IAS 38 : INTANGIBLE ASSETS

An Intangible asset is an identifiable non-monetary asset without physical substance. An intangible asset is identifiable when it:

· is separable (capable of being separated and sold, transferred, licensed, rented, or exchanged, either individually or together with a related contract), or
· arises from contractual or other legal rights, regardless of whether those rights are transferable or separable from the entity or from other rights and obligations
An asset is a resource which is controlled by the entity as a result of past events and from which future economic benefits (e.g. cashflows) aer expected. Thus, the 3 critical attributes of an intangible asset are:

· Identifiability

· Control (power to obtain benefits from the asset)

· Future economic benefits (e.g. revenues or reduced future costs)

Recognition

IAS 38 requires an entity to recognise an intangible asset, whether purchased or self-created (at cost) if, and only if it is probable that the future economic benefits that are attributable to the asset will flow to the entity; and the cost of the asset can be measured reliably
Initial measurement

Intangible assets are initially measured at cost.
Measurement subsequent to acquisition

An entity must choose either the cost model or the revaluation model for each class of intangible asset. 

Cost model: After initial recognition intangible assets should be carried at cost less accumulated amortisation and impairment losses.

Revaluation model: Intangible assets may be carried at a revalued amount (based on fair value) less any subsequent amortisation and impairment losses only if fair value can be determined by reference to an active market. Such active markets are expected to be uncommon for intangible assets. Examples where they might exist:

· production quotas 
· fishing licences 
· taxi licences
Under the revaluation model, revaluation increases are recognised in other comprehensive income and accumulated in the "revaluation surplus" within equity except to the extent that they reverse a revaluation decrease previously recognised in profit and loss. If the revalued intangible has a finite life and is, therefore, being amortised (see below) the revalued amount is amortised. 
Classification of intangible assets based on useful life

Intangible assets are classified as:

Indefinite life: no foreseeable limit to the period over which the asset is expected to generate net cash inflows for the entity. 
Finite life: a limited period of benefit to the entity
Measurement subsequent to acquisition

(a) Intangible assets with finite lives
The cost less residual value of an intangible asset with a finite useful life should be amortised on a systematic basis over that life. The amortisation method should reflect the pattern of benefits. If the pattern cannot be determined reliably, amortise by the straight-line method. The amortisation charge is recognised in profit or loss unless another IFRS requires that it be included in the cost of another asset. The amortisation period should be reviewed at least annually.
(b) intangible assets with indefinite useful lives
An intangible asset with an indefinite useful life should not be amortised. Its useful life 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. 

The asset should also be assessed for impairment in accordance with IAS 36.
RESEARCH AND DEVOPMENT COSTS

Recognition 
IAS 38 states that an intangible asset is to be recognised if, and only if, the following criteria are met:
· it is probable that future economic benefits from the asset will flow to the entity

· the cost of the asset can be reliably measured.
The above recognition criteria look straightforward enough, but in reality it can prove to be very difficult to assess whether or not these have been met. In order to make the recognition more clear-cut, IAS 38 separates an R&D project into a research phase and a development phase.
Research phase
It is impossible to demonstrate whether or not a product or service at the research stage will generate any probable future economic benefit. As a result, IAS 38 states that all expenditure incurred at the research stage should be written off to the income statement as an expense when incurred, and will never be capitalised as an intangible asset.
Development phase
Under IAS 38, an intangible asset arising from development must be capitalised if an entity can demonstrate all of the following criteria:
· the technical feasibility of completing the intangible asset (so that it will be available for use or sale)

· intention to complete and use or sell the asset

· ability to use or sell the asset

· existence of a market or, if to be used internally, the usefulness of the asset 

· availability of adequate technical, financial, and other resources to complete the asset

· the cost of the asset can be measured reliably.


If any of the recognition criteria are not met then the expenditure must be charged to the income statement as incurred. Note that if the recognition criteria have been met, capitalisation must take place.
Treatment of capitalised development costs
Once development costs have been capitalised, the asset should be amortised in accordance with the accruals concept over its finite life. Amortisation must only begin when commercial production has commenced (hence matching the income and expenditure to the period in which it relates).

Each development project must be reviewed at the end of each accounting period to ensure that the recognition criteria are still met. If the criteria are no longer met, then the previously capitalised costs must be written off to the income statement immediately.

INTERNALLY GENERATED INTANGIBLES

Internally generated  brands cannot be capitalised as their cost cannot be separated from the overall cost of developing the business
