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Preface
Financial Accounting, Second Canadian Edition, in combination with MyAccountingLab, trans-
lates the essentials of accounting to students so they understand “why” and “when” financially 
sound decisions are made in business today. Financial Accounting and MyAccountingLab 
work together to solidify students’ understanding of the language of business, leading them 
to success.

Financial Accounting, Second Canadian Edition, was originally adapted from an innova-
tive text published in the United States. We took on the project of adapting this book for a 
Canadian audience because we found in the original text a solid foundation on which to 
build a Canadian financial accounting textbook. The features of the text, such as its focus 
on decision making, the clarity of its writing style, its innovative pedagogical features and 
approach to the visuals, and, of course, MyAccountingLab, provided an excellent starting 
point for the Canadian edition.

Improvements made to the second Canadian edition have been focused on satisfying 
the differing needs and abilities of students. This edition has been enhanced with new 
pedagogical features designed to help students approach the material from different per-
spectives. This new edition also boasts enhanced coverage of the International Financial 
Reporting Standards (IFRS) and the Accounting Standards for Private Enterprise (ASPE), 
clearly distinguishing between these two approaches throughout the text.

We have been teaching financial accounting for many years and have prepared this text 
so that it highlights the relevance of accounting to all students, whether or not they are plan-
ning a career in accounting. The text is written in a way that provides students with coverage 
of the essential financial accounting concepts and in a way that will help them relate these 
concepts to their everyday lives:

•	Focus	on	Decision	Making

 Beginning with Chapter 1, an emphasis is placed on the importance of making financially 
sound business decisions. This emphasis helps students determine how much risk and 
impact is involved in the types of decisions they may encounter in their future careers. 
Ethics and ratio coverage are also woven throughout the text to continually support this 
decision-making focus.

•	Coverage	of	IFRS	and	ASPE

 IFRS and Canadian ASPE are used in Canada for different business sectors—publicly 
accountable entities and private enterprises. There are many similarities in IFRS and 
Canadian ASPE; therefore, this textbook focuses its discussion on IFRS. There are a few 
specific topics that are treated differently in IFRS and Canadian ASPE, and in these situ-
ations, the differences are described and highlighted. Where relevant, we have included a 
new table at the end of each chapter outlining the differences between IFRS and ASPE 
as they relate to the topic at hand.

•	Balanced	Coverage

 It is important for students to understand how financial accounting applies in small 
business scenarios as well as corporate ones. Financial Accounting, Second Canadian 
Edition, provides a straightforward look at the way many different types of organizations 
use accounting to ensure students are equipped with the knowledge they need.

Students also need to understand both the “how” and the “why” of accounting. This text 
offers an appropriate blend of two perspectives—the preparer of accounting information and 

xv
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the user of accounting information—and uses this balanced approach to provide students 
with a solid grasp of accounting fundamentals and a clear understanding of how account-
ing information is used to make good business decisions. By demonstrating not only how 
to create information that communicates the activities of an organization but also why this 
information is important to a wide variety of users, the reader will see the relevance of financial 
accounting for anyone in society.

This text would be appropriate for any introductory financial accounting course. The 
book covers the concepts needed for accounting majors pursuing an accounting designa-
tion, but it is also appropriate for non-accounting students due to the interactive and 
user-friendly approach. The end-of-chapter problems cover a range of levels of difficulty, 
which, when combined with the Demo Doc problems in each chapter and the unlimited 
problems available in MyAccountingLab, will enable students who have never been 
exposed to accounting to work their way up to the more challenging problems, and 
ensure that those students who excel in the concepts will still be able to work on chal-
lenging problems.

This adaptation started with an American text that had many of the necessary elements 
for a Canadian market. We made a number of important changes to make the text relevant to 
a Canadian audience. Most importantly, coverage in the Canadian text is based on the IFRS 
and ASPE. Concepts that were not relevant to Canada, such as LIFO, were replaced with 
complete coverage of concepts that are relevant. Chapter 1 now incorporates an introduction 
to the careers in accounting that are available in Canada, both IFRS and ASPE are described 
and introduced, and terminology changes (for example, from stockholder to shareholder) are 
implemented. Chapter 4, which details the relationship between ethics and accounting, 
required significant adaptations to make the material relevant to Canadian students. Canadian 
accounting scandals and the impact of international accounting scandals on the Canadian 
accounting system are presented. The perpetual inventory system is illustrated in detail, while 
the periodic inventory system is presented in the appendix to Chapter 5. The LIFO cost flow 
assumption is removed from Chapter 6. A new appendix to cover accounting for leases is 
added to Chapter 8. The concept of par value shares is removed from the discussion of shares 
in Chapter 10. The Canadian edition is also full of Canadian examples and stories, which will 
help to create an interest among students in the Canadian business environment.

ORgAnizAtiOn
The second Canadian edition of Financial Accounting takes a cumulative approach to the 
concepts. Each topic builds on the knowledge of the previous chapters. The placement of a 
brief look at the financial statements in the first chapter helps to tie each of the following 
chapters together. The text also incorporates a blend of theory and application. Readers are 
provided with the tools necessary for understanding the creation of the financial statements 
through technical details and resources such as the Demo Doc problems and end-of-chapter 
questions. At the same time, readers are able to see how the concepts are relevant to all 
users of financial statements through examples, the presentation of various perspectives, and 
features such as the Focus on Users box.

Financial Accounting, Second Canadian Edition, begins with the introduction of account-
ing as the language of organizations. This is followed by what a career in accounting might be 
like, then a brief description of financial statements. This description of the financial statements 
is used to link the chapters together as each chapter delves deeper into specific elements of 
the financial statements.

Next, the text demonstrates the accounting equation and works through the accounting 
cycle, continuously referring back to the accounting equation. Concepts are built one on top 
of the other in layers that will eventually result in a complete picture of the financial state-
ments, including a wide breadth of knowledge along with significant depth of detail.
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Once the fundamentals have been presented, a full chapter is devoted to examining 
how ethics and accounting merge together. This chapter is filled with real-life examples that 
will ground the discussion and provide students with an idea of how significant an issue 
ethics can be.

