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Introduction

Preparing for a certification exam can feel overwhelming, but with the right tools, it becomes
an opportunity to build confidence, sharpen your skills, and move one step closer to your
goals. At Examzify, we believe that effective exam preparation isn't just about
memorization, it's about understanding the material, identifying knowledge gaps, and
building the test-taking strategies that lead to success.

This guide was designed to help you do exactly that.

Whether you're preparing for a licensing exam, professional certification, or entry-level
qualification, this book offers structured practice to reinforce key concepts. You'll find a
wide range of multiple-choice questions, each followed by clear explanations to help you
understand not just the right answer, but why it's correct.

The content in this guide is based on real-world exam objectives and aligned with the types
of questions and topics commonly found on official tests. It's ideal for learners who want to:

* Practice answering questions under realistic conditions,
* Improve accuracy and speed,

* Review explanations to strengthen weak areas, and

* Approach the exam with greater confidence.

We recommend using this book not as a stand-alone study tool, but alongside other
resources like flashcards, textbooks, or hands-on training. For best results, we recommend
working through each question, reflecting on the explanation provided, and revisiting the
topics that challenge you most.

Remember: successful test preparation isn't about getting every question right the first
time, it's about learning from your mistakes and improving over time. Stay focused, trust the
process, and know that every page you turn brings you closer to success.

Let's begin.
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How to Use This Guide

This guide is designed to help you study more effectively and approach your exam with
confidence. Whether you're reviewing for the first time or doing a final refresh, here's how to
get the most out of your Examzify study guide:

1. Start with a Diagnostic Review

Skim through the questions to get a sense of what you know and what you need to focus on.
Your goal is to identify knowledge gaps early.

2. Study in Short, Focused Sessions

Break your study time into manageable blocks (e.g. 30 — 45 minutes). Review a handful of
questions, reflect on the explanations.

3. Learn from the Explanations

After answering a question, always read the explanation, even if you got it right. It reinforces
key points, corrects misunderstandings, and teaches subtle distinctions between similar
answers.

4. Track Your Progress

Use bookmarks or notes (if reading digitally) to mark difficult questions. Revisit these
regularly and track improvements over time.

5. Simulate the Real Exam

Once you're comfortable, try taking a full set of questions without pausing. Set a timer and
simulate test-day conditions to build confidence and time management skills.

6. Repeat and Review

Don't just study once, repetition builds retention. Re-attempt questions after a few days and
revisit explanations to reinforce learning. Pair this guide with other Examzify tools like
flashcards, and digital practice tests to strengthen your preparation across formats.

There's no single right way to study, but consistent, thoughtful effort always wins. Use this
guide flexibly, adapt the tips above to fit your pace and learning style. You've got this!
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Questions




1. If residual value is revised upward, what happens to depreciation expense
assuming cost and useful life unchanged?

A. Increases

B. Decreases

C. Remains unchanged
D. Becomes zero

2. Value in Use is defined as:

A. The present value of future cash flows expected from continuing to use the
asset

B. The fair value less costs to sell
C. The asset's net realizable value
D. The asset's current replacement cost

3. What is the basic accounting equation as defined by IASB and the
Conceptual Framework?

A. Assets = Liabilities + Equity
B. Assets - Liabilities = Equity
C. Assets + Liabilities = Equity
D. Income - Expenses = Net Profit

4. Which statement correctly distinguishes a Public Limited Company (PLC)
from a Private Limited Company (LTD)?

A. PLCs can offer their shares for sale to the general public.

B. LTDs are publicly traded on the stock exchange.

C. PLCs are not required to prepare annual financial statements.

D. LTDs do not have any reporting requirements to Companies House.

5. Interest on the lease liability is presented in which section of the financial
statements?

A. Operating costs
B. Finance costs
C. Tax expenses
D. Depreciation
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6. In impairment disclosures, which additional information is required besides
the amount recognised in SPLOCI?

A. Which line item(s) of the SPL those impairment losses are recognised
B. The asset's last audit date

C. The expected date of full recovery of the impairment
D. The market price of the asset at year end

7. A contract is, or contains, a lease if it conveys the right to control the use of

an identified asset for the period of time in exchange for consideration. Which
condition best describes this?

