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Preface

The aim of Understanding Financial Accounting is to intro-
duce students to the core concepts of fi nancial accounting by 
illustrating the relevance of the material to a wide variety of 
decision-making contexts. The focus is on providing students 
with the tools to help them understand the rationale behind 
the numbers. If students can develop an understanding of the 
language of accounting, grasp what the accounting informa-
tion means, and appreciate what managers are saying when 
they present the fi nancial information, they will have laid a 
foundation they can build upon in whatever position they hold 
in the future.

The material is written at a level meant to be under-
standable for all students who put the time into working 
through it. It is based on 18 years of teaching the material to 
thousands of students with a wide variety of backgrounds, the 
majority of whom have been non-accounting majors, but also 
to others who have gone on to medal on national professional 
accounting exams.

Continuing Features 
Cohesively Structured Content
The text has been structured around a series of core questions 
that students may ask themselves about the chapter topics and 
that they need to be able to answer in order to achieve the 
learning objectives. The material that follows each question 
then becomes more relevant to the students and provides them 
with a clear picture of why they need to understand it. The text 
also walks students through the basic mechanical elements of 
fi nancial accounting, because it is very diffi  cult for students to 
understand accounting information if they lack an understand-
ing of the system used to generate it. 

The Take 5 Videos
Each chapter includes a number of whiteboard screen capture 
videos that students can preview before coming to class or use 
for review after. These videos are a great tool for instructors 
who like to fl ip their classroom. In addition, new Take 5 Videos 
developed for this edition focus on solution walkthroughs of 
the end-of-chapter review problems that are in the text.

Opportunities for Classroom Discussion
Each chapter of the text includes features that can form the 
basis for classroom discussions. These include the Ethics in 
Accounting feature that highlights ethical issues that must be 
dealt with in relation to all kinds of accounting situations, the 
For Example feature that showcases and interprets fi nancial 
statements of real companies, and the Conceptual Framework 
feature that discusses the theory behind accounting practices.

Unparalleled Review and Practice 
Opportunities
Concise and to-the-point chapter summaries recap the key 
points covered by each learning objective. Chapter End Review 
Problems, with accompanying Take 5 videos, walk the student 
through the steps required to solve complex problems.

Each chapter includes a variety of assignment material, 
enabling faculty to choose the level of breadth and depth at 
which they want to assess the students. This includes Discus-
sion Questions, Application Problems (now expanded and di-
vided into two sets), User Perspective Problems, Reading and 
Interpreting Financial Statements problems, and small Cases.

Key Enhancements
This second edition of Understanding Financial Accounting 
builds on the strength of the innovative fi rst edition. All con-
tent has been carefully reviewed and revised to maximize stu-
dent understanding. Signifi cant work has gone into enhancing 
the reading content, the assessment material, and the material 
available in the WileyPLUS  course.

Tightened Linkages between the Reading 
Content and the WileyPLUS Course
WileyPLUS  is an innovative, research-based online environ-
ment for eff ective teaching and learning. Among its many fea-
tures, WileyPLUS  allows students to study and practise using 
the digital textbook, quizzes, and algorithmic exercises. The 
immediate feedback helps students understand where they 
need to focus their study eff orts. 

Based on cognitive science, WileyPLUS  with ORION is a 
personalized adaptive learning experience that gives students 
the practice they need to build profi ciency on topics while 
using their study time more eff ectively. The adaptive engine 
is powered by hundreds of unique questions per chapter, giv-
ing students endless opportunities for practice throughout the 
course. Orion is available with all chapters of this text.

This edition makes a clear link between the reading con-
tent and the wealth of pedagogical material available in the 
WileyPLUS  course. The new Assess Your Understanding 
box at the end of many chapter sections directs students to the 
relevant Demonstration Problems in the WileyPLUS  course. 
Additional Demonstration Problems are in WileyPLUS  and 
there is now a companion Demonstration Problem for every 
Chapter End Review Problem, doubling the opportunities for 
students to practise working through problems.

Augmented End-of-Chapter Material
Revisions based on faculty and student usage 
data. The all-important end-of-chapter material has been 
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signifi cantly revised. These revisions were data-driven. Data 
from WileyPLUS  was used to determine the questions most 
frequently assigned by faculty and the questions most often 
attempted by students. The number of popular end-of-chapter 
questions has been signifi cantly increased, while infrequently 
assigned questions were removed. For example, the number of 
Application Problems has doubled, to more than 350. 

Mirror problem set ‘B’ introduced for Application 
Problems. The Application Problems have been grouped 
into two sets, A and B, whose topics mirror each other, so they 
can be assigned separately or together for extra practice. The 
Application Problems are now organized by learning objective to 
better test students’ understanding of each objective and to make 
it easier for faculty to quickly identify relevant problem material. 

Unique, new Work In Progress problems. A new 
type of problem, Work In Progress, was added, which enhances 
students’ critical thinking and communication skills by requir-
ing them to correct or improve a statement about key concepts 
in the chapter. 

Other additions and changes. The number of Discus-
sion Questions and User Perspective Problems has been 
increased by roughly 20%. Finally, all Reading and Interpreting 
Published Financial Statements problems have been revised to 
refl ect the most recent publicly available fi nancial statements. 

Current Accounting Standards
This edition has been revised to refl ect new fi nancial reporting 
standards, such as IFRS 15 (Revenue from contracts with cus-
tomers) and IFRS 16 (Leases). The text covers in depth the fi ve-
step revenue recognition model and the impact of the new IFRS 
15 on sales discounts, warranties, sales returns, gift cards, and 
loyalty programs. Chapter 4 was completely rewritten to refl ect 
IFRS 15, and now provides the most comprehensive revenue rec-
ognition coverage of any introductory fi nancial accounting text.

Enhanced Coverage in Several Areas
This edition has enhanced the discussion in several areas. For 
example, material has been added to Chapter 6 related to the 
responsibility for and limitations of internal controls, while 
content has been added to Chapter 11 on the types of preferred 
shares and why they are considered to be hybrid securities. As 
well, the number of For Example feature boxes has increased 
by more than 50%, to provide students with even more real-life 
examples to illustrate concepts.

Enhanced Self-Assessment Opportunities
This edition has strengthened the opportunities for students to 
assess their mastery of the content. At the end of many sections 
is a new feature, Assess Your Understanding, which directs 
students to the Chapter End Review Problems and WileyPLUS  
Demonstration Problems relevant to that topic and learning 
objective. This makes it much easier for students to know what 
material they should attempt to ensure that they understand the 
related content. The number of Chapter End Review Problems 

has more than doubled. Fully annotated solutions are provided 
for all of the Chapter End Review Problems, and additional 
Take 5 videos have been created to support students by walk-
ing them through the most diffi  cult of these.

Specific Chapter Enhancements
The following are the notable revisions, additions, and im-
provements to the chapters in this second edition.

Chapter 1. Overview of Corporate Financial Reporting
•  The discussion of fi nancial accounting’s focus on external 

users was expanded.

Chapter 2. Analyzing Transactions and Their Eff ects on 
Financial Statements
•  Content was added on dual-listed companies, Ontario Secu-

rities Commission reporting deadlines, and the requirement 
for external audit.

•  The revenue recognition criteria were replaced with the 
fi ve-step model for revenue recognition, in accordance with 
IFRS 15.

•  The defi nition of what it means when an expense is incurred 
was enhanced.

•  The graphical presentation of the qualitative characteristics 
from the conceptual framework was revised.

Chapter 3. Double-Entry Accounting and the Account-
ing Cycle
•  The chapter was revised to more clearly distinguish adjust-

ing entries from regular journal entries.
•  Sample adjusting journal entries were added, together with 

examples from public companies.

Chapter 4. Revenue Recognition and the Statement of 
Income
•  The chapter was completely rewritten to refl ect IFRS 15.
•  Information was added on the contract-based approach.
•  The fi ve-step model for revenue recognition was added, us-

ing a question-based approach to move through the model. 
Examples presented included the sale of goods, the provision 
of services, and a sale with multiple performance obligations.