Chapters 5 through 10 tackle the various groups of accounts (assets, liabilities, sharehold-
ers’ equity). Each chapter covers the most important concepts for each type of account in 
enough depth to prepare students for subsequent financial and managerial accounting courses.

The text then returns to the financial statements by demonstrating the creation of the 
statement of cash flows and its uses, followed by an in-depth look at financial statement 
analysis in the final chapter. This brings the text full circle from starting with the financial state-
ments, then breaking them down into their various elements, and returning back to the state-
ments in full detail with a view to describing what the financial statements tell us, the users.

NEW to thE SEcoNd caNadiaN EditioN
In addition to a thoroughly revised and updated text, the second Canadian edition boasts a 
number of new features and enhancements.
1.  Conceptual Framework: The conceptual framework has been enhanced in Chapter 1 

and throughout the book.
2.  Coverage of IFRS and ASPE: Coverage of IFRS and ASPE has been thoroughly 

updated and enhanced throughout the book. Marginal icons indicate where IFRS and 
ASPE are mentioned in the main text, and the end of each chapter boasts a table sum-
marizing how IFRS and ASPE approach the key concepts covered in the chapter.

3.  Transaction Analysis: Transaction analysis has been incorporated in the margins 
throughout the book, in equation format.

4.  Investments Appendix: In response to instructor needs, we have added an appendix 
at the end of the book dealing with accounting for investments.

5.  Increased Coverage of Canadian Companies: Wherever possible, Canadian compa-
nies have been used as examples throughout the text.

6.  Student-Friendly Pedagogy: In addition to the incorporation of transaction analysis, 
we have also made a number of student-friendly pedagogical enhancements to the 
book. These include
a.  Memory Tips: Found in the margin, these features provide students with helpful tips 

related to the concept discussed in the main text.
b.  Still Don’t Get It?: These features assist students with accounting concepts that they 

tend to struggle with. These marginal icons direct students to MyAccountingLab where 
they will find an alternate explanation of the concept being discussed in the main text.

c.  Colour Coding: To enhance support of visual learners, we have implemented a colour 
coding strategy across the visuals in the text.

•  A  ssets: Dark Blue

•  L  iabilities: Peach

•  O  wners’ Equity: Dark Green

•  D  ividends: Purple

•  E  xpenses: Light Green

•  R  evenues: Red

changes to Each chapter

Chapter 1 has been updated to include learning objectives that stress the importance of 
identifying the needs of different users of accounting information. We have also streamlined 
and simplified the conceptual framework, adding visuals to represent the different compo-
nents of the conceptual framework and how they relate to each other.

 P R E F a c E  xvii
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Chapter 2 boasts new illustrations designed to help students understand how accounts 
are organized.

Chapter 3 includes new illustrations of the period assumption, as well as several new 
diagrams that illustrate accrual versus cash basis accounting. We have reclassified the 
adjusting entries as adjusting expenses and adjusting revenues versus accruals and defer-
rals, and added an alternate method for adjusting prepaid expenses and unearned revenue. 
This chapter also includes new adjusting examples.

Chapter 4 includes updates to the petty cash fund appendix with new examples and 
illustrations for clarity.

Chapter 5 has been updated to focus on the perpetual inventory system. We have 
moved the periodic inventory system to an appendix for reference. This chapter has been 
reorganized to divide freight-related activities between purchasing and selling.

Chapter 6 includes a new example of the specific identification method, and a more 
more in-depth illustration and numerical example of lower of cost or net realizable value 
(LCNRV). We have also added a numerical example related to damaged goods.

Chapter 7 includes a new section dealing with the need for judgment in recognizing 
revenue. We have also added an exhibit that illustrates how the direct write-off method 
violates the matching principle. This chapter also includes a new section, entitled “The 
Adequacy of the Allowance for Doubtful Accounts,” which includes an example that illus-
trates the case of having a debit AFDA balance at the end of the period.

Chapter 8 has been updated to include a new learning objective on ratio analysis. We 
have added real-life examples from Canadian companies’ financial statements, as well as a 
CCA explanation with accompanying end-of-chapter questions. We have also added a new 
appendix on accounting for leases.

Chapter 9 has been enhanced with more real-life examples drawn from the financial 
statements of Canadian companies. We have also enhanced the coverage of the effective 
interest method.

Chapter 10 has been enhanced with more real-life examples drawn from the financial 
statements of Canadian companies.

Chapter 11 includes an introduction to the statement of cash flows using iconic illustra-
tions. We have also added components of the statement of cash flows and an example of 
loss on sale of assets.

Chapter 12 has been thoroughly updated and includes new illustrations.

enhAncements For LeArnIng
presenting concepts with clarity and purpose

The first thing that will distract students is jargon and 
 difficult language, especially when it comes to under-
standing accounting concepts. Waybright, Kemp, and 
Elbarrad have crafted a text that is written the way a great 
teacher would speak in class, with both clarity and pur-
pose. Engaging, easy-to-understand examples are used 
throughout, facilitating the reader-friendly style of the text.

Question and Answer Format

Some of the most teachable moments happen when a 
student asks a key question that gets straight to the 
heart of a topic. This text mirrors that approach by 
providing key questions in the headers, followed by 
clear, direct, and detailed explanations.
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So why is this important to you? Whether you want to be an accountant or a man-
ager, you need to understand how business transactions are recorded. The final 
report card for your company, good or bad, is a result of this recording process. 
Would you want to play a game where you do not understand how the score is 
recorded and ultimately reported? Probably not. Understanding how accountants 
record business transactions is important.

As we discussed in Chapter 1, accounting provides useful information to various users. 
For the information to be useful for decision makers, it has to be detailed, which has four 
qualitative characteristics: (1) understandability, (2) relevance, (3) reliability, and (4) com-
parability. Therefore, to facilitate the detail required, accountants will create many catego-
ries to track information in. These categories are referred to as accounts. We have 
already seen accounts in use: When recording transactions in the accounting equation in 
Chapter 1, we created accounts such as Cash, Equipment, and Accounts Payable.

