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Background 

1. Typically under a traditional time-share arrangement, a purchaser (customer) acquires an interest (known as a time-
share interval) that is either a real estate ownership interest or a contractual right-to-use interest in a single resort or 
a collection of resort properties often through a contract entered into between the time-share entity and customer. To 
incentivize the purchase of a time-share interval, sales incentives are typically provided to a customer at the point of 
sale at no charge to the customer. As noted in Time-share Issue No. 16-1: Identifying Performance Obligations in 
Time-Share Interval Sales Contracts, a contract between the time-share entity and customer may contain the following 
promises in the arrangement: 

a. Delivery of a time-share interval; 

b. Delivery of a sales incentive (cash1 and/or non-cash); and/or 

c. Club Membership. 
 

2. Time-share entities may also operate under the fee-for-service (“FFS”) model, where a third-party developer initially 
owns and constructs the property, and the time-share entity enters into various arrangements with the third-party 
developer that allows the time-share entity to generate fees from (i) the sale and marketing of the time-share interval, 
(ii) providing external exchange services, and (iii) providing other services such as accounting, loan servicing, and 
time-share management, without having to invest the capital associated with construction or ownership of the property.  

 

                                                           
1 Refer to discussion of treatment of cash sales incentives as a reduction of revenue in Time-share Issue #16-1. 
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3. The purpose of this paper is to discuss principal versus agent considerations in accordance with FASB Accounting 
Standards Codification (“ASC”) Topic 606, Revenue from Contracts with Customers, for (i) arrangements between 
time-share entities and customers for the provision of non-cash incentives under the traditional time-share model and 
(ii) arrangements between time-share entities and developers under the FFS model for the sale of the time-share 
interval. Principal versus agent considerations that may exist in club membership arrangements are not addressed in 
this paper as club memberships may vary significantly depending on the arrangement and should be accounted for 
based on the facts and circumstances of the individual entity, consistent with the principal versus agent guidance in 
FASB ASC 606 and as illustrated herein.   

 
4. According to FASB ASC 606-10-55-36, when other parties are involved in providing goods or services to the entity’s 

customer, the entity must determine whether the nature of its promise is a performance obligation to provide the 
specified good or services itself, or to arrange for the goods or services to be provided by another party. This evaluation 
is performed by identifying each specified good or service promised to the customer in the contract and evaluating 
whether the entity obtains control of the specified good or service before it is transferred to the customer.  

 

Identification of Specified Goods or Services 

5. In order to determine whether an entity is acting as principal or agent when another party is involved in providing goods 
or services to a customer, an entity must first identify each specified good or service to be transferred to the customer 
to evaluate whether it is the principal or agent for each good or service provided in the arrangement. A specified good 
or service is defined in FASB ASC 606-10-55-36 as each “distinct good or service (or distinct bundle of goods or 
services) to be provided to the customer.” While this definition is similar to that of a performance obligation, the FASB 
noted in Paragraph BC10 of the Basis for Conclusions of FASB ASU 2016-08 that it created this new term because 
using “performance obligation” would have been confusing in agency relationships. That is, because an agent’s 
performance obligation is to arrange for goods or services to be provided by another party, providing the specified 
goods or services to the end customer is not the agent’s performance obligation. 

 

Principal Versus Agent Determination 

6. After identifying the specified good or service in arrangements that involve a third-party, the second step in determining 
the nature of the time-share entity’s promise (i.e., whether it is to provide the specified goods or services or to arrange 
for those goods or services to be provided by another party) is for the time-share entity to determine whether the entity 
controls the specified good or service before it is transferred to the customer. An entity cannot provide the specified 
good or service to a customer (and therefore be a principal) unless it controls that good or service prior to its transfer.  
In assessing whether an entity controls the specified good or service prior to transfer to the customer, FASB ASC 606-
10-55-36A(b) requires the entity to consider the definition of control included in Step 5 of the model under FASB ASC 
606-10-25-25.  If, after evaluating the guidance in FASB ASC 606-10-25-25, an entity concludes that it controls the 
specified good or service before transfer to the customer, the entity is a principal in the transaction. If the entity does 
not control that good or service before transfer to the customer, it is an agent. 

