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Agenda

Overview of cloud computing arrangements

Evaluating whether an arrangement includes a
lease

Evaluating and accounting for an arrangement that
includes an intangible asset

Accounting for an arrangement that does not
include an intangible asset
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Overview of cloud computing arrangements

What is a cloud computing arrangement?

Customer does not currently have possession of the underlying software used
In the arrangement, but rather, the customer accesses and uses the software on

an as-needed basis

What are some examples of cloud
computing arrangements




Examples of cloud computing services

Types of cloud computing services

Infrastructure as a service
/S Azure A Azure

Azure App Service Azure Virtual Machines

salesforce

Z00m
: : SAP HANA Cloud
> Dropbox Google Cloud aWS O

B® Microsoft 365 App Engine ORACLE




Overview of cloud computing arrangements

Does the arrangement contain a Does the entity elect to combine lease and non-
lease in the scope of IFRS 167 Yes lease components?

l No lNo Yes l

Does the arrangement provide a

resource to the customer that it can Apply IFRS 16 1o the

Apply IFRS 16 to

control ] I]?astehcompcinept ;ahnd the entire
(i.e., an intangible asset)? dFLNEr evailate the arrangement
non-lease components
l No Yes
Account for the cloud computing . ‘
arrangement as a service contract . Apply IAS 38 to determine which fees and
and determine whether implementation costs can be capitalised

implementation costs can be
capitalised under other IFRS
standards

Source: Applying IFRS Accounting for cloud computing costs Updated July 2021- www.ey.com

: EY


https://www.ey.com/en_gl/technical/ifrs-technical-resources/applying-ifrs-accounting-for-cloud-computing-costs-july-2021

Possible outcomes

IFRS 16 Leases
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Overview of cloud computing arrangements

Yes
l No
Does the arrangement provide a
resource to the customer that it can
control
(i.e., an intangible asset)?
l No Yes
Account for the cloud computing . .
arrangement as a service contract o Apply IAS 38 to determine which fees and
and determine whether implementation costs can be capitalised

implementation*eests can be
ITatsec de_[:other-l-ERg

Source: Applying IFRS Acc


https://www.ey.com/en_gl/technical/ifrs-technical-resources/applying-ifrs-accounting-for-cloud-computing-costs-july-2021

Evaluating whether an arrangement includes a lease

Definition of a lease

‘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’

Right to use an asset means:

Do | have the right to use my
Right to obtain substantially all > Underlying servers ?

economic benefits » Private cloud

& » Software licence ®

Right to direct the
use

A



Right to use an asset

Right to use an asset means:

c Right to obtain substantially all e

economic benefits

Right to direct the
use

« Directly or indirectly * Directs how and for what purpose

* Primary outputs and by-products » If the purpose is pre-determined:

 Use the asset in a commercial > Right to operate the asset without
transaction (e.qg. subleasing) supplier changing this, or
« Limited to defined scope ==4 > Designed the asset in a way that
of use in the contract [ @ ] predetermines purpose ‘Q‘.
o=




Evaluating whether an arrangement includes a software lease

Fact pattern

K Entity A enters into a Software as a Service (SaaS) arrangement. \

13

\ = Customisation: Modifying software code for additional functionalities n/

» The entity has a right to receive access to the software over the contract term.

> Entity A incurs upfront costs for the following:
= Configuration: Defining parameters within the existing software

Does Entity A have the right to use the asset?

EY



Evaluating whether an arrangement includes a software lease

A TR
&

No decision-making rights about how and for what purpose the
software is used

5,.!5 Supplier decides how and when to update or reconfigure software

How would the answer change if this related to software licenses? ;
O




Software licenses

Software licenses

3. An entity shall apply this Standard to all leases ... except for ... 16.4 [extract]

(e) rights held by a lessee under licensing agreements within the scope of IAS 38
Intangible Assets for such items as motion picture films, video recordings, plays,
manuscripts, patents and copyrights.

4. A lessee may, but is not required to, apply this Standard to leases of intangible assets other
than those described in paragraph 3(e).