ORgAnizing ACCOunTs
Accounts of similar types are usually grouped together. To make it easier for accountants 
and managers, each account is given a unique number (a code), which helps keep the 
accounts organized. Account numbers usually have two or more digits. The first digit 
indicates the type of account, while the remaining digits in an account number are used 
to specify the exact account. Generally, accounts are classified in the following order and 
start with the following numbers:

 How ARE ACCOUNTS USED TO KEEP BUSINESS 
  TRANSACTIONS ORGANIzED?

L.o. ❶ Define accounts and under-
stand how they are used in accounting

A gap in numbers is usually left between the different accounts to allow for additional 
accounts to be added later. A listing of all of the accounts is referred to as a chart of 
accounts. The accounts are typically listed in the chart of accounts in the order that they 
appear in the accounting equation. Therefore, assets would be listed first, followed by the 
liabilities, and then the shareholders’ equity accounts. Exhibit 2-1 shows a simple form of a 
chart of accounts (actual businesses would have a much more detailed chart of accounts). 
Typical types of accounts for many businesses are discussed in the sections that follow.

A 1Asset Accounts

L 2Liability Accounts

O 3
Owners’ Equity

(Shareholders’) Accounts

R 4Revenue Accounts

E 5Expense Accounts

Accounts that start with 6, 7, 8, or 9 are used by some businesses to record special 
types of accounts, such as other revenues and expenses.

To illustrate, a Cash account may be coded 1120 and an Account Payable may be 
coded 2163:

1

Refers to an Asset account

Refers to a Cash account

Refers to the exact Cash account

1 2 0 2

Refers to a Liability account

Refers to Accounts Payable account

Refers to the exact Account Payable account

1 6 3
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seeing It All together

Waybright, Kemp, and Elbarrad effectively illustrate the connection between accounting 
equations and big picture concepts by introducing a slight twist on the visuals used in the 
text. Instead of presenting the details of the jour-
nal entries, general ledger, and T-accounts in 
isolation, Financial Accounting, Second Canadian 
Edition, shows these details within the context of 
the accounting equation and financial state-
ments. This approach helps students appreciate 
the steps involved in preparing and interpreting 
financial statements, which is critical to their 
understanding of the material and success in  
the course.
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step 3 What is the normal balance of each account? Cash is an asset and its nor-
mal balance is “debit.” Common Shares is equity and its normal balance 
is “credit.”

step 4 Does the account balance increase or decrease? Because cash was 
received, Cash is increased. Common Shares also increases because there 
have been more shares issued.

step 5 Do you debit or credit the account in the journal entry? According to the 
rules of debits and credits, an increase in Cash would be a debit (as its nor-
mal balance) and an increase in Common Shares would be a credit (as its 
normal balance).

The first five steps can be summarized as follows:

Step 1

Cash Asset Debit

Credit Credit

Debit

Step 2 Step 3 Step 4 Step 5

1

5

1

5

Accounts
Affected

Common
Shares

Normal
Balance

Direction of
ChangeType

Shareholders’
Equity

Decide
Debit/Credit

step 6 Journalize and post the transactions as follows:

Date Account Debit Credit
1 Cash

 Common Shares

10,000

10,000

GENERAL JOURNAL
t

00

Common
Shares

10,000

Cash

10,000

GENERAL LEDGER

LiabilitiesAssets
Shareholders’ Equity

Income StatementStatement of Financial Position

DividendsRetained
Earnings Revenues ExpensesCommon

Shares

Notice that the name of the account being credited is indented in the journal. 
This format is a standard way to differentiate the accounts that are credited from 
the accounts that are debited. Also, note again that every transaction affects at 
least two accounts and that the total amount added to the debit side equals the 
total amount added to the credit side. This demonstrates double-entry accounting, 
which keeps the accounting equation in balance.

 2. Purchase supplies on credit. Hooray Consulting purchases office supplies, 
agreeing to pay $350 within 30 days.

Analysis of Transaction (2)

step 1 The business received supplies in exchange for a promise to pay cash 
to the supplier next month. The accounts involved in the transaction are 
Supplies and Accounts Payable.

step 2 Supplies is an asset; Accounts Payable is a liability.

step 3 The asset has a debit normal balance. The liability has a credit normal balance.

step 4 The asset Supplies increases. The liability Accounts Payable increases 
because the business owes more than it did before this transaction.

110,000�110,000

Assets Liabilities Shareholders’
Equity� �
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transaction Analysis

Presented in the margin, transaction analysis has been 
linked to financial statements throughout the text to illustrate 
the impact of each transaction on the financial statement, 
and support the development of a basic understanding of 
the impact of everyday activities on the business.
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DATE
Consulting Revenue

Unearned revenue
Decreasing the consulting revenue by the value of services
that are not provided and recognizing it as a liability.

ACCOUNTS
Mar 15

POST REF. DR. CR.

400
400

� �400 �400

Assets Liabilities Shareholders’
Equity� �

Accounting in Your World

To better understand the difference between a prepaid expense and an 
unearned revenue, consider this example:

At the start of this semester in school, you paid your school the 
tuition that was due for the upcoming term. Your tuition will ultimately be 
an expense to you. However, before the term began, the amount you 
paid was not yet an expense to you because the school had not yet 
provided any classes. In other words, you had not yet  received anything 
for your payment. Instead, the amount you paid represented an asset 
known as a prepaid expense. It was an asset because the school owes 
you either the classes or your money back.

Once classes started, you began to incur an expense. Technically, the 
amount of your asset, prepaid expense, would have decreased and the amount of 
your expenses would have increased every day. By the end of the  semester, none of 
the tuition you paid would be considered to be a prepaid expense. Instead, it 
becomes an expense.
Now, let’s look at the same example from the perspective of your school. When your 
school received the tuition payment from you, it did not have the right to record it as 
a revenue because it had not provided you with any classes. Instead, the school 
would record your tuition as a liability called unearned revenue. Unearned revenue 
represents a liability to the school because the school owes you either the classes or 
your money back.

