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NZ IAS 38

New Zealand Equivalent to International Accounting n8tad 38 Intangible Assets
(NZ IAS 38) is set out in paragraphs 1-133. NZIAS 38 is basadImdernational
Accounting Standard 38ntangible Assets(IAS 38) (2004) initially issued by the
International Accounting Standards Committee (IAS@GY asubsequently revised by the
International Accounting Standards Board (IASB). thlk paragraphs have equal authority
but retain the IASC format of the Standard when it adspted by the IASB. NZ IAS 38
should be read in the context of its objective #mel IASB’s Basis for Conclusions on
IAS 38 and the New Zealand Equivalent to the IAGBnceptual Framework for Financial
Reporting (NZ FrameworR. NZ IAS 8 Accounting Policies, Changes in Accounting
Estimates and Errorprovides a basis for selecting and applying actogmolicies in the
absence of explicit guidance.

Any additional material is shown with grey shadingheTparagraphs are denoted with
“NZ” and identify the types of entities to which tharagraphs apply.

This Standard uses the terminology adopted innat@nal Financial Reporting Standards
(IFRSs) to describe the financial statements ahdraglements. NZ IAS Presentation of
Financial Statementgas revised in 2007) paragraph 5 explains thatientother than
profit-oriented entities seeking to apply the Stnddmay need to amend the descriptions
used for particular line items in the financialtstaents and for the financial statements
themselves. For example, profit/loss may be reteto as surplus/deficit and capital or
share capital may be referred to as equity.
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Introduction to NZ IAS 38

This Standard:

@)

(b)

(©

(d)
(e)

()

(@)

(h)

@

)

defines an intangible asset as an identifisole-monetary asset without physical
substance;

requires an asset to be treated as meetinigehéfiability criterion in the definition
of an intangible asset when it:

0] is separable, that is, capable of being sepdrat divided from the entity
and sold, transferred, licensed, rented or exctdrgjther individually or
together with a related contract, asset or liahitty

(i) arises from contractual or other legal rightsgardless of whether those
rights are transferable or separable from theyeatifrom other rights and
obligations;

requires an intangible asset to be recogniseahd only if:

0] it is probable that the future economic bergefitat are attributable to the
asset will flow to the entity; and

(i)  the cost of the asset can be measured reliably
requires an intangible asset to be measuréédlipiat cost;

requires expenditure on research (or on theareh phase of an internal project) to
be recognised as an expense when it is incurred;

requires an intangible asset arising from depeient (or from the development
phase of an internal project) to be recognisealnf] only if, certain criteria are met;

prohibits internally generated brands, masteepdblishing titles, customer lists and
items similar in substance from being recogniseitit@ngible assets;

requires an intangible asset to be measurediaftial recognition:

0] at its cost less any accumulated amortisationl @ny accumulated
impairment loss (benchmark treatment); or

(i) at a revalued amount, being its fair valuetet date of the revaluation less
any subsequent accumulated amortisation and anysequbnt
accumulated impairment loss, but only where faiugalan be determined
by reference to an active market (allowed altereatigatment);

requires an intangible asset with a finite usdife to be amortised over its useful
life (such intangible assets are tested for impaimwhenever there is an indication
that the intangible asset may be impaired);

prohibits the amortisation of an intangible etssvith an indefinite useful life
(instead, such intangible assets are tested fomirment annually and whenever
there is an indication that the intangible asset beimpaired); and

© Copyright 10
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(k) requires disclosure of information about anitgist intangible assets and research
and development expenditure.

In adopting IAS 38 for application as NZ IAS 38 thdldwing changes have been made.
NZ IAS 38:

(@) includes a definition of public benefit entitiparagraph NZ 8.1);

(b)  notes that application of NZ IAS 2A8ccounting for Government Grants and
Disclosure of Government Assistanbg public benefit entities is limited
(paragraph NZ 44.1); and

(c) exempts public benefit entities from complyingith the requirement in
paragraph 124(a)(iii) to disclose, in respect dhmgible assets accounted for at
revalued amounts, the carrying amount that wouldehasen recognised had the
revalued class of intangible assets been meastit®dracognition using the cost
model in paragraph 74 (paragraph NZ 124.1).

Profit-oriented entities, other than qualifying iéas applying any differential reporting

concessions, that comply with NZ IAS 38 will simultanely be in compliance with

IAS 38. Public benefit entities using the “NZ” paraghs in the Standard that specifically
apply to public benefit entities may not simultangly be in compliance with IAS 38.

Whether a public benefit entity will be in complignwith IAS 38 will depend on whether
the “NZ” paragraphs provide additional guidance famblic benefit entities or contain

requirements that are inconsistent with the cormedjpg IASB Standard and will be

applied by the public benefit entity.

Differential Reporting

Qualifying entities are given several concessionthéorequirements of this Standard (as
identified in the Standard).

11 © Copyright
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New Zealand Equivalent to International
Accounting Standard 38

Intangible Assets (NZ IAS 38)

Objective

1 The objective of this Standard is to prescribe #tcounting treatment for
intangible assets that are not dealt with specifical another Standard. This
Standard requires an entity to recognise an intdmgasset if, and only if,
specified criteria are met. The Standard also iipechow to measure the
carrying amount of intangible assets and requipsescified disclosures about
intangible assets.

Scope
2 This Standard shall be applied in accounting fomtangible assets, except:
(a) intangible assets that are within the scope afhother Standard;
(b)  financial assets, as defined in NZIAS 3Zinancial Instruments:
Presentation;
(c) the recognition and measurement of exploratioand evaluation assets
(see NZ IFRS6 Exploration for and Evaluation of Mineral Resources);
and
(d) expenditure on the development and extraction fominerals, oil,
natural gas and similar non-regenerative resources.
3 If another Standard prescribes the accounting fgpecific type of intangible

asset, an entity applies that Standard insteati®fStandard. For example, this
Standard does not apply to:

@)

(b)
(©
(d)
(€)

© Copyright

intangible assets held by an entity for saletha ordinary course of
business (see NZ IAS 2nventories and NZ IAS 11 Construction
Contractg.

deferred tax assets (see NZ IASId@me Taxes
leases that are within the scope of NZ IAS &@ses
assets arising from employee benefits (see NZ1I8Employee Benefits

financial assets as defined in NZ IAS 32. Theogaition and
measurement of some financial assets are coveredNBYAS 27
Consolidated and Separate Financial StatemelB&IAS 28Investments
in Associatesind NZ IAS 3linterests in Joint Ventures

12
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® goodwill acquired in a business combination (®&& IFRS 3 Business
Combination}

(9) deferred acquisition costs, and intangible @ssgising from an insurer’s
contractual rights under insurance contracts withie scope of
NZ IFRS 4Insurance Contracts NZ IFRS 4 sets out specific disclosure
requirements for those deferred acquisition cosis tot for those
intangible assets. Therefore, the disclosure reménts in this Standard
apply to those intangible assets.

(h) non-current intangible assets classified ad li@l sale (or included in a
disposal group that is classified as held for sabkeyxccordance with
NZ IFRS 5 Non-current Assets Held for Sale and Discontinued
Operations

Some intangible assets may be contained in @ physical substance such as a
compact disc (in the case of computer softwareglldgcumentation (in the case
of a licence or patent) or film. In determining \ler an asset that incorporates
both intangible and tangible elements should betdée under NZ IAS 16
Property, Plant and Equipment as an intangible asset under this Standard, an
entity uses judgement to assess which element is significant. For example,
computer software for a computer-controlled machio@ that cannot operate
without that specific software is an integral parttod related hardware and it is
treated as property, plant and equipment. The sappiies to the operating
system of a computer. When the software is notngegial part of the related
hardware, computer software is treated as an inteng#set.

