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Executive Summary

This report presents the findings from the UKEB's case study-based research
programme on intangible items. Through four case studies covering training
costs, research and development (R&D), carbon credits and data, the project
explored stakeholder views on the economics of intangible items and the related
accounting challenges.

The report distils those stakeholder views. It is primarily aimed at informing further
analysis and Board consideration in relation to the broader UKEB Intangibles
Research Project. It does not provide conclusions or recommendations on future
accounting requirements.

Whilst the case studies addressed different types of intangible items, participants
frequently returned to similar issues when discussing the underlying economics
and the resulting accounting outcomes.

Across all four case studies, participants raised recurring questions relating to the
identification of the underlying asset, the role of the business model, control and
the unit of account, uncertainty in relation to both recognition and measurement,
comparability between acquired and internally generated resources, and the
relationship between recognition and disclosure.

Taken together, the feedback highlighted recurring questions about how the
economics of intangible items are reflected in financial statements. Across the
case studies, participants described activities that often require significant upfront
investment, generate benefits over time and involve varying degrees of
uncertainty.

Participants also highlighted difficulties applying existing accounting
requirements where value develops over time, is created through combinations of
resources, capabilities and activities, or remains uncertain. Many participants
emphasised the importance of understanding an entity's business model, the
nature of the underlying asset, and questions of control and unit of account before
assessing accounting outcomes.

Participants generally supported enhanced disclosures and highlighted the
importance of information about assumptions, judgements, risks and business
models. However, many questioned whether disclosures alone could address
concerns relating to recognition, measurement and comparability, particularly
where economically significant resources remain unrecognised or where similar
resources receive different accounting outcomes depending on whether they are
acquired or developed internally.

These observations gave rise to a number of broader overarching questions
concerning how existing accounting requirements identify, recognise, measure
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and provide information about intangible resources. These questions extend
beyond the specific facts of the individual case studies and reflect recurring
issues identified across a spectrum of intangibles.

1.9 The fact that similar themes arose across all four case studies suggests that they
are not limited to particular transactions or fact patterns. Rather, this consistency
of themes points to broader financial reporting questions associated with
intangible resources and modern sources of value creation. This report
summarises the common themes and accounting issues identified through
stakeholder outreach. Additional work is needed to determine how these
qguestions should be addressed.

1.10 The detailed findings, together with the cross-cutting themes and overarching
questions identified through the outreach, will inform the UKEB’s future work,
including engagement with IASB on its own Intangible Assets project.

1.11  Future UKEB research intends to take a top-down approach to identify key
principles that are relevant to the recognition, measurement and disclosure of
intangible items. The research will consider the broader financial reporting
implications of this report and their interaction with existing accounting
requirements, the IASB's Conceptual Framework and other standard-setting
developments. Further analysis and Board consideration will inform any future
views, priorities or recommendations arising from this work.
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Introduction

Background and objective

2.1

2.2

2.3

2.4

2.5

The UKEB's Intangibles Research Project builds on its previous work on
intangibles, which focused on the qualitative assessment and quantitative
analysis of intangible reporting in the UK. The project also complements the
IASB's work by seeking to understand what information about recognised and
unrecognised intangible assets, including expenditure associated with them, users
would find useful, while also considering preparers' views on that information.

As set out in the Project Initiation Plan (PIP)' for the Intangibles Research project,
approved by the Board in October 2025, the project will use both a top-downand a
bottom-up approach to research. The fop-down approach considers broader
conceptual and financial reporting issues associated with intangible items, while
the bottom-up approach uses case studies to explore stakeholder views on the
economics of intangible items and related accounting issues.

This report presents the findings from the bottom-up component of the research
programme. It brings together the evidence gathered through the case studies and
stakeholder outreach activities. Detailed summaries of the stakeholder feedback
are provided in Appendix A, and the case studies used in the outreach are
reproduced in Appendix B.

The insights gathered through this work are intended to inform future UKEB
research on intangibles. It will support further analysis of the financial reporting
implications of intangible items and assist in identifying broader principles that
may be relevant to the accounting for intangible items. The report is also intended
to help influence and test future IASB proposals on accounting for intangibles,
including proposals relating to recognition, measurement and disclosure (as
applicable), and to identify broader principles that may be relevant to the
accounting for intangible items.

This report is based on stakeholder feedback and presents cross-cutting themes
and overarching questions identified by them. It does not set out the Board’s
conclusions, recommend changes to existing requirements or propose specific
standard-setting solutions.

Intangible Assets Research: Project Initiation Plan, see paragraph A13.
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Development of the case studies

2.6

2.7

2.8

2.9

The case studies were developed to facilitate discussion with stakeholders on
accounting issues associated with different types of intangible items.

The topics for the case studies were identified through the UKEB's earlier
intangibles research, discussions with stakeholders and consideration of relevant
IFRS Interpretations Committee discussions.

Following their identification, the Secretariat developed three case studies during
late 2025 in consultation with members of the UKEB's advisory groups? and
informed by feedback received from the Board at its June 2025 meeting®. These
case studies were approved by the Board in January 2026*. At the same meeting,
the Board supported the Secretariat's proposal to develop an additional data-
focused case study. The resulting four case studies formed the basis for the
outreach discussed in this report.

The four case studies were designed to highlight different economic
characteristics and accounting challenges associated with intangible items and to
stimulate discussion on questions relating to underlying economics, recognition,
measurement and disclosure. The case studies focused on:

a) Training costs — exploring accounting issues arising from training
expenditure incurred to fulfil a customer contract.

b) Research and development (R&D) costs — exploring the accounting for
significant development expenditure incurred in the creation of a
pharmaceutical product.

c) Carbon credits — exploring accounting issues arising across the carbon-
credit value chain, including generation, trading, investment and use.

d) Data — exploring the accounting implications of expenditure incurred to
build and maintain a data resource that is central to an entity's business
model.

The Secretariat met with the Academic Advisory Group (AAG) at is meeting on 19 September 2025; the Preparers
Advisory Group (PAG) at its meeting on 20 October 2025; the Investors Advisory Group (IAG) at its meeting on 3
November 2025; and the Accounting Firms and Institutes Advisory Group (AFIAG) at its meeting on 11 November
2025.

Link to: Agenda Paper 8 Intangible Assets

Link to meeting summary: 29 January 2026.
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2.10 Further details of the case studies used during the outreach, are provided in
Appendix B.

Outreach activities

2.11  Between September 2025 and June 2026, the Secretariat conducted a series of
workshops to explore stakeholder views on the four case studies. Participants
included preparers and users of financial statements, accounting firms,
professional accountancy bodies and academics.

2.12 Initial outreach was conducted through workshops with a range of stakeholders,
including the UKEB Academic Advisory Group (AAG), the UKEB Preparer Advisory
Group (PAG), the UKEB Investor Advisory Group (IAG), the Corporate Reporting
Users Forum (CRUF), CFA UK and the UK branch of the Chartered Accountants
Australia and New Zealand (CAANZ). These workshops involved almost 100
participants.

2.13  Four additional workshops (one for each case study) took place in late May and
early June 2026, involving a further 51 participants. IASB staff observed some of
these discussions.

Purpose of the workshops

2.14 The workshops were exploratory and were not intended to identify the "right"
accounting outcome for the fact patterns presented. Instead, discussions focused
on participants’ views of the underlying economics of the arrangements and their
implications for recognition, measurement and disclosure.

2.15 The additional workshops helped test and further develop the preliminary findings
presented to the Board in May 2026°, explore topics raised during the earlier
outreach in greater detail, and identify any additional considerations relevant to
the accounting for intangible items.

2.16 The feedback was analysed to identify common themes, areas of divergence and
recurring issues within and across the case studies. Given the qualitative nature of
the outreach, and because not all case studies were discussed at every workshop,
the analysis does not seek to quantify stakeholder views or assess the prevalence

Link to: Agenda Paper 6 Intangible Assets.https://media.endorsement-
board.uk/documents/8_Intangible_Assets.pdf
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of particular opinions. Rather, it provides a summary of the views expressed by
participants and the key observations arising from the discussions.

Structure of the report

2.17 The report is structured in three parts:

a) First, it discusses the cross-cutting themes and overarching questions that
emerged across the four case studies.

b) Second, it presents a detailed summary of the stakeholder feedback by
case study (Appendix A).

c) Third, it reproduces the case studies used to facilitate the stakeholder
discussions (Appendix B).
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3. Cross-cutting themes and

overarching questions arising from
the feedback

3.1 Although the case studies addressed different types of intangible items,
participants frequently returned to similar issues when discussing the underlying
economics and the related accounting outcomes. Taken together, the feedback
highlights a recurring tension between the economic substance of intangible
items and their treatment under existing accounting requirements.

3.2 The analysis below first considers the cross-cutting themes that emerged across
the case studies and then discusses the broader questions arising from those
themes.

Cross-cutting themes

3.3 Across all four case studies, participants repeatedly returned to a common set of
issues. The consistency with which these themes arose across the discussions
suggests that they are not unique to any particular fact pattern but may reflect
broader challenges associated with accounting for intangible items and modern
sources of value creation.

Definition of an asset

3.4 Across the case studies, participants frequently debated the nature of the
underlying asset. Discussions often focused on whether future economic benefits
can be linked to a distinct asset or whether value arises from combinations of
resources, capabilities, contractual arrangements and activities that are difficult to
separate and assess individually.

3.5 Several participants observed that these discussions point to a more fundamental
question concerning the identification of the relevant asset. In this context,
participants referred to the IASB’s 2018 Conceptual Framework and noted that
that questions relating to recognition and measurement often depend on first
establishing what the relevant economic resource is and whether it gives rise to an
asset. As one participant observed, debates about recognition and measurement
should not detract from the more fundamental question of “whether an asset even
exists in the first place”.

Role of the business model

3.6 Across several case studies, participants emphasised the importance of
understanding how an entity generates value and future economic benefits before
assessing recognition and measurement outcomes. Participants frequently
observed that understanding whether a resource is held for use, sale, trading or
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longer-term value appreciation is fundamental to understanding its economic role
and, potentially, its accounting treatment.

This theme was particularly evident in the carbon-credit case study, where
discussions frequently focused on how different participants in the market—
including project developers, brokers, investors and end users—derive value from
credits. Participants often reached different views on recognition and
measurement depending on how the credits were used within the business model.
Similar comments arose in the data case study, where participants emphasised
that evaluating whether an asset exists requires an understanding of how data
contributes to an entity's products, services and revenue generation.

In the R&D case study, participants suggested that recognition depends not only
on development progress but also on how an entity expects to generate value
from the underlying resource. As one participant observed: “First, we've got to
have a business model... and then maybe | can say that it may be worth
something.” As one other participant explained: “It depends on your intention. Are
you developing [the patent] to sell it to somebody or are you taking [the product] to
market yourself?”

These observations suggest that questions relating to asset identification,
recognition and measurement cannot always be considered in isolation from the
business model through which future economic benefits are generated. More
broadly, participants often viewed the business model as an important factor in
understanding the economics of intangible resources and in assessing accounting
outcomes.

