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Preface to the Third Edition of
Financial Accounting: IFRS
Edition

It has been four years since the publication of the second edition of Financial
Accounting: IFRS Edition. This book is intended to be used by accounting and finance
majors. We are grateful to the users for adopting this book and for their feedback,
which we have carefully considered and incorporated into the third edition of this
book. In the past years, there were important events that happened in and around
the companies illustrated in this book that could make their operating performance,
financial position and cash flows differently. These possible changes are included in
this edition.

More importantly, IASB issued new financial reporting standards that had become
effective starting on January 1, 2018 and 2019, respectively. They are IFRS 15 (Revenue
from Contracts with Customers), IFRS 9 (Classification of Financial Instruments), and
IFRS 16 (Leases). We incorporated the new IFRSs and their respective accounting
treatments as well as financial reporting into this edition so that our users can stay
updated.

The following changes have also been made to the third edition:

First, the implementation of IFRS 15 which was effective on or after 1 January 2018
has made the recognition of revenue in terms of both timing and amount much less
straightforward than earlier practices. Since the entire standard covers several topics,
we selected only the issues that were covered in the previous edition for revision
in the third edition. These issues encompass variable consideration that may arise
from quantity discount, sales (cash) discount, sales return, and performance bonus.
Chapters 7 and 8 are changed following IFRS 15 for revenue recognition pertaining to
variable consideration.

Second, the implementation of IFRS 16 which was effective for annual reporting
periods beginning on or after 1 January 2019, with earlier application permitted
(as long as IFRS 15 is also applied) has treated virtually all leases as finance leases
(previously termed “capital lease”). Such a treatment not only avoids the possible
categorical (operating lease versus finance lease) manipulation but also shows the
liabilities associated with the lease on the balance sheet (or the statement of financial
position). In Chapters 10 and 11 of the third edition, we made such changes following
IFRS 16.

Third, following IFRS 9, the accounting items (titles) such as “Bad Debt Expense”,
and “Allowance for Bad Debts” are changed to “Expected Credit Loss” and “Loss
Allowance”, respectively. We made these changes in Chapter 7 and related chapters
where appropriate.

Fourth, we updated the related regulations and the related accounting treatments
by illustrating examples. Chapter 9 is changed to accommodate individual income tax,
labor insurance and related regulations.



Preface to the Third Edition of Financial Accounting: IFRS Edition

Fifth, in almost every chapter, we updated the real-world examples by using
the latest financial statements that were publicly available when we undertook this
revision. The appendices (TSMC, Phillips, and Carrefour) are all updated in this way.
Note that due to space constraints, the notes, which are an integral part of financial
statements, are not included. Readers can access to the notes via the websites of the
companies.

Sixth, we added new questions, exercises and problems both in the textbook and
in the test bank. We also undertook a thorough review and made changes to all types
of questions, exercises and problems at the end of each chapter to make them clearer.
We hope that such an effort can help the readers, especially the beginners, focus on
how to answer the questions and solve the problems, rather than spending time on
comprehending the meaning of the questions or problems.

We hope these changes will help to make the learning of financial accounting
more effective and enjoyable.

Finally, but not the least, we are particularly thankful to the following individuals
(in alphabetical order) for their assistance and suggestions in undertaking the revision
project: Ivy Chen, Li-Chun Kuo, Chi-Chun Liu, Hsuan Wang, Sophie Wu, Meng-Ping
Yang, and Sin-Hui Yen.

XV



Preface

Financial Accounting: IFrs Edition, 3e:
Tackling the What, Why, and How of Accounting

Financial Accounting: IFRS Edition, 3e guides you through the what, why, and how
of financial accounting in today’s business world. Through a solid presentation of
concepts and procedures blended with a wealth of real company examples and solved
exercises, you can ensure your success!

This edition continues to build a stronger foundation with its new what, why,
how framework. At the beginning of each learning objective, you are shown what
each section will teach you, why it is important, and how to use the related accounting
practices or methods.