This Standard applies to, among other things,eedjpure on advertising,
training, start-up, research and development d&esvi Research and
development activities are directed to the develemnof knowledge. Therefore,
although these activities may result in an asset physical substance (eg a
prototype), the physical element of the asset orsgary to its intangible
component, ie the knowledge embodied in it.

In the case of a finance lease, the underlyirsgtasmay be either tangible or
intangible. After initial recognition, a lesseecaants for an intangible asset held
under a finance lease in accordance with this StdndRights under licensing
agreements for items such as motion picture filwideo recordings, plays,
manuscripts, patents and copyrights are excludem the scope of NZ IAS 17
and are within the scope of this Standard.

Exclusions from the scope of a Standard may oifcactivities or transactions
are so specialised that they give rise to accogngeues that may need to be
dealt with in a different way. Such issues aristhanaccounting for expenditure
on the exploration for, or development and extoactdf, oil, gas and mineral
deposits in extractive industries and in the cdsesurance contracts. Therefore,
this Standard does not apply to expenditure on sdlvities and contracts.
However, this Standard applies to other intangibsetssused (such as computer
software), and other expenditure incurred (suchtasg-sp costs), in extractive
industries or by insurers.

13 © Copyright
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Qualifying Entities

Nz 7.1 Entities which qualify for differential reporting concessions in accordance
with the Framework for Differential Reporting for Entities Applying the
New Zealand Equivalents to International Financial Reporting Standards
Reporting Regime (2005) are permitted to expense all research and
development costs in the period they are incurred.If an entity applies this
concession it is not required to comply with paragaph 57.

NZ 7.2 Qualifying entities are not required to compy with the disclosure
requirements in this Standard denoted with an astesk (*).

Nz 7.3 When amortising software in accordance with @ragraph 97, qualifying
entities are permitted to use the rates adopted fomcome tax purposes in
allocating the depreciable amount of the softwarewer its useful life.

Definitions

8 The following terms are used in this Standard wit the meanings specified:
An active market is a market in which all the following conditionsexist:
(a) the items traded in the market are homogeneous;
(b)  willing buyers and sellers can normally be foud at any time; and
(c) prices are available to the public.

Amortisation is the systematic allocation of the depreciable amnt of an
intangible asset over its useful life.

An asset is a resource:
(a) controlled by an entity as a result of past eves; and

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

Carrying amount is the amount at which an asset is recognised irhe
statement of financial position after deducting anyaccumulated amortisation
and accumulated impairment losses thereon.

Cost is the amount of cash or cash equivalents paid dhe fair value of
other consideration given to acquire an asset at éhtime of its acquisition
or construction, or, when applicable, the amount atibuted to that asset
when initially recognised in accordance with the sgcific requirements of
other New Zealand equivalents to IFRSs, eg NZ IFR3 Share-based
Payment.

Depreciable amount is the cost of an asset, or other amount substited for
cost, less its residual value.

Development is the application of research findings or other kowledge to a
plan or design for the production of new or substatially improved

© Copyright 14
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materials, devices, products, processes, systemsservices before the start of
commercial production or use.

Entity-specific value is the present value of the cash flows an entitypects
to arise from the continuing use of an asset anddm its disposal at the end
of its useful life or expects to incur when settlig a liability.

Fair value of an asset is the amount for which that asset could be
exchanged between knowledgeable, willing parties imn arm’s length
transaction.

An impairment loss is the amount by which the carrying amount of an aset
exceeds its recoverable amount.

An intangible asset is an identifiable non-monetary asset without phyisal
substance.

Monetary assets are money held and assets to be received in fixenr
determinable amounts of money.

Research is original and planned investigation undertaken \ith the
prospect of gaining new scientific or technical knwledge and
understanding.

The residual value of an intangible asset is the estimated amount than
entity would currently obtain from disposal of the asset, after deducting the
estimated costs of disposal, if the asset were @dy of the age and in the
condition expected at the end of its useful life.

Useful lifeis:
(a) the period over which an asset is expected te lavailable for use by
an entity; or

(b)  the number of production or similar units exped¢ed to be obtained
from the asset by an entity.

Public Benefit Entities
Nz 8.1 The following term is used in this Standardvith the meaning specified:

Public benefit entities are reporting entities whose primary objective isto

provide goods or services for community or social dnefit and where any
equity has been provided with a view to supportinghat primary objective

rather than for a financial return to equity holders.

Intangible assets

Entities frequently expend resources, or incabilities, on the acquisition,
development, maintenance or enhancement of intEngiésources such as
scientific or technical knowledge, design and impetation of new processes or
systems, licences, intellectual property, markebwdedge and trademarks

15 © Copyright
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10

11

12

13

14

(including brand names and publishing titles). @wn examples of items
encompassed by these broad headings are compfitearsy patents, copyrights,
motion picture films, customer lists, mortgage s&ng rights, fishing licences,
import quotas, franchises, customer or suppliexti@iships, customer loyalty,
market share and marketing rights.

Not all the items described in paragraph 9 mieetdefinition of an intangible
asset, ie identifiability, control over a resousre existence of future economic
benefits. If an item within the scope of this Stambdoes not meet the definition
of an intangible asset, expenditure to acquireritgenerate it internally is
recognised as an expense when it is incurred. Howiévbe item is acquired in
a business combination, it forms part of the goddwdognised at the acquisition
date (see paragraph 68).

Identifiability

The definition of an intangible asset requinesrdangible asset to be identifiable
to distinguish it from goodwill. Goodwill recognis@da business combination is
an asset representing the future economic benefising from other assets
acquired in a business combination that are noivishdally identified and
separately recognised. The future economic benefily result from synergy
between the identifiable assets acquired or froretadbat, individually, do not
qualify for recognition in the financial statements

An asset is identifiable if it either:

(a) is separable, ie is capable of being separatent divided from the
entity and sold, transferred, licensed, rented or xxhanged, either
individually or together with a related contract, identifiable asset or
liability, regardless of whether the entity intendsto do so; or

(b) arises from contractual or other legal rights,regardless of whether
those rights are transferable or separable from theentity or from
other rights and obligations.

Control

An entity controls an asset if the entity has fgoever to obtain the future
economic benefits flowing from the underlying reseuand to restrict the access
of others to those benefits. The capacity of atityeto control the future
economic benefits from an intangible asset wouldnadly stem from legal rights
that are enforceable in a court of law. In the abeeof legal rights, it is more
difficult to demonstrate control. However, legal @ckability of a right is not a
necessary condition for control because an entity be able to control the future
economic benefits in some other way.

Market and technical knowledge may give riseutoire economic benefits. An
entity controls those benefits if, for example, kmowledge is protected by legal

© Copyright 16
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rights such as copyrights, a restraint of tradeeagent (where permitted) or by a
legal duty on employees to maintain confidentiality

An entity may have a team of skilled staff andynie able to identify
incremental staff skills leading to future econorbenefits from training. The
entity may also expect that the staff will continaenake their skills available to
the entity. However, an entity usually has insuéfitti control over the expected
future economic benefits arising from a team ofleffistaff and from training for
these items to meet the definition of an intangémset. For a similar reason,
specific management or technical talent is unlikelymeet the definition of an
intangible asset, unless it is protected by leggits to use it and to obtain the
future economic benefits expected from it, andsbaneets the other parts of the
definition.

An entity may have a portfolio of customers anarket share and expect that,
because of its efforts in building customer relasioips and loyalty, the
customers will continue to trade with the entity. Hoer in the absence of legal
rights to protect, or other ways to control, thatiehships with customers or the
loyalty of the customers to the entity, the entigually has insufficient control
over the expected economic benefits from custoelationships and loyalty for
such items (eg portfolio of customers, market shatastomer relationships and
customer loyalty) to meet the definition of intalgi assets. In the absence of
legal rights to protect customer relationshipshexge transactions for the same
or similar non-contractual customer relationshipthér than as part of a business
combination) provide evidence that the entity imetheless able to control the
expected future economic benefits flowing from thestomer relationships.
Because such exchange transactions also providierme that the customer
relationships are separable, those customer re&dtips meet the definition of an
intangible asset.

