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Objective

The objective of this Exposure Draft is to propose the accounting treatment for intangible assets
of public sector entities. The Exposure Draft is converged with IAS 38 “Intangible Assets” and
adapted for public sector entities, where appropriate.

Request for Comments

The IPSASB invites comments on all the proposals in the Exposure Draft. Comments are most
helpful if they indicate the specific paragraph or group of paragraphs to which they relate,
contain a clear rationale and, where applicable, provide a suggestion for alternative wording.
Specific Matter for Comment

Do you agree that the changes made to IAS 38, in particular the scope exclusions set out in
paragraphs 2 and 4, and the additional public sector guidance are:

e  Necessary in the circumstances?

J Appropriately reflected in the revised wording?
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INTANGIBLE ASSETS

International Public Sector Accounting Standard XX (ED 40), “Intangible Assets” is set out in
paragraphs 1—150 and Appendices A and B. All the paragraphs have equal authority. IPSAS XX
(ED 40) should be read in the context of its objective, the Basis for Conclusions, and the
“Preface to International Public Sector Accounting Standards.” IPSAS 3, “Accounting Policies,
Changes in Accounting Estimates and Errors” provides a basis for selecting and applying
accounting policies in the absence of explicit guidance.




INTANGIBLE ASSETS

Introduction

IN1. TFheStandard[PSAS XX (ED 40) prescribes the accounting treatment for intangible
asscts—orannualpertodsbesinnineonorafter 3 Mareh2004-. -~~~

1t is adapted to-the-for public sector entities from IAS 38, “Intangible Assets.”

IN2. The IPSASB is currently developing a Conceptual Framework that will define an asset in

the public sector. The specific public sector issues which arise from the power to grant
rights and the power to tax need to be examined in detail in order to determine the
appropriate accounting treatment. The IPSASB will reconsider the applicability of IPSAS
XX (ED 40) to the power to grant rights and the power to tax when its Conceptual
Framework is issued.




Scope
IN3.

INTANGIBLE ASSETS

The IPSASB has concluded that the power to grant rights and the power to tax do not

IN4.

satisfy the specified criteria for recognition as an intangible asset. Accordingly, IPSAS
XX (ED 40) does not apply to such powers.

IPSAS XX (ED 40) incorporates, as Application Guidance, the guidance on accounting

INS.

for web site costs from the IASB’s Standing Interpretation Committee’s Interpretation 32,
“Intangible Assets — Web Site Costs.,” including illustrations of the relevant accounting

principles.
IPSAS XX (ED 40) includes intangible assets acquired in an entity combination arising

from an exchange transaction. However, this Standard specifically excludes intangible
assets acquired in an entity combination from a non-exchange transaction because the
Board has not vyet considered entity combinations arising from non-exchange
transactions.

Definition of an intangible asset

IN7.

IPSAS XX (ED 40) states that an asset meets the
the definition of an intangible asset when it:

thity“identifiable” criterion in

(a) is-Is separable, i.e., capable of being separated or divided from the entity and sold,
transferred, licensed, rented or exchanged, either individually or together with a
related contract, asset or liability; or

(b) arises—Arises from eentractualrights from binding arrangements (including rights
from contracts or other legal rights;), regardless of whether those rights are
transferable or separable from the entity or from other rights and obligations.

IAS 38 indicates that an asset meets the identifiable criterion when it arises from

contractual or other legal rights. In the public sector, the “identifiable” criterion has been
expanded to include rights arising from binding arrangements (including rights from
contracts or other legal rights).

Public sector issues

INS.

IPSAS XX (ED 40) incorporates guidance on certain public sector issues that are not

addressed in IAS 38, including intangible heritage assets.
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IN9. IAS 38 addresses intangible assets acquired by way of a government grant. IPSAS 23.

“Revenue from Non-exchange Transactions (Taxes and Transfers)” deals with this issue

as it applies in the public sector. Accordingly, this Standard states that, where an

intangible asset is acquired through a non-exchange transaction, its cost is its fair value as

at the date it is acquired in accordance with IPSAS 23.

IN10. IPSAS XX (ED 40) also replaces certain of the IAS 38 examples with examples relevant

to the public sector. Public sector terminology also replaces certain IAS 38 wording, as

required.

Criteria for initial recognition

INZINT .

Fhe-previous—verstonof FAS 38 requiredStandardIPSAS XX (ED 40) requires an

intangible asset to be recognized if, and only if, it wasis probable that the expected future
economic benefits or service potential attributable to the asset would flow to the entity,
and its cost eettld-can be measured reliably. These recognition criteria have been included
in the Standard. However, additional guidance has been included to clarify that:

(a)

(b)

The probability recognition criterion is always considered to be satisfied for
intangible assets that are acquired separately or in a-busiress-an entity combination
from an exchange transaction.

The fair value of an intangible asset acquired in a-business-an entity combination
from an exchange transaction can be measured with sufficient reliability to be
recognized separately from goodwill. If an intangible asset acquired in an entity
combination from an exchange transaction has a finite useful life, there is a
rebuttable presumption that its fair value can be measured reliably.

Subsequent expenditure

(©)

Useful life

Recognized as an expense when incurred if it is research expenditure;

Recognized as an expense when incurred if it is development expenditure that does
not satisfy the criteria #-tAS-38-for recognizing such expenditure as an intangible
asset; and

Recognized as an intangible asset if it is development expenditure that satisfies the
criteria i-FAS38-for recognizing such expenditure as an intangible asset.

10



INTANGIBLE ASSETS

IN13. Fhe-Standard[PSAS XX (ED 40) requires an intangible asset to be regarded as having an

indefinite useful life when, based on an analysis of all of the relevant factors, there is no
foreseeable limit to the period over which the asset is expected to generate net cash
inflows or service potential for the entity.

@IN14. The-Standard[PSAS XX (ED 40) requires that:

(a) The useful life of an intangible asset arising from eentraetualbinding arrangements
(including rights from contracts or other legal rights) should not exceed the period
of those rights, but may be shorter depending on the period over which the asset is
expected to be used by the entity; and

(b) If the rights are conveyed for a limited term that can be renewed, the useful life
should include the renewal period(s) only if there is evidence to support renewal by
the entity without significant cost.

Intangible assets with indefinite useful lives
BNHIN1S.  The Standard requires that:

(a) An intangible asset with an indefinite useful life should not be amortized-; and

(b) The useful life of such an asset should be reviewed each reporting period to
determine whether events and circumstances continue to support an indefinite
useful life assessment for that asset. If they do not, the change in the useful life
assessment from indefinite to finite should be accounted for as a change in an
accounting estimate.

Impairment testlng of intangible assets with finite useful lives

IN16. An entity needs to assess at each finaneialyrear-end;—eventreporting date whether there
was—neis any indication that thea non-cash-generating intangible asset wasmay be
impaired—Fhisrequirernent-has-beenremoved—Therefore; in accordance with IPSAS 21.
An entlty needs to determlne the recoverable amount of ana cash- generatmg mtanglble
asset w
%h%é&tﬁt—rs—aa#&kmb}%fthS%eﬁlyln accordance w1th IPSAS 26 when—m—aeeefdaﬁee
wihJAS-36; there is an indication that the asset may be impaired. Irrespective of whether
there is any indication of impairment, an entity is also required, under IPSAS 26, to
annually test an intangible asset with an indefinite useful life.

11



INTANGIBLE ASSETS

Disclosure

IN3IN17. If an intangible asset is assessed as having an indefinite useful life, the

IN18.

Standard[PSAS XX (ED 40) requires an entity to disclose the carrying amount of that
asset and the reasons supporting the indefinite useful life assessment.

This Standard also contains a requirement to disclose for each revalued class of

intangible asset, the carrying amount that would have been recognized had the revalued
class of intangible assets been measured after recognition using the cost model.

Transitional Provisions and Effective Date

INI9.

the-StandardIPSAS XX (ED 40) requires an entity applying the Standard for the first time

IN20.

to reconsider whether intangible assets previously recognized and intangible items
previously expensed or not recorded meet the criteria for recognition under the Standard.
Adjustments for previously recognized assets that do not meet the criteria and previously
expensed intangible items that do meet the criteria are treated as changes in an accounting
policy in accordance with IPSAS 3, “Accounting Policies, Changes in Accounting
Estimates and Errors.”

IPSAS XX (ED 40) also contains certain exemptions for recognition of intangible assets

12

by entities adopting the accrual basis of accounting for the first time.




INTANGIBLE ASSETS

Objective

1. The objective of this Standard is to prescribe the accounting treatment for intangible
assets that are not dealt with specifically in another Standard. This Standard requires an
entity to recognize an intangible asset if, and only if, specified criteria are met. The
Standard also specifies how to measure the carrying amount of intangible assets and
requires specified disclosures about intangible assets.

2. The power to grant rights and the power to tax do not satisfy the specified criteria for
recognition as an intangible asset. Accordingly, they are excluded from the scope of this
Standard in paragraph 4(f).

Scope

23. An entity that prepares and presents financial statements under the accrual basis of
accounting shall apply this Standard in accounting for intangible assets.

4. This Standard shall be applied in accounting for intangible assets, except:

(a) Intangible assets that are within the scope of another Standard,;

(b) Financial assets, as defined in IPSAS XX (ED 37), “Financial Instruments:
PresentationtAS 32, “Financial Instruments: Presentation;””

(c) The recognition and measurement of exploration and evaluation assets (see
HRS-6—the relevant international or national accounting standard dealing
with exploration for-and-Evaluation-ef-Mineral-Resources™); and_evaluation
of mineral resources);

(d) Expenditure on the development and extraction of; minerals, oil, natural gas
and similar non--regenerative resources:;

3(e) Intangible assets acquired in_an entity combination from a non-exchange
transaction; and

(f) The power to grant rights and the power to tax.

5. If another IPSAS standard—prescribes the accounting for a specific type of intangible

asset, an entity applies that standard-IPSAS instead of this Standard-IPSAS. In cases
when there is no IPSAS, an entity applies the relevant international or national
accounting standard instead of this IPSAS. For example, this Standard[PSAS does not

apply to:

(a) Intangible assets held by an entity for sale in the ordinary course of
businessoperations (see IPSAS 11, “Construction Contracts,” and IPSAS 12,
“Inventories — tes” = i 2%);

(b) Deferred tax assets (see_the relevant international or national accounting standard

dealing with income taxestASH2-“Ineome Faxes™-);
(©) Leases that are within the scope of IPSAS13, “LeasestAS+-~Feases:™.”

13
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INTANGIBLE ASSETS

(d) Assets arising from employee benefits (see IPSAS 25, “Employee BenefitstAS

(e) Financial assets as defined in ¥AS32:IPSAS XX (ED 37). The recognition and
measurement of some financial assets are covered by IPSAS 6, “Consolidated and
Separate Financial Statements, ”IPSAS 7. “Investments in Assoc1atesIAS—2—7—

Asseerafeesﬂ” and IPSAS 8, “Interests n Jomt Ventures%AS%&—Interests—}n—Jem{

!ZE“ :EE” 4
M 2

4)) Gegoodwill acquired in a—busiressan entity combination from an exchange
transaction (see HERS-3;~Business-Combinations™): [IPSAS XX (ED 41), “Entity

Combinations from Exchange Transactions™);

(2) Deferred acquisition costs, and intangible assets, arising from an insurer’s
contractual rights under insurance contracts within the scope of the relevant
international or national accounting standard dealing with insurance
contractsHERS-4—Insurance-ContractsHRS4-sets. In cases when the relevant
international or national accounting standard does not set out specific disclosure
requirements for those deferred—acquisition—eosts—but—net—for—these—intangible
assets—Therefore, the disclosure requirements in this Standard apply to those
intangible assets.

(h) Non--current intangible assets classified as held for sale (or included in a disposal
group that is classified as held for sale) in accordance with the relevant

international or national accounting standard dealing with non-current assets held
for sale and discontinued operationsHERS-5—Non-current-AssetsHeldfor-Sale

e

Some intangible assets may be contained in or on a physical substance such as a compact
disc (in the case of computer software), legal documentation (in the case of a licence or
patent) or film. In determining whether an asset that incorporates both intangible and
tangible elements should be treated under AS—6IPSAS 17, “Property, Plant and
Equipment” or as an intangible asset under this Standard, an entity uses judgement to
assess which element is more significant. For example, computer software for a
computer--controlled machine tool that cannot operate without that specific software is
an integral part of the related hardware and it is treated as property, plant and equipment.
The same applies to the operating system of a computer. When the software is not an
integral part of the related hardware, computer software is treated as an intangible asset.

This Standard applies to, among other things, expenditure on advertising, training, start-—-
up, research and development activities. Research and development activities are directed
to the development of knowledge. Therefore, although these activities may result in an
asset with physical substance (e.g., a prototype), the physical element of the asset is
secondary to its intangible component, i.e., the knowledge embodied in it.

In the case of a finance lease, the underlying asset may be either tangible or intangible.
After initial recognition, a lessee accounts for an intangible asset held under a finance
lease in accordance with this Standard. Rights under licensing agreements for items such



INTANGIBLE ASSETS

as motion picture films, video recordings, plays, manuscripts, patents and copyrights are
excluded from the scope of FASHZIPSAS 13 and are within the scope of this Standard.

Exclusions from the scope of a Standard may occur if activities or transactions are so
specialized that they give rise to accounting issues that may need to be dealt with in a
different way. Such issues arise in the accounting for expenditure on the exploration for,
or development and extraction of, oil, gas and mineral deposits in extractive industries
and in the case of insurance contracts. Therefore, this Standard does not apply to
expenditure on such activities and contracts. However, this Standard applies to other
intangible assets used (such as computer software), and other expenditure incurred (such
as start--up costs), in extractive industries or by insurers.

Intangible Heritage Assets

10.

