
1. A promise to pay from customers for goods and services that they received from a company represent: 
A: accounts receivable 
A/R = asset; customers haven’t paid yet but the asset exists as the right to receive the money has been 
created. 

. 
2. Which of the following statements best describes managerial accounting? 
A: Managerial accounting focuses on information for internal decision making. 
 Answers a. and c. also correct but the best option was required. 
 
3. Many organizations have contributed to the process of creating and/or using generally accepted 

accounting principles. Which of the following organizations has the primary responsibility for formulating 
accounting standards in the United States? 

A: FASB 
 
4. The primary objective of financial reporting is to provide information useful for making investment and 

lending decisions. To be useful, information must possess certain characteristics. Which of the following 
is NOT one of the basic characteristics that financial statements must possess to be useful? 

A: An owner’s equity section. 
 
5. Which of the following is most likely to be a user of information in a managerial accounting setting? 
A: Department heads 
 
6. Lindsey Smith decided to start her own CPA practice as a professional corporation, Smith CPA PC. 

Smith CPA PC purchased an office building for €35,000 which the real estate agent said could be sold 
for €50, 000 in the near future. The corporation records the building as a €50,000 asset because 
Lindsey believes that is the real value of the building. Which of the following concepts or principles of 
accounting is being violated? 

A: Prudence. 
The building should be recorded for its acquisition value. 
 
7. A proprietor makes cash withdrawals. How do these withdrawals affect the accounting equation? 
A: Assets (cash) decrease; owner’s equity decreases. 
 
8. Cash is collected from a customer who was previously put on account. How does the collection of the 

cash affect the accounting equation? 
A: The sale does not change the accounting equation. 
Assets increase (+cash) but also decrease (-accounts receivable). 
 
9. Land was originally purchased for €20,000. It is sold for €20,000 in cash. How does the sale affect the 

accounting equation? 
A: There is no effect on the accounting equation. 
Land is not depreciated, therefore assets decrease (-land) but also increase (+cash).  
 
10. Used equipment is sold for cash for an amount that equals the amount recorded on the books, when 

that equipment was originally acquired.. How does this sale affect the accounting equation? 
A: Assets increase; owner’s equity increases. 
Used equipment’s book value is lower than its acquisition value, as it has been depreciated, therefore 
creating a revenue, when sold for its acquisition value. 
 
11. Land is purchased with a €20,000 cash down payment and the constitution of an €80,000 loan. How 

does this purchase affect the accounting equation? 



A: Assets increase €80,000 (+land); liabilities increase €80,000 (+loan). 
 
12. A €5,000 account payable is paid. How is accounting affected? 
A: Assets decrease €5,000 (-cash); liabilities decrease €5,000 (-debt). 
 
13. Joe purchased office equipment for €1,250 cash. What is the effect on accounts? 
A: One asset account increases (+equipment), another asset account decreases (-cash). 
 
14. Which of the following financial statements reports cash receipts and cash payments during a period of 

time? 

A: Statement of cash flows 
 
15. Which of the following amounts always appears on both the Income statement and the Balance sheet? 
A: None of the above amounts appear on both. 

Ending capital: B/S 
Net income: I/S 
Total assets: B/S 

 
16. Which of the following accounts is NOT an example of an asset? 
A: Notes payable 
Notes payable are liabilities. 
 
17. Which of the following accounts is a liability? 
A: Accounts payable 
 
18. Which of the following is the book (or printout) holding all the accounts? 
A: Ledger 
 
19. A business purchases equipment for cash in the amount of €8,000. Which of the following occurs? 
A: Both equipment is debited (increases) and cash is credited (decreases) for €8,000 occur.. 
 
20. A business makes a cash payment for advertising expense. Which of the following occurs? 
A: An asset is credited (-cash) and an expense is debited (+advertising expense). 
 
21. Which of the following are increased on the debit side of the account? 
A: Expenses 
 
22. A business purchased €200 of supplies on account and capitalized the purchase. Which of the following 

sets of ledger accounts reflect the posting of this transaction? 
A 

Accounts Payable  Supplies Inventory 
 200 + liability  200 + asset  

 
 
23. The following transactions have been journalized and posted to the proper accounts. 

i. Mark Call invested €7,000 cash in his new design services proprietorship. 
ii. Mark paid the first month's rent with €700. 
iii. Mark purchased equipment by paying €2,000 down and executing a note payable for €4,500. 
iv. Mark purchased supplies for €850 cash. 
v. Mark billed a client for €4,000 of design services completed. 



vi. Mark received €3,000 of the account for the completed services. 
What is the balance in Notes payable? 
A: €4,500 (iii) 
 
24. The following transactions have been journalized and posted to the proper accounts. 

i. Mark Call invested €7,000 cash in his new design services proprietorship. 
ii. Mark paid the first month's rent with €700.  
iii. Mark purchased equipment by paying €2,000 down and executing a note payable for €4,500.  
iv. Mark purchased supplies for €850 cash. 
v. Mark billed a client for €4,000 of design services completed. 
vi. Mark received €3,000 of the account for the completed services. 