Once classes started, your school began to earn revenue. The amount of its 
unearned revenue would have decreased and the amount of its revenue would have 
increased. By the end of the semester, the entire amount of tuition you paid would be 
considered to be revenue to your school. As you can see, one entity’s prepaid expense 
is another entity’s unearned revenue and vice versa.

3.3 
Visit MyAccountingLab for an alternate 
explanation of this important accounting 
concept.

If at the end of March the accountant found that all the services had been provided, 
and since revenue is already credited when the cash was collected, nothing further 
is  required to be done. However, let’s assume that only $600 worth of services is 
 provided and the rest will be provided next month. In such a case an adjusting entry is 
needed to  reduce March’s revenue and to recognize a liability of $400. The following 
entry would be required:

DATE
Cash

Consulting Revenue
Received cash for consulting services.

ACCOUNTS
Mar 15

POST REF. DR. CR.

1,000
1,000

��1,000 �1,000

Assets Liabilities Shareholders’
Equity� �

StreetStock/Alamy
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demo docs

The Demo Doc examples consist of entire problems, worked through step by 
step, from start to finish, narrated with the kind of comments that instructors 
would make in class. The Demo Docs are available in most chapters of the 
text. In addition to the printed Demo Docs, Flash-animated versions are avail-
able so that students can watch the problems as they are worked through 
while listening to the explanations and details. Demo Docs will aid students 
when they are trying to solve exercises and problems on their own, duplicating 
the classroom experience outside of class.
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deMo doc
MyAccountingLab  Visit MyAccountinglab to watch animated versions of similar Demo Docs.

p r e p a r a t i o n  o f  a D j u s t i n g 
e n t r i e s ,  a D j u s t e D  t r i a l 
b a l a n C e ,  f i n a n C i a l  s t a t e m e n t s , 
C l o s i n g  e n t r i e s ,  a n D  p o s t -
C l o s i n g  t r i a l  b a l a n C e
Apex Architects, Inc. has the following unadjusted trial balance at December 31, 2015:learning Objective ❷–❹

Apex Architects, Inc.
Unadjusted Trial Balance

December 31, 2015

Cash
Accounts Receivable
Supplies
Prepaid Rent
Land
Building
Accumulated Depreciation, Building
Accounts Payable
Unearned Service Revenue
Common Shares
Retained Earnings
Dividends
Service Revenue
Salaries Expense
Rent Expense
Miscellaneous Expense
Total

$135,000
118,000
36,000
50,000
64,700

486,000

$889,700

CREDIT
$124,000

96,000
3,500

24,000
48,000

270,000

46,000

245,000
32,000
1,200

$889,700

DEBITACCOUNT

Apex Architects, Inc. must make adjusting entries related to the following items:

 a. Supplies on hand at year-end, $800.

 b. Six months of rent ($24,000) was paid in advance on September 1, 2015. No rent 
expense has been recorded since that date.

 c. Depreciation expense has not been recorded on the warehouse for 2015. The 
building has a useful life of 30 years.

 d. Employees work Monday through Friday. The weekly payroll is $3,500 and is paid 
every Friday. December 31, 2015, is a Wednesday.

 e. Service revenue of $18,000 must be accrued.

 f. A client paid $36,000 in advance on August 1, 2015, for services to be provided 
evenly from August 1, 2015, through January 31, 2016. None of the revenue from 
this client has been recorded.

 g. Apex’s tax rate is 30%.
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decision guidelines

Decision Guidelines summarize the chapter’s key terms, concepts, and 
formulas in the context of business decisions. Found throughout and at the 
end of each chapter, Decision Guidelines show each decision and how to 
evaluate it so students can readily see the value in, and for, a business. 
Overall, these guidelines continue to reinforce how accounting information 
is used to make decisions in business.

deCision guidelines

Completing the Accounting Cycle

In completing the accounting cycle for your business, you might encounter the following decisions:

DeCision guiDeline analyze
As the bookkeeper for a 
company, how do  
I ensure that my 
accounting records are 
ready to start a new 
period?

Prepare closing entries for 
the temporary accounts:

• Revenues

• Expenses

• Dividends

The temporary accounts have balances that relate only to one 
accounting period and need to be reset to $0 before accounting for 
the next period can begin. To reset the temporary accounts, closing 
entries are made that close the account balances into Retained 
Earnings. This ensures that the net income for the following period can 
be tracked accurately.

Assets, liabilities, Common Shares, and Retained Earnings do not get 
closed. These accounts are referred to as permanent accounts. Their 
balances are carried forward into the next period.

After temporary accounts have been closed, a post-closing trial 
balance is prepared to ensure that all of the temporary accounts were 
properly closed.

▸ ▸

Accounting VocABulARY
t H e  l a n g u a g e  o f  b u s i n e s s

Accounting period (p. 136)  

Accruals (p. 137)  

Accrued expenses (p. 141)  

Accumulated depreciation (p. 145)  

Adjusted trial balance (p. 152)  

Adjusting entries (p. 139)  

Book value (p. 146)  

carrying value (p. 146)  

cash-basis accounting (p. 137)  

closing entries (p. 155)  

contra-account (p. 146)  

deferrals (p. 138)  

deferred expenses (p. 143)  

deferred revenue (p. 148)  

depreciation (p. 144)  

Fiscal year (p. 136)  

interim financial statements (p. 136)  

long-term assets (p. 136)  

Matching principle (p. 144)  

net value (p. 146)  

Permanent accounts (p. 156)  

Post-closing trial balance (p. 158)  

Revenue recognition principle (p. 137)  

salvage (residual) value (p. 145)  

straight-line depreciation (p. 145)  

temporary accounts (p. 155)  

unadjusted trial balance (p. 140)  

unearned revenue (p. 138)  
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Accounting in your world

Found in every chapter, the Accounting in Your World boxed feature per-
sonalizes accounting challenges, issues, and ethical situations for students to 
evaluate from their own perspective.

critical thinking

Critical Thinking questions appear throughout each chapter, providing stu-
dents with the opportunity to think about the impact of the accounting treat-
ment on the accounts, the financial statements, as well as on the company’s 
financial objectives and shareholders’ objectives. Critical thinking reinforces 
how accounting information is used to impact decision makers and their 
respective objectives.

concept checks

Concept Checks appear throughout the chapters so that students can 
review their understanding and interpretation of the material. By showing 
“what it is” and “why and when it matters” together, these checks allow stu-
dents a place to pause and interpret what they’ve just learned.

