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HEE #29
Which current asset on a balance sheet appears first in the traditional category order for U.S.-based companies?

A. Inventory

B. Prepaid expenses
C. Cash

D. Accounts receivable

HE: C

MY

The correct answer is A. Cash . In the traditional ordering of current assets on a U.S. balance sheet, accounts are typically listed in
order of liquidity , meaning how quickly they can be converted into cash or used. Cash is already the most liquid asset, so it normally
appears first. After cash, companies usually list itermns such as marketable securities, accounts receivable, inventory, and prepaid
expenses. OpenStax identifies cash among the standard examples of assets and discusses current assets such as accounts receivable,
inventory, and prepaid iters.

Option B, mventory , is incorrect because inventory is less liquid than cash and receivables. Option C, accounts receivable , is also
ncorrect because receivables are expected to become cash, but they are not cash itself. Option D, prepaid expenses , typically
appear later because they do not convert into cash; instead, they provide future benefits through services or coverage already paid
for. In U.S. practice, the standard presentation begins with the most liquid current asset, which is cash. Therefore, among the choices
provided, Cash is the correct answer.

EE #30
What does management accounting present?

A. Information regarding a business's overall economic performance to help shareholders make decisions

B. Detailed data regarding a business's overall economic performance to help outside stakeholders make decisions
C. Data to predict inconsistencies in finances to help users within a company make decisions

D. Information regarding the qualifications of managers to help shareholders make decisions

e C

ME:

The correct answer is D . Management accounting is designed primarily for internal users such as managers, department heads, and
executives. Its purpose is to provide timely, detailed, and decision-oriented information to support planning, control, evaluation, and
operational decisions. Sources describing managerial accounting emphasize that it is customized to internal needs rather than focused
on external financial statement users.

Option A is incorrect because management accounting does not mainly present information about managers' qualifications. Option B
is more aligned with financial accounting , which summarizes overall economic performance for external users such as shareholders.
Option C is also incorrect because management accounting is not aimed primarily at outside stakeholders. Although the wording
"predict inconsistencies in finances" is not textbook-perfect, Option D is the only answer that correctly identifies the internal decision-
making role of management accounting, In practice, management accounting may include budgets, performance reports, cost
analyses, forecasts, and variance reports used within the company. Therefore, the best answer is the one stating that it provides data
to help users within a company make decisions.

AE #31
Where should a company report cash payments to acquire or construct long-term fixed assets on a statement of cash flows?

e A Cash flows from financing activities
e B. Cash flows from business activities
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e (. Cash flows from investing activities
e D. Cash flows from operating activities

¥e: C

Y.

The correct answer is C. Cash flows from investing activities . Cash paid to acquire, build, or improve long- term fixed assets such
as land, buildings, machinery, and equipment is classified as an investing cash outflow on the statement of cash flows. OpenStax
explains that the investing section of the statement of cash flows relates to changes in long-term assets , which includes capital
expenditures for property, plant, and equipment. FASB cash flow guidance also requires classifying cash receipts and payments as
operating, investing, or financing based on the nature of the activity.

Option B is incorrect because operating activities relate to the core day-to-day revenue-producing operations of the company.
Option D is incorrect because financing activities involve obtaining or repaying capital, such as borrowing, issuing stock, or paying
dividends. Option A is not a standard reporting category under the statement of cash flows. Since buying or constructing long-term
fixed assets represents investment in productive resources for future use, the correct classification is Cash flows from investing
activities .

HE #32
Which two examples represent financial statement errors?
Choose 2 answers.

A. An accountant unintentionally records amounts as revenue that were prepaid by customers but not yet earned
B. An accounting department miscalculates the payroll tax due at year-end, resulting in an inaccurate liability

C. An accounting employee overpays a supplier and receives a portion of the excess as a kickback

D. An outside auditor disagrees with the amount reported as an allowance for uncollectible accounts receivable

HE: AB

MH.

The correct answers are A and C . A financial statement error is an unintentional misstatement in the amount, classification,
presentation, or disclosure of financial statement information. PCAOB standards explain that misstatements can arise from either
error or fraud , and errors are unintentional. A miscalculated payroll tax liability is a classic accounting error because it produces an
incorrect liability amount without intent to deceive. Likewise, unintentionally recording unearned customer prepayments as revenue is
an error in revenue recognition and financial statement classification.

Option B is not an error; it is fraud or misappropriation of assets because it involves deliberate overpayment and a kickback.
PCAOB fraud guidance distinguishes ntentional misconduct from accidental mistakes.

Option D is not necessarily an error merely because an auditor disagrees with management's estimate.

Allowance for uncollectible accounts is an area of judgment, and disagreement alone does not prove a financial statement error
exists. Therefore, the two choices that best represent unintentional financial statement errors are A and C .

A2 #33
What purpose do the notes within financial statements serve to the Financial Accounting Standards Board?

A. Providing a summary of accounting policies

B. Providing supplementary information as needed
C. Summarizing totals of financial statements

D. Disclosing financial statistics

He:. B
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The correct answer is A. Providing supplementary information as needed . Notes to financial statements are designed to give users
additional information that supports, explains, and expands on the amounts shown in the main financial statements. They may include
descriptions of accounting policies, contingencies, commitments, segment information, assumptions, and other disclosures necessary
for fair presentation. FASB- related disclosure materials and accounting references describe notes as providing supporting or
supplementary mformation for items presented in the statements.

Option C is partly true in a narrower sense because the notes often include a summary of significant accounting policies , but that is
only one component of their broader purpose. Option B is incorrect because totals are summarized in the statements thenselves, not
mainly in the notes. Option D is also incorrect because the notes are not limited to financial statistics; they provide qualitative and



quantitative disclosures that help users interpret the statements properly. Therefore, the best overall answer is that notes serve the
purpose of providing supplementary information as needed to make the financial statements more complete, understandable, and
decision-useful.
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