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Multiple Choice Questions & Answers

1. Perfect competition is characterized by

a) Few sellers and differentiated products

b) Many sellers and differentiated products

¢) Many buyers and identical products

d) Few buyers and identical products

Answer: ¢) Many buyers and identical products

Explanation: Perfect competition involves a large number of buyers and sellers
dealing in homogeneous (identical) products.

2. In perfect competition, each firm is a
a) Price maker

b) Price taker

c) Price leader

d) Price discriminator

Answer: b) Price taker

Explanation: In perfect competition, individual firms have no influence over the
market price and must accept the prevailing market price as given.

3. Monopoly is characterized by

a) Many buyers and sellers, with differentiated products
b) A few sellers, with identical products

c¢) One seller, with significant market power

d) Many buyers and sellers, with identical products
Answer: ¢) One seller, with significant market power

Explanation: A monopoly exists when there is only one seller in the market with
significant control over price and output.
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4. Oligopoly is characterized by

a) Many buyers and sellers, with differentiated products
b) A few sellers, with identical products

c¢) One seller, with significant market power

d) Many buyers and sellers, with identical products
Answer: b) A few sellers, with identical products

Explanation: Oligopoly occurs when a market is dominated by a small number
of large firms producing similar or identical products.

5. Monopolistic competition is characterized by

a) Many buyers and sellers, with differentiated products

b) A few sellers, with identical products

c¢) One seller, with significant market power

d) Many buyers and sellers, with identical products

Answer: a) Many buyers and sellers, with differentiated products

Explanation: Monopolistic competition involves many firms competing in the
market with similar but differentiated products.

6. Which of the following is NOT a characteristic of perfect competition?
a) Many buyers and sellers

b) Identical products

c) Barriers to entry

d) Price takers

Answer: c¢) Barriers to entry

Explanation: Perfect competition is characterized by many buyers and sellers,
identical products, and no barriers to entry or exit.
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7. Which of the following is a characteristic of monopolies?
a) Many buyers and sellers, with differentiated products

b) A single seller with significant market power

c) A few sellers, with standardized products

d) Identical products and free entry and exit of firms

Answer: b) A single seller with significant market power

Explanation: A monopoly is characterized by a single seller dominating the
market and having significant control over prices.

8. An example of an oligopoly market structure is
a) The market for smartphones

b) The market for wheat

c¢) The market for wheat farmers

d) The market for street food vendors

Answer: a) The market for smartphones

Explanation: Oligopoly is common in industries like telecommunications, where
a few large firms dominate the market.

9. In monopolistic competition, firms differentiate their products through
a) Lowering prices

b) Offering unique features

c¢) Standardizing products

d) Restricting output

Answer: b) Offering unique features

Explanation: Firms in monopolistic competition differentiate their products
through branding, packaging, quality, or other unique features.

10. Break-even analysis helps businesses determine:
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a) Profit-maximizing output levels

b) Revenue-maximizing output levels

c¢) The level of output needed to cover costs

d) Market share

Answer: c¢) The level of output needed to cover costs

Explanation: Break-even analysis identifies the level of output at which total
revenue equals total costs, resulting in zero profit.

11. In cost-volume-profit (CVP) analysis, the contribution margin is
calculated as:

a) Total revenue minus total variable costs

b) Total revenue divided by total fixed costs

c) Total variable costs divided by total revenue

d) Total fixed costs minus total variable costs
Answer: a) Total revenue minus total variable costs

Explanation: The contribution margin represents the amount of revenue
available to cover fixed costs and contribute to profit after covering variable
costs.

12. Which of the following pricing strategies involves setting prices based
on the stage of a product's life cycle?

a) Cost-plus pricing

b) Penetration pricing

c¢) Skimming pricing

d) Product life cycle pricing
Answer: d) Product life cycle pricing

Explanation: Product life cycle pricing involves adjusting prices at different
stages of a product's life cycle, such as introduction, growth, maturity, and
decline.
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13. A company charges a high initial price for a new product with the
intention of targeting early adopters. This is an example of:

a) Cost-plus pricing

b) Penetration pricing

¢) Skimming pricing

d) Product life cycle pricing
Answer: ¢) Skimming pricing

Explanation: Skimming pricing involves setting a high initial price to target
early adopters or segments willing to pay a premium for a new product.

14. Cost-plus pricing involves:

a) Adding a standard markup to the cost of production

b) Setting prices based on competitors' prices

c) Setting prices based on the perceived value to customers

d) Adjusting prices based on changes in demand

Answer: a) Adding a standard markup to the cost of production

Explanation: Cost-plus pricing involves calculating the cost of production and
adding a predetermined markup to determine the selling price.

