
A
account, 50

chart of accounts, 59, 59f
contra asset account, 103, 104
contra revenue account, 209
debits and credits, 50–53
permanent accounts, 146, 146f
standard form of account, 57–58
T account, 50, 57, 502
temporary accounts, 146, 146f, 213, 227
three-column form of account, 58
titles, 57

account numbers, 69
accountability, 309–310
accounting, 4

accrual basis accounting, 97, 97f, 469
cash basis accounting, 97, 97f
double-entry accounting system, 53, 68
external users, 5
“Father of Accounting,” 68
internal users, 5, 5f
“short cuts” in accounting, 145
users of accounting information, 5–6

accounting changes, 596–598
change in accounting estimate, 597
change in accounting policy, 465, 

596–597
correction of a prior period error, 

597–598
accounting cycle, 54, 54f, 67f, 100f, 113f, 

153–154, 153f, 212–215
accounting equation, 12

debits and credits, use of, 51
expanded accounting equation, 

14–15, 15f
owner’s equity, reduction of, 21

accounting fi rms, 506
accounting information

complete, 464
decision usefulness, 464
neutral, 464–465
qualitative characteristics. See qualita-

tive characteristics of accounting 
information

accounting model, 11–14
accounting policy

alternative accounting policies, 758
change in accounting policy, 465, 

596–597
accounting scandals, 473
accounting soft ware, 152
accounting standards, 9–10

see also Accounting Standards for 
Private Enterprises (ASPE); 

accounts payable, 12
changes in, 682–683
as current liability, 160
partial payment, 63
payment of, 20

accounts receivable, 11–12, 338
acceleration of cash receipts from, 

355–356
aging schedule, 344, 344f
allowance method, 343–348
analysis, 353–355
changes in, 680
collection of accounts receivable, 63
as current asset, 158
gross accounts receivable, 344
interest revenue, 340
loans secured by, 355
management of, 353–355
nonbank credit card sales, 340–341
overstatement of, 343f
percentage of receivables approach, 343
presentation, 353
recognition of, 338–341
sale of, 355–356
subsidiary accounts receivable ledger, 

339–340, 339f
valuation of, 342–348

accrual basis accounting, 97, 97f, 469
accruals, 100, 106–110
accrued expenses, 107–110
accrued liabilities, 107
accrued receivables, 106
accrued revenues, 106–107
accumulated depreciation, 103, 151, 

396, 501
accumulated other comprehensive 

income, 565, 595
acid-test ratio, 166, 166f, 743–744, 747
additional contributed capital, 564
additions and improvements, 391
adjusted trial balance, 113, 114, 114f, 148f, 

169, 213f
adjusting entries, 99

accruals, 100, 106–110
accrued expenses, 107–110
basics of, 99–112
illustration, 111–112
merchandising operations, 212, 214f
prepaid expenses, 101–104
prepayments, 100, 101–106
summary of basic relationships, 

110–111
unearned revenues, 104–105
work sheet, 167

generally accepted accounting 
principles (GAAP); International 
Financial Reporting Standards (IFRS)

changes in, 461
economic entity concept, 10, 17
going concern assumption, 10
IFRS-ASPE diff erences, 26
principles-based standards, 10, 460
rules-based standards, 10, 460

Accounting Standards for Private 
Enterprises (ASPE), 9, 459, 546

see also IFRS-ASPE diff erences
adjusting entries, 99
amortization, 103, 120, 385
balance sheet presentation, 161–162
and comprehensive income, 594, 759
conceptual framework, 461
conservatism, 467
contingent liabilities, 440
cost constraint, 462
cost model, 384
debt instruments, B2
discontinued operations, 594
dividends, classifi cation of, 672, 704
and earnings per share, 603, 754
expenses, 216
fi nancial statements, preparation of, 99
goodwill, 407
historical cost, 16
impairment loss, 391, 392, 404, 407
intangible assets, 404
interest, classifi cation of, 672, 704
inventory, 276
issue of shares for services or noncash 

assets, 552
organization costs, 549
and other comprehensive income, 594
partnership, 500
proprietorship, 500
and revaluation model, 392
shares, 564
and statement of comprehensive 

income, 14
statement of retained earnings, 

560–561, 598
trading investments, B5

accounting time periods, 96–99
accounting transactions, 15

analysis of transactions, 54–55
basic analysis, 55
debit/credit analysis, 55
recording process, 54–65
transaction analysis, 17–22
transaction identifi cation process, 16f

Subject Index

Note: page references followed by an f indicates an illustration or fi gure.
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basket purchase, 382, 383f
beginning inventory, 225, 270
blended payments, 644–645, 644f, 645f, 

PV16–PV17, PV16f
bond certifi cate, 631
bond discount amortization schedule, 637f
bond premium amortization schedule, 639f
bonding, 312
bonds, 631

accounting for bond issues, 634–640
amortizing the discount, 636–638, 

B3–B4
amortizing the premium, 638–640, 

B3–B4
basics, 631–634
bond retirements, 640–641
bond trading, 631–632
contractual interest rate, 631
credit-rating agencies, 631
debentures, 631
discount, 634, 635–638, 640, 640f, 

649, 678
face value, 631, 634–635
as investment, B2–B4, B3f, B7–B9
issuing procedures, 631
market value of the bonds, 631, 632–633
maturity date, 631
maturity of bonds, B4
premium, 634, 638–640, 640, 640f, 

649, 678
present value, PV12–PV14, PV12f, 

PV13f, PV14f
redeemable bonds, 631
redemption at maturity, 640
redemption before maturity, 641, 641f
sale before maturity, B4
term bonds, 631
time diagram of bond cash fl ows, 632f

bonds payable, 696
see also bonds

bonus
to departing partner, 514–515
to new partner, 511–512
to old partners, 510–511
to remaining partners, 515–516

book value, 104, 384
bookkeeping errors, 68
Brazil, 9
building the fi nancial statements, 15–16
buildings, 11, 382, 693–694
bylaws, 548

C
Canada

accounting standards, 9
Canadian dollar, 16
debt, 645
infl ation policy, 16

average cost formula, 264
periodic inventory system, 279–280, 

279f, 280f
perpetual inventory system, 264–265, 

264f, 265f, 267–269, 269f, 
279–280, 280f

B
background checks, 312
bad debt expense, 342–343, 345–347, 

345f, 346f, 347
balance sheet, 11–12

see also fi nancial statements
accounting equation, 12
alternative balance sheet presentation, 

161–162, 163f
assets, 11–12
cash, 322
classifi ed balance sheet, 156–163, 157f, 

219–220, 219f
comparative balance sheet, 674
depreciation method, eff ect of, 389
horizontal analysis, 735–736, 735f
intercompany comparison, 740–741
intracompany comparison, 739–740
inventory cost determination 

method, 268
inventory errors, 272, 272f
liabilities, 12
national balance sheet accounts, 164
non-current liabilities, 647, 647f
owner’s equity, 12
personal balance sheet, 164
preparation of, 24
vertical analysis, 739–741, 739f

balance sheet approach, 343
balance sheet equation. See accounting 

equation
bank accounts

bank deposits, 319–320
bank reconciliation, 318
bank statement, 320–322, 321f
cheques, 319–320, 320f
clearing, 320
credit memoranda (CM), 322
debit memorandum (DM), 320–321
deposit slip, 319f
NSF (not suffi  cient funds), 321–322
RT (returned item), 321

bank advances, 435
bank credit card transactions, 315–316
bank deposits, 319–320
bank indebtedness, 435
bank overdraft , 323, 435
bank reconciliation, 318
bank statement, 320–322, 321f
basic analysis, 55
basic earnings per share, 603

admission by investment, 509–512
admission by purchase of a partner’s 

interest, 508–509
admission of a partner, 508–512
advertising, 19
aging schedule, 344, 344f
allocation, 471
allocation concept, 103
Allowance for Doubtful Accounts, 

343–345, 501
allowance method, 343–348

bad debt expense, 345–346, 345f, 346f
collection of previously written-off  

uncollectible account, 347–348
estimating Allowance for Doubtful 

Accounts, 343–345
recording estimated uncollectibles, 

343–346
summary of, 348

amortizable amount, 404
amortizable cost, 385
amortization, 103, 160, 404

see also depreciation
amortized cost, 472, 635
amortizing the discount, 636–638, B3–B4
amortizing the premium, 638–640, 

B3–B4
analysis of fi nancial statements. 

