Fundamentals of Financial Accounting 1st ed.

QUESTIONS 3 & 4
3.
Define accrual accounting and contrast it with cash basis accounting. 

cash basis accounting does not work well for companies that have inventories, sell on credit,etc, In these instances you will need to use the accrual method of method.The effect the accrual will have over the cash method is that the accrual more accurately reflects the company's true financial position. For financial purposes most lending instituitions will require the accrual method of accounting to secure financing.
example, let's say that you do work for someone this month but they do not pay you until next month.

For the accrued basis, you would recognize the earnings in May because that is when you actually did the work. The work is the earnings. So you need to be concentrating on when the earnings happened and ignore the cash.

For the cash basis, you need to pay attention to the cash and ignore the earnings. In this case, the cash is paid to you in June, so the revenue would be recorded in June when you get paid.
_____________________________________________________________

4. What four conditions must normally be met for revenue to be recognized under accrual basis accounting?  

