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Indian Accounting Standard (Ind AS) 38 

Intangible Assets 
 

Objective 

The objective of this Standard is to prescribe the accounting treatment for intangible assets that 

are not dealt with specifically in another Standard. ThisStandard requires an entity to recognize an 

intangible asset if, and only if,specified criteria are met. The Standard also specifies how to measure 

thecarrying amount of intangible assets and requires specified disclosures aboutintangible assets. 

 

Scope 

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

 
If another Standard prescribes the accounting for a specific type of intangible asset, an entity 

applies that Standard instead of this Standard. For example, thisStandard does not apply to: 

 

 
1. A is in the business of buying and selling Brand endorsement rights and has in his 

control different kinds of brand rights at any point of time . How would the cost of 

intangible assets that are within the scope of another Standard

financial assets, as defined in Ind AS 32, Financial Instruments: Presentation

the recognition and measurement of exploration and evaluation assets (see Ind AS 106, 
Exploration for and Evaluation of Mineral Resources); and

expenditure on the development and extraction of minerals, oil, natural gas and similar non-
regenerative resources

intangible assets held by an entity for sale in the ordinary course of business (see Ind AS 2, 
Inventories)

deferred tax assets (see Ind AS 12, Income Taxes)

leases that are within the scope of Ind AS 17, Leases

assets arising from employee benefits (see Ind AS 19, Employee Benefits)

goodwill acquired in a business combination (see Ind AS 103, Business Combinations).

(a)deferred acquisition costs, and intangible assets, arising from an insurer‘s contractual rights under
insurance contracts within the scope of Ind AS 104, Insurance Contracts. Ind AS 104 sets out
specific disclosure requirements for those deferred acquisition costs but not for those intangible
assets. Therefore, the disclosure requirements in this Standard apply to those intangible assets.

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 Ind AS 105, Non-current 
Assets Held for Sale and Discontinued Operations

assets arising from contracts with customers that are recognised in accordance with 
Ind AS 115, Revenue from Contracts with Customers
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purchase of Brand endorsement rights be accounted or amortized in compliance of Ind 

AS 38? 

A. Ind AS 38 has no application here as the Brand endorsement right as an asset is A‘s 

inventory. ThereforeInd AS 2 and Ind AS 18 is applicable here. 

 

If the asset contains both physical substance and intangible asset? 

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 caseof a licence or patent) or film. In 

determining whether an asset that incorporatesboth intangible and tangible elements should be 

treated under Ind AS 16,Property, Plant and Equipment, or as an intangible asset under this 

Standard, anentity uses judgement to assess which element is more significant. For 

example,computer software for a computer-controlled machine tool that cannot operate without that 

specific software is an integral part of the related hardware and it is treated as property, plant and 

equipment. The same applies to the operating system of a computer. Whenthe 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 activitiesare directed to the development of 

knowledge. Therefore, although these activitiesmay result in an asset with physical substance (eg a 

prototype), the physicalelement of the asset is secondary to its intangible component, ie the 

knowledgeembodied in it. 

For example, computer software for a computer-controlled machine tool that cannot operate 

without that specific software is an integral part of the related hardware and it is treated as 

property, plant and equipment. The same applies to the operating system of a computer. When the 

software is not an integral part of the related hardware, computer software is treated as an 

intangible asset 

 

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 heldunder a finance lease in accordance with 

this Standard. Rights under licensingagreements for items such as motion picture films, video 

recordings, plays,manuscripts, patents and copyrights are excluded from the scope of Ind AS 

17,and are within the scope of this Standard. 

For example, Pluto Ltd acquired some ‗rights‘ from Mercury Ltd on lease for a period of 15 years. 

Mercury Ltd has accounted for such rights as an Intangible Assets. Mercury Ltd has estimated 

that the future economic benefits will be received by the entity for 15 years.  

At the time of initial recognition, Pluto (the lessee) will recognize such finance lease in accordance 

with the provisions given in Ind AS 17, Leases. After Initial recognition, such lease for intangibles 

will be accounted for in the books of Pluto Ltd in accordance with Ind AS 38, Intangible Assets 

 

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 dealtwith in a different way. Such issues 

arise in the accounting for expenditure on theexploration for, or development and extraction of, oil, 

gas and mineral deposits inextractive industries and in the case of insurance contracts. Therefore, 

thisStandard 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. 

The amortization method specified in this Standard does not apply to an entity that opts to amortize 

the intangible assets arising from service concessionarrangements in respect of toll roads recognized 

in the financial statements for theperiod ending immediately before the beginning of the first Ind 

AS reportingperiod as per the exception given in Ind AS 101. 
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2. X ltd purchased 100 computers from IBM and granted a turnkey contract of installing 

them in a networked set up. The contract also included the cost of licensed operating 

systems, antivirus systems, satellite connectivity etc... The contract further included 

a tripartite arrangement with Oracle and IBM where in an Oracle based ERP system 

would be installed and IBM would facilitate the installation. 

Here the contract has two broad elements software and support systems that form an integral 

part of the hardware and those not forming its integral part. ERP system falls in second category. 

Therefore it is an intangible asset. However those falling as an integral part of the hardware are 

part of fixed assets 

3. H Ltd purchased the distribution rights of a motion picture for Rs 50 crores that 

includes the cost of 2600 prints of CDs, 5000 prints of DVDs and a master copy of 

the  film to enable creating further copies  of prints for a period of 6 years. How 

would the hardware cost be accounted here ? 

A. Here the intangible asset is contained on the hardware and therefore it is not separable. At 

the same time the comparative cost element of the hardware is not significant. Therefore, the 

whole amount becomes intangible asset.   

 

What is an intangible asset? 

An intangible asset is  

 an identifiable  

 non-monetary asset  

 without physical substance 

 

How to differentiate monetary and non-monetary asset? 

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

 

Other Definitions 

Amortization the systematic allocation of the depreciable amount of an intangible asset over 

its useful life. 

asset a resource: 

(a) controlled by an entity as a result of past events; and 

(b) from which future economic benefits are expected to flow to the entity 

Carrying 

amount 

the amount at which an asset is recognised in the balance sheet after 

deducting any accumulated amortisation and accumulated impairment losses 

thereon 

Cost the amount of cash or cash equivalents paid or the fair value of other 

consideration given to acquire an asset at the time of its acquisition or 

construction, or, when applicable, the amount attributed to that asset when 

initially recognised in accordance with the specific requirements of other 

Indian Accounting Standards, eg Ind AS 102, Share-based Payment 

Depreciable 

amount 

the cost of an asset, or other amount substituted for cost, less its residual 

value 

Development 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 

the present value of the cash flows an entity expects to arise from the 

continuing use of an asset and from its disposal at the end of its useful life or 
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value expects to incur when settling a liability 

Fair value the price that would be received to sell an asset or paid to transfer a liability 

in an orderly transaction between market participants at the measurement 

date. (See Ind AS 113, Fair Value Measurement.) 

Research original and planned investigation undertaken with the prospect of gaining new 

scientific or technical knowledge and understanding 

residual 

value 

the estimated amount that an entity would currently obtain from disposal of 

the asset, after deducting the estimated costs of disposal, if the asset were 

already of the age and in the condition expected at the end of its useful life 

impairment 

loss 

the amount by which the carrying amount of an asset exceeds its recoverable 

amount 

Useful life (a) the period over which an asset is expected to be available for use by an 

entity; or 

(b) the number of production or similar units expected to be obtained from the 

asset by an entity. 

 

Intangible assets 

Entities frequently expend resources, or incur liabilities, on the acquisition, development, 

maintenance or enhancement of intangible resources such asscientific or technical knowledge, design 

and implementation of new processes orsystems, licences, intellectual property, market knowledge 

and trademarks(including brand names and publishing titles). Common examples of itemsencompassed 

by these broad headings are computer software, patents, copyrights,motion picture films, customer 

lists, mortgage servicing rights, fishing licences, import quotas, franchises, customer or supplier 

relationships, customer loyalty,market share and marketing rights. 

Not all the items described above meet the definition of an intangible asset, ie identifiability, control 

over a resource and existence of future economicbenefits.  

 

 

Identifiability 

The definition of an intangible asset requires an intangible asset to be identifiable to distinguish it 

from goodwill. Goodwill recognized in a business combination isan asset representing the future 

economic benefits arising from other assetsacquired in a business combination that are not 

individually identified andseparately recognized. The future economic benefits may result from 

synergybetween the identifiable assets acquired or from assets that, individually, do not 

qualify for recognition in the financial statements. 

recognise as 
an expense 

• If an item within the scope of this Standard does not meet 
the definition of an intangible asset

asset
• If an item within the scope of this Standard meets the 

definition of an intangible asset

Goodwill
• if the item is acquired in a business combination, it forms part 

of the goodwill recognized at the acquisition date
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Example 

Sun Ltd has an expertise in consulting business. In past years, company has gained a market 

share for its services of 30 percent and considers recognizing it as an intangible asset. Is 

the action by company is justified? 

Solution 

Market share does not meet the definition of intangible assets as is not identifiable i.e. It is 

neither separable and nor arise from contractual or legal rights 

 

Control 

An entity controls an asset if the entity has the power to obtain the future economic benefits 

flowing from the underlying resource and to restrict the accessof others to those benefits. The 

capacity of an entity to control the futureeconomic benefits from an intangible asset would normally 

stem from legal rightsthat are enforceable in a court of law. In the absence of legal rights, it is 

moredifficult to demonstrate control. However, legal enforceability of a right is not a necessary 

condition for control because an entity may be able to control the future economic benefits in some 

other way. 

Market and technical knowledge may give rise to future economic benefits. An entity controls those 

benefits if, for example, the knowledge is protected bylegal rights such as copyrights, a restraint of 

trade agreement (where permitted) orby a legal duty on employees to maintain confidentiality. 

An entity may have a team of skilled staff and may be able to identify incremental staff skills leading 

to future economic benefits from training. The entity may alsoexpect that the staff will continue to 

make their skills available to the entity.However, an entity usually has insufficient control over the 

expected futureeconomic benefits arising from a team of skilled staff and from training for 

theseitems to meet the definition of an intangible asset. For a similar reason, specificmanagement or 

technical talent is unlikely to meet the definition of an intangibleasset, unless it is protected by legal 

rights to use it and to obtain the future economic benefits expected from it, and it also meets the 

other parts of thedefinition. 

An entity may have a portfolio of customers or a market share and expect that, because of its 

efforts in building customer relationships and loyalty, the customerswill continue to trade with the 

entity. However, in the absence of legal rights toprotect, or other ways to control, the relationships 

with customers or the loyalty ofthe customers to the entity, the entity usually has insufficient 

control over theexpected economic benefits from customer relationships and loyalty for suchitems 

(eg portfolio of customers, market shares, customer relationships andcustomer loyalty) to meet the 

definition of intangible assets. In the absence of legal rights to protect customer relationships, 

exchange transactions for the sameor similar non-contractual customer relationships (other than as 

part of a businesscombination) provide evidence that the entity is nonetheless able to control 

theexpected future economic benefits flowing from the customer relationships.Because such 

exchange transactions also provide evidence that the customerrelationships are separable, those 

customer relationships meet the definition of anintangible asset. 

An asset is identifiable if it either
is separable, ie is capable of being separated or divided from the entity and sold, transferred, 

licensed, rented or exchanged, either individually or together with a related contract, identifiable 
asset or liability, regardless of whether the entity intends to do so; or

arises from contractual or other legal rights, regardless of whether those rights are 
transferable or separable from the entity or from other rights and obligations
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Example:  

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

leading to future economic benefits 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 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, unless it is protected by legal rights to use it and to obtain the future economic 

benefits expected from it, and it also meets the other parts of the definition.  

An entity may have a portfolio of customers or a market share and expect that, because of its 

efforts in building customer relationships and loyalty, the customers will continue to trade with the 

entity. However, in the absence of legal rights to protect, or other ways to control, the 

relationships with customers or the loyalty of the customers to the entity, the entity usually has 

insufficient control over the expected economic benefits from customer relationships and loyalty 

for such items (e.g. portfolio of customers, market shares, customer relationships and customer 

loyalty) to meet the definition of intangible assets. In the absence of legal rights to protect 

customer relationships, exchange transactions for the same or similar non-contractual customer 

relationships (other than as part of a business combination) provide evidence that the entity is 

nonetheless able to control the expected future economic benefits 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. 

Example 

Company XYZ ltd has provided training to its staff on various new topics like GST, Ind AS 

etc to ensure the compliance as per the required law. Can the company recognise such cost of 

staff training as intangible asset?  

Solution 

It is clear that the company will obtain the economic benefits from the work performed by the 

staff as it increases their efficiency. But it does not have control over them because staff could 

choose to resign the company at any time.  

Hence the company lacks the ability to restrict the access of others to those benefits. Therefore, 

the staff training cost does not meet the definition of an intangible asset 

 

4. P ltd has been using a brand name ―turmericano‖ for its ayurvedic product which they 

transferred to another company for a consideration. The application for registration of 

brand name is not approved by the authorities. The buyer company continues to treat 

it as an intangible asset .Auditor‘s view lack of control over asset as a reason to 

derecognize the asset. Comment 

A. Legal enforceability of a right is not a necessary condition for control if an enterprise is 

able to control the future economic benefits in some other way. 

     As long as there is no restriction to use the brand name and there is market for product, 

economic benefits can assume to be accruing to the asset holder. 

