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1. A primary objective of external financial reporting is  
A. Direct measurement of the value of a business  
B. Provision of information that is useful in making rational financial decisions  
C. Establishment of rules for accruing liabilities.  
D. Direct measurement of the enterprise’s stock price.  

  
2. Which of the following is true regarding the comparison of managerial and financial 

accounting? 
A. Managerial accounting is generally more precise.  
B. Managerial accounting has a past focus, and financial accounting has a future focus.  
C. The emphasis on managerial accounting is relevance, and the emphasis on financial accounting 

is timeliness.  
D. Managerial accounting need not follow generally accepted accounting principles (GAAP), 

while financial accounting must follow them.  
 

3. An objective of financial reporting is  
A. Providing information useful to investors, creditors, donors, and other users for decision 

making.  
B. Assessing the adequacy of internal control.  
C. Evaluating management results compared with standards.  
D. Providing information on compliance with established procedures.  

  
4. The financial statements included in the annual report to the shareholders are least useful to 

which one of the following?  
A. Stockbrokers.  
B. Bankers preparing to lend money.  
C. Competing businesses.  
D. Managers in charge of operating activities.  

  
5. Which of the following is a true statement about the objective of general-purpose financial 

reporting?  
A. Financial reporting is focused on industries rather than individual entities.  
B. The objective applies only to information that is useful for investment professionals.  
C. Financial reporting directly measures management performance.  
D. The information provided relates to the entity’s economic resources and claims.  

  
6. For financial reporting to be useful, it must  

A. Be in accordance with generally accepted accounting principles.  
B. Provide information useful for making business and investment decisions.  
C. Be understandable to those who have a limited knowledge of business activities.  
D. Directly measure the value of the entity being reported on.  

  
7. What is the primary objective of financial reporting?  

A. To provide economic information that is comprehensible to all users.  
B. To provide management with an accurate evaluation of their financial performance.  
C. To provide forecasts for future cash flows and financial performance.  
D. To provide information that is useful for economic decision making.  

  
8. The primary purpose of the statement of financial position is to reflect  

A. The fair value of the firm’s assets at some moment in time.  
B. The status of the firm’s assets in case of forced liquidation of the firm.  
C. The success of a company’s operations for a given amount of time.  
D. Items of value, debt, and net worth.  
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9. Prepaid expenses are valued on the statement of financial position at the  

A. Cost to acquire the asset.  
B. Face amount collectible at maturity.  
C. Cost to acquire minus accumulated amortization.  
D. Cost less expired or used portion.  

  
10. A statement of financial position allows investors to assess all of the following except 

the  
A. Efficiency with which enterprise assets are used.  
B. Liquidity and financial flexibility of the enterprise.  
C. Capital structure of the enterprise.  
D. Net realizable value of enterprise assets.  

  
11. A statement of financial position is intended to help investors and creditors 

A. Assess the amount, timing, and uncertainty of prospective net cash inflows of a 
firm.  

B. Evaluate economic resources and obligations of a firm.  
C. Evaluate economic performance of a firm.  
D. Evaluate changes in the ownership equity of a firm.  

  
12. The purchase of treasury stock is recorded on the statement of financial position as 

a(n)  
A. Increase in assets.  
B. Decrease in liabilities.  
C. Increase in shareholders’ equity.  
D. Decrease in shareholders’ equity.  

  
  

13. A manufacturer receives an advance payment for special-order goods that are to be 
manufactured and delivered within the next year. The advance payment should be 
reported in the manufacturer’s current-year statement of financial position as a(n)  
A. Current liability.  
B. Noncurrent liability.  
C. Contra asset amount.  
D. Accrued revenue.  

  
A company has the following items recorded on its financial records:  
Available-for-sale debt securities $200,000  
Prepaid expenses  400,000  
Treasury stock  100,000  

14. The total amount of the above items to be shown as assets on the statement of financial 
position is  

A. $400.000  
B. $500..000  
C. $600,000  
D. $700.000  
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15. A receivable classified as current on the statement of financial position is expected to 
be collected within  

A. The current operating cycle.  
B. 1 year.  
C. The current operating cycle or 1 year, whichever is longer.  
D. The current operating cycle or 1 year, whichever is shorter.  

