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42) FASB, Exposure Draft, “Accounting for the Costs of Computer Software tc be
Sold, Leased, or Otherwise Marketed.”, FASB, 1984,
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43) Neil EPaulsen, “Software Development Costs Should be Capitalized,” Management
Accounting, 1983, p.4l.

44) Neil E.Paulsen: -8, p4l.

45) FASB, Technical Bulletin No.7-2, "Computer Software Costs,” Stamford,
Connecticut, FASB, 1979.

46) FASB, SAFS No.2, "Accounting for Research and Development Costs,” : FASB, 1974.

47) FASB, Interpretation of Financial Accounting Standards No.6, 1975.
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48) FASB, SFAS No.86: &i# &, 1985.
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ABSTRACT

A study on accounting standard for

sotfware development cost

- Focusing on Korea, the US.A and Japan -

Mun-Jeong Yang

Department of Accounting
Graduate School of Business Administration
Cheju National University

Supervised by Professor Sang-Bong Lee

As our information society progresses, software development cost and
the accounting for these costs has become an important issue. This is
because software development costs directly influence period income(loss),
financial position and management rationalization of the enterprise.

Software development cost is generally enormous, and yet there has
been no standard on the accounting for these costs, leading to
discrepancies in accounting practices across different firms. Therefore, it
is a signifcant task to determine how to assess a software development
cost properlly.

The problem of accounting treatment of software development cost can
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be summarized in the following way : O the development cost is treated
as a current period cost and @the development cost is appropriated as an
asset.

The purpose of this thesis is to examine accounting treatment of
software development cost in korea, and compare with that used in the
U.S.A and Janpan.

Another purpose is to take a direction for establishing the uniform
accounting standard on the software development cost. Accounting
treatments of software development cost are largely divided into two
categories : an asset, or a cost.

Arguments for opposing asset appropriation include (Dsoftware
development costs are similar to R&D costs, @it is difficult to assess its
asset value, and it does not have a fixed accounting standard.

However, there are also number of arguments supporting asset
appropriation. @it is possible to match a revenue cost, and @purchasing
costs are considered to be an asset.

The korean business accounting standards (38-3) say that if one can
expect that non-recurring expenditure incurred for software development,
the economic benefits in the future are appropriated as an asset. If
recurring expenditures create the economic benefits in the future, they are
treated as a cost.

On the other trand, according to accounting treatment of development
cost of software for sale and lease _FASB No. 86(1985)] , prodution cost
incurred for a technological feasibility of a product is treated as an asset.

Expenditure incurred for a technological feasibility of computer software
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products which is to be introduced into the market for sale and lease is
treated as a cost.

According to corporation tax standard 8-1-7 in Japan, a cost for
software purchasing on consigned development of software is treated as
deferred charges and a cost for an inhouse development of software is
allowed to be treated as a cost.

If a cost hardware includes a portion of software, software cost is
allowed to be appropriated as an asset, and to be depreciated. If software
is sold separately from hardware the software cost is treated as an asset
only in the case of consigned software development and it is depreciated
over 5 year period.

In conclusion our country has to establish a standardized system of
accounting treatment of software development costs which is suitable for
our situation through the survey of actual condition by both academics
and business world.

Also, the goverment has to develop uniform accounting standards on the
expenditures that are incurred for software development. Above all it is
necessary for software enterprises to maintation efficient management.

As an essential condition to do so is that all the enterprises has to

make proper accounting treatment for software development costs.
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