See fi nancial statement analysis
analysis of transactions, 54–55
annual report, 24
annuities, PV8–PV11, PV8f, PV9f
anti-dilutive, 603
articles of incorporation, 548
asking price, 553
asset retirement costs, 380
asset turnover, 409, 409f, 752–753
assets, 11–12, 463f

see also specifi c types of assets
classifi cation of assets, 162, 173
common assets, 11–12
contra asset account, 103, 104
current assets, 157–158, 158f, 162, 322
custody of assets, 310–311
debit and credit rules, 51–52
impairment loss, 391
intangible assets, 160, 160f, 403–407
liquidated assets, 274
long-lived assets. See long-lived assets
non-current assets, 158–160, 162
tangible assets, 401, 403

audit, 24
auditors, 312
auditor’s report, 24
Australia, 9
authorized shares, 551, 565
automated teller machines, 320
average collection period ratio, 745
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property, plant, and equipment, 
159–160, 159f

standard balance sheet classifi cations, 
156–161, 156f

clearing, 320
closing entries, 147

corporation, 561–562, 561f
credit, 149
illustration, 147–150
merchandising operations, 212–213, 

214f
partnership, 502–503
posting closing entries, 150–151
preparation of, 147–150
proprietorship, 502

closing the books, 146
closing process, 147f
post-closing trial balance, 151–152, 

151f
posting closing entries, 150–151
preparation of closing entries, 147–150

collateral, 355, 435, 643
collection period, 354, 354f, 744–745
common shares, 549, 552–553, 696–697, 

B6–B7
common size analysis, 738–741
comparability, 465
comparative analysis, 732–733
comparative balance sheet, 674
complete, 464
component of an entity, 593
compound entry, 57
compound interest, PV1–PV2, PV2f
comprehensive income, 593–595, 594

accumulated other comprehensive 
income, 565, 595

continuing operations, 593–594
discontinued operations, 593–594
and fi nancial statement analysis, 758–759
IFRS-ASPE diff erences, 760
other comprehensive income, 594–595, 

606, 758–759
computer spreadsheets, PV5–PV6, PV10
computerized accounting systems, 55, 58
conceptual framework of accounting, 

460–461
cost constraint, 462
elements of the fi nancial statements, 

462–463 463f
IFRS-ASPE diff erences, 475
measurement, 472
objective of fi nancial reporting, 461–462
qualitative characteristics. See qualita-

tive characteristics of accounting 
information

recognition criteria, 469–472
summary, 474, 474f
underlying assumption, 462

sources of information, 674
use of information in, 701–703

cash fl ows
classifi cation of, 671–672, 671f, 703
free cash fl ow, 702, 702f
future cash fl ows, PV19–PV20, PV19f

cash payments, 686f
cheques, 317
direct method, 688–691
electronic funds transfer (EFT), 317–318
to employees, 690
equipment purchase, 18
for income tax, 691
for interest, 690
internal control over, 317–318, 317f
operating expenses, 689–690
petty cash fund, 318
for services, 18–19
to suppliers, 688–689
for trading investments, 691

cash payments journal, 317
cash receipts, 686f

acceleration of, from receivables, 355–356
on account, 20
collection of accounts receivable, 63
direct method, 686–687
dividends, 687
electronic funds transfer (EFT), 316
interest, 687
internal control over, 314–316, 314f
mail-in receipts, 316
over-the-counter receipts, 314–316
for services, 63

cash receipts journal, 315
cents, 69
certain liabilities. See determinable 

liabilities
change in accounting estimate, 597
change in accounting policy, 465, 596–597
chart of accounts, 59, 59f
cheques, 317, 319–320, 320f
chief executive offi  cer (CEO), 312
chief fi nancial offi  cer, 312
China, 9, 16
CIF (cost, insurance, freight), 205
classifi ed balance sheet, 156–163, 157f

alternative balance sheet presentation, 
161–162, 163f

current assets, 157–158, 158f, 162
current liabilities, 160, 161f
equity, 161
goodwill, 160, 160f
intangible assets, 160, 160f
long-term investments, 158–159, 159f
merchandising operations, 219–220, 

219f
non-current assets, 158–160, 162
non-current liabilities, 161, 161f

liquidity, order of, 158, 160
no par value shares, 551
reacquired shares, 590

Canada Business Corporations Act, 
547, 558

Canada Pension Plan (CPP), 550
Canada student loans. See student loans
capital assets. See property, plant, 

and equipment
capital cost allowance (CCA), 390
capital defi ciency, 517, 520–521, 521f
capital expenditures, 380, 390–391
capital providers, 461–462
capital structure, complex, 603
capitalized costs, 380
carrying amount, 104, 384, 393, 394, 398
carrying value, 104, 384
cash, 322, 671

cash advance, 60
as current asset, 158
investment by owner, 60
issue of shares for cash, 552
net cash, 683, 684, 684f, 695f, 698f
net earnings. See profi t
presentation, 322–323, 323f
purchase of equipment, 18
reporting cash, 322–323, 323f
restricted cash, 323
services provided for cash, 18–19
withdrawal of cash by owner, 21, 62

cash basis accounting, 97, 97f
cash controls, 313–318

cash payments, 317–318, 317f
cash receipts, 314–316, 314f
cheques, 317
electronic funds transfer (EFT), 

316, 317–318
mail-in receipts, 316
over-the-counter receipts, 314–316
petty cash fund, 318

cash conversion cycle. See operating cycle
cash dividends, 558–560, 697f
cash equivalents, 322–323
cash fl ow statement, 14, 670, 674f

cash, 322
content of, 671–672
direct method, 676, 685–691, 700f
fi nancing activities, 670, 671, 672f, 

696–697
indirect method, 676, 677–684, 677f, 699f
investing activities, 670, 671, 672f, 

693–695
net increase (decrease) in cash, 699
operating activities, 670, 671, 672f, 

676–692
preparation of, 24, 673–700, 675f
purpose of, 670–671
reporting of cash fl ows, 670–672
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current assets, 157–158, 158f, 162, 322, 
679–682, 679f

current liabilities, 160, 161f
changes in, 682–684
contingency, 440–441
determinable (certain) current 

liabilities, 434–436
estimated liability, 437–439
presentation, 442–443, 442f
uncertain liabilities, 437–439

current maturities of long-term debt, 
160, 436

current ratio, 165–166, 165f, 743, 747
custody of assets, 310–311
customer loyalty programs, 438–439

