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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. Change orders typically adjust which aspects of a project?
A. Scope, cost, and schedule
B. Color, material, and vendor
C. Location, weather, and permit
D. Tax, insurance, and interest

2. What is MACRS and how does it affect construction taxes?
A. A financing technique.
B. A method for valuing inventory.
C. A system for recognizing revenue early.

D. Modified Accelerated Cost Recovery System; provides accelerated
depreciation for eligible property, reducing taxable income and increasing early
cash flows.

3. Under IRS 460, what defines contract completion?

A. The earlier of Use by customer & 95% of allocable costs incurred or Final
completion and acceptance

B. The later of Use by customer & 95% of allocable costs incurred or Final
completion and acceptance

C. Final completion only
D. Use by customer only

4. Which statement is true about Cost-type contracts?
A. They are always fixed-price
B. They do not reimburse costs
C. They have no fee

D. They provide for reimbursement of allowable costs plus a fee; can include a
GMP

5. Define acceptable methods of revenue recognition for construction
contracts under GAAP.

A. Revenue is recognized only when cash is received.

B. Percentage-of-completion for most long-term contracts and
completed-contract when outcomes are uncertain; for some short-term
engagements, revenue is recognized on transfer of control.

C. Revenue is recognized at project end for all contracts regardless of risk.
D. Revenue recognition is not governed by GAAP.
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6. Which statement best describes the risk associated with the cost-to-cost
measurement method?

A. Railroad track example-style non-uniformities are the only risk
B. Production amount varies

C. Non-uniformity of method

D. Estimates are the risk

7. In contract risk management, which instrument generally resolves the risk
addressed by exculpatory and indemnification provisions?

A. Surety bond

B. Risk insurance

C. Performance bond
D. Arbitration clause

8. What is the exposure to Litigation and how should it be managed in a
construction CFO role?

A. No action is required; litigation risk is negligible.
B. Rely solely on insurance to cover all disputes.

C. Perform risk assessment, obtain appropriate insurance, conduct contract
reviews, and maintain reserves.

D. Litigation exposure is managed solely by legal counsel.

9. How does project backlog relate to liquidity and profitability?

A. Backlog indicates future revenue and capacity needs; while not immediate
cash, it informs credit, planning, and potential profitability.

B. Backlog is immediate cash on hand.

C. Backlog guarantees profitability without the need for planning.
D. Backlog has no relation to liquidity.

10. What is the IRS threshold for small contractors to be exempt from the
percentage of completion method?

A. Contracts completed within 2 years

B. Average annual gross receipts for preceding 3 years do not exceed 10 million
C. Exemption applies to certain trades
D. All government contractors are exempt
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Explanations




1. Change orders typically adjust which aspects of a project?

A. Scope, cost, and schedule

B. Color, material, and vendor
C. Location, weather, and permit
D. Tax, insurance, and interest

Change orders adjust three elements of a project: the scope of work, the contract price, and the project schedule.
A change order is a formal written amendment to the contract documents that reflects an approved modification
to what will be done, how much it will cost, and when it will be completed. They typically arise from owner
requests, design changes, or unforeseen conditions that require altering the plan. By updating scope, cost, and
timing, all parties agree on the new path, and payment terms and the project timeline are adjusted accordingly.
Other factors like cosmetic choices, site conditions, or external constraints can influence the work, but the
standard purpose of a change order is to document approved changes to scope, price, and schedule.

2. What is MACRS and how does it affect construction taxes?
A. A financing technique.
B. A method for valuing inventory.
C. A system for recognizing revenue early.

D. Modified Accelerated Cost Recovery System; provides accelerated
depreciation for eligible property, reducing taxable income and increasing early
cash flows.

MACRS stands for Modified Accelerated Cost Recovery System, the tax depreciation framework for tangible
business property. It provides accelerated depreciation for eligible property, meaning larger depreciation
deductions in the early years of an asset's life. Those deductions reduce taxable income in those years, lowering
taxes owed and boosting after tax cash flow early in the asset's life. In construction, this matters for equipment,
machinery, and certain improvements placed in service; land itself isn’t depreciated, and different property kinds
(like real property) use specific class lives under MACRS. It's a tax rule, not a financing technique or a method of
recognizing revenue, and depreciation under MACRS is subject to conventions and potential depreciation
recapture when the asset is sold. For example, a large early depreciation deduction can significantly cut taxes in
the initial years, improving the project's early cash flow.
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3. Under IRS 460, what defines contract completion?

