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Phillips, Libby, Libby, and Mackintosh's Fundamentals of 
Financial .4ccounting, fifth Canadian edition, anus students 
with a secret weapon for success in financial accounting- the 
best personal coach on the market. The cover of this text fea­
tures the quintessential representation of a coach- a whistle. 
Simple, maybe, but this whistle captures the essence of this text 
brand as your coach. The following arc highlights of Phillips's 
innovative student-centred approach: 

WRITING Tl-lAT STUDENTS CAN READ. What docs 
it mean to say that a book is "readable"? In the case of 
Funda·mentals of Financial Accounting, fifth Canadian 
edit ion, it simply means that it's the most enjoyable account­
ing textbook your students have ever read. Through a mix 
of conversational wording, humour, and everyday examples, 
Funda·mentals of Financial .4ccounting achieves a style 
that maintains rigour without sacrificing student engage­
ment. Open this textbook to any page and read for yourself; 
Fundamentals of Financial .4ccounting offers t h e most 
engag ing r ead of any financial text. 

STUDENT-FRIENDLY COVERAGE OF DIFFICULT TOPICS. 
Written with students in mind, Funda·mentals of Financial 
.4cco·unt·ing handles difficult concepts in a way that reflects the 
balance of preparer and user concepts, and keeps students from 
being overwhelmed. 

• The account ing process is covered in three chapters (2, 3, 
and 4). 

• The purpose of a statement of cash flo,vs is introduced 
at the beginning of the text, but the mechanics of preparing 
one are studied at the end. 

• Rat ios arc introduced throughout the chapters and then 
pulled together at the end (13). 

• Indiv idual concepts are introduced throughout the text 
as needed to explain specific accounting practices and then 
pulled together at the end. 

• Awar d -Winning Co ntinuing C a se: Key accounting 
judgments that affect business decisions in the workplace 
are learned by students through an award-winning con­
tinuing case in the assignment material for Chapters 5 
through 12. 



CURRENT. Phillips reflects cur rent accounting stand­
ards in Canada. Covering both International F inancial 
Reporting Standards (IFRS) and Accounting Standards for 
P rivate Enterprise (ASPE), Phillips discusses key differences 
between IFRS and ASPE in a boxed feature at the end of 
each cha ptcr. 

BALANCED. Phillips delivers a balanced approach. 
Throughout, understanding the preparation of financial state­
ments is balanced with the i1npo1tancc of using the financial 
statements to guide decision making. 

EXTENSIVE END·OF·CI-IAPTER EXERCISES AND PROBLEMS. 
Students build confidence and success with a wealth of cnd­
of-chapter discussion questions, exercises, coached and 
comprehensive problelllS, skills development cases, and contin­
uing cases. 



The best way to learn to prepare and use financial statements is to study accounting in real business contexts. 
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FOCUS COMPANY APPROACl-l. The Focus Company 
approach integrates each chapter's material with a real-world 
company, its decisions, and its financial statements. 

Not all students learn financial accounting with case. vVith so 
1nany distractions these days, it is difficult to keep both majors 
and non-majors focused on the big picture. The authors of 
F·urul.amentals of Firw:ncial Acco1.1nting fifth Canadian edi­
tion understand the challenges instructors face and the need 
for a financial accounting text that is relevant, easy to read, 
and current.F1.1ndarnentals of Financial Accounting responds 
by using carefully chosen focus companies that students not only 
rccogniz.e but are familiar with because they have visited or used 
those companies' products . 

Students often feel that they lack the real-world experience 
needed to understand accounting, a subject they believe has 
little impact on their daily lives. F11.ndamentals of Financial 
Acco·unting's chapter openers provide real-world situations and 
examples that illustrate how accounting principles arc part of 
day-to-day activities that students might not have thought 
about from an accounting perspective, from companies like the 
local pizza restaurant to the world 's most familiar businesses , 
such as Hudson's Bay Company, vValmart, Cedar Fair, J\.!Iolson 
Coors Brewing Company, Under Armour, and General Jvlills. 
Through crisp, clear, and engaging writing, the financial deci­
sions these companies make and the financial statements they 
use come alive for students and they are able to sec the big 
picture of how accounting relates to the real world- their world. 

TI-IAT WAS Tl-ll:N/TI-IIS IS NOW. To provide connectivity 
in students' minds, each chapter opens by briefly putting into 
perspective the information learned in the previous chapter and 
what will be learned in the present chapter. 

Kl:Y Tl:RMS. All key terms are defined within the text in 
which the terms arc first introduced, reinforcing student under­
standing and recapping important text points. 



SPOTLIGI-IT l=EATURES. Each chapter includes Spotlight features focusing on financial reporting, IFRS 
and ASPE, ethics, the world, business decisions, internal controls, and Canada. These features arc designed to 
further engage students and provide instructors with material for in-class discussion. 

, ) SPOTLIGl..fT ON ~ino ndol Reporting 

The Ultimote lrony1 T-cher late with Report 

doim.s to bo t.ho &oodor in compt.ior-bcnod instruc-bon for 9rado1, K ti 
got IU ~ computon:cid occour,ting systc,nu wotl.ig n bma to me,~ on impo 
doodline. odmittcid that .t wo1, stn.oggling with "tho intogrotion of ~..-so a 
that it w0Jd be obout o month Joto rolQOSong ,ts ON'luol reporl 
The COf11>0l"f o...plc.,c,d that it hod rcic:ontly ocquirod s-rol othc,r OOff1POnio 
ont comi,1.1'tn:ctd accour,ino systQ<'IU. To Of'lsvto all of ttio ttonsodioru woro 

Spotlight on l=inancial Reporting These features con­
nect chapter topics with real-world disclosures provided 
in the financial statements of our focus companies and 
other contrasting companies. 

() SPOTUGMT ON l~RS and ASP£ 

Spotlight on ll=RS and ASPE Specific discussions on 
International Financial Rcpo1·ting Standards (IFRS) and 
how they differ from Accounting Standards for Private 
Enterprises (ASPE) arc grouped together in the Spotlight 
on IFRS and ASPE box at the end of each chapter. 

A$ loitono!tonol l=.nonciol Ropcw-ling Standards (li=QS) oro odoptod orol.l"ld ti 
tror,sodion onolyw ptOOH1. in th.$ ctioptor bttomos o ... on moto ;rnportont 
tho U.S.. whoch o;itpla,,ns oc:col.ll"lt•ng n.,lc,s ,n do~ ASI>( and 1i:RS oro lc-u de 
,...dgrnqnt whOf'l onoty:.ig tto1Uacbons. Hus d,fforQtlco on omphos1s Ol<i$b b 
oro ... s~ o:rou many d,HQfont covntr.os. whQfo buU'lou p,ocbco$ and loge 
placing slightly mo,o omphosi$ on gonorol p,w,oplos than on dotodod rvlos. Ii 
c1cu,ly and btood!y oppliod oro...nd the wonci. 

~~~~~~~~~~~~~~~ 

) SPOTLIGMT OM Eth lu 

35 Ooys Moth September? 

It lC!tll"l'IS somo mc,nogors-spoeif,«ily thaw, at -h 

pe,iod ~uumption. was chorg~ with fil"Ol"loal lto\omor,t fraud for imp1 
f,yo do'(S of solo$ on $.opt:orrbor-o mor,th that hos only thirty days. To mok 
hod mot thoor Soptombot solos torgot.s. 1ndvdod tho first f.w day$ of sc 
Soptombor 1ncomo stotomont. Th,1, accounting fravd &od l'IIOl'lo9or1, to bo pc 
on,.......i ,....1 _._ ........ -u""' ;,,.,,.11,;o,1,....,. ........_,. ._.,,.,.-J,,1,.,.....,.....,_ 

Spotlight on Ethics The text ensures that students start 
off with a solid grounding in ethics. Shining the spotlight 
on ethical issues in each chapter pro1npts the student to 
think about tough ethical decisions and to practise mak­
ing these decisions in the end-of-chapter cases. 

SPOTLIGMT OM The World 

Spotlight on the World Students arc kept apprised of 
the ongoing changes in the accounting profession around 
the world through these fcat1u-es. 

[);red versus Indirect Method PreunloHon 

ASC>£ ond 1i:-Rs c1Krontly o!lo.v co~on,o1, to u1.e o;thor tho di.-od or ind,roc 
Accounting Stondords Boord {Y::ASB) and tho lntornatoiol Accovnting Stone! 
spok01'l in the post obovt 141mowin9 th,schoou and allowing onty tho dirtiet mo 
mothod ..s moro dot~ and 1,how$ tho Ol)C!fo\,ng cosh rocof)U ond cash pct) 

with tho objodiyo of o cash flow 1.totornont 1-!owcricw, tho ,ndoroct mothod she 
oc:eruol ~ to ~ Bows &cm oOOtOt.ons. ....hich i$. on odYOntoc. OYW t 

SPOTUGM'T OH 9u,.ineu Ott:,soons 

Leh.man lkolheo' Operoling Cosh rlows ond the rinondol Cri,is 

\IYO!. ono of the lorgost and fl'IO!.I profitoblo 
~1101, in tho world. Bvi cosl, flow ond working cop,tol mc,nogomQl'lt probktn 
tx.nkruptcy onty o monthb4rfo,-o the stodl'l'IO!-..ot crash of 2008_ Thofolowong I 
not inoomo and not op41roting cash Rows roYCIOb tho co~ony's p,ob&om1,-

Spotlight o n Business Decisions Found throughout 
the text, these features help students to develop strong 
decision-making skills by illustrating the relevance of 
accounting in real-world decision making and the lessons 
learned from global economic crises. 

Spotlight on Controls These features highlight appli­
cations of internal control principles in the workplace. 

SPOTLIGMT O~ Cor,trob 

SCHJrces of Inventory Shrinkage 

O SPOTUGMT ON Conodo 

Montonh.ip Program Offen Vision lo AbOf'iginol Youth 

Tho Mortin/CPA Conodo Accounting Montorship Orogrom (AMP) 'NOS on o 
Dr.mo M,r..stor C>oul Morbn and CCIA Lloyd C>osno. AMC>·s purposo i$ to po, 
youth ....+io so,;,, I.O'liYOf"Sjty dogroos and doy,;,lop thoir intorost in purw,ng b1,Sjn 
in oc:c:o.intong 

Tho AMP higl,.school 1t.idonU who osporo to co~to posHocondc.-y 
....tt. ,..,.,..,,.,..,.,...., f- _... ,.J 11,o ...,.,.J..,...........,·, 1,..... r,..,.., Tf>o-d,...,.,.....,..i,: 

lndopondont wrof,c;ot,on of ,1Yontory qvorit,bOS ..s itnportont. A rtieont study • 
S34 b, lion of onwntory goos nws,ng from U.S. roto,!Of"$ each y00t. Allnoug 
couso of sluin..oge (accounting fot 36 porcont of lost \.ln,U). on CIY01'l lorgor pa 
from o~loroo thoft To o~c.d hiring di1.honost ornplo-;oos. cOtr1pOnio1, 1.Crc1, 

ornploymont ond CU''l'!inol bockgrovnd chtieks. To d«or and dottiet employN 
_.,..,.., ... ,..,..;II.....,,.,."""- ,......i ,...nio..,low r,........,.,i..,, ,............,...,, 11,,,,,i ......,..;1- rftt 

Spotlight on Canada These boxes feature information 
on accounting and business practices specific to Canadian 
Aboriginal communities. 



A PROVtN TtACHING AND LtARNING MtTHODOLOGY. Faculty agree 
the accounting cycle is the 1nost crit ical concept to learn and master for stu­
dents studying financial accounting. The approach to this topic in Phillips/ 
Libby /Libby /wiackintosh is based on the belief that students struggle with the 
accounting cycle when transaction analysis is covered in one chapter. If stu­
dents arc exposed to the accounting equation, journal entries, and T-accounts 
for both balance sheet and income statement accounts in a single chapter, 
many are left behind and arc unable to grasp material in the next chapter, 
which typically covers adjustments and financial state1ncnt preparation. 

The accompanying graphic shows how, unlike other textbooks, the Phillips/ 
Libby / Libby /11Iackintosh approach spreads transaction analysis coverage over 
two chapters so that students have the ti1nc to master the material. In Chapter 2 
of Fundamentals of Financial Accounting, students are exposed to the account­
ing equation and transaction analysis for transactions that affect only balance 
sheet accounts. This provides students with the opportunity to learn the basic 
structure and tools used in accounting in a simpler setting. In Chapter 3, 
students are exposed to more complex transactions that affect both balance 
sheet and income statement accounts. As a result of this progressive approach 
to transaction analysis, students learn more, as documented in peer-reviewed 
research.' vVc have also seen that our approach prepares students to learn 
adjustments, financial statement preparation, and more advanced topics. 

Compressed Coverage 
(Other textbooks) 

B/S and 1/S Transactions 
with Accounting Equation, 

Journal Entries, and T-accounts 

Step-by-Step Coverage 
(Phillips/Libby/Libby/Mackintosh) 

B/ S Transactions 
with Accounting Equation, 

Journal Entries, and T-accounts 

B/S and 1/S Transactions 
with Accounting Equation, 

Journal Entries, and T-accounts 

1F. Phi1lips and L Heiser. "A Fic)d Expcrirncm Examining the Effects of Accounting Equation Emphasi,;; and 

Transaction Scope on Students Lcru·ning to Jonrnali.zc;" Issues in Accounting Education 26, pp. 681- 690 (2011). 



COACl-l'S TIP. Virtually every student has been inspired by a great 
coach at some time or another. Tlu·oughout the chapters, Coach's 
Tips provide students with advice and guidance on learning the 
material. Coach's Tips appear again in the problem material to offer 
encouragement as students work to reinforce what they've learned. 

¢f\ COACl-l'S TIP 

Any account name containing 
receivable is on asset and any 

containing payable is a liability. 

COACI-IED PROBLEMS 

CPU Pr-• poring on lnc:om• Stot en-..nt , Stot en-..nt of Re toined E.c:wnin95, ond 8olonc:e Sheet 

A1':jume tl1al you ;m: Lite 11rNt.lt'III <1/ Nudt.'ar C'.(IUIJ)l1.11.v. At tl1e c:ml al Lbe fir.it yti.itr uf <1per­
a liuu:1 {Dec:\'!mber :H, :Wti). tl1e following f i.11.11.1,d.-J J at;l for t}ie cumpm1y are a ,·;dfabk : 

COACl-lED PROBLEMS. Every chapter includes 
tlu·cc problem sets: Coached P roblems, Group A 
Problems, and Group B P roblems. The Coached 
Problems go beyond the traditional check figures to 
advise students on the process of solving a problem 
in addition to its outcome. 

® HOW'S IT GOING? 

1-lOW'S IT GOING? Research shows that 
students learn best when they arc actively 
engaged in the learning process. Fundamentals 
of Financ·ial Acco1.1nting provides plenty 
of this active learning feature to engage the 
student, provide interactivity, and promote 

In the space IJ'OVldcd, ondicolc (a) the type of occounl (A = asset. l = l,ob,lily, S'- = shorcholdcn' cqu•l)t R = 
re-venue,, = expense). and (b}whether ii a reported on the income slo!emcnt {1/S}, .dolcmenl of rcto,ncd earn· 
ings (SR[). bola.nee .sheet (B/S}, or .stolcmenl of cosh flows (SCi:}. 

efficient learning. These quizzes ask students to pause at strategic 
points tluoughout each chapwr to ensure they understand key 
points before moving ahead. Answers ar·e strategically placed at 
the end of the chapter SU1nmary so that students don't acciden­
tally read them before answering the questions. 

SOLUTION TO SEL~·STUDY PRACTICE 

Sollltlo,. to SPU 

,. , 
,,,. 
• 
' vs 

Tl-lE USER l=RAMEWORK. The USER Framework provides a "road map" to each chapter, showing how 
accounting functions work at all levels of the firm. Students learn to 

$t ........ ............... _ .... 
. '""--'-• . n.-.-,.,. 
. ,..._ ..... "" -... _ .. __ + .t ___ __ """"""---

-- ·-· . ... t . ... 

........... -..., 

U ndcrstand the business decisions that managers 1nakc, 

S tudy the accounting methods used, 

E valuate the reported results from the viewpoint of financial 
statement users, and 

R eview how the accounting methods affect the managers' 
decisions. 

ANALYZE, RECORD, SUMMARIZE. A systematic accounting 
process is used to capture and report the financial effects of a 
company's activities. This process includes three basic steps: 

Step 1: An alyze T ransactions 

Transaction analysis involves determining whether a transaction 
exists and, if it docs, analyzing its impact on the accounting equation. 

Steps 2 and 3: R ecord an d S um mar ize 

, .. ,1ro..a,1...,_,_ ·····- ·····- -····· ·•· u... .... n--..-. ..MQ •• ••• •••••• ,,._ 

.... ""' ·- I ,., u •• 

·- ....... 11 ... -!Jl.~l:t (i• 

I .... ~ ·- ~ 

One way to record and SU1nmarize the financial effects of transactions would be to enter yoU1· understanding of their 
effects into a spreadsheet. By summing each spreadsheet column, you could compute new balances at the end of 
each month and report them on a balance sheet. 

These helpful steps appear tlu·oughout various chapwrs to suppo1t learning. 



REVIEW OF THE CHAPTER 

To effectively evaluate and guide student success with the appropriate feedback, you need homework and test 
materials that arc easy to use and tied to the chapter discussions. 

Each chapter of Fundamentals of FinanC'ial Accounting is followed by an extensive variety of cnd-of­
chaptcr material that applies and integrates topics presented in the chapter. We have retained many of the 
popular items from prior editions and added new types of end-of-chapter materials, including a Homework 
Helper, multi-perspective discussion questions, comprehensive problems, and continuing cases. 

DEMONSTRATION CASE. Each chapter provides 
demonstration cases of activities in real-life situations. --­
These exercises have students analyzing, preparing, and 
summarizing actual information. 

0£MONSTA.ATION CAS£ 
,...,. .... ...., ,,_. ,_.,.,. ..... ..,., ...... .., ,,_ ....,.... ...... - ,,.,. - _ ,,,...... e._.'"e l 
•-•nf-..1...., .... -1~.t.,,,,. ,..,,i,..,,-·l-<l,rf...-1-,a ,.,,.,, 
./ • ~ .......,r. 0- A-. ,.., ..._ • ....,.... _....., -• ... ..._ ... u .. 1, 
..,,-1-1 ,,, .. f..a-"" ... ... .. ... _ .... _ ... , ... ....._..." o..... .. ........ , 
i,, 0- ..,..., • ._ f--..1 _.._..,.1 .. , ... .,_ .... Wll<~I"'-. :111: 

CMAPUR SUMMA.AV 

_ .... - ..... -_..,.,_ ...... 1,.-.. .._......... l,Ol.l 
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Cl-jAPTER SUMMARY. Each chapter concludes with an 
end-of-chapter summary, organiz.ed by chapter learning 
objectives, that revisits the learning objectives from the 
beginning of the chapter. 

KEY TERMS. The Key Terms list includes all key terms 
used in the chapter. In addition to the definitions avail- --­
able in the text of each chapter, full definitions of all key 
terms are found in the Glossary near the end of the text. 

KEY TERMS 

"'-- l ......... s,--.... .....adr "'-""IA, """'" --"-....... ~1..-l'tin," ("_ ...... A....,...,1-•it l.a,.,..,.lb,~ 
r.-.. - l~' P ......... 1ClAAl'j ,_...,.._ r ... ,. .. "-1'•-
A<_.., 1-:1 ... ,._.. -·-· J 0..h f~ 
~Si.... ,_,..,.....,...._....k~ -·•-,J~r--
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• :,. .. -.,... .. ~ao1,,,1 .. ,, ....... ~ 
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1-jOMEWORK 1-jELPER. The Homework Helper imme­
diately precedes each chapter's homework materials, 
highlighting subtleties discussed in the chapter and pro­
viding practice advice so that students can avoid common 
pitfalls when completing ho1ncwork. 

PRACTICE MATERIAL 

QUESTIONS. Each chapter includes ten to twenty 
multi-perspective discussion questions that ask students 
to explain and discuss terms and concepts presented in __ _ 
the chapter. Selected questions, denoted with an icon, arc 
designed to help students begin developing critical think-
ing skills. These questions arc ideal for sparking debate at 
the beginning of class or when transitioning between or 
reviewing topics. 

PIU.CTIC£ MATERIAL 
OU(SllC)N$ 16 llv•hol -....,..,.., .. -- 1h,.,. .... Q•• ..-In,. f,- ,-,.. ,1,.., -
.... i-, .. -.) 

I Dr(,.. . ...., .. -,, .. 
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MINl·E.XERCIS£S MINI-EXERCISES. Each of these assignments illustrates 
and applies a single learning objective from the chapter . 

. .. ~ .. 



EXERCISES. These additional assignments illustrate 0 £RCIS£S 

and apply single and multiple learning objectives from the --­
chapter. 

ll·l .......... ._, ..... r-.. .a.A...wMoo-o lOl-l 

............ t.1.-11 "'"'" .......... ....,...... .... i. ..... 11 ....... nl ................... r,....-..1 
