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Both Canadian GAAP and International Financial Reporting Standards (“IFRS”) are principle-based frameworks
and, from a conceptual standpoint, many of the general principles are the same. However, the application of
those general principles in IFRS can be significantly different from Canadian GAAP. Therefore, to understand the
magnitude of the differences between the two, it is essential to look beyond the general principles and examine
the detailed guidance provided in the standards. This is our ninth issue in a series of publications that will
provide detailed information on the key differences between IFRS and Canadian GAAP.

In this issue, the focus will be on:

e The initial and subsequent recognition and measurement differences of intangible assets;
e Useful life and amortization of intangible assets; and

e First time adoption of IFRS issues.

This publication does not cover impairment testing relating to intangible assets. For more information on
impairment testing refer to Issue 2 of our Canadian GAAP — IFRS Comparison Series.

Be advised that this publication is a guide to the differences between Canadian GAAP and IFRS and is not meant
to be a comprehensive manual. Please contact a BDO Dunwoody representative for specific details
and information.

References
IFRS: IAS 38, Intangible Assets.
Canadian GAAP: Section 3064, Goodwill and Intangible Assets.

This is a publication of BDO Dunwoody LLP on developments in the area of Audit and Accounting. This material is general
in nature and should not be relied upon to replace the requirement for specific professional advice. The information in this
document is current as of January, 9, 2009.



Introduction

The recent introduction of CICA Handbook Section 3064, Goodwill and Intangible Assets (“Section 3064"),
which is applicable for annual and interim financial statements relating to fiscal years beginning on or after
October 1, 2008, largely converged Canadian GAAP intangible asset requirements with IFRS requirements.
However, IAS 38, Intangible Assets (“IAS 38”) was not adopted in full by the Canadian Accounting Standards
Board (“AcSB"), as certain areas of IAS 38 or related IFRS standards are inconsistent with Canadian standards
(e.g. impairments — refer to Issue 2 of our Canadian GAAP — I[FRS Comparison Series). The AcSB did not want
to change those areas and decided not to include the IAS 38 requirement. Therefore, some differences still
remain between the standards and these will need to be taken into consideration on transition to IFRS.

Initial Recognition and Measurement

Both Canadian GAAP and IFRS are very similar in relation to recognition and measurement of intangible
assets. However, a difference exists for income and related expenses arising from incidental operations and
additional guidance is provided directly in IAS 38 for the treatment of specific transactions.

Canadian GAAP IFRS

Section 3064 does not include any reference to IAS 38 requires immediate recognition in profit or
income and related expenses arising from incidental |loss of income and related expenses arising from
operations. incidental operations not necessary to bring an asset

to the condition necessary for it to be capable of

It is suggested that an entity look to CICA Handbook o )
operating in the manner intended by management.

Section 3061, Property, Plant and Equipment for
guidance. That section requires capitalization of
these revenues for tangible capital assets.

Section 3064 does not provide specific guidance on  IAS 38 includes guidance where the payment for an
payment for an intangible asset, which is deferred intangible asset is deferred beyond normal credit terms.

byl mowmal @redit enms. In these situations, the cost is the cash price

equivalent with the difference between that amount
and the total payments recognized as interest expense
over the period of credit, unless it is capitalized in
accordance with IAS 23, Borrowing Costs.

Section 3064 does not provide specific guidance IFRS links IAS 38 and IFRS 3, Business Combinations,
on the acquisition of intangible assets as part of a to provide specific guidance on the acquisition of
business combination. intangible assets as part of a business combination.
An entity would look to Section 1581, Business The cost of an intangible asset acquired as part of a
Combinations for guidance. business combination is its fair value at the acquisition date.

An acquirer recognizes at the acquisition date,
separately from goodwill, an intangible asset of

the acquiree, irrespective of whether the asset

had been recognized by the acquiree before the
business combination. This means that the acquirer
recognizes as an asset, separately from goodwill,

an in-process research and development project of
the acquiree if the project meets the definition of an
intangible asset.

An acquiree’s in-process research and development
project meets the definition of an intangible asset when it:
e  Meets the definition of an asset; and

e [sidentifiable (i.e. is separable or arises from
contractual or other legal rights).
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Canadian GAAP

Section 3064 does not provide specific guidance
on measuring the fair value of an intangible asset
acquired in a business combination.

An entity would look to Section 1581, Business
Combinations for guidance.

IFRS

IAS 38 provides specific guidance on how to measure
the fair value of an intangible asset acquired in a
business combination.

