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21 

 

Critically discuss the recognition and measurement of the Intangible assets: New product 
development, in FY2015 

• Include any correcting journal entry(ies) that you consider appropriate.  

• Ignore closing entries. 

 

1. Recognition as an intangible asset  
1.1 An intangible asset is an identifiable non-monetary asset without physical 

substance (IAS38.8). Comb developed a new intangible asset, namely the know-how 
and design for solar-powered air-handling equipment. 

½ 

1.1.1 An asset is identifiable if it either (IAS38.12) –  

• is separable (capable of being separated from the entity either individually or 
together with a related contract, identifiable asset or liability); or 

• arises from contractual or other legal rights. 

½ 

 The Solar AirComb know-how and design is identifiable since it is separable – it can be 
sold or transferred individually or together with the AirComb2000 model.  

1 

1.1.2 The know-how and design are non-monetary items (not money held or assets to be 
received in fixed or determinable amounts of money) without physical substance 
(cannot be touched). 

1 

1.2 Comb should therefore consider if these items meet the requirements for being an 
asset. An asset is a resource controlled by an entity as a result of past events and 
from which future economic benefits are expected to flow to the entity. 

½ 

1.2.1 Costs incurred by Comb for the benefit of developing the Solar AirComb were 
incurred in the past and resulted in a resource (being the know-how and design).  

1 

1.2.2 The resource is controlled by Comb since: 

• Comb will obtain the revenue generated from the sale of the Solar AirComb; and 

• Comb has the ability to restrict the access of others to that revenue. 
1 

1.2.3 Future economic benefits resulting from the sale of Solar AirComb units are expected 
to flow to Comb.  

1 

1.3 An intangible asset may be recognised if (IAS38.21) –  

• it is probable that the future economic benefits that are attributable to the asset 
will flow to the entity; and  

• the cost of the asset can be measured reliably. 

½ 

1.3.1 Future economic benefits are probable since, according to an analysis of the current 
customer base and target customers, approximately 1 000 units can be sold per 
annum in the short term at a considerable margin. 

1 

1.3.2 Specific cost allocations in respect of the Solar AirComb project is available and 
therefore the cost of the asset can be measured reliably. 

1 

1.4 For internally generated intangible assets, the entity further classifies the generation of 
the asset into two phases (IAS38.8; IAS38.52) –  
• Research phase: This is the original and planned investigation undertaken with 

the prospect of gaining new scientific or technical knowledge and understanding. 
• Development phase: This is the application of research findings or other 

knowledge to a plan or design for the production of new or substantially improved 
materials, evidence, products, processes, systems or services before the start of 
commercial production or use. 

 
 

½ 
 

½ 

1.5 All costs incurred in the research phase are expensed when incurred (IAS38.54). ½ 
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1.6 Qualifying costs can be capitalised in the development phase only if Comb can 
demonstrate the following (IAS38.57): 

1 
def 

1.6.1 The technical feasibility of completing the intangible asset so that it will be available for 
use or sale: 
• Comb has the capacity and know-how to build the Solar AirComb / will source 

the solar power component from a local supplier with the capacity to build it / the 
Solar AirComb team gave a presentation on a prototype model and feasibility 
study to management, demonstrating technical feasibility of completing the 
intangible asset.  

 
 
 

1 

1.6.2 That it intends to complete the intangible asset for use or sale:  

• Comb’s management approved the project to continue to develop and sell the 
Solar AirComb on 2 January 2015. 

 
1 

 

1.6.3 Comb has the ability to sell the intangible asset:  
• Comb has an established client base and the necessary sales force capacity to 

sell the asset as well as engineers to service its products.  

 
1 

1.6.4 How the intangible asset will generate probable future economic benefits (e.g. entity can 
demonstrate existence of a market for the output of the intangible asset): 
• According to an analysis of the current customer base and target customers, 

approximately 1 000 units can be sold per annum in the short term. 

 
1 

1.6.5 Comb needs to demonstrate it has the technical, financial and other resources to 
complete the development: 
• Comb has secured funding from the Development Corporation.  

• Comb has technical teams (from AirComb 2000) and service engineers to 
develop and service the goods / Comb will source the solar power component from 
a local supplier with the capacity to build it. 

 
 

1 
 

1 

1.6.6 Comb needs to be able to reliably measure the expenditure attributable to the asset 
during development: 
• Comb is able to reliably measure all expenses since specific cost allocations in 

respect of the Solar AirComb project is available. 

 
 

1 

1.7 Comb only met the requirements for capitalisation in January 2015 once 
management approved the development and obtained financing. 

1 

   
2. Cost of intangible asset  
2.1 Accordingly, all expenditure incurred in FY2014 and FY2013 (i.e. prior to January 

2015) in relation to Solar AirComb should be expensed.  
1 

2.2 IAS38.71 also specifically prohibits the recognition of expenditure that was 
previously expensed as part of the cost of the intangible asset at a later date. 