Future economic benefits

The future economic benefits flowing from an ngile asset may include
revenue from the sale of products or services, sasings, or other benefits
resulting from the use of the asset by the entifyor example, the use of
intellectual property in a production process meguce future production costs
rather than increase future revenues.

Recognition and measurement

18

The recognition of an item as an intangible agsglires an entity to demonstrate
that the item meets:

(a) the definition of an intangible asset (see giaghs 8—17); and

(b) the recognition criteria (see paragraphs 21-23)

17 © Copyright
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19

20

21

22

23

24

This requirement applies to costs incurred iniialb acquire or internally
generate an intangible asset and those incurresequbntly to add to, replace
part of, or service it.

Paragraphs 25-32 deal with the application of tbeognition criteria to
separately acquired intangible assets, and partagr@8—43 deal with their
application to intangible assets acquired in aress combination. Paragraph 44
deals with the initial measurement of intangibleeéssacquired by way of a
government grant, paragraphs 45-47 with exchangestafgible assets, and
paragraphs 48-50 with the treatment of internallynegated goodwill.
Paragraphs 51-67 deal with the initial recognitind eneasurement of internally
generated intangible assets.

The nature of intangible assets is such thapany cases, there are no additions
to such an asset or replacements of part of it. oftingly, most subsequent
expenditures are likely to maintain the expecteturii economic benefits
embodied in an existing intangible asset rathen theeet the definition of an
intangible asset and the recognition criteria iis tBtandard. In addition, it is
often difficult to attribute subsequent expenditudeectly to a particular
intangible asset rather than to the business aewiherefore, only rarely will
subsequent expenditure—expenditure incurred dfierinitial recognition of an
acquired intangible asset or after completion ofraé@rnally generated intangible
asset—be recognised in the carrying amount of aetas Consistently with
paragraph 63, subsequent expenditure on brandsheaads, publishing titles,
customer lists and items similar in substance (wdrethxternally acquired or
internally generated) is always recognised in profiloss as incurred. This is
because such expenditure cannot be distinguistoed éxpenditure to develop
the business as a whole.

An intangible asset shall be recognised if, anadhly if:

(a) it is probable that the expected future econorui benefits that are
attributable to the asset will flow to the entity;and

(b)  the cost of the asset can be measured reliably.

An entity shall assess the probability of expedefuture economic benefits
using reasonable and supportable assumptions thaepresent management’s
best estimate of the set of economic conditions thaill exist over the useful
life of the asset.

An entity uses judgement to assess the degreertaiinty attached to the flow of
future economic benefits that are attributabléhtouse of the asset on the basis of
the evidence available at the time of initial rewitign, giving greater weight to
external evidence.

An intangible asset shall be measured initiallytacost.

© Copyright 18
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Separate acquisition

Normally, the price an entity pays to acquireasafely an intangible asset will
reflect expectations about the probability that #wgected future economic
benefits embodied in the asset will flow to the tntiln other words, the entity
expects there to be an inflow of economic beneéitgn if there is uncertainty
about the timing or the amount of the inflow. Téfere, the probability

recognition criterion in paragraph 21(a) is alwagssidered to be satisfied for
separately acquired intangible assets.

In addition, the cost of a separately acquimetnigible asset can usually be
measured reliably. This is particularly so when plechase consideration is in
the form of cash or other monetary assets.

The cost of a separately acquired intangibletassmprises:

(@) its purchase price, including import duties ammh-refundable purchase
taxes, after deducting trade discounts and rebaiek;

(b) any directly attributable cost of preparing #sset for its intended use.
Examples of directly attributable costs are:

(@) costs of employee benefits (as defined in NZ 18%arising directly from
bringing the asset to its working condition;

(b) professional fees arising directly from bringjithe asset to its working
condition; and

(c) costs of testing whether the asset is functppiroperly.
Examples of expenditures that are not part@ttst of an intangible asset are:

(@) costs of introducing a new product or servicecl(iding costs of
advertising and promotional activities);

(b) costs of conducting business in a new locatiowith a new class of
customer (including costs of staff training); and

(c) administration and other general overhead costs

Recognition of costs in the carrying amount ofirtangible asset ceases when
the asset is in the condition necessary for it @ochpable of operating in the
manner intended by management. Therefore, costarred in using or
redeploying an intangible asset are not includethecarrying amount of that
asset. For example, the following costs are nduded in the carrying amount
of an intangible asset:

(a) costs incurred while an asset capable of opgrati the manner intended
by management has yet to be brought into use; and

(b) initial operating losses, such as those incunéhile demand for the
asset’s output builds up.

Some operations occur in connection with the ldpweent of an intangible asset,

but are not necessary to bring the asset to thditoimm necessary for it to be

capable of operating in the manner intended by gemant. These incidental

operations may occur before or during the developnaetivities. Because
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incidental operations are not necessary to bringaaset to the condition
necessary for it to be capable of operating in thanner intended by
management, the income and related expenses daleitei operations are
recognised immediately in profit or loss, and in@d in their respective
classifications of income and expense.

If payment for an intangible asset is deferregond normal credit terms, its cost
is the cash price equivalent. The difference betwbés amount and the total
payments is recognised as interest expense overeitied of credit unless it is

capitalised in accordance with NZ IAS B®&rrowing Costs

Acquisition as part of a business combination

In accordance with NZ IFRSBusiness Combination# an intangible asset is
acquired in a business combination, the cost df ititangible asset is its fair
value at the acquisition date. The fair value ofigtangible asset will reflect
expectations about the probability that the fuitenomic benefits embodied in
the asset will flow to the entity. In other wordse tentity expects there to be an
inflow of economic benefits, even if there is uriagrty about the timing or the
amount of the inflow. Therefore, the probabilitycagnition criterion in
paragraph 21(a) is always considered to be satifieiitangible assets acquired
in business combinations. If an asset acquire@ ipusiness combination is
separable or arises from contractual or other leigats, sufficient information
exists to measure reliably the fair value of theseas Thus, the reliable
measurement criterion in paragraph 21(b) is alwaysidered to be satisfied for
intangible assets acquired in business combinations

In accordance with this Standard and NZ IFRS 3g@sed in 2008), an acquirer
recognises at the acquisition date, separately ffoadwill, an intangible asset of
the acquiree, irrespective of whether the asset theeh recognised by the
acquiree before the business combination. This nmethat the acquirer
recognises as an asset separately from goodwillngoroicess research and
development project of the acquiree if the projedets the definition of an
intangible asset. An acquiree’s in-process researah 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 froomtractual or other legal
rights.

Measuring the fair value of an intangible asset acq  uired in a
business combination

If an intangible asset acquired in a businessbawation is separable or arises
from contractual or other legal rights, sufficidnformation exists to measure
reliably the fair value of the asset. When, fog #hstimates used to measure an
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intangible asset’s fair value, there is a rang@assible outcomes with different
probabilities, that uncertainty enters into the speement of the asset’s fair value.

An intangible asset acquired in a business caatibim might be separable, but
only together with a related contract, identifiabkset or liability. In such cases,
the acquirer recognises the intangible assets a@bhafrom goodwill but together
with the related item.

The acquirer may recognise a group of compleangrintangible assets as a
single asset provided the individual assets hawédasi useful lives. For example,
the terms ‘brand’ and ‘brand name’ are often usedymonyms for trademarks
and other marks. However, the former are generaketiag terms that are
typically used to refer to a group of complementsygets such as a trademark (or
service mark) and its related trade name, formulasipes and technological
expertise.

