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Abstract: The recognition, valuation, and accounting of intellectual property 

(IP) have become critical issues as intangible assets increasingly drive modern 

economies. This paper examines the accounting of intellectual property objects, with 

a focus on the International Financial Reporting Standards (IFRS) and the Generally 

Accepted Accounting Principles (GAAP) frameworks. By analyzing key challenges 

in identifying, measuring, and reporting intellectual property assets, this paper offers 

insights into current practices and suggests a unified framework for improving 

accuracy and transparency in IP accounting.  

Keywords: Intellectual property, accounting, intangible assets, IFRS, GAAP, 

IP valuation. 

 

Introduction 

In today’s knowledge-driven economy, intellectual property (IP) plays a 

significant role in shaping the value of companies. IP objects, including patents, 

copyrights, trademarks, and trade secrets, have become essential assets for many 

organizations. However, the accounting of intellectual property presents a range of 

complexities, such as proper identification, valuation, and classification. Existing 

accounting frameworks, like the International Financial Reporting Standards (IFRS) 

and the Generally Accepted Accounting Principles (GAAP), offer guidelines for IP 

accounting, but inconsistencies between the two and the intangible nature of IP create 

challenges. This paper aims to address these issues by reviewing the principles and 

challenges of accounting for intellectual property objects under IFRS and GAAP. It 
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will also explore the methods for recognition, measurement, and disclosure, and 

propose a unified approach to improve the reporting of IP assets. 

 

Methods 

This study adopts a qualitative research approach, utilizing literature reviews, 

case studies, and analysis of financial reports from companies that heavily rely on IP 

assets. The primary sources include IFRS and GAAP standards, industry guidelines, 

and academic research articles on the subject of IP accounting. Data collection 

involved gathering examples of companies from sectors such as technology, 

pharmaceuticals, and media, where intellectual property plays a pivotal role in 

financial success. Analysis was performed by comparing the IP accounting treatment 

under IFRS and GAAP frameworks, focusing on aspects such as recognition, 

amortization, impairment testing, and disclosure requirements. 

 

Results 

1.   Recognition of Intellectual Property Assets   

Under both IFRS and GAAP, intellectual property can be recognized on a 

company’s balance sheet if it meets the definition of an intangible asset. However, 

there are differences in the specific criteria: 

-   IFRS (IAS 38)   defines an intangible asset as identifiable, controlled by the 

entity, and expected to bring future economic benefits. This includes both purchased 

IP and internally developed IP, provided the development phase can be clearly 

distinguished from the research phase. 

-   GAAP (ASC 350)   emphasizes the need for the IP to be separable or arise 

from contractual or legal rights. Internally developed IP is often expensed as incurred 

unless certain conditions are met, making recognition of internally generated IP more 

restrictive under GAAP. 
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2.   Valuation and Measurement   

The valuation of IP assets is one of the most challenging aspects of accounting. 

Under both IFRS and GAAP, IP assets can be measured at cost or fair value, 

depending on how they were acquired. For internally developed IP, IFRS allows 

capitalization of development costs if certain criteria are met, while GAAP is more 

conservative, often requiring immediate expensing of such costs. 

-   Cost Approach  : Both frameworks allow for IP assets acquired through 

purchase to be recorded at cost, including acquisition-related expenses. 

-   Revaluation Model (IFRS only)  : IAS 38 permits the revaluation of IP 

assets to fair value under certain conditions, though this option is rarely exercised 

due to the difficulty of reliably measuring fair value. 

3.   Amortization and Impairment   

Amortization of IP assets depends on their useful life. Under both IFRS and 

GAAP, if the IP asset has a finite life, it must be amortized over that period. 

-   Indefinite-lived assets   (e.g., trademarks with no foreseeable expiration) are 

not amortized but must be tested for impairment annually or whenever an impairment 

indicator arises. 

-   Impairment Testing  : Both IFRS and GAAP require that IP assets be tested 

for impairment if there is an indication that their carrying amount may not be 

recoverable. The recoverable amount is the higher of fair value less costs to sell or 

value in use under IFRS, while GAAP focuses on comparing carrying value to the 

undiscounted cash flows expected from the asset. 

4.   Disclosure Requirements   

Both IFRS and GAAP require extensive disclosures around intellectual 

property assets, including details on amortization, impairment, and the assumptions 

used in valuing the assets. However, the exact nature of these disclosures varies: 

-   IFRS   requires more detailed disclosures related to the assumptions behind 

impairment testing, including discount rates and growth assumptions. 
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-   GAAP   mandates disclosures around the recognition and measurement of 

IP assets, particularly when they involve internally developed intangible assets. 

 

Discussion   

The primary challenges in accounting for intellectual property stem from the 

intangible nature of these assets and the difficulty in determining their future 

economic benefits. The differences between IFRS and GAAP, particularly in the 

recognition of internally developed IP and the revaluation of assets, lead to 

variability in how companies report their IP assets. While IFRS allows more 

flexibility, GAAP remains more conservative, especially concerning the 

capitalization of development costs. 

Given the growing importance of intellectual property in many industries, a 

more standardized approach is needed to improve the accuracy and transparency of 

IP accounting. One potential solution could be the harmonization of IFRS and GAAP 

treatment of IP, particularly around internally generated assets. Moreover, the 

development of more robust models for measuring the fair value of IP assets would 

benefit companies, investors, and regulators alike. 

 

Conclusion   

Accounting for intellectual property objects is complex, requiring companies 

to navigate between the differing principles of IFRS and GAAP. Although both 

frameworks provide a solid foundation, inconsistencies and the intangible nature of 

IP assets introduce challenges in recognition, valuation, amortization, and disclosure. 

A harmonized global standard, along with enhanced methods for IP valuation, would 

improve reporting quality and offer stakeholders more reliable information on the 

value of intellectual property. 
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