	

	BPA MANUAL
Chapter 250: Computer Software Capitalization Policy
Part:  Accounting, Payroll, Travel
	Page:
250-5
Date:
01/11/01



250.1
PURPOSE:  To document BPA's computer software capitalization policy, requirements, and responsibilities for implementation.

250.2
POLICY
A.
Computer software costs of more than $100,000 with a measurable future benefit and life greater than 1 year, shall be capitalized.  It shall be depreciated on a straight-line basis over a period not to exceed 5 years. 

B.  Maintenance costs shall be expensed.

C.
This policy does apply to BPA's Power System Control Operations software.  The computer software capitalization policy for Power System Control Operations is Software purchased with computer hardware, is capitalized as an integral part of Power System Control Operations equipment, and is to be depreciated over the useful life of the hardware.  

250.3
DEFINITIONS
A.
Computer software includes the application and operating system programs, databases or data warehouses, procedures, rules, and any associated documentation pertaining to the operation of a computer system.  It is purchased, internally developed or contractor-developed to support BPA-wide business functions and is run on general purpose hardware.

B.
Maintenance is a modification to an existing software application, which results in tests, adjustments, repairs, or replacements that keep the software in proper working order.

C  Upgrades and enhancements are modifications to existing software that result in additional functionality.  These modifications will enable the software to perform tasks it was previously incapable of performing.
250.4
REQUIREMENTS FOR CAPITALIZATION OF COMPUTER SOFTWARE
A.
General Requirements
1.
A capitalized computer software project is approved and authorized through the budget process.

2. The capitalized computer software costs will be collected through the FINANCIAL SYSTEM hierarchy of Projects.

3.
Approval of a capitalized computer software project must include formal review and approval by the Chief Information Officer (CIO).

250.4
REQUIREMENTS FOR CAPITALIZATION OF COMPUTER SOFTWARE (continued)
B.
Specific Requirements
1.
Computer software costs will be capitalized only when a product or project exceeds $100,000, with a measurable future benefit and life greater than 1 year.

2.
Software purchased separately from hardware, BPA-developed software, or software that is modified after purchase shall be recorded separately and depreciated on a straight-line basis over a period not to exceed 5 years.

3.
Software purchased with computer hardware is capitalized as an integral part of the equipment, and is depreciated over the useful life of the computer hardware.  This does not apply to general application software, such as Access, Excel, Word, etc.

4. Upgrades and enhancements of computer software shall be capitalized when the modifications exceed $100,000, and it is probable that the expenditures will result in additional functionality and benefits extend beyond 1 year.

5. Capitalizable Costs.  Costs of computer software developed or obtained that should be capitalized include only the following

a.
External direct costs of materials and services consumed in developing or obtaining computer software.  Examples of those costs include but are not limited to fees paid to third parties for services provided to develop the software during the application development stage, costs incurred to obtain computer software from third parties, and travel expenses incurred by employees in their duties directly associated with developing software.

Internal and external costs incurred to develop internal-use computer software during the application development stage should be capitalized.  Costs to develop or obtain software that allows for access or conversion of old data by new systems should also be capitalized.

b.
Payroll and payroll-related costs (for example, costs of employee benefits) for employees who are directly associated with and who devote time to the computer software project, to the extent of the time spent directly on the project.  Examples of employee activities include but are not limited to coding and testing during the application development stage.

c.
Interest costs incurred while developing computer software.  Interest should be capitalized in accordance with the provisions of FASB Statement No. 71, Accounting for the Effects of Certain Types of Regulation.

250.4
REQUIREMENTS FOR CAPITALIZATION OF COMPUTER SOFTWARE (continued)
d.
General and administrative costs and overhead costs should not be capitalized as costs of software.

6.  Expense Costs.  Computer software costs that should be expensed include, but are not limited to:

a.
Business process reengineering

b.
Training costs

c.
Data conversion costs other than the costs to develop or obtain software that allows for access or conversion of old data by new systems.

d.
Costs that cannot be distinguished on a reasonably cost-effective basis between maintenance and relatively minor upgrades and enhancements.

e.
External maintenance costs.

f.
Internal and external costs incurred during the preliminary project stage, e.g., reviewing alternative projects, when determining performance and system requirements, requests for proposals (RFP), software demonstrations by vendors, cost-benefit analysis, selection of a vendor or consultant to assist in the development or installation of the software.

250.5
RESPONSIBILITIES
A.
The Office of the Chief Financial Officer is responsible for

1.
Interpreting and implementing the references cited in Section 250.6, and has overall management responsibility for implementing the provisions of this chapter.

2.
The direction and oversight of BPA compliance with this policy and related subordinate policies.

3.
Assuring via Accounting Operations, Accounting and Finance, that projects are approved, costs are forecasted and budgeted correctly, and that the clearance requirements for Congress, OMB, DOE, and other agencies have been identified and satisfied.

250.5
RESPONSIBILITIES (continued)
4.
Assuring that Accounting Operations, Accounting and Finance, maintains the original documentation on approved projects to be capitalized.

B.
The Chief Information Officer is responsible for reviewing and approving projects consistent with the criteria outlined in this chapter of the BPA Manual.

C.
The Manager for Information Systems is responsible for

1.
Reviewing and recommending approval or disapproval on all computer software projects to be capitalized, via the budget process.

2.
Documenting the project authorization as required.

3.
Initiating revisions of budgets.

D.
All BPA Managers are responsible for
1.
Identifying project efforts subject to computer software capitalization; and, in coordination with the affected business units, preparing documentation to support the budget request and budget allocation report.

2.
Ensuring that the project proposals within their areas of responsibility receive adequate analysis, review, and approvals in accordance with this policy and its procedures.

3.
Presenting project proposals to the Chief Information Officer for review and approval.

4.
Ensuring that expenditures during the operating fiscal year do not exceed the budget allocation for that fiscal year.

5.
Accurately charging time and other costs to the computer software project PL-6s on time sheets, purchase orders, contracts, etc.

6.
Initiating the computer software project completion notice as required.

7.
Initiating the retirement of computer software when it is obsolete and no longer in use

E.
The Manager for Financial Operations is responsible for

1.
Ensuring costs are appropriately recorded as capital or expense consistent with this policy, and that allowance for funds used during construction is applied.

250.5
RESPONSIBILITIES (continued)
2. 
Upon notice that an asset is in service, analyzing all costs and recording depreciation expense.

3.
Processing the retirement of software when notified by responsible personnel.

250.6
REFERENCES
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Accounting Standards Executive Committee (AcSEC), AICPA, SoP 98-1, Accounting for the Costs of Computer Software Developed or Obtained for Internal Use.
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Emerging Issues Task Force (EITF), Volume 97, No. 3.
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Emerging Issues Task Force (EITF), Volume 96, No. 14.

D.
Financial Accounting Standards Board (FASB), Statement 86, Accounting for the Costs of Computer Software to be Sold, Leased or Otherwise Marketed, Paragraphs 26 and 37.
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Transmittal Letter: 10/23/00        Supersedes:   10/26/98       Responsible Organization:  Agency Policy, Compliance & Oversight


_950620724.doc
�������




