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Question #1 ILL1 SMICAI

ABC Ltd. has taken a loan of USD 20,000 on April 1, 20X1 for constructing a plant at an
interest rate of 5% per annum payable on annual basis.
On April 1, 20X1, the exchange rate between the currencies i.e USD Vs INR was X 45 per USD.
The exchange rate on the reporting date i.e March 31,20X2 is X 48 per USD.
The corresponding amount could have been borrowed by ABC Ltd from State bank of India in
local currency at an interest rate of 11 % per annum as on April 1, 20X1.
Compute the borrowing cost to be capitalized for the construction of plant by ABC
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Question # 2
Sun Co-operative Society Ltd. has borrowed a sum of US§1 2.50 million at the
commencement of the financial year 2016-2017 for its solar energy project at LIBOR (London

Interbank Offered Rate) o 4%. The interest is payable at the end of the respective
financial year. The loan was availed at the then rate of X 45 to the US dollar while the rate as
on 31st March, 2017 is X 48 to the US dollar. Had Sun Co- oI erative Society Ltd. borrowed the

Rupee equivalent in India, the interest would have bee

You are required to compute '‘Borrowing Cost'’. Also show the amount of exchange difference
as per prevailing Ind AS.

Question # 3 ILL7 SM ICAI

Alpha Ltd on 1st April 20X1 borrowed 9% % 30,00,000 to finance the construction of two
qualifying assets. Construction started on 1st Aprmm .

The loan facility was availed on 1st April 20X1 and was utilized as follows with remaining
funds invested temporarily a!

FACTORY BUILDING OFFICE BUILDING
1st April 20X1 7 5,00,000 10,00,000
1st October 20X1 5,00,000 10,00,000

Calculate the cost of the asset and the borrowing cost to be capitalized.
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Question #4 ILL9 SMICAI
Beta Ltd had the following loans in place at the end of 31 st March 20X2:
LOAN 1st April 20X1 (“000) 31st March 20X2 (‘000)
18% Bank Loan 1,000 1,000
16% Term Loan 3,000 3,000
14% Debentures - 2,000

14% debenture was issued struction of Office building on 1st July 20X1 but the
development activities et to be started. -

On 1st April 20X1, Beta ltd began the construction of a Plant being qualifying asset

using the existing borrowings. Expenditure drawn down for the ConstruWO
on 1st Ame%o,ooo on 1stJanuary 20X2

Required: Calculate the mg cost that can be capitalised for the plant.
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Question #5 ILL 10 SM ICAI

X Ltd is commencing a hew construction project, which is to be financed by borrowing.
The key dates are as follows:

1. 15 May 20X1: Loan interest relating to the project starts to be incurred

2.June 20X1 : Technical site planning commences

3. 19 June 20X1 : Expenditure on the project started to be incurred

4.18 July 20X1 : Construction work commences ldentify commencement date u%’

LD\%'¥“°\
| Question#6 ______ _____ _TYKQ2SM___

X Limited has a treasury department that arranges funds for all the requirements of the
Company including funds for working capital and expansion programs. During the year endedgd
March 31, 20X2, the Company commenced the construction of a qualifying asset and
incurred folH/v-ing expenses:

DATE Amount (%)

July 1, 20X1 2,50,000 , -
December 1, 20X1 3,00,000

The details of borrowings and interest thereon are as under:

Particulars Average Balance Interest (%)
Long term loan @ 10% 10,00,00© \ s
. . — ——
Working capital loan 5,00,000 — 65,000~
15,00,000_~ 1,65,000 /
= J

Compute the borrowing costs that need to be capitalised
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Question# 7

X Limited began construction of a new plant on 1st April 2016 and obtained a special loan of
% 8 lakhs to finance the construction of the plant. The rate of interest on loan was 10 per cent
perannum.

The expenditure that was made on the project of plant construction was as follows:

—Z% e

1-4-2016 10,00,000 < > L N
1-8-2016 24,00,000 1 % SO =
1-1-2017 4,00,000 — 7

— -

The Company's other outstanding non-specific loan wasiX 46,00,000 atjan interest of 1
percent per annum.
—_—

The construction of the plant was completed on 31-3-2017.
You are required to calculate the amount of interest to be capitalized as per the provision of
Ind AS 23 of the borrowing cost (including cost).
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(Question#s X\ Noy ®- 1vKQ.4SMICAl

K limited began construction of a new building at an estimated cost of ¥7,00,000 on 1st April,
2017. To finance the construction of a new building it obtained a specific loan of ¥2,00,000
from a financial institution at an interest rate of 9% per annum.

Amount Rate of Interest per annum

7,00,000 12% 'l( -

9,00,000 11%

The expenditure on construction was.

Date Amount

ApriL2017  \o v $1,50,000 ——b &' - S &,% \® ™ -
August,2017 32,00,000 // C—>'\N\

October,2017  lon % 3,50,000 '
January,2018 \"W\ 1,00,000

The construction of building was completed on 31st January, 2018.