  
16. Current assets most likely include  

A. Intangible assets.  
B. Purchased goodwill.  
C. Organizational costs.  
D. Trading securities.  

  
17. A corporation was incorporated on January 1, Year 6, with $500,000 from the issuance of stock 

and borrowed funds of $75,000. During the first year of operations, net income was $25,000. On 
December 15, the corporation paid a $2,000 cash dividend. No additional activities affected 
equity in Year 6. At December 31, Year 6, the corporation’s liabilities had increased to $94,000. 
In the corporation’s December 31, Year 6 balance sheet, total assets should be reported at  

A.  
B. $598,000  
C. $600,000  
D. $617,000  
E. $692,000  

  
An entity had the following account balances at year end.  

Sales  $452.000 
Cash  23.400  
Accounts payable  14.300  
Rent expense  3.700  

Accounts receivable  9.400  

Cost of goods sold  214.000  

Land  104.000  
Unearned revenue  6.800  
Gain on sale  17.500  
Equipment  28.800  
Inventories  2.200  
Notes payable  67.000  

18. What is the amount of total current assets reported on the balance sheet?  
A. $35,000  
B. $39,900  
C. $59,300  
D. $63,800  

  
A. .  

  
19. Which one of the following would not be classified as a current liability? 

A. Security deposits received from renters for a one-year lease.  
B. Rent for the current year received on January 2 of the current year.  
C. Undistributed stock dividends.  
D. Ten-year bonds sold 110 months ago.  
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20. A company received an invoice in January for the electricity used by its warehouse in 
December, and it recorded the expense in January. The company uses the accrual basis 
of accounting. What is the impact to the company’s December financial statements?  

A. Current liabilities were understated, and retained earnings were overstated.  
B. Operating expenses were overstated, and retained earnings were overstated.  
C. Cash and cash equivalents were overstated, and retained earnings were understated.  
D. Accrued expenses were overstated, and retained earnings were understated.  

  
21. When treasury stock is accounted for at cost, the cost is reported on the balance sheet 

as a(n)  
A. Asset.  
B. Reduction of retained earnings.  
C. Reduction of additional paid-in-capital.  
D. Unallocated reduction of equity.  

  
22. The profit and loss statement of an entity includes the following information for the current fiscal year:  

Sales  $160,000  
Gross profit  48,000  
Year-end finished goods inventory  58,300  
Opening finished goods inventory  60,190  

The cost of goods manufactured by the entity for the current fiscal year is  
A. $46,110  
B. $49,890  
C. $110,110  
D. $113,890  

  
23. In a multiple-step income statement for a retail company, all of the following are included in 

the operating section except  
A. Sales.  
B. Cost of goods sold.  
C. Dividend revenue.  
D. Administrative and selling expenses.  

  
24. Which one of the following would be shown on a multiple-step income statement but not on 

a single-step income statement?  
A. Loss from discontinued operations.  
B. Gross profit.  
C. Cost of goods sold.  
D. Net income from continuing operations.  

  
25. A retail entity maintains a markup of 25% based on cost. The entity has the following information for 

the current year:  

Purchases of merchandise  $690,000 
Freight-in on purchases  25,000  
Sales  900,000  
Ending inventory  80,000  

Beginning inventory was  
A. $40,000  
B. $85,000  
C. $110,000  
D. $265,000  
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26. The financial statement that provides a summary of the firm’s operations for a period of time 
is the  
A. Income statement.  
B. Statement of financial position.  
C. Statement of shareholders’ equity.  
D. Statement of retained earnings.  

  
27. Which one of the following items is included in the determination of income from continuing 

operations?  
A. Discontinued operations.  
B. Extraordinary loss.  
C. Cumulative effect of a change in an accounting principle.  
D. Unusual loss from a write-down of inventory.  

28. Because of inexact estimates of the service life and the residual value of a plant asset, a fully 
depreciated asset was sold in the current year at a material gain. This gain most likely should 
be reported  
A. In the other revenues and gains section of the current income statement.  
B. As part of sales revenue on the current income statement.  
C. In the extraordinary item section of the current income statement.  
D. As an adjustment to prior periods’ depreciation on the statement of changes in equity.  

