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QUESTION 7 – IAS 38 Intangible Assets (ICAP C6S06Q3) 
 
Following information has been extracted from the books of Sayyarah Limited. 
(i) The company, to curb the sharp decline in sales of its products 'Y' and 'Z', paid Rs. 1.7 

million to a consulting company for improvement in the design of the products, if possible. 
 

(ii) On the basis of consultant's report, production of ‘Z’ was discontinued. The consultant had 
suggested three new designs for 'Y'. One of them was selected and company incurred Rs. 
0.65 million on new moulds and patented the design at a cost of Rs. 0.3 million. 60% of the 
fee payable to the consultant is directly attributable to ‘Y’. 
 

(iii) Manufacturing license of product 'Z' is expiring on June 30, 2008 and has a book value of 
Rs. 0.5 million. This license is not transferable. 
 

(iv) The company paid Rs. 1.0 million to an agency for an advertisement campaign for product 
'Y' that increased the company's sales substantially and there is strong evidence that it will 
also bring net cash flow of Rs. 6.5 million in the next year. Thereafter its impact will be 
insignificant. 
 

(v) Product 'T' is one of the top brands of the company and bears a good market reputation. 
The brand is currently being reported at zero value in the financial statements despite the 
fact that the company incurred Rs. 3 million on setting up a brand development department 
exclusively for the said item. This year company has a firm offer for the said brand 
amounting to Rs. 12 million from another financially sound company. 

 
Required: 
Suggest accounting treatment with brief reasons, in respect of each of the above information. 

(14) 
 

ANSWER 7 – IAS 38 Intangible Assets (ICAP C6S06Q3) 
 

(i) The amount paid to consulting company of Rs. 1.7 million should be charged to profit or 
loss as at this stage Sayyarah Limtied is not sure of any economic benefits. 
 

(ii) The cost incurred on new design (Rs. 0.65 million on moulds and Rs. 0.3 million on patent) 
should be capitalized as registering the patent gives Sayyarah Limited legal right to enjoy 
exclusive rights to the benefit of new design. 
 

(iii) As the production of product Z has been discontinued, its manufacturing license has 
become worthless, therefore, the book value of license (Rs. 0.5 million) should be written 
off. 
 

(iv) The amount paid for advertisement should be charged to profit or loss. However, it may be 
recognized as prepaid expense if the advertising agency will launch its campaign after the 
year end. 
 

(v) The company’s accounting treatment in respect of brand T is appropriate as IAS 38 
prohibits the recognition of internally generated assets including brand because the 
expenditure incurred on brand development may not be measured reliably. 

 


