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MASTERING THE FINANCIAL REPORTING AND
ANALYSIS SECTION WITH SCHWESER CFA LEVEL 1
BOOK 2

For aspiring Chartered Financial Analysts (CFA), the Level 1 exam
represents  the  first  major  hurdle  on  the  path  to  earning  the
prestigious  charter.  Among  the  ten  topics  tested,  Financial
Reporting and Analysis (FRA) is widely regarded as one of the
most challenging and heavily weighted sections. This is where
the Schweser CFA Level 1 Book 2 becomes an indispensable
resource. Designed to demystify complex accounting standards
and  financial  statements,  this  volume  is  a  cornerstone  of  the
Schweser series. In this article, we will explore the structure, key
topics, and study strategies associated with this book, helping
you navigate the dense material with confidence.

WHY SCHWESER CFA LEVEL 1 BOOK 2 MATTERS FOR
EXAM SUCCESS

The CFA Institute stipulates that FRA accounts for approximately
13–17% of the Level 1 exam, making it one of the top-weighted
subjects. A strong performance here can significantly boost your

overall  score.  The  Schweser  CFA  Level  1  Book  2  specifically
targets  this  critical  area,  condensing  the  official  CFA  curriculum
into a more digestible format. Schweser’s approach focuses on
the most testable concepts, providing clear explanations, real-
world examples, and practice questions that mirror the exam’s
difficulty. This book is not just a study aid; it is a strategic tool for
efficient learning.

What is Covered in
Schweser CFA Level 1 Book
2?
The second book  in  the  SchweserNotes  series  for  Level  1  is
dedicated entirely to Financial Reporting and Analysis. It covers
the following major topics:

Introduction to Financial Statements: Understanding
the balance sheet, income statement, statement of cash
flows, and statement of changes in equity.
Financial Reporting Mechanics: The accounting cycle,
accrual accounting, and the relationship between financial
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statements.
Financial Reporting Standards: GAAP vs. IFRS, the role
of standard-setting bodies, and the conceptual framework.
Understanding the Income Statement: Revenue
recognition, expense recognition, earnings per share, and
comprehensive income.
Understanding the Balance Sheet: Assets, liabilities,
equity, and their classifications.
Understanding the Cash Flow Statement: Operating,
investing, and financing activities; direct vs. indirect
methods.
Financial Analysis Techniques: Ratios, common-size
analysis, and DuPont decomposition.
Inventories and Long-Lived Assets: Cost methods,
depreciation, impairment, and revaluation models.
Income Taxes and Long-Term Liabilities: Deferred tax
assets/liabilities, leases, and bonds.
Financial Reporting Quality and Applications:
Earnings quality, red flags, and ratio manipulation
detection.

Each of these sections is broken down into manageable study
sessions with learning outcome statements (LOS) that correspond
directly  to  the  CFA curriculum.  The  Schweser CFA Level  1
Book  2  also  includes  end-of-reading  questions,  concept
checkers, and a full practice exam to solidify your understanding.

HOW SCHWESER TRANSFORMS COMPLEX

ACCOUNTING CONCEPTS

One of the biggest challenges for CFA candidates is the sheer
volume  of  technical  accounting  knowledge  required.  The  official
curriculum can feel overwhelming with its dense paragraphs and
formal language. Schweser addresses this by using:

Concise Summaries: Each reading is presented in a1.
bullet-point style that highlights key formulas, definitions,
and exam tips.
Visual Learning Aids: Tables, diagrams, and flowcharts2.
simplify comparisons (e.g., GAAP vs. IFRS treatment of
inventory).
Real-World Context: Examples from actual corporate3.
filings help bridge theory and application.
Practice Questions with Explanations: Each reading4.
includes multiple-choice questions that mimic the exam’s
format.

For  instance,  when  tackling  the  cash  flow  statement,  Schweser
provides a step-by-step method to convert from accrual to cash
basis, something that many candidates find tricky. The book also
includes a dedicated section on the DuPont formula, which is a
favorite topic on the exam. By breaking down return on equity
into its components, Schweser helps you understand not just the
calculation but also the interpretation.
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Integrating Schweser CFA
Level 1 Book 2 with Your

Study Plan
To make the most of this resource, it is important to incorporate
it  into  a  structured  study  routine.  Here  is  a  recommended
approach:

Start Early: FRA requires multiple passes. Begin with
Schweser Book 2 at least 12 weeks before your exam.
Read Actively: Summarize each LOS in your own words.
Use the examples in the book to check your understanding.
Practice Daily: After each reading, attempt the concept
checkers. Schweser provides an online question bank, but
the book’s printed questions are great for initial learning.
Review Weak Areas: The book’s structure allows you to
quickly revisit topics like deferred taxes or lease accounting
if you struggle.
Use the Exam: The full practice exam at the end of the
book simulates the actual test environment. Time yourself
and review your mistakes.

