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When is revenue actually earned by a company? In many cases, revenue is earned when cash is received at the point of sale. For instance, when a taxicab driver takes someone to the airport, revenue is earned when the passenger is dropped off at the appropriate terminal and the fare is collected.

Suppose the same passenger boards a United Airlines (UAL) flight to London using a ticket that was purchased six months in advance. At what point should the airline recognize that ticket revenue has been earned? A recent UAL Corporation balance sheet provides the answer to this question. 

In its balance sheet, UAL Corporation reports a $1.8 billion current liability account called Advance Ticket Sales. As passengers purchase tickets in advance, UAL Corporation credits the Advance Ticket Sales account for an amount equal to the cash it receives. It is not until passengers actually use their tickets that the airline reduces the liability account and records Passenger Revenue in its income statement.

. . .

For most companies, revenue is not always earned as cash is received, nor is an expense necessarily incurred as cash is disbursed. These timing differences between cash flows and the recognition of revenue and expenses are referred to as accruals and deferrals. In this chapter we will examine how accounting information must be adjusted for accruals and deferrals prior to the preparation of financial statements. 

