Capital Approval Process for 

Information Technology and Equipment

Background and Recommendations

The existing capital approval process for capital expenditures over $500,000 is structured around requirements for construction projects, which represent the majority of activity over this dollar threshold.  Penn makes significant capital expenditures for equipment and IT, for which the entire membership of the Capital Advisory Group (CAG) does not need to participate.  

Penn formed the Capital IT and Equipment Approval Committee (CITE), which has representation from the Division of Finance, Office of Resource Planning and Budget, Office of the Provost, Information Technology and Systems (for IT projects), Office of the Vice Provost for Research (for Equipment) and the Division of Facilities & Real Estate Services (in order to ensure that any physical needs have been addressed).  This group typically corresponds electronically and may convene on an ad hoc basis as needs arise, or may choose to meet via conference call.  After acceptance by this body, the relevant project would go to Capital Council for approval and to the Budget & Finance Committee if above $1,000,000.

It is also recommended that CITE-AC review the Equipment Purchase Lease Program (EPLP) on a quarterly basis.

Unique Characteristics of IT and Equipment

Information Technology and equipment generally have shorter lead-time for expenditure than construction projects.  Often, there is a tight window for IT “deals” as technology companies attempt to manage quarterly financial earnings and offer related incentives.  That said, it is important for these expenditures to be approved by a senior management group which can also help assess the expenditure and leverage existing Penn relationships.

What is Included in the Definition of IT and Equipment?

Small equipment purchases which aggregate to the capital approval threshold of $500,000 (e.g., 200 new $2,500 personal computers) should be budgeted in the operating budget and expensed and would not go through the capital approval process.  Similar guidelines should be used for equipment.  

Financial Policy 1106.6 “Plant Assets: Internal Use Software Costs” provides guidance for systems project costs which may be capitalized, versus those which should be expensed.  Should the sum of project expenses which are capitalized total at least $500,000, a systems project should be brought to the Capital IT and Equipment Approval Committee.

All costs incurred during the Preliminary Project Stage must be expensed. The Preliminary Project Stage generally includes the following activities:

· Making strategic decisions to allocate resources between alternative projects at a given point in time.  For example, should programmers develop a new payroll system or direct their efforts toward correcting existing problems in an operating payroll system? 

· Determining the performance requirements (that is, what it is that we need the software to do) and systems requirements for the computer software project it has proposed to undertake. 

· Inviting vendors to perform demonstrations of how their software will fulfill our needs. 

· Exploring alternative means of achieving specified performance requirements. For example, should we make or buy the software?  Should the software run on a mainframe or a client server system? 

· Determining that the technology needed to achieve performance requirements exists. 

· Selecting a vendor if an entity chooses to obtain software. 

· Selecting a consultant to assist in the development or installation of the software. 

The Application Development Stage generally includes: 1) Design of the chosen path including software configuration and software interfaces, 2) coding, 3) installation to hardware, and 4) testing including parallel testing.
Costs incurred during the Application Development Stage that are to be capitalized include only the following: 

External direct costs of materials and services consumed in developing or obtaining internal-use computer software.  Examples of those costs include but are not limited to fees paid to third parties for services provided to develop the software during the application development stage, costs incurred to obtain computer software from third parties, and travel expenses incurred by employees in their duties directly associated with developing software. 

Payroll and payroll-related costs (for example, costs of employee benefits) for employees who are directly associated with and who devote time to the internal-use computer software project, to the extent of the time spent directly on the project. Examples of employee activities include but are not limited to coding and testing during the application development stage. 

Interest costs incurred while developing internal-use computer software if software project costs are directly externally financed.
All costs incurred during the Post Implementation Operation Stage, generally training and application maintenance, are to be expensed.

Costs incurred for data conversion from old to new systems, including purging or cleansing existing data, and reconciliation or balancing old data to data in the new system, all training and maintenance costs, and general and administrative costs and overhead costs are to be expensed regardless of when they are incurred during the project. 
Internal costs of upgrades and enhancements made to existing software are expensed or capitalized based on the same criteria that are applied to newly developed software. If internal costs of minor upgrades and enhancements cannot be separated from maintenance costs on a cost-effective basis, all such costs should be expensed as incurred.
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