Lo2  Who Uses Accounting Information?

» WHAT |Identify the primary users of accounting information.
» WHY To understand the variety of ways in which accounting information is used.
» HOW Consider internal and external stakeholders who would benefit from having accounting information.

Praised for their emphasis on decision-making and the real-world, the authors
continue to present features that encourage critical thinking, highlight ethical
considerations, and consider global implications by showcasing real companies.
Emphasizing the relevancy of accounting to the business world, this edition is designed
to address your diverse learning styles and career needs.

By combining the pedagogical features that help you grasp the numbers with
the many opportunities for critical thinking and applying the knowledge you have
learned, you will leave your course ready to compete in the business world!

What

Students like you have told us they benefit from a structured, clear presentation of
material. Too much information at once or an ill-defined learning path can get you off
track. If information is instead provided in digestible chunks and the organization sets
the expectation for what you should learn in each section, you’ll be able to absorb
more information.

Streamlined Presentation for Superior Readability

This textbook has always engaged its readers with a lively and accessible writing
style, and in this edition, the authors have carefully edited the text to further enhance
the presentation of the material. This edition now provides you with a more concise
explanation of accounting principles without sacrificing topical coverage or quantity
of examples.



Visual Presentation

In addition to tightening the writing style, the book has been redesigned to make your
job of navigating through the content even easier. The clean, fresh design allows you
to focus on the most important elements and color-coded exhibit references make

flipping through the text to find information a breeze.

Learning Objective Framework

Now in an easy-to-read what, why, how format, learning
objectives strategically guide you through mastering the
chapter material while reinforcing the relevance and

e

In considering revenues
and expenses, remember
that not all inflows of
assets are revenues;

nor are all outflows of
assets considered to be
expenses. For example,
cash may be received by
borrowing from a bank,
which is an increase in
a liability, not revenues.
Similarly, cash may

be paid for supplies,
which is an exchange of
one asset for another
asset, not an expense.
The details of properly
identifying revenues

and expenses will be
discussed further in
Chapter 3.

application of these fundamental concepts. With each learning
objective, you understand exactly what you are expected to
learn from each section.

A Review of Learning Objectives

This review is located at the end of the chapter to give you
a big-picture glance at the chapter’s topics. This gives you a
valuable starting point for your study and review.

Caution Boxes

Caution boxes highlight important points to consider when
contemplating more complex concepts and emphasize the
typical pitfalls associated with those types of decisions.

WHY

Understanding why a financial accounting concept is important, why it’'s necessary,
and why it’s done the way it is allows you to be fully engaged with the topic. Instead
of memorizing equations, this textbook will challenge you to think conceptually and
consider how accounting relates to the business world.

Relevancy in Today’s Business World

This text offers multiple features to relate core accounting concepts to real life. Its
unique and realistic approach provides a solid framework for understanding how an
organization performs its primary business activities and accounting’s role in those
functions. Every chapter begins with a Setting the Stage narrative that provides a real
business example as a jumping-off point for the rest of the chapter concepts.

Updated Real Company Examples
Real company data and examples are interspersed throughout the chapters. Assignable
Real Company Analysis questions appear in the end of chapter as well.

FYI
FYI boxes point out interesting facts about the current business environment that
relate to the topics being discussed.

Ethics and Critical Thinking Skills

The need for you to be able to analyze business situations and make informed, ethical
decisions is essential in today’s world. Ethical considerations are woven throughout
the text and in the end-of-chapter materials. Ethics and Judgment Call questions
train you to respond to various business situations and provide your recommendation,
encouraging independent decision making. In addition, Chapter 5 is solely devoted to
the importance of ethical behavior.

Preface

XV



XViii

Preface

b

STOP & Think Stop and Think

Why is it important for These reminders provide thought-provoking real business
the FASB to remain issues and ask you to analyze the situation and comment with
completely independent? your evaluation.

International Feature

As businesses increasingly operate in a global economy, new International boxes have
been included in this edition to compare U.S. accounting standards with practices
abroad and highlight shifts in ideology.