[Deleted by IASB]

Quoted market prices in an active market prothdamost reliable estimate of the
fair value of an intangible asset (see also papdmgr8). The appropriate market
price is usually the current bid price. If currdnd prices are unavailable, the
price of the most recent similar transaction mayvyate a basis from which to
estimate fair value, provided that there has nanba significant change in
economic circumstances between the transactionatatehe date at which the
asset’s fair value is estimated.

If no active market exists for an intangibleedsgs fair value is the amount that
the entity would have paid for the asset, at theliadgpn date, in an arm’s length
transaction between knowledgeable and willing partiesthe basis of the best
information available. In determining this amoulafy entity considers the
outcome of recent transactions for similar assdtsr example, an entity may
apply multiples reflecting current market transaw$ to factors that drive the
profitability of the asset (such as revenue, ojegaprofit or earnings before
interest, tax, depreciation and amortisation).

Entities that are involved in the purchase ald ef intangible assets may have
developed techniques for estimating their fair galindirectly. These techniques
may be used for initial measurement of an intarg#sset acquired in a business
combination if their objective is to estimate faalue and if they reflect current
transactions and practices in the industry to whloh asset belongs. These
techniques include, for example:

(a) discounting estimated future net cash flows ftbenasset;

(b) estimating the costs the entity avoids by owrtimg intangible asset and
not needing:

0] to license it from another party in an arm’'adéh transaction (as
in the ‘relief from royalty’ approach, using disedad net cash
flows), or

(i)  torecreate or replace it (as in the cost apph).
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Subsequent expenditure on an acquired in-process
research and development project

Research or development expenditure that:

(a) relates to an in-process research or developmemproject acquired
separately or in a business combination and recoged as an intangible
asset; and

(b) is incurred after the acquisition of that project
shall be accounted for in accordance with paragraph54—62.

Applying the requirements in paragraphs 54-62 nsethat subsequent
expenditure on an in-process research or developpmneject acquired separately
or in a business combination and recognised astangible asset is:

(@) recognised as an expense when incurred ifésisarch expenditure;

(b) recognised as an expense when incurred ifdeiglopment expenditure
that does not satisfy the criteria for recognitem an intangible asset in
paragraph 57; and

(c) added to the carrying amount of the acquiregbrotess research or
development project if it is development expendittinat satisfies the
recognition criteria in paragraph 57.

Acquisition by way of a government grant

In some cases, an intangible asset may be adguée of charge, or for nominal
consideration, by way of a government grant. Thigynhappen when a
government transfers or allocates to an entitynigitsle assets such as airport
landing rights, licences to operate radio or tedevi stations, import licences or
quotas or rights to access other restricted ressurc In accordance with
NZ IAS 20Accounting for Government Grants and Disclosur&ofernment
Assistancean entity may choose to recognise both the iidéa@sset and the
grant initially at fair value. If an entity choasaot to recognise the asset initially
at fair value, the entity recognises the assetalhitat a nominal amount (the
other treatment permitted by NZ IAS 20) plus any exiiteire that is directly
attributable to preparing the asset for its intehdse.

Public Benefit Entities
NZ 44.1 Paragraph 44 refers to the application of NZ IAS 2qplication of NZ IAS 20

by public benefit entities is limited (refer NZ IA®R

45

Exchanges of assets

One or more intangible assets may be acquirekéhange for a non-monetary
asset or assets, or a combination of monetary amdmonetary assets. The
following discussion refers simply to an exchang®wé non-monetary asset for
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another, but it also applies to all exchanges dsstrin the preceding sentence.
The cost of such an intangible asset is measurddiravvalue unless (a) the

exchange transaction lacks commercial substan¢e)dhe fair value of neither

the asset received nor the asset given up is helrmbasurable. The acquired
asset is measured in this way even if an entity @ammediately derecognise

the asset given up. If the acquired asset is reatsored at fair value, its cost is
measured at the carrying amount of the asset gigen

An entity determines whether an exchange trdiwsachas commercial

substance by considering the extent to which itsreutash flows are expected
to change as a result of the transaction. An exgbatransaction has
commercial substance if:

(a) the configuration (ie risk, timing and amounf)the cash flows of the
asset received differs from the configuration @& tash flows of the asset
transferred; or

(b) the entity-specific value of the portion of taetity’'s operations affected
by the transaction changes as a result of the egehand

(c) the difference in (a) or (b) is significantatVe to the fair value of the
assets exchanged.

For the purpose of determining whether an exchangasaction has
commercial substance, the entity-specific valueghef portion of the entity’'s
operations affected by the transaction shall reffgust-tax cash flows. The
result of these analyses may be clear without aityehaving to perform
detailed calculations.

Paragraph 21(b) specifies that a condition fier tecognition of an intangible
asset is that the cost of the asset can be measeligdly. The fair value of an

intangible asset for which comparable market tratigas do not exist is

reliably measurable if (a) the variability in thange of reasonable fair value
estimates is not significant for that asset ortfl® probabilities of the various
estimates within the range can be reasonably as$essd used in estimating
fair value. If an entity is able to determine adlly the fair value of either the
asset received or the asset given up, then the/ditile of the asset given up is
used to measure cost unless the fair value of $eetaeceived is more clearly
evident.

Internally generated goodwill

Internally generated goodwill shall not be recogjsed as an asset.

In some cases, expenditure is incurred to genéraure economic benefits, but it
does not result in the creation of an intangiblseashat meets the recognition
criteria in this Standard. Such expenditure iemftlescribed as contributing to
internally generated goodwill. Internally generaggadwill is not recognised as
an asset because it is not an identifiable resdigdeis not separable nor does it
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arise from contractual or other legal rights) cold by the entity that can be
measured reliably at cost.

Differences between the market value of an eatity the carrying amount of its
identifiable net assets at any time may capturange of factors that affect the
value of the entity. However, such differences do mpresent the cost of
intangible assets controlled by the entity.

Internally generated intangible assets

It is sometimes difficult to assess whether &erirally generated intangible asset
qualifies for recognition because of problems in:

(@) identifying whether and when there is an idemié asset that will
generate expected future economic benefits; and

(b) determining the cost of the asset reliably. sbme cases, the cost of
generating an intangible asset internally cannadibenguished from the
cost of maintaining or enhancing the entity's intdly generated
goodwill or of running day-to-day operations.

Therefore, in addition to complying with the generalguirements for the
recognition and initial measurement of an intargjidéset, an entity applies the
requirements and guidance in paragraphs 52-67 Itant@rnally generated
intangible assets.

To assess whether an internally generated iritkngsset meets the criteria for
recognition, an entity classifies the generatiothefasset into:

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

Although the terms ‘research’ and ‘development’ deéned, the terms ‘research
phase’ and ‘development phase’ have a broader mgdar the purpose of this
Standard.

If an entity cannot distinguish the researchspifaom the development phase of
an internal project to create an intangible agbet,entity treats the expenditure
on that project as if it were incurred in the reshghase only.

Research phase

No intangible asset arising from research (or fnm the research phase of an
internal project) shall be recognised. Expenditureon research (or on the
research phase of an internal project) shall be regnised as an expense when
it is incurred.

In the research phase of an internal projecerdity cannot demonstrate that an
intangible asset exists that will generate probdblkeire economic benefits.
Therefore, this expenditure is recognised as apres@when it is incurred.
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Examples of research activities are:

@)
(b)

(©
(d)

activities aimed at obtaining new knowledge;

the search for, evaluation and final selectidnapplications of research
findings or other knowledge;

the search for alternatives for materials, desj products, processes,
systems or services; and

the formulation, design, evaluation and finadlestion of possible
alternatives for new or improved materials, deviga®ducts, processes,
systems or services.

