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SUMMARY

This Statement of Position (SOP) provides guidance on a
seller’s accounting for real estate time-sharing transac-
tions.

• A time-share seller should recognize profit on time-
sharing transactions as specified under the profit recog-
nition guidance in the sections in Financial Accounting
Standards Board (FASB) Statement of Financial Ac-
counting Standards No. 66, Accounting for Sales of
Real Estate, that specify the accounting for other than
retail land sales. For purposes of recognizing profit,
nonreversionary title should be transferred. If title
transfer is reversionary, the seller should account for
the transaction as if it were an operating lease.

• Certain sales incentives provided by a seller to a buyer
to consummate a transaction should be recorded sep-
arately by reducing the stated sales price of the time-
share by the excess of the fair value of the incentive
over the amount the buyer pays. For purposes of test-
ing for buyer’s commitment under FASB Statement
No. 66, the seller should reduce its measurement of
the buyer’s initial and continuing investments by the
excess of the fair value of the incentive over the stated
amount the buyer pays, except in certain situations in
which, to receive the incentive, the buyer is required
to make specific payments on its note.

• A reload transaction is considered to be a separate sale of
a second interval, and the second interval is accounted
for in accordance with the profit recognition guidance of
FASB Statement No. 66. For an upgrade transaction, that
guidance is applied to the sales value of the new (up-
grade) interval, and the buyer’s initial and continuing in-
vestments from the original interval are included in the
profit recognition tests related to the new interval.

• As used in this SOP, the term uncollectibles should be
interpreted broadly to include all situations in which, as
a result of credit issues, a time-share seller collects less
than 100 percent of the contractual cash payments of a

v
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note receivable, except for certain transfers of receiv-
ables to independent third parties by the seller. An esti-
mate of uncollectibility that, from a historical and
statistical perspective, is expected to occur should be
recorded as a reduction of revenue at the time that
profit is recognized on a time-sharing sale recorded
under the full accrual or percentage-of-completion
method. Subsequent changes in estimated uncol-
lectibles should be recorded as an adjustment to esti-
mated uncollectibles and thereby as an adjustment to
revenue. Under the relative sales value method, the
seller effectively does not record revenue, cost of sales,
or inventory relief for amounts not expected to be col-
lected. There generally is no accounting effect on in-
ventory when, as expected, a time-share is repossessed
or otherwise reacquired.

• The seller should account for cost of sales and time-
sharing inventory in accordance with the relative
sales value method.

• All costs incurred to sell time-shares should be
charged to expense as incurred except for certain
costs that are: 

— Incurred for tangible assets used directly in selling
the time-shares.

— Incurred for services performed to obtain regula-
tory approval of sales. 

— Direct and incremental costs of successful sales
efforts under the percentage-of-completion, in-
stallment, reduced profit, or deposit methods of
accounting.

• Rental and other operations during holding periods,
including sampler programs and mini-vacations,
should be accounted for as incidental operations,
which requires that any excess of revenue over costs
be recorded as a reduction of inventory costs.

• The accounting treatment for more complex time-
sharing structures such as time-sharing special-
purpose entities (SPEs), points systems, and vacation
clubs should be determined using the same profit

vi
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recognition guidance as for simpler structures, pro-
vided that the time-sharing interest has been sold to
the end user. For balance-sheet presentation pur-
poses, an SPE should be viewed as an entity lacking
economic substance and established for the purpose
of facilitating sales if the SPE structure is legally re-
quired for purposes of selling intervals to a class of
nonresident customers, and the SPE has no assets
other than the time-sharing intervals and has no
debt. In those circumstances, the seller should pre-
sent on its balance sheet as time-sharing inventory
the interests in the SPE not yet sold to end users.

• If the seller, seller’s affiliate, or related party operates
an exchange, points, affinity, or similar program, the
program’s operations constitute continuing involve-
ment by the seller, and the seller should determine
its accounting based on an evaluation of whether it
will receive compensation at prevailing market rates
for its program services.

• This SOP is effective for financial statements for fis-
cal years beginning after June 15, 2005, with earlier
application encouraged. Initial application should be
reported as a cumulative effect of a change in ac-
counting principle.

vii
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FOREWORD

The accounting guidance contained in this document has
been cleared by the Financial Accounting Standards Board
(FASB). The procedure for clearing accounting guidance in
documents issued by the Accounting Standards Executive
Committee (AcSEC) involves the FASB reviewing and dis-
cussing in public board meetings (1) a prospectus for a pro-
ject to develop a document, (2) a proposed exposure draft
that has been approved by at least 10 of AcSEC’s 15 mem-
bers, and (3) a final document that has been approved by
at least 10 of AcSEC’s 15 members. The document is
cleared if at least four of the seven FASB members do not
object to AcSEC undertaking the project,* issuing the pro-
posed exposure draft, or, after considering the input re-
ceived by AcSEC as a result of the issuance of the exposure
draft, issuing the final document.

The criteria applied by the FASB in its review of proposed
projects and proposed documents include the following:

1. The proposal does not conflict with current or pro-
posed accounting requirements, unless it is a limited
circumstance, usually in specialized industry ac-
counting, and the proposal adequately justifies the
departure.

2. The proposal will result in an improvement in prac-
tice.

3. The AICPA demonstrates the need for the proposal.

4. The benefits of the proposal are expected to exceed
the costs of applying it.

In many situations, prior to clearance, the FASB will propose
suggestions, many of which are included in the documents.

ix

* At the time the Accounting Standards Executive Committee (AcSEC) undertook this
project, at least five of the seven Financial Accounting Standards Board members were
required to not object to AcSEC undertaking this project. 
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1

Accounting for Real Estate 
Time-Sharing Transactions

BACKGROUND

1. The rreeaall  eessttaattee  ttiimmee--sshhaarriinngg1 industry has experienced signifi-
cant growth since its inception, both in terms of sales volumes
and in the variety of ttiimmee--sshhaarriinngg structures used by sellers.2

The accounting for real estate time-sharing transactions (also
referred to in this Statement of Position [SOP] as time-sharing
transactions) is based principally on Financial Accounting
Standards Board (FASB) Statement of Financial Accounting
Standards No. 66, Accounting for Sales of Real Estate. Time-
sharing transactions are characterized by the following:

a. Volume-based, homogeneous sales

b. Seller financing

c. Relatively high selling and marketing costs

d. Upon default, recovery of the time-sharing iinntteerrvvaall by
the seller and some forfeiture of principal by the buyer

2. The FASB issued FASB Statement No. 66 in 1982. The FASB
concluded at that time that time-sharing transactions should
be accounted for in accordance with the provisions of that
Statement. However, the FASB noted that sales of ttiimmee--sshhaarriinngg
iinntteerreessttss were not addressed in the specialized AICPA Industry
Accounting Guides and SOPs whose principles were extracted
in that Statement and decided not to provide specific addi-
tional guidance on time-sharing transactions as part of the ex-
traction project leading to the issuance of that Statement. 

3. The time-sharing industry has certain characteristics that
affect the evaluation of financial performance. Most sales of
time-sharing intervals are to retail consumers, who often

1. Terms defined in the Glossary are set in boldface type the first time they appear in this
Statement of Position (SOP).

2. The term developer is used interchangeably and synonymously with seller in this SOP.
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choose to use seller-provided financing. Although certain
financial institutions will participate in the securitization
or hypothecation of portfolios of time-sharing receivables,
financial institutions typically will not finance the pur-
chase of individual time-sharing intervals. Therefore, a ma-
jority of the sales price is often financed by the ttiimmee--sshhaarree
seller through a promissory note (generally, with a term of
five to ten years) signed by the buyer. The promissory note
is typically a rreeccoouurrssee note secured by the time-sharing in-
terval. Delinquency and default rates on promissory notes
vary widely among individual time-sharing companies and
tend to fluctuate in line with the general state of the econ-
omy. Selling and marketing costs are significant in relation
to sales revenue, and sales iinncceennttiivveess and iinndduucceemmeennttss are
common.

4. The time-sharing industry has introduced a variety of
transaction structures to differentiate its products and en-
hance sales volumes. For example, buyers often have the
right to eexxcchhaannggee periodic use of their time-sharing inter-
vals for use of other time-sharing intervals or for various
consumer products, frequently through a third-party ex-
change company. Time-sharing transactions include the
sale of ffiixxeedd  ttiimmee and ffllooaattiinngg  ttiimmee, ppooiinnttss (which may be
redeemed so that a buyer may occupy a specific property),
vvaaccaattiioonn  cclluubbss, and ffrraaccttiioonnaall  iinntteerreessttss; the use of ttiimmee--
sshhaarriinngg  ssppeecciiaall--ppuurrppoossee  eennttiittiieess  ((SSPPEEss)) to hold title to real
estate; and providing the right to use real estate for a spec-
ified period.

5. In an effort to manage cash flows, many time-share sellers
will sell, hypothecate, securitize, or otherwise monetize
their receivables through another party. In general, those
transactions are completed with some recourse to the
time-share seller (that is, if receivables are uncollectible,
the seller is liable for the bad debts up to stated limits).

6. All of the above factors illustrate the complexity of the
time-sharing industry and the need for accounting guid-
ance. Limited specific guidance on accounting for time-
sharing transactions, combined with the varied and
numerous structures that time-sharing arrangements have
assumed, have resulted in diversity in practice. Areas of di-

2
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versity addressed in this SOP include accounting for uunnccooll--
lleeccttiibbiilliittyy, recovery or repossession of time-sharing inter-
vals, selling and marketing costs, operations during hhoollddiinngg
ppeerriiooddss, developer subsidies to interval oowwnneerrss  aassssoocciiaa--
ttiioonnss, and uuppggrraaddee and rreellooaadd transactions.

7. AcSEC understands that the FASB will amend FASB State-
ment No. 67, Accounting for Costs and Initial Rental Op-
erations of Real Estate Projects, to accommodate this
SOP’s requirements. The FASB will indicate, in the sec-
tions entitled “Incidental Operations” and “Costs Incurred
to Sell Real Estate Projects” of FASB Statement No. 67, that
paragraphs 10 and 17 through 19 of that Statement do not
apply to time-sharing transactions.

SCOPE

8. This SOP provides guidance on the accounting by a seller for
all real estate time-sharing transactions.3 Those include:

a. Fee simple transactions in which nonreversionary
title and ownership of the real estate pass to the
buyer or an SPE 

b. Transactions in which title and ownership of all or a
portion of the real estate remain with the seller 

c. Transactions in which title and ownership of all or a
portion of the real estate pass to the buyer and subse-
quently revert to the seller or transfer to a third party 

d. Transactions by a time-share reseller

9. Paragraphs 3 through 43, 53 through 69, 77 through 90,
and portions of Appendixes E and F of FASB Statement No.
66 provide guidance for recognition of profit on ootthheerr  tthhaann
rreettaaiill  llaanndd  ssaalleess  ((OOTTRRLLSS)) of real estate, including real es-
tate time-sharing transactions. This SOP provides guidance
to illustrate the application of the provisions of FASB State-

3

3. Financial Accounting Standards Board (FASB) Interpretation No. 43, Real Estate Sales
(an interpretation of FASB Statement No. 66), provides guidance that is useful in de-
termining what constitutes real estate for purposes of this SOP.

sop_04_02.qxp  11/30/2004  4:11 PM  Page 3



ment No. 66 to the specific terms typically encountered in
time-sharing transactions. This SOP also establishes stan-
dards for accounting issues not addressed in FASB State-
ment No. 66.

10. This SOP applies to both annual and interim reporting
periods. 

CONCLUSIONS

Profit Recognition Under FASB Statement No. 66
11. As noted in paragraph 9 of this SOP, a time-share seller

should recognize profit on time-sharing transactions as
specified under the profit recognition guidance in the
OTRLS sections of FASB Statement No. 66. Paragraphs 25
through 43 of that Statement provide guidance for scenar-
ios under which a seller retains ccoonnttiinnuuiinngg  iinnvvoollvveemmeenntt
with real estate that has been transferred to a purchaser.
Appendix C of this SOP lists those scenarios and provides
comments as to whether they typically do or do not apply
to time-sharing transactions.

12. Paragraph 37 of FASB Statement No. 66 prescribes the
ppeerrcceennttaaggee--ooff--ccoommpplleettiioonn method of profit recognition
for time-sharing transactions provided that certain crite-
ria are met. Costs to sell time-sharing intervals (also re-
ferred to as sales and marketing costs) should be
excluded from the calculations of costs under that
method.

13. Paragraphs 22(c) and 22(g) of FASB Statement No. 98, Ac-
counting for Leases: Sale-Leaseback Transactions In-
volving Real Estate, Sales-Type Leases of Real Estate,
Definition of the Lease Term, and Initial Direct Costs of
Direct Financing Leases, require that title must be trans-
ferred in order to recognize a sale of real estate. For pur-
poses of recognizing profit on time-sharing transactions
under FASB Statement No. 66, such transfer should be
nonreversionary. A ccoonnttrraacctt--ffoorr--ddeeeedd arrangement meets
this criterion. If the title transfer is reversionary, the seller
should account for the transaction as if it were an operat-
ing lease.

4
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Seller Identification of Projects and Phases
14. Throughout this SOP, reference is made to a pprroojjeecctt or to a

pphhaassee of a project. A project may consist of a single phase.
A time-share seller should establish and delineate a project
and its phases at the outset of the project. Each phase
should be accounted for separately. 

15. A change in the delineation of a project or its phases that
results from a significant change in facts and circum-
stances related to the project’s development—for example,
significant revisions in sales prices or discount programs,
construction contract price or inflation changes, tempo-
rary construction delays, design changes, or a decision by
the seller to increase significantly the proportion of luxury
versus standard uunniittss in a project—should be accounted
for as a change in accounting estimate on a retrospective
basis using a current-period adjustment as discussed in
paragraph 41 of this SOP. A change in the delineation of a
project or its phases without a significant change in facts
and circumstances related to the project’s development
should be accounted for as a change in the method of ap-
plying an accounting principle under Accounting Princi-
ples Board (APB) Opinion No. 20, Accounting Changes,
that is, by a cumulative effect of a change in accounting
principle. An example of this latter change would be a deci-
sion to divide the same development of a project into more
or fewer phases, which would be a change only in how the
project is accounted for rather than a change in the nature
(that is, the facts and circumstances) of the project itself. 

Determination of Sales Value
16. The stated sales price in a time-sharing transaction should

be adjusted to determine the ssaalleess  vvaalluuee of the time-sharing
interval. This section discusses some of the adjustments that
are common in time-sharing sale transactions. This section
is not intended to be all-inclusive, and other adjustments to
the stated sales price may be necessary to reflect the sales
value of a time-sharing interval. See Appendix E, “Illustra-
tion of Determination of Sales Value of Time-Share Interval,”
for illustrations of the determination of sales value.

5

sop_04_02.qxp  11/30/2004  4:11 PM  Page 5



17. The stated sales price should be reduced by the excess of
the fair value of products or services that the seller, as part
of consummating the sale, has provided or is legally or other-
wise committed to provide the buyer over the stated com-
pensation for those products or services. This deemed
compensation to the seller for those products and services,
plus the stated compensation, if any, should be accounted
for as a reduction in the stated sales price of the time-sharing
interval. Often those products or services represent sales
incentives provided by the seller to the buyer in order to
consummate a time-sharing transaction.4 The seller
should follow the guidance in Emerging Issues Task Force
(EITF) Issue No. 01-9, “Accounting for Consideration
Given by a Vendor to a Customer (Including a Reseller of
the Vendor’s Products),” and therefore the accounting for
the amount by which the stated sales price was reduced
for an incentive depends on whether the incentive is non-
cash or cash. For noncash incentives that amount should
be accounted for as a separate deliverable with an associ-
ated cost of sales, whereas for cash incentives that amount
should be accounted for as a discount to the stated sales
price.

18. For purposes of this SOP, a cash incentive is either cash or
an incentive provided to a buyer that the buyer would oth-
erwise be required to pay, such as required first-year main-
tenance fees to an owners association or required closing
costs on a time-sharing interval. A noncash incentive is an
incentive provided to a buyer that the buyer could elect to
purchase, such as a first-year membership in an optional
exchange program, amusement park tickets, or a voucher
that can be used to obtain airline tickets from an airline at
no charge. If a seller provides, at no charge, a noncash in-
centive, such as an airline voucher, to a buyer in order to
consummate a time-sharing transaction, the seller should
reduce the stated sales price of the time-sharing interval by
the fair value of the voucher and record the fair value of the
voucher as a separate revenue item. Alternatively, if a

6

4. The reduction in sales value for the fair value of an incentive to be delivered at a later
date should reflect the effects of the timing of the delivery. See Example 1 in Appendix
E for an illustration.

sop_04_02.qxp  11/30/2004  4:11 PM  Page 6



seller sells a time-sharing interval together with a member-
ship in an exchange program and provides the first-year
membership at no charge to the buyer, the fair value of the
exchange program fees should be treated as a cash incen-
tive because those fees would be required to be paid.
Therefore, the stated sales price of the time-sharing inter-
val should be reduced by the fair value of the fees and that
fair value should be treated as a reduction in the seller’s
cost of the fees (rather than as a separate revenue item). 