‘ INTERNATIONAL

International Financial Reporting Standards (IFRS). IFRS is envisioned to be a set of

standards that can be used by all companies regardless of where they are based. In 2008,
the SEC began allowing non-U.S. companies with shares trading on U.S. stock exchanges to issue
their financial reports using IASB standards. Before this change, all non-U.S. companies wishing
to have their shares traded in the United States were required to provide financial statements in
accordance with U.S. GAAP. With the new SEC rule, the number of non-U.S. companies listed on
U.S. stock exchanges may increase dramatically. The SEC had been considering whether to allow
U.S. companies to use IFRS in the financial reports that they provide to their U.S. shareholders.
However, in a speech at the 14th Baruch College Financial Reporting Conference on May 7,
2015, James Schnurr, the chief accountant of the SEC, said that "There is virtually no support to
have the SEC mandate IFRS for all registrants.”

As we have seen, the accounting standards produced by the IASB are referred to as

HOW

After you have learned the conceptual meaning behind a topic and have seen how it
relates to the real world, you need to be able to complete calculations and apply what
you have learned in a practical sense. The actual repetition and practice of accounting
close the gap, solidifying your knowledge of accounting principles.

Remember This

These summary boxes at the conclusion of each section provide an effective checkpoint
to ensure understanding. Summaries use bulleted lists to focus on key information and
lead into a QUIZ YOURSELF exercise (where applicable).

» Management accounting focuses on providing reports for INTERNAL use by management to assist
in making operating decisions and in planning and controlling a company’s activities.
» Financial accounting provides information to meet the needs of EXTERNAL users.

» The four general-purpose financial statements are the balance sheet, the statement of
comprehensive income, the statement of changes in equity, and the statement of cash flows.

» The financial statements are used by interested external parties such as investors, creditors,
suppliers, customers, competitors, the government, and the press.




Quiz Yourself

This edition now directly connects concepts with application by including brief solved
exercises at the end of relevant sections. You are asked to work out a problem and
check your work against the solution. This provides you with an effective framework
to apply to similar exercises or problems in homework assignments.

L QUIZ YOURSELF

Review Philips' balance sheet in Appendix B and answer the following questions:

1 What is the amount of Philips’ total reported assets?

2 What is the amount of Philips’ total reported liabilities?

3 Are Philips’ assets financed more through liabilities or through equity?

4 What is Philips' largest reported asset?

5 What is Philips’ largest reported current liability and what does that amount represent?

Philips’ total reported assets on December 31, 2019, were €27,016 million.

Philips’ total reported liabilities on December 31, 2019, were €14,391 (€6,978 + €7,413) million.
Philips’ assets are financed primarily using liabilities.

Philips’ largest reported asset category was Goodwill.

Philips largest current liability is Accounts Payable with a balance of €2,089 million.

Y R A

This text’s superior end-of-chapter materials are the best tools to help you understand
the what of accounting. Practice and application are key to your success in accounting!

End-of-Chapter Content

The end-of-chapter material is consistent with the what, why, how framework—further
tightening the connection between concepts and practice.

» WHAT Explain the fundamental concepts and assumptions that underlie financial accounting.

» WHY Users of financial information must understand the concepts and assumptions underlying financial
accounting if they are to appropriately use the resulting financial statements.

» HOW These concepts and assumptions are explained in the accounting literature and are fundamental to business
activities.

Pedagogical EOC

Practice Exercises
Practice Exercises offer quick concept checks ideal for in-class practice or quick
reviews before exams.

PE 1-4 Allocation of Limited Resources
m Assume you are a small business owner trying to increase your company’s profits. How can accounting
information help you efficiently allocate your limited resources to maximize your business profit?

Preface | XIX



XX | Preface

Exercises & Problems
Exercises and Problems delve deeper into concepts, testing your retention of critical
topics and procedures. Assignments utilizing Excel software are marked with an icon.