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COACM£0 PROBLEMS 
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PROBLEMS (COAC~ED, GROUP A, AND GROUP B). 
Each chapter includes three problem sets to help stu­
dents develop decision-making skills. Coached problems 
include question-specific tips to assist students who need 
a little help getting started. Groups A and B are similar 
problems, but without the coaching. Excel templates arc 
tied to selected end-of- chapter assignments designated 
with the excel icon. 

LEVEL UP QUESTIONS. In each chapter, particularly 
challenging questions, designated by the Level Up icon, --­
require students to combine multiple concepts to advance 

I,,,.. i- ,..,. - ...,,.._ .. _ •--n, nf ••-1 -•- i,.,.I lul- ...... J 
- ..... 1 t.<M ............. ..,.. ....... s.4, ..... ., .......... -, .. -1 ..................... ,...,_,.... ...... ,...,...;w. 

~ r--,, .. _...., __ ,t. __ .....,.w_ 

' 
to the next level of accounting knowledge. 

LOl-S."•· 
.,._l. 4--.S. ·-·­... -· .. _. 

COMPR£M£NSIVE PROBUMS 

c•- r-.... ...i.,.. ,.. __ o,,.di,<llfot .,,...,.u..e,-1~1,op..,..-.­
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COMPRE~ENSIVE PROBLEMS. Selected chapters 
include problems that cover topics from earlier chapters to 
refresh, reinforce, and build an integrative understanding 
of the course material. These are a great resource for 
helping students stay up to date tlu·oughout the course. 

SKILLS DEVELOPMENT CASES. Each chapter offers 
cases designed to help students develop analytical, crit ical 
thinking, and technological skills. These cases are ideal --­
for individual assignments, class discussions, and group 
projects. Encourage your st udents to find financial infor-

I.OH. H. -

SKIUS OE.vtLOPM£NT CASES 

~ll A,,,ol ... R .... ltl..,.. __ 
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mation in an actual annual report. 1' hc first case of every 
chapter presents an oppo1·tunity to connect your students 
with real- world financial reporting. 

CONTINUING CASE 
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CONTINUING CASE. In Chapter 1, students arc 
introduced to Nicole's Getaway Spa (NGS). In each 
chapter, the Continuing Case feature extends this case 
and requires s tudents to apply topics from the cruTent 
chapter. Chapters 5 through 12 present a continuing case 
involving the \\Tiki Ar t Gallery (\\I AG) (sec Appendix D). 
This case depicts a setting in which accounting infor­
mation is used to determine a co1npany 's selling price. 
By cxainining accounting decisions in an easy-to-use 
multiple-choice format, students learn that not all num­
bers arc what they appear a t first glance. 



In response to feedback and guidance from numerous financial accounting faculty, the authors have made 
many important changes to the fifth Canadian edition of F11.ndarnentals of F·iruincial Acco·unt·ing, including 
the following: 

• Integrated new focus companies, inclnding Nlolson Coors Brewing Co111pany and Koss Corporation , a headphone 
111an uf a.ct nrer 

• Reorganized topics within Chapters 5 tht·ough 7 to in1prove cohesiveness and introduce additional depth 
• An introduction to the topic of fraud (as in the fonrth edition) in Chapter 5 that now also discnsses and illustrates the 

related topic of internal controls, including cash controls and electronic docu111entation of cash dish1use111ents 
• A discussion in Chapter 6 that illustrates 111erchandising operations, including inventory sales (as in the fourth edition); 

however, this topic is now preceded by 111erchandise inventory purchases, consistent with the natural sequence of busi­
ness events 

• A focus in Chapter 7 on inventory costing and valuation (as in the fourth edition) that now includes a discussion of 
inventory t urnover and gross profit analyses in assessing the likelihood of inventory write-downs 

• l\'ew end-of-chapter n1aterial in each chapter to support new topics and learning objectives, with more than fifty 
revised and updated end -of-chapter assign111ents, exercises, problems, and cases 

• A new Spotlight on Canada box that discusses accounting and business practices specific to Can adian Aboriginal 
co111munities 

• Additional Help Nie Solve It animations that walk students through an end-of-chapter question hand-picked by the 
author to provide students with insight into unde1-standing and completing the question 

Fundamentals of Firuincial Accounting fifth Canadian edition has also kept certain features that reviewers 
noted were very useful and necessary. These include 

• Comparisons of the key differences between Accounting Standards for Private Enterprises (ASPE) and International 
Financial Reporting Standards (IFRS) in a boxed feature at the end of each chapter 

• Cmnprehensive problenlS (spanning mult iple chapte1-s) 
• Two critical thinking cases with qnestions tht·oughout 111ost chapte1-s, in easy to use 111ultiple-choice format. 
• Check figures for some Exercises and Group A and Group B Problen1S, just to name a few 

DETAILED CHANGES BY CHAPTER 

C~APT~R 1 
• New descript ion of financial statement 11Sers, with new 

ilh1Stration (Exhibit 1.2) 
• Updated dates for sample financial statements 
• Expanded discussion of conceptual fra111ework, with new 

ilh1Stration (Exhibit 1.10) 
• Revisions to end of chapter 111aterial: updated nnn1erical 

data for real-world companies, revised annual report 
case to reflect npdated financial statements 

C~APT~R 2 
• New ilh1Stration of accounting cycle 
• Expanded learning objectives to include t rial balance 

preparation 
• Revised ilh1Stration of T-acconnts to inclnde nonnal 

balance (Exhibit 2.7) 
• Updated dates for san1ple financial statements 
• Update analysis of current ratios in Spotlight on 

Financial Reporting 
• Revisions to end of chapter 111aterial: updated nun1erical 

data for real-world companies, revised annual report 
case to reflect updated financial statements 

C~APT~R 3 
• Updated dates for san1ple financial statements 
• Changed terminology fron1 "unearned revenue" to 

"defen·ed revenue" to align better with new Revenue 
Recognition standards 

• New IFRS/ ASPE comparison box in relation to new 
Revenue Recognition standards 

• New illustrations to compare tinting of revenue recog­
nition and cash receipt (Exhibit 3.5) 

• New illustrations to compare tinting of expense recog­
nition and cash payn1ent (Exhibit 3.6) 

• New transactions to illustrate contemporat·y technol­
ogy, such as online Fa.cebook advertising at1d a uto111ated 
1nonthly disbursements 

• New format for accounting equation effects to illustrate 