D
days sales in inventory, 276, 276f, 745–746
death of a partner, 516
debentures, 631
debit, 50, 51, 53, 151, 209

see also debit and credit rules
debit and credit rules, 51–53, 51f

assets, 51–52
drawings, 52
expenses, 52
liabilities, 51–52
owner’s capital, 52
owner’s equity, 52
revenues, 52
summary of eff ects, 53, 53f

debit card transactions, 315
debit/credit analysis, 55
debit memorandum (DM), 320–321
debt, 645
debt covenants, 559
debt instruments, B1
debt investments, B7–B9
debt investments reported at amortized 

cost, B2–B4, B2f
debt securities, 158
debt to equity ratio, 647
debt to total assets, 647–648, 647f, 749
debt vs. equity fi nancing, 628f, 629f
decision usefulness, 464
declaration date, 559, 587
declining-balance method, 387–388
default, 342
deferred revenues, 104

see also unearned revenues
defi cit, 562
depreciable amount, 385
depreciation, 103, 160

see also amortization
accumulated depreciation, 103, 151, 

396, 501
adjusting entries, 103–104
as allocation concept, 384f

retained earnings, 556–562
return on equity, 564–565, 565f
separate legal existence, 546–547
share capital, 14, 550–555
share transactions. See share transactions
shareholders, 546
shareholders’ equity. See shareholders’ 

equity
transferable ownership rights, 547

correcting entries, 154–156
correction of a prior period error, 

597–598
cost, 101, 472

additions and improvements, 391
amortizable cost, 385
amortized cost, 472, 635
asset retirement costs, 380
buildings, 382
capitalized costs, 380
and depreciation, 384
equipment, 382
of land, 381
land improvement, 381
natural resources, 401
ordinary repairs, 391
organization costs, 549
of preferred shares, 554–555
of property, plant, and equipment, 

380–383
research and development (R&D) costs, 

405–406, 406f
cost allocation, 382–384
cost constraint, 462
cost formulas, 262–265, 277–280

see also inventory costing
cost model, 384, 392, 408, 472
cost of goods available for sale, 225, 226
cost of goods purchased, 225, 225f, 270
cost of goods sold, 200

calculation of, 202, 202f, 222f, 224–226
formula, 278f
inventory errors, 270, 270f
understatement of, 270

cost principle, 16, 462
CPA Canada Handbook, 459
CPT (carriage paid), 205
credit, 50, 51, 53, 149, 209

see also debit and credit rules
credit cards

balances, 673
bank credit card transactions, 315–316
interest rates, 341
nonbank credit card sales, 340–341

credit losses, 342
credit memoranda (CM), 322
credit purchases, 18, 19, 60, 61, 203, 470
creditors, 5, 12, 461, 670, 732
cumulative, 553

conservatism, 273, 467, 475
consigned goods, 259–260
consistency, 465
consistency principle, 389
constraint, 462, 475
construction contracts, 471
contingency, 440–441
contingent liabilities, 440, 443, 444
continuing operations, 593–594
contra asset account, 103, 104, 344, 471
contra revenue account, 209
contractual interest rate, 631
contributed capital, 559, 564
contributed surplus, 564, 591–592
control account, 204
control activities, 309–312

cash controls. See cash controls
custody of assets, 310–311
documentation procedures, 311
establishment of responsibility, 309–310
human resource controls, 312
independent checks of performance, 

311–312
IT controls, 311, 311f
physical controls, 311, 311f
segregation of duties, 310–311

control environment, 309
convertible preferred shares, 554–555
cooking the books, 25
copyrights, 11, 405
corporation, 8, 546

ability to acquire capital, 547
accounting changes, 596–598
advantages and disadvantages, 548
analysis of fi nancial information, 564–565
articles of incorporation, 548
authority structure, 549f
bylaws, 548
characteristics, 546–548
closing entries, 561–562, 561f
comprehensive income, 593–595
continuous life, 547
decision to incorporate, 545
distribution of profi t, 549
dividends, 549
fi nancial statement presentation, 563–564
formation of a corporation, 548–549
government regulations, 547–548
income tax, 548
limited liability, 547
management, 549
name, 8
operating a corporation, 548–549
organization costs, 549
ownership rights of shareholders, 549
private corporation, 9, 10, 546, 758
public corporation, 9, 24, 546
publicly held corporations, 546
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correction of a prior period error, 
597–598

in cost of goods purchased, 270, 272
in cost of goods sold, 270
found aft er temporary accounts 

closed, 155
internal errors, 212
inventory errors, 270–272, 270f, 

271f, 272f
vs. irregularity, 68
material error, 465
misstatement of revenues or expenses, 

472–473
normal balance, use of, 51
prior period adjustment, 155
reversal of incorrect entry, 155
and trial balance, 68–69

estimated liability, 437–439
estimated useful life, 392
estimates

Allowance for Doubtful Accounts, 
343–345

change in accounting estimate, 597
estimated liability, 437–439
estimated uncollectibles, recording, 

343–346
estimated useful life, 392
inventories, estimating, 281–283

ethics
accounting scandals, 473
analysis, steps in, 7f
cash, classifi cation of, 703
in fi nancial reporting, 6–7
intentional misstatements, 472–473
irregularity, 68

euro, 16
European Union, 9, 16
exchanges of property, plant, and 

equipment, 398–400
expanded accounting equation, 

14–15, 15f
expense approach, 437
expense recognition criteria, 98, 471–472
expenses, 13, 463f

see also specifi c expenses
accrued expenses, 107–110
bad debt expense, 342–343
classifi cation of expenses, 216, 228
closing entries, 148
debit and credit rules, 52
function, 216
nature, 216
operating expenses, 200, 217, 689–690
order of listing, 149
payment of, 19–20
prepaid expenses, 12, 101–104, 

117–118, 158, 681–682
understatement of, 343f

distribution date, 587
dividends, 549, 553–554

cash dividends, 558–560, 697f
cash receipts from, 687
declaration date, 559, 587
distribution date, 587
dividend revenue, B5, B6
dividends record, 604–605
key dividend dates, 560f
payment date, 559
payout ratio, 604–605, 604f
preferred shares, 553–554
record date, 559
stock dividends, 586–587

dividends in arrears, 553–554
documentation procedures, 311
dollar signs, 69
dollars, 69
double diminishing-balance method, 

387, 387f
double-entry accounting system, 53, 68
double-underlining, 69
drawings, 13, 21, 52, 148

E
earnings. See profi t
earnings per share (EPS), 602–604, 602f, 

606, 754
earnings performance, 602–604
EBIT, 648, 749
economic entity concept, 10, 17, 461
economic events, 4, 16
economic factors, 759
eff ective-interest method of amortization, 

635, 636, 636f, 637f, 639, 639f
eff ective rate, 632, PV2
electronic funds transfer (EFT), 316, 

317–318
elements of the fi nancial statements, 15, 

462–463 463f
employee theft , 212
employees, cash payments to, 690
ending inventory, 225–226, 271
enhancing qualitative characteristics, 

465–466, 466f
enterprise, 9
environmental contingencies, 441
equation analyses, 56
equipment, 18, 21, 60, 382, 694–695

see also property, plant, and equipment
equity, 12, 158, 161, 463f

see also owner’s equity
equity instruments, B1
equity investments, B6–B7
equity vs. debt fi nancing, 628f, 629f
errors

bookkeeping errors, 68
correcting entries, 154–156

calculation of, 103–104
capital expenditures during useful life, 

390–391
cost, 384
declining-balance method, 387–388
depreciation methods, 385–389, 392
diminishing-balance method, 387–388
double diminishing-balance method, 