 
29. In recording transactions, which of the following best describes the relation between 

expenses and losses?  
A. Losses are extraordinary charges to income, whereas expenses are ordinary charges to 

income.  
B. Losses are material items, whereas expenses are immaterial items.  
C. Losses are expenses that may or may not arise in the course of ordinary activities.  
D. Expenses can always be prevented, whereas losses can never be prevented.  

  
30. An entity has a 50% gross margin, general and administrative expenses of $50, interest expense of $20, 

and net income of $10 for the year just ended. If the corporate tax rate is 50%, the level of sales revenue 
for the year just ended was  
A. 90  
B. 85  
C. 150  
D. 180  

31. An entity had the following opening and closing inventory balances during the current year:  

 
The following transactions and events occurred during the current year:  

$300,000 of raw materials were purchased, of which $20,000 were returned because of defects.  
$600,000 of direct labor costs were incurred.  $750,000 of production overhead costs were incurred.  

The cost of goods sold for the current year ended December 31 would be  
A. $1,480,000  
B. $1,500,000  
C. $1,610,000  
D. $1,650,000  
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32. If the beginning balance for May of the materials inventory account was $27,500, the ending 
balance for May is $28,750, and $128,900 of materials were used during the month, the 
materials purchased during the month cost  

A. $101,400  
B. $127,650  
C. $130,150  
D. $157,650  

33. Given the following data for a company, what is the cost of goods sold?  

 
A. $500,000  
B. $600,000  
C. $800,000  
D. $950,000  

  
34. The following information pertains to a corporation’s income statement for the 12 months 

just ended. The company has an effective income tax rate of 40%.  

 
Net income for the year is  

A. $36,000  
B. $12,000  
C. $8,000  
D. $30.000 

 
  

35. A company incurred $200,000 of manufacturing cost during the month, with a beginning 
finished goods inventory of $20,000 and an ending finished goods inventory of $15,000. 
Assuming no work-in-process inventories, the company’s cost of goods sold was  

A. $220,000  
B. $205,000  
C. $200,000  
D. $105,000  

  
36. A corporation has 10,000,000 shares of $10 par-value stock authorized, of which 2,000,000 

shares are issued and outstanding. The Board of Directors declared a 2-for-1 stock split on 
November 30 to be issued on December 30. The stock was selling for $30 per share on the date 
of declaration. In addition, the Board has amended the articles of incorporation to allow for a 
proportional increase in the number of authorized shares. The par-value information 
appearing in the shareholder’s equity section of the statement of financial position at 
December 31 will be  

A. $5  
B. $10  
C. $15  
D. $30  
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37. A change in the estimate for bad debts should be  

A. Treated as an error.  
B. Handled retroactively.  
C. Considered as an extraordinary item.  
D. Treated as affecting only the period of the change.  

  
38. A publicly-traded company has 100,000 outstanding shares of common stock with a par value of $5. 

The company uses U.S. GAAP to prepare its financial statements. The company recently declared a 5% 
stock dividend. On the date the stock dividend was declared, the company’s stock was trading at $25 
per share. On the date of declaration, the company’s  

A. Additional paid-in capital will increase.  
B. Retained earnings will increase.  
C. Total shareholders’ equity will decrease.  
D. Outstanding shares will decrease.  

  
39. The major segments of the statement of retained earnings for a period are  

A. Dividends declared, prior period adjustments, and changes due to treasury stock 
transactions.  

B. Before-tax income or loss and dividends paid or declared.  
C. Prior-period adjustments, before-tax income or loss, income tax, and dividends paid.  
D. Net income or loss, prior-period adjustments, and dividends paid or declared.  

40. On December 15, a company distributed a cash dividend of $120,000 and declared a 5% stock dividend 
with a market value of $100,000. If the company uses U.S. GAAP, these two transactions would 
decrease the company’s total shareholders’ equity by  

A. $0  
B. $100,000  
C. $120,000  
D. $220,000  

  
41. A company pays more than the fair value to acquire treasury stock. The difference between 

the price paid to acquire the treasury stock and the fair value should be recorded as  
A. An asset.  
B. A liability.  
C. Shareholders’ equity.  
D. An expense 

 
42. When preparing the statement of cash flows, companies are required to report separately as operating cash 

flows all of the following except  
A. Interest received on investments in bonds.  
B. Interest paid on the company’s bonds.  
C. Cash collected from customers.  
D. Cash dividends paid on the company’s stock.  