     Yet, misuse of the brand name by others , in the absence of a legal right , is a threat to ―control 

over the asset‖ 

Therefore, it is a matter of subjective judgment 

5. A Company after installing a sophisticated software has not been able to make use of 

its benefits because of the untrained staff and lack of support from software provider 

(due to contractual disputes). The company has recognized the software expenses as 
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intangible assets. Auditor has cited reservation in view of the lack of usefulness of the 

asset. Comments 

A. Recognition of an intangible asset depends on the future economic benefits available to the 

company. Appropriate impairment provisions may be made and in future such impairment losses 

can be reversed  if the asset becomes useful 

 

What does Future economic benefits mean? 

The future economic benefits 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 ofintellectual property in a production process may reduce future production 

costsrather than increase future revenues. 

 

Identifiability of Intangible assets  

1. Pluto Ltd. intends to open a new retail store in a new location in the next few weeks. 

Pluto Ltd has spent a substantial sum on a series of television advertisements to 

promote this new store. The Company has paid an amount of `800,000 for 

advertisements before 31 March 20X1. `700,000 of this sum relates to 

advertisements shown before 31 March 20X1 and `100,000 to advertisements shown in 

April 20X1. Since 31 March 20X1, The Company has paid for further advertisements 

costing `400,000.  

Pluto Ltd is of view that such costs can be carried forward as intangible assets. Since market 

research indicates that this new store is likely to be highly successful. Please explain and 

justify the treatment of the above costs in the financial statements for the year ended 31 

March 20X1.  

Solution 

Under Ind AS 38 –Intangible Assets – intangible assets can only be recognised if they are  

Identifiable and have a cost which can be reliably measured.  

These criteria are very difficult to satisfy for internally developed intangibles.  

For these reasons, Ind AS 38 specifically prohibits recognizing advertising expenditure as an 

intangible asset. The issue of how successful the store is likely to be does not affect this 

prohibition. Therefore, such costs should be recognized as expenses.  

However, the costs would be recognized on an accruals basis. Therefore, of the advertisements 

paid for before 31 March 20X1, `700,000 would be recognized as an expense and `100,000 as a 

pre-payment in the year ended 31 March 20X1. The `400,000 cost of advertisements paid for 

since 31 March 20X1 would be charged as expenses in the year ended 31 March 20X2 

2. X ltd has created an innovative effluent management system , with the help of which it 

anticipates 2% reduction in its operating cost. Company intends to capitalize the cost 

of internally developed technology. Auditors are of the view that this is not a case 

where future economic benefits from revenue are possible and hence definition of 

―asset‖ is complied with. Comment 

A. It is not necessary that future economic benefit has to accrue through income generation 

alone. It could be from cost saving too. Hence subject to compliance of other conditions, 

capitalization is possible 

3. A software company has developed dedicated software for the US financial sector, the 

cost of which has been capitalized. Auditors have challenged the rationale behind 

capitalization, pointing out that the ongoing market situation suggests unlikely economic 
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benefits from the product in near future. Comment 

A. Ind AS 38 requires the entity to assess the probability of future economic benefits using 

reasonable and supportable assumptions that represent  best estimate of the economic 

conditions, that will exist over the useful life of the asset. In view of the market condition 

auditors have a case , a subjective matter 

 

Recognition and measurement 

The recognition of an item as an intangible asset requires an entity to demonstrate that the item 

meets: 

(a) the definition of an intangible asset; and 

(b) the recognition criteria 

This requirement applies to costs incurred initially to acquire or internally generate an intangible 

asset and those incurred subsequently to add to, replacepart of, or service it. 

Deal with the application of the recognition criteria to separately acquired intangible assets, and deal 

with their application to intangible assets acquired in a business combination. Deals with the initial 

measurement of intangible assets acquired by way of agovernment grant, exchanges of intangible 

assets, andwith the treatment of internally generated goodwill. The initial recognition and 

measurement of internally generated intangible assets. 

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 subsequentexpenditures are likely to maintain the 

expected future economic benefitsembodied in an existing intangible asset rather than meet the 

definition of anintangible asset and the recognition criteria in this Standard. In addition, it is 

oftendifficult to attribute subsequent expenditure directly to a particular intangibleasset rather 

than to the business as a whole. Therefore, only rarely will subsequent 

expenditure—expenditure incurred after the initial recognition of an acquired intangible asset or 

after completion of an internally generated intangible asset—berecognized in the carrying amount of 

an asset. Consistently,subsequent expenditure on brands, mastheads, publishing titles, customer lists 

anditems similar in substance (whether externally acquired or internally generated) isalways 

recognized in profit or loss as incurred. This is because such expenditure cannot be distinguished 

from expenditure to develop the business as a whole. 

 

 

 

An entity shall assess the probability of expected future economic benefits using reasonable and 

supportable assumptions that represent management‘sbest estimate of the set of economic 

conditions that will exist over the usefullife of the asset. 

An entity uses judgement to assess the degree of certainty attached to the flow of future economic 

benefits that are attributable to the use of the asset on the basis ofthe evidence available at the 

time of initial recognition, giving greater weight toexternal evidence. 

 

 

4. Mercury Ltd is preparing its accounts for the year ended 31 March 20X2 and is unsure 

about how to treat the following items.  

1. The company completed a grand marketing and advertising campaign costing `4.8 Lakh. The 
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finance director had authorised this campaign on the basis that it would create `8 lakh of 

additional profits over the next three years.  

2. A new product was developed during the year. The expenditure totalled `3 lakh of which ` 

1.5 lakh was incurred prior to 30 September 20X1, the date on which it became clear that 

the product was technically viable. The new product will be launched in the next four months 

and its recoverable amount is estimated at `1.4 lakh.  

3. Staff participated in a training programme which cost the company `5 lakh. The training  

organisation had made a presentation to the directors of the company outlining that 

incremental profits to the business over the next twelve months would be `7 lakh.  

What amounts should appear as intangible assets in accordance with Ind AS 38 in Mercury‘s 

balance sheet as on 31 March 20X2?  

Solution 

The treatment in Mercury‘s financials as at 31 March 20X2 will be as follows:  

1. Marketing and advertising campaign: no intangible asset will be recognized, because it is not 

possible to identify future economic benefits that are attributable only due to this campaign. All of 

the expenditure should be expensed in the statement of profit and loss.  

2. New product: development expenditure appearing in the balance sheet will be valued at `1.5 lakh. 

The expenditure prior to the date on which the product becomes technically feasible is recognised 

in the statement of profit and loss.  

3. Training programme: no asset will be recognized, because there is no control of the company over 

the staff and when staff leaves the benefits of the training, whatever they may be, also departs. 

 

An intangible asset shall be measured initially at cost. 

Separate acquisition 

Normally, the price an entity pays to acquire separately an intangible asset will reflect expectations 

about the probability that the expected future economicbenefits embodied in the asset will flow to 

the entity. In other words, the entityexpects there to be an inflow of economic benefits, even if 

there is uncertaintyabout the timing or the amount of the inflow. Therefore, the 

probabilityrecognition criterion is always considered to be satisfied for separately acquired 

intangible assets. 

In addition, the cost of a separately acquired intangible asset can usually be measured reliably. This 

is particularly so when the purchase consideration is inthe form of cash or other monetary assets. 

The cost of a separately acquired intangible asset comprises: 

(a) its purchase price, including import duties and non-refundable purchase taxes, after deducting 

trade discounts and rebates; and 

(b) any directly attributable cost of preparing the asset for its intended use. 

Examples of directly attributable costs are: 

(a) costs of employee benefits (as defined in Ind AS 19) arising directly from bringing the asset to 

its working condition; 

(b) professional fees arising directly from bringing the asset to its workingcondition; and 

(c) costs of testing whether the asset is functioning properly. 

 

Examples of expenditures that are not part of the cost of an intangible asset are: 

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

activities); 

(b) costs of conducting business in a new location or with a new class ofcustomer (including costs of 

staff training); and 

(c) administration and other general overhead costs. 
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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 mannerintended by management. 

Therefore, costs incurred in using or redeploying anintangible asset are not included in the carrying 

amount of that asset. 

For example, the following costs are not included in the carrying amount of an intangible asset: 

(a) costs incurred while an asset capable of operating in the manner intended by management has 

yet to be brought into use; and 

(b) initial operating losses, such as those incurred while demand for theasset‘s output builds up. 

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 becapable of operating in the 

manner intended by management. These incidentaloperations may occur before or during the 

development activities. Becauseincidental operations are not necessary to bring an asset to the 

condition necessaryfor it to be capable of operating in the manner intended by management, 

theincome and related expenses of incidental operations are recognized immediatelyin profit or loss, 

and included in their respective classifications of income andexpense. 

Example: 

Separate Acquisition 

Jupiter Ltd acquires new energy efficient technology that will significantly reduce its energy costs 

for manufacturing. 

Costs incurred include Cost to be capitalised 

as per Ind AS 38 

Cost of new solar technology   10,00,000    10,00,000  

Trade discount provided     (1,00,000)    (1,00,000)  

Training course for staff in new  

Technology      50,000    -  

Initial testing of new technology   35,000   35,000 

Losses incurred while other parts of  

plant shut down during testing and  

training       25,000    -  

Total       10,10,000   9,35,000 

 

What if the payment is deferred? 

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 totalpayments is recognized as interest 

expense over the period of credit unless it iscapitalized in accordance with Ind AS 23, Borrowing 
Costs. 

 

Separate Acquisition 

5. Venus India Private Ltd acquired a software for its internal use costing `10,00,000. 

The amount payable for the software was `600,000 immediately and `400,000 in one-

year time. The other expenditure incurred were: 

- Purchase tax:        `1,00,000  

Entry Tax: 10% ( recoverable later from tax department)  

Legal fees:          `87,000 

Consultancy fees for implementation:     `1,20,000  

cost of capital of the company is 10%. 

Calculate the cost of the software on initial recognition using the principles of Ind AS 38 

Intangible Assets. 

Solution 
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Particulars         Amount 

Cash paid         600,000 

Deferred consideration (`400,000/1.1)    3,63,636 

Purchase Tax        1,00,000 

Entry tax(not to be considered as it is a refundable tax)  -  

Legal fees         87,000 

Consultancy fees for implementation     1,20,000 

Total Cost to be capitalized      12,70,636 

 

Acquisition as part of a business combination 

In accordance with Ind AS 103, Business Combinations, if an intangible asset is acquired in a business 

combination,  

 

The fair value of an intangible asset will reflectmarket participants‘ expectations at the acquisition 

date about the probability thatthe expected future economic benefits embodied in the asset will 

flow to theentity. In other words, the entity expects there to be an inflow of economicbenefits, even 

if there is uncertainty about the timing or the amount of the inflow. 

Therefore, the probability recognition criterion is always considered to be satisfied for 

intangible assets acquired in business combinations. 

If an asset acquired in a business combination is separable or arises from contractual or other legal 

rights, sufficient information exists to measure reliably the fair value of the asset. Thus, the 

reliable measurement criterion is always considered to be satisfied for intangible assets acquired 

inbusiness combinations. 

In accordance with this Standard and Ind AS 103, 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 thebusiness combination. This means that the acquirer 

recognizes as an assetseparately from goodwill an in-process research and development project of 

theacquiree if the project meets the definition of an intangible asset. An acquiree‘sin-process 

research and development project meets the definition of an intangible 

asset when it: 

(a) meets the definition of an asset; and 

(b) is identifiable, ie is separable or arises from contractual or other legalrights. 

 

Intangible asset acquired in a business combination 

If an intangible asset acquired in a business combination is separable or arises from contractual or 

other legal rights, sufficient information exists to measurereliably the fair value of the asset. When, 

for the estimates used to measure anintangible asset‘s fair value, there is a range of possible 

outcomes with differentprobabilities that uncertainty enters into the measurement of the asset‘s 

fair value. 

An intangible asset acquired in a business combination might be separable, but only together with a 

related contract, identifiable asset or liability. In such cases,the acquirer recognises the intangible 

asset separately from goodwill, but togetherwith the related item. 

The acquirer may recognize a group of complementary intangible assets as a single asset provided the 

individual assets have similar useful lives. For example,the terms ‗brand‘ and ‗brand name‘ are often 

used as synonym for trademarks andother marks. However, the former are general marketing terms 

that are typicallyused to refer to a group of complimentary assets such as a trademark (or 

servicemark) and its related trade name, formulas, recipes and technological expertise. 

the cost of that intangible asset is its fair value at the acquisition date
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Business Combination 

6. On 31st March 20X1, Earth India Ltd paid `50,00,000 for a 100% interest in Sun 

India Ltd. At that date Sun Ltd‘s net assets had a fair value of `30,00,000. In 

addition, Sun Ltd also held the following rights:  

Trade Mark named ―GRAND‖ – valued at `180,000 using a discounted cash flow technique.  

Sole distribution rights to an electronic product. Future cash flows from which are estimated 

to be `150,000 per annum for the next 6 years.  

10% is considered an appropriate discount rate. 

The 6-year, 10% annuity factor is 4.36.  

Calculate goodwill and other Intangible assets arising on acquisition.  

Solution 

Particulars 

Particulars Amount 

Purchase Consideration (A) 50,00,000 

Net Asset acquired 

Trade Mark 

Distribution Rights (1,50,000x 4.36) 

30,00,000 

180,000 

654,000 

Total (B) 38,34,000 

Goodwill on Acquisition 11,66,000 
 

7. X Ltd. is engaged in the business of publishing Journals. They acquired 50% stake in Y 

Ltd., a company in the same industry. X Ltd. paid purchase consideration of 

`10,00,00,000 and fair value of net asset acquired is `8,50,00,000. The above 

purchase consideration includes:  

(a) `30,00,000 for obtaining the skilled staff of Y Ltd.  