Development phase

An intangible asset arising from development (orfrom the development
phase of an internal project) shall be recognised,iand only if, an entity can
demonstrate all of the following:

@)

(b)
(©
(d)

(€)

()

the technical feasibility of completing the iningible asset so that it
will be available for use or sale.

its intention to complete the intangible assednd use or sell it.
its ability to use or sell the intangible asset

how the intangible asset will generate probablguture economic
benefits. Among other things, the entity can demomste the

existence of a market for the output of the intandile asset or the
intangible asset itself or, if it is to be used imrnally, the usefulness of
the intangible asset.

the availability of adequate technical, finanel and other resources to
complete the development and to use or sell the arigible asset.

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

In the development phase of an internal progattentity can, in some instances,
identify an intangible asset and demonstrate tmatasset will generate probable
future economic benefits. This is because the Idpugent phase of a project is
further advanced than the research phase.

Examples of development activities are:

@)

(b)
(©

(d)

the design, construction and testing of predpetion or pre-use
prototypes and models;

the design of tools, jigs, moulds and dies vy new technology;

the design, construction and operation of atgilant that is not of a scale
economically feasible for commercial productiongan

the design, construction and testing of a chaséernative for new or
improved materials, devices, products, procesysterss or services.
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To demonstrate how an intangible asset will geegreobable future economic
benefits, an entity assesses the future economiefibe to be received from the
asset using the principles in NZ IAS 8@pairment of Assetslf the asset will
generate economic benefits only in combination vdther assets, the entity
applies the concept of cash-generating units inAZ 36.

Availability of resources to complete, use andaib the benefits from an
intangible asset can be demonstrated by, for ex@ragbusiness plan showing the
technical, financial and other resources neededtlamaentity’s ability to secure
those resources. In some cases, an entity deratessthe availability of external
finance by obtaining a lender’s indication of itdlimgness to fund the plan.

An entity’s costing systems can often measuiahigl the cost of generating an
intangible asset internally, such as salary andero#xpenditure incurred in
securing copyrights or licences or developing compsoftware.

Internally generated brands, mastheads, publishg titles, customer lists and
items similar in substance shall not be recogniseak intangible assets.

Expenditure on internally generated brands, measts, publishing titles,
customer lists and items similar in substance cabeodistinguished from the
cost of developing the business as a whole. Thezefeuch items are not
recognised as intangible assets.

Cost of an internally generated intangible asset

The cost of an internally generated intangibksea for the purpose of
paragraph 24 is the sum of expenditure incurrednfrine date when the
intangible asset first meets the recognition datém paragraphs 21, 22 and 57.
Paragraph 71 prohibits reinstatement of expendipueeiously recognised as an
expense.

The cost of an internally generated intangibsef comprises all directly
attributable costs necessary to create, produckp@apare the asset to be capable
of operating in the manner intended by managemeBkamples of directly
attributable costs are:

(a) costs of materials and services used or corguimegenerating the
intangible asset;

(b) costs of employee benefits (as defined in NZ 18% arising from the
generation of the intangible asset;

(c) fees to register a legal right; and

(d) amortisation of patents and licences that aseduto generate the
intangible asset.

NZ IAS 23 specifies criteria for the recognition otérest as an element of the
cost of an internally generated intangible asset.
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67 The following are not components of the cost af iaternally generated
intangible asset:

€) selling, administrative and other general ogathexpenditure unless this
expenditure can be directly attributed to prepativgasset for use;

(b) identified inefficiencies and initial operatirigsses incurred before the
asset achieves planned performance; and

(c) expenditure on training staff to operate theeis

Example illustrating paragraph 65

An entity is developing a new production process. if@u20X5, expenditure
incurred was CU1,0009, of which CU900 was incurred before 1 December
20X5 and CU100 was incurred between 1 December 20X8himecember
20X5. The entity is able to demonstrate that, Begember 20X5, the
production process met the criteria for recognitisran intangible asset. The
recoverable amount of the know-how embodied in toegss (including future
cash outflows to complete the process before iadable for use) is estimate
to be CU500.

At the end of 20X5, the production process is raisagl as an intangible asseg
at a cost of CU100 (expenditure incurred since thie dvhen the recognition
criteria were met, ie 1 December 20X5). The CU900redipee incurred
before 1 December 20X5 is recognised as an expenaedeethe recognition
criteria were not met until 1 December 20X5. Thiseexjiture does not form
part of the cost of the production process recogphis the statement of
financial position.

During 20X6, expenditure incurred is CU2,000. At thd ef 20X6, the
recoverable amount of the know-how embodied in toegss (including future
cash outflows to complete the process before iadable for use) is estimate
to be CU1,900.

At the end of 20X6, the cost of the production gssdas CU2,100 (CU100
expenditure recognised at the end of 20X5 plus QUReXpenditure
recognised in 20X6). The entity recognises an impait loss of CU200 to
adjust the carrying amount of the process beforeaimpent loss (CU2,100) tg
its recoverable amount (CU1,900). This impairment lodisbe reversed in a
subsequent period if the requirements for the reatexkan impairment loss in
NZ IAS 36 are met.

@)

o

—

o

In this Standard, monetary amounts are denominatedrrency units’ (CU).

Recognition of an expense

68 Expenditure on an intangible item shall be recagsed as an expense when it
is incurred unless:

(a) it forms part of the cost of an intangible asdethat meets the
recognition criteria (see paragraphs 1867); or
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(b) the item is acquired in a business combinatiorand cannot be
recognised as an intangible asset. If this is thease, it forms part of
the amount recognised as goodwill at the acquisitio date (see
NZ IFRS 3).

69 In some cases, expenditure is incurred to peoftitlire economic benefits to an
entity, but no intangible asset or other assetcigugied or created that can be
recognised. In the case of the supply of goods, ghtity recognises such
expenditure as an expense when it has a right esadbose goods. In the case
of the supply of services, for example, expenditmmeresearch is recognised as
an expense when it is incurred (see paragraph &d¢pewhen it is acquired as
part of a business combination. Other examplexpémditure that is recognised
as an expense when it is incurred include:

(@) expenditure on start-up activities (ie start-wpsts), unless this
expenditure is included in the cost of an item obperty, plant and
equipment in accordance with NZ IAS Pgoperty, Plant and Equipment
Start-up costs may consist of establishment costh ss legal and
secretarial costs incurred in establishing a legéty, expenditure to open
a new facility or business (ie pre-opening costs)egpenditures for
starting new operations or launching new productprocesses (ie pre-
operating costs).

(b) expenditure on training activities.

(c) expenditure on advertising and promotional véais (including mail
order catalogues).

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

69A An entity has a right to access goods when it avam. Similarly, it has a right
to access goods when they have been constructedshpmier in accordance
with the terms of a supply contract and the entityld demand delivery of them
in return for payment. Services are received whezy thre performed by a
supplier in accordance with a contract to deliventho the entity and not when
the entity uses them to deliver another service, €wample, to deliver an
advertisement to customers.

70 Paragraph 68 does not preclude an entity frarogrising a prepayment as an
asset when payment for goods has been made in adeéiite entity obtaining a
right to access those goods. Similarly, paragraplides not preclude an entity
from recognising a prepayment as an asset when payioeservices has been
made in advance of the entity receiving those sesvi

Past expenses not to be recognised as an asset

71 Expenditure on an intangible item that was initally recognised as an expense
shall not be recognised as part of the cost of amtangible asset at a later
date.
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An entity shall choose either the cost model inapagraph 74 or the

revaluation model in paragraph 75 as its accountingolicy. If an intangible

asset is accounted for using the revaluation modedJl the other assets in its
class shall also be accounted for using the same ded unless there is no
active market for those assets.