This Standard does not require an entity to recognize intangible heritage assets that would

11.

otherwise meet the definition of, and recognition criteria for, intangible assets. If an entity does
recognize intangible heritage assets, it must apply the disclosure requirements of this Standard
and may, but is not required to, apply the measurement requirements of this Standard.

Some intangible assets are described as intangible heritage assets because of their

12.

cultural, environmental or historical significance. Examples of intangible heritage assets
include recordings of significant historical events and rights to use the likeness of a
significant public person in, for example, postage stamps or collectible coins. Certain
characteristics, including the following, are often displayed by intangible heritage assets
(although these characteristics are not exclusive to such assets):

(a) Their value in cultural, environmental and historical terms is unlikely to be fully
reflected in a financial value based purely on a market price;

(b) Legal and/or statutory obligations may impose prohibitions or severe restrictions on
disposal by sale:

(¢)  Their value may increase over time: and

(d) It may be difficult to estimate their useful lives, which in some cases could be
several hundred vears.

Public sector entities may have large holdings of intangible heritage assets that have been

13.

acquired over many vears and by various means, including purchase, donation, bequest
and sequestration. These assets are rarely held for their ability to generate cash inflows,
and there may be legal or social obstacles to using them for such purposes.

Some intangible heritage assets have future economic benefits or service potential other

than their heritage value, for example, royalties paid to the entity for use of an historical
recording. In these cases, an intangible heritage asset may be recognized and measured
on the same basis as other items of cash-generating intangible assets. For other intangible
heritage assets, their future economic benefit or service potential is limited to their
heritage characteristics. The existence of both future economic benefits and service
potential can affect the choice of measurement base.

15
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INTANGIBLE ASSETS

The disclosure requirements in paragraphs 129-139 require entities to make disclosures

about recognized intangible assets. Therefore, entities that recognize intangible heritage
assets are required to disclose in respect of those assets such matters as, for example:

(a) The measurement basis used;

(b) The amortization method used, if any:

(c) The gross carrying amount:

(d) The accumulated amortization at the end of the period, if any; and

(e) A reconciliation of the carrying amount at the beginning and end of the period
showing certain components thereof.

Government Business Enterprises

15. This Standard applies to all public sector entities other than Government Business
Enterprises (GBES).

16. The “Preface to International Public Sector Accounting Standards” issued by the
International Public Sector Accounting Standards Board (IPSASB) explains that GBEs
apply International Financial Reporting Standards (IFRSs), which are issued by the
International Accounting Standards Board (IASB).

Definitions

g17. The following terms are used in this Standard with the meanings specified:

16

An active market is a market in which all the following conditions exist:
(a) The items traded in the market are homogeneous;

(b) Willing buyers and sellers can normally be found at any time; and
(c) Prices are available to the public.

Amortization is the systematic allocation of the depreciable amount of an intangible
asset over its useful life.

An asset is a resource:
(a) Controlled by an entity as a result of past events; and
(b) From which future economic benefits are expected to flow to the entity.

Carrying amount is the amount at which an asset is recognized in the statement of
financial position after deducting any accumulated amortization and accumulated
impairment losses thereon.

Cost_is the amount of cash or cash equivalents paid or the fair value of other
consideration given to acquire an asset at the time of its acquisition or construction,
or, when applicable, the amount attributed to that asset when initially recognized in
accordance with the specific requirements of other IFRSs, e.g., IFRS 2, “Share-
based Payment.”
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Depreciable amount is the cost of an asset, or other amount substituted for cost, less
its residual value.

Development is the application of research findings or other knowledge to a plan or
design for the production of new or substantially improved materials, devices, products,
processes, systems or services before the start of commercial production or use.

Entity-specific value is the present value of the cash flows an entity expects to arise
from the continuing use of an asset and from its disposal at the end of its useful life
or expects to incur when settling a liability.

Fair_value of an asset is the amount for which that asset could be exchanged
between knowledgeable, willing parties in an arm’s length transaction.

An impairment loss is the amount by which the carrying amount of an asset exceeds
its recoverable amount.

An intangible asset is an identifiable non-monetary asset without physical substance.

Monetary assets are money held and assets to be received in fixed or determinable
amounts of money.

Research is original and planned investigation undertaken with the prospect of
gaining new scientific or technical knowledge and understanding.

The residual value of an intangible asset is the estimated amount that an entity
would currently obtain from disposal of the asset, after deducting the estimated
costs of disposal, if the asset were already of the age and in the condition expected at
the end of its useful life.

Useful life is:
(a) The period over which an asset is expected to be available for use by an entity; or

(b) The number of production or similar units expected to be obtained from the
asset by an entity.

Intangible Assets

918.

Entities frequently expend resources, or incur liabilities, on the acquisition, development,
maintenance or enhancement of intangible resources such as scientific or technical
knowledge, design and implementation of new processes or systems, licences, intellectual
property, market knowledge and trademarks (including brand names and publishing
titles). Common examples of items encompassed by these broad headings are computer
software, patents, copyrights, motion picture films, eustomer—lists;—mertgage—servieing
rights; of customers or users of a service, acquired fishing licences, acquired import

quotas, franchises;-eustomer-or-supplier and relationships;-eustomertoyalty,market share
and-marketing rights- with customers, users of a service or suppliers.

19. Not all the items described in paragraph 18paragraph—9 meet the definition of an

intangible asset, i.e., identifiability, control over a resource and existence of future
economic benefits:_or service potential. If an item within the scope of this Standard does
not meet the definition of an intangible asset, expenditure to acquire it or generate it

17
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internally is recognized as an expense when it is incurred. However, if the item is
acquired in a-businessan entity combination_from an exchange transaction, it forms part

of the goodwill recognized at the acquisition date (see paragraph-68)—Paragraph 77).

Identifiability

H20. The definition of an intangible asset require an intangible asset to be identifiable to

distinguish it from goodwill. Goodwill recognized in a-busiress-an entity combination from
an _exchange transaction is an asset representing the future economic benefits or service
potential arising from other assets acquired in a-business that entity combination thatwhich
are not individually identified and separately recognized. The future economic benefits_or
service potential may result from synergy between the identifiable assets acquired or from
assets that, individually, do not qualify for recognition in the financial statements.

12.21. An asset is identifiable if it either:

(a) is-Isseparable, i.e., is capable of being separated or divided from the entity and
sold, transferred;, licensed, rented or exchanged, either individually or
together with a related contract, identifiable asset or liability, regardless of
whether the entity intends to do so; or

(b) arises—Arises from eentractualbinding arrangements (including rights from
contracts or other legal rights;), regardless of whether those rights are
transferable or separable from the entity or from other rights and obligations.

Control

13.-22. An entity controls an asset if the entity has the power to obtain the future economic

benefits or service potential flowing from the underlying resource and to restrict the
access of others to those benefits:_or that service potential. The capacity of an entity to
control the future economic benefits_or service potential from an intangible asset would
normally stem from legal rights that are enforceable in a court of law. In the absence of
legal rights, it is more difficult to demonstrate control. However, legal enforceability of a
right is not a necessary condition for control because an entity may be able to control the
future economic benefits or service potential in some other way.

14:23. Market and technical knowledge may give rise to future economic benefits:_or service

potential. An entity controls those benefits_or that service potential if, for example, the
knowledge is protected by legal rights such as copyrights, a restraint of trade agreement
(where permitted) or by a legal duty on employees to maintain confidentiality.

1524. An entity may have a team of skilled staff and may be able to identify incremental staff

18

skills leading to future economic benefits or service potential from training. The entity
may also expect that the staff will continue to make their skills available to the entity.
However, an entity usually has insufficient control over the expected future economic
benefits_or service potential arising from a team of skilled staff and from training for
these items to meet the definition of an intangible asset. For a similar reason, specific
management or technical talent is unlikely to meet the definition of an intangible asset,
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unless it is protected by legal rights to use it and to obtain the future economic benefits or
service potential expected from it, and it also meets the other parts of the definition.

An entity may have a portfolio of customers or a-market-shareusers of its services or its
success rate in reaching intended users of its services and expect that, because of its
efforts in building eustemer—relationships andteyaltywith customers or users of its
services, the customers or users of its services will continue to trade with the entity= or
use its services. However, in the absence of legal rights to protect, or other ways to
control, the relationships with customers or users of a service or the loyalty of the
customers or users of a service to the entity, the entity usually has insufficient control
over the expected economic benefits or service potential from eustomer—relationships
with customers or users of a service and loyalty for such items (e.g., portfolio of
customers_or users of a service, market shares;—ecustomershare or success rates of a
service, relationships with customers or users of a service and eustomer—loyalty_of
customers or users of a service) to meet the definition of intangible assets. In the absence
of legal rights to protect customer relationships, exchange transactions for the same or
similar non--contractual customer relationships (other than as part of a-businessan entity
combination_ from an exchange transaction) provide evidence that the entity is
nonetheless able to control the expected future economic benefits or service potential
flowing from the customer relationships. Because such exchange transactions also
provide evidence that the customer relationships are separable, those customer
relationships meet the definition of an intangible asset.

Future Economic Benefits or Service Potential

1726.

The future economic benefits_or service potential flowing from an intangible asset may
include revenue from the sale of products or services, cost savings, or other benefits
resulting from the use of the asset by the entity. For example, the use of intellectual
property in a production or service process may reduce future production or service costs
rather than increase future revenues-_(e.g.. an on-line system that allows citizens to renew
driving licences more quickly on-line, resulting in a reduction in office staff required to
perform this function while increasing the speed of processing).

Recognition and Measurement at Recognition

18-27. The recognition of an item as an intangible asset requires an entity to demonstrate that the

1928.

item meets:

(a) The definition of an intangible asset (see paragraphs 19-26paragraphs-8—7);); and
(b) The recognition criteria (see paragraphs2+ 30-2332).

This requirement applies to eests—ineurred—initially—to—aequirethe cost measured at

recognition (the cost in an exchange transaction or to internally generate an intangible
asset, or the fair value of an intangible asset acquired through a non-exchange
transaction) and those incurred subsequently to add to, replace part of, or service it.

Paragraphs 25-3234-41 deal with the application of the recognition criteria to separately
acquired intangible assets, and paragraphs—33—43 42-51 deal with their application to
intangible assets acquired in a-busiressan entity combination—Paragraph-44-deals from an
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exchange transaction. Paragraphs 52-53 deal with the #itial-measurement at recognition
of intangible assets acquired by—way—of-a—government-grant—paragraphs45—47through
non-exchange transactions, paragraphs 54-56 with exchanges of intangible assets, and
paragraphs 5748—50-59 with the treatment of internally generated goodwill. Paragraphs
567 60-76 deal with the initial-recognition, and measurement at recognition, of
internally generated intangible assets.

20-29. The nature of intangible assets is such that, in many cases, there are no additions to such

2130.

2231.

2332.

an asset or replacements of part of it. Accordingly, most subsequent expenditures are
likely to maintain the expected future economic benefits or service potential embodied in
an existing intangible asset rather than meet the definition of an intangible asset and the
recognition criteria in this Standard. In addition, it is often difficult to attribute
subsequent expenditure directly to a particular intangible asset rather than to the
businessentity’s operations as a whole. Therefore, only rarely will subsequent
expenditure—expenditure incurred after the initial recognition of an acquired intangible
asset or after completion of an internally generated intangible asset—be recognized in the
carrying amount of an asset.—Cenststenthy Consistent with paragraph 6372, subsequent
expenditure on brands, mastheads, publishing titles, eustomertistslists of customers or
users of an entity’s services and items similar in substance (whether externally acquired
or internally generated) is always recognized in prefit surplus or lessdeficit as incurred.
This is because such expenditure cannot be distinguished from expenditure to-developon
behalf of the businessentity’s operations as a whole.

An intangible asset shall be recognized if, and only if:

(a) It is probable that the expected future economic benefits or_service potential
that are attributable to the asset will flow to the entity; and

(b) The cost or fair value of the asset, as appropriate, can be measured reliably.

An entity shall assess the probability of expected future economic benefits_or service
potential wusing reasonable and supportable assumptions that represent
management’s best estimate of the set of economic conditions that will exist over the
useful life of the asset.

An entity uses judgement to assess the degree of certainty attached to the flow of future
economic benefits or service potential that are attributable to the use of the asset on the
basis of the evidence available at the time of initial recognition, giving greater weight to
external evidence.

An intangible asset shall be measured initially at cost, except when it is acquired
through a non-exchange transaction, when it is measured initially at fair value, in
accordance with paragraphs 34-53.

Separate Acquisition

2534.

20

Normally, the price an entity pays to acquire separately an intangible asset will reflect
expectations about the probability that the expected future economic benefits or service
potential embodied in the asset will flow to the entity. In other words, the entity expects
there to be an inflow of economic benefits_or service potential, even if there is uncertainty
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about the timing or the amount of the inflow. Therefore, the probability recognition
criterion in paragraph 30(a) paragraph—2Ha) is always considered to be satisfied for
separately acquired intangible assets.

2635. In addition, the cost of a separately acquired intangible asset can usually be measured
reliably. This is particularly so when the purchase consideration is in the form of cash or
other monetary assets.

27-36. The cost of a separately acquired intangible asset comprises:

(a) Its purchase price, including import duties and non--refundable purchase taxes, after
deducting trade discounts and rebates; and

(b) Any directly attributable cost of preparing the asset for its intended use.
2837. Examples of directly attributable costs are:

(a) Costs of employee benefits (as defined in FASHIIPSAS 25) arising directly from
bringing the asset to its working condition;

(b) Professional fees arising directly from bringing the asset to its working condition;
and

(¢) Costs of testing whether the asset is functioning properly.
2938. Examples of expenditures that are not part of the cost of an intangible asset are:

(a) Costs of introducing a new product or service (including costs of advertising and
promotional activities);

(b) Costs of conducting businessoperations in a new location or with a new class of
customer or user of a service (including costs of staff training); and

(c) Administration and other general overhead costs.

