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1. Choosing the best answer for each item below: (24%)
(1) The cost principle states that
a.

value changes
b.

e

assets should be 1.ecorded at cost and adjusted when the market

activities of an entity be kept separate and distinct from its owner.
assets should be recorded at their cost

only transaction data capable of being expressed in terms of money
be included in the accounting records

a. assets exceed liabilities

(2) Net income will result during a till-ic period when
b. assets exceed revenues

(3) Posting
a.

C. eXpenses exceed revenues

d. revenues exceed expenses
normally occurs before journalizing
b
c. 1
d

transfers ledger transaction data to the journal

is an optional step in the recording process
Transfers journal entries to ledger accounts
(4) Adjusting entries are made to ensure that
a.
b.
C.

revenues are recorded in the period in which they are earned
at the end of an accounting period
all of the above

expenses are recognized in the period in which they are incurred
balance sheet and income statement accounts have correct balances

(5) An account that will have a zero balance after closing entries have
been journalized and posted is

a. unearned fees.

b. '

advertising supplies

c. prepaid insurance

d. rent expense



(6) For a corporation, normal account balances are
a. debit for Dividends and Retained Earnings, and credit for Capital
Stock.
b. credit for Dividends, Retained Earnings, and Capital Stock.
c. debit for Dividends, and credit for Retained Earnings and Capital
Stock.
d. no correct answer given.

(7) In determining cost of goods sold,
a. freight-in is added to net purchases.
b. freight-out is added to net purchases.
c. purchase returns and allowances are deducted from net purchases.
d. purchase discounts are deducted from net purchases.

(8) Goods costing $2,000, terms 3/10, n/30 are paid for within the
discount period after a $200 allowance is received for goods returned,

The cash paid is
a. $1,940. c. $1,746.
b. $1,800. d. $1,740.

(9) In a bank reconciliation, outstanding checks are

a. deducted from the book balance. c¢. added to the bank balance.
b. added to the book balance. d. deducted from the
bank balance.

(10) The reconciling item in a bank reconciliation that will result in an
adjusting entry by the depositor is
a. outstanding checks. c. bank service charges.
b. deposit in transit. d. a bank error.

(11)On October 1, AA Company received a $2,000 12%, 3-month note
receivable. The cash to be received by AA Company when the note
becomes due is

a. $60 c. $2,060.
b. $2,000 d. $2,240.

(12) The balance in the accumulated depreciation account represents
a. cash fund for replacement of the plant asset.



b. the amount to be subtracted from the plant asset's cost to determine
its market value.
c. the total cost that has been charged to expense.

o

more than one of the above.
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