link between inc0111e staten1ent and balat1ce sheet 

• Updated de1nonstration case 
• Revisions to end of chapter 111aterial: updated numer­

ical data for real-world companies, revised exercises 
to include transaction analysis and determination of 
income effects, revised annual report case to reflect 
updated financial statements 



Cl-lAPT!;:R 4 
• Updated dates for sainple financial state1nents 
• New illustrat ion to tie adjustn1ents to accounting cycle 

(Exhibit 4.2) 
• New illustration of adjustment effects on balance sheet 

ai1d inco1ne state1nent (Exhibit 4.5) 
• Cont inued use of new accounting equat ion format 

illustrating link between inco1ne statement and balance 
sheet 

• Updated demonstration case 
• Revisions to end of chapter material: updated nu1neri­

cal data for real-world companies, revised exercises to 
encmll'age reflection on income effects of adjust1nents, 
revised annual report case to reflect updated financial 
staten1ents 

Cl-lAPT!;:R 5 
• Substai1tial changes fron1 the fou1'th edition: re1noved 

the discussion of press releases, the illust ration of 
Europeai1 financial statements, the introduction of the 
basic business model, and repeated coverage of external 
users. Inserted an e>.1>lanation of internal control and 
cash reportingalong with supporting examples. 

• Ne,v focus company (Koss Corporation) to illustrate 
how internal control deficiencies allowed the VP Finance 
to steal S31.5 1nillion to pay for ext ravagant credit cai·d 
purchases 

• New categorization of fraud types 
• Expand discussion of internal control to include new 

COSO cube 
• New illustration of electronic documents used to pro­

cess cash disbul'sements 
• New discussion of petty cash transactions and p-cai·ds 

in Spotlight on Controls 
• New discussion and illust ration of reporting restricted 

cash 
• Revisions to end of chapter material: updated nu1neri­

cal data for real-world companies, revised exercises to 
encmll'age reflection on income effects of adjustments. 
revised annual report case to reflect updated financial 
staten1ents 

Cl-lAPT!;:R 6 
• Substai1tial changes fron1 the fmll'th edition: re1noved 

internal control topics (now in Chapter 5), and relocated 
journal entries for inventory purchases (previously in 
Chapter 7) to accompany inventory sales in this chapter 
(Chapter 6) 

• Updated focus company illustrations with vValtnart and 
new P lai1et Fitness 1naterial contrast finai1cial state­
ments of service company with 1nerchandiser (Exhibit 
6.2) 

• New illustration of cost-of-goods-sold equations to 
distinguish periodic and perpetual inventory systems 

• Expa nded d iscussion of s hrinkage to include 
book- to-physical adjustment 

• New exhibit comparing journal entries for inventory 
purchase and sale transactions (Exhibit 6.8) in a per­
petual systetn (periodic systen1 entries are included in 
the chapter supplen1ent) 

• New s upplement created to discuss t he concept of 
bund led sales , which sten1s fron1 the new Revenue 
Recognition stai1da1·ds 

• E>.,>anded discussion to include using the net 1nethod 
for sales discounts and estitnating significai1t returns of 
sales 

• Updated demonstration case 
• Revisions to end of chapter material: updated nu1neri­

cal data for real-world companies, revised exercises to 
encmll'age reflection on income effects of adjust1nents 
revised annual report case to reflect updated financial 
staten1ents 

Cl-lAPT!;:R 7 
• Inventory ptll'chases and the corresponding journal 

entries have been removed and ai·e now in Chapter 6 to 
accompany inventory sales. 

• New Spotlight on Financial Reporting discussing the 
LCl\1 write-down at Lululen1on for its see-through 
yoga pants fiasco 

• Updated inventory turnover analysis in Exhibit 7.7 
involving Harley-Davidson, NlcDonalds, and HBC ' 

• New Spotlight on Financial Repot'ting to tie inventory 
turnover and gross profi t to LCNI 

• Updated demonstration case 
• Revisions to end of chapter material: updated nu1neri­

cal data for real-world companies, revised exercises to 
enc?111·age reflection on income effects of adjust1nents, 
revised annual report case to reflect updated financial 
staten1ents 

Cl-lAPT!;:R 8 
• Updated focus co1npany illust rations wit h VF 

Corporation the n1aker of Nor th Face jackets , 
JanSport backpacks, \¥rangier jeans, and Vans shoes 

• Updated Spotlight on Financial Reporting showing days 
to collect for Kellogg Cmnpany 

• Updated receivables turnover analysis in Exhibit 8.7, 
involving VF Corporation, Kellogg's, and Skechers 

• New Spot light on Business Decisions showing how 
Target monitors its addit ional revenues over its costs of 
having custo1ners pay for iten1S on credit 

• Updated de1nonstration case featuring Rocky Nlountain 
Chocolate Factory 



• Revisions to end of chapter 1naterial: npdated nmneri­
cal data for real-world companies, revised exercises to 
encourage reflection on inco1ne effects of adjust1nents, 
revised annual report case to reflect updated financial 
statements 

Cl-lAPTtR 9 
• Updated focus company illust rations with Cedat· Fair 
• Elitninated discussion of cash -only tangible asset 

purchase 
• Revised depreciation formula presentations to highlight 

depreciation rates 
• New illustration to explain calculation and jmunalizing 

of gain/ Joss on disposal 
• Revised 8.lllortization presentation to show Accu1nulated 

An1ortization rather than directly reducing asset 
• Updated fixed asset turnover analysis in Exhibit 9.5, 

involving Cedar Fair, Six Flags, and Yahoo! 
• New illust ration in Homework Helper to show co1nn1on 

causes of changes in account balances 
• Revisions to end of chapter 1naterial: updated numeri­

cal data for real-world companies, revised exercises to 
encourage reflection on income effects of adjust1nents, 
revised at1nual report case to reflect updated financial 
statements 

Cl-lAPTtR 10 
• Updated focus company illust rations with General ~tills 
• New Spotlight on Business Decisions to discuss 

accounting for crowdfunding liabilities arising frotn 
Kickstat·ter and Prosper arrange1nents 

• Replaced quick ratio with debt-to-assets ratio 
• Revisions to end of chapter 1naterial: updated numeri­

cal data for real-world companies, revised exercises to 
encourage reflection on inco1ne effects of adjust1nents, 
revised at1nual report case to reflect updated financial 
statements 

Cl-lAPTtR 11 
• New focus compat1y, Nlolson Coors Brewing Cmnpany 
• Revised list of reasons for stock repurchases, sup­

ported by new Spotlight on Business Decisions involving 
Safeway's treasury stock purchase to boost EPS 