7. Because it still may not be clear whether an entity controls the specified good or service after considering the guidance 
discussed above, FASB ASC 606-10-55-39 provides three indicators of when an entity controls the specified good or 
service and is therefore a principal: 

a. The entity is primarily responsible for fulfilling the promise to provide the specified good or service.  

b. The entity has inventory risk before the specified good or service has been transferred to a customer or 
after transfer of control to the customer (for example, if the customer has a right of return).  

c. The entity has discretion in establishing the price for the specified good or service.   
    

8. The above indicators are meant to support an entity’s assessment of control, not to replace it.  As emphasized in 
Paragraph BC16 of the Basis for Conclusions of ASU 2016-08, the indicators do not override the assessment of control, 
should not be viewed in isolation, do not constitute a separate or additional evaluation, and should not be considered 
a checklist of criteria to be met in all scenarios. FASB ASC 606-10-55-39A highlights that considering one or more of 
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the indicators often will be helpful, and, depending on the facts and circumstances, individual indicators will be more 
or less relevant or persuasive to the assessment of control. 
 

Non-cash Incentives under the Traditional Time-share Model 

9. Non-cash incentives are provided to a customer at the point of a time-share sale to incentivize the purchase of a time-
share interval. Given the foregoing, time-share entities typically do not charge a separate fee for the provision of non-
cash incentives. Non-cash incentives might consist of credits towards future occupancy through varying mechanisms, 
additional “points” to use within the same exchange program or club membership, or items that are readily available 
from third-party sources (i.e., theme park tickets, museum passes, etc.). Non-cash incentives provided to customers 
should be analyzed to determine whether the time-share seller is the principal or agent for the provision of these goods 
or services. After identifying the specified good or service, a time-share seller must assess whether it controls a non-
cash incentive prior to the transfer of the non-cash incentive to the customer in order to determine whether it is acting 
as principal or agent. As the analysis will vary based on the non-cash incentive provided, considerations for the 
following non-cash incentives are discussed below: (i) non-cash incentives purchased by the time-share entity from a 
third-party, (ii) non-cash incentives via “points” or credits in a third-party customer loyalty program, and (iii) non-cash 
incentives via one-time use “points” or credits in a time-share seller’s internal exchange program.  

10. The following examples are meant to be illustrative, and the actual application of the principal versus agent guidance 
in FASB ASC 606-10-55-36 through 55-40 should be based on the facts and circumstances of an entity’s specific 
situation. The examples are meant to represent non-cash incentives common in time-share arrangements but may 
not capture all examples of non-cash incentives.  
 

Example 1: Non-Cash Incentives Purchased by the Time-share Entity from a Third-Party (Entity is a Principal) 

11. This example has the following assumptions: 

a. A time-share entity provides the customer with a non-cash incentive in the form of theme park tickets. 

b. The time-share entity has purchased a specific number of tickets from a theme park operator and has paid 
for those tickets with no right of return to the theme park operator.   

c. The time-share entity determines which customers will receive the theme park tickets as a non-cash 
incentive and at what point in time.   

d. The theme park operator is responsible for fulfilling obligations associated with the theme park tickets.   

12. Based upon the specifics of the example and a review of FASB ASC 606-10-25-25, the time-share entity concludes 
that with each theme park ticket it purchases from the theme park operator, it obtains control of a right to entry into the 
respective theme park (in the form of a ticket) that the time-share entity then transfers to one of its customers.  
Consequently, the time-share entity determines that the specified good or service to be provided to its customer is that 
right (to entry into the theme park) that the entity controls.   

13. The time-share entity controls the ticket into the theme park before its transfers that specific right to one of its customers 
because the entity has the ability to direct the use of that right by deciding whether to use the ticket to fulfill a contract 
with a customer and, if so, which contract it will fulfill.  The time-share entity also has the ability to obtain the remaining 
benefits from that right either by reselling the ticket and obtaining all of the proceeds from the sale or, alternatively, 
using the ticket itself.   