If the intangible asset is separable or arises

from contractual or other legal rights, sufficient
information exists to reliably measure the fair value
of the asset.

When there is a range of possible outcomes with
different probabilities for the estimates used

to measure an intangible asset’s fair value, that
uncertainty enters into the measurement of the
asset'’s fair value.

An intangible asset acquired in a business
combination might be separable, but only together
with a related tangible or intangible asset. For
example, a magazine’s publishing title might not be
able to be sold separately from a related subscriber
database, or a trademark for natural spring water
might relate to a particular spring and could not be
sold separately from the spring. In such cases, the
acquirer recognizes the group of assets as a single
asset separately from goodwill if the individual fair
values of the assets in the group are not reliably
measurable.

Similarly, the terms ‘brand’ and ‘brand name’ are
often used as synonyms for trademarks and other
marks. However, the former is a general marketing
term that is typically used to refer to a group of
complementary assets such as a trademark (or
service mark) and its related trade name, formulas,
recipes and technological expertise. The acquirer
recognizes a group of complementary intangible
assets, as a single asset, comprising a brand if the
individual fair values of the complementary assets
are not reliably measurable. If the individual fair
values of the complementary assets are reliably
measurable, an acquirer may recognize them as a
single asset provided the individual assets have
similar useful lives.

Quoted market prices in an active market provide
the most reliable estimate of the fair value of an
intangible asset. The appropriate market price is
usually the current bid price. If current bid prices
are unavailable, the price of the most recent similar
transaction may provide a basis from which to
estimate fair value, provided that there has not been
a significant change in economic circumstances
between the transaction date and the date at which
the asset’s fair value is estimated.
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Canadian GAAP

Section 3064 does not provide specific guidance
on how to account for subsequent expenditure on
an acquired in-process research and development
project.

IFRS

If no active market exists for an intangible asset, its
fair value is the amount that the entity would have
paid for the asset, at the acquisition date, in an
arm'’s length transaction between knowledgeable and
willing parties, on the basis of the best information
available. In determining this amount, an entity
considers the outcome of recent transactions for
similar assets.

Entities that are regularly involved in the purchase
and sale of unique intangible assets may have
developed techniques for estimating their fair values
indirectly. These techniques may be used for initial
measurement of an intangible asset acquired in a
business combination if their objective is to estimate
fair value and if they reflect current transactions and
practices in the industry to which the asset belongs.
These techniques include, when appropriate:

e Applying multiples that reflect current market
transactions to indicators that drive the
profitability of the asset (such as revenue, market
shares and operating profit), or to the royalty
stream that could be obtained from licensing
the intangible asset to another party in an arm'’s
length transaction (as in the ‘relief from royalty’
approach); or

e Discounting estimated future net cash flows from
the asset.

Subsequent expenditure on an in-process research
or development project acquired separately or

in a business combination, and recognized as an
intangible asset is:

e Recognized as an expense when incurred if it is
research expenditure;

e Recognized as an expense when incurred if it is
development expenditure that does not satisfy
the criteria for recognition as an intangible
asset using the development phase recognition
criteria; and

e Added to the carrying amount of the acquired
in-process research or development project if
it is development expenditure that satisfies the
development phase recognition criteria.
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Canadian GAAP

Section 3064 does not provide specific guidance on
how to account for an acquisition of intangible asset
by way of a government grant.

An entity would generally follow the requirements of
Section 3800, Government Assistance for guidance.
This is likely to require an entity to choose either to:

Deduct the grant from the related assets; or

Defer and amortize the grant to income.

Section 3064 does not provide specific guidance
on how to account for acquisition of intangible
assets by way of an exchange.

An entity would look to Section 3831,
Non-Monetary Transactions for guidance. That
Section generally requires an asset exchanged or
transferred in a non-monetary transaction to be
measured at the more reliably measurable of the
fair value of the asset given up and the fair value
of the asset received, unless:

Neither the fair value of the asset received nor
the fair value of the asset given up is reliably
measurable;

The transaction lacks commercial substance;

The transaction is an exchange of a product or
property held for sale in the ordinary course of
business for a product or property to be sold
in the same line of business to facilitate sales
to customers other than the parties to the
exchange; and

The transaction is a non-monetary non-reciprocal

transfer to owners. This is measured at the
carrying amount of the non-monetary assets or
liabilities transferred.

