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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. Don’t worry about getting everything right, 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, and take
breaks to retain information better.
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.
7. Use Other Tools

Pair this guide with other Examzify tools like flashcards, and digital
practice tests to strengthen your preparation across formats.
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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. What is a deductible temporary difference?
A. A difference that results in taxable amounts in current

periods
B. A difference that will lead to deductible amounts in future

periods
C. A liability that cannot be deducted
D. Any temporary difference that is tax-exempt

2. What is a limitation of ratio analysis?
A. Ratios do not indicate company performance
B. Ratios are based on historical data and may not reflect

current or future performance
C. Ratios are only applicable in certain industries
D. Ratios can be manipulated by management

3. What is the primary accounting requirement for an
acquirer in a merger under IFRS?
A. Recognize goodwill at fair value
B. Recognize identifiable assets and liabilities at fair value
C. Eliminate all previous assets and liabilities
D. Determine the fair value only of the liabilities

4. Describe the term 'fair value' under IFRS.
A. The value determined by a company's internal records
B. The price that would be paid to acquire an asset in the open

market
C. The price that would be received to sell an asset in an orderly

transaction between market participants
D. The cost of the asset when it was initially purchased

5. What impact does lease accounting under IFRS 16 have on
lessees?
A. Lessee only recognizes the lease as an expense
B. Lessee recognizes a right-of-use asset and a lease liability on

the balance sheet
C. Lessee records lease payments as operating expenses only
D. Lessee does not need to recognize leases on their balance

sheet
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6. What does the concept of ‘fair value’ refer to in IFRS?
A. The price of an asset as stated in financial statements
B. The market price for similar assets regardless of transaction

conditions
C. The price that would be received or paid in an orderly

transaction
D. The expected future cash flows from an asset

7. How should contingent liabilities be reported in financial
statements?
A. Recognized as a liability
B. Disclosed unless the outflow is probable
C. Disclosed unless the possibility of outflow is remote
D. Ignored completely

8. According to proprietary theory, what is considered central
to financial reporting?
A. The company's obligations
B. The interests of the owners
C. The performance of employees
D. Government regulations

9. Which of the following best describes straight-line
depreciation?
A. Applies a decreasing amount each year
B. Allocates a consistent amount every year
C. Increases the depreciation expense annually
D. Is used for land and intangible assets

10. Under what circumstances would an entity need to change
its functional currency?
A. When the entity changes its name
B. When there is a change in the primary economic

environment
C. When it merges with another entity
D. When its shares are publicly traded
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Answers
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1. B
2. B
3. B
4. C
5. B
6. C
7. C
8. B
9. B
10. B
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Explanations
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1. What is a deductible temporary difference?
A. A difference that results in taxable amounts in current

periods
B. A difference that will lead to deductible amounts in future

periods
C. A liability that cannot be deducted
D. Any temporary difference that is tax-exempt

A deductible temporary difference refers to a situation in which the carrying amount of
an asset exceeds its tax base, or the carrying amount of a liability is less than its tax
base. This scenario creates a difference that results in amounts that can be deducted in
future tax periods. Consequently, it allows the entity to pay lower taxes in the future
because it can capitalize on the deductible amounts as these differences reverse over
time.  This concept is crucial in understanding the deferred tax implications on financial
statements. In terms of financial reporting, recognizing deductible temporary differences
can lead to the creation of a deferred tax asset. Such an asset shows potential future tax
benefits that will arise when the difference reverses, allowing the entity to reduce taxable
income in future periods.  The other options do not accurately reflect the definition of
deductible temporary differences. Instead, they discuss various scenarios that do not
match the criteria for this specific type of difference in accounting for taxes.

2. What is a limitation of ratio analysis?
A. Ratios do not indicate company performance
B. Ratios are based on historical data and may not reflect

current or future performance
C. Ratios are only applicable in certain industries
D. Ratios can be manipulated by management

The limitation of ratio analysis primarily lies in its reliance on historical data, which can
fail to capture the current or future performance of a company. Financial ratios are
calculated using figures from past financial statements, which may not hold relevance in
a rapidly changing market environment. For instance, a company's past profitability
might not accurately predict its future success, especially if the industry dynamics have
shifted drastically or if there are unforeseen economic challenges.  Moreover, relying
solely on historical ratios can lead analysts to overlook critical developments or changes
in management, strategy, or market conditions that could significantly affect
performance going forward. Therefore, while ratio analysis is a valuable tool for
assessing a company's financial health, it should be complemented with other
forward-looking analyses to provide a more comprehensive view of the organization's
performance potential.  The other options, while noting potential concerns with ratio
analysis, do not encapsulate this fundamental limitation as effectively. Ratios indeed
provide insights into performance, can be relevant across many industries, and
potentially may be influenced by management; however, the key issue remains that
historical context does not always translate to future outcomes.
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3. What is the primary accounting requirement for an
acquirer in a merger under IFRS?
A. Recognize goodwill at fair value
B. Recognize identifiable assets and liabilities at fair value
C. Eliminate all previous assets and liabilities
D. Determine the fair value only of the liabilities