14. If, after evaluating the guidance in FASB ASC 606-10-25-25, it is still not clear whether the time-share entity controls 
the specified good or service, FASB ASC 606-10-55-39 provides three indicators of when an entity controls the 
specified good or service and is therefore a principal in the transaction. The indicators in FASB ASC 606-10-55-39(b) 
through (c) also provide relevant evidence that the time-share entity controls each specified right (ticket) before it is 
transferred to the customer.  The time-share entity has inventory risk with respect to the ticket because the time-share 
entity obtained the theme park tickets before obtaining a contract with a customer for the time-share interval and related 
non-cash incentive (the theme park ticket).  This is because the time-share entity was obligated to pay the theme park 
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operator regardless of whether it is able to obtain a customer to resell the ticket to or whether it can obtain a favorable 
price for the ticket.     

15. Based upon the specifics of the example, FinREC believes that the time-share entity would conclude that it is the 
principal with respect to the non-cash incentives that are pre-purchased from third-party providers and would recognize 
revenue on a gross basis at the time the ticket is provided to the customer.  FinREC believes this is consistent with 
Example 47 in FASB ASC 606-10-55-325 to 329, whereby an entity negotiates with an airline to purchase tickets which 
it can resell to customers. 

16. FinREC believes that an entity may reach a different conclusion if: 1) the time-share entity does not pre-purchase the 
theme park tickets, or 2) the time-share entity pre-purchases the theme park tickets from the theme park operator in 
advance, however maintains a right of return for any unsold tickets, among others.  It is possible that these fact patterns 
could lead to the conclusion that the time-share entity is an agent with respect to the non-cash incentive given to the 
customer. See example 2 below for an illustration. 

17. Furthermore, an entity may reach a conclusion that the tickets are immaterial in the context of the contract based on 
an analysis of the individual entity’s facts and circumstances as described in FASB ASC 606-10-25-16B. 

Example 2: Non-Cash Incentives Purchased by the Time-share Entity from a Third-Party (Entity is an Agent) 

18. This example has the same assumptions as Example 1, except as follows: 

a. The time-share entity purchases and prints theme park tickets from a point of sale system simultaneously 
with the issuance to the customer.  Purchased tickets are nonrefundable.     

19. The indicator in FASB ASC 606-10-55-39(b) provides the most relevant evidence that the time-share entity does not 
control each specified right (ticket) before it is transferred to the customer.  The time-share entity does not control the 
ticket into the theme park before its transfers that specific right to one of its customers because the ticket is created 
through a point of sale system momentarily before transferring the ticket to its customer as described in FASB ASC 
606-10-55-37.   

20. Based upon the specifics of the example, FinREC believes that the time-share entity would conclude that it is an agent 
with respect to the non-cash incentives that are purchased from third-party providers simultaneous with the issuance 
to the customer and would recognize revenue on a net basis at the time the ticket is provided to the customer.  FinREC 
believes this is consistent with Example 48 in FASB ASC 606-10-55-330 to 334, whereby an entity does not have 
inventory risk for vouchers because they are not purchased before being sold to customers and the tickets are 
nonrefundable. 

Example 3: Non-cash Incentives via Points or Credits in a Third-Party Customer Loyalty Program (Entity is an 
Agent) 

21. This example has the following assumptions:   

a. The time-share entity provides the customer with a non-cash incentive (customer loyalty “points” in a third-
party customer loyalty program).  

b. The time-share entity has discretion over how many “points” are issued and to which customers are issued 
points.  

c. The time-share entity is not obligated to purchase any of the third party customer loyalty “points” prior to 
issuance to customers.   

d. The third-party loyalty “points” may be exchanged for credits at the time-share entity’s managed resorts or 
for goods or services of the third-party, however, the program is managed by the third-party. If a customer 
elects to use their third-party loyalty “points” for goods or services that the time-share entity would provide, 
the time-share entity will be compensated by the third-party customer loyalty program.   
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e. The third-party customer loyalty program operator is responsible for making any reparations if the service 
is found to be unacceptable.   

22. The time-share entity determines that the specified goods or services provided to the customer are the third-party 
loyalty “points”.  

23. Based upon the specifics of the example and a review of the guidance in FASB ASC 606-10-25-25, the time-share 
entity concludes that it does not control the third-party customer loyalty “points” before they are provided to the 
customer because they are not held by the time-share entity at any point.  Furthermore, the points are created at the 
time that they are transferred to the customers and, thus, do not exist before that transfer.  Therefore, the time-share 
entity does not at any time have the ability to direct the use of the third-party customer loyalty “points” or obtain 
substantially all of the remaining benefits from the third-party customer loyalty “points” before they are transferred to 
customers. 

