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1. Introduction 
 

1.1. The Association of Accounting Technicians (AAT) is pleased to have the opportunity to respond 
to the Financial Reporting Council Discussion Paper on “Business Reporting of Intangibles: 
Realistic proposals”, published on 6 February 2019. 

 
1.2. AAT is submitting this response on behalf of our membership and for the wider public benefit of 

achieving a financial reporting and disclosure framework which is proportionate and meets the 
needs of users of financial statements. 

 
2. Executive summary  

 
2.1. AAT agrees that there is a case for enhancing the disclosure of intangibles, including 

expenditure in respect of intangibles that have not been capitalised.  
However, AAT does not agree that there is any need to change the criteria for recognition and 
measurement of intangibles. 
 

2.2. While this Discussion Paper focuses on IFRS, AAT urges the FRC to also consider 
whether there should be changes to the reporting of intangibles under FRS 102.  
This would have a greater effect on SMEs, many of which employ AAT members or would be 
represented by AAT’s 4,250 licensed accountants. As noted in AAT’s detailed response below, 
any such changes should be in the form of enhanced disclosures rather than changes to 
recognition and measurement criteria, and they must be proportionate. 
  

3. AAT response to the Financial Reporting Council Discussion Paper on “Business Reporting of 
Intangibles: Realistic proposals” 

 
Question 1: 
Do you agree that it is important to improve the business reporting of intangibles? 

 
3.1. AAT agrees that there is some room for improvement regarding the business reporting of 

intangibles. This is an evolving area and one where there is a significant difference between the 
accounting treatment of purchased intangibles (irrespective of whether they are acquired as part 
of a business combination) and those that are internally generated.  
 

3.2. However, AAT believes that business reporting should be improved by disclosure, rather than by 
changing the recognition and measurement requirements. AAT has expanded on this further in 
the responses to the questions below. 

 
Question 2: 
Do you agree that an intangible should be recognised at cost under the two conditions set out in 
paragraph 8(i) on page 3 of the Discussion Paper? 

 
3.3. The paper proposes that an intangible should be recognised at cost only where (a) the costs to 

be incurred on development can be estimated at the time the development project is undertaken, 
with the amount capitalised not to exceed those estimated costs, and (b) the economic benefits 
can be specified when the costs are first incurred. 
 

3.4. AAT does not agree with this proposal. This is because, whilst at the inception of a project to 
develop an intangible there will be both an estimate of costs and an expectation of economic 
benefit – otherwise the project would not be commenced - it is the case in practice that the actual 
costs to complete a project will vary in comparison to the estimate. To prohibit capitalising any 
costs in excess of the original estimate would not only be overly restrictive but would also be 
inconsistent with the treatment of other assets. 

 
3.5. For instance, if an entity constructs a property for its own use and the costs of construction 

exceed those originally forecast, there is no requirement in either IFRS or FRS 102 for the costs 
capitalised to be limited to those originally forecast. Instead, the asset will be reviewed for 
impairment. This should also be the case for intangible assets rather than restricting what may be 
capitalised even if the criteria for capitalisation are met.  

 
3.6. AAT believes that the criteria for capitalisation currently set out in IFRS and FRS 102 remains 

appropriate.  
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Question 3: 
Do you agree with the assumptions the paper makes regarding measurement uncertainty of 
intangibles? 

 
3.7. AAT agrees that the measurement uncertainty of intangibles is usually too great to make fair 

value a reliable means of measurement. In practice, very few intangibles can be measured at fair 
value on an ongoing basis because both IFRS and FRS 102 prohibit this measurement basis 
unless the intangibles form part of a homogeneous population of assets that are traded in an 
active market. Also, many intangibles are unique, which makes them very difficult to value.  
 

3.8. AAT would not be in favour of requiring any other intangibles to be measured at fair value and 
believes that for the vast majority of intangibles, cost less amortisation and impairment is an 
appropriate basis of measurement. 
 

3.9. One of the main difficulties arising in practice, on business combinations accounted for under 
IFRS, is that of reliably measuring the fair value of acquired intangible assets. FRS 102 now 
requires the recognition of fewer intangibles on a business combination with additional disclosure 
for intangible assets that have been subsumed within goodwill. This is an appropriate, practical 
and proportionate solution with which AAT agrees.  