Excluded:

» Assess if there's an intangible asset

Entity to conclude if the
lease is in scope of IFRS )))
16 Not excluded:

» |Lease and non-lease components

» Allocate consideration
15 EY




IFRS 16 Reminders

Reminders when accounting for a lease:

Initially measure right-of-use asset Reassess the lease term upon a

CIRIENERIE Il N ENNINELVE  <ignificant event or significant
of lease payments

Y change in circumstances
a Y .
Subsequently lease ROU asset is
Discount rate is d Y

liability accrues depreciated as set out
interest and is in |AS 16

reduced by payments

the rateignglicit

RN

in the lease

16

EY






Overview of cloud computing arrangements

Does the arrangement provide a
resource to the customer that itcan
control
(i.e., an intangible asset)?

Yes

Apply IAS 38 to determine which fees and
implementation costs can be capitalised

Source - www.ey.com

18 EY


https://www.ey.com/en_gl/technical/ifrs-technical-resources/applying-ifrs-accounting-for-cloud-computing-costs-july-2021

Overview: Requirements for recognition

Definition of an intangible asset

|dentifiable non- , ,
monetary asset Without physical substance

Elements of control @

))) » Obtain future economic benefits
» Restrict the access of others to those benefits

Requires careful consideration

If the entity receives resources it can control - |AS 38 is applied
(Assuming the intangible asset is not accounted for as a lease)

19 EY



Software license: Requirements for recognition

One situation where a software licence is recognised as an
intangible asset in a cloud computing arrangement:

Contractual right to take
possession of software &
without
significant penalty

At inception

A license of software hosted by the supplier,
in itself, is insufficient to conclude that an arrangement

contains an intangible asset.

EY



Software license: Significant penalty

Does the customer have the right to take possession of the software without

significant penalty?

Ability to take delivery of the Ability to use the software
software without incurring i separately without

significant costs : ~ significant diminution in
i utility or value

l:

27k

EY



Software license: Significant penalty

Does the customer have the ability to take delivery of the software without

incurring significant costs?

Financial penalties and

=

Penalty is significant Explicit, reasonable

operational that the entity would mechanism for entity

barriers

not incur it

-

Absence of adequate
replacement
service providers

~

ok

/

to take possession

Economic barriers and
other costs




Software license: Significant penalty

Does the customer have the ability to use the software separately
without significant diminution in utility or value?

Utilise all of the Software upgrades
functionality if only available to
software is not those for whom the

hosted by the supplier hosts the
supplier software




Example: Recognition of software license

Fact pattern

KEntity A enters into a contract to receive a license of software which is hosted by X

the supplier.
» Software is configured to meet the needs of Entity A with custom templates
designed for Entity A's use (ie. customised invoices and statements).

technicians would be required to run the software at a significant cost.

the supplier.
kThere are no significant penalties on cancellation.

» Entity A may take possession of the software, but new hardware and specialised

» Software updates required to run the software will only be available if hosted by"3
2’

Can Entity A recognise the software as an
intangible asset?

24

EY



Example: Recognition of software license

A e Syt e

Entity cannot use the software separately without significant
™ diminution in value

— Not feasible to run the software on its own or with an unrelated

supplier

Decision requires significant judgement and involvement of specialists
may be necessary




A

T
fh. 8




Overview: Accounting for an arrangement that includes an

Intangible asset

Fees in a cloud computing arrangement

Right to access the application Implementation activities
software of the supplier (e.qg., training, data conversion)

Does the item meet the definition of an intangible asset?

Other services
(e.g., maintenance, other)

‘ Yes

Does the item meet the requirements of initial recognition?