15. Which of the following pricing strategies involves setting prices below
competitors' prices to gain market share?

a) Cost-plus pricing

b) Penetration pricing

c¢) Skimming pricing

d) Competitive pricing
Answer: b) Penetration pricing

Explanation: Penetration pricing involves setting prices below competitors'
prices to quickly gain market share, especially in the early stages of a product's
life cycle.
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16. A company determines the price of its product by assessing the value it
provides to customers. This is an example of:

a) Cost-plus pricing

b) Penetration pricing

c) Value-based pricing

d) Competition-based pricing
Answer: c¢) Value-based pricing

Explanation: Value-based pricing involves setting prices based on the perceived
value of the product to customers, rather than the cost of production or
competitors' prices.

17. Break-even analysis helps businesses determine:
a) Profit-maximizing output levels

b) Revenue-maximizing output levels

c¢) The level of output needed to cover costs

d) Market share

Answer: ¢) The level of output needed to cover costs

Explanation: Break-even analysis identifies the level of output at which total
revenue equals total costs, resulting in zero profit.

18. In cost-volume-profit (CVP) analysis, the contribution margin is
calculated as:

a) Total revenue minus total variable costs

b) Total revenue divided by total fixed costs

c) Total variable costs divided by total revenue
d) Total fixed costs minus total variable costs

Answer: a) Total revenue minus total variable costs
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Explanation: The contribution margin represents the amount of revenue
available to cover fixed costs and contribute to profit after covering variable
costs.

19. Which of the following pricing strategies involves setting prices based
on the stage of a product's life cycle?

a) Cost-plus pricing

b) Penetration pricing

¢) Skimming pricing

d) Product life cycle pricing
Answer: d) Product life cycle pricing

Explanation: Product life cycle pricing involves adjusting prices at different
stages of a product's life cycle, such as introduction, growth, maturity, and
decline.

20. A company charges a high initial price for a new product with the
intention of targeting early adopters. This is an example of:

a) Cost-plus pricing

b) Penetration pricing

¢) Skimming pricing

d) Product life cycle pricing
Answer: ¢) Skimming pricing

Explanation: Skimming pricing involves setting a high initial price to target
early adopters or segments willing to pay a premium for a new product.

21. Cost-plus pricing involves:

a) Adding a standard markup to the cost of production

b) Setting prices based on competitors' prices

c) Setting prices based on the perceived value to customers

d) Adjusting prices based on changes in demand
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Answer: a) Adding a standard markup to the cost of production

Explanation: Cost-plus pricing involves calculating the cost of production and
adding a predetermined markup to determine the selling price.

22. Which of the following pricing strategies involves setting prices below
competitors' prices to gain market share?

a) Cost-plus pricing

b) Penetration pricing

¢) Skimming pricing

d) Competitive pricing
Answer: b) Penetration pricing

Explanation: Penetration pricing involves setting prices below competitors'
prices to quickly gain market share, especially in the early stages of a product's
life cycle.

23. A company determines the price of its product by assessing the value it
provides to customers. This is an example of:

a) Cost-plus pricing

b) Penetration pricing

c) Value-based pricing

d) Competition-based pricing
Answer: c¢) Value-based pricing

Explanation: Value-based pricing involves setting prices based on the perceived
value of the product to customers, rather than the cost of production or
competitors' prices.

24. Which of the following is NOT a type of pricing strategy?
a) Penetration pricing

b) Skimming pricing

c) Cost-based pricing
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d) Demand-based pricing
Answer: d) Demand-based pricing

Explanation: Demand-based pricing is a broad approach that can encompass
various pricing strategies, including penetration, skimming, and cost-based
pricing.

25. Break-even analysis is used to determine:

a) The optimal pricing strategy

b) The level of sales needed to cover costs

c¢) The maximum profit level

d) The minimum production level

Answer: b) The level of sales needed to cover costs

Explanation: Break-even analysis identifies the level of sales at which total
revenue equals total costs, resulting in zero profit.

26. Which of the following is NOT an accounting concept or convention?
a) Conservatism

b) Consistency

c) Materiality

d) Expansion

Answer: d) Expansion

Explanation: Accounting concepts and conventions include conservatism,
consistency, and materiality, among others, but not expansion.

27. The accounting equation is expressed as:
a) Assets = Liabilities - Equity
b) Assets = Liabilities + Equity
c) Assets = Liabilities X Equity
d) Assets = Liabilities / Equity
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Answer: b) Assets = Liabilities + Equity

Explanation: The accounting equation states that assets are equal to liabilities
plus equity, representing the resources owned by the entity.

28. The double-entry system of accounting requires:
a) Recording each transaction only once

b) Recording each transaction twice

c¢) Recording each transaction thrice

d) Recording transactions based on single entry
Answer: b) Recording each transaction twice

Explanation: The double-entry system involves recording each transaction with
at least one debit and one credit entry.

