
 
ADM3340A Fall 2013    Student Name   SOLUTIONS 

Quiz #1    Student ID:     ______________________________ 

[marked out of 50 for convenience: worth 5% of ADM3340’s course mark] 
 
Question 1 (19 marks) 
Provide clear, concise answers for the following. 
 
1. According to GAAP, what are intangible assets? (3 marks) 
 

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________ 

______________________________________________________________________________________

______________________________________________________________________________________ 

2. How are research costs accounted for? (1mark) 

______________________________________________________________________________________

______________________________________________________________________________________ 

 

3. How are development costs accounted for under IFRS? (2 marks) 

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________ 

4. What are the two models that are used to measure intangible assets after initial acquisition? Which of the 
models is/are permitted by IFRS? Which of the models is/are permitted by ASPE? (2 marks) 

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________ 

5. What are the factors that should be considered when determining the useful life of limited life intangible 
assets? (4 marks) 

 
______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________ 

______________________________________________________________________________________ 
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6. List five major categories of intangible assets? (5 marks) 

 
______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________ 

______________________________________________________________________________________

______________________________________________________________________________________ 

 

7. What are the two models that are used to account for the impairment of intangible assets? Which is 
used by ASPE? Which is used by IFRS? (2 marks) 

 
______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________ 

Solution  

1. Intangible assets are assets that are: 
individually identifiable; 
have a non-physical existence; and 
are non-monetary in nature. 

 
2. Research costs do not, by definition, meet the criteria for recognition as an asset. As a result, they must be 

recognized as expenses when they are incurred. 
 
3. Development costs may be recognized as intangible assets, 

 provided that future economic benefits can be demonstrated. 
 that demonstration includes the satisfaction of six specific conditions. 

 
4.  The models are: 

 the cost model; and  
 the revaluation model. (which is applicable only if an active market exists for the intangible asset). 
the first is used for both ASPE and IFRS while the latter is used only in IFRS. 

 
5. The factors to be considered are 

 the expected use of the asset; 
 legal or regulatory provisions; 
 potential obsolescence; and  
the expected expenditures for its maintenance. 

 
6. The major categories of intangible assets are: 

marketing-related; 
customer-related; 
artistic-related; 
contract-based; and 
technology-based. 

 
7. The two models are: 

the cost recovery impairment model; and  
the rational entity impairment model.  
the first is used for ASPE and the latter is used in IFRS. 
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Question 2 (13 marks) 
As the recently appointed auditor for Daleara Corporation, you have been asked to examine selected accounts 
before the six-month financial statements of June 30, 2014, are prepared. The controller for Daleara Corporation 
mentions that only one account is kept for intangible assets. The entries in Intangible Assets since January 1, 
2014, are as follows: 
 
 

INTANGIBLE ASSETS 
   Debit   Credit     Balance 

Jan. 4  Research costs      1,050,000     1,050,000 
5 Legal costs to obtain patent        45,000    1,095,000 
31  Payment of seven months’ rent on 

Property leased by Daleara  
(February to August)          49,000     1,144,000 

Feb. 11 Proceeds from issue of common shares     310,000      834,000 
Mar. 31  Unamortized bond discount on a note payable 

issued on 31 March 2014 and 
due March 31, 2018          14,000            848,000 

Apr. 30  Promotional expenses related to start-up 
of business         157,000     1,005,000 

June 1  Development stage costs (meet all six  
development stage criteria)      215,000     1,220,000 

30  Operating losses for first six months      316,000     1,536,000 
 
Required 
Prepare the journal entry or entries that are necessary to correct this account. Assume that the patent has a useful 
life of 10 years. 
 
SOLUTION 
This is EXERCISE 12-5 from your textbook. 
 
Research and Development Expense ..................................... 1,050,000
Intangible Assets - Development Costs.................................. 215,000
Intangible Assets - Patents ..................................................... 45,000
Rent Expense [(5 ÷ 7) X $49,000] ......................................... 35,000
Prepaid Rent [(2 ÷ 7) X $49,000]........................................... 14,000
Advertising Expense .............................................................. 157,000
Income Summary ................................................................... 316,000
Discount on Note Payable ...................................................... 13,125*
Interest Expense ..................................................................... 875
 Common Shares ........................................................ 310,000
 Intangible Assets ....................................................... 1,536,000
 
* Assuming straight-line amortization:   

($14,000 ÷ 48* months) X 3 = $875; $14,000 – $875 = $13,125   
 
Amortization Expense ..........................................................................................

 
2,250 

 Accumulated Amortization - Patents ......................................................  2,250
[($45,000 ÷ 10) X 1/2]  
   
 
* This assumes the note payable was issued on 30 March 2014: hence the 48 months for the straight-line 
amortization calculation.
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Question 3 (18 marks) 
 
On January 1, 2013 Billabong Limited issued a $10,000 note in exchange for professional services it received. 
The note bears a 4.00% annual rate of interest and will be repaid at the end of 2015. Billabong Limited has 
assessed this note and prevailing interest rates and has decided that it will use 6.00% when valuing the note.  
 
Required 
(1) Prepare Billabong Limited's journal entry to record the issuance of this note. (6 marks) 
(2) Prepare Billabong Limited's amortization table for this note. (9 marks) 
(3) Prepare Billabong Limited’s journal entry on December 31, 2013 for this note. (3 marks) 
 
 

 
 

 
 

 
 
  
 