A class of intangible assets is a grouping oétassf a similar nature and use in
an entity’s operations. The items within a clasintdngible assets are revalued
simultaneously to avoid selective revaluation ofe#s and the reporting of
amounts in the financial statements representimixéure of costs and values as
at different dates.

Cost model

After initial recognition, an intangible asset shll be carried at its cost less
any accumulated amortisation and any accumulated ipairment losses.

Revaluation model

After initial recognition, an intangible asset shll be carried at a revalued
amount, being its fair value at the date of the realuation less any subsequent
accumulated amortisation and any subsequent accumated impairment
losses. For the purpose of revaluations under thiStandard, fair value shall
be determined by reference to an active market. Relations shall be made
with such regularity that at the end of the reporting period the carrying
amount of the asset does not differ materially fronits fair value.

The revaluation model does not allow:

(a) the revaluation of intangible assets that hang previously been
recognised as assets; or

(b) the initial recognition of intangible assetsaatounts other than cost.

The revaluation model is applied after an akast been initially recognised at
cost. However, if only part of the cost of an intiéaey asset is recognised as an
asset because the asset did not meet the criteri@dognition until part of the
way through the process (see paragraph 65), thduegimm model may be
applied to the whole of that asset. Also, the reatim model may be applied to
an intangible asset that was received by way of aemowent grant and
recognised at a nominal amount (see paragraph 44).

It is uncommon for an active market with the eletaristics described in
paragraph 8 to exist for an intangible asset, atthothis may happen. For
example, in some jurisdictions, an active markey eeist for freely transferable
taxi licences, fishing licences or production gsotdHowever, an active market
cannot exist for brands, newspaper mastheads, randid¢ilm publishing rights,
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patents or trademarks, because each such asseatigeeu Also, although
intangible assets are bought and sold, contraetaegotiated between individual
buyers and sellers, and transactions are relatinfélgquent. For these reasons,
the price paid for one asset may not provide sefficevidence of the fair value
of another. Moreover, prices are often not avélab the public.

79 The frequency of revaluations depends on thatiio} of the fair values of the
intangible assets being revalued. If the fair gabf a revalued asset differs
materially from its carrying amount, a further rieasgion is necessary. Some
intangible assets may experience significant addtil® movements in fair value,
thus necessitating annual revaluation. Such fretuealuations are unnecessary
for intangible assets with only insignificant movertgein fair value.

80 If an intangible asset is revalued, any accutedlamortisation at the date of the
revaluation is either:

(@) restated proportionately with the change ingtass carrying amount of
the asset so that the carrying amount of the astat revaluation equals
its revalued amount; or

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

81 If an intangible asset in a class of revalued tangible assets cannot be
revalued because there is no active market for thiasset, the asset shall be
carried at its cost less any accumulated amortisath and impairment losses.

82 If the fair value of a revalued intangible assetan no longer be determined
by reference to an active market, the carrying amont of the asset shall be its
revalued amount at the date of the last revaluatioy reference to the active
market less any subsequent accumulated amortisatioand any subsequent
accumulated impairment losses.

83 The fact that an active market no longer ex@ta revalued intangible asset may
indicate that the asset may be impaired and thateé&ds to be tested in
accordance with NZ IAS 36.

84 If the fair value of the asset can be determmedeference to an active market at
a subsequent measurement date, the revaluation rea@gplied from that date.

85 If an intangible asset's carrying amount is inceased as a result of a
revaluation, the increase shall be recognised inloér comprehensive income
and accumulated in equity under the heading of revaation surplus.
However, the increase shall be recognised in profitr loss to the extent that it
reverses a revaluation decrease of the same assetvously recognised in
profit or loss.

86 If an intangible asset’'s carrying amount is de@ased as a result of a
revaluation, the decrease shall be recognised in gfit or loss. However, the
decrease shall be recognised in other comprehensiveome to the extent of
any credit balance in the revaluation surplus in repect of that asset. The
decrease recognised in other comprehensive incomeduces the amount
accumulated in equity under the heading of revaluabn surplus.
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The cumulative revaluation surplus includeddnity may be transferred directly
to retained earnings when the surplus is realis€de whole surplus may be
realised on the retirement or disposal of the askletwever, some of the surplus
may be realised as the asset is used by the dntigych a case, the amount of the
surplus realised is the difference between amoidisabased on the revalued
carrying amount of the asset and amortisation wWwatld have been recognised
based on the asset’s historical cost. The trarfséen revaluation surplus to
retained earnings is not made through profit os.los

Useful life

88

89

90

An entity shall assess whether the useful life ah intangible asset is finite or
indefinite and, if finite, the length of, or number of production or similar
units constituting, that useful life. An intangible asset shall be regarded by
the entity as having an indefinite useful life whenbased on an analysis of all
of the relevant factors, there is no foreseeablentit to the period over which
the asset is expected to generate net cash inflofws the entity.

The accounting for an intangible asset is baseis useful life. An intangible
asset with a finite useful life is amortised (sesmrggraphs 97-106), and an
intangible asset with an indefinite useful liferist (see paragraphs 107-110).
The lllustrative Examples accompanying this Staddaitlustrate the
determination of useful life for different intandgbassets, and the subsequent
accounting for those assets based on the usefuddiferminations.

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

(@) the expected usage of the asset by the emtitywdnether the asset could
be managed efficiently by another management team;

(b) typical product life cycles for the asset andblg information on
estimates of useful lives of similar assets thatusmed in a similar way;

(c) technical, technological, commercial or othgrels of obsolescence;

(d) the stability of the industry in which the aseperates and changes in the
market demand for the products or services outpm the asset;

(e) expected actions by competitors or potentialetitors;

)] the level of maintenance expenditure requiredobtain the expected
future economic benefits from the asset and thétyentability and
intention to reach such a level;

(9) the period of control over the asset and legaimilar limits on the use of
the asset, such as the expiry dates of relateddpand

(h) whether the useful life of the asset is dependarthe useful life of other
assets of the entity.
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The term ‘indefinite’ does not mean ‘infiniteThe useful life of an intangible
asset reflects only that level of future maintemarexpenditure required to
maintain the asset at its standard of performaresessed at the time of
estimating the asset’s useful life, and the erdtigbility and intention to reach
such a level. A conclusion that the useful lifeaofintangible asset is indefinite
should not depend on planned future expenditurexitess of that required to
maintain the asset at that standard of performance.

Given the history of rapid changes in technolagymputer software and many
other intangible assets are susceptible to techim@bobsolescence. Therefore,
it is likely that their useful life is short.

The useful life of an intangible asset may beyveng or even indefinite.
Uncertainty justifies estimating the useful lifeaf intangible asset on a prudent
basis, but it does not justify choosing a life tisainrealistically short.

The useful life of an intangible asset that arés from contractual or other
legal rights shall not exceed the period of the cdamctual or other legal

rights, but may be shorter depending on the periodver which the entity

expects to use the asset. If the contractual ortar legal rights are conveyed
for a limited term that can be renewed, the usefulife of the intangible asset
shall include the renewal period(s) only if there isevidence to support
renewal by the entity without significant cost. Tk useful life of a reacquired
right recognised as an intangible asset in a busisge combination is the
remaining contractual period of the contract in which the right was granted
and shall not include renewal periods.

There may be both economic and legal factolsenting the useful life of an
intangible asset. Economic factors determine thdod over which future
economic benefits will be received by the entityeghl factors may restrict the
period over which the entity controls access todHenefits. The useful life is
the shorter of the periods determined by thesefact

Existence of the following factors, among othémgjcates that an entity would
be able to renew the contractual or other legalsiglithout significant cost:

(a) there is evidence, possibly based on experjeihes the contractual or
other legal rights will be renewed. If renewal is togent upon the
consent of a third party, this includes evidencat tine third party will
give its consent;

(b) there is evidence that any conditions necesgaobtain renewal will be
satisfied; and

(c) the cost to the entity of renewal is not sigrafit when compared with the
future economic benefits expected to flow to thétefitom renewal.