In a merger under IFRS, the primary accounting requirement for the acquirer is to
recognize identifiable assets and liabilities at fair value. This process is established
under IFRS 3, "Business Combinations," which provides guidance on how to account for a
business combination.   The acquirer must identify and measure the fair value of the
acquired assets and assumed liabilities on the acquisition date. Recognizing identifiable
assets and liabilities at fair value is crucial because it reflects the current market
conditions and the economic realities of the acquisition. This ensures that the financial
statements provide a true and fair view of the combined entity's financial position
directly following the merger.  In addition to recognizing identifiable assets and
liabilities, the acquirer also calculates goodwill, which is the excess of the consideration
transferred over the fair value of the net identifiable assets acquired. However, the
primary accounting requirement focuses on the initial recognition of those identifiable
assets and liabilities, making option B the correct statement in this context.   The other
options, while related to elements of the acquisition accounting process, do not represent
the primary requirement. Recognizing goodwill specifically at fair value does occur, but
it is a subsequent step after the recognition of identifiable assets and liabilities.
Eliminating all previous assets and liabilities may not accurately reflect the nature of

4. Describe the term 'fair value' under IFRS.
A. The value determined by a company's internal records
B. The price that would be paid to acquire an asset in the open

market
C. The price that would be received to sell an asset in an orderly

transaction between market participants
D. The cost of the asset when it was initially purchased

The term 'fair value' under IFRS refers to the price that would be received to sell an asset
in an orderly transaction between market participants at the measurement date. This
definition emphasizes that fair value reflects current market conditions and the
assumptions that knowledgeable, willing buyers and sellers would use in a transaction.  
In this context, 'orderly transaction' implies that neither party is under duress to
transact, and both parties have reasonable knowledge of relevant facts. Since fair value is
designed to measure the exit price in a market perspective, it helps ensure that financial
statements provide a reflection of the most relevant and useful information regarding an
entity's financial position.   Understanding fair value is essential for proper asset
valuation, as it guides companies in reporting and measuring numerous asset classes,
capturing the dynamic nature of market conditions and the economic environment.
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5. What impact does lease accounting under IFRS 16 have on
lessees?
A. Lessee only recognizes the lease as an expense
B. Lessee recognizes a right-of-use asset and a lease liability on

the balance sheet
C. Lessee records lease payments as operating expenses only
D. Lessee does not need to recognize leases on their balance

sheet
Under IFRS 16, lessees are required to recognize a right-of-use asset and a lease liability
on their balance sheet for most leases. This accounting treatment reflects the economic
reality of leasing arrangements by recognizing that the lessee has control over an asset
and an obligation to make lease payments over the term of the lease.  The right-of-use
asset represents the lessee's right to use the leased asset for the duration of the lease,
while the lease liability represents the present value of future lease payments that the
lessee is obligated to pay. This dual recognition enhances transparency in financial
reporting, as it provides a clearer picture of a company's liabilities and assets.  By
recognizing both the asset and the liability, the financial statements better reflect the
operational and financial commitments arising from lease contracts. This is a significant
change from previous standards, where operating leases were often not included on the
balance sheet, resulting in a less comprehensive view of a company's financial position.  
This treatment helps investors and stakeholders understand the true extent of a
company's leasing obligations and the resources available to manage those obligations.
Overall, IFRS 16 aims to improve comparability among lessees and provide a more
faithful representation of lease transactions in the financial statements.

6. What does the concept of ‘fair value’ refer to in IFRS?
A. The price of an asset as stated in financial statements
B. The market price for similar assets regardless of transaction

conditions
C. The price that would be received or paid in an orderly

transaction
D. The expected future cash flows from an asset

The concept of ‘fair value’ in IFRS is defined as the price that would be received to sell an
asset or paid to transfer a liability in an orderly transaction between market participants
at the measurement date. This definition emphasizes the notion of an arm's length
transaction, where both the buyer and seller are knowledgeable about the asset, and
neither is under any compulsion to act.  Option C highlights this principle effectively by
indicating that fair value pertains to the price in an orderly transaction, which aligns
with the concept of willing buyer and willing seller in the market context. This approach
ensures that the valuation reflects current market conditions and the real economic
circumstances surrounding the transaction, rather than historical costs or subjective
estimates.  In contrast, the other options do not capture the comprehensive definition of
fair value under IFRS or imply different measurement bases. For example, stating that it
is the price of an asset as stated in financial statements focuses on recorded values
rather than market realities, while the market price for similar assets regardless of
transaction conditions overlooks the nuances of individual transactions and market
participant perspectives. Lastly, the expected future cash flows from an asset represent a
valuation approach but do not conform to the market-based view inherent in the fair
value definition as specified in IFRS.
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7. How should contingent liabilities be reported in financial
statements?
A. Recognized as a liability
B. Disclosed unless the outflow is probable
C. Disclosed unless the possibility of outflow is remote
D. Ignored completely