Expected future economic benefits Reliably measurable

Yes

The entity recognises the expenditure as an intangible asset under |IAS 38

No

No

Apply other IFRS accounting
standards

Reminder to perform this test each time potentially eligible costs are incurred




Fees relating to separately acquired intangible assets

Allocation of fees to the different services

¥

Entity should determine
IAS 38 does not an accounting policy,

g include guidance on é&é such as allocation based
allocation on the relative stand-
alone selling prices of
each component

Apply judgement to
determine
components as this
affects capitalisation

The entity recognises the expenditure as an intangible asset under |IAS 38

8 ’ Cost is the present
% value of the obligation

if paid for over time

Assumes purchase
/X P

price usually reflects

expectations on future
economic benefits

= EY




Implementation costs

Research Hardware Costs incurred to implement a

costs costs

cloud computing arrangement
that includes a software licence:

» Accounted for based on the nature

of the cost

Contfigu'ra?.on/ Implementation Training i > F II IAS 38 .d
customisation cost examples costs ; oliow guidance on

costs T . .
capitalisation and expensing

» Costs may be a part of separately
acquired or internally generated
intangible assets

Data
Conversion =

Testing



Accounting for implementation costs

Guidance on various implementation costs

© L]

Research costs { Hardware costs } Data conversion

* Transferring data from
* Performance and * Includes servers, the existing system to
technology storage and other the new system

requirements network equipment . Capitalise costs to
* Exploring alternatives  Generally capitalised obtain or develop
« Developing project plan under IAS 16 Property, software which allows
. Selecting vendors plant and equipment data conversion

 Expensed as incurred * Allother costs
expensed




Accounting for implementation costs

Guidance on various implementation costs

=l

Configuration costs

Costs to code, configure or Q
customise the software Q

Generally, directly attributable and
capitalised

Minor or cosmetic changes to the
interface while capable of
operating in intended manner are
expensed

Requires judgement

System change costs J

Costs to enhance existing software

Capitalise costs which provide
additional functionality

Expense other costs

If unable to distinguish between
maintenance and relatively minor
upgrades - expense otherwise

capitalise based on nature b

EY



Indirect costs and general overheads

These costs cannot be capitalised

Even if they can be allocated on a Examples:
reasonable and consistent basis > Selling, administrative and

other general overheads
» ldentified inefficiencies

Even if costs are incurred directly
by the entity or services by third

parties > Initial operating losses before

asset achieves planned
performance

» Training staff




Accounting for ;‘:m
arrangement that do!s nat\

include an intangible asset




Overview of cloud computing arrangements

Account for the cloud computing
arrangement as a service contract
and determine whether
implementation costs can be
capitalised under other IFRS
standards

34

Source - www.ey.com

EY


https://www.ey.com/en_gl/technical/ifrs-technical-resources/applying-ifrs-accounting-for-cloud-computing-costs-july-2021

Accounting for implementation and other costs

Implementation and other upfront costs

Capitalised under other
Prepaid asset IFRS Accounting
Standards

Customers must determine which goods or services must be ~@'
accounted for separately )

=15

EY



Accounting for implementation and other costs

Implementation and other upfront costs

IAS 38 does not Develop an accounting IFRS 15 is applied by

Include guidance on : _ P
: o 2 policy under |IAS 8.10- analogy in identifying
identification of goods 11 goods and services

and services received

Reminder:

Significant judgement is required to identify the promised
Implementation goods and services received



Example: Separately identifiable

Fact pattern

>

Entity A promises to provide a customer with software. A
» The entity also promises to significantly customise the software.
> The customisation will allow the software to function with the customer’s
existing software. y

\_

377

Is the software and customisation separately
identifiable?

e
?

EY



Determining whether goods or services are distinct

Promised goods and services are distinct when:

Benefit on their own or Goods and services
}ﬁ with readily available & are separately -){
resources identifiable

Three factors indicating promises are not separately identifiable:

The goods or Significant One or more
services are highly service of ~ goods/services
interdependent or integrating significantly modifies

interrelated goods in the other goods

contract |

38 = o A e,



Example: Separately identifiable

A T

E%D The entity is providing the customer with a fully integrated system

25

Careful consideration required under long-term arrangements to
determine appropriate accounting for the costs

The customisation will significantly modify the software such that
the risks of providing it and the customisation are inseparable

= EY

S




Example: Other costs

What if Entity A had incurred other costs? Q

Expensed at a point in time/as incurred

Expensed over time

Data storage costs

Data cleaning |j
Staff training ﬁ

Security/compliance fees

Data migration

Disaster recovery

Access to tech support fee

a
.