3039. Recognition of costs in the carrying amount of an intangible asset ceases when the asset
is in the condition necessary for it to be capable of operating in the manner intended by
management. Therefore, costs incurred in using or redeploying an intangible asset are not
included in the carrying amount of that asset. For example, the following costs are not
included in the carrying amount of an intangible asset:

(a) Costs incurred while an asset capable of operating in the manner intended by
management has yet to be brought into use; and

(b) Initial operating losses, such as those incurred while demand for the asset’s output
builds up.

3140. Some operations occur in connection with the development of an intangible asset, but are
not necessary to bring the asset to the condition necessary for it to be capable of operating
in the manner intended by management. These incidental operations may occur before or
during the development activities. Because incidental operations are not necessary to
bring an asset to the condition necessary for it to be capable of operating in the manner
intended by management, the ineemerevenue and related expenses of incidental
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operations are recognized immediately in prefitsurplus or lessdeficit, and included in
their respective classifications of #reemerevenue and expense.

If payment for an intangible asset is deferred beyond normal credit terms, its cost is the
cash price equivalent. The difference between this amount and the total payments is
recognized as interest expense over the period of credit unless it is capitalized in
accordance w1th the capitalization treatment permitted in IPSAS 5. “Borrowing CoststAS

(13 2

5

Acquisition as part of a-businessan entity combination_from an exchange transaction

3342.

3443.

In accordance with IPSAS XX (ED 41)1ERS-3-Business-Combinations, if an intangible
asset is acquired in an business-entity combination_from an exchange transaction, the
cost of that intangible asset is its fair value at the acquisition date. The fair value of an
intangible asset will reflect expectations about the probability that the expected future
economic benefits or service potential embodied in the asset will flow to the entity. In
other words, the effect of probability is reflected in the fair value measurement of the

intangible asset. entity-expeetsthere-to-be-an-inflow—of economic benefits—evenifthere

is—uneertainty-about-the-timingor-the-ameunt-of the-inflew—Therefore, the probability

recognition criterion in paragraph 2430(a) is always considered to be satisfied for
1ntang1ble assets acqulred in S ntlty comblnatlons from exchange transactions. ¥

In accordance with this Standard and HRS3{(as—revised-in2008)IPSAS XX (ED 41), an
acquirer recognizes at the acquisition date, separately from goodwill, an intangible asset of the
acquiree, irrespective of whether the asset had been recognized by the acquiree before the
business—entity combination_from an exchange transaction. This means that the acquirer
recognizes as an asset separately from goodwill an in-process research and development project
of the acquiree if the project meets the definition of an intangible asset. An acquiree’s in-
process research and development project meets the definition of an intangible asset when it:

(a) Meets the definition of an asset; and

(b) Isidentifiable, i.e., is separable or arises from contractual or other legal rights.
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Measuring the Fair Value of an Intangible Asset Acquired in a-business-an Entity Combination
from an Exchange Transaction

3544.

36-45.

3746.

If an intangible asset acquired in a—business—an entity combination from an exchange
transaction is separable or arises from contractual or other legal rights, sufficient
information exists to measure reliably the fair value of the asset. When, for the estimates
used to measure an intangible asset’s fair value, there is a range of possible outcomes
with different probabilities, that uncertainty enters into the measurement of the asset’s
fair value.

An intangible asset acquired in a—businessan entity combination from an exchange
transaction might be separable, but only together with a related tangible or intangible
asset. For example, a magazine’s publishing title might not be able to be sold separately
from a related subscriber database, or a trademark for natural spring water might relate to
a particular spring and could not be sold separately from the spring. In such cases, the
acquirer recognizes the group of assets as a single asset separately from goodwill if the
individual fair values of the assets in the group are not reliably measurable.

Similarly, the terms ‘brand’ and ‘brand name’ are often used as synonyms for trademarks
and other marks. However, the former are general marketing terms that are typically used
to refer to a group of complementary assets such as a trademark (or service mark) and its
related trade name, formulas, recipes and technological expertise. The acquirer
recognizes as a single asset a group of complementary intangible assets comprising a
brand if the individual fair values of the complementary assets are not reliably
measurable. If the individual fair values of the complementary assets are reliably
measurable, an acquirer may recognize them as a single asset provided the individual
assets have similar useful lives.

38 [Deleted]

39:47. Quoted market prices in an active market provide the most reliable estimate of the fair

40438.

value of an intangible asset (see also paragraph 88paragraph—78). The appropriate market
price is usually the current bid price. If current bid prices are unavailable, the price of the
most recent similar transaction may provide a basis from which to estimate fair value,
provided that there has not been a significant change in economic circumstances between
the transaction date and the date at which the asset’s fair value is estimated.

If no active market exists for an intangible asset, its fair value is the amount that the
entity would have paid for the asset, at the acquisition date, in an arm’s length transaction
between knowledgeable and willing parties, on the basis of the best information
available. In determining this amount, an entity considers the outcome of recent
transactions for similar assets.

41+-49. Entities that are regularly involved in the purchase and sale of unique intangible assets

may have developed techniques for estimating their fair values indirectly. These
techniques may be used for initial measurement of an intangible asset acquired in a
businessan entity combination_from an exchange transaction if their objective is to
estimate fair value and if they reflect current transactions and practices in the industry to
which the asset belongs. These techniques include, when appropriate:
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(a) Applying multiples reflecting current market transactions to indicators that drive the
profitability of the asset (such as revenue, market shares and operating profit) or to
the royalty stream that could be obtained from licensing the intangible asset to
another party in an arm’s length transaction (as in the— “relief from reyaltyroyalty”
approach); or

(b) Discounting estimated future net cash flows from the asset.

Subsequent Expenditure on an Acquired in-process Research and Development Project

4250. Research or development expenditure that:

(a) Relates to an in--process research or development project acquired separately
or in a—busiressan entity combination_from an exchange transaction and
recognized as an intangible asset; and

(b) Isincurred after the acquisition of that project

shall be accounted for in accordance with paragraphs 63-71 paragraphs54—62--.

4351. Applying the requirements in paragraphs 63-71 paragraphs54—62 means that subsequent

expenditure on an in--process research or development project acquired separately or in a

businessan entity combination from an exchange transaction and recognized as an

intangible asset is:

(a) Recognized as an expense when incurred if it is research expenditure;

(b) Recognized as an expense when incurred if it is development expenditure that does
not satisfy the criteria for recognition as an intangible asset in paragraph 5766; and

(c) Added to the carrying amount of the acquired in--process research or development
project if it is development expenditure that satisfies the recognition criteria in
paragraph 5766.

: isition! ¢

Intangible Assets Acquired through Non-Exchange Transactions other than Non-Exchange

Entity Combinations

4452,

24

In some cases, an intangible asset may be acquired free of charge, or for nominal
consideration, by—way-ef-ageverament-grant:through a non-exchange transaction. This
may happen when a-geveramentanother public sector entity transfers-er-aleeates to an
entity_in a non-exchange transaction, intangible assets such as airport landing rights,
licences to operate radio or television stations, import licences or quotas or rights to

access other restrlcted resources—Ln—aeeefdaﬂeHL}ﬂq—LA:S—zHeeeummg—fe{c

d&ee&yua%tﬂbt&ab}ﬁeﬂ%epafmg—th%&ssekfeﬁs—mtended—&s% A prlvate citizen, for

example a Nobel prize winner may also bequeath his or her personal papers, including
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the copyright to his or her publications to the national archives (a public sector entity) in
a non-exchange transaction.

Under these circumstances the cost of the item is its fair value at the date it is acquired.

For the purposes of this Standard, the measurement at recognition of an intangible asset
acquired through a non-exchange transaction, at its fair value consistent with the
requirements of paragraph 85, does not constitute a revaluation. Accordingly, the
revaluation requirements in paragraph 85, and the supporting commentary in paragraphs
86-97 only apply when an entity elects to revalue an intangible item in subsequent
reporting periods.

Exchanges of Aassets in Exchange Transactions

4554.

One or more intangible assets may be acquired in exchange for a non--monetary asset or
assets, or a combination of monetary and non--monetary assets. The following discussion
refers simply to an exchange of one non--monetary asset for another, but it also applies to
all exchanges described in the preceding sentence. The cost of such an intangible asset is
measured at fair value unless (a) the exchange transaction lacks commercial substance or
(b) the fair value of neither the asset received nor the asset given up is reliably
measurable. The acquired asset is measured in this way even if an entity cannot
immediately derecognize the asset given up. If the acquired asset is not measured at fair
value, its cost is measured at the carrying amount of the asset given up.

An entity determines whether an exchange transaction has commercial substance by
considering the extent to which its future cash flows or service potential are expected to

change as a result of the transaction. An exchange transaction has commercial substance
if:

(a) The configuration (i.e., risk, timing and amount) of the cash flows or service
potential of the asset received differs from the configuration of the cash flows or
service potential of the asset transferredsold; or

(b) The entity--specific value of the portion of the entity’s operations affected by the
transaction changes as a result of the exchange; and

(c) The difference in (a) or (b) is significant relative to the fair value of the assets
exchanged.

For the purpose of determining whether an exchange transaction has commercial
substance, the entity--specific value of the portion of the entity’s operations affected by
the transaction shall reflect post--tax cash flows:, if tax applies. The result of these
analyses may be clear without an entity having to perform detailed calculations.

Paragraph 21430(b) specifies that a condition for the recognition of an intangible asset is
that the cost of the asset can be measured reliably. The fair value of an intangible asset
for which comparable market transactions do not exist is reliably measurable if (a) the
variability in the range of reasonable fair value estimates is not significant for that asset
or (b) the probabilities of the various estimates within the range can be reasonably
assessed and used in estimating fair value. If an entity is able to determine reliably the
fair value of either the asset received or the asset given up, then the fair value of the asset
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given up is used to measure cost unless the fair value of the asset received is more clearly
evident.

Internally Generated Goodwill

4857. Internally generated goodwill shall not be recognized as an asset.

4958. In some cases, expenditure is incurred to generate future economic benefits_or service

potential, but it does not result in the creation of an intangible asset that meets the
recognition criteria in this Standard. Such expenditure is often described as contributing
to internally generated goodwill. Internally generated goodwill is not recognized as an
asset because it is not an identifiable resource (i.e., it is not separable nor does it arise
from eentraetualbinding arrangements (including rights from contracts or other legal
rights) controlled by the entity that can be measured reliably at cost.

50-59. Differences between the market value of an entity and the carrying amount of its

identifiable net assets at any time may capture a range of factors that affect the value of
the entity. However, such differences do not represent the cost of intangible assets
controlled by the entity.

Internally Generated Intangible Assets

5+60. It is sometimes difficult to assess whether an internally generated intangible asset

qualifies for recognition because of problems in:

(a) Identifying whether and when there is an identifiable asset that will generate
expected future economic benefits_or service potential; and

(b) Determining the cost of the asset reliably. In some cases, the cost of generating an
intangible asset internally cannot be distinguished from the cost of maintaining or
enhancing the entity’s internally generated goodwill or of running day-to-day
operations.

Therefore, in addition to complying with the general requirements for the recognition and
initial measurement of an intangible asset, an entity applies the requirements and
guidance in paragraphs 52—67 61-76 to all internally generated intangible assets.

52:61. To assess whether an internally generated intangible asset meets the criteria for

recognition, an entity classifies the generation of the asset into:

(a) A research phase; and

(b) A development phase.

Although the terms—researeh” “research” and—develepment” “development” are defined,

T3

the terms— “research phasephase” and— “development phase>phase” have a broader
meaning for the purpose of this Standard.

53-62. If an entity cannot distinguish the research phase from the development phase of an

26

internal project to create an intangible asset, the entity treats the expenditure on that
project as if it were incurred in the research phase only.
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Research Phase

5463. No intangible asset arising from research (or from the research phase of an internal
project) shall be recognized. Expenditure on research (or on the research phase of
an internal project) shall be recognized as an expense when it is incurred.

55:64. In the research phase of an internal project, an entity cannot demonstrate that an
intangible asset exists that will generate probable future economic benefits-_or service
potential. Therefore, this expenditure is recognized as an expense when it is incurred.

56:65. Examples of research activities are:

(a)
(b)

(©)

(d)

Activities aimed at obtaining new knowledge;

The search for, evaluation and final selection of, applications of research findings or
other knowledge;

The search for alternatives for materials, devices, products, processes, systems or
services; and

The formulation, design, evaluation and final selection of possible alternatives for
new or improved materials, devices, products, processes, systems or services.

Development Phase

5766. An intangible asset arising from development (or from the development phase of an
internal project) shall be recognized if, and only if, an entity can demonstrate all of

the following:

(a) The technical feasibility of completing the intangible asset so that it will be
available for use or sale:;

(b) Its intention to complete the intangible asset and use or sell it:;

(c) Its ability to use or sell the intangible asset:;

(d) How the intangible asset will generate probable future economic benefits:_or

(e)

®

service potential. Among other things, the entity can demonstrate the existence
of a market for the output of the intangible asset or the intangible asset itself
or, if it is to be used internally, the usefulness of the intangible asset:;

The availability of adequate technical, financial and other resources to
complete the development and to use or sell the intangible asset:; and

Its ability to measure reliably the expenditure attributable to the intangible
asset during its development.

5867. In the development phase of an internal project, an entity can, in some instances, identify
an intangible asset and demonstrate that the asset will generate probable future economic
benefits:_or service potential. This is because the development phase of a project is
further advanced than the research phase.
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5968. Examples of development activities are:

(a) The design, construction and testing of pre--production or pre--use prototypes and
models;

(b) The design of tools, jigs, moulds and dies involving new technology;

(c) The design, construction and operation of a pilot plant that is not of a scale
economically feasible for commercial production; and

(d) The design, construction and testing of a chosen alternative for new or improved
materials, devices, products, processes, systems or services.