29. Which of the following is recorded in the journal?
a) Opening balances

b) Closing balances

c) Trial balance

d) Financial statements

Answer: a) Opening balances

Explanation: The journal records all transactions, including opening balances, in
chronological order.

30. Posting to the ledger involves:

a) Transferring entries from the trial balance to the journal
b) Transferring entries from the journal to the ledger

c¢) Transferring entries from the ledger to the journal

d) Transferring entries from the ledger to the trial balance

Answer: b) Transferring entries from the journal to the ledger
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Explanation: Posting involves transferring entries from the journal to the
appropriate accounts in the ledger.

31. Which financial statement summarizes the balances of all accounts at a
specific point in time?

a) Income statement

b) Statement of cash flows

c) Balance sheet

d) Statement of retained earnings
Answer: c¢) Balance sheet

Explanation: The balance sheet provides a snapshot of the financial position of a
company at a specific moment, listing assets, liabilities, and equity.

32. The elements of financial statements include:
a) Assets, liabilities, and equity

b) Revenue and expenses

c¢) Cash flows

d) All of the above

Answer: d) All of the above

Explanation: The elements of financial statements include assets, liabilities,
equity, revenue, expenses, and cash flows.

33. The preparation of final accounts involves:
a) Analyzing financial ratios

b) Closing temporary accounts

c) Forecasting future cash flows

d) Recording day-to-day transactions

Answer: b) Closing temporary accounts
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Explanation: Final accounts involve preparing the income statement and balance
sheet, which requires closing temporary accounts such as revenue and expense
accounts.

34. Which of the following is NOT a component of the income statement?
a) Revenue

b) Assets

c) Expenses

d) Net income

Answer: b) Assets

Explanation: The income statement reports revenue, expenses, and net income
or loss over a specific period but does not include assets, which are reported on
the balance sheet.

35. Net income is calculated as:

a) Total revenue minus total expenses

b) Total revenue minus total assets

c) Total assets minus total liabilities

d) Total expenses minus total revenue
Answer: a) Total revenue minus total expenses

Explanation: Net income represents the amount of profit earned by a company
after deducting all expenses from total revenue.

36. Which financial statement shows the flow of cash into and out of a
business over a period?

a) Balance sheet
b) Income statement
c¢) Statement of cash flows

d) Statement of retained earnings
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Answer: ¢) Statement of cash flows

Explanation: The statement of cash flows reports the cash inflows and outflows
from operating, investing, and financing activities over a period.

37. Retained earnings represent:

a) Accumulated profits minus accumulated losses

b) Total revenue minus total expenses

c¢) Cash available for distribution to shareholders

d) Total assets minus total liabilities

Answer: a) Accumulated profits minus accumulated losses

Explanation: Retained earnings reflect the accumulated net income retained in
the business after dividends have been paid to shareholders and any
accumulated losses.

38. Which of the following statements about the accounting equation is
true?

a) Assets must equal liabilities only

b) Assets must equal equity only

c) Assets must equal liabilities plus equity

d) Liabilities must equal equity

Answer: ¢) Assets must equal liabilities plus equity

Explanation: The accounting equation states that assets must always equal the
sum of liabilities and equity, representing the resources owned by the entity.

39. A credit entry is recorded on the:
a) Left side of an account

b) Right side of an account

c) Top side of an account

d) Bottom side of an account
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Answer: b) Right side of an account

Explanation: In the double-entry system, a credit entry is recorded on the right
side of an account.

40. An example of a contra account is:
a) Accounts payable

b) Accumulated depreciation

c) Prepaid expenses

d) Inventory

Answer: b) Accumulated depreciation

Explanation: Accumulated depreciation is a contra asset account that offsets the
balance of the related asset account, reflecting the total depreciation expense
charged against the asset.

41. When a company receives cash from a customer for services to be
provided in the future, it would:

a) Debit Cash, credit Accounts Receivable

b) Debit Accounts Receivable, credit Cash

c) Debit Cash, credit Revenue

d) Debit Unearned Revenue, credit Cash

Answer: d) Debit Unearned Revenue, credit Cash

Explanation: Unearned revenue represents cash received for services not yet
provided, so the entry would be to debit Unearned Revenue (a liability account)
and credit Cash.

42. When goods are purchased on credit, the journal entry would include a:
a) Debit to Accounts Payable
b) Debit to Cash

c¢) Credit to Sales
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d) Credit to Inventory
Answer: a) Debit to Accounts Payable

Explanation: Purchases on credit increase the liability Accounts Payable, so the
entry would be to debit Accounts Payable and credit the appropriate account
(such as Inventory).

