City of Takoma Park, Maryland

Accounting and Financial Reporting for Intangible Assets (GASB #51)

Policies and Procedures 
Overview

GASB Statement No. 51 Accounting and Financial Reporting for Intangible Assets (GASB #51) was issued June 2007 to define reporting requirements for intangible assets.  The requirements of GASB #51 are effective for financial statements for the periods beginning after June 15, 2009.  Retroactive reporting of intangible assets is not required for those assets considered having an indefinite useful life as of the effective date of GASB #51 and those items that would be considered internally generated.
GASB #51 defines intangible assets as:

· Lacking physical substance

· Nonfinancial in nature, and

· With an initial useful life extending beyond one fiscal year.
Examples of Intangible Assets:

· Land use rights:  Easements, water, timber and mineral rights

· Intellectual rights:  Patents, trademarks and copyrights

· Computer Software:  Internally developed or licensed software purchased from external sources.
GASB #51 does not apply to the following intangible assets:
· Assets that are acquired or created primarily for the purpose of directly obtaining income or profit.  The accounting and financial reporting for these assets generally should follow authoritative guidance for investments.

· Assets resulting from capital lease transactions reported by lessees.
· Goodwill created through the combination of a government and another entity.

Policies and Procedures
Identifying Intangible Assets:

Intangible assets subject to the provisions of GASB #51 should be classified as capital assets and be reported on the government-wide statement of net assets.  An intangible asset must either be separable (capable of being separated or divided from the City) or arises from contractual or legal rights.  Generally, intangible assets will be capitalized at costs or fair market value, if donated.
Capitalization Thresholds:

Intangible assets of the City should be capitalized in accordance with the following thresholds:

Internally Generated Computer Software                
 $ 500,000
Other Computer Software                                         
 250,000

Land Use Rights – Permanent                                    100,000

Land Use Rights – Not Permanent                              100,000

Other Capital Intangibles                                           100,000
Internally Generated Computer Software

Intangible assets are considered internally generated if they are created or produced by the City or an entity contracted by the City or if acquired from a third party requiring more than minimal incremental effort by the government to begin to achieve their expected level of service capacity.  Computer software should be considered internally generated if it is created by City employees or purchased and then modified with more than minimal incremental effort.  Outlays incurred that relate to the development of identifiable internally generated computer software should only be capitalized upon the occurrence of all of the following:
· The specific project objective and the nature of the service capacity expected upon project completion have been determined.

· Feasibility for completion at expected capacity is anticipated.

· Current intention, ability, and presence of effort to complete have been demonstrated.

· The preliminary project state activities have been completed.

· Management implicitly or explicitly authorizes and commits to funding the project at least in the current year.

For commercial software that will be modified to the point that it is considered internally generated, the above requirement could generally be considered to have occurred upon the City’s commitment to purchase or license the computer software.
GASB #51 presents three stages of development for an internally generated computer software project.

Preliminary Stage – Expense

· Conceptual evaluation of alternatives

· Demonstration of intent to complete the project

· Final selection of alternatives for development of the software

Application Development – Capitalize

· Design of chosen path

· Software is coded, installed and tested, including parallel processing phase
Operational – Expense

· Software is operational

· Application training 

· Regular maintenance

Costs that can be capitalized will be accumulated in a Construction-in-Progress account while the software project is ongoing.  Upon completion, the software project will convert to an internally generated computer software capital asset if it meets the capitalization threshold.  The Construction-in-Progress asset balance must be restated and disposed if an internally generated computer software project is suspended prior to completion or upon completion does not meet the capitalization threshold.

The capitalized value of internally generated computer software includes the direct costs incurred during the application development stage.  These direct costs include direct labor comprised of wages and benefits.  Physical hardware should be capitalized separately according to capital asset guidelines.  

The training of employees involved with developing an internally generated software project should be expensed as incurred because the training does not further the development of the software and does not contribute to placing the software in condition for use.

Data conversion costs should be capitalized only to the extent that it is determined necessary to make the computer software operational.  Otherwise, data conversion costs should be expensed as incurred.

Other Intangible Capital Assets

Other intangible capital assets include patents, trademarks, and copyrights.  Intellectual property rights (patents, trademarks, and copyrights) are subject to a legal limited life.  Capitalized intellectual property rights should be amortized over the applicable legal lives unless it is determined that they have a shorter estimated useful life.

Intangible assets with less than an indefinite useful life should be amortized on an annual basis.  The useful life of an intangible asset that arises from contractual or other legal rights must not exceed the period to which the service capacity of the asset is limited by contractual or legal provisions.  Renewal periods may be considered in determining the useful life of the intangible asset if there is evident that the City will be able to achieve renewal with limited expense relative to the service capacity gained from the renewal.  

Intangible assets with indefinite useful lives should not be amortized.  An intangible asset should be considered to have an indefinite life if there are no legal, contractual, regulatory, technological or other factors that limit the useful life of the asset.
Impairment Indicator

Intangible assets are subject to the same impairment indicators as other capital assets.  Another common indicator impairment for internally generated intangible assets is development stoppage.  Internally generated intangible assets impaired from development stoppage should be reported at the lower of carrying value or fair value.
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