Control and unit of account

3.10

3.11

3.12

3.13

3.14

Questions relating to control arose consistently across the case studies.
Participants debated how control should be assessed where value arises from a
workforce, shared resources or contractual, licensing and regulatory rights in the
absence of exclusive legal ownership.

Participants also observed that conclusions regarding recognition, measurement
and impairment often depended on how the relevant asset was defined and
whether it should be assessed at the level of an individual item, contract, project,
capability or broader portfolio of activities.

For example, in discussing control as part of the training costs case study, one
participant challenged the focus on individual employees, observing that “You
don't control individuals, but you control your workforce”. Similar questions arose
in the data case study, where one participant questioned whether control is lost
simply because others can also use the resource, asking: “Does it actually matter
if someone else is using it?... As long as there is an agreement.”

These discussions suggest that stakeholder views on recognition and
measurement frequently depended on how control is interpreted and the unit of
account applied, particularly where value is generated through combinations of
resources, capabilities and activities.

In the training case study, many participants favoured a contract-level assessment
because this reflected how contract performance is managed and analysed in
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practice. In the R&D case study, several participants supported a portfolio
perspective, noting that knowledge, capabilities and scientific discoveries are
often shared across projects and that investors frequently assess the prospects of
an overall development pipeline rather than individual projects.

Similar questions arose in the data case study, where participants debated
whether value resides in the raw data, the output produced from the data, the
transformation process or a combination of these elements. These discussions
suggest that identifying the appropriate unit of account remains a significant
challenge where value is generated through combinations of resources,
capabilities and activities.

Uncertainty

3.16

3.17

3.18

A recurring theme across the outreach was the role of uncertainty in recognition
and measurement decisions. Participants acknowledged that many intangible
resources are expected to generate future economic benefits but differed on how
uncertainty should influence accounting outcomes. Across the case studies,
questions arose regarding uncertainty relating to employee retention, regulatory
approval, market demand, future revenues, useful lives and recoverability.

Some participants viewed uncertainty as a reason not to recognise an asset until
outcomes become more certain, while others questioned whether uncertainty
should instead be reflected through measurement, impairment or disclosure. One
participant summarised this tension by asking: “Should you not recognise it
because it's uncertain or recognise it and discount it by half in the measurement?”.

These discussions suggest that stakeholder concerns often relate not only to
whether future economic benefits exist, but also to how uncertainty surrounding
those benefits should be reflected in financial reporting.

Recognition and value creation

3.19

3.20

3.21

Across the outreach, participants highlighted difficulties in applying existing
recognition requirements where value develops over time, depends on uncertain
outcomes or is generated collectively across multiple activities. Several
discussions challenged the assumption that value can always be attributed to a
single identifiable asset or project.

Participants noted that unsuccessful R&D projects may still generate knowledge
and learning that contribute to future innovations and successful projects.
Discussions on training and data similarly highlighted the difficulty of identifying
the relevant asset where value arises from broader capabilities, knowledge,
systems and contractual relationships. As one participant observed in the context
of training costs, the entity had “turned that cash into employees now who have
know-how, who are going to generate money on that revenue contract”.

These observations suggest that questions regarding recognition often extend
beyond whether expenditure has been incurred to whether value has been created,
how that value is generated and whether it can be linked to an identifiable asset.
Participants frequently questioned whether existing recognition requirements
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appropriately capture investments that generate future economic benefits through
broader capabilities, knowledge or portfolios of activities.

Expensing versus recognition of an asset

3.22

3.23

3.24

Across several case studies, participants debated whether expenditure on
intangible items should be recognised as an asset or expensed immediately.
Discussions often focused on situations in which significant upfront expenditure
was incurred to generate future economic benefits, but uncertainty remained
regarding the timing, amount or likelihood of those benefits.

Participants expressed differing views on how accounting should reflect such
expenditure. Some supported immediate expensing because of uncertainty and
concerns regarding control, measurement and recoverability. Others argued that
immediate expensing may not always reflect the economics of investments that
are expected to generate benefits over multiple periods. As one participant
observed: “When you expense i, it's gone. It's a sunk cost. No one sees it again.
No one questions it again...”.

Participants also observed that capitalisation may improve visibility of cumulative
investment, accountability for management decisions and understanding future
profitability.

Measurement

3.25

3.26

3.27

Measurement was another recurring theme across the outreach. Participants
highlighted practical difficulties in allocating costs where resources support
multiple activities, products or projects and raised questions about whether cost-
based measures fully capture the economics of intangible items.

Similar challenges were identified across training, R&D, carbon credits and data,
particularly where value develops over time, supports multiple outputs or arises
from combinations of resources and capabilities. As one participant noted in the
R&D case study, “Cost is the only factual answer you can get to... but it's also
inherently wrong in the sense that that's not the value of the asset.”

Participants also raised questions about practicality of alternative approaches. As
one participant asked: “Who's going to do the valuation? What are the
assumptions? Who is going to audit it?”".

Comparability between acquired and internally generated resources

3.28

3.29

Participants also highlighted concerns regarding comparability. Several
discussions focused on differences between the accounting treatment of
internally generated and acquired intangible resources. Participants noted that
resources such as trained workforces, data, knowledge and capabilities may be
recognised when acquired in a business combination (albeit as part of goodwill in
some circumstances) but face significantly greater recognition and measurement
hurdles when developed internally, even where the underlying economics appear
similar.

Participants questioned whether economically similar resources should receive
different accounting outcomes depending on how they are obtained. These
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discussions suggest that differences between the accounting treatment of
acquired and internally generated resources remain an important comparability
concern for many participants.

Recognition versus disclosure

3.30 Participants consistently supported enhanced disclosures regardless of whether
recognition requirements change, including information about contract
assumptions, R&D pipelines and milestones, carbon-credit project development
and risks, and the role of data in business models and revenue generation.

3.31 Several participants suggested that users need information to understand the
underlying economics regardless of the accounting outcome. As one participant
observed in the R&D case study: “Whether you capitalise it or whether you
expense it, the conversations are pretty similar”.

3.32 However, discussions repeatedly returned to underlying questions of asset
identification, recognition, measurement and comparability. Participants
expressed differing views on whether enhanced disclosures alone could address
concerns relating to economically significant resources that remain unrecognised
or receive differing accounting outcomes.

3.33 These discussions suggest that, while participants generally supported enhanced
disclosures, views differed on whether disclosures alone could address all of the
concerns identified during the outreach.

Overarching questions

3.34 The cross-cutting themes identified from the feedback give rise to a few broader
questions that extend beyond the specific facts of the individual case studies.
While stakeholders expressed differing views on particular accounting outcomes,
the outreach consistently highlighted common concerns about whether existing
accounting requirements appropriately reflect the economics of intangible items.

3.35 These questions do not seek to identify the "right" accounting outcome for any
particular item. Rather, they reflect recurring issues and challenges identified by
stakeholders during the outreach activities.

3.36 The overarching questions arising from the feedback received throughout the
project, together with illustrative examples from the case studies, are set out
below. Detailed summaries of the stakeholder feedback are provided in
Appendix A and the case studies used in the outreach are reproduced in
Appendix B.
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Theme Overarching question(s) lllustrative examples (from the
case studies)
Definition of | What is the relevant asset Debate arose as to where value
an asset being accounted for, and how | resides and what the relevant
should the asset be identified | asset is. For example, questions
where value arises from arose as to whether value
combinations of resources, resides in:
capabilities, contractual e the workforce, the contract
arrangements or future fulfil i bilit
economic potential? untment capabliity or
related contract benefits in
the training case study; and
e theraw data, processed
outputs, transformation
capabilities, or combinations
of these elements in the data
case study.
Similar questions arose in the
R&D and carbon-credit case
studies.
Role of the What role should an entity’s Participants frequently
business business model play in the observed that the economics
model identification, recognition, and accounting analysis

measurement and
presentation of intangible
assets?

depended on how the entity
intended to generate value from
the underlying resource. For
example:

e For R&D: The output could
be intended for sale or
internal commercialisation.

e For carbon credits:
accounting outcomes are
driven by how entities use
and derive value from
carbon credits, with
differences across project
developers, traders,
investors and end users.

e For data: Asset recognition
could start with
understanding the business
model, that is, how the entity
uses data and how that use
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Theme Overarching question(s) lllustrative examples (from the
case studies)
generates future economic
benefit.
Control and How should control be Questions arose regarding
unit of assessed for intangible assets | whether control can exist in the
account where the entity’s ability to absence of legal ownership.

direct the use of, and obtain
economic benefits from, a
right does not depend on legal
ownership, but arises from
contractual, or regulatory
arrangements?

At what level should intangible
expenditure be assessed to
reflect how economics are
managed and analysed in
practice?

Examples included trained
workforces that are not owned
by the entity, data accessed
through contractual or licensing
arrangements, and carbon
credits whose existence and
transferability depend on
certification and regulatory
regimes.

Questions also arose regarding
the appropriate level of
assessment, including whether
value should be assessed at the
level of an individual asset,
contract, project, capability or
broader portfolio of activities.
Examples included contract-
level assessments in the
training case study and
portfolio-level assessments in
the R&D case study.

Uncertainty

How should uncertainty affect
the recognition, measurement
and disclosure of intangible
resources that are expected to
generate future economic
benefits?

Questions arose regarding
uncertainty in circumstances
where significant upfront
investment is incurred before
future economic benefits are
realised. Examples included
R&D projects prior to regulatory
approval; training costs
incurred to support future
contract revenues; carbon-
credit projects involving lengthy
development and certification
processes, and data-related
investments where future
benefits depend on the
continued use and development
of the underlying resource.
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Theme

Overarching question(s)

lllustrative examples (from the
case studies)

Participants also highlighted
uncertainties relating to
employee retention, regulatory
approval, market demand,
future revenues, useful lives and
recoverability and expressed
differing views on whether such
uncertainty should affect
recognition or instead be
reflected through measurement,
impairment or disclosure.

Recognition
and value
creation

How should accounting reflect
situations in which value is
created collectively across
activities, capabilities,
knowledge and relationships,
rather than through a single
identifiable asset or project?

Questions arose regarding
whether value can be attributed
to a single identifiable asset
where future economic benefits
are generated through broader
capabilities, knowledge and
activities. Examples included
R&D projects that may generate
valuable knowledge even when
unsuccessful, training that
creates workforce capabilities,
and data-related activities
where value arises from
combinations of data, systems
and processes.

Expensing
versus
recognition of
an asset

How should accounting reflect
expenditure that is expected to
generate future economic
benefits but where uncertainty
remains regarding the timing,
amount or likelihood of those
benefits?

Questions arose regarding
whether expenditure should be
recognised as an asset or
expensed immediately where
future economic benefits are
expected but remain uncertain.
Examples included the
judgement required to:

e distinguish research from
development in R&D
activities.

e separate asset-creating data
activities from ongoing data
maintenance and refresh
activities.

¢ identify contract-specific
training costs as distinct
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Theme Overarching question(s) lllustrative examples (from the
case studies)
from general workforce
expenditure.
Measurement | How should accounting Questions arose regarding

consider situations in which
cost-based measurement may
differ from the perceived
economic value of an
intangible investment?

whether cost-based
measurement appropriately
reflects the economics of
intangible resources.