 E T H I c S ,  I N T E r N A l  c o N T r o l ,  A N d  c A S H  225

■ Security measures: Proper security measures should be implemented to deter theft. 
These measures can include the use of security cameras and alarm systems. Cash 
registers that print a receipt should also be utilized with a requirement that all 
customers receive a receipt.

■ Proper authorization: Requiring proper authorization for certain activities, for exam-
ple, requiring proper authorization for all sales returns, can help prevent improper 
refunds from being issued.

■ Maintenance of adequate documents and records: A trail of business documents 
and records, called an audit trail, should be maintained. The audit trail provides 
evidence of, and the details supporting, business transactions. Documents 
should be pre-numbered so gaps in the numbered sequence draw attention. 
Creating an effective audit trail lowers the chance that inappropriate activity will 
go unnoticed.

Information and Communication

To maximize the effectiveness of an internal control system, information about the control 
environment, the risk assessment, and the control activities must be communicated at all 
levels of the organization. This information should be communicated up, down, and 
across the organizational structure of the company. It is also critical that management 
communicates to all personnel that internal control must be taken seriously.

Monitoring

The internal control system must be continually monitored to locate weaknesses in the 
system. Monitoring can be accomplished through ongoing activities or through separate 
evaluations. Ongoing monitoring activities include regular management and supervisory 
activities. It also includes the assessment of the performance of the internal control sys-
tem by employees as they perform their required duties. The need for separate evalua-
tions depends on the effectiveness of the ongoing monitoring procedures.

Accounting in Your World

Who Says There’s No Free Lunch?

Have you ever eaten at a food court in a mall and seen a 
sign that says “If you do not get a receipt, your meal is 
free”? Why would the business care if you get a receipt? 
This is actually part of the business’s internal control 
activities. You see, the company doesn’t really care if you 
get a receipt, they just care that a receipt is printed. This 
practice prevents an employee from taking your money 
and pocketing it because once the receipt is printed, the 
sale is recorded. If the employee pockets your payment, 
the daily cash count will not match the daily record of sales 
and the theft will be detected. This example is just one of 
many control activities that businesses utilize as part of 
their internal control systems.Stephen H. Blose/Shutterstock
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(2) adding or dropping a zero (0), and (3) entering the amount in the wrong column (for 
example, the debit column instead of the credit column). If you make only one of the errors, 
then there are a couple of things that you can do to help you identify the error. First, take the 
difference between the total debits and credits. Second, divide the difference by 9. If the 
number can be divided evenly, then there is a possibility of a transposition error or an adding/
dropping zero error.

If this does not help you identify the error, then once again take the difference between 
the total debits and credits. Instead of dividing the difference by 9, divide the difference 
by 2. Check for this number in the debit column and credit column to ensure the number 
is entered in the proper column. For example, if Utilities Expense of $200 were incorrectly 
entered in the credit column, then the total debit balance would be $25,100, and the total 
credit balance would be $25,500.

Take a minute to think about the impact of the following errors on the trial balance. 
What are the correct debit and credit balances? Does each error change the overall 
debit and credit balance? What is the impact on each of the assets, liabilities, and 
shareholders’ equity accounts due to the errors?

Mehta Company’s trial balance shows $116,000 on both the debit and credit 
sides. Mehta’s accountant found the following three mistakes:

1. Cash dividends of $2,000 were incorrectly recorded as salaries expense.
2. A $3,000 deposit from a customer for services to be delivered in the following 

month was incorrectly recorded as revenue.
3. Cash paid for equipment of $1,000 was incorrectly recorded as purchase on 

account.

Solution:

Corrections needed: Impact on Accounts: 

DR CR Assets = Liabilities + SE

1. Dividends $2,000    +2000

Salaries Expense  $2,000   −2000

2. Revenue $3,000    −3000

Unearned Revenue $3,000  +3000  

3. Accounts Payable $1,000   −1000  

Cash  $1,000 −1000   

criticAl thinking

Transposition Error: 530 2 350 5 180 180 4 9 5 20 

Adding/Dropping “0” Error: 5,000 2 500 5 4,500 4,500 4 9 5 500 

$25,500 2 $25,100 5 $400 $400 4 2 5 $200
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Order of Accounts on a Trial Balance

A SSETS 

L IABILITIES 

oWNER’S EqUITY/
SHAREHOLDER’S  
EqUITY 

R EVENUES 

e xPENSES 

A L o R e 

Hooray Consulting, Inc.
Trial Balance

January 31, 2015

ACCOUNT DEBIT CREDIT
Cash
Accounts Receivable
Supplies
Equipment
Accounts Payable
Notes Payable
Common Shares
Retained Earnings
Dividends
Service Revenues
Wages Expense
Rent Expense
Utilities Expense
Total

$16,850
1,900

350
4,000

500

900
600
200

$25,300

$     200
12,000
10,000

0

3,100

$25,300

ACCT #
1010
1020
1030
1040
2010
2050
3010
3030
3040
4010
5010
5020
5030

Exhibit 2-4 ▲

CORRECTing ERRORs
If an error has occurred, the steps required to correct it depend on the type of error that 
was made. If a journal entry has been made to the wrong accounts or for the wrong 
amount, it is easiest to reverse, or undo, the incorrect entry. A new entry should then be 
prepared that contains the correct accounts or amount. To correct an entry that has been 
made twice, one of the entries should be reversed. If an entry was erroneously omitted, 
it simply needs to be entered.