If the acquired asset is not measured at fair
value, its cost is measured at the carrying
amount (after reduction, when appropriate, for
impairment) of the asset given up, adjusted by
the fair value of any monetary consideration
received or given.

IFRS

Where an intangible asset is acquired free of charge,
or for nominal consideration, by way of a government
grant, an entity may choose to recognize:

Both the intangible asset and the grant initially
at fair value; or

If the entity chooses not to recognize the asset
initially at fair value, the asset is recognized
initially at a nominal amount plus any
expenditure that is directly attributable to
preparing the asset for its intended use.

This treatment is consistent with IAS 20,
Accounting for Government Grants.

The cost of an intangible asset acquired in
exchange for a non-monetary asset or assets, or
a combination of monetary and non-monetary
assets, is measured at fair value of the asset
given up unless the fair value of the asset
received is more clearly evident.

The transaction is not measured at fair value
when the fair value of neither the asset received
nor the asset given up is reliably measurable or
when the exchange transaction lacks commercial
substance.

If the acquired asset is not measured at fair
value, its cost is measured at the carrying
amount of the asset given up.
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Subsequent Measurement

Both Canadian GAAP and IFRS require an intangible asset with a finite useful life to be carried at cost,

less any accumulated amortization and / or any accumulated impairment losses. Intangible assets with an
indefinite useful life are not amortized but should be tested for impairment at least annually and whenever
there is an indication of impairment. However, a difference exists in that IFRS allows an entity to choose the
measurement: the cost method or the revaluation method.

Canadian GAAP

Section 3064 requires an entity to follow a cost
model for measurement of intangible assets. An
entity is generally not permitted to use a revaluation
model.

IFRS

IAS 38 provides for an accounting policy choice; the
cost model or a revaluation model. The revalued
amount is the intangible assets at fair value at the
date of the revaluation (determined by reference to
an active market), less any subsequent accumulated
amortization and / or any subsequent accumulated
impairment losses.

The revaluation model may be applied to an intangible
asset that was received by way of a government grant
and recognized at a nominal amount.

An active market is defined as a market in which all
the following conditions exist:

e The items traded in the market are
homogeneous;

e Willing buyers and sellers can normally be found
at any time; and

e rices are available to the public.

There are very few active markets for intangible
assets. Examples may be freely transferable taxi
licenses, fishing licenses or production quotas.

An active market cannot exist for brands, newspaper
mastheads, music and film publishing rights, or
patents or trademarks, because each such asset

is unique.

Revaluations do not always need to be made at
each reporting date. The volatility of the asset being
valued determines the frequency of revaluation

as the standard requires revaluations to be made
with such regularity that, at the balance sheet date,
the carrying amount of the asset does not differ
materially from its fair value.

Some intangible assets may experience significant
and volatile movements in fair value. These would
require annual or frequent revaluation, whereas
intangible assets with only insignificant movements
in fair value would require infrequent revaluation.
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Canadian GAAP

IFRS

When adopting the revaluation method as the
accounting policy, an entity also has a choice on how
any accumulated amortization, if amortized at the
date of the revaluation, is accounted or adjusted for.
This is either:

e Restate proportionately the gross carrying
amount of the asset so that the carrying amount
of the asset after revaluation equals its revalued
amount; or

e FEliminate this against the gross carrying amount
of the asset and then restate the net amount of
the asset to the revalued amount.

If an intangible asset’s carrying amount is increased
as a result of a revaluation, the increase is recognized
in other comprehensive income and accumulated in
equity under the heading of revaluation surplus.

However, the increase is recognized in profit or loss
to the extent that it reverses a revaluation decrease
of the same asset, previously recognized in profit or
loss.

If an intangible asset’s carrying amount is decreased
as a result of a revaluation, the decrease is
recognized in profit or loss. However, the decrease
is recognized in other comprehensive income to

the extent of any credit balance in the revaluation
surplus in respect of that asset.

The decrease recognized in other comprehensive
income reduces the amount accumulated in equity
under the heading of revaluation.

The cumulative revaluation surplus included in
equity may be transferred directly to retained
earnings when the surplus is realized, either in
whole, by way of retirement or disposal of the asset,
or in part, by way of use (the difference between
amortization based on the revalued carrying amount
of the asset and amortization that would have been
recognized based on the asset’s historical cost).
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Useful Life and Amortization

Both Canadian GAAP and IFRS require accounting for intangible assets based on the useful life of the asset.
However, how each standard determines the useful life is different.

