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1. Which of the fellowing ks the primary objective of financial accounting?

Al To provide information for ingernal decision:making

B To seport the faancial pesformance and position of the company (o extemal stakeholdess
) T albocate costs 10 products

) T detenmine the tax chligations of ibe company

Answer: Bl To report the financial performance and posithon of the company (o external
stukeholders

Ratlonale:

Financial aceounting focuses on preparing financial starements (ivcoms statement, balance shees.
cash flow statemient ) for execmal users such as investors, creditors, and regulntors, 10 assess the
company's financial health

2, A company wses absorption costing. Which of the fellowing Is included in the
cost of goods manufactured?

A) Durect imaterials wicl in production

B) Adverti penses

£ Aclenamisirstive salames

1) Deprectation on ol fice cquipment

Answer; A) Direct muterinds used in production

Rationale;

Absorpiion costing includes all mansfcturing costs (dieect meaterinls, direct labor, and both
variable and fixed mamiaciuring overhead} in the cost of goods manuiaciured, Advenising

eapenses il sdministrative salaries are period eosts amd are not included in the nanufensing
COstE,

3. Which of the fullowing is considered a variable cost?

A) Rent ona faciory building
B} Deprecintion on machinery
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HA #12
What is true regarding the use of International Financial Reporting Standards (IFRS)?

A. TFRS are seldom used by non-U.S. companies

B. IFRS may be used instead of generally accepted accounting principles (GAAP) by any U.S.-based corporation
C. IFRS are required to be used by the Securities and Exchange Commission (SEC)

D. IFRS are commonly required to be used in Asia

Ef#: D

A -

The correct answer is C. IFRS are commonly required to be used in Asia . IFRS is widely used around the world, and the IFRS
Foundation states that companies in more than 140 jurisdictions are required to use IFRS Accounting Standards when reporting
their financial health. That broad global adoption includes many Asian jurisdictions, so saying IFRS are commonly required in Asia is
accurate.

Option A is incorrect because U.S. domestic issuers are generally required under SEC rules to file financial statements prepared in
accordance with U.S. GAAP , not simply choose IFRS nstead. Option B is false because IFRS are not seldom used by non-U.S.
companies; in fact, they are extensively used internationally.

Option D is incorrect because the SEC does not require IFRS for all issuers; rather, SEC rules generally require U.S. GAAP for
domestic registrants, while certain foreign private issuers may use IFRS as issued by the IASB. Therefore, among the listed choices,
Option C is the only statement that is broadly correct and consistent with current nternational reporting practice.

HP#13
Which current asset on a balance sheet appears first in the traditional category order for U.S.-based companies?

A. Cash

B. Inventory

C. Accounts receivable
D. Prepaid expenses

EE: A

R 2

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 itemns 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,
mventory, and prepaid itens.

Option B, nventory , is incorrect because mventory 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.

B #14

In January of Year 1, a company began doing business as a corporation in order to sell technology-related accessories and services.
During its first month of operations, the following events occurred:

January 1

The corporation received $900,000 in cash in exchange for stock issued to stockholders.
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January 3

The corporation borrowed $250,000 froma bank. The loan is a four-year loan with an interest rate of 12%, payable each year on
January 1 beginning in Year 2.

January 5

The corporation purchased equipment to be used in the business for $200,000 cash.

January 8

The corporation purchased inventory costing $200,000 by paying $120,000 i cash. The remainder was put on credit accounts with
suppliers.

January 15

The corporation hired five employees. Each employee will be paid $1,000 at the end of each month.

January 30

The corporation paid $6,000 cash for a one-year insurance policy. The policy period will begin on February 1, Year 1.

‘What will be the impact of the January 1 event on the company's balance sheet on that date, along with an increase to cash of
$900,000?

A. Retained earnings will increase by $900,000
B. Loan payable will increase by $900,000

C. Investments will increase by $900,000

D. Stockholders' equity will increase by $900,000

Ef#E: D

R -

The correct answer is A. Stockholders' equity will increase by $900,000 . On January 1, the corporation received cash in exchange
for issuing stock. That means the company's assets increase because cash increases, and stockholders' equity also increases because
ownership shares were issued. OpenStax explains that when a company issues stock for cash or other assets, the asset account
increases and the related equity accounts are credited.

Option B is incorrect because no borrowing occurred on January 1, so loan payable does not increase from that event. Option C is
incorrect because "investments" is not the proper classification for the corporation's own issuance of stock in this context. Option D
is incorrect because retained earnings increase from profitable operations over time, not from owner contributions or stock
issuances. This transaction is a classic example of the accounting equation staying balanced: Assets increase by $900,000 and
Stockholders' Equity increases by $900,000 . Therefore, the correct balance sheet effect, along with the rise in cash, is an equal
increase in stockholders' equity .

R #15

Given the following information:

Pairs of shoes expected to be produced = 1,950,000
Pairs of shoes produced = 2,500,000

Overhead rate = $0.75

What is the amount of applied overhead?

A. $550,000
B. $1,462,500
C. $412,500
D. $1,875,000

1IEf#: D

AR

The correct answer is D. $1,875,000 . Applied overhead is calculated by multiplying the predetermned overhead rate by the actual
amount of the allocation base used during production. OpenStax explains that a predetermined overhead rate is established in
advance and then applied to production using the actual activity level.

The formula is:

Applied overhead = Overhead rate x Actual production

Using the figures provided:

Applied overhead = $0.75 x 2,500,000 = $1,875,000

So the total amount of overhead applied is $1,875,000 . The "expected to be produced" amount helps establish or understand the
rate, but once the rate is given, applied overhead is based on the actual production achieved , not the estimated quantity.

Option C, $1,462,500 , would result from multiplying the rate by the expected production of 1,950,000, which is not what the
question asks. The question specifically asks for the applied overhead, which uses actual activity. Therefore, with 2,500,000 pairs



produced at $0.75 per pair , the correct applied overhead is
$1,875,000 , making Option D the correct answer.

HE #16
What is the impact on costs as sales volume decreases?

A. Total fixed costs will decrease in direct proportion
B. Total variable costs will increase in direct proportion
C. Total fixed costs will increase in direct proportion

D. Total variable costs will decrease in direct proportion

EfE: D
BN -

The correct answer is C. Total variable costs will decrease in direct proportion . Variable costs change in total as activity or sales
volume changes. When sales volume decreases, total variable costs also decrease proportionally because fewer units are produced
or sold. Multiple accounting references explain that total variable cost rises and falls with the level of activity, while the variable cost
per unit remains constant within the relevant range.

Option A is the opposite of what happens when volume falls. Options B and D are incorrect because total fixed costs generally
remain unchanged within the relevant range regardless of short-term changes in sales volume. OpenStax notes that fixed costs are
present regardless of production or sales levels, while variable costs occur only as items or services are produced and sold.

This distinction is central to cost behavior analysis and profit planning. As volume declines, total variable costs go down in direct
proportion, but total fixed costs do not normally move with sales in the short run.

Therefore, the correct answer is Option C .

B #17
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