19. If a seller obtains an incentive through an arm’s-length,
cash-denominated transaction with an iinnddeeppeennddeenntt  tthhiirrdd
ppaarrttyy at or near the time that the incentive is delivered to
the buyer, that cash-denominated transaction would gener-
ally be considered the best estimate of fair value.5 The de-
termination of incentives excludes any products or
services that a buyer pays for, at market rates, through fu-
ture maintenance charges or other separate fees.

20. If the seller provides an inducement, which is provided re-
gardless of whether a sale is consummated (for example,
providing amusement park tickets to a potential buyer as
an inducement to attend a time-sharing sales presenta-
tion), the seller should record the cost of the inducement
as a selling cost in accordance with paragraphs 44 through
48 of this SOP. 

21. If the seller charges a buyer a fee that is unrelated to fi-
nancing, such as a sales document preparation fee, the fee
should be added to the stated sales price in determining
sales value. An exception occurs if the seller charges a
buyer a “pass-through” fee that the seller collects to pay to
a third party, such as a municipality or taxing authority;
the fee should not be added to the sales value or included
in the buyer’s initial and ccoonnttiinnuuiinngg  iinnvveessttmmeennttss (see the
next section of this SOP). If the seller charges a buyer a
fee that is related to financing the time-share purchase,
such as a loan origination fee, the fee should be recorded
in accordance with FASB Statement No. 91, Accounting

7

5. The FASB has issued an exposure draft of a proposed Statement of Financial Ac-
counting Standards, Fair Value Measurements. Readers should be alert to any final
pronouncement.
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for Nonrefundable Fees and Costs Associated with Origi-
nating or Acquiring Loans and Initial Direct Costs of
Leases, as an adjustment to the stated interest rate on the
financing.

22. Sellers may have programs to accelerate collections of re-
ceivables or contract provisions that encourage prepay-
ment, with a reduction of payments as the major
inducement for prepayment. If a seller offers such pro-
grams to buyers at the time of sale or has a consistent past
practice of offering such programs during the term of the
buyers’ notes, the seller should incorporate estimated re-
ductions of payments into the determination of sales value.

23. If a time-sharing transaction is partially or fully financed
by the seller and the stated interest rate is less than the
prevailing market rate for a purchaser of similar credit
quality in a similar transaction, the sales value and
recorded amount of the note receivable should be reduced
in accordance with APB Opinion No. 21, Interest on Re-
ceivables and Payables.

Application of Test of Buyer’s Commitment
24. In applying the tests for adequacy of buyer’s commitment

in paragraph 5(b) of FASB Statement No. 66, the seller
should reduce its measurement of the buyer’s initial and
continuing investments by the excess described in para-
graph 17 of this SOP, unless the incentive is conditioned
on sufficient future performance (in the form of the buyer
meeting his or her contractual obligations associated with
the purchase of the time-sharing interval) by the buyer.
One example is the seller offering to pay the buyer’s sec-
ond year of maintenance fees if the buyer remains current
on his or her contractual obligations for one year. Another
example is the seller offering the buyer an airline voucher
if the buyer makes the first six monthly payments in a
timely manner. If the incentive is conditioned on future
performance by the buyer, the seller should determine
whether the future performance is sufficient to meet the
initial and continuing investments criterion for the buyer’s
commitment.

8
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25. In order for future performance by the buyer to be suffi-
cient, the contractual payments (principal and interest) re-
quired from the buyer in order to receive the incentive
should be at least equal to the fair value of the incentive.
For example, upon the sale of a $10,000 time-sharing inter-
val, the seller receives a $1,000 down payment and will
provide the buyer with a $500 incentive, conditioned on
future performance of the buyer. The buyer’s contractual
monthly note payment is $175. If the buyer is directly or
indirectly required to make at least three monthly pay-
ments (totaling $525) before becoming entitled to the in-
centive, the buyer’s initial and continuing investments
under paragraph 5(b) of FASB Statement No. 66 would not
be reduced for the incentive. The buyer’s required contrac-
tual payments should cover both the value of the incentive
and interest on the unpaid portion of the incentive (that in-
terest was ignored in this example for simplicity).

26. If future performance is not sufficient, the seller should re-
duce the measurement of the buyer’s commitment by the
excess of the fair value of the incentive over the amount
the buyer paid for the incentive, in applying the criterion
in paragraph 5(b) of FASB Statement No. 66. In the exam-
ple in the preceding paragraph, assume instead that the
buyer was required to make only one monthly payment of
$175 prior to receiving the incentive (the $175 is the first
payment on the loan, not an incremental payment for the
incentive). For purposes of applying the buyer’s initial and
continuing investments criterion, the initial down payment
of $1,000 would be reduced by the $325 excess ($500 in-
centive less $175 required future performance) to $675.
The seller would therefore be considered to have received a
$675 initial payment, and the sales value of the time-sharing
interval would be $9,500. If, for example, the required level
of commitment is 10 percent, to satisfy the initial and con-
tinuing investments criterion, the seller would have to re-
ceive an additional $275 in cash from the buyer ($675 plus
$275 is $950, which is 10 percent of $9,500).

27. Any portion of the buyer’s down payment that is consid-
ered to apply toward payment of an incentive—for exam-
ple, the $325 in the illustration in paragraph 26—rather
than toward payment on a time-sharing interval should not

9
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be included in determining the buyer’s initial or continuing
investments.

Upgrade and Reload Transactions
28. The profit recognition guidance in FASB Statement No. 66

should be applied to determine the appropriate accounting
for a reload interval or an upgrade interval. A reload trans-
action is a sale of a new interval that should be treated as a
separate transaction for accounting purposes. Therefore,
additional cash or other qualifying consideration is neces-
sary to meet the buyer’s commitment criterion in para-
graph 5(b) of FASB Statement No. 66. Because a reload is
considered a second, separate transaction, the seller
should not include the buyer’s initial and continuing in-
vestments from the original time-sharing interval toward
the measurement of the buyer’s commitment for the sec-
ond interval.

29. An upgrade transaction is a modification and continuation
of the original transaction. For an upgrade transaction, the
seller should include the buyer’s initial and continuing in-
vestments from the original (ceded) interval toward meet-
ing the buyer’s commitment criterion. The profit
recognition guidance in FASB Statement No. 66, including
the test for buyer’s commitment, is applied to the sales
value of the new (upgrade) interval.

Accounting for Uncollectibility
30. The collection of notes receivable is an important function

for sellers of time-sharing intervals. Time-share sellers ex-
perience some level of uncollectibility in a notes receivable
portfolio in the ordinary course of business. To maximize
collections, sellers use several kinds of collection pro-
grams, including mmooddiiffiiccaattiioonnss, ddeeffeerrmmeennttss, aassssuummppttiioonnss,
and ddoowwnnggrraaddeess. Sellers incur various costs in using those
collection programs. This section provides guidance on ac-
counting for various forms of uncollectibility and the asso-
ciated costs.

31. Uncollectibility incorporates losses of both principal and
interest. Accrued interest income receivable that is deter-

10
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mined to be uncollectible should be charged against inter-
est income at the time the receivable is determined to be
uncollectible. 

32. Uncollectibility occurs whenever a receivable either be-
comes wholly uncollectible or is modified in some manner
that results in less than 100-percent collection of the origi-
nal note. The measurement of uncollectibility should be
based on actual receivables collection experience (and
other considerations)—whether the seller or a third party
is the servicer of the receivables—rather than the amounts
a seller receives as proceeds for receivables sales, securiti-
zations, or hypothecations.

33. An estimate of uncollectibility that, from a historical and
statistical perspective, is expected to occur should be
recorded as a reduction of sales revenue at the time that
profit is recognized on a time-sharing sale recorded under
the ffuullll  aaccccrruuaall or percentage-of-completion method. That
estimate should incorporate all forms of uncollectibility
(for example, note cancellations and collection programs).
See Appendix D for an illustration of the determination of
the reduction of revenue for estimated uncollectibles.
Under the rreellaattiivvee  ssaalleess  vvaalluuee  mmeetthhoodd (see paragraph 41), a
corresponding adjustment is made to cost of sales and in-
ventory, through the application of the cost-of-sales per-
centage, to reflect the reduction of revenue for estimated
uncollectibles. See Appendix B for illustrations of the rela-
tive sales value method.

34. A note receivable modification, deferment, or downgrade
represents a troubled debt restructuring involving only
the modification of the terms of a note receivable. There-
fore, the creditor (time-share seller) should account for
those transactions in accordance with FASB Statement
No. 114, Accounting by Creditors for Impairment of a
Loan. Any reductions in the recorded investment in a note
receivable resulting from the application of FASB State-
ment No. 114 should be charged against the allowance for
uncollectibles, because the estimated losses were recorded
against revenue at the time the time-share sale was recog-
nized or were recorded subsequently against revenue as a
change in estimate. Incremental, direct costs associated

11
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with uncollectibility, such as costs of collection programs,
should be charged to expense as incurred.

35. A note receivable assumption should be accounted for as
two separate activities with two different parties. The
first—the termination of the arrangement with the original
buyer—results in an amount uncollectible to the seller
equal to the remaining investment in the original note re-
ceivable. That amount should be charged to the allowance
for uncollectible receivables. The second activity—a time-
sharing transaction with a new buyer—should be ac-
counted for in accordance with the profit recognition
criteria in FASB Statement No. 66.

36. Once an initial time-sharing sale transaction has been
recorded (which includes a reduction of recognized re-
venue for estimated uncollectibles), accounting for the al-
lowance for uncollectibles follows similar valuation
principles as any receivable, except that there is no “bad
debt expense.” Each reporting period and at least quarterly
a seller evaluates its receivables, estimates the amount it
expects to ultimately collect, and evaluates the adequacy
of its allowance pursuant to FASB Statement No. 5, Ac-
counting for Contingencies.6 The allowance is then ad-
justed, with a corresponding adjustment to current-period
revenue through the estimated uncollectibles account,
which is a contra-revenue account. A corresponding ad-
justment is also made to cost of sales and inventory.

37. The allowance for uncollectibles should be determined
based on consideration of uncollectibles by year of sale, as
well as the aging of notes receivable and factors such as the
location of the time-sharing units, contract terms, collec-
tion experience, economic conditions, and other qualita-
tive factors as appropriate in the circumstances. See
Appendix D for an illustration of the determination of the
allowance for uncollectibles.

38. If a time-share seller sells a portfolio of receivables without
recourse, any gain or loss should be recorded as an adjust-
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6. In June 2003, AcSEC issued an exposure draft of a proposed SOP, Accounting for
Credit Losses.  Readers should be alert to any final pronouncement.
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ment of interest income if it is attributable to a change in
market interest rates between the date the receivables are
generated and the date they are sold, and as an adjustment
of revenue otherwise (for example, if the gain or loss is re-
lated to a difference in perceived credit quality of the port-
folio between the date the receivables are generated and
the date they are sold).

Accounting for Cost of Sales and Inventory
39. This section applies to all time-sharing sale transactions ac-

counted for under the full accrual, percentage-of-completion,
installment, cost recovery, or reduced profit methods of
revenue recognition as discussed in paragraphs 3
through 43, 53 through 64, 68, and 69 of FASB State-
ment No. 66. If a time-sharing transaction is accounted
for under the ddeeppoossiitt  mmeetthhoodd, as discussed in para-
graphs 65 through 67 of FASB Statement No. 66, this
section does not apply. 

40. Sellers of time-sharing intervals should account for cost of
sales and time-sharing inventory using the relative sales
value method, which is illustrated in Appendix B of this
SOP. The relative sales value method should be applied to
each phase separately. CCoommmmoonn  ccoossttss, including aammeennii--
ttiieess, should be allocated to inventory among the phases
that those costs will benefit.

41. The relative sales value method is similar to a “gross
profit” method and is used to allocate inventory cost and
determine cost of sales in conjunction with a sale. Under
the relative sales value method, cost of sales is calculated
as a percentage of net sales using a cost-of-sales percent-
age—the ratio of total estimated cost (including costs to
complete, if any) to total estimated time-sharing revenue.
At least quarterly, both estimates should be recalculated.7

The estimate of total revenue (actual to-date plus ex-
pected future revenue) should incorporate factors such as

13

7. A time-sharing entity should adjust at least quarterly even if it does not issue quar-
terly financial reports under Securities and Exchange Commission (SEC) reporting
requirements.
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incurred or estimated uncollectibles, changes in sales
prices or sales mix, repossession of intervals that the seller
may or may not be able to resell, effects of upgrade pro-
grams, and past or expected sales incentives to sell slow-
moving inventory units. The cost-of-sales percentage
should be similarly recalculated each time estimated rev-
enue or cost is adjusted, using the new estimate of total
revenue and total cost (including costs to complete, if
any). The effects of changes in estimate should be ac-
counted for in each period on a retrospective basis using a
current-period adjustment, that is, the time-share seller
should account for a change in estimate in the period of
change so that the balance sheet at the end of the period
of change and the accounting in subsequent periods are as
they would have been if the revised estimates had been
the original estimates. The effects of changes in estimate
should be disclosed in accordance with paragraph 33 of
APB Opinion No. 20. See Appendix B for illustrations of
the relative sales value method; Examples 2 and 4 of that
appendix illustrate changes in estimate. The inventory
balance reported in the balance sheet, plus estimated
costs to complete that inventory, if any, represents a pool
of costs that will be charged against future revenue.

42. As discussed in paragraph 33 of this SOP, the recording of a
sales revenue adjustment for expected uncollectibles is ac-
companied by a corresponding adjustment to cost of sales
and inventory that is effected through the application of
the cost-of-sales percentage. However, under the relative
sales value method, there is no accounting effect on inven-
tory if a time-sharing interval is repossessed or otherwise
reacquired unless the repossession causes a change in ex-
pected uncollectibles (and, thereby, estimated revenue) as
discussed in the preceding paragraph. The seller should,
however, perform impairment testing on its inventory in
accordance with paragraphs 34 through 37 of FASB State-
ment No. 144, Accounting for the Impairment or Disposal
of Long-Lived Assets.

43. Costs incurred by a seller that are related to financing,
such as loan origination costs, should be accounted for in
accordance with FASB Statement No. 91.

14
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Costs to Sell Time-Sharing Intervals
44. All costs incurred to sell time-sharing intervals should be

charged to expense as incurred unless they specifically
qualify for capitalization under paragraphs 45 through 48
of this SOP.

45. Costs incurred to sell time-sharing intervals should be de-
ferred until a sale transaction occurs if the costs are: 

a. Reasonably expected to be recovered from the sale of
the time-sharing intervals or from iinncciiddeennttaall  ooppeerraa--
ttiioonnss; and 

b. Incurred for either of the following: 

(1) Tangible assets8 that are used directly through-
out the selling period to aid in the sales of the
time-sharing intervals

(2) Services that have been performed to obtain reg-
ulatory approval of sales 

Examples of costs incurred to sell time-sharing intervals
that meet the condition of item b(1) include the costs of
model units and their furnishings, sales property and
equipment, and semipermanent signs. An example of costs
that meet condition b(2) is the costs of preparation and fil-
ing of prospectuses, including printing and legal fees. If a
transaction occurs, the costs should be allocated propor-
tionately to that transaction based on the relative fair value
of the intervals available for sale in the project or phase to
which the selling costs are applicable.

46. Other costs incurred to sell time-sharing intervals should
be deferred until a sale transaction occurs if the costs are
(a) reasonably expected to be recovered from the sale of
the time-sharing units, (b) directly associated with sales trans-
actions that are being accounted for under the percentage-of-
completion, installment, reduced profit, or deposit method
of accounting, and (c) incremental, that is, the costs would
not have been incurred by the seller had a particular sale
transaction not occurred. Under the deposit method of

15

8. This guidance on “tangible” assets is not intended to prohibit capitalization specifically
addressed in other literature, such as internal use software under SOP 98-1, Account-
ing for the Costs of Computer Software Developed or Obtained for Internal Use.
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accounting, deferred selling costs should be limited to the
nonrefundable portion of the deposits received by the seller.
Examples of directly associated, incremental costs include
commissions, and payroll and payroll benefit-related costs
of sales personnel for time spent directly on successful sales
efforts.

47. Deferred selling costs should be charged to expense in the
period in which the related profit is recognized. If a sales
contract is canceled (with or without refund) prior to
profit recognition, the related unrecoverable deferred sell-
ing costs should be charged to expense in the period of
cancellation. 

48. Examples of costs that do not meet any of the criteria in
paragraph 45 or 46 for deferral, and that should therefore
be charged to expense as incurred, include all costs in-
curred to induce potential buyers to take sales tours (for
example, the costs of telemarketing call centers); all costs
incurred for unsuccessful sales transactions; and all sales
overhead such as on-site and off-site sales office rent, utili-
ties, maintenance, and telephone expenses. Advertising
costs should be accounted for in accordance with SOP 93-7,
Reporting on Advertising Costs. Direct incremental costs
of tour fulfillment, such as costs of airline tickets to bring
customers to a tour location, should be charged to expense
at the time the tour takes place.

Operations During Holding Periods
49. For time-sharing operations, the holding period (as that

term is used in the definition of incidental operations in
FASB Statement No. 67) begins at the time that intervals
are held for and are available for sale—for example, when
units in domestic locations are legally registered for sale as
time-shares. If rental activities occur other than during the
holding period, the corresponding units should be depreci-
ated and those activities should be accounted for as rental
operations in accordance with FASB Statement No. 13, Ac-
counting for Leases, and related authoritative literature. A
seller should evaluate each period as to whether units pre-
viously considered held for and available for sale should
continue to be characterized as such.

