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INTRODUCTION 

 The crux of the standard is that borrowing costs incurred as a result of the 

construction, manufacturing or acquiring of specific assets should form part 

of the cost of those assets, i.e., they should be capitalised. 
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INTRODUCTION 

 The standard specifically excludes qualifying assets measured at fair value 

and inventories which are produced in large quantities on a repetitive 

basis. 

 

Why?  
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INTRODUCTION 

 Source of IFRS 

IAS 23 
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DEFINITIONS OF TERMS 

 Borrowing costs. Interest and other costs that an entity incurs in connection 

with the borrowing of funds. Borrowing costs that are directly attributable to 

the acquisition, construction or production of qualifying assets (defined as 

those taking a substantial period of time to prepare for intended use or 

sale) are capitalised to the cost of those assets. Borrowing costs may 

include interest expense calculated using the effective interest method 

(IFRS 9), finance charges in respect of finance leases (IAS 17) or certain 

exchange differences arising from foreign currency borrowings. 
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DEFINITIONS OF TERMS 

 Carrying amount (book value). The value reported for an asset or liability in 

the statement of financial position. For assets, this is either cost, revalued 

amount or cost minus valuation adjustments such as depreciation or 

allowance for bad debts. Carrying amount of property, plant and 

equipment is the amount at which an asset is recognised after deducting 

any accumulated depreciation and accumulated impairment losses. 

Carrying amount is often different from market value because depreciation 

is a cost allocation rather than a means of valuation. For liabilities, the 

carrying amount is the amount of the liability minus adjustments such as any 

sums already paid or bond discounts. 
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DEFINITIONS OF TERMS 

 Qualifying asset. An asset that necessarily requires a substantial period of 

time to get ready for its intended use or sale. Qualifying assets can be 

inventories, plant and equipment, intangibles, investment properties and 

bearer plants, unless the assets are accounted for at fair value. Financial 

assets or inventories produced over a very short period of time in a 

repetitive process are not qualifying assets. Assets that are acquired and 

that are already in the condition for their intended use or sale are not 

qualifying assets. 
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RECOGNITION AND MEASUREMENT 

 IAS 23 provides that a reporting entity should capitalise borrowing costs as 

defined that are directly attributable to the acquisition, construction or 

production of a qualifying asset as part of the initial carrying amount of that 

asset, and that all other borrowing costs should be recognised as an 

expense in the period in which the entity incurs them. 
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RECOGNITION AND MEASUREMENT 

 The following questions then need to be answered and the standard 

provides us with the answers: 

 

• From when should capitalisation of the borrowing costs start? 

• How much should we capitalise? 

• When do we stop capitalising borrowing costs? 
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RECOGNITION AND MEASUREMENT 

 Three conditions must be met before the capitalisation period should 

begin: 

 

1. Expenditures for the asset are being incurred; 

2. Borrowing costs are being incurred; and 

3. Activities that are necessary to prepare the asset for its intended use or sale are in 

progress. 
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RECOGNITION AND MEASUREMENT 

 Normal interruptions do not stop the capitalisation of interest costs.  

 

 However, if the entity intentionally suspends or delays the activities for some 

reason, interest costs should not be capitalised from the point of suspension 

or delay until substantial activities in regard to the asset resume. 
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RECOGNITION AND MEASUREMENT 

 How much should we capitalise? 

 

Borrowing costs eligible for capitalisation, those directly attributable to the 

acquisition, construction or production of a qualifying asset, are borrowing 

costs which would have been avoided if the expenditure on the qualifying 

asset had not been made. 
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RECOGNITION AND MEASUREMENT 

 How much should we capitalise? 

 

In these situations one simply has to calculate the actual borrowing costs 

incurred during the period on those specific borrowings. If the full amount of 

the borrowing is not used immediately in the acquisition of the qualifying asset, 

any investment income earned on the unutilised borrowings must be 

subtracted from the borrowing costs to be capitalised. 
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RECOGNITION AND MEASUREMENT 

 How much should we capitalise? 

 

For general borrowings, the calculation of the eligible borrowing costs is a little 

more involved. The amount of borrowing costs eligible for capitalisation, in 

these instances, is determined by applying a capitalisation rate to the 

expenditures on that asset. 

Mohammed ALASHI 

15 



RECOGNITION AND MEASUREMENT 

 How much should we capitalise? 

 

This is qualified by the fact that the amount of borrowing costs capitalised 

during a period cannot exceed the amount of borrowing costs incurred. 
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RECOGNITION AND MEASUREMENT 

 How much should we capitalise? 

 

The interest being paid on the underlying debt may be either simple or subject 

to compounding. Simple interest is computed on the principal alone, whereas 

compound interest is computed on principal and on any accumulated 

interest that has not been paid. Compounding may be yearly, monthly or 

daily. Most long-lived assets will be acquired with debt having interest 

compounded, and that feature should be considered when computing the 

amount of interest to be capitalised. 
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Example of accounting for capitalised interest costs 
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Example of accounting for capitalised interest costs 
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Example of accounting for capitalised interest costs 
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RECOGNITION AND MEASUREMENT 

 When do we stop capitalising borrowing costs? 

 

The capitalisation of borrowing costs must be temporarily suspended during 

extended periods during which there is no activity to prepare the asset for its 

intended use. As a practical matter, unless the break in activity is significant, it 

is usually ignored. Also, if delays are normal and to be expected given the 

nature of the construction project (such as a suspension of building 

construction during the winter months), this would have been anticipated as a 

cost and would not warrant even a temporary cessation of borrowing cost 

capitalisation. 
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RECOGNITION AND MEASUREMENT 

 When do we stop capitalising borrowing costs? 

The capitalisation of interest costs would probably not apply to the following 

situations: 

1. When qualifying assets are already in use or ready for use;  

2. When qualifying assets are not being used and are not awaiting activities to get 

them ready for use; 

3. When qualifying assets are not included in a consolidated statement of financial 

position; 

4. When regulated investees capitalise both the cost of debt and equity capital; or 

5. When assets are acquired with grants and gifts restricted by the donor to the 

extent that funds are available from those grants and gifts. 
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RECOGNITION AND MEASUREMENT 

 Costs in excess of recoverable amounts 

 

When the carrying amount or the expected ultimate cost of the qualifying 

asset, including capitalised interest cost, exceeds its recoverable amount (if 

property, plant or equipment) or net realisable value (if an item is held for 

resale), it will be necessary to record an adjustment to write the asset carrying 

amount down. 
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RECOGNITION AND MEASUREMENT 

 Disclosure requirements 

 

With respect to an entity’s accounting for borrowing costs, the financial 

statements must disclose: 

1. The amount of borrowing costs capitalised during the period; and 

2. The capitalisation rate used to determine the amount of borrowing costs eligible 

for capitalisation. 
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