Canadian GAAP

An intangible asset is considered to be of an
indefinite useful life when no legal, regulatory,
contractual, competitive, economic or other factors
limit the useful life of an intangible asset to the
enterprise.

The estimate of the useful life of an intangible asset
is based on an analysis of all pertinent factors, in
particular:

e The expected use of the asset by the enterprise;

e The expected useful life of another asset or a
group of assets to which the useful life of the
asset may relate;

e Any legal, regulatory or contractual provisions
that may limit the useful life;

e Any legal, regulatory or contractual provisions
that enable renewal or extension of the asset’s
legal or contractual life without substantial cost
(provided there is evidence to support renewal
or extension, and renewal or extension can be
accomplished without material modifications to
the existing terms and conditions); and

e The effects of obsolescence, demand,
competition and other economic factors
(such as the stability of the industry, known
technological advances, legislative action that
results in an uncertain or changing regulatory
environment, and expected changes in
distribution channels).

e The estimate of the useful life of an intangible
asset may include an analysis of the level of
maintenance expenditures required to obtain
the expected future cash flows from the asset.

e Future expenditure in excess of that required to

maintain the expected future cash flows from
the asset are not explicitly excluded.

IFRS

An intangible asset is regarded as having an
indefinite useful life when, based on an analysis of all
of the relevant factors, there is no foreseeable limit
to the period over which the asset is expected to
generate net cash inflows for the entity.

Many factors similar to Canadian GAAP are
considered in determining the useful life of an
intangible asset including:

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

e  Whether the useful life of the asset is dependent
on the useful life of other assets of the entity;

e The period of control over the asset and legal or
similar limits on the use of the asset, such as the
expiry dates of related leases;

e Technical, technological, commercial or other
types of obsolescence;

e Typical product life cycles for the asset and
public information on estimates of useful lives of
similar assets that are used in a similar way;

e The stability of the industry in which the asset
operates and changes in the market demand for
the products or services output from the asset;
and

e Expected actions by competitors or potential
competitors.

IFRS also explicitly restricts an intangible assets
useful life to the shorter of the economic factors and
legal factor periods.

When determining the net cash inflows, only the
level of future maintenance expenditure required to
maintain the asset at its standard of performance
assessed at the time of estimating the asset’s useful
life is reflected.

Planned future expenditure in excess of that required
to maintain the expected future economic benefits
from the asset are explicitly excluded from being
taken into consideration.
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Canadian GAAP

Limited guidance is provided on the impact of legal,
regulatory or contractual provisions on the useful
life. (See above).

Under Canadian GAAP, Section 3061, Property, Plant
and Equipment provides guidance for amortization.

Amortization is charged on the greater of i) cost less
residual value over its estimated useful life, and ii)
cost less salvage value (estimated net realizable
value at the end of its life) over its estimated life.

The amortization charge for each period is
recognized in profit or loss.

An annual review of the amortization method and
estimate of useful life of an intangible asset is
required.

The standard provides specific guidance on how
to account for a change in the useful life of an
intangible asset from a finite useful life to an
indefinite useful life and vice versa.

The change in useful life also triggers an impairment test.

IFRS

IFRS provides more detailed guidance in relation
to useful life of an intangible asset arising from
contractual or other legal rights.

The useful life is prohibited from exceeding the
period of the contractual or other legal rights, but
may be shorter depending on the period over which
the entity expects to use the asset.

IFRS also explicitly restricts an intangible asset’s
useful life to the shorter of the economic factors and
legal factor periods.

Guidance on amortization is provided in IAS 38.

Under IFRS, amortization is charged on the
depreciable amount, the cost of an asset, or other
amount substituted for cost, less its residual value
over its estimated useful life.

The amortization charge for each period is recognized
in profit or loss unless this or another standard
permits or requires it to be included in the carrying
amount of another asset.

The amortization period and the amortization
method for an intangible asset with a finite useful life
is reviewed at least at each financial year-end.

Guidance is provided on how to account for a change
in the useful life of an intangible asset from an
indefinite useful life to a finite useful life only.

Recoverability of the Carrying Amount — Impairment

Generally, both Canadian GAAP and IFRS require review of the carrying values of intangible assets for
impairment. However, IFRS has fundamentally different impairment guidance than Canadian GAAP
impairment guidance. This may have a significant impact for a first time adopting entity, as, in certain
situations, impairment testing is likely to be more frequent under IFRS than previously required under
Canadian GAAP. (For more detail, refer to Issue 2 of our Canadian GAAP — IFRS Comparison Series

publication on Asset Impairments).

