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DATE: November 12, 2009
MEMO TO: Members of the IPSASB
FROM: Joy Keenan

SUBJECT: Intangible Assets

OBJECTIVE OF THIS SESSION

To approve IPSAS 31, “Intangible Assets”

AGENDA MATERIAL

4.1 Draft IPSAS 31, “Intangible Assets”

4.2 ED 40 Respondents’ comments on other issues (updated to November 12, 2009)

BACKGROUND

l. At the Toronto meeting in September 2009, the IPSASB agreed to consider other
comments received to ED 40, Intangible Assets” out-of-session. Staff sent
Members this “cut-and-paste” analysis jointly with the analysis for ED 41, “Entity
Combinations from Exchange Transactions” (see Agenda Item 5).

2. An extract of the draft minutes from the September 2009 meeting is included in

the Appendix to this memo.

OVERALL SUMMARY

3. At the September meeting, the IPSASB agreed to provide additional examples
suggested by respondents to ED 40 on emissions trading schemes and radio
frequency spectrums. These issues were noted in the cut-and-paste analysis.

4. Staff received one comment on the posted analysis (see paragraphs 12—13 below).

KEY ISSUES

5. The draft Standard is based on the clean version of ED 40 and proposed changes
are shown in mark-up.

6. The changes address the key issues raised by respondents to ED 40, agreed to at

the September 2009 IPSASB meeting, as well as changes to address minor issues
and editorial changes, set out in the out-of-session document noted above.
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Scope exclusion for powersto grant rightsand to tax

7. Paragraph 2 of ED 40 (under the “Objective” section) set out a specific scope
exclusion for powers to grant rights and to tax in addition to that in paragraph 3(f)
(under the “Scope” section). The IPSASB agreed, in September 2009, to delete
paragraph 2, retain paragraph 3(f) and explain the rationale for the exclusion in
the Basis for Conclusions—i.e., they are excluded pending development of the
Conceptual Framework. Paragraph BC3 contains the detailed explanation.

Transitional Provisions

8. ED 40 contained transitional provisions based on those in IPSAS 17. At the
September 2009 meeting, the [IPSASB agreed that the provisions needed to be
simplified. It was agreed that the transitional provisions for cash to accrual
accounting should be based on IFRS 1 such that the opening statement of
financial position would exclude all intangible items that do not meet the criteria
for recognition in accordance with proposed IPSAS 31 at the date of transition to
accrual accounting. Additionally, on transition from an accrual basis of
accounting to IPSASs, requirements would include derecognition of all intangible
assets that do not meet the recognition criteria and recognition of all intangible
items that meet the criteria for recognition in accordance with ED 40 at the date of
transition.

9. Paragraphs 140-148 contain the revised transitional provisions. In addition,
paragraphs BC12—-BC13 set out the rationale for the transitional provisions.

Question:

Do you agree with the revised transitional provisions and the explanations
provided in the Basisfor Conclusions?

[llustrative Examples
10.  Two new examples have been added based on the responses to ED 40:

(a) It was agreed at the September 2009 meeting (see Minutes extract) to
include an example from Respondent #10 and this has been added.

(b) As identified in the cut-and-paste analysis, some respondents noted the
need for guidance on internally-developed software. An Illustrative
Example dealing with internally-developed software is adapted from
Response #15. References have been provided to appropriate guidance
within this IPSAS (i.e., the guidance on web-site development costs) for
assessing these costs. In addition, paragraph AG11 has been added to
indicate that “the guidance in paragraphs AG1-AG10 does not specifically
apply to software development costs. However, an entity may apply the
principles in these paragraphs.”
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Question:
Do you agree with the two new examples?

OTHER CHANGESTO IPSAS 31

11.  Other changes that have been made to the draft Standard are set out below.

Paragraphs Description of change Pagereference
in other
agenda papers
— Editorial changes have been made to standardize —
the wording of several paragraphs to be consistent
across the Handbook.
IN Various changes have been made to paragraphs in AP 4.2
the Introduction section, as noted by respondent | Pages 13—14
#12
4-5 Paragraphs pertaining to GBEs moved forward AP 4.2
from paragraphs 15-16. Page 2
16 Definitions—terms used previously in other —
IPSASs have been deleted, even if they are in
IAS 38. The standard sentence has been added at
the end of the definitions to reference to terms used
in other IPSASs.
22 This is a new paragraph inserted to explain the term AP 4.2
“binding arrangement.” The wording is based | Page 22
IPSAS 11, paragraph 7. In addition, paragraph BC6
explains the rationale for including the new
paragraph. Similar changes have been made in
IPSAS 32 (see Agenda Item 5 Memo). In addition,
references to “binding arrangements” added in
various paragraphs.
27 (Title | The heading “Recognition and Measurement at AP 4.2
above) Initial Recognition” changed to “Recognition and | Page 31
Initial Measurement.” In addition, references to
“measurement at recognition” have been changed
to “initial measurement” throughout the document,
for consistency.
33 Requirement split into two sentences for clarity. AP 4.2
Page 15
43 Last two sentences of IAS 38 paragraph 33 AP 4.2
reinstated. Page 32
66, 110 References added to “distribution at no charge or AP 4.2
for a nominal charge.” Pages 33-34
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Paragraphs Description of change Page reference

in other
agenda papers

68(c) Public sector terminology added. AP 4.2

Page 36

68(e) Added to address web site costs and software AP 4.2
development costs for which application Page 3
guidance/implementation guidance is provided.

77(b) Reference to “power to grant right or to tax” AP42
deleted. Page 4

81 Wording amended to refer to clarify interaction -
with transitional provisions.

88 As a result of the definition of “active market” -
being deleted, the reference to the definition has
been deleted from this paragraph.

96, 97 Amendments to clarify treatment of revaluation AP 4.2

changes. Pages 29-30
App B When ED 40 was issued, it omitted two -

consequential amendments regarding the effective

date. These additional consequential amendments

have been shaded to highlight the fact that they are

new.

BC7 Explains the decision to retain the guidance on AP 4.0
intangible heritage assets adapted from IPSAS 17 | Appendix
as agreed at the September 2009 meeting.

BC8 Explains the interaction between proposed AP 4.0
IPSAS 31 and IPSAS23 as agreed at the | Appendix
September 2009 meeting.

BC9 Explains the rationale for specifically excluding AP 4.0
intangible assets acquired in an entity combination | Appendix
from a non-exchange transaction from the scope of
proposed IPSAS 31 as agreed at the September
2009 meeting.

Comparison | Additional points were added regarding powers to AP 4.2
with IAS 38 | grant rights and to tax and the acquisition of an Page 17

12.

13.

intangible asset for no cost or for a nominal cost.

Staff had proposed in the cut-and-paste analysis to include an emissions trading
scheme example. A comment from an Observer regarding this suggested that it
would not be appropriate to include such an example because the IPSASB has not

determined the appropriate accounting treatment of these permits

consequently, has added this topic to its potential list of projects.

and

Staff has therefore not included an example on emissions trading schemes.
Paragraph BCS5 has been added to explain the rationale for excluding emissions
trading schemes.
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APPENDIX: EXTRACT FROM DRAFT SEPTEMBER 2009 MEETING
MINUTES

10. INTANGIBLE ASSETS
Review Responsesto ED 40 (Agenda Item 7)

The IPSASB considered the Staff analysis of the key issues raised from the responses to
ED 40, “Intangible Assets.”

Key Issue 1. Objective and scope

ED 40 excluded from its scope powers to grant rights and to tax. Some respondents to the
ED questioned the appropriateness of the exclusion, the manner in which this scope
exclusion is presented and the rationale for the exclusion stated in the Basis for
Conclusions.

It was noted that the IPSASB had previously agreed that this issue is expected to be dealt
with in the Conceptual Framework project. Members agreed, therefore, that paragraph 2
should be deleted and that the exclusion in paragraph 4(f) was appropriate. However, the
Basis for Conclusions should indicate the rationale for this exclusion is related to
development of the Conceptual Framework. A Member also noted that based on
constituents’ responses to ED 40, this issue should be added to the list of potential
projects to be considered when the IPSASB’s 2010-2012 Strategic Plan is developed.

Members also agreed that there are various types of Emissions Trading Schemes, and that
some may result in intangible assets if they are rights acquired by an entity. Staff was
directed to explain this better in the Basis for Conclusions.

Key Issue 2: Transitional provisions

ED 40 contained detailed transitional provisions based on those in IPSAS 17.
Respondents to the ED commented that there was a conflict between paragraph 81 of
ED 40, which prohibits recognizing intangible items previously expensed, and proposed
retroactive treatment when an entity adopts accrual accounting. It was suggested that the
transitional provisions need not be as detailed as those in IPSAS 17, as intangible assets
are generally managed, whereas in the case of property, plant and equipment assets, the
information about the assets may not have been available. It was suggested that the
transitional provisions for cash to accrual accounting should be based on IFRS 1 such that
the opening statement of financial position would exclude all intangible items that do not
meet the criteria for recognition in accordance with ED 40 at the date of transition to
accrual accounting and would include all intangible assets that do meet the recognition
criteria.

In addition, it was suggested that there should be a provision for first time adoption of the
proposed IPSAS by entities already following accrual accounting to derecognize any
intangible items that do not meet the recognition criteria and to recognize any intangible
items that do meet the recognition criteria, provided reliable cost information is available.
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Key Issue 3a: Link between ED 40 and IPSAS 21 and | PSAS 26

A respondent to ED 40 raised a concern about the links between ED 40 and IPSAS 21,
“Impairment of Non-Cash Generating Assets” and IPSAS 26, “Impairment of Cash-
Generating Assets.” A Member noted that the IPSASB had not previously considered the
issue of indefinite useful lives. Under IAS 38, with which ED 40 is converged, there is a
requirement to test such intangible assets annually, regardless of whether there is any
indication of impairment. This would apply to cash-generating intangible assets.
However, proposed consequential amendments to IPSAS 21 and IPSAS 26 would
preserve the existing situation, with the result that non-cash generating intangible assets
with indefinite useful lives would be treated differently from cash-generating intangible
assets with indefinite useful lives.

There was some support expressed for consistency between the two; however, as
explained in the Bases for Conclusions in IPSAS 21 and IPSAS 26, the issue was
recognized by the IPSASB. It was noted that, in IPSAS 17, land would be an asset with
an indefinite useful life.

One Member highlighted that impairment consideration is part of revaluation. It was also
noted that it is not necessary to require impairment testing in addition to the existing
requirement in IPSAS 17 to revalue assets with sufficient regularity to ensure that they
are carried at an amount that is not materially different from their fair value at the
reporting date. The IPSASB agreed that no change was required on this issue, but that
this issue should be added to the list of potential projects to be considered as the
IPSASB’s 2010-2012 Strategic Plan is developed.

Key Issue 3b: Intangible assets acquired in non-exchange transactions

The IPSASB considered a concern raised by respondents that transaction costs may arise
for intangible assets acquired in a non-exchange transaction. Members generally
supported following the same approach as was decided for financial instruments ... . This
would require an explanation of the interaction between ED 40 and IPSAS 23 in the
Basis for Conclusions.

Key Issue 4. Heritage assets

A few respondents to the ED indicated that the guidance in ED 40 dealing with heritage
assets was not sufficient to address this unique public sector issue. It was suggested that
either the guidance should be expanded or it should be removed from ED 40.

It was pointed out that the guidance provided in ED 40 is based on that in I[PSAS 17,
“Property, Plant and Equipment” with only minor changes.

IPSAS 17 neither defines heritage assets nor requires recognition of heritage assets. It
does include some characteristics of such assets. If heritage assets are recognized by a
public sector entity, the IPSAS requires applying its disclosure requirements and allows
but does not require applying its measurement requirements.
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The guidance was added to IPSAS 17 to help inform the IPSASB regarding current
practices regarding reporting of heritage assets, preliminary to starting a standards-
development project.

The IPSASB agreed with the staff recommendation that the guidance provided should
remain in ED 40, and that this issue should be added to the list of potential projects to be
considered as the IPSASB’s 2010-2012 Strategic Plan is developed.

Other |ssues

Members agreed that the Basis for Conclusions should clearly explain the IPSASB’s
rationale for specifically excluding intangible assets acquired in an entity combination
from a non-exchange transaction from the scope of ED 40. These intangible assets are
excluded from the scope of ED 40 because ED 41 relates only to entity combinations
arising from exchange transactions. The explanation should include reference to the
IPSASB’s project on entity combinations from non-exchange transactions, as this issue
will be addressed in that project.

Members also agreed that certain additional public sector examples provided by
respondents to the ED would be incorporated in ED 40.
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IPSAS31—INTANGIBLE ASSETS
Acknowledgment

This International Public Sector Accounting Standard (IPSAS) is drawn primarily from
International Accounting Standard I1AS 38, “Intangible Assets’ published by the International
Accounting Standards Board (IASB). It aso contains extracts from the Standing
Interpretations Committee Interpretation 32 (SIC 32), “Intangible Assets-Web Site Costs.”
Extracts from IAS 38 and SIC 32 are reproduced in this publication of the International
Public Sector Accounting Standards Board of the International Federation of Accountants
with the permission of the International Accounting Standards Committee Foundation
(IASCF).

The approved text of the IFRSs is that published by the IASB in the English language, and
copies may be obtained directly from IASB Publications Department, 30 Cannon Street,
London EC4M 6XH, United Kingdom.

E-mail: publications@iasbh.org

Internet: http://www.iasb.org

IFRSs, 1ASs, Exposure Drafts and other publications of the IASB are copyright of the
|ASCF.

IFRS, IAS, IASB, IASCF, International Accounting Standards and International Financia
Reporting Standards are trademarks of the IASCF and should not be used without the
approval of the IASCF.
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IPSAS31—INTANGIBLE ASSETS
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International Public Sector Accounting Standard (IPSAS) 31, “Intangible Assets’ isset out in
paragraphs 1-148 and Appendices A and B. All the paragraphs have equal authority.
IPSAS 31 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.
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I ntroduction

INL. HPSASXX(ED-40}IPSAS 31 prescribes the accounting treatment for intangible |
assets. It is adapted for public sector entities from IAS 38, “Intangible Assets.”

IN2. ThelPSASB 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 HPSASXXA(ED-40}|PSAS 31 to the power to grant rights and |
the power to tax when its Conceptual Framework isissued.

Scope

IN3. ThelPSASB has concluded that the power to grant rights and the power to tax do
not satisfy the specified criteria for recognition as an intangible asset.

Accordingly, HFRSASXXA(EDB-40}1PSAS 31 does not apply to such powers.

IN4. HRPSAS X X—{(ED—40)IPSAS 31 incorporates, as Application Guidance, the
guidance on accounting 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.

INS5.  HPSASXXH(EDB40)IPSAS 31 includes intangible assets acquired in an entity
combination arising from an exchange transaction (i.e., under IPSAS 32, “Entity
Combinations from Exchange Transactions’). However, this Standard specifically
excludes intangible assets acquired in an entity combination from a non-exchange
transaction because the Board has not yet considered entity combinations arising
from non-exchange transactions.

Definition of an intangible asset

ING. HPSASXXA(ED-40)IPSAS 31 states that an asset meets the “identifiable” criterion
in the definition of an intangible asset when it:

@ |s separable, i.e., capable of being separated or divided from the entity and
sold, transferred, licensed, rented or exchanged, either individually or
together with arelated contract, asset or liability; or

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

IN7. 1AS 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

IN8. HPSASXX{(ED40)IPSAS 31 incorporates guidance on certain public sector |
issues that are not addressed in IAS 38, including intangible heritage assets.

MJK November 2009



IFAC IPSASB Meeting Agenda Paper 4.1
December 2009 — Rome, Italy Page 6 of 63

IN9. 1AS 38 addresses intangible assets acquired by way of a government grant. IPSAS
23, “Revenue from Non-exchange Transactions (Taxes and Transfers)” deals with
thisissue 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
isitsfair value as at the date it is acquired in accordance with IPSAS 23.

Criteriafor initial recognition

IN102. HPSASXXAEB-40)I PSAS 31 requires an intangible asset to be recognized if, and
only if, it is probable that the expected future economic benefits or service
potential attributable to the asset would flow to the entity, and its cost can be
measured reliably. These recognition criteria have been included in the Standard.
However, additional guidance has been included to clarify that:

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

(b) The fair value of an intangible asset acquired in 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

IN112. HRSASXXHEDB-40}1PSAS 31 requires subsequent expenditure on an acquired in-
process research and devel opment project to be:

@ 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 recognizing such expenditure as an
intangible asset; and

(© Recognized as an intangible asset if it is development expenditure that
satisfies the criteria for recognizing such expenditure as an intangible
asset.

Useful life

| IN123. HPSASXX—{(ED40)IPSAS 31 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.

| IN134. HPSAS XX{ED40)I PSAS 31 requires that:
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@ The useful life of an intangible asset arising from binding 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
IN145. The Standard requires that:

@ 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.

I mpair ment testing of intangible assets with finite useful lives

IN156. An entity needs to assess at each reporting date whether there is any indication
that a non-cash-generating intangible asset may be impaired in accordance with
IPSAS 21. |IPSAS 21 also requires an entity to annually test a non-cash-generating
intangible asset with an indefinite life. An entity needs to determine the
recoverable amount of a cash-generating intangible asset in accordance with
IPSAS 26, when 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 and an
intangible asset not yet available for use for impairment. An entity is also
required, under IPSAS 21, to annually test non-cash-generating intangible assets
with an indefinite useful life.

Disclosure

IN167. If an intangible asset is assessed as having an indefinite useful life, HFRSAS XX
ED-40}1PSAS 31 requires an entity to disclose the carrying amount of that asset
and the reasons supporting the indefinite useful life assessment.

IN178. 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

IN189. HPSAS X X—(ED—40)IPSAS 31 requires prospective application. Transitional
provisions are provided for an entity applying the Standard for the first time -that
require the entity’s opening statement of financial position on adoption of this
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Standard to exclude all intangible assets and other intangible items that do not
meet the criteria for recognition in accordance with this Standard at the date of
transition and to incl ude al |ntanQ|bIe assets that meet the cntena for recoqnltlon
at that date :

Feeegnmenender—the&andard Adj ustments for prew ously recognlzed 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.”

IN1920. However—IPSAS 31 also requires that when an entity adopts the accrual

bass of accountl nq for the flrst time, its openlnq Statement of financial postlon

entena—teereeeqnmen—undel‘—the%tandapd—and—l ncI ude aII |ntanQ| bIe assets that
meet the criteria for recoqnltlon in accordance with this Standard LP§A§%X—€ED
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Objective

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

Scope
32.

