"Double-Entry" Journal: Revenue Recognition Ch 8: APB 10; FAS Concept statement No. 5; SOP 81-1; ARB 45; FAS 45; FAS 66; SOP 97-2; SAB 101, SAB 101B;  SAB 104; EITF Issue 99-19, EITF-0021; 
Follow instructions in the double entry journal for chapter 1: Conceptual statement
Work Multiple Choice Problems (pp 273-275)
1. Basic revenue recognition principles

Explain what the terms “realization” and “recognition” mean.

Briefly describe the conditions that must be met before revenue is recognized under GAAP

In the context of revenue recognition, what is meant by the term “the critical event”? 

Give an example of a transaction that leads to revenue recognition

Explain what is meant by the phrase “all costs have been incurred or any future obligations are minor and can be estimated”.  Give an example of a “future obligation”

What is a Bill and Hold arrangement?
A.  Revenue may be recognized at the point of sale.  Give an example of a situation where this statement is correct.  

If a sale is made on account (with payments to be made in four monthly installments) should revenue be recognized at the point of sale? 

Many electronics stores sell extended warranties on items like PCs, etc.  At what time should Circuit City recognize revenue from the extended warranty? At the time of sale? At some other time?  Explain your answer. 

On December 27th, Charlie obtains a verbal agreement from Global to purchase a computer system.  The total price, including installation is $15,000.   The contract will be signed on January 2.  The system will be delivered and installed in early January.  80% of the purchase price is due at the time of delivery, 20%, when installation is completed. Global has purchased from Charlie’s company in the past, collectibility is reasonably assured.  Can Charlie’s company recognize revenue in December?  Why or why not?  If not, explain exactly when, in your opinion, revenue should be recognized. 

Work Case 5-10
B. Revenue recognized over a period of time

SlimQuick gym sells a two-year membership to Suzy Gothips.  The total price is $ 2,000.  Suzy agrees to pay the full price within four months.  The contract may be cancelled within two weeks of signing.  At what point may SlimQuick recognize revenue?  Be specific and show journal entries.
Work Case 5-3, E1
What is a franchise and what are some of the issues that arise from a revenue recognition point of view? 
Work E 17
Long Term Construction Contracts

Special rules apply for long-term construction contracts.  Why? 

What are the acceptable methods of recognizing revenue for those projects?  Which method is usually used for tax purposes?  For financial reporting purposes?  Why?

A common method for recognizing revenue for long-term construction projects is the “cost-to-cost” percentage of completion method.  Explain how it works and what its main problem is.  

Special consideration must be given if a project is expected to result in an overall loss.  Explain what is required in such a case.  
Work E 5-11, 23, 14, P 5
Work Multiple choice problems
B. Revenue recognized before actual sale: 
Under rare circumstances revenue may be recognized before the actual sale.  Explain exactly, what those circumstances are.  Why would it be permissible to recognize revenue ‘early” in such cases?  
Real Estate sales: What are some of the special issues surrounding revenue recognition for real estate sales?  Research the appropriate accounting standard.  

Work E 5-8
Software (SOP 97-2)

Single product – extended payment period:

Exnet sells software to Global.  The terms are as follows:  total cost: $120,000, of which $20,000 is payable immediately, the remainder to be paid over a two year period.   The contract also provides for an upgrade at no additional charge to version 2.0.  

When should Exnet recognize revenue?  Would your answer differ if version 2.0 is expected to be released within 3 months? 6 months?  Would your answer differ if another company is expected to release a superior version within the next 6 month? 

Software – Multiple Element Arrangements:

A vendor has licensed software (list price $1 million) to a customer for $600,000.  (This is the “normal” discount price).  The arrangement also includes annual “post contract support” (PCS) priced for the first year at 15% of the discounted license price ($90,000).  After the first year, the customer can renew the right to annual maintenance on the software for 15% of the list price ($150,000).  How much revenue should the vendor recognize in the first year?  (Answer will be on solution page later,)

Work E 5-15, 16
Internet and other new economy issues

Assume that Yahoo trades (barters) banner and pop-up advertising with other internet companies.  Should Yahoo recognize advertising revenue based on the “fair value” of the advertising?

Expedia, Orbitz, and other internet companies sell airline tickets and other travel products.  You purchase a round-trip ticket to London for $ 650 from Expedia.  Should Expedia recognize $650 in revenue from this sale? Explain your answer.  Cite the appropriate accounting standard

Installment Sales and Cost Recovery Method

Explain why I have said nasty things about these methods.  Explain also (very carefully!) when these methods may be acceptable
Work E 5-5
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