24. The time-share entity neither purchases nor commits itself to purchase the third-party customer loyalty “points” before 
they are sold to customers.  Therefore, the entity does not have inventory risk with respect to the third-party customer 
loyalty “points” as described in the indicator in FASB ASC 606-10-55-39(b).    

25. The third-party manages its customer loyalty program and thus, manages the fulfillment options available in the 
program. Therefore, after providing the third-party customer loyalty points to the customer, the time-share entity has 
no future obligation for such points, but rather the third-party is responsible for the fulfillment of such future goods or 
services.  The time-share entity is not responsible for providing the fulfillment of goods or services, unless the customer 
elects to use the third-party customer loyalty “points” for goods or services that the time-share entity may provide.    

26. Based upon the specifics of the example, FinREC believes that the time-share entity would conclude that it is an agent 
with respect to the non-cash incentive in the transaction.   Thus, a time-share seller would recognize revenue on a net 
basis at the time the points are transferred to the customer in accordance with FASB ASC 606-10-55-36 through 55-
39. In this example, the amount of revenue in the transaction would be determined based on the amount of revenue 
allocated to the non-cash incentive in accordance with FASB ASC 606-10-32-28 through 29. The entity previously 
concluded that it had 1) a performance obligation with respect to the time-share interval and 2) promised a specified 
good in the form of “points” where it is arranging for another party to provide the points to the customer. The amount 
of cost in the transaction would be based on the amount paid by the time-share seller to the third party for the points.  
The time-share seller would then net the cost against the allocated revenue.  For example, the time-share seller 
determines that the transaction price is $10,000 and it promises the timeshare interval and points to a third-party loyalty 
point program.  Based upon the allocation guidance in FASB ASC 606, the time-share seller allocates $9,000 to the 
time-share interval and $1,000 to the points (based upon a relative standalone selling price basis).  The time-share 
seller also pays $900 to the third-party provider for the points. The time-share seller recognizes revenue in the net 
amount of consideration to which the entity will be entitled in exchange for arranging for the third-party to provide points 
to the customer, which is $100 in this example.     

Example 4: Non-cash Incentives via One-time Use “Points” or Credits in a Time-share Seller’s Internal Exchange 
Program 

27. In some cases, the time-share seller provides the customer with loyalty points in its own internal exchange program at 
no additional charge. Generally, the points in the time-share seller’s internal exchange program can be redeemed at 
the time-share seller’s resort or exchanged for other third-party goods or services (e.g., third-party hotel stays). The 
time-share seller has discretion over how many points are issued and to which customers are issued points. 
Additionally, these points often contain certain restrictions established by the time-share seller and often have an 
expiration date. 

28. This example has the following assumptions: 

a. The time-share entity provides the customer with a non-cash incentive (customer loyalty “points” in its own 
internal exchange program).  

b. Generally, the “points” in the time-share seller’s internal exchange program can be redeemed at the time-
share entity’s managed resorts or exchanged for other third-party services (e.g., third-party hotel stays).  
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c. The time-share entity has discretion over how many “points” are issued and to which customers are issued 
points.  

d. The time-share entity is not obligated to pre-purchase any of the third-party services and will only make a 
purchase for the customer upon the redemption of customer loyalty “points”.   

e. Any third-party service providers are responsible for making any reparations if the service is found to be 
unacceptable.  However, the time-share entity would be responsible for making any reparations if goods 
or services provided on its own are found to be unacceptable. 

29. FASB ASC 606-10-55-36A provides that the assessment of principal versus agent criteria is based on an assessment 
of who controls “each specified good or service before that good or service is transferred to the customer.”  This 
assessment cannot be made at the time the customer loyalty “points” are issued, but would be made when the 
customer makes its choice upon redemption.  It is at the time of redemption, when the selected service is known, that 
the time-share entity evaluates whether it acts as a principal or agent in regard to the selected services. Therefore, 
any consideration allocated to the “points” at initiation of the time-share sale should be deferred until such points are 
redeemed (when the goods and services are provided).   