• Expanded illustration of dividend journal entries to 
include closing entry 

• New section to illustrate simple state1nent of share­
holdet-s' equity 

• New Spotlight on the vVorld to discuss the U.S. gov­
erntnent's JOBS Act and crowdfunding equity 

• New ratio an alyses in Exhibit 11.7, involving Nlolson 
Coors Brewing Compat1y and Anheuser-Busch Jnbev 

• Inserted cash dividends into demonstration case A 
• Revisions to end of chapter 1naterial: updated numeri­

cal data for real-world companies, revised exercises to 
encourage reflection on inco1ne effects of adjust1nents, 
revised at1nual report case to reflect updated financial 
statements 

Cl-lAPTtR 12 
• Updated focus cotnpany illustrations and financial 

inforn1ation for Under Armour Inc. 
• Final section of chapter illustrates user analyses that 

are possible with direct n1ethod but not indirect 1nethod 
presentation 

• Deleted spreadsheet approach, previously in chapter 
supplement 

• Revised detnonstration cases to be 1nore consistent with 
approaches illust rated in chapter 

• Revisions to end of chapter material: updated numeri­
cal data for real-world companies, revised exercises to 
encourage reflection on inco1ne effects of adjust1nents, 
revised at1nual report case to reflect updated financial 
statements 

Cl-lAPTtR 13 
• Updated information regarding the focus cotnpany 

(Hotne Depot) , including all nan·ative interpreting at1d 
comparing financial results 

• Revised Exhibit 13.5 and related discussion to reflect 
changes made to all other chapters 

• New Spotlight on Business Decisions to discuss impact 
of supply chain financing on current ratio 

• Revisions to end of chapter 1naterial: updated numeri­
cal data for real-world companies, revised exercises to 
encourage reflection on inco1ne effects of adjust1nents, 
revised at1nual report case to reflect updated financial 
statements 

APPtNDIXtS A & B: 1-lOMt DtPOT 
SUMMARIZtD i=INANCIAL STATtMtNTS AND 
tXCtRPTS !=ROM Tl-l t i=ISCAL 2016 ANNUAL 
RtPORT 01= LOWt'S COMPANltS INC. 
• Sumn1arized financial state1nents of T he Home Depot 

and updated excerpts from the fiscal 2016 Lowe's 
Annual Reports 

APPtNDIX C: PRtStNT AND i=UTURt VALUt 
CONCtPTS 
• Reviewed and updated all end-of-chapter 1naterial 



APPtNDIX D: WIKI ART GALLtRY, INC. 
• The award winning critical thinking case, \¥ 11<1 Art 

Gallery, Inc., is now included as an appendix instead of 
online in Connect. This is to allow for easier access and 
referencing for stndents when they are completing t he 
mnlt iple choice questions relating to this case tbt·ough­
ont 1nost chapters. 

APPtNDIX t: INVtSTMtNTS IN OT~tR 
CORPORATIONS 
• Updated focus company Rogers Co1nn11111ications 
• Revised discussion of 1nergers and acquisitions 

SUPERIOR LEARNING SOLUTIONS AND SUPPORT 

T he Jv[eGraw-Hill Education team is ready to help you assess and integrate any of our 
products, technology, and services into your course for optimal teaching and learning 
performance. \~'hcthcr it's helping your students improve their grades or putting your 
entire course online, the McGraw-Hill Education team is here to help you do it. Contact 
your Learning Solutions Consultant today to learn how to maximize all of 11IcGraw-IIill 
Education's resources! 

For more information, please visit us onlinc: http://www.mheducation.ca/he/solutions 



Accounting information is always created and shared with others, making teamwork 
an impo1tant skill to develop. Our research finds that whether you select your own 
teammates or your instructor assigns them to you, taking ce1tain steps can improve the 
chances of your team being succcssful.2 

1. K no,v what you want . Talk with your teammates about the quality of work your 
team aspires to produce and the amount of commitment to reach that goal. Define 
the general rules by which the team will work. How will the tea.in determine who 
does what? How often will you meet, and for how long? How will you keep in touch 
between 1ncetings? Spending a few 1ninutes at the start to put these "rules" in ,vriting 
can save you much frustration and disappointment later. 

2. Plan how to get t here. Team projects can feel overwhelming at first, and you 
may be tempted to quickly split up the work so that everyone can get started on it. 
Do not do this. Take the time to identify (a) the specific steps needed to complete 
the project, (b) the skills required at each step, and (c) the strengths of each team 
member. Two benefits of being in a team arc that you do not have to be an expert in 
everything and you do not have to do it all yourself. So assign work to team members 
based on their strengths and workloads, ensuring that everyone gets to do their fair 
share. Our research shows that teams earn better grades when everyone participates 
in a meaningful way. 

3. W ork as a team. Teams arc more than j ust groups of people. To be a team, you 
must be committed to the sainc goal and be willing to "step up" when you can. Teams 
can acco1nplish much when working as single unit, but not without the individual 
effort made by team members. Our research shows that the highest project grades arc 
earned when team members work together, bringing their skills and abilities to bear 
on each task. 

4 . B uild t he team. Teams rarely are perfect when they first start. It takes time to 
build the trust that is needed when relying on others. IIclp team members along by 
scheduling times to review one another's work and to give constructive feedback on 
how it can be improved. As a team, assess the whole teain's performance and the 
openness of its communication. Do this often, ai1d small difficulties will be less likely 
to turn into big problems. 

2$. Hilton and F. Phillips. "Instructor-Assigned and Stndcnt-Scloctcd Groups: A View from Inside,"' / . .:;sues in 

Accountin9 Education 25, pp 15- 33 (2010). 



What does it t ake t o do ,veil in your Financial A ccounting course? Our research finds that the way 
you read and use your textbook can have a major impact on your course perfonnancc.3The following graphic 
summarizes our primary findings, which suggests four things you can do to improve your chances of earning a 
good grade. 

Grade Earned Primary Goals Consequential Actions 

Read before cla..._, 

A.B Read 10 Understand Material Persist when material is difficult 

Tackle diffieuhies immediate!)' 

Read after class 

C, D, P Read 10 Reduce Anxiety Quit when materiaJ is difficult 

Put off diffieultie., indefinitely 

1. R ead t he chapters to learn rat her than just to get through them. Learning doesn't miraculously 
occur just because your eyes have skimmed all the assigned lines of the textbook. You have to think and 