60-69. To demonstrate how an intangible asset will generate probable future economic benefits

or service potential, an entity assesses the future economic benefits or service potential to
be received from the asset using the principles in FAS36;either IPSAS 21, “Impairment
of Non-Cash-Generating Assets==" or IPSAS 26, “Impairment of Cash-Generating
Assets.” as appropriate. If the asset will generate economic benefits only in combination
with other assets, the entity applies the concept of cash-generating units in AS—36-
IPSAS 26, as appropriate.

6170. Awvailability of resources to complete, use and obtain the benefits from an intangible asset

6271.

can be demonstrated by, for example, abusiressan operating plan showing the technical,
financial and other resources needed and the entity’s ability to secure those resources. In
some cases, an entity demonstrates the availability of external finance by obtaining a
lender’s_or funder’s indication of its willingness to fund the plan.

An entity’s costing systems can often measure reliably the cost of generating an
intangible asset internally, such as salary and other expenditure incurred in securing
logos, copyrights or licences or developing computer software.

6372. Internally generated brands, mastheads, publishing titles, eustormer—Hstslists of

customers or users of an entity’s services and items similar in substance shall not be
recognized as intangible assets.

64.73. Expenditure on internally generated brands, mastheads, publishing titles, eustomer

histslists of customers or users of an entity’s services and items similar in substance
cannot be distinguished from the cost of developing the businessentity’s operations as a
whole. Therefore, such items are not recognized as intangible assets.

Cost of an Internally Generated Intangible Asset

65-74. The cost of an internally generated intangible asset for the purpose of paragraph 2433 is

the sum of expenditure incurred from the date when the intangible asset first meets the
recognition criteria in paragraphs 2430, 3122—and 5766. Paragraph 7481 prohibits
reinstatement of expenditure previously recognized as an expense.

66-75. The cost of an internally generated intangible asset comprises all directly attributable

28

costs necessary to create, produce, and prepare the asset to be capable of operating in the
manner intended by management. Examples of directly attributable costs are:

(a) Costs of materials and services used or consumed in generating the intangible asset;
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(b) Costs of employee benefits (as defined in TAS—H9IPSAS 25) arising from the
generation of the intangible asset;

(c) Fees to register a legal right; and

(d) Amortization of patents and licences that are used to generate the intangible asset.

IAS23IPSAS 5, “Borrowing Costs” specifies criteria for the recognition of interest as an
element of the cost of aninternallygenerated-intangible-asset: that is a qualifying asset.

67-76. The following are not components of the cost of an internally generated intangible asset:

(a) Selling, administrative and other general overhead expenditure unless this
expenditure can be directly attributed to preparing the asset for use;

(b) Identified inefficiencies and initial operating losses incurred before the asset
achieves planned performance; and

(c) Expenditure on training staff to operate the asset.
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Recognition of an Expense

6877. Expenditure on an intangible item shall be recognized as an expense when it is
incurred unless:

(a)

(b)

It forms part of the cost of an intangible asset that meets the recognition
criteria (see paragraphs 27-76paragraphs18—67); or

The item is acquired in a—busiressan_entity combination from an _exchange
transaction and cannot be recognized as an intangible asset _(e.g. the power to
grant rights or the power to tax). If this is the case, it forms part of the amount
recognized as goodwill at the acquisition date (see HFRS3IPSAS XX (ED 41)).

In some cases, expenditure is incurred to provide future economic benefits or service
potential to an entity, but no intangible asset or other asset is acquired or created that can
be recognized. In the case of the supply of goods, the entity recognizes such expenditure
as an expense when it has a right to access those goods. In the case of the supply of
services, the entity recognizes the expenditure as an expense when it receives the
services. For example, expenditure on research is recognized as an expense when it is
incurred (see paragraph—54 63), except when it fermswas acquired as part of a
businessthe cost of an entity combination- from an exchange transaction. Other examples
of expenditure that is recognized as an expense when it is incurred include:

(a)

(b)
(©)

(d)

Expenditure on start--up activities (i.e., start--up costs), unless this expenditure is
included in the cost of an item of property, plant and equipment in accordance with
FAS16.IPSAS 17. Start--up costs may consist of establishment costs such as legal
and secretarial costs incurred in establishing a legal entity, expenditure to open a
new facility or bustnessoperation (i.e., pre--opening costs) or expenditures for
starting new operations or launching new products or processes (i.e., pre--operating
costsy-):

Expenditure on training activities—;

Expenditure on advertising and promotional activities: (including mail order
catalogues and information pamphlets); and

Expenditure on relocating or reorganizing part or all of an entity.

69A.79.An entity has a right to access goods when it owns them. Similarly, it has a right to access
goods when they have been constructed by a supplier in accordance with the terms of a
supply contract and the entity could demand delivery of them in return for payment.
Services are received when they are performed by a supplier in accordance with a
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contract to deliver them to the entity and not when the entity uses them to deliver another
service, for example, to deliver information about a service to users of that service.

7080. Paragraph 6877 does not preclude an entity from recognizing a prepayment as an asset
when payment for goods has been made in advance of the entity obtaining a right to
access those goods. Similarly, paragraph 6877 does not preclude an entity from
recognizing a prepayment as an asset when payment for services has been made in
advance of the entity receiving those services.

Past Expenses not to be Recognized as an Asset

7181. Expenditure on an intangible item that was initially recognized as an expense shall
not be recognized as part of the cost of an intangible asset at a later date.

Measurement after Recognition

7282. An entity shall choose either the cost model in paragraph 74-84 or the revaluation
model in paragraph 85-75 as its accounting policy. If an intangible asset is accounted
for using the revaluation model, all the other assets in its class shall also be
accounted for using the same model, unless there is no active market for those
assets.

73-83. A class of intangible assets is a grouping of assets of a similar nature and use in an
entity’s operations. The items within a class of intangible assets are revalued
simultaneously to avoid selective revaluation of assets and the reporting of amounts in
the financial statements representing a mixture of costs and values as at different dates.

Cost Model
7484. After initial recognition, an intangible asset shall be carried at its cost less any
accumulated amortization and any accumulated impairment losses.

Revaluation Model

7585. After initial recognition, an intangible asset shall be carried at a revalued amount,
being its fair value at the date of the revaluation less any subsequent accumulated
amortization and any subsequent accumulated impairment losses. For the purpose
of revaluations under this Standard, fair value shall be determined by reference to
an active market. Revaluations shall be made with such regularity that at the end-of
the-reporting perieddate the carrying amount of the asset does not differ materially
from its fair value.

76-86. The revaluation model does not allow:

(a) The revaluation of intangible assets that have not previously been recognized as
assets; or

(b) The initial recognition of intangible assets at amounts other than cost.

77#87. The revaluation model is applied after an asset has been initially recognized at cost.
However, if only part of the cost of an intangible asset is recognized as an asset because
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the asset did not meet the criteria for recognition until part of the way through the process
(see paragraph_74 65}, the revaluation model may be applied to the whole of that asset.
Also, the revaluation model may be apphed to an intangible asset that was received by

way—efthrough a gev ptnon-exchange
transaction (see pafagfapM@—paragraphs 52- 53)

It is uncommon for an active market with the characteristics described in paragraph-&- 17
to exist for an intangible asset, although this may happen. For example, in some
jurisdictions, an active market may exist for freely transferable taxi—licenees;
fishinghomogeneous classes of licences or production quotas-_the entity has acquired
from another entity. However, an active market cannot exist for brands, newspaper
mastheads, music and film publishing rights, patents or trademarks, because each such
asset is unique. Also, although intangible assets are bought and sold, contracts are
negotiated between individual buyers and sellers, and transactions are relatively
infrequent. For these reasons, the price paid for one asset may not provide sufficient
evidence of the fair value of another. Moreover, prices are often not available to the
public.

The frequency of revaluations depends on the volatility of the fair values of the intangible
assets being revalued. If the fair value of a revalued asset differs materially from its
carrying amount, a further revaluation is necessary. Some intangible assets may
experience significant and volatile movements in fair value, thus necessitating annual
revaluation. Such frequent revaluations are unnecessary for intangible assets with only
insignificant movements in fair value.

If an intangible asset is revalued, any accumulated amortization at the date of the
revaluation is either:

(a) Restated proportionately with the change in the gross carrying amount of the asset
so that the carrying amount of the asset after revaluation equals its revalued
amount; or

(b) Ehmmated agalnst the gross carrylng amount of the asset and the net amount

%g%%ﬂ&ﬂ%@%#&&gﬂkﬁ%&ﬂ%%ﬁﬂ%—ﬁ&%ﬁlﬁ%resmted to the

revalued amount of the asset.

If an intangible asset in a class of revalued intangible assets cannot be revalued
because there is no active market for this asset, the asset shall be carried at its cost
less any accumulated amortization and impairment losses.

If the fair value of a revalued intangible asset can no longer be determined by
reference to an active market, the carrying amount of the asset shall be its revalued
amount at the date of the last revaluation by reference to the active market less any
subsequent accumulated amortization and any subsequent accumulated impairment
losses.

The fact that an active market no longer exists for a revalued intangible asset may
indicate that the asset may be impaired and that it needs to be tested in accordance with
IPSAS 21 or IPSAS 26.1AS36-
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If the fair value of the asset can be determined by reference to an active market at a
subsequent measurement date, the revaluation model is applied from that date.

If an intangible asset’s carrylng amount is lncreased as a result of a revaluatlon the
increase shall be
eqeﬂy—&nder—the—headmﬂf—credlted dlrectlv to revaluatlon surplus However the
increase shall be recognized in profitsurplus or lessdeficit to the extent that it
reverses a revaluation decrease of the same asset previously recognized in

proefitsurplus or tess-deficit.

If an-intangible-asset’s-the carrying amount of an intangible asset is decreased as a
result of a revaluation, the decrease shall be recognized in profit—surplus or

tess-deficit. However, the decrease shall be recoghized—in—other—comprehensive

ncome-debited directly to revaluation surplus to the extent of any credit balance in
the revaluation surplus in respect of that asset.

The decrease recognized in 6ther-comprehensive-thcomereduces-the-amountaccumulated

87— The—eumulativerevaluation surplus included in net assets/equity may be transferred

directly to retained—earningsaccumulated surpluses or deficits when the surplus is
realized. The whole surplus may be realized on the retirement or disposal of the asset.
However, some of the surplus may be realized as the asset is used by the entity; in such a
case, the amount of the surplus realized is the difference between amortization based on
the revalued carrying amount of the asset and amortization that would have been
recognized based on the asset’s historical cost. The transfer from revaluation surplus to

retatned-earningsaccumulated surpluses or deficits is not made through prefitsurplus or
less-deficit.

Useful Life

8898.

8999.

An entity shall assess whether the useful life of an intangible asset is finite or
indefinite and, if finite, the length of, or number of production or similar units
constituting, that useful life. An intangible asset shall be regarded by the entity as
having an indefinite useful life when, based on an analysis of all of the relevant
factors, there is no foreseeable limit to the period over which the asset is expected to
generate net cash inflows for,_or provide service potential to, the entity.

The accounting for an intangible asset is based on its useful life. An intangible asset with
a finite useful life is amortized (see paragraphs 971086107-116), and an intangible asset
with an indefinite useful life is not (see paragraphs +07—310117-120). The Hustrative
ExamplesImplementation Guidance accompanying this Standard tHustrateillustrates the
determination of useful life for different intangible assets, and the subsequent accounting
for those assets based on the useful life determinations-

100. Many factors are considered in determining the useful life of an intangible asset,

including:

(a) The expected usage of the asset by the entity and whether the asset could be
managed efficiently by another management team;
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(b) Typical product life cycles for the asset and public information on estimates of
useful lives of similar assets that are used in a similar way;

(c) Technical, technological, commercial or other types of obsolescence;

(d) The stability of the industry in which the asset operates and changes in the market
demand for the products or services output from the asset;

(e) Expected actions by competitors or potential competitors;

(f) The level of maintenance expenditure required to obtain the expected future
economic benefits_or service potential from the asset and the entity’s ability and
intention to reach such a level;

(g) The period of control over the asset and legal or similar limits on the use of the
asset, such as the expiry dates of related leases; and

(h)  Whether the useful life of the asset is dependent on the useful life of other assets of
the entity.

The term—indefinite> “indefinite” does not mean—infinite “infinite.” The useful life of
an intangible asset reflects only that level of future maintenance expenditure required to
maintain the asset at its standard of performance assessed at the time of estimating the
asset’s useful life, and the entity’s ability and intention to reach such a level. A
conclusion that the useful life of an intangible asset is indefinite should not depend on
planned future expenditure in excess of that required to maintain the asset at that standard
of performance.

Given the history of rapid changes in technology, computer software and many other
intangible assets are susceptible to technological obsolescence. Therefore, it is likely that
their useful life is short.

The useful life of an intangible asset may be very long or even indefinite. Uncertainty
justifies estimating the useful life of an intangible asset on a prudent basis, but it does not
justify choosing a life that is unrealistically short.

The useful life of an intangible asset that arises from eentractualbinding
arrangements (including rights from contracts or other legal rights) shall not exceed
the period of the contractual or other legal rights, but may be shorter depending on
the period over which the entity expects to use the asset. If the eentractualbinding
arrangements (including rights from contracts or other legal rights) are conveyed
for a limited term that can be renewed, the useful life of the intangible asset shall
include the renewal period(s) only if there is evidence to support renewal by the
entity without significant cost. The useful life of a reacquired right recognized as an
intangible asset in a-bustressan entity combination from an exchange transaction is
the remaining eentractual-period of the eentract-binding arrangement in which the
right was granted and shall not include renewal periods.

