
Accounting Standard ٣ 

Capitalization of Borrowing Costs  

Overview 

١ AS ٣ aims to prescribes the accounting treatment for borrowing costs 
and the cases where borrowing costs are capitalized to determine the 
total (actual) cost attributable to an asset being acquired, constructed 
or qualified by an entity through borrowing.  
 

Objective  
٢ AS ٣ is intended to determine the borrowing costs directly attributable 

to the acquisition, construction or qualification of assets through 
borrowing within a capitalized asset cost.  
 

Scope 
٣ This standard shall be applied by the economic units working in the 

public, mixed and private sectors, which acquire, construct or qualify 
some assets through borrowing.  

٤ This standard does not deal with: 
 
(a) The costs of stock issuance for the transfer of acquisitions, 

constructions or qualifications of assets including preferred 
stocks unclassified as liabilities.  

(b) Presumptive costs of interests incurred on the properties owned, 
for national accounting.   
 

٥ Definitions 
AS ٣-based capitalized borrowing costs refer to the costs that can be 
avoided when an asset is acquired without the use of borrowing and to 
long lease related and recognized costs that are incurred by an 
economic unit.  
Borrowing costs may include: 
a. Interest on a loan fund during the contractual period of redemption 

or period of asset production, whichever is less.  
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b. Amortization of a liability or premium of loan bond issuance, if the 
loan is issued by the borrowing body in bonds. 

c. Expenses relating to issuing of loan bonds or signing a loan 
agreement, and costs of bank arrangements and procedures of the 
loan execution and management.  

d. Extra interests on overdue installments.  
e. Interests on loan scheduling or rescheduling.  
f. Exchange rates differences in terms of loans with external bodies.  

Recognition of capitalization 

٦ An entity shall capitalise borrowing costs when the following 
requirements become available. 
a. Borrowing costs are associated with construction or acquisition of 

an asset that requires a long period of preparation for its intended 
purposes whether for sell or use.  

b. actually or due to be paid  
٧ If the acquisition, production or rehabilitation cost of a fixed asset 

exceeds the related loan received and the amount overpaid is 
compensated from a unit’s other outstanding loans, the interest of the 
additional amount is capitalized by the weighted average of the 
outstanding loan interests (as clarified in the attached example).     

٨ Capitalization of borrowing costs begins when: 
a. The costs of acquisition, construction, rehabilitation or preparation 

of an asset become mature.  
b. Beginning with the basic steps of qualifying an asset for its 

intended purposes, sell or use, and beginning with the required 
steps for investment in a project, or the preliminary operations of 
main operations.  

٩ Capitalization of borrowing costs shall cease when an asset becomes 
ready for its intended purposes, as (interests are considered income 
expenses on the profit and loss account).  
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١٠ Capitalising borrowing costs shall be suspended during long periods 

when all the activities necessary to prepare an asset are ceased due to 
outstanding or urgent purposes.  

١١ When an entity completes the construction of a qualifying asset in 
parts and each part is capable of being used while construction 
continues on other parts, the entity shall cease capitalising borrowing 
costs relating to the prepared and completed parts provided that the 
borrowing costs of the project’s other incomplete parts is capitalized.  

١٢ Capitalization of borrowing costs may not be executed if for financing 
routinely or mass produced products on successive periods.  

١٣ Total costs capitalized shall not exceed the actual borrowing cost 
incurred by a unit during the period.  

١٤ Sometimes a unit may invest some or all the borrowed funds until 
needed, in such case a comparison is made between investment 
income and borrowing costs.        

Disclosure 
 
١٥ the unit committed to capitalization of borrowing shall disclose the 

following: 
 
a. Total borrowing costs capitalized in the financial statements during 

the period.  
b. Impact of capitalization of borrowing costs or difference between 

the borrowing costs for taxation and financial reports. 
c. All capitalized debit interests, which also should be individually 

disclosed for national accounting if compared with credit interests.  
d. How borrowing costs and their components, weighted average of 

capitalization of loan investment are accounted.     

Application date 

١٦ AS ٣ shall be applied on the financial statements prepared for the 
period from January ٢٠١٣ ,١ instead of the standard circulated under 
Iraq Accounting and Audit Standards Board No. ١٦/٦/٥٤٦٠ on ١٠-١٨-
١٩٩٢.     
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Example of the weighted average of outstanding loan interests, paragraph ٧: 

Loan a  ١٠٠= %١٠ × ١٠٠٠ 

Loan b  ٤٠/١٤٠ = %٨ × ٥٠٠ 

Weighted average = ١٤٠/١٥٠٠  %٩.٣ 
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