GASB Standard Implementation:
Statement Number 51 – Accounting and Financial Reporting for Intangible Assets
In June 2007, the Governmental Accounting Standards Board (GASB) issued Statement No. 51, Accounting and Financial Reporting for Intangible Assets.  The requirements of GASB 51 are effective for periods beginning after June 15, 2009.  GASB 51 establishes standards of accounting and financial reporting for intangible assets.  It amends parts of Statement No. 34, Basic Financial Statements-and Management’s Discussion and Analysis-for State and Local Governments and Statement No. 42, Accounting and Financial Reporting for Impairment of Capital Assets and for Insurance Recoveries.  Generally, GASB 51 requires the capitalization of intangible assets such as: computer software; water, timber, gas, oil, and mineral rights on land that the State does not own; easements on land that the State does not own; patents; trademarks; etc.  
The statement defines an intangible asset as having all of the following characteristics:

· Lack of physical substance

· Nonfinancial nature, e.g., not in the form of cash or investments, and does not represent a receivable or a prepayment

· Initial estimated useful life of more than one year
The statement specifically excludes the following intangible assets from its provisions:

· Assets acquired or created for the purpose of obtaining income

· Assets acquired under capital leases

· Goodwill resulting from the combination of the government and another entity

Intangible assets created through statutes or the inherent powers of governmental entities are not considered to be reportable as assets, in and of themselves, by GASB 51. Examples include the following powers: 
· to levy taxes; 
· to exercise eminent domain; 
· to limit certain activities by the awarding of exclusive franchises; 
· to require the purchase of licenses or payments of fees for various activities; and

· to require the use of government services in certain instances.
Intangible assets should be reported in the government-wide financial statements when they are considered to be identifiable, meaning either:

· the asset is capable of being separated from the government for sale, transfer, or other disposition, or 
· the asset results from contractual or other legal rights.

Internally Generated Intangible Assets

Special capitalization requirements apply to intangible assets that are internally generated. The asset is considered to be internally generated when it is either created by the government or has been purchased or licensed by the government but is then modified by the government to meet its needs.  Software implementation projects are the most common examples of internally generated intangible assets.

Costs of internally generated intangible assets are capitalizable after the following have been completed:

· the specific objective of the project and the related service capacity of the asset have been defined, 
· the technical feasibility of the project has been demonstrated, and 
· the government has shown its intent to fund the project, either to completion, or, in the case of multi-year projects, for the current period.   

For internally generated software specifically, the Statement requires that costs incurred during the preliminary project stage and the post-implementation operation stage be expensed, while costs incurred during the application development stage are capitalized.  The chart below explains the activities involved in these stages.
	Preliminary Project Stage
	Application Development Stage
	Post-Implementation/

Operation Stage

	(to be expensed)
	(to be capitalized)
	(to be expensed)

	· Conceptual formulation of alternatives
	· Design of chosen path, including software configuration and software interfaces
	· Training

	
	
	

	· Evaluation of alternatives
	· Coding
	· Application maintenance

	
	
	

	· Determination of existence of needed technology
	· Installation to hardware
	

	
	
	

	· Final selection of alternatives
	· Testing, including parallel processing phase


	


Capitalization of costs (i.e., the application development state) begins when:

· the preliminary project stage is complete, and 
· management has authorized and provided funding for the project, or for at least the first stage of a multi-stage project.

This stage ends when the project (or, in the case of multi-stage projects, the current stage) is complete and the asset, or that stage, is operational.

Note: Data conversion costs are considered to be capitalizable only to the extent that they are necessary for the operation of the new software.  Modifications to existing software are capitalized only if they result in an increase in the functionality, efficiency, or estimated useful life of the software.  
The estimated useful life of intangible assets resulting from contractual or legal rights may not exceed the duration of the contract, including any renewal periods that the government intends to exercise. In certain instances, intangible assets have indefinite useful lives, such as permanent easements. Assets with indefinite useful lives are not amortized.

GASB 51 is required to be implemented retroactively by restating prior financial statements, if practical, with the following exceptions:

· Intangible assets considered to have indefinite useful lives as of the effective date of the statement are permitted, but are not required, to be reported retroactively

· Intangible assets considered to have been internally generated as of the effective date of the statement are permitted, but are not required, to be reported retroactively

Also, intangible assets with indefinite useful lives that were subjected to amortization prior to the effective date of the statement should be restated to show the removal of such amortization.

Implementation of GASB 51 by the State of Ohio

The State will implement GASB 51 in fiscal year 2010.  The State has previously capitalized software, including internally generated software (with the possible exception of agency Web sites) and easements (including conservation easements that limit future development of the land) in accordance with the provisions of GASB 51. Internally generated software projects are recorded as construction-in-progress until the project, or an individual phase of the project, is complete.   All easements, regardless of cost, and software purchased, licensed, or internally generated with a cost of more than $100,000 are capitalized.  
GASB 51 does not specify a threshold for costs of intangible assets that should be capitalized. The State will continue to capitalize external direct costs (i.e., payments to vendors) and internal direct costs (i.e., payroll and fringe benefits), and to expense indirect/overhead costs, general/ administrative costs, and interest costs incurred for projects that are funded by governmental funds for assets with a cost greater than $100,000.
OBM contacted the following agencies to determine if they had any water, timber, oil, gas, or mineral rights:  
· DNR

· EPA 
· AGR 
· PWC (regarding the green space conservation program)

· DOT, and 
· DEV (regarding the brownfields program).  
All agencies responded that they have no such rights. DNR does have ownership of all lakes and flowing waters in the State, but not the land underneath the waters.  OBM considers this potential asset to be excluded from the State’s government-wide financial statements on the grounds that the asset is held by statute, as described above.
The discretely presented colleges and universities that are included in the State’s reporting entity may own patents and trademarks.  OBM will obtain the information necessary for inclusion in its financial statements from the audited financial statements of the colleges and universities.  Internally generated intangible assets, such as patents and trademarks, are not required to be reported retroactively by GASB 51, but are permitted to be so reported. The State will restate the government-wide financial statements of the discretely presented colleges and universities to the extent that the colleges and universities have restated their independently audited financial statements.
The State will not need to restate its government-wide financial statements for the primary government when implementing GASB 51.  Easements and software, including internally generated software, have already been capitalized, with the possible exception of internally generated agency Web sites.  Internally generated intangible assets, however, are not required to be reported retroactively by GASB 51, and the State will not attempt to do so.  The State’s only other known intangible assets are trademarks.  The State will capitalize future costs of State-generated Web sites and trademarks, which are considered to be internally generated intangible assets by GASB 51, to the extent that they meet the capitalizable dollar threshold of $100,000. 