16
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50. Revenue from and costs of rental and other operations dur-
ing holding periods should be accounted for as incidental
operations. Incremental revenue from incidental opera-
tions in excess of incremental costs from incidental opera-
tions should be accounted for as a reduction of inventory
costs—that is, the pool of inventory costs under the rela-
tive sales value method as described in paragraph 41 of this
SOP. Estimates of future amounts of such excess should
not be factored into the calculations of the relative sales
value method. Incremental costs in excess of incremental
revenue should be charged to expense as incurred.

51. Holding period operations include ssaammpplleerr  pprrooggrraammss and
mmiinnii--vvaaccaattiioonnss (see paragraph 53). During holding periods,
time-sharing intervals should be accounted for as inven-
tory and should not be depreciated. Costs of operations
during holding periods include (a) sseelllleerr  ssuubbssiiddiieess and (b)
maintenance and related costs on time-sharing intervals
held for sale.

52. Costs incurred to rent units during holding periods should
be deferred if they are (a) directly associated with, and
their recovery is reasonably expected from, transactions
involving the rental of units during holding periods and (b)
incremental, that is, the costs would not have been in-
curred by the seller had a particular holding period rental
transaction not occurred. An example of a directly associ-
ated, incremental cost is a commission. Deferred costs to
rent time-sharing units during holding periods should be
charged to expense, or netted in the reduction of inventory
costs (as described in paragraph 50), in the period in which
the rental takes place.

Sampler Programs and Mini-Vacations
53. If a buyer pays for a sampler program or mini-vacation but

buys a unit without using the entire sampler program or
mini-vacation, and the seller applies the unused payment
to the sales price, the payment should be treated as part of
the buyer’s initial and continuing investments for purposes
of determining the buyer’s commitment (see paragraph 24
of this SOP). Conversely, an amount the seller receives for
a sampler program or mini-vacation that a prospective

17
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buyer fully uses should not, upon subsequent sale of an in-
terval to the prospective buyer, be included in the buyer’s
initial and continuing investments, even if the legal docu-
ments state or suggest that the payment for the sampler
program or mini-vacation is applied to the sales price.

54. See paragraphs 49 through 52 of this SOP for the account-
ing for amounts received for sampler programs and mini-
vacations.

Special-Purpose Entities, Points Systems, Vacation
Clubs, and Similar Structures
55. The accounting treatment for time-sharing structures such

as SPEs, points systems, vacation clubs, and variations and
hybrids of those structures should be determined using the
profit recognition guidance in the OTRLS sections of FASB
Statement No. 66. In applying that guidance, the transac-
tions should be evaluated from the time-sharing seller’s
perspective rather than from the buyer’s perspective, that
is, it is necessary to evaluate transactions based primarily
on what the seller has transferred and secondarily on what
the buyer has received. There should be assessments of
whether the seller has transferred nonreversionary title to
a time-sharing interval (see paragraph 13 of this SOP),
whether the seller has continuing involvement with the
buyer, and other matters with respect to meeting the other
profit recognition criteria of FASB Statement No. 66. The
seller should recognize profit in the same manner and use
the same profit recognition guidance as for simple-structure
transactions (such as fixed time) provided that the time-
sharing interval has been sold to the end user. If the seller
has transferred title (for example, to an SPE) but no ulti-
mate buyer has consummated a transaction for the time-
sharing interval, no profit should be recognized.

56. For balance-sheet presentation purposes, an SPE should be
viewed as an entity lacking economic substance and estab-
lished solely for the purpose of facilitating sales if (a) the
SPE structure is legally required by the applicable jurisdic-
tion(s) to sell time-sharing intervals to the nonresident
customers that the developer-seller wishes to sell to (for
example, for purposes of being able to sell intervals to

18
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United States citizens in a country in which citizens of
other countries are not allowed to own real estate) and (b)
the SPE has no assets, other than the time-sharing inter-
vals, and the SPE has no debt. In those circumstances, the
seller should show on its balance sheet as time-sharing in-
ventory the interests in the SPE not yet sold to end users. If
an SPE does not meet the conditions in both items a and b
above, the accounting and presentation should be consis-
tent with investments in other SPE structures (for exam-
ple, the consolidation of controlled SPEs and SPEs in
which no other entity has adequate capital at risk).9

57. If the seller, an affiliate of the seller, or other related party op-
erates a points program, vacation club, exchange program,
aaffffiinniittyy  pprrooggrraamm, or similar program, the operation of the pro-
gram constitutes continuing involvement by the seller.10 The
seller should evaluate whether it receives compensation at
prevailing market rates for that service. If the seller provides
the service without compensation or at compensation less
than prevailing market rates for the service required or on
terms not usual for the service to be rendered, compensation
should be imputed when the sale is recorded (by reducing the
sales value of the interval) and profit should be appropriately
recorded under the guidance on continuing involvement in
FASB Statement No. 66 (see paragraph 31 of that Statement;
also see Appendix C of this SOP).

Owners Associations11

58. Time-share projects typically incur significant operating
costs, such as costs of property taxes, repairs and mainte-
nance, and reservation systems. Time-share owners are re-
sponsible for paying for the costs of owning their intervals.
Because there are many time-share owners for a given pro-
ject, a centralized mechanism generally is used to collect

19

9. FASB Interpretation No. 46R, Consolidation of Variable Interest Entities, provides
guidance on whether special-purpose entities (SPEs) that represent variable interest
entities should be consolidated.

10. The terms affiliate and related party have the same meaning here as in FASB State-
ment No. 57, Related Party Disclosures.

11. The AICPA Audit and Accounting Guide Common Interest Realty Associations pro-
vides additional information on owners associations and similar entities.
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each owner’s share of those costs of ownership and to pay
for operating costs. A time-share seller typically forms an
owners association (OA) to manage the day-to-day opera-
tions of a project. Time-share owners pay assessments to
the OA. The activities of an OA are governed by its bylaws
and by a board of directors. Typically, an OA will hire a
manager to handle the day-to-day operations. Often, an af-
filiate of the original time-share seller is hired by an OA to
manage a project. Because the time-share seller owns a
majority of units at the beginning of the sellout of a pro-
ject, it typically will appoint members of the OA’s board of
directors.

59. During early stages of project sellout, there are typically
not enough dues-paying time-sharing interval owners to
support the financial obligations of the OA. Often a time-
share seller, for a limited period of time, subsidizes the op-
erations of the OA rather than paying the dues or
maintenance fees on the time-sharing intervals that it owns
(that is, the unsold intervals in the project). Subsequent to
that period, the time-share seller pays dues or mainte-
nance fees on the time-sharing intervals that it owns. Pay-
ments by the seller of dues or maintenance fees, except
when accounted for as incidental operations during hold-
ing periods under paragraphs 49 through 52 of this SOP,
should be charged to expense as incurred. Payments by the
seller of additional amounts to subsidize losses should be
charged to expense as incurred. If a seller is contractually
entitled to recover from the OA all or a portion of its sub-
sidy, the seller should record a receivable only if recovery
is probable and measurable with reasonable reliability.

60. A time-share seller hired as the manager of an OA typi-
cally is entitled by agreement to a management fee. The
seller should recognize that fee as revenue only if it is
earned and it is realized or realizable. If a seller is cur-
rently subsidizing operations of an OA, to the extent the
seller receives a management fee on intervals it owns,
the seller should offset the management fee revenue and
related subsidy expense.

61. The guidance in the preceding paragraph applies if the
time-share seller does not consolidate the OA. This SOP

20
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does not provide guidance as to when (or how) a time-
share seller should consolidate an OA. Accounting Re-
search Bulletin (ARB) No. 51, Consolidated Financial
Statements, as amended by FASB Statement No. 94, Con-
solidation of All Majority-Owned Subsidiaries, and FASB
Statement No. 144; FASB Interpretation No. 46R, Consoli-
dation of Variable Interest Entities; and related EITF Is-
sues provide the relevant guidance. AcSEC notes that FASB
Statement No. 144 amended ARB No. 51 to remove the
prior exception allowing for the nonconsolidation of an en-
tity when control is likely to be temporary.

Statement of Cash Flows
62. Changes in time-sharing notes receivable, including sales

of the notes, should be reported in the statement of cash
flows as cash flows from operating activities.

Presentation and Disclosures
63. A time-share seller’s balance sheet should include gross notes

receivable from time-sharing sales, a deduction from notes re-
ceivable for the allowance for uncollectibles (see paragraphs
36 and 37 of this SOP), and a deduction from notes receivable
for any profit deferred under FASB Statement No. 66.

64. As noted in paragraph 41 of this SOP, the effects of changes
in estimate in the relative sales value method should be
disclosed in accordance with paragraph 33 of APB Opinion
No. 20. In addition to the information otherwise required
by generally accepted accounting principles (GAAP), the fi-
nancial statements of entities with time-sharing transac-
tions should disclose the following:

a. Maturities of notes receivable for each of the five
years following the date of the financial statements
and in the aggregate for all years thereafter. The total
of the notes receivable balances displayed with the
various maturity dates should be reconciled to the
balance-sheet amount of notes receivable.

b. The weighted average and range of stated interest
rates of notes receivable.

21
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c. The estimated cost to complete improvements and
pprroommiisseedd  aammeenniittiieess.

d. The activity in the allowance for uncollectibles, in-
cluding the balance in the allowance at the beginning
and end of each period, additions associated with
current-period sales, direct writeoffs charged against
the allowance, and changes in estimate associated
with prior-period sales. If the developer sells receiv-
ables with recourse, the seller should provide the
same disclosure of activity on receivables sold.

e. The seller’s policies with respect to meeting the cri-
teria for buyer’s commitment and collectibility of
sales prices in paragraphs 5(b) and 37(d), respec-
tively, of FASB Statement No. 66.

EFFECTIVE DATE AND TRANSITION

65. This SOP should be applied to financial statements for fis-
cal years beginning after June 15, 2005. Earlier application
is encouraged as of the beginning of fiscal years for which
financial statements or information have not been issued.

66. Initial application of this SOP should be reported as a cu-
mulative effect of a change in accounting principle, as de-
scribed in APB Opinion No. 20. When adopting this SOP, an
entity is not required to report the pro forma effects of
retroactive application. An entity is required to disclose
the effect of adopting this SOP on income before extraordi-
nary items and on net income (and on the related per
share amounts) of the period of the change. An entity
should not restate previously issued financial statements.

The provisions of this Statement need not
be applied to immaterial items.

22
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APPENDIX A 
Basis for Conclusions

Scope

A1. The scope of this Statement of Position (SOP) is restricted
to time-sharing transactions in real estate and excludes
time-sharing transactions in other long-lived assets such as
cruise ships, corporate jets, and other kinds of transporta-
tion equipment. The Accounting Standards Executive
Committee (AcSEC) concluded, accordingly, that the spe-
cialized real estate guidance for time-sharing transactions
in Financial Accounting Standards Board (FASB) State-
ment of Financial Accounting Standards No. 66, Account-
ing for Sales of Real Estate, should be one of the principal
foundations for the conclusions in this SOP. Consequently,
analogies of the guidance in this SOP to non-real estate
transactions may not be appropriate. 

A2. AcSEC concluded that the SOP should apply to time-share
resellers as well as time-share developers because many of
the same issues apply to both.

Profit Recognition Under FASB Statement
No. 66

A3. The exposure draft of this SOP incorporated a revenue
recognition model for time-sharing transactions that was
largely based on the fundamental principles of the retail
land sales model of FASB Statement No. 66. At its initial
meeting to clear a final SOP, the FASB determined that
AcSEC should not include a fundamental change in rev-
enue recognition guidance in the SOP. The Board consid-
ered a number of factors in arriving at its conclusion,
including (a) the Board’s comprehensive revenue recogni-
tion project and the potential for requiring preparers to
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change their revenue recognition practices twice in a short
time frame, (b) the “rules based” nature of the proposed
revenue recognition requirements, and (c) changes in rev-
enue recognition practices that had occurred since AcSEC
originally added the project to its agenda. Accordingly, this
SOP does not modify the requirement of FASB Statement
No. 66 to account for time-sharing transactions under the
other-than-retail-land-sales (OTRLS) model of that State-
ment. Rather, this SOP provides limited guidance relating
to revenue recognition by illustrating the application of
the revenue recognition provisions of the OTRLS model to
the specific terms typically encountered in time-sharing
transactions.

A4. Paragraph 37 of FASB Statement No. 66 prescribes the ap-
plication of the percentage-of-completion method to time-
sharing transactions provided certain criteria are met.
FASB Statement No. 66 provides specific guidance on ap-
plying the percentage-of-completion method to retail land
sales but does not provide similar guidance for OTRLS.
AcSEC believes that the guidance appropriate for time-
sharing transactions (see paragraphs B3 through B6 in
Appendix B of this SOP) consists of elements of both that
guidance in FASB Statement No. 66 and the percentage-of-
completion method guidance in SOP 81-1, Accounting for
Performance of Construction-Type and Certain Production-
Type Contracts, which applies to “contracts in the con-
struction industry, such as those of general building, earth
moving, dredging, demolition, design-build contractors,
and specialty contractors (for example, mechanical, elec-
trical or paving).” Because AcSEC does not believe that
selling and marketing costs constitute “contract costs” or
that the selling and marketing effort constitutes “contract
performance,” as those terms are used in paragraphs 4 and
22, respectively, of SOP 81-1, AcSEC concluded that sell-
ing and marketing costs should not be included in the
percentage-of-completion calculations for time-sharing
transactions. AcSEC believes that a time-share developer
should recognize profit under the percentage-of-completion
method only for costs incurred that benefit the customer
by bringing the time-share unit closer to completion and a
certificate of occupancy.
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A5. Some respondents to the exposure draft disagreed with the
prescribed use of the percentage-of-completion method in
the situation in which a developer sells time-sharing inter-
vals prior to the completion of related amenities of a phase
that is fully constructed (see footnote 2 to paragraph B3 in
Appendix B of this SOP). Those respondents commented
that substantial risks and rewards of ownership transfer to
the purchaser even if amenities are not complete and, there-
fore, the full accrual method should be permitted. AcSEC be-
lieves, however, that until the applicable amenities are
completed, a seller has not fulfilled all of its contractual
obligations to the buyer and should therefore delay recogni-
tion of a portion of profit until such obligation is fulfilled.

A6. AcSEC concluded in paragraph 13 of this SOP that transfer of
title should be nonreversionary in order to satisfy the re-
quirement under FASB Statement No. 98, Accounting for
Leases: Sale-Leaseback Transactions Involving Real Estate,
Sales-Type Leases of Real Estate, Definition of the Lease
Term, and Initial Direct Costs of Direct Financing Leases,
that title be transferred in order to recognize a sale of real es-
tate. Paragraph 22(c) of FASB Statement No. 98 indicates
that a lease involving real estate must meet the criterion in
paragraph 7(a) of FASB Statement No. 13, Accounting for
Leases, for the lessor to classify the lease as a sales-type lease.
Under that criterion, ownership must be transferred by the
end of the lease term. AcSEC believes that only a nonrever-
sionary transfer of title satisfies that criterion.

Determination of Sales Value

A7. AcSEC’s conclusion in paragraph 17 of this SOP that the
seller’s transfer of a time-sharing interval and other products
and services (including incentives) that may be “bundled”
with the time-sharing interval should be recorded as separate
transactions was based on paragraphs 7(b) and 31 (applied,
by analogy, to products as well as services) of FASB Statement
No. 66. Paragraph 7(b) of that Statement requires that net
present value be used as the measure of the other products
and services but does not specify what discount rate to use.
AcSEC believes, however, that for the typical other products
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and services associated with time-sharing transactions, fair
value represents the intended objective of net present value
and may be more readily determinable than the appropriate
discount rate. Fair value is also consistent with more recent
accounting standards. Accordingly, AcSEC prescribed fair
value rather than net present value. 

A8. Some respondents commented that all incentives represent
and therefore should be accounted for as selling and mar-
keting expenses, similar to commissions and other direct
selling costs, with any stated fees (for example, a nominal
[below fair value] fee that a time-share purchaser pays for
an airline voucher used as an incentive) being a reduction
of those expenses. Those respondents suggested that the
sales value of the interval not be adjusted for incentives.
AcSEC considered the comment but did not believe an ac-
counting treatment other than that prescribed in para-
graphs 7(b) and 31 (applied, by analogy, to products as well
as services) of FASB Statement No. 66 could be justified.

