost Al Dr. . 182 ,000 : PGL Al Dr . 1 . 07
, 784 . 75

&

/

/

FO BADK AC 12
,
02 , 000 To Borrowing Cust- Al 1 , 82,000

(1(x 10% + 52x 11 %. + 91 .X 13%]

WNI-cal of weighted ang : Capitalisation Rate = 5,00 , 000 X 11 % x1212 + 9 , 00 , 000 X 13 %X12112

14 , 00 , 000 X100
&

= 55, 000 + 1
, 17 ,000x100

14 , 00 , 000

= 12. 2
. 88 % or 12 . 29 %
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CQ6

Interest on Inter Corporate Deposit = 201X 9 % x12112 + El , 80,000

Interest on OID I 4, 00 , 000 X. 10% X
. 9/12 i . e [..

30
,
000

+ 4, 00 , 000 X 12% X2/12 le 8 , 000 E

+ 8, 00 , 000 X
. 12% X /12 i .e 8, 00046 ,000

Loan 01103 E8L

-L

F
& 12 %

> 8) &

8:104/21 01161122 31183/2.
2

Interest Rest

Capital Rate = 1.,80, 000 + 46
, 000

X 100

2.0, 00 , 000 + 400000X !! + 800000x1

12 12

% . e
. 2 : 26 , 000 i .e 9 . 29 %

↑

X 100
24 , 33 : 333
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SUSPENSION OF CAPITALISATION 
 
Suspend capitalization when active development interrupted  
 
Exceptions:  
a) Substantial technical or admin work carried out 
b) Temporary delay on part of progress 
c) Unavoidable reasons, etc. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  

For some temporary capitalisation
has stopped and will resume in future

↳ Reason, something abnormally

Int . cost [12L

01101124 01104124 30104124 81107/24 31107124 31112124

Bridge complete
contruction Y W

Start v Employee Heavy rainfall
union
strike 1/

construction
L Stop

construction
Every year

stop

: Capitalisa ~ olloli24 to 31103124 3M v : out of 12m

suspense, 0ll4124 to 30104124 Im ↳ line - EllL

capitalise , Oll05124 to 31112124 8M- 4 Im - 11 PALAC
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CESSATION OF CAPITALISATION 
 
✓ Normal Case: Cease capitalization when substantially all the activities are complete 
✓ Construction in Parts: Cease Capitalization when complete part is capable of being used 

while construction continues for the other parts. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

DISCLOSURE REQUIREMENTS 
 
Kya राजा ! Ab Disclose कर ले ? 
✓ Accounting Policies adopted for borrowing costs 
✓ Amount of borrowing costs capitalized during the period 

capitalisation will stop
↑

permanently

↑

-

Decoration
>

> 0104121
Int capitalise

& 30111121

31185/22
construction construction
start

complete

-/

substancially all activities

are complete
vegurukul

Y

Land purchase

construct a Bidg
3 for office use

Th T2 T3 T4

Y

Each tower can be used after its completion and

is not dependent on other tower
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POII

Loan ant > E200L

Int on Loan I30L (2001 x 15%]

Phasel Phase 2 Phase 3 Phase 4 Total

Tot. Expenditure 34L 64L 55L 68L 221L

Allocated Int. 4 . 62L 8.69L 7 . 47L 9.22L 30L

130x4) (0x (0x ( 302X68 I-221

Int-capitalise 2 . 31L 4.345L 7 .47L 9.222 23 - 345L

> PGLAK 2. 31L 4 . 345L -
- 6 . 655L
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1915

201 period

Date of Expenditure Expenditure SB 9B SB 9B

01104121 10 ,00
, 000 10L - 12m -

01108121 24 , 00 , 000 IOL 142 i2m 8m

01101122 4, 00 , 008 - 4↳ - 3m

SB C 201 + 01104121

> 101 use 0 1104121

- Int for unused period - capitalise v

Idle IOL
01108121

SB 1 koi our purpose X use

202X 10% 12l

142 x 12% x 8/12 & 1 . 12L

4)L X 12% x 3112 & 0 - 12L

3 . 24L