43. A trial balance is prepared to:

a) Ensure that total debits equal total credits

b) Prepare financial statements

c¢) Calculate net income

d) Close temporary accounts

Answer: a) Ensure that total debits equal total credits

Explanation: A trial balance lists all accounts and their balances to ensure that
total debits equal total credits, helping to detect errors in the accounting records.

44. Which of the following errors would NOT be detected by a trial
balance?

a) Transposition errors

b) Errors of omission

c¢) Errors of commission

d) Errors of principle

Answer: d) Errors of principle

Explanation: Errors of principle involve recording transactions in violation of
accounting principles and would not necessarily affect the equality of debits and
credits.

45. Which of the following accounts is NOT closed at the end of the
accounting period?

a) Revenue accounts

b) Expense accounts
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c) Asset accounts
d) Withdrawals accounts
Answer: c¢) Asset accounts

Explanation: Asset accounts are not closed at the end of the accounting period
as their balances carry forward to the next period.

46. The closing entry for revenue accounts involves:

a) Debiting the revenue accounts and crediting Income Summary

b) Crediting the revenue accounts and debiting Income Summary

c¢) Debiting the revenue accounts and crediting Retained Earnings

d) Crediting the revenue accounts and debiting Retained Earnings
Answer: a) Debiting the revenue accounts and crediting Income Summary

Explanation: The closing entry for revenue accounts involves transferring their
balances to the Income Summary account by debiting the revenue accounts and
crediting Income Summary.

47. The closing entry for expense accounts involves:

a) Debiting the expense accounts and crediting Income Summary

b) Crediting the expense accounts and debiting Income Summary

c) Debiting the expense accounts and crediting Retained Earnings

d) Crediting the expense accounts and debiting Retained Earnings
Answer: b) Crediting the expense accounts and debiting Income Summary

Explanation: The closing entry for expense accounts involves transferring their
balances to the Income Summary account by crediting the expense accounts and
debiting Income Summary.

48. Income Summary is used to:
a) Summarize all revenue and expense accounts

b) Record temporary accounts only
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c¢) Calculate net income or loss for the period
d) Close permanent accounts
Answer: c¢) Calculate net income or loss for the period

Explanation: Income Summary is a temporary account used to calculate the net
income or loss for the period before it is closed to Retained Earnings.

49. The retained earnings statement shows:

a) The change in retained earnings over the accounting period

b) Total revenue and total expenses for the period

c) Cash flows from operating, investing, and financing activities

d) The financial position of the company at a specific point in time
Answer: a) The change in retained earnings over the accounting period

Explanation: The retained earnings statement shows the beginning balance of
retained earnings, adjustments for net income or loss, dividends, and the ending
balance of retained earnings.

50. Which of the following represents the correct sequence in the
accounting cycle?

a) Journalize transactions, post to ledger, prepare trial balance, prepare financial
statements

b) Prepare financial statements, post to ledger, journalize transactions, prepare
trial balance

c) Journalize transactions, prepare financial statements, post to ledger, prepare
trial balance

d) Prepare trial balance, journalize transactions, post to ledger, prepare financial
statements

Answer: ¢) Journalize transactions, prepare financial statements, post to ledger,
prepare trial balance

Explanation: The correct sequence in the accounting cycle is to journalize
transactions, prepare financial statements, post to ledger, and prepare a trial
balance to ensure accuracy.
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51. The accounting equation remains in balance when:
a) Assets increase and liabilities increase

b) Assets decrease and equity decreases

c) Assets increase and equity increases

d) Liabilities decrease and equity decreases

Answer: ¢) Assets increase and equity increases

Explanation: The accounting equation must remain balanced, so if assets
increase, there must be a corresponding increase in either liabilities or equity.

52. Prepaid expenses are recorded as:
a) Assets

b) Liabilities

c¢) Equity

d) Revenue

Answer: a) Assets

Explanation: Prepaid expenses represent future benefits obtained in advance and
are recorded as assets until they are consumed or expire.

53. Which of the following accounts normally has a credit balance?
a) Accounts Receivable

b) Supplies Expense

¢) Accumulated Depreciation

d) Prepaid Rent

Answer: ¢) Accumulated Depreciation

Explanation: Accumulated Depreciation is a contra asset account that carries a
credit balance, representing the total depreciation charged against an asset over
time.
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54. The closing entry process involves:

a) Transferring balances from temporary accounts to permanent accounts

b) Transferring balances from permanent accounts to temporary accounts

¢) Adjusting entries to correct errors made during the accounting period

d) Recording transactions that occurred after the end of the accounting period

Answer: a) Transferring balances from temporary accounts to permanent
accounts

Explanation: The closing entry process involves transferring balances from
temporary accounts (revenue, expense, and withdrawals) to permanent accounts
(asset, liability, and equity) to prepare the accounts for the next accounting
period.

