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MALAYSIAN INSTITUTE OF ACCOUNTANTS 
FINANCIAL REPORTING STANDARDS IMPLEMENTATION COMMITTEE 

(“FRSIC”) 
  

FRSIC Issue No. 55 [2015] 
Capitalisation of Borrowing Costs in Property Development 

The issue: 

A developer may acquire a very large piece of land bank (say 1,000 acres) for the purpose of 

developing the land into a township. The land will be developed and sold by phases (in this 

example, over 20 phases) and could take 20 years. The acquisition of the land is through bank 

borrowings. The submitter raised the following issues: 

1. For the purpose of capitalisation of borrowing costs incurred in the acquisition of the land 

bank, should the developer consider the development of the entire township as one 

continuous qualifying asset, or should each individual phase be considered as separate 

qualifying assets. 

2. What is the appropriate method of capitalisation of the borrowing costs? 

Current accounting practice as observed by the Submitter: 

The submitter observed that there are two views on the issue which are as follows: 

View 1 

A township comprising a number of phases (in this case 20 phases) is a single qualifying asset. 

Therefore, the borrowing costs incurred on the borrowings obtained to buy the land for the entire 

township should be capitalised over the entire 20 years. In other words, for phase 20, the 

proportionate borrowing costs for phase 20 is capitalised from Day 1 until phase 20 is ready for 

its intended use or sale. While for phase 1, its proportionate borrowing cost is capitalised from 

Day 1 and the capitalisation ceases when phase 1 is completed, i.e. ready for its intended use or 

sale. This is in line with the requirement of paragraph 24 of MFFRS 123 where when an entity 

completes the construction of a qualifying asset in parts and each is capable of being used while 

construction continues on other parts, the entity shall cease capitalising borrowing costs when it 

completes substantially all the activities necessary to prepare that part for its intended use or sale. 

View 2 

Each phase is treated as a separate qualifying asset. Therefore, the borrowing costs directly 

attributable to the phase during the period where there is active development in that phase is 

capitalised. When the phase is ready for its intended use or sale, capitalisation of borrowings costs 

relating to that phase should cease. 
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Reasons for the FRSIC to address the issue: 

Diversity of practice in Malaysia. 

Submitter’s proposal or recommendation to address the issue: 

The submitter requested FRSIC to issue a consensus on this issue. 

Submitted on: 

17 March 2015 

Corresponding Guidance: 

 

 


