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Highlights of this issue:

1. Expert Advisory Opinion – Accounting treatment of borrowing costs incurred by the

parent company in respect of borrowings made for investments in the subsidiary.

2. MCA notifies Companies (Indian Accounting Standards) Amendment Rules, 2022.
3. Deferment of certain provisions of Volume – 1 of Revised Code of Ethics, 2019.



1. Expert Advisory Opinion:

Accounting treatment of borrowing costs incurred by the parent company in respect of borrowings made for

investments in the subsidiary.

A. Background:

The expert advisory committee (‘EAC’) of the Institute of Chartered Accountants of India (‘ICAI’) has issued an

opinion in respect of the Accounting treatment of borrowing costs incurred by the parent company in respect

of borrowings made for the acquisition of investments in the subsidiary company.

ABC Ltd. (hereinafter referred to as ‘the Company’) is a holding company of XYZ Ltd. The Company raised

money partially in the form of market borrowing and partially in the form of internal accruals for investing in

the subsidiary.

The main objective of the Company in acquiring XYZ Ltd. was to obtain participatory mineral rights in

underlying projects and the borrowings made by the Company for such acquisition were aimed at the

futuristic potential of the underlying project.

ABC Ltd. recognised liabilities in respect of the borrowings made from the market and the associated

borrowing cost are charged off as expenditure in the standalone financial statement for the respective

financial years. At the time of consolidation, the assets under construction of the subsidiary XYZ Ltd. are

combined with the like items and similarly, the borrowing costs charged off as an expense in the standalone

financial statement are also combined with the like items of expenditure and, therefore, are treated as an

expense in the consolidated financial statements.

B. Key issues:

Whether the Company is correct in not capitalising the borrowing costs associated with the borrowings made

for the acquisition of shares in XYZ Ltd. with the costs of in-progress assets held by the XYZ Ltd. and charging

off the same as expenditure in the separate as well as consolidated financial statements?

C. Basis of Opinion:

1. Paragraph 8 of Ind AS 23- ‘Borrowing Costs’

2. Paragraph 17 of Ind AS 23- ‘Borrowing Costs’

D. Key Principles Applied & Conclusions:

a. As per Ind AS 23:

- a qualifying asset is an asset that necessarily takes a substantial period of time to get ready for its

intended use or sale.

- an entity shall capitalise those borrowing costs that are directly attributable to the acquisition,

construction or production of a qualifying asset as part of the cost of that asset.

- an entity shall recognise other borrowing costs as an expense in the period in which it incurs them.

b. Further, an entity shall begin capitalising borrowing costs as part of the cost of a qualifying asset on the

commencement date. The commencement date for capitalisation is the date when the entity first meets

all of the following conditions:

- it incurs expenditures for the asset;

- it incurs borrowing costs; and

- it undertakes activities that are necessary to prepare the asset for its intended use or sale.

c. As per Ind AS 23, there should be direct relationship between particular borrowings and the qualifying

assets. Thus, it means that the borrowings shall be used or utilised directly for

acquisition/construction/production of qualifying assets.



d. In given instant, the purchase consideration paid by the ABC Ltd. for the acquisition of an investment in

XYZ Ltd. and the borrowings made for such acquisition were aimed at the futuristic potential of the

business of XYZ Ltd. and not towards the assets under construction (CWIP and EWIP).

e. Accordingly, the borrowings made for such acquisition and the associated borrowing costs are not directly

associated with the in-progress qualifying assets held by XYZ Ltd. at the time acquisition. Association of

the borrowing costs with these assets, if any, is only indirect, remote and secondary.

f. On the basis of the above, the EAC is of the opinion that the borrowing costs incurred on acquisition of

shares of XYZ Ltd. in a secondary transaction cannot be capitalised either in the separate financial

statements or in the consolidated financial statements of the Company.

2. MCA notifies Companies (Indian Accounting Standards) Amendment Rules, 2022:

a. Ministry of Corporate Affairs (MCA) notifies Companies (Indian Accounting Standards) Amendment Rules, 2022

to further amend the Companies (Indian Accounting Standards) Rules, 2015.

b. Amendments majorly pertain to the following Ind AS:

- Ind AS 101 - First-time adoption of Indian Accounting Standards,

- Ind AS 103 - Business Combinations,

- Ind AS 109 - Financial Instruments,

- Ind AS 16 - Property, Plant and Equipment,

- Ind AS 37 - Provisions, Contingent Liabilities and Contingent Assets,

- Ind AS 41 - Agriculture

c. These amendments result in a new carve-out from IFRS.

d. The amended rules shall come into force with effect from April 1, 2022.

3. Deferment of certain provisions of Volume-I of Revised Code of Ethics, 2019:

The Council at its 410th Meeting held on 24th and 25th March, 2022 decided that the applicability of the following

provisions be further deferred for a period of six months (i.e. till 30th September, 2022).

a. Responding to Non-Compliance with Laws and Regulations (NOCLAR)

[Sections 260 and 360]

b. Fees - Relative Size

[Paragraphs 410.3 to R410.6]

c. Tax Services to Audit Clients

[Subsection 604]

Disclaimer: This publication contains general information only, and none of KNAV International Limited, its member

firms, or their related entities (collectively, the 'KNAV Association') is, by means of this publication, rendering

professional advice or services. Before making any decision or taking any action that may affect your finances or

your business, you should consult a qualified professional adviser. No entity in the KNAV Association shall be

responsible for anyloss whatsoever sustained byanyperson who relies on this publication.
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