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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. What is the primary objective of financial statements?
A. To provide information about the financial position, performance and cash

flows of an entity that is useful for decision-making.
B. To show the market value of the entity.
C. To ensure tax compliance.
D. To report only cash receipts and payments.

2. What is a rights issue and how is it recorded?
A. It offers existing shareholders the option to sell additional shares; Dr Bank; Cr

Share Capital
B. It is a bonus issue; Dr Reserves; Cr Share Capital
C. It offers existing shareholders the option to buy additional shares; Dr Bank; Cr

Share Capital and Share Premium
D. It is issue of shares to new investors at market price; Dr Bank; Cr Share

Capital

3. Why is auditor independence important to shareholders?
A. To maximize audit fees.
B. To ensure the audit opinion is unbiased and credible.
C. To influence management decisions.
D. To supervise the board's activities.

4. Which of the following is an example of a controllable cost?
A. Rates to the local authority
B. Commission to sales personnel
C. Interest on borrowings
D. Depreciation

5. Distinguish between an expense and a loss and provide examples.
A. An expense is a cash outflow only when paid.
B. A loss is a one-time cash outflow.
C. An expense is a cash outflow recognized only when cash leaves the company.
D. An expense is a cost incurred in normal operations; a loss is a reduction in

economic benefits due to events outside normal operations (e.g., impairment or
sale of asset at a loss).
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6. Which type of error occurs when an error on the debit side is compensated
by an equal error on the credit side elsewhere?
A. Error of original entry
B. Errors of principle
C. Compensating errors
D. Errors of complete omission

7. What does IFRS 16 require for lessee accounting regarding lease liabilities
and right-of-use assets on initial recognition?
A. Recognize a lease liability at present value of lease payments; recognize a

right-of-use asset at cost equal to lease liability plus any initial direct costs and
payments; subsequent depreciation and interest.

B. Recognize only the lease payments as an expense; no asset
C. Recognize a right-of-use asset separately from the lease liability
D. Do nothing until lease payments are made in cash

8. What best describes an accounting concept?
A. The rules applied in the preparation of financial statements.
B. A tax compliance procedure.
C. An insurance requirement for auditors.
D. A method for valuing inventories only.

9. Which of the following is a potential benefit of high stock turnover?
A. Bulk-buying discounts reduce costs.
B. It increases holding costs.
C. It lowers markups.
D. It reduces sales.

10. Which of the following describes why proper regulation of financial
statements is important?
A. To help reduce staff turnover.
B. To ensure regulators have a say in management choices.
C. To ensure that the required accounting information is available to external

users.
D. Good regulation makes fraud less likely and builds trust among the investing

public.
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Answers
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1. A
2. C
3. B
4. B
5. D
6. C
7. A
8. A
9. A
10. D

Sample study guide, visit https://leavingcertaccountingtheory.examzify.com
for the full version with hundreds of practice questions 9

SAMPLE



Explanations
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1. What is the primary objective of financial statements?
A. To provide information about the financial position, performance and cash

flows of an entity that is useful for decision-making.
B. To show the market value of the entity.
C. To ensure tax compliance.
D. To report only cash receipts and payments.

Financial statements are designed to provide information about the financial position, performance and cash
flows of an entity that is useful for decision-making. They show what the entity owns and owes (financial
position), how well it has performed over a period (profit or loss and other comprehensive income), and how
cash moved during that time (cash flows). This combination gives users a picture of liquidity, profitability and
overall financial health, helping investors, lenders and others compare entities and assess future prospects.  The
other options miss important aspects. Market value is not the primary purpose of financial statements; they
focus on reporting economic events and positions rather than current market price. Tax compliance is a separate
obligation and not the main objective of these statements. Reporting only cash receipts and payments ignores
many non-cash items (like depreciation and accrual-based revenues and expenses) and the broader picture of
financial position and performance.