1 

2.3 Of the costs that were incurred during FY2015, the training costs of service staff 
cannot be capitalised (IAS38.67(c) and IAS38.69(b)). 

1 

2.4 The remainder of the costs (prototype costs, design of moulds and pre-production 
testing of prototype) would all qualify to be capitalised once the capitalisation criteria 
of IAS38.57 have been met. These costs were all directly attributable to the creation, 
production and preparation of the asset so that it would be capable of operating in the 
manner intended by management (i.e. use know-how of technology) to produce Solar 
AirComb.  

 
 

1 

2.5 Accordingly, Comb should have capitalised to Intangible assets: New product design 
R6 700 000 (R9 500 000 total FY2015 – R2 800 000 training costs). 

1 

   
3. Subsequent measurement  
3.1 After initial recognition, Comb can either choose the cost model or the revaluation 

model as its accounting policy (IAS38.72). The cost model is the appropriate 
measurement basis given that there is unlikely to be an active market for the 
intangible asset (IAS38.75). 

1 
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3.2 IAS 38 requires that Comb amortise the depreciable amount on a systematic basis 
over the useful life (IAS38.97). In this instance, systematic would be a straight-line 
method / units of production method. 

 
1 
 

3.2.1 The management of Comb had assessed the useful life to be five years, even though it 
expects that competitors would be able to enter the market after three years. 
Management should re-consider the assessment of the useful life: 

• If management argues that the intangible asset only has use for as long as there is 
a competitive advantage, it could be said that the useful life is three years from 
2 January 2015. The asset was, however, only available for use on 1 July 2015 
and the useful life will therefore only be two and a half years from this date; or 

• The counter argument could be that for at least three years there is a competitive 
advantage, but management still expects a useful life of five years based on 
forecasts that it will have a strong market position for a period after three years. 

 
 
 
 
 

1 
 

Or 
 

1 

3.2.2 Management would need to apply its judgement in assessing the useful life. 1 
3.3 Impairment testing is not mandatory as the intangible asset does not have an 

indefinite useful life and it has been brought into use (IAS36.10). 
1 

3.3.1 There are no indications that the intangible asset is impaired at the reporting date, 
consequently an impairment test is not required (IAS36.09). 

1 

3.3.2 Therefore, it is appropriate that no journal entries relating to impairment be passed.  
   
4. Correcting journal entries  
  Dr Cr  

4.1 Administrative expenses (P/L)                                       R18 350 000   
1 

  Intangible assets: New product development (SFP)           R18 350 000  
 (25 050 000 – 6 700 000)   1P 
4.2 Accumulated amortisation: New product development 

(SFP)       
R1 835 000   

 

1 

  Administrative expenses / Other expenses (P/L)       R1 835 000   
 [(6 700 000/5 x 6/12) – 2 505 000]    

1P 
 Or: [(6 700 000/2,5 x 6/12) – 2 505 000] = R1 165 000   
 Alternative correcting journal entries: Dr Cr  
4.1 Administrative expenses (P/L) R25 050 000   

1 
  Intangible assets: New product development (SFP)  R25 050 000  
 Intangible assets: New product development (SFP) R6 700 000   

1P 
  Administrative expenses (P/L)  R6 700 000  
4.2 Accumulated amortisation: New product development 

(SFP) 
 

R2 505 000  
 

1 
  Administrative expenses (P/L)  R2 505 000  
 Administrative expenses (P/L) / Other expenses (P/L) 

/ Cost of sales (P/L) / Inventories (SFP) 
 

R670 000  
 

1P 
  Accumulated amortisation: New product  

 development (SFP) 
  

R670 000  
 (6 700 000/5 x 6/12)    
 Or: 6 700 00/2,5 x 6/12 = R1 340 000    
4.3 A further argument is that the amortisation expense should not be expensed as 

administrative expenses. Instead, the expense should be capitalised to the cost to 
produce the inventory (Solar AirComb) as the economic benefits of the intangible 
asset are absorbed in producing the inventory. (IAS38.99) Once the goods are sold, 
the cost of the inventory will include a portion of amortisation and will be recognised in 
profit or loss (usually as part of cost of sales). (IAS2.34) 

1 
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4.3.1 Correcting journal entry:    
  Dr Cr  
 Inventory (SFP) / Cost of sales (P/L) R670 000   

1P   Administrative expense (amortisation) (P/L) / 
 Other expenses (P/L) 

 
R670 000  

 (6 700 000/5 x 6/12)    
 Or: 6 700 00/2,5 x 6/12 = R1 340 000    

 

Available 36½  
Maximum 20 

Communication skills – clarity of expression 1 
Total for the question 21 

 
  


