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Issue #14-3: Determination of whether a customer’s right to acquire 
additional users/copies of a delivered software product constitute an 
option to acquire additional software rights or variable consideration 
related to software rights already purchased 

Expected Overall Level of Impact to Industry Accounting:  
Significant 

Wording to be Included in the Revenue Recognition Guide: 

1. FinREC believes that when a vendor provides, for consideration, additional or incremental rights to software to a 
customer that the customer did not previously control; those transactions should be accounted for by the software 
vendor as additional sales of software.   In contrast, when a vendor is entitled to additional consideration from a 
customer based on the level of usage of that software that it already controls, without providing any additional or 
incremental software rights; those payments received should be accounted for by the software vendor as a usage-
based royalty related to software rights already granted. 

2. Distinguishing whether a customer’s contractual right to purchase additional copies of or allow additional users 
access to software previously granted to the customer constitutes an optional sale of software or variable 
consideration related to software already sold will require significant judgment in many cases. 

3. The determination of whether the software arrangement includes an option or variable consideration will be highly 
dependent on the evaluation of presently enforceable rights and obligations of the parties to the arrangement as 
well as the nature of the promise in the contract.  Contract-specific facts and circumstances will need to be 
evaluated to make an appropriate determination.  

Sales to End-Users  

4. The software rights that are transferred generally indicate how many users or copies that the customer has the 
right to deploy for the consideration promised in the contract.  Consider a case where a new end-user customer 
purchased for the first time the right to use a software program for 20 users. Six months later that same customer 
contracts with the vendor for another 20 users (a combined total of 40 users).  In this case, the vendor in the 
second contract is granting to the customer incremental rights to use the software (the right for 20 additional users 
to use the software); rights that the customer did not have after the first transaction.  Each of these transactions 
should be accounted for as the granting of additional software rights, since in each transaction the vendor is 
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granting the customer software rights the customer did not have previously (whether the physical act of transferring 
those rights is performed by the vendor or the customer). 

5. Now change the facts in the case above to a scenario whereby the arrangement with the end-user customer in the 
first transaction includes the contractual right to purchase 20 additional users for additional consideration.  A 
contractual option to purchase additional users at a later date, contained within a contract for an initial purchase 
of software, should not change the nature of obtaining rights to an additional 20 users from a software purchase 
to variable consideration.  Essentially, the purpose of the option is to fix the pricing for the future transaction.  The 
second transaction, whether it arises from executing an option or through a subsequent negotiation, should be 
accounted for as an additional software licensing transaction because the vendor is selling and the customer is 
purchasing additional software rights.  If the second transaction arises from an option to acquire additional software 
licensing, the guidance in paragraphs 42 – 43 of FASB ASC 606-10-55 should be considered to determine if the 
option gives rise to a performance obligation by providing a material right to the customer that it would not receive 
without entering into that contract.  

6. Finally, compare the two scenarios in paragraphs 4 and 5 above with one where the software license initially 
transferred allows the end-user customer to grant access to as many users as the customer would like without 
paying any additional fee based upon the number of software licenses. However, the software vendor will charge 
the customer a fee per usage measure depending on the type of software (e.g., per call handled, per transaction 
processed, etc.). In this scenario, the software vendor is not receiving consideration for granting additional software 
rights, instead, the vendor is receiving consideration based on the usage of the software rights that have already 
been granted to the customer.   Usage-based payments do not require the granting of any additional software 
rights, nor does a usage-based payment require the transfer, replication, copying or deploying of software (whether 
that be performed by the vendor or the customer).   

7. Based on the above, FinREC believes that an end-user customer’s option to purchase additional copies or users 
of software that it does not already control is generally not a measure of usage of the software.  Instead, FinREC 
believes that such a customer option is generally more akin to an option to purchase additional licenses that should 
be accounted for in accordance with FASB ASC 606-10-55-44 through 55-45 to determine if the option gives rise 
to a performance obligation by providing a material right to the customer. However, judgment is required as there 
could be potential scenarios in which payments for additional users or copies of the software does not result in the 
vendor granting additional software rights to the customer and therefore accounted for as a usage-based fee.   

Sales to Resellers  

8. Typically, Resellers obtain the right to sub-license the vendor’s software product or the right to resell the vendor’s 
standard end-user license agreement for the software product.  In these cases, the rights in which the reseller has 
are generally restricted to buying and reselling the software product.  The reseller typically does not have the right 
to use the software. For example, consider a retailer that sells tax preparation software.  Typically, the retailer’s 
agreement with the software vendor allows the retailer to resell individual end-user licenses.  The reseller 
agreement generally does not permit the retailer to use the tax preparation software to prepare its or its employees 
tax returns. In order for the retailer to obtain usage rights, the retailer would also have to enter into an end-user 
license with the vendor in addition to its reseller arrangement. 