387, 387f
estimated useful life, 392
factors in calculation of, 384–385, 385f
impairments, 391–392
and income tax, 390
natural resources, 401–403
property, plant, and equipment, 384–390
residual value, 384, 385, 392
revising periodic depreciation, 390–393
statement presentation, 104
straight-line depreciation method, 103, 

103f, 385–386, 386f, 387, 389, 393f
units-of-production method, 388–389, 

388f, 401–402, 402f
useful life, 384–385, 392
usual life, 103

depreciation expense, 677–678
determinable liabilities, 434–436

bank overdraft , 435
current maturities of long-term debt, 

160, 436
operating line of credit, 435
short-term notes payable, 435–436

development, 406, 406f
diminishing-balance method, 387–388
direct method, 676, 685–691, 700f
disclosure

contingent liabilities, 443
of cost or revaluation model, 408
full disclosure, 267, 467–468
IFRS-ASPE diff erences, 410
inventory, 275
provisions, 443

discontinued operations, 593–594, 594f
discount (bond), 634, 635–638, 640, 640f, 

649, 678
discount rate, PV2
discounting the future cash fl ows, PV2
discounts

purchase discount, 206, 222, 223
purchase transactions, 206–207
quantity discount, 206
sales discount, 210, 224
sales transactions, 210–211

dishonest suppliers/vendors, 212
dishonoured note, 351–352
disinvestment, 21
disposal of natural resources, 403
disposal of property, plant, and 

equipment, 394–400
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corporation, 8
see also corporation

partnership, 8
see also partnership

proprietorship, 8, 14, 500, 502, 547, 550
start-ups, 550

fractions, 503
franchise, 407
fraud, 25, 308
fraud triangle, 308–309, 308f
free cash fl ow, 702, 702f, 750
free warranty service, 470
freight costs, 205, 222, 223
freight in, 222
full disclosure, 267, 467–468
fully diluted earnings per share, 603–604
function, 216
fundamental accounting equation. See 

accounting equation
fundamental qualitative characteristics, 

464–465, 465f
future cash fl ows, PV19–PV20, PV19f
future revenues, 104
future value, 99, 633, PV2

G
gains, 475, 678–679
general journal, 56, 57, 64, 111
general ledger, 57, 65, 112
general partner, 498
generally accepted accounting principles 

(GAAP), 9
see also accounting standards
changes over time, 10
conservatism, principle of, 273
economic entity concept, 10, 17
going concern assumption, 10
revenue recognition principle, 98, 208
time period concept, 96
U.S. GAAP, 9

gift  cards, 105, 433, 439
going concern assumption, 10, 462
Goldilocks issue, 276
Goods and Services Tax (GST), 12, 205
goods in transit, 259
goods sold on credit, 470
goodwill, 160, 160f, 407
government regulations, 547–548
gross accounts receivable, 344
gross profi t, 200, 217
gross profi t margin, 220–221, 220f, 752
gross profi t method, 281–282, 282f
gross sales, 211
guaranteed investment certifi cates 

(GICs), 323

H
Harmonized Sales Tax (HST), 205
hiring of employees, 61

fi nancial statements, 11–14
see also balance sheet; cash fl ow 

statement; fi nancial statement 
presentation; income statement; 
statement of owner’s equity

accounting equation, 12
adjusted trial balance, preparation 

from, 113–114, 115f
balance sheet, 11–12
building the fi nancial statements, 15–16
cash fl ow statement, 14
elements of the fi nancial statements, 15, 

462–463 463f
income statement, 12–13
interrelationships between, 23f
inventory cost determination method, 

267–269
inventory errors, 270–272, 270f, 271f, 272f
measurement, 16
merchandising operations, 216–220
objective of, 6
preparation of, 22–25
recognition, 16
statement of changes in shareholders’ 

equity, 598, 599–601, 601f, 606
statement of comprehensive income, 

14, 594–595, 595f, 606
statement of owner’s equity, 13, 24, 

147, 561
statement of partners’ equity, 507, 507f
statement of retained earnings, 

560–561, 561f, 598
use of information in, 24–25, 165–166, 

220–221, 701–703
work sheet, preparation from, 170

fi nancial year, 96
fi nancing activities, 670, 671, 672, 672f, 

696–697
fi rst-in, fi rst-out (FIFO) cost formula, 

262
periodic inventory system, 278–279, 

278f, 280f
perpetual inventory system, 262–264, 

263f, 264f, 267–269, 269f, 
279–280, 280f

fi scal year, 95, 96
fi xed assets. See property, plant, and 

equipment
fi xed interest rate, 643
fi xed principal payments, 643–644, 643f, 

645f, PV16, PV16f
fl oating interest rate, 643
FOB destination, 205, 209, 259, 470, 473
FOB (free on board), 259
FOB shipping point, 205, 209, 470
formation of a corporation, 548–549
forms of business organizations, 8f

accounting diff erences, 14

external auditors, 312
external review, 312
external users, 5

F
face value, 631, 634–635
factor, 356
fair value, 16, 472, 552, B5
fair value adjustment, B5, B6, B8
faithful representation, 464–465
FAS (free alongside), 205
“Father of Accounting,” 68
FCA (free carrier), 205
FIFO. See fi rst-in, fi rst-out (FIFO) cost 

formula
fi nancial calculators, and present value, 

PV4–5, PV5f, PV9–PV10
fi nancial information, 24

see also accounting information
fi nancial leverage, 629
fi nancial literacy, 5
fi nancial reporting

conceptual framework of accounting, 
460–461

cost constraint, 462
ethics in, 6–7
fi nancial statements. See fi nancial 

statements
going concern assumption, 462
objective of fi nancial reporting, 6, 

461–462
qualitative characteristics of useful 

fi nancial information, 
463–468

underlying assumption, 462
fi nancial statement analysis

basics of, 732–733
comparative analysis, 732–733
and comprehensive income, 758–759
horizontal analysis, 733, 734–737, 

734f
limitations of, 758–759
ratio analysis, 165–166, 733, 742–756
tools of analysis, 733
vertical analysis, 733, 738–741

fi nancial statement presentation
see also fi nancial statements
cash, 322–323, 323f
corporation, 563–564
corrections of prior period errors, 