There may be beth-economic, political, social and legal factors influencing the useful life
of an intangible asset. Economic, political or social factors determine the period over
which future economic benefits or service potential will be received by the entity. Legal
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factors may restrict the period over which the entity controls access to thesesuch
economic benefits:_or service potential. The useful life is the shorter of the periods
determined by these factors.

106. Existence of the following factors, among others, indicates that an entity would be able to

renew the eentractaalbinding arrangements (including rights from contracts or other legal
rights) without significant cost:

(a) There is evidence, possibly based on experience, that the eentraetualbinding
arrangements (including rights from contracts or other legal rights) will be renewed.
If renewal is contingent upon the consent of a third party, this includes evidence
that the third party will give its consent;

(b) There is evidence that any conditions necessary to obtain renewal will be satisfied;
and

(c) The cost to the entity of renewal is not significant when compared with the future
economic benefits or service potential expected to flow to the entity from renewal.

If the cost of renewal is significant when compared with the future economic benefits or
service potential expected to flow to the entity from renewal, the—renewal
eost “renewal cost” represents, in substance, the cost to acquire a new intangible asset at
the renewal date.

Intangible Assets with Finite Useful Lives
Amortization Period and Amortization Method

97107.

The depreciable amount of an intangible asset with a finite useful life shall be
allocated on a systematic basis over its useful life. Amortization shall begin when the
asset is available for use, i.e., when it is in the location and condition necessary for it
to be capable of operating in the manner intended by management. Amortization
shall cease at the earlier of the date that the asset is classified as held for sale (or
included in a disposal group that is classified as held for sale) in accordance with
HFRS-5the relevant international or_national standard dealing with _non-current
assets _held for sale and discontinued operations and the date that the asset is
derecognized. The amortization method used shall reflect the pattern in which the
asset’s future economic benefits or service potential are expected to be consumed by
the entity. If that pattern cannot be determined reliably, the straight--line method
shall be used. The amortization charge for each period shall be recognized in
proefitsurplus or tessdeficit unless this or another Standard permits or requires it to
be included in the carrying amount of another asset.

108. A variety of amortization methods can be used to allocate the depreciable amount of an

asset on a systematic basis over its useful life. These methods include the straight--line
method, the diminishing balance method and the unit of production method. The method
used is selected on the basis of the expected pattern of consumption of the expected
future economic benefits or service potential embodied in the asset and is applied
consistently from period to period, unless there is a change in the expected pattern of
consumption of those future economic benefits or service potential.
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99109. Amortization is usually recognized in prefitsurplus or less-deficit. However, sometimes

the future economic benefits or service potential embodied in an asset are absorbed in

producing other assets. In this case, the amortization charge constitutes part of the cost of

the other asset and is included in its carrying amount. For example, the amortization of
intangible assets used in a production process is included in the carrying amount of

inventories (see FAS2Tnventories™ ) [PSAS 12).

Residual Value

100110.

:
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The residual value of an intangible asset with a finite useful life shall be assumed to
be zero unless:

(a) There is a commitment by a third party to purchase the asset at the end of its
useful life; or

(b) There is an active market for the asset and:
(i) Residual value can be determined by reference to that market; and

(i) Itis probable that such a market will exist at the end of the asset’s
useful life.

. The depreciable amount of an asset with a finite useful life is determined after

deducting its residual value. A residual value other than zero implies that an entity
expects to dispose of the intangible asset before the end of its economic life.

. An estimate of an asset’s residual value is based on the amount recoverable from

disposal using prices prevailing at the date of the estimate for the sale of a similar asset
that has reached the end of its useful life and has operated under conditions similar to
those in which the asset will be used. The residual value is reviewed at least at each

finanetalyear-end-reporting date. A change in the asset’s residual value is accounted for
as a change in an accountmg estlmate in accordance with IPSAS 31AS-8“Aeccounting

2

. The residual value of an intangible asset may increase to an amount equal to or greater

than the asset’s carrying amount. If it does, the asset’s amortization charge is zero
unless and until its residual value subsequently decreases to an amount below the
asset’s carrying amount.

Review of Amortization Period and Amortization Method

104114.

36

The amortization period and the amortization method for an intangible asset with
a finite useful life shall be reviewed at least at each firancial-year-end-reporting
date. If the expected useful life of the asset is different from previous estimates, the
amortization period shall be changed accordingly. If there has been a change in the
expected pattern of consumption of the future economic benefits or_service
potential embodied in the asset, the amortization method shall be changed to
reflect the changed pattern. Such changes shall be accounted for as changes in
accounting estimates in accordance with +AS-8-1PSAS 3.
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. During the life of an intangible asset, it may become apparent that the estimate of its
useful life is inappropriate. For example, the recognition of an impairment loss may
indicate that the amortization period needs to be changed.
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Over time, the pattern of future economic benefits or service potential expected to flow to
an entity from an intangible asset may change. For example, it may become apparent that a
diminishing balance method of amortization is appropriate rather than a straight--line
method. Another example is if use of the rights represented by a licence is deferred pending
action on other components of the busiressentity’s strategic plan. In this case, economic
benefits_or service potential that flow from the asset may not be received until later periods.

Intangible Assets with Indefinite Useful Lives
167117. An intangible asset with an indefinite useful life shall not be amortized.

108118. In accordance with FAS36IPSAS 21 and IPSAS 26, an entity is required to test an
intangible asset with an indefinite useful life or an intangible asset not yet available for
use for impairment by comparing its recoverable service amount or its recoverable
amount, as appropriate, with its carrying amount

(a) Annually, and

(b) Whenever there is an indication that the intangible asset may be impaired.

Review of Useful Life Assessment

109119. The useful life of an intangible asset that is not being amortized shall be reviewed
each_reporting period to determine whether events and circumstances continue to
support an indefinite useful life assessment for that asset. If they do not, the change
in the useful life assessment from indefinite to finite shall be accounted for as a
change in an accounting estimate in accordance with +AS-8-1PSAS 3.

H0120. In accordance with FAS36IPSAS 21 and IPSAS 26, reassessing the useful life of an
intangible asset as finite rather than indefinite is an indicator that the asset may be
impaired. As a result, the entity tests the asset for impairment by comparing its
recoverable service amount or its recoverable amount, determined in accordance with
IAS36cither IPSAS 21 or IPSAS 26 as appropriate, with its carrying amount, and
recognizing any excess of the carrying amount over the recoverable ameuntservice
amount or recoverable amount as appropriate, as an impairment loss.

Recoverability of the Carrying Amount—Impairment Losses

HH121. To determine whether an intangible asset is impaired, an entity applies tAS-—36-
Fhat-Standard-explainsIPSAS 21 or IPSAS 26, as appropriate. Those Standards explain
when and how an entity reviews the carrying amount of its assets, how it determines the
recoverable service amount or recoverable amount of an asset, as appropriate, and when
it recognizes or reverses an impairment loss.
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Retirements and Disposals

H2122.

An intangible asset shall be derecognized:

(a) Ondisposal;_(including disposal through a non-exchange transaction); or

(b)  When no future economic benefits or _service potential are expected from its
use or disposal.

123. The gain or loss arising from the derecognition of an intangible asset shall be

H4124.

determined as the difference between the net disposal proceeds, if any, and the
carrying amount of the asset. It shall be recognized in prefitsurplus or lessdeficit
when the asset is derecognized (unless IPSAS 13FAS-17 requires otherwise on a
sale and leaseback). Gains shall not be classified as revenue.

The disposal of an intangible asset may occur in a variety of ways (e.g., by sale, by
entering into a finance lease, or by—denatien)-through a non-exchange transaction). In
determining the date of disposal of such an asset, an entity applies the criteria in [PSAS
9. “Revenue from Exchange Transactions”tAS—8—Revenue for recognizing revenue
from the sale of goods—HAS+7 IPSAS 13 applies to disposal by a sale and leaseback.

125. If, in accordance with the recognition principle in paragraph 2430, an entity recognizes

in the carrying amount of an asset the cost of a replacement for part of an intangible
asset, then it derecognizes the carrying amount of the replaced part. If it is not
practicable for an entity to determine the carrying amount of the replaced part, it may
use the cost of the replacement as an indication of what the cost of the replaced part was
at the time it was acquired or internally generated.

H5A:126. In the case of a reacquired right in a—businessan entity combination_from an

H6127.

exchange transaction, if the right is subsequently reissued (sold) to a third party, the
related carrying amount, if any, shall be used in determining the gain or loss on reissue.

The consideration receivable on disposal of an intangible asset is recognized initially at
its fair value. If payment for the intangible asset is deferred, the consideration received
is recognized initially at the cash price equivalent. The difference between the nominal
amount of the consideration and the cash price equivalent is recognized as interest
revenue in accordance with IPSAS 9AS—E reflecting the effective yield on the
receivable.

128. Amortization of an intangible asset with a finite useful life does not cease when the
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intangible asset is no longer used, unless the asset has been fully depreciated or is
classified as held for sale (or included in a disposal group that is classified as held for
sale) in accordance with HERS-5-—the relevant international or national standard dealing
with non-current assets held for sale and discontinued operations.
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H8129. An entity shall disclose the following for each class of intangible assets,
distinguishing between internally generated intangible assets and other intangible
assets:

(a)

(b)
(c)

(d)

(e)

Whether the useful lives are indefinite or finite and, if finite, the useful lives or
the amortization rates used;

The amortization methods used for intangible assets with finite useful lives;

The gross carrying amount and any accumulated amortization (aggregated
with accumulated impairment losses) at the beginning and end of the period;

The line item(s) of the statement of comprehensive—incomefinancial

performance in which any amortization of intangible assets is included;

A reconciliation of the carrying amount at the beginning and end of the period
showing:

(1) Additions, indicating separately those from internal development, those
acquired separately, and those acquired through busiressentity
combinations_from exchange transactions;

(i) Assets classified as held for sale or included in a disposal group classified
as held for sale in accordance with theHFRS-5 relevant international or
national standard dealing with non-current assets held for sale and
discontinued operations and other disposals;

(iii) Increases or decreases during the period resulting from revaluations
under paragraphs #5-8585, 95 and 8696 and from impairment losses

recognized or reversed in—ether—comprehensive—incomedirectly in net
assets/equity in accordance with +AS-361PSAS 21 or IPSAS 26 (if any);

(iv) Impairment losses recognized in prefitsurplus or lessdeficit during the
period in accordance with FAS-361PSAS 21 or IPSAS 26 (if any);

(v) Impairment losses reversed in prefitsurplus or lessdeficit during the
period in accordance with FAS-361PSAS 21 or IPSAS 26 (if any);

(vi) Any amortization recognized during the period;

(vii) Net exchange differences arising on the translation of the financial
statements into the presentation currency, and on the translation of a
foreign operation into the presentation currency of the entity; and

(viii) Other changes in the carrying amount during the period.

HO130. A class of intangible assets is a grouping of assets of a similar nature and use in an
entity’s operations. Examples of separate classes may include:
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(a) Brand names;

(b) Mastheads and publishing titles;
(c) Computer software;

(d) Licences and franchises;

(e) Copyrights, patents and other industrial property rights, service and operating
rights;
(f) Recipes, formulae, models, designs and prototypes; and

(g) Intangible assets under development.

The classes mentioned above are disaggregated (aggregated) into smaller (larger) classes
if this results in more relevant information for the users of the financial statements.

36IPSAS 21 or IPSAS 26 in addition to the information required by paragraph H&
129(e)(iii)-(v).

IAS-8IPSAS 3 requires an entity to disclose the nature and amount of a change in an
accounting estimate that has a material effect in the current period or is expected to
have a material effect in subsequent periods. Such disclosure may arise from changes
in:

(a) The assessment of an intangible asset’s useful life;
(b) The amortization method; or

(¢) Residual values.

. An entity shall also disclose:

(a) For an intangible asset assessed as having an indefinite useful life, the
carrying amount of that asset and the reasons supporting the assessment of
an indefinite useful life. In giving these reasons, the entity shall describe the
factor(s) that played a significant role in determining that the asset has an
indefinite useful life.

(b) A description, the carrying amount and remaining amortization period of
any individual intangible asset that is material to the entity’s financial
statements.

(c) For intangible assets acquired by—way—ofthrough a geverament—grantnon-

exchange transaction and initially recognized at fair value (see paragraphs
4452-53):

(i)  The fair value initially recognized for these assets;

(ii) Their carrying amount; and

(iii) Whether they are measured after recognition under the cost model or
the revaluation model.
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(d) The existence and carrying amounts of intangible assets whose title is
restricted and the carrying amounts of intangible assets pledged as security
for liabilities.

(e) The amount of contractual commitments for the acquisition of intangible assets.

123134. When an entity describes the factor(s) that played a significant role in determining that
the useful life of an intangible asset is indefinite, the entity considers the list of factors
in paragraph 10099.

Intangible Assets Measured after Recognition using the Revaluation Model

124135. If intangible assets are accounted for at revalued amounts, an entity shall disclose
the following:

(a) By class of intangible assets:
(i) The effective date of the revaluation; and
(ii) The carrying amount of revalued intangible assets;-and

(i) The carrying amount that would have been recognized had the
revalued class of intangible assets been measured after recognition

using the cost model in paragraph-74+-84;

(b) The amount of the revaluation surplus that relates to intangible assets at the
beginning and end of the reporting period, indicating the changes during the
reporting period and any restrictions on the distribution of the balance to
shareholders_or other equity holders; and

(c) The methods and significant assumptions applied in estimating the assets’
fair values.

125136. It may be necessary to aggregate the classes of revalued assets into larger classes for
disclosure purposes. However, classes are not aggregated if this would result in the
combination of a class of intangible assets that includes amounts measured under both
the cost and revaluation models.

Research and Development Expenditure

126137. An entity shall disclose the aggregate amount of research and development
expenditure recognized as an expense during the period.

