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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. How is goodwill treated in financial statements?
A. It is written off to expenses immediately.
B. It is recorded as a separate liability.
C. It is tested for impairment on an annual basis.
D. It is included in the cash flow statement only.

2. What are 'financial covenants' in loan agreements?
A. Regulatory requirements set by the government
B. Clauses requiring maintenance of financial ratios
C. Terms allowing lenders to charge higher interest rates
D. Promises made by borrowers to repay principal only

3. What is a deferred tax asset?
A. An asset related to unrecognized profits
B. An asset recoverable due to temporary differences
C. An asset representing future taxable income
D. An expense for tax purposes

4. What is an essential condition for recognizing a provision?
A. There must be a past event leading to obligation
B. It must be related to current income
C. The obligation must be explicitly stated in a contract
D. The amount must be a definitive value

5. In terms of equity, which component is NOT typically recognized?
A. Share capital
B. Retained earnings
C. Debt obligations
D. Non-controlling interests

6. Which of the following is considered an enhancing qualitative
characteristic of financial statements?
A. Comparability
B. Materiality
C. Integrity
D. Objectivity
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7. Which component is typically included in comprehensive income?
A. Investments in new projects
B. Net income from operations
C. Distributions to owners
D. Gains/losses from translating foreign operations

8. What types of cash flows fall under investing activities?
A. Cash flows from issuing stocks and bonds.
B. Cash flows from the acquisition and disposal of long-term assets and

investments.
C. Cash flows from routine operational expenses.
D. Cash flows related to employee salaries.

9. 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

10. In financial terms, what is meant by 'leverage'?
A. The practice of using debt to bolster investment returns
B. The ratio of debt to equity in a company's capital structure
C. The proportion of assets funded by liabilities
D. The use of cash to pay off long-term debts
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Answers
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1. C
2. B
3. B
4. A
5. C
6. A
7. D
8. B
9. B
10. A
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Explanations
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1. How is goodwill treated in financial statements?
A. It is written off to expenses immediately.
B. It is recorded as a separate liability.
C. It is tested for impairment on an annual basis.
D. It is included in the cash flow statement only.

Goodwill is treated in financial statements as an intangible asset that arises when a company acquires another
business for a price higher than the fair value of its net identifiable assets. The International Financial Reporting
Standards (IFRS), particularly IFRS 3 – Business Combinations, stipulate that goodwill must not be amortized.
Instead, it is required to be tested for impairment at least annually, or more frequently if there are indicators of
potential impairment.  This annual impairment testing involves assessing the carrying amount of goodwill and
comparing it with the recoverable amount of the cash-generating unit (CGU) it is associated with. If the carrying
amount exceeds the recoverable amount, an impairment loss must be recognized, which can significantly impact
the financial statements.  The other treatment methods mentioned are not appropriate for goodwill under current
accounting standards. Immediate write-off to expenses or recording it as a separate liability do not reflect the
nature of goodwill or the intention of accounting for business combinations. Additionally, while goodwill could
influence cash flows, it is not solely included in the cash flow statement; instead, it primarily appears in the
statement of financial position and is subject to impairment tests as mentioned.

2. What are 'financial covenants' in loan agreements?
A. Regulatory requirements set by the government
B. Clauses requiring maintenance of financial ratios
C. Terms allowing lenders to charge higher interest rates
D. Promises made by borrowers to repay principal only

Financial covenants are specific clauses included in loan agreements that require the borrower to maintain
certain financial ratios throughout the life of the loan. These ratios, such as debt-to-equity, current ratio, or
interest coverage ratio, are intended to ensure that the borrower remains financially healthy and capable of
meeting their repayment obligations. By monitoring these ratios, lenders can assess the ongoing
creditworthiness of the borrower, and if the borrower fails to maintain the agreed-upon metrics, it could lead to
default or the lender taking action to protect its interests.  This concept is crucial in lending relationships as it
reflects a proactive approach in risk management by lenders. Instead of being passive, lenders actively track
these covenants to avoid potential losses and maintain a check on the borrower's financial stability.