Examples included R&D and
data-related activities where
stakeholders observed that cost
may provide an objective
measure of expenditure but may
not fully reflect the value
created, particularly where
resources support multiple
activities, products or projects.

Similar questions arose in the
carbon-credits case study,
where participants expressed
different views on measurement
depending on whether credits
were held for development, use,
trading or investment.

Comparability
between
acquired and
internally
generated
resources

Do current requirements
produce comparable
outcomes for economically
similar resources depending
on whether they are acquired
or developed internally?

Questions arose regarding
whether economically similar
resources receive comparable
accounting outcomes
depending on how they are
obtained. Examples included
data resources, knowledge and
capabilities that may be
recognised when acquired in a
business combination but face
significantly greater recognition
and measurement hurdles when
developed internally, even
where the underlying
economics appear similar.

Recognition
versus
disclosure

What is the appropriate
balance between recognition
on the balance sheet and
enhanced disclosure in

Participants strongly supported
enhanced disclosures relating
to assumptions, judgements,
risks and business models.
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Theme Overarching question(s) lllustrative examples (from the
case studies)
explaining the economics of Examples included disclosures
intangibles? relating to R&D pipelines,

training arrangements, data-
related activities and
carbon-credit development.

However, views differed on
whether disclosures alone can
address concerns relating to
recognition, measurement and
comparability, particularly
where acquired intangibles are
recognised but economically
similar internally generated
intangibles are not.

Overall observations

3.37 Taken together, the feedback received throughout the project highlighted recurring
questions relating to the identification of the underlying asset, the role of the
business model, control and the unit of account, uncertainty in relation to both
recognition and measurement, comparability between acquired and internally
generated resources, and the relationship between recognition and disclosure.
These themes arose consistently across the case studies, despite the different
fact patterns considered.

3.38 Across the case studies, participants described activities that often require
significant upfront investment, generate benefits over time and involve varying
degrees of uncertainty. Participants also highlighted challenges applying existing
accounting requirements where value develops over time, is created through
combinations of resources, capabilities and activities, or remains uncertain.

3.39 Many of the discussions emphasised the importance of understanding an entity's
business model, the nature of the underlying asset, and questions of control and
unit of account before assessing accounting outcomes. Participants frequently
observed that questions relating to recognition, measurement, comparability and
disclosure often depended on these more fundamental considerations.

3.40 Participants generally supported enhanced disclosures and highlighted the
importance of information about assumptions, judgements, risks and business
models. However, many questioned whether disclosures alone could address
concerns relating to recognition, measurement and comparability, particularly
where economically significant resources remain unrecognised or where similar
resources receive different accounting outcomes depending on whether they are
acquired or developed internally.
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3.41 The consistency with which these themes arose across all four case studies
suggests that they are not limited to particular transactions or fact patterns.
Rather, they point to broader financial reporting questions associated with
intangible resources and modern sources of value creation.
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Appendix A: Detailed summary of
stakeholder feedback

Introduction

Al.  This section contains a detailed summary of stakeholder feedback gathered
throughout the project. The summaries below draw together views expressed
across workshops and other outreach activities conducted between September
2025 and June 2026 and are organised by case study, rather than reflecting any
single workshop or stakeholder group.

Case Study 1: Training costs

Case study high-level description

A2.  This case study considered training costs incurred in connection with an
outsourced service contract and explored stakeholder views on the underlying
economics and related accounting issues.

Summary of stakeholder feedback
Underlying economics

A3. Preparers and users broadly agreed that the training costs in the case study are
contract-specific mobilisation or set-up costs incurred to enable delivery of an
outsourced service contract, and recoverable through future contract revenues,
rather than general operating training expenditure. Users characterised training as
a contract-enabling investment, without which the entity could not earn the related
revenue, and observed that the three-year reimbursement period reflects the
expected economic pattern of benefit.

A4.  Auditors further emphasised the distinction between contract-specific training
linked to an enforceable revenue contract and general workforce training. Some
auditors described the training as a contract-specific set-up cost and noted that,
unlike general training undertaken in the hope of generating future business, these
costs were incurred specifically to deliver the contract and earn the related
revenue.

A5, Users further noted that this pattern is consistent with the way service contracts
are commonly structured and performed, with early phases typically loss-making
and later phases highly profitable, reflecting that training and other mobilisation
costs are incurred upfront to support delivery and revenues in later periods. As
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one user observed: “Initial phases [are] loss making and then later phases very
highly profitable... that's just a misallocation of costs”.

A6.  Academic participants similarly emphasised the basic cash-flow economics of the
arrangement, noting that the entity incurs cash outflows for employee costs and
training upfront to generate cash inflows from contract revenue over time. They
viewed this timing pattern as central to understanding the economics of the
transaction.

A7.  Some participants described the training as something like a “licence to operate”,
observing that the revenue could not be generated without the contract-specific
training. Auditors also noted that management would typically include such costs
when pricing the contract and assessing contract profitability. As one auditor
explained: “These costs were incurred in order to generate this revenue.”

Recognition

A8. Both preparers and users recognised a tension between the economic substance
of the training costs and the requirement in IAS 38 to expense all training costs.
However, notwithstanding these observations, participants did not reach a
common view on capitalisation. Views diverged primarily on whether the entity
controls the trained workforce, with concerns about employee attrition reinforcing
those differences.

Arguments in favour of capitalisation

A9. Users did not object to the observation that, absent the requirements in IAS 38, the
training costs in the case study could potentially meet the criteria for recognition
as an asset under IFRS 15°,

A10. Several users, particularly those with an investor background, emphasised that
economic viability of a contract is more relevant than the resulting accounting
outcome. They argued that recognising training costs entirely at contract
inception does not reflect their role in enabling future contract revenues and
hinders analysis of contract profitability over time, resulting in a lack of cost—
revenue matching.

A11. Users also observed that expensing some mobilisation costs upfront while
allocating others over a contract term obscures underlying performance. They

Absent the requirements in IAS 38, IFRS 15 could result in recognition of the training costs as an asset for costs
to fulfil a contract, provided the criteria in paragraph 95 of IFRS 15 are met, namely that the costs relate directly
to a specific contract, generate or enhance resources used to satisfy future performance obligations, and are
expected to be recovered through contract revenues.
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noted that this makes it difficult to distinguish margins generated by the ongoing
business from those reflecting upfront investment in a new contract.’

A12. Academic participants noted that IAS 38 leads to a conservative accounting
outcome by requiring all training costs to be expensed, regardless of the
underlying economics. They argued that the entity derives economic value from a
workforce trained to serve a specific customer and that such value would be
reflected in a transaction price if the customer were to acquire the service
provider, due to reduced future recruitment and training costs.

A13. Both academics and users highlighted perceived inconsistencies between
acquisition accounting and the treatment of internally generated intangibles. They
noted that intangible resources such as a trained workforce or accumulated
know-how would be recognised if acquired in a business combination (albeit as
part of goodwill), but not when developed internally. Academics also questioned
why employee-related costs may be capitalised when incurred as development
costs but must be expensed when incurred to train a workforce to deliver a
specific service contract.

A14. Some auditors argued that, even independently of IFRS 15 Revenue from
Contracts with Customers, a case could be made that the training creates a
resource because the workforce becomes more valuable after the training than
before. One participant observed that the entity had “turned that cash into
employees who have know-how, who are going to generate money on that revenue
contract”.

A15. Those participants also challenged the view that employee attrition necessarily
precludes control, arguing that entities control and direct the activities of a
workforce, even if they do not control individual employees. One auditor
commented: “You don't control individuals, but you control your workforce.”

Unit of account

A16. Where participants considered capitalisation of training costs to be possible in
principle, participants discussed the appropriate unit of account for any
recognised asset. Two views emerged:

a) View A — Separable asset: Training costs recognised as a standalone
asset.
b) View B — Contract-level asset: Training costs treated as part of a broader

contract-level fulfilment or set-up asset, analysed alongside contract
revenues and margins.

The Secretariat interprets this to mean that investors want to understand which margins relate to existing
(“core”) business, and which reflect growth activity (new contracts that require upfront investment). Because
some mobilisation costs are expensed immediately and others are spread over time, the numbers become hard
to interpret.
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Users expressed concern that treating training as a standalone asset (View A)
would require significant judgement, given that the knowledge created through
training resides in employees who may leave the entity. As one participant
observed: “When you train an individual... that knowledge is with that individual. If
you can't stop that person from walking out the door, | find it hard to see how you
would capitalise that”.

The contract-level view (View B) was strongly favoured by users, who explained
that analysing training costs together with the related contract better reflects how
performance is assessed in practice. From an investor perspective, participants
emphasised the importance of understanding results at a contract level, noting
that they want to “see what's associated with contracts” and that it is difficult
under current accounting to distinguish “what margins are in core business and
what is growth in contracts.”

Participants also generally favoured a contract-level unit of account, viewing the
fact pattern as highly contract specific. One auditor stated: “I| would see it as by
contract in my view.” Some participants acknowledged, however, that a portfolio
approach could potentially be relevant where similar training activities support a
homogeneous portfolio of service contracts.

One auditor suggested that the analysis may be influenced by the form in which
the results of the training are retained. Where contract-specific knowledge is
embedded in manuals, systems or other organisational resources, rather than
residing solely with employees, the case for viewing the resource as controlled by
the entity may be stronger.

Arguments against capitalisation

A21.

A22.

Opposition to capitalisation was grounded primarily in concerns about control.
Participants emphasised that the knowledge created through training resides in
employees, rather than in resources controlled by the entity. As a result, they
questioned whether the entity has the ability to direct the use of, and obtain
benefits from, the trained capability independently of the employees themselves.
More broadly, participants also expressed concern about the implications of
capitalising costs associated with “people” or normal operating activities. As one
participant explained:

“the asset is kind of the knowledge in those people and a company doesn’t control
those people... “they might resign tomorrow.”

Attrition and short notice periods were cited as reinforcing these control concerns.
Participants noted that trained employees may leave the entity before the
expected benefits of training are realised, resulting in the loss of the knowledge
created through training. This uncertainty about how long trained employees
remain with the entity was seen as undermining the existence and recoverability of
any recognised asset, making it difficult to support recognition of an asset
expected to generate benefits over multiple periods when those benefits depend
on factors outside the entity’s control.
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A participant also questioned whether IFRS 15 contract fulfilment cost guidance
necessarily implies the existence of an asset. In this participant’s view the
resulting accounting may instead be viewed as a cost deferral mechanism and
argued that the resource created “cannot be transferred independently of the
contract” and is extinguished when the contract ends.

The same participant also questioned whether highly contract-specific training
necessarily creates a longer-term advantage or enduring resource for the service
provider, distinguishing between training that is specific to a particular customer
contract and broader know-how that can be redeployed across multiple contracts.

Measurement (including impairment and amortisation)

A25.

A26.

A27.

Users showed a clear preference for cost-based measurement, (“just tell me how
much you spent”). Some participants were uneasy about using fair-value-type or
cash-flow-based approaches because they rely on assumptions and introduce
significant uncertainty. As one participant remarked:

“You might have information about how profitable you expect this contract to be.
That doesn’t mean it's going to come true.”