A9. AcSEC’s conclusion in paragraphs 17 and 18 of this SOP
about the seller’s income statement classification of cash and
noncash incentives to buyers was based on Emerging Issues
Task Force (EITF) Issue No. 01-9, “Accounting for Consider-
ation Given by a Vendor to a Customer (Including a Reseller
of the Vendor’s Products),” and FASB Statement No. 66. A
cash incentive represents a discount or reduction of the sell-
ing price of the time-sharing interval under (paragraphs 9 and
17 of) EITF Issue No. 01-9, that is, with no recording of ex-
pense for the cash consideration paid. AcSEC believes that a
noncash incentive represents a separate deliverable that
should be recorded consistent with paragraph 10 of EITF
Issue No. 01-9 and paragraphs 7(b) and 31 (applied, by anal-
ogy, to products as well as services) of FASB Statement No.
66, that is, as a separate revenue item (with an associated
cost of sales). EITF Issue No. 00-21, “Revenue Arrangements
with Multiple Deliverables,” addresses “the accounting, by a
vendor, for contractual arrangements in which multiple
revenue-generating activities will be performed by the vendor.”
However, paragraph 4 of that Issue states that the Issue does
not apply to a specific situation if higher-level authoritative lit-
erature, such as FASB Statement No. 66, provides guidance for
that situation.
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A10. AcSEC concluded in paragraph 18 of this SOP that a cash in-
centive is either cash or an incentive provided to a buyer that
the buyer would otherwise be required to pay. AcSEC believes
that the seller’s providing that incentive to the buyer is equiv-
alent to the seller reimbursing the buyer for the cash the
buyer would otherwise have had to pay in any case, which is
equivalent to a cash discount from the stated sales price. Sim-
ilarly, AcSEC’s conclusion that a noncash incentive is an in-
centive a buyer could elect to purchase was based on AcSEC’s
belief that in this case the seller is not reimbursing the buyer
for cash that the buyer would otherwise have had to pay.

A11. As an illustration of the recording of incentives, assume the
seller gives the buyer of a $20,000 interval a voucher with
a fair value of $250 that can be used to obtain airline tick-
ets at no charge. The voucher would be considered a non-
cash incentive. The seller would report revenue from the
sale of the interval of $19,750, revenue from the sale of the
voucher of $250, and cost of sales for the voucher of $250.
If, instead, the seller pays the buyer’s first year’s worth of
required owners association maintenance fees having a fair
value of $250, the payment would be considered a cash in-
centive. The seller would report revenue from the sale of
the interval of $19,750 and no revenue or cost for the fees.

A12. AcSEC observed that time-share sellers frequently offer a va-
riety of incentives, including both payment of assessments/
fees and amusement park or airline tickets, at one time to
the same group of customers. The particular incentive given
to a particular customer is based on which one the seller be-
lieves will induce the customer to close a sale. AcSEC be-
lieves that the time-sharing industry is different in this
respect from the transactions that the EITF considered.
AcSEC believes that the EITF contemplated transactions in
which the seller provided one type of incentive to a class of
customers. In the time-share industry, the seller is essen-
tially indifferent between offering a voucher for airline tick-
ets with a fair value of $250 or offering to pay $250 of
maintenance fees. AcSEC struggled with the fact that under
the EITF consensus, a time-share seller could report differ-
ent revenue based on which of two incentives it provided to
buyers, even though the choice between incentives is so
flexible and discretionary. Nonetheless, although it might be
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more understandable to report the same revenue and cost of
sales regardless of the form of the incentive given to buyers,
AcSEC concluded that the benefit of consistency with the
EITF consensus outweighed creating an exception to the
consensus for a single type of transaction (time-sharing).

Application of Test of Buyer’s Commitment

A13. Under paragraph 5(b) of FASB Statement No. 66, profit recog-
nition is affected by the buyer’s initial and continuing invest-
ments. Given AcSEC’s conclusions about how to compute
sales value (see paragraphs 16 through 23 of this SOP), it be-
came necessary to provide guidance on how the seller should
allocate cash received from the buyer between the interval
and the incentives or other “bundled” products or services.
AcSEC initially concluded that the fair value of other products
or services should be subtracted from the buyer’s initial and
continuing investments, based on the belief that, as a general
rule, any cash received by the seller should be applied first to-
wards the sale of the other products or services and second to-
wards the sale of the time-sharing interval. However, if the
buyer is directly or indirectly required to make payments on
the note to receive the other products or services, AcSEC con-
cluded that it was too harsh to subtract the full fair value from
the initial and continuing investments. AcSEC also consid-
ered an alternative, favored by some respondents, of allocat-
ing all cash received from the buyer pro rata between the
interval and the other products or services based on relative
fair values. AcSEC rejected that alternative, because it implied
that the seller extended the same credit terms to the interval
and the other products or services. AcSEC thought it was un-
likely that a seller would allow a buyer to pay for incentives,
such as airline tickets, amusement park tickets, or mainte-
nance fees, over the typical five- to ten-year term of time-
share notes. In the end, AcSEC endorsed a compromise
approach that AcSEC believes is a reasonable way to allocate
the cash received. Under that compromise approach, any note
payments that the buyer is directly or indirectly required to
make to receive the other products or services should be sub-
tracted from the fair value of those other products and ser-
vices, and only the excess (if any) of that fair value over those
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payments should be subtracted from the buyer’s initial and
continuing investments for the interval. AcSEC believes that
approach is consistent with practice under FASB Statement
No. 66—in particular, with regard to how sellers account for
their provision of management services at less than prevailing
market rates.

A14. AcSEC believes it is reasonable to apply all buyer payments—
including both principal and interest—before seller delivery
of the other products or services, and that those payments
should cover both the value of the other products or services
and interest on the unpaid portion. For accounting purposes,
the seller allocates cash received as if there were two separate
notes (with the same interest rate)—one for the purchase of
the interval (with a term equal to the term of the note the
buyer signs) and one for the other products or services (with
a term ending on the date the buyer can use them). AcSEC
believes that this approach represents a systematic and ratio-
nal allocation of the cash received between the interval and
other products or services. AcSEC observes that under this
approach, the hypothetical note for the purchase of the inter-
val may have a period of negative amortization, because the
cash receipts allocated to that note might be less than the ac-
crued interest. AcSEC concluded that it was not necessary to
reduce the buyer’s initial or continuing investments for that
negative amortization, because the buyer’s continuing perfor-
mance on the legal note provides sufficient assurance of the
buyer’s commitment to fulfill its obligations and because that
legal note has no negative amortization. Further, AcSEC be-
lieves that products or services integral to the time-sharing
interval (for example, seller payment of buyer maintenance
or exchange fees) reinforce the buyer’s commitment to fulfill
his or her obligations.

A15. AcSEC considered providing guidance on distinguishing de
minimis promotional items, the costs of which should be
considered selling and marketing costs, from incentives.
AcSEC elected not to provide such guidance because AcSEC
believes that time-share sellers will be able to adequately dis-
tinguish between “thank you” gifts, which are inexpensive
items such as champagne, flowers, candy, or photographs
given to buyers at closing, that would not reasonably be ex-
pected to influence the customer’s decision, and incentives,
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which are given only to interval purchasers and might reason-
ably be expected to influence a customer to close a transaction
that day. AcSEC noted that the tests of initial and continuing
investment under FASB Statement No. 66 are intended to be
stringent, however, and the decision not to provide guidance
on distinguishing thank-you gifts from incentives was not in-
tended to provide a means of avoiding the requirements of
those tests by allowing the classification of the costs of incen-
tives as selling and marketing costs. Accordingly, AcSEC be-
lieves sellers should not exclude de minimis incentives from
the calculations of the initial and continuing investment tests.

Upgrade and Reload Transactions

A16. AcSEC’s determination that a reload transaction requires
an additional cash payment in order to satisfy the initial
and continuing investment tests was based on EITF Issue
No. 88-12, “Transfer of Ownership Interest as Part of Down
Payment under FASB Statement No. 66.” The consensus
reached in that Issue was that “purchased property or
other assets pledged as security for a note should not be in-
cluded as part of the buyer’s initial investment.” AcSEC
considered a reload to be the purchase of a second interval
unrelated to the equity accumulated in the first interval. 

A17. In contrast, AcSEC believes an upgrade is, in substance, an
exchange transaction in which the ultimate interval sold
by the developer is the new (upgrade) interval. Because an
upgrade transaction can be viewed as the developer buying
back the original time-share buyer’s equity in the original
interval for cash and the buyer then applying that cash to-
wards the purchase of the upgrade interval, AcSEC believes
it is appropriate to include the equity in the original inter-
val (measured as the buyer’s initial and continuing invest-
ments on the ceded interval and excluding changes in
market value of the interval) towards the tests of initial and
continuing investments on the upgrade interval.

A18. Under the exposure draft, the sales value in an upgrade
transaction was the difference between the sales value of
the upgrade interval and the sales value of the original in-
terval at the date of the original sale. The initial and con-
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tinuing investment tests were to be applied to that incre-
mental sales value. AcSEC had looked to paragraph 9 of
FASB Statement No. 66 to conclude that a buyer’s equity in
its original interval could not be applied toward the initial
or continuing investment tests for the upgrade interval.

A19. Many respondents to the exposure draft commented that both
reloads and upgrades should be considered together with the
original sale for purposes of applying the initial and continuing
investment tests. Comments included the following:

a. Reload transactions are typically undertaken by “ma-
ture” time-share owners who have made cumulative
payments on their existing obligations that typically
total 25 to 35 percent of the combined purchase
prices of the original and reload intervals. In many
cases, the purchase obligations are consolidated into a
single monthly payment, often involving a single note.
Thus, a reload is viewed by both seller and buyer as
merely an expansion of the original obligation, with
cash paid on the original interval crediting toward the
remaining combined obligation on the two intervals.

b. The intent of the initial and continuing investment
tests is to demonstrate the buyer has made cash pay-
ments that provide a reasonable likelihood of the
seller collecting the receivable. Because reload trans-
actions generally are entered into only with customers
current on their existing obligation, the resulting note
on the second interval is of high quality.

c. EITF Issue No. 88-12 addresses requirements related
to an initial down payment, whereas FASB Statement
No. 66 and the SOP exposure draft incorporate both
initial and continuing investment requirements rather
than a down payment requirement. Because the intent
of the initial and continuing investment tests is to en-
sure a reasonable likelihood of collectibility, the test
as applied to reloads and upgrades should take into ac-
count the buyer’s performance and initial and contin-
uing investments with respect to the original interval.

A20. AcSEC considered the comments and, although EITF Issue
No. 88-12 could be interpreted as not being relevant to a test
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of initial or continuing investment, AcSEC believes that the
objective of paragraphs 9 and 10 of FASB Statement No. 66
is that payments on real estate transactions for distinct and
separate parcels of real estate should be treated separately
for purposes of sale or revenue recognition, even if the two
transactions are combined into a single note receivable or
are cross-collateralized. Therefore, AcSEC concluded it
should not modify its original accounting for reload transac-
tions from that in the exposure draft of this SOP. However, in
reconsidering upgrade transactions and observing that the
original interval is ceded or, in essence, traded in in such
transactions, AcSEC concluded that an upgrade transaction
is a modification of the original purchase rather than a pur-
chase of an additional distinct and separate interval, and
that it is reasonable to consider the initial and continuing in-
vestments on an initial purchase as part of the initial and
continuing investments on a modification of that purchase.

Accounting for Uncollectibility

A21. AcSEC considered the following three alternatives for the
classification and display of uncollectibles:

a. Adjust revenue and cost of sales (the approach in
this SOP).

b. Record bad debt expense. 

c. Adjust revenue and cost of sales for the initial esti-
mates of uncollectibles and record bad debt expense
for subsequent increases in estimated uncollectibles.

A22. The first alternative AcSEC considered was to adjust rev-
enue and cost of sales. AcSEC selected that alternative for
this SOP primarily for the following reasons:

a. Some AcSEC members view time-share uncollectibles
as having some elements of a right of return as dis-
cussed in FASB Statement No. 48, Revenue Recogni-
tion When Right of Return Exists, because, typically, it
is not cost-effective for a time-share seller to pursue
buyers for collection after a certain point. Once a
time-share seller forecloses on a time-share interval,
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the seller typically stops pursuing the buyer for collec-
tion of the unpaid note, even if the note balance ex-
ceeds the fair value less costs to sell of the interval to
the seller. Another similarity with a right of return is
that a repossessed interval is essentially “good as new”
and can be resold at substantially the same price as an
interval that never was sold. In contrast to the uncol-
lectible that results from a trade receivable, the sold
item (that is, the time-sharing interval) is repossessed
in the time-sharing arrangement. As a result, the fore-
closure is akin to a sales return that reduces revenue. 

b. Time-sharing transactions are characterized by a num-
ber of attributes that distinguish them from typical
OTRLS transactions. Primary among these attributes
are high volume and seller financing. Other distinguish-
ing attributes include relatively low down-payment re-
quirements and marketing and selling efforts with a high
cost relative to the price of time-sharing intervals. Para-
graph 1 of FASB Statement No. 66 states, “The State-
ment distinguishes between retail land sales and other
sales of real estate because differences in terms of sales
and selling procedures lead to different profit recogni-
tion criteria and methods.” Under the description of re-
tail land sales in paragraph 100 of FASB Statement No.
66, and in view of similarities between their sales and
selling procedures, retail land sales and time-sharing
transactions share many more of the same attributes
than do retail land sales and typical OTRLS transac-
tions. Paragraph 70 of FASB Statement No. 66 provides
the following guidance for retail land sales: “Cost of
sales...are based on sales net of those sales expected to
be canceled in future periods.” Although FASB State-
ment No. 66 provides no comparable guidance for cost
of sales in OTRLS transactions, AcSEC believes that the
retail land sales concept of not recording transactions
expected to be canceled in future periods is also appro-
priate for time-share transactions.

c. If uncollectibles are recorded as bad debt expense,
the seller records revenue (and cost of sales) for
more than 100 percent of the intervals constructed,
because foreclosed intervals are resold. In fact, the

33

sop_04_02.qxp  11/30/2004  4:11 PM  Page 33



worse the collection experience, the more intervals
that are repossessed are resold, leading to higher re-
ported revenue (and cost of sales). AcSEC believes
that approach overstates revenue.

d. The time-share industry has, in practice, recorded re-
possessed intervals at their original cost rather than at
fair value on the date of foreclosure. However, FASB
Statement No. 15, Accounting by Debtors and Credi-
tors for Troubled Debt Restructurings (as amended by
paragraph C24 of FASB Statement No. 144, Accounting
for the Impairment or Disposal of Long-Lived Assets),
states that foreclosed assets should be recorded at fair
value less cost to sell. AcSEC concluded that if fore-
closed intervals were recorded at fair value less cost to
sell, there would be significant issues over the proper
approach to measuring fair value less cost to sell. Some
argue for an approach that would essentially eliminate
allowances for uncollectibles for many developers that
have the selling and marketing infrastructure to sell re-
possessed intervals at a price close to the original sales
price. Others would reject that approach because it fails
to reflect an allocated cost of maintaining that infra-
structure. Some would make the measurement equal to
the net proceeds that an existing time-share owner
would receive if the time-share were sold on the sec-
ondary market. Some would measure fair value based
on reproduction cost. Finally, some would apply the de-
finition of market in paragraph 8 (“Statement 6”) of
Chapter 4 of Accounting Research Bulletin (ARB) No.
43, Restatement and Revision of Accounting Research
Bulletins, which states that for purposes of pricing in-
ventory, market is replacement cost, subject to a floor
and a ceiling1:
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As used in the phrase lower of cost or market
[footnote omitted], the term market means cur-
rent replacement cost (by purchase or by repro-
duction, as the case may be) except that:

(1) Market should not exceed the net realizable
value (i.e., estimated selling price in the ordi-
nary course of business less reasonably pre-
dictable costs of completion and disposal); and

(2) Market should not be less than net realizable
value reduced by an allowance for an approx-
imately normal profit margin.

AcSEC chose not to debate those approaches.
AcSEC’s preferred solution (the alternative pre-
sented in item a in paragraph A21 of this SOP),
through the application of the relative sales value
method, does not require an assessment of fair value.

A23. AcSEC recognizes that its preferred solution has some
disadvantages:

a. It differs from general practice in other industries
(other than the retail land sales industry).

b. It includes in inventory the cost of some intervals for
which legal title has passed from seller to buyer.

c. It creates an issue of how to address changes in esti-
mates of revenue and cost of sales.

On balance, however, AcSEC believes that the method cho-
sen for this SOP is the best of the alternatives.

A24. The second alternative AcSEC considered was to record
uncollectibles as bad debt expense, measured as the excess
of the expected uncollectible receivables over the histori-
cal inventory cost of the intervals expected to be repos-
sessed. The advantages of that alternative are the following:

a. This approach would be similar to existing practice
in the time-share industry.

b. This approach would clearly display on the face of
the income statement two important metrics for
time-share developers—namely, sale transactions
closed in the current reporting period and the charge
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for credit losses net of inventory recoveries. Under
AcSEC’s approach, those amounts are not required
to be displayed in the income statement.

c. Gross profit percentages calculated under this ap-
proach may be easier to interpret than under
AcSEC’s approach.

The disadvantages of the bad debt expense alternative gen-
erally are discussed in paragraph A22 as advantages of
AcSEC’s approach. Many respondents to the exposure draft
expressed a preference for the bad debt expense alterna-
tive, largely for the reasons noted in items a and b of para-
graph A23. Respondents commented also that AcSEC’s
approach compromises the seller’s ability to separately
measure the performance of its selling and financing
processes because the approach distorts the measurement
of both the efficiency of the selling and marketing efforts to
produce sales revenue and the performance of the seller’s
portfolio of notes receivable. 