598, 598f
current liabilities, 442–443, 442f
inventory, 275–276
long-lived assets, 408–409, 408f
non-current liabilities, 647, 647f
partnership, 507
receivables, 353, 353f
shareholders’ equity, 563–564, 564f
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instalments, 642
insurance, 61, 102–103, 158
intangible assets, 160, 160f, 403

accounting for, 404
amortization, 404
with fi nite lives, 404–406
goodwill, 160, 160f, 407
impairment loss, 404
with indefi nite lives, 406–407

intentional misstatements, 472–473
intercompany comparison, 733, 740–741, 

747, 747f, 750f, 756f, 758
interest, 108–109, 108f, 503–505

calculation of, 435
cash payments for, 690
cash receipts from, 687
compound interest, PV1–PV2, PV2f
notes receivable, 350–351, 350f
on overdrawn amounts, 435
simple interest, PV1, PV1f, PV2f

interest coverage ratio, 648, 648f, 749
interest expense, 635
interest payable, 160, 436
interest rates

annual rates, 436
on credit cards, 341
fi xed interest rate, 643
fl oating (variable) interest rate, 643
market interest rate, 632
for note payable, PV17–PV18
and present value, PV10–11
prime rate, 435

interest receivable, 158
interest revenue, 340, B3–B4, B5, B7
interim periods, 96
internal auditors, 312
internal control, 309

bank accounts, 318–322
cash controls, 313–318
control activities, 309–312
eff ective internal control systems, 309
fraud, 308–309, 308f
limitations of, 312
over cash payments, 317–318, 317f
over cash receipts, 314–316, 314f

internal review, 311–312
internal users, 5, 5f
International Financial Reporting 

Standards (IFRS), 9, 459, 546
see also IFRS-ASPE diff erences
adjusting entries, 99
amortization, 103, 120
balance sheet presentation, 161–162
comprehensive income, 759
conceptual framework, 461
cost constraint, 462
cost model, 384, 472
current assets, 322

statement of comprehensive income, 606
terminology, 120, 410, 444

impairment loss, 391, 404, 407
impairments, 391–392, 403, 407, 410
imputed rate, PV2
income

accumulated other comprehensive 
income, 565

comprehensive income, 593–595
net income. See profi t
other comprehensive income, 

594–595, 606, 758–759
income and loss ratio. See profi t and loss ratio
income statement, 12–13

see also fi nancial statements
cash, 674
classifi cation of expenses, 216, 228
corporate income statements, 

556–557, 557f
discontinued operations, 593, 594f
expenses, 13, 149
horizontal analysis, 736–737, 736f
inventory cost determination method, 

267–268, 268f
inventory errors, 270–272, 270f, 271f
multiple-step income statement, 

217–218, 219f, 226–227, 226f
preparation of, 22–24
retained earnings, 556–557
revenues, 13
single-step income statement, 216, 216f
vertical analysis, 741

Income Summary, 147, 148, 149
income tax

capital cost allowance (CCA), 390
cash payments, 691
corporate income tax, 548
and depreciation, 390
intraperiod tax allocation, 593

income tax payable, 160, 683–694
independent checks of performance, 

311–312
India, 9
indirect method, 676, 677–684, 677f

current liabilities, changes in, 682–684
gains and losses, 678–679
net cash, 683, 684, 684f
noncash current assets, changes in, 

679–682, 679f
noncash expenses and revenues, 677–678

information quality, 759
initial public off ering (IPO), 551
instalment notes, 642–645

blended payments, 644–645, 644f, 645f
current portion, 645, 645f
fi xed principal payments, 643–644, 

643f, 645f
non-current portion, 645, 645f

historical cost, 16
historical cost principle. See cost 

principle
honouring of notes receivable, 351
horizontal analysis, 733, 734–737, 734f, 

735f, 736f
horizontal percentage change for period, 

735, 735f
horizontal percentage of base-period 

amount, 734, 734f
human resource controls, 312

I
identity, protection of, 313
IFRS. See International Financial 

Reporting Standards (IFRS)
IFRS-ASPE diff erences

accounting policy, diff erences in, 760
accounting standards, 26
accumulated other comprehensive 

income, 565
adjusting entries, timing of, 120
authorized share capital, 565
bond discount and premium 

amortization, 649
choice of standards, 10
classifi cation of assets, 162, 173
classifi cation of expenses, 228
comprehensive income, 760
conceptual framework, 475
conservatism, 475
constraint, 475
contingent loss, 444
defi nition of elements, 475
disclosure, 410
dividends, classifi cation of, 704
earnings per share (EPS), 606, 760
equity reporting, 26
gains and losses, 475
goodwill, impairment of, 410
impairment, 410
income reporting, 26
intangible assets, 410
interest, classifi cation of, 704
issue of shares for services or noncash 

assets, 565
level of accounting information 

required, 26
order of presentation, 173
other comprehensive income, 606
property, plant, and equipment, 

valuation of, 410
qualitative characteristics of accounting 

information, 467, 475
retained earnings, changes in, 565
statement name, 162, 173
statement of changes in shareholders’ 

equity, 606
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K
known liabilities. See determinable 

liabilities

L
labour unions, 6
land, 11, 381, 693
land improvements, 381
lawsuits, 441
ledger, 57

general ledger, 57, 65, 204f
posting, 58–59, 58f
standard form of account, 57–58
subsidiary accounts receivable ledger, 

339–340, 339f
subsidiary ledger, 204, 204f
three-column form of account, 58

legal capital, 551, 558
legal title, 259–260, 470
liabilities, 12, 463f

current liabilities. See current liabilities
debit and credit rules, 51–52
non-current liabilities. See non-current 

liabilities
licences, 407
limited liability, 8, 547
limited liability partnership (LLP), 495, 498
limited partner, 498
limited partnership (LP), 498
liquidated assets, 274
liquidation, 554
liquidity, 165

and current ratio, 166
liquidity ratios. See liquidity ratios
order of liquidity, 158, 160, 162, 173, 322

liquidity ratios, 165, 742, 743–748, 746f, 747f
list price, 553
long-lived assets

analysis, 409
disposals, 394–400
intangible assets, 160, 160f, 403–407
natural resources, 401–403
presentation, 408–409, 408f
property, plant, and equipment. See 

property, plant, and equipment
long-term debt. See non-current liabilities
long-term debt instruments, B2
long-term investments, 158–159, 159f
long-term liabilities. See non-current 

liabilities
long-term obligations. See non-current 

liabilities
loss, 13, 475

indirect method, 678–679
other comprehensive income (loss), 

594–595
partnership, 501–505, 505f

lower of cost and net realizable value 
(LCNRV), 273–274

inventory costing
average cost formula, 264–265, 264f, 

265f, 267–269, 269f
cost formulas, 262–265
determination of inventory quantities, 

258–260
fi nancial statement eff ects, 267–269
fi rst-in, fi rst-out (FIFO) cost formula, 

262–265, 263f, 264f, 267–269, 269f
inventory cost determination methods, 

261–265
periodic inventory system, 277–280
perpetual inventory system, 261–265
specifi c identifi cation, 261–262, 261f
weighted average unit cost, 264, 264f

inventory estimates, 281–283
inventory systems, 201–203

choosing an inventory system, 202–203
periodic inventory system, 202, 202f, 

222–227
perpetual inventory system, 201–202, 

202f
inventory turnover, 276, 276f, 745–746, 747
investee, B2, B8–B9
investing activities, 670, 671, 672, 672f, 

693–695
investments, 11

admission by investment, 509–512
bonds, as investment, B2–B4, B3f, 

B7–B9
classifi cation of investments, B1, B1f
debt investments, B7–B9
debt investments reported at amortized 

cost, B2–B4
disinvestment, 21
equity investments, B6–B7
long-term investments, 158–159, 159f
non-strategic investments, B1
by owner, 17, 60
in shares, 605, 757
short-term investments, 158
trading investments, 691, B1, B5–B9

investments by the owner, 13
investors, 461, 470, B2, 5, B8–B9
irregularity, 68
issued shares, 551
IT controls, 311, 311f