Many successful candidates recommend pairing the Schweser
CFA Level  1 Book 2  with  Schweser’s  video lectures  or  live
classes. The written material provides depth, while the videos
offer  dynamic  explanations  of  challenging  concepts  like  pension

accounting or foreign currency translation.

KEY CONCEPTS THAT DESERVE EXTRA ATTENTION IN
BOOK 2

While  every  reading  is  important,  some  topics  consistently
appear on the exam and warrant deeper study. Based on past
exams and feedback from candidates, pay special attention to
the following:

Revenue and Expense
Recognition
The shift toward the new revenue recognition standard (IFRS 15
and  ASC  606)  is  a  hot  topic.  Schweser  explains  the  five-step
model clearly, including how to identify performance obligations
and  allocate  transaction  prices.  Expect  at  least  one  or  two
questions on this in the exam.

Lease Accounting
The distinction between operating and finance leases (under ASC
842 and IFRS 16) is a common source of confusion. Schweser
provides  a  side-by-side  comparison  of  lessee  and  lessor
accounting,  including  the  impact  on  financial  ratios.  This  is  a
high-yield  topic  for  both  the  multiple-choice  and  item  set
questions.
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Cash Flow Statement
Analysis
Understanding  why  net  income  differs  from  cash  flow  from
operations  is  crucial.  Schweser’s  methodical  approach  to
calculating CFO using the indirect method—adjusting for changes
in  working  capital—is  a  lifesaver.  Also,  be  sure  to  differentiate
between the direct and indirect methods, as the CFA Institute
may ask you to convert from one to the other.

Deferred Tax Assets and
Liabilities
Taxes are often a weak spot for  candidates.  Schweser simplifies
the  concepts  of  temporary  vs.  permanent  differences,  valuation
allowances, and the effect on financial statements. A solid grasp
of deferred taxes can earn you easy points on exam day.

Financial Ratios and DuPont
Analysis
The ability to calculate and interpret ratios is tested extensively.
Schweser  dedicates  a  full  reading  to  financial  analysis
techniques, including liquidity, solvency, profitability, and activity

ratios.  The  DuPont  decomposition—breaking  ROE  into  net  profit
margin, asset turnover, and leverage—is almost guaranteed to
appear. Practice it until it becomes second nature.

COMMON PITFALLS WHEN USING SCHWESER CFA
LEVEL 1 BOOK 2

Even with an excellent resource, candidates can make mistakes.
Avoid these common pitfalls:

Skipping the Examples: The worked-out examples in
Schweser are not optional. They illustrate the exact steps
needed to solve exam questions.
Memorizing Without Understanding: FRA is not about
rote memory. You must understand the underlying
principles, such as why a gain on sale of equipment is
removed from operating cash flow.
Ignoring IFRS vs. GAAP Differences: The exam tests
both frameworks. Schweser clearly marks these
differences, but you need to actively compare them.
Neglecting Ethics Integration: Ethical standards
regarding financial reporting quality appear in Book 2 as
well. Don’t skip the reading on financial reporting quality
and red flags.
Relying Solely on the Book: While Schweser is excellent,
supplementing with the official curriculum for tricky topics
(like pension accounting) can provide additional clarity.
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HOW TO GET THE MOST OUT OF YOUR SCHWESER
MATERIALS

The Schweser CFA Level 1 Book 2 is part of a larger package
that  may  include  online  tools,  flashcards,  and  mock  exams.  To
maximize  your  investment:

Create a Study Calendar: Allocate specific days for each
reading in Book 2. Aim to complete one reading per day for
the first pass.
Use Schweser’s Online Platform: If you have access,
the online question bank allows you to drill specific topics.
After reading book 2, target the FRA section with 30–50
questions daily.
Join a Study Group: Discussing FRA problems with peers
can solidify your understanding. The Schweser books are
designed to facilitate group study with clear section
headings.
Review Regularly: Use the end-of-book practice exam to

identify weak spots. Then go back to the relevant readings
in Book 2 for targeted review.

CONCLUSION

The Financial  Reporting and Analysis  section is  a  gateway to
passing the CFA Level 1 exam, and the Schweser CFA Level 1
Book 2  provides  the  most  efficient  pathway to  mastering  it.  By
condensing the curriculum, emphasizing high-probability topics,
and offering abundant practice, this book helps candidates build
the  confidence  and  competence  needed  on  exam day.  Whether
you  are  a  first-time  candidate  or  someone  retaking  the  exam,
investing time in understanding the concepts within Schweser
Book 2 will  pay dividends. Combine it with consistent practice
and a solid study plan, and you will be well on your way toward
earning those three letters—CFA. Remember, the goal is not just
to  pass,  but  to  understand  the  financial  statements  that  drive
investment  decisions.  With  Schweser,  you  are  one  step  closer.


