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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.   

While this might seem to be a straightforward accounting method, it has its own set of challenges. Firstly, it makes 
it harder to track cash flow without careful monitoring. Secondly, it can be problematic with long-term contracts. 
For instance, if a contractor agrees to build something over the next six months for a fee, should he record the 
entire fee as revenue upfront even though he has not completed the work, or should he wait until he is finished? 
In these types of cases, revenue is often recorded as the contractor completes the work, whether or not he 
actually receives cash for it at the time.   