Redemptions for goods or services provided by the time-share entity 

30. When customer loyalty “points” are redeemed for services provided by the time-share entity, a principal versus agent 
analysis is not required as there is no third-party involved in providing the goods or services to the customer. Revenue 
allocated to the points would be recognized upon redemption of the points.   

Redemptions for third-party goods or services    

31. At the time of redemption, if the customer chooses a third-party service, the time-share entity will arrange for that 
service on the customer’s behalf.  The time-share entity then pays the third-party service provider for the services.   
The time-share entity is not obligated to pre-purchase any of the third-party services and will only make a purchase for 
the customer upon the redemption of customer loyalty “points”.   

32. Under this scenario, FinREC believes that the time-share seller would generally act as an agent because the good or 
service is never controlled or inventoried by the time-share seller prior to it being provided to or redeemed by the 
customer.  As such, the nature of the promise is to arrange for another party to provide the underlying good or service 
to the customer, thus indicating an agent relationship. However, if the time-share entity obtains control of the goods or 
services in advance, it should record revenue and cost on a gross basis.   

33. If, after evaluating the guidance in FASB ASC 606-10-25-25, it is still not clear whether the time-share entity controls 
the specified good or service, FASB ASC 606-10-55-39 provides three indicators of when an entity controls the 
specified good or service and is therefore a principal in the transaction. When considering the indicators in FASB ASC 
606-10-55-39, the time-share entity considers that the third-party is responsible for fulfilling the promise to provide the 
specified service.  The time-share entity does not have inventory risk as it does not obtain the services prior to the 
election by the customer.  However, the time-share entity may have latitude in establishing redemption value (i.e. the 
number of points required for redemption) of the goods and services.   

34. Although the criteria in FASB ASC 606-10-55-39 may be mixed with respect to whether the time-share entity is the 
principal or the agent with respect to the redemptions for the third-party services, the criteria carrying the most weight 
in the evaluation of the transaction is that the third-party is primarily responsible for fulfilling the promise to provide 
services.  Accordingly, FinREC believes that the time-share entity would conclude that it is an agent with respect to 
the non-cash incentive in the transaction.    Therefore, the time-share seller would recognize revenue on a net basis 
at the time the points are redeemed by the customer (or transferred to the customer in the case where the customer 
redeems the points for third-party loyalty points) in accordance with FASB ASC 606-10-55-36 through 55-39. 

Sale of time-share interval under the FFS model 

35. Under the fee-for-service (“FFS”) model, a third-party developer initially owns and constructs the property, and the 
time-share entity enters into various arrangements with the third-party developer that allows the time-share entity to 
generate fees from (i) the sale and marketing of the time-share interval, (ii) providing external exchange services, and 
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(iii) providing other services such as accounting, loan servicing, and time-share management, without having to invest 
the capital associated with construction or ownership of the property. Because the developer is the property owner in 
the FFS model, the contract for sale of the time-share interval is between the customer and the developer (i.e., the 
time-share entity is not party to this agreement).  Rather, the time-share entity provides sales and marketing services 
on behalf of the developer and may enter into a separate agreement with the time-share customer to provide them 
with (i) club membership and/or (ii) cash and/or non-cash incentives to help facilitate the sale of the time-share interval. 
This paper only addresses the delivery of the time-share interval in FFS arrangements and not club memberships or 
incentives provided in FFS arrangements. Entities would need to apply the concepts in FASB ASC 606 when evaluating 
club memberships or incentives provided in FFS arrangements.   

36. While the specific terms may vary, a time-share entity performing sales and marketing on behalf of the developer 
typically receives compensation for the sales and marketing services in the form of a commission, which may be based 
on a percentage of the ultimate time-share interval sale, and may or may not include an incentive (e.g. bonus) or 
performance-based component. The time-share entity, as a sales agent, may have some discretion in establishing the 
pricing for the sale of the time-share interval from the developer to the time-share purchaser; however, such discretion 
is typically subject to approval by the developer and/or subject to established guidelines/parameters between the time-
share entity and the developer.   
 

37. FinREC believes that the specified good to be transferred to the customer in the sale of the time-share interval under 
the FFS model is the time-share interval itself as it is both capable of being distinct and distinct within the context of 
the contract in applying the guidance from FASB ASC 606-10-25-19 through 25-22. However, a time-share entity in a 
FFS arrangement must determine whether the nature of its performance obligation to the developer is to provide the 
time-share interval itself (i.e., it is principal) or to arrange for the time-share interval to be provided to the customer (i.e., 
it is agent).  