Sample study guide, visit https://accafinancialreporting.examzify.com
for the full version with hundreds of practice questions 11

SAMPLE



3. What is a deferred tax asset?
A. An asset related to unrecognized profits
B. An asset recoverable due to temporary differences
C. An asset representing future taxable income
D. An expense for tax purposes

A deferred tax asset arises when there are temporary differences between accounting profit and taxable profit,
leading to taxes that have been paid or are due that can be recovered in the future. Essentially, it reflects a
situation where a company has overpaid its taxes or has had tax deductions that it can utilize in the future when
the taxable income exceeds the accounting profit.   For example, if a company reports an expense in its
accounting records that is not yet deductible for tax purposes, this creates a temporary difference, resulting in a
deferred tax asset. Over time, as the differences reverse—often when the company recognizes the expense for
tax purposes—this asset will be realized, providing future tax relief.  The other choices do not accurately define a
deferred tax asset. The option referring to unrecognized profits does not capture the essence of what constitutes
deferred tax assets. Similarly, an option claiming it represents future taxable income fails to recognize that
deferred tax assets rather provide future benefits related to taxes that can be offset against future taxable
profits. The assertion that it is an expense for tax purposes is fundamentally inaccurate, as a deferred tax asset
represents a future benefit, rather than an immediate expense.

4. What is an essential condition for recognizing a provision?
A. There must be a past event leading to obligation
B. It must be related to current income
C. The obligation must be explicitly stated in a contract
D. The amount must be a definitive value

Recognizing a provision requires the identification of a present obligation that results from a past event. This
aligns with the definition of a provision under the International Financial Reporting Standards (IFRS), specifically
IAS 37 - Provisions, Contingent Liabilities, and Contingent Assets. The past event, such as an obligation arising
from a legal contract or constructive obligation, is critical because it establishes that the entity has a duty to
settle the obligation.  The existence of this past event ensures that the requirement for a provision is met, as it
creates a situation where a company's future outflow of resources is probable to settle that obligation. Without
this foundational past event, there cannot be a valid reason for recognizing a provision.  While the other options
touch on aspects of provisions, they do not represent essential conditions for recognition. For instance,
provisions are not necessarily linked to current income, nor must the obligation be explicitly stated in a contract.
Additionally, the amount of the provision does not need to be a definitive value; it can be estimated based on the
best available information, as long as it can be reliably measured. Therefore, the identification of a past event
leading to an obligation remains the core condition for recognizing a provision.
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5. In terms of equity, which component is NOT typically recognized?
A. Share capital
B. Retained earnings
C. Debt obligations
D. Non-controlling interests

In the context of equity, debt obligations are not recognized as a component. Equity primarily represents the
ownership interest in the assets of a company after deducting liabilities. Key components of equity typically
include share capital, which represents the funds raised through the issuance of shares, retained earnings, which
denote the cumulative profits reinvested in the business, and non-controlling interests, which reflect the portion
of equity in subsidiaries not attributable to the parent company.  Debt obligations, on the other hand, represent a
liability, which is an obligation to pay back borrowed funds. They are recorded on the balance sheet as liabilities
rather than equity. This distinction is crucial in financial reporting, as it helps stakeholders assess the
company's financial health, the balance of ownership, and the obligations that must be settled.