43.

54.

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

This Standard shall be applied in accounting for intangible assets, except:
@ Intangible assetsthat are within the scope of another Standard,;

(b) Financial assets, as defined in IPSAS 28XX—{(EB-3%, “Financial
Instruments; Presentation;”

(c) The recognition and measurement of exploration and evaluation
assets (see the relevant international or national accounting standard
dealing with exploration for and evaluation of mineral resour ces);

(d) Expenditure on the development and extraction of minerals, oil,
natural gasand similar non-regener ative r esour ces,

(e Intangible assets acquired in an entity combination from a non-
exchange transaction; and

) The power to grant rightsand the power to tax.

This Standard applies to all public sector entities other than Gover nment
Business Enter prises.

The “Preface to International Public Sector Accounting Standards’ issued by the

6.

IPSASB explains that Government Business Enterprises (GBES) apply IFRSs
issued by the International |1ASB. GBEs are defined in IPSAS 1, “ Presentation of
Financial Statements.”

If another IPSAS prescribes the accounting for a specific type of intangible asset,
an entity applies that IPSAS instead of this IPSAS. In cases when there is no
IPSAS, an entity applies the relevant international or national accounting standard
instead of thisIPSAS. For example, this IPSAS does not apply to:

MJK November 2009



https://techlibrary/nxt/gateway.dll?f=id$id=iasbv%3Ar%3A1960$cid=iasbv$t=document-frame.htm$an=JD_ias32r-doc$3.0#JD_ias32r-doc�
https://techlibrary/nxt/gateway.dll?f=id$id=iasbv%3Ar%3A1960$cid=iasbv$t=document-frame.htm$an=JD_ias32r-doc$3.0#JD_ias32r-doc�

IFAC IPSASB Meeting Agenda Paper 4.1
December 2009 — Rome, Italy Page 10 of 63

67.

@ Intangible assets held by an entity for sale in the ordinary course of
operations (see IPSAS 11, “Construction Contracts,” and IPSAS 12,
“Inventories’);

(b) Deferred tax assets (see the relevant international or national accounting
standard dealing with income taxes);

(© L eases that are within the scope of IPSAS 13, “L eases;”

(d) Assets arising from employee benefits (see IPSAS 25, “Employee
Benefits’);

(e Financial assets as defined in IPSAS XXAEB-3/28. The recognition and
measurement of some financial assets are covered by IPSAS 6,
“Consolidated and Separate Financial Statements—"_ IPSAS 7,
“Investmentsin Associates’ and IPSAS 8, “Interestsin Joint Ventures;”

) Goodwill acquired in an entity combination from an exchange transaction
(see HRSASXXA(ED41)IPSAS 32, “Entity Combinations from Exchange
Transactions’);

(9) 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 contracts. In cases when the relevant international or national
accounting standard does not set out specific disclosure requirements for
those intangible assets, 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 operations.

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 alicence or patent) or film. In determining whether an asset that incorporates
both intangible and tangible elements should be treated under IPSAS 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_or the navigation software for a fighter
jet is integral to the aeroplane and 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
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910.

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 as motion picture films, video recordings, plays,
manuscripts, patents and copyrights are excluded from the scope of IPSAS 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 adifferent way. Such issues arise in the accounting for expenditure on the
exploration for, or development and extraction of, oil, gas and mineral depositsin
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

1011.

1112,

1213.

This Standard does not require an entity to recognize intangible heritage assets
that would 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
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 oin, 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):

@ Their value in cultural, environmental and historical termsis unlikely to be
fully reflected in afinancial value based purely on a market price;

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

(c) 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 years.

Public sector entities may have large holdings of intangible heritage assets that
have been acquired over many years and by various means, including purchase,
donation, bequest and sequestration. These assets are rarely held for their ability
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to generate cash inflows, and there may be legal or socia obstacles to using them
for such purposes.

| 1314. 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.

1415. 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:

@ The measurement basis used;

(b)  Theamortization method used, if any;

(© 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.

Definitions
1716. Thefollowing termsare used in this Standard with the meanings specified:

Amortization is the systematic allocation of the depreciable amount of an

intangible asset over itsuseful life.
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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 of an intangible asset is the present value of the cash
flows or_the service potential an entity expects to arise from the continuing
use of an asset and from its disposal at the end of its useful life or expectsto
incur when settling a liability.

Fair value of an asset isthe amount for which that asset could be exchanged
between knowledgeable, willing partiesin an arm’slength transaction.

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
deter minable amounts of money.

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

Useful life of an intangible asset is:

@ The period over which an asset is expected to be available for use by
an entity; or
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1817.

1918.

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

Terms defined in other International Public Sector Accounting Standards
areused in this Standard with the same meaning asin those other Standards,
and arereproduced in the Glossary of Defined Terms published separ ately.

Intangible Assets

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, lists of customers or users of a service, acquired fishing
licences, acquired import quotas, franchises and relationships with customers,
users of aservice or suppliers.

Not all the items described in paragraph-18-paragraph 17 meet the definition of an
intangible asset, i.e., identifiability, control over aresource 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
acquireit or generate it internally is recognized as an expense when it isincurred.
However, if the item is acquired in an entity combination from an exchange
transaction, it forms part of the goodwill recognized at the acquisition date (see

paragraph 77).

| dentifiability

| 2010

| 2120.

The definition of an intangible asset requires an intangible asset to be identifiable
to distinguish it from goodwill. Goodwill recognized in an entity combination
from an exchange transaction is an asset representing the future economic benefits
or service potential arising from other assets acquired in that entity combination
which 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.

An asset isidentifiableif it either:

@ Is separable, 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 intendsto do so; or

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

MJK November 2009


https://techlibrary/nxt/gateway.dll?f=id$id=iasbv%3Ar%3A2003$cid=iasbv$t=document-frame.htm$an=JD_ias38r-Para-9$3.0#JD_ias38r-Para-9�

IFAC IPSASB Meeting Agenda Paper 4.1
December 2009 — Rome, Italy Page 15 of 63

Control

2221.

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 lega 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 aright 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.

For the purposes of this Standard, a binding arrangement describes arrangements

23.

24,

25.

that are binding on the parties to the arrangement and confers similar rights and
obligations on the partiesto it asif it were in the form of a contract. For example,
two government departments may enter into a formal arrangement but the
arrangement may not constitute a legal contract because in that jurisdiction
individual departments may not be separate legal entities with the power to
contract.

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 alegal duty on employees to maintain
confidentiality.

An entity may have ateam of skilled staff and may be able to identify incremental
staff 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, unlessit 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 users of its services or its success
rate in reaching intended users of its services and expect that, because of its
efforts in building relationships with 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 potentia from
relationships with customers or users of a service and loyalty for such items (e.g.,
portfolio of customers or users of a service, market share or success rates of a
service, relationships with customers or users of a service and loyalty of
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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 an 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 Benefitsor Service Potential

26.  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 or improve service delivery rather than increase future
revenues (e.g., an on-line system that alows 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 | nitial M easur ement at-Recegrition

27.  Therecognition of an item as an intangible asset requires an entity to demonstrate
that the item meets:

@ The definition of an intangible asset (see paragraphs 1917-26); and

(b)  Therecognition criteria (see paragraphs 30-32).

This requirement applies to the 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.

28. Paragraphs 34-41 deal with the application of the recognition criteria to
separately acquired intangible assets, and paragraphs 42-51 deal with their
application to intangible assets acquired in an entity combination from an
exchange transaction. Paragraphs 52-53 deal with the initial measurement at
recognition—of intangible assets acquired through non-exchange transactions,
paragraphs 54-56 with exchanges of intangible assets, and paragraphs 57-59 with
the treatment of internally generated goodwill. Paragraphs 60-76 deal with the
recognition and initial measurement—at—recognition, of internally generated
intangible assets.

29.  The nature of intangible assets is such that, in many cases, there are no additions
to such 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 entity’s operations as a whole.
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30.

31

32.

33.

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. Consistent with paragraph 72, subsequent expenditure on brands,
mastheads, publishing titles, lists of customers or users of an entity’s services and
items similar in substance (whether externally acquired or internally generated) is
always recognized in surplus or deficit as incurred. This is because such
expenditure cannot be distinguished from expenditure en-behalf-of-to develop the
entity’ s operations as awhole.

An intangible asset shall berecognized if, and only if:

@ 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 using 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 potentia 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, in_accordance with
paragraphs 34-53. Wexeept-when-Where #—an intangible asset is acquired
through a non-exchange transaction, when-its cost shall be measured —s
measured-tnitialy-at its fair value as at the date of acquisition;-+r-aceerdance

R e

Separate Acquisition

34.

35.

36.

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 about the timing or the amount of the
inflow. Therefore, the probability recognition criterion in paragraph 30(a) is
always considered to be satisfied for separately acquired intangible assets.

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

The cost of a separately acquired intangible asset comprises:

@ Its purchase price, including import duties and non-refundable purchase
taxes, after deducting trade discounts and rebates; and
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(b) Any directly attributable cost of preparing the asset for itsintended use.
37. Examples of directly attributable costs are:

@ Costs of employee benefits (as defined in IPSAS 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.
38. Examples of expenditures that are not part of the cost of an intangible asset are:

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

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

(© Administration and other general overhead costs.

39. 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:

@ 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 tessesdeficits, such as those incurred while demand for
the asset’ s output builds up.

40. 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
revenue and related expenses of incidental operations are recognized immediately
in surplus or deficit, and included in their respective classifications of revenue and
expense.

41. 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 with the capitalization treatment permitted in IPSAS 5,
“Borrowing Costs.”
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Acquisition as part of an entity combination from an exchange transaction

42. In accordance with HRSASXX—{(ED4LIPSAS 32, if an intangible asset is |
acquired in an entity combination from an exchange transaction, the cost of that
intangible asset is its fair value a 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. Therefore, the probability recognition
criterion in paragraph 30(a) is always considered to be satisfied for intangible
assets acquired in entity combinations from exchange transactions. |f an asset
acquired in an entity combination from an exchange transaction is separable or
arises from binding arrangements (including rights from contracts or other legal
rights), sufficient information exists to measure reliably the fair value of the
asset. Thus, the reliable measurement criterion in paragraph 30(b) is always
considered to be satisfied for intangible assets acquired in entity combinations
from exchange transactions.

43. In accordance with this Standard and HRSASXXH{EB-41}IPSAS 32, 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 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:

@ Meets the definition of an asset; and

(b) Is identifiable, i.e., is separable or arises from binding arrangements
(including rights from contracts eentractual-or other legal rights).

Measuring the Fair Value of an Intangible Asset Acquired in an Entity
Combination from an Exchange Transaction

44, If an intangible asset acquired in an entity combination from an exchange
transaction (i.e, under IPSAS32) is separable or arises from binding |
arrangements (including rights from contracts eentractual-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’sfair value.

45.  An intangible asset acquired in an entity combination from an exchange
transaction (i.e., under IPSAS 32) 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
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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.

46. 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.

47.  Quoted market pricesin an active market provide the most reliable estimate of the
fair value of an intangible asset (see aso paragraph 88). The appropriate market
price is usualy 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’sfair value is estimated.

48. 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.

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 an entity combination from an exchange transaction if their objective
isto estimate fair value and if they reflect current transactions and practices in the
industry to which the asset belongs. Fhese-tTechniques for intangible cash-
generating assets include, when appropriate:

@ 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 (asin the “relief from royalty” approach); or

(b) Discounting estimated future net cash flows from the asset.
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Subsequent Expenditure on an Acquired In-process Research and Development
Proj ect

50. Research or development expenditurethat:

€) Relates to an in-process research or development project acquired
separately or in an 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 accor dance with paragraphs 6371 -.

51. Applying the requirements in paragraphs 63-71 means that subsequent
expenditure on an in-process research or development project acquired separately
or in an entity combination from an exchange transaction and recognized as an
intangible asset is:

@ 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 66; and

(© Added to the carrying amount of the acquired in-process research or
development project if it is development expenditure that satisfies the
recognition criteriain paragraph 66.

I ntangible Assets Acquired through Non-Exchange Transactions other than a Non-
Exchange Entity Combinations

52. In some cases, an intangible asset may be acquired free of charge, or for nominal
consideration, through a non-exchange transaction. This may happen when
another public sector entity transfers 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 restricted
resources. A private citizen, for example a Nobel prize-Prize winner may alse |
bequeath his or her personal papers, including the copyright to his or her
publications to the nationa archives (a public sector entity) in a non-exchange
transaction.

53. In this situation, Ynder—these—cireumstancesthe entity decides to recognize the
copyright as an intangible heritage asset and measures it at the-cost-of-theitem-is
its acquisition date fair value-at-the-date-H-is-acquired. For the purposes of this
Standard, the initial measurement at—+ecognition-of an intangible asset acquired
through a non-exchange transaction, at its fair value consistent with the
requirements of paragraphs 4749 and 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.
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Exchanges of Assetsin Exchange Transactions

54.

55.

56.

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 al 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 the service potential are
expected to change as a result of the transaction. An exchange transaction has
commercial substanceif:

@ The configuration (i.e., risk, timing and amount) of the cash flows or the
service potential of the asset received differs from the configuration of the
cash flows or the service potential of the asset sold; 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, Htax—-appHeswhere
applicable. The result of these analyses may be clear without an entity having to
perform detailed calculations.

Paragraph 30(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 given up is used to measure cost
unless the fair value of the asset received is more clearly evident.

Internally Generated Goodwill

57.
58.

Internally generated goodwill shall not berecognized as an asset.

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
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59.

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 binding arrangements (including
rights from contracts or other legal rights) controlled by the entity that can be
measured reliably at cost.

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 I ntangible Assets

60.

61.

62.

It is sometimes difficult to assess whether an internally generated intangible asset
qualifiesfor recognition because of problemsin:

@ 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 61-76 to all internally generated
intangible assets.

To assess whether an internally generated intangible asset meets the criteria for
recognition, an entity classifies the generation of the asset into:

@ A research phase; and
(b) A development phase.

Although the terms “research” and “development” are defined, the terms
“research phase” and “development phase” have a broader meaning for the
purpose of this Standard.

If an entity cannot distinguish the research phase from the development phase of
an internal project to create an intangible asset, the entity treats the expenditure on
that project asif it were incurred in the research phase only.

Resear ch Phase

63.

No intangible asset arising from research (or from the research phase of an
internal project) shall be recognized. Expenditure on research (or on the
resear ch phase of an internal project) shall be recognized as an expense when
itisincurred.

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
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65.

service potential. Therefore, this expenditure is recognized as an expense when it
isincurred.

Examples of research activities are:
€)) Activities aimed at obtaining new knowledge;

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

(© The search for aternatives for materials, devices, products, processes,
systems or services; and

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

Development Phase

66.

67.

68.

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:

@ The technical feasibility of completing the intangible asset so that it
will be available for use-er-sale or _distribution at no charge or for a
nominal charge;

(b) Its intention to complete the intangible asset and use or sl it_or
distributeit at no charge or for a nominal charge;

(c) Its ability to use or sdl the intangible asset_or_distribute it _at no
charge or for a nominal charge;

(d) How the intangible asset will generate probable future economic
benefits or 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 isto be used internally, the
usefulness of the intangible asset;

(e The availability of adequate technical, financial and other resourcesto
complete the development and to use or sell the intangible asset_or
distributeit at no charge or for a nominal charge; and

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

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.

Examples of development activities are:

@ The design, construction and testing of pre-production or pre-use
prototypes and models;
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(b) The design of tools, jigs, moulds and dies involving new technology;

(© The design, construction and operation of a pilot plant or operation that is
not of a scale economically feasible for commercial production_or use in
providing services; and

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

(e) Web-site costs and software development costs.

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 either
IPSAS21, “Impairment of Non-Cash-Generating Assets’ or [PSAS 26,
“Impairment of Cash-Generating Assets,” as appropriate. If the asset will
generate economic benefits or service potential only in combination with other |
assets, the entity applies the concept of cash-generating unitsin IPSAS 26.

70.  Avallability of resources to complete, use and obtain the benefits from an
intangible asset can be demonstrated by, for example, an 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 alender’s or funder’s indication of its willingness to
fund the plan.

71.  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.

72. Internally generated brands, mastheads, publishing titles, lists of customers
or users of an-entity’s-a services and items similar in substance shall not be |
recognized as intangible assets.

73. Expenditure on internally generated brands, mastheads, publishing titles, lists of
customers or users of an-entity-s-a services and items similar in substance cannot |
be distinguished from the cost of developing the entity’s operations as a whole.
Therefore, such items are not recognized as intangible assets.

Cost of an Internally Generated I ntangible Asset

74. The cost of an internaly generated intangible asset for the purpose of
paragraph 33 is the sum of expenditure incurred from the date when the intangible
asset first meets the recognition criteriain paragraphs 30, 31 and 66. Paragraph 81
prohibits reinstatement of expenditure previously recognized as an expense.

75. The cost of an internally generated intangible asset comprises all directly
attributable 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:
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€) Costs of materials and services used or consumed in generating the
intangible asset;

(b) Costs of employee benefits (as defined in IPSAS 25) arising from the
generation of the intangible asset;

(© Feesto register alegal right; and

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

IPSAS 5, “Borrowing Costs’ specifies criteriafor the recognition of interest as an
element of the cost of an asset that is a qualifying asset.

76.  Thefollowing are not components of the cost of an internally generated intangible
asset:

@ 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 lesses—deficits incurred
before the asset achieves planned performance; and

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

77. Expenditure on an intangible item shall be recognized as an expense when it
isincurred unless:

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

(b)  The item is acquired in an entity combination from an exchange
transaction and cannot be recognized as an intangible asset-{e.g-the
power-to-grantrightsor-the pewertotax). If thisisthe casg, it forms

part of the amount recognized as goodwill at the acquisition date (see
| PSAS 32XX{(ED-41).

78. 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 63),
except when it was acquired as part of the cost of an entity combination from an
exchange transaction. Other examples of expenditure that is recognized as an
expense when it isincurred include:

(@ 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 IPSAS 17. Start-up costs may consist of
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establishment costs such as legal and secretarial costs incurred in
establishing a legal entity, expenditure to open a new facility or operation
(i.e,, pre-opening costs) or expenditures for starting new operations or
launching new products or processes (i.e., pre-operating costs);

(b) Expenditure on training activities;

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

(d) Expenditure on relocating or reorganizing part or al of an entity.