J
Japan, 9
journal, 55

account titles, 57
cash payments journal, 317
cash receipts journal, 315
compound entry, 57
general journal, 56, 57, 64
journalizing, 56–57
special journal, 315

journalizing, 56–57

International Financial Reporting 
Standards (IFRS) (continued)

current liabilities, 442
debt instruments, B2
depreciation, 120
disclosure of cost or revaluation 

model, 408
discontinued operations, 594
dividends, classifi cation of, 672, 704
earnings per share, 603
expenses, 216
fi nancial statements, preparation of, 99
goodwill, 407
historical cost, 16
impairment loss, 391, 392, 404, 407
intangible assets, 404
interest, classifi cation of, 672, 704
inventory, 276
issue of shares for services or noncash 

assets, 552
organization costs, 549
property, plant, and equipment, 384, 472
provisions, 440
revaluation model, 384, 392, 472
statement of changes in shareholders’ 

equity, 560, 598, 599–601, 601f
statement of comprehensive income, 

14, 594–595, 595f
statement of fi nancial position, 162
trading investments, B5

intracompany comparison, 733, 739–740, 
746f, 750f, 755f

intraperiod tax allocation, 593
inventory, 11, 158, 200

see also inventory systems; 
merchandising operations

beginning inventory, 225, 270
changes in, 680–681
days sales in inventory, 276, 276f
determination of inventory quantities, 

258–260
disclosure, 275
ending inventory, 225–226, 271
errors, 270–272, 270f, 271f, 272f
estimates, 281–283
fi nancial statement eff ects, 267–272
gross profi t method, 281–282, 282f
inventory costing. See inventory costing
inventory turnover, 276, 276f
lower of cost and net realizable value 

(LCNRV), 273–274
ownership of goods, determination of, 

259–260
physical inventory count, 203, 257, 

258–259, 261
presentation, 275–276
retail inventory method, 282–283, 283f
subsidiary inventory records, 204–205
valuation, 205
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operating activities, 670, 671, 672f, 676–692
direct method, 676, 685–691
indirect method, 676, 677–684, 677f
net cash from, vs. profi t, 671

operating cycle, 157–158, 158f, 355f, 746
operating expenditures, 380
operating expenses, 200, 217, 689–690
operating line of credit, 435
order of presentation, 158, 160, 162, 173, 322
ordinary repairs, 391
organization costs, 549
other comprehensive income (loss), 

594–595, 606, 758–759
overdraft  protection, 323
owner

of business, 13
investment by owner, 17, 60
withdrawal of cash, 21, 62

owner’s capital, 52, 147, 148
owner’s equity, 12

debit and credit rules, 52
drawings, 13, 21, 52
owner’s capital, 52
statement of owner’s equity, 13
transactions, eff ects of, 13f, 21

ownership of goods, 259–260, 470
ownership rights of shareholders, 549

P
Pacioli, Luca, 68
par value, 551
partial payment, 63
partner’s equity, 507f
partnership, 8, 496, 547

admission by investment, 509–512
admission by purchase of a partner’s 

interest, 508–509
admission of a partner, 508–512
advantages and disadvantages, 498–499
association of individuals, 497
basic partnership accounting, 500–507
bonus to departing partner, 514–515
bonus to new partner, 511–512
bonus to old partners, 510–511
bonus to remaining partners, 515–516
characteristics, 496–498, 496f
closing entries, 502–503
co-ownership of property, 497
death of a partner, 516
division of profi t or loss, 497, 501–505, 

505f
equity, reporting of, 14
fi nancial statements, 507
formation of partnership, 500–501
general partner, 498
limited liability partnership (LLP), 

495, 498
limited life, 497
limited partner, 498

multiple-step income statement, 217–218, 
219f, 226–227, 226f

mutual agency, 497

N
national balance sheet accounts, 164
natural resources, 401–403
nature, 216
negative numbers, 97, 691, 695, 697
net book value, 104, 384
net cash, 683, 684, 684f, 695f, 698f
net earnings. See profi t
net income. See profi t
net purchases, 223, 225, 225f
net realizable value (NRV), 273, 342, 

343, 344
net sales, 211, 217
net worth, 164
neutral, 464–465
no capital defi ciency, 517, 518–520, 519f
no par value shares, 551
nominal accounts, 146

see also temporary accounts
non-current assets, 158–160, 162
non-current liabilities, 161, 161f, 628

analysis, 647–648
bonds payable, 631–641
debt to total assets, 647–648, 647f
debt vs. equity fi nancing, 628f
instalment notes payable, 642–645
interest coverage ratio, 648, 648f
presentation, 647, 647f

non-fi nancial information, 24
non-operating activities, 218
non-strategic investments, B1
nonbank credit card sales, 340–341
noncash assets, issue of shares for, 

552, 565
noncash current assets, 679–682, 679f
noncumulative, 554
nonpayment of defi ciency, 522–523, 523f
not-for-profi t, 546
note payable, 12, 109, 160, 435

instalment notes payable, 642–645
mortgage note payable, 643
present value, application of, 

PV15–PV18, PV16f
notes receivable, 158, 338, 349–352

see also receivables
dishonouring of, 351–352
disposing of, 351–352
honouring of, 351
interest, 350–351, 350f
recognition, 350–351
valuation, 351

NSF (not suffi  cient funds), 321–322

O
objective of fi nancial reporting, 6, 

461–462

M
mail-in receipts, 316
maker, 349
manual accounting systems, 55, 58
manufacturing company, 275
market interest rate, 632
market price of a bond, PV12–PV14, 

PV12f, PV13f, PV14f
market value, 472

see also fair value
market value of shares, 551
market value of the bond, 631, 632–633
marketable securities, 158
matching principle, 438
material error, 465
materiality, 464
maturity date, 631
measurement, 16, 472–473
merchandise available for sale, 158
merchandise inventory. See inventory
merchandising operations, 200–203

adjusting entries, 212, 214f
classifi ed balance sheet, 219–220, 219f
closing entries, 212–213, 214f
completion of accounting cycle, 

212–215, 227
cost of goods sold. See cost of goods sold
discounts, 206–207, 210–211
fi nancial statements, 216–220
fl ow of inventory costs, 201f
freight, 209
freight costs, 205
gross profi t margin, 220–221, 220f
inventory, classifi cation of, 275
inventory systems. See inventory 

systems
merchandise purchase transactions, 

203–207, 222–223
merchandise sales transactions, 

208–211, 223–224
multiple-step income statement, 

217–218, 219f, 226–227, 226f
post-closing trial balance, 214
profi t margin, 221, 221f
purchase allowance, 206
purchase return, 206
sales returns and allowances, 209–210
sales taxes, 205, 209
single-step income statement, 216, 216f
subsidiary inventory records, 204–205
use of information in fi nancial 

statements, 220–221
Mexico, 9
mispricing, 212
misstatements, 472–473
mobile payment, 316
monetary unit assumption, 16
monitoring, 309
mortgage note payable, 643
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principal, 108
principle. See accounting standards
principles-based standards, 10
prior period adjustment, 155, 597–598
private corporation, 9, 10, 546, 758

see also Accounting Standards for 
Private Enterprises (ASPE)

pro-rate, 386
product warranties, 437–438, 470
profi t, 13

calculation of, 169
distribution of corporate profi t, 549
gross profi t, 200, 217
merchandising company, 200, 201f
merchandising operations, 218
vs. net cash provided by operating 

activities, 671
owner’s equity, eff ect on, 13
partnership, 497, 501–505, 505f
reinvestment of, 549
service company, 200, 201f

profi t and loss ratio, 502, 503, 522
profi t from operations, 217–218
profi t margin, 221, 221f, 752
profi t ratio. See profi t and loss ratio
profi tability ratios, 165, 220, 742, 752–756, 

755f, 756f
promissory note, 349–352, 349f
property, plant, and equipment, 159–160, 