2. What is a rights issue and how is it recorded?
A. It offers existing shareholders the option to sell additional shares; Dr Bank; Cr

Share Capital
B. It is a bonus issue; Dr Reserves; Cr Share Capital
C. It offers existing shareholders the option to buy additional shares; Dr Bank; Cr

Share Capital and Share Premium
D. It is issue of shares to new investors at market price; Dr Bank; Cr Share

Capital
A rights issue is when a company offers its existing shareholders the option to buy additional shares, usually at
a price set for the issue and often below market value. When shareholders exercise this option, the company
receives cash (bank). The shares are issued with a nominal value, so the accounting entry credits Share Capital
for the par value of the new shares, and any amount received above par is credited to Share Premium. If the
issue price equals the nominal value, only Share Capital is credited.  So the correct approach is to record the
cash received as Dr Bank, and credit both Share Capital and Share Premium for the amount received. This
reflects both the increase in share capital at par and any premium earned on the new shares. If there’s no
premium, only Share Capital would be credited.  The other descriptions don’t fit: a rights issue is not an option to
sell existing shares, and a bonus issue transfers reserves to share capital rather than raising new funds; issuing
to new investors at market price describes a different kind of share issue, not a rights offer to existing
shareholders.
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3. Why is auditor independence important to shareholders?
A. To maximize audit fees.
B. To ensure the audit opinion is unbiased and credible.
C. To influence management decisions.
D. To supervise the board's activities.

Auditor independence matters because shareholders rely on the audit to provide an unbiased view of the
financial statements. When the auditor is independent, their assessment isn’t influenced by management or
other interests, so the audit opinion can be trusted as credible and objective. This independence helps ensure
that material misstatements or fraud would be identified and reported, giving shareholders confidence that the
numbers reflect reality rather than a management-friendly presentation. The other ideas don’t fit because
maximizing audit fees would threaten independence, trying to influence management decisions would
compromise objectivity, and supervising the board isn’t the auditor’s role.

4. Which of the following is an example of a controllable cost?
A. Rates to the local authority
B. Commission to sales personnel
C. Interest on borrowings
D. Depreciation

Controllable costs are expenses a manager can influence in the short term through decisions and policies.
Commission to sales personnel is a controllable cost because management can set or adjust the commission
rate or structure to affect sales performance. In contrast, rates to the local authority are typically fixed charges
set externally and not easily changed in the short run. Interest on borrowings depends on existing debt terms
and market rates, and while refinancing is possible, it isn’t a routine short-term control. Depreciation follows
asset cost, useful life, and accounting policy, so it isn’t something adjusted month to month. Therefore, the
controllable cost shown is the commission to sales personnel.

5. Distinguish between an expense and a loss and provide examples.
A. An expense is a cash outflow only when paid.
B. A loss is a one-time cash outflow.
C. An expense is a cash outflow recognized only when cash leaves the company.
D. An expense is a cost incurred in normal operations; a loss is a reduction in

economic benefits due to events outside normal operations (e.g., impairment or
sale of asset at a loss).

Under accrual accounting, an expense is a cost incurred in the ordinary course of business and is recognized in
the period it helps generate revenue, regardless of when cash is paid. A loss is a decrease in economic benefits
arising from events outside normal operating activities, such as asset impairment or selling an asset for less
than its carrying amount.  This option fits best because it clearly separates normal operating costs from losses
caused by non-operating events, and it gives concrete examples like impairment or a loss on the sale of an
asset. It also aligns with how some expenses (like depreciation or bad debt expense) are recognized even if no
cash is paid in that moment, and how losses can be non-cash or occur from transactions outside ordinary
operations.  Other statements are misleading because expenses are not solely cash outflows, and losses are not
restricted to a single cash event; they can be non-cash impairments or involve unusual transactions beyond
normal operations.
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6. Which type of error occurs when an error on the debit side is compensated
by an equal error on the credit side elsewhere?
A. Error of original entry
B. Errors of principle
C. Compensating errors
D. Errors of complete omission

Compensating errors happen when one incorrect posting on the debit side is matched by an equal incorrect
posting on the credit side in another part of the records. Because the extra amounts on both sides cancel out,
the trial balance still balances, but the individual account balances are wrong. For example, a sale might be
recorded with a debit to accounts receivable and a credit to sales for the same wrong amount in two places, so
the totals balance yet the postings are misstated. This is different from an error of original entry (where a wrong
amount is posted in both sides of the same entry), an error of principle (misclassifying the nature of a
transaction), or an error of complete omission (a transaction is not recorded at all).