 
Question 4: 
Do you agree that existing accounting standards should be revisited with the aim of improving 
the accounting for intangibles? 

 
3.10. As noted above, AAT believes the accounting for intangibles set out in FRS 102 is appropriate. 

There is no need for further restrictions on when intangibles can be capitalised and the amount at 
which they can be capitalised. 
 

3.11. AAT could see a case for a similar approach in respect of intangibles recognised on a business 
combination under IFRS to that currently taken in FRS 1021, but it is not convinced there is a 
good case for diverging UK IFRS from EU IFRS unless a particular IFRS is considered to be 
unworkable in a UK context.  

 
3.12. AAT does not believe this is the case either with IAS 38 (Intangible Assets) or IFRS 3 (Business 

Combinations). Amending UK-adopted IFRS in this respect would lead to a lack of comparability 
between UK businesses and those in the EU and elsewhere, which AAT does not believe is 
desirable for users of financial statements.  

 
3.13. It may also create difficulties for preparers of consolidated financial statements under IFRS which 

have both UK and non-UK components if there are differences between the applicable standards.  
 

Question 5: 
Do you agree with the proposals in paragraph 9 on page 4 of the Discussion Paper relating to 
expenditure on intangibles? 

 
3.14. AAT agrees that there is a case for further disclosures to be made regarding expenditure on 

intangibles that have not been capitalised, either because they do not meet the criteria for 
capitalisation, or under FRS 102 the entity has made an accounting policy choice not to capitalise 
them. However, the additional disclosure needs to be proportionate and AAT is not convinced 
there is a need for SMEs to distinguish between expenses relating to the reporting period and 
‘future-oriented intangibles’.  
 

3.15. Instead, the amount expensed in total should be disclosed together with narrative information 
regarding the intangibles expensed and the reason for expensing.  

 
 
 
 
 
 
 

                                                      
1 Which could be permissible once the UK leaves the EU and UK companies adopt IFRSs as adopted in the UK 
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Question 6: 
Do you agree with the proposals aimed at improving the quality of information on recognised 
and unrecognised intangibles in narrative reporting? 

 
3.16. AAT is generally in agreement with the proposals although again stresses that the requirements 

must be proportionate.  
 

3.17. AAT agrees that narrative reporting requirements should focus on those intangibles which are 
most important for the activities of the business (including explaining why they are the most 
important). 
 

3.18. AAT agrees that fair value would not be a useful metric for narrative reporting. If an intangible is 
not permitted to be measured at fair value in the financial statements, then it is difficult to see 
how requiring it to be estimated for the purposes of narrative reporting would add anything useful 
to the annual report. The metrics that are appropriate will be specific to the business and 
therefore the use of particular metrics should not be mandated.  

 
Question 9: 
Do you have any suggestions, other than those put forward in this paper, as to how improving 
the business reporting of intangibles might be achieved? 

 
3.19. As set out above, AAT believes improvements in the business reporting of intangibles would best 

be achieved by enhanced disclosure requirements rather than changes to recognition and 
measurement criteria.  

 
4. About AAT 
 

4.1. AAT is a professional accountancy body with approximately 50,000 full and fellow members and 
over 90,000 student and affiliate members worldwide. Of the full and fellow members, there are 
more than 4,250 licensed accountants who provide accountancy and taxation services to over 
400,000 British businesses.  
 

4.2. AAT is a registered charity whose objectives are to advance public education and promote the 
study of the practice, theory and techniques of accountancy and the prevention of crime and 
promotion of the sound administration of the law. 

 
5. Further information 
 

5.1. If you have any queries, require any further information or would like to discuss any of the above 
points in more detail, please contact Phil Hall, AAT Head of Public Affairs & Public Policy: 
 

5.2. E-mail: phil.hall@aat.org.uk  Telephone: 07392 310264  Twitter: @PhilHallAAT 
 

5.3. Association of Accounting Technicians, 140 Aldersgate Street, London, EC1A 4HY   
            
  
 
 
 
 
 
 
 
                     
 
 
    
 
 

                                                                                                           
    