•  Details were added to focus on four contractual arrange-
ments that aff ect the recognition of revenue: sales with 
right of return, warranties, consignment arrangements, and 
third-party sale arrangements.

•  Accounts were changed to be consistent with IFRS 15 (for 
example, the Sales Discounts and Sales Returns and Allow-
ances accounts were removed).

Chapter 5. The Statement of Cash Flows
•  The coverage was enhanced of options for classifying cash 

fl ows related to interest and dividends paid and received.
•  The section on non-cash investing and fi nancing activities 

was expanded.
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•  An exhibit was added outlining how changes in current as-
set and liability accounts impact cash fl ows.

•  A For Example box was added providing more details on 
how changes in working capital items aff ect cash fl ows from 
operating activities.

•  A For Example box was added linking the components of 
the statement of fi nancial position to the statement of cash 
fl ows classifi cation.

Chapter 6. Cash and Accounts Receivable
•  Coverage of the responsibility for and limitations of internal 

controls was added.
•  An exhibit was added to refl ect the eff ect of journal entries 

fl owing from the bank reconciliation.

Chapter 7. Inventory
•  A section was added on the types of inventory errors and the 

impact they have on the fi nancial statements.
•  A learning objective was added on cost formulas under pe-

riodic inventory systems.
•  The discussion of the gross margin inventory estimation 

method was expanded.
•  Examples were added of public companies using each in-

ventory cost formula.

Chapter 8. Long-Term Assets
•  Examples were added of public companies using each de-

preciation method.
•  Content was added regarding fully depreciated property, 

plant, and equipment (PP&E), idle PP&E, and PP&E held 
for sale.

•  An exhibit was added to show how to determine the carry-
ing amount if impairment charges are recognized.

•  Examples of intangible assets of public companies were 
expanded.

Chapter 9. Current Liabilities
•  The chapter was revised to refl ect the impact of the new 

IFRS 15 regarding revenue recognition on gift cards, cus-
tomer loyalty programs, and warranties.

•  The core question on gift cards and loyalty programs was 
split into two questions. 

•  The terminology used in the unearned revenues discussion 
was updated to refl ect the terminology in the new standard.

•  The core question on accounting for warranties was com-
pletely rewritten to refl ect the new accounting standards.

Chapter 10. Long-Term Liabilities
•  The chapter was revised to refl ect the new IFRS 16, Leases.

Chapter 11. Shareholders’ Equity
•  Content was added on types of preferred shares and on pre-

ferred shares as hybrid securities.
•  Several new For Example boxes were added to provide 

more context for multiple types and classes of shares, share 
buybacks, initial public off erings and underwriting costs, 
non-voting shares, redeemable preferred shares, convertible 
preferred shares, and stock splits. 

Chapter 12. Financial Statement Analysis
•  The chapter was updated to refl ect the new IFRS auditor 

reporting standard.
•  A new learning objective was added, covering commonly 

used non-IFRS fi nancial measures and other industry metrics.

The text’s cover photo, taken not far from my home on eastern 
Vancouver Island, features an arbutus tree stretching out from the 
shoreline of the Salish Sea in search of the sun. Arbutus trees, which 
are Canada’s only native broadleafed evergreen tree, are found along 
the coast in southern British Columbia. The arbutus tree is honoured 
by the Coast Salish peoples as their tree of knowledge because it 
knows how to fi nd the sun. The Coast Salish also recognize it for its 
strength, which comes from its deep roots and strong inner core. The 
arbutus tree provides a wonderful metaphor for this text in a number 
of ways.

This edition draws strength from the roots put down by the fi rst 
edition of the text. I would like to thank the students and faculty who 
provided feedback to improve this edition. This text’s core is also 
strengthened as a result of the problem material that has been drawn 
from Financial Accounting: A User Perspective. I am indebted to 
Maureen Fizzell, Donald Cherry, and Robert Hoskin for authoring 
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