If the cost of renewal is significant when comparedhwhe future economic
benefits expected to flow to the entity from renewtle ‘renewal’ cost
represents, in substance, the cost to acquire amanmgible asset at the renewal
date.
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Intangible assets with finite useful lives
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98
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Amortisation period and amortisation method

The depreciable amount of an intangible asset thia finite useful life shall be
allocated on a systematic basis over its usefuldif Amortisation shall begin
when the asset is available for use, ie when itiis the location and condition

necessary for it to be capable of operating in thenanner intended by

management. Amortisation shall cease at the eartieof the date that the

asset is classified as held for sale (or included ia disposal group that is
classified as held for sale) in accordance with NZFRS 5 and the date that
the asset is derecognised. The amortisation methagsed shall reflect the
pattern in which the asset’s future economic bendaf are expected to be
consumed by the entity. If that pattern cannot bedetermined reliably, the

straight-line method shall be used. The amortisatin charge for each period
shall be recognised in profit or loss unless thisr@nother Standard permits

or requires it to be included in the carrying amour of another asset.

A variety of amortisation methods can be useallazrate the depreciable amount
of an asset on a systematic basis over its uséful These methods include the
straight-line method, the diminishing balance mdthad the unit of production

method. The method used is selected on the badisecexpected pattern of

consumption of the expected future economic benefitbodied in the asset and
is applied consistently from period to period, ssldhere is a change in the
expected pattern of consumption of those futur@esuc benefits.

Amortisation is usually recognised in profit as$. However, sometimes the
future economic benefits embodied in an asset lbserbed in producing other
assets. In this case, the amortisation chargetitgas part of the cost of the
other asset and is included in its carrying amoudr example, the amortisation
of intangible assets used in a production procesmdluded in the carrying

amount of inventories (see NZ IASr&ventories.

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

(a) there is a commitment by a third party to purclase the asset at the
end of its useful life; or

(b)  there is an active market for the asset and:

0] residual value can be determined by referencentthat market;
and

(ii) it is probable that such a market will exist & the end of the
asset'’s useful life.
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The depreciable amount of an asset with a fusteful life is determined after
deducting its residual value. A residual value ottin zero implies that an
entity expects to dispose of the intangible assétre the end of its economic
life.

An estimate of an asset’s residual value iscbasethe amount recoverable from
disposal using prices prevailing at the date ofetsiimate for the sale of a similar
asset that has reached the end of its usefuldifehas operated under conditions
similar to those in which the asset will be usede Tésidual value is reviewed at
least at each financial year-end. A change in tbset®s residual value is
accounted for as a change in an accounting estimaigcordance with NZ IAS 8
Accounting Policies, Changes in Accounting Estimated Errors

The residual value of an intangible asset masease to an amount equal to or
greater than the asset's carrying amount. If isjahe asset's amortisation
charge is zero unless and until its residual valulesequently decreases to an
amount below the asset’s carrying amount.

Review of amortisation period and amortisation
method

The amortisation period and the amortisation mihod for an intangible asset

with a finite useful life shall be reviewed at ledsat each financial year-end.

If the expected useful life of the asset is diffent from previous estimates, the

amortisation period shall be changed accordingly. If there has been a
change in the expected pattern of consumption of & future economic

benefits embodied in the asset, the amortisation ried shall be changed to
reflect the changed pattern. Such changes shall laecounted for as changes
in accounting estimates in accordance with NZ IAS 8.

During the life of an intangible asset, it m&gdme apparent that the estimate of
its useful life is inappropriate. For example, tieeognition of an impairment
loss may indicate that the amortisation period seede changed.

Over time, the pattern of future economic hienefxpected to flow to an entity

from an intangible asset may change. For exariipieay become apparent that a
diminishing balance method of amortisation is appete rather than a straight-line
method. Another example is if use of the righfgesented by a licence is deferred
pending action on other components of the busipkss In this case, economic

benefits that flow from the asset may not be rexbivntil later periods.

Intangible assets with indefinite useful lives

107

An intangible asset with an indefinite useful e shall not be amortised.
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108 In accordance with NZ IAS 36, an entity is reqlite test an intangible asset
with an indefinite useful life for impairment by cparing its recoverable amount
with its carrying amount:

(a) annually; and
(b) whenever there is an indication that the inthlegasset may be impaired.

Review of useful life assessment

109 The useful life of an intangible asset that iaot being amortised shall be
reviewed each period to determine whether events dncircumstances
continue to support an indefinite useful life assesnent for that asset. If they
do not, the change in the useful life assessmenbin indefinite to finite shall
be accounted for as a change in an accounting estite in accordance with
NZ IAS 8.

110 In accordance with NZ IAS 36, reassessing theul#ef of an intangible asset as
finite rather than indefinite is an indicator thhe asset may be impaired. As a
result, the entity tests the asset for impairmentcbmparing its recoverable
amount, determined in accordance with NZ IAS 36, w#tcarrying amount, and
recognising any excess of the carrying amount thesrecoverable amount as an
impairment loss.

Recoverability of the carrying amount — impairment
losses

111 To determine whether an intangible asset is imga an entity applies
NZ IAS 36. That Standard explains when and how aryemviews the carrying
amount of its assets, how it determines the recbler@mount of an asset and
when it recognises or reverses an impairment loss.

Retirements and disposals

112 An intangible asset shall be derecognised:
(a) on disposal; or
(b)  when no future economic benefits are expectedroin its use or
disposal.

113 The gain or loss arising from the derecognitionf an intangible asset shall be
determined as the difference between the net dispasproceeds, if any, and
the carrying amount of the asset. It shall be regnised in profit or loss when
the asset is derecognised (unless NZ IAS 17 requiretherwise on a sale and
leaseback). Gains shall not be classified as reven
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The disposal of an intangible asset may octarvariety of ways (eg by sale, by
entering into a finance lease, or by donation)détermining the date of disposal
of such an asset, an entity applies the criteriaNih IAS 18 Revenuefor
recognising revenue from the sale of goods. NZ I&&fiplies to disposal by a
sale and leaseback.

If in accordance with the recognition princigle paragraph 21 an entity
recognises in the carrying amount of an assetdbeaf a replacement for part of
an intangible asset, then it derecognises the ingrgmount of the replaced part.
If it is not practicable for an entity to determitiee carrying amount of the
replaced part, it may use the cost of the replaoéme an indication of what the
cost of the replaced part was at the time it wasieadjor internally generated.

In the case of a reacquired right in a businesmbination, if the right is
subsequently reissued (sold) to a third party,réi@ted carrying amount, if any,
shall be used in determining the gain or loss @soe.

The consideration receivable on disposal ofiraangible asset is recognised
initially at its fair value. If payment for the temgible asset is deferred, the
consideration received is recognised initially lz¢ tash price equivalent. The
difference between the nominal amount of the comati® and the cash price
equivalent is recognised as interest revenue irordeoce with NZ IAS 18
reflecting the effective yield on the receivable.

Amortisation of an intangible asset with a finiseful life does not cease when
the intangible asset is no longer used, unlessigbet has been fully depreciated
or is classified as held for sale (or included migposal group that is classified as
held for sale) in accordance with NZ IFRS 5.