If the trial balance does not balance, you will need to check all entries and postings to 
find the errors and correct them. Otherwise, the financial statements are not accurate. Three 
frequent errors are (1) transposition error, where two digits are reversed or transposed,  

concept check...

Jung just completed a problem that was assigned in her accounting class. She told 
Alan, one of her classmates, that she was confident that she did the problem correctly 
because the debits equal the credits on the trial balance. According to Alan, just 
because the debits equal the credits on the trial balance does not mean that everything 
was done correctly. Who is right, Jung or Alan?

Answer:  Alan is correct. The following are some of the errors that can occur and yet the 
trial balance will still be in balance:

■ A transaction can be recorded for the wrong amount in a journal entry.

■ An entire journal entry can be recorded twice, or not recorded at all.

■ The wrong accounts can be debited or credited in a journal entry. For example, when 
recording a payment on an account payable it is possible to debit Accounts 
Receivable instead of Accounts Payable.
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Focus on users

The Focus on Users feature shows the links between the concepts covered 
in each chapter and how that accounting information is used by a wide vari-
ety of individuals, whether they are inside an organization or outside, accoun-
tants or not. The main concepts of each chapter are examined from the 
viewpoints of various users, such as shareholders and investors, manage-
ment, competitors, and unions. By demonstrating not only how to create 
information that communicates the activities of an organization, but also why 
this information is important to a wide variety of users, the reader will see the 
relevance of financial accounting for anyone in society. By highlighting these 

differing viewpoints, the reader also gets a sense of the difficulty in pleasing all users with 
one set of financial accounting statements and the challenges that arise during the prepa-
ration of these statements.

prActIce mAkes perFect
Accounting practice

Waybright, Kemp, and Elbarrad understand that the key to students’ accounting success is 
in the practice and work completed in the end-of-chapter problem material. With this in 
mind, this text presents the material so that students progress from simple calculative exer-
cises, to a mixture of calculative and conceptual exercises, and finally on to more complex, 
conceptual analysis problems and cases. This progression allows students to build confi-
dence and achieve mastery of the material.
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In the next chapter, you will learn the remaining steps in the accounting cycle, which 
includes preparing, adjusting, and closing entries.

D E B I t / C R E D I t  t R a N S a C t I o N 
a N a Ly S I S
On June 1, 2015, Jean Dion opened PaintPro, Inc., a company that provides residential and 
commercial painting services. During the month of June, the business incurred the following 
transactions:

 a. To begin operations, the business sold Jean 1,000 shares for $8,000. The business 
received the cash from the sale and gave Jean an ownership interest.

 b. Purchased equipment for $4,800 on account.

 c. Purchased office supplies for $500 cash.

 d. Performed $1,600 of services for a customer on account.

 e. Paid $2,000 cash toward the equipment purchased on account in Transaction b.

demo doc
MyAccountingLab Visit MyAccountingLab to watch animated versions of similar Demo Docs.

learning Objective ❶–❸

Focus on users

Concept user Why is This important to This user?

Recording and 
Posting 
Transactions

bookkeepers Bookkeepers need to understand the process of accounting to be 
able to complete their jobs. The analysis of transactions is an 
important element of what they do. Even in a computerized 
environment it is important to understand the process because if 
something goes wrong technically, you need to be able to continue, 
fix the problem, and understand any hidden issues.

Trial balance managers Managers need to understand the process of accounting particularly 
for internal auditing and control purposes. For example, 
management needs to be able to verify the accuracy of what is 
recorded to be able to have confidence in what the financial 
statements are presenting.

 government and regulatory 
agencies

Regulators are interested in the ways in which transactions are 
recorded and the impact of the choices made in recording 
transactions on the financial statements to make any necessary 
changes to regulations and guidelines.

 bookkeepers A bookkeeper will use the trial balance as a tool to double-check 
that the transactions in the general journal have been recorded 
properly. A balanced trial balance does not guarantee that the 
transactions are error-free, but it does provide a check-point where 
the accounting department can assess the transactions prior to 
creating the financial statements.
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• Self Check questions quickly audit the students’ understanding of the 
chapter concepts by presenting them with a series of multiple choice 
questions.

• Discussion Questions help students make the connections between the 
“how” and the “why” of financial accounting information through a guided 
series of in-class discussion questions.

•  “A” and “B” sets of Exercises and Problems provide students and 
instructors with two sets of exercises and problems in the text. Three sets 
of alternative exercises and problems are also available in MyAccountingLab 
to give students more practice opportunities.

•  The Continuing Exercise highlights the same small business from  chapter 
to chapter, allowing students to apply their understanding of chapter con-
cepts in a business context. As students move through the text, they com-
plete additional steps in this comprehensive exercise. Students are able to 
see the big picture and learn how the topics build on one another. The 
Continuing Exercise can be assigned and completed within MyAccountingLab.

•  The  Continuing Problem is a more comprehensive version of the 
Continuing Exercise, featuring a different small business. Once again, 
students learn how accounting is a process and the Continuing Problem 
helps them put it all together.

The questions in the Know Your Business section demonstrate how accounting is 
applicable in real life. Featuring Financial Analysis, Industry Analysis, and Small Business 
Analysis questions, students learn how to apply the concepts of each chapter to help them 
understand the significance of financial statement and industry analysis as a means to evalu-
ate the financial health of a company. The financial and industry analysis questions feature 
one company, Bombardier, allowing students to see how chapter concepts are connected. 
The financial statements for Bombardier can be found in MyAccountingLab.

student resources
MyAccountingLab is a powerful online learning tool that not only provides opportunities for 
limitless practice, but re-creates the “I get it” moments from the classroom. MyAccountingLab 
provides a rich suite of learning tools, including:

•  Static and algorithmic versions of exercises and problems from the textbook

•  An online, interactive Accounting Cycle Tutorial

• Mini-Cases

•  Help Me Solve It question-specific interactive coaching

•  A dynamic eText with links to media assets

•  Accounting videos, animations, and DemoDocs

•  “Still Don’t Get  It?” features that provide alternate explanations to challenging concepts 
covered in the book

premIum onLIne coursewAre
Pearson’s MyAccountingCourse is a premium online course solution that combines fully 
customizable course lessons and tutorials with the personalized homework and assess-
ment features of MyAccountingLab. Designed to be used in fully online or blended learning 
environments, MyAccountingCourse can accommodate various term lengths and includes 
an integrated eText and comprehensive Instructor Resource Guide.
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Accounting PRActice

D I S C U S S I o N  Q U E S t I o N S
 1. The order in which assets were listed and described in the text is the order in which 

you will see them listed on the statement of financial position. What is the organizing 
principle behind the order in which assets are listed?

