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IAS 38 INTANGIBLE ASSETS

Textbook: Chapter 6



Learning objectives

• Define term ”intangible asset” in accordance with IAS 38

• State and explain the recognition criteria for an intangible asset

• Determine the cost of an intangible asset

• Distuinguish between the cost model and the revaluation model

• Exlain the requirements of IAS 38 with regard to the amortisation 



Intangible asset

• Cannot be an intangible asset unless it is an asset in the first place! 

• IASB Conceptual Framework about asset:



What is an intangible asset?

Identifiable non-monetary assets without physical distance

Controlled as a result of past event Future economic benefits

Cost reliably measurable



When can we recognize an intangible asset?

1. Future economic benefits from the asset 
are probable

2. Cost can be measured reliably



Are the future economic benefits of the asset 
expected to flow to the entity?

• When assessing the probability of expected future economic benefits, reasonable and 
supportable assumptions should be used, representing management’s best estimate of the 
set of economic conditions that will exist over the useful life of the asset.

Future economic benefits can be either increase in revenues or 
reduction in expenses.



Can you measure its cost reliably?

• E.g. you cannot capitalize internally generated customer list because you can’t really 
determine your cost to develop it.

If you can’t measure the cost, then you cannot capitalize even when it 
is an intangible asset.



Case examples



Intangible asset or not?
Licenses to trade

Imagine you own a taxi company. You operate a 
taxi service, but you also act as an intermediary 

for single private taxi drivers to get their own 
license. So, as a part of your business you 

acquire transferrable taxi licenses from the 
government and you sell some of them to the 

private drivers who buy from you as it’s easier to 
get the license this way. You acquired 1 000 
number of taxi licenses. You employ 400 taxi 
drivers and you plan to sell another 600 taxi 

licenses to private drivers.

In this case, all 1 000 taxi licenses are indeed 
intangible assets, because they satisfy all 

requirements. 

However, you won’t account for all of them as 
for intangible assets under IAS 38. 

Instead: 400 licenses used by your own 
employees are intangible assets; and 600 

licenses to be sold are your inventories under 
IAS 2, because you hold them for sale in the 

ordinary course of business.



Intangible asset or not?
Internet website

Let’s say that your company operates an e-shop 
via its branded website.

The e-shop is famous and attracts a lot of 
customers. There’s also a section with a 

company’s blog with articles about the newest 
fashion trends.

Is the website an intangible asset or not? 

This website is an intangible asset, because yes, 
the company controls it, it has no physical 

substance and it is identifiable (i.e. company can 
sell it). However, can you recognize it as an 

asset?

Yes, it brings the future economic benefits, so 
this one is met. But, can you measure its cost 

reliably?

If it was developed externally by the third 
parties, then yes, you can.

If it was developed internally, then well, you 
have to apply the rules in IAS 38 to determine 

the capitalization.



Intangible asset or not?
Hockey Team 

Imagine you purchase a hockey team (lucky 
you!).

The price you paid was derived from the quality 
and fame of the specific hockey players in that 

team.

Now, is this hockey team – or better said –
contracts with players an intangible asset?

Normally you do not capitalize contracts with 
employees or any other expenses related to 
employees, because you can’t control them.

In this case, the situation can be different.

For example, hockey players might be prohibited 
to play in another teams by the legal rules placed 

by some hockey authority.

Also, the contracts with individual players might 
legally bind the player to stay with the same team 

for a number of years.

In this case, you would be able to demonstrate 
control and yes, recognize hockey team as your 

intangible asset.



Intangible asset or not?
Advertising Campaign

Some companies invest heavy cash into their 
advertising campaigns.

Literally millions.

Imagine you plan to invest 1 mil. EUR into the 
advertising campaign over the next year.

Your advertising agency told you that this campaign 
would build and strengthen your brand and position 

in many years to come.

So, some people believe that yes, they should 
capitalize advertising campaign as it brings the future 

economic benefits. No dispute on this.

The only thing is that the advertising campaign is 
NOT identifiable – you can’t separate it and sell it to 

someone else.

Therefore, you should recognize the expenditures for 
advertising campaign in profit or loss.



Cost of intangible asset

• Cost of separately acquired intangible asset includes the following. 

The purchase price of the asset

• Including import duties and non-refundable purchase taxes, after ducting trade 
discounts and rebates

Any directly attributable costs of preparing the asset for its intended use

• Including employee costs, professional fees and testing costs but excluding 
advertising costs, staff training costs and administrative or other general 
overhead costs



What about the situation 
when you actually develop
intangible assets yourself?



Research 

Activities aimed at gaining new knowledge

The search for applications of research findings

The search for alternatives to materials, products, processes 
etc. 

The formulation, design, evaluation and selection of possible 
alternatives for new or improved materials, products, processes etc. 

You CANNOT capitalize any 
expenditure for research. You 
need to expense it in profit or 

loss as incurred.



Development

Probable future 
economic benefits,

Intention to complete 
and use or sell the 

asset,

Resources adequate 
and available to 

complete and use or 
sell the asset,

Ability to use or sell the 
asset,

Technical feasibility,
Expenditures can be 
reliably measured.