9. As such, FinREC believes when reseller arrangements require the reseller to pay a per copy/license/end-user fee 
for each copy/license/end-user either purchased or sold by the reseller the vendor is not receiving a fee for usage 
as the reseller generally doesn’t have the right to use the software. Since the fee is not for usage and three parties 
are involved in the generation of that fee (Vendor, Reseller, End-user); vendor should consider the guidance in 
paragraphs 36-40 of FASB ASC 606-10-55 to determine whether the reseller is acting as principal in providing the 
software to the end-user or whether the reseller is acting as an agent in arranging the for the vendor to provide the 
software to the end-user.  The guidance below assumes that the reseller is a principal in providing the software to 
the end-user and the reseller is therefore the customer of the vendor.  

10. The fee that is being received from the reseller is either contractually tied to the reseller’s incremental purchases 
of the software or contractually tied to the Reseller’s incremental sales of the software. Resellers today are 
generally able to replicate or download each individual software product that will be transferred to their end-user 
customer at the time of sale to the end-user customer. As such, resellers rarely stock software inventory; instead 
the purchase from the vendor and resale to the end-user often occurs simultaneously at the time of the end-user 
transaction. When the purchase and resale occurs essentially simultaneously, there is little or no economic 
difference between payments contractually owed upon purchase versus payments contractually owed upon resale.  
Although the sales-based royalty exception may seem to apply to the resale of software, it is important to assess 
whether the vendor is granting the reseller additional rights that it did not already control, or whether the vendor is 
receiving a royalty for a license right they have already granted. 

11. FinREC believes that if a reseller is simply purchasing and reselling a software product, the software product is 
more similar to any other tangible product that is purchased for resale and accounting similar to the end user 
guidance described above should generally apply. That is, the transaction between the vendor and the reseller is 
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one whereby the vendor is selling and the reseller is purchasing incremental software rights that it did not already 
control each time they pay a fee to transfer the vendor’s software to an end-user.  

12. However there are cases where the reseller is not simply purchasing and reselling a software product (such as 
purchasing software to be embedded into a larger software program such that the purchased software loses its 
identity as a stand-alone software product).  Consistent with the end-user model, the Vendor must evaluate 
whether the payments from a reseller represent payments for additional software rights that are being granted by 
the Vendor or royalty payments for the continued use of software rights that have already been granted by the 
Vendor. For example, such an evaluation would consider whether the payments related to the purchase and resale 
of additional software, as is, on a stand-alone basis; or whether the payments relate to sales of a different product. 

13. The following examples are meant to be illustrative, and the analysis to differentiate an end-user customer option 
to acquire additional software rights from a usage-based royalty should be based on the facts and circumstances 
of an entity’s specific situation: 

Example A: Software vendor A sells call center software for travel companies.   

Company T is a travel company that provides business travel services.  Company T has a non-seasonal business 
and has a stable call volume of approximately 100,000 calls per month. The average call center operator can 
handle approximately 10,000 calls per month. Company T expects to increase its customer base in year 2 of the 
term and expects its call volume to increase to 120,000 calls per month at that time. Software vendor A enters into 
a 3 year term license arrangement with Company T whereby Company T has the right to have up to 12 call center 
operators using the software for the 3 year term for a variable fee of $.10 per call. 

In this example, since the vendor has granted the rights to 12 operators at the beginning of the term and the 
contract does not include the ability for the customer to add operators for a fee, the contract does not include an 
option to purchase software.  The fee is a variable fee based on the usage of the software.  A variable fee based 
upon the usage of the software would be recognized as the usage occurs.  Based on estimated calls volumes, the 
vendor expects to recognize $120,000 in year 1 and $144,000 in years 2 and 3 (for a total of $408,000 across the 
three years). 
 
Example B:   
 
Assume the same facts as above, except that Company T has the right to have two call center operators using the 
software for the 3 year term for a fixed fee of $300,000 (assume the SSP of an individual operator license is 
$34,000).  The company can add up to 10 additional call center operators for $10,800 per additional operator; and 
there is a high likelihood that the customer will add the additional operators. The company also has to pay a $.10 
per call charge for annual call volume that exceeds 1,200,000 calls in year 1 and 1,440,000 calls in years 2 and 3.   

In this example, the contract includes the ability for the customer to add operators for a fee, specifically up to 10 
additional operators for $10,800 per additional operator. The ability to add operators for a fee provides the customer 
with an option to purchase additional software, since it currently only has rights for two operators.  The option at 
$10,800 per operator is considered a material right as the amount is significantly less than the price per operator 
for the two initial operators of $150,000 per operator and less than SSP of $34,000.  The vendor applies the 
practical expedient described in FASB ASC 606-10-55-45 and allocates $68,000 to the two call center operator 
licenses the vendor has initially granted ($34,000 each).  The remaining $232,000 is allocated to the material right.  
The Vendor will recognize $34,000 per license ($23,200 of the material right plus the additional $10,800 owed 
upon exercise) as each additional right is granted to the customer. 

Assume the customer adds eight additional operators in year 1 and two additional operators in year 2 and the call 
volume does not exceed the amounts stated in the contract.  As such, the vendor will recognize $340,000 of 
revenue in year 1 ($68,000 allocated to the two initial licenses granted plus $272,000 for the additional 8 licenses 
granted [$34,000 per option * eight options exercised]), $68,000 in year 2 and $0 in year 3. Had the call volume 
exceeded the stated thresholds, those amounts that would have been received based on the $.10 per call charge 
would have been considered variable consideration and not a customer option.  
 
