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IntroductionIntroduction

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 GuideHow 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
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1. Inventory valuation is governed by which principle?
A. Lower of cost and net realisable value
B. Weighted average cost
C. FIFO
D. Specific identification method

2. What percentage range is typically used for materiality based on profits?
A. 1-2% of assets
B. 5-10% of profits
C. 0.5-1% of revenue
D. 10-20% of equity

3. Which of the following are duties of auditors?
A. Give opinion on true and fair view of accounts; establish that adequate

accounting records are kept; ensure sufficient information is available for the
audit

B. Prepare the financial statements; manage the company's operations; sign off
on budgets

C. Set accounting policies; implement tax planning strategies; appoint directors
D. Report on compliance with all laws and regulations

4. Which of the following statements about reporting deficiencies is true?
A. Auditors communicate deficiencies in writing to those charged with

governance; i.e., directors.
B. They report only to management.
C. They report only to regulators.
D. They do not provide recommendations.

5. After the inventory count, which action helps ensure cut-off details are
correct?
A. Check sequence of count sheets
B. Trace own test count items to final inventory records
C. Check replies from 3rd parties
D. Follow up cut off details
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6. Which limitation of internal controls involves employees overriding
controls by management?
A. Human error
B. Collusion
C. Management override
D. System failure

7. Which of the following describes a Limited Liability Partnership?
A. A firm structure that limits liability of partners.
B. An audit standard.
C. A client engagement model.
D. An insurance policy.

8. Non-adjusting events are events which did not exist at year-end.
A. True
B. False
C. They may exist at year-end
D. They must be disclosed always

9. The preliminary figure for materiality is a numerical size calculated at
planning stage.
A. The actual misstatement found at year-end
B. A numerical size calculated at planning stage to guide materiality
C. The final audit opinion
D. A figure used to set detection risk only

10. Which phrasing best captures the concept of a disclaimer opinion due to
limited evidence?
A. The audit results in a clean opinion.
B. The auditor states no opinion.
C. The auditor states we do not express an opinion.
D. The auditor indicates all statements are misstatements.
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Answers
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1. A
2. B
3. A
4. A
5. C
6. C
7. A
8. A
9. B
10. C
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Explanations
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1. Inventory valuation is governed by which principle?
A. Lower of cost and net realisable value
B. Weighted average cost
C. FIFO
D. Specific identification method

In inventory accounting, you value stock at the lower of its cost and net realisable value. Net realisable value is
the estimated selling price in the ordinary course of business minus any costs to complete the product and to
sell it. This rule protects against overstating assets and profits when selling prices fall or costs rise. If the net
realisable value is lower than the cost, you write the stock down to NRV and recognise a loss; if NRV is higher
than cost, the inventory stays at cost.  The other options describe methods for assigning cost to inventory (how
cost is measured or allocated to items) rather than the valuation floor itself. They determine the cost base (for
example, FIFO, weighted average, or specific identification) but do not by themselves govern the write-down rule
unless NRV is considered.

2. What percentage range is typically used for materiality based on profits?
A. 1-2% of assets
B. 5-10% of profits
C. 0.5-1% of revenue
D. 10-20% of equity

Materiality is the threshold used to decide which misstatements are significant enough to matter to the users of
the financial statements. When the basis is profits, the threshold is tied to the entity’s earnings, because users
typically assess a company’s performance and profitability. The common range in practice is about 5-10% of
profits, which provides a realistic balance between catching material errors and avoiding over-calling trivial
issues.  Bases tied to assets, revenue, or equity don’t reflect profitability, so they’re not the standard choice for
profit-based materiality. For example, using a percentage of assets focuses on the balance sheet size rather
than earnings, and a percentage of revenue emphasizes sales rather than overall profitability. A high percentage
of equity can inflate the threshold relative to earnings and still miss material misstatements that affect profits.

3. Which of the following are duties of auditors?
A. Give opinion on true and fair view of accounts; establish that adequate

accounting records are kept; ensure sufficient information is available for the
audit

B. Prepare the financial statements; manage the company's operations; sign off
on budgets

C. Set accounting policies; implement tax planning strategies; appoint directors
D. Report on compliance with all laws and regulations

In auditing, the core duty is to provide assurance on the financial statements. This means forming an opinion on
whether the financial statements give a true and fair view and are prepared in accordance with the applicable
financial reporting framework. The auditor also relies on the entity to maintain adequate accounting records and
to provide sufficient information for the audit so evidence can be gathered and procedures completed.  The
option that reflects these duties states that the auditor gives an opinion on the true and fair view, ensures
adequate accounting records are kept, and ensures sufficient information is available for the audit. These align
with the auditor’s role: evaluating the records and information provided by management and expressing an
opinion on the financial statements.  The other options describe tasks that are management or governance
responsibilities, not auditor duties, such as preparing financial statements, managing operations, signing off on
budgets, setting accounting policies, implementing tax planning, or appointing directors. Auditors do not
perform these management functions or broad regulatory duties in this context.
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4. Which of the following statements about reporting deficiencies is true?
A. Auditors communicate deficiencies in writing to those charged with

governance; i.e., directors.
B. They report only to management.
C. They report only to regulators.
D. They do not provide recommendations.