E2-7 Balance Sheet Preparation
From the following data, prepare a classified balance sheet for Taylorsville Construction Company on
@ December 31, 2022.
Accounts payable .. ................ $ 74,300 Supplies ........................ $ 4,250
Accounts receivable ... ............. 113,500 | AN s L i e ey v 90,000
Baslngss a2 s s 512,000 Mortgage payable ................. 423,400
Equity, 1/1/22 ... ... ... ... 314,300 Netincome for 2022 ............... 109,450
CAsh o e e S 153,600 By ?
Distributions to owners during 2022 . . .. 48,100

Cumulative Spreadsheet Projects
Cumulative Spreadsheet Projects allow you to build your spreadsheet proficiency with
assignments that progress in difficulty as they move through the text.

Analytical Assignments

Discussion Questions
Discussion Questions ask you how you would tackle a particular situation—giving you
real-world practice.

Judgment Call Questions
Judgment Call Questions get you to go beyond memorization to critically analyze a
situation and provide your recommended course of action.

Real Company Analysis Questions
Real Company Analysis Questions ask you to review real financial information to
answer questions and make decisions.

AA 3-6 TSMC
/ Locate the financial statements for the year of 2019 for TSMC and consider the following questions:
Real Company 1. Find TSMC's statement of comprehensive income. Assume that research and development,

Analysis general and administrative, and marketing expenses were paid in cash. What journal entry

did TSMC make in 2019 to record these expenses?

2. Find TSMC's cash flow statement. Did TSMC issue bonds in 2019?

3. Again, looking at the cash flow statement, what journal entry did TSMC make in 2019 to
record the purchase of property, plant, and equipment?

International Questions
International Questions ask you to review the financial information or philosophy of
an international company.

Ethics Questions
Ethics Questions direct you to read a situation, consider the ethical implications, and
make decisions based on your analysis.



AA 3-9
Ethics

Should You Go the Extra Mile?
You work in a small convenience store. The store is very low-tech; you ring up the sales on an
old-style cash register that merely records the amount of the sale. The store owner uses this cash
register tape at the end of each day to verify that the correct amount of cash is in the cash register
drawer. On a day-to-day basis, no other financial information is collected about store operations.
Since you started studying accounting, you see many ways that store operations could be
improved through the gathering and use of financial information. Even though you are not an
expert, you are quite certain that you could help the store owner set up an improved information
system. However, you also know that this will take extra effort on your part, with no real possibility
of receiving an increase in pay.
Should you say anything to the store owner, or should you just keep quiet and save yourself
the trouble?

Delivering a Flexible Presentation to Fit
Your Needs

Always a hallmark of this text, expanded coverage within each chapter, in addition
to solid basic coverage of essential accounting concepts, allows you to learn more
complex concepts.

New to this edition, the corresponding Expanded Materials questions in the end of
chapter, which provide a variety of related assignments, have been placed together in
one section for ease of use so that you can test your comprehension of the additional

material.

VD OI. NIV MATERIAL

Key Terms & Concepts

* variable consideration, 274

PUT IT ON PAPER | Discussion Questions

20. Which cost formula for inventory results in inventory numbers for the perpetual and
paying the least amount of taxes when prices periodic inventory systems?
are rising? 22. When firms cannot count their inventory, how

21. Why do the LIFO and weighted average do they determine how much inventory is on
cost formula for inventory result in different hand for the financial statements?
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LEARNING OBJECTIVES After studying this chapter, you should be able to:

Describe the purpose of accounting and Describe the environment of accounting,

explain its role in business and society. including the effects of generally accepted

_ _ . accounting principles, IFRS, international
Identify the primary users of accounting business, ethical considerations, and technology.

information.

Analyze the reasons for studying
accounting.



T SETTING THE STAGE )

n his bestselling book “The World Is Flat: A Brief

History of the Twenty-First Century,” Thomas Friedman

observed and argued that the world is getting flatter than

ever before. The key tone of the book is globalization
that no one can resist. Because the world has become a
level playing field, there is no (or should not be any) obstacle
due to geographical, cultural, or historical divisions to global
commerce and competition.

