
BORROWING COST (IAS 23/IPSAS 5) 
These are cost associated with borrowing e.g. interests and floatation cost that an entity incurs 
in connection with borrowing. Borrowing cost is directly attributable to the acquisition, 
construction or production of a qualifying asset. They should be capitalized. Other borrowing 
costs are recognized as an expense eg legal expense. 
Examples of borrowing costs. 

a) Interest on loan/borrowing. 
b) Floatation cost eg legal costs. 
c) Principle amount. 
d) Amortization of discount or premium relating to borrowing. 
e) Exchange difference in-case of foreign currency transaction. 

A QUALIFYING ASSET-is an asset that necessarily takes a substantial period of time to get ready 
for its intended use or sale. 
Example of qualifying asset. 

 Inventory that are manufactured or produced over a long period of time. 
 Manufacturing plant. 
 Power generation facilities. 
 Intangible assets. 
 Investment properties 

Accounting treatment and recognition of borrowing costs. 
 An entity shall capitalize borrowing costs that are directly attributable to the acquisition, 

construction or production of a qualifying asset as part of the cost of that asst. 
 An entity shall recognize other borrowing cost as an expense in the period in which it 

incurs them. 
Borrowing cost eligible to be capitalized 

 Interest cost will only be capitalized as part of qualifying asset during the period of 
active construction during the year. 

 Interest cost incurred before commencement and during inactive period  should be 
charged  to profit and loss. 

 Interest income earned from temporary investment of surplus funds should be 
deducted from the borrowing cost eligible for capitalization. 

 Interest earned during the preconstruction and inactive period should be excluded from 
determination of borrowing cost to be capitalized. 

 When a qualifying asset is financed by more than one debt, the interest cap rate will be 
determined as follows : 

CAP RATE = Aggregate interest cost         . 
  Aggregate amount borrowed  

 
How accounting treatment under IPSAS 5 differs from IAS 23. 
IPAS 5 requires borrowing costs to be expensed immediately in the period in which they are 
incurred regardless of how the borrowing is applied. This is the benchmark treatment. 
Under IAS 23 the revised version requires that all borrowing costs that are eligible for 
capitalization should be capitalized and included as part of qualifying asset. 
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