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calculate borrowing cost to be capitalised (Exam question)

solution :-

1st point to remember : -

India Loan = (100000X75)X11% = 225,000 - maximum borrowing cost.

(104020)
-

and point :-

(31 .3 ·21) I
us roam = (100000x4%) x85 = 340000 "Balance

= 825000 - 340
,

000

= 485000

3rd point :-
-

Exchange Difference : - 100000 X 105)Borrowing cost
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= 100000 X 18
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BORROWINGS

-> Loan Cr. 25L

Example 2 :-

Loan taken from Donald Duck Bank 500000 I
Interest Rate = 4-25
Date ofloan = 104020

similar wan available in India & 10 .25%

Exchange Rate : 1 . 4 .20 : 15 = E70

31. 3 . 21 = 1$ = 2 T7

calculated the exchange difference that can be treated as borrowing cost

solution :-

If loan was taken in India :-

Interest = (500000XT0) x 10 .229 = 3587500

Actual interest on usI bar

1
↑

3 250/
Interest = (500

.

000 X4.25%) x 77 = 16
.

36250 adjustment scope

Exchange Difference

= 500000 (70-77)
1

= 35000001-
-
-

-
X Y

Borrowing Exchange Loss

Lost LeDr.) -> As-11

Fa5125t = 1548750
-
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General Borrowings Specie Borrowings

fa
↓

Borrowings that cannot be directly Borrowing for the purpose of
attributed for the acquisition/construction / acquiring/constructing/manufacturing
manufacturing of a QA. a QA-



228.

228. SOL

factory build. [ Loan factory build. specific Loan
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.

in= 10%
X forX X 11 = 10%

= 10.67.
Interest 502 =52 Interest (10%)
↓

weighted Average Specific Interest Rate will be used for
Interest Rate capitalisation

L = 5000.

000 Y IR = 10% = 500000 * Income from temporary investment of-

12 = 3000000 X IR = 12% = 360000 specific loan will be first deducted
- -

13 = 6000000 X IR= 19% = 660000 from the amount of interest and then
-

14 = 4000000 X IR = 10% = 400000 the balance interest will be capitalised
↑ &

18000000 1920000 to the cost of qualifying asset.& - -

WAIR = 1920000
-

18000000
--

WAIR = 10 . 67%

Example :-

Niharika Itdo wants to construct a factory building for E 15000000 · For this

purpose they used funds from the following borrowings :-

1 Bank Can-SB1 - 7500
.

000 af 11%
2. 9% Debentures - 5000000

& ↑

3. Baul Loan-HDFL - 10000000& 8 .St.
-

4: Public Deposits - 5000000 89 .57.
-

calculate the borrowing cost to be capitalised.

solution : -

Borrowing cost to be capitalised
= Expenditure on QA X Weighted Average Interest Rale
= 15000000 X WAIR

- ↑

= 15000000 X 9045%
-

= 1417508 capitalisedI added to the cost of QA.
-

WXU WXH W XU wXU
↓ to ↓ ↓

Weighted Average Interest Rate = 75tX 11% + 50(x9%+ 100LX8 .5% + 501X9-57

27st

B1 = 7500000 x 11% = 825000 ↑

Ba = 5000000 Xa% = 450000 zu
&

B3 = 10000000 X 8. 5% = 850000
Bl = -000000X 9 . 5% & 475000

&
&

27500000



2600000
-

= 2600000
-

27500000
-

·

= 9045%

What amount of interest will be debited to PC1 -

= 2600000 - 1417500
1 -

= 1182500
-

Example : -

Shipraltdo wants to construct a Qualifying Asset.

Cost = 27500000

For this purpose it took a specific loan of 1000000088 . 5% p .a.

It also has other general loans which are as follows :-

1 Bank Can-SB1 - 7500
.

000 af 11%
2. 9% Debentures - 5000000

& ↑

3. Baul Loan-HDFL - 10000000& 8 .St.
-

4: Public Deposits - 5000000 8 9 .57.

calculate the amount of borrowing cost to be capitalised-

solution :-

Borrowing cost to be capitalised :

Expenditure incurred on QAx Interest Rate

Total cost < 27500000
...

specific loan = 10000000 X (SIR) 8. 5% - 250000
- 11

General Loan = 17500000 X (WAIR) 9045% I 1653758
↑ - 1

↓ 2503750
1

calculated
in previous
example-

Interest debited to PCL = 2600
.

000 - 1653.750 = 946250/-



Example 3 : -

shok Itdo wants to construct a Qualifying Asset.

Cost = 27500000

For thispurpose it took a specific loan of 10000000& 8 . 5% p .a .

It also has other general loans which are as follows :-

1 Bank Can-SB1 - 7500
.

000 af 11%
2. 9% Debentures - 5000000

3. Baul Loan-HDFL - 10000000& 8 .St.
---

4: Public Deposits - 5000000 &9 .57.
-

specific borrowings were temp. invested for 3 months and an income

of 350
,

000 wasearned from the same.

General borrowings were also invested for 4 months and an income

of 400,000 was earned from the same.

calculate the amount of borrowing cost to be capitalised-

solution : -

Borrowing cost to be capitalised :

Expenditure on Qualifying Asset X Interest Rate

Total expenditure = 27500,000
F ↑ -

I specific loan = 10000000 X 8. 5% = 250000
-

less : Income from temporary investment
= 2000
-0000

2. General Loan = 17500000 X 9045% = 1653750
-- S

# ↑

A = 2.751) · Int = 26L

= 26/2:75

= 9045T

Total Interest to be capitalised = 2153750

NOTE: Income from temporary investment of general borrowing-

wi
·

Il not be deducted from the total interest on general borrowing.
It will simply be credited to Peak

Interest debited to PCLalc = 26
,

00000 - 1653750 946250 - Dr . P& L
1

=

-
-
-


