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IND AS 23 
Para Added 

OTHER RELEVANT CONCEPTS 

Dividends payable on shares classified as financial liabilities 

An entity might finance its operations in whole or in part by the issue of preference shares and in 
some circumstances these will be classified as financial liabilities (as per Ind AS 32). Dividends payable 
on these instruments would meet the definition of borrowing costs, subject to the fulfillment of 
certain conditions. 

Example 7 

An entity might have funded the development of a qualifying asset by issuing redeemable preference 
shares that are redeemable at the option of the holder and so are classified as financial liabilities 
under Ind AS 32. In this case, dividend would be treated as interest and meet the definition of 
borrowing costs and so should be capitalised following the principles  on specific borrowings as 
discussed in a separate section 4.5.1.1 above. 

Para Added 

Capitalising borrowing cost in group financial statements 

 There may be a situation when the borrowings are taken by one company and qualifying asset 
is developed by another company within a group. 

 It may be appropriate to capitalise interest in the group financial statements on borrowings 
that appear in the financial statements of a different group entity from that carrying out the 
development. 

 Based on the underlying principle of Ind AS 23, capitalisation in such circumstances would 
only be appropriate if the amount capitalised fairly reflected the interest cost of the group on 
borrowings from third parties that could have been avoided if the expenditure on the 
qualifying asset were not made. 

 However, the entity carrying out the development should not capitalise any interest in its own 
financial statements as it has no borrowings. 

 If, however, the entity has intra-group borrowings then interest on such borrowings may be 
capitalised in its own financial statements. 

Para Added 

Cessation of capitalisation for maturing inventories 

For maturing inventories, it is sometimes difficult to determine when the 'period of production' ends, 
i.e. when inventories are being held for sale as opposed to being held to mature. 

If this cannot be demonstrated, then the inventories should be regarded as held for sale and no 
further borrowing costs should be capitalised 

Example 8 
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Whisky is 'mature' after three years, but goes on improving with age for many more years. Provided 
that it is consistent with the entity's business model to hold such items so that they mature further, 
it would seem acceptable to continue to add borrowing costs to the value of such maturing 
inventories for as long as it can be demonstrated that the particular item of inventory continues to 
increase in value solely on account of increasing age, rather than because of market fluctuations or 
inflation. 

Question 83 

A company deals in production of dairy products. It prepares and sells various milk products like ghee, 
butter and cheese. The company borrowed funds from bank for manufacturing operation. The cheese 
takes substantial longer period to get ready for sale. 

 State whether borrowing costs incurred to finance the production of inventories (cheese) that 
have a long production period, be capitalised? 

Ans: Ind AS 23 does not require the capitalisation of borrowing costs for inventories that are 
manufactured in large quantities on a repetitive basis. However, interest capitalisation is 
permitted as long as the production cycle takes a ‘substantial period of time’, as with cheese. 

Question 84  

A company is in the process of developing computer software. The asset has been qualified for 
recognition purposes. However, the development of computer software will take substantial period 
of time to complete. 

a. Can computer software be termed as a ‘qualifying asset’ under Ind AS 23? 

b. Is management intention considered when assessing whether an asset is a qualifying 
asset? 

Ans: 

a) Yes. An intangible asset that takes a substantial period of time to get ready for its 
intended use or sale is a ‘qualifying asset’. This would be the case for an internally 
generated computer software in the development phase when it takes a ‘substantial 
period of time’ to complete. 

b) Yes. Management should assess whether an asset, at the date of acquisition, is ‘ready 
for its intended use or sale’. The asset might be a qualifying asset, depending on how 
management intends to use it. For example, when an acquired asset can only be used 
in combination with a larger group of fixed assets or was acquired specifically for the 
construction of one specific qualifying asset, the assessment of whether the acquired 
asset is a qualifying asset is  made on a combined basis. 

Question 85  

A telecom company has acquired a 3G license. The licence could be sold or licensed to a third party. 
However, management intends to use it to operate a wireless network. Development of the network 
starts when the license is acquired. 

 Should borrowing costs on the acquisition of the 3G license be capitalised until the network 
is ready for its intended use? 
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Ans: Yes. The license has been exclusively acquired to operate the wireless network. The fact that 
the license can be used or licensed to a third party is irrelevant. The acquisition of the license 
is the first step in a wider investment project (developing the network). It is part of the 
network investment, which meets the definition of a qualifying asset under Ind AS 23. 

