For this assignment, turn to page 364 in your textbook (Chapter 6 of Financial Statements Analysis), and complete Case 6-1, Understanding Revenue Recognition.
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b) The installment method allows the company to recognize both revenues and gross profit to be recorded when payment is received for goods or services.  The benefit of this method for tax purposes is that the company is able to defer taxes on the total sales and instead incurs taxes only as revenues are realized or paid.  This allows the tax on the profits to be spread over the collection period instead of immediately upon sale of the product or service.
c) The installment method allows for more consideration for the potential default on future payments that would subsequently affect a company’s profits.  This method only recognizes the profit once payments have been received therefore, revenues are not recognized prematurely.  It is a more accurate picture of the company’s true revenues and financial position from an analyst’s point of view.  It prevents income from being overstated and/or from having to be adjusted later due to default.  

