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IAS 23 Borrowing Costs
Practical capitalization checklist
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Is the asset a
qualifying
asset?

Does the asset take a substantial period of time to
get ready for use or sale?

Is the asset under acquisition, construction or
production (e.g., building, ship, maturing inventory)?

If the asset is an inventory, does it take a long time
to produce (e.g., wine, cheese)?

\.

What costs to
capitalize?

Interest expense on borrowings calculated using the
effective interest method.

Finance charges in respect of lease liabilities under
IFRS 16.

Exchange differences on foreign currency borrowings,
but only to the extent they are regarded as an
adjustment to interest costs.
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\.

3 Are

capitalization
conditions met?

00O

Are expenditures on the asset being incurred?
Are borrowing costs being incurred?

Are activities to prepare the asset for use or sale in
progress?

All three conditions must be met before capitalization
can begin.
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Is the borrowing
specific or
general?

]

If specific: Capitalize actual interest less any
investment income on idle funds.

If general: Apply weighted average capitalization
rate to asset expenditures.

Do not use WACC (Weighted Average Cost of Capital),
use only actual borrowing costs on financial liabilities.

For general borrowings, use a weighted average
interest rate based on actual interest incurred

Intragroup loans: Capitalize interest in separate
financial statements if the loan is interest-bearing. In
consolidated financials, such loans may be eliminated
on consolidation.
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IAS 23 Borrowing Costs
Practical capitalization checklist

Are the costs
directly
attributable?

\.

Is the borrowing cost clearly linked to the qualifying
asset?

O Was the loan taken primarily for acquiring or

constructing the asset?

Is any investment income from temporarily idle funds
deducted from the capitalized amount?
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Are you within
the capitalization
period?

\

Has capitalization started?
O Expenditures for the asset are being incurred
O Borrowing costs are being incurred

O Activities necessary to prepare the asset for use or
sale are in progress

Has capitalization been suspended due to an

extended inactive period (e.g., strike)?

Has capitalization ceased once the asset is ready for

use or sale?
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Documentation
& Disclosure

Have you documented any key judgments (e.g., what
qualifies as a "substantial period")?

Did you disclose:

O The amount of borrowing costs capitalized during
the period?

O The capitalization rate used for general borrowings?
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Want to master IFRS in practice?

Check the IFRS Kit, our premium IFRS course designed for real-world application:

150+ expert video tutorials

150+ IFRS case studies solved in Excel
Download workbooks and handouts
Quizzes and certificates of completion

Learn IFRS

with real examples
(not just theory)

*for corporate teams and individuals
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