79.  An entity has aright 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 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.

80. Paragraph 77 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 77 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

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

M easur ement after Recognition

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

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 Mode

84.  After initial recognition, an intangible asset shall be carried at its cost less
any accumulated amortization and any accumulated impair ment |osses.
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Revaluation M odel

85.

86.

87.

88.

89.

90.

After initial recognition, an intangible asset shall be carried at a revalued
amount, being itsfair 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 reporting date the carrying amount of the
asset does not differ materially from itsfair value.

The revaluation model does not allow:

€) 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.

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 the asset did not meet the criteria for recognition until part of the
way through the process (see paragraph 74), the revaluation model may be
applied to the whole of that asset. Also, the revaluation model may be applied to
an intangible asset that was received through a non-exchange transaction (see
aparagraphs 52-53).

It is uncommon for an active market with—the—characteristies—deseribed—n
paragraphl7—to exist for an intangible asset, although this may happen. For
example, in some jurisdictions, an active market may exist for freely transferable
homogeneous 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, athough 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
materialy from its carrying amount, a further revaluation is necessary. Some
intangible assets may experience significant and volatile movementsin fair value,
thus necessitating annual revaluation. Such frequent revaluations are unnecessary
for intangible assets with only insignificant movementsin fair value.

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

@ 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
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(b) Eliminated against the gross carrying amount of the asset and the net
amount restated to the revalued amount of the asset.

91. 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 impair ment losses.

92. If thefair 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 impair ment losses.

93.  Thefact 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.

94. 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.

95. If an intangible asset’s carrying amount is increased as a result of a
revaluation, the increase shall be credited directly to revaluation surplus.
However, the increase shall be recognized in surplus or deficit to the extent
that it reverses a revaluation decrease of the same asset previously
recognized in surplusor deficit.

96. If the-earryingameunt-of-an intangible asset’s carrying amount -is decr eased
as a result of a revaluation, the decrease shall be recognized in surplus or
deficit. However, the decrease shall be debited-recognized directly te-in
revaluation-surphusnet assets/equity to the extent of any credit balance in the
revaluation surplus in respect of that asset. The decrease recognized
directly in net assets/equity reduces the amount accumulated in equity under
the heading of revaluation surplus.

97. The deerease—recognized—cumulative revaluation surplus included in net
assets/equity may be transferred directly to accumulated surpluses or deficits
when the surplusisrealized. 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 accumulated surpluses or
deficits is not made through surplus or deficit.

Useful Life

98.  An entity shall assess whether the useful life of an intangible asset isfinite 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
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the asset is expected to generate net cash inflows for, or provide service
potential to, the entity.

99.  The accounting for an intangible asset is based on its useful life. An intangible
asset with a finite useful life is amortized (see paragraphs 107-116), and an
intangible asset with an indefinite useful life is not (see paragraphs 117-120).
The Implementation Guidance accompanying this Standard illustrates 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:

@ The expected usage of the asset by the entity and whether the asset could
be managed efficiently by another management team;

(b) Typical product life cycles for the asset and public information on
estimates of useful lives of similar assets that are used in asimilar way;

(c) Technical, technological, commercia 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;

()] 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 alevel;

()  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.

101. The term “indefinite” does not mean “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 alevel.
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.

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

103. 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 alifethat is unrealistically short.
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104. The useful life of an intangible asset that arises from binding arrangements
(including rights from contracts or other legal rights) shall not exceed the
period of the binding arrangement (including rights from _contracts
contractual—or other legal rights), but may be shorter depending on the
period over which the entity expects to use the asset. If the binding
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 thereisevidenceto
support renewal by the entity without significant cost. The useful life of a
reacquired right recognized as an intangible asset in an entity combination
from an exchange transaction is the remaining period of the binding
arrangement in which the right was granted and shall not include renewal
periods.

105. There may be economic, political, socia and legal factors influencing the useful
life of an intangible asset. Economic, political or socia factors determine the
period over which future economic benefits or service potentia will be received
by the entity. Legal factors may restrict the period over which the entity controls
access to such 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 binding arrangements (including rights from contracts or other
legal rights) without significant cost:

@ There is evidence, possibly based on experience, that the binding
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
(© 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 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 M ethod

107. Thedepreciable 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
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108.

109.

asset is 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 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 surplus or deficit unless this or another Standard permits or
requiresit to beincluded in the carrying amount of another asset.

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.

Amortization is usually recognized in surplus or 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 isincluded 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 IPSAS 12).

Residual Value

110.

111

112.

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

@ There is a commitment by a third party to purchase the asset or_for
the entity to distribute the asset at no change or for a nominal charge
at the end of its useful life; or

(b) Thereisan active market for the asset and:

(i) Residual value can be deter mined by referenceto that market;
and

(i) It isprobablethat such a market will exist at the end of the
asset’ suseful life.

The depreciable amount of an asset with a finite useful life is determined after
deducting its residual value. A residua vaue 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
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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 reporting date. A change in the asset’s residual value is accounted
for as a change in an accounting estimate in accordance with IPSAS 3.

113. The residua 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 residua value subsequently decreases to an
amount below the asset’ s carrying amount.

Review of Amortization Period and Amortization Method

114. Theamortization period and the amortization method for an intangible asset
with a finite useful life shall be reviewed at least at each reporting date. If
the expected useful life of the asset is different from previous estimates, the
amortization period shall be changed accordingly. If there hasbeen 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 estimatesin accordance with IPSAS 3.

115. During the life of an intangible asset, it may become apparent that the estimate of
itsuseful lifeisinappropriate. For example, the recognition of an impairment loss
may indicate that the amortization period needs to be changed.

116. 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
entity’s strategic plan. In this case, economic benefits or service potential that
flow from the asset may not be received until later periods.

Intangible Assetswith Indefinite Useful Lives
117. Anintangible asset with an indefinite useful life shall not be amortized.

118. In accordance with IPSAS 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

@ Annualy, and
(b) Whenever thereis an indication that the intangible asset may be impaired.
Review of Useful Life Assessment

119. 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

MJK November 2009


https://techlibrary/nxt/gateway.dll?f=id$id=iasbv%3Ar%3Aef2$cid=iasbv$t=document-frame.htm$an=JD_ias8r-doc$3.0#JD_ias8r-doc�

IFAC IPSASB Meeting Agenda Paper 4.1
December 2009 — Rome, Italy Page 34 of 63

120.

indefinite to finite shall be accounted for as a change in an accounting
estimate in accordance with IPSAS 3.

In accordance with IPSAS 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 either IPSAS 21 or IPSAS 26 as appropriate, with its carrying amount, and
recognizing any excess of the carrying amount over the recoverable service
amount or recoverable amount as appropriate, as an impairment |oss.

Recover ability of the Carrying Amount—I mpair ment L osses

121.

To determine whether an intangible asset is impaired, an entity applies IPSAS 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.

Retirements and Disposals

122.

123.

124.

125.

126.

An intangible asset shall be der ecognized:

@ On disposal (including disposal through a non-exchange transaction);
or

(b) When no future economic benefits or service potential are expected
from itsuse or disposal.

Thegain or loss arising from the derecognition of an intangible asset shall be
determined as the difference between the net disposal proceeds, if any, and
the carrying amount of the asset. It shall be recognized in surplus or deficit
when the asset is derecognized (unless IPSAS 13 requires otherwise on a sale
and leaseback). Gains shall not be classified asrevenue.

The disposal of an intangible asset may occur in a variety of ways (e.g., by sale,
by entering into a finance lease, or through a non-exchange transaction). In
determining the date of disposal of such an asset, an entity applies the criteriain
IPSAS 9, “Revenue from Exchange Transactions’ for recognizing revenue from
the sale of goods. IPSAS 13 applies to disposal by a sale and |easeback.

If, in accordance with the recognition principle in paragraph 30, 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.

In the case of a reacquired right in an entity combination from an exchange
transaction, if the right is subsequently reissued (sold) to athird party, the related
carrying amount, if any, shall be used in determining the gain or loss on reissue.
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127. 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 initialy 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 9
reflecting the effective yield on the receivable.

128. Amortization of an intangible asset with a finite useful life does not cease when
the 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 the relevant international or national standard
dealing with non-current assets held for sale and discontinued operations.

Disclosure
General

129. An entity shall disclose the following for each class of intangible assets,
distinguishing between internally generated intangible assets and other
intangible assets:

@ Whether the useful lives areindefinite or finite and, if finite, the useful
lives or the amortization rates used,;

(b) The amortization methods used for intangible assets with finite useful
lives,;
(c) The gross carrying amount and any accumulated amortization

(aggregated with accumulated impairment losses) at the beginning
and end of the period,;

(d) The line item(s) of the statement of financial performance in which
any amortization of intangible assetsisincluded;

(e 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 entity combinations from exchange transactions;

(i)  Assetsclassified asheld for sale or included in a disposal group
classified as held for sale in accordance with the 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 85, 95 and 96 and from
impairment losses recognized or reversed directly in net
assetg/equity in accordance with IPSAS 21 or IPSAS 26 (if

any);
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(iv)  Impairment losses recognized in surplus or deficit during the
period in accordance with IPSAS 21 or I1PSAS 26 (if any);

(v) Impairment losses reversed in surplus or deficit during the
period in accordance with IPSAS 21 or IPSAS 26 (if any);

(vi)  Any amortization recognized during the period,;

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

(viii) Other changesin the carrying amount during the period.

130. 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:

@ Brand names,

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

(d) Licences and franchises;

(e Copyrights, patents and other industria property rights, service and
operating rights,

()] Recipes, formulae, models, designs and prototypes; and
(9) 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.

131. An entity discloses information on impaired intangible assets in accordance with
IPSAS 21 or IPSAS 26 in addition to the information required by paragraph

129(e)(iii)~(v).

132. IPSAS 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 materia effect in subsequent periods. Such disclosure may arise from
changesin:

@ The assessment of an intangible asset’ s useful life;
(b) The amortization method; or
(c) Residual values.

133. An entity shall also disclose:

@ 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
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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 through a non-exchange transaction
and initially recognized at fair value (see paragraphs 52-53):

() Thefair valueinitially recognized for these assets,
(i)  Their carrying amount; and

(i)  Whether they are measured after recognition under the cost
model or the revaluation modd.

(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.

134. 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 100.

Intangible Assets M easur ed after Recognition using the Revaluation M odel

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

@ By class of intangible assets:
(1) The effective date of the revaluation; and
(i)  Thecarrying amount of revalued intangible assets,

(i)  Thecarrying amount that would have been recognized had the
revalued class of intangible assets been measured after
recognition using the cost model in 84;

(b) Theamount of therevaluation surplusthat 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—eguity
heldersowners; and

(© The methods and significant assumptions applied in estimating the
assets fair values.

136. 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
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in the combination of a class of intangible assets that includes amounts measured
under both the cost and revaluation models.

Resear ch and Development Expenditure

137. An entity shall disclose the aggregate amount of research and development
expenditurerecognized as an expense during the period.

138. Research and development expenditure comprises all expenditure that is directly
attributable to research or development activities (see paragraphs 75 and 76 for
guidance on the type of expenditure to be included for the purpose of the
disclosure requirement in paragraph 137).

Other Information
139. An entity isencouraged, but not required, to disclose the following information:

@ A description of any fully amortized intangible asset that is still in use;
and

(b) A brief description of significant intangible assets controlled by the entity
but not recognized as assets because they did not meet the recognition
criteriain this Standard.

Transitional Provisions and Effective Date

First-time Adoption of this Standard by an Entity that Appliesthe Accrual Basis of
Accounting

140. An entity shall apply this Standard for annual financial statements covering

periods beginning on or after April 1, 2011:

€] To the accounting for intangible assets acquired in entity
combinations from exchange transactions for which the agreement
dateison or after MM-BB-Y-Y-¥¥April 1, 2011; and

(b)  To the accounting for all other intangible assets prospectively from
the beginning of the first annual period beginning on or after MW
DB April 1, 2011. 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 accor dance with IPSAS 3.

| licati

141. Earlier application is encouraged. If an entity applies this Standard for a
period beginning before April 1, 2011, it shall disclose that fact and
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142.

effective dates-specified-inparagraph-140it-shall-apply | PSAS 21, IPSAS 26
and | PSAS 32 at the sametime.
When an entity adopts the accrual basis of accounting, as defined by IPSASs, for

financial reporting purposes, subsequent to this effective date, this Standard
applies to the entity’s annual financial statements covering periods beginning on
or after the date of adoption.

Exchanges of Assetsin an Exchange Transaction

141143. The requirement in paragraph 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 itsfair value at the acquisition date.

144. An entity’s opening statement of financial position on fist-thme-adoption of

theaceryal basis-efaccountingthis Standard shall:

(a) Exclude all intangible assets and other intangible items that do not
meet the criteria for recognition in accordance with this Standard at
the date of first-time —adoption—of —the —accrual—bass—of
accountingtransition; and
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(b) Include all intangible assets that meet the criteria for recognition in
accor dance with this Standard at that date.

145. If any changes are reguired to the recognition of hew—an-intangible assetis

accounted—for—items as a result of applying the transitional provisions in
paragraph 144, they are accounted for in accordance with IPSAS 3, “ Accounting
Policies, Changes in Accounting Estimates and Errors.”

146. For intangible assets-items that meet:

&) The recognition criteria in this Standard (including reliable measurement
of original cost); and

(b) The criteria in this Standard for revaluation (including existence of an
active market);

an entity may elect to measure an intangible asset on the date of transition, first-
tHne-adeption-of- the-acerual basis-of aceounting-at its fair value and use that fair

value as its deemed cost at that date.

147.

; atl-sa n-An entity may
als&el ect to uSe a previous reval uation of an mtanmble asset at, or before, the date

of transition to-the-accrual-basis-of accounting-as deemed cost at the date of the
revaluation, if the revaluation was, at the date of the revauation, broadly

comparable to:
(a) Fair value; or
@) (b) Cost or depreciated cost in accordance with IPSASs, adjusted to reflect,

for example, changes in ageneral or specific price index.
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First-time Adoption of the Accrual Basis of Accounting

148. An entity’'s opening statement of financial position on first-time adoption of
the accrual basis of accounting shall include all intangible assets that meet
therecognition criteriain this Standard at that date.
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Appendix A

Application Guidance—Web Site Costs {see—separate—markup—from—SHc—32
provided)
This Application Guidanceis an integral part of HRSASXXA(ED-40)I PSAS 31.

AGl.

AG2.

AGS.

AGA4.

AGS.

An entity may incur internal expenditure on the development and operation of its
own 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. A web site designed for internal access may be used to
store entity policies and details of customers or users of a service, and search
relevant information.

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

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

(c) 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:

(a8) Whether the web site is an internally generated intangible asset that is subject
to the requirements of this Standard; and

(b) The appropriate accounting treatment of such expenditure.

This Application Guidance does not apply to expenditure on purchasing,
developing, and operating hardware (e.g., web servers, staging servers, production
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servers and Internet connections) of aweb site. Such expenditure is accounted for
under IPSAS 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 when the services are received.

AGB6. IPSAS XX-31 does not apply to intangible assets held by an entity for salein the |
ordinary course of operations (see IPSAS 11 and IPSAS 12) or leases that fall
within the scope of IPSAS 13. Accordingly, this 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 aweb site is leased under an operating
lease, the lessor applies this Application Guidance. When a web site is leased
under a finance lease, the lessee applies this Application Guidance after initial
recognition of the leased asset.

AG7. 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 this Standard.

AG8. A web site arising from development is recognized as an intangible asset if, and
only if, in addition to complying with the genera requirements described in
paragraph 30 of this Standard for recognition and initial measurement, an entity
can satisfy the requirements in paragraph 64-66 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 paragraph 6366(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 will generate probable future economic benefits or service potential, and
consequently al expenditure on developing such a web site is recognized as an
expense when incurred.

AG9. Any internal expenditure on the development and operation of an entity’s own
web site is accounted for in accordance with 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 are evaluated to determine the appropriate accounting treatment
(additional guidance is provided in the table included at the end of this
Application Guidance). For example:

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

(b) The Application and Infrastructure Development stage, the Graphical Design
stage and the Content Development stage, to the extent that content is
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developed for purposes other than to advertise and promote an entity’s own
services and products, are similar in nature to the development phase in
paragraphs es-73 of this Standard. Expenditure incurred in these stages is
included in the cost of a web site recognized as an intangible asset in
accordance with paragraph AG8 of this Application Guidance when the
expenditure can be directly attributed and is necessary to creating, producing
or 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 products) specifically for aweb site, or expenditure to enable use
of the content (e.g., afee for acquiring alicence to reproduce) on the web site,
isincluded in the cost of development when this condition is met. However, in
accordance with paragraph s1 of this Standard, expenditure on an intangible
item that was initially recognized as an expense in previous financial
statements is not 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 aweb 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 (e.g., digital photographs of products), is recognized as an expense
when incurred in accordance with paragraph 7sc 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 digita 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 is recognized as an expense when it is
incurred unless it meets the recognition criteria in paragraph so of this
Standard.

| AG10. A web site that is recognized as an intangible asset under paragraph AG8 of this
Application Guidance is measured after initial recognition by applying the
requirements of paragraphs s2-o7 of this Standard. The best estimate of aweb site’s
useful life should be short, as described in paragraph 102.

AGI0-AG11. The guidance in paragraphs AG1-AG10 does not specifically apply to
software development costs. However, an entity may apply the principles in these

paragraphs.
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Appendix B

Amendmentsto other |PSASs’

The amendments in this appendix shall be applied for annual financial statements
covering periods beginning on or after April 1, 2011. If an entity applies this
Standard for a period beginning before April 1, 2011, these amendments shall also
be applied for that earlier period (deleted text is struck through and new text is
underlined).

IPSAS 3, “ Accounting Palicies, Changesin Accounting Estimatesand Errors’

Paragraph 22 isamended as follows:

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

Property, Plant and Equr pment or the—relevtant—mternatrenal—epnatrenal

! A ts IPSAS 31, “Intangible Assets’

is a change in account| ng pollcy to be dealt with as a revaluation in accordance

with IPSAS 17 or that-relevant-Standard |PSAS 31, rather than in accordance with
this Standard.

