t I, Multiple-Choices (one point each) 
1. Adjusting entry is not necessary for the following accounts. Except 
A. 
1 | Page

B. Accrued expenses
C. Accrued revenues
D. Prepayments 
E. Plant assets  
F. None 
G. All 
2. 
3. Nominal accounts are: - 
A. All revenue, expense and drawing accounts.
B. Which are related to specific period
C. Are closed to income summary except drawing.
D. Are carried forward to the future periods
E. All except D            F. B and D
4. One of the following statement is incorrect
A. Management is considered as internal users.
B. Taxing authorities are considered as external users
C. Present creditors are considered as external users
D. Regulatory authorities are considered as internal users.
5. The cost principle states that:
A. Assets should be recorded at cost and adjusted when the market value changes.
B. Activities of an entity must be kept separate and distinct from its owner.
C. Assets should be recorded at their cost
D. Only transaction data capable of being expressed in terms of money are included in the accounting record.
E. A&C



6. Which one of the following is/are not used to determine the cost of inventory?
A. Purchase price
B.  Fright out
C. Fright in                    
D. Insurance while in transit                
E. None of the above
7. Which one of the following is true about merchandizing enterprises?
A. They purchase commodities to use in the normal operation of the business.
B. They are involved in the activities of purchasing of commodities only.
C. They are involved in the activities of purchasing and selling of commodities.
D. All of the above
8. A financial statement that shows the financial position of the business on a specific date.
A. The income statements
B. The statement of owners’ equity
C. The balance sheets
D. The statement of cash flows 
9. The receipt of cash from customers in payment of their accounts would be recorded by a:
A. Debit to cash; credit to accounts receivable
B. Debit to account receivable; credit to cash
C. Debit to cash; credit to accounts payable
D. Debit to accounts payable; credit to cash

10. [bookmark: OLE_LINK1]Ken's Tune-up Shop follows the revenue recognition principle. Ken services a car on July 31. The customer picks up the vehicle on August 1 and mails the payment to Ken on August 5. Ken receives the check in the mail on August 6. When should Ken show that the revenue was earned?
a) July 31
b) August 1
c) August 5
d) August 6
11. Which one of the following is not a justification for adjusting entries?
a) Adjusting entries are necessary to ensure that revenue recognition principles are followed.
b)  Adjusting entries are necessary to ensure that the matching principle is followed.
c)  Adjusting entries are necessary to enable financial statements to be in conformity with IFRS.
d)  Adjusting entries are necessary to bring the general ledger accounts in line with the budget. 
12. The going concern assumption assumes that the business
a)  will be liquidated in the near future.
b)  will be purchased by another business.
c)  is in a growth industry.
d)  will continue in operation long enough to carry out its existing commitments.

13.  Closing entries are made
a)  in order to terminate the business as an operating entity.
b)  so that all assets, liabilities, and Stockholders' equity accounts will have zero balances when the next accounting period starts.
c)  in order to transfer net income (or loss) and dividends to the retained earnings account.
d)  so that financial statements can be prepared. 
14. Which of the following is not true of the terms debit and credit?
a) They can be abbreviated as Dr. and Cr.
b) They can be interpreted to mean increase and decrease.
c) They can be used to describe the balance of an account.
d) They can be interpreted to mean left and right. 
15. An accountant has debited an asset account for $1,000 and credited a liability account for $500. What can be done to complete the recording of the transaction?
a) Nothing further must be done.
b) Debit a stockholders' equity account for $500.
c) Debit another asset account for $500.
d) Credit a different asset account for $500. 
16. Multiple-step income statements:
a) Show gross profit but not income from operations
b) Show both gross profit and income from operations
c) Show neither gross profit nor income from operations
d) Show income from operations but not gross profit

17. Cost of Merchandise Sold would be classified as:
a)  Asset
b)  Expense
c)  Liability
d)  Revenue
18. Assume that sales are $450,000, sales discounts are $10,000, net income is $35,000, and cost of merchandise sold is $320,000. Gross profit and operating expenses are, respectively
a) $130,000 and $95,000
b) $120,000 and $95,000
c) $130,000 and $85,000
d) $120,000 and $85,000
19. Company A’s gross profit ratio has been steadily declining for 5 years while the net profit ratio has remained constant. The most likely reason for this pattern is:
a) Cost of merchandise sold and operating expenses have both increased each year
b) Selling price and operating expenses have both decreased each year
c) Cost of merchandise sold and operating expenses have both decreased each year
d) Selling price decreased and operating expenses increased each year




20. Which of the following would be classified in an income statement as Other Income or Other Expense?
a) Advertising Expense
b) Interest Expense
c) Transportation Out
d) Cost of merchandise sold
21. If the appropriate adjusting entry for accrued salaries is omitted at the end of a fiscal year:
A. assets for the period will be overstated
B. liabilities for the period will be understated
C. expenses for the period will be overstated
D. owner's equity for the period will be understated

22.  If the effect of the debit portion of an adjusting entry is to decrease the balance of a liability account, which of the following statement describe the effect of the credit portion of the entry?
A. Increase the balance of an asset account
B. Increase the balance of an expense account
C. Increase the balance of a revenue account
D. Decrease the balance of an asset account

23.  Which of the following accounts will appear in the post-closing trial balance of a business?
A. Drawings					C. Wages expense
B. Accumulated depreciation		D. Sales revenue

The following data are taken from the income statement columns of the worksheet of a merchandising business prepared for the year ended December 31, 2002.