 
43. A statement of cash flows is intended to help users of financial statements  

A. Evaluate a firm’s liquidity, solvency, and financial flexibility.  
B. Evaluate a firm’s economic resources and obligations.  
C. Determine a firm’s components of income from operations.  
D. Determine whether insiders have sold or purchased the firm’s stock.  
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44. Which of the following items is specifically included in the body of a statement of cash flows?  

A. Operating and nonoperating cash flow information.  
B. Conversion of debt to equity.  
C. Acquiring an asset through a capital lease.  
D. Purchasing a building by giving a mortgage to the seller.  

  
45. Depreciation expense is added to net income under the indirect method of preparing a statement 

of cash flows in order to  
A. Report all assets at gross carrying amount.  
B. Ensure depreciation has been properly reported.  
C. Reverse noncash charges deducted from net income.  
D. Calculate net carrying amount.  

  
46. All of the following should be classified under the operating section in a statement of cash flows 

except a  

A. Decrease in inventory.  
B. Depreciation expense.  
C. Decrease in prepaid insurance.  
D. Purchase of land and building in exchange for a long-term note.  

  
47. Which one of the following transactions should be classified as a financing activity in a statement 

of cash flows?  
A. Purchase of equipment.  
B. Purchase of treasury stock.  
C. Sale of trademarks.  
D. Payment of interest on a mortgage note.  

48. A company entered into the following transactions during the year:  
• Purchased stock for $200,000  
• Purchased electronic equipment for use on the manufacturing floor for $300,000  
• Paid dividends to shareholders of the company in the amount of $800,000  

The amount to be reported in the investing activities section of the company’s statement of cash flows 
would be  

A. $200,000  
B. $500,000  
C. $800,000  
D. $1,300,000  

49. Which one of the following transactions should not be classified as a financing activity in the statement of 
cash flows?  

A. Issuance of common stock.  
B. Purchase of treasury stock.  
C. Payment of dividends.  
D. Income tax refund.  

  
50. All of the following should be classified as investing activities in the statement of cash flows except  

A. Cash outflows to purchase manufacturing equipment.  
B. Cash inflows from the sale of bonds of other entities.  
C. Cash outflows to lenders for interest.  
D. Cash inflows from the sale of a manufacturing plant.  
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51. All of the following should be included in the reconciliation of net income to net operating cash flow in the 
statement of cash flows except a(n)  
A. Decrease in inventory.  
B. Decrease in prepaid insurance.  
C. Purchase of land and building in exchange for a long-term note.  
D. Increase in income tax payable.  

  
52. In preparing a statement of cash flows, an item included in determining net cash flow from operating 

activities is the  
A. Amortization of a bond premium.  
B. Proceeds from the sale of equipment for cash.  
C. Cash dividends paid.  
D. Purchase of treasury stock.  

  
53. The information reported in the statement of cash flows should help investors, creditors, and 

others to assess all of the following except the  
A. Amount, timing, and uncertainty of prospective net cash inflows of a firm.  
B. Company’s ability to pay dividends and meet obligations.  
C. Company’s ability to generate future cash flows.  
D. Management of the firm with respect to the efficient and profitable use of its resources.  

  
54. To calculate cash flows using the indirect method, which one of the following items must be added 

back to net income? 
A. Revenue.  
B. Marketing expense.  
C. Depreciation expense.  
D. Interest income.  

  
55. A company acquired land by assuming a mortgage for the full acquisition cost. This transaction 

should be disclosed on its statement of cash flows as a(n)  
A. Financing activity.  
B. Investing activity.  
C. Operating activity.  
D. Noncash financing and investing activity.  

  
56. Net income was $3,000,000 for the year ended December 31. Additional information is as follows:  

Depreciation on fixed assets  $1,500,000  
Gain from cash sale of land  200,000  
Increase in accounts payable  300,000  
Dividends paid on preferred stock  400,000  
The net cash provided by operating activities in the statement of cash flows for the year ended 
December 31 should be  

A. $4,200,000  
B. $4,500,000  
C. $4,600,000  
D. $4,800,000  
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57. Dividends paid to shareholders are shown on the statement of cash flows as  
A. Operating cash inflows.  
B. Operating cash outflows.  
C. Cash flows from investing activities.  
D. Cash flows from financing activities.  