A25. Finally, AcSEC considered a hybrid approach under which
estimated uncollectibles for a short time after a sale (six to
twelve months) would be classified as reductions of rev-
enue, but increases in estimated uncollectibles after that
time would be classified as bad debt expense. The idea was
that uncollectibility that occurs within a short time follow-
ing the sale transaction is more akin to a return, as if the
buyer had a change of heart, whereas uncollectibility after
the buyer has built some equity in the property is more
akin to “credit losses” in other industries. AcSEC believes
strongly, however, that all uncollectibles should be classi-
fied in the same line in the income statement. In addition,
AcSEC members were concerned that if there were a bright
line, sellers could time their changes in estimate and their
foreclosure strategies to achieve the classification that they
desired. As a result, AcSEC did not pursue this approach.

A26. AcSEC concluded in paragraphs 30 through 32 of this SOP
that the term uncollectibles should be interpreted broadly.
AcSEC based its conclusion upon certain guidance in FASB
Statements No. 15 and No. 114, Accounting by Creditors
for Impairment of a Loan. Although paragraph 6 of FASB
Statement No. 114 states that the Statement does not
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apply to “large groups of smaller balance homogenous
loans that are collectively evaluated for impairment”—
characteristics of time-sharing receivables—paragraph 9 of
that Statement states that a creditor shall apply the provi-
sions of FASB Statement No. 114 to such smaller balance
homogeneous loans if they are restructured.

A27. A debt restructuring is “troubled” in accordance with para-
graph 2 of FASB Statement No. 15 “if the creditor for eco-
nomic or legal reasons related to the debtor’s financial
difficulties grants a concession to the debtor that it would
not otherwise consider.” A loan is impaired under para-
graph 8 of FASB Statement No. 114 when “it is probable
that a creditor will be unable to collect all amounts due ac-
cording to the contractual terms of the loan agreement.”
AcSEC believes that many situations in which time-share
buyers fail to make their original contractual payments fall
within the scope of those Statements and that, therefore,
any losses that occur as a result of applying those State-
ments constitute, under this SOP, uncollectibility. Those
situations include but are not limited to assumptions, mod-
ifications of terms, foreclosures, and downgrades. An as-
sumption, involving the substitution of another borrower
for the buyer, would typically result in a loss (that is, un-
collectibility) under paragraph 42 of FASB Statement No.
15. An assumption of the kind described in EITF Issue No.
87-19, “Substituted Debtors in a Troubled Debt Restructur-
ing,” would result in the creditor recognizing a loss on the
disposition of the original loan and recording an asset for
the fair value of the payments to be received from the sub-
stituted debtor (which is less than the creditor’s net invest-
ment in the original loan). A modification of terms or a
partial satisfaction of a receivable in combination with a
modification of terms would typically result in a loss under
paragraphs 28 and 33 of FASB Statement No. 15 (as
amended by paragraph 22(c) of FASB Statement No. 114).
A foreclosure or other repossession of a time-sharing inter-
val would typically result in a loss under paragraph 34 of
FASB Statement No. 15, as modified by paragraph 22(d) of
FASB Statement No. 114.

A28. In concluding that a downgrade represents a kind of uncol-
lectible, AcSEC considered charging directly against sales the
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difference between the sales prices of the new and old inter-
vals. AcSEC believes, however, that a downgrade represents
primarily a modification in terms and that any associated
losses under FASB Statement No. 114 should, just as with any
other kind of uncollectible, be taken into account in determin-
ing expected and actual uncollectibles. In support of that belief,
AcSEC observed that the new reduced loan under a downgrade
may have different terms (term of note, interest rate, payment
schedule) than the original contractual financing.

A29. AcSEC concluded in paragraph 34 of this SOP that incre-
mental, direct costs associated with uncollectibles should
be charged to expense as incurred. AcSEC analogized to
paragraph 14 of FASB Statement No. 91, Accounting for
Nonrefundable Fees and Costs Associated with Originat-
ing or Acquiring Loans and Initial Direct Costs of Leases,
which indicates that costs related to a troubled debt re-
structuring should be charged to expense as incurred.

Accounting for Cost of Sales and
Inventory

A30. AcSEC concluded in paragraph 40 of this SOP that the rel-
ative sales value method is the appropriate method for
time-sharing transactions. As discussed in paragraph
A22(b) of this SOP, AcSEC believes that paragraph 70 of
FASB Statement No. 66 is appropriate for time-sharing
transactions; specifically, paragraph 70(c) provides appro-
priate guidance for recording cost of sales. AcSEC also be-
lieves that treating inventory as a pool of costs is a more
cost-effective approach than specific identification to ac-
count for large pools of homogeneous inventory.

A31. AcSEC concluded in paragraph 41 of this SOP that changes
in estimate under the relative sales value method should be
accounted for on a fully retrospective basis using a current-
period adjustment. AcSEC also considered the following
two alternatives for accounting for changes in estimate: 

a. Retrospectively, via a cumulative, current-period ad-
justment from the beginning of the fiscal year of
change 
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b. Prospectively, beginning with the period of change
(for example, a quarter)

In its deliberations, AcSEC noted that the fully retrospective
method prescribed in this SOP and alternative a have prece-
dent in the accounting literature, and that alternative b is not
unlike the method prescribed in FASB Statement No. 66 (para-
graph 76) for the percentage-of-completion method of ac-
counting for retail land sales. The fully retrospective method is
similar to the cumulative catch-up described in paragraph 83
of SOP 81-1. The retrospective method in alternative a is con-
sistent with paragraphs 36 and 107 through 109 of SOP 00-2,
Accounting by Producers or Distributors of Films.

A32. AcSEC believes that the principal basis for the method pre-
scribed in SOP 00-2 (that is, consistency with prior account-
ing in the superseded FASB Statement No. 53, Financial
Reporting by Producers and Distributors of Motion Picture
Films) is not adequate to justify that method’s application to
changes in estimate under the relative sales value method.
AcSEC believes also that the prospective method discussed
in the preceding paragraph, although appearing to represent
a reasonable means of reflecting changes in estimate, would
introduce a new model of accounting for changes in estimate
that would result in further diversity in how such changes
are accounted for. AcSEC ultimately concluded that the fully
retrospective method was most appropriate because, under
that approach, the current carrying amounts of inventory
and net receivables in the period of change would reflect the
seller’s best estimates at the end of the period.

A33. AcSEC concluded (see paragraph B4 of Appendix B of this
SOP) that changes in estimate under the percentage-of-
completion method should be accounted for under the same
retrospective method as that used for all other changes in es-
timate under the relative sales value method. This results in
consistency in the relative sales value method computations.
AcSEC’s conclusions in paragraphs 41 and 64 of this SOP re-
garding disclosure of changes in estimate are based on the
first sentence of paragraph 33 of Accounting Principles
Board (APB) Opinion No. 20, Accounting Changes.

A34. AcSEC’s conclusion in paragraph 42 of this SOP that a
seller should perform impairment testing on time-sharing
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inventory in accordance with FASB Statement No. 144
rather than ARB No. 43 is based on paragraphs B122
through B124 of that Statement.

Costs to Sell Time-Sharing Intervals

A35. AcSEC’s conclusions in paragraphs 45 and 46 of this SOP
were based on paragraphs 17 through 19 of FASB Statement
No. 67, Accounting for Costs and Initial Rental Operations
of Real Estate Projects, but were modified to incorporate
the more recent “incremental costs” guidance in para-
graphs 6 and 7 of FASB Statement No. 91. AcSEC’s conclu-
sion in paragraph 48 of this SOP that tour generation
costs—that is, costs to induce potential buyers to take sales
tours—should be expensed as incurred is based on the guid-
ance in paragraph 7 of FASB Statement No. 91 relating to
the accounting for costs of soliciting potential borrowers.

A36. Some respondents commented that time-share selling and
marketing costs should be deferred until the related rev-
enue is recognized. Those respondents commented that to
charge those costs to expense as incurred while recogniz-
ing the related revenue during later periods is likely to dis-
tort reported results and fail to clearly and timely reflect
trends, such as a downward trend in time-share sales.
AcSEC believes, however, that deferred selling and market-
ing costs do not meet the definition of an asset and ob-
served that similar conclusions have been drawn in other
literature—for example, SOP 00-2 and FASB Statement No.
2, Accounting for Research and Development Costs.

A37. Some respondents commented that tour generation costs
should be deferred until the tour occurs, based on analogy to
the guidance on direct response advertising in SOP 93-7, Re-
porting on Advertising Costs. Those respondents argued that
solicited potential buyers could be shown to have responded
specifically to the tour generation activity by taking a tour
and purchasing a time-share interval, and that the documen-
tation requirements in paragraph 34 of SOP 93-7 are satisfied
by the fact that time-share entities can document the re-
sponse—namely, the customer name and the tour that gener-
ated the sale. AcSEC disagreed, however, based on the fact
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that there are significant additional sales activities (princi-
pally, the tour) involved following the tour generation activ-
ity, and that under paragraph 73 of SOP 93-7 the costs of the
tour generation activity would therefore not be considered di-
rect response advertising. AcSEC did agree to clarify that the
costs of the tour itself, for example, airline tickets, should be
charged to expense in the period in which the tour occurs.

A38. In its deliberations, AcSEC observed that similar costs to
sell may be treated differently for accounting purposes de-
pending on who the recipients are. For example, the costs
of amusement park tickets given to all customers, regard-
less of whether or not those customers ultimately purchase
a time-sharing interval, should be charged to expense as in-
curred as promotional items. However, if those same items
are given only to customers who ultimately purchase a
time-sharing interval, those items are incentives and
should be accounted for as such under this SOP (see para-
graphs 17 and 24 through 27).

A39. Practice has been diverse as to the determination of which
costs should be deferred as discussed in paragraph 46. It has
been argued that direct commissions only, or incremental
costs only, or costs fully loaded with overhead charges should
be deferred. AcSEC made the determination, based on consid-
eration of the guidance in FASB Statements No. 67 and No. 91,
to defer certain selling costs only if they are both incremental
and directly associated with successful sales transactions, and
to expense as incurred nonincremental costs and costs associ-
ated with unsuccessful sales transactions. At the same time,
AcSEC acknowledged that selling costs as a percentage of rev-
enue could vary more from period to period under the incre-
mental approach than under the nonincremental, “directly
associated” approach of FASB Statement No. 67.

A40. AcSEC concluded that all selling costs should be expensed
under the cost recovery method of accounting because of
uncertainties about the recoverability of deferred selling
costs. AcSEC’s conclusion to limit the amount of deferred
selling costs under the deposit method to the nonrefundable
portion of the deposits received by the seller was intended to
eliminate the risk of not recovering deferred selling costs in
the event of a buyer default.
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Operations During Holding Periods

A41. AcSEC clarified in paragraph 49 of this SOP the term hold-
ing period to address scenarios such as a time-sharing en-
tity’s purchase of a hotel and conversion of the units to
time-shares over a multiple-year development period.
Under that scenario, a particular occupancy unit would be
depreciated until it was clearly held and available for sale
as a time-sharing interval.

A42. AcSEC concluded in paragraph 50 of this SOP that rental
operations associated with time-sharing units during
holding periods should be accounted for as incidental oper-
ations, as discussed in FASB Statement No. 67, rather
than as rental revenue and expenses, because AcSEC be-
lieves that those rental operations are incidental to the
time-sharing developer’s principal business of selling inter-
vals. Revenue from rentals helps the seller defray the
costs associated with holding unsold intervals, such as
the maintenance fees to the owners association (OA). In
arriving at its conclusion, AcSEC considered and rejected
two alternative accounting treatments: 

a. Account for all unsold inventory as fixed assets and
depreciate unsold time-sharing intervals. 

b. Apply the SOP’s prescribed holding-periods account-
ing to time-sharing intervals expected to be sold
within one year, and apply the accounting in the al-
ternative presented in item a to time-sharing inter-
vals not expected to be sold within one year.

A43. AcSEC also concluded in paragraph 50 that in recording in-
cremental revenue in excess of incremental costs as a re-
duction of inventory costs, estimates of future amounts of
such excess should not be factored into the calculations of
the relative sales value method. AcSEC believes that be-
cause it may be impracticable to reliably estimate in ad-
vance the net of incremental rental revenue over
associated incremental rental costs, such estimates should
not be anticipated in determining (reducing) inventory for
purposes of calculating (reducing) the cost-of-sales per-
centage in the relative sales value method. 
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A44. AcSEC observed that, in situations in which incremental
rental income exceeds incremental costs, its conclusions
may be perceived as differing from those in International
Accounting Standard (IAS) 16, Property, Plant and Equip-
ment. Under paragraph 21 of IAS 16, in such situations oc-
curring during a property’s development period, the net
rental income is recorded in earnings rather than as a re-
duction of the property’s cost. Although AcSEC’s conclu-
sion applies to the holding period rather than the
development period, that conclusion differs from the con-
clusion in IAS 16. AcSEC believes that its conclusion rep-
resents preferable accounting in the specific facts and
circumstances of the real estate time-sharing industry.
AcSEC also believes that its conclusion is more consistent
with U.S. generally accepted accounting principles—in
particular, FASB Statement No. 67.

Special-Purpose Entities, Points Systems,
Vacation Clubs, and Similar Structures

A45. AcSEC concluded that the accounting for a time-sharing
transaction should follow the same profit recognition prin-
ciples in the OTRLS sections of FASB Statement No. 66 for
all forms of time-sharing transaction structures. AcSEC’s
conclusion that, for special-purpose entity (SPE) struc-
tures, profit should be recognizable only if the time-sharing
interval has been sold to the end user is based on guidance
in FASB Statement No. 66 and APB Opinion No. 29, Ac-
counting for Nonmonetary Transactions. The guidance in
paragraphs 33 and 34 of FASB Statement No. 66 on ac-
counting for “partial sales” discusses the situation in which
the seller retains an equity interest in either the real estate
or the buyer. If the seller has an equity interest in the buyer,
the seller can recognize profits to the extent of the outside
interests in the buyer. Paragraph 34 states, “If the seller
controls the buyer, no profit on the sale shall be recognized
until it is realized from transactions with outside parties
through sale or operations of the property.” Paragraph 21
of APB Opinion No. 29 states that “an exchange of a pro-
ductive asset not held for sale in the ordinary course of
business for a similar productive asset or an equivalent
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interest in the same or similar productive asset” is a non-
monetary transaction that does not culminate an earnings
process. Under that guidance, a seller’s initial transfer of
title to time-sharing real estate to an SPE in exchange for
stock, beneficial interests, or other similar instruments in
the real estate is considered a nonmonetary exchange,
with no gain or loss to be recorded by the seller upon that
initial transfer.

A46. AcSEC believes that its use of the partial sales guidance in
FASB Statement No. 66 as a basis for a time-sharing trans-
action involving an SPE structure is supported by EITF
Issue No. 98-8, “Accounting for Transfers of Investments
That Are in Substance Real Estate.” The consensus of that
Issue was that “the sale or transfer of an investment in the
form of a financial asset that is in substance real estate
should be accounted for in accordance with Statement 66.”
AcSEC believes that a seller’s interest in a time-sharing
SPE having no economic substance (see paragraph A47 of
this SOP) is in substance both real estate and a time-sharing
interval. AcSEC observed that the Issue also states, “Para-
graph 4 of Statement 140 [FASB Statement No. 140,
Accounting for Transfers and Servicing of Financial As-
sets and Extinguishments of Liabilities] provides that
transfers of ownership interests that are in substance the
sale of real estate are outside the scope of Statement 140.
Therefore, these transfers should follow the guidance in
Statement 66. As a result, this issue is affirmed by the
issuance of Statement 140.”

A47. Upon sale of time-sharing real estate to an SPE in exchange
for interests in the SPE, the seller owns 100 percent of the
interests in the SPE. As the seller sells the intervals, the
seller’s ownership percentage in the SPE decreases. Ordi-
narily, a seller should consolidate an SPE in the situation of
control or an SPE ownership percentage over 50 percent,
apply the equity method of accounting in the situation of
significant influence or an SPE ownership percentage of
20 percent to 50 percent, and apply the cost method in the
situation of no significant influence or an SPE ownership
percentage below 20 percent. However, AcSEC believes that
SPEs having no assets other than the time-sharing intervals
and having no debt, and that are established solely to com-
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ply with legal requirements relating to the residency of the
buyer, are simply a mechanism for selling intervals. For
such SPEs, for balance-sheet classification purposes, AcSEC
believes the seller should “look through” the SPE and clas-
sify intervals held by the SPE as inventory. By contrast,
some SPEs would have economic substance, because they
are legally required as a means of selling interests in multi-
ple properties to a single buyer, rather than to comply with
residency restrictions in local law. SPEs not meeting the
narrow definition would be accounted for in accordance
with the relevant standards, including FASB Interpretation
No. 46R, Consolidation of Variable Interest Entities; ARB
No. 51, Consolidated Financial Statements, as amended
and interpreted; and APB Opinion No. 18, The Equity
Method of Accounting for Investments in Common Stock.

A48. AcSEC discussed time-sharing SPE structures in which the
buyer’s ownership period expires after a period of years. If
the residual interest reverts to the seller, that constitutes a
reversionary transfer of title; see paragraph 13 of this SOP.
If, however, the transaction was structured in accordance
with paragraph 38 of FASB Statement No. 66, AcSEC be-
lieves that the prescribed sale accounting of that paragraph
of the Statement would apply to time-sharing transactions.
Under that paragraph, sale accounting, rather than operat-
ing lease accounting, is prescribed for a situation in which
a seller sells property improvements but leases the under-
lying land, provided that the term of the land lease: 

a. Covers substantially all of the economic life of the
property improvements; and 

b. Is for a substantial period, for example, 20 years. 

