Questions
1. Why does the accounting profession make a distinction between internally created intangibles and purchased intangibles?
When intangibles are created internally, it is often difficult to determine the validity of any future service potential. To permit deferral of these types of costs would lead to a great deal of subjectivity because management could argue that almost any expense could be capitalized on the basis that it will increase future benefits. The cost of purchased intangibles, however, is capitalized because its cost can be objectively verified and reflects its fair value at the date of acquisition.
2. Romo Company spent $190,000 developing a new pro-cess, $45,000 in legal fees to obtain a patent, and $91,000 to market the process that was patented, all in the year 2017. How should these costs be accounted for in 2017? 
The $190,000 should be expensed as research and development expense in 2006. The $91,000 is expensed as selling and promotion expense in 2006. The $45,000 of costs to legally obtain the patent should be capitalized and amortized over the useful or legal life of the patent, whichever is shorter
3. What is goodwill? What is a bargain purchase
Goodwill should be measured initially as the excess of the fair value of the acquisition cost over the fair value of the net assets acquired. This definition is a measurement definition but does not conceptually define goodwill.(b)Goodwill is sometimes defined as one or more unidentified intangible assets and identifiable intangible assets that are not reliably measurable. Examples of elements of goodwill include new channels of distribution, synergies of combining sales forces, and a superior management team.
BE
E12-1 (L01,2) Taylor Swift Corporation purchases a patent from Salmon Company on January 1, 2017, for $54,000. The pat-ent has a remaining legal life of 16 years. Taylor Swift feels the patent will be useful for 10 years. Prepare Taylor Swift’s journal entries to record the purchase of the patent and 2017 amortization.
Patents		54,000
Cash		54,000
(To record the purchase of the patent)

Amortization Expense  (54,000 ÷ 10) 	5,400
Patents		  			5,400
(To record the amortization of patents for 2017)

Exercise 
E12-2 (L01,2) (Classification Issues—Intangibles) Presented below is selected information related to Martin Burke Inc. at year-end. All these accounts have debit balances.

Cable television franchises 
Music copyrights 
Research and development costs 
Goodwill
Accounts receivable 
Property, plant, and equipment 
Internet domain name 
Film contract rights 
Customer lists
Prepaid expenses 
Covenants not to compete
Brand names
Notes receivable 
Investments in affiliated companies 
Organization costs
Land  

Instructions Identify which items should be classified as an intangible asset. For those items not classified as an intangible asset, indicate where they would be reported in the financial statements
Intangible Assets
· Cable Television Franchise
· Film Contract Rights
· Music Copyright
· Customer List
· Goodwill
· Covenants not to compete
· [bookmark: _GoBack]Brand Name
· Internet Domain Name
Items no an Intangible Asset
· Research and Development – Operating Expense
· Prepaid Expenses- Current Assets
· Notes Receivables- Asset (Could be current or long term asset_
· Investment in Affiliated Company- Investment on the Asset Side
· Property Plant and Equipment- Long Term Assets
· Organization Costs- Should be expenses when incurred (Operating Expense)
· Land- Long Term Asset
· Accounts receivable 
· Property, plant, and equipment 