IPSAS 13, “ L eases’

Paragraph 36 isamended as follows:

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 Publrc Sector Account| ng Standard (I PSAS 17), “ Property Plant and
Equipment” or any
assets#vhrch—has—been—adepted—by—th&entrty IPSAS 31, “Intanqrble Assets” as
appropriate. If there is no reasonable certainty 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 isamended asfollows:

41. In addition, the requrrements for drsclosure in accordance Wlth IPSAS 16,
IPSAS 17, IPSAS 21 and any 2! r
Hatangtble—assets |1PSAS 31, “Intanmble Assets” and on |mpa|rment of cash
generating assets which 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.”

Par agraph 66 isamended as follows:

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

When ED 40 was issued, it omitted certain consequential amendments. The shaded text highlights the
additional consequential amendments.
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calculated in accordance with IPSAS 17 or IPSAS 31, “Intancnble Assets,” as

IPSAS 17, “ Property, Plant and Equipment”
Paragraph 65 isamended as follows:

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 |ncI uded in the cost of an intangible aseet recognized i in accordance W|th

aseetslPSAS 31, “Intanm bIeAssets ”
IPSAS 21, “Impairment of Non-Cash Generating Assets,”

Paragraph 2 isamended asfollows:

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:

€) Inventories (see IPSAS 12, “Inventories’);

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

(© 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”);

() Non-cash-generating intangible assets that are measured at revalued
amounts (see IPSAS 31, “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 isamended asfollows:

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.q., those that are carried at cost less any
accumulated amortization) within its scope. Entities apply the requirements of this
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Standard to recognizing and measuring impairment losses, and reversals of
impairment losses, related to such non-cash-generating intangibl e assets.

Additional paragraphsareinserted after paragraph 26 asfollows:

26A. Irrespective of whether there is any indication of impairment, an entity shall also
test an 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.

26B. 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 as
follows:

Measuring the Recoverable Service Amount of an Intangible Asset with an
I ndefinite 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
criteriaare met:

(a) If the intangible asset does not provide service potential from continuing
use that is 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 |ess than the asset’ s carrying amount is remote.

MJK November 2009



IFAC IPSASB Meeting Agenda Paper 4.1
December 2009 — Rome, Italy Page 48 of 63

A new paragraph isinserted after paragraph 82 asfollows:

82A. IPSAS31, “Intangible Assets’ amended paragraphs 6 and inserted
paragraphs 26A, 26B and 39A. An entity shall apply those amendments for
annual financial statements covering periods beginning on or after April 1,
2011. If an entity applies IPSAS 31 for a period beginning before April 1,
2011, the amendments shall also be applied for that earlier period.

Paragraph BC13 isamended:

BC13. FAS36 IPSAS 21 contains specific requirements for testing intangible assets for
impairment, and for recognizing and measuring impairment losses related to
intangible assets. These requirements complement the requirements of HAS
38IPSA831 “Intanglble Assets” Ihe—l-PSASB—has—net—lssaed—an—l-PSAS—en

cash generati ng mtanglble assets measured at cost are net—exeleeled #em |nc| uded
in the scope of this Standard—'FhereteFe—thlsétandard—appH%—te—these—asas

fori |mpat rment accordl ng to the requi rements of th| s Standard.

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

BC16. 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
aternative treatment (“revaluation model”) in IPSAS 17 and IPSAS 31,
“Intangible Assets.” The IPSASB is of the view that under the allowed alternative
treatment in IPSAS 17_and IPSAS 31, 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.

BC17. In contrast to this Standard, IAS 36 requires entities to test revalued property;
phant—and-eguipment 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.

BC18. Firstly, there are different methods of determining recoverable service amount
under this Standard and of determining recoverable amount under 1AS 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
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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 31 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 1AS 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 valuein
use may be different from the fair value of the asset.

BC19. 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 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)”
Paragraph 1G27 isamended asfollows:

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
proflt from the research r&ults IPSAS 9 and the relevant international or national

Wy ‘ ssets |[PSAS 31, “Intangible Assets’

apply to thls transa:tl on.
IPSAS 26, “ Impair ment of Cash-generating Assets,”

Paragraph 2(h) isamended as follows:

2. (h) Cash-generating i+ntangible assets that are regularly measured at revalued
to-fal—value-amounts (see IPSAS 31, “Intangible Assets’);

A new paragraph isinserted after paragraph 127 asfollows:

127A. IPSAS 31, “Intangible Assets’ amended paragraph 2(h). An entity shall
apply that amendment for annual financial statements covering periods
beginning on or after April 1, 2011. If an entity applies IPSAS 31 for a period
beginning before April 1, 2011, the amendment shall also be applied for that
earlier period.
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BASISFOR CONCLUSIONS

This Basis for Conclusions accompanies, but is not part of-thise-prepesed-titernational
Pricbecooor foconmime Coondarns [PEARHL

Background

BC1. The Internationa 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.

BC2. 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 equivaent 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
equivaent 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.

Scope

BC3. The Board considered whether or not the power to grant rights and the power to
tax_should be included in the scope of the Standard. Differing views were
expressed as to whether or not these rights meet the definition of an intangible
asset, and, if so, whether they would meet the recognition criteria. The Board has
not formed a view on this topic and therefore, this Standard does not apply to the
power to grant rights and the power to tax. To ensure that the scope of the
Standard is clear, the Board agreed to include a specific exclusion for the power
to grant rights and the power to tax. The Board is currently developing a
Conceptual Framework that is specificaly considering whether or not these
powers give rise to assets in general purpose financial statements. The Board will
reconsider, if necessary, the applicability of this Standard to the power to grant
rights and the power to tax in light of its completed Conceptual Framework.

BC4. ThelASB hasissued an Interpretation of IAS 38 dealing with accounting for web
site costs. The IPSASB believes the guidance contained in the Standing
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Interpretations Committee’s Interpretation 32 (SIC 32), “Intangible Assets—
Web Site Costs,” is relevant to the public sector. Accordingly, IPSAS XX-31
includes as application guidance the definitions and guidance contained in SIC32.
This application guidance is an integral part of HFFSASXXAEB-40}IPSAS 31. The
appendix in SIC 32 that illustrates the relevant accounting principles and how
they are linked to HRSASXOX{(ED-40)IPSAS 31 is included in the illustrative
examples.

BC5. The Standard does not address emissions trading schemes. The IPSASB noted
that, from a government’s point of view, emissions trading schemes would be
similar to powers to grant rights and powers to tax, which are excluded from the
scope of the Standard (see paragraph BC3). The IPSASB discussed whether
acquired permits under such schemes may meet the definition of an intangible
asset. Other bodies are currently studying whether these permits are financial,
rather than intangible in nature from the point of view of the acquiring entity. Asa
result, the IPSASB decided not to provide guidance on emissions trading schemes
in this Standard. The IPSASB will reconsider, if necessary, the applicability of
this Standard to emissions trading schemes.

Public Sector |ssues

BC5BC6. 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 publlc sector. QenseleratrewrasewenﬂasteJ\AmetheHhe

Qrm alallala ! ‘-.-ll-- ~ala a a aa’a LS a ala =lalala’aala'a

hrth+qhted—m—9araqraeh—8@9 The term ! blndlnq arranqement" has not been
defined, but has been used in |PSASs to describe arrangements that are binding on
the parties, but do not take the form of a documented contract, such as an
arrangement between two government departments that do not have the power to
contract. The IPSASB concluded that this term is required to address the
circumstances addressed in this Standard, and has provided guidance in paragraph
22 on circumstances that give rise to binding arrangements, consistent with other

|PSASs.

BC76. The IPSASB incorporated in HRSAS-XX{(EB-40)IPSAS 31 guidance on certain
public sector |ssues that are not addressed in IAS 38.including |ntanQ|bIe herltaqe

assets—The IPSASB pLans—tewnl consrder |ts plans to addreﬁ herltaqe assets in
detall in the future. Pending such a project, the IPSASB believes it important to
encourage _consistent disclosures when entities choose to disclose information
about their heritage assets. Therefore, FheHPSASB—decided—to—include-the
guidance on intangible heritage assets is consistent with IPSAS 17, “Property,
Plant and Equipment.”
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BC8+.

IPSAS 23, “Revenue from Non-Exchange Transactions (Taxes and Transfers)”
prescribes the initial recognition, initial measurement and disclosure of assets and
liabilities _arising _out of non-exchange revenue transactions. The IPSASB
considered to what extent, if at all, the requirements of this IPSAS and IPSAS 23
overlap. This IPSAS addresses the circumstance when an intangible asset is
acquired at no cost or for a nominal cost. The IPSASB agreed that, for intangible
assets arising from such transactions, an entity should apply the requirements of

IPSAS 23 in conjunction with IPSAS 31 for initial measurement of the intangible

BC9168. References to IFRS 3 for guidance dealing with business combinations

have been changed to HFRSASXX(ED-41)|PSAS 32, “Entity Combinations from
Exchange Transactions.” The IPSASB has specifically excluded from the scope
of IPSAS 31, intangible assets acquired in an entity combination from a non-
exchange transaction. This is because the Board' s project on entity combinations
has been split into two parts. The first part islimited to entity combinations from
exchange transactions (IPSAS 32) and is being completed concurrently with this
Standard. Fhus-anyAny intangible assets acquired in an entity combination from
an exchange transaction are included in the scope of this Standard. The second
part of the entity combinations project will address public sector specific entity
combinations, including those from non-exchange transactions. Until this part of
the project is completed, the Board considers it appropriate to exclude intangible
assets acquired in an entity combination from such transactions, from this

Standard.

. The revaluation model proposed in IPSAS 31 is similar to that in IAS 38,

“Intangible Assets’ and IAS 16 “Property, Plant and Equipment,” which require
revaluations to be accounted for on an asset-by-asset basis. IPSAS 17, “ Property,
Plant and Equipment” has modified this approach and requires revaluations to be
accounted for by class of asset rather than by individual asset. The IPSASB
considered whether to include a similar modification for intangible assets, but
concluded that it was not necessary. Intangible assets differ from property, plant
and eguipment because they are less likely to be homogeneous. One of the major
types of intangible assets of public sector entities is internally-developed
software, for which detailed information is available on an individual asset basis.
Conseguently, the IPSASB concluded that it was appropriate to require revalued
intangible assets to be accounted for on an asset-by-asset basis.
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BC11. The IPSASB considered the need to develop guidance on internally-developed
software costs. The IPSASB noted that, while such software is common in the
public sector, such costs are similar in nature to web site costs (see paragraph
BC4). The IPSASB concluded that specific guidance was not required in this
Standard. However, the IPSASB agreed that an illustrative example would help
users of this Standard to apply the guidance on web site costs to internally-
developed software. The IPSASB will consider the need for a specific IPSAS to
address thisissue.

Transitional Provisions and Effective Date

BC129. The transitional provisions require that, on adoption of this Standard, the
entity’s opening statement of financial position exclude al intangible assets and
other intangible items that do not meet the criteria for recognition under this
Standard at the date of transition and include all intangible assets that meet the

crlterlafor recoqnltlon |n accordance with this Standard at thaI daIeBeeauseseme

BC130. To facilitate the adoption of accrua-basis IPSASs, the Standard also
provides atransitional provision sferto assist entities to apply the accrual basis of
accounting for the first time.;—consistent-with-these-set-out+AHPSAS-17—-The
Standard requires that when an entity adopts the accrual basis of accounting for
the first time, its opening statement of financia position includes all intangible
assets that meet the criteria for recognition in accordance with this Standard at
that date.
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[llustrative Examples

Recognition and M easur ement Cest-of an Internally-Generated I ntangible Asset

FhefoHlewing—guidance—prevides—eExamples—on Applying Paragraph 72-74 of this
Sandard

[E1. An entity developed a new system to schedule court cases more effectively that
will result in increased service delivery. During the financia year ending March
31, 20X 8, 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, a& March_1, 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.
I[E2. At the end of the financia 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.

IE3. During the financia year ending March 31, 20X9, expenditure incurred is
CU2,000. At the end of this financial year, 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.

I[E4. As a 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 20X 9 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 lossin IPSAS 21 are met.
Example Applying Paragraphs 60—76 of this Sandard

IE5. The Entity develops statistical reports for its internal use and for use by private
sector organizations. Provided that certain requirements are met, the Entity
authorizes this reuse of public sector information to foster the creation of wealth

1 Inthis Standard, monetary amounts are denominated in “currency units’ (CU).
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and jobs. In addition, within certain limits, the Entity may charge fees for the
private use of such information, particularly for commercial purposes.

I[E6. The reports meet the criteria for recognition as an intangible asset set out in
paragraph 66. In particular, they provide both service potential to the entity as
well as future economic benefits in the form of revenue generated from their sale.
As reguired in paragraphs 74—75, the cost would include all of the internally
generated directly attributable costs necessary to create, produce and prepare the
asset to be capable of providing the service potential and future economic benefits
noted above from the date when the intangible asset first meets the recognition
criteriain paragraphs 30, 31 and 66.

I nter nally-Devel oped Software

I[E7. An entity develops software to better match prison facilities with the prison
population. Significant improvements in service delivery result in terms of
appropriate matching of offenders to security levels (i.e., minimum, medium and
maximum security prisoners matched to the appropriate facility). In addition, the
software results in reductions in overall costs through more efficient usage,
consistent with legislated quality standards.

IE8. The criteriafor recognition of development costs in paragraph 66 (a) through (f)
are met. The focus of this example is which costs should be capitalized as an
intangible asset.

IE9. Internally-developed software is similar in nature to an internally developed web
site (see paragraphs AG1-AG11) and the guidance in those paragraphs is used to
assess the following costs:

e Costs incurred to formulate, identify and evaluate alternatives should be
recognized as an expense in accordance with paragraph 63.

e Costs incurred to design the software, develop code, test and implement the
software should be assessed to determine whether they meet the definition of
an intangible asset and the recognition criteria set out in paragraphs 30 and 66,
in which case the expenditure is recognized as an intangible asset.

e Costs for operating the software including upgrading the software to add new
functions and features, backing up data, reviewing security access are assessed
to determine whether they meet the definition of an intangible asset and the
recognition criteria set out in paragraph 30, in which case the expenditure is
recognized as an intangible asset.

e Costs for training users of the new software and ongoing support activities are
recognized as an expense when incurred in accordance with paragraphs 74—
80.

Assessing the Useful Lives of Intangible Assets

|[E10. The following guidance provides examples on determining the useful life of an
intangible asset in accordance with this Standard.
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IE11. 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.

An Acquired Patent with a Finite Useful Life

|[E12. Entity A acquires a patent over a formula for a vaccine, from Entity B to secure
Entity A’s ability to provide free vaccinations to its constituents. The vaccine
protected by the patent is expected to be a source of service potential for at least
15 years. Entity A has a commitment from Entity C to purchase that patent in
five yearsfor 60 per cent of the fair value of the patent at the date it was acquired,
and Entity A intendsto sell the patent in five years.

IE13. The patent would be amortized over its five-year useful life to Entity A, with a
residual value equal to 60 per cent of the patent’s fair value at the date it was
acquired. The patent would also be reviewed for impairment in accordance with
IPSAS 21.

An Acquired Patent with an Indefinite Useful Life

|[E14. Entity A acquires an asset, the patent over aformulafor 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 dlightly 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.

IE15. An analysis of product lifecycle studies, and demographic and environmental
trends, provides evidence that the patent will provide service potentia 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 unlessits useful life is determined to
be finite. The patent would be tested for impairment in accordance with
IPSAS 21.

An Acquired Copyright that has a Remaining Legal Life of 50 Years

|[E16. Entity 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.

|[E17. The copyright would be amortized over its 30-year estimated useful life. The
copyright also would be reviewed for impairment in accordance with IPSAS 21.

An Acquired Broadcasting Licence that Expiresin Five Years (Part A)

|[E18. Entity A acquires a broadcasting license from Entity B. Entity A intends to
provide free broadcasting services in the community. The broadcasting licence is
renewable every 10 years if Entity A provides at least an average level of service
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to its users of its service and complies with the relevant legislative requirements.
The licence may be renewed indefinitely at little cost and has been renewed twice
before the most recent acquisition. Entity A intends to renew the licence
indefinitely and evidence supportsits ability to do so. Historically, there has been
no compelling challenge to the licence renewal. The technology used in
broadcasting is not expected to be replaced by another technology at any time in
the foreseeable future. Therefore, the licence is expected to contribute to Entity
A’s ability to provide free broadcasting services indefinitely.

I[E19. Entity B does not recognize its power to grant broadcasting licences as an
intangible asset. The broadcasting license would be treated by Entity A as having
an indefinite useful life because it is expected to contribute to the entity’s ability
to provide free broadcasting services indefinitely. Therefore, the licence would
not be amortized until its useful life is determined to be finite. The license would
be tested for impairment in accordance with IPSAS 21.

| An Acquired Broadcasting Licence that Expiresin Five Years (Part B)

|[E20. The licensing authority subsequently decides that it will no longer renew
broadcasting licences, but rather will auction the licenses. At the time the
licensing authority’s decision is made, Entity A’s broadcasting license has three
years until it expires. Entity A expects that the licence will continue to provide
service potential until the license expires.

} |[E21. Because the broadcasting license can no longer be renewed, its useful life is no
longer indefinite. Thus, the acquired license would be amortized by Entity A over
its remaining three-year useful life and immediately tested for impairment in
accordance with IPSAS 21.

An Acquired Public Transit Route Between Two Cities that Expiresin Three Years

| |[E22. Entity A acquires from Entity B a public transit route between two cities, which
generates revenues. The transit route may be renewed every five years, and Entity
A intends to comply with the applicable rules and regulations surrounding
renewal. Transit route renewals are routinely granted at a minima cost and
historically have been renewed when the entity that holds the rights to the route

| {Entity—A)-has complied with the applicable rules and regulations. Entity A
expects to provide transit services on the route indefinitely. An analysis of
demand and cash flows supports those assumptions.

| |[E23. Because the facts and circumstances support the public transit route providing
cash flows to Entity A for an indefinite period of time, the intangible asset related
to the transit route is treated as having an indefinite useful life. Therefore, the

| rodte-adtherttypublic transit route would not be amortized until its useful life is
determined to be finite. It would be tested for impairment in accordance with
IPSAS 26 annually and whenever there is an indication that it may be impaired.

An Acquired List of Property Owners

| |E24. A local authority (Entity A) acquires alist of property owners from another public
sector entity which is responsible for registering property deeds (Entity B). Entity
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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 list® for at
least one year, but no more than three years.

|E25. 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 IPSAS 21 by assessing annually and
whenever there is any indication that it may be impaired. |

Examples|llustrating the Application Guidance

|[E26. The purpose of the table isto illustrate examples of expenditure that occur during |
each of the stages described in paragraphs AG2—AG3 and to illustrate application
of paragraphs AG4-AG10-AG11 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 Defining hardware and software accordance with paragraph 63 of this
specifications, Standard.
e Evauating alternative products and
suppliers; and

e Selecting preferences.

