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This EITF Snapshot summarizes the October 12, 2017, meeting of the Emerging Issues Task
Force (EITF or “Task Force”). Initial Task Force consensuses (“consensuses-for-exposure”)
are exposed for public comment upon ratification by the Financial Accounting Standards
Board (FASB). After the comment period, the Task Force considers comments received and
redeliberates the issues at a scheduled meeting to reach a final consensus. Those final
consensuses are then provided to the FASB for final ratification and, ultimately, issuance as an
Accounting Standards Update (ASU).
After each meeting, the official EITF minutes, including the results of the FASB’s ratification
process, will be posted to the Deloitte Accounting Research Tool (DART) and to the FASB’s
Web site (note that the official EITF minutes may contain details that differ from those in
this publication). EITF Issue Summaries (released before the meeting and used to frame the
discussion) are also available on those sites.

Issue 17-A, “Customer’s Accounting for Implementation, Setup, and
Other Upfront Costs (Implementation Costs) Incurred in a Cloud
Computing Arrangement That Is Considered a Service Contract”
Status: Initial deliberations (although the Task Force has reached tentative agreement on
various matters).
Affects: Entities that incur costs for implementation activities (implementation costs) as
customers in cloud computing arrangements (CCAs) that are considered service contracts.

Background: In April 2015, the FASB issued ASU 2015-05,1 which clarifies the circumstances
under which a customer in a CCA would account for the arrangement as a license of
internal-use software under ASC 350-40.2 The ASU provides guidance on whether a CCA
contains a software license or whether it is considered a service contract and thus is not
within the scope of ASC 350-40. ASC 350-40 only addresses the accounting for costs for
implementation activities related to software licenses used internally. As noted in the
Background Information and Basis for Conclusions of ASU 2015-05, at that time the Board
decided not to address the accounting for costs for implementation activities related to CCAs
that are considered service contracts.
As the prevalence of these arrangements has grown, stakeholders have raised concerns that
the guidance in GAAP is unclear about the accounting for implementation costs associated
with CCAs that are considered service contracts. Stakeholders have indicated that there is
currently diversity in practice as entities look to various Codification topics for guidance on
accounting for such costs.
At its May 10, 2017, meeting, the FASB acknowledged that the accounting for a customer’s
implementation costs in a CCA is an emerging and prevalent issue and added a narrow-scope
project on this issue to the EITF’s agenda.
At the July 20, 2017, EITF meeting, the Task Force discussed the accounting for a customer’s
implementation costs incurred in a CCA that is considered a service contract, primarily
focusing on the following alternatives:

•

Account for the costs on the basis of existing GAAP, including ASC 340, ASC 350-40,
ASC 360, and ASC 720-45 (Alternative B was proposed in the July Issue Summary).

•

Account for the costs in a manner consistent with how an entity accounts for a
customer’s implementation costs associated with a software license (i.e., under ASC
350-40) (Alternative C was proposed in the July Issue Summary).

No formal votes on the proposed alternatives were taken and no decisions were made at the
July meeting. The Task Force requested that the FASB staff continue to research Alternative B
and Alternative C.
Summary: At this meeting, the Task Force continued discussing the accounting for a
customer’s implementation costs incurred in a CCA that is considered a service contract. On
the basis of the FASB staff’s research after the July meeting, the staff presented two revised
alternatives for the Task Force to consider. The discussion also included Alternative C from the
July Issue Summary. The following alternatives were discussed:

1
2

•

Revised Alternative B — Account for the costs on the basis of existing GAAP, including
ASC 340, ASC 350-40, ASC 360, and ASC 720-45. Costs for implementation activities
that are not within the scope of existing GAAP should be evaluated to determine
whether they are distinct from the hosting element of the agreement. These costs
will be either expensed as incurred if the implementation activity is distinct from the
hosting service element or capitalized as a prepaid asset of the hosting service if they
are not distinct from the hosting element. To determine whether an implementation
activity is distinct from the hosting element, the customer should look to guidance in
ASC 606 or other separation models could be considered (Alternative B was proposed
in the October Issue Summary).

•

Revised Alternative C — Account for the software element of the CCA not as a service
but as an asset (i.e., a right to access specified software). Customers are required to
record an asset for the software element and a liability to the extent that fees related

FASB Accounting Standards Update No. 2015-05, Customer’s Accounting for Fees Paid in a Cloud Computing Arrangement.
For titles of FASB Accounting Standards Codification (ASC) references, see Deloitte’s “Titles of Topics and Subtopics in the FASB
Accounting Standards Codification.”
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to the software element are paid over time in a manner similar to those related
to a finance lease under ASC 842. However, the asset would be accounted for in
a manner consistent with the framework in ASC 350-40 for internal-use software,
including capitalization of certain implementation costs. Under this approach, the
software element and hosting service element must be separately identified and
the transaction price must be allocated between the two elements. This accounting
is similar to a transaction in which the entity purchases a license for internal-use
software and will pay for the license over time (Alternative C was proposed in the
October Issue Summary).

•

Original Alternative C — Account for the costs in a manner consistent with how an
entity accounts for a customer’s implementation costs associated with a software
license (i.e., under ASC 350-40) (original Alternative C was described in the October
Issue Summary).