(b) `50,00,000 by way of payment towards ‗Non-compete Fee‘ so as to restrict Y Ltd. to 

compete in the same line of business for next 5 years.  

How should the above transactions be accounted for by X Ltd?  

Answer 

X Ltd. should recognize an intangible asset in respect of the consideration paid towards ‗Non-

Compete Fee‘. However, amount paid for obtaining skilled staff amounting to `30,00,000 does not 

meet the definition of intangible asset since X Ltd. has not established any right over the resource 

and should be expensed. The entity has insufficient control over the expected future economic 

benefits arising from a team of skilled staff. Therefore, `50,00,000 will be separately recognised 

as an intangible asset, whereas amount paid for obtaining skilled staff does not meet the 

recognition criteria. However, since it is acquired in a business combination, it forms part of the 

goodwill recognised at the acquisition date. 

The value of goodwill is `1,00,00,000 (`1,50,00,000 – `50,00,000) 

8. X Limited in a business combination, purchased the net assets of Y Limited for 

`4,00,000 on March 31, 20X1. The assets and liabilities position of Y Limited just 

before the acquisition is as follows: 

Assets        Cost (in `) 

Property, Plant & Equipment    1,00,000 

Intangible asset 1       20,000 

Intangible asset 2       50,000 

Cash & Bank      1,30,000 

Liabilities    
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Trade payable       50,000 

The fair market value of the PPE, intangible asset 1 and intangible asset 2 is available and  

they are `1,50,000, `30,000 and `70,000 respectively. How would X Limited account for the 

net assets acquired from Y Limited?  

Answer 

X Limited will account for the assets acquired from Y Limited in following manner: 

Assets         Amount (`) 

Property, plant and equipment      1,50,000 

Goodwill        70,000 

Intangible asset 1        30,000 

Intangible asset 2        70,000 

Cash & Bank       1,30,000 

Liabilities  

Trade payable        50,000 

Note 1- Goodwill is the difference between fair value of net assets acquired and purchase 

consideration paid when is calculated as follow: 

Goodwill = `4,00,000 – `(1,50,000 + 70,000 + 30,000 + 1,30,000 – 50,000)= ` 70,000.  

 

Subsequent expenditure on an acquired in-process research and development project 

Research or development expenditure that: 

(a) relates to an in-process research or development project acquired separately or in a 

business combination and recognized as anintangible asset; and 

(b) is incurred after the acquisition of that project i.e. subsequent expenditure on an in-

process research or development project acquired separatelyor in a business combination and 

recognized as an intangible asset is: 

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

(b) recognized as an expense when incurred if it is development expenditure that does not satisfy 

the criteria for recognition as an intangible asset; and 

(c) added to the carrying amount of the acquired in-process research ordevelopment project if it 

is development expenditure that satisfies therecognition criteria  

 

9. X Ltd. acquired Y Ltd. on April 30, 20X1. The purchase consideration is `50,00,000. 

The fair value of the tangible assets is `45,00,000. The company estimates the fair 

value of ―in-process research projects‖ at `10,00,000. No other Intangible asset is 

acquired by X Ltd. in the transaction. Further, cost incurred by X Ltd. in relation to 

that research project is as follows:  

(a) `5,00,000 – as research expenses 

(b) `2,00,000 – to establish technological feasibility 

(c) `7,00,000 – for further development cost after technological feasibility is established.  

At what amount the intangible asset should be measured under Ind AS 38? 

Answer 

X Ltd. should initially recognise the acquired ―in house research project‘‘ at its fair value i.e., ` 

10,00,000. Research cost of `5,00,000 and cost of `2,00,000 for establishing technical feasibility 

should be charged to profit & loss. Costs incurred from the point of technological feasibility/asset 

recognition criteria until the time when development costs are incurred are capitalised. So the 

intangible asset should be recognised at ` 17,00,000 (`10,00,000 + `7,00,000). 

 

Acquisition by way of a government grant 
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In some cases, an intangible asset may be acquired free of charge, or for nominal consideration, by 

way of a government grant. This may happen when agovernment transfers or allocates to an entity 

intangible asset such as airportlanding rights, licenses to operate radio or television stations, import 

licenses orquotas or rights to access other restricted resources. In accordance with Ind AS 

 
 

Exchanges of assets 

 
For the purpose of determining whether an exchange transaction has commercial substance, the 

entity-specific value of the portion of the entity‘s operationsaffected by the transaction shall 

reflect post-tax cash flows. The result of theseanalyses may be clear without an entity having to 

perform detailed calculations. 

A condition for the recognition of an intangible asset is that the cost of the asset can be measured 

reliably. The fair value of anintangible asset is reliably measurable if  

(a) the variability in the range of reasonable fair value measurements is not significant for that 

asset or  

(b) the probabilities of the various estimates within the range can be reasonably assessed and used 

when measuring fair value.  

If an entity is able to measure reliably thefair value of either the asset received or the asset given 

up, then the fair value ofthe asset given up is used to measure cost unless the fair value of the 

assetreceived is more clearly evident. 

 

10. Sun Ltd acquired a software from Earth Ltd. in exchange for a 

telecommunication license. The telecommunication license is carried at `5,00,000 in the 

books of Sun Ltd. The Software is carried at `10,000 in the books of the Earth Ltd 

which is not the fair value.  

Advise journal entries in the following situations in the books of Sun Ltd and Earth Ltd: -  

1) Fair value of software is `5,20,000 and fair value of telecommunication license is 

`5,00,000. 

2) Fair Value of Software is not measureable. However similar Telecommunication license 

is transacted by another company at `4,90,000.  

3) Neither Fair Value of Software nor Telecommunication license could be reliably 

Accounting for Government Grants and Disclosure of Government Assistance, an entity 
recognizes both the intangible asset and the grant initially at fair value

cost of intangible 
asset is measured at 

fair value unless

•the exchange transaction lacks commercial substance or 

•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 derecognise 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 exchange 
transaction has 

commercial substance 
if

•(a) the configuration (ie risk, timing and amount) of the cash flows 
of the asset received differs from the configuration of the cash 
flows of the asset transferred; 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
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measured.  

Solution 

INR in ‗000 

Situation Sun Ltd Earth Ltd. 

1 Dr. Software              520  

Cr. Telecommunication license 500  

Cr. Profit on Exchange   20 

Dr. Telecommunication license 500  

Cr. Software        10 

Cr. Profit on Exchange       490 

2 Dr. Software       490  

Dr. Loss on Exchange 10 

Cr. Telecommunication license 500  

Note: The company may first 

recognize Impairment loss and then 

pass an entry. The effect is the same 

as impairment loss will also be charged 

to Income Statement 

Dr. Telecommunication license 490  

Cr. Software        10  

Cr. Profit on Exchange       480 

3 Dr. Software   500  

Cr. Telecommunication license 500 

Dr. Telecommunication license 10  

Cr. Software       10  
 

11. X Ltd. acquired a patent right of manufacturing drug from Y Ltd. In exchange X 

Ltd. gives its intellectual property right to Y Ltd. Current market value of the patent 

and intellectual property rights are `20,00,000 and `18,00,000 respectively. At what 

value patent right should be initially recognised in the books of X Ltd. in following two 

situations?  

(a) X Ltd. did not pay any cash to Y Ltd.  

(b) X Ltd. pays `2,00,000 to Y Ltd. 

Answer 

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. 

The transaction at the fair value of the asset received adjusted for any cash received or paid. 

Therefore in case (a) patent is measured at `18,00,000, in case (b) it is measured at ` 20,00,000 

(18,00,000 + 2,00,000). 

 

Internally generated goodwill 

Internally generated goodwill shall not be recognized as an asset. 

In some cases, expenditure is incurred to generate future economic benefits, but it does not result 

in the creation of an intangible asset that meets the recognitioncriteria in this Standard. Such 

expenditure is often described as contributing tointernally generated goodwill. Internally generated 

goodwill is not recognized asan asset because it is not an identifiable resource (ie it is not separable 

nor does itarise from contractual or other legal rights) controlled by the entity that can bemeasured 

reliably at cost. 

Differences between the fair value of an entity and the carrying amount of its identifiable net assets 

at any time may capture a range of factors that affect thefair value of the entity. However, such 

differences do not represent the cost ofintangible assets controlled by the entity. 

 

Internally generated intangible assets 

It is sometimes difficult to assess whether an internally generated intangible asset qualifies for 

recognition because of problems in: 

(a) identifying whether and when there is an identifiable asset that will generate expected 

future economic benefits; and 
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(b) determining the cost of the asset reliably. In some cases, the cost of generating an intangible 

asset internally cannot be distinguished from thecost of maintaining or enhancing the entity‘s 

internally generated goodwillor of running day-to-day operations. 

Therefore, in addition to complying with the general requirements for therecognition and initial 

measurement of an intangible asset, an entity applies therequirements and guidance to all internally 

generatedintangible assets. 

To assess whether an internally generated intangible asset meets the criteria for recognition, an 

entity classifies the generation of the asset into: 

(a) a research phase; and 

(b) a development phase. 

Although the terms ‗research‘ and ‗development‘ are defined, the terms ‗research phase‘ and 

‗development phase‘ have a broader meaning for the purpose of thisStandard. 

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 onthat project as if it were incurred 

in the research phase only. 

 

Research phase 

No intangible asset arising from research (or from the research phase of aninternal project) 

shall be recognized. Expenditure on research (or on theresearch phase of an internal project) 

shall be recognized as an expense whenit is incurred. 

In the research phase of an internal project, an entity cannot demonstrate that anintangible asset 

exists that will generate probable future economic benefits.Therefore, this expenditure is 

recognized as an expense when it is incurred. 

Examples of research activities are: 

(a) activities aimed at obtaining new knowledge; 

(b) the search for, evaluation and final selection of, applications of researchfindings or other 

knowledge; 

(c) the search for alternatives for materials, devices, products, processes,systems or services; and 

(d) the formulation, design, evaluation and final selection of possiblealternatives for new or improved 

materials, devices, products, processes,systems or services. 

 

12. A Pharma Company spent Rs. 33 lakhs during the accounting year ended 31st 

March, 2012 on a research project to develop a drug to treat ―AIDS‖. Experts are of 

the view that it may take four years to establish whether the drug will be effective or 

not and even if found effective it may take two to three more years to produce the 

medicine, which can be marketed. The company wants to treat the expenditure as 

deferred revenue expenditure. Comment.  

Solution  

No intangible asset arising from research (or from the research phase of an internal project) 

should be recognized. Expenditure on research (or on the research phase of an internal project) 

should be recognized as an expense when it is incurred. Thus the company cannot treat the 

expenditure as deferred revenue expenditure. The entire amount of Rs. 33 lakhs spent on research 

project should be charged as an expense in the year ended 31st March, 2012.  

 

Development phase 

An intangible asset arising from development (or from the developmentphase of an internal project) 

shall be recognized if, and only if, an entity candemonstrate all of the following: 

(a) the technical feasibility of completing the intangible asset so that itwill be available for use or 

sale. 
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(b) its intention to complete the intangible asset and use or sell it. 

(c) its ability to use or sell the intangible asset. 

(d) how the intangible asset will generate probable future economicbenefits. Among other things, the 

entity can demonstrate the existenceof a market for the output of the intangible asset or the 

intangibleasset itself or, if it is to be used internally, the usefulness of theintangible asset. 

(e) the availability of adequate technical, financial and other resources tocomplete the development 

and to use or sell the intangible asset. 

(f) its ability to measure reliably the expenditure attributable to theintangible 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 probablefuture economic benefits. This 

is because the development phase of a project isfurther advanced than the research phase. 

Examples of development activities are: 

(a) the design, construction and testing of pre-production or pre-useprototypes and models; 

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

(c) the design, construction and operation of a pilot plant that is not of a scaleeconomically feasible 

for commercial production; and 

(d) the design, construction and testing of a chosen alternative for new orimproved materials, 

devices, products, processes, systems or services. 

 

To demonstrate how an intangible asset will generate probable future economicbenefits, an entity 

assesses the future economic benefits to be received from theasset using the principles in Ind AS 

36, Impairment of Assets. If the asset willgenerate economic benefits only in combination with other 

assets, the entityapplies the concept of cash-generating units in Ind AS 36. 

Availability of resources to complete, use and obtain the benefits from anintangible asset can be 

demonstrated by, for example, a business plan showing thetechnical, financial and other resources 

needed and the entity‘s ability to securethose resources. In some cases, an entity demonstrates the 

availability of externalfinance by obtaining a lender‘s indication of its willingness to fund the plan. 

An entity‘s costing systems can often measure reliably the cost of generating anintangible asset 

internally, such as salary and other expenditure incurred insecuring copyrights or licenses or 

developing computer software. 

Internally generated brands, mastheads, publishing titles, customer lists anditems similar in 

substance shall not be recognised as intangible assets. 

Expenditure on internally generated brands, mastheads, publishing titles,customer lists and items 

similar in substance cannot be distinguished from thecost of developing the business as a whole. 

Therefore, such items are notrecognised as intangible assets. 

Cost of an internally generated intangible asset 

The cost of an internally generated intangible asset is the sum of expenditure incurred from the 

date when the intangibleasset first meets the recognition criteria.  

 

The cost of an internally generated intangible asset comprises all directlyattributable costs 

necessary to create, produce, and prepare the asset to be capableof operating in the manner 

intended by management.  

