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The Committee received a request about how a customer accounts for a ‘Software as a Service’ cloud 

computing arrangement in which the customer contracts to pay a fee in exchange for a right to receive 

access to the supplier’s application software for a specified term. The supplier’s software runs on cloud 

infrastructure managed and controlled by the supplier. The customer accesses the software on an as needed 

basis over the internet or via a dedicated line. The contract does not convey to the customer any rights over 

tangible assets. 

Does the customer receive a software asset at the contract commencement date or a service over the 

contract term? 

The Committee noted that a customer receives a software asset at the contract commencement date if 

either (a) the contract contains a software lease, or (b) the customer otherwise obtains control of software 

at the contract commencement date. 

A software lease 

IFRS 16 Leases defines a lease as ‘a contract, or part of a contract, that conveys the right to use an asset 

(the underlying asset) for a period of time in exchange for consideration’. Paragraphs 9 and B9 of IFRS 16 

explain that a contract conveys the right to use an asset if, throughout the period of use, the customer has 

both: 

a. the right to obtain substantially all the economic benefits from use of the asset (an identified 

asset); and 

b. the right to direct the use of that asset. 

Paragraphs B9–B31 of IFRS 16 provide application guidance on the definition of a lease. Among other 

requirements, that application guidance specifies that a customer generally has the right to direct the use of 

an asset by having decision-making rights to change how and for what purpose the asset is used throughout 

the period of use. Accordingly, in a contract that contains a lease the supplier has given up those decision-

making rights and transferred them to the customer at the lease commencement date. 

The Committee observed that a right to receive future access to the supplier’s software running on the 

supplier’s cloud infrastructure does not in itself give the customer any decision-making rights about how 

and for what purpose the software is used—the supplier would have those rights by, for example, deciding 

how and when to update or reconfigure the software, or deciding on which hardware (or infrastructure) the 

software will run. Accordingly, if a contract conveys to the customer only the right to receive access to the 

supplier’s application software over the contract term, the contract does not contain a software lease. 

A software intangible asset 

IAS 38 defines an intangible asset as ‘an identifiable non-monetary asset without physical substance’. It 

notes that an asset is a resource controlled by the entity and paragraph 13 specifies that an entity controls 

an intangible asset if it has the power to obtain the future economic benefits flowing from the underlying 

resource and to restrict the access of others to those benefits. 

The Committee observed that, if a contract conveys to the customer only the right to receive access to the 

supplier’s application software over the contract term, the customer does not receive a software intangible 

asset at the contract commencement date. A right to receive future access to the supplier’s software does 

not, at the contract commencement date, give the customer the power to obtain the future economic 

benefits flowing from the software itself and to restrict others’ access to those benefits. 



Consequently, the Committee concluded that a contract that conveys to the customer only the right to 

receive access to the supplier’s application software in the future is a service contract. The customer 

receives the service—the access to the software—over the contract term. If the customer pays the supplier 

before it receives the service, that prepayment gives the customer a right to future service and is an asset 

for the customer. 

The Committee concluded that the requirements in IFRS Standards provide an adequate basis for an entity 

to account for fees paid or payable to receive access to the supplier’s application software in Software as a 

Service arrangements. Consequently, the Committee decided not to add this matter to its standard-setting 

agenda. 

 