Question 86  

A real estate company has incurred expenses for the acquisition of a permit allowing the construction 
of a building. It has also acquired equipment that will be used for the construction of various 
buildings. 

 Can borrowing costs on the acquisition of the permit and the equipment be capitalised until 
the construction of the building is complete 

Ans: With respect to Permit 

 Yes, since permit is specific to one building. It is the first step in a wider investment project. It 
is   part of the construction cost of the building, which meets the definition of a qualifying 
asset. 

 With respect to Equipment 

 No, since the equipment will be used for other construction projects. It is ready for its 
‘intended use’ at the acquisition date. Hence, it does not meet the definition of a qualifying 
asset. 

Question 87  

On 1st April, 20X1, A Ltd. took a 8% loan of Rs. 50,00,000 for construction of building A which is 
repayable after 6 years ie on 31st March 20X7.  The construction of  building was  completed on 31st 
March 20X3. A  Ltd. started constructing a  new building B  in the year 20X3-20X4, for which he used 
his existing borrowings. He has outstanding general purpose loan of Rs. 25,00,000, interest on which 
is payable @ 9% and Rs. 15,00,000, interest on which is payable @ 7%. 

 Is the specific borrowing transferred to the general borrowings pool once the respective 
qualifying asset is completed? Why 

Ans: Yes. If specific borrowings were not repaid once the relevant qualifying asset was completed, 
they become general borrowings for as long as they are outstanding. 

 The borrowing costs that are directly attributable to obtaining qualifying assets are those  
borrowing costs that would have been avoided if the expenditure on the qualifying asset had 
not been made. If cash was not spent on other qualifying assets, it could be directed to repay 
this specific loan. Thus, borrowing costs could be avoided (that is, they are directly 
attributable to other qualifying assets). 

 When general borrowings are used for qualifying assets, Ind AS 23 requires that, 
borrowing costs eligible for capitalisation is calculated by applying a capitalisation rate 
to the expenditures on qualifying assets. 

 The amount of borrowing costs eligible for capitalisation is always limited to the 
amount of actual borrowing costs incurred during the period. 

Question 88  
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In a group with Parent Company “P” there are 3 subsidiaries with following business:  

 “A” – Real Estate Company 

 “B” – Construction Company  

 “C” – Finance Company 

 Parent Company has no operating activities of its own but performs management 
functions for its subsidiaries. 

 Financing activities and cash management in the group are coordinated centrally. 

 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 Rs. 10,00,000 with an interest rate of 7% p.a. 

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

 All construction works were performed by Construction Company. Amounts invoiced 
to Real Estate Company included 10% profit margin. 

 Construction Company 

 No borrowings during the period. 

 Financed Rs. 10,00,000 of expenditures on qualifying assets using its own cash 
resources. 

 Finance Company 

 Raised Rs. 20,00,000 at 7% p.a. externally and issued a loan to Parent Company for 
general corporate purposes at the rate of 8%. 

 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. 

 Parent Company did not issue any loans to other entities during the period. 

 What is the amount of borrowing costs eligible for capitalisation in the financial statements 
of each of the four entities for the current reporting period 20X1-20X2? 

Ans: Following is the treatment as per Ind AS 23: 

 Finance Company 

 No expenditure on qualifying assets have been incurred, so Finance Company cannot 
capitalise anything. 

 Real Estate Company 
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 Total interest costs in the financial statements of Real Estate Company is Rs. 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: Rs. 10,00,000 + Rs. 20,00,000 = Rs. 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 = Rs. 30,00,000 x 7% = Rs. 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 – Rs. 15,40,000/1.1 = Rs. 14,00,000 Construction Co – Rs. 10,00,000 

 Total consolidated expenditures on qualifying assets: 

 Rs. (14,00,000 + 10,00,000) = Rs. 24,00,000 

 Capitalisation rate = 7% 

 Borrowing costs eligible for capitalisation = Rs. 24,00,000 x 7% = Rs. 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 assets. 
Therefore, only Rs. 1,68,000 can be capitalised. 

 