  
58. All of the following are classifications on the statement of cash flows except  

A. Operating activities.  
B. Equity activities.  
C. Investing activities.  
D. Financing activities.  

  
59. The sale of available-for-sale securities should be accounted for on the statement of cash flows as 

a(n)  
A. Operating activity.  
B. Investing activity.  
C. Financing activity.  
D. Noncash investing and financing activity.  

60. An accountant has gathered the following information to prepare the statement of cash flows for 
the current year. Net income of $456,900 includes a deduction of $45,600 for depreciation expense. 
The company issued $300,000 of dividends this year and purchased one new building for $275,000. 
The balance sheets from the current period and prior period included the following balances:  

 
Inventory  186,700  194,320  
Using the indirect method, what is the amount of cash provided by operating activities?  

A. $202,500  
B. $405,205  
C. $504,285  
D. $521,405  

  
61. Which one of the following would result in a decrease in cash flow measured under the indirect 

method of preparing a statement of cash flows?  
A. Amortization expense.  
B. Decrease in income taxes payable.  
C. Proceeds from the issuance of common stock.  
D. Decrease in inventories.  

  
62. A statement of cash flows prepared using the indirect method would have cash activities listed in 

which one of the following orders?  
A. Financing, investing, operating.  
B. Investing, financing, operating.  
C. Operating, financing, investing.  
D. Operating, investing, financing.  

 
 
  

63. Which one of the following should be classified as a cash flow from an operating activity on the statement 
of cash flows?  
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A. A decrease in accounts payable during the year.  
B. An increase in cash resulting from the issuance of previously authorized common stock.  
C. The payment of cash for the purchase of additional equipment needed for current 

production.  
D. The payment of a cash dividend from money arising from current operations.  

  
64. The most commonly used method for calculating and reporting a company’s net cash flow from 

operating activities on its statement of cash flows is the  
A. Direct method.  
B. Indirect method.  
C. Single-step method.  
D. Multiple-step method.  

  
65. During the year, a firm acquired a long-term productive asset for $5,000 and also borrowed 

$10,000 from a local bank. These transactions should be reported on the statement of cash flows 
as  
A. Outflows for investing activities, $5,000; inflows from financing activities, $10,000.  
B. Inflows from investing activities, $10,000; outflows for financing activities, $5,000.  
C. Outflows for operating activities, $5,000; inflows from financing activities, $10,000.  
D. Outflows for financing activities, $5,000; inflows from investing activities, $10,000.  

  
66. A company has recorded the following payments for the current period:  

Purchase of investment stock $300,000  
Dividends paid to shareholders 200,000  
Repurchase of company stock  400,000  
The amount to be shown in the investing activities section of the statement of cash flows 

should be  
A. $300,000  
B. $500,000  
C. $700,000  
D. $900,000  

  
67. A company has the following payments recorded for the current period:  

Dividends paid to shareholders $150,000  
Interest paid on bank loan  250,000  
Purchase of equipment  350,000  
The total amount of the above items to be shown in the operating activities section of the statement 
of cash flows should be  

A. $150,000  
B. $250,000  
C. $350,000  
D. $750,000  

  
68. Cash flows from transactions in which of the following securities are most likely to be considered 

cash flows from operating activities?  
A. Held-to-maturity securities.  
B. Trading debt securities.  
C. Available-for-sale debt securities.  
D. Noncurrent debt securities.  
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69. In a statement of cash flows, interest payments to lenders and other creditors should be classified 
as cash outflows for  

A. Operating activities.  
B. Borrowing activities.  
C. Lending activities.  
D. Financing activities.  

70. Consider the following financial data for a company that is preparing its cash flow statement:  
Amortization expense  $   150,000  
Cash dividends paid to common shareholders  75,000  
Net income  1,500,000  
Work-in-process inventory increase over the prior year  300,000  
Gain on sale of equipment  50,000  
Using the indirect method, cash flow from operating activities would be  

A. $1,225,000  
B. $1,300,000  
C. $1,350,000  
D. $1,375,000  

  

 
 
 
 

 

https://manara.edu.sy/