Application and Infrastructure
Development

e Purchasing or developing hardware. Apply the requirements of the IPSAS 17.

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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STAGE/NATURE OF EXPENDITURE

ACCOUNTING TREATMENT

e Obtaining adomain name;

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

e Developing code for the application;

e |nstalling developed applications on the
web server; and

e Stresstesting.

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
and color) of web pages.

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.

Content Development

e Creating, purchasing, preparing (e.g.,
creating links and identifying tags), and
uploading information, either textual or
graphic in nature, on the web site
before the completion of the web site’s
development. Examples of content
include information about an entity,
services or products, and topics that
subscribers access.

Recognize as an expense when incurred in
accordance with paragraph 78(c) of this
Standard to the extent that content is
developed to advertise and promote an
entity’s own services and products (e.g.,
digital photographs  of  products).
Otherwise, 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.

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
e Updating graphics and revising content; Assess whether it meets the definition of an
e Adding new functions, features and intangible asset and the recognition criteria

content; set out in paragraph 30 of this Standard, in
e Registering the web site with search Which case the expenditure is recognized in
engines; the carrying amount of the web site asset.

e Backing up data;
e Reviewing security access; and
e Anayzing usage of the web site.

Other

e Sdling, 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;

o Clearly identified inefficiencies and
initial operating tesses-deficits incurred
before the web site achieves planned
performance (e.g., fase-start testing);
and

e Training employees to operate the web
site.
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Comparison with |AS 38

HPSAS XXA(ED40}IPSAS 31, “Intangible Assets” is drawn primarily from IAS 38,
“Intangible Assets’ (as at December 31, 2008). The main differences between HPSAS
XXAED-40)|PSAS 31 and IAS 38 are as follows:

The identifiability criterion for recognizing an intangible asset has been expanded
to include binding arrangements including contractual rights and other legal rights

e from bind .

Commentary additional to that in IAS 38 has been included in various paragraphs
of HPSASXXAEB-40)IPSAS 31 to clarify the applicability of the requirements to
accounting by public sector entities.

o HPSASXXAED-40)IPSAS 31 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.

IPSAS 31 includes an—-additionala-scope exclusion for the power to grant rights

and the power to tax. Explanatory quidance has been included to explain this
scope exclusion.

IAS 38 requrres mtanqrble assets to be |n|t|aIIy measured at cost L%Assi

eestThe IPSAS further states that where an mtanqr ble asset is acqur red at no cost

or for anominal cost, its costsisits fair value as at the date it is acquired.

IPSAS 31 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 assetg/equity” in HFRSASXXAEDB-40}IPSAS 31. The equivalent termsin
IAS 38 are “income,” “statement of comprehensive income,” “profit or loss,”
“future economic benefits,” “retained earnings,” “business,” “contractual or other
legal rights’ and “equity.”

IAS 38 contains guidance on intangible assets acquired by way of a government
grant. Paragraphs 48-49 of HRSASXXAEB-40)IPSAS 31 modify this guidance to
refer to intangible assets acquired through non-exchange transactions.

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

HPSAS XX—{(ED—40}IPSAS 31 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
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required to, comply with other requirements of this Standard in respect of those
intangible heritage assets. IAS 38 does not have similar guidance.

o PSASXX(ED-40)IPSAS 31 contains transitional provisions for the first time
adoption of accrual basis IPSASs. Specifically, IPSAS X%31 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 accrua 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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ED 40 RESPONDENTS COMMENTSON OTHER ISSUES (UPDATED TO NOVEMEBER 12, 2009)

PURPOSE:

This paper presents staff’s analysis of the other comments received on ED 40, “Intangible Assets’.
circulated on October 14, 2009. Staff has updated it for items that were not complete at that time and for items where the response has

changed due to new knowledge.

LIST OF RESPONDENTS:

Response

" Respondent Name Function
1 Comité des Normes des Comptabilité Publique (France) Standard Setter/Standards Advisory Body
5 Fédération des Experts Comptables Européens (FEE)/Federation of European Member or Regiona Body
Accountants (FEE)
3 Public Sector Accounting Board (Canada) — Staff Views Standard Setter/Standards Advisory Body
4 Cour des Comptes (France) Auditor
5 Accounting Standards Board (UK) Standard Setter/Standards Advisory Body
6 European Commission (EC) Member or Regional Body
7 Japanese Ingtitute of Certified Public Accountants (JICPA) Member or Regiona Body
8 Dr. Joseph Maresca Academic
9 HOTARAC (Australia Heads of Treasuries Accounting and Reporting Advisory Preparer
Committee)
Agency for Public Intangibles, Ministére de L’ Economie, de L’ Industrie et de
10 L’ Emploi, Ministére du Budget, des Comptes Publics, de la Fonction Publique et de | Preparer
laRéformede L’Etat (APIE) (France)
11 Swiss Public Sector Financial Reporting Advisory Committee (SRS-CSPCP) Standard Setter/Standards Advisory Body
12 Accounting Standards Board (South Africa) Standard Setter/Standards Advisory Body
13 Audit Commission (UK) Auditor
14 Chartered Institute of Public Finance & Accountancy (CIPFA) (UK) Member or Regiona Body
15 United Nations Task Force Preparer
16 Comptroller General, Province of British Columbia (Canada) Preparer
17 Joint Accounting Bodies (Australia) Member or Regional Body
18 Australian Accounting Standards Board (AASB) Standard Setter/Standards Advisory Body
19 KPMG (late response) Auditor
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# RESPONDENT OTHER COMMENTS PROPOSED IPSASB RESPONSE
NAME
3 PSAB 1. One additional issueidentified in the project deliverables was The phrase currently used in IPSASsis “future
the consideration of the “future economic benefit and service economic benefits and service potential.” It is noted
potential of intangible assets.” The Exposure Draft on Phase | that this may be subject to consequential
of the Conceptual Framework addressed the idea of “service amendments when the CF project is compl eted;
delivery objectives’ and future service delivery activities and however, it is premature to make such a change
objectives’ at Preliminary View 5, but the notion of “service now.
potential” remains undefined. PSAB staff suggests addressing | No change i's proposed.
the issue of “service delivery objectives’ in the Introduction to
ED 40, by making reference to the ongoing work on finalizing
the Phase | ED, including Preliminary View 5. Further, PSAB
suggests replacing the phrase “ service potential” with “future
service delivery activities and objectives’ throughout ED 40.
3 PSAB (c) General Comments The issue of heritage assets was discussed at the
2. Paragraph 13 references the term “heritage value” but doesnot | September 2009 IPSASB meeting. It was agreed to
defineit. Neither isthe term defined in IPSAS 17 “Property, leave the guidance on heritage assets consistent
Plant and Equipment”. with IPSAS 17 but to consider a project on herlt?ge
PSAB staff suggests that the term be emboldened in paragraph %f;oslgarstt?;thiecd;vaerl]opment of the IPSASB's
13 and defined in paragraph 17. €9 '
No changeis proposed.
3 PSAB 3. Other IPSAS include a scope limitation from government Agreed. However, to be consistent with ED 41,
business enterprises as the second paragraph in the “ Scope” paragraphs 15 and 16 will be moved to be
section (e.g. IPSAS 15, 16 and 17), yet the similar scope immediately below paragraph 4. Paragraph 16
limitation is found at paragraph 15 in ED 40. isa standard IPSASB paragraph which is
PSAB gaff wggeﬁsthat paragraph 15 be relocated to between inCIuded in a” new | PSASB S[andardsto eXplain
existing paragraphs 3 and 4, and that paragraph 16 be deleted, | that GBEsapply IFRSs.
since its circumstances and findings are not unique to ED 40. Update:
Paragraphs 15 and 16 now follow paragraph 3.
3 PSAB 4. Although it conformswith IAS 38 at paragraph 9, given the title | Asnoted by the Respondent, thistitle is taken
of the ED, “Intangible Assets’, the subtitle preceding paragraph | directly from1AS 38. The IPSASB has apolicy
18 is confusing. that unlessthere is a public sector specific reason
PSAB staff suggests the subtitle preceding paragraph 18 be for departi ng from the wording in the underlying
changed to “ Characteristics of Intangible Assets’. IFRS, it does not get amended.
No changeis proposed.
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# RESPONDENT
NAME

OTHER COMMENTS PROPOSED IPSASB RESPONSE

Paragraph 19 addresses exceptions to intangible assets and
presents two, that are mutually exclusive: when an item fals
within the scope of the Standard but does not meet the
definition of an intangible asset; and when an item is acquired
in an entity combination from an exchange transaction.
However, the presentation of the two exceptions is confusing:
use of the word “however” respecting the entity combination
leads one to conclude that it is an exception to the exception,
rather than a second example of an exception.

PSAB staff suggests that “However” be deleted from the last
sentence in paragraph 19.

The wording of this paragraph is taken directly
fromIAS 38. The IPSASB hasapolicy that unless
thereis apublic sector specific reason for departing
from the wording in the underlying IFRS, it does
not get amended.

No changeis proposed.

The examplesin paragraph 68 of development activities are not
unique to government. In fact, a public sector reader of ED 40
may have difficulty relating the merit of the paragraph to public
sector circumstances, because the examples are geared towards
private sector activities.

PSAB staff suggests including some public sector specific
examples of development activities in paragraph 68.

It isproposed that another item be added to
paragraph 68 to refer to software development
COStS.

In addition, the example given by
Respondent #15 in thetable “ SOFTWARE
DEVELOPMENT COSTS’ below regarding
softwar e developed for internal use, will be
added toillustrate this public sector issue.

It isalso proposed that areference beadded in
the Application Guidanceto thesimilarity in
treatment of such coststo web site costs.

Update:

Paragraph AG11 explains that software

devel opment costs are similar to web site costs.
Paragraphs | E7—IE9 of the Illustrative Examples are
adapted from the example provided by this
respondent.

The direction provided in paragraph 77 is contrary to that
provided in paragraph 4(f). Paragraph 77(b) would lead a
reader to conclude that an expenditure on an intangible item that
was acquired in an entity combination from an exchange
transaction that cannot be recognized as an intangible asset

Agreeto make the change.

The examples have been added to the text of ED 40.
IAS 38 doesn't give any examples for this sentence,
so the examples can be deleted.
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NAME
because of the scope limitation of paragraph 4(f), would be Update:
recognized as goodwill at the acquisition date. Reference to “the power to grant rights or the power

However, recognition of intangible assets, either separately or | to tax” has been deleted.
as part of goodwill resulting from an entity combination from

an exchange transaction, is the subject of ED 40, and ED 40 sets
out specific exceptions to its application in paragraph 4, one of
which is the exclusion of the power to grant rights and the
power to tax. Furthermore, paragraph IN2 states that the
consideration of the power to grant rights and to tax as
intangible assets will be resolved with the development of the
Conceptua Framework. Accordingly, the power to grant rights
and to tax cannot be recognized as goodwill, at this time.

PSAB staff suggests removal of the examples of the power to
grant rights and the power to tax in paragraph 77(b) and
replacement with relevant examples.

12 ASB (South Recognition of an Expense

Africa) 20. There seemsto be a contradiction between paragraph .77(b) and
the principle included in paragraph .19 of ED 41 Entity
Combinations from Exchange Transactions. The principlein
paragraph .77(b) can be interpreted as allowing and entity to
recognise the “ power to grant rights and the power to tax” as an
asset as part of goodwill. It is recommended that the example
“the power to grant rights and the power to tax” in

paragraph .77(b) should be deleted.

3 PSAB 8. Deadling with the accounting treatment of web site costsin a The IPSASB agreed that because the material is
separate appendix isinconsistent with the logic applied to from SIC-32, which is an interpretation of the
dealing with the accounting treatment for heritage assetsin ED | guidance in IAS 38 to web site costs, it should be
40. Although it may be argued that the private sector doesnot | treated as application guidance in ED 40.

deal with heritage assets but does deal with web site costs, a No change s proposed.

significant difference between the two sectors concerning the
recognition of the latter as an asset exists: namely the absence
of the condition of order-taking ability in the public sector.
Although web site costs as intangible assets are handled
separately in the private sector, their unique characteristics are
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# RESPONDENT

OTHER COMMENTS

PROPOSED IPSASB RESPONSE

USEFULLY ENRICH THE EXPOSURE DRAFT

In 2008, the scope of intangible assets recorded in French Central
Government accounts was extended by including greenhouse gases
emission credits under the Kyoto Protocol, and aso specific rights to
use the radio frequency spectrum, in accordance with applicable
national accounting standards.

The Cour des comptes considers that these two resources meet the
definition of an intangible asset according to the exposure draft and
are therefore relevant illustrative examples of significant intangible
assets that may be recorded in Governments' accounts.

1. Carbon credits assets
a Overview

Since January 1, 2008, France, as part of the Kyoto Protocol,
is accountable to the United Nations of its greenhouse gases
emission gquotas (assigned allocation unit or AAU). Those
AAUSs correspond to the total allowed emissions to which
France is committed for the period 2008-2012.

During this period, each State hasto hold, at any moment, a
prudential reserve which should never amount to less than
90% of the total allowed emissions. This reserve cannot be
transferred or sell to third parties. Of the remaining 10%, part

NAME
as significant in the public sector as are heritage assets.
Accordingly, the accounting treatment should be included in the
main body of the Standard, in the same manner as for heritage
assets.
PSAB staff suggestsincluding the paragraphsin Appendix A in
the main body of the standard.
3 PSAB 9. Referencesin the Application Guidance section to paragraphsin | Agreeto make editorial changes.
ED 40 require updating. Update:
PSAB staff suggests that reference to paragraph 64 be replaced with | Per SIC-32, the reference to paragraph 63 should
66, and 63 to 65, in paragraph AG8. actually be to paragraph 66.
4  Cour des I1. C. Two EXAMPLES FOUND IN THE FRENCH CENTRAL The IPSASB agreed at its September meeting to
Comptes GOVERNMENT FINANCIAL STATEMENTS COULD include examples of such assets to the extent they

were acquired by the entity. In the case of the
carbon credits assets, these were granted by athird
party (the UN) and could be considered intangible
assets of the French government.

Agreeto add thisexample.

Update:

An Observer commented that this example should
not be included because the IPSASB has not
determined the appropriate accounting treatment of
these permits. Therefore, this example has not been
inserted and the Basis for Conclusions (BC5)
explainstherationale.
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of the AAUSs (24%) is distributed for free (in theory until the
end of 2009) to polluting industries according to each
Member State National Allocation Plan (AAUs within NAP),
the remaining allocations being retained by States to deal
with various emissions (agriculture, transport).

Allottees must give back on April, N+l an amount of AAUs
equivalent to their year N emissions. At the end of 2012,
France, like other participants, will have to return a number
of AAUs equivalent to itsemissions. In order to be able to
comply, States have the opportunity to buy and sell AAUSs.

b. Accounting trestment in French Government financial
statements
AAUswithin NAP meet the definition of an intangible asset
according to the French central government accounting
standard n°5:

o they provide an economic benefit to the Central
government (ability to emit a certain amount of
greenhouse gases related to national economic activity);

e they can generate cash flowsif the Central government
decidesto sell its surplus of AAUSs (which would mean
verified emissions are below allocated quotas for year
N);

e they are negotiated on an active market, thus their fair
value can be measured reliably’.

AAUs within NAP were recognised as intangible assets
in the French central government opening balance for
2008 for € 13.7 billion, the obligation to return as much
AAUsasits verified emissions for 2008-2012 being
recorded as a liability of same amount. 20% of AAUs
within NAP were transferred to polluting industries
during 2008, thus diminishing the intangible asset
recorded by € 2.7 billion.

Asfor December 31, 2008, an impairment loss was
accounted for € 2.7 billion, indicating adrop in AAU
within NAP value, which amounted € 20.71 per unit the
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# RESPONDENT

OTHER COMMENTS

PROPOSED IPSASB RESPONSE

a Overview

b.

Radio frequency spectrum embraces all frequencies that can
be used by radio broadcast systems. The right to use these
frequenciesis granted by aregulation agency to different
telecommunication operators against payment of royalties
(UMTS and GSM in particular).

Accounting treatment in French Central Government
financial statements

Radio frequency spectrum is part of public property,
controlled by Central government and its value has arisen
from effective transactions. In accordance with French
Central Government accounting standard n°5, an intangible
asset has therefore been recorded.

This asset has an indefinite useful life, is not amortized and
may be impaired given IT evolutions or other market
parameters.

This asset was recorded for the first time in 2008 financial

NAME
first day of trading against € 15.36 as of December 2008.
c. Application of the exposure draft provisions

According to the Cour des comptes, AAUs within NAP meet

the definition of an intangible asset as enounced by the

exposure draft:

o they can be sold, which mean they are separable from the
Central government, therefore identifiable;

o they are granted to the Central government and under its
control, according to the Kyoto Protocol;

o thisallocation may generate future economic benefits
for the Central government (ability to emit acertain
amount of greenhouse gases related to national economic
activity, and ability to sell surplus of AAUsin case
verified emissions below allocated quotas);

o they are negotiated on an active market, thus their fair
value can be measured reliably.

4 Cour des 2. Radio frequency spectrum In the discussions at the September 2009 |PSASB
Comptes meeting, it was noted that some examples of

intangible items provided by respondentsto ED 40
would fall into the “ powers to grant rights and to
tax” category and should not be used in modifying
ED 40. Only those examples that meet the criteria
for recognition under ED 40 would be provided. It
was noted that the rights to use the frequencies
would be intangible assets of the entities that
acquiretherights.

Thisexample will not be incor porated into
ED 40.