127138. Research and development expenditure comprises all expenditure that is directly
attributable to research or development activities (see paragraphs 6675 and 6776 for
guidance on the type of expenditure to be included for the purpose of the disclosure
requirement in paragraph +26137).

Other Information

$28139. An entity is encouraged, but not required, to disclose the following information:

(a) A description of any fully amortized intangible asset that is still in use; and
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(b) A brief description of significant intangible assets controlled by the entity but not
recognized as assets because they d1d not meet the recogmtlon crlterla in this
Standard 0 ; : ;

Transitional Provisions and Effective Date
129 [Deleted]
First-time Adoption of this Standard by an Entity that Applies the Accrual Basis of

Accounting

136-140. An entity that follows the accrual basis of accounting as set out in the IPSASs shall
apply this Standard:

(a) To the accounting for intangible assets acquired in businessentity
combinations from exchange transactions for which the agreement date is on
or after 3:-Mareh-2004MM DD, YYYY; and

(b) To the accounting for all other intangible assets prospectively from the
beginning of the first annual period beginning on or after 31-Mareh-2004-
MM DD, YYYY.

Thus, the entity shall not adjust the carrying amount of intangible assets
recognized at that date. However, the entity shall, at that date, apply this Standard
to reassess the useful lives of such intangible assets. If, as a result of that
reassessment, the entity changes its assessment of the useful life of an asset, that
change shall be accounted for as a change in an accounting estimate in accordance
with FAS-8IPSAS 3.

130A-An-(c)The entity shall apply this Standard to reassess previously recorded
and unrecorded intangible items as follows:

(i) The entity shall assess whether previously recognized intangible assets
meet the amendmentsrecognition criteria set out ferannualperiods

beginning-en-orafter-1-January-2006- in paragraph 30.

(ii)  The entity shall assess whether intangible items previously expensed
meet the recognition criteria set out in paragraph 30.

If, as a result of such reassessment, the entity changes its assessment of the

existence of an entity applies I1FRS 6 Tor an earlier period, those amendmentsasset,

that change shall be apphedfor-thatearhierperiodaccounted for as a change in an
accounting policy in accordance with IPSAS 3.
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Exchanges of SimHar-Assets_ in an Exchange Transaction

131141. The requirement in paragraphs—29—-and—+30paragraph 140(b) to apply this Standard
prospectively means that if an exchange of assets_in an exchange transaction was

measured before the effective date of this Standard on the basis of the carrying amount
of the asset given up, the entity does not restate the carrying amount of the asset
acquired to reflect its fair value at the acquisition date.

Early Application

132-142. Entities to which paragraph 436140 applies are encouraged to apply the requirements of
this Standard before the effective dates specified in paragraph 436-140. However, if an
entity applies this Standard before those effective dates, it also shall apply HRS
3IPSAS XX (ED 41), IPSAS 21 and tAS36(asrevised-in2004IPSAS 26 at the same
time.

ishdrawal of issued 1008

13 1 2 b
b

143.  Prior to first application of this Standard, an entity may recognize its intangible assets on
a basis other than cost or fair value as defined in this Standard, or may control assets that
it has not recognized. This Standard requires entities to initially recognize intangible
assets at cost or, fair value as at the date of initial recognition in accordance with this
Standard. Where assets are initially recognized at cost and were acquired at no cost, or
for a nominal cost, cost will be determined by reference to the asset’s fair value as at the
date of acquisition. Where the cost of acquisition of an asset is not known, its cost may be
estimated by reference to its fair value as at the date of acquisition.

144. IPSAS 3 requires an entity to retrospectively apply accounting policies unless it is
impracticable to do so. Therefore, when an entity initially recognizes an item of property,
plant and equipment at cost in accordance with this Standard, it shall also recognize any
accumulated depreciation and any accumulated impairment losses that relate to that item,
as if it had always applied those accounting policies.

First-time Adoption of the Accrual Basis of Accounting

145. Entities_are not required to recognize intangible assets for reporting periods
beginning on a date within five years following the date of first adoption of the
accrual basis of accounting in_accordance with International Public Sector
Accounting Standards.
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An entity that adopts the accrual basis of accounting for the first time in accordance

147.

with International Public_Sector Accounting Standards shall initially recognize
intangible assets at either cost or fair value, as required under this Standard. For
intangible assets that were acquired through non-exchange transactions, cost is the
item’s fair value as at the date of acquisition (see paragraphs 52-53).

The entity shall recognize the effect of the initial recognition of intangible assets as

148.

an adjustment to the opening balance of accumulated surpluses or deficits for the
period in which the intangible asset is initially recognized.

The transitional provisions in paragraphs 145 and 146 are intended to give relief in

149.

situations where an entity is seeking to comply with the provisions of this Standard, in the
context of implementing accrual accounting for the first time in accordance with
International Public Sector Accounting Standards, with effect from the effective date of
this Standard or subsequently. When entities adopt the accrual basis of accounting in
accordance with International Public Sector Accounting Standards for the first time, there
are often difficulties in compiling comprehensive information on the existence and
valuation of intangible assets. For this reason, for a five-year period following the date of
first adoption of accrual accounting in accordance with International Public Sector
Accounting Standards, entities are not required to comply fully with the requirements of

paragraph 30.
Notwithstanding the transitional provisions in paragraphs 145 and 146, entities that are in

150.

the process of adopting the accrual basis of accounting are encouraged to comply in full
with the provisions of this Standard as soon as possible.

When an entity takes advantage of the transitional provisions in paragraphs 145
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and 146 that fact shall be disclosed. Information on the major classes of asset that
have not been recognized by virtue of paragraph 145 shall also be disclosed. When
an entity takes advantage of the transitional provisions for a second or subsequent
reporting period, details of the assets or classes of asset that were not recognized at
the previous reporting date but that are now recognized shall be disclosed.
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Appendix A

Application Guidance — Web Site Costs
This Application Guidance is an integral part of IPSAS XX (ED 40).

AG1. An entity may incur internal expenditure on the development and operation of its own

AG2.

AG3.

AG4.

AGS.

web site for internal or external access. A web site designed for external access may be
used for various purposes such as to disseminate information, create awareness of
services, request comment on draft legislation, promote and advertise an entity’s own
services and products, provide electronic services, and sell services and products and
services. A web site designed for internal access may be used to store eempany—entity
policies and eustemer—details of customers or users of a service, and search relevant
information.

The stages of a web site’s development can be described as follows:

(a) Planning — includes undertaking feasibility studies, defining objectives and
specifications, evaluating alternatives and selecting preferences;

(b) Application and Infrastructure Development — includes obtaining a domain name,
purchasing and developing hardware and operating software, installing developed
applications and stress testing;

(¢) Graphical Design Development — includes designing the appearance of web pages;
and

(d) Content Development — includes creating, purchasing, preparing and uploading
information, either textual or graphical in nature, on the web site before the
completion of the web site’s development. This information may either be stored in
separate databases that are integrated into (or accessed from) the web site or coded
directly into the web pages.

Once development of a web site has been completed, the Operating stage begins. During
this stage, an entity maintains and enhances the applications, infrastructure, graphical
design and content of the web site.

When accounting for internal expenditure on the development and operation of an
entity’s own web site for internal or external access, the issues are:

(a) Whether the web site is an internally generated intangible asset that is subject to the
requirements of FAS-38-this Standard; and

(b) The appropriate accounting treatment of such expenditure.

This Interpretation-Application Guidance does not apply to expenditure on purchasing,
developing, and operating hardware (e.g., web servers, staging servers, production
servers and Internet connections) of a web site. Such expenditure is accounted for under
IASH6IPSAS 17. Additionally, when an entity incurs expenditure on an Internet service
provider hosting the entity’s web site, the expenditure is recognized as an expense under
IAS1-88-and-the Framewerk-when the services are received.
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IAS38-IPSAS XX (ED 40) does not apply to intangible assets held by an entity for sale
in the ordinary course of operations (see FAS—2-IPSAS 12 and FAS—H-IPSAS 11) or
leases that fall within the scope of FASH7IPSAS 13. Accordingly, this Interpretation
Application Guidance does not apply to expenditure on the development or operation of a
web site (or web site software) for sale to another entity. When a web site is leased under
an operating lease, the lessor applies this Interpretation-Application Guidance. When a
web site is leased under a finance lease, the lessee applies this Interpretation-Application
Guidance after initial recognition of the leased asset.

An entity’s own web site that arises from development and is for internal or external
access is an internally generated intangible asset that is subject to the requirements of tAS
38-this Standard.

A web site arising from development shal-be-is recognized as an intangible asset if, and
only if, in addition to complying with the general requirements described in tAS3821
paragraph 30 of this Standard for recognition and initial measurement, an entity can
satisfy the requirements in FAS—2857paragraph 64 of this Standard. In particular, an
entity may be able to satisfy the requirement to demonstrate how its web site will
generate probable future economic benefits or serviced potential in accordance with tAS
38 5%dyparagraph 63(d) of this Standard when, for example, the web site is capable of
generating revenues, including direct revenues from enabling orders to be placed, or
providing services using the web site, rather than at a physical location using civil
servants. An entity is not able to demonstrate how a web site developed solely or
primarily for promoting and advertising its own services and products and-serviees-will
generate probable future economic benefits or service potential, and consequently all
expenditure on developing such a web site shall-be-is recognized as an expense when
incurred.

Any internal expenditure on the development and operation of an entity’s own web site
shall-be-is accounted for in accordance with FAS38-this Standard. The nature of each
activity for which expenditure is incurred (e.g., training employees and maintaining the
web site) and the web site’s stage of development or post-development shal—be-are
evaluated to determine the appropriate accounting treatment (additional guidance is

provided in the table Appendix—to-included at the end of this Interpretation-Application
Guidance). For example:

(a) The Planning stage is similar in nature to the research phase in IAS—3854-56
paragraphs 63-65 of this Standard. Expenditure incurred in this stage shal-be-is
recognized as an expense when it is incurred;

(b) The Application and Infrastructure Development stage, the Graphical Design stage
and the Content Development stage, to the extent that content is developed for
purposes other than to advertise and promote an entity’s own services and products
and-—serviees, are similar in nature to the development phase in FAS3857-64
paragraphs 66-73 of this Standard. Expenditure incurred in these stages shall be is
included in the cost of a web site recognized as an intangible asset in accordance
with paragraph 8—AG8 of this Interpretation—Application Guidance when the
expenditure can be directly attributed and is necessary to creating, producing or




INTANGIBLE ASSETS

preparing the web site for it to be capable of operating in the manner intended by
management. For example, expenditure on purchasing or creating content (other
than content that advertises and promotes an entity’s own services and productsané
serviees) specifically for a web site, or expenditure to enable use of the content
(e.g., a fee for acquiring a licence to reproduce) on the web site, shall-be-is included
in the cost of development when this condition is met. However, in accordance with
TAS 38 paragraph 81 of this Standard, expenditure on an intangible item that was
initially recognized as an expense in previous financial statements shal-is not be
recognized as part of the cost of an intangible asset at a later date (e.g., if the costs
of a copyright have been fully amortized, and the content is subsequently provided
on a web site);

(c) Expenditure incurred in the Content Development stage, to the extent that content is
developed to advertise and promote an entity’s own services and products and
serviees-(e.g., digital photographs of products), shal-be-is recognized as an expense
when incurred in accordance with FAS38-69¢e)}-paragraph 78(c) of this Standard.
For example, when accounting for expenditure on professional services for taking
digital photographs of an entity’s own products and for enhancing their display,
expenditure is recognized as an expense as the professional services are received
during the process, not when the digital photographs are displayed on the web site;
and

(d) The Operating stage begins once development of a web site is complete.
Expenditure incurred in this stage shall-be-is recognized as an expense when it is
incurred unless it meets the recognition criteria in FAS384-8-paragraph 30 of this
Standard.

AGI10. A web site that is recognized as an intangible asset under paragraph 8-AGS8 of this
Interpretation—Application Guidance shalbe—is measured after initial recognition by
applying the requirements of AS38-72-87paragraphs 82-97 of this Standard. The best
estimate of a web site’s useful life should be short, as described in paragraph 102.

IAS 38 | ibla/ m . |
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Appendix B

Amendments to Other IPSASs

The amendments in this appendix shall be applied for annual financial statements covering
periods beginning on or after Month Day, Year. If an entity applies this Standard for an
earlier period, these amendments shall be applied for that earlier period (deleted text is
struck through and new text is underlined).

IPSAS 3, “Accounting Policies, Changes in Accounting Estimates and Errors” is amended
as follows:

Paragraph 22 is amended:

22.  The initial application of a policy to revalue assets in accordance with IPSAS 17,

Property, Plant and Equipment” or the—relevantinternational-ornationalaccounting
standard-dealing—with—intangible-assets [IPSAS XX, “Intangible Assets” is a change in

accounting policy to be dealt with as a revaluation in accordance with IPSAS 17 or that
relevant-Standard IPSAS XX, rather than in accordance with this Standard.

IPSAS 13, “Leases” is amended as follows:
Paragraph 36 is amended:

36. A finance lease gives rise to a depreciation expense for depreciable assets as well as
finance expense for each accounting period. The depreciation policy for depreciable
leased assets shall be consistent with that for depreciable assets that are owned, and the
depreciation recognised shall be calculated in accordance with International Public Sector
Accountlng Standard (IPSAS 17) “Property, Plant and Equlpment or aﬂy—}ntem&t-}eﬂﬂ

entrty IPSAS XX “Intanglble Assets ” as appror)rlate If there is no reasonable certalnty
that the lessee will obtain ownership by the end of the lease term, the asset shall be fully
depreciated over the shorter of the lease term and its useful life.”