The Task Force reached a tentative decision that a customer should apply the revised
Alternative C approach to account for implementation costs incurred in a CCA that is
considered a service contract.
In addition, the Task Force discussed other issues related to a customer’s implementation
costs incurred in a CCA that is considered a service contract and reached tentative agreement
on the following points:

•

At the July meeting, some Task Force members indicated that the guidance under ASC
350-40 was viewed as outdated and presented operational challenges for entities
that must apply the guidance. On the basis of this feedback, the FASB staff performed
additional research and found that there would not be significant challenges in
applying ASC 350-40 to implementation costs of a CCA that is a service contract. At the
October meeting, the Task Force decided not to add guidance on how to apply ASC
350-40 to CCAs.

•

At the July meeting, the Task Force discussed how a customer would separate
elements of a contract when accounting for CCAs. The FASB staff performed additional
research and determined that the question of how to separate elements in a cloud
computing arrangement is beyond the scope of the issue. At the October meeting, the
Task Force decided not to provide additional guidance on separation of elements.

•

The Task Force considered whether to add a definition of the term “implementation
costs” to the ASC master glossary or, if not, whether a description of such costs should
be provided. The Task Force tentatively reached agreement on the revised Alternative
C, which results in accounting that is consistent with the framework in ASC 350-40 on
capitalization of implementation costs. Therefore, the Task Force tentatively agreed
not to add a definition or further description of implementation costs.

Next Steps: The Task Force requested that the FASB staff further examine practical questions
related to capitalization of the software element of a CCA under the revised Alternative C (such
as how to determine discount rates in the present value calculations and how to consider
variable payments, renewal options, and termination options), as well as issues associated
with analogizing to existing guidance in ASC 842. This research, as well as other issues that the
Task Force has not yet discussed (e.g., scope, disclosures, transition), will be addressed at a
future meeting.

Administrative Matters
The next EITF meeting, which is tentatively scheduled for November 16, 2017, is likely to be
canceled both because there are no other issues on the agenda and so that the staff has
adequate time to research the items discussed above. The next meeting after that is scheduled
for January 18, 2018.
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If you wish to receive EITF Snapshot and other Deloitte accounting publications, please register at www.deloitte.com/us/
subscriptions.

Dbriefs for Financial Executives
We invite you to participate in Dbriefs, Deloitte’s webcast series that delivers practical strategies you need to stay on top
of important issues. Gain access to valuable ideas and critical information from webcasts in the “Financial Executives”
series on the following topics:

•
•
•

Business strategy and tax.
Controllership perspectives.
Driving enterprise value.

•
•
•

Financial reporting.
Financial reporting for taxes.
Governance, risk, and compliance.

•
•

Tax accounting and provisions.
Transactions and business events.

Dbriefs also provides a convenient and flexible way to earn CPE credit — right at your desk. Subscribe to Dbriefs to
receive notifications about future webcasts at www.deloitte.com/us/dbriefs.

DART and US GAAP Plus
Put a wealth of information at your fingertips. The Deloitte Accounting Research Tool (DART) is a comprehensive online
library of accounting and financial disclosure literature. It contains material from the FASB, EITF, AICPA, PCAOB, IASB, and
SEC, in addition to Deloitte’s own accounting manuals and other interpretive guidance and publications.
Updated every business day, DART has an intuitive design and navigation system that, together with its powerful
search and personalization features, enable users to quickly locate information anytime, from any device and any
browser. While much of the content on DART is available at no cost, subscribers have access to premium content,
such as Deloitte’s FASB Accounting Standards Codification Manual, and can also elect to receive Technically Speaking, a
weekly publication that highlights recent additions to DART. For more information, or to sign up for a free 30-day trial of
premium DART content, visit dart.deloitte.com.
In addition, be sure to visit US GAAP Plus, our free Web site that features accounting news, information, and publications
with a U.S. GAAP focus. It contains articles on FASB activities and those of other U.S. and international standard setters
and regulators, such as the PCAOB, AICPA, SEC, IASB, and IFRS Interpretations Committee. Check it out today!

The purpose of this publication is to briefly describe matters discussed at the most recent meeting of the
Emerging Issues Task Force. This summary was prepared by Deloitte’s National Office. Although this summary
of the discussions and conclusions reached is believed to be accurate, no representation can be made that
it is complete or without error. Official meeting minutes are prepared by the Financial Accounting Standards
Board staff and are available approximately three weeks after each meeting. The official meeting minutes
sometimes contain additional information and comments; therefore, this meeting summary is not a substitute
for reading the official minutes. In addition, tentative conclusions may be changed or modified at future
meetings.
Deloitte is not, by means of this publication, rendering accounting, business, financial, investment, legal, tax,
or other professional advice or services. This publication is not a substitute for such professional advice or
services, nor should it be used as a basis for any decision or action that may affect your business. Before
making any decision or taking any action that may affect your business, you should consult a qualified
professional advisor.
Deloitte shall not be responsible for any loss sustained by any person who relies on this publication.
As used in this document, “Deloitte” means Deloitte & Touche LLP, a subsidiary of Deloitte LLP. Please see
www.deloitte.com/us/about for a detailed description of our legal structure. Certain services may not be
available to attest clients under the rules and regulations of public accounting.
Copyright © 2017 Deloitte Development LLC. All rights reserved.
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