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As 16-Borrowing Cost (Summary Notel)
⑪ Borrowing cost means any cost to beincurred in arrangement ofFunds.

2) Borrowing Cost Exclusively ConsistOF :

9) Interest Cost (including Dividend on Pref. Shares)
6) Amortised part of Ancillary Charger Such
as Stampanty , processing Fees

, Legal Change
Brokerage etc.

Ex: -Loan taken from Bank Solan . & 10 % Pa .

processing charges & Other Legal Charges
are 2· Loan Term = 10 yes.

Interest cost = 500,000-> BC

Processing & Other Charges = 000 = 1000

cametised part) p . a

BC
Refer 2107

I Amortised part of Discount on issue (or)
premium o Redemption of Debentures .I

Interest)
d) Finance Charges Under Finance Lease For

u
Lessee (As 19) Loan
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e) Exchange Loss in Case of Freign Currency
Loan tothe extent ofSaving in Interest

cost
. -> Lower of (i) Exchange Loss

Carl
(ii) Saving of Interest
due to FC Loan

-
-

-- --

oution

Only For Understanding (OFU)

114122 Bank of Dr. 4063000

To #C Loan 40630,00
($50000 X 81 .26)

31/3123 Interest Cost Dr. 169148

To FcLoan/Bank 169140

($50000 x 4% = $2000 x 84 .5)

31/3/23 Exchange Loss all Dr. 165500

(As 11) To Ec Loan 165550

[$50000 x (84 ·57 - 81 . 26)]
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Calculation of Total Borrowing Cost (AS16)

#epti- Calculate actual Interest on Ec Loan

9) 50000 x4 % x 84 .57 = 169140-
This is 1st Borrowing Cost .

#ep2 :- Calculate Saving in Interest due to
Ec Loan

Enterent in E Loan =7 ($5,000 x 81 . 26) x 10 .5%

=
-

2) actual Interest = 169 . 40

Savingstat

#epsituatEno - 8 . 25) = 165500

D....

#U :-BC also includes Ex . Loss to the extent
of InterentSaving

Lower or a) BC = 165560

2)Saving 2575
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2nd Bc = 165500

Hence
,

Total BC = 169140 + 165500

= 334640/

OFU :- Enterest Cost al Dr . 165500
To Ex . Loss al 165500

3) Treatment Of BorrowingCost
First of all

,

we have to Understand "Qualitying
Asset"
-> Any Asset that takes "Substantial Time"

to get ready For Use or Sale
↓ ↓
PRE Inventory

Substantial time generally Covers 12 months o

more
,
however a period of less than 12 months

Can also be substantial based on entity's Judgement.

Examples :- Building Construction / Factory Development
Pam Installation if taken Subst.Time
(power plants)

Liquiour/air craft/ships
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If Barrowed Ant (Loan Anel) is utilized in
Acquisition /Construction / Production

of Qualifying Asset
,
then BC shall be

Capitalised in Such &A.

En all other Cases
,

BC shall be transfer to
Par

.

TournalEntry

If Capitalised => Assetak DV .

To InterestCost

If travefer to => PE1ak Dr .
Pat To Interest Cost

4) Types of Barrowings and BorrowingCosts

a) Specific Barrowing : - It is taken For A/IP
of specific Qualifying Asset

6) General Borrowing :
- NotFor

any specific

Use/Asset, ie End Use is not Fixed.

#Can be utilizedFor Multiple purpose .
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Specific Borrowing Cost
cost shall beCapitalised toSpecificBorowiyneed
an following Capitalisation

period ! -

Date of Ast Date of

Expenditure Completion of
on GA to Asset

CORI (OR)
Date of Loan Date of Loan

Repayment(Whichever is later) (whichever is
earlier

Investment ofAnyIncomeFrom Temporaryshall be decrea
From total Borrowing cost before Capitalisation.

---

Exp . [-
w

-

-

oution Specif Barrowing cost shall be Capitalised
For 10 months (Capitalisation Period) an under : -

BC to be Capitalised = 2500000 X 121 .X = 250000

Bc Charged to PM = Total BC - BC Capitalised
-300000 - 250000

= 50000
, 12 months
Interest
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Class Example :-what if in above Example 6
Unused Borrowed Funds of 10 ,00,000 were Invested
an istegune to Bust July & 6% Interest

.

pa .

Total BC = 30,0000

BC to be Capitalised = 255 000

[10 months)
2) Temp .

Inconce = (10000)
10

,
00

,
000X6 . 1 . X &

Net BC Capitalised240,000

BC(P2) = 300000-240,000 = 60
,

000

General BorrowingCost
General
Borrowing cost shall be Capitalised based on
Weighted Avg. Capitalisation Rate on each

Expenditure (date Wise) .

OCall are General Borrowings)
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Solution

Data000004101X1/12 = 200000

16 25,00,000 2500, 000 x 12% X 10/12 = 2500
,
00

&

· 112 30, 00, 000 30, 00,000 X 10 .51 .

X
General

Total BC incurred during the year
- X100WABR =

Total Barrowings Outstanding during(For General
Browing) The year /date WiseTime weight)

-55250000
= 10 . 918 % Pa .

Suppose
,
Expenditure on different Assets are

as Under
:

-

15 = Pam (PA) = 7 ,
50

.
000

118) Pam (21) = 525
,

000

3 o 1 = Furniture (NonGH) = 300,000
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1 Jan => Building Construction(2A) = 21 , 00 , 000

/March= Building Construction (GA) = 30 ,
00

,
000

Calculate BC to be Capitalised .

#ateParticularexpenditure waking Be Capitalised

115 Pam(2A) 75000750000X10 . 9181 · 75061
↑

X 11/12

118 Pam(2A) 525000 325000 x 10 . 916 % 38.213
.

X 8/12

1Jan Building (RA) 2100000 2100000 X 10 . 918% 57, 320
X 3112

/mar . Building (2A) 30 ,00. 000 30
,
00

,
000 x 10 .918 % C7295

&

X /12

BC Capitalised197
,

889

Bc(P21) = 555
,

000 - 197889 = 35711/-
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🔗

3) Important Points

9) Loan taken by Holding Co . and utilized in
Investment inShares of Subsidiary Co

.,

Subsidiary Co . Uses the money
to Invest

in its Qualifying Assets (Refer 2103)

↓ tr ↓
BOOKS OF Books of Book of

Holding C. Sudos . Co
. Gup Co.

↓ ↓ Comolidation
There isNo

BC Charged to such BC Since the end
Par because Use Of Loan
Investment in is in G . A.

Shares is not ↓
2 A Hence BC Shall

be Capitalised

6) How to Calculate BC to be Capitalised ?

I
↓

Specific General
↓

expenditure
X Rate X Capitalisation

period Date wise
X WABRYT. W.

expect
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1) InCase of General Borrowings :-

I
↓ ↓
Total General Borrowings Total General Borrowing
are more than Total are less than
Expenditures Total Expenditure

↓ ↓
No need to Calculate

Capitalise BC based
WABR

On WABR

&
Allocate Total BC

(Refer 2203 ,
2204 in the Natio of

Ex : 10 Expenditures

(Refer 2206)
2205

4)
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6) Capitalisation of BorrowingCost

Refer 2102

Refer 2101