55. The accounting cycle typically begins with:
a) Preparing financial statements

b) Journalizing transactions

c) Posting transactions to the ledger

d) Analyzing financial ratios

Answer: b) Journalizing transactions

Explanation: The accounting cycle typically begins with journalizing
transactions, where business transactions are recorded in the journal in
chronological order.

56. Which financial statement reports the company's revenues and
expenses over a period?

a) Balance sheet

b) Income statement

c¢) Statement of cash flows

d) Statement of retained earnings

Answer: b) Income statement
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Explanation: The income statement reports a company's revenues and expenses
over a specific period, resulting in the calculation of net income or net loss.

57. Which of the following is NOT a type of account?
a) Asset

b) Liability

c) Debit

d) Equity

Answer: ¢) Debit

Explanation: Debit is not a type of account but rather a method used to record
the left side of an accounting entry.

58. Which financial statement shows the changes in equity for a specific
period?

a) Balance sheet

b) Income statement

c¢) Statement of cash flows

d) Statement of retained earnings

Answer: d) Statement of retained earnings

Explanation: The statement of retained earnings shows the changes in equity
over a period, including net income or loss, dividends, and adjustments.

59. Accrual accounting records revenue:

a) When cash is received

b) When the product is sold or service is performed
c) When expenses are incurred

d) When accounts receivable are collected

Answer: b) When the product is sold or service is performed
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Explanation: Accrual accounting records revenue when it is earned, regardless
of when cash is received, based on the matching principle.

60. A company purchases inventory on credit. The journal entry would
include a:

a) Debit to Accounts Payable

b) Credit to Cash

c¢) Debit to Inventory

d) Debit to Accounts Receivable
Answer: a) Debit to Accounts Payable

Explanation: Purchasing inventory on credit increases the liability Accounts
Payable, so the entry would be to debit Inventory and credit Accounts Payable.

61. The statement of cash flows reports cash flows from:
a) Operating, investing, and financing activities

b) Operating and investing activities only

c¢) Operating and financing activities only

d) Investing and financing activities only

Answer: a) Operating, investing, and financing activities

Explanation: The statement of cash flows reports cash flows from operating
activities (such as sales and expenses), investing activities (such as buying and
selling assets), and financing activities (such as borrowing and repaying loans).

62. Which of the following represents the correct order of financial
statement preparation?

a) Income statement, statement of retained earnings, balance sheet
b) Income statement, balance sheet, statement of retained earnings
c) Balance sheet, income statement, statement of retained earnings

d) Statement of retained earnings, income statement, balance sheet
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Answer: b) Income statement, balance sheet, statement of retained earnings

Explanation: The correct order of financial statement preparation is income
statement, followed by balance sheet, and then statement of retained earnings.

63. Closing entries are made:

a) At the beginning of the accounting period
b) Throughout the accounting period

c) At the end of the accounting period

d) Annually

Answer: ¢) At the end of the accounting period

Explanation: Closing entries are made at the end of the accounting period to
transfer balances from temporary accounts to permanent accounts and prepare
the accounts for the next period.

64. The balance sheet reports:

a) Revenues and expenses for a period

b) Cash flows from operating, investing, and financing activities
c) Assets, liabilities, and equity at a specific point in time

d) Changes in retained earnings over a period

Answer: c¢) Assets, liabilities, and equity at a specific point in time

Explanation: The balance sheet reports a company's financial position at a
specific point in time, showing its assets, liabilities, and equity.

65. A contra account is used to:

a) Record transactions that do not fit into regular account categories
b) Offset the balance of a related account

c) Keep track of transactions for a specific project or purpose

d) Correct errors made in recording transactions

Answer: b) Offset the balance of a related account



(§360DgITMG

Digital Transformation | Management

Explanation: A contra account is used to offset the balance of a related account
and represents a reduction in the value of the related account.

66. Which of the following is NOT an example of a contra account?
a) Accumulated depreciation

b) Allowance for doubtful accounts

c) Prepaid expenses

d) Discount on bonds payable

Answer: c¢) Prepaid expenses

Explanation: Prepaid expenses are not contra accounts; they represent assets
that have been paid for in advance.

67. Which financial statement provides a summary of a company's
revenues and expenses over a period?

a) Income statement

b) Balance sheet

c¢) Statement of cash flows

d) Statement of retained earnings
Answer: a) Income statement

Explanation: The income statement summarizes a company's revenues and
expenses over a specific period, resulting in the calculation of net income or net
loss.

68. The journal entry to record depreciation expense includes:
a) Debit to Accumulated Depreciation

b) Credit to Accumulated Depreciation

c) Debit to Depreciation Expense

d) Credit to Depreciation Expense

Answer: c¢) Debit to Depreciation Expense
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Explanation: Depreciation expense is recorded with a debit to Depreciation
Expense and a credit to Accumulated Depreciation.