Development costs of an 
internal project must be 
capitalised if all of the 

following can be 
demonstrated.
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How to measure cost of internally generated
asset?

Costs of materials and services used or consumed in generating the asset

Labour costs arising from the generation of the asset

Fees to register legal rights

Amortization of patents and licenses used to generate the asset 



Recognition of an expense – Some examples

Start-up costs Training expenditure

Expenditure on advertising 
and promotional activities

Expenditure on relocating 
or reorganising part or all of 

an entity. 



What about goodwill and 
other internally generated 

intangible assets?



Goodwill and other internally generated 
assets

• Never ever capitalize internally generated goodwill.

• You can only recognize the goodwill acquired at business 
combination, but that’s the different story (IFRS 3).

Goodwill

• Maybe you have created some other intangible assets, like 
brands, customer lists, publishing titles, mastheads or similar.

• IAS 38 prohibits capitalizing these assets if created internally, 
because it’s hard if not impossible to measure their cost reliably.

Other internally generated assets



Subsequent measurement of intangible 
assets

Cost model

• The intangible asset is carried at its cost less accumulated amortization (similar as depreciation) less any 
accumulated impairment loss

Revaluation model

• The intangible asset is carried at its fair value at the revaluation date less accumulated amortization less 
any accumulated impairment loss.

• The revaluation model cannot be used unless there is an active market for the intangible asset concerned



Useful life 

• In this case you can estimate the life of the asset up 
front, for example some software

Finite useful life

• There is no foreseeable limit to period over which 
the asset will generate cash flows, for example 
brands.

Indefinite useful life
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Derecognition 

• You should derecognize the intangible asset either:
• When you dispose it of, or

• When no more future economic benefits are expected from the asset



IAS 36 IMPAIRMENT OF ASSETS

Textbook: Chapter 7



Learning objectives

• List the main factors which may indicate that an asset is impaired

• Calculate recoverable amount of an asset and the amount of any impairment loss 

• Explain the accounting treatment of impairment loss

• Define the term “cash-generating unit” and explain how such units are identified

• Allocate an impairment loss among the assets of a cash-generating unit

• Account for the reversal of an impairment loss



Objective of IAS 36

The objective of IAS 36 Impairment of assets is to make sure that 
entity’s assets are carried at no more than their recoverable amount. 

The Standard also defines when an asset is impaired, how to 
recognize an impairment loss, when an entity should reverse this loss 

and what information related to impairment should be disclosed in the 
financial statements.



What is an impairment of assets? 

• An asset is impaired when its carrying amount exceeds its recoverable 
amount.

Carrying amount 
(accounting records)

Recoverable amount 
(FV cost to sell / value 

in use)



Identify an asset that might be impaired
Indication

You need to assess whether there is any indication that an asset 
might be impaired at the end of each reporting period.

Indefinite useful life

If you hold some intangible asset with an indefinite useful 
life (such as trademarks) or intangible asset not yet available for 
use, then you need to test these assets for impairment annually.

Goodwill 

If your accounting records show some goodwill acquired in a 
business combination, you also need to test this goodwill for 
impairment annually.



Indications of impairment

IAS 36 describes a number of indications that an impairment loss may have occurred. In making its 
assessments as to the possibility of impairment losses having arisen, the entity is required, at a minimum, to 

consider the indications listed.

Internal 
sources of 

information

External 
sources of 

information



Internal sources of information 

Obsolescence or physical 
damage of an asset.

Significant changes with an 
adverse effect on the entity 

related to the use of an asset

Evidence is available 
from internal reporting that 
indicates that the economic 

performance of an asset is, or 
will be, worse than expected.



External sources of information

Observable indications that the asset’s 
value has declined during the 

period significantly (e.g. decrease at 
external market value)

Significant changes with an adverse 
effect on the entity in the 

technological, market, economic or 
legal environment

Market interest rates or other market 
rates of return on investments 

have increased during the period

The carrying amount of the net assets 
of the entity is higher than its market 

capitalization.



Recorevable amount

Recoverable amount is the higher of an asset’s (or cash-generating unit’s) fair value less costs of 
disposal and its value in use. 

This definition depends upon three further definitions also given in IAS36. These are:

Fair value (as defined 
by IFRS 13)

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

Costs of disposal

Incremental costs directly 
attributable to the disposal of an 

asset or cash-generating unit, 
excluding finance costs and income 

tax expense. 

Value in use

The present value of the future cash 
flows expected to be derived from an 

asset or cash-generating unit



Estimating value in use 
2 steps

Estimate future 
cash flow

Determine 
discount 

rate



Estimate your future cash flows

In your cash flow estimations, you shall include:

Projections of cash inflows 
from the continuing use of 

the asset.

Projections of cash outflows 
to generate the cash inflows 
from continuing use of the 

asset e.g., service and 
maintenance costs

Net cash flows to be 
received (or paid) for the 

disposal of the asset at the 
end of its useful life.



When shall we use cash 
generating units?



Cash generating unit (CGU)

A cash-generating unit is the smallest identifiable 
group of assets that generates cash inflows that are 
largely independent of the cash inflows from other 

assets or groups of assets.