focus while reading to embed the material in your understanding and memory. Use the text's learning 
objectives to focus on what's really important in the chapters. 

2. Don't be discouraged if you init ially find some mater ial challenging to learn. At one time or 
another, both the best and weakest students describe themselves as both "confused" and "having a good 
grasp of the material," "anxious" and "confident," and "overwhelmed" and "uncomfortable." The simple 
fact is that learning new material can be challenging and init ially confusing for anyone. Success does not 
depend as much on whether you become confused as it docs on what you do when you become confused. 

3. C lear up confusion as it arises. A key difference between the most successful students and the least 
successful students is how they respond to difficulty and confusion. \Vhen successful students arc confused 
or unsure, they immediately try to enhance their understanding through re- reading, self- testing, and 
seeking outside help if necessary. In contrast, unsuccessful students try to reduce anxiety by delaying 
further reading or by resorting to memorizing without understanding. Aim to clear up confusion when 
it arises because accounting, in particular, is a subject for which your understanding of later material 
depends on a thorough grasp of earlier material. 

4 . Think of reading as t he init ial stage of study in g. Abandon the idea that "studying" only occurs 
during the final hours before an exam. By initially reading with the same intensity that occurs when later 
reviewing for an exam, you can create eid,ra time for practising exercises and problems. This combination 
of concentrated reading and extensive practice is likely to contribute to better learning and superior exam 
scores. 

'B.J. Phillips and F. Phillips. "Sink or Skim: Textbook Reading Behaviors of Introductory Accounting Students,"' J..:u;ue.,; in A<.:<.:ounting Education 

22. pp 21-44 (2007). 



l run extretnely grateful to have had this opportunity to work on yet another edition of this textbook. The entire process 
continues to be an incredible journey that yon cru1 truly appreciate only when you have been dit·ectly involved. The process 
has been rewru·ding and enjoyable thanks to the contributions n1ade by everyone. 

The conunitted tean1 at tvlcGraw-Hill Education was outstru1ding. They are truly a talented group of individuals who, 
with all of their efforts, have 111ade this project come together. A huge thank you goes out to Keara Enllllett, the portfolio 
manager, for her talent, conllllitn1ent , and support throughout this process. T hank you to the content developers, Tamn1y 
Nlavroudi and Lindsay iVlacDonald, for all of their guidance during this project. Tanuny's wealth of infonnation, patience, 
and insights were invaluable to me. Her constant communication with me was essent ial to the success of this project. 

l an1 exceptionally grateful to have worked with such a great copy editor as Judy Sturrup. Her significant input and 
careful attent ion to details and deadlines were vital to 1ne throughout this process. Thank you to the entit·e production 
staff: Jeanette iVlcC1udy, Emily Hickey, and Nlichelle Saddler. Thanks also to our technical checker, Rob Ducharme; your 
attention to detail has been greatly appreciated. 

l an1 ext re1nely appreciative for the dedication and professionalis111 that was shown by everyone involved, as this made n1y 
job more 1nanageable, including all the reviewe1-s who provided such valuable conllllents and suggestions for improvements. 

l am also genuinely grateful to Fred Phillips for his valuable resources and expertise. His guidance and wealth of 
knowledge ru·e greatly appreciated ru1d his conllllit1nent to be of assistru1ce was unwavering. 

l would also like to recognize the invaluable advice and suggestions provided by the many people who participated in 
the n1anuscript developn1ent reviews. For this assistance, I thank the following colleagues: 

Reviewers for the Fift h Canadian Edition 
Alym Amlani, J(wantlen Polytechnic Uni.ve,·sity 
Lorraine Cipparrone, She1-idan College 
Pat Corkum, Acadia Uni.ve1·sity 
Nlegru1 Costiuk, University of Regina 
Jaime Morales, T1·ent Unive,·sity 
Barrie Tober, 1Viagara College 

Reviewers for previous editions 
Ron Baker, University of Regina 
Hilary Becker, Carleton University 
Paul Berry, J\llount Allison University 
Catherine Bye1-s, Seneca College of Applied Arts 
Andrea Chance, George B,·own College, U11iversity of Guelph 
Ann Clarke-Okah, Carleton University 
Robert Collier, University of Ottawa 
Patricia Corkum, Acadia University 
Sandra Daga, Uni.ve1·sity of 1'oronto at Scarborough 
Angela Davis, University of l,Vimiipeg 
Han Donker, University of !Vortheni B1-itish Colutnbia 
Cyn thia Dnncan, Se11eca College 
Gerry Dupont , Carleton University 
lan Feltn1ate, Acadia University 
Deirdre Fitzpatrick, George Brown College 
George Gekas, Ryerson University 
Elizabeth Grasby, Weste1-n University 
Else Grech, Ryerson University 
Colin Haime, \I ancouver Island University 
Rosalie Hanns, University of ~Vinni.peg 
Nlahlon Harvey, University of Winnipeg 
Gordon Holyer, Vancouver l slaruJ University 
Nlelissa Jean, ~Vesteni University 

Glen Kobnssen, University of Saskatchewan 
\¥alter Krystia, Ryerson University 
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Ken 1'1acaulay, St. F1·ancis Xavier Unive1·sity 
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The Complete Course Solution 

We listened to educators from around the wor1d, learned about their challenges, and created a whole new way to deliver a course. 

Connect2 is a collaborative teaching and learning platform that includes an instructionally designed complete course framework of learning 
materials that is flexible and open for instructors to easily personalize, add their own content, or integrate with other tools and platforms. 

• Save time and resources building and managing a course. 

• Gain confidence knowing that each course framework is pedagogically sound. 

• Help students master course content. 

• Make smarter decisions by using real-time data to guide course design, content changes, and remediation. 

1--­• • • . . 
I. : :-..:.=:=...-= ·--·-... _ .. _ .. _ ·---·--·----­·--· .. ---
·------

MASTER - Student Experience 

MANAGE - Dynamic Curriculum Builder 

Quickly and easily launch a complete course framework developed by instructional 
design experts. Each Connect2 course is a flexible foundation for instructors to 
build upon by adding their own content or drawing upon the wide repository of 