A. The earlier of Use by customer & 95% of allocable costs incurred or Final
completion and acceptance

B. The later of Use by customer & 95% of allocable costs incurred or Final
completion and acceptance

C. Final completion only
D. Use by customer only

In IRS 460, contract completion for a long-term construction project is tied to progress milestones and final
status. The contract is considered complete at the earlier of two events: either the project is usable by the
customer and 95% of allocable costs have been incurred, or the project reaches final completion and is accepted
by the customer. This means revenue and tax recognition can occur when substantial progress has been made
and the project can be utilized, or when the job is finally completed and formally accepted. This is the best
choice because it recognizes completion based on real progress (the heavy lifting is mostly done, costs are near
fully incurred) while also keeping a safety net for formal final completion and customer acceptance. It prevents
delaying recognition too long if the project becomes usable and costs are largely incurred, and it also accounts
for situations where final acceptance occurs later. Options that rely on only final completion, or only one
milestone without the parallel condition, would either delay recognition unnecessarily or ignore an important
progress trigger.

4. Which statement is true about Cost-type contracts?
A. They are always fixed-price
B. They do not reimburse costs
C. They have no fee

D. They provide for reimbursement of allowable costs plus a fee; can include a
GMP

Cost-type contracts are designed so the buyer reimburses the contractor for allowable, allocable costs actually
incurred and also pays a fee for profit. This structure addresses uncertain or variable costs by not locking in a
fixed price upfront. The arrangement can include a Guaranteed Maximum Price (GMP), which caps total costs
while still allowing reimbursement of actual costs up to that limit, plus the fee. That
combination—reimbursement of allowable costs plus a fee, with the possibility of a GMP—is what makes this
statement true. The other notions don't fit cost-type contracts: they are not fixed-price, they do reimburse
costs, and they typically include a fee.
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5. Define acceptable methods of revenue recognition for construction
contracts under GAAP.

A. Revenue is recognized only when cash is received.

B. Percentage-of-completion for most long-term contracts and
completed-contract when outcomes are uncertain; for some short-term
engagements, revenue is recognized on transfer of control.

C. Revenue is recognized at project end for all contracts regardless of risk.
D. Revenue recognition is not governed by GAAP.

The main idea is that GAAP allows two different methods for recognizing revenue on construction contracts,
chosen based on how predictable the project’s outcomes are and how long the project lasts. For most long-term
contracts, revenue and profit are recognized as work progresses using a percentage-of-completion approach.
This method ties revenue to the level of work performed to date, using the ratio of costs incurred to date to the
total expected costs to complete. It provides a better match of revenue with the costs incurred to generate that
revenue and reflects ongoing progress toward finishing the contract. If, however, the outcomes cannot be
reasonably estimated or there are significant uncertainties, revenue and profit are deferred and recognized only
when the contract is completed under the completed-contract method. This avoids recognizing income on
unreliable estimates and is appropriate when there's substantial risk or difficulty in measuring progress. For
some short-term engagements, revenue may be recognized when control of the promised goods or services
transfers to the customer. This aligns revenue with the actual point at which the customer obtains the benefits
and control, which can occur before or after substantial progress on a longer project, depending on the nature of
the contract. In contrast, recognizing revenue only when cash is received is not GAAP, and recognizing revenue
at the end of every project regardless of progress ignores the ongoing transfer of value and is not consistent
with accrual accounting. Under GAAP, revenue recognition is governed by when performance obligations are
satisfied and when the contractor has the ability to recognize revenue in a way that reflects the progress and risk
of the contract.

6. Which statement best describes the risk associated with the cost-to-cost
measurement method?

A. Railroad track example-style non-uniformities are the only risk
B. Production amount varies
C. Non-uniformity of method

D. Estimates are the risk

In this method, progress is shown by comparing costs incurred to date with the total estimated cost. The key
risk is non-uniformity in how the measurement method is applied over time. If costs are categorized differently,
recognized at different times, or the total estimated cost is updated inconsistently, the calculated percent
complete can drift. That makes progress reporting unreliable, because changes in the method—not actual
physical progress—drive the numbers. The other ideas miss this central point. Production pace can affect how
quickly costs accumulate, but it's the inconsistent application of the measurement approach that creates biased
progress. While estimates matter, the core threat is not just having estimates but applying the method unevenly,
which can distort earned value and revenue recognition.
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7. In contract risk management, which instrument generally resolves the risk
addressed by exculpatory and indemnification provisions?