159f, 380, 384
basket purchase, 382, 383f
buildings, 382
cost, determination of, 380–383
cost allocation, 382–384
cost model, 384
depreciation, 384–390
disposals, 394–400
equipment, 382
exchanges, 398–400
IFRS-ASPE diff erences, 410
impairments, 391–392
land, 381
land improvements, 381
multiple assets, 382–383
overvaluation, 391
retirement of, 395–396
revaluation model, 384, 392
revising periodic depreciation, 

390–393
sale of, 396–398
signifi cant components, 383
undervaluation, 391

proprietorship, 8, 14, 500, 502, 
547, 550

Provincial Sales Tax (PST), 12, 205
provincial securities commissions, 548
provisions, 437–439, 440–441, 

443, 444

merchandise sales transactions, 208–211
multiple-step income statement, 

217–218, 219f
vs. periodic inventory system, 202f, 

222, 224
personal balance sheet, 164
personal equity, 164
petty cash fund, 318
physical controls, 311, 311f
physical inventory count, 203, 257, 

258–259, 261
positive numbers, 691, 695, 697
post-closing trial balance, 151–152, 151f, 

214, 227
posting, 58–59, 58f, 150–151
preferred shares, 549, 553

convertible preferred shares, 554–555
dividend preference, 553–554
liquidation preference, 554
redeemable (callable) preferred 

shares, 555
retractable preferred shares, 555

premium (bond), 634, 638–640, 640, 640f, 
649, 678

prepaid expenses, 12, 101–104, 117–118, 
158, 681–682

prepaid insurance, 102–103
prepayments, 100

adjusting entries, 101–106
prepaid expenses, 12, 101–104, 

117–118, 158, 681–682
unearned revenues, 104–105, 118–119

present value, 632
of a bond, PV12–PV14, PV12f, PV13f, 

PV14f
computer spreadsheets, PV5–PV6, PV10
and current market value of a bond, 633
discounting the future amounts, 632
face value of bond, 633
fi nancial calculators, PV4–5, PV5f, 

PV9–PV10
formula, PV3
future cash fl ows, PV19–PV20, PV19f
of interest payments, 633
interest rates, PV10–PV11
notes payable, PV15–PV18, PV16f
of series of future cash fl ows 

(annuities), PV8–11, PV8f, PV9f
of single future amount, PV2–PV6
tables, PV3–PV4, PV9, PV10–11
time periods of less than one year, PV10

presentation order. See order of 
presentation

previously written-off  uncollectible 
account, 347–348

price-earnings (PE) ratio, 604, 604f, 
754–755

prime rate, 435

partnership (continued)
limited partnership (LP), 498
liquidation, 517–523
mutual agency, 497
partners’ equity, 12
profi t and loss ratio, 502, 503
salaries, interest, and remainder in 

fi xed ratio, 503–505
unlimited liability, 8, 498
withdrawal by payment from partners’ 

personal assets, 513
withdrawal by payment from partner-

ship assets, 513–516
withdrawal of a partner, 513–516

partnership agreement, 8, 499
partnership dissolution, 497
partnership liquidation, 517

capital defi ciency, 517, 520–521, 521f
no capital defi ciency, 517, 518–520, 519f
nonpayment of defi ciency, 522–523, 523f
payment of defi ciency, 521–522, 521f
realization, 517

patents, 11, 405
payee, 349
payment date, 559
payment from partners’ personal assets, 513
payment from partnership assets, 513–516
payment of defi ciency, 521–522, 521f
payments, cash. See cash payments
payout ratio, 604–605, 604f, 755
percentage-of-completion method, 471
percentage of receivables approach, 343
percentages, 503
periodic inventory system, 202

average cost formula, 279–280, 279f, 280f
completion of accounting cycle, 227
cost of goods sold, 202, 202f, 224–226
fi rst-in, fi rst-out (FIFO) cost formula, 

278–279, 278f, 280f
inventory cost formulas, 277–280
merchandise purchase transactions, 

222–223
merchandise sales transactions, 223–224
multiple-step income statement, 

226–227, 226f
vs. perpetual inventory system, 202f, 

222, 224
permanent accounts, 146, 146f
perpetual inventory system, 201–202, 202f

average cost formula, 264–265, 264f, 
265f, 279–280, 280f

completion of accounting cycle, 212–215
cost of goods sold, 202, 202f
fi rst-in, fi rst-out (FIFO) cost formula, 

262–264, 263f, 264f, 279–280, 280f
inventory cost formulas, 261–265
merchandise purchase transactions, 

203–207
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defi cit, 562
reporting retained earnings, 560–562
statement of retained earnings, 

560–561, 561f
retained earnings restrictions, 558–559
retirement of assets, 395–396
retractable preferred shares, 555
return of goods, 470
return on assets, 409, 409f, 753
return on equity, 564–565, 565f, 753–754
return on investment. See return on equity
revaluation model, 384, 392, 408, 472
revenue approach, 437
revenue recognition criteria, 95, 98, 

469–471
revenue recognition principle, 98, 208
revenues, 13, 463f

accrued revenues, 106–107
closing entries, 148
common revenue transactions, 98
debit and credit rules, 52
dividend revenue, B5, B6
interest revenue, 340, B3–B4, B5, B7
sales revenue, 200
unearned revenues, 12, 104–105, 

118–119, 160, 439
reversal of incorrect entry, 155
reverse stock split, 588
reversing entry, 154, 170–172
risk assessment, 309
royalties, 407
RT (returned item), 321
rules-based standards, 10
Russia, 9

S
salaries, 62, 109–110, 503–505
salaries payable, 160
sale of goods, 470–471
sale of property, plant, and equipment, 

396–398
sales, 200

of bonds, B8
gross sales, 211
of merchandise, 208–211
net sales, 211
of shares, B7

sales discount, 210, 224
sales invoice, 204f
sales returns and allowances, 209–210, 223
sales revenue, 200
sales taxes, 205
sales taxes payable, 160
salvage value. See residual value
Sarbanes-Oxley Act, 309
secondary market, 551
segregation of duties, 310–311
service component, 470–471

receivables
acceleration of cash receipts from, 

355–356
accounts receivable. See accounts 

receivable
analysis, 353–355
loans secured by, 355
notes receivable. See notes receivable
presentation, 353, 353f
sale of, 355–356
trade receivables, 338

receivables turnover ratio, 354, 354f, 
744–745, 747

receiving report, 317
recognition, 16

accounts receivable, 338–341
notes receivable, 350–351
violation of recognition concept, 472–473

recognition criteria, 469
expense recognition criteria, 471–472
revenue recognition criteria, 95, 98, 

469–471
record date, 559
recording process, 54

analysis of transactions, 54–55
in computerized accounting 

systems, 55
illustration of, 59–65
journalizing, 56–57
in manual accounting systems, 55
posting, 58–59, 58f

recoverable amount, 391
RED (revenue, expenses, and drawings), 

147
redeemable bonds, 631
redeemable preferred shares, 555
redemption of bonds, 640–641, 641f
redemption price, 641
refunds, 470
Registered Retirement Savings Plan 

(RRSP), 550
relevance, 464
rent, 61, 158
research, 405, 406f
research and development (R&D) costs, 

405–406, 406f
residual equity, 12
residual value, 384, 385, 387, 392
responsibility, 309–310
restricted cash, 323
resumé, 468
retail inventory method, 282–283, 283f
retained earnings, 556, 564, 697

cash dividends, 558–560
changes in, 565
closing entries, 561–562
corporate income statements, 