69. Accrued expenses are recorded as:
a) Assets

b) Liabilities

c¢) Equity

d) Revenue

Answer: b) Liabilities

Explanation: Accrued expenses represent expenses incurred but not yet paid or
recorded, and are recorded as liabilities until they are paid.

70. The closing entry process involves:

a) Transferring balances from temporary accounts to permanent accounts

b) Transferring balances from permanent accounts to temporary accounts

¢) Adjusting entries to correct errors made during the accounting period

d) Recording transactions that occurred after the end of the accounting period

Answer: a) Transferring balances from temporary accounts to permanent
accounts

Explanation: The closing entry process involves transferring balances from
temporary accounts (revenue, expense, and withdrawals) to permanent accounts
(asset, liability, and equity) to prepare the accounts for the next accounting
period.

71. The accounting cycle typically begins with:
a) Preparing financial statements

b) Journalizing transactions

c) Posting transactions to the ledge

d) Analyzing financial ratios
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Answer: b) Journalizing transactions

Explanation: The accounting cycle typically begins with journalizing
transactions, where business transactions are recorded in the journal in
chronological order.

72. Which financial statement reports the company's revenues and
expenses over a period?

a) Balance sheet

b) Income statement

c¢) Statement of cash flows

d) Statement of retained earnings
Answer: b) Income statement

Explanation: The income statement reports a company's revenues and expenses
over a specific period, resulting in the calculation of net income or net loss.

73. Which of the following is NOT a type of account?
a) Asset

b) Liability

c) Debit

d) Equity

Answer: ¢) Debit

Explanation: Debit is not a type of account but rather a method used to record
the left side of an accounting entry.

74. Which financial statement shows the changes in equity for a specific
period?

a) Balance sheet
b) Income statement

c) Statement of cash flows
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d) Statement of retained earnings
Answer: d) Statement of retained earnings

Explanation: The statement of retained earnings shows the changes in equity
over a period, including net income or loss, dividends, and adjustments.

75. Accrual accounting records revenue:

a) When cash is received

b) When the product is sold or service is performed

c) When expenses are incurred

d) When accounts receivable are collected

Answer: b) When the product is sold or service 1s performed

Explanation: Accrual accounting records revenue when it is earned, regardless
of when cash is received, based on the matching principle.

76. Financial ratio analysis involves:

a) Comparing absolute values of financial data

b) Analyzing the relationship between different financial variables

c¢) Calculating the total value of assets

d) Recording transactions in the journal

Answer: b) Analyzing the relationship between different financial variables

Explanation: Financial ratio analysis involves examining the relationships
between various financial variables to assess the financial performance and
health of a company.

77. Liquidity ratios measure a company's:
a) Ability to generate profit

b) Ability to meet short-term obligations

c) Efficiency in using its assets

d) Ability to pay long-term debts



(360DigiTMG

Digital Transformation | Management

Answer: b) Ability to meet short-term obligations

Explanation: Liquidity ratios assess a company's ability to meet its short-term
obligations using its current assets.

78. The current ratio is calculated as:

a) Current assets divided by current liabilities

b) Current liabilities divided by current assets

c) Total assets divided by total liabilities

d) Total liabilities divided by total assets

Answer: a) Current assets divided by current liabilities

Explanation: The current ratio measures the ability of a company to pay its
short-term obligations using its current assets, calculated as current assets
divided by current liabilities.

79. A current ratio of 2.5 means:

a) The company has $2.50 in current assets for every $1 in current liabilities
b) The company has $1 in current assets for every $2.50 in current liabilities
c) The company's current assets are 2.5 times its current liabilities

d) The company's current liabilities are 2.5 times its current assets

Answer: ¢) The company's current assets are 2.5 times its current liabilities

Explanation: A current ratio of 2.5 indicates that the company's current assets
are 2.5 times its current liabilities.

80. A quick ratio excludes:
a) Cash and cash equivalents
b) Accounts receivable

c¢) Inventory

d) Prepaid expenses

Answer: c¢) Inventory
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Explanation: The quick ratio excludes inventory from current assets in its
calculation, as it may not be easily convertible to cash in the short term.

81. Turnover ratios measure a company's:
a) Ability to generate profit

b) Ability to meet short-term obligations

c) Efficiency in using its assets

d) Ability to pay long-term debts

Answer: ¢) Efficiency in using its assets

Explanation: Turnover ratios assess how efficiently a company uses its assets to
generate sales or revenue.

82. The inventory turnover ratio is calculated as:

a) Cost of goods sold divided by average inventory

b) Average inventory divided by cost of goods sold

c) Sales divided by average inventory

d) Average inventory divided by sales

Answer: a) Cost of goods sold divided by average inventory

Explanation: The inventory turnover ratio measures how many times a
company's inventory is sold and replaced over a period, calculated as cost of
goods sold divided by average inventory.