Retirements and Disposals

IFRS includes specific derecognition of intangible assets requirements. No guidance is provided in

Section 3064.

In general, an intangible asset is derecognized on disposal or when no future economic benefits are expected
from its use or disposal. The gain or loss, being the difference between the net disposal proceeds, if any, and
the carrying amount of the asset is recognized in profit or loss when the asset is derecognized (unless IAS 17,
Leases requires otherwise on a sale and leaseback). Gains shall not be classified as revenue.
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First-Time Adoption Issues

On first-time adoption of IFRSs, an entity’s opening IFRS balance sheet should exclude all intangible assets
that do not meet the recognition criteria included in IAS 38 at the date of transition (e.g. it is probable that
the future economic benefits that are attributable to the asset will flow to the entity, and the cost of the asset
can be measured reliably).

The opening balance sheet should include all intangible assets that meet the recognition criteria in IAS 38 at
the transition date, except for intangible assets acquired in a business combination that were not recognized
in the acquirer's consolidated balance sheet under previous GAAP and also would not qualify for recognition
under IAS 38 in the separate balance sheet of the acquiree (this is a specific requirement of IFRS 1 in relation
to business combinations — refer to paragraph C4(f) of Appendix C of IFRS — 1 (Revised)).

If an internally generated intangible asset qualifies for recognition at the date of transition to IFRSs, an
entity recognizes the asset in its opening IFRS balance sheet. However, an entity is not permitted to use
evidence post the date of transition to retrospectively reconstruct the costs of the intangible asset.
Therefore, first-time adopters that did not recognize an intangible asset under Canadian GAAP are permitted
to capitalize internally generated intangible asset costs only where they had anticipated the IAS 38 and IFRS
1 documentation requirements and established their intangible asset at the same time as under Canadian
GAAP. If the asset does not qualify for recognition under IAS 38 until a later date, its cost is the sum of the
expenditure incurred from that later date. This will be less of an issue for Canadian entities that are now
complying with Section 3064.

For an intangible asset acquired in a business combination before the date of transition to IFRSs, its
carrying amount under Canadian GAAP immediately after the business combination is its deemed cost
under IFRSs at that date. If that carrying amount was zero, the acquirer does not recognize the intangible
asset in its consolidated opening IFRS balance sheet, unless it would qualify under IAS 38 for recognition at
the date of transition to IFRSs in the balance sheet of the acquiree. If so, the acquirer measures the asset
on the basis that IAS 38 would require in the balance sheet of the acquiree with the resulting adjustment
affecting goodwill.

Deemed Cost

An entity may make an election to use one of the following as deemed cost of an intangible asset at the date
of transition to IFRS:

i) Fair value at the date of transition; or

ii) A revaluation under previous GAAP that is broadly comparable to fair value; or cost or depreciated cost
under IFRSs, adjusted to reflect (e.g. changes in a general or specific price index).

However, this exemption is only available to an entity for intangible assets if, and only if, it meets the
recognition criteria (e.g. reliable measurement of original cost) and the revaluation criteria included in IAS
38 and discussed above. The revaluation criteria require the existence of an active market. Existence of an
active market for intangible assets is uncommon. It would also be uncommon for an entity that has
complied with Canadian GAAP to have made a revaluation in accordance with previous GAAP that meets
the criteria above.

If the entity’'s amortization methods and rates under Canadian GAAP are acceptable under IFRSs, the

entity does not restate the accumulated amortization in its opening IFRS balance sheet. Instead, the entity
accounts for any change in estimated useful life or amortization pattern prospectively from the period when
it makes that change in estimate. However, in some cases, an entity’'s amortization methods and rates under
Canadian GAAP may differ from those that would be acceptable under IFRSs. If those differences have a
material effect on the financial statements, the entity adjusts the accumulated amortization in its opening
IFRS balance sheet retrospectively so that it complies with IFRSs.
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Conclusion

In general, the principles relating to accounting for intangible assets under Canadian GAAP and IFRS are
converged. However, when looking at the details of each standard there are also some differences of which
an entity needs to be aware and needs to determine whether those differences will have an impact on the
way intangible assets are accounted for upon moving to IFRS.

If you require further guidance on asset impairment testing under IFRS or any other IFRS information or
reference sources, please contact your local BDO Dunwoody LLP office or visit www.bdo.ca/ifrs.
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