A. Surety bond
B. Risk insurance

C. Performance bond
D. Arbitration clause

Liability risk in contracts is typically funded and managed through insurance. Exculpatory provisions try to
relieve a party from liability for certain acts, and indemnification provisions require one party to reimburse
another for losses. Insurance provides the financial protection to cover those potential losses or legal liabilities
when claims arise, turning uncertain exposure into a funded risk transfer. This is why risk insurance is the
instrument that generally resolves the risk addressed by those provisions—it pools and pays for covered losses,
supporting the indemnity and exculpatory terms. Surety or performance bonds focus on guaranteeing
performance or payment under the contract, not on funding or transferring general liability or indemnity risks. An
arbitration clause, meanwhile, changes how disputes are resolved rather than how losses are funded or liability
is covered.

8. What is the exposure to Litigation and how should it be managed in a
construction CFO role?

A. No action is required; litigation risk is negligible.
B. Rely solely on insurance to cover all disputes.

C. Perform risk assessment, obtain appropriate insurance, conduct contract
reviews, and maintain reserves.

D. Litigation exposure is managed solely by legal counsel.

Exposure to litigation in construction is a financial risk that must be actively managed through a balanced mix of
risk identification, risk transfer, and funding for potential losses. The best approach for a construction CFO is to
perform a structured risk assessment to quantify the likelihood and financial impact of disputes, obtain
appropriate insurance coverage to transfer identifiable risks, conduct contract reviews to shift or cap risk and
specify insurance requirements, and maintain reserves to fund unresolved or anticipated claims. This integrated
process protects cash flow and project profitability because the risk assessment informs how much insurance is
needed and how large the reserves should be, contract reviews reduce likely sources of disputes and allocate
liability, and reserves ensure funds are available when disputes arise. Relying on insurance alone leaves gaps
due to coverage limits, exclusions, deductibles, and timing of claim payments. Leaving litigation management to
legal counsel alone ignores the financial planning and cash-flow implications, which are central to a CFO's
responsibilities. By combining these elements, the organization can anticipate potential losses, control how risk
is allocated in contracts, and ensure funds are available to handle disputes without derailing projects or financial
performance.
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9. How does project backlog relate to liquidity and profitability?

A. Backlog indicates future revenue and capacity needs; while not immediate
cash, it informs credit, planning, and potential profitability.

B. Backlog is immediate cash on hand.
C. Backlog guarantees profitability without the need for planning.
D. Backlog has no relation to liquidity.

Backlog is the amount of contracted work that hasn't yet been completed. It serves as a forward-looking
indicator of what revenue will come in and what capacity the business will need to complete that work. Because
the revenue tied to backlog is earned as work progresses, it isn't cash on hand today; cash realization depends
on project progress, payment terms, and timing. That relationship to timing is why backlog matters for liquidity:
it points to future cash inflows and helps forecast whether the company will have enough cash to meet
obligations, but it doesn'’t by itself provide immediate liquidity. Management and lenders also look at backlog to
gauge what resources—people, equipment, materials, and potentially financing—will be required to deliver the
work. And the potential profitability is tied to how well those costs are controlled and margins preserved during
execution; backlog establishes the revenue base and workload, while actual profitability depends on cost
management and the efficiency of delivering that work.

10. What is the IRS threshold for small contractors to be exempt from the
percentage of completion method?

A. Contracts completed within 2 years
B. Average annual gross receipts for preceding 3 years do not exceed 10 million

C. Exemption applies to certain trades
D. All government contractors are exempt

The rule hinges on contract size. The IRS provides a small contractor exemption from using the
percentage-of-completion method for long-term construction contracts, but only if the business isn't too large.
The specific threshold is that average annual gross receipts for the preceding three years must not exceed $10
million. If a contractor meets that limit, they can use the completed-contract method for those long-term
contracts, recognizing revenue only when the contract is finished, which simplifies tax reporting for smaller
operations. This is why the correct choice is the one that states average annual gross receipts for the preceding
three years do not exceed $10 million. It directly reflects the size-based eligibility criterion. The other options
don't describe how the exemption is determined: contract duration, trade type, or government status aren't the
qualifying tests for this exemption.
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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://ccifp.examzify.com

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