Deficiencies in internal controls are weaknesses identified by the auditor that could affect the reliability of
financial reporting. The proper response is to communicate these deficiencies in writing to those charged with
governance, such as the board of directors or the audit committee. This ensures that those responsible for
oversight understand the issues and can take corrective action. The communication typically includes
observations about deficiencies, notes on significance (significant deficiencies and material weaknesses), and
practical recommendations for remediation. It is not limited to management, nor is it restricted to regulators, and
auditors usually provide suggestions on how to fix the problems rather than just listing them.

5. After the inventory count, which action helps ensure cut-off details are
correct?
A. Check sequence of count sheets
B. Trace own test count items to final inventory records
C. Check replies from 3rd parties
D. Follow up cut off details

The main idea is obtaining external evidence to verify when transactions near period end were recorded, to
confirm that inventory cut-off is correct. Checking replies from third parties provides independent confirmation
about shipments or receipts around the reporting date. For example, a supplier confirmation can show whether
goods were shipped before or after the period end, and a carrier or customer confirmation can verify whether
items in transit should be included in the closing inventory or recorded in the next period. This external evidence
helps ensure the items are reflected in the correct period, reducing the risk of misstatement due to timing.  The
other options focus more on the internal count process or the mechanics of recording, not directly on validating
the timing of recognition. While following up cut-off details is important, external third-party responses give
objective corroboration about the actual timing of goods movements, which is the core of cut-off testing.

6. Which limitation of internal controls involves employees overriding
controls by management?
A. Human error
B. Collusion
C. Management override
D. System failure

Management override of internal controls is a limitation because those in charge have the authority to bypass or
override the established controls. Even the strongest control system depends on management acting within
policy, and when they choose to override, the controls can be circumvented, potentially hiding fraud or errors.
This happens, for example, when management approves transactions outside the normal procedures, alters
accounting records, or makes year-end adjustments that defeat the intended checks and balances. Auditors look
for signs of overrides—unusual or retrospective journal entries, large adjusting entries near year-end, or
approvals coming from high-privilege users—and assess governance oversight to mitigate the risk. The other
options describe different risks (unintended mistakes, collusion, or system failures) that don’t capture the
specific ability of management to override controls.
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7. Which of the following describes a Limited Liability Partnership?
A. A firm structure that limits liability of partners.
B. An audit standard.
C. A client engagement model.
D. An insurance policy.

A Limited Liability Partnership is a firm structure that limits liability of partners. This means partners can
participate in the management and profits of the business, while the personal assets of each partner are
protected from the partnership’s debts and obligations beyond their capital contribution. It combines the
flexibility of a traditional partnership with liability protection, which is why professional service firms like
accounting or law practices often use it. This is different from an audit standard, a client engagement model, or
an insurance policy, none of which describe the legal form or liability protection of the business.

8. Non-adjusting events are events which did not exist at year-end.
A. True
B. False
C. They may exist at year-end
D. They must be disclosed always

After the reporting date, events are split into those that adjust the financial statements and those that do not.
Non-adjusting events are events that do not reflect conditions that existed at year-end; they arise after the
reporting period. They don’t lead to changes in the numbers in the financial statements, but if they are material,
they must be disclosed to prevent users from being misled. So, the statement is true: non-adjusting events are
events that did not exist at year-end. For example, a major fire or a significant business acquisition announced
after the year-end would typically be a non-adjusting event, requiring disclosure if material, unless it provides
evidence about conditions that existed at year-end (which would then be adjusting).

9. The preliminary figure for materiality is a numerical size calculated at
planning stage.
A. The actual misstatement found at year-end
B. A numerical size calculated at planning stage to guide materiality
C. The final audit opinion
D. A figure used to set detection risk only

The key idea is how materiality is set for planning. The preliminary figure is the numerical threshold chosen at
the planning stage to guide what will be considered material in the audit. It isn’t the actual misstatement found
at year-end, and it isn’t the final audit opinion. It also isn’t only a tool for setting detection risk, though
materiality does influence the extent of testing and the level of detection risk the auditor is willing to accept. This
planning figure helps determine the nature, timing, and extent of procedures and whether misstatements,
individually or in aggregate, would be material.
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10. Which phrasing best captures the concept of a disclaimer opinion due to
limited evidence?
A. The audit results in a clean opinion.
B. The auditor states no opinion.
C. The auditor states we do not express an opinion.
D. The auditor indicates all statements are misstatements.

When evidence is not enough to form an opinion, the auditor issues a disclaimer of opinion. This happens
because the auditor cannot obtain sufficient appropriate audit evidence to support any opinion on the financial
statements. The best phrasing for this situation is that the auditor states we do not express an opinion, which is
the standard way to communicate the lack of a concluded assessment.  The option that mentions a clean
opinion would be inconsistent with limited evidence, since a clean opinion requires adequate evidence and no
material misstatements. The idea of “no opinion” isn’t the conventional wording auditors use, whereas saying
“we do not express an opinion” precisely matches the disclaimer language. The option claiming all statements
are misstatements misreads the role of the disclaimer altogether, which isn’t about misstating numbers but
about insufficient evidence to form an opinion.
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Next StepsNext 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://aatlvl4etau.examzify.com

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