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Accounting for Software 
Costs (Redeliberations)



Accounting for Government Grants

What is being done today?
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ASC 730-
10 (R&D)

Software for R&D

Topic 
340-40 

(Contract 
Costs)

Developing 
under a Revenue 

Contract

ASC 985-20 (Software 
to be Sold, Leased or 

Marketed)

Expect to sell or 
license software

Hosting 
arrangement but 

customer can 
take possession

ASC 350-40 and 350-50 (Internally Developed 
Software & Websites)

Solely for 
internal use

Website 
Development

Hosting 
arrangement

Implementation 
of cloud 

computing



Software to be Sold, Leased 
or Marketed



Accounting for Software Costs

Software to be Sold, Leased or Marketed
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Software Development

• Costs expensed as incurred

Capitalization 
Period

• Costs 
Capitalized

General Release

• Amortization to cost of sales over the 
greater of

•St line and
•Ratio of current revenues over total anticipated 
revenues)

985-20-25-2 …Technological feasibility of a computer software product is established when the entity has completed 
all planning, designing, coding, and testing activities that are necessary to establish that the product can be 
produced to meet its design specifications including functions, features, and technical performance requirements...

Earlier of:
1) Comprehensive Detailed Plan w/ Testing of High Risk Area 
2) Working Model confirmed by testing

Technological Feasibility Established



Internally Developed 
Software



Accounting for Software Costs

Internally Developed Software
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Preliminary Phase

• Costs expensed as incurred

Application Development

• Costs Capitalized

Postimplementation /  
Operation

• Costs expensed
• Amortization of Asset begins 

when ready for its intended use

- Figuring out what is 
needed

- Exploring and identifying 
alternatives

- Selecting an alternative

- Design of alternative 
including software 
configuration and 
interfaces

- Coding
- Installation of hardware
- Testing

- Training
- Maintenance



Accounting for Software Costs

Internally Developed Software - What is required to 
be capitalized?
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350-40-30-1

• External fees paid to develop software
• External costs incurred to obtain software
• Employee travel expense directly related to developing software
• Employee payroll costs (direct wages, benefits) directly related to 

development and testing
• Not in standard but should also include share-based comp to 

employees directly related to development and testing
• Interest Costs (835-20) 



Accounting for Software Costs

Internally Developed Software - What is expensed?
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Expensed Costs

• - Training costs (always expensed)

• - Data conversion costs unless its costs to develop or obtain 
software to convert

• - G&A costs and overhead costs



Accounting for Software Costs

Internally Developed Software – 
Post-Implementation / Upgrades and Enhancements
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Ready for its 
intended use

Operating

Continued training 
and routine 

maintenance is 
expensed as incurred

Upgrades and 
Enhancements

Capitalize if probable 
that expenditures will 

result in new or 
additional functionality



Accounting for Software Costs

Internally Developed Software – Cloud Computing
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Preliminary Phase

• Costs expensed as incurred

Application Development

• Costs Capitalized

Postimplementation /  Operation

• Costs expensed
• Amortization of Asset begins 

when ready for its intended use

- Planning Activities - Configuration and 
customization

- Training fees are 
expensed

- Training
- Maintenance

Actual cloud-computing fees (e.g., Online ERP fees, AWS, MS Azure etc.) are expensed as incurred NOT capitalized



Accounting for Software Costs

Internally Developed Software – Cloud Computing
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• When each module/component is ready for its intended use
• Consider dependencies

When to start amortization

• Noncancelable Term AND:
• Renewal options reasonably certain of being exercised 

• Includes cancellation options that are equivalent to renewal options
• Renewal options under control of the vendor

Term of amortization (essentially 842 lease term)

• Expense to the same line item reflecting cloud computing fees
• Cannot be included with other amortization and depreciation expense

Presentation of amortization



Accounting for Software Costs

FASB Project Status: Redeliberations
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No longer pursuing a single model for all software costs. Only focus on Subtopic 350-40 (Internal)

Remove Stages to Development
• No distinction between linear and nonlinear development methods

Recognition threshold:
• Capitalize software when:

• Management has authorized and committed to funding software project
• Include probable to complete recognition threshold and include significant development uncertainties and 

performance requirements as factors
• Factors that may indicate that there is significant development uncertainty, as follows:

• a) Software being developed has novel, unique, unproven functions and features or technological innovations 
(instead of referring broadly to unresolved high-risk development issues).

• b) The significant performance requirements have not been selected or the significant performance 
requirements continue to be revised



Disaggregation – Income 
Statement Expenses (DISE)



Slice and “DISE” the Income Statement

DISE
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Slice and “DISE” the Income Statement

DISE
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Step 1 - Disclose if P/L 
includes any of the following:
• Inventory and 

manufacturing expense
• Employee compensation
• Depreciation
• Amortization
• DD&A
• Other (Including Definition)



Slice and “DISE” the Income Statement

DISE
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Slice and “DISE” the Income Statement

DISE
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Slice and “DISE” the Income Statement – Other Key 
Decisions

DISE
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Private Company Council 
Update



31 



32 



33 



34 



35 



36 



Final ASU to be issued in Q2 2025
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Background on Modifying Debt
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Background on Modifying Debt

Term Loan Model – “10% Test”
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• Prospective effective interest rate method based on carrying value of debt and revised cash flows
• No gain or loss
• Fees to lender (or on behalf of lender) -> Capitalize
• Fees to 3rd Party -> Expense

Modification (Cash Flow Change < 10%)

• Record gain or loss based on difference between:
• Recording new debt at fair value
• Derecognizing old debt

• Effective interest rate based on new debt
• Fees to lender -> Expense (Opposite of modification accounting)
• Fees to 3rd Party -> Capitalize (Opposite of modification accounting)

Extinguishment (Cash Flow Change >10%)



Background on Modifying Debt

Term Loan Model – 
Complexities w/ Modifying Debt
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Correctly applying the right modification model (e.g., term loan model vs revolver model)

Distinguishing between Debt Issuance Costs vs Debt Discount

Correctly applying effective interest rate method

Properly fair valuing new debt to determine gain/loss on extinguishment

More complicated lending arrangements:
• Facilities including (1) term loan, (2) revolver and (3) delayed draw term loan (Allocation Issues)
• Not applying the 10% test correctly
• Syndicated lending arrangements (i.e., more than 1 lender involved)
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