Other participants also strongly supported cost-based measurement and
continued to reject fair value approaches. Their reason was that the entity has
“transferred one economic resource into another” and therefore cost should
remain the relevant measurement basis.

A small number of participants acknowledged that, in limited circumstances, a
measurement approach that considers expected future benefits might better
reflect the economics, particularly where training:

a) creates capabilities that can be reused (and can support future contracts
not just the initial one),

b) may result in intellectual property (IP) or systems that retain value even if
the original contract ends.

Attrition and impairment

A28.

A29.

Where recognition was assumed in principle, participants discussed attrition
primarily as a measurement issue rather than a recognition issue. They noted that
employee turnover affects the period over which training benefits are realised and
therefore informs assumptions about expected benefits, useful life, and
impairment. Several participants emphasised that higher-than-expected attrition
increases the risk that anticipated returns will not be achieved, with one noting
that “attrition is the key thing.”

Participants explained that changes in attrition expectations would be reflected
through impairment, making the effects of revised assumptions visible over time.
As one participant observed, “if turnover is bigger than you think... you have an
impairment test hanging over it.” However, concerns were also raised about the
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operational burden of impairment testing and the sensitivity of the judgements
required.

Some auditors noted that attrition would not necessarily result in impairment
where the remaining trained workforce is still sufficient to deliver the contract and
recover the associated costs. They argued that impairment should be assessed at
the level of the relevant unit of account rather than by reference to individual
employees.

Amortisation and useful life

A31.

A32.

There was no consensus on the appropriate amortisation period, with views
divided between amortisation over the full contract term or over the three-year
reimbursement period. Participants noted that determining a useful life would
require judgement and should consider contract duration, workforce retention
assumptions, and termination risk.

Support was expressed for amortisation over the period in which economic
benefits from the contract are generated, rather than over the reimbursement
period alone. Participants noted that reimbursement provisions may merely reflect
timing of cash flows and may not correspond to the pattern in which the
underlying economic benefits are consumed. As one participant explained, the
economic benefits arise from the value generated by the contract.

Disclosure

A33.

A34.

A35.

A36.

Users consistently called for enhanced disclosures even if recognition
requirements do not change. They emphasised the need for information that
enables an understanding of contract economics and risk—reward profiles,
including contract scope, duration and specificity; whether arrangements are
one-off or repeatable; the scale and nature of training and other mobilisation
costs; reimbursement mechanisms; and key assumptions such as attrition. As
one participant observed: “..the more information we can get about the terms of
the contracts and the assumptions, the better.”

Academic participants additionally suggested disclosures about contractual
duration, renewal and renegotiation terms, and the extent to which earnings
depend on specific contractual relationships, as these factors may help users
assess the sustainability of future earnings and the extent to which contract
returns are protected.

Auditors also suggested disclosure of amortisation approaches and assumptions,
particularly where contracts are evergreen or have no fixed contractual term.

Preparers, however, raised concerns about the practicality of providing such
disclosures across large portfolios of service contracts, noting the volume and
complexity of information that could be required. As one participant observed:
“Sounds like a whole load of information you're going to have to give across your
whole portfolio of revenue contracts.”
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Case Study 2: Research and Development

Case study high-level description

A37.

This case study considered development expenditure incurred in the
pharmaceutical sector and explored stakeholder views on the underlying
economics and related accounting issues associated with R&D activities.

Summary of stakeholder feedback

Underlying economics

A38.

A39.

A40.

A41.

A42.

A43.

Participants described R&D as large upfront expenditure incurred with the
expectation, but not assurance, of future economic benefits, particularly in sectors
such as pharmaceuticals, technology and aerospace. For example, one participant
characterised them as “an example of upfront costs, which are all expensed in the
expectation of future potential revenues, uncertainty surrounding and subject to,
regulatory approval”.

One participant described early-stage research in practical terms as “money out
the door” and expenditure that “drops on the floor,” reflecting the lack of clearly
identifiable outputs at that stage. This participant characterised early research as
having “infinite possibility,” while also observing that, at this point, “none of this
money will ever come back”.

However, several participants cautioned that describing early research in this way
should not be taken to mean that it lacks an economic basis. They stressed that,
even at early stages, spending decisions are grounded in judgement and expertise
rather than chance. As one preparer observed:

“It is not a company that's just, ‘give me $100, | will throw it up in the air and see
where it lands’... They must presumably have some rationale behind this.”

Participants stressed that R&D expenditure should not be viewed as random
spending. They described investment decisions as being informed by scientific
research, technical expertise and expectations of future economic benefits. One
auditor characterised such spending as a calculated investment decision rather
than a random activity.

Partcipants also emphasised that pharmaceutical R&D is often managed on a
portfolio basis. They noted that companies may pursue a large number of projects
with the expectation that only a small proportion will ultimately succeed, but that
successful projects are expected to generate sufficient returns to justify the
broader investment programme. One preparer described this as “a big bet at the
beginning”, where “some of [the projects] are going to fall away, some of which is
going to land”.

Academics and preparers highlighted the interconnected nature of research
activities. They noted that unsuccessful or abandoned projects may still generate
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valuable scientific knowledge that supports other projects in the pipeline or
contributes to future products. As a result, participants questioned whether
economic value can always be attributed to a single project because failed
research may contribute to the eventual success of other products.

A44. One academic observed that the economics of an individual drug cannot be
viewed entirely in isolation because individual projects often benefit from broader
organisational resources, accumulated expertise and knowledge generated across
the wider R&D programme.

Recognition
Research versus development

A45. Participants questioned whether there is a clear point at which research becomes
development, noting that R&D involves progressive stages where “there is a point
when something becomes something,” but where identifying that point is “very
judgemental” rather than clearly defined.

A46. Preparers and auditors reiterated that distinguishing between research and
development can be particularly challenging where knowledge generated from one
project contributes to several others. They noted that unsuccessful projects
frequently provide information that informs the development of later-stage
products, further blurring the distinction between research and development
activities.

A47. Preparers from technology-based industries similarly observed that innovation
processes often involve overlapping stages of experimentation and development,
making the distinction between research and development highly judgemental in
practice.

Expensing versus capitalisation

A48. Participants broadly agreed that R&D expenditure represents economically
rational investment. However, the significant uncertainty inherent in R&D,
particularly in early stages, made it difficult to reach consensus on whether, and
when, such expenditure should meet the criteria for asset recognition.

A49. Participants did not converge on a clear preference between expensing and
capitalising R&D expenditure. They noted that both approaches are applied in
practice within existing accounting requirements, with outcomes often reflecting
the exercise of judgement. Participants cited diversity in practice, ranging from
expensing all R&D costs to capitalising development expenditure only after, or
shortly before, regulatory approval. For example:

a) One user gave examples of a company that expenses all R&D costs,
companies that capitalise development expenditure only after regulatory
approval, and others that begin capitalising once a product is submitted for
regulatory approval.
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b) One preparer explained that R&D expenditure was largely expensed in a
listed environment but capitalised following a move to private-equity
ownership, despite no change in the underlying projects or accounting
requirements. As the participant noted, “with the same R&D projects and
the same essential fact patterns, | effectively went from a position of not
capitalising anything to pretty much anything to capitalise... and the
standard allowed me to do that.” This was also cited as raising
comparability concerns.

Several preparers continued to support expensing development expenditure until
regulatory approval is obtained. They argued that earlier recognition could create
significant volatility through subsequent impairments and preferred the certainty
of recognising expenditure as incurred.

From a lender’s point of view, participants said that credit decisions are mainly
based on cash flow, as this shows whether a business can afford to repay its
debts. However, some noted that showing R&D spending on the balance sheet
could still be helpful for comparisons and encourage better financial discipline,
with lenders making their own adjustments to the figures where needed.

Some users argued that expensing R&D reduces accountability, because once
costs are recognised in profit or loss, they are no longer revisited or challenged.
They contrasted this with capitalisation followed by impairment, which would
require ongoing assessment and explanation of outcomes. As one participant put
it:

“When you expense it, it's gone. It's a sunk cost. No one sees it again. No one
questions it again... But if you had to capitalise it, and then you had to explain why
you're writing off, there would be a record of that, and then the company would
have to explain to the market”.

Some preparers and auditors also mentioned that capitalisation could improve
accountability by requiring recognised balances to be monitored, reassessed and
explained over time.

They also noted that capitalisation provides a clearer record of cumulative
investment and subsequent outcomes. Some also suggested that recognising and
subsequently impairing unsuccessful projects may provide a clearer record of
management's investment decisions than immediate expensing.

Internally generated versus acquired R&D

AbS.

A56.

One user noted that similar R&D can appear very different on the balance sheet
depending on whether it is bought or developed internally, which may make some
companies’ balance sheets appear understated.

Preparers and auditors similarly noted that an externally acquired project at the
same stage of development as an internally generated project would generally be
recognised as an intangible asset despite being subject to many of the same
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uncertainties. Several participants viewed this as an inconsistency because the
underlying economics may be very similar.

One preparer highlighted that a project acquired midway through development
would typically continue to be recognised as an intangible asset, whereas a
comparable internally generated project could remain unrecognised despite being
at the same stage of development.

Recognition thresholds and timing

Ab58.

A59.

A60.

A61.

AB2.

A63.

Ab4.

Across discussions with preparers, users, and academics, the focus was on when
R&D should be recognised on the balance sheet, particularly whether recognition
should happen while outcomes are still uncertain.

Many preparers said that recognition is generally accepted only once regulatory
approval is obtained, especially in pharmaceuticals. They explained that
recognising costs earlier could lead to later write-downs and create volatility in
reported results.

While many participants viewed regulatory approval as an important recognition
threshold because approval remains outside management's control, some
questioned whether recognition should depend solely on receiving formal
regulatory approval.

Some preparers observed that a number of the factors commonly associated with
asset recognition, including management commitment, technical capability and
expectations of future economic benefits, may already be present before
regulatory approval is formally obtained.

One academic noted that the 2018 Conceptual Framework refers to a present
economic resource with the “potential” to produce economic benefits and
suggested that this may support stronger consideration of recognition before
regulatory approval than under earlier conceptual frameworks.

Users described the issue as a choice between two approaches:

a) not recognising an asset because uncertainty is too high; or

b) recognising the asset but reflecting uncertainty by adjusting its value.
One participant summed this up as:

“Should you not recognise it because it's uncertain or recognise it and discount it
by half in the measurement?”.

Asset existence and the business model

A65. Participants emphasised that recognition depends less on development progress
and more on the business model (i.e. if the asset will generate value, for example
through sale or commercial use). As two participants explained:
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“It depends on your intention. Are you developing [the patent] to sell it to
somebody, or are you taking [the product] to market yourself?”

“That’s the definition of an asset. If you can make money out of it. If somebody will
pay me something for it.”

Measurement

Cost vs fair value

A6b.

A6T.

A68.

A69.

AT0.

AT1.

AT2.

Participants highlighted a tension between measuring R&D at cost and at fair
value. Cost was seen as objective and cautious, but a poor reflection of what an
R&D asset is really worth. As one participant said:

“Cost is the only factual answer you can get to... but it's also inherently wrong in
the sense that that's not the value of the asset.”