Thisissue will be considered as part of Phase 2
of the Conceptual Framework project.
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statements, for an amount of € 4.1 billion, corresponding to
discounted cash flows earned against allocation of
frequencies to telecommunications operators.

c. Application of the exposure draft provisions
According to the Cour des comptes, radio frequency
spectrum meets the definition of an intangible asset as
enounced by the exposure draft

e radio frequencies can be allocated to telecommunication
operators, meaning that they are separable from the
Central government, hence identifiable;

e itispublic property, therefore exclusively controlled by
Central government;

e it may provide future economic benefits to the Central
government (royalties earned against allocation of radio
frequencies to telecommunication operators);

o fair value can bereliably determined by effective

transactions.
4  Cour des 1. B. ARE THE CHANGES MADE TO IAS 38 AND THE It is noted that such examples would be useful;
Comptes ADDITIONAL PUBLIC SECTOR GUIDANCE however, the areas of ED 40 noted are consistent
APPROPRIATELY REFLECTED IN THE REVISED with IAS 38, which doesn’t contain examples. This
WORDING? is not a specific public sector issue.
Changes madeto IAS 38 in particular the adaptation of the No changeis proposed.

vocabulary - correctly reflect the general orientations of the
exposure draft regarding intangible assets in public sector entities
accounts, and therefore do not need additional comments, with
exception of theillustrative examples, which do only deal with
amortization and impairment matters.

Other aspects of the exposure draft could be usefully illustrated by
examples, such as: defining and recognizing an intangibl e asset,
measuring its value at recognition and after, information to disclose
etc.

5 ASB (UK) 4. We note the additional public sector guidance that is provided Positive support for extent and substance of the
in the lllustrative Examples and the additional examplesthat are | examplesin ED 40.
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included for applying paragraph 71 on the cost of aninternally | Comment only, no action required.
generated intangible asset and for illustrating the Application
Guidance. We consider these modifications and additions to the
wording of I1AS 38 particularly helpful.

8 Dr. Joseph Summary: Comment only, no action required.

Maresca The exposure draft proposes an accounting treatment for intangible
assets of public sector entities. The Board hasn't considered non-
exchange transactions of entity combinations. Public sector rights
derive from binding arrangements. Ultimately, the power to grant
valuable rights and tax concurrently, does not satisfy the dua criteria
for recognition as an intangibl e asset.

Public sector rights accrue from binding arrangements.

Critique:

There is a probabilistic recognition criterion. Additionally, the fair
value of intangible assets acquired in an entity combination from an
exchange transaction cannot be measured with sufficient reliability
to be recognized from goodwill. (pp. 9) The more common
intangibles are copyrights, franchises, patents, goodwill and certain
organization costs. Intangibles either have specificity or they lack a
particular identification. These assets may be acquired singly, in
groups or in business combinations. The period of benefit may be
limited by law, contract, economic factors or an indeterminate
period of time.

Impairment is to be assessed for non-cash generating intangible
assets at the report date. (pp. 10) The carrying amount isto be
recorded plus reasonable support for an indefinite useful life. An
example of reasonable support for an indefinite useful life would be
acontinuation - in- part patent application to enhance the current art
and make it more valuable.

The Board references intangible heritage assets due to cultural,
environmental or historical significance. (pp. 13) An active market is
defined as one with homogeneous trade, willing buyers/sellers and a
rational pricing available to the general public. (pp. 14)
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Control may beinferred if the entity gets future economic benefits.
(pp. 16)
In process research and development is recognized as an intangible
asset. (pp.21)

An important point for financial recordation purposesisa
predictable cost

of intangible assets which can be measured reliably and consistently.

(pp. 22)

Expenditures on research are recognized in the current period when
occurred. (pp.24)

Classically, activities considered to be research are the following:

e how to apply research findingsin a commercia or municipal
setting like anew hybrid energy busline

e conceptua formulation and design of process alternatives like
solar, battery technology or natural gas powered engines

e product or process evaluation or modification

e design, construction or testing of prototypes, tools, molds etc.

e design of apilot plant or testing facility to emulate redl life
operation like the "Artificial Sun" or Tokomak

e engineering activity aimed at elevating a product or new product
from design through testing and manufacturing or placing the
idea into the public domain

The cost model consists of intangible assets carried at cost less

accumul ated amortization.

The re-valuation model consists of intangible assets carried at
revalued amounts.

Impliedly, the revalued amounts can be arrived at by an objective
benchmark for consistency purposesin actual accounting practice.

8 Dr. Joseph The useful life of intangible assets may be determined rationally by | Paragraph 100 lists the factors to be considered in
Maresca reference to: determining the useful life of an intangible asset.
e expected usage The wording of this paragraph is taken directly

from 1AS 38. The IPSASB has a policy that unless
there is a public sector specific reason for departing
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e technological obsolescence from the wording of the underlying IFRS, it does
e stability in anindustry not get amended. The addition of MTBF isnot a
| would add to this list the MTBF or Mean Time Between Failures, | Public sector specific factor and thusis not
The MTBF anticipates schedul ed repairs to avoid predicted appropriate for inclusion.

breakdowns based upon engineering operational testing and field No changeis proposed.
experience. Obsolescence can be accelerated due to new
governmental regulation which requires added features to protect the
environment from pollution.

Provisions for renewal or extension may alter the useful life.
Economic factors may impact useful life like demand, supply,
competition, regulatory tariffs or an indeterminate useful life.

8 Dr. Joseph The depreciation amount of an intangible asset with afinite useful Comment only, no action required.
Maresca life shall be allocated on a systematic basis over that useful life.
(pp.31) There are engineering enhancements or design
customizations that can extend useful life. Residua value can be
determined with reference to amarket and probability of awilling
buyer at the end of the asset useful life. (pp.32)
Here, an expert opinion may be obtained in order to provide
documentation for valuation purposes and current applicability of
the criteriarelied upon by the accountant.
The useful life of the intangible asset should be disclosed whether
definite or indefinite. (pp.34)
Also, the amortization method and gross carrying amount should be
disclosed. There should be areconciliation of the carrying amount at
the beginning of the period to the end of period. (pp.35)

Classes of assets should be separated by brand name, copyright,

recipes etc.

9 HoTARAC Additional disclosure and inconsistency with the requirements of At the February 2009 IPSASB meeting, the
| PSAS 17 Property, Plant and Equipment IPSASB had considered this view in developing the
Asyou are no doubt aware, it is the practice of the Australian Ballot Draft. It was decided to retain the IAS 38
Accounting Standards Board [AASB] to adapt | nternational disclosure requirements, even where they differ

Accounting Standards where appropriate for the Australian context. | from IPSAS17.
Thisis done by way of “Aus’ paragraphs. Inits own considerations | No changeis proposed.
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of IAS 38 for use by not-for-profit entities, the AASB included Aus
Paragraph 124.1. The effect of this paragraph is to exempt not-for-
profit entities from Paragraph 124(a)(iii). This paragraph requires
that, where assets are carried at fair value, the reporting entity will
need to disclose the carrying amount that would have been
recoghised had the assets been carried under the cost model.

The Board [AASB] in making this exemption noted that IPSAS 17
Property, Plant and Equipment did not have an equivalent
disclosure requirement. The Board also considered that such a
reguirement would be too onerous for not-for-profit entities.
Accordingly, the Board [AASB] agreed that the disclosure should
not be required for not-for-profit entities. For the same reasons,
HoTARAC suggests that IPSASB considers a similar modification,
as HOTARAC sees no benefit of this disclosure. ...

9 HoTARAC Accounting for revaluations by class of asset The IPSASB discussed the revaluation model at the
The revaluation model proposed in ED 40 for Intangible Assetsis | September 2009 meeting, and concluded that the
similar to that in IAS 38 Intangible Assets and |AS 16 Property, ED 40 principles and the consequential
Plant and Equipment which requires revaluations to be accounted | @mendmentsto IPSAS 21 and IPSAS 26, were
for on an asset by asset basis. IPSAS 17 Property, Plant and appropriate.

Equipment has modified this approach for Property, plant and No changeis proposed to the accounting
equipment and requires revaluations to be accounted for by classof | principlesin ED 40.
HOTARAC considers that intangible asset revaluations should also | difference be explained in the Basis for
be accounted for by class of asset. Thisisless onerous for public Conclusions, in response to the comment that the
sector entities and is consistent with the approach used in IPSAS 17 | ED does not provide thereasonsfor the
and, in Australia, AASB 138 Intangible Assets and AASB 116 inconsistency with IPSAS 17.
Property, Plant and Equipment. HOTARAC notes that the ED does | Update:
not comment on the proposed inconsistency with IPSAS 17. The explanation is provided in paragraph BC10.
9 HoTARAC Progress on the Frameworks Project Comment only, no action required.

As expressed in its submission on the Conceptual Framework
Consultation Paper, HOTARAC has an ongoing concern over the
progress and priority given to the Frameworks Project. The implicit
use of terms, concepts and principles as a basis for departure from
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and/or modification of IAS without a Conceptual Framework
provide significant risk and potential to promote divergence rather
than convergence between Standards and standard-setting bodies.

10 APIE 3. Conclusion The IPSASB discussed the scope of ED 40 at its
September 2009 meeting. The Board confirmed its
earlier decision that the exclusion of the power to
grant rights and the power to tax is appropriate and
that this issue will be addressed in its Conceptual
Framework project.

The examples given in the Exposure Draft are very similar to IAS 38
and the market sector. This obscures the main specificity of the
State, which isto provide public services, even though some
government agencies may have partial business activities. On the
other hand, the references to brands are appropriate, since the public | No changeis proposed.
sector often has very strong brands.

Finally, we regret that the Exposure Draft explicitly excludes the
main specificities of the public sector, such as the power to levy
taxes, grant licences and conduct non-exchange entity combinations.
Exposure Draft 40 does not deal with other specific features of the
public sector, such as the accounting treatment of radio frequencies,
emission permits and public information (databases).

12 ASB (South Introduction Agreeto make these changes.
Africa) 1. IN5 states that intangible assets acquired in an entity Update:
combination arising from an exchange transaction areincluded | Changes were made to paragraphs IN5 and IN15
in the scope of the Standard. Asit isnot clear from this (formerly IN16) as noted. Paragraph IN 10 was

description whether the proposed Standard appliesto exchange | deleted.
transactions under common control, exchange transactions not
under common control, or both, a reference to the appropriate
IPSAS should rather be included (i.e. IPSAS XX (ED 41) Entity
Combinations from Exchange Transactions).

This amendment should also be incorporated elsewherein the
proposed IPSAS, where appropriate (for example paragraph .44
and .45).

2. Weare of the view that IN10 does not add any value to the
overall understanding of the proposed IPSAS, and should only
be highlighted in the comparison with IAS 38. We therefore
recommend the deletion of IN10.
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3. IN16 should also highlight that intangible assets that are not yet
available for use are al'so subject to an annual impairment test
under IPSAS 26. IN16 currently only highlights that an
intangible asset with an indefinite useful life is subject to an
annual impairment test under IPSAS 26.

4, |naddition, thelast sentencein IN16 should also include a
reference to IPSAS 21, as the requirement to annually test an
intangible asset with an indefinite useful life also appliesto
non-cash-generating assets subsequently measured under the
cost model, as reflected in the consequential amendments to
paragraph 26 in IPSAS 21 (see IPSAS 21.26 in Appendix B).

12 ASB (South 9. Thelast part of the definition of “cost” should be deleted to Agreeto make these changes.
Africa) align the definition with that in IPSAS 17: Update:
Cost is the amount of cash or cash equivalents paid or thefair value | Consistent with the IPSASB’ s approach of not
of the other consideration given to acquire an asset at the time of its including definitions for terms previously defined in
acquisition or construction. ... ISPASs, the definitions of cost, impairment losses
[10 refers to service potential, and is shown below] and other terms have been deleted.

11. The definition section currently only includes the definitions
relating to the impairment of cash-generating assets. As
intangible assets measured under the cost method are also
subject to impairment testing, the definitions for an
“impairment loss of a non-cash-generating asset” should aso be

included.
12 ASB (South 12. Thefollowing standard paragraph asincluded in other IPSASs | Agreetoincludethistext at the end of
Africa) should be included after the definition section: paragraph 17.

Terms defined in other International Public Sector Accounting | Update:

Standards are used in this Standard with the same meaning asin | Sentence included at the end of paragraph 16.
those other Standards, and are reproduced in the Glossary of
Defined Terms published separately.

12 ASB (South Intangible Assets: Control The IPSASB agreed to include all the IAS 38
Africa) 15. We question the public sector relevance of paragraph .25and | €xamples even where there occurrence will be rare.
propose the deletion of the paragraph. This paragraph has been amended to give it more of

apublic sector flavor (e.g., referencesto users of a
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service).

No changeis proposed.

12 ASB (South Recognition and M easurement at Recognition The wording from |AS 38 will be reinstated in
Africa) 16. Paragraph .29 as amended could be interpreted differently paragraph 29. The phrase “to develop” isusedin a
compared to the equivalent paragraph in IAS 38 (see IAS specific context in the standard (i.e., “the
38.20), as “to develop” was replaced with “on behalf of”. The | development phase”), which applies equally to the
amendment to the IAS 38 paragraph should be reconsidered. public sector.
17. We propose that “as appropriate” in paragraph 30(b) should be | Agreeto make the change to paragraph 30.
deleted, and that the concepts in paragraph .33 should be This is because such expenditure cannot be

addressed in two separate paragraphs, similar to that in IPSAS distinguished from expenditure en-behalf-of to

17.26 and .27. In addition, the phrase “in accordance with develon the entitv's operations as a whole
paragraphs 34-53" only applies to intangible assets measured 49 y P p h '
initially at cost. The phrase should therefore only beincluded as | [NOt& I1AS 38.20 refers to “to develop the

part of the first concept. business as awhole.”]

Agreeto makethe changeto paragraph 33, as
follows:

33. Anintangible asset shall be measured
initially at cost, in accordance with
par agr aphs 33-53.

33A. exeeptwhenit Where an intangible asset
isacquired through a non-exchange

transaction, its cost shall be measured at its
fair value as at the date of acquisition when
— il - e i
acecordancewith-paragraphs-33-53.

Update:

The two sentences above have been combined into

paragraph 33 because both are dealing with initial

measurement.
12 ASB (South Intangible assets acquired through non-exchange transactions other | Agreeto makethis change.
Africa) than non-exchange entity combinations Note that par agraph 53 also has other

18. Inthe public sector it might be likely that fair value cannot be
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determined by reference to an active market, and as aresullt,
that entity should use alternative methods to determine the fair
value for the intangible asset. We therefore propose that
paragraph .53 should also include the reference to paragraph .47
t0 .49 (and not only to paragraph .87) that allows alternative
methods for determining the fair value of the intangible asset, in
the absence of an active market.

amendments. See Respondent #19 for details.

Update:
Paragraph 53 reflects these changes and those of
Respondent#19.

12 ASB (South
Africa)

Exchanges of assets in exchange transactions

19. IPSAS 23 provides guidance on the measurement of assets
acquired through a non-exchange transaction that lacks
commercia substance. Option (a) in paragraph .54 is therefore
not appropriate, asthe principlesin IPSAS 23 should be applied
under such circumstances. As aresult, option (a) in
paragraph .54 and the entire paragraph .55 should be deleted.

The IPSASB has previously debated thisissue. It
agreed to retain this guidance, which is consistent
with guidance contained in IPSAS 17. The wording
has been modified to refer to “exchanges of assets
in exchange transactions’ and thus explicitly
exclude non-exchange transactions to which

IPSAS 23 applies.

No changeis proposed.

12 ASB (South
Africa)

21. The example of a“mail order catalogue” in paragraph .78(c) is
not an appropriate public sector example, and should be
replaced with a more appropriate one.

When approving the ED, the IPSASB had agreed to
keep IAS 38 examples as they may be applicable in
some public sector entities that are not GBEs.

No changeis proposed.

12 ASB (South
Africa)

Basisfor Conclusions

25. The Basisfor Conclusions as currently drafted does not in al
instances sufficiently explain the IPSASB’ s views and
reasoning behind the inclusion or exclusion of certain principles
when compared to the equivalent IAS 38. For example, BC3
does not explain why the IPSASB is of the view that the
definition of an asset was not met. Similarly, BC5 does not
clarify why the identifiable criterion was expanded. Asthe
Basisfor Conclusions should in all instances clearly explain the
reasoning and other public sector considerations that was taken
into account in drafting the proposed IPSAS, we propose that
the explanations for the departure from IAS 38 should be
elaborated.

26. In addition, we recommend that the amendment from

Thefollowing changes ar e proposed:

BC3 —will reflect IPSASB’ s decision in May 2009
that this relates solely to the Conceptual
Framework, with no reference to the asset
definition.

BC5-BC8 — staff believestherationale for these is
clear (included because they are public sector
issues).

BC5 will be enhanced to explain the additional
guidance on binding arrangements to be added to
paragraph 22. (see comments under “Binding
Arrangements’ above). Wording used will be
similar to that used in ED 38.

BC6 will be elaborated upon based on the
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“contractual or other legal rights’ to “binding arrangement IPSASB’ s decisions on Heritage Assets at the
(including rights from contracts or other legal rights’ be further | September 2009 IPSASB meeting. There will be a
explained in BC5 to further clarify the public sector reference to future consideration of Heritage Assets
amendment. in detail; and that pending such a project, the
27. We propose the deletion of BC6 to BC10 asthese paragraphs | |PSASB believesit important to encourage
merely summarise the differences with IAS 38, and should only | consistent disclosures when entities do choose to
be included as part of the comparison with IAS 38. disclose information about their heritage assets.
BC7-BC8 will be deleted.
12 ASB (South Comparison with IAS 38 Agreeto make these changes.
Africa) 28. The comparison with IAS 38 is not included in the clean copy
of the exposure draft.
29. Thefifth bullet, that explains the inclusion of an intangible asset
acquired as part of an entity combination, should be deleted as it
is not adifference with IAS 38.
30. Thefollowing differences between the proposed IPSAS and
IAS 38 should a'so be highlighted in the comparison:
e |AS 38 requiresintangible assetsto beinitially measured at
cost. The IPSAS further states that where an intangible asset
isacquired at no cost or for anominal cogt, its costsisits
fair value as at the date it is acquired.
e ThelPSASincludes an additional scope exclusion of the
power to grant rights and the power to tax. Explanatory
guidance has also been included to explain this scope
exclusion.
13 Audit We note the addition of public sector guidance in the Illustrative Comment only, no action required.
Commission Examples and throughout the text and consider such amendments
(UK) and additions to the IAS helpful.
18 AASB The term ‘commercial’ The IPSASB previously decided not to
(Ausralia) The term ‘ commercial’ appears a number of timesin ED 40in delete/replace private sector terms that could apply.
relation to development activities [for instance, on page 17 and in The Appendix sets out | the referencesto
paragraph 68(c)]. However, some public sector not-for-profit entities | “commercia” in ED 40 and has an explanation as to
might be involved in development activities that lack acommercial | Whether or not each reference is appropriate and
focus. Accordingly, given that ED 40 isintended to be appliedina | @y proposed changes.