A. It must transfer ownership at the end of the term

B. It conveys the right to control the use of an identified asset for the period of
time in exchange for consideration

C. It must be a contract for sale of the asset

D. It must be a fixed-term contract with annual payments

8. If a previously downward revaluation is reversed upwards, what is the
entry?

A. Dr Asset; Cr Income on SPL
B. Dr Revaluation Reserve; Cr Asset

C. Dr Asset; Cr Revaluation Reserve
D. Dr Income; Cr Asset

9. Which depreciation method uses a fixed percentage of the asset's carrying
amount?

A. Straight Line method

B. Diminishing (Reducing) Balance method
C. Units of Output method

D. Accelerated depreciation by index method

10. What is the double entry for issuing new shares?

A. Dr Bank (no. of shares * issued value); Cr Share Capital (no. of shares *
nominal value); Cr Share Premium (no. of shares * share premium)

B. Dr Bank; Cr Share Capital; Cr Retained Earnings
C. Dr Share Premium; Cr Bank; Cr Share Capital
D. Dr Bank; Cr Share Premium; Cr Share Capital

Sample study guide, visit https://aatlvl4draftinterpretingfinstatements.examzify.com
for the full version with hundreds of practice questions



Answers




BABABABABM
F NG F0BON GO




Explanations




1. If residual value is revised upward, what happens to depreciation expense
assuming cost and useful life unchanged?

A. Increases

B. Decreases

C. Remains unchanged
D. Becomes zero

Depreciation expense is driven by the depreciable amount, which is the portion of cost expected to be consumed
over the asset'’s life (cost minus residual value). If you revise the residual value upward while cost and useful life
stay the same, the depreciable amount shrinks. Under straight-line depreciation, annual expense is (cost -
residual value) + useful life, so a higher residual value reduces this quantity. The effect is lower depreciation
expense in each year going forward, and the asset’s carrying amount will decline more slowly toward the revised
residual value.

2. Value in Use is defined as:

A. The present value of future cash flows expected from continuing to use the
asset

B. The fair value less costs to sell
C. The asset's net realizable value
D. The asset's current replacement cost

Value in use represents the value of an asset to the business from its ongoing use. It is the present value of the
future cash flows the asset is expected to generate while being used in its current manner (and, for impairment
purposes, including the disposal cash flows at the end of its life), all discounted to today. This measure is used
in impairment testing to compare with the asset’s carrying amount to determine the recoverable amount. The
other concepts describe different measurements: fair value less costs to sell reflects what you could obtain from
selling the asset, net realizable value relates to inventories and eventual recovery, and current replacement cost
is what it would cost to replace the asset today. Thus, the definition that matches is the present value of future
cash flows from continuing to use the asset.

3. What is the basic accounting equation as defined by IASB and the
Conceptual Framework?

A. Assets = Liabilities + Equity
B. Assets - Liabilities = Equity

C. Assets + Liabilities = Equity
D. Income - Expenses = Net Profit

The fundamental picture shows that what a company owns (assets) is financed either by what it owes to others
(liabilities) or by the owners' claim (equity). In its standard form, this is written as assets = liabilities + equity.
You can rearrange it to isolate equity, giving equity = assets minus liabilities, which is exactly what the option
expresses. Both forms convey the same idea: equity is the residual interest after liabilities are subtracted from
assets, so it's what remains for owners. The other options don't fit because one mixes the components in a way
that isn't a valid balance between resources and financing, and the other refers to the income statement (income
minus expenses equals net profit), not the balance sheet relationship between assets, liabilities, and equity. The
Conceptual Framework defines the basic relation in the balance sheet exactly as assets = liabilities + equity, with
equity being the residual interest after liabilities are subtracted from assets.
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4. Which statement correctly distinguishes a Public Limited Company (PLC)
from a Private Limited Company (LTD)?

A. PLCs can offer their shares for sale to the general public.

B. LTDs are publicly traded on the stock exchange.
C. PLCs are not required to prepare annual financial statements.
D. LTDs do not have any reporting requirements to Companies House.

Public Limited Companies are defined by their ability to offer shares to the general public, which Private Limited
Companies cannot do. This freedom to raise capital from a wide public market is the distinguishing feature:
PLCs can issue and list shares for public sale, while private LTDs keep ownership more tightly held and do not
offer shares to the public. Because of this difference, PLCs are subject to stricter regulatory and reporting
expectations, reflecting their broader investor base. The other statements don't fit with how these company
forms operate: a private LTD is not publicly traded and does not have to offer its shares publicly, which is the
opposite of what the statement suggests; all regulated companies typically have some reporting responsibilities,
so claiming PLCs don't need annual financial statements is incorrect; and private LTDs do have reporting duties
to Companies House (or the equivalent regulator), so saying they have none is also incorrect.

5. Interest on the lease liability is presented in which section of the financial
statements?

A. Operating costs
B. Finance costs

C. Tax expenses
D. Depreciation

Interest on the lease liability is a financing cost because the lease liability is a financial obligation created to
fund the use of the asset. The lessee effectively borrows the right to use the asset, so the cost of that financing
shows up as interest expense in the income statement, categorized with other finance costs. The principal
portion of lease payments reduces the liability, while the right of use asset is depreciated separately. This
separation reflects that the interest reflects financing cost rather than the day-to-day operating activity.