556–557, 557f

public accounting fi rms, 506
public corporation, 9, 24, 546

see also International Financial 
Reporting Standards (IFRS)

Public Servants Disclosure Protection 
Act, 25

publicly accountable enterprises, 9
publicly held corporations, 546
purchase discount, 206, 222, 223
purchase invoice, 204f
purchase of a partner’s interest, 

508–509
purchase orders, 317
purchase returns and allowances, 206, 

222, 223
purchase transactions

cash purchases, 18
credit purchases, 18, 19, 60, 61
merchandise, purchase of, 203–207
purchase on account, 18

Q
qualitative characteristics of accounting 

information
application of qualitative 

characteristics, 466–467
comparability, 465
complete, 464
enhancing qualitative characteristics, 

465–466, 466f
faithful representation, 464–465
fundamental characteristics, 

464–465, 465f
IFRS-ASPE diff erences, 467
materiality, 464
neutral, 464–465
relevance, 464
timeliness, 466
understandability, 466
verifi ability, 466

quality of information, 759
quantity discount, 206
quick ratio. See acid-test ratio

R
ratio analysis, 165–166, 733, 742

see also specifi c ratios
liquidity ratios, 165, 742, 743–748, 

746f, 747f
profi tability ratios, 165, 220, 742, 

752–756, 755f, 756f
solvency ratios, 165, 742, 748–751, 

750f, 751f
reacquisition of shares, 590–592
real accounts, 146

see also permanent accounts
realizable value, 472
realization, 517
receipts. See cash receipts
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trade payables, 435–436
trade receivables, 338
trademark, 406–407
trading investments, 158, 691, B1, B5–B9
trading securities, 158
transaction. See accounting transactions
transaction analysis, 17–22

investment by owner, 17
payment of accounts payable, 20
payment of expenses, 19–20
purchase of advertising on credit, 19
purchase of equipment for cash, 18
purchase of supplies on credit, 18
receipt of cash on account, 20
services provided for cash, 18–19
services provided for cash and credit, 19
signed contract to rent equipment, 20–21
withdrawal of cash by owner, 21

transaction fees, 315
transaction identifi cation process, 16f
transferable ownership rights, 547
treasury bills, 323
treasury shares, 590
trend analysis, 734–737
trial balance, 67–68, 67f, 101f

adjusted trial balance. See adjusted trial 
balance

balanced trial balance, 67
errors, locating, 68–69
expenses, order of listing, 149
limitations of, 68
post-closing trial balance, 151–152, 

151f, 214, 227
preparation from work sheet, 167

tuition fees, 99

U
uncertain liabilities, 437–439
uncollectible account expense, 342
uncollectible accounts, 342, 346–348
underlining, 69
understandability, 466
unearned revenues, 12, 118–119, 160, 439
United States

accounting standards, 9
par or stated value, 551
reacquired shares, 590
U.S. dollar, 16

units-of-activity method, 388–389
units-of-output method, 388–389
units-of-production method, 388–389, 

388f, 401–402, 402f
university tuition fees, 99
unlimited liability, 8, 498
U.S. GAAP, 9
useful life, 384–385, 390–391, 392
users of accounting information, 5–6, 461
usual life, 103

stated value, 551
statement of cash fl ows. See cash fl ow 

statement
statement of changes in equity. 

See statement of changes in 
shareholders’ equity

statement of changes in shareholders’ 
equity, 560, 598, 599–601, 601f, 606

statement of comprehensive income, 14, 
594–595, 595f, 606

statement of earnings. See income 
statement

statement of fi nancial position, 156, 162
see also balance sheet

statement of management responsibility 
for the statements, 24

statement of operations. See income 
statement

statement of owner’s equity, 13, 24, 147, 561
statement of partners’ equity, 507, 507f
statement of retained earnings, 560–561, 

561f, 598
statement of shareholders’ equity. See 

statement of changes in 
shareholders’ equity

stock dividends, 586–587, 589f
Stock Dividends Distributable, 587
stock market, 551, 757
stock splits, 587–588, 589f
stockouts, 199
straight-line depreciation method, 103, 

103f, 385–386, 386f, 387, 389, 393f
student loans, 436, 630, PV18
subsidiary accounts receivable ledger, 

339–340, 339f
subsidiary inventory records, 204–205
subsidiary ledger, 204
suppliers, 688–689
supplies, 18, 61, 101–102, 158
supplies expense, 102

T
T account, 50, 57, 502
tangible assets, 401, 403
taxing authorities, 6
temporary accounts, 146, 146f, 213, 227
term bonds, 631
term deposits, 322–323
terms of sale, 259f
theft , 212
three-column form of account, 58
time period concept, 96
time value of money, 632
timeliness, 466
times interest earned ratio, 648
timing issues, 96–99
trade-in allowance, 398
trade name, 406–407

service contracts, 471
services

cash receipt for, 63
issue of shares for services, 552, 565
performed on account, 62
provision of, 18–19

share capital, 14, 550, 564
see also share transactions
authorized shares, 551, 565
common shares, 549, 552–553
initial public off ering (IPO), 551
issued shares, 551
legal capital, 551
market value of shares, 551
preferred shares, 549, 553–555
share issue considerations, 550–551
treasury shares, 590

share investments, 605, 757
share transactions

issue of shares for cash, 552
issue of shares for services or noncash 

assets, 552, 565
reacquisition of shares, 590–592
reverse stock split, 588
stock dividends, 586–587, 589f
stock splits, 587–588, 589f

shareholders, 546, 549
shareholders’ equity, 12, 559, 563–564, 564f

analysis of, 602–605
changes in, 599–601
dividends record, 604–605
earnings per share (EPS), 602–604, 602f
earnings performance, 602–604
statement of changes in shareholders’ 

equity, 560, 598, 599–601, 601f
summary of shareholders’ equity trans-

actions, 599
shipment of goods, 470
shipping terms, 205, 205f, 209
shoplift ing, 212
short-term debt instruments, B2
short-term investments, 158
short-term notes payable, 435–436
shrinkage, 212
signifi cant components, 383
signifi cant noncash activities, 672
simple interest, PV1, PV1f, PV2f
single-step income statement, 216, 216f
solvency ratios, 165, 742, 748–751, 750f, 751f
source document, 54
special journal, 315
specifi c identifi cation, 261–262, 261f
spreadsheets, PV5–PV6, PV10
stakeholders, 670
standard balance sheet classifi cations, 

156–161, 156f
standards. See accounting standards
start-ups, 550
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work sheet, 153–154
fi nancial statements, preparation of, 

170
preparation of work sheet, 167–169, 

168f
working capital, 165, 165f
workplace fraud, 25
write-off  of uncollectible accounts, 

346–348

Y
yuan, 16

W
warranties, 437–438, 470
weighted average number of shares, 603
weighted average unit cost, 264, 

264f, 279
whistleblowers, 25
withdrawal by payment from partners’ 

personal assets, 513
withdrawal by payment from partnership 

assets, 513–516
withdrawal of a partner, 513–516
withdrawal of cash by owner, 21, 62

V
vacations, 312
valuation

accounts receivable, 342–348
inventory, 205

see also inventory costing
notes receivable, 351

variable interest rate, 643
verifi ability, 466
vertical analysis, 733, 738–741, 739f, 740f
vertical percentage of base amount, 738, 

738f
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