Examples of directlyattributable costs are: 

(a) costs of materials and services used or consumed in generating theintangible asset; 

(b) costs of employee benefits (as defined in Ind AS 19) arising from thegeneration of the intangible 

asset; 

(c) fees to register a legal right; and 

Ind AS 38 prohibits reinstatement of expenditure previously recognized as an expense
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(d) amortization of patents and licenses that are used to generate theintangible asset. 

Ind AS 23 specifies criteria for the recognition of interest as an element of thecost of an internally 

generated intangible asset. 

 
Example  

An entity is developing a new production process. During 20X5, expenditure incurredwas Rs. 1,000, 

of which Rs.900 was incurred before 1 December 20X5 and Rs.100 wasincurred between 1 

December 20X5 and 31 December 20X5. The entity is able todemonstrate that, at 1 December 

20X5, the production process met the criteria forrecognition as an intangible asset. The 

recoverable amount of the know-how embodied inthe process (including future cash outflows to 

complete the process before it is availablefor use) is estimated to be Rs.500. 

At the end of 20X5, the production process is recognised as an intangible asset at a costof Rs.100 
(expenditure incurred since the date when the recognition criteria were met,ie 1 December 20X5). 
The Rs.900 expenditure incurred before 1 December 20X5 isrecognised as an expense because the 
recognition criteria were not met until 1 December20X5. This expenditure does not form part of 
the cost of the production processrecognised in the balance sheet. 
During 20X6, expenditure incurred is Rs.2,000. At the end of 20X6, the recoverableamount of the 

know-how embodied in the process (including future cash outflows tocomplete the process before 

it is available for use) is estimated to be Rs.1,900.At the end of 20X6, the cost of the production 
process is Rs.2,100 (Rs.100 expenditurerecognised at the end of 20X5 plus Rs.2,000 expenditure 
recognised in 20X6). The entityrecognises an impairment loss of Rs.200 to adjust the carrying 
amount of the processbefore impairment loss (Rs.2,100) to its recoverable amount (Rs.1,900). This 
impairmentloss will be reversed in a subsequent period if the requirements for the reversal of 
animpairment loss in Ind AS 36 are met 
 

13. Venus Ltd. is preparing its accounts for the year ended 31st March 20X2 and is 

unsure how to treat the following items.  

1. Company has completed a big marketing and advertising campaign costing `2,40,000. The 

finance director had authorised this campaign on the basis that it would create `5,00,000 of 

additional profits over the next three years.  

2. A new product was developed during the year. The expenditure totalled `1,50,000 of 

which `1,00,000 was incurred prior to 30th September 20X1, the date on which it became 

clear that the product was technically viable. The new product will be launched in the next 

four months and its recoverable amount is estimated at `70,000.  

3. Staff participated in a training programme which cost the company `300,000. The training 

organisation had made a presentation to the directors of Baxter outlining that incremental 

profits to the business over the next twelve months would be `500,000.  

What amounts should appear as assets in Venus Ltd. Balance sheet as at 31st March 20X2?  

Solution  

The treatment in Venus Ltd‘s balance sheet as at 31st March 20X2 will be as follows:  

1. Marketing and advertising campaign: no asset will be recognised, because it is not possible to 

identify future economic benefits that are attributable only to this campaign. All of the 

expenditure should be expensed in the statement of profit and loss account. 

The following 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;

•identified inefficiencies and initial operating losses incurred before the asset achieves 
planned performance; and

•expenditure on training staff to operate the asset
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2. New product: development expenditure appearing in the statement of financial position will be 

valued at `50,000. The expenditure prior to the date on which the product becomes technically 

feasible is recognised in the statement of profit and loss account.  

3. Training programme: no intangible asset will be recognised, because staff are not under the 

control of Venus Ltd. and when staff leave the benefits of the training, whatever they may be, also 

leave 

14. Expenditure on a new production process in 20X1-20X2:  

INR 

1st April to 31st December       2,700  

1st January to 31st March       900  

3,600  

The production process met the intangible asset recognition criteria for development on 1st 

January 20X2. The amount estimated to be recoverable from the process is `1,000.  

What is the carrying amount of the intangible asset at 31st March 20X2 and the charge to 

profit or loss for 20X1-20X2?  

Expenditure incurred in FY 20X2-20X3 is `6,000.  

At 31st March 20X3, the amount estimated to be recoverable from the process (including 

future cash outflows to complete the process before it is available for use) is `5,000. 

What is the carrying amount of the intangible asset at 31st March 20X3 and the charge to 

profit or loss for 20X2-X3?  

Solution 

Expenditure to be transfer to profit or loss in 20X1-20X2  

INR 

Total Expenditure          3,600  

Less. Expenditure during Development phase     900  

Expenditure to be transfer to profit or loss     2,700 

 

1) Carrying Amount of Intangible Asset on 31st March 20X2 

Expenditure during Development Phase will be capitalised  `900  

(Recoverable amount is higher being `1,000, hence no impairment)  

 

2) Expenditure to be charged to profit or loss in 20X2-20X3  

INR 

Opening balance of Intangible Asset       900  

Add. Further expenditure during development phase    6,000  

Expenditure for development phase       6,900  

Recoverable Amount        5,000 

Amount charged to profit or loss (Impairment Loss)   1,900 

 

3) Carrying Amount of Intangible Asset on 31st March 20X3 

Value of Intangible Asset will be recoverable amount i.e. `5,000  

15. X Garments Ltd. spent `1,00,00,000 towards promotions for a fashion show by 

way of various on-road shows, contests etc. After that event, it realised that the 

brand name of the entity got popular and resultantly, subsequent sales have shown a 

significant improvement. It is further expected that this hike will have an effect over 

the next 2-3 years. How the entity should account for the above cost incurred on 

promoting such show? 

Answer 

Expenditure of `1,00,00,000 though increased future economic benefits, but it does not result in 
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creation of an intangible asset. Su promotional cost should be expensed off. 

16. An entity is developing a new production process. During 20X1-20X2, 

expenditure incurred was `1,000, of which `900 was incurred before March 1, 20X2 

and `100 was incurred between March 1, 20X2 and March 31, 20X2. The entity is 

able to demonstrate that at March1, 20X2, the production process met the criteria 

for recognition as an intangible asset. The recoverable amount of the know-how 

embodied in the process (including future cash outflows to complete the process before 

it is available for use) is estimated to be `500. During 20X2-20X3, expenditure 

incurred is `2,000. At the end of 20X3, the recoverable amount of the know-how 

embodied in the process (including future cash outflows to complete the process before 

it is available for use) is estimated to be `1,900.  

Answer 

At the end of the financial year 20X2, the production process is recognised as an intangible  

asset at a cost of `100 (expenditure incurred since the date when the recognition criteria were 

met, i.e., March1, 20X2). 

` 900 expenditure incurred before March 1, 20X2 is recognised as an expense because the 

recognition criteria were not met until March 1, 20X2. This expenditure does not form part of the 

cost of the production process recognised in the balance sheet. At the end of 20 

X3, the cost of the production process is `2,100 (`100 expenditure recognised at the end of 20X2 

plus `2,000 expenditure recognised in 20X3). 

The entity recognizes an impairment loss of `200 to adjust the carrying amount of the process 

before impairment loss (`2,100) to its recoverable amount (`1,900). This impairment loss will be 

reversed in a subsequent period if the requirements for the reversal of an impairment loss in Ind 

AS 36 are met 

17. X Ltd. is engaged is developing computer software. The expenditures incurred by 

X Ltd. in pursuance of its development of software is given below: 

(a) Paid `2,00,000 towards salaries of the program designers.  

(b) Incurred `5,00,000 towards other cost of completion of program design.  

(c) Incurred `2,00,000 towards cost of coding and establishing technical feasibility.  

(d) Paid `7,00,000 for other direct cost after establishment of technical feasibility.  

(e) Incurred `2,00,000 towards other testing costs.  

(f) Cost of producing product masters for training material is `3,00,000.  

(g) A focus group of other software developers was invited to a conference for the 

introduction of this new software. Cost of the conference aggregated to `70,000.  

(h) On March 15, 20X0, the development phase was completed and a cash flow budget was 

prepared.  

Net profit for the year was estimated to be equal `40,00,000. How X Ltd. should account 

for the above-mentioned cost?  

Answer 

Costs incurred in creating computer software, should be charged to research & development 

expenses when incurred until technical feasibility/asset recognition criteria have been established 

for the product. 

Here, technical feasibility is established after completion of detailed program design. In this case, 

`9,00,000 (salary cost of `2,00,000, program design cost of `5,00,000 and coding and technical 

feasibility cost of `2,00,000) would be recorded as expense. Cost incurred from the point of 

technical feasibility are capitalised as software costs. But the conference cost of `70,000 would 

be expensed off. In this situation, direct cost after establishment of technical feasibility of 

`7,00,000, testing cost of `2,00,000 and cost of producing product Masters for training material 

of `3,00,000 will be capitalised.  
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The cost of software capitalised is = `(7,00,000 + 2,00,000 + 3,00,000) = ` 12,00,000 

18. X Ltd. has started developing a new production process in financial year 20X1-

20X2. Total expenditure incurred till September 30, 20X3, was `1,00,00,000 . The 

expenditure on the development of the production process meets the recognition 

criteria on July 1, 20X1. The records of X Ltd. show that, out of total 

`1,00,00,000, `70,00,000 were incurred during July to September 20X1. X Ltd. 

publishes its financial results quarterly. How X Ltd. should account for the development 

expenditure? 

Answer 

X Ltd. should recognise the intangible as set at `70,00,000 and `30,00,000 which was already 

recognised as an expenses in first quarter should not be capitalised 

19. During the quarter ended 30thsep 2007, X Ltd recognized Rs 2.00 crores 

towards R&D expenses as expenses although it was realized that it belonged to a new 

product line ready for commercial launch soon and was to be treated as intangible 

asset. Company reversed the expenses and capitalized the expenses. Comment. 

A. As per Ind AS 38 such reversal are not possible.  

 

Recognition of an expense 

Expenditure on an intangible item shall be recognized as an expense when itis incurred unless: 

(a) it forms part of the cost of an intangible asset that meets therecognition criteria or 

(b) the item is acquired in a business combination and cannot berecognized as an intangible asset. If 

this is the case, it forms part of theamount recognized as goodwill at the acquisition date (see 

Ind AS103). 

In some cases, expenditure is incurred to provide future economic benefits to anentity, but no 

intangible asset or other asset is acquired or created that can berecognized. In the case of the 

supply of goods, the entity recognizes suchexpenditure as an expense when it has a right to access 

those goods. In the case ofthe supply of services, the entity recognizes the expenditure as an 

expense when itreceives the services. For example, expenditure on research is recognized as 

anexpense when it is incurred, except when it is acquired as partof a business combination.  

Other examples of expenditure that is recognized as anexpense when it is incurred include: 

(a) expenditure on start-up activities (ie start-up costs), unless this expenditureis included in the 

cost of an item of property, plant and equipment inaccordance with Ind AS 16. Start-up costs 

may consist of establishmentcosts such as legal and secretarial costs incurred in establishing a 

legalentity, expenditure to open a new facility or business (ie pre-openingcosts) or expenditures 

for starting new operations or launching newproducts or processes (ie pre-operating costs). 

(b) expenditure on training activities. 

(c) expenditure on advertising and promotional activities (including mailorder catalogues). 

(d) expenditure on relocating or reorganising part or all of an entity. 

An entity has a right to access goods when it owns them. Similarly, it has a rightto access goods when 

they have been constructed by a supplier in accordance withthe terms of a supply contract and the 

entity could demand delivery of them inreturn for payment. Services are received when they are 

performed by a supplierin accordance with a contract to deliver them to the entity and not when the 

entityuses them to deliver another service, for example, to deliver an advertisement tocustomers. 

Ind AS 38 does not preclude an entity from recognising a prepayment as anasset when payment for 

goods has been made in advance of the entity obtaining aright to access those goods. Similarly, it 

does not preclude an entityfrom recognising a prepayment as an asset when payment for services has 

beenmade in advance of the entity receiving those services. 
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20. X Pharmaceutical Ltd. seeks your opinion in respect of following accounting 

transactions:  

1. Acquired a 4 year license to manufacture a specialized drug at a cost of `1,00,00,000 at 

the start of the year. Production commenced immediately.  

2. Also purchased another company at the start of year. As part of that acquisition the 

company acquired a brand with a FV of `3,00,00,000 based on sales revenue. The life of the 

brand is estimated at 15 years. 

3. Spent ` 1,00,00,000 on an advertising campaign during the first six months. Subsequent 

sales have shown a significant improvement and it is expected this will continue for 3 years.  

4. It has commenced developing a new drug ‗Drug-A‘. The project cost would be 

`10,00,00,000. Clinical trial proved successful and such drug is expected to generate revenue 

over the next 5 years. 

Cost incurred (accumulated) till March 31, 20X1 is `5,00,00,000. 

Balance cost incurred during the financial year 20X1-20X2 is `5,00,00,000. 

5. It has also commenced developing another drug ‗Drug B‘. It has incurred `50,00,000 

towards research expenses till March 31, 20X2. The technological feasibility has not yet 

been established. 

How the above transactions will be accounted for in the books of account of X Pharmaceutical 

Ltd? 

Solution 

X Pharmaceutical Ltd. is advised as under:  

1. It should recognise the drug license as an intangible asset, because it is a separate external 

purchase, separately identifiable asset and considered successful in respect of feasibility and 

probable future cash inflows.  

The drug license should be recorded at `1,00,00,000. 

2. It should recognise the brand as an intangible asset because it is purchased as part of 

acquisition and it is separately identifiable. The brand should be amortised over a period of 15 

years. 

The brand will be recorded at `3,00,00,000. 