	Net Income					Br. 12,500
	Sales						      45,000
	Income Summary				       10,000 Dr. and 6,000 Cr.
	Gross Purchase				       19,750
	Purchase Ret. & Allowances				200
	Purchase Discount					  50

Based on the data given above answer questions 23-25 
24. .  What is the total cost of goods sold for the year?
A. Br. 69,500                B. Br. 89,250                 C. Br. 23,500 
D. Br. 57,000                E. none
25.  What is the amount of total operating expenses?
A. Br. 9,000                     C. Br. 21,500              E. none 
B.  Br. 32,5000            D. Br. 36,000
26.  What is the amount of gross profit for the year?
A. Br. 9000                    C. Br. 23,500            E. none 
B. Br. 21,500            D. Br. 25,000



27.  Which of the following reconciling items necessitate an entry in the depositors’ record?
A. Bank service charge
B. Deposit in transit
C. Outstanding checks
D. All of the above
28. XYZ CO rented an office space to Core Portion for three months at $500 per month, payable at the end of the third month, January 31. No year-end adjusting entry was recorded on December 31. As a consequence of this oversight
a. Assets were overstated and revenue was overstated
b. assets were overstated and revenue was understated
c. assets were understated and revenue was overstated
d. assets were understated and revenue was understated
29. A petty cash fund is:
A. Used to pay relatively small amounts of expenses
B. Establish by estimating the amounts of cash needed for disbursement of relatively    small amounts of expenses during a specified period 
C. Reimbursed when the amount of money in the fund is reduced to a pre-determined minimum amount
D. All of the above
On December 21, 2011 Betania Company discounted at Birhan International Bank S.C a note receivable at 12% arising from sale of merchandise. The note was for br500, 000; 90days dated on November 21, 2011, 8% interest. 
Based on the above information answer for questions 29-31.
30. The maturity date of the note is:
A. March 21, 2012                 C.  January 29,2012
B. February 19, 2012              D.  December 11, 2011        E. None
31. A bank discount would be:
A. birr 10,200                                  C.  birr 10,000
B. birr 21,000                                  D.  birr 12,000                      E.  None
32. Calculate the proceed amount.
A. birr 498,000                          C.  birr 499,800         
B. birr 489,000                          D.  birr 500,000                     E.  None
33. If revenue was $65,000, expenses were $47,500,and the owner’s withdrawals were $40,000, the amount of net income or net loss would be:
A. $22,500 net income.                                         C. $17,500 net loss.
B.  $17,500 net income.                                       D. $22,500 net loss.
34. In preparing bank reconciliation, the amount of check out standing would be:-
A. added to the bank balance according to the bank statement
B. deducted from the bank balance according to the bank statement
C. added to the bank balance according to the depositors record
D. deducted from the bank balance according to the depositors record
35. Which one of the following is true about periodic and perpetual inventory system?
A. Both inventory systems shows the balance of inventory, the balance of cost of goods available for sale and the balance of cost of goods sold at any time from the record.
B. Under periodic inventory system when there is a sales two journal entries are recorded.
C. Under perpetual inventory system the cost of purchase is recorded in the permanent account called inventory.
D. Under periodic inventory system the cost of inventory is determined from record.
E. All of the above 
F. None of the above




36. Which of the following bank reconciliation items would not result in an adjusting entry?

A. 	Service charge
B. Outstanding cheques
C. A dishonoured cheque of customer
D. Collection of a note by the bank
E. None of the above  
37. Before adjustment the allowance for doubtful account has a debit balance of birr 80,000 and at the end of the year the company determines allowance for doubtful account balance of 240,000. If the company uses receivable analysis (receivable aging) method, what would be year-end adjustment for allowance for doubtful account?
a. Birr 240,000 credit                                     C. Birr 320,000 credit 
b. Birr 160,000 credit                                     D. None 
38. At the end of the fiscal year, Accounts Receivable has a balance of $50,000 and Allowance for Doubtful Accounts has a balance of $7,000. The expected net realizable value of the account receivable is: 
A.  $7,000.                                                                C. $5,000.
B. 57,000                                                                 D. $43,000

39. All of the following accounts are closed to income summary at the end of the accounting period, except;
A. Accounts receivable                    C. Miscellaneous expense
B. Sales                                               D. None of the above

40. All are incorrect, except;
A. Accrual base requires adjustment at the end of accounting period to match revenue and expense properly.
B. Under cash base revenues are reported in the period in which cash is collected and expenses are reported when incurred.
C. Accrual base states that a business recognizes revenues when services performed or products sold and expenses recognized when cash is paid.
D. None of the above
41. If the adjusting entry for accrued expense is omitted at the end of the year, the effect of the error would be;
A. Overstate expense for the year
B. Understate receivable for the year
C. Overstate net income for the year
D. Understate ending capital for the year
42. From the following alternatives which one is incorrect?
A. The total debit and credit balance of trial balance should be equal.
B. Trial does not provide the accuracy of the ledger.
C. There is no error that will not cause a trial balance inequality.
D. None of the above
43. Which one of the following is not used to determine the cost of inventory?
A. Freight-in                              C. Purchase price
B. Freight-out                            D. None of the above


[bookmark: _GoBack]