Paragraph 41 is amended:

41.  In addition, the requlrements for dlsclosure in accordance with IPSAS 16, IPSAS 17,
IPSAS 21 and anyin g g i pting-stan A-intan :
IPSAS XX “Intangible Assets” and on 1mpa1rment of cash generatlng assets whlch have
been adopted by the entity are applied to the amounts of leased assets under finance
leases that are accounted for by the lessee as acquisition of assets.”

Paragraph 66 is amended:

66. The depreciation policy for depreciable leased assets shall be consistent with the lessor’s
normal depreciation policy for similar assets, and depreciation shall be calculated in
accordance with IPSAS 17 or IPSAS XX, “Intangible Assets,” as appropriateand-any
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IPSAS 17, “Property, Plant and Equipment” is amended as follows:

Paragraph 65 is amended:

65.

The depreciation charge for a period is usually recognized in surplus or deficit. However,
sometimes, the future economic benefits or service potential embodied in an asset is
absorbed in producing other assets. In this case, the depreciation charge constitutes part
of the cost of the other asset and is included in its carrying amount. For example, the
depreciation of manufacturing plant and equipment is included in the costs of conversion
of inventories (see IPSAS 12). Similarly, depreciation of property, plant and equipment
used for development activities may be included in the cost of an intangible asset

recognized in accordance with therelevant-international-er national-accounting standard
dealing-with-intangible-assets IPSAS XX, “Intangible Assets.”

IPSAS 21, “Impairment of Non-Cash Generating Assets,” as follows:

Paragraph 2 is amended:

Scope
2.

An entity which prepares and presents financial statements under the accrual basis of
accounting shall apply this Standard in accounting for impairment of non cash-generating
assets, except:

(a) Inventories (see IPSAS 12, “Inventories”);

(b) Assets arising from construction contracts (see IPSAS 11, “Construction
Contracts”);

(c) Financial assets that are included in the scope of IPSAS 15, “Financial Instruments:
Disclosure and Presentation”;

(d) Investment property that is measured using the fair value model (see IPSAS 16,
“Investment Property™);

(e) Non-cash-generating property, plant and equipment that is measured at revalued
amounts (see IPSAS 17, “Property, Plant and Equipment”);

(f)  Non-cash-generating intangible assets that are measured at revalued amounts (see
IPSAS XX, “Intangible Assets™); and

(fg) Other assets in respect of which accounting requirements for impairment are
included in another International Public Sector Accounting Standard.

Paragraph 6 is amended:

6.

This Standard excludes non-cash-generating intangible assets that are regularly revalued
to fair value from its scope. This Standard includes all other non-cash-generating
intangible assets (e.g., those that are carried at cost less any accumulated amortization)
within its scope. Entities apply the requirements of this Standard to recognizing and
measuring impairment losses, and reversals of impairment losses, related to such non-
cash-generating intangible assets.
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Additional paragraphs are inserted after paragraph 26:

20A.

Irrespective of whether there is any indication of impairment, an entity shall also test an

26B.

intangible asset with an indefinite useful life or an intangible asset not yet available for
use for impairment annually by comparing its carrying amount with its recoverable
service amount. This impairment test may be performed at any time during the reporting
period, provided it is performed at the same time every year. Different intangible assets
may be tested for impairment at different times. However, if such an intangible asset was
initially recognized during the current reporting period, that intangible asset shall be
tested for impairment before the end of the current reporting period.

The ability of an intangible asset to generate sufficient future economic benefits or

service potential to recover its carrying amount is usually subject to greater uncertainty
before the asset is available for use than after it is available for use. Therefore, this
Standard requires an entity to test for impairment, at least annually, the carrying amount
of an intangible asset that is not yet available for use.

An additional heading and a new paragraph are inserted after paragraph 39:

Measuring the Recoverable Service Amount of an Intangible Asset with an Indefinite

Useful Life

39A.

Paragraph 26A requires an intangible asset with an indefinite useful life to be tested for

impairment annually by comparing its carrying amount with its recoverable service
amount, irrespective of whether there is any indication that it may be impaired. However,
the most recent detailed calculation of such an asset’s recoverable service amount made
in a preceding period may be used in the impairment test for that asset in the current
period, provided all of the following criteria are met:

(a) Ifthe intangible asset does not service potential from continuing use that are largely
independent of those from other assets or groups of assets and is therefore tested for
impairment as part of the cash-generating unit to which it belongs, the assets and
liabilities making up that unit have not changed significantly since the most recent
recoverable amount calculation;

(b) The most recent recoverable service amount calculation resulted in an amount that
exceeded the asset’s carrying amount by a substantial margin: and

(c) Based on an analysis of events that have occurred and circumstances that have
changed since the most recent recoverable service amount calculation, the
likelihood that a current recoverable service amount determination would be less
than the asset’s carrying amount is remote.

Paragraph BC13 is amended:

BC13. IAS—36 IPSAS 21 contains specific requirements for testing intangible assets for
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impairment, and for recognizing and measuring impairment losses related to intangible
assets. These requirements complement the requirements of FAS—38IPSAS XX,

“Intangible Assets.” Fhe HPSASB-hasnotissued-anPSAS-on-intangible-assets;so-has
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generating—intangible-assets—inthepublie seetor—Non-cash-generating intangible assets
measured at cost are ﬁe{—exelaéed ffem 1ncluded in the scope of this Standard—T—herefefe

tested for impairment according to the requirements of this Standard.

Paragraphs BC16-BC19 are amended:
Property, Plant and Equipment_and Intangible Assets

BCl6.

BCl17.

BCI8.

BCI9.

The Standard does not require the application of an impairment test to non-cash-
generating assets that are carried at revalued amounts under the allowed-alternative
treatment—revaluation model in IPSAS 17 and IPSAS XX, “Intangible Assets.” The
IPSASB is of the view that under the allowed-alternative-treatment-revaluation model in
IPSAS 17_and IPSAS XX, assets will be revalued with sufficient regularity to ensure that
they are carried at an amount that is not materially different from their fair value as at the
reporting date and any impairment will be taken into account in the valuation. Therefore
any difference between the asset’s carrying amount and its fair value less costs to sell will
be the disposal costs. The IPSASB is of the view that, in most cases, these will not be
material and, from a practical viewpoint, it is not necessary to measure an asset’s
recoverable service amount and to recognize an impairment loss for the disposal costs of
a non-cash-generating asset.

In contrast to this Standard, IAS 36 requires entities to test revalued property;—plantand
equipment assets for impairment after they had been revalued. The rationale for this
difference can be explained by reference to the factors set out in paragraphs BC18 and
BC19 below.

Firstly, there are different methods of determining recoverable service amount under this
Standard and of determining recoverable amount under IAS 36. Recoverable service
amount is defined in this Standard as the higher of a non-cash-generating asset’s fair
value less costs to sell and its value in use. Under this Standard, an entity determines an
asset’s value in use by determining the current cost to replace the asset’s remaining
service potential. The current cost to replace the asset’s remaining service potential is
determined using any of the depreciated replacement cost approach, approaches
described as the restoration cost approach, and the service units approach. These
approaches may also be adopted to measure fair value under IPSAS 17 and IPSAS XX —
therefore the value in use is a measure of fair value. Recoverable amount is defined in
IAS 36 as the higher of an asset’s fair value less costs to sell and its value in use. Value in
use under IAS 36 is determined using the present value of the cash flows expected to be
derived from continued use of the asset and its eventual disposal. IAS 36 states that the
value in use may be different from the fair value of the asset.

Secondly, the requirement under IAS 36 to combine non-cash-generating assets with
cash-generating assets to form a cash-generating unit is not replicated in this Standard.
Under IAS 36, where an asset does not produce cash inflows it is combined with other
assets to form a cash-generating unit, the value in use of which is then measured. The
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sum of the fair values of the assets that make up a cash-generating unit may be different
to the value in use of the cash-generating unit.

IPSAS 23, “Revenue from Non-Exchange Transactions (Taxes and Transfers)” is amended
as follows:
Paragraph 1G27 is amended:

IG27. This is an exchange transaction. In return for the grant, the university provides research
services and an intangible asset, the right (a future economic benefit) to profit from the

research results. IPSAS 9 and the-relevant-international-or-national-acecounting standard
dealing-with-intangible-assets [PSAS XX, “Intangible Assets” apply to this transaction.

IPSAS 26, “Impairment of Cash-generating Assets,” as follows:

Paragraph 2(h) is amended:

2. (h) Cash-generating iIntangible assets that are regtlarky measured at revalued to—fair
valwe-amounts (see IPSAS XX, “Intangible Assets”);
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Basis for Conclusions

This Basis for Conclusions accompanies, but is not part of, the proposed International Public Sector Accounting
Standards.

Background

BCl.

BC2.

Scope
BC3.

BC4.

The International Public Sector Accounting Standards Board (IPSASB)’s International
Financial Reporting Standards (IFRSs) Convergence Program is an important element in
IPSASB’s work program. The IPSASB’s policy is to converge accrual basis International
Public Sector Accounting Standards (IPSASs) with IFRSs issued by the International
Accounting Standards Board (IASB) where appropriate for public sector entities.

Accrual basis IPSASs that are converged with IFRSs maintain the requirements, structure
and text of the IFRSs, unless there is a public sector specific reason for a departure.
Departure from the equivalent IFRS occurs when requirements or terminology in the
IFRS are not appropriate for the public sector, or when inclusion of additional
commentary or examples is necessary to illustrate certain requirements in the public
sector context. Differences between IPSASs and their equivalent IFRSs are identified in
the ‘Comparison with IFRS’ included in each IPSAS. The Comparison with IAS 38
references the December 31, 2008 version of IAS 38.

The IPSASB has concluded that the power to grant rights and the power to tax do not
satisfy the criteria for recognition as an asset. Therefore, such powers are outside the
scope of IPSAS XX (ED 40). The IPSASB is currently undertaking to develop a
conceptual framework, which may change the definition of an asset. Accordingly, the
IPSASB will reconsider, if necessary, the applicability of this Standard to the power to
grant rights and the power to tax, when the IPSASB conceptual framework standard that
defines the financial statement elements is issued.

The IASB has issued an Interpretation of IAS 38 dealing with accounting for web site
costs. The IPSASB believes the guidance contained in the Standing Interpretations
Committee’s Interpretation 32 (SIC 32), “Intangible Assets — Web Site Costs,” is
relevant to the public sector. Accordingly, IPSAS XX includes as application guidance
the definitions and guidance contained in SIC32. This application guidance is an integral
part of IPSAS XX (ED 40). The appendix in SIC 32 that illustrates the relevant
accounting principles and how they are linked to IPSAS XX (ED 40) is included in the
illustrative examples.

Public Sector Issues

BCs.

IAS 38 indicates that an asset meets the identifiable criterion when it arises from
contractual or other legal rights. In the public sector, the “identifiable” criterion has been
expanded to include rights arising from binding arrangements (including rights from
contracts or other legal rights) to better describe the types of arrangements in the public
sector.
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The IPSASB incorporated in IPSAS XX (ED 40) guidance on certain public sector issues
that are not addressed in IAS 38, notably intangible heritage assets and non-cash
generating intangible assets.

The Standard replaces or amends certain IAS 38 examples with examples relevant to the
public sector.

References to IFRS 3 for guidance dealing with business combinations have been
changed to IPSAS XX (ED 41), “Entity Combinations from Exchange Transactions.”
The Standard does not address entity combinations that result from non-exchange
transactions. Such transactions have been excluded from the scope of IPSAS XX (ED 41)
and will be dealt with in a separate public sector specific project.

Transitional Provisions and Effective Date

BCO.

BCl10.
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Because some entities may have previously applied a standard for intangible assets that
differs from IAS 38 in terms of recognition of intangible assets, IPSAS XX (ED 40)
requires entities to reassess whether intangible items previously recorded, and whether
intangible items not previously recognized as intangible assets meet the recognition
criteria in IPSAS XX (ED 40). If any changes are required as a result of these
reassessments, they are accounted for in accordance with IPSAS 3, “Accounting Policies,
Changes in Accounting Estimates and Errors.”

To facilitate the adoption of accrual-basis IPSASs, the Standard also provides transitional
provisions for entities apply the accrual basis of accounting for the first time, consistent
with those set out in IPSAS 17.
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FAS38Implementation Guidance — Illustrative Examples

Fhese—examples—accompany—but—are—netpart o HAS—38—This Implementation Guidance
accompanies, but is not part of, IPSAS XX (ED 40). The purpose of this Implementation

Guidance is to illustrate certain aspects of the requirements of IPSAS XX (ED40).

(a) Cost of an Internally Generated Intangible Asset

The following guidance provides examples on applying paragraph 71of this Standard.

An entity developed a new system to schedule court cases more effectively that will result in
increased service delivery. During the financial year ending March 31, 20X8, expenditure
incurred for the development of the system was CU1,000,* of which CU900 was incurred before
March 1, 20X8 and CU100 was incurred between March 1, 20X8 and March 31, 20X8. The
entity is able to demonstrate that, at Marchl, 20X8, the newly developed system met the criteria
for recognition as an intangible asset. The recoverable service amount of the system (including
future cash outflows to complete the development before it is available for use) is estimated to be
CU500.

At the end of the financial year, the developed system is recognized as an intangible asset at a
cost of CU100 (expenditure incurred since the date when the recognition criteria were met, i.e.,
Marchl, 20X8). The CU900 expenditure incurred before March 1, 20X8 is recognized as an
expense because the recognition criteria were not met until 1 March 20X8. This expenditure does
not form part of the cost of the system recognized in the statement of financial position.

During the financial yvear ending March 31, 20X9, expenditure incurred is CU2.000. At the end
of this financial vear, the recoverable service amount of the system (including future cash
outflows to complete the system before it is available for use) is estimated to be CU1.900.