3. The advertisement expenses of `1,00,00,000 should be expensed off.  

4. The development cost incurred during the financial year 20X1-20X2 should be capitalised.  

Cost of intangible asset (Drug A) as on March 31, 20X2 

Opening cost        `5,00,00,000  

Development cost        `5,00,00,000  

Total cost        `10,00,00,000  

5. Research expenses of `50,00,000 incurred for developing ‗Drug B‘ should be expensed off  

since technological feasibility has not yet established 

21. An entity regularly places advertisements in newspapers advertising its products 

and includes a reply slip that informs individuals replying to the advertisement that the 

entity may pass on the individual‘s details to other sellers of similar products, unless 

the individual ticks a box in the advertisement.  

Over a period of time the entity has assembled a list of customers‘ names and addresses. 

The list is provided to other entities for a fee. The entity would like to recognise an asset in 

respect of the expected future economic benefits to be derived from the list. Can the 

customer list be treated as an intangible asset under Ind AS 38?  

Answer 

In this situation, the entity has no legal rights to the customer relationship, but exchange 

transactions have taken place that evidence separability of the asset and the control that the 
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entity is able to exercise over the asset. Therefore, the list is an intangible asset. However, the 

entity may not recognize the asset because the cost of generating the customer list internally 

cannot be distinguished from the cost of developing the business as a whole 

22. A software company X Ltd. is developing new software for the telecom industry. 

It employs 100 employs engineers trained in that particular discipline who are engaged 

in the development of the software. X Ltd. feels that it has an excellent HR policy 

and does not expect any of its employees to leave in the near future. It wants to 

recognise these set of engineers as a human resources asset in the form of an 

intangible asset. What would be your advice to X Ltd?  

Answer 

Although, without doubt the skill sets of the employees make them extremely valuable to the 

company, however it does not have control over them. Merely having good HR policies would not 

make them eligible to be recognised as an intangible asset 

23. X Ltd. has acquired a telecom license from Government to operate mobile 

telephony in two states of India. Can the cost of acquisition be capitalised as an 

intangible asset under Ind AS 38?  

Answer 

Cost of acquisition of the telecom license can be capitalised as an intangible asset under the head 

Licenses, as it will lead to future economic benefits for X Ltd 

24. X Ltd. purchased a standardised finance software at a list price of `30,00,000 

and paid `50,000 towards purchase tax which is non refundable. In addition to this, 

the entity was granted a trade discount of 5% on the initial list price. X Ltd. incurred 

cost of `7,00,000 towards customisation of the software for its intended use. X Ltd. 

purchased a 5 year maintenance contract with the vendor company of `2,00,000. At 

what cost the intangible asset will be recognised? 

Answer 

In accordance with Ind AS 38, the cost of a separately acquired intangible asset is its purchases 

price and non refundable purchase taxes, after deducting trade discounts and rebates and any 

directly attributable cost of preparing the asset for its intended use. Therefore, the initial cost of 

the asset should be:  

Amount (`) 

List price         30,00,000 

Less: trade discount (5%)      (1,50,000) 

28,50,000  

Nonrefundable purchase tax     50,000 

Customization cost       7,00,000 

Total cost         36,00,000 

The maintenance contract of `2,00,000 is an expense and therefore should be taken as a prepaid 

expense and charged to profit and loss over a period of 5 years. 

25. An Ltd incurred Rs 20 L for developing  a new product . However it has not 

been able to distinguish the research phase with development phase and showed the 

whole expenses under R&D Expenses. Wants to show appropriate amount under 

Intangible assets towards ―products rights‖ 

A. In the absence of proper distinction the whole expense will be research expense to be 

charged to P/L 

26. A company has earmarked 30% of its advertisement and sales promotion 

expenses towards brand value, every year. Auditors objected to the act. Comment 

A. Internally generated brands, publishing titles, customer lists and similar items cannot be 

recognized as intangible assets. Auditor is right. Charge them to revenue. 
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Past expenses not to be recognized as an asset 

Expenditure on an intangible item that was initially recognized as an expenseshall not be recognized 

as part of the cost of an intangible asset at a laterdate. 

 

Measurement after recognition 

 

A class of intangible assets is a grouping of assets of a similar nature and use inan entity‘s operations. 

The items within a class of intangible assets are revaluedsimultaneously to avoid selective revaluation 

of assets and the reporting ofamounts in the financial statements representing a mixture of costs 

and values asat different dates. 

 

Cost model 

After initial recognition, an intangible asset shall be carried at its cost lessany accumulated 

amortization and any accumulated impairment losses. 

 

Revaluation model 

After initial recognition, an intangible asset shall be carried at a revaluedamount, being its fair value 

at the date of the revaluation less any subsequentaccumulated amortization and any subsequent 

accumulated impairmentlosses.  

 For the purpose of revaluations under this Standard, fair value shallbe measured by reference to 

an active market.  

 Revaluations shall be madewith such regularity that at the end of the reporting period the 

carrying amount of the asset does not differ materially from its fair value. 

The revaluation model does not allow: 

(a) the revaluation of intangible assets that have not previously been recognizedas 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 atcost. However, if only 

part of the cost of an intangible asset is recognized as anasset because the asset did not meet the 

criteria for recognition until part of theway through the process, the revaluation model may 

beapplied to the whole of that asset. 

It is uncommon for an active market to exist for an intangible asset, although thismay happen. For 

example, in some jurisdictions, an active market may exist forfreely transferable taxi licenses, 

fishing licenses or production quotas. However,an active market cannot exist for brands, newspaper 

mastheads, music and filmpublishing rights, patents or trademarks, because each such asset is unique. 

Also,although intangible assets are bought and sold, contracts are negotiated betweenindividual 

buyers and sellers, and transactions are relatively infrequent. For thesereasons, the price paid for 

one asset may not provide sufficient evidence of thefair 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 theintangible assets 

being revalued. If the fair value of a revalued asset differsmaterially from its carrying amount, a 

further revaluation is necessary. Someintangible assets may experience significant and volatile 

An entity shall choose either the cost model or the revaluation model as its accounting 
policy

If an intangible asset is accounted for using the revaluation model, all the other assets 
in its class shall also be accounted for using the same model, unless there is no active 

market for those assets
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movements in fair value,thus necessitating annual revaluation. Such frequent revaluations are 

unnecessaryfor intangible assets with only insignificant movements in fair value. 

When an intangible asset is revalued, the carrying amount of that asset is adjustedto the revalued 

amount. At the date of the revaluation, the asset is treated in one ofthe following ways: 

(a) the gross carrying amount is adjusted in a manner that is consistent with therevaluation of the 

carrying amount of the asset. For example, the grosscarrying amount may be restated by 

reference to observable market data or itmay be restated proportionately to the change in the 

carrying amount. Theaccumulated amortization at the date of the revaluation is adjusted to equal 

thedifference between the gross carrying amount and the carrying amount of theasset after 

taking into account accumulated impairment losses; orthe accumulated amortization is eliminated 

against the gross carrying amountof the asset. 

(b) The amount of the adjustment of accumulated amortization forms part of theincrease or 

decrease in the carrying amount that is accounted for  

 

What of fair value of an intangible asset in a class cannot be determined? 

If an intangible asset in a class of revalued intangible assets cannot berevalued because there is no 

active market for this asset, the asset shall becarried at its cost less any accumulated amortization 

and impairment losses. 

 

What if subsequently fair value of the intangible asset cannot be determined? 

If the fair value of a revalued intangible asset can no longer be measured byreference to an active 

market, the carrying amount of the asset shall be itsrevalued amount at the date of the last 

revaluation by reference to the activemarket less any subsequent accumulated amortization and any 

subsequentaccumulated impairment losses. 

The fact that an active market no longer exists for a revalued intangible asset mayindicate that the 

asset may be impaired and that it needs to be tested in accordancewith Ind AS 36. 

If the fair value of the asset can be measured by reference to an active market at asubsequent 

measurement date, the revaluation model is applied from that date. 

 

Where is the increase in value of asset recognized? 

If an intangible asset‘s carrying amount is increased as a result of arevaluation, the increase shall be 

recognized in other comprehensive incomeand accumulated in equity under the heading of revaluation 

surplus. 

However, the increase shall be recognised in profit or loss to the extent that itreverses a revaluation 

decrease of the same asset previously recognised inprofit or loss. 

 

Where is the decrease in value of asset recognized? 

If an intangible asset‘s carrying amount is decreased as a result of arevaluation, the decrease shall 

be recognized in profit or loss. However, thedecrease shall be recognized in other comprehensive 

income to the extent ofany credit balance in the revaluation surplus in respect of that asset. 

Thedecrease recognized in other comprehensive income reduces the amountaccumulated in equity 

under the heading of revaluation surplus. 

 

When is such surplus realized? 

The cumulative revaluation surplus included in equity may be transferred directlyto retained earnings 

when the surplus is realized. The whole surplus may berealized on the retirement or disposal of the 

asset. However, some of the surplusmay be realized as the asset is used by the entity; in such a case, 

the amount of thesurplus realized is the difference between amortization based on the 

revaluedcarrying amount of the asset and amortization that would have been recognizedbased on the 
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asset‘s historical cost. The transfer from revaluation surplus toretained earnings is not made 

through profit or loss. 

27. Revaluation Model 

1. Saturn Ltd. acquired an intangible asset on 31st March 20X1 for `1,00,000. The asset 

was revalued at `1,20,000 on 31st March 20X2and `85,000 on 31st March 20X3.  

2. Jupiter Ltd. acquired an intangible asset on 31st March 20X1 for `1,00,000. The asset 

was revalued at `85,000 on 31st March 20X2 and at `1,05,000 on 31st March 20X3.  

Assuming that the year-end for both companies is 31st March, and that they both use the 

revaluation model, show how each of these transactions should be dealt with in the financial 

statements.  

Solution  

Saturn Ltd. 

` 20,000 revaluation increase on 31st March 20X2 should be credited to the revaluation reserve 

and recognised in other comprehensive income. ` 20,000 of the revaluation decrease on 31st March 

20X3 should be debited to revaluation reserve and remaining `15,000 should be recognised as an 

expense.  

Jupiter Ltd.  

` 15,000 revaluation decrease on 31st March 20X2 should be recognised as an expense in the 

Statement of Profit and loss. `15,000 out of the `20,000 increase on 31st March 20X3 should be 

recognised as income. The remaining `5,000 should be credited to revaluation reserve and 

recognised in other comprehensive income 

28. X Ltd. purchased a patent right on April 1, 20X1, for `3,00,000; which has a 

legal life of 15 years. However, due to the competitive nature of the product, the 

management estimates a useful life of only 5 years. Straight-line amortisation is 

determined by the management to be the best method. As at April 1, 20X2, 

management is uncertain that the process can actually be made economically feasible, 

and decides to write down the patent to an estimated market value of `1,50,000 and 

decides to amortise over 2 years. As at April 1, 20X3, having perfected the related 

production process, the asset is now appraised at a value of `3,00,000.  

Furthermore, the estimated useful life is now believed to be 4 more years. Determine the 

value of intangible asset at the end of each financial year? 

Solution 

Value as on March 31, 20X2 

Original cost       `3,00,000 

Less: amortisation      (`60,000)  

Net Value        `2,40,000  

 

Value as on March 31, 20X1 

On April 1, 20X2, the impairment is recorded by writing down the asset to the estimated value of 

`1,50,000, which necessitates a `90,000 charge to profit & loss (carrying value, `2,40,000 less fair 

value `1,50,000).  

Amortisation provided for the financial year 20X2-20X3 is `75,000 (`1,50,000/2) Net value is = 

`1,50,000 – `75,000 = `75,000.  

 

Value as on March 31, 20X4 

As of April 1, 20X3, the carrying value of the patent is `75,000. Revalued amount of patent is 

`3,00,000. 

Out of total revaluation gain of `2,25,000, `90,000 will be charged to profit & loss and balance 

amount of `1,35,000 – (`2,25,000 – `90,000) will be credited to revaluation reserve.  
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29. X Ltd. decides to revalue its intangible assets on April 1, 20X1. On the date of 

revaluation, the intangible assets stand at a cost of `1,00,00,000 and accumulated 

amortisation is `40,00,000. The intangible assets are revalued at `1,50,00,000. How 

should X Ltd. account for the revalued intangible assets in its books of account? 

Answer 

The intangible assets are revalued to `1,50,00,000 on an amortised replacement cost basis, which 

is a 150% increase from its original cost. Thereby applying the existing ratio of accumulated 

depreciation to the cost the revalued gross amount would be `2,50,00,000 gross and `1,00,00,000 

on amortisation 

 

Useful life 

An entity shall assess whether the useful life of an intangible asset  

 is finite 

o and, if finite, the length of, or number of production or similar units constituting, that 

useful life 

 or indefinite  

 

How to determine whether the asset has indefinite useful life? 

An intangible asset shall be regarded bythe entity as having an indefinite useful life when, based on 

an analysis of allof the relevant factors, there is no foreseeable limit to the period over whichthe 

asset is expected to generate net cash inflows for the entity. 

How is asset with definite useful life accounted? 

The accounting for an intangible asset is based on its useful life. An intangibleasset with a finite 

useful life is amortized,  

 

How is asset with indefinite life accounted? 

Anintangible asset with an indefinite useful life is not amortized but tested for impairment. 

 

What are the factors to be considered to determine the useful life of an intangible asset? 

