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[llustration 2-3
Timing of Revenue Recognition

We'll ship the
goods this week.
Thanks for

End

of production

Time
of sale

During

production ‘
Time cash

received

Revenue should be recognized in the accounting period in which it is probable that future
economic benefits will flow to the company and reliable measurement of the amount of revenue
is possible (generally at point of sale).
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Type of Cost Relationship Recognition
Product costs: Direct relationship between Recognize in period of revenue
e Material cost and revenue. (matching).
e Labor
e QOverhead
Period costs: No direct relationship Expense as incurred.
e Salaries between cost
e Administrative costs and revenue.

“Let the expense follow the revenues.”
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