What is the balance in Rent expense? 
A: €700 (ii) 
 
25. A trial balance lists accounts in which of the following orders? 
A: Assets, Liabilities, Owner’s equity, Revenues, Expenses 
 
26. Company A purchases inventory of €2,000 (2% discount if paid within 10 days) from Seller B. Seller B 

prepays €100 of transportation costs and bills buyer A in addition to the inventory price. Any discount 
will never apply to this transportation portion of the cost. In Company A, which of the following entries 
would be made to record full payment to the seller if the payment is made within 10 days? 

A: The accounting entry would be a €2,100 debit to Accounts payable (-liabilities), a €40 credit to 
Discount Gain (+income) and a €2,060 credit to Cash (-cash). 
 
27. A company sold merchandise for €350 that cost €221. The entry to record the cost of the merchandise 

sold would be a: 
A: debit to cost of goods sold (+expense) and a credit to inventory (-inventory) for €221. 
 
28. A company C, which uses permanent inventory system, sold merchandise to Buyer B for €750 in cash. 

The inventory now sold, had been purchased last month for €600 on account from Supplier S and has 
not been paid to S yet. At the moment of the sale, which of the following accounts will NOT be affected 
when C records the sale: 

A: Accounts Payable. 
Inventory. decreases 
Cost of Goods Sold. increases 
Revenue. increases 

 
29. Choose the best comment to the following problem: 

“Suppose a firm acquired a piece of equipment, which is known to be producing a lot in the first year, 
but very little during the following years. Applying the same original cost, the same residual value and 
the same useful life length, which of the following methods of depreciation will have a higher 
depreciation expense in the later years of the equipment’s useful life? Straight-line, accelerated or 
production proportional.” 

A: Definitely straight line. Both other methods lead to higher depreciation expenses in first years 
 
30. Which statements are FALSE regarding accumulated depreciation? 

i. Accumulated depreciation is a stock. 
ii. Accumulated depreciation is a flow. 
iii. Accumulated depreciation is an expense account. 

A: ii and iii. 
 



31. Which of the following is the expected net value of an asset at the end of its useful life? 
A: Residual value 
 
32. On January 1, 2013, Zane Manufacturing Company purchased a machine for €40,000. The company 

expects to use the machine a total of 24,000 hours over the next 6 years. The estimated sales price of 
the machine at the end of 6 years is €4,000. The company used the machine 8,000 hours in 2013 and 
12,000 in 2014, and 1,000 hours a year from then on. What is depreciation expense for 2013 if the 
company uses straight - line depreciation? 

A: €6,000. 
Amount to depreciate is €36,000, over 6 years. 
 
33. On January 1, 2013, Zane Manufacturing Company purchased a machine for €40,000. The company 

expects to use the machine a total of 24,000 hours over the next 6 years. The estimated sales price of 
the machine at the end of 6 years is €4,000. The company used the machine 8,000 hours in 2013 and 
12,000 in 2014, and 1,000 hours a year from then on. What is net asset value of this machine at the 
end of 2016 (after 4 years of use), if the company uses straight - line depreciation? 

A: €16,000 
40,000 (acquisition value) – 24,000 (accumulated depreciation 4 years) 
 
34. Control typically arises when one company acquires a large percentage of the ordinary shares of 

another company. What is the minimum percentage of ordinary shares that is normally required to be 
held in order to obtain control of another company? 

A: More than 50 per cent 
 
35. Company P acquired 100% of Company S for €2 million. At the moment of the acquisition total assets 

of Company S are valued at €2 million and total liabilities of Company S are valued at €1.8 million. How 
large is the goodwill to be recorded in Company P’s balance sheet upon consolidation? 

A: €1.8 million. 
Goodwill = Acquisition value (2M) – Book value (2M-1.8M) 

 
36. Assume IFRS hold, which means Minority Interests are to be treated alongside Equity in the parent 

company. Company P acquired 80% of Company S for £56,000. Company S’ equity at the moment of 
the sale was worth £20,000. Upon consolidation in the parent company you will have an equity of: 

A: That is equal to whatever value it had before plus £4,000. 
4,000 = 20% of 20,000 
	  
	  