Example C:  
 
Assume the same facts as Example A above, except that Company T has the right to have up to 10 call center 
operators use the software for a 3 year term for a fee of $340,000. The company can add additional call center 
operators at a price of $34,000 per operator beginning in year 2. The company also has to pay $.10 per call charge 
for annual call volume that exceeds 1,500,000 calls.  
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In this example, the contract includes the ability for the customer to add operators for a fee, specifically $34,000 
per additional operator beginning in year 2. The ability to add additional operators for a fee provides the customer 
with an option to purchase additional software, since it currently only has rights for 10 operators.  The option, at 
$34,000 per operator, is not considered a material right as the amount represents the SSP of the fee for an 
additional user for a two year license.  The vendor estimates that the customer will add two operators at the 
beginning of year 2 and does not expect the call volume to exceed the amounts stated in the contract. Although 
not expected, if the call volume exceeded the stated thresholds, those amounts that would have been received 
based on the $.10 per call charge would have been considered variable consideration and not a customer 
option.  As such, the vendor expects to recognize $340,000 in year 1 and $68,000 in year 2. 
 
Example D:  
 
Assume the same facts as Example A above except that company pays a fixed fee of $408,000 upon signing the 
contract for the right to have 12 call center operators use the software for a 3 year term. Company T would be 
required to pay an additional fee of $.10 per call if the annual call volume exceeds 1,200,000 calls in year 1 and 
1,440,000 calls in years 2 and 3. 
 
In this example, the contract does not include the ability for the customer to add additional operators for a fee, 
since it has rights for 12 operators at contract inception.  The vendor does not expect the call volume to exceed 
the amounts stated in the contract. Although not expected, if the call volume exceeded the stated thresholds, those 
amounts that would have been received based on the $.10 per call charge would have been considered variable 
consideration and not a customer option As such, the vendor expects to recognize $408,000 in year 1. 
 

14. The following examples are meant to be illustrative, and the analysis to differentiate a reseller’s option to acquire 
additional software rights from a sales-based royalty should be based on the facts and circumstances of an entity’s 
specific situation. 

Example E:  Software Vendor X sells to Software Vendor Y.  

Software Company Y sells household management software that performs various household financial, calendar 
and productivity functions utilizing software from third party vendors that are integrated into a single management 
software product. Software Vendor X enters into a 3 year license arrangement for Vendor X software.  The 
conditions of the license provide Company Y with rights to embed Vendor Xs software into one of Company Y’s 
software products.  The license does not provide Company Y with the right to resell individual licenses of Vendor 
X software or use the software in any other way. Company Y receives a master copy of the productivity software 
and will integrate the software into its product. Company Y pays $100,000 up-front and an additional $10 per 
software license sold containing Vendor X’s software.  

In this example, Vendor X has granted Company Y a license to integrate its software within a Company Y software 
product. Since the reseller is not simply buying and reselling individual software products, Vendor X should 
evaluate whether any of the future payments are for them to grant additional rights to the reseller.  The vendor 
concludes that they have only granted a single license (to integrate their software into Company Y’s product); no 
additional software rights are being granted in the future.  Any additional consideration that is received are 
payments relating to the license that has been granted.  As such, Vendor X is receiving fixed consideration 
($100,000) and variable consideration ($10 sales-based royalty) for the license rights granted to Company Y to 
integrate Vendor X’s software in Company Y’s product.  

Example F:  Software Vendor X sells to a Retailer.  

Software Vendor X enters into a 3 year reseller licensing arrangement with a retailer that sells consumer electronics 
(Retailer R). The licensing arrangement provides Retailer R with the right to resell individual software licenses to 
end-user customers. Retailer R does not have any other rights related to the software. Vendor X provides the 
retailer with the ability to create and issue individual download keys that an end-user can use to download the 
software.  Retailer R pays $50,000 for the first 1,000 end-user licenses of the software that can be downloaded on 
demand.  Retailer R pays an additional $45 for each additional software license sold above the initial 1,000 in the 
3 year period. 

In this example, Vendor X has granted Retailer R a license to resell its software and has not granted end-user 
rights to Retailer R. The reseller is buying and selling individual software licenses to end-users. Any additional 
consideration above the initial $50,000 payment is for the Vendor’s granting of additional licenses that the Retailer 
will resell to end-users. Additionally, since the price per copy purchased after the first 1,000 purchases is less that 
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the price per copy on the initial 1,000 purchases, Vendor X should assess whether a material right related to the 
right to purchase additional software exists.  

 

 

 

 

 

 

 
Comments should be received by November 1, 2017, and sent by electronic mail to Kim Kushmerick at 

kim.kushmerick@aicpa-cima.com, or you can send them by mail to Kim Kushmerick, Accounting Standards, 
AICPA, 1211 Avenue of the Americas, NY 10036. 
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