If either of conditions a or b is not met, under FASB State-
ment No. 66 the transaction is considered in substance to
be a lease of both land and improvements and should be
accounted for in the same manner as an operating lease.

A49. If the buyer’s ownership period expires after a period of
years and the residual interest reverts to a substantive
third party independent of the seller, AcSEC believes that
the seller has relinquished all aspects of ownership and
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should apply the profit recognition guidance of FASB State-
ment No. 66 rather than operating lease accounting.

A50. AcSEC’s conclusions in paragraph 57 of this SOP relating to
the seller’s accounting for exchange, points, affinity, and sim-
ilar programs are based on paragraph 31 of FASB Statement
No. 66. See “Seller-Provided Management Services” in Ap-
pendix C of this SOP. With respect to the provision that a
seller should evaluate whether it receives compensation at
prevailing market rates for providing a program, some re-
spondents to the exposure draft commented that because
items (rewards) to be provided by the seller in exchange for
a purchaser’s interval may change over time, comparing the
fair value of the exchanged items and the interval may be im-
practicable. AcSEC modified Appendix C to clarify its intent.

Owners Associations

A51. AcSEC concluded in paragraph 59 of this SOP that seller
subsidies to an owners association (OA) should be charged
to expense as incurred. AcSEC considered the alternative
of capitalizing those subsidies as development costs of
time-share inventory but believes that subsidies represent
a cost of operations and should therefore be treated as pe-
riod costs. AcSEC concluded also that all or a portion of a
subsidy that is contractually recoverable from an OA
should be recorded as a receivable only if recovery is prob-
able and measurable with reasonable reliability. Generally,
AcSEC perceives that to record contractually recoverable
subsidy recoveries as receivables requires assumptions
that may involve a significant amount of uncertainty about
(a) future operations of the OA and (b) the ability of the
OA to increase future assessments to time-share owners.

Statement of Cash Flows

A52. AcSEC’s conclusion that changes in time-sharing notes re-
ceivable should be reported as cash flows from operating ac-
tivities is based on paragraph 22(a) of FASB Statement No.
95, Statement of Cash Flows. That paragraph provides as
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examples of cash flows from operating activities cash re-
ceipts from collection or sale of both short- and long-term
notes receivable that arise from sales of products or services.

Presentation and Disclosures

A53. AcSEC believes that the disclosures required under para-
graph 64 of this SOP, many of which are similar to those re-
quired in the retail land sales model in paragraph 50 of FASB
Statement No. 66, are necessary to provide users with ade-
quate information related to the financial positions of enti-
ties with time-sharing operations. AcSEC believes that,
given the importance of the allowance for uncollectibles in
the financial position of such entities, requiring disclosure of
the components related to the determination of the al-
lowance provides users of financial statements with informa-
tion that is helpful in assessing the risks facing such entities.

Effective Date and Transition 

A54. AcSEC concluded that the effect of initially adopting this SOP
should be reported as a cumulative effect of a change in ac-
counting principle (in accordance with the provisions of APB
Opinion No. 20) and that restatement of prior financial state-
ments should be prohibited. AcSEC recognizes the benefits of
comparable financial statements but believes that the effort
and costs likely to be incurred outweigh the benefits. Under
retroactive restatement (but not under a cumulative effect ad-
justment), for example, the seller would have to reconstruct
the quarterly sales accounting for phases completely sold out
as of the date of adoption. AcSEC further believes that to
apply this SOP prospectively to new transactions only would
result in confusing financial statements that could, for several
years, include transactions recorded under both pre-adoption
and post-adoption accounting guidance. Accordingly, AcSEC
concluded that the effect of initial application of this SOP
should be reported as the cumulative effect of a change in ac-
counting principle.
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APPENDIX B 
Illustration of Relative Sales Value
Method Under Full Accrual and
Percentage-of-Completion Accounting1

B1. The purpose of this appendix is to illustrate the relative sales
value method and changes in estimate under that method. Ex-
amples 1 through 4 illustrate the full accrual and percentage-of-
completion methods of profit recognition under Financial
Accounting Standards Board (FASB) Statement of Financial Ac-
counting Standards No. 66, Accounting for Sales of Real Estate.

Full Accrual Method

B2. Under the full accrual method as discussed in the other-
than-retail-land-sales (OTRLS) sections of FASB Statement
No. 66, profit is recognized in full when a time-share is sold
(or at a later date when the criteria for application of the
method are met). Examples 1 and 2 illustrate the applica-
tion of the relative sales value method of this Statement of
Position (SOP) under full accrual accounting. In Example 1,
it is assumed that there are no year-to-year changes in the
cost-of-sales percentage. In Example 2, it is assumed that
the cost-of-sales percentage changes from year to year. 

Percentage-of-Completion Method

B3. A seller may not have completed improvements on time-
sharing units sold or may not have completed promised
amenities, ppllaannnneedd  aammeenniittiieess, or other facilities (including
utilities and off-site improvements such as access roads) ap-
plicable to units sold. Under the percentage-of-completion
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1. For simplicity, certain change-in-estimate calculations in the examples are performed
on an annual basis although paragraph 41 of this Statement of Position (SOP) requires
that they be performed at least on a quarterly basis. Additionally, although percentages
(cost-of-sales percentage and percentage of completion) are displayed to two decimal
places, the exact percentages are used in the computations.
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method prescribed under paragraph 37 of FASB Statement
No. 66 for time-sharing transactions, the amount of revenue
recognized (based on the sales value) at the time a sale is rec-
ognized is measured by the relationship of costs already in-
curred to the total of costs already incurred and future costs
expected to be incurred. If performance2 is incomplete, the
portion of revenue related to costs not yet incurred is recog-
nized as the costs are incurred. As discussed in paragraph 12
of this SOP, selling and marketing costs are excluded from the
percentage-of-completion calculations. The costs of amenities
that relate to more than one phase should be appropriately al-
located to those phases for purposes of the calculations.

B4. Estimates of future improvement costs should be reviewed at
least quarterly. Changes in those estimates should be applied
on a retrospective basis. That is, if cost estimates are revised,
the relationship of the costs incurred (from project inception
to date) to the adjusted total estimated cost of the project
should be recalculated for purposes of recognition of revenue
and cost of sales for prior performance as well as for perfor-
mance that takes place in future periods. If the adjusted total
estimated cost of the project exceeds the total expected rev-
enue, the total anticipated loss should be charged to income if
it meets the criteria in paragraph 8 of Financial Accounting
Standards Board (FASB) Statement of Financial Accounting
Standards No. 5, Accounting for Contingencies. If anticipated
losses on time-sharing intervals sold are recognized, the seller
should evaluate the unsold time-share intervals for impair-
ment under FASB Statement No. 144, Accounting for the Im-
pairment or Disposal of Long-Lived Assets.

B5. The effects of changes in estimate, as described in the pre-
ceding paragraph, should be included in the disclosures re-
quired under paragraph 41 of this SOP.

B6. Examples 3 and 4 illustrate the application of the relative sales
value method of this SOP under the percentage-of-completion
method. Example 4 illustrates changes in estimate.
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2. Performance means completion of the improvements, amenities, or other facilities required
under the sales contract by either the seller or contractors retained by the seller. However,
payments made to municipalities or other governmental organizations not under the direct
or joint control of the seller constitute performance by the seller if those organizations are
not financed solely by liens on property in the project and they undertake to complete the
improvements without further risk or obligation of the seller.
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APPENDIX C 
Continuing Involvement

Below are scenarios related to a seller’s continuing involve-
ment discussed in paragraphs 25 through 43 of Financial Ac-
counting Standards Board (FASB) Statement of Financial
Accounting Standards No. 66, Accounting for Sales of Real
Estate, and comments with respect to whether those scenar-
ios typically apply or do not apply to a time-share seller.

RReeppuurrcchhaassee  OOppttiioonn  oorr  OObblliiggaattiioonn (FASB Statement No.
66, paragraph 26)
The seller has an obligation to repurchase the property,
or the terms of the transaction allow the buyer to compel
the seller or give an option1 to the seller to repurchase
the property.
1. A right of first refusal based on a bona fide offer by a third party or-

dinarily is not an obligation or an option to repurchase.

Comments: Time-share contracts typically do not con-
tain repurchase obligations or options for repurchase.
Buyer upgrade programs should not be considered as op-
tions for repurchase because both buyer and seller must
agree to an upgrade transaction. Neither has a unilateral
right to compel the other.

LLiimmiitteedd  PPaarrttnneerrsshhiipp  AArrrraannggeemmeenntt (FASB Statement No.
66, paragraph 27)
The seller is a general partner in a limited partnership
that acquires an interest in the property sold (or has an
extended, noncancelable management contract requir-
ing similar obligations) and holds a receivable from the
buyer for a significant2 part of the sales price.
2. For this purpose, a significant receivable is a receivable in excess of

15 percent of the maximum first-lien financing that could be ob-
tained from an independent established lending institution for the
property. It includes:
a. A construction loan made or to be made by the seller to the extent

that it exceeds the minimum funding commitment for permanent
financing from a third party that the seller will not be liable for

b. An all-inclusive or wraparound receivable held by the seller to the
extent that it exceeds prior-lien financing for which the seller has
no personal liability

c. Other funds provided or to be provided directly or indirectly by
the seller to the buyer

d. The present value of a land lease when the seller is the lessor
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Comments: A time-share developer typically does not
partner on either a general or limited basis with the
time-share interval purchaser. In many cases, the devel-
oper or an entity related to the developer provides man-
agement services to the third-party condominium/
owners association (OA) for a fee. Time-share manage-
ment contracts generally extend for three to ten years
with renewals at the option of the OA. The management
contracts generally contain various cancellation clauses
that allow either the manager or the OA to cancel the
contract under prescribed conditions. Under those con-
tracts, the continuing involvement typically would not
preclude profit recognition under FASB Statement No.
66.

GGuuaarraanntteeeedd  RReettuurrnn  oonn  IInnvveessttmmeenntt (FASB Statement No.
66, paragraph 28)
The seller guarantees3 the return of the buyer’s invest-
ment or a return on that investment for a limited or ex-
tended period. For example, the seller guarantees cash
flows, subsidies, or net tax benefits.

3. Guarantees by the seller may be limited to a specified period of time.

Comments: Time-share intervals typically are not sold
with any stated or implied investment return and, ac-
cordingly, developers do not provide any such invest-
ment return guaranty for any period of time.

SSeelllleerr  SSuuppppoorrtt  ooff  OOppeerraattiioonnss (FASB Statement No. 66,
paragraphs 29 and 30)
The seller is required to initiate or support operations or
continue to operate the property at its own risk, or may
be presumed to have such a risk, for an extended period,
for a specified limited period, or until a specified level of
operations has been obtained, for example, until rentals
of a property are sufficient to cover operating expenses
and debt service.

Comments: Time-share developers typically subsidize
the operations of a phase during the development or dur-
ing the initial period of operations. During the sales
process, the quoted maintenance fee, which contractu-
ally may remain level or increase with inflation, repre-
sents the maintenance fee at completion. Typically,
during the early stages of a phase, the phase operates at
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a deficit given the normal operational costs and the fact
that the number of units registered with the OA may not
yet have reached the break-even level. Therefore, the de-
veloper subsidy represents two items: 

1. Developer’s payment of maintenance fees for inter-
vals committed to (that is, enrolled in) the time-
share plan, for which the developer retains title. See
paragraphs 49 through 52 of this SOP.

2. Developer subsidy paid to the OA during the start-
up period of operations. In many cases, time-share
developers will begin phase operations with a mini-
mal number of units committed to the time-share
plan; therefore, the developer has to subsidize the op-
erations until a sufficient number of units has been
committed.

Typically, the duration of both kinds of payments lasts
through the sellout of the time-share phase. Developer
payments typically diminish as intervals are sold.

However, if the subsidies extend past the sellout period
or do not diminish as intervals are sold, this is an indica-
tion that the seller has not transferred substantially all
the risks and rewards of ownership of real estate and that
transactions occurring during the subsidy period are in
substance rriigghhtt--ttoo--uussee arrangements.

SSeelllleerr--PPrroovviiddeedd  MMaannaaggeemmeenntt  SSeerrvviicceess (FASB Statement
No. 66, paragraph 31)

...the sales contract requires the seller to provide man-
agement services relating to the property after the sale
without compensation or at compensation less than pre-
vailing market rates for the service required...or on
terms not usual for the services to be rendered...

Comments: Management services typically are not re-
quired under time-sharing sales contracts. Developers
often provide management services to OAs on a cost-
plus-management-fee basis that is billed and collected
separately from the sale of the time-share interval. As an
indication of a reasonable fee, independent (nondevel-
oper) time-share management companies charge be-
tween 5 percent and 15 percent management fees (that
is, between 5 percent and 15 percent of the underlying
operating and other costs of management). 
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Sometimes a developer offers to pay an interval pur-
chaser’s OA maintenance fee for a fixed period of time as
a sales incentive. Sometimes a developer operates an in-
ternal exchange program whereby a time-share buyer
can exchange his or her interval for a given year for an-
other unit or week (or both) in the developer’s network
of time-sharing properties. Under paragraph 31 of FASB
Statement No. 66, if the seller provides the exchange ser-
vice at less than prevailing market rates for the service,
compensation should be imputed when the sale is recog-
nized and recognized as revenue as the exchange services
are performed. The fees of independent time-sharing ex-
change companies should be considered in determining
prevailing market rates, but it should be recognized that
the services of an independent exchange company may
be more complex than the services of an internal ex-
change program.

A developer may operate a vacation club or affinity pro-
gram under which a time-share buyer can exchange his
or her interval (for example, one week) for a given year
for such items as cruises, hotel stays, airline tickets, or
car rentals. Pursuant to the exchange, the developer gets
back the unit-week and any associated income from
rental of the unit for that week. The developer frequently
has to purchase from independent third parties those
items the buyer receives in exchange. Often, a seller re-
serves the right to change the rewards at any time, allow-
ing the seller to match the rewards at a given time to the
net rental income that can be generated from a particular
interval. Thus, if a particular interval becomes less popu-
lar over time, for example, the seller can reduce the re-
wards that the purchaser of such interval could obtain in
exchange for the interval. If the seller retains such flexi-
bility, the seller is likely to assure that the value of the
services the buyer receives does not exceed the rental in-
come that can be generated from the interval. Con-
versely, if the seller does not have that flexibility, the
seller likely will be unable to estimate the relationship be-
tween the value of the services the buyer receives and the
rental income that can be generated from the interval.

OOppttiioonn  ttoo  PPuurrcchhaassee (FASB Statement No. 66, paragraph 32)

The transaction is merely an option to purchase the
property. [Next sentence paraphrased.] For example, an
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interval may be sold under terms that call for a very
small initial investment by the buyer and postponement
of additional payments until contingencies specified in
the sales agreement are satisfactorily resolved. 

Comments: Once the rreesscciissssiioonn period has expired, con-
tracts for the sales of time-share intervals are binding
purchase contracts and not options.

PPaarrttiiaall  SSaalleess (FASB Statement No. 66, paragraphs 33
and 34)

The seller has made a partial sale. A sale is a partial sale
if the seller retains an equity interest in the property or
has an equity interest in the buyer. [Next sentence para-
phrased.] Additionally, the buyer may not be indepen-
dent of the seller—for example, if the seller holds or
acquires an equity interest in the buyer—or the seller
may control the buyer.

Comments: Sales of time-sharing intervals are not partial
sales, as the developer cannot record profit without a
transfer of title (see paragraph 13 of this SOP). In the
case in which the developer transfers title to a special-
purpose entity (SPE) or trust in exchange for shares or
beneficial interests, the developer should not recognize
profit until the share or beneficial interest is sold to the
end user (see paragraph 55 of this SOP).

CCoolllleeccttiioonn  NNoott  RReeaassoonnaabbllyy  AAssssuurreedd (FASB Statement No.
66, paragraph 35)

...collection of the sales price is not reasonably assured.

Comments: Paragraph 35 of FASB Statement No. 66 pre-
scribes the cost recovery or installment method of recog-
nizing profit if collection of the sales price is not
reasonably assured.

SSeelllleerr  SSuuppppoorrtt  ooff  OOppeerraattiioonnss  AAfftteerr  tthhee  SSaallee (FASB State-
ment No. 66, paragraph 36)

...the seller is required to support the operations of the
property after the sale... For example, the seller may re-
tain an interest in the property sold and the buyer may
receive preferences as to profits, cash flows, return on
investment, and so forth.
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Comments: Time-share developers typically are not ob-
ligated to support the time-share resorts after the sale
except in the circumstances described above under the
scenarios entitled “Seller Support of Operations” and
“Seller-Provided Management Services.”

SSaallee  ooff  IImmpprroovveemmeennttss,,  LLeeaassee  ooff  LLaanndd (FASB Statement
No. 66, paragraphs 38 and 39)

The seller sells property improvements and leases the
underlying land to the buyer of the improvements.

Comments: See paragraph A48 of this SOP.