83. A higher inventory turnover ratio indicates:
a) Better inventory management

b) Poor inventory management

c¢) Higher profitability

d) Lower profitability

Answer: a) Better inventory management
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Explanation: A higher inventory turnover ratio indicates that a company is
selling its inventory more frequently, suggesting efficient inventory
management.

84. Profitability ratios measure a company's:

a) Ability to generate profit relative to its assets, equity, or sales

b) Ability to meet short-term obligations

c) Efficiency in using its assets

d) Ability to pay long-term debts

Answer: a) Ability to generate profit relative to its assets, equity, or sales

Explanation: Profitability ratios assess a company's ability to generate profit
relative to various financial variables such as assets, equity, or sales.

85. The return on assets (ROA) ratio is calculated as:
a) Net income divided by total assets

b) Total assets divided by net income

c) Net income divided by total equity

d) Total equity divided by net income

Answer: a) Net income divided by total assets

Explanation: The return on assets (ROA) ratio measures a company's ability to
generate profit from its assets, calculated as net income divided by total assets.

86. A higher return on assets (ROA) ratio indicates:
a) Lower profitability

b) Higher profitability

c) Lower asset utilization

d) Higher asset utilization

Answer: b) Higher profitability
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Explanation: A higher return on assets (ROA) ratio indicates that a company is
more efficient in generating profit from its assets.

87. Proprietary ratios measure a company's:
a) Ability to generate profit

b) Ability to meet short-term obligations

c) Efficiency in using its assets

d) Reliance on equity financing

Answer: d) Reliance on equity financing

Explanation: Proprietary ratios assess a company's reliance on equity financing
compared to debt financing.

88. The debt-to-equity ratio is calculated as:
a) Total debt divided by total equity

b) Total equity divided by total debt

c) Total assets divided by total equity

d) Total equity divided by total assets

Answer: a) Total debt divided by total equity

Explanation: The debt-to-equity ratio measures the proportion of a company's
financing that comes from debt relative to equity, calculated as total debt
divided by total equity.

89. A debt-to-equity ratio of 0.8 means:

a) The company has 0.8 times more debt than equity
b) The company has 0.8 times more equity than debt
c) The company's debt is 80% of its equity

d) The company's equity is 80% of its debt

Answer: ¢) The company's debt is 80% of its equity
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Explanation: A debt-to-equity ratio of 0.8 indicates that the company's debt is
80% of its equity.

90. Solvency ratios measure a company's:

a) Ability to generate profit

b) Ability to meet short-term obligations

c) Ability to cover long-term obligations

d) Reliance on equity financing

Answer: c¢) Ability to cover long-term obligations

Explanation: Solvency ratios assess a company's ability to cover its long-term
obligations using its assets.

91. The debt ratio is calculated as:

a) Total debt divided by total assets

b) Total assets divided by total debt

c) Total debt divided by total equity

d) Total equity divided by total debt
Answer: a) Total debt divided by total assets

Explanation: The debt ratio measures the proportion of a company's assets that
are financed by debt, calculated as total debt divided by total assets.

92. A debt ratio of 0.6 means:

a) The company's debt is 60% of its assets

b) The company's assets are 60% of its debt

c) The company's debt is 60% of its equity

d) The company's equity is 60% of its debt
Answer: a) The company's debt is 60% of its assets

Explanation: A debt ratio of 0.6 indicates that the company's debt is 60% of its
assets.
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93. Leverage ratios measure a company's:
a) Ability to generate profit

b) Ability to meet short-term obligations

c¢) Use of debt financing

d) Reliance on equity financing

Answer: c¢) Use of debt financing

Explanation: Leverage ratios assess a company's use of debt financing relative
to equity financing.

94. The debt-to-total-assets ratio is calculated as:
a) Total debt divided by total assets

b) Total assets divided by total debt

c) Total debt divided by total equity

d) Total equity divided by total debt

Answer: a) Total debt divided by total assets

Explanation: The debt-to-total-assets ratio measures the proportion of a
company's assets that are financed by debt, calculated as total debt divided by
total assets.

95. A higher debt-to-total-assets ratio indicates:
a) Lower financial risk

b) Higher financial risk

c) Lower profitability

d) Higher profitability

Answer: b) Higher financial risk

Explanation: A higher debt-to-total-assets ratio indicates that a larger portion of
a company's assets is financed by debt, increasing its financial risk.
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96. Which of the following is NOT a type of liquidity ratio?
a) Current ratio

b) Quick ratio

c) Debt-to-equity ratio

d) Cash ratio

Answer: ¢) Debt-to-equity ratio

Explanation: Liquidity ratios measure a company's ability to meet its short-term
obligations, while the debt-to-equity ratio measures the proportion of debt
financing relative to equity financing.