7. What does IFRS 16 require for lessee accounting regarding lease liabilities
and right-of-use assets on initial recognition?
A. Recognize a lease liability at present value of lease payments; recognize a

right-of-use asset at cost equal to lease liability plus any initial direct costs and
payments; subsequent depreciation and interest.

B. Recognize only the lease payments as an expense; no asset
C. Recognize a right-of-use asset separately from the lease liability
D. Do nothing until lease payments are made in cash

Under IFRS 16, at the start of a lease the lessee must recognise both a lease liability and a right-of-use asset.
The lease liability is measured as the present value of the lease payments due over the lease term, discounted
using the rate implicit in the lease if readily available, or the lessee’s incremental borrowing rate. The
right-of-use asset is recognised at an amount equal to the lease liability, plus any payments made to the lessor
before commencement, plus any initial direct costs, minus any lease incentives received. This pairing creates
both an asset (the right to use the underlying asset) and a corresponding liability. After recognition, the asset is
depreciated (or impairment considered) and the liability accrues interest, with lease payments reducing the
liability. The other options either omit recognizing the asset and liability, treat the arrangement as an immediate
expense, or postpone recognition until cash is paid.

8. What best describes an accounting concept?
A. The rules applied in the preparation of financial statements.
B. A tax compliance procedure.
C. An insurance requirement for auditors.
D. A method for valuing inventories only.

Accounting concepts are the general ideas that guide how financial statements are prepared and presented.
They set the framework for how items are recognized, measured, and disclosed across the whole reporting
process, not just in one area. The description that best fits this idea is the one about the rules applied in the
preparation of financial statements, because it points to the broad framework that governs the overall reporting
process. The other options relate to narrow, separate tasks: tax compliance is about taxes, an insurance
requirement for auditors is about risk management for auditing, and a method for valuing inventories only refers
to a specific technique rather than to the general principles that apply across all accounts and statements. In
practice, accounting concepts underpin decisions like recognizing revenue on an accrual basis, applying
consistent measurement, and presenting information with prudence and relevance.
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9. Which of the following is a potential benefit of high stock turnover?
A. Bulk-buying discounts reduce costs.
B. It increases holding costs.
C. It lowers markups.
D. It reduces sales.

High stock turnover means inventory is sold and replaced quickly. This efficiency frees up cash tied up in stock
and reduces the costs of holding inventory, such as storage and obsolescence risk. Because stock moves fast,
you can place larger, regular orders with suppliers to qualify for bulk-buying discounts, which lowers the overall
cost of purchases. That potential saving is the key benefit of high turnover. It doesn’t imply higher holding costs,
it doesn’t inherently lower markups, and it doesn’t cause a drop in sales.

10. Which of the following describes why proper regulation of financial
statements is important?
A. To help reduce staff turnover.
B. To ensure regulators have a say in management choices.
C. To ensure that the required accounting information is available to external

users.
D. Good regulation makes fraud less likely and builds trust among the investing

public.
Regulation of financial statements is about keeping reporting honest and credible. When statements are properly
regulated, there are clear standards, audits, and enforcement that deter manipulation and misstatement. This
reduces the opportunity and incentive to commit fraud, so the likelihood of misleading numbers drops. As a
result, the information becomes more trustworthy for investors and other external users, which helps market
participants make better decisions and supports confidence in the capital markets. While ensuring that
information is available to external users is important, the strongest reason for regulation is that it lowers the
chance of fraud and builds trust among the investing public.
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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://leavingcertaccountingtheory.examzify.com

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