Extending Friedman’s argument, there shouldn’t be
differences in financial reporting standards that could
create a barrier to the cross listing of a company’s stock.
And yet, in the playing field of accounting, each country
issues accounting standards for the companies under its
jurisdiction to follow, leading to many sets of generally
accepted accounting principles (GAAP) in the world. Thus,
if your company wanted to raise capital in Taiwan, it would
have to follow the GAAP in Taiwan; but your company
would also have to follow the U.S. GAAP if your company
also wanted to be listed on the New York Stock Exchange
(NYSE).

For example, Taiwan Semiconductor Manufacturing
Company Limited (TSMC), the world’s first dedicated
and largest semiconductor foundry service provider, was
founded in 1987 and is headquartered in Hsinchu, Taiwan.
TSMC is listed on both the Taiwan Stock Exchange (TSE)
and the NYSE via American Depositary Receipts (ADR).
TSMC prepares consolidated financial statements in

Accounting Information: Users and Uses Chapter 1

accordance with the GAAP in Taiwan, and is also required
to file a form 20-F to the U.S. Securities and Exchange
Commission (SEC). As the GAAP in Taiwan differs in
certain aspects from the U.S. GAAP, TSMC has to include
a discussion of material differences in the accounting
principles, practices, and methods used in preparing the
financial statements between Taiwan and the United States.
TSMC also needs to provide a tabular reconciliation for the
differences in net income and stockholders’ equity under the
GAAP in Taiwan and in the United States.

Will it be too inconvenient for multinational companies
in raising capital across borders? Similarly, it may
also cause inconvenience in interpreting the financial
statements based on different sets of GAAP when a
company wants to invest capital across borders.

To give a level playing field, an idea has been
implemented to issue a set of GAAP that can be followed
by the companies in the world. The International Financial
Reporting Standards (IFRS) is a set of GAAP that has
been endorsed by many countries. Starting in 2013, all
publicly traded companies based in Taiwan, including
TSMC, are required to prepare financial statements in
accordance with IFRS issued by International Accounting
Standards Board (IASB) and endorsed for use in Taiwan.
This book follows IFRS when explaining and illustrating the
concepts.

In this textbook, you will begin your study of accounting. You will learn to speak and understand accounting, “the language
of business.” Without an understanding of accounting, business investments, taxes, and money management will be like a
foreign language to you. In brief, an understanding of accounting facilitates the interpretation of financial information, which
allows for better economic decisions.

The major objectives of this text are to provide you with a basic understanding of the language of accounting and
with the ability to interpret and use financial information prepared using accounting techniques and procedures. With the
knowledge you obtain from this exposure to accounting, you will be able to “read” the financial statements of companies,
understand the information that is being conveyed, and use accounting information to make good business decisions. Also,
through discussion of the business environment in which accounting is used, you will increase your understanding of general
business concepts such as corporations, leases, annuities, leverage, investments, and so forth.

You will become convinced that accounting is not “bean counting.” Time after time, you will see that accountants must
exercise judgment about how to best summarize and report the results of business transactions. You will gain a respect for
the complexity of accounting and develop a healthy skepticism about the precision of any financial reports you see.

Finally, you will see the power of accounting. Financial statements are not just paper reports that get filed away and
forgotten. As an example, Philips Electronics, a Dutch multinational electronic company and the world’s biggest maker
of light bulbs, cut 4,500 jobs worldwide in 2011 after quarterly profit fell to the lowest in two years. During the same time,
Carrefour, the French retailer, reported a growth in sales in 2011 because of strong demand in Asia and Latin America.
The news was encouraging because Europe’s debt crisis in that year had caused a decline in consumption in Carrefour's
largest market. You will see that financial statement numbers and, indirectly, the accountants who prepare them,
determine who receives loans and who doesn’t, which companies attract investors and which don't, which managers
receive salary bonuses and which don't, and which companies are praised in the financial press and which aren’t.

So, let’s get started.
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