Preparers, auditors and academics generally expressed limited support for fair
value measurement of pharmaceutical R&D assets. They highlighted the absence
of observable market prices and questioned whether reliable fair value estimates
could be produced for highly uncertain development projects.

One standard setter expressed concerns about valuation-based approaches,
noting that they involved significant uncertainty and reliance on assumptions.

Several auditors and preparers argued that historical cost provides a more
objective and auditable measure and allows companies to track the cumulative
cost of developing a product over time.

Users said the key issue is understanding potential future value and the likelihood
of success, even if it is unclear whether this uncertainty should be reflected
directly in accounting numbers.

Users noted that investors usually assess R&D-intensive businesses by estimating
future value across a portfolio of projects and weighting outcomes by their
probability of success. One participant observed that this assumes future value
before outcomes are certain, which differs from the more cautious practice of
expensing R&D.

One participant cautioned against using DCF-based fair value models on the
balance sheet, noting that these can be highly sensitive to assumptions and may
end up reflecting expected market values rather than a reliable measure of a
specific asset.®

From a Secretariat perspective, these concerns may reflect the fact that DCF-based measures require extensive
forward-looking assumptions and are highly sensitive to changes in inputs.
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Unit of account

A73. Users stressed that R&D is best assessed at a portfolio level, as uncertainty and
outcomes look very different across multiple projects than when considered one
by one. They noted that this better reflects how investors view R&D-intensive
businesses. In this context, users suggested that external valuations and a
company'’s track record could help support measurement where outcomes are
uncertain, although views differed on how convincing this would be in practice.
Participants also observed that investors are generally more comfortable with
uncertainty than auditors.

A74. Academics, auditors and some preparers also supported a portfolio perspective,
noting that knowledge, capabilities and scientific discoveries are often shared
across projects. They also observed that investors frequently assess the overall
prospects of a company's development pipeline rather than focusing exclusively
on individual projects.

A75. However, preparers and auditors also identified practical challenges with a
portfolio approach. They questioned how portfolio boundaries would be defined,
how costs would be allocated as projects evolve, and how projects that generate
new research opportunities would be incorporated into a portfolio.

A76. Some auditors cautioned that a portfolio approach could result in large
aggregated balances that become difficult to attribute to individual projects and
could raise challenges similar to those associated with goodwill impairment
testing.

Disclosure
Lack of disaggregation

A77. Disclosure was the area of strongest agreement across preparers, users, and
academics. Participants agreed that a single total R&D expense figure is of limited
usefulness. They noted that R&D is often “hidden or merged with other expenses,”
and that current disclosures do not meet user needs. Users supported this view by
referring to survey evidence showing that most respondents want more
information about intangibles.

What users want to know

A78. Users want context and evidence of progress, not just headline numbers. Users
want information on how projects move through development stages, past
success rates, how concentrated R&D spending is, and management’s view of the
likelihood of success. A company'’s track record was seen as especially important
in assessing credibility and future prospects. As one user said:

“I would look at your previous success rate... How realistic is this company about
the product it's bringing through that process?...”
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Preparers, auditors and academics suggested that users would benefit from
additional information about the composition and progress of a company's
development pipeline. They referred to information such as the number of projects
at different development stages, movement between stages, historical success
rates, key milestones, development progress and management's assessment of
future prospects.

Some preparers suggested that aggregated disclosures by therapeutic area,
research category or business segment could provide useful information about
investment priorities while reducing commercial sensitivity concerns.

Participants also noted that simple metrics, such as returns on R&D, and
information on how spending is concentrated across projects can help investors
assess effectiveness and challenge management’s assumptions. As one
participant explained:

“If there’s a spend of 160 on one project and 40 across a lot of small projects, that
would encourage you as an investor to focus on the big project and test
management on their future assumptions”.

Disclosure versus recognition

A82.

A83.

A84.

A85.

Many participants, particularly users and academics, said that disclosure matters
more than whether R&D costs are capitalised or expensed. They noted that
investors look for similar information under both approaches and focus on
understanding the scale, nature, and progress of R&D activity regardless of the
accounting treatment. As one participant commented:

“Whether you capitalise it or whether you expense it, the conversations are pretty
similar.”

Preparers, auditors and standard setters also expressed support for enhanced
disclosures. Several participants argued that improved disclosures could address
many of the information gaps arising from immediate expensing, particularly
where disclosures explain project progress, development stages, governance
processes and management's assessment of future prospects.

One standard setter suggested that enhanced disclosures could provide useful
information about advanced-stage projects without creating concerns about
balance sheet manipulation that may arise from earlier recognition.

However, one academic cautioned that disclosure should complement rather than
replace recognition, arguing that “disclosure in general cannot substitute for
recognition”.

Commercial sensitivity

A86.

Participants also recognised the tension between useful disclosure and
commercial sensitivity, noting that companies are reluctant to reveal their “secret
sauce,” especially where value depends on a small number of projects.
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A87. Some participants argued that consistent disclosure is still possible if
requirements are clearly defined and applied uniformly. As one participant
stressed, disclosure frameworks should be “not open to interpretation” to avoid
minimal compliance and ensure disclosures are genuinely comparable across
companies.

A88. Preparers were particularly concerned that highly detailed disclosures could reveal
commercially sensitive information, investment priorities or development
strategies to competitors.

A89. Nevertheless, auditors, academics and preparers generally agreed that useful
disclosures can be provided without revealing proprietary information. Examples
suggested included reporting the number of projects at different development
stages, broad categories of research activity, progress against milestones and
pipeline summaries without identifying specific products or technologies.

Case Study 3: Carbon credits

Case study high-level description

A90. This case study considered activities across the carbon-credit value chain and
explored stakeholder views on the underlying economics and related accounting
issues from the perspectives of:

a) the project developer;

b) an environmental-credit broker or trader;

c) an investor holding credits for appreciation; and

d) an end user purchasing credits to offset emissions.

Business model

A91. The feedback suggests that accounting outcomes were largely driven by how
entities use and derive value from carbon credits, with differences across project
developers, traders, investors and end users indicating an implicit business-model
perspective in participants’ views, particularly in relation to recognition and
measurement.
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Summary of stakeholder feedback

The project developer (generator of carbon credits)

Underlying economics

A92.

A93.

A94.

A95.

A96.

A97.

Participants viewed the project developer as running a long-term, capital-intensive
project. The forest, peatland, or engineered asset was seen as the main productive
asset, with carbon credits generated later through verification and certification. As
one participant put it, “The trees are like a machine... you're investing in a big
machine that’s going to create something that you can sell.”

Participants agreed that at the outset the developer owns land, but no carbon
credits yet exist because “nothing is being generated, nothing has been certified.”
They highlighted several risks, including certification risk, physical risks such as
fire or destruction, and regulatory and market price volatility.

A preparer highlighted the importance of the broader policy and regulatory
environment in which carbon-credit projects operate and noted that carbon-credit
values may be affected by policy support and market demand. The preparer
cautioned that entities should consider the possibility that market support for
carbon credits could decline, observing that developers could be “wiped out of the
market quickly” if demand for credits were to disappear.

Some users added that returns may not come only from carbon credits, noting
that timber income and increases in land value could also contribute to overall
returns

One auditor also emphasised that, particularly in voluntary carbon markets, value
depends heavily on the existence of willing buyers and market demand and noted
that “the value of those credits is dependent on what the market is prepared to pay
for them”. Another participant observed that without sufficient demand there may
be little value beyond “a piece of paper that says | did something good as a
corporate citizen”.

An auditor further highlighted the distinction between mandatory and voluntary
schemes, noting that voluntary schemes can be more difficult to analyse because
there is often no underlying legal obligation driving demand.

Recognition

A98.

Participants discussed which costs should be recognised and how they could be
recovered. Views generally supported recognising:

a) Costs linked to a single long-term asset, such as land or restoration assets
(for example, restored peatland), which still have value even if carbon
credits are never sold; and
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b) Costs that arise only from taking part in carbon-credit schemes, which can
be recovered only through selling carbon credits, not through the land or
restoration asset itself.’

There was significant debate about whether a project developer should recognise
a separate carbon-credit asset once credits are certified, distinct from the land or
capitalised project costs.

a) Some participants supported recognition, arguing that a carbon credit only
exists once it is certified and registered and becomes a separate, tradable
unit.

b) Others disagreed, arguing that only the underlying land should be
recognised, with carbon credits reflected only as revenue when sold: “The
underlying asset is recognised as PPE and carbon credits as revenue”.

Participants also discussed when capitalisation should begin during the project
lifecycle. Some preparers supported capitalising land acquisition and restoration
costs from the outset, on the basis that these activities create long-term capacity
to generate value, even though carbon credit sales occur later.

Some users, however, said that capitalisation depends on the project reaching
sufficient maturity, certification, and market credibility, and that early-stage
activities may be too uncertain to recognise as assets.

Several participants described current practice among project developers as
recognising land and forestry assets as fixed assets while accumulating carbon-
credit-related costs as inventory. In this view, carbon credits are produced for sale
and therefore resemble inventory generated from a long-term productive asset. As
one auditor explained, “For the project developer, it's something that they produce
for sale”, while another stated, “For me, it is inventory from the developer's
perspective.”

Participants also highlighted significant cost-allocation challenges for developers,
given the long development cycle and substantial upfront investment required.
One auditor asked: “How do you allocate the high CapEx, the depreciation, which
costs go into the credits?”

Revenue recognition

A104.

Whilst not directly related to intangible assets, several participants identified
revenue recognition as a significant practical challenge. Participants noted that

The Secretariat interprets that these “carbon-scheme specific costs” do not enhance the land or forest itself and
are incurred only because the developer wants to issue and sell carbon credits; they are recoverable only through

the successful issuance and sale of carbon credits. Examples include certification, validation and verification
fees, registry-related costs, and other carbon-scheme-specific monitoring or consultancy expenditures. These
costs would be capitalised as a separate cost pool if recovered through the future sale of carbon credits.
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project developers may receive cash from selling Pending Issuance Units (PIUs)'®
well before verified credits are issued but are generally unable to recognise
revenue until final credits are verified and transferred. One auditor observed that
“They can't start recognising revenue until the actual carbon credit is verified and
sold.” One participant stated that if entities could “recognise revenue sooner when
they receive these preliminary units ... that will encourage the big investors to
actually put the money into this project”.

A105. Some participants suggested that the inability to recognise revenue earlier may
discourage investment in carbon-credit projects. One auditor commented that
“The investors do not want to invest at the moment because they can't derive the
profits sooner”, while another stated that “It's very much balance sheet accounting
at the start and then the revenues very late stages, which is the biggest problem.”

A106. Some participants suggested that accounting requirements could be developed to
permit earlier recognition of revenue from PIUs. One participant referred to the
possibility of developing “specific rules for this type of activity”, similar to
approaches used in other sectors.

A107. An academic participant questioned whether PIUs meet the criteria for asset
recognition given the uncertainties involved and suggested that disclosure rather
than recognition may be more appropriate in some circumstances.

Measurement

A108. Participants generally preferred using cost to measure project developers’
activities, especially where these create land-based assets, such as land, forests,
or restored peatland, or involve scheme-specific costs that can only be recovered
by selling carbon credits. Fair-value approaches were mostly rejected in these
cases, due to concerns about whether they would be appropriate or reliable'’.

A109. Where carbon credits are certified and registered, discussions did not show clear
support for either a cost-based or fair-value approach.

A110. Some participants highlighted recoverability and net realisable value as important
considerations for project developers. They noted that developers may incur costs
over many years before credits are generated and sold, making the assessment of
recoverability particularly important.

A111. An auditor noted that market liquidity is critical when considering value and
recoverability, stating that “Whether or not there is an active or liquid market ... is
probably the most critical thing.”

Pending Issuance Units (PIUs) are units issued under the UK Woodland Carbon Code that represent expected
future carbon sequestration before verified carbon credits are formally issued.

The Secretariat interprets this as reflecting concerns that fair-value measurement would require incorporating
long-dated and uncertain assumptions about future carbon-credit certification and pricing.
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Participants also observed that pricing may vary significantly according to the
quality and characteristics of credits. One participant noted that prices can differ
significantly between credits depending on quality and associated nature or
community outcomes. The participant observed that some credits were being sold
for “£25, £27 ... a tonne”..."while others were being sold for upwards of £100 a
tonne”.

Disclosure

A113.

Al114.

A115.

A116.

Al117.

A118.

A1109.

Users stressed that disclosure is critical given the large upfront costs and the long
delay before carbon credit revenues begin. Investors want clear explanations of
project progress, including how and when a project moves from development to
generating revenue. As one user said: “If | was an investor, I'd want [an] annual
report that says how much you've actually done at that stage.”

At the same time, some participants warned that disclosure alone is not a
substitute for recognising assets, noting that narrative information without
recognition can lack consistency and discipline (“There's no rigour behind the
disclosure. There's rigour behind the recognition”). Participants also cautioned
that disclosure should not become overly detailed or reveal commercially sensitive
information.

Preparers emphasised the importance of providing broader contextual
information, including market behaviour, the distinction between mandatory and
voluntary schemes and future prospects. One preparer stated that “It's not going
to be a case where the numbers speak for themselves.”

Several participants suggested that disclosures should explain the transition from
development activities to revenue generation, including key milestones and
revenue timelines. Some participants also suggested explaining the relationship
between PlUs sales and later credit verification.

Participants highlighted the importance of disclosures relating to cost-
capitalisation methodologies, recoverability of costs and risks arising from long
project lead times. One auditor referred specifically to “risks relating to recovery of
costs as a result of long lead time and cost capitalisation methodology.”

Participants also identified physical and delivery risks as important disclosure
matters, including risks associated with fire, delivery risk and disputes that could
affect project value.

A preparer stressed the importance of narrative reporting, commenting that “The
narrative is more informative, more interesting and more relied on than the
specifics of the numbers” and that disclosures should be understandable to “an
ordinary person, not a sophisticated industry person.”
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Environmental-credit broker / trader
Underlying economics

A120. Brokers were seen as operating only once carbon credits are certified and
registered. Their role is to trade and intermediate between buyers and sellers, not
to develop projects.

Recognition

A121. There was broad agreement that brokers recognise carbon credits when they
acquire certified units.

Measurement

A122. Participants were generally more open to fair-value measurement for brokers
where credits are held for trading. As one participant explained (“So, you either
hold them at cost if you intend to use them in your business, or you hold them at
fair value if you trade them”).

A123. Auditors further highlighted the importance of market liquidity and active markets
when considering value and measurement. One auditor described “the ability to
monetize and whether or not there is an active or liquid market” as “a very critical
point”.

A124. Some compared carbon credits to shares but cautioned that the comparison is
limited, noting that carbon markets are “not quite like shares on the FTSE” and are
typically smaller, less liquid and more volatile'2.

Disclosure

A125. Participants did not raise specific disclosure issues for brokers.
Investor holding environmental credits for capital appreciation

Underlying economics

A126. Investors were described as holding carbon credits to benefit from price increases
rather than for use. Control and marketability were seen as key, with returns highly
sensitive to credit quality and regulatory change, including the risk that “a
politician comes in and abolishes the whole regime.”

A127. Participants reinforced the importance of market liquidity and the ability to
monetise credits. Participants suggested that future economic benefits depend
not only on legal ownership but also on the existence of sufficient market demand.

12 In the Secretariat’s view these characteristics were seen as introducing greater uncertainty and limiting the

reliability of fair-value measurement in practice.
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One participant remarked that “the value of those credits is dependent on what the
market is prepared to pay for them”.

Recognition

A128. Participants generally agreed that certified and registered carbon credits held for
capital appreciation meet the definition of an asset, as they are controlled by the
investor, transferable, and expected to generate future economic benefits through
resale.

A129. Some participants suggested that assessments of future economic benefits may
depend on whether credits can realistically be monetised. One participant
described “the ability to monetise and whether or not there is an active or liquid
market” as a “very critical point”.

Measurement
A130. Participants said measurement should reflect why the credits are held.

a) Fair value was seen as more relevant where credits are held for trading or
speculation in an active market;

b) Cost was viewed as more appropriate where credits are held for
longer-term or strategic purposes.

A131. Participants also noted that fair-value measurement depends on market maturity
and liquidity. While fair value was seen as appropriate where credits can be easily
sold, they cautioned that carbon-credit markets are often immature and volatile,
making them unlike deep public markets. In these cases, fair value could add
volatility and complexity without clearly improving decision-making.

A132. Participants observed that significant price differentials may exist between
different categories of credits depending on perceived quality and associated
environmental or social benefits. As one auditor noted, “there's a lot of price
differential as well between different sort of quality of carbon credits”.

A133. Participants added that measurement may need to change if the purpose for
holding credits changes, for example if credits initially held for strategic use are
later traded or sold.

Disclosure

A134. Users stressed the need for clear explanations of price volatility, uncertainty, and
management judgement.
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End user (purchaser to offset emissions)

Underlying economics

A135.

A136.

A137.

There was strong agreement that end users are consumers, not investors. From
this perspective, carbon credits have a limited economic life tied to emissions, as
they are bought to offset emissions and retired once used: “They are purely going
to use them, retire them”.

Participants debated whether the economics of voluntary carbon-credit purchases
differ from expenditures undertaken for broader social or charitable purposes. One
auditor suggested that where there is no obligation to offset emissions and no
active market through which credits can be sold, purchases may be similar in
nature to voluntary charitable activity and stated, “It almost makes me think it
would be no different from if a for profit company decided to start doing charitable
work.”

Other participants disagreed with a pure charity analogy and argued that voluntary
purchases may form part of broader transition strategies and responses to
stakeholder expectations. One preparer argued that carbon-credit purchases differ
from charitable donations because they are “preparing for a new economy” and
form part of a broader economic transition.

Recognition

A138.

A139.

A140.

Al141.

Participants noted that a carbon credit is recognised while it is held and available
for use by the end user. Derecognition occurs when the credit is used and retired
in the registry, after which it can no longer be transferred or reused.’® As one
participant said: “They are purely going to use them, retire them, they will not exist
once they've used them as an offset”.

Participants debated whether carbon credits held in voluntary markets necessarily
give rise to future economic benefits where no active market exists. One auditor
argued that where there is no mechanism to monetise credits and no obligation to
satisfy, demonstrating future economic benefits may be more difficult.

Other participants noted that many entities purchase credits in advance of future
retirement and may obtain economic benefits from doing so. One participant
noted that some entities purchase credits early on the expectation that carbon
price is going to go up and therefore viewed such credits as assets until
retirement.

Several participants characterised credits held for future offsetting purposes as
intangible assets, particularly where the credits are held for multiple periods
before retirement. One participant stated that this “very clearly leads you down the

13

Participants described carbon credits held by end users as being used and then retired, rather than expiring over

time. The Secretariat understands this to mean that recognition and derecognition are linked to use and
retirement, rather than to the passage of time or amortisation over a defined period.
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route of holding it as an intangible on the balance sheet until such time as you
retire it”.

A142. Users cautioned that requiring companies to expense the full cost of credits
immediately when purchased to meet emissions commitments could discourage
their use, even where credits support real emissions reductions'.

Measurement

A143. Participants strongly preferred cost-based measurement for end users, with the
cost recognised when the credits are used to offset emissions and are retired.

A144. Preparers, auditors and an academic participant reinforced support for cost-based
measurement and expressed reservations about fair-value approaches. One
preparer explained that “I don't see how it could be helpful to users to have very
fluctuating values on something which is extremely judgemental as a fair
valuation.”

A145. An academic participant supported “a conservative cost based approach” and
suggested maintaining “a very close watch on impairment indicators” where
credits are held for extended periods.

Disclosure

A146. Participants agreed that, for end users, the impact of buying, using, and retiring
carbon credits should be clear from the financial statements, rather than relying
only on sustainability reporting.

A147. An academic participant suggested that disclosures could distinguish between
credits held for future use and credits already retired and could include an
“estimated retirement schedule”.

A148. Participants also suggested linking disclosures on carbon-credit holdings to
broader emissions-reduction and transition strategies. One participant specifically
recommended providing a “link to an emission strategy” so that users can
understand how acquired credits are expected to be deployed over time.

A149. Some participants suggested that understanding the reasons for purchasing
carbon credits may help users interpret the transactions, particularly where
purchases are linked to public commitments, stakeholder expectations or broader
transition plans.

For example, a company might purchase carbon credits for £10 million to support a long-term
emissions-reduction strategy. If the full amount is recognised as an immediate expense in profit or loss in the
year of purchase, this may make reported performance appear worse in that period, even though the
environmental benefits are realised over a longer time horizon. Participants noted that this accounting outcome
could influence management decisions about whether and when to purchase credits.
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Case Study 4: Data

Case study high-level description

A150.

This case study considered expenditure incurred in building and maintaining data-
related resources and explored stakeholder views on the underlying economics
and related accounting issues associated with data-driven business models.

Summary of stakeholder feedback

Underlying economics

A151.

A152.

A153.

A154.

A155.

A156.

Participants agreed that the economics of data depend on the entity’s business
model and how data-related activities generate future benefits.

A participant observed that in determining the business model, it will be important
to assess whether the entity is operating as a principal or an agent in the
transaction as this has a direct impact on the business model.

Participants observed that the fact pattern prohibits the resale of raw data. As a
result, participants focused on how the entity in the case study adds value to the
raw data, through the systems, models and intellectual property developed
through processing and analysis'®.

Preparers emphasised that the data and related modelling capabilities are central
to the entity’s business model and revenue generation. Several preparers noted
that the entity could not provide its products or services without the data and
related processing activities. One preparer stated: “their whole business model
centres around the content, the data that they're providing. And without that, they
wouldn't exist as a business.” Preparers also noted that users would want to
understand “the core essence of how you make money”.

Preparers noted that value may arise from a combination of data, Al capabilities
and the work performed on the data, rather than from the underlying data alone.
One preparer described this as “the value is the combined data plus the
capability”. Another participant referred to “the data and the turning of that into
decision useful information”.

Other participants focused on the economic substance of the arrangement and
questioned whether the entity acts as a principal or an agent when licensing or
reselling data obtained from third parties. They observed that this assessment
could significantly affect the analysis of the business model and the source of
value creation.