Following the provisions of Ind AS 23 calculate the @mount of interé€st to be capitalised and

: L
pass necessary journal entry for capitalizing the cost an O costinrespect of the
building as on 31stJanuary, 2018. )
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Question#9 TYKQ.5SM, SIMILAR TO SEPT 25
On 1st April, 2011, entity A contracted for construction of a building for 22,00,000. The land
under the building is regarded as a’separate assegnd is not part of the qualifying assets. The
building was completed at the end of March, 2012 and during the period following payments
were made to the contractor as under:

Payment date Amount(000)

1 April,2011 oS 2000 D S .
30" June,2011 .~ 600 , >—1——> =L £9 e
37 December,2011 __— 1,200 e~ L &P
31%March,2011 , _~ 200 oLy DOS0B:

Total - 2,200

Entity A’s borrowings at this year-end of 31st March, 2012 were as follows
(a) 10%, 4-year note with simple interest payable annually, which relates s secuflcally tothe

project; debt outstanding on 31st March, 2012 amounted to ¥ 7 00 000. Interest of } §
was incurred on these borrowings during the year and interest income o‘as earned

_— —
on these funds while they held in anticipation of payments.
P ——

(b) 12.5%, 10-year note with simple interest payable annually, debt outstanding at 1st April,

——

2011 amounted to ¥ 10,00,000 and remained unchanged(during the year.
e —— = —_—

(c) 10%, 10- -year nowple interest payable annually, debt outstanding at 1st April,

2017 amounted 10 2 15,00,000 and remained unchanged during the year. What amount of
borrowing cost can italised at year end as per relevant Ind AS?
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Question #10 TYK Q.3 SM, SIMILARTO MAY 19 (8 MARKS)
An entity constructs a new head office building commencing on 1st September 20X1, which
continues till §1st December 20XT Directly attributable expenditure at the beginning of the
month on this asset are ¥ 100,000 in September 20X1 and X 250,000 in each of the months of
October to December 20X1.

The entity has not taken any specific borrowings to finance the construction of the asset, but

has incurred finance costs on its general borrowings during the construction period. During

Calculate the capitalization rate for computation of borrowing cost in accordance with Ind AS
23 ‘Borrowing Costs’.
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Question# 18

X LTD commenced the construction a plant (qualifying asset) © timated tocost 10
crores. For this purpose, X has not raised any specific borrowings, rather it inm
géﬁa_rgl borrowings, which have a weighted average cost of 11%. Total borrgwinag costs
incurred during the period, viz., 1 September, 20X1 to 31 March, 20X2 we

The other relevant details are as follows:

D—

Month Cost of construction Accrued éasioutflo@(paid in
- T advance at the start of each

maqnth)

Sept 1.50 F ™ 3.00

Oct 0.50 TN 1.70

Nov 1.50 ™ 2.50

Dec 0.50 (AN ON -

Jan 1.80 YN 1.00

Feb 0.70 2w -

Mar 3.00 \ e 1.50

Based on the above information, discuss the treatment of borrowing cost as per cash outflow
basis and accrual basis and also suggest the appropriate amount of interest that ‘

capitalised to the cost of the plant in the financial statements f

ended 31 March, 20X2?
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Question # 20 RTO wosg 1+ PRACTICEQ.5 SMICAI
LT Ltd. is in the process of constructing a building. The construction process is expected to
take about 18 months from 1st January 20X1 to 30th June 20X2. The building meets the
definition of a qualifying asset. LT Ltd. incurs the following expenditure for the construction:
1January, 20X1 (lo~f\) | 5crores oo = =,
30 June, 20X1  (\\~\1") | 20crores v | = K-

1 March, 20X2 (\\—\1) | 20 croresx—" | > S "W
U1130June, 20X2  Q-\%) | 5omqres . — > O™
On 1 July 20X1, LT Ltd. issue 1,0%\Redeemable Debentures of 50 crores. The proceeds from
the debentures form part of th mpany's general borrowings, which it uses to finance the
construction of the qualifying asset, ie, the building. LT Ltd. had no borrowings (general or
specific) bmmy 20X1 and did not incur any borrowing costs before that date. LT Ltd.
incurred 25 crores of construction costs before obtaining general borrowings on 1 July 20X1
(pre- borrowmg expenditure) and 25 crores after obtaining the general borrowings (post-
borrowi ing expenditure).
For each of the financial years ended 31 March 20X1, 20X2 and 20X3, calculate the borrowing
costthat LT Ltd. is permitted to@ﬁijzaas a part of the building cost.
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Question #17 SIMILARTO MAY 22, PRACTICE Q. 2 SMICAI
Nikka Limited has obtained a term loan .@ or a complete renovation and

modernisation of its Factory on 1st April, 20XT. Plant and Machinery was acquired under the
modernisation scheme and installation was completed on 30th April, 20X2. An expenditure of
510 lacs was incurred on installation of Plant and Machinery, 54 lacs has been advanced to
suppli_eﬁ_fo/radditional assets (acquired on 25th April, 20X1) which were als&installed on
30th April, 20X2 and the balance loan of ¥ 56 lacs has béen used for working capital
purposes. Management of Nikka Limited considers the 12 months period as substantial
period of time to get the asset ready for its intended use.

