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Audit Alert: Board issues proposed guidance
on principal versus agent considerations

FASB

Al decisions reached at Board meetings are tentative
and may be changed at future meetings. Decisions are
included in an Exposure Draft only after a formal
written ballot. Decisions reflected in Exposure Drafts
are often changed in redeliberations by the Board based
on information received in comment letters, at public
roundtable discussions, and from other sources. Board
decisions become final after a formal written ballot to
issue a final Accounting Standards Update.

The FASB issued proposed ASU, Principal
versus Agent Considerations (Reporting
Revenue Gross versus Net), which clarifies
and enhances the implementation guidance on
principal versus agent considerations within
ASC 606, Revenue from Contracts with
Customers.

Comments are due by October 15.

Under the proposal, when another party is
involved in providing goods or services to a
customer, an entity should determine whether
the nature of its promise is either (1) a
performance obligation to provide the
specified goods or services itself (that is, the
entity is acting as a principal), or (2) an
arrangement for the other party to provide
those specified goods or services (that is, the
entity is acting as an agent). A principal
recognizes revenue in the gross amount of
consideration to which the entity expects to
be entitled in exchange for the specified
goods or services, while an agent recognizes
revenue in the amount of any fee or
commission to which it expects to be entitled
for arranging for the good or service to be
provided to the customer.

The proposed guidance clarifies that to
determine the nature of its promise, an entity
should:

1. Identify the specified goods or services to
be provided to the customer

2. Assess whether it controls each specified
good or service before it is transferred to the
customer.

An entity is a principal if it controls the
specified good or service before it transfers
that good or service to the customer. Under
the proposal, a specified good or service is a
distinct good or setvice promised to the
customer. Therefore, if a contract includes
more than one specified good or service, the
entity may be a principal for some specified
goods or services and an agent for others.

The proposed ASU would also reframe the
indicators of an agent in ASC 606 by
providing a list of indicators that the entity is
acting as principal. It would also clarify that
the indicators’ purpose is to support or assist
in the control assessment.

Source: Grant Thornton, On The Horizon,
September 10, 2015

We are committed to keep you
updated of all developments that may
affect the way you do business in
Puerto Rico. Please contact us should
we may be of further assistance in
relation to this or any other matter.
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Contact us

For assistance in this matter,
please contact us via
luiscarlos.marcano@pr.gt.com

Adding true value means exceeding
our clients’ expectations, anticipating
their needs and being proactive and
innovative in the accounting
profession.

Through the Kevane Grant Thornton
business and tax application for
mobile devices you will have access
to our Alerts, Tax News and other
related matters, plus a customized tax
calendar for individuals, businesses
and other entities, thus providing an
excellent tool to manage filing and
payment due dates with government
agencies in Puerto Rico.

Download for free the application.
Available for iPhone, Motorola and all
tablets.
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