The Secretariat notes, however, that in other circumstances raw data itself may be sold or otherwise generate

economic benefits.

UKEB > Intangible Assets Research / Case studies feedback report > Appendix A — Detailed summary 43



A157.

OFFICIAL - PUBLIC

Participants also distinguished between data products that can be sold repeatedly
to multiple customers and one-off outputs prepared for a specific customer. They
observed that different conclusions may arise depending on whether the output
can be sold repeatedly or whether it is produced in response to a specific
customer request. In the latter case, one participant asked: “Do you have an asset
there or is it just a service that's being provided?”.

Recognition

Business model and future benefits

A158.

A159.

A160.

A161.

A162.

A163.

A164.

Recognition was seen as possible in principle, but highly dependent on control,
use within the business model, and a clear link to future economic benefits.

Participants stressed that asset recognition should start with understanding the
business model, that is, how the entity uses data and how that use generates
future economic benefit. One participant noted:

“First, we've got to have a business model... and then maybe | can say that it may
be worth something.”

A key concern was the difficulty of applying IAS 38's restrictive criteria to
data-related activities. However, some participants warned that lowering
recognition thresholds could increase the risk of over-capitalisation and later
impairment.

Participants did note that internally generated data related items face higher
recognition hurdles than acquired intangibles, due to judgement and uncertainty in
demonstrating future benefits. As one participant said: “you’ve still got to be able
to prove that it's going to actually make you some money.” '°

Preparers were generally more willing to acknowledge that future economic
benefits may exist where data-driven outputs generate revenue or are fundamental
to the entity’s products and services. Several preparers pointed to the fact that the
entity generates revenue from its products and services and that the business
would not exist without the data and related processing activities.

Other participants were more cautious. While they agreed that the activities create
value, they questioned whether that value necessarily gives rise to an asset. As
one participant stated: “I can certainly see value but whether that value translates
to an asset is a separate question.”

Some preparers compared the activities to a production process in which raw data
is transformed into something new and useful. One preparer from the

16

The Secretariat interprets these comments as reflecting the additional judgement required where recognition is

assessed in the absence of a purchase transaction, compared with externally acquired items where a transaction
price may provide initial evidence.
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pharmaceutical industry explained that value may arise from creating a “new
utility” from the underlying data.

Preparers also discussed whether multiple assets may exist in the case study.
Some participants suggested there could be separate assets associated with the
raw data, the finished output created from the data and the process or capability
used to transform the data. However, no consensus was reached.

Control was the most debated issue, particularly in relation to data accessed
under shared or non-owned arrangements but controlled by the entity through
contractual or licensing rights. Some participants questioned whether control
exists when others can also use the data (“They share the data. They don't control
it. And everyone else can use it as well.”).

Others referred to the IASB’s Conceptual Framework, suggesting that exclusive
control may not be required if contracts give the entity the ability to direct the use
of data and obtain benefit economic benefits. “Does it actually matter if someone
else is using it?... As long as there is an agreement.”

The discussion indicated that the existence of control depends on the specific
terms of the contractual arrangement, including the extent of the entity’s right to
direct use and obtain economic benefits.

Preparers expressed mixed views regarding control. Some took a restrictive view
and noted that they would be reluctant to recognise an asset unless the entity was
clearly in control of it and could continue to use it over time. One preparer
commented that “you would be very slow to put something on your balance sheet,
unless you know you're in total control of it”.

Other preparers argued that ownership is not necessarily the determining factor.
These participants suggested that contractual rights, including licensing
arrangements and rights of use, may provide sufficient control where the entity
can use the data within its products or services and generate economic benefits
from it.

Several preparers questioned whether traditional notions of control developed for
physical assets are appropriate for data. They noted that datasets can be used
simultaneously by multiple parties and suggested that control may be better
assessed by reference to rights of use rather than exclusive possession. One
participant described data as “more of a shared resource”.

One auditor suggested that where the underlying data cannot be sold in its
existing state, the relevant asset may be something other than the data itself, such
as the outputs or insights created from using that data. Some participants
suggested that where the underlying data cannot be sold or controlled
independently, the asset may instead be the enhanced output derived from that
data.
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Other participants drew parallels with inputs such as wind or seawater, noting that
businesses may rely heavily on these resources but do not necessarily control
them as assets. These participants questioned whether acquiring rights to use
data is sufficient to establish control of an asset.

Unit of account

A174.

A175.

A176.

Al1T7T.

A178.

A179.

Participants observed that value in the case study arises from the combination of
raw data with the systems, models and processes used to transform that data into
useful outputs (effectively forming a “secret sauce”). However, no clear conclusion
was reached on whether this creates challenges in identifying the appropriate unit
of account, given that the resulting value may not be attributable to a single
identifiable asset but instead emerges from a set of interdependent elements.

At the same time, there were no objections to the view that raw data may, in some
cases, exist as a standalone item, particularly where it can be sold independently
without further value-adding activities.

Preparers expressed different views on what the asset actually is. Some used a
manufacturing analogy and viewed raw data as an input that is transformed into a
higher-value output. Under this view, separate assets could potentially exist for the
raw data, the finished product created from that data and the process used to
create the output.

Other preparers questioned whether the data itself is the asset and suggested that
the focus should instead be on the unique process, capability or “utility” created by
the entity.

Auditors were generally more cautious about identifying multiple assets and
questioned whether the different elements could be meaningfully separated and
measured. Some suggested that one asset may simply be consumed or utilised in
creating another asset.

Other participants noted that different conclusions may arise depending on
whether the output can be sold repeatedly to multiple customers or is produced
for a specific customer request.

Measurement

Cost vs Fair value

A180.

A181.

The cost model was widely viewed as the most practical and cautious approach,
with little support for fair value.

Participants raised concerns about fair value, including reliance on assumptions,
cash-flow forecasts, valuation complexity, and auditability. As one participant put
it: “Who’s going to do the valuation? What are the assumptions? Who is going to
audit it?”
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Participants noted significant judgement in identifying costs that relate directly to
an asset. Staff costs were seen as capitalisable only where time can be clearly
linked to specific projects. Cloud, server, and storage costs were viewed as
particularly difficult to allocate, as they support many activities.

One participant suggested a revenue-based approach, starting with first-year
revenues from a proprietary model and building value over time. However, they
acknowledged this would involve significant judgement and assumptions.

Preparers highlighted significant practical challenges in measuring data-related
assets beyond any initial acquisition or licensing costs. Particular concerns
related to allocating costs associated with data cleansing, enhancement, Al tools,
systems and ongoing maintenance activities. Several participants noted that
measurement would be difficult for both preparers and auditors.

Participants also raised concerns about cost allocation, particularly where data
contributes both to outputs sold externally and to internally generated insights or
capabilities.

Some preparers questioned why similar intangible assets can often be recognised
and measured in a business combination while internally generated assets face
significantly greater recognition and measurement challenges.

Useful life and amortisation

A187.

A188.

A1809.

Useful life and amortisation were seen as particularly challenging due to the
evolving and iterative nature of data. Participants highlighted the uncertainty
around the useful life of data and whether regular updates represent maintenance
or new assets.

There were concerns that capitalisation of updates could cause asset values to
grow over time, unless older data is written off or clearly distinguished from new
assets.

Preparers reiterated that the continual updating and refinement of datasets makes
it difficult to identify a clear point of completion. Participants questioned whether
ongoing changes represent maintenance of an existing asset or the creation of
new assets.

Impairment

A190.

AT91.

Participants noted that capitalising data may introduce volatility in profit or loss.
There were concerns that the carrying amount of data-related assets could build
up over time and, if later assessed to be overstated, be reduced significantly in a
single period through impairment, resulting in large, sudden write-downs (“cliff
edge” impairments). This effect could be more pronounced during periods of
weaker performance, creating a “double hit” in profit or loss.

Participants also noted that audit scrutiny may act as a constraint on
capitalisation. Participants noted that “auditors tend to be balance sheet focused”
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and may be sceptical of capitalised amounts where there is a risk of subsequent
impairment.

Participants observed that changes in underlying assets, including data, may lead
to obsolescence and trigger impairment when those assets no longer contribute to
future economic benefits'”.

Disclosure

A193.

A194.

A195.

A196.

A197.

A198.

There was strong support for enhanced disclosure due to the high level of
judgement involved in recognising and measuring data-related assets. As one
participant noted: “You'd need to be consistent and explain what you have done
and the reason behind it. Your assumptions would be important so your analysts
can make sense of it.”

Participants highlighted the following disclosures as most useful:
a) Key assumptions used to determine useful lives;
b) Accounting policy choices and reasons for them;

c) Descriptions of recognised data-related asset classes, including
aggregation;

d) Discount rates used and related sensitivities.

Participants generally did not support disclosure of costs that were not
capitalised, noting limited usefulness where no asset is recognised. Instead,
disclosures should focus on recognised assets and the key judgements made.

Participants also stressed that disclosures should not compromise commercial
sensitivity.

Preparers strongly supported enhanced narrative disclosures explaining how the
business acquires, processes and uses data to generate revenue and create value.
Several participants considered this information important regardless of whether
related expenditure is recognised as an asset or expensed. One preparer stated: “|
would want to understand... what you're actually doing, how you're taking that
data, what you're doing to it.”

Some preparers suggested that recognising an asset could help users better
understand the business model by providing a closer link between revenues and
the costs incurred to generate those revenues. Others considered enhanced

As noted, these challenges are not unique to data and can also arise for other assets, for example inventories or

other assets that may become obsolete over time. This highlighted the importance of getting a better
understanding at future workshops of the factors that lead to impairment, including patterns of use,
technological change and evidence of ongoing economic benefit.
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disclosures to be more important than recognition because of the difficulties
associated with measurement.

A199. Preparers generally did not consider these disclosures to be more commercially
sensitive than disclosures already required for other intangible assets. Several
participants noted that entities can explain their business model, key assumptions
and value creation processes without disclosing proprietary methods or their
“special sauce”. One participant observed that “nobody goes into so much detail
that they're giving their state secrets away.
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Appendix B: Case studies

Introduction

B1.  This Appendix reproduces the case studies used during the stakeholder outreach
undertaken as part of the UKEB's Intangibles Research Project.

B2.  The case studies were developed to stimulate discussion and were not designed
to identify the "right" accounting outcome or imply any preferred accounting
treatment. They were designed to reflect a range of fact patterns involving
research and development (R&D), training costs, carbon credits and data, and to
encourage discussion of considerations regarding recognition, measurement and
disclosure.
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Case study 1: Training costs

Entity A enters into a contract to supply
outsourced services to Entity B

OUTSOURCED | ———
SERVICES

The contract includes a
specified recharge of

"
=)

CONTRACT employee training costs
EMPLOYEE .| Training employees is
TRAINING “| aninternal activity
Entity A's employees required to provide

. . the outsourced oblgtion
Does Entity A recognise an asset under IFRS 15

for the training costs incurred
to fulfil the contract with EntityB?