 2. What type of transaction would result in the recording of a prepaid asset? What do you 
think will happen to that prepaid asset eventually?

 3. How is revenue related to retained earnings?

 4. Distinguish between an event and a transaction. Are all transactions events? Are all 
events transactions? Why or why not? What are the implications of your answers with 
respect to journal entries?

 5. What is a “normal balance”? What are normal balances for the following accounts?

a. Accounts Receivable
b. Prepaid Expenses
c. Notes Payable
d. Retained Earnings
e. Salaries Expense

 6. You learned in this chapter that cash is increased with a debit. When you deposit your 
paycheque in your account, however, the teller might say that he or she is going to 
credit your account. Why?

 7. What would be the implications of a credit balance in the cash account?

 8. Distinguish between journalizing and posting.

 9. True or false: If the trial balance is in balance, the financial statements will be accurate. 
Why or why not?

 10. When it comes time to prepare the financial statements, from where do the financial 
statement numbers come?

S E L f  C H E C k
 1. Which sequence of actions correctly summarizes the accounting process?

a. Prepare a trial balance, journalize transactions, post to the accounts
b. Post to the accounts, journalize transactions, prepare a trial balance
c. Journalize transactions, post to the accounts, prepare a trial balance
d. Journalize transactions, prepare a trial balance, post to the accounts

 2. The left side of an account is used to record

a. debits.
b. credits.
c. debits or credits, depending on the type of account.
d. increases.

 3. Suppose Sunshine Florists, Inc. has cash of $40,000, receivables of $30,000, and 
furniture and fixtures totalling $170,000. Sunshine Florists, Inc. owes $60,000 on 
account and has a $120,000 note payable. How much is the shareholders’ equity?

a. $240,000
b. $120,000
c. $180,000
d. $60,000

The exercises and problems in this chapter 
can be found on MyAccountingLab. you 
can practise them as often as you want, 
and they feature step-by-step guided 
solutions to help you find the right answer.

MyAccountingLab
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Features of MyAccountingCourse include:

•	 A	 flexible,	 customizable	 solution	 where	 an	 instructor	may	 add,	 delete,	 and	 reorganize	
content.	Each	topic-based	MyAccountingCourse	module	is	built	to	specific	learning	out-
comes,	and	MyAccountingCourse	includes	a	comprehensive	Instructor	Resource	Guide	
complete	with	course	outcomes,	lesson	objectives,	and	teaching	tips.

•	 Interactive	lesson	presentations	with	a	proven	learning	model,	robust	content,	and	rele-
vant	video,	audio,	eText,	downloadable	MP3	lectures,	and	other	rich	media	assets.

•	 Rich	MyAccountingLab-based	assessment,	pre-tests,	quizzes,	homework,	and	tests.

CouRsEsmARt FoR studEnts
CourseSmart	goes	beyond	 traditional	 expectations—providing	 instant,	online	access	 to	 the	
textbooks	and	course	materials	you	need	at	a	significant	savings	over	 the	print	price.	With	
instant	access	from	any	computer	and	the	ability	to	search	your	text,	you’ll	find	the	content	you	
need	quickly,	no	matter	where	you	are.	And	with	online	tools	like	highlighting	and	note-taking,	
you	can	save	time	and	study	efficiently.	See	all	the	benefits	at	www.coursesmart.com/students.

PEARson EtExt
Pearson	eText	gives	you	access	to	the	text	whenever	and	wherever	you	have	access	to	the	
Internet.	Pearson	eText	pages	look	exactly	like	the	printed	text,	offering	powerful	new	func-
tionality	 for	 students	 and	 instructors.	 Users	 can	 create	 notes,	 highlight	 text	 in	 different	
colours,	create	bookmarks,	zoom,	click	hyperlinked	words	and	phrases	to	view	definitions,	
and	view	in	single-page	or	two-page	view.	Pearson	eText	allows	for	quick	navigation	to	key	
parts	of	the	eText	using	a	table	of	contents	and	provides	full-text	search.

LEARning soLutions mAnAgERs
Pearson’s	Learning	Solutions	Managers	work	with	faculty	and	campus	course	designers	to	
ensure	 that	Pearson	technology	products,	assessment	 tools,	and	online	course	materials	
are	tailored	to	meet	your	specific	needs.	This	highly	qualified	team	is	dedicated	to	helping	
schools	 take	 full	advantage	of	a	wide	 range	of	educational	 resources,	by	assisting	 in	 the	
integration	 of	 a	 variety	 of	 instructional	 materials	 and	media	 formats.	 Your	 local	 Pearson	
Education	sales	representative	can	provide	you	with	more	details	on	this	service	program.

instRuCtoR’s REsouRCEs
instructor’s teaching tips digital etext Resource

Instructors	can	easily	locate	useful	teaching	tips	and	resources	throughout	the	eText	located	
in	MyAccountingLab.	Easily	identified	by	an	apple	icon	throughout	each	chapter,	instructors	
will	find	Chapter	Overviews	and	Outlines,	Assignment	Grids,	Ten-Minute	Quizzes,	and	other	
valuable	teaching	resources,	including	how	to	integrate	MyAccountingLab	into	their	courses.	
Collated	versions	of	this	resource	can	also	be	downloaded	from	the	Instructor	Resources	
page	at	MyAccountingLab.