If you are not able to determine recoverable 
amount for an individual asset, then you might need 
to establish cash-generating unit to which this asset 

belongs.



Allocation of an impairment loss for a CGU

An impairment loss must be recognised if the recoverable amount of CGU is less than its carrying 
amount. 

This loss is recognised by reducing the carrying amount of the CGU's assets. 

An impairment loss is allocated between assets as follows:

First, to any goodwill which has been 
allocated to the CGU

Next, to the other assets of the CGU, in 
proportion to their carrying amounts. 



Reversal of impairment losses 

You need to assess at the end of each reporting period whether there is any 
indication that an impairment loss recognized in prior periods for an asset (other than 
goodwill) may no longer exist or may have decreased.

• Here, you need to take the same approach as in identifying the impairment loss. 

You need to assess the same set of indications from external and internal sources 
than when assessing the existence of impairment, just from the other side.

You can reverse an impairment loss only when there is a change in the estimates used 
to determine the asset’s recoverable amount. 

• It means that you cannot reverse an impairment loss due to passage of time or unwinding the discount.
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IFRS 5 Non-current Assets Held 
for Sale and Discontinued 

Operations

Textbook: Chapter 8



Learning objectives

• Classify of non-current assets as either held for use or held for sale 

• Measure non-current assets (or disposal groups) held for sale

• Define the term discontinued operation

• Main presentation and disclosure requirements for non-current assets held for sale and discontinued 
operations



Objective of IFRS 5 

Objective of IFRS 5

Specify accounting for 
assets held for sale

Set the presentation and 
disclosure requirement 

for discontinued 
operations



When to classify an asset as held for sale?

Carrying amount 
will be recovered 

through sale rather 
than continuing use

Same applies for a 
disposal group



When to classify an asset as held for sale?

The asset or disposal group must be available for 
immediate sale in its present conditions and the 

sale must be highly probable.



Criteria for the sale to be probable

IFRS 5 sets a few criteria for the sale to be highly probable:

• Management must be committed to a plan to sell the asset;

• An active program to find a buyer must have been initiated;

• The asset must be actively marketed for sale at a price reasonable to its current fair value;

• The sale is expected to be completed within 1 year from the date of classification;

• Significant changes to the plan are unlikely.



UPM 
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Measurement of assets held for sale

• Non-current assets (or disposal groups) are classified as assets 
held for sale and stated at the lower of carrying amount and fair 
value less costs to sell, if the entity will recover their carrying 
amount through a sale transaction which is considered highly 
probable.

MEASURUMENT

• Non-current assets classified as held for sale, or included within a 
disposal group that is classified as held for sale, are not 
depreciated after the classification, regardless of whether they 
are being used or not after the classification as held for sale. 

DEPRECIATION



Impairment (IAS 36)

57

In each financial year, tests for impairment 
loss under IAS 36 should be made for assets 

classified as held for sale.

An impairment loss is recognised in the 
profit or loss for any initial and subsequent 

write-down of the asset or disposal group to 
fair value less costs to sell.

Subsequent increases in fair value: A gain for any subsequent increase in fair value less costs to sell of an asset can be 
recognised in the profit or loss to the extent that it is not excess of the cumulative impairment loss that has been recognised in 

accordance with IFRS 5 or previously in accordance with IAS 36 



Case 
Recognition of impairment loss 
A freehold property was originally acquired for CU400,000. Some years later, after cumulative 
depreciation of CU110,000 has been recognised, the property is classified as held for sale.

At the time of classification as held for sale:

• carrying amount is CU290,000; and

• fair value less costs to sell is assessed at CU300,000.

Accordingly, there is no write-down on classification as held for sale and the property is carried at 
CU290,000. Following classification as held for sale, no further depreciation is recognised.

At the next reporting date, the property market has declined and fair value less costs to sell is 
reassessed at CU285,000. 

Accordingly, a loss of CU5,000 is recognised in profit or loss and the property is carried at 
CU285,000.

Subsequently, the property is sold for CU288,000, at which time a gain of CU3,000 is recognised.



What are discontinued operations?

It is a component of an entity (understand: a cash-generating unit or a group of cash-generating units) that 
either has been disposed of or is classified as held for sale, and at the same time:

• Represents a separate major line of business or geographical area of operations,

• Is part of a plan to dispose it of, or

• Is a subsidiary acquire exclusively with a view to resale. 
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To wrap up – IFRS 5 requires

A non-current asset or disposal 
group to be classified as held for 
sale if its carrying amount will be 
recovered principally through a 

sale transaction instead of 
through continuing use; 

Assets held for sale to be 
measured at the lower of the 

carrying amount and fair value 
less costs to sell; 

Depreciation of an asset to cease 
when it is held for sale; 

Separate presentation in the 
statement of financial position of 
an asset classified as held for sale 

and of the assets and liabilities 
included within a disposal group 

classified as held for sale; and 

Separate presentation in the 
statement of comprehensive 

income of the results of 
discontinued operations. 



NEXT TIME: IAS 19, IAS 37, IFRS 2