As at March 31, 20X9, the cost of the developed system is CU2,100 (CU100 expenditure
recognized at the end of 20X8 plus CU2,000 expenditure recognized in the 20X9 financial year).
The entity recognizes an impairment loss of CU200 to adjust the carrying amount of the
developed system before the impairment loss (CU2,100) to its recoverable service amount
(CU1.,900). This impairment loss will be reversed in a subsequent period if the requirements for
the reversal of an impairment loss in IPSAS 21 are met.

(b) _ Assessing the Useful Lives of Intangible Assets

The following guidance provides examples on determining the useful life of an intangible asset
in accordance with +AS-38-this Standard.

Each of the following examples describes an acquired intangible asset, the facts and
circumstances surrounding the determination of its useful life, and the subsequent accounting
based on that determination.

In this Standard, monetary amounts are denominated in “currency units” (CU).
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Example 1—An acquired eustomer-Hstpatent with a finite useful life

ntlty A d—l-reet—maﬂ—mafketm-g—eemp&n{yhacqulres a e&stemer—hst—aﬁd—%epeets—&}a{—ﬁ—wa—l—b%able

JEh%e&s%emer—hst—Q@bﬂd—b%amem-zedpaten over ma&agement—s—best—es%&&a%%ef—&s—&sefai—hf%

atenda formula for a Vaccme

Fhe—produetits constituents. The vaccine protected by the patented—technology patent is
expected to be a source of net-cash-inflowsservice potential for at least 15 years.—Fhe-entity

Entity A has a commitment from a-third-partyEntity C to purchase that patent in five years for
60 per cent of the fair value of the patent at the date it was acquired, and the-entityEntity A
intends to sell the patent in five years.

The patent would be amortized over its five--year useful life to the—entityEntity A, with a
residual value equal to the-presentvalue-o£60 per cent of the patent’s fair value at the date it was
acqulred The patent would also be reV1cwed for 1mpa1rment in accordance Wlth l—AS%G—by

+mp&Hceel—IPSAS 21

Example 2—An acquired patent with an indefinite life

Entity A acquires an asset, the patent over a formula for a vaccine, from Entity B to secure Entity
A’s ability to provide free vaccinations to its constituents. It is expected that the formula will
need to be slightly modified every 10 years to maintain its efficacy. There is evidence to support
ongoing renewal of the patent. A contract with Entity B stipulates that Entity B will maintain the
efficacy of the formula continuously, and evidence supports its ability to do so. The costs to
renew the patent and maintain the efficacy of the formula are expected to be insignificant and
will be paid to the Entity B when the improvements are made.

An analysis of product lifecycle studies, and demographic and environmental trends, provides
evidence that the patent will provide service potential to Entity A by enabling it to deliver its
vaccination program for an indefinite period. Accordingly, the patent would be treated as having
an indefinite useful life. Therefore, the patent would not be amortized unless its useful life is
determined to be finite. The patent would be tested for impairment in accordance with IPSAS 21.

Example 3—An acquired copyright that has a remaining legal life of 50 years
An-analysis-ef consumer-habits-and-marketEntity A acquires a copyright from Entity B to enable

it to reproduce and sell the copyrighted material on a cost-recovery basis to its constituency. An
analysis of the habits of the entity’s constituency and other trends provides evidence that the
copyrighted material will generate net cash inflows for only 30 more years.
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The copyright would be amortized over its 30--year estimated useful life—. The copyright also

would be reV1ewed for 1mpa1rment in accordance Wrth L%S%é—by—assessmg—at—t—h%end—of—eaeh
i mpaired[PSAS 21.

Example 4—An acquired broadcasting license that expires in five years

Entity A acquires a broadcasting license from Entity B. Entity A intends to provide free
broadcasting services in the community. The broadcasting license is renewable every 10 years if
the-entityEntity A provides at least an average level of service to its eustomersusers of its service
and complies with the relevant legislative requirements. The license may be renewed indefinitely
at little cost and has been renewed twice before the most recent acquisition.-Fhe-aequiringentity
Entity A intends to renew the license indefinitely and evidence supports its ability to do so.
Historically, there has been no compelling challenge to the license renewal. The technology used
in broadcasting is not expected to be replaced by another technology at any time in the
foreseeable future. Therefore, the license is expected to contribute to the—entity’s—net—eash
nflewsEntity A’s ability to provide free broadcasting services indefinitely.

The broadcasting hieeneelicense would be treated as having an indefinite useful life because it is
expected to contribute to the entity’s net-eash-inflowsability to provide free broadcasting services
indefinitely. Therefore, the license would not be amortized until its useful life is determined to be
finite. The heeneelicense would be tested for impairment in accordance with FAS36-annually

and-whenever-there-isan-indicationthatHmay-be-tmpaired| PSAS 21.
Example 5—The broadcasting licence in Example 4

The licensing authority subsequently decides that it will no longer renew broadcasting licenses,
but rather will auction the heeneeslicenses. At the time the licensing authority’s decision is
made, the—entity’sEntity A’s broadcasting lieeneelicense has three years until it expires.—Fhe
entity Entity A expects that the license will continue to eentribute—to—neteash—inflewsprovide

service potential until the lieeneelicense expires.

Because the broadcasting Heeneelicense can no longer be renewed, its useful life is no longer
indefinite. Thus, the acquired heeneelicense would be amortized over its remaining three--year
useful life and immediately tested for impairment in accordance with FAS36-IPSAS 21.

Example 6—An acquired airhnepublic transit route avthority-between two
European-cities that expires in three years

Fhe-Entity A acquires from Entity B a public transit route autherity-between two cities, which
generates revenues. The transit route may be renewed every five years, and the—aequiring
entityEntity A intends to comply with the applicable rules and regulations surrounding renewal.
Reute-autherity Transit route renewals are routinely granted at a minimal cost and historically
have been renewed when the-airlinethe entity that holds the rights to the route (Entity A) has

complied with the applicable rules and regulations.—Fhe—aequiring—entity Entity A expects to
pfov}dHemeeprovrde transit services on the route 1ndeﬁn1telybetween—tla%twe—ertres—from—rts

aﬁthorw An analys1s of demand and cash ﬂows supports those assumptrons
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Because the facts and circumstances support the aequiring—entitys—abilityto—eontinuepublic
transit route providing airservice-indefinitely-between-the-two-eitiescash flows to Entity A for an

indefinite period of time, the intangible asset related to the transit route-autherity is treated as
having an indefinite useful life. Therefore, the route authority would not be amortized until its
useful life is determined to be finite. It would be tested for impairment in accordance with HAS
36IPSAS 26 annually and whenever there is an indication that it may be impaired.

Example 7—An acquwed tmdem&d@useekt&rdennﬁy—and—dﬁnngmsh%eadm

Hs—&sefal—hf%ts—detem%med—te—b&ﬁmt%Lt—we*ﬁekbﬁes{edA local authorltv ( Entltv A) acquires a
list of property owners from another public sector entity which is responsible for registering
property deeds (Entity B). Entity B is at another level of government, and is not part of Entity
A’s reporting entity. Entity A intends to use the list to generate tax revenues and Entity A
expects that it will be able to derive benefit from the information on the acquired list2 for at least
one year, but no more than three years.

The list of property owners would be amortized over Entity A’s best estimate of its useful life,
say 18 months. Although Entity B may intend to add property owner names and other
information to the list in the future, the expected benefits to Entity A of the acquired list relate
only to the property owners on that list at the date Entity A acquired the list. The list of property
owners also would be reviewed for impairment in accordance with FAS36IPSAS 21 by assessing

annually and whenever there is an-indication-thatitmay be-impaired:

Although the local authority may intend to add property owners and other information to the database in the
future, the expected benefits of the acquired database relate only to the property owners on that database at the
date it was acquired. Subsequent additions would be considered to be internally-developed intangible assets,
and accounted for in accordance with this Standard.
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N A
waw A

accordance-withHAS-36-annuaty—and-whenever—there—is—anany indication that it may be

impaired.

(c) Examples lllustrating the Application Guidance

The purpose of the table is to illustrate examples of expenditure that occur during each of the
stages described in paragraphs AG2-AG3 and to illustrate application of paragraphs AG4-AG10
to_assist in clarifying their meaning. It is not intended to be a comprehensive checklist of
expenditure that might be incurred.

STAGE/NATURE OF EXPENDITURE ACCOUNTING TREATMENT
Planning
e Undertaking feasibility studies: Recognize as an expense when incurred in
e Definine hardware and  software accordance with paragraph 63 of this
. . Standard.
specifications;
e FEvaluating alternative products and
suppliers; and
e Selecting preferences.
Application and Infrastructure
Development
e Purchasing or developing hardware. Apply the requirements of the IPSAS 17.
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STAGE/NATURE OF EXPENDITURE

ACCOUNTING TREATMENT

e Obtaining a domain name;

e Developing operating software (e.g.,
operating system and server software);

e Developing code for the application;

e Installing developed applications on the
web server; and

e  Stress testing.

Recognize as an expense when incurred,
unless the expenditure can be directly
attributed to preparing the web site to
operate _in the manner intended by
management, and the web site meets the
recognition criteria in paragraphs 30 and
66> of this Standard.

Graphical Design Development

e Designing the appearance (e.g.. layout

Recognize as an expense when incurred,

and color) of web pages.

unless the expenditure can be directly
attributed to preparing the web site to
operate _in the manner intended by
management, and the web site meets the
recognition criteria in paragraphs 30 and
66' of this Standard.

Content Development

e (Creating, purchasing, preparing (e.g.,

Recognize as an expense when incurred in

creating links and identifying tags), and

accordance with paragraph 78(c) of this

uploading information, either textual or

Standard to the extent that content is

graphic _in nature, on the web site

developed to advertise and promote an

before the completion of the web site’s

entity’s own services and products (e.g..

development. Examples of content

digital photographs of  products).

include information about an entity,

Otherwise, recognize as an expense when

services or products, and topics that

incurred, unless the expenditure can be

subscribers access.

directly attributed to preparing the web site
to operate in the manner intended by
management, and the web site meets the
recognition criteria in paragraphs 30 and
66" of this Standard.

3

All expenditure on developing a web site solely or primarily for promoting, advertising or providing

information to the public at large regarding the entity’s own products and services is recognized an expense

when incurred in accordance with paragraph 77 of this Standard.
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STAGE/NATURE OF EXPENDITURE ACCOUNTING TREATMENT

Operating

Updating graphics and revising content; Assess whether it meets the definition of an

intangible asset and the recognition criteria

Adding new functions, features and

set out in paragraph 30 of this Standard, in
which case the expenditure is recognized in
Registering the web site with search the carrying amount of the web site asset.

content;

engines;
Backing up data:

Reviewing security access:; and

Analyzing usage of the web site.

Other

Selling, administrative and other Recognize as an expense when incurred in

general overhead expenditure unless it accordance with paragraphs 74-80 of this
can be directly attributed to preparing Standard.

the web site for use to operate in the

manner intended by management;

Clearly identified inefficiencies and

initial operating losses incurred before
the web site  achieves planned
performance (e.g., false-start testing):
and

Training employees to operate the web

site.
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Comparison with IAS 38

IPSAS XX (ED 40), “Intangible Assets” is drawn primarily from IAS 38, “Intangible
Assets” (as at December 31, 2008). The main differences between IPSAS XX (ED 40)
and IAS 38 are as follows:

e C(Certain definitions from other IPSASs that are relevant to an understanding of this
IPSAS XX (ED 40) have been included in this IPSAS XX (ED 40).

e The identifiability criterion for recognizing an intangible asset has been expanded to
include contractual rights arising from binding arrangements.

e Commentary additional to that in IAS 38 has been included in various paragraphs of
IPSAS XX (ED 40) to clarify the applicability of the requirements to accounting by
public sector entities.

e [PSAS XX (ED 40) incorporates the guidance contained in the Standing Interpretation
Committee’s Interpretation 32, “Intangible Assets — Web Site Costs” as Application
Guidance to illustrate the relevant accounting principles.

e [PSAS XX (ED 40) includes guidance contained in IAS 38 on accounting for intangible
assets acquired as part of an entity combination from an exchange transaction and in-
process research and development costs acquired in an entity combination from an
exchange transaction, as the IPSASB’s intention is to issue its guidance on entity
combinations from exchange transactions concurrently with this Standard.

e [PSAS XX (ED 40) uses different terminology, in certain instances, from IAS 38. The
most significant examples are the use of the terms “revenue,” “statement of financial
performance,” “surplus or deficit,” “future economic benefits or service potential,”
“accumulated surpluses or deficits,” “operating/operation,” “rights from binding
arrangements (including rights from contracts or other legal rights)” and “net
assets/equity” in IPSAS XX (ED 40). The equivalent terms in IAS 38 are “income,”
“statement of comprehensive income,” “profit or loss,” “future economic benefits,”
“retained earnings,” “business,” “contractual or other legal rights” and “equity.”

2 (13

e IAS 38 contains guidance on intangible assets acquired by way of a government grant.
Paragraphs 48-49 of IPSAS XX (ED 40) modify this guidance to refer to intangible
assets acquired through non-exchange transactions.

e The examples included in IAS 38 have been modified only as necessary to better
address public sector circumstances.

e IPSAS XX (ED 40) does not require or prohibit the recognition of intangible heritage
assets. An entity that recognizes intangible heritage assets is required to comply with
the disclosure requirements of this Standard with respect to those intangible heritage
assets that have been recognized and may, but is not required to, comply with other
requirements of this Standard in respect of those intangible heritage assets. IAS 38 does
not have similar guidance.

e IPSAS XX (ED 40) contains transitional provisions for the first time adoption of
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accrual basis IPSASs. Specifically, IPSAS XX contains transitional provisions allowing
entities to not recognize intangible assets for reporting periods beginning on a date
within five years following the date of first adoption of accrual accounting in
accordance with International Public Sector Accounting Standards. The transitional
provisions also allow entities to recognize intangible assets at fair value on first time

adoption.
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