97. The acid-test ratio is also known as the:
a) Quick ratio

b) Current ratio

c¢) Inventory turnover ratio

d) Debt ratio

Answer: a) Quick ratio

Explanation: The acid-test ratio, or quick ratio, measures a company's ability to
meet its short-term obligations using its most liquid assets.

98. Which of the following is NOT a profitability ratio?
a) Return on assets (ROA)

b) Return on equity (ROE)

c¢) Gross profit margin

d) Inventory turnover ratio

Answer: d) Inventory turnover ratio

Explanation: Profitability ratios measure a company's ability to generate profit
relative to various financial variables, while the inventory turnover ratio
measures efficiency in inventory management.



HR ®
(*y 360DigiTMG
Digital Transformation | Management | Governance

99. The return on equity (ROE) ratio is calculated as:
a) Net income divided by total assets

b) Net income divided by total equity

c) Total equity divided by net income

d) Total assets divided by net income

Answer: b) Net income divided by total equity

Explanation: The return on equity (ROE) ratio measures a company's ability to
generate profit relative to its equity, calculated as net income divided by total
equity.

100. A higher return on equity (ROE) ratio indicates:
a) Lower profitability

b) Higher profitability

c) Lower asset utilization

d) Higher asset utilization

Answer: b) Higher profitability

Explanation: A higher return on equity (ROE) ratio indicates that a company is
more efficient in generating profit from its equity.

101. The debt-to-assets ratio measures:

a) The proportion of debt financing relative to equity financing

b) The proportion of a company's assets that are financed by debt

c) The proportion of a company's assets that are financed by equity

d) The proportion of equity financing relative to debt financing

Answer: b) The proportion of a company's assets that are financed by debt

Explanation: The debt-to-assets ratio measures the proportion of a company's
assets that are financed by debt, calculated as total debt divided by total assets.

102. A debt-to-assets ratio of 0.4 indicates that:
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a) The company's debt is 40% of its assets

b) The company's assets are 40% of its debt

c) The company's debt is 40% of its equity

d) The company's equity is 40% of its debt
Answer: a) The company's debt is 40% of its assets

Explanation: A debt-to-assets ratio of 0.4 indicates that the company's debt is
40% of its assets.

103. The proprietary ratio measures:

a) The proportion of debt financing relative to equity financing

b) The proportion of equity financing relative to debt financing

c) The proportion of a company's assets that are financed by equity

d) The proportion of a company's equity that is financed by assets

Answer: ¢) The proportion of a company's assets that are financed by equity

Explanation: The proprietary ratio measures the proportion of a company's
assets that are financed by equity, calculated as equity divided by assets.

104. A higher proprietary ratio indicates:

a) Lower reliance on equity financing

b) Higher reliance on equity financing

c) Lower profitability

d) Higher profitability

Answer: b) Higher reliance on equity financing

Explanation: A higher proprietary ratio indicates that a larger portion of a
company's assets is financed by equity.

105. The times interest earned (TIE) ratio measures:

a) A company's ability to generate profit relative to its interest expense
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b) A company's ability to meet its short-term obligations

¢) A company's efficiency in using its assets

d) A company's reliance on equity financing

Answer: a) A company's ability to generate profit relative to its interest expense

Explanation: The times interest earned (TIE) ratio measures a company's ability
to cover its interest expense using its operating income.

106. A higher times interest earned (TIE) ratio indicates:
a) Lower profitability

b) Higher profitability

c¢) Higher financial risk

d) Lower financial risk

Answer: b) Higher profitability

Explanation: A higher times interest earned (TIE) ratio indicates that a company
has more operating income available to cover its interest expense, suggesting
higher profitability.

107. The fixed charge coverage ratio includes:
a) Interest expense and preferred dividends

b) Interest expense and lease payments

c) Interest expense and taxes

d) Interest expense and operating expenses
Answer: b) Interest expense and lease payments

Explanation: The fixed charge coverage ratio measures a company's ability to
cover its fixed charges, including interest expense and lease payments, using its
earnings before interest and taxes (EBIT).

108. A higher fixed charge coverage ratio indicates:

a) Lower financial risk
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b) Higher financial risk

c) Lower profitability

d) Higher profitability

Answer: a) Lower financial risk

Explanation: A higher fixed charge coverage ratio indicates that a company has
more earnings available to cover its fixed charges, suggesting lower financial
risk.

109. The receivables turnover ratio measures:

a) The efficiency of a company in collecting its accounts receivable

b) The efficiency of a company in managing its inventory

c) The efficiency of a company in generating sales from its fixed assets

d) The efficiency