The	following	instructor	resources	are	available	to	all	adopters	of	this	textbook:

•	 Instructor’s	 Solutions	 Manual:	 This	 manual	 contains	 thoroughly	 worked-through	
solutions	 to	every	question,	exercise,	problem,	and	case	 in	 the	 text.	All	 solutions	were	
prepared	by	the	authors	and	technically	checked	twice	by	professional	accountants.

Teaching Tips on mydevelopmentlab
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•	Pearson	TestGen:	Over 1,400 test questions, including multiple-choice, true-or-false, 
and essay questions, are provided in TestGen format. TestGen is a testing software that 
enables instructors to view and edit the existing questions, add questions, generate tests, 
and distribute the tests in a variety of formats.

Powerful search and sort functions make it easy to locate questions and arrange 
them in any order desired. TestGen also enables instructors to administer tests on a 
local area network, have the tests graded electronically, and have the results pre-
pared in electronic or printed reports. TestGen is compatible with Microsoft and 
Apple operating systems and can be downloaded from the TestGen website located 
at www.pearsoned.com/testgen. Contact your local sales representative for details 
and access.

•	Test	Item	File:	The test questions in the Pearson TestGen are also available as a Test 
Item File in Microsoft Word format.

•	Microsoft	PowerPoint	Presentations:	PowerPoint presentations offer an outline of 
the key points for each chapter. The PowerPoint presentations for this edition also include 
the same useful teaching tips and resources found in the eText. These tips include  
such helpful resources as illustrative real-life examples, analogies to facilitate learning, 
 examples of problems for in-class use, discussion questions for in-class use, and tips 
and traps.

•	 Image	Bank: The image bank contains digital copies of all of the exhibits and photos in 
the textbook. Instructors may use these JPEGs to create or enhance their own PowerPoint 
presentations.

All of these instructor supplements are available for download from a password- 
protected section of Pearson Canada’s online catalogue (www.pearsoncanada.ca/highered). 
Navigate to your book’s catalogue page to view a list of those supplements that are available. 
See your local sales representative for details and access.

InnovAtIve soLutIons teAm
Pearson’s Innovative Solutions Team works with faculty and campus course designers to 
ensure that Pearson technology products, assessment tools, and online course materials 
are tailored to meet your specific needs. This highly qualified team is dedicated to helping 
schools take full advantage of a wide range of educational technology by assisting in the 
integration of a variety of instructional materials and media formats.

peArson custom pubLIshIng
We know that not every instructor follows the exact order of a course text. Some may 
not even cover all the material in a given volume. Pearson Custom Publishing provides 
the flexibility to select the chapters you need, presented in the order you want, to  
tailor fit your text to your course and your students’ needs. Contact your Pearson 
Education Canada Sales and Editorial Representative to learn more. 

A01_WAYB5534_02_SE_FM.indd Page 23  27/08/14  6:08 PM user /202/PHC00135/9780133375534_WAYBRIGHT/WAYBRIGHT_FINANCIAL_ACCOUNTING01_SE_9780133 ...



xxiv p r e F A c e

AcknowLedgments
Financial Accounting has been developed with the help of instructors from across the coun-
try who participated in chapter reviews. Their comments and suggestions for the text have 
been a great help in planning and carrying out the vision of this textbook, and we thank them 
for their contributions.

For the Second Canadian edition
Ionela Bacain, Humber College
Ron Baker, University of Guelph
Anila Kosta, Concordia University
Carmen Kuczewski, Concordia University
Scott Laing, Dalhousie University
Howard Leaman, University of Guelph-Humber
Fried Pries, University of Guelph
Lianne Smith-Stow, Georgian College
Dragan Stojanovic, University of Toronto
Peggy Wallace, Trent University
Brad Witt, Humber College
Patricia Zima, Mohawk College

For the First Canadian edition
Bharat Aggarwal, Professional Programs, CMA
Mina Ally, Seneca College
Ron Baker, University of Guelph
Maria Belanger, Algonquin College
Stephen L. Bergstrom, SAIT Polytechnic
W. Peter Blake, Sheridan College
Maria Blazkiewicz, Dawson College
Dianne Davis, Nipissing University
Meredith Delaney, Seneca College
Robert G. Ducharme, University of Waterloo
John Harris, Centennial College
David Hoffman, Seneca College of Applied Arts and Technology
Gordon Holyer, Vancouver Island University
Ian Hutchinson, Acadia University
Gerry La Rocca, Vanier College
Howard Leaman, University of Guelph-Humber
Camillo Lento, Lakehead University
Sheila McGillis, Laurentian University
Carol A. Meissner, Georgian College
Ann Clarke-Okah, Carleton University
Clifton Philpott, Kwantlen Polytechnic University
Brad Sacho, Kwantlen Polytechnic University
Barrie Tober, Niagara College
Cindy Trudel, Acadia University
Valerie Warren, Kwantlen Polytechnic University
Brad Witt, Humber ITAL
Patricia Zima, Mohawk College

A01_WAYB5534_02_SE_FM.indd Page 24  27/08/14  6:08 PM user /202/PHC00135/9780133375534_WAYBRIGHT/WAYBRIGHT_FINANCIAL_ACCOUNTING01_SE_9780133 ...



 p r e F A c e  1

Thanks to the 2013–2014 Pearson Editorial Advisory Board in Accounting. This group 
of subject-matter experts helped us develop improved content for our print-based products 
and online resources:

Chris Deresh, CPA Canada and Douglas College
Fred Pries, University of Guelph
Lianne Smith-Stow, Georgian College
Larry Webster, NAIT
Dr. Eckhard Schuman, University of Toronto
Erica Pimentel, McGill University
Scott Laing, Dalhousie University

Sherif Elbarrad would like to send a sincere thank you to the team at Pearson for their 
 continuous encouragement and support.

A01_WAYB5534_02_SE_FM.indd Page 1  27/08/14  6:08 PM user /202/PHC00135/9780133375534_WAYBRIGHT/WAYBRIGHT_FINANCIAL_ACCOUNTING01_SE_9780133 ...