The company has paid total interest fX68.20 lacs during financial year 20X1-20X2 on the
above loan. The accountant seeks your advice how to account for the interest St paid in the
books of accounts. Will your answer be different, if the he whole process of renovation and
mod.emzannn gets com pleted by(28th Eebruaryi, 20_?_5
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Question# 19

PRACTICE Q. 4 SM ICAI

Harish Construction Company is constructing a huge building project consisting of <N\
ptja\sia_s' It is expected that the full building will be constructed over several years but Phase | L'gﬂ)_
and Phase Il of the building will be operatlonal as soon as they are completed.
Following is the detail of the work done on different phases of the building during the current
year:
P PHASE| PHASE I PHASE IlI PHASE IV

Cash expenditure 10 30 25 — 30 —

Building purchased .~ 24 . 34 «~” 30 — 38 —

Total expenditure 34 64 55 68

Total expenditure of all phases (52'21ﬁ

Loan taken @ 15% at the beginning 200

of the year - —
After taking\s—ubstantial period of construction, at the mid of the current year, Phase | and
Phasg Il have become operational. -
Find out the total amount to be capitalized and to be expensed during the year.
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Fee Ltd. borrows a sum of X 20 crore from Coffee Ltd , repayable as a single bullet payment at
the end of 5 years. The interest thereon @ 5% p.& payable at yearly rests. Since the market
rate is 8%, Fee Ltd. paid an origination fee o@» res to Coffee Ltd. to compensate

Coffee Ltd. for the lower rate of interest, Apart from the above, there are no other transactions

between the two parties.
You are required to show the value at whi¢h Coffee Ltd., would recognize the loan and the

annual interest thereon.
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Question # 16 PRACTICE Q.1 SM ICAI

Examine how will you capitalise the interest, when qualifying assets are funded by borrowings
in the nature bonds that are issued discount.

Y Ltd. issued at the start of year 1, 10°/<Tnt—érest paid annﬁlﬂ.and having maturity period of 4
years) bonds with a face value of ¥ 2,00,000 at a discount of 10% to finance a quali—fying asset
which is ready for intended use at the end of year 2.

Compute the amount of borrowing costs to be capitalized if the company amortizes discount
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Question # 22 PRACTICE Q. 6 SM ICAI
In a group with Parent Company “i”’there are 3 subsidiaries with following business:
“A” — Real Estate Company e
“B” — Construction Company =~ A —
“ » ~ p——= N

C” - Finance Company A %"’ \é .

* Parent Company has no operating activities of its own but performs management functions
for its subsidiaries. )
* Financing activities and cash magnagement in the group entrally.
* Finance Company is a vehicle used by the group solely for raising finance.

* All entities in the group prepare Ind AS financial statements.

« The following information is relevant for the current reporting period 20X1-20X2:

Real Estate Company \,[\

* Borrowings of ¥ 10,00,000 with an interest rate of 7% p.a.

* Expenditures on qualifying assets during the period amounted to X 15,40,000.

— e
¢ All construction works were performed by Construction Company. Amounts invoiced to

Real Estate Company included 10% profit margm A -

Construction Company \5
* No borrowings during the period.
SRS
* Financed X 10,00,000 of expenditures on qualifying assets using its own cash resources.

— -

Finance Company C.
* Raised X 20 00,000 at 7% p.a. externM\d issued &loan to Parent Company for general

corporate purposes at the rate of 8%.
". O ———

Parent Company
* Used loan from Finance Company to acquire a new subsidiary.
* No qualifying assets apart from those in Real Estate Company and Construction Company. 4




* Parent Company did not issue any loans to other entities during the period.
e Whatis the amoty:l.t.gborrowmg costs eltglble for capitalisation in the financial statements
of each of the@our entitigs for the current reporting period 20X1-20X2?

Answer:

Following is the treatment as per Ind AS 23: ,
Finance Company i
No expenditure on qualifying assets have been incurred, so Finance Company cannot veo

capitalise anything.

Real Estate Company

Total interest costs in the financial statements of Real Estate Company is ¥ 70,000.
Expenditures on qualifying assets exceed total borrowings, so the total amount of interest
can be capitalised.

Construction Company
No interest expense has been incurred, so Construction Company cannot capitalise
anything.

Consolidated financial statements of Parent Company:

Total general borrowings of the group: ¥ 10,00,000 + % 20,00,000 =%30,00,000
Although Parent Company used proceeds from loan to acquire a subsidiary, this loan
cannot be excluded from the pool of general borrowings.

Total interest expenditures for the group =% 30,00,000 x 7% =% 2,10,000

Total expenditures on qualifying assets for the group are added up. Profit margin
charged by Construction Company to Real Estate Company is eliminated:

Real Estate Company - 15,40,000/1.1 =% 14,00,000

Construction Co-3%10,00,000

Total consolidated expenditures on qualifying assets:

% (14,00,000 +10,00,000) =X 24,00,000

Capitalisation rate = 7%

Borrowing costs eligible for capitalisation =¥ 24,00,000 x 7% =% 1,68,000

Total interest expenditures of the group are higher than borrowing costs eligible for
capitalisation calculated based on the actual expenditures incurred on the qualifying
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