CCoonnttrraaccttuuaall  FFuuttuurree  RReeqquuiirreemmeennttss  ooff  tthhee  SSeelllleerr (FASB
Statement No. 66, paragraphs 41 and 42)

The sales contract or an accompanying agreement re-
quires the seller to develop the property in the future, to
construct facilities on the land, or to provide off-site im-
provements or amenities. The seller is involved with fu-
ture development or construction work if the buyer is
unable [or not required] to pay amounts due for that
work or has the right under the terms of the arrangement
to defer payment until the work is done. 

Comments: In situations in which developers sell inter-
vals prior to the completion of the facilities, improve-
ments, or amenities, the sales do not qualify for the full
accrual method of profit recognition under FASB State-
ment No. 66.

SSeelllleerr  PPaarrttiicciippaattiioonn  iinn  FFuuttuurree  RReessaallee  PPrrooffiittss (FASB State-
ment No. 66, paragraph 43)

The seller will participate in future profit from the prop-
erty without risk of loss (such as participation in operat-
ing profits or residual values without further obligation).

Comments: Developers typically do not participate in fu-
ture profits from the resale of time-share intervals.

All of the preceding in this appendix discusses the time-
sharing seller’s continuing involvement arising from legal
obligations. The seller also may have indicated a commit-
ment, based on considerations such as business reputa-
tion, intercompany relationships, or credit standing, to
provide financial support or other services to a time-share
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project beyond the seller’s legal obligations. Such a com-
mitment might be indicated by previous support provided
by the seller to the same or other time-sharing projects or
statements to third parties by the seller of its intention to
provide support. If such a commitment exists, the seller
should determine which kind(s) of continuing involvement
it represents under the above scenarios, and record trans-
actions based on the relevant paragraphs in FASB State-
ment No. 66. Often, such a commitment represents
additional support to an OA that would fall under the sce-
nario entitled “Seller Support of Operations” above.
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APPENDIX D 
Illustration of Use of Historical Data
on Uncollectibles, Including Related
Disclosures

This illustration shows how a time-share entity may orga-
nize its historical data about uncollectibles in order to de-
termine the charge to revenue for estimated uncollectibles
on current-year (2006) sales, and to assess the adequacy of
the allowance for uncollectibles as of the end of 2006. Re-
lated illustrative disclosures are included.

Historical Data
Table D1. Sales, Net of Down Payments, by Year

(For projects with characteristics similar to the entity’s current project)
1996 $28,000 2002 $60,000
1997 $26,000 2003 $70,000
1998 $30,000 2004 $76,000
1999 $33,000 2005 $80,000
2000 $34,000 2006 $90,000
2001 $50,000

Table D2 summarizes the uncollectibles experience for years
1996 through 2006 for projects similar to the entity’s current
time-share project. The uncollectibles are organized into
columns based on the year of sale. Thus, the column “2001
Sales” shows that of the $50,000 of sales recorded in 2001,
$1,100 in receivables were deemed uncollectible in 2001,
$2,000 in 2002, $900 in 2003, and so on.1 However, Table D2
also can be analyzed to show receivables deemed uncol-
lectible in each fiscal year. For example, in 2006, as shown by
the figures inside rectangles, there were $7,670 in total un-
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1. That is, $1,100 of individually identified notes receivable were past due and there was
no expectation of subsequent collectibility.
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collectible receivables, specifically, $2,070 from 2006 sales,
$2,600 from 2005 sales, $1,400 from 2004 sales, $800 from
2003 sales, $500 from 2002 sales, $200 from 2001 sales, and
$100 from 2000 sales. The “Combined Experience” column
is computed two ways—one using only those sales from 1996
through 2000, “1996-2000,” for which the notes have been
collected in full, and the other, “All Years,” using the uncol-
lectibility experience for all years. The combined experience
is calculated as a simple average here for illustration pur-
poses. A weighted average also would be appropriate.

Assessment of Historical Data

Fluctuations in collection experience from year to year can
be explained by economic conditions; the economy was
stronger in 2003 through 2006 than in prior years,2 and
uncollectibility rates declined modestly. As the year 2006
ends, the economy is softening. As a result, the entity con-
cludes that the percentages from the “Combined Experi-
ence,” “All Years” column in Table D2, which blends the
strong economic conditions of recent years and the weaker
conditions of earlier years, should be applied to compute
the charge to revenue for estimated uncollectibles on cur-
rent year (2006) sales and to assess the adequacy of the al-
lowance for uncollectibles at the end of 2006.

Computation of Charge to Revenue for Estimated
Uncollectibles on Current Year (2006) Sales, and
Balance of Allowance at End of 2006

Tables D3 and D4 illustrate the computation of the charge
to revenue for estimated uncollectibles on current-year
(2006) sales and the computation of the required balance
in the allowance for uncollectibles at the end of 2006. For
simplicity, this illustration assumes that there is no evi-
dence that the existing receivables are different from the
receivables covered by the historical data above. As dis-
cussed in paragraph 37 of this Statement of Position (SOP),
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2. Economic conditions discussed in this appendix are hypothetical and for illustrative
purposes only. They are not intended to reflect actual economic conditions existing
during the indicated years.
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the allowance should consider such factors as the aging of
the receivables, economic conditions, and recent collec-
tion history. This illustration uses the historical data for all
years, rather than just the data for 1996 to 2000 sales, on
the assumption that the more recent experience is relevant
to the collectibility of existing receivables.

Table D3. Estimated Uncollectible by Year of Sale

Year
Uncollectible 2001 2002 2003 2004 2005 2006

2007 0.3% 0.5% 0.9% 1.5% 2.0% 3.7%
2008 0.3% 0.5% 0.9% 1.5% 2.0%
2009 0.3% 0.5% 0.9% 1.5%
2010 0.3% 0.5% 0.9%
2011 0.3% 0.5%
2012 0.3%

______ ______ ______ ______ ______ ______
Total expected 

future uncol-

lectible (%) 0.3% 0.8% 1.7% 3.2% 5.2% 8.9%

Sales, net of

down payments $50,000 $60,000 $70,000 $76,000 $80,000 $90,000

Total expected

future 

uncollectible ($) $150 $480 $1,190 $2,432 $4,160 $8,010

Total allowance needed at December 31, 2006 $16,422

Table D4. Charge to Revenue for Current Year Sales

Sales, net of down payments, 2006 $90,000
Uncollectible–estimated and actual (%) 11.2%
Total charge for 2006 sales 10,080
Less: Chargeoffs during 2006 2,070
Charge for estimated uncollectible sales* $8,010

* Year-end 2006 charge to revenue for estimated uncollectibles on 2006 sales.

Assume the following in addition to the above:

1. Seller finances substantially all sales with notes with
a seven-year term and interest rates of 12 percent to
15 percent. The weighted-average interest rates were

100

_______ _______ _______ _______  _______ _______

_______ _______ _______ _______  _______ ______________ _______ _______ _______  _______ _______
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13.5 percent at December 31, 2006, and 13.6 per-
cent at December 31, 2005, respectively.

2. The receivables balances were $300,800 at Decem-
ber 31, 2006, and $267,700 at December 31, 2005,
with weighted-average remaining lives of 3.2 years at
both dates.

Illustrative Financial Statement Disclosures3

The entity in this illustration (the Company) finances
substantially all sales of time-sharing intervals with
seven-year mortgage notes. Buyers are required to make a
down payment of at least 10 percent of the sales price,
with the balance payable in level monthly installments in-
cluding interest at 12 percent to 15 percent per year. All
sales are recorded using the full accrual method of ac-
counting, under which revenue, net of expected uncol-
lectibles, and cost of sales are recorded at the date of the
sale to the buyer. The maturities of the receivables are as
follows:

101

12/31/2006 12/31/2005

Due in 1 year $  61,400 $  54,600
Due in 2 years 60,300 53,700
Due in 3 years 56,100 49,900
Due in 4 years 48,900 43,500
Due in 5 years 38,700 34,400
Due beyond 5 years 35,400 31,600

Total receivables $300,800 $267,700
Total receivables per balance sheet $300,800 $267,700
Weighted average interest rates 13.5% 13.6%

The activity in the allowance for uncollectibles was as follows:

Balance, beginning of year $  14,012 $  13,552
Allowance for uncollectibles on 
current year sales 10,080 8,960

Write-offs of uncollectible receivables (7,670) (8,500)
Changes in estimate for prior years’ sales 0 0

Balance, end of year $ 16,422 $ 14,012

3. If the company had sold receivables with recourse, it would also disclose the activity on
receivables sold in the allowance for uncollectible receivables.
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In June 2003, the Accounting Standards Executive Commit-
tee (AcSEC) issued an exposure draft of a proposed SOP, Al-
lowance for Credit Losses. The disclosures that follow do not
include those that may be required under that proposed
SOP. Readers should be alert to any final pronouncement. 

The Company assesses uncollectibles based on pools of receiv-
ables, because it holds large numbers of homogenous notes re-
ceivable. The Company estimates uncollectibles based on
historical uncollectibles for similar time-share notes receivable
over the past 10 years. The Company uses a technique referred
to as static pool analysis, which tracks uncollectibles for each
year’s sales over the entire life of those notes. The Company
considers whether the historical economic conditions are
comparable to current economic conditions, with particular
reference to unemployment rates. If current unemployment
rates differ from the rates in effect when the historical experi-
ence was generated, the Company adjusts the allowance for
uncollectibles to reflect the expected effects of current unem-
ployment rates on uncollectibility. The Company currently
groups all receivables in three pools for analytical purposes—
Florida, California, and Hawaii. Although the Company’s credit
policies are identical in all locations, the customer demograph-
ics and historical uncollectibility have varied by state. Within
states, customer demographics and historical uncollectibility
for projects have been substantially the same.

The Company’s accounting policy is to stop accruing inter-
est income on individual notes when they become 60 days
past due, and to charge off notes to the allowance for un-
collectibles when they become 120 days past due and the
Company has pursued most of its collection remedies.

Illustrative Relevant Sections of Financial Statements
Balance Sheet as of December 31, 2006

Gross notes receivable $300,800
Allowance for uncollectible
notes receivable (16,422)
Net notes receivable $284,378 

102
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Income Statement for the Year Ended December 31, 2006

Gross sales transactions* $100,000
Estimated and actual uncollectible receivables (10,080)
Revenue 89,920
Cost of sales (22,000)
Gross profit $ 67,920

* Includes down payments, or portions thereof, recognized as sales.
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APPENDIX E 
Illustration of Determination of Sales
Value of Time-Share Interval

Example 1
Assumptions

Stated sales price $10,000
Buyer’s down payment $  1,000
Face amount of note $  9,000
Stated interest rate on note 10%
Effective interest rate on note after loan
origination fee 10.54%
Market interest rate on note 12%

Terms of note 84 equal monthly installments of $149.41

Fees payable by buyer to seller at closing:
Loan origination fee (charged only to 
buyers who receive seller financing) $150
Document preparation fee (charged to all buyers) $125

Incentives from seller to buyer at no additional cost to buyer:
(Buyer must make six monthly payments to receive incentives)
First year’s fee to independent exchange company $110
First year’s owners association assessments $300

Present-Value Computations
Present value of 84 monthly installments of 
$149.41 at market discount rate of 12% $8,464

Fair value of incentives at date of sale:1

First year’s fee to independent exchange company $104
First year’s owners association assessments $283

Note that if the market interest rate was lower than the stated
interest rate on the note, the note would not be increased to
an amount in excess of its carrying amount of $8,850.

104

1. The estimated fair value of an incentive at the date of sale equals the present value of
the nominal amount discounted at the market interest rate on the note.
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Computation of Sales Value
Stated sales price $10,000

Subtractions:
Discount to state receivable at present value (386)
Fair value of incentives in excess of amount 
paid by buyer:

Exchange company fee (104)
Owners association assessments (283)

Additions:
Document preparation fee 125

Sales value $ 9,352

Computation of Buyer’s Initial Investment
Down payment $1,000
Loan origination fee 150
Document preparation fee 125

Buyer’s initial investment $1,275

Proof of buyer’s initial investment:
Sales value $9,352
Plus: incentives

Exchange company fee 104
Owners association assessments 283

Less: seller’s net investment in note receivable (8,464)
Buyer’s initial investment $1,275

Adequacy of Buyer’s Initial Investment
The seller first considers whether the buyer’s initial invest-
ment needs to be allocated between the interval and the in-
centives. In this case, the initial investment does not need
to be allocated, because the buyer must make six monthly
payments to receive the incentives. The six monthly pay-
ments total $896, which is more than enough to pay for the
fair value of the incentives ($387) plus interest (see para-
graph 25 of this SOP). Accordingly, the entire initial invest-
ment of $1,275 is allocated to the interval.

If the buyer did not need to make any monthly payments
to receive the incentives, then the initial investment would

105
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be allocated first to the incentives ($387) and the remain-
der ($888) to the interval.

The adequacy of the buyer’s initial investment would then
be determined in accordance with paragraph 5(b) of Finan-
cial Accounting Standards Board (FASB) Statement of Fi-
nancial Accounting Standards No. 66, Accounting for Sales
of Real Estate.

Note that, consistent with FASB Statement No. 91, Accounting
for Nonrefundable Fees and Costs Associated with Originat-
ing or Acquiring Loans and Initial Direct Costs of Leases, the
computation of sales value and buyer’s initial investment is ex-
actly the same as if the buyer provided the seller a note with a
face amount of $8,850, requiring 84 monthly payments of
$149.41 with an effective interest rate of 10.54 percent, a re-
quired down payment of $1,150, and no loan origination fee.

Illustrative Journal Entries
At date of sale:

Dr. Cash $1,275
Note receivable 8,464

Cr. Revenue from sale of interval $9,352
Liability for incentives 387

To record sale of interval and liability to provide incentives
at end of six months.

Month 1:

Dr. Cash $149
Cr. Note receivable $64

Interest income 85
Dr. Interest expense 4

Cr. Liability for incentives 4

To record accrual of interest income on note receivable, in-
terest expense on liability for incentive, and collection on
note receivable.

Months 2 through 6:

Dr. Cash $ 747
Cr. Note receivable $ 334

Interest income 413

106
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Dr. Interest expense 19
Cr. Liability for incentives 19

To record accruals of interest income on note receivable,
interest expense on liability for incentive, and collections
on note receivable.

End of Month 6:

Dr. Liability for incentives $ 410
Cr. Cash $ 410

To record seller’s payment of exchange company fee and
owners association assessments.

Example 2

Assumptions
Same as Example 1 except that market interest rate on
note is 9 percent.

Present-Value Computation
Present value of 84 monthly installments of 
$149.41 at market discount rate of 9% $ 9,286

Because the market interest rate is lower than the effective
interest rate on the note, the note is not increased to an
amount in excess of the seller’s carrying amount of $8,850.

Computation of Sales Value
Stated sales price $ 10,000

Subtractions:
Fair value of incentives in excess of amount 
paid by buyer:2

Exchange company fee (105)
Owners association assessments  (287)

Additions:
Document preparation fee 125

Sales value $9,733

107

2. The estimated fair value of an incentive at the date of sale equals the present value of
the nominal amount discounted at the market interest rate on the note.
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Computation of Buyer’s Initial Investment

Down payment $1,000
Loan origination fee 150
Document preparation fee 125

Buyer’s initial investment $1,275

Proof of buyer’s initial investment:
Sales value $9,733
Plus: incentives

Exchange company fee 105
Owners association assessments 287

Less: carrying amount of seller’s note receivable (8,850)
Buyer’s initial investment $1,275

Adequacy of Buyer’s Initial Investment

The seller first considers whether the buyer’s initial invest-
ment needs to be allocated between the interval and the in-
centives. In this case, the initial investment does not need
to be allocated, because the buyer must make six monthly
payments to receive the incentives. The six monthly pay-
ments total $896, which is more than enough to pay for the
fair value of the incentives ($392) plus interest (see para-
graph 25 of this SOP). Accordingly, the entire initial invest-
ment of $1,275 is allocated to the interval.

If the buyer did not need to make any monthly payments
to receive the incentives, then the initial investment would
be allocated first to the incentives ($392) and the remain-
der ($883) to the interval. 

The adequacy of the buyer’s initial investment would then
be determined in accordance with paragraph 5(b) of FASB
Statement No. 66.

Note that, consistent with FASB Statement No. 91, the
computation of sales value and buyer’s initial investment is
exactly the same as if the buyer provided the seller a note
with a face amount of $8,850, requiring 84 monthly pay-
ments of $149.41 with an effective interest rate of 10.54
percent, a required down payment of $1,150, and no loan
origination fee.

108
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Example 3

Assumptions
Same as Example 2 except that seller does not charge a
document preparation fee.

Present-Value Computation
Present value of 84 monthly installments of 
market discount rate of 9% $ 149.41 at $9,286

Because the market interest rate is lower than the effective
interest rate on the note, the note is not increased to an
amount in excess of the seller’s carrying amount of $8,850.

Computation of Sales Value
Stated sales price $ 10,000

Subtractions:
Fair value of incentives in excess of amount
paid by buyer:3

Exchange company fee (105)
Owners association assessments (287)

Sales value $ 9,608

Computation of Buyer’s Initial Investment
Down payment $1,000
Loan origination fee 150

Buyer’s initial investment $1,150

Proof of buyer’s initial investment:
Sales value $9,608
Plus: incentives

Exchange company fee 105
Owners association assessments 287

Less: carrying amount of seller’s note receivable (8,850)
Buyer’s initial investment $1,150

109

3. The estimated fair value of an incentive at the date of sale equals the present value of
the nominal amount discounted at the market interest rate on the note.
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Adequacy of Buyer’s Initial Investment
The seller first considers whether the buyer’s initial invest-
ment needs to be allocated between the interval and the in-
centives. In this case, the initial investment does not need
to be allocated, because the buyer must make six monthly
payments to receive the incentives. The six monthly pay-
ments total $896, which is more than enough to pay for the
fair value of the incentives ($392) plus interest (see para-
graph 25 of this SOP). Accordingly, the entire initial invest-
ment of $1,150 is allocated to the interval.

