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Financial Accounting and Reporting CPA Exam
Questions: Conquer the Challenge

Are you staring down the barrel of the CPA exam, specifically the dreaded
Financial Accounting and Reporting (FAR) section? Feeling overwhelmed by the
sheer volume of material? You're not alone. FAR is notoriously challenging,
but with the right preparation and a strategic approach, you can conquer it.
This comprehensive guide dives deep into common Financial Accounting and
Reporting CPA exam questions, offering insights, tips, and strategies to help
you ace this crucial section. We’ll cover everything from key concepts to
practice questions, helping you build confidence and improve your performance
on exam day. Let's get started!

Understanding the FAR Section: What to Expect

The FAR section of the CPA exam tests your knowledge of U.S. Generally
Accepted Accounting Principles (GAAP) and your ability to apply those
principles to real-world accounting scenarios. It's a broad section covering
a wide range of topics, including:

Revenue Recognition: Understanding when and how to recognize revenue is
critical. Expect questions on various revenue models, including contracts
with customers, performance obligations, and the five-step model.
Leases: This is a consistently high-weighted topic. Master the intricacies of
lease accounting under ASC 842, including classifying leases as operating or
finance leases and understanding the accounting implications of each.
Inventory: You'll need to be comfortable with different inventory costing
methods (FIFO, LIFO, weighted-average), inventory valuation, and the impact
of inventory errors.
Long-Term Assets: Expect questions on depreciation methods (straight-line,
double-declining balance, units of production), impairment, and the
accounting treatment of disposals.
Liabilities: Understand the accounting for various liabilities, including
current and non-current liabilities, contingent liabilities, and bonds
payable.
Equity: This includes understanding the accounting for various equity
transactions, such as stock issuances, stock dividends, and treasury stock.
Consolidation: Be prepared to tackle questions on consolidating financial
statements for parent and subsidiary companies. This often involves dealing
with non-controlling interests and intercompany transactions.
Governmental Accounting: While less prevalent than other topics,
understanding the basics of governmental accounting is still important.



Common Types of Financial Accounting and Reporting
CPA Exam Questions

The FAR section employs various question formats, including multiple-choice,
simulations, and task-based simulations. Understanding the different question
types will help you prepare effectively. Here are some common question types
you’ll encounter:

Multiple-Choice Questions (MCQs): These test your knowledge of fundamental
accounting concepts and principles. Expect questions that require you to
identify correct accounting treatments, calculate amounts, and analyze
financial statement data.
Simulations: These are more complex questions that require you to apply your
knowledge to solve realistic accounting problems. You'll often need to
prepare journal entries, adjust financial statements, and analyze financial
information.
Task-Based Simulations (TBS): These simulations typically involve a series of
steps or tasks that require you to analyze a situation and provide solutions.
This type of question demands a strong understanding of the accounting cycle
and the ability to apply your knowledge to various situations.

Example Financial Accounting and Reporting CPA Exam
Questions & Solutions

Let's tackle a couple of example questions to illustrate the types of
challenges you might face:

Example 1 (Revenue Recognition):

Company X enters into a contract to provide services to Company Y for
$100,000. The contract includes two distinct performance obligations: service
A ($60,000) and service B ($40,000). Service A is performed in Year 1, and
Service B is performed in Year 2. How much revenue should Company X recognize
in Year 1?

Solution: Company X should recognize $60,000 in revenue in Year 1,
corresponding to the completion of Service A. Revenue recognition is based on
the performance obligation fulfilled in each period.

Example 2 (Leases):

Company Z leases equipment from Company W. The lease term is 5 years, and the
present value of the lease payments is 90% of the fair value of the
equipment. Is this lease classified as an operating lease or a finance lease?

Solution: This lease is classified as a finance lease because the present



value of the lease payments is 90% of the fair value of the equipment. A
lease is typically classified as a finance lease if it meets certain
criteria, including the transfer of ownership, a bargain purchase option, or
if the lease term covers a substantial portion of the asset's economic life.

Strategies for Mastering Financial Accounting and
Reporting CPA Exam Questions

Thorough Understanding of GAAP: A solid grasp of GAAP is paramount. Don't
just memorize; understand the underlying principles and rationale.
Practice, Practice, Practice: Work through numerous practice questions and
simulations. This will familiarize you with the question formats and help you
identify areas where you need improvement.
Use Quality Resources: Invest in high-quality review courses, textbooks, and
practice materials. Look for resources that provide detailed explanations and
solutions.
Focus on Weak Areas: Identify your weak areas and dedicate extra time to
mastering those topics.
Time Management: Effective time management is crucial during the exam.
Practice completing questions under timed conditions.
Seek Feedback: Review your practice exams and identify areas for improvement.
Seek feedback from others, if possible.

Conclusion

The Financial Accounting and Reporting section of the CPA exam is undoubtedly
challenging, but with dedicated preparation and a smart strategy, you can
significantly improve your chances of success. Remember to focus on
understanding the underlying principles of GAAP, practice consistently, and
utilize high-quality resources to guide your studies. By mastering these
strategies, you’ll be well-equipped to tackle the FAR section with confidence
and achieve your CPA goals.

FAQs

What are the most heavily weighted topics on the FAR section?1.

The weighting of topics on the FAR section can vary slightly from exam to
exam, but generally, revenue recognition, leases, and consolidations are
consistently high-weighted.

Are there any specific resources you recommend for FAR preparation?1.



Several reputable resources exist, including Becker, Roger CPA Review,
Surgent CPA Review, and Gleim CPA Review. The best resource will depend on
your learning style and preferences.

How many questions are on the FAR section of the CPA exam?1.

The FAR section consists of multiple-choice questions (MCQs) and task-based
simulations (TBS). The exact number of questions may vary slightly, but
expect a significant number across both formats.

How can I best manage my time during the FAR section of the exam?1.

Practice taking practice exams under timed conditions to simulate the exam
environment. Learn to identify and skip questions that are taking too long,
and revisit them if time permits at the end.

What's the best way to approach a simulation question on the FAR exam?1.

Read the question carefully and identify the key requirements. Break down the
problem into smaller, manageable steps. Use a systematic approach, ensuring
each step is clearly documented. Double-check your work before moving on to
the next part of the simulation.
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