MJK November 2009



IFAC IPSASB Meeting
December 2009 — Rome, Italy

Agenda Paper 4.2
Page 18 of 36

# RESPONDENT
NAME

OTHER COMMENTS

PROPOSED IPSASB RESPONSE

public sector not-for-profit context, the AASB queries whether the
word ‘commercia’ should be replaced with a more generic term or
terms, such as ‘commissioned’ or ‘planned’.

19 KPMG

I ntangible Assets

Paragraph 24, concerning the capitalization of skilled staff, is
included as provided for IAS 38 and uses the same reasoning for not
capitalizing the benefits of their skills as intangible assets. However,
certain public sector entities can and do place legal restrictions on
staff to prevent them from moving. If this ED carries this prohibition
on capitalisation into the public sector, the argument for doing so
will need to be devel oped.

It is noted that the last sentence of paragraph 24
(unchanged from |AS 38) addresses the issue of
protection by legal rightsto use the asset, which
would apply equally in the public sector. In the
example noted by the respondent, the entity would
still need to demonstrate that other parts of the
definition of an intangible asset are met.

No changeis proposed.

19 KPMG

Paragraph 25 discusses whether customer relationships meet the
definition of an intangible asset. Based on the wording of that
paragraph, it was unclear to us whether customer relationships meet
the definition of an asset only if they are acquired through an
exchange transaction, or if customer relationships meet the
definition of an asset in all cases. If it isthe latter, we would
disagree with that position. Many public sector entities maintain
monopolies over various services, such as, water utilities and refuse
service, thereby creating “ compelled” customer relationships.
Additionally, property tax rolls would appear to be another example
of “compelled” customer relationships. We do not believe that a
public sector entity should recognize intangible assets created
through their regulatory powers, in this case, the power to compel
citizensto use their service or pay taxes. Therefore, in these cases,
we do not believe customer relationships should be recognized as
assets by public sector entities.

The cases cited fall into the “powers to grant rights
and to tax” category which are explicitly excluded
from the scope of ED 40.

19 KPMG

Paragraph 26 discusses the future economic benefits or service
potential flowing from an intangible asset. The following example of
future economic benefits or service potential is provided in this
paragraph:
“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

A referenceto service potential will be added to
the example asfollows:

“For example, the use of intellectual property in a
production or service process may reduce future
production or service costs, or improve service
delivery, rather than increase future revenues (e.g.,
an on-line system that allows citizens to renew
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allows citizens to renew driving licenses more quickly on-line, | driving licenses more quickly on-line, resultingin a
resulting in areduction in office staff required to perform this reduction in office staff required to perform this
function while increasing the speed of processing).” function while increasing the speed of processing).”
This example focuses on how future economic benefits may flow
from an intangible asset without the generation of revenue.
However, it does not address future service potential. In fact, it
could lead one to assume that the intangible asset must either
generate revenue or reduce costs to meet the definition of an
intangible asset. In the example of an on-line system for driving
licenses, we believe this would meet the definition of an asset
because of its future service capacity regardless of whether costs of
providing these services were reduced.
19 KPMG In paragraph 45, we believe examples that are more relevant to a The IPSASB agreed to retain IAS 38 examples even
public sector entity should be provided to illustrate the concept. where they are not prevalent in the public sector.
Most public sector entities are not involved with magazine The IPSASB aso agreed that ED 40 would be
publishing or spring water marketing and the IASB has deleted these | based upon the version of IAS 38 extant at
examples from IAS 38 (see Improvements to IFRSs published in December 31, 2008. The IASB’s April 2009
April 2009). improvements will be addressed in the IPSASB’s
2010 Improvements project.
19 KPMG Paragraph 49 discusses fair value estimation techniques that involve | Agreeto makethischangeto paragraph 49, as
profitability of the asset and estimated future net cash flows from the | follows:
asset. We believe that it should be specified that these approaches “Entities that are regularly involved in the purchase
are appropriate for cash-generating intangible assets. We do not and sale of unique intangible assets may have
believe they would properly estimate the fair value of a non-cash- developed techniques for estimating their fair
generati ng asset as described in IPSAS 21, Impairment of Non-Cash | yaluesindi rectly. These techniques may be used for
Generating Assets. initial measurement of an intangible asset acquired
in an entity combination from an exchange
transaction if their objective isto estimate fair value
and if they reflect current transactions and practices
in the industry to which the asset
belongs. Techniques for cash-generating intangible
assetsinclude, when appropriate:...”
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19 KPMG Alsoin paragraph 52, we believe that the second example (the Thewording of paragraphs52 and 53 are
donation of personal papers by a Nobel Prize winner) could be amended, asfollows:
considered Intangible Heritage Assets. This could giveriseto 52. In some cases, an intangible asset may be
confusion when considering its fair value under paragraph 53 and acquired free of charge, or for nominal
Whether |t requi res I’ecognition in the fIrSt inStance g|Ven the consi dermion, through a non_exchange
proposed guidance in paragraphs 10-14. Either this needs to be transaction. This may happen when another
addressed in the ED or another example should be selected. public sector entity transfersto an entity in a

non-exchange transaction, intangible assets
such as airport landing rights, licences to
operate radio or television stations, import
licences or guotas or rights to access other
restricted resources. A private citizen, for
example a Nobel prize winner may bequeath
his or her personal papers, including the
copyright to his or her publications to the
national archives (a public sector entity) in a
non-exchange transaction.

53. In this situation, Under-thesecircumstances the
entity decides to recognize the copyright as an
intangible heritage asset and measuresiit at the
cost-of- thetem-isits acquisition date fair value
atthe dateitisaequired. For the purposes of
this Standard, the measurement at recognition
of an intangible asset acquired through a non-
exchange transaction, at itsfair value
consistent with the requirements of paragraphs
47-49 and paragraph 85, does not constitute a
revaluation. Accordingly, the revaluation
reguirements 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.
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19 KPMG

Exchanges of Assetsin Exchange Transactions

In paragraph 54 and elsewhere in the ED, we believe the phrase
“commercia substance”, which isthe phrase used in IAS 38, should
be replaced by “ substance”, to be more consistent with the nature of
public sector entities.

One of the conditions for the recognition of an
intangible asset acquired in exchange for other
assetsis that the transaction has “commercial
substance’. Thisterm has a particular meaning in
this context and is explained in paragraph 55. The
word “substance”’ has awider meaning and does not
necessarily convey the same meaning as givenin
paragraph 55 and thereforeit is not appropriate to
change the wording of paragraph 54. Note that this
phraseisaso used in IPSAS 17 when referring to
exchanges of property, plant and equipment.

The Appendix sets out al the referencesto
“commercial” in ED 40 and has an explanation asto
whether or not each reference is appropriate and

any proposed changes.

No changeis proposed.

19 KPMG

In paragraph 55(b), it was unclear whether the entity-specific value
of the portion of the entity’s operations affected by the transaction is
arelevant measure to a public sector entity and how such value
would be determined.

ED 40 swording is consistent with the underlying
IAS 38 and with the equivalent paragraph in
IPSAS 17.39.

No changeis proposed.

# RESPONDENT
NAME

DEFINITION OF “BINDING ARRANGEMENT”

PROPOSED IPSASB RESPONSE

9 HoTARAC

Definition and guidance in relation to “ binding arrangements”

While HOTARAC supports the position that the not-for-profit sector
should not be limited to contractual arrangements only, HoTARAC
is of the opinion that it would be of assistance to users if there was
more discussion as to what constitutes a binding arrangement. 1ssues
that HOTARAC would specifically like to see included in such a
discussion would be those agreements that are intended to be
binding, and situations where an agreement is binding and does not
involve an element of exchange. While accepting that the latter will
more likely be aliability than an asset, the discussion would till

Agreeto add the following additional guidanceto
ED 40.22:

“For the purposes of this Standard, a binding
arrangement describes arrangements that are binding
on the parties to the arrangement and confers similar
rights and obligations on the partiesto it asif it were
in the form of a contract. For example, two
government departments may enter into aformal
arrangement but the arrangement may not constitute
alegal contract becausein that jurisdiction
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prove useful to usersin determining what constitutes a binding
arrangement.

12 ASB (South

Intangible Assets. Identifiability

Africa) 14. Asthe concept of a binding arrangement is unique to the public
sector (paragraph .21), we recommend that explanatory
guidance should be included to explain the term.

19 KPMG We believe that a definition for “binding arrangement” used in the

“identifiable” criteriain paragraph 21 of the ED should be provided.
It isunclear to us what that term is meant to represent in the context
of that paragraph. For example, is abinding arrangement limited to a
contract with athird party or could a public sector entity’s own
constitution or charter be considered a binding arrangement?
Definition of thisterm is particularly important asit marks a
difference in the wording of the similar criteriain IAS 38. Without a
definition, the impact of this wording change on the practical
application of these criteriais unclear.

Additionally, it appears the notion of future service potential has
been inadvertently omitted

individual departments may not be separate legal
entities with the power to contract.”

Thiswording is based upon paragraph 7 of

IPSAS 11, “Construction Contracts’.

Update:

Paragraph 22 isinserted and additional explanation
added to paragraph BC6 .

# RESPONDENT
NAME

SERVICE POTENTIAL

PROPOSED IPSASB RESPONSE

9 HoTARAC

Asset definition should incorporate service potential

The definition of an asset in IPSASs 1 to 8 refers explicitly to future
economic benefits or service potential. However, although ED 40
usually refers explicitly to service potential when mentioning future
economic benefits, it does not do thisin the asset definition in
Paragraph 17. Service potentia is an important element of the asset
definition for public sector entities as their assets often do not give
rise to an inflow of economic benefits. HOTARAC considers that the
asset definition in Paragraph 17 should explicitly refer to service
potential, for consistency with other IPSASs and the remainder of
the ED.

Agreeto makethischange.

Update:

Consistent with the IPSASB’ s approach of not
including definitions for terms previously defined in
ISPASS, the definitions of cost, impairment losses
and other terms have been deleted.
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12 ASB (South Definitions

Africa) 10. The concept of service potential should be included in the
definition of “entity specific value™:

Entity-specific value is the present value of the cash flows or service
potential 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 aliability.

15 UN Task Force | Definition of ‘asset’ —include ‘service potential’

2 We support the Standard’ s widening of the meaning of an
‘asset’ to include consideration of either future economic
benefits or service potential. Consistent with that aim we
recommend that the following amendment (underlined below)
be made in order to ensure that intangible assets clearly involve
either future economic benefits or service potential:

Paragraph 17
An asset isaresource:
(a) Controlled by an entity asaresult of past events, and

(b) From which future economic benefits or_service
potential are expected to flow to the entity.

3 Our review of the draft Standard indicated that in every other
place where * future economic benefits were mentioned the
additional words ‘ or service potential’ had aready been

included.
# RESPONDENT PUBLIC SECTOR GUIDANCE AND EXAMPLES - “Franchises” PROPOSED IPSASB RESPONSE
NAME
8 Dr. Joseph Franchise agreements may be entered into by a municipality or When approving the ED, the IPSASB had agreed to
Maresca governmental body; such as, autility using public property. keep IAS 38 examples as they may be applicablein

Examples are public waterways to manage canal traffic, the use of some public sector entities that are not GBEs. Some
public land for electric lines or the use of city streets by abus or of the items noted by this respondent are addressed
trolley company. in ED 40.

10 APIE On the other hand, the examples given are very similar to situations | Réspondent #4 has given an example of carbon
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NAME
encountered under 1A S 38, even though Government Business credits assets. This example will be incorporated into
Enterprises have been excluded from the scope of ED 40. The ED 40.

proposed standard makes repeated references to market knowledge, | The examplein paragraph 6 will be amended as
publishing titles, customers and franchises. These examples are not suggested by this Respondent.
really very applicable to the public sector, where the objectiveisto Update:

provide public services. This objectiveis not reflected in the lllustrative Example (a) 2 provides an example of an
examples. _ _ _ o _ internally-developed licence to use intellectual

We feel that intangible public assets should highlight literary and property rights.

artistic property, licencesto useintellectual property rights,
intellectual property, including brands and know-how, domain
names, development costs of the Ministry of Defence, etc. Therefore,
we feel that the examples should be adapted 2.

Some of the examples given in the Implementation Guidance section
on determining the useful life of assets are not at all consistent with
reality, or at least they are not in France, where public sector entities
do not need to obtain broadcasting licences, transit routes or lists of
USErsS.

2 For example, in §6, the ED 40 cites the software required to operate
amachine as an illustration. We suggest that the navigation software
for afighter jet belonging to the military should be cited to be more
in line with the public sector.

12 ASB (South Intangible Assets

Africa) 13. The example of a*“franchise” in paragraph .18 is not an
appropriate public sector example, and should be deleted from
the list of common examples.

12 ASB (South 24. The examples of “franchises’ and “recipes’ in
Africa) paragraph .130(d) and (f) are not appropriate public sector
examples, and should be deleted.
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# RESPONDENT
NAME

SOFTWARE DEVELOPMENT COSTS

PROPOSED IPSASB RESPONSE

15 UN Task Force

Implementation Guidance
Costs of Software Developed or Obtained for Internal Use

19.

20.

21

Guidance is urgently needed on the treatment of software
development costs and costs related to software acquisition,
when the software is developed or acquired for internal use.
Public sector organizations commonly acquire software for
financial reporting, resource management, and to support
operational activities. Some public sector entities also develop
organization-specific software. 1n both casesit is necessary to
review the related costs in terms of whether they should be
expensed or capitalized.

Werecommend that guidance on the treatment of software
development costs be included in this Standard’ s
implementation guidance.

Such guidance could be based on work aready done by the
Government Accounting Standards Board (GASB), which
applies concepts consistent with those in IAS 38 Intangibles and
ED40 Intangibles. The table used in the recommended example
below relates the classification system and accounting
treatments GASB’s SOP No. 98-1 to the systems devel opment
life cycle (SDLC). [Staff note: the tableisnot reproduced
here — please view response for detail]

Werecommend that the illustrative example below be included
in the Standard’ s implementation guidance:

Treatment of internally developed softwar e

An entity devel ops software to better match prison facilities
with the prison population. Significant improvementsresult in
terms of appropriate matching of offenders to security levels
(minimum, medium and maximum security prisoners matched
to the appropriate facility) and reductions in overall costs
through more efficient usage, consistent with legislated quality
standards. For the purposes of this example, it is assumed that
the criteriafor recognition of development costs in paragraph
66 (a) through (f) are met. The focus of this example iswhich

The IPSASB agreed that the scope of this project
would not go beyond IAS 38/SI C-32. However, an
example will be provided based on the one given
by this Respondent.

Update:
Illustrative Example (@) 2 provides an example of
software devel opment costs.

Theissue of software development will be
included in thelist of projectsto be considered in
conjunction with the development of the
IPSASB’s 2010-2012 Strategic Plan.
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NAME

costs should be capitalized as part of the intangible asset.

Development of the software involved the normal software
development life cycle (SDLC), shown in column 2 of Table 1
below. The entity incurred costs at each stage of the SDLC.
Costs were also incurred during pre-implementation and post-
implementation activities, which are also shown in Table 1
below.

Costs incurred during the preliminary stage and the post-
implementation stage should be expensed. Costsincurred

during the application development stage, which covers systems
design and construction, should be capitalized.

19 KPMG Paragraph 29 of the ED (which isamost identical to its counterpart,
IAS 38.20) states that expenditures related to an intangible asset
incurred after the initial recognition of an acquired intangible asset
will only rarely be recognized in the carrying value of an asset.
While we believe this to be true for most of the significant intangible
assets held by commercial entities, we believe this not to be true for
what we expect to be the most prevalent intangible asset among
public sector entities—computer software. We believe that
modifications of computer software that add efficiency and/or
functionality to the software would meet the definition of an
intangible asset and the criteria for recognition and should be
included in the carrying value of the software. To omit this from the
discussion, we believe, is misleading in the context of public sector
entities.

19 KPMG Application Guidance—Web Site Costs

Asan overal comment, we believe the Board should provide application
guidance that more broadly addresses internally generated computer
software. We believe the distinction between research and development as
proposed in the ED does not easily lend itself to the development of
computer software. We believe providing such clarification only for web
site costs misses issues that public sector entities will face in accounting for
the broader population of software systems.

We have concerns with the guidance in AG8 that can be interpreted
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to limit recognition of web site costs as an intangible asset if it
directly generates revenues or reduces costs. Web sites are often
used by public sector entities to disseminate important information
to its constituency, such as facts about available governmental
services, reports that illustrate the public sector entity’s
accountability to its constituency and stewardship of assets, and
news about the public sector entity. Web sites also are often used to
facilitate transaction with the public sector entity for its constituents,
including change of residency registration and certain tax
collections. We believe these uses of web sites represent service
potential to the public sector entity because it assists the entity in
carrying out its mission and should result in the costs of aweb site
being capitalized as appropriate. We also do not think the guidance
on reporting the costs of aweb site that is solely or primarily for
promoting and advertising its own services and products has the
same applicability in a public sector context asin acommercial
context and, therefore, we believe it should be deleted. This concept
isalso presentin AG 9.

# RESPONDENT EDITORIAL SUGGESTIONS PROPOSED IPSASB RESPONSE
NAME

2 FEE Drafting points Agreeto make these changes (note that paragraph

Paragraph 144 includes wording based on transitional provisionsin | 144 will be amended based on the IPSASB’s

IPSAS 17 ‘Property, Plant and Equipment’ and refers to property, decisions at the September 2009 meeting).

plant and equipment. This reference appears to be incorrect, and Update:

should be reframed to refer to intangible assets. This change is no longer required due to extensive

We also suggest that the heading ‘ Recognition and Measurement at | revisions to the transitional provisions section.

Recognition’, while accurate is confusing. This could be more

helpfully expressed as * Recognition and Initial Measurement’.