Contingent liabilities are potential obligations that may arise depending on the outcome
of uncertain future events. In financial reporting, the treatment of contingent liabilities
is guided by the relevant accounting standards, such as IFRS.  The correct approach
requires that contingent liabilities are disclosed in the financial statements unless the
possibility of an outflow of resources is remote. This aligns with the principles of
prudence and transparency, allowing users of financial statements to understand
potential liabilities that could impact the financial position of the entity.  When the
potential for a financial outflow is assessed as likely or probable, it may trigger
recognition of a provision instead of merely a disclosure, but a remote likelihood does
not warrant any disclosure as it does not provide meaningful information to users.
Therefore, by requiring disclosure only when the possibility of outflow is less than
remote, the financial statements remain clearer and more focused on significant risks
that a company may face.  Options that suggest recognizing a liability or disclosing in all
instances would not align with the principles of contingent liabilities since recognizing
liabilities prematurely could present an inaccurate picture of the company’s financial
situation. Ignoring contingent liabilities entirely would not comply with the need for
transparency, which is essential for users of financial statements to assess potential
risks.

8. According to proprietary theory, what is considered central
to financial reporting?
A. The company's obligations
B. The interests of the owners
C. The performance of employees
D. Government regulations

The proprietary theory of accounting emphasizes that the financial statements of a
business primarily serve to report information to the owners of the business. This theory
posits that since the owners are the primary stakeholders and have a vested interest in
the financial success of the entity, the financial reporting should focus on their interests.
In this context, the company's financial performance, resources, and obligations are all
viewed primarily from the perspective of how they affect the owners' investment and
returns. This means that the financial statements are designed to inform owners about
the entity's profitability, liquidity, and overall financial health, allowing them to make
informed decisions regarding their investments.  The other choices represent different
perspectives or areas of focus in financial reporting but do not align with the proprietary
theory's core principle. For example, while the company's obligations may be important
for creditors or other stakeholders, they are not the primary focus under the proprietary
view. Similarly, employee performance is relevant for operational management and
decision-making but does not directly relate to the owners' interests. Lastly, government
regulations govern how financial reporting is conducted but do not dictate the central
focus of financial reporting as outlined in the proprietary theory.
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9. Which of the following best describes straight-line
depreciation?
A. Applies a decreasing amount each year
B. Allocates a consistent amount every year
C. Increases the depreciation expense annually
D. Is used for land and intangible assets

Straight-line depreciation is a method used to allocate the cost of a tangible asset evenly
across its useful life. This approach fundamentally operates on the principle that the
asset will provide equal utility over each period of its estimated lifespan. By calculating
straight-line depreciation, businesses recognize the same amount of depreciation
expense in each accounting period until the asset's value is fully depreciated, or reaches
its salvage value.  This method is widely adopted due to its simplicity and ease of
calculation, making it an attractive option for many companies. It ensures that the
expense is consistent, enabling effective financial planning and analysis since it allows
for predictable expense recognition.  In contrast, the other options imply varying expense
recognition or misapplication of the method, such as decreasing amounts or annual
increases in depreciation, which do not align with the straight-line approach.
Additionally, straight-line depreciation is specifically applicable to tangible assets rather
than intangible assets, with land generally not being depreciated at all due to its
indefinite life.

10. Under what circumstances would an entity need to change
its functional currency?
A. When the entity changes its name
B. When there is a change in the primary economic

environment
C. When it merges with another entity
D. When its shares are publicly traded

An entity would need to change its functional currency primarily when there is a change
in its primary economic environment. The functional currency is defined as the currency
of the primary economic environment in which the entity operates. This stems from the
underlying assumption that the financial statements should reflect the economic reality
of the entity's operations.  A change in the primary economic environment can occur due
to a variety of reasons, including significant changes in market conditions or shifts in
economic relationships that influence the nature of the entity's transactions. For
example, if a company primarily operates in a different country or region where the
currency has significantly shifted, or if the currency in which it raises financing or
generates revenue has changed, it may be necessary to change the functional currency to
accurately represent the current economic environment.  The other options do not
directly relate to the fundamental reasons for such a change in functional currency.
Changing the name of the entity, merging with another entity, or going public does not
inherently alter the economic factors that determine functional currency. Therefore, the
option regarding a change in the primary economic environment is the most appropriate
and aligns with the accounting standards that govern functional currency considerations.
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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://accafinancialreporting.examzify.com

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

Sample study guide, visit https://accafinancialreporting.examzify.com
for the full version with hundreds of practice questions  v-1768381296 | Page 17

SA
M

PLE