If the buyer did not need to make any monthly payments
to receive the incentives, then the initial investment would
be allocated first to the incentives ($392) and the remain-
der ($758) to the interval.

The adequacy of the buyer’s initial investment would then
be determined in accordance with paragraph 5(b) of FASB
Statement No. 66.

Note that, consistent with FASB Statement No. 91, the
computation of sales value and buyer’s initial investment is
exactly the same as if the buyer provided the seller a note
with a face amount of $8,850, requiring 84 monthly pay-
ments of $149.41 with an effective interest rate of 10.54
percent, a required down payment of $1,150, and no loan
origination fee.

Example 4

Assumptions
Same as Example 2 except that seller charges no loan orig-
ination fee. Therefore, effective interest rate on note equals
the stated rate of 10 percent.

Present-Value Computation
Present value of 84 monthly installments of $149.41 at
market discount rate of 9% $ 9,286

Because the market interest rate is lower than the effective
interest rate on the note, the note is not increased to an
amount in excess of the seller’s carrying amount of $9,000.
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Computation of Sales Value
Stated sales price $ 10,000

Subtractions:
Fair value of incentives in excess of amount 
paid by buyer:4

Exchange company fee (105)
Owners association assessments (287)

Additions:
Document preparation fee 125

Sales value $ 9,733

Computation of Buyer’s Initial Investment
Down payment $1,000
Document preparation fee 125

Buyer’s initial investment $1,125

Proof of buyer’s initial investment:
Sales value $9,733
Plus: incentives

Exchange company fee 105
Owners association assessments 287

Less: carrying amount of seller’s note receivable (9,000)
Buyer’s initial investment $1,125

Adequacy of Buyer’s Initial Investment
The seller first considers whether the buyer’s initial invest-
ment needs to be allocated between the interval and the in-
centives. In this case, the initial investment does not need
to be allocated, because the buyer must make six monthly
payments to receive the incentives. The six monthly pay-
ments total $896, which is more than enough to pay for the
fair value of the incentives ($392) plus interest (see para-
graph 25 of this SOP). Accordingly, the entire initial invest-
ment of $1,125 is allocated to the interval.
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4. The estimated fair value of an incentive at the date of sale equals the present value of
the nominal amount discounted at the market interest rate on the note.
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If the buyer did not need to make any monthly payments
to receive the incentives, then the initial investment would
be allocated first to the incentives ($392) and the remain-
der ($733) to the interval.

The adequacy of the buyer’s initial investment would then
be determined in accordance with paragraph 5(b) of FASB
Statement No. 66.

112
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GLOSSARY

aaffffiinniittyy  pprrooggrraamm.. See vacation club.

aammeenniittiieess.. Features that enhance the attractiveness or perceived value
of a time-sharing interval. Examples of amenities include golf courses,
clubhouses, swimming pools, tennis courts, indoor recreational facili-
ties, and parking facilities. See also planned amenities and promised
amenities.

aassssuummppttiioonn.. The substitution of one debtor for another, whereby the
second debtor agrees to assume the debt obligation of the original
debtor. 

ccoommmmoonn  ccoossttss.. Costs that relate to two or more phases within a time-
sharing project.

ccoonnttiinnuuiinngg  iinnvveessttmmeennttss.. The sum of the buyer’s payments to date
(down payment, fees retained by the seller, and principal payments sub-
sequent to the down payment) towards the purchase of a time-sharing
interval. Payments of interest are excluded.

ccoonnttiinnuuiinngg  iinnvvoollvveemmeenntt.. A situation in which the seller has not trans-
ferred substantially all of the benefits and risks incident to the owner-
ship of real estate. Benefits include but are not limited to the right to
occupy the property, the transferability of the time-sharing interval
without restrictions from the seller, the right to insurance proceeds and
condemnation awards, the right to participate in making decisions re-
garding management of the property, the control over rental of the
time-sharing interval, and the right to any increase in the value of the
time-sharing interval. Risks include but are not limited to the responsi-
bility for payment of applicable taxes, repairs, utilities, maintenance,
insurance, and improvements; the responsibility for management of the
property; legal liabilities; setting aside of replacement reserves; casualty
losses; and exposure to any decrease in the value of the time-sharing in-
terval. In time-sharing transactions, it is common for certain of the ben-
efits and risks to be transferred to an owners association or similar
entity that acts on behalf of the owners of time-sharing intervals. See
Appendix C, “Continuing Involvement,” of this Statement of Position.

ccoonnttrraacctt--ffoorr--ddeeeedd.. A purchase contract by which the seller agrees at some
future point, when the purchaser has paid a specified portion of the price
of the time-sharing interval, to convey title to the purchaser. The transfer
of title may not be dependent on other factors or contingencies.

ddeeffeerrmmeenntt.. The postponement of some or all of a debtor’s payment
obligations. 

113
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ddeeppoossiitt  mmeetthhoodd.. A method of accounting for time-sharing transactions
under which cash received from the buyer is reported as a deposit and
shown as a liability in the seller’s balance sheet.

ddoowwnnggrraaddee.. A transaction under which, as a result of credit concerns,
the holder of a time-sharing interval returns the interval to the seller in
exchange for a lower-valued interval (and a corresponding reduction in
contractual payment obligation). The determination of whether the
value is lower is based on a comparison of the sales value of the new in-
terval with the original sales value of the original interval.

eexxcchhaannggee.. The trading, by a purchaser of a time-sharing interval, of that
time-sharing interval for a given year for another time interval, another
location, or another kind of privilege of ownership. Such trading is often
effected through the buyer’s membership in an exchange company.
Many developers also offer an internal exchange program. Buyers typi-
cally pay a fee for exchange privileges.

ffiixxeedd  ttiimmee.. A time-sharing arrangement in which ownership is passed
through a deed and the buyer purchases a specific period (generally, a
specific week) during the year.

ffllooaattiinngg  ttiimmee.. A time-sharing arrangement in which ownership is passed
through a deed but the buyer is not limited to a specific period (gener-
ally, a specific week) during the year.

ffrraaccttiioonnaall  iinntteerreesstt.. A partial ownership interest in real estate that typi-
cally includes larger blocks of time on an annual basis (for example,
three weeks or more). 

ffuullll  aaccccrruuaall  mmeetthhoodd.. A method of recognizing profit for time-sharing
transactions under which profit is recognized in full provided the ap-
plicable criteria in Financial Accounting Standards Board (FASB) State-
ment of Financial Accounting Standards No. 66, Accounting for Sales of
Real Estate, are met. Those conditions may be met at the time a time-
share is sold or at some later date.

hhoollddiinngg  ppeerriioodd.. The period during which a time-sharing interval is held
for sale. Sellers may offer time-sharing units for rent during such hold-
ing periods.

iinncceennttiivvee.. A product or service that the seller of a time-sharing interval
provides to the buyer for stated compensation (often, for no compensa-
tion) that is less than the fair value of that product or service. See also
inducement.

iinncciiddeennttaall  ooppeerraattiioonnss.. Revenue-producing activities, such as rentals,
engaged in during the holding or development period to reduce the cost
of holding or developing the property for use as time-sharing units, as
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distinguished from activities designed to generate a profit or return
from the use of the property. 

iinnddeeppeennddeenntt  tthhiirrdd  ppaarrttyy.. A party unrelated to the seller of a time-
sharing interval.

iinndduucceemmeenntt.. A product or service that a time-share seller provides to a
potential buyer for stated compensation (often, no compensation) that
is less than the fair value of that product or service. A typical example of
an inducement is a complementary stay at a time-share resort in ex-
change for the potential buyer’s agreement to take a guided tour of the
resort. The difference between an inducement and an incentive is the
conditions for receipt and the timing of the offer. An inducement is of-
fered to potential buyers regardless of whether a consummated sale oc-
curs, whereas an incentive is typically offered at the point of sale and is
provided only to buyers of time-sharing intervals.

iinntteerrvvaall.. The specific period (generally, a specific week) during the year
that a time-sharing unit is specified by agreement to be available for oc-
cupancy by a particular customer. Also denoted time-sharing interest
or time-share.

mmiinnii--vvaaccaattiioonn.. A marketing program under which a time-share developer
offers, for a fee, a short (typically, two to three days) visit to a destination
where the developer operates a project. The developer typically subsi-
dizes the fee to the customer for the mini-vacation in exchange for the
customer attending a sales presentation at the project. The mini-vacation
may include room accommodations, entertainment tickets, and similar
items of value. The customer typically accepts the offer of the fee sub-
sidy in exchange for his or her attending the sales presentation.

mmooddiiffiiccaattiioonn.. A change in the terms of the financing agreement be-
tween buyer and seller, typically to accommodate a situation in which
the buyer is unable to meet his or her original contractual payment
obligations.

ootthheerr  tthhaann  rreettaaiill  llaanndd  ssaalleess  ((OOTTRRLLSS)).. Refers to other-than-retail-land-
sales transactions as discussed in FASB Statement No. 66. 

oowwnneerrss  aassssoocciiaattiioonn  ((OOAA)).. A body of owners formed to administer the
rules and regulations of a time-sharing project. Also denoted homeowners
association (HOA), interval owners association (IOA), property owners
association (POA), or vacation owners association (VOA).

ppeerrcceennttaaggee--ooff--ccoommpplleettiioonn  mmeetthhoodd.. A method of recognizing profit for
time-sharing transactions under which the amount of revenue recog-
nized (based on the sales value) at the time a sale is recognized is mea-
sured by the relationship of costs already incurred to the total of costs
already incurred and future costs expected to be incurred.
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pphhaassee.. A contractually or physically distinguishable portion of a time-
sharing project. That portion is distinguishable from other portions
based on shared characteristics such as (1) units a developer has de-
clared or legally registered to be for sale, (2) units linked to an owners
association, (3) units to be constructed during a particular time period,
or (4) how a developer plans to build the time-sharing project.

ppllaannnneedd  aammeenniittiieess.. Amenities that a developer is planning to construct
but is not obligated to construct under the terms of time-sharing con-
tracts with purchasers. See also amenities and promised amenities.

ppooiinnttss.. Purchased vacation credits that a buyer may redeem for occu-
pancy at various sites. The number of points redeemed depends on such
factors as unit type and size, site location, and season.

pprroojjeecctt.. A time-sharing development; some projects may be completed
in a single phase, such as a single, one-story building containing several
time-sharing units. Other projects may be completed in several phases,
for example (1) a hotel that is being converted to time-sharing units one
floor at a time while the unconverted units continue to be rented or (2)
a number of buildings, each containing several time-sharing units, being
built on a piece of property over an extended period of time.

pprroommiisseedd  aammeenniittiieess.. Amenities that a developer is obligated to con-
struct under the terms of time-sharing contracts with purchasers. See
also amenities and planned amenities.

rreeaall  eessttaattee  ttiimmee--sshhaarriinngg.. See time-sharing.

rreeccoouurrssee.. The right of a transferee of receivables to receive payment
from the transferor of those receivables for (1) failure of debtors to pay
when due, (2) the effects of prepayments, or (3) adjustments resulting
from defects in the eligibility of the transferred receivables.

rreellaattiivvee  ssaalleess  vvaalluuee  mmeetthhoodd.. A method of allocating inventory cost and
determining cost of sales in conjunction with a time-sharing sale. Cost of
sales is calculated as a percentage of net sales by applying a cost-of-sales
percentage, determined as the ratio of total estimated inventory cost (in-
cluding costs to complete, if any) to total estimated time-sharing revenue
to be collected from sales of the inventory. The inventory balance re-
ported in the balance sheet is considered to be a pool of costs that will be
charged against future revenue.

rreellooaadd.. A time-sharing transaction whereby a customer obtains a sec-
ond time-sharing interval from the same seller but does not relinquish
the right to the first—for example, obtaining an additional unit, an ad-
ditional interval, or additional points (see vacation club).
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rreesscciissssiioonn.. Statutory right of the buyer to cancel a sales contract within
a certain defined time period and obtain a return of all consideration
paid to the seller.

rriigghhtt--ttoo--uussee  ((RRTTUU)).. A time-sharing arrangement in which the ownership
of the real estate remains with the seller. 

ssaalleess  vvaalluuee.. A calculated amount that approximates the amount at
which a time-sharing interval would be sold in an all-cash sale, without
financing or incentives. Sales value is determined by adjusting the
stated sales price to add or subtract the following amounts:

1. Subtracting from the stated sales price a discount to reduce the re-
ceivable to its present value using an appropriate interest rate not
less than the rate stated in the note. The objective is to value the
note at an amount not greater than the amount at which it could be
sold without recourse by the seller at the date of the sales contract.

2. Adding to the stated sales price any fees paid by the buyer to the
seller that are unrelated to financing—for example, sales docu-
ment preparation fees—to consummate a sales transaction.

3. Subtracting from the stated sales price the excess of the fair value
of incentives provided to the buyer over the stated amount the
buyer pays for the incentives.

4. Subtracting from the stated sales price the excess of the fair value
of services provided by the seller over the stated amount the buyer
pays for the services. If similar services are provided by entities
other than the seller, the fair value of the services should be deter-
mined as the prevailing market rates for such services.

ssaammpplleerr  pprrooggrraamm.. A marketing program under which a time-share de-
veloper offers a customer, who has previously toured one of the devel-
oper’s projects, a stay at one of the projects at a reduced rate. In
exchange, the customer agrees to take another, subsequent tour of the
project selected under the sampler program during the customer’s stay
at that project. If the subsequent tour results in a sale, the developer
may allow the customer to apply some or all of the amount paid for the
sampler toward the purchase of a time-share, as a part of the down pay-
ment. Also referred to as exit program.

sseelllleerr  ssuubbssiiddyy.. An amount that a seller pays to an owners association to
cover net losses that may be incurred by the association.

ssppeecciiaall--ppuurrppoossee  eennttiittyy.. See time-sharing special-purpose entity.

tteennaannccyy--ffoorr--yyeeaarrss.. A time-sharing arrangement in which a customer has
a qualified right to possession and use of a time-sharing interval for a
certain number of years, after which it reverts to the seller or a third
party. Also known as estate-for-years or term-for-years.
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ttiimmee--sshhaarree.. See interval.

ttiimmee--sshhaarriinngg.. An arrangement in which a seller sells or conveys the
right to occupy a dwelling unit for specified periods in the future. Forms
of time-sharing arrangements covered by this SOP include but are not
limited to fixed and floating time, interval ownership, uunnddiivviiddeedd  iinntteerr--
eessttss, points programs, vacation clubs, right-to-use arrangements such as
tteennaannccyy--ffoorr--yyeeaarrss arrangements, and arrangements involving special-
purpose entities.

ttiimmee--sshhaarriinngg  iinntteerreesstt.. See interval.

ttiimmee--sshhaarriinngg  ssppeecciiaall--ppuurrppoossee  eennttiittyy  ((SSPPEE)).. An entity, typically a cor-
poration or a trust, to which a seller transfers time-sharing real estate
in exchange for the entity’s stock, membership interests, or beneficial
interests.

uunnccoolllleeccttiibbiilliittyy.. A situation in which, as a result of credit issues, (1) the
time-share seller is unable to collect all amounts due (both principal
and interest) according to the contractual terms of a note receivable
from a buyer, or (2) a time-share receivable has not been written off but
facts and circumstances indicate that it is probable1 that the seller will
not collect all contractual payments. Any sale that, as a result of credit
issues, is canceled or modified subsequent to being recorded as a sale is
considered uncollectible.

uunnddiivviiddeedd  iinntteerreesstt  ((UUDDII)).. A time-sharing arrangement that involves a
tenant-in-common interest in a condominium unit or entire improved
property, and in which the interest holder is assigned a specific period
(generally, a specific week). The interest holder is also assigned a spe-
cific unit if the undivided interest is in the entire improved property.

uunniitt.. The physical space in a time-sharing project that a customer is
specified by agreement to occupy for a specific time interval (generally,
a specific week) during the year.

uuppggrraaddee.. A time-sharing transaction whereby a customer relinquishes
the right to a currently held time-sharing interval and obtains a higher-
priced time-sharing interval from the same seller.

vvaaccaattiioonn  cclluubb.. A time-sharing arrangement whereby a buyer receives
the right to use accommodations at all resorts belonging to the club.
Membership may include a priority reservation right to the member’s
home resort. Other typical attributes include finite term of member-
ship; use of points to obtain accommodations or other benefits; the priv-
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nancial Accounting Standards No. 5, Accounting for Contingencies, as “likely to occur”
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ilege of being able to use different kinds of lodging, such as time-sharing
units, condominiums, hotels, and campgrounds; the privilege of being
able to exchange one’s yearly interval for cruises, hotel stays, airline
tickets, or car rentals; and benefits other than lodging, such as travel
services, hotel discounts, golf packages, or health club memberships.
May also be termed affinity program.
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