Disclosure

118

General

An entity shall disclose the following for eaclctlass of intangible assets,
distinguishing between internally generated intandile assets and other
intangible assets:

(a) whether the useful lives are indefinite or firte and, if finite, the useful
lives or the amortisation rates used;

(b)  the amortisation methods used for intangible agets with finite useful
lives;

(c) the gross carrying amount and any accumulated raortisation
(aggregated with accumulated impairment losses) ahé beginning and
end of the period;

*(d) the line item(s) of the statement of comprehesive income in which
any amortisation of intangible assets is included;
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*e)

NZ IAS 38

a reconciliation of the carrying amount at thebeginning and end of
the period showing:

@

(ii)

(iii)

(iv)

v)

(vi)
(vii)

additions, indicating separately those from ingrnal
development, those acquired separately, and thosequired
through business combinations;

assets classified as held for sale or included a disposal group
classified as held for sale in accordance with NZ RS 5 and
other disposals;

increases or decreases during the period refting from
revaluations under paragraphs 75, 85 and 86 and fro
impairment losses recognised or reversed in other
comprehensive income in accordance with NZ IAS 36 (dny);

impairment losses recognised in profit or lossduring the
period in accordance with NZ IAS 36 (if any);

impairment losses reversed in profit or loss dung the period
in accordance with NZ IAS 36 (if any);

any amortisation recognised during the period;

net exchange differences arising on the tramation of the
financial statements into the presentation currencyand on the
translation of a foreign operation into the preserdtion
currency of the entity; and

(viii) other changes in the carrying amount duringthe period.

A class of intangible assets is a grouping eé@sof a similar nature and use in
an entity’s operations. Examples of separate etasgy include:

@)
(b)
(©
(d)
(e)

U]
(9

brand names;

mastheads and publishing titles;

computer software;

licences and franchises;

copyrights, patents and other industrial propeights, service and
operating rights;

recipes, formulae, models, designs and proegypnd

intangible assets under development.

The classes mentioned above are disaggregatece(mgegd) into smaller (larger)
classes if this results in more relevant infornmatior the users of the financial

statements.

An entity discloses information on impaired ng#ole assets in accordance with
NZ IAS 36 in addition to the information required gragraph 118(e)(iii)—(v).

NZ IAS 8 requires an entity to disclose the reafurd amount of a change in an
accounting estimate that has a material effedhéncurrent period or is expected
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124

to have a material effect in subsequent periodsch $lisclosure may arise from
changes in:

(a) the assessment of an intangible asset’s ulifeful
(b) the amortisation method; or

(c) residual values.

An entity shall also disclose:

(a) for an intangible asset assessed as having awdéfinite useful life, the
carrying amount of that asset and the reasons supping the
assessment of an indefinite useful life. In givinghese reasons, the
entity shall describe the factor(s) that played a ignificant role in
determining that the asset has an indefinite usefdife.

(b) a description, the carrying amount and remainiig amortisation
period of any individual intangible asset that is raterial to the
entity’s financial statements.

*(c) for intangible assets acquired by way of a g@rnment grant and
initially recognised at fair value (see paragraph 4):

0] the fair value initially recognised for these asets;
(i)  their carrying amount; and

(i)  whether they are measured after recognition ander the cost
model or the revaluation model.

(d)  the existence and carrying amounts of intangilel assets whose title is
restricted and the carrying amounts of intangible asets pledged as
security for liabilities.

(e) the amount of contractual commitments for the equisition of
intangible assets.

When an entity describes the factor(s) thatygulaa significant role in
determining that the useful life of an intangibleset is indefinite, the entity
considers the list of factors in paragraph 90.

Intangible assets measured after recognition
using the revaluation model
If intangible assets are accounted for at revaéd amounts, an entity shall
disclose the following:
(a) by class of intangible assets:
0] the effective date of the revaluation;

(i)  the carrying amount of revalued intangible assts; and
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*(iii)  the carrying amount that would have been reognised had the
revalued class of intangible assets been measuredtea
recognition using the cost model in paragraph 74;

*(b) the amount of the revaluation surplus that rehtes to intangible assets
at the beginning and end of the period, indicatinghe changes during
the period and any restrictions on the distributionof the balance to
shareholders; and

(c) the methods and significant assumptions applieth estimating the
assets’ fair values.

Public Benefit Entities
NZ 124.1 Public benefit entities are not requiredd comply with the requirement in

paragraph 124(a)(iii) to disclose, in respect of tangible assets accounted
for at revalued amounts, the carrying amount that wald have been
recognised had the revalued class of intangible a&ts been measured after
recognition using the cost model in paragraph 74.

125

126

127

128

It may be necessary to aggregate the classevalfied assets into larger classes
for disclosure purposes. However, classes are mpegated if this would result
in the combination of a class of intangible as$ieds$ includes amounts measured
under both the cost and revaluation models.

Research and development expenditure
An entity shall disclose the aggregate amount oésearch and development
expenditure recognised as an expense during the ped.

Research and development expenditure commiksegpenditure that is directly
attributable to research or development activi{eee paragraphs 66 and 67 for
guidance on the type of expenditure to be incluftedthe purpose of the
disclosure requirement in paragraph 126).

Other information

An entity is encouraged, but not required, seldse the following information:
(a) a description of any fully amortised intangibkset that is still in use; and

(b) a brief description of significant intangiblesats controlled by the entity
but not recognised as assets because they did eet tlme recognition
criteria in this Standard. [Reference to IASIBtangible Assetssued in
1998 in paragraph 128(b) deleted in NZ IAS 38.]
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Transitional provisions and effective date

129-132 [Paragraphs 129 to 132 of IAS 38 are qobriuced. The transitional provisions
in IAS 38 are not relevant to the adoption of thisn8ard. Paragraph 132
establishes the effective date of NZ IAS 38.]

132 This Standard becomes operative for an entiigancial statements that cover
annual accounting periods beginning on or aftearfudry 2007. Early adoption
of this Standard is permitted only when an entit;mwptes with NZ IFRS TFirst-
time Adoption of New Zealand Equivalents to Inteomat! Financial Reporting
Standarddor an annual accounting period beginning on teraf January 2005.

132A NZ IAS 1Presentation of Financial Statemerf&s revised in 2007) amended the
terminology used throughout New Zealand equivalemt#~RSs. In addition it
amended paragraphs 85, 86 and 118(e)(ii). An ensityall apply those
amendments for annual periods beginning on or aftlEanuary 2009. If an entity
applies NZ IAS 1 (revised 2007) for an earlier perittee amendments shall be
applied for that earlier period.

132B NZ IFRS 3 (as revised in 2008) amended paragrdg, 33-35, 68, 69, 94 and
130, deleted paragraphs 38 and 129 and added aphayjt5A. Improvements to
NZ IFRSsissued in May 2009 amended paragraphs 36 andA3v entity shall
apply those amendments prospectively for annuag@eibeginning on or after 1
July 2009. Therefore, amounts recognised for intdaegassets and goodwill in
prior business combinations shall not be adjudfezh entity applies NZ IFRS 3
(revised 2008) for an earlier period, it shall 3pghle amendments for that earlier
period and disclose that fact.

132C Paragraphs 69, 70 and 98 were amended andrggra§9A was added by
Improvements to NZ IFRSssued in June 2008. An entity shall apply those
amendments for annual periods beginning on or dftéanuary 2009. Earlier
application is permitted. If an entity applies #mmendments for an earlier period
it shall disclose that fact.

132D  Improvements to NZ IFRSssued in May 2009 amended paragraphs 40 and 41.
An entity shall apply those amendments prospectiiely annual periods
beginning on or after 1 July 2009. Earlier applmatis permitted. If an entity
applies the amendments for an earlier period il slisclose that fact.

Withdrawal of IAS 38 (issued 1998)

133 [Paragraph 133 is not reproduced. The withdrawfl previous IASB
pronouncements is not relevant to this Standard.]
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