Contextual information

B3. A skilled workforce benefits both individuals and businesses. Higher skill levels
drive greater productivity, enhance task proficiency and improve business
performance. As evidence of its importance, data published in the Employer Skills
Survey (ESS) reported that total expenditure on employee training by UK
companies amounted to £53bn in 2024 (down from £59bn in 2022). According to
the same survey, almost half of all employers (48%) provided on-the-job training
and two-fifths (40%) provided off-the-job training.

Fact pattern

B4. Entity A enters into a contract that is within the scope of IFRS 15 Revenue from
Contracts with Customers to supply outsourced services to Entity B (for example,
a call centre where Entity A's staff take calls from Entity B's customers and assist
them with electronic products that they have purchased from Entity B).

8 This fact pattern is largely reproduced from a submission which was discussed by the IFRS Interpretations

Committee (IFRIC) in September 2019
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https://www.ifrs.org/content/dam/ifrs/meetings/2019/september/ifric/ap2-training-costs-to-fulfil-a-contract-ifrs-15.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2019/september/ifric/ap2-training-costs-to-fulfil-a-contract-ifrs-15.pdf

B5.

B6.

B7.

BS.
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In order for Entity A to provide the services to Entity B, Entity A must incur training
costs for its own employees so that they can utilise Entity B's equipment and
understand its processes.

Entity A determines that the requirement to provide training to its employees does
not meet the definition of a performance obligation in IFRS 15. This is because
Entity A’s act of training its own employees does not transfer a distinct good or
service to the customer, Entity B. Instead, the employee training enables Entity A
to put itself in a position to provide the outsourced service that it has promised to
Entity B.

The training requirements are set out in a specific section of the contract between
Entity A and Entity B, with a specified recharge (over a three-year period) to cover
the training costs. The recharge covers the number of Entity A’'s employees who
require training at the start of the contract, and the training of new employees if
Entity B's operations expand and additional staff are required. Costs associated
with training replacement employees (for example, because some of the
employees leave Entity A's employment) are not covered and must be paid by
Entity A.

Does Entity A recognise an asset for the training costs incurred to fulfil the
contract with Entity B?

52



OFFICIAL - PUBLIC

Case study 2: Research and development

'PHASE1 [l PHASE 2

AEHHS

Clinicaltrials | | Clinical trials EXTERNAL | REGUI.ATORY-
VALUATION APPROVAL
: : (DCF) ' o
PHASE 3 B ' e
> S I —> s
rg\ ﬁ Disc_nted Review by
Large-scale casguﬂow authorities
clinical trial sstimate

How should Company A recognise
expenditure on Drug A?

Contextual information

B9.

Research and Development (R&D) is a driver of productivity and growth, with
innovation making a substantial contribution to the UK's private sector. According
to data published by the Office for National Statistics, the total expenditure on
research and development (R&D) by UK businesses was £50bn in 2023 (down
from £51.5bn in 2022). Pharmaceutical companies made the largest contribution
(£8.7bn) to the total of business R&D performed in 2023 (representing 17.4% of
total R&D performed by UK businesses).

Fact pattern

B10. Company A is a large pharmaceutical business which undertakes research to
identify and develop new medicines. It has 71 projects in its pipeline.

B11. One of these relates to Drug A which is expected to treat a type of respiratory
virus. Company A has sufficient funds to complete the development of Drug A.

B12. Once preclinical animal studies have taken place, Company A classifies drug
development into clinical phases |, Il and Il — with phase Il being a large-scale
trial to verify the results achieved in earlier clinical phases.

B13. Before the drugs can be sold in the market, regulatory review and approval must
be obtained, and such approval requires a positive outcome in the clinical phase IlI
trial.
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B14. Atthe end of the current reporting period, Drug A is in clinical phase Ill. Company
A obtains an external valuation based on a discounted cash flow estimate which
indicates that the asset under development is expected to generate future
economic benefits.

B15. Company A is considering how expenditure on Drug A is recognised.
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Case study 3: Carbon credits

PROJECT DEVELOPER VALIDATION $
AND ISSUANCE
WCC
UK Land
Environmental Carbon Registry
developer T e .
Acquires and Removes carbon credits
restores degraded| CO; from the /_]
forest & peat- | atmosphere e
land
@ oo
ENVIRONMENTAL-CREDIT INVESTOR END-USER
BROKER/TRADER
Buys and sells @ @
carbon credits
Intermediate Holds carbon credits Retires carbon
9 purchaser of for speculation credits as a GHG
carbon credits purposes emissions offset

Contextual information

B16. According to data published by MSCI, the value of global voluntary carbon credit
demand (i.e. retirements) was roughly $1.4 billion in 2024. MSCI forecasts that the
value of annual global carbon credit demand could be between $7 billion and $35
billion by 2030 depending on prevailing market conditions. The significant
projected increase is due to a combination of factors, including: (i) many
companies setting voluntary carbon-emission targets that they aim to achieve by
2030; (ii) the establishment of legislated carbon-emission programmes, such as
the Carbon Offsetting and Reduction Scheme for International Aviation (CORSIA);
(iii) increased provision of carbon removals as a proportion of total carbon offsets
and removals, which are higher cost; and (iv) increases in the priced emission
units/allowances over time. As it may be difficult for companies to achieve their
net-emission targets through changes in their operations alone, they are expected
to rely increasingly on carbon credits.

B17. Based on current legislation, carbon values in the UK are expected to change
significantly in the coming years. The UK’'s Department for Business and Trade
has released a projection of how it believes the price of carbon will evolve based
on currently legislated policy (e.g. achieving Net-Zero carbon emissions by 2050).
Their central scenario is that one tonne of carbon dioxide equivalent (CO2e) could
be valued at £78 by 2030 for carbon offsets. This would represent a price increase
of over 100% compared with 2024.
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Fact pattern™

B18.

B19.

B20.

B21.

B22.

An environmental developer acquires a site comprising degraded forest and
peatland, for restoration. Following development, this site is expected to remove
CO2 from the atmosphere.

The project will be validated and verified annually in accordance with the UK
Woodland Carbon Code?? (WCC), allowing the project developer to issue carbon
credits annually for sale on the UK Land Carbon Registry as the forest and
peatland sequester CO2e from the atmosphere.

Returns on investment will comprise sales of carbon credits and sustainable
timber, and appreciation of the land value of the site.

These credits may be assigned to buyers such as intermediaries and end users.
Once a credit is used to offset an end user’s emissions, it is ‘retired’ from the
registry.

The price of a carbon credit on the registry fluctuates over time and has increased
over the last five years:

UK carbon prices and volumes

The graph below shows the average price and volume of transactions
for woodland Pending Issuance Units from 2020 to 2024

While the price has increased steadily from £11.01 in 2020 to £26.85 in
2024, the volume of transactions is variable, ranging from 214,000 to

346,000 per year.

Transaction Volume (KtCO2e)
8

Source: UK carbon prices | Woodland Carbon Code

Note: Trees take time to grow and store carbon dioxide, so a Pending Issuance Unit is a promise to deliver a
Woodland Carbon Unit (i.e. a carbon credit) in the future, based on predicted carbon dioxide equivalent
removal. It is not guaranteed or verified until a later stage, so cannot be used immediately to report against
UK-based emissions. Pending Issuance Units help companies plan for compensating future UK-based
emissions and make credible statements about their commitments.

19

Website of the Glen Dye Moor project, Foresight Sustainable Forestry Company PLC, PwC In depth: IFRS

Financial reporting considerations for entities participating in the voluntary carbon market.
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B23. Consider the accounting of this fact pattern from the perspectives of each of the
following reporting entities:
Reporting entity Function

Project developer

Generator of carbon credits

Environmental-credit broker/trader

Intermediate purchaser of carbon credits

Investor holding environmental credits

Purchaser of carbon credits for value
appreciation/speculation purposes

End user

Uses carbon credits as an offset against
its GHG emissions
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Case study 4: Data
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dataset access

= [‘Da‘taucensingf
Costs expensed
as incurred £

Contextual information

B24. Data has been described as one of the most significant assets any entity
possesses, and organisations are increasingly investing in data-driven
capabilities. However, IFRS Accounting Standards—specifically IAS 38 /ntangible
Assets—were developed long before modern data ecosystems became central to
business models.

B25. As aresult, entities face challenges in determining whether internally generated
data can meet the definition and recognition criteria for an intangible asset. These
challenges include:

a) the fast-moving and iterative nature of data development;
b) difficulties in reliably measuring cost or value; and
c) complex legal and contractual rights over data, particularly where datasets

are shared or sourced from multiple providers.
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What InSight Health acquires: raw data and rights to use and commercialise

data

B26.

B27.

B28.

B29.

B30.

B31.

InSight Health is a data company that acquires raw health-related data and
processes it to generate analytical outputs and insights. These outputs are used
internally and sold to customers.

InSight Health sources raw data from:

a) hospitals, under long-term data-sharing arrangements; and
b) external data providers, suppliers of demographic and public health
information.

These arrangements are critical to InSight Health's operations and are not easily
replicated without similar long-term partnerships, infrastructure and specialist
expertise.

The raw data acquired includes:

a) Patient pathway data with any personal identifiers removed;

b) Operational hospital data (such as, staffing, bed usage and treatment
times); and

c) External demographic and public health data.

The data-sharing agreements impose strict conditions and state that InSight
Health:

d) does not obtain exclusive legal ownership of the underlying raw data;
e) may use the data only for analytics, modelling and insight development.
f) may, in some cases, sell or license certain raw data to third parties, subject

to restrictions such as anonymisation, aggregation and compliance with
contractual and regulatory requirements; and

9) must comply with data protection, confidentiality and security obligations.

The agreements allow InSight Health to commercialise both:

h) the outputs and insights generated from processing the data; and

i) in some cases, the underlying raw data itself, including through licensing
arrangements, where permitted under the agreements and applicable
regulations.

How InSight Health processes the data and the costs incurred

B32.

InSight Health undertakes significant internal data processing activities, including:
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B34.

B35.

B36.

B37.
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a) Cleaning and organising the data;
b) Checking and removing errors and duplications in the data;
c) Structuring and linking data from multiple sources; and

d) Validating raw data.

The cleaned data is then fed into the systems developed by InSight Health, where
it is further enhanced through modelling, analysis and clinical expertise. The data
is continuously updated and refined to maintain relevance and accuracy.

The resulting datasets are securely stored in InSight Health's database and used
both:

e) internally, to support operations and decision-making; and

f) externally, to generate revenue through services and, in some cases,
dataset licensing.

This process is iterative and ongoing, rather than a one-off development phase.

In the most recent financial year, InSight Health incurred:

9) £6 million in staff costs (data scientists, engineers and clinicians);
h) £2 million in cloud infrastructure and storage costs; and
i) £1 million in external data acquisition and validation costs.

All costs were expensed as incurred.

What the output is

B38.

B39.

B40.

The primary outputs of the process are not the original raw data, but:

)] Analytical models and systems;

k) Decision-support tools;

) Insights and advisory outputs; and

m) Internal operational improvements and efficiencies.

In addition, in certain circumstances, InSight Health may generate revenue by
selling or licensing access to datasets, including both processed datasets, and
where permitted the raw data received from providers, in accordance with its
agreements.

These outputs are the main source of economic benefits for InSight Health,
whether through external revenue generation or internal efficiency gains.
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B41. How should InSight Health account for its data?
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