6. Which of the following is considered an enhancing qualitative
characteristic of financial statements?
A. Comparability
B. Materiality
C. Integrity
D. Objectivity

The characteristic of comparability is regarded as an enhancing qualitative characteristic of financial statements
because it allows users to identify and understand similarities and differences among financial information
across different entities and periods. Comparability enhances the usefulness of financial statements by allowing
stakeholders, such as investors and regulators, to make informed decisions based on consistent and
comparable data.  This characteristic supports the overarching principle of transparency in financial reporting.
When financial statements are comparable, it increases the confidence of users in their analysis and
understanding of the financial performance and position of entities. For instance, if one company adopts a
different accounting policy than another, it may hinder users from making accurate comparisons, thereby
affecting their decision-making.  Materiality, while also an important concept, relates to the significance of
financial information and its impact on users’ decisions rather than enhancing the characteristics of
comparability. Integrity and objectivity are crucial for the reliability and credibility of financial statements but are
not classified as enhancing characteristics in the same way that comparability is.
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7. Which component is typically included in comprehensive income?
A. Investments in new projects
B. Net income from operations
C. Distributions to owners
D. Gains/losses from translating foreign operations

Comprehensive income encompasses all changes in equity during a period, except those resulting from
investments by owners or distributions to owners. This includes net income from operations but also extends to
other comprehensive income items, which are not included in net income. Gains and losses arising from the
translation of foreign operations are recognized as part of other comprehensive income.   When a company
operates internationally, it may have subsidiaries in different countries whose financial statements are
denominated in foreign currencies. The process of translating these financial statements to the reporting
currency can result in gains or losses due to fluctuations in exchange rates. These translation adjustments
reflect unrealized gains or losses and are included in comprehensive income, showcasing the overall financial
health of the entity beyond just operational performance.  In contrast, investments in new projects and
distributions to owners do not impact comprehensive income directly. Investments in new projects affect future
performance and asset valuations, while distributions to owners represent a transfer of wealth rather than a
reflection of the company’s comprehensive earnings in a period. Net income from operations is certainly a
significant part of comprehensive income, but it does not encompass the full range of other gains and losses
that constitute comprehensive income as indicated in the correct answer.

8. What types of cash flows fall under investing activities?
A. Cash flows from issuing stocks and bonds.
B. Cash flows from the acquisition and disposal of long-term assets and

investments.
C. Cash flows from routine operational expenses.
D. Cash flows related to employee salaries.

Investing activities in the context of the statement of cash flows refer to cash transactions that involve the
acquisition and disposal of long-term assets and investments. This encompasses a wide range of activities that
are aimed at acquiring productive assets or investments that are expected to generate future economic benefits. 
The correct choice identifies cash flows that arise from these transactions, such as purchasing equipment, real
estate, or investments in other companies, as well as receiving cash from selling these assets. This is essential
for evaluating a company’s investment in future earnings growth, as it reflects the use of cash for long-term
strategic goals.  Options centered on issuing stocks and bonds pertain to financing activities rather than
investing activities, as they involve raising capital rather than investing it. Similarly, cash flows associated with
routine operational expenses or employee salaries relate to operating activities, which cover the day-to-day
running of the business, rather than investment in long-term assets. Understanding these distinctions is crucial
for accurately interpreting a company's financial position and its cash flow management.
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9. 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.

10. In financial terms, what is meant by 'leverage'?
A. The practice of using debt to bolster investment returns
B. The ratio of debt to equity in a company's capital structure
C. The proportion of assets funded by liabilities
D. The use of cash to pay off long-term debts

Leverage in financial terms primarily refers to the practice of using debt to bolster investment returns. This
strategy allows a company or individual to increase their potential return on investment by borrowing funds.
When an entity uses leverage, it aims to amplify its investment returns more than it could achieve using only its
own equity capital. The use of debt can magnify both gains and losses; thus, while it can lead to significant
profits during good economic times, it can also result in substantial losses in unfavorable conditions.  The other
concepts presented lend insight into leverage as well but focus on different aspects of debt usage. The ratio of
debt to equity is a measure indicative of financial leverage but does not encapsulate the essence of leverage
itself. The proportion of assets funded by liabilities relates to the financial structure of a company but does not
directly address the strategy of using debt for investment returns. Lastly, using cash to pay off long-term debts
describes a debt management strategy rather than the leveraging concept. Overall, the core notion of leverage is
fundamentally tied to the relationship between debt and investment returns, clearly aligning with the first choice.
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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!
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