12 ASB (South IN16 last sentence Agreeto makethis change.

Africa) Amend “....under IPSAS 26, to annually test an intangible asset
with an indefinite useful life” to “....under IPSAS 26, to annually
test an intangible asset with an indefinite useful life for impairment”
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12 ASB (South IN20 Agreeto makethis change.
Africa) Amend “IPSAS X X (ED 40) also contains certain exemptions for Update:
recognition.....” to “IPSAS XX (ED 40) also contains eertain The sentence referred to is deleted.
exemptionsrelief for recognition.....”
12 ASB (South Paragraph 11 second sentence Agreeto make this change.
Africa) Amend “...significant public person in, for example...”to
“...significant public person A on, for example...”
12 ASB (South Paragraph 14 first sentence The reference to recognized intangible assetsis
Africa) Amend “....about recognized intangible assets...”to “....about correct, however, the paragraph referencing is not.
recognized intangible heritage assets...” The changes to paragraph 14 will be as follows:

14. The disclosure requirementsin paragraphs 129-
439 136 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:...

12 ASB (South Paragraph 17 Definition: impairment loss Agreeto makethis change.
Africa) Amend “an impairment loss is the amount.....” to “an impairment | Update:
loss of a cash-generating asset is the amount....." Consistent with the IPSASB’ s approach of not

including definitions for terms previously defined in
ISPASs, the definitions of cost, impairment |osses
and other terms have been del eted.

12 ASB (South Paragraph 20 first sentence Agreeto makethis change.

Africa) Amend “....the definition of an intangible asset requirean ...." to
“....the definition of an intangible asset requiresan ....”

12 ASB (South Paragraph 44 first sentence Agreeto makethis change.

Africa) Amend “...separable or arises from contractual or other legal rights,
sufficient...” to “...separable or arises from binding arrangements
(including rights from contracts eentractual or other lega rights),
sufficient...”
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revaluation surplus to be transferred directly to accumulated
surpluses/ deficits when the surplusisrealized. However, it is not
clear why increases may not be treated this way, particularly when
they are allowed to be so treated in IAS 38.

# RESPONDENT EDITORIAL SUGGESTIONS PROPOSED IPSASB RESPONSE
NAME
12 ASB (South Paragraph 69 last sentence Agreeto makethis change.
Africa) Amend “....if the asset will generate economic benefitsonly in ..."
to“....if the asset will generate economic benefits or service
potentia only in ...”
12 ASB (South Paragraph 75 second paragraph Agreeto make this change.
Africa) Amend “....as an element of the cost of asset that ...." to“....asan
element of the cost of an asset that ...."
12 ASB (South Paragraph 77 There has been no change from IAS 38 and the
Africa) Amend “expenditure on an intangible item shall be ...” to reference to “item” rather than “asset” is intentional,
“expenditure on an intangible item asset shall be ...” as these are not assets, but items to be expensed.
No changeis proposed.
12 ASB (South Paragraph 87 second sentence Agreeto makethis change.
Africa) Amend “....(see paragraph 74, the revaluation....” to“....(see
paragraph 74), the revaluation....”
12 ASB (South Paragraph 97 first sentence Paragraphs 96 and 97 are amended, as set out below,
Africa) Amend “...the increase recognised in the revaluation surplus...” to to be consistent with the wording of the underlying
.the memase%eeegmmm%he accumul ated reval uation IAS 38 and with ED 41 regarding the replacement of
surpl us.. references to other comprehensive income.
19 KPMG We note that paragraph 97 only allows a decrease recognized in the 9. If an intangible asset’s the-carrying amount

ofan-intangible-asset isdecreased asaresult

of arevaluation, the decrease shall be
recognized in surplusor deficit. However,
the decr ease shall berecognized directly in

net assets/equity debited-directhy-to
revaluation-surplusto the extent of any

credit balancein therevaluation surplusin
respect of that asset. The decrease
recognized directly in net assets/equity
reduces the amount accumulated in equity
under the heading of revaluation surplus.

97. Fhedecreaserecognized The cumulative
revaluation surplus included in net assets/equity
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may be transferred directly to accumulated
surpluses or deficits when the surplusis
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
isthe 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 accumulated
surpluses or deficits is not made through surplus

or deficit.
12 ASB (South Paragraph 135(b) Agreeto make this change.
Africa) Amend “....on the distribution of the balance to shareholders or
other equity holders...” to “....on the distribution of the balance to
shareholdersor othereguity-holders-owners...”
12 ASB (South Paragraph 144 second sentence Agreeto makethis change.
Africa) Amend “...initially recognized an item of property, plant and

equipment at cost...” to “...initialy recognized an item-of-property,

prant-and-equipment intangible asset at cost...”

12 ASB (South Paragraph 150 second sentence Agreeto make this change.
Africa) Amend “...major classes of asset that have been....." to“...major

classes of intangible assets that have been....."

12 ASB (South Paragraph 150 last sentence Agreeto makethis change.

Africa) Amend “...details of the assets or classes of asset that werenot .....”
to“...details of the intangible assets or classes of intangible assets
that werenot .....”
12 ASB (South Comparison bullet 2 Agreeto makethis change.
Africa) Amend “...include contractual rightsarising ...” to “...include

contractual rights and other legal rightsarising ...”
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12 ASB (South Comparison bullet 8 Agreeto makethischange.
Africa) Amend “...have been modified only as necessary to better” to
“...have been modified enly-as-necessary to better”
14 CIPFA Drafting Joints Agreeto make these changes.

Paragraph 144 includes wording based on transitional provisionsin | ypdate;

IPSAS 17 *Property, Plant and Equipment” and refersto property, | This change is no longer required due to extensive

plant and equipment. This reference appears to be incorrect, and revisions to the transitional provisions section.
should be reframed to refer to intangible assets.

We a'so suggest that the heading ‘ Recognition and M easurement at
Recognition’, while accurate is confusing. This could be more
helpfully expressed as * Recognition and Initial Measurement’.

18 ASB (Augtralia) | Drafting and editorial issues The IPSASB, at its September 2009 meeting,

The AASB notes that the interrelationship between ED 40 and discussed the scope of ED 41. It confirmedits
IPSASB ED 41 Entity combinations from Exchange Transactions | €arlier decision that the scope of ED 41 will remain
gives rise to a potential drafting issue. The AASB recommendsin its | limited to entity combinations from exchange
submission on ED 41 that the scope of the IPSAS developed from | transactions.

ED 41 should include entity combinations from non-exchange The finalization process for ED 40 and ED 41 will
transactions that are not excluded from the scope of IFRS 3 Business | include a consistency check across both Standards.
Combinations. Accordingly, the AASB recommends removing
‘from an exchange transaction’ from each reference made to an
entity combination in the IPSAS developed from ED 40.

The AASB notes that some editorial issues arise with ED 40. AASB
staff will provide editorial suggestions on ED 40 directly to IPSASB
staff. [Staff note: seelist provided asitem 2 in this posting]

19 KPMG Additionally, it appears the notion of future service potential has .
been inadvertently omitted from the definition of an asset in Agreeto make this change.
paragraph 17. Update:
Consistent with the IPSASB’ s approach of not
including definitions for terms previously defined in
ISPASs, the definitions of cost, impairment losses
and other terms have been deleted.
19 KPMG In paragraph 39(b) and elsewhere in the ED, we believe the phrase | Agree to make this change.

“operating losses’, which isthe phrase used in IAS 38, should be
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replaced by “operating deficit”, to be more consistent with the
nature of public sector entities.

19 KPMG We note that paragraph 42 is derived from paragraph 33 of IAS 38. | Agreeto make thischange.
However, there is no reference to the reliable measurement criterion,
which is addressed in the last two sentences of IAS 38.33. We
believe that this criterion should also be addressed in paragraph 42.

19 KPMG In paragraphs 43 and 44 of the ED, we believe the phrase Agreeto makethis change, asfollows.
“contractual and other legal rights” when describing identifiability 43.(b) Isidentifiable, i.e., is separable or arises
should be replaced with “binding arrangements” based on the from eontractual-binding arrangements
proposal in paragraph 21. (including rights from contracts or other legal

rights).

44. If an intangible asset acquired in an entity
combination from an exchange transaction is
separable or arises from binding arrangements
(including rights from contracts eentractual 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 arange of
possible outcomes with different probabilities,
that uncertainty enters into the measurement of
the asset’sfair value.

19 KPMG I nternally Generated I ntangible Assets Thiswould also apply to paragraph 66(c) and 66(€).
In paragraph 66(b), we believe that the word ‘sell’ istoo narrow for | Agreeto add the phrase “distribute at no charge
the types of transactions that could occur in the public sector. We or for anominal charge’ consistent with IPSAS
therefore recommend replacing the phrase “use or sell” with “use, 12 and proposed ED 36 wording.

sell or exchange’. Additionally, the examples of development
activitiesin paragraphs 68 appear to be more applicable to
commercial entities. We suggest developing examples that have
broader application for public sector entities.

19 KPMG We suggest deleting paragraph 71. We believe thisis an editorial The wording of this paragraph is consistent with
comment that is not appropriate in the standards section of an IAS 38.62.
IPSAS. No change s proposed.

MJK November 2009



IFAC IPSASB Meeting Agenda Paper 4.2

December 2009 — Rome, Italy Page 33 of 36
# RESPONDENT EDITORIAL SUGGESTIONS PROPOSED IPSASB RESPONSE
NAME
19 KPMG Recognition of an Expense The wording of this paragraph is consistent with
We believe that paragraph 80 of the ED could be better expressed as | AS 38.70.
follows: No changeis proposed.

“Paragraph 77 does not preclude an entity from recognizing a
prepayment for goods or services as an asset, when payment has
been made in advance of the entity receiving the right to access the
goods or receiving the services, as appropriate.”

19 KPMG We note that paragraph 86(b) does not allow “the initia recognition | Anintangible asset acquired through a non-exchange
of intangible assets at amounts other than cost”. However, we transaction isinitially measured at cost, the use of
believe that thisis not consistent with paragraph 33, which allows fair value to measure the asset is a practical method
intangible assets acquired through a non-exchange transaction to be | to get to a measure of cost.

measured Inltlallyatfall’ Value. No Changeis propowj_
19 KPMG In paragraph 100(d), we believe the word “industry”, which isthe Thisis not aunique public sector issue. “Industry” is
phrase used in IAS 38, should be replaced by “operating sector”, to | referred toin IPSAS 21.42, IPSAS 25.4(b), IPSAS
be more consistent with the nature of public sector entities. 25.44, IPSAS 26.40 and | PSSAS 26.49.
No changeis proposed.
19 KPMG Agreeto makethischange.

Inline 3 of paragraph 104, we believe the phrase “contractual or
other legal rights’” should be replaced by “binding arrangements
(including rights from contracts or other legal rights)”, to be more
consistent with the remainder of the paragraph.

19 KPMG We believe that the examples given in paragraph 110, when residual | Thisis not a unique public sector issue, as no
value may not be zero, could also include when thereisa reference is made in paragraph 110 to “economic
commitment by athird party to continue obtaining service potential | benefits’ either. It isimplicit that the entity
from the asset at the end of its useful life. purchasing the asset could be doing it to obtain

either the future economic benefits or its service
potential.

No changeis proposed for the respondent’sissue.
However, paragraph 110(a) should clarify that
the asset could also be transferred, as per the
following wording:

Thereisacommitment by athird party to
pur chase the asset or for the entity to distribute
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the asset at no charge or for a nominal charge at
the end of itsuseful life; or
19 KPMG In paragraph 111, we believe that the second sentence should be The wording of this paragraph is consistent with
expanded to say: IAS 38.101.
“A residual value other than zero implies that one of the exceptions | No changeis proposed.
noted in paragraph 110 above applies, or that an entity expects to
dispose of the intangible asset before the end of its economic life.”
19 KPMG We believe that paragraph 112 should be expanded to include assets | Paragraph 112 addresses the estimate of residual
that provide service potential rather than economic benefits. value. Theterminology in paragraph 112 is
consistent with that used in the definition of residual
vaueinthe IPSAS Glossary.
No changeis proposed.
19 KPMG We a'so noted that the referencesin AG8 to paragraphsin the Agreeto updatethesereferences.
IPSAS should be updated.
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APPENDIX —REFERENCESTO “COMMERCIAL" IN ED 40

PURPOSE:

This Appendix sets out the references to “commercial” in ED 40 (based on a word search) and the
proposed changes are to address Respondents' comments related to the appropriateness of its use.

REFERENCES AND PROPOSED CHANGES:

e Paragraph 17 (definitions)

The following changes are proposed (noted in markup):

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,
systemsor servicesbeforethe start of commercial production or usein providing services.

e Paragraphs54-55
Exchanges of Assetsin Exchange Transactions

54. 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 commercia 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.

55. 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 aresult 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 sold; or
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(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) Thedifferencein (a) or (b) issignificant relative to the fair value of the assets exchanged.

For the purpose of determining whether an exchange transaction has commercia 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.

The IPSASB agreed at the February 2009 meeting to retain this wording from I AS 38, which
isalso consistent with that in |PSAS 17.38-39. No change is proposed.

e Paragraph 68(c)
The following changes are proposed (noted in markup):
(c) The design, construction and operation of a pilot plant or operation that is not of a scale
economically feasible for commercial production or use in providing services; and...

e Paragraph 100(c)
(c) Technical, technological, commercial or other types of obsolescence; ...

The IPSASB agreed at the February 2009 meeting to retain examplesused in | AS 38 of they

could also apply to the public sector. No change is proposed, as these are all types of obsolescence
that can occur in the public sector.

MJK November 2009



	4.0 Covering Memo
	OBJECTIVE OF THIS SESSION
	AGENDA MATERIAL
	BACKGROUND
	OVERALL SUMMARY
	KEY ISSUES
	Scope exclusion for powers to grant rights and to tax
	Transitional Provisions
	Illustrative Examples

	OTHER CHANGES TO IPSAS 31
	APPENDIX:  EXTRACT FROM DRAFT SEPTEMBER 2009 MEETING MINUTES

	4.1 Draft 
IPSAS 31 (markup)
	International Public Sector Accounting Standard (IPSAS) 31, “Intangible Assets” is set out in paragraphs 1–148 and Appendices A and B. All the paragraphs have equal authority. IPSAS 31 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.
	Introduction
	Scope
	Definition of an intangible asset
	Public sector issues
	Criteria for initial recognition
	Subsequent expenditure
	Intangible assets with indefinite useful lives
	Impairment testing of intangible assets with finite useful lives
	Disclosure
	Transitional Provisions and Effective Date

	Objective
	Scope
	Definitions
	Intangible Assets
	Identifiability
	Control
	Future Economic Benefits or Service Potential
	Recognition and Initial Measurement at Recognition
	Separate Acquisition
	Acquisition as part of an entity combination from an exchange transaction
	Measuring the Fair Value of an Intangible Asset Acquired in an Entity Combination from an Exchange Transaction
	Subsequent Expenditure on an Acquired In-process Research and Development Project

	Intangible Assets Acquired through Non-Exchange Transactions other than a Non-Exchange Entity Combinations 
	Exchanges of Assets in Exchange Transactions 
	Internally Generated Goodwill
	Internally Generated Intangible Assets
	Research Phase
	Development Phase
	Cost of an Internally Generated Intangible Asset

	Recognition of an Expense
	Past Expenses not to be Recognized as an Asset
	Measurement after Recognition
	Cost Model
	Revaluation Model
	Useful Life
	Intangible Assets with Finite Useful Lives
	Amortization Period and Amortization Method

	Residual Value
	Review of Amortization Period and Amortization Method
	Intangible Assets with Indefinite Useful Lives
	Review of Useful Life Assessment
	Recoverability of the Carrying Amount—Impairment Losses
	Retirements and Disposals
	Disclosure
	General
	Intangible Assets Measured after Recognition using the Revaluation Model
	Research and Development Expenditure

	Other Information
	Transitional Provisions and Effective Date
	First-time Adoption of this Standard by an Entity that Applies the Accrual Basis of Accounting

	140. An entity shall apply this Standard for annual financial statements covering periods beginning on or after April 1, 2011:
	141. Earlier application is encouraged. If an entity applies this Standard for a period beginning before April 1, 2011, it shall disclose that fact and 
	142. Entities to which paragraph 140 applies are encouraged to apply the requirements of this Standard before the effective dates specified in paragraph 140. However, if an entity applies this Standard before the effective dates specified in paragraph 140, it shall apply IPSAS 21, IPSAS 26 and IPSAS 32 at the same time.
	142. When an entity adopts the accrual basis of accounting, as defined by IPSASs, for financial reporting purposes, subsequent to this effective date, this Standard applies to the entity’s annual financial statements covering periods beginning on or after the date of adoption. 
	Exchanges of Assets in an Exchange Transaction
	Early Application

	First-time Adoption of the Accrual Basis of Accounting Transition
	First-time Adoption of the Accrual Basis of Accounting
	Appendix A
	Application Guidance—Web Site Costs (see separate markup from SIC 32 provided)

	Appendix B
	Amendments to other IPSASs*
	IPSAS 3, “Accounting Policies, Changes in Accounting Estimates and Errors” 
	Paragraph 22 is amended as follows:
	IPSAS 13, “Leases” 
	Paragraph 36 is amended as follows:
	IPSAS 17, “Property, Plant and Equipment”
	Paragraph 65 is amended as follows:
	IPSAS 21, “Impairment of Non-Cash Generating Assets,” 
	Paragraph 2 is amended as follows:
	Scope
	Measuring the Recoverable Service Amount of an Intangible Asset with an Indefinite Useful Life
	A new paragraph is inserted after paragraph 82 as follows:

	Paragraphs BC16-BC19 are amended as follows:
	Property, Plant and Equipment and Intangible Assets
	IPSAS 23, “Revenue from Non-Exchange Transactions (Taxes and Transfers)” 
	Paragraph IG27 is amended as follows:
	IPSAS 26, “Impairment of Cash-generating Assets,” 
	Paragraph 2(h) is amended as follows:
	A new paragraph is inserted after paragraph 127 as follows:



	BASIS FOR CONCLUSIONS
	Background
	Scope
	Public Sector Issues
	Transitional Provisions and Effective Date
	Illustrative Examples

	These examples accompany, but are not part of, IPSAS XX (ED 40)IPSAS 31. The purpose of this Implementation Guidance is to illustrate certain aspects of the requirements of IPSAS XX31 (ED40).
	Recognition and Measurement Cost of an Internally-Generated Intangible Asset
	Assessing the Useful Lives of Intangible Assets
	Examples Illustrating the Application Guidance


	4.2 ED 40 Other Comments
	PURPOSE:
	LIST OF RESPONDENTS:
	OTHER COMMENTS
	DEFINITION OF “BINDING ARRANGEMENT”
	SERVICE POTENTIAL
	PUBLIC SECTOR GUIDANCE AND EXAMPLES – “Franchises”
	SOFTWARE DEVELOPMENT COSTS
	EDITORIAL SUGGESTIONS

	PURPOSE: 
	REFERENCES AND PROPOSED CHANGES:


