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Accounting Treatment for Other Related Internal Software Costs 

The following items will be expensed as incurred. 

I) The cost of minor enhancements resulting from ongoing systems maintenance. 
2) The purchase of enhanced versions of software for a nominal charge. 
3) Cost incurred solely to repair a design flaw or to perform minor upgrades that 

may extend the useful life of the software without adding capabilities. 
4)	 Bulk purchases of software (e.g., multiple spreadsheet programs for a science 

center) may be converted to the unit price to decide if the purchased software 
should be capitalized. For example, if 10 copies of a software program were 
purchased for $200,000, then the unit price would be $20,000, and this software 
would not be capitalized. However, using this example, if the purchase price 
were $2,000,000, then the unit price would be $200,000, and this software should 
be capitalized in the aggregate. 
NOTE: License of COTS software packages with a short useful/service life (e.g., 
2 years maximum) is always expensed, whether purchased in bulk or not. 

5)	 All data conversion costs incurred for internally developed, contractor-developed, 
or COTS software, including the cost to develop or obtain software that allow s for 
access or conversion of existing data to the new software. Such cost may include 
the purging or cleansing of existing data, reconciliation or balancing of data, and 
the creation ofnew/additional data. 

6)	 Costs incurred after final acceptance testing has been successfully completed. 
Where the software is to be installed at multiple sites, capitalization should cease 
at each site after test ing is complete at that site. 

7)	 Annual license maintenance costs and/or fees. 

Please contact Debra Carey on (202) 208-5542 or debraj_carey@ios.dci.gov, if you 
have questions concerning this policy. 
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