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FASB Interpretation No. 6
Applicability of FASB Statement No. 2 to Computer Software

an interpretation of FASB Statement No. 2

INTRODUCTION

1. The FASB has been asked to explain the applica-
bility of FASB Statement No. 2, “Accounting for Re-
search and Development Costs,” to costs incurred to
obtain or develop computer software.

2. Broad guidelines about the activities to be classi-
fied as research and development and the elements of
costs to be identified with those activities are set forth
in paragraphs 8–11 of Statement No. 2. Paragraph 12
of that Statement provides that research and develop-
ment costs shall be charged to expense when in-
curred. However, some costs associated with re-
search and development activities shall be capitalized
if the item has alternative future uses in research and
development or otherwise (see paragraphs 11(a) and
11(c) of Statement No. 2). The costs of materials con-
sumed, the depreciation of equipment and facilities
used, and the amortization of intangibles used in re-
search and development activities are research and
development costs.

3. Paragraph 31 of Statement No. 2 states the follow-
ing about the activities for which computer software
is developed:

Computer software is developed for many
and diverse uses. Accordingly, in each case
the nature of the activity for which the soft-
ware is being developed should be consid-
ered in relation to the guidelines in para-
graphs 8–10 to determine whether software
costs should be included or excluded [in re-
search and development].

INTERPRETATION

4. Paragraph 8 of Statement No. 2 defines research
and development to include those activities aimed at
developing or significantly improving a product or
service (hereinafter “product”) or a process or tech-
nique (hereinafter “process”) whether the product or

process is intended for sale or use. A process may be
a system whose output is to be sold, leased, or other-
wise marketed to others. A process also may be used
internally as a part of a manufacturing activity or a
service activity where the service itself is marketed.
Aprocess may be intended to achieve cost reductions
as opposed to revenue generation. Paragraph 8(b) of
Statement No. 2, however, specifically excludes from
research and development activities “market research
or market testing activities.” Those activities were
excluded because they relate to the selling function of
an enterprise. Thus, while in the broadest sense of the
word, a process may be used in all of an enterprise’s
activities, the Board’s intent in Statement No. 2 was
that the acquisition, development, or improvement of
a process by an enterprise for use in its selling or ad-
ministrative activities be excluded from the definition
of research and development activities.1 To the ex-
tent, therefore, that the acquisition, development, or
improvement of a process by an enterprise for use in
its selling or administrative activities includes costs
for computer software, those costs are not research
and development costs. Examples of the excluded
costs of software are those incurred for development
by an airline of a computerized reservation system or
for development of a general management informa-
tion system.

Purchase or Lease of Software

5. Costs incurred to purchase or lease computer soft-
ware developed by others are not research and devel-
opment costs under Statement No. 2 unless the soft-
ware is for use in research and development
activities. When software for use in research and de-
velopment activities is purchased or leased, its cost
shall be accounted for as specified by paragraphs
11(c) and 12 of Statement No. 2. That is, the cost
shall be charged to expense as incurred unless the
software has alternative future uses (in research and
development or otherwise).

1General and administrative costs are discussed in paragraphs 11(e) and 35 of Statement No. 2.
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Internal Development of Software

6. An enterprise may undertake development of
computer software internally for its own use. If de-
velopment is undertaken for the enterprise’s own use,
the software may be intended, for example, to be
used in the research and development activities of the
enterprise or as a part of a newly developed or sig-
nificantly improved product or process.

7. [This paragraph has been deleted. See Status
page.]

8. Development of software to be used in research
and development activities. Costs incurred by an en-
terprise in developing computer software internally
for use in its research and development activities are
research and development costs and, therefore, shall
be charged to expense when incurred.2 This includes
costs incurred during all phases of software develop-

ment because all of those costs are incurred in a re-
search and development activity.

9. [This paragraph has been deleted. See Status
page.]

EFFECTIVE DATE AND TRANSITION

10. Because there have been varying interpretations
of Statement No. 2 with respect to costs of computer
software, this Interpretation shall be effective for fis-
cal years beginning on or after April 1, 1975. Earlier
application is encouraged, except that this Interpreta-
tion shall not be applied prior to initial application of
Statement No. 2. Retroactive application of this Inter-
pretation, as described in paragraphs 15 and 16 of
Statement No. 2, to costs incurred in prior fiscal years
is also encouraged but is not required.

This Interpretation was adopted by the unanimous vote of the seven members of the Financial Accounting
Standards Board following submission to the members of the Financial Accounting Standards Advisory
Council.

Marshall S. Armstrong,
Chairman

Oscar S. Gellein

Donald J. Kirk
Arthur L. Litke
Robert E. Mays

Walter Schuetze
Robert T. Sprouse

2The alternative future use test does not apply to the internal development of computer software; paragraph 11(c) of Statement No. 2 applies only
to intangibles purchased from others.
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