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The computer software cost of $7 million that is incurred 
prior to reaching technological feasibility should be 
expensed as research and development. (FASB, 2012, ASC 
para. 985-20-25-1) Technological feasibility is reached 
when “all planning, designing, coding, and testing 
activities that are necessary to establish that the product 
can be produced to meet its design specifications” have 
been completed such as creating a detailed program 
design or a working model and product design. (FASB, 
2012, ASC para. 985-20-25-2) The remaining costs of $3 
million incurred after reaching technological feasibility 
should be capitalized. (FASB, 2012, ASC para. 985-20-25-
3)
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You have requested that our firm provide Alpha 
Software Company advice about whether the 
costs to produce the Houdini software should be 
expensed or capitalized. Our recommendation 
is that your company should expense $7 
million in the current year as research and 
development, and capitalize the remaining 
$3 million which will be amortized in future 
periods.
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The costs Alpha incurred prior to reaching technological 
feasibility should be expensed and the remaining costs 
should be capitalized. Alpha incurred a total of $10 million of 
research and development costs to produce the software. 
Of this amount, the $7 million incurred to create the product 
design and working model of the Houdini software prior to 
reaching technological feasibility should be expensed in the 
current period. (FASB, 2012, ASC para. 985-20-25-1)
Technological feasibility is reached when “all planning, 
designing, coding, and testing activities that are necessary 
to establish that the product can be produced to meet its 
design specifications” have been completed. (FASB, 2012, 
ASC para. 985-20-25-2) The remaining costs of $3 million 
incurred to perform final testing, debugging, minor coding 
adjustments, fine-tuning, and creating master copies 
should be capitalized. (FASB, 2012, ASC para. 985-20-25-3)
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