addit ional resources. 

• Easily customize Connect2 by personalizing the course scope and sequence. 

• Get access to a wide range of McGraw-Hill Education content within one 
powerful teach ing and learning platform. 

• Receive expert support and guidance on how best to utilize content to achieve 
a variety of teaching goals. 

Improve student performance with instructional alignment and leverage Connect2's 
carefully curated learning resources. Deliver required reading through Connect2's 
award-winning adaptive learning system. 

_ .. __ -­-
·--·-----

• Teach at a higher level in class by helping students retain core concepts. ·- ---.. --- ·-• Tailor in-class instruction based on student progress and engagement. - - - -• Help focus students on the content they don't know so they can prioritize 
their study time. 

-.... 
- . 

'I:- --·- .. = -·~ -- :;;.. - . --- . -·-----
· ·=---· ....... • 

Course Map 
The flexible and customizable course map 
provides Instructors full control over the 
pre-.deslgned courses within Connect2 . 
Instructors can easily add, delete, or rearrange 
content to adjust the course scope and 
sequence to their personal preferences. 

MEASURE: - Advanced Analytics 

Collect, analyze and act upon class and individual student performance data. Make 
real-time course updates and teaching decisions backed by data. 

• Visually explore class and student performance data. 

• Easily identify key relationships between assignments and student performance. 

• Maximize in-class t ime by using data to focus on areas where students need 
the most help. 

Implementat ion Guide 
Each Connect2 course Includes a detalled 
Implementation gukle that provides guidance 
on what the course can do and how best to 
utlllze course content based on lndlvldual 
teaching approaches. 

Instructor Resources 
A comprehensive collectlon of Instructor 
resources are avaHable within Connect2. 
Instructor Support and Seminar Materials 
provfde additional exercises and acthrltles to 
use for in-class discussion and teamwork. 

For more information, please visit www.mheconnect2 .com 



TMAT WAS 

TI-IEN 
If you think occounting 
is for removed from your 
personol li fe. you might 
be in for o surprise. Your 
ordinory life experiences, 
especiolly os o student, 
octuolly prepore you well 
to leorn occounting. 

TI-IIS IS 

NOW 
This chopter focuses on 
the key finonciol reports 
thot businesspeople rely 
on when evoluoting o 
compony's performonce. 

YOUR L£ARNING 
OBJ£CTIV£S 

Understand the business 

1(•)01 Describe various 
orgonizolionol Forms and 
business decision makers. 

Study the accounting 
methods 

l(•)fj Describe the purpose, 
structure, and content of 

the four basic financial 

statements. 

Evaluate the results 

l(•)fJ ~xploin how financial 
statements ore used by 
decision makers. 

"l("'•)""if'"·I Describe factors that 
contribute lo useful 
financial information. 

Review the chapter 

Chapter Summary 

CMAPTER 1 

Business Decisions and 
f=inancial Accounting 

!= OC US C O MPANY: 

Pizza Palace Inc. 

wavebreakmedia/Shutter·stock.com 

W
elcome to the world of business ond finonciol occounting. One of our gools 

for this book is to help you see the role thot occounting ploys in helping 

people turn their good ideos into successful businesses. The founder of 

l='edl;:x first introduced his ideos obout o notionwide tronsportotion business in o 

college essoy. W ith the help of occounting, l='edl;:x hos become o multibillion-dollor 

business. Perhops the only thing stopping you from doing this is thot you don't feel you 

know whot is involved in storting ond running o business. Were here to help with thot. 

Another importont gool for us is to exploin topics in woys thot you con relote to. 

We wont you to see thot your personol life experiences help you to leorn occounting. 

Often, we will exploin topics in the context of o reol business. !=or exomple, in the first 

four chopters. you will leorn the steps thot l;:milio Sontos took to stort his own business 

ond turn his dreom into reolity. By reoding obout his experiences, you'll goin o reolistic 

understonding of how occounting is o key port of oll businesses. So. let's get storted. 

For ten yeors, l;:milio worked in severol pizzo restouronts in downtown Voncouver. 

During this time. he perfected o gourmet p izzo concept thot he believed would be o 

greot oddition to the locol restouront scene, so l;:milio decided to stort his own pizzo 

business. 

Although eoger to get storted. l;:milio hod severol questions to consider ond 

decisions to moke. He contocted Ally Poddison, o locol chortered professiono l 

occountont (CPA). to osk her odvice. As you will reod in this chopter, Ally met with 

l;:milio in June to onswer his mony questions ond to help him understond whot's 

involved in storting o business ond how to monitor its success. By following Ally's 

business ond occounting odvice, l;:milio successfully lounched his compony, which he 

nomed Pizzo Poloce Inc. 



ORGANIZATION OF THE CHAPTER 

• 

• 

' 

Understand the 
business 

Organizational forms 

Accounting for 
business decisions 

Study the 
accounting methods 

• The basic accounting 
equation 

-+ . Financial statements 

Understand the Business 

ORGANIZATIONAL FORMS 

• Using financial 
statements 

-+ . Useful financial 
informa tion 

"Emilio, we should start by ta lking about how you want to organize 

your business." 

©The McGrow·Hill Companies lnc./ Brion Moeskau, photographer 

"Well, I'm opening a gourmet pizza restaurant. What else do I need 

to know?" 

©The McGrow·Hill Companies lnc./ Br ion Moeskau, photographer 

Ally outlined three primary ,vays in which businesses can be organized: sole 
proprietorship, pru·tnership, and corporation . 

Sole Proprietorship 

This is a form of business owned (and usually operated) by one individual. It 
is the easiest form of business to stru·t because it doesn't require any special 
legal procedures. T he owner just gets a business licence and they're good 
to go. A sole proprietorship is considered a part of t he o,vner 's life, with all 
profits (or losses) becoming part of the taxable income of the owner, and the 
owner is personally liable for all debts of the business. 

Partnership 

A pru·tnership is similar to a sole proprietorship, except that prof­
its, taxes, and legal liability are t he responsibility of t,vo or more 

• Demonstra tion Cose 

-+ • Chapter Summary 

Solution to Self-Study • 

Practice 

• Key Terms 

• Homework Helper 

• Practice Material 

LEARN ING OBJECTIVE 1-1 

Descr ibe various 
organizational forms and 
business decision makers. 