6. In impairment disclosures, which additional information is required besides
the amount recognised in SPLOCI?

A. Which line item(s) of the SPL those impairment losses are recognised
B. The asset's last audit date

C. The expected date of full recovery of the impairment
D. The market price of the asset at year end

When impairment losses are recognised, the disclosure should show where those losses sit in the financial
statements—the specific line item or items in the SPLOCI (the statement of profit or loss and other
comprehensive income) that the impairment is charged to. This helps users see exactly how the impairment
affects reported profit and which asset category or function is pulling the figure. The other options aren't
standard impairment disclosures: a last audit date isn't relevant to impairment, there's no required disclosure
about when full recovery will occur, and market price at year end isn't a required impairment detail. So the
essential extra information is identifying the line item(s) of the SPLOCI where the impairment loss is recognised.
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7. A contract is, or contains, a lease if it conveys the right to control the use of

an identified asset for the period of time in exchange for consideration. Which
condition best describes this?

A. It must transfer ownership at the end of the term

B. It conveys the right to control the use of an identified asset for the period of
time in exchange for consideration

C. It must be a contract for sale of the asset

D. It must be a fixed-term contract with annual payments

The main idea is the IFRS 16 definition of a lease: a contract is a lease if it conveys the right to control the use of
an identified asset for a period of time in exchange for consideration. This means the asset must be identified,
the lessee must have the right to direct how the asset is used and to obtain substantially all the economic
benefits from its use (and the lessor cannot substitute in a way that would undermine this), and the arrangement
runs for a defined period in return for payment. Ownership transfer at the end isn't required, and the contract
doesn't have to be a sale or a fixed-term payment structure alone to be a lease. So the choice that matches the

idea of granting the right to control the use of an identified asset for a period in exchange for consideration is the
correct description.

8. If a previously downward revaluation is reversed upwards, what is the
entry?

A. Dr Asset; Cr Income on SPL
B. Dr Revaluation Reserve; Cr Asset

C. Dr Asset; Cr Revaluation Reserve
D. Dr Income; Cr Asset

When a downward revaluation has previously affected the income statement (an impairment write-down), any
later upward movement is treated as a reversal of that impairment. You increase the asset'’s carrying amount by
debiting the asset, and you recognize the gain in the profit or loss by crediting income. The reversal is limited to
the amount of the prior write-down; if the rise is larger, the excess goes to the revaluation reserve in equity. So
the entry is: Dr Asset; Cr Income (profit or loss).

9. Which depreciation method uses a fixed percentage of the asset's carrying
amount?

A. Straight Line method

B. Diminishing (Reducing) Balance method
C. Units of Output method

D. Accelerated depreciation by index method

The depreciation method that applies a constant rate to the asset's carrying amount each year is the diminishing
(reducing) balance method. In this approach you multiply the asset’s carrying amount (net book value) by a fixed
percentage annually, so the depreciation charge is larger in early years when the carrying amount is higher and
becomes smaller over time as the asset’s value declines. This contrasts with straight-line depreciation, which
charges the same amount each year, or with methods tied to usage (units of production) or to inflation/index
adjustments, which don't use a fixed percentage of the carrying amount every year. For example, with a cost of
20,000 and a 20% rate, Year 1 depreciation is 4,000 and the carrying amount drops to 16,000; Year 2
depreciation is 3,200, and so on, continuing until the asset reaches its residual value.
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10. What is the double entry for issuing new shares?

A. Dr Bank (no. of shares * issued value): Cr Share Capital (no. of shares *
nominal value); Cr Share Premium (no. of shares * share premium)

B. Dr Bank; Cr Share Capital; Cr Retained Earnings
C. Dr Share Premium; Cr Bank; Cr Share Capital
D. Dr Bank; Cr Share Premium; Cr Share Capital

When you issue new shares, you bring in cash and increase equity in two parts: the nominal value goes to Share
Capital, and any amount above nominal goes to Share Premium. The bookkeeping reflects this by debiting the
Bank (cash received) for the total proceeds and crediting two equity accounts for the split between par value and
premium. So the standard entry is: Dr Bank with the total cash received (number of shares x issue price); Cr
Share Capital for the nominal value (number of shares x nominal value); Cr Share Premium for the excess over
nominal value (number of shares x (issue price - nominal value)). If there's no premium, you would credit only
Share Capital. For example, issuing 10,000 shares with a nominal value of 1.00 at 1.50 each results in Dr Bank
15,000; Cr Share Capital 10,000, Cr Share Premium 5,000.
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Next Steps

Congratulations on reaching the final section of this guide. You've taken a meaningful step
toward passing your certification exam and advancing your career.

As you continue preparing, remember that consistent practice, review, and self-reflection
are key to success. Make time to revisit difficult topics, simulate exam conditions, and track
your progress along the way.

If you need help, have suggestions, or want to share feedback, we'd love to hear from you.
Reach out to our team at hello@examzify.com.

Or visit your dedicated course page for more study tools and resources:
https://aatlvl4draftinterpretingfinstatements.examzify.com

We wish you the very best on your exam journey. You've got this!
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