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Revenue recognition might seem straightforward at first. Small and privately-held companies can choose to 
recognize revenue or earned income after they receive cash for delivering a good or performing a service. 
However, this is not the case for public companies. A more transparent way of recording revenue is for the 
business owner to use accrual-based accounting. Accrual-based accounting recognizes revenue and expenses 
when a transaction occurs, whether or not money has exchanged hands. For instance, a business owner may 
purchase $2,000 of inventory one month but not pay for it until the next month. In this case, the buyer would 
place the $2,000 in accounts payable until she pays the vendor. 

http://harbert.auburn.edu
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modified to make it look less like a manipulative tactic and more like a legitimate transaction. For instance, two ex-
employees of a pharmaceutical company made a deal with wholesalers if they purchased drugs they did not need 
or intend to use. The tactic might be deceptive, but the transaction resulted in “real sales for real dollars,” but the 
pharmaceutical firm’s financial statements technically complied with Generally Accepted Accounting Principles 
(GAAP). 

http://www.inc.com/articles/2000/04/19194.html
http://Nolo.com
http://journalofaccountancy.com/news/2015/apr/revenue-recognition-standards-divergence-201512010.html
http://www.dummies.com/how
http://www.fasb.org/jsp/FASB/Page/BridgePage&cid=1351027207987#section_2
http://www.cbsnews.com/news/did-the-federal-courts-just-legalize-channel-stuffing-one-big-pharma-lawyer-thinks-so
http://www.dummies.com/how
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