38. As noted above, under the FFS model, the time-share entity has an arrangement with the developer to provide the 
time-share interval to the customer on behalf of the developer. Therefore, the nature of the service for the time-share 
entity in the sale of the time-share interval under the FFS model is to arrange for the time-share interval to be provided 
to the customer by the developer, rather than provide the time-share interval itself. Per FASB ASC 606-10-55-37, this 
would suggest that the time-share entity is not acting as a principal in the sale of the time-share interval under the FFS 
model, as the time-share entity does not obtain control of the time-share interval before it is transferred to the customer. 
Therefore, the time-share entity would be an agent in the sale of the time-share interval under the FFS model. 

39. In determining whether the time-share entity controls the time-share interval prior to the sale of such interval to the 
customer, the time-share entity may also consider the indicators of when a customer obtains control of a promised 
asset under FASB ASC 606-10-25-30. For example, if the time-share entity does not take legal title to or physical 
possession of the time-share interval, or assume the significant risks and rewards of ownership of the time-share 
interval, (which are all indicators of whether control has transferred under FASB ASC 606-10-25-30), this may support 
the time-share entity is acting as an agent on behalf of the developer for the sale of the time-share interval to the 
customer. 

40. The time-share entity also considers the following indicators under FASB ASC 606-10-55-39 to further support that the 
time-share entity is acting as an agent in the sale of the time-share interval: 

a. The third-party developer has responsibility for fulfillment as it has the primary responsibility for providing 
the time-share interval to the customer, which is evidenced by the purchase agreement executed between 
the customer and the third-party developer. Further, it is common in the industry for time-share entities to 
include language in their sales and marketing agreement with the developer that specifies that the time-
share entity is only acting as the developer’s agent and the developer is the seller of the time-share interval 
in contractual agreements related to such sales, including the purchase agreement and financing 
agreement with the customer. This would indicate that the time-share entity is an agent. 

b. The time-share entity does not have inventory risk under the FFS model because it does not take 
possession of the time-share interval prior to the sale to the customer. Additionally, the time-share entity 
generally would not be responsible for any unsold interests, damages, or other loss to the property at any 
point in time. This would indicate that the time-share entity is an agent. 
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41. Some time-share entities may have some discretion in establishing the price for the time-share interval sale to the 
customer as the time-share entity may be able to determine the prices in accordance with their own pricing guidelines; 
however, such discretion in pricing is typically subject to approval by the developer and/or subject to established 
guidelines parameters between the time-share seller and the developer However, FASB ASC 606-10-55-29(c) 
acknowledges that an agent may have flexibility in establishing prices in order to generate additional revenue from its 
service of arranging for the goods or services to be provided by other parties to customers. As such, even though the 
time-share entity may have some discretion in establishing the price of the time-share interval in the FFS model, 
FinREC believes that this indicator would not be determinative in concluding that the time-share entity is not an agent 
and that the criteria carrying the most weight in the evaluation of the transaction is that the third-party developer is 
primarily responsible for fulfilling the promise to provide the time-share interval.    

42. Based on the analysis above, FinREC believes that time-share entities with similar fact patterns will determine they 
are acting as an agent in the sale of the time-share interval under the FFS model and will therefore, recognize revenue 
on a net basis in the amount of any fees or commissions to which they are entitled per the terms of the arrangement 
with the developer in accordance with FASB ASC 606-10-55-36 through 55-39.  Time-share entities with different fact 
patterns may come to a different conclusion. Any club memberships or cash or non-cash incentives provided by the 
time-share entity will need to be evaluated separately. 

43. Furthermore, the analysis herein relates specifically to the FFS fact pattern presented above, and is not intended to 
cover all potential scenarios. For example, some time-share entities may acquire inventory from a developer prior to 
sale to the ultimate customer transferring inventory risk to the time-share entity. In these scenarios, FinREC believes 
a time-share entity may arrive at a principal conclusion, as they would likely control the real estate prior to the transfer 
to the customer. 
 
 
 

 
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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