Many factors are considered in determining the useful life of an intangible asset,including: 

(a) the expected usage of the asset by the entity and whether the asset could bemanaged 

efficiently by another management team; 

(b) typical product life cycles for the asset and public information on estimates ofuseful lives of 

similar assets that are used in a similar way; 

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

(d) the stability of the industry in which the asset operates and changes in themarket demand for 

the products or services output from the asset; 

(e) expected actions by competitors or potential competitors; 

(f) the level of maintenance expenditure required to obtain the expected futureeconomic benefits 

from the asset and the entity‘s ability and intention to reachsuch a level; 

(g) the period of control over the asset and legal or similar limits on the use of theasset, such as the 

expiry dates of related leases; and 

(h) whether the useful life of the asset is dependent on the useful life of otherassets of the entity. 

 

Does indefinite useful life mean infinite useful life? 

The term ‗indefinite‘ does not mean ‗infinite‘. The useful life of an intangibleasset reflects only that 

level of future maintenance expenditure required tomaintain the asset at its standard of 

performance assessed at the time of estimating the asset‘s useful life, and the entity‘s ability and 

intention to reach such a level. 
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A conclusion that the useful life of an intangible asset is indefinite should notdepend on planned 

future expenditure in excess of that required to maintain theasset at that standard of performance. 

Given the history of rapid changes in technology, computer software and manyother intangible assets 

are susceptible to technological obsolescence. Therefore, itwill often be the case that their useful 

life is short. Expected future reductions inthe selling price of an item that was produced using an 

intangible asset couldindicate the expectation of technological or commercial obsolescence of the 

asset,which, in turn, might reflect a reduction of the future economic benefits embodiedin the asset. 

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 prudentbasis, but it does not justify choosing a 

life that is unrealistically short. 

 

Can the amortization period exceed contractual period? 

The useful life of an intangible asset that arises from contractual or otherlegal rights shall not 

exceed the period of the contractual or other legalrights, but may be shorter depending on the 

period over which the entityexpects to use the asset.  

 

What if contractual terms can be renewed? 

If the contractual or other legal rights are conveyedfor a limited term that can be renewed, the 

useful life of the intangible assetshall include the renewal period(s) only if there is evidence to 

supportrenewal by the entity without significant cost. The useful life of a reacquiredright recognized 

as an intangible asset in a business combination is theremaining contractual period of the contract in 

which the right was grantedand shall not include renewal periods. 

 

There may be both economic and legal factors influencing the useful life of an intangible asset. 

Economic factors determine the period over which futureeconomic benefits will be received by the 

entity. Legal factors may restrict theperiod over which the entity controls access to these benefits. 

The useful life isthe shorter of the periods determined by these factors. 

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

contractual or other legal rights without significant cost: 

(a) there is evidence, possibly based on experience, that the contractual or other legal rights will be 

renewed. If renewal is contingent upon the consent of athird party, this includes evidence that the 

third party will give its consent; 

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

(c) the cost to the entity of renewal is not significant when compared with thefuture economic 

benefits expected to flow to the entity from renewal. 

If the cost of renewal is significant when compared with the future economic benefits 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 method 

 The depreciable amount of an intangible asset with a finite useful life shall be allocated on a 

systematic basis over its useful life.  

 Amortization shall beginwhen the asset is available for use, ie when it is in the location and 

conditionnecessary for it to be capable of operating in the manner intended bymanagement. 

 Amortization shall cease at the earlier of the date that the assetis classified as held for sale (or 

included in a disposal group that is classified as held for sale) in accordance with Ind AS 105 and 

the date that the asset isderecognized.  
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 The amortization method used shall reflect the pattern inwhich the asset‘s future economic 

benefits are expected to be consumed bythe entity. If that pattern cannot be determined 

reliably, the straight-linemethod shall be used.  

 The amortizationcharge for each period shall be recognized in profit or loss unless this or 

another Standard permit orrequires it to be included 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 thestraight-line method, the diminishing 

balance method and the units of productionmethod. The method used is selected on the basis of the 

expected pattern ofconsumption of the expected future economic benefits embodied in the asset 

andis applied consistently from period to period, unless there is a change in theexpected pattern of 

consumption of those future economic benefits. 

There is a rebuttable presumption that an amortization method that is based on the revenue 

generated by an activity that includes the use of an intangible asset isinappropriate. The revenue 

generated by an activity that includes the use of anintangible asset typically reflects factors that 

are not directly linked to theconsumption of the economic benefits embodied in the intangible asset. 

Forexample, revenue is affected by other inputs and processes, selling activities andchanges in sales 

volumes and prices. The price component of revenue may be affected by inflation, which has no 

bearing upon the way in which an asset is consumed. This presumption can be overcome only in the 

limited circumstances: 

(a) in which the intangible asset is expressed as a measure of revenue, as described in paragraph 98C; 

or 

(b) when it can be demonstrated that revenue and the consumption of the economic benefits of the 

intangible asset are highly correlated. 

In choosing an appropriate amortization method in accordance with paragraph 98, an entity could 

determine the predominant limiting factor that is inherent in theintangible asset. For example, the 

contract that sets out the entity‘s rights over itsuse of an intangible asset might specify the entity‘s 

use of the intangible asset as apredetermined number of years (i.e. time), as a number of units 

produced or as afixed total amount of revenue to be generated. Identification of such apredominant 

limiting factor could serve as the starting point for the identificationof the appropriate basis of 

amortization, but another basis may be applied if it more closely reflects the expected pattern of 

consumption of economic benefits. 

In the circumstance in which the predominant limiting factor that is inherent in an intangible asset is 

the achievement of a revenue threshold, the revenue to begenerated can be an appropriate basis for 

amortization. For example, an entitycould acquire a concession to explore and extract gold from a 

gold mine. Theexpiry of the contract might be based on a fixed amount of total revenue to 

begenerated from the extraction (for example, a contract may allow the extraction ofgold from the 

mine until total cumulative revenue from the sale of gold reachesRs.2 billion) and not be based on 

time or on the amount of gold extracted. In another example, the right to operate a toll road could 

be based on a fixed totalamount of revenue to be generated from cumulative tolls charged (for 

example, acontract could allow operation of the toll road until the cumulative amount of 

tollsgenerated from operating the road reaches Rs.100 million). In the case in whichrevenue has been 

established as the predominant limiting factor in the contract forthe use of the intangible asset, the 

revenue that is to be generated might be anappropriate basis for amortizing the intangible asset, 

provided that the contract specifies a fixed total amount of revenue to be generated on which 

amortization is to be determined. 

Amortization is usually recognized in profit or loss. However, sometimes the future economic 

benefits embodied in an asset are absorbed in producing otherassets. In this case, the amortization 

charge constitutes part of the cost of the otherasset and is included in its carrying amount. For 
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example, the amortization ofintangible assets used in a production process is included in the carrying 

amountof inventories (see Ind AS 2, Inventories). 

 

 

 

Example: An acquired customer list 

A direct-mail marketing company acquires a customer list and expects that it will be able to derive 

benefit from the information on the list for at least one year, but no more than three years.  

The customer list would be amortised over management‘s best estimate of its useful life, say 18 

months. Although the direct-mail marketing company may intend to add customer names and other 

information to the list in the future, the expected benefits of the acquired customer list relate 

only to the customers on that list at the date it was acquired. The customer list also would be 

reviewed for impairment in accordance with Ind AS 36, Impairment of Assets, by assessing at the 

end of each reporting period whether there is any indication that the customer list may be 

impaired 

Example: An acquired patent that expires in 15 years 

The product protected by the patented technology is expected to be a source of net cash inflows 

for at least 15 years. The entity has a commitment from a third party to purchase that patent in 

five years for 60 per cent of the fair value of the patent at the date it was acquired, and the 

entity intends to sell the patent in five years. 

The patent would be amortised over its five-year useful life to the entity, with a residual value 

equal to the present value of 60percent of the patent‘s fair value at the date it was acquired. It 

may be noted that the estimated useful life has to be considered with reference to the entity only 

though the total life of the patent is much higher i.e., 15 years. The patent would also be reviewed 

for impairment in accordance with Ind AS 36 by assessing at the end of each reporting period 

whether there is any indication that it may be impaired 

Example : An acquired copyright that has a remaining legal life of 50 years 

An analysis of consumer habits and market trends provides evidence that the copyrighted material 

will generate net cash inflows for only 30 more years.  

It needs to be noted that although the remaining legal life of the patent is 50 years, however the 

useful life from the entity‘s perspective is only 30 years. The copyright would be amortised over 

its 30-years estimated useful life. The copyright also would be reviewed for impairment in 

accordance with Ind AS 36 by assessing at the end of each reporting period whether there is any 

indication that it may be impaired 

Example A: An acquired broadcasting licence that expires in five years 

The broadcasting licence is renewable every 10 years if the entity provides at least an average 

level of service to its customers 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. The acquiring entity intends to renew the licence indefinitely and evidence 

supports its 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 the 

entity‘s net cash inflows indefinitely. 

The broadcasting licence would be treated as having an indefinite useful life because it is expected 

to contribute to the entity‘s net cash inflows indefinitely. Therefore, the licence would not be 

amortised until its useful life is determined to be finite. The licence would be tested for 

impairment in accordance with Ind AS 36 annually and whenever there is an indication that it may 

be impaired 

Example : The broadcasting licence in Example A 
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The licensing authority subsequently decides that it will no longer renew broadcasting licences, but 

rather will auction the licences. At the time the licensing authority‘s decision is made, the entity‘s 

broadcasting licence has three years until it expires. The entity expects that the licence will 

continue to contribute to net cash inflows until the licence expires. 

Because the broadcasting licence can no longer be renewed, its useful life is no longer indefinite. 

Thus, the acquired licence would be amortised over its remaining three-year useful life and 

immediately tested for impairment in accordance with Ind AS 36 

Example : An acquired airline route authority between two European cities that expires in 

three years 

The route authority may be renewed every five years, and the acquiring entity intends to comply 

with the applicable rules and regulations surrounding renewal. Route authority renewals are 

routinely granted at a minimal cost and historically have been renewed when the airline has 

complied with the applicable rules and regulations. The acquiring entity expects to provide service 

indefinitely between the two cities from its hub airports and expects that the related supporting 

infrastructure (airport gates, slots, and terminal facility leases) will remaining place at those 

airports for as long as it has the route authority. An analysis of demand and cash flows supports 

those assumptions.  

Because the facts and circumstances support the acquiring entity‘s ability to continue providing air 

service indefinitely between the two cities, the intangible asset related to the route authority is 

treated as having an indefinite useful life. Therefore, the route authority would not be amortised 

until its useful life is determined to be finite. It would be tested for impairment in accordance 

with Ind AS 36 annually and whenever there is an indication that it may be impaired 

Example: An acquired trade mark used to identify and distinguish a leading consumer product 

that has been a market-share leader for the past eight years 

The trademark has a remaining legal life of five years but is renewable every 10 years at little 

cost. The acquiring entity intends to renew the trademark continuously and evidence supports its 

ability to do so. An analysis of (1) product life cycle studies, (2) market, competitive and 

environmental trends, and (3) brand extension opportunities provides evidence that the 

trademarked product will generate net cash inflows for the acquiring entity for an indefinite 

period.  

The trademark would be treated as having an indefinite useful life because it is expected to 

contribute to net cash inflows indefinitely. Though the remaining legal life is five years, the 

possibility that it can be renewed every ten years and the entity‘s intention to renew the same 

leads to the conclusion that the trademark has an indefinite useful life. Therefore, the trademark 

would not be amortised until its useful life is determined to be finite. It would be tested for 

impairment in accordance with Ind AS 36 annually and whenever there is an indication that it may 

be impaired 

Example: A trademark acquired 10 years ago that distinguishes a leading consumer product  

The trademark was regarded as having an indefinite useful life when it was acquired because the 

trademarked product was expected to generate net cash inflows indefinitely. However, unexpected 

competition has recently entered the market and will reduce future sales of the product. 

Management estimates that net cash inflows generated by the product will be 20 per cent less for 

the foreseeable future. However, management expects that the product will continue to generate 

net cash inflows indefinitely at those reduced amounts. 

As a result of the projected decrease in future net cash inflows, the entity determines that the 

estimated recoverable amount of the trademark is less than its carrying amount, and an impairment 

loss is recognised. Because it is still regarded as having an indefinite useful life, the trademark 

would continue not to be amortised but would be tested for impairment in accordance with Ind AS 

36 annually and whenever there is an indication that it maybe impaired. 
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Example : Trademark for a line of products that was acquired several years ago in a business  

combination 

At the time of the business combination the acquiree had been producing the line of products for 

35 years with many new models developed under the trademark. At the acquisition date the 

acquirer expected to continue producing the line, and an analysis of various economic factors 

indicated there was no limit to the period the trademark would contribute to net cash inflows. 

Consequently, the trademark was not amortized by the acquirer. However, management has 

recently decided that production of the product line will be discontinued over the next four years.  

Because the useful life of the acquired trademark is no longer regarded as indefinite, the carrying 

amount of the trademark would be tested for impairment in accordance with Ind AS 36 and 

amortized over its remaining four-year useful life 

 

30. X Limited engaged in the business of manufacturing fertilisers entered into a 

technical collaboration agreement with a foreign company Y Limited. As a result, Y 

Limited would provide the technical know-how enabling X Limited to manufacture 

fertiliser in a more efficient way. X Limited paid `10,00,00,000 for the use of know-

how for a period of 5 years. X Limted estimates the production of fertiliser as 

follows: 

Year         (in metric tons) 

1          50,000 

2          70,000 

3          1,00,000 

4          1,20,000 

5          1,10,000 

At the end of the 1st year, it achieved its targeted production. At the end of 2nd year, 

65,000 metric tons of fertiliser was being manufactured, and X Limited considered to revise 

the estimates for the next 3 years. The revised figures are 85,000, 1,05,000 and 1,15,000 

metric tons for year 3, 4 & 5 respectively. 