Parallel running of legacy system ah

EY



Accounting for a service contract

Reminders on accounting for a service contract

00

p

41

S

L5
D.evej\o pan

Assess whether each

service is distinct at a contract

level, therefore unrelated third-
party services are distinct from
the initial arrangement

= ‘ ) “II%

When promises are
not distinct, recognise

fees over term of
contract

Allocate the fee to distinct
promises to determine when

allocated amounts will be
recognised as an expense

When fees are paid in
advance, may
recognise a prepaid
asset




Summary of cloud computing arrangements

Does the arrangement contain a Does the entity elect to combine lease and non-
lease in the scope of IFRS 167 Yes lease components?

l No lNo Yes l

Does the arrangement provide a

resource to the customer that it can Apply IFRS 16 1o the

Apply IFRS 16 to

control ] I]?astehcompcinept ;ahnd the entire
(i.e., an intangible asset)? dFLNEr evailate the arrangement
non-lease components
l No Yes
Account for the cloud computing . ‘
arrangement as a service contract . Apply IAS 38 to determine which fees and
and determine whether implementation costs can be capitalised

implementation costs can be
capitalised under other IFRS
standards

Source: Applying IFRS Accounting for cloud computing costs Updated July 2021- www.ey.com

42 EY
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Resources

v g:' ﬁﬁqc'eoteo Practice for
/ accountingand -~ . :
IFRS sustainabifity disclosures
e < Sy
- EY international Coeporate Beperting Grouo
-~ ‘3.

R L

y T
o

The better the question. The better The nswmen Shape the future
The better the woelts warks. ; with confidence

Available and free!
Link: EY Atlas Client Edition | EY - Global

[ePub version also available]

Our online, interactive version on
EY Atlas - available now

EY


https://www.ey.com/en_za/services/audit/atlas-client-edition

Resources

Applying IFRS:

Applying IFRS

Updated July 2021

EY



Please provide us with feedback
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EY | Building a better working world

EY is building a better working world by creating
new value for clients, people, society and the
planet, while building trust in capital markets.

Enabled by data, Al and advanced technology,
EY teams help clients shape the future with
confidence and develop answers for the most
pressing issues of today and tomorrow.

EY teams work across a full spectrum of
services in assurance, consulting, tax, strategy
and transactions. Fueled by sector insights,

a globally connected, multi-disciplinary network
and diverse ecosystem partners, EY teams can
provide services in more than 150 countries
and territories.

All in to shape the future with confidence.

EY refers to the global organization, and may refer to one or more, of
the member firms of Ernst & Young Global Limited, each of which is a
separate legal entity. Ernst & Young Global Limited, a UK company
limited by guarantee, does not provide services to clients. Information
about how EY collects and uses personal data and a description of the
rights individuals have under data protection legislation are available
via ey.com/privacy. EY member firms do not practice law where
prohibited by local laws. For more information about our organization,
please visit ey.com.

Creative Services ref. 0128. Y Pakati

© 2024
All Rights Reserved.

ED None

This material has been prepared for general information purposes only
and is not intended to be relied upon as accounting, tax, or other
professional advice. Please refer to your advisors for specific advice.
The information contained herein has been prepared as of the current
date, is of a general nature, and is not intended to address the
circumstances nor needs of all individuals or entities. No one should act
upon such information without obtaining appropriate professional
advice. Although we endeavor to provide accurate and timely
information at the current date, there can be no guarantee that such
information will continue to be accurate in the future.

Ernst & Young Inc. is a South African company and a member firm of
the Ernst & Young network of independent member affiliates with Ernst
& Young Global Limited (“"EYG"), each of which is a separate legal
entity. EYG is a UK company limited by guarantee. EYG does not
provide services to clients. For more information about our
organisation, please visit ey.com

ey.com
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