How will X Limited amorise the technical know-how fees as per Ind AS 38? 

Solution 

Based on the above data, it may be suitable for X Ltd. to use unit of production method for 

amortisation of techinical know-how.  

The total estimated unit to be produced 4,50,00 MT. The technical know-how will be amortized on 

the basis of the ratio of yearly production to total production. 

The first-year charge should be a proportion of 50,000/4,50,000 on `10,00,00,000 

= 1,11,11,111.  

At the end of 2nd year, as per revised estimate the total number of units to be produced are 

4,20,000 MT.  

The amortization for second year will be 65,000/4,20,000, and so on for remaining years unless 

the estimates are again revised.  

The difference in amortization for first year due to revision in estimates would also be provided in 

2nd year. The actual amortization provided for the 1st year is `1,11,11,111. The amortization that 

would have provided on revised estimates is 50,000/4,20,000 on ` 10,00,00,000 = `1,19,04,762.  

So, difference of `7,93,651 (`1,19,04,762 – `1,11,11,111) would also be provided in 2nd year.  

31. X Ltd. purchased a franchise from a restaurant chain at a cost of 

`1,00,00,000 and the franchise has 10 years life. In addition, the franchise 

agreement mentions that the franchisee would also pay the franchisor royalty as a 

percentage of sales made. Can the franchise rights be treated as an intangible asset 

under Ind AS 38? 
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Answer 

The franchise rights meet the identification criterion in the definition of an intangible asset Since 

it arises from the contractual rights. It is acquired separately and its cost can be measured 

reliably. In addition, X Ltd. will have future economic benefits and control over them from the 

franchise rights. 

X Ltd. should recognise the franchise right as intangible asset and amortise it over 10 years. 

Royalty as a percentage of sales paid to the franchisor would be a charge to the profit and loss in 

the books of the X Ltd 

32. A ltd., having turnover in excess of Rs.100 crores got territorial rights to use a 

Brand for 20 years. A Ltd., paid upfront Rs. 10 crores as non-refundable deposit. If 

pre-mature termination takes place from either party, than balance amount would be 

refunded considering Rs.50 lakhs p.a. as usage fees. A Ltd. is unsure as to whether 

Territorial rights would give rise to intangible asset and if so, what should be the 

amortization period, 10 or 20 years? 

A. Territorial rights are akin to marketing rights. By definition an intangible asset is an identifiable 

non-monetary asset, without physical substance, held for use in the production or supply of goods 

or services, for rental to others or for administrative purposes. Further, Ind AS 38 also 

mentions that an intangible asset should be recognized if, and only if. 

    (a) it is probable that the future economic benefits that are attributable to the asset will flow 

to the enterprise and 

    (b) the cost of the asset can be measured reliably. 

     From above, it emerges that territorial rights are identifiable, the enterprise through 

agreement has control over it, future economic benefits will arise from exploitation of those 

rights and there is a specific cost attached to those rights. Since Territorial rights meet the 

definition and recognition criteria, the same will be considered as an Intangible asset.  

     The second and important question is whether amortization period should be 10 or 20 years. 

Since there is persuasive evidence that the intangible asset is available for use for 20 years and 

that economic benefits are expected to flow from use of such asset, A Ltd. 

    can amortize the territorial rights over a period of 20 years in preference to 10 years as 

stipulated in the bench mark treatment by Ind AS. 

    However, A Ltd. is well advised to carryout out the impairment test on an annual basis in respect 

of such intangible asset. 

33. A company decides to amortize the cost of its licensee rights for movie 

distribution as 8:1:1:5:1:1:2 over 7 year period with the reasoning that it expects to 

reap good revenues after every two year break, with a renewed launch of the movie in 

the market .Comments 

A. The method of amortization shall reflect the  pattern in which economic benefits are 

accrued to the company . If there are empirical evidences to the claim of the company from past, 

the method can be accepted. Otherwise straight line method may be used. 

34. Swift Ltd. acquired a patent at a cost of Rs. 80,00,000 for a period of 5 years 

and the product life-cycle is also 5 years. The company capitalized the cost and 

started amortizing the asset at Rs. 10,00,000 per annum. After two years it was 

found that the product life-cycle may continue for another 5 years from then. The net 

cash flows from the product during these 5 years were expected to be Rs. 36,00,000, 

Rs. 46,00,000, Rs. 44,00,000, Rs. 40,00,000 and Rs. 34,00,000. Find out the 

amortization cost of the patent for each of the years.  

Solution  

Swift Limited amortised Rs. 10,00,000 per annum for the first two years i.e. Rs. 20,00,000. The 

remaining carrying cost can be amortized during next 5 years on the basis of net cash flows arising 
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from the sale of the product. The amortisation may be found as follows: 

Year  Net cash flows  

Rs.  

Amortization Ratio  Amortization 

Amount  

Rs.  

I  -  0.125  10,00,000* 

II  -  0.125  10,00,000  

III  36,00,000  0.180  10,80,000  

IV  46,00,000  0.230  13,80,000  

V  44,00,000  0.220  13,20,000  

VI  40,00,000  0.200  12,00,000  

VII  34,00,000  0.170  10,20,000  

Total  2,00,00,000  1.000  80,00,000  

It may be seen from above that from third year onwards, the balance of carrying amount i.e., Rs. 

60,00,000 has been amortized in the ratio of net cash flows arising from the product of Swift Ltd. 

*It has been assumed that the company had amortized the patent at Rs. 10,00,000 per annum in 

the first two years on the basis of economic benefits derived from the product manufactured 

under the patent.   

Note: The answer has been given on the basis that the patent is renewable and Swift Ltd. got it 

renewed after expiry of five years. 

 

Residual value 

 

The depreciable amount of an asset with a finite useful life is determined afterdeducting its residual 

value. A residual value other than zero implies that an entityexpects 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 similarasset that has reached the end of its 

useful life and has operated under conditionssimilar to those in which the asset will be used. The 

residual value is reviewed atleast at each financial year-end. A change in the asset‘s residual value 

isaccounted for as a change in an accounting estimate in accordance with Ind AS 8,Accounting 

Policies, Changes in Accounting Estimates and Errors. 

 

What if residual value is greater than carrying amount? 

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

asset‘s carrying amount. If it does, the asset‘s amortization chargeis zero unless and until its residual 

value subsequently decreases to an amountbelow the asset‘s carrying amount. 

 

Review of amortization period and amortization method 

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 at the end of its useful 
life; or

there is an active market (as defined in Ind AS 113) for the 
asset and

residual value can be 
determined by reference to 

that market; and

it is probable that such a 
market will exist at the end 

of the asset‘s useful life
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The amortization period and the amortization method for an intangible asset with a finite useful life 

shall be reviewed at least at each financial year-end. Ifthe expected useful life of the asset is 

different from previous estimates, theamortization period shall be changed accordingly. If there 

has been a changein the expected pattern of consumption of the future economic benefitsembodied 

in the asset, the amortization method shall be changed to reflect the changed pattern. Such changes 

shall be accounted for as changes inaccounting estimates in accordance with Ind AS 8. 

During the life of an intangible asset, it may become apparent that the estimate of its useful life is 

inappropriate. For example, the recognition of an impairment lossmay indicate that the amortization 

period needs to be changed. 

Over time, the pattern of future economic benefits expected to flow to an entity from an intangible 

asset may change. For example, it may become apparent that adiminishing balance method of 

amortization is appropriate rather than a straight-line method. Another example is if use of the 

rights represented by a license isdeferred pending action on other components of the business plan. 

In this case,economic benefits that flow from the asset may not be received until later periods. 

 

Intangible assets with indefinite useful lives 

An intangible asset with an indefinite useful life shall not be amortized. 

In accordance with Ind AS 36, an entity is required to test an intangible asset with an indefinite 

useful life for impairment by comparing its recoverable amount withits carrying amount 

(a) annually, and 

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

 

Review of useful life assessment 

The useful life of an intangible asset that is not being amortized shall be reviewed each period to 

determine whether events and circumstancescontinue to support an indefinite useful life assessment 

for that asset. If theydo not, the change in the useful life assessment from indefinite to finite 

shallbe accounted for as a change in an accounting estimate in accordance with Ind AS 8. 

In accordance with Ind AS 36, reassessing the useful life of an intangible asset as finite rather than 

indefinite is an indicator that the asset may be impaired. As aresult, the entity tests the asset for 

impairment by comparing its recoverableamount, determined in accordance with Ind AS 36, with its 

carrying amount, andrecognizing any excess of the carrying amount over the recoverable amount as 

animpairment loss. 

 

Recoverability of the carrying amount—impairment losses 

To determine whether an intangible asset is impaired, an entity applies Ind AS 36.That Standard 

explains when and how an entity reviews the carrying amount of itsassets, how it determines the 

recoverable amount of an asset and when itrecognizes or reverses an impairment loss. 

 

Retirements and disposals 

An intangible asset shall be derecognized: 

(a) on disposal; or 

(b) when no future economic benefits are expected from its use or disposal. 

The gain or loss arising from the derecognition of an intangible asset shall be determined as the 

difference between the net disposal proceeds, if any, andthe carrying amount of the asset. It shall 

be recognized in profit or loss whenthe asset is derecognized (unless Ind AS 17 requires otherwise 

on a sale andleaseback). Gains shall not be classified as revenue. 

The disposal of an intangible asset may occur in a variety of ways (eg by sale, by entering into a 

finance lease, or by donation). The date of disposal of anintangible asset is the date that the 

recipient obtains control of that asset inaccordance with the requirements for determining when a 
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performance obligationis satisfied in Ind AS 115, Revenue from Contracts with Customers. Ind AS 

17applies to disposal by a sale and leaseback. 

If in accordance with the recognition principle in paragraph 21 an entity recognizes in the carrying 

amount of an asset the cost of a replacement for part ofan 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 thereplaced part, it may use the cost of the replacement as an indication of what thecost 

of the replaced part was at the time it was acquired or internally generated. 

In the case of a reacquired right in a business combination, if the right is subsequently reissued 

(sold) to a third party, the related carrying amount, if any,shall be used in determining the gain or 

loss on reissue. 

The amount of consideration to be included in the gain or loss arising from the derecognition of an 

intangible asset is determined in accordance with therequirements for determining the transaction 

price 

Subsequent changes to the estimated amount of the consideration included in the gain or loss shall be 

accounted for in accordance with the requirements forchanges in the transaction price in Ind AS 115. 

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 depreciatedor is classified as held for sale (or 

included in a disposal group that is classified asheld for sale) in accordance with Ind AS 105. 

 

Disclosure 

General 

An entity shall disclose the following for each class of intangible assets, distinguishing between 

internally generated intangible assets and otherintangible assets: 

(a) whether the useful lives are indefinite or finite and, if finite, the usefullives or the amortisation 

rates used; 

(b) the amortisation 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 profit and loss in which anyamortisation of intangible assets 

is included; 

(e) a reconciliation of the carrying amount at the beginning and end of the period showing: 

i. additions, indicating separately those from internaldevelopment, those acquired separately, 

and those acquiredthrough business combinations; 

ii. assets classified as held for sale or included in a disposal groupclassified as held for sale in 

accordance with Ind AS 105 andother disposals; 

iii. increases or decreases during the period resulting fromrevaluations and fromimpairment 

losses recognised or reversed in othercomprehensive income in accordance with Ind AS 36 (if 

any); 

iv. impairment losses recognised in profit or loss during the period in accordance with Ind AS 36 

(if any); 

v. impairment losses reversed in profit or loss during the period in accordance with Ind AS 36 (if 

any); 

vi. any amortisationrecognised during the period; 

vii. net exchange differences arising on the translation of the financial statements into the 

presentation currency, and on thetranslation of a foreign operation into the presentation 

currency of the entity; and 

viii. other changes in the carrying amount during the period. 
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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: 

(a) brand names; 

(b) mastheads and publishing titles; 

(c) computer software; 

(d) licences and franchises; 

(e) copyrights, patents and other industrial property rights, service and operating rights; 

(f) recipes, formulae, models, designs and prototypes; and 

(g) intangible assets under development. 

The classes mentioned above are disaggregated (aggregated) into smaller (larger) classes if this 

results in more relevant information for the users of the financialstatements. 

An entity discloses information on impaired intangible assets in accordance with Ind AS 36 in 

addition to the information required by paragraph 118(e)(iii)–(v). 

Ind AS 8 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 expectedto have a material effect in 

subsequent periods. Such disclosure may arise fromchanges in: 

(a) the assessment of an intangible asset‘s useful life; 

(b) the amortisation method; or 

(c) residual values. 

An entity shall also disclose: 

(a) for an intangible asset assessed as having an indefinite useful life, the carrying amount of that 

asset and the reasons supporting theassessment of an indefinite useful life. In giving these 

reasons, theentity 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‘sfinancial statements. 

(c) for intangible assets acquired by way of a government grant andinitially recognised at fair value 

(a) the fair value initially recognised for these assets; 

(b) their carrying amount; and 

(c) whether they are measured after recognition under the cost model or the revaluation model. 

(d) the existence and carrying amounts of intangible assets whose title is restricted and the carrying 

amounts of intangible assets pledged assecurity for liabilities. 

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

 

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 

 

Intangible assets measured after recognition using the revaluation model 

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

(a) by class of intangible assets: 

i. the effective date of the revaluation; 

ii. the carrying amount of revalued intangible assets; and 

iii. the carrying amount that would have been recognised had therevalued class of intangible 

assets been measured afterrecognition using the cost model;and 

(b) the amount of the revaluation surplus that relates to intangible assets at the beginning and end of 

the period, indicating the changes during the period and any restrictions on the distribution of 

the balance toshareholders. 
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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 resultin the combination of a class of 

intangible assets that includes amounts measuredunder both the cost and revaluation models. 

 

Research and development expenditure 

An entity shall disclose the aggregate amount of research and development expenditure recognized 

as an expense during the period. 

Research and development expenditure comprises all expenditure that is directly attributable to 

research or development activities  

 

Other information 

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

(a) a description of any fully amortized intangible asset that is still in use; and 

(b) a brief description of significant intangible assets controlled by the entity but not recognized as 

assets because they did not meet the recognitioncriteria in this Standard or because they were 

acquired or generated beforethis standard was effective. 

 

 

Intangible Assets—Web Site Costs 
Issue 

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 externalaccess may be used for various purposes 

such as to promote and advertise anentity‘s own products and services, provide electronic services, 

and sell productsand services. A web site designed for internal access may be used to storecompany 

policies and customer details, and search relevant information. 

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

(a) Planning – includes undertaking feasibility studies, defining objectives and specifications, 

evaluating alternatives and selecting preferences. 

(b) Application and Infrastructure Development – includes obtaining adomain name, purchasing and 

developing hardware and operatingsoftware, installing developed applications and stress testing. 

(c) Graphical Design Development – includes designing the appearance of web pages. 

(d) Content Development – includes creating, purchasing, preparing anduploading information, either 

textual or graphical in nature, on the website before the completion of the web site‘s development. 

This informationmay either be stored in separate databases that are integrated into (oraccessed 

from) the web site or coded directly into the web pages. 

Once development of a web site has been completed, the Operating stage begins. During this stage, 

an entity maintains and enhances the applications,infrastructure, graphical design and content of the 

web site. 

When accounting for internal expenditure on the development and operation of an entity‘s own web 

site for internal or external access, the issues are: 

(a) whether the web site is an internally generated intangible asset that is subject to the 

requirements of Ind AS 38; and 

(b) the appropriate accounting treatment of such expenditure. 

This Appendix does not apply to expenditure on purchasing, developing, and operating hardware (eg 

web servers, staging servers, production servers andInternet connections) of a web site. Such 

expenditure is accounted for under IndAS 16. Additionally, when an entity incurs expenditure on an 

Internet serviceprovider hosting the entity‘s web site, the expenditure is recognised as an 

expenseunder Ind AS 1 and the Framework for the Preparation and Presentation of Financial 
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Statements in accordance with Indian Accounting Standards issued by The Institute of Chartered 

Accountants of India when theservices are received. 

 

Ind AS 38 does not apply to intangible assets held by an entity for sale in the ordinary course of 

business (see Ind AS 2 and Ind AS 115) or leases that fallwithin the scope of Ind AS 17. Accordingly, 

this Appendix does not apply toexpenditure on the development or operation of a web site (or web 

site software)for sale to another entity. When a web site is leased under an operating lease, 

thelessor applies this Appendix. When a web site is leased under a finance lease, thelessee applies 

this Appendix after initial recognition of the leased asset. 

 

Accounting Principles 

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 therequirements of Ind AS 38. 

A web site arising from development shall be recognized as an intangible asset if, and only if, in 

addition to complying with the general requirements described inparagraph 21 of Ind AS 38 for 

recognition and initial measurement, an entity cansatisfy the requirements in paragraph 57 of Ind AS 

38. In particular, an entitymay be able to satisfy the requirement to demonstrate how its web site 

willgenerate probable future economic benefits in accordance with Ind AS 38 when, for example, the 

web site is capable of generating revenues, including direct revenues from enabling orders to be 

placed. An entity is not ableto demonstrate how a web site developed solely or primarily for 

promoting andadvertising its own products and services will generate probable future 

economicbenefits, and consequently all expenditure on developing such a web site shall berecognized 

as an expense when incurred. 

Any internal expenditure on the development and operation of an entity‘s own web site shall be 

accounted for in accordance with Ind AS 38. The nature of eachactivity for which expenditure is 

incurred (eg training employees and maintainingthe web site) and the web site‘s stage of development 

or post-development shallbe evaluated to determine the appropriate accounting treatment. For 

example: 

(a) the Planning stage is similar in nature to the research phase in Ind AS 38. Expenditure incurred in 

this stage shall be recognisedas an expense when it is incurred. 

(b) the Application and Infrastructure Development stage, the GraphicalDesign stage and the 

Content Development stage, to the extent thatcontent is developed for purposes other than to 

advertise and promote anentity‘s own products and services, are similar in nature to the 

development phase in Ind AS 38. Expenditure incurred in these stages shall be included in the cost of 

a web siterecognised as an intangible when the expenditure can be directly attributed and is 

necessaryto 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 thatadvertises and promotes an entity‘s own products and services) specifically for a 

web site, or expenditure to enable use of the content (eg a fee for acquiring a licence to reproduce) 

on the web site, shall beincluded in the cost of development when this condition is met. However,in 

accordance with Ind AS 38, expenditure on anintangible item that was initially recognised as an 

expense in previous financial statements shall not be recognised as part of the cost of anintangible 

asset at a later date (eg if the costs of a copyright have beenfully amortised, and the content is 

subsequently provided on a web site). 

(c) expenditure incurred in the Content Development stage, to the extent that content is developed 

to advertise and promote an entity‘s own productsand services (eg digital photographs of products), 

shall be recognised as anexpense when incurred in accordance with Ind AS 38. 

For example, when accounting for expenditure on professional services for taking digital photographs 

of an entity‘s own products and for enhancingtheir display, expenditure shall be recognised as an 
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expense as theprofessional services are received during the process, not when the digitalphotographs 

are displayed on the web site. 

(d) the Operating stage begins once development of a web site is complete. Expenditure incurred in 

this stage shall be recognised as an expense whenit is incurred unless it meets the recognition 

criteria in of IndAS 38. 

A web site that is recognised as an intangible asset under this Appendix shall be measured after 

initial recognition by applying the requirementsof Ind AS 38. The best estimate of a web site‘s useful 

lifeshould be short. 

 

Particular Ind AS 38 AS 26 

Exclusions: 

 

Ind AS 38 does not include any such 

exclusion specifically as these are covered 

by other accounting standards.  

Ind AS 38 contains a scope exclusion with 

regard to the amortization method for 

intangible assets arising from service 

concession arrangements in respect of toll 

roads recognized in the financial 

statements before the beginning of the 

first Ind AS financial reporting period as 

per the previous GAAP, i.e., Schedule II to 

the Companies Act, 2013 

Paragraph 5 of AS 26, does not apply 

to accounting issues of specialized 

nature that arise in respect of 

accounting for discount or premium 

relating to borrowings and ancillary 

costs incurred in connection with the 

arrangement of borrowings, share 

issue expenses and discount allowed 

on the issue of shares. 

 

Definition of  

Intangible 

Assets 

Ind AS 38, the requirement for the asset 

to be held for use in the production or 

supply of goods or services, for rental to 

others, or for administrative purposes has 

been removed from the definition of an 

intangible asset 

AS 26 standard defines an intangible 

asset as an identifiable non-

monetary asset without physical 

substance held for use in the 

production or supply of goods or 

services, for rental to others, or for 

administrative purposes 

Identifiability Ind AS 38 provides detailed guidance in 

respect of identifiability.  

AS 26 does not define 

‗identifiability‘, but states that an 

intangible asset could be 

distinguished clearly from goodwill if 

the asset was separable, but that 

separability was not a necessary 

condition for  

identifiability. 

Separately 

Acquired  

Intangible 

Assets 

As per Ind AS 38, in the case of 

separately acquired intangibles, the 

criterion of probable inflow of expected 

future economic benefits is always 

considered satisfied, even if there is 

uncertainty about the timing or the amount 

of the inflow 

There is no such provision in AS 26 

 

Revenue 

Based  

Amortization 

Method 

In Ind AS 38 there is a rebuttable 

presumption that an amortisation method 

that is based on the revenue generated by 

an activity that includes the use of an 

intangible asset is inappropriate.  

AS 26 does not specifically deal with 

revenue based amortisation method 
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Ind AS 38 allows use of revenue based 

method of amortisation of intangible asset, 

in a limited way 

Payment 

Deferred  

beyond  

Normal  

Credit Terms 

Under Ind AS 38, if payment for an 

intangible asset is deferred beyond normal 

credit terms, the difference between this 

amount and the total payments is 

recognised as interest expense over the 

period of credit unless it is capitalised as 

per Ind AS 23 

There is no such provision in AS 26 

Intangible 

Assets  

acquired in 

Business  

Combination 

Ind AS 38 deals in detail in respect of 

intangible assets acquired in a business  

combination 

AS 26 refers only to intangible 

assets acquired in an amalgamation in 

the nature of purchase and does not 

refer to business combinations as a 

whole. 

Subsequent  

Expenditure 

on in Process 

Research and 

Development  

Project 

Ind AS 38 gives guidance for the 

treatment of such expenditure 

AS 26 is silent regarding the 

treatment of subsequent 

expenditure on an in-process 

research and development project 

acquired in a business combination 

Intangible 

Assets  

Acquired in  

Exchange 

Ind AS 38 requires that if an intangible 

asset is acquired in exchange of a non-

monetary asset, it should be recognised at 

the fair value of the asset given up 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. 

AS 26 requires the principles of AS 

10 to be followed which require that 

when an asset is acquired in 

exchange for another asset, its cost 

is usually determined by reference 

to the fair market value of the 

consideration given. It may be 

appropriate to consider also the fair 

market value of the asset acquired if 

this is more clearly evident. An 

alternative accounting treatment to 

record the asset acquired at the net 

book value of the asset given up; in 

each case an adjustment is made for 

any balancing receipt or payment of 

cash or other consideration also 

Intangible 

Assets 

acquired Free 

of Charge or 

for a Nominal  

Consideration 

by way of 

Government 

Grant  

As per Ind AS 38, when intangible assets 

are acquired free of charge or for nominal 

consideration by way of government grant, 

an entity should, in accordance with Ind 

AS 20, record both the grant and the 

intangible asset at fair value 

As per AS 26, intangible assets 

acquired free of charge or for 

nominal consideration by way of 

government grant is recognised at 

nominal value or at acquisition cost, 

as appropriate plus any expenditure 

that is attributable to making the 

asset ready for intended use 

Useful Life 

of an  

Intangible 

That rebuttable presumption is not there 

in Ind AS 38. Ind AS 38 recognizes that 

the useful life of an intangible asset can 

AS 26 is based on the assumption 

that the useful life of an intangible 

asset is always finite, and includes a 
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Asset even be indefinite subject to fulfillment of 

certain conditions, in which case it should 

not be amortized but should be tested for 

impairment 

rebuttable presumption that the 

useful life cannot exceed ten years 

from the date the asset is available 

for use 

Guidance on 

Certain 

Issues 

In Ind AS 38, guidance is available on 

cessation of capitalisation of expenditure, 

de-recognition of a part of an intangible 

asset and useful life of a reacquired right 

in a business combination 

There is no such guidance in AS 26 

on these aspects 

Valuation 

Model as  

Accounting 

Policy 

Ind AS 38 permits an entity to choose 

either the cost model or the revaluation 

model as its accounting policy 

In AS 26, revaluation model is not 

permitted 

Intangible 

Assets  

recognised as 

an  

Expense 

Ind AS 38 provides more guidance on 

recognition of intangible items recognised 

as expense. 

Ind AS 38 clarifies that in respect of 

prepaid expenses, recognition of an asset 

would be permitted only upto the point at 

which the entity has the right to access 

the goods or upto the receipt of services 

Further, unlike AS 26 mail order 

catalogues have been specifically 

identified as a form of advertising 

and promotional activities which are 

required to be expensed. 

Contractual 

or Legal 

Rights may 

be Shorter 

than Legal  

Life 

Ind AS 38 acknowledges that the useful 

life of an intangible asset arising  

from contractual or legal rights maybe 

shorter than the legal life 

AS 26 does not include such a 

provision 

Amortisation 

Lower  

than under 

SLM 

Ind AS 38 does not contain any such 

provision 

As per AS 26, there will rarely,  

if ever, be persuasive evidence to 

support an amortisation method for 

intangible assets that results in a 

lower amount of accumulated 

amortisation than under straight-line 

method. 

Subsequent  

Increase of 

Residual 

Value for 

Changes in  

Prices or 

Value 

Under Ind AS 38, the residual value is 

reviewed at least at each financial year-

end. If it increases to an amount equal to 

or greater than the asset‘s carrying 

amount, amortisation charge is zero unless 

the residual value subsequently decreases 

to an amount below the asset‘s carrying 

amount.  

However, AS 26 specifically requires 

that the residual value is not 

subsequently increased for changes 

in prices or value 

Change in 

Method of  

Amortization 

as per Ind AS 38, this would be a change in 

accounting estimate 

As per AS 26, change in the method 

of amortisation is a change in 

accounting policy 

Annual 

Impairment  

Testing  

There is no such requirement in Ind AS 38 AS 26 also requires annual 

impairment testing of an intangible 

asset not yet available for use 

Intangible Ind AS 38 does not include such intangible Intangible assets retired from use 
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Assets 

Retired from 

Use and Held 

for Sale 

assets since they would be covered by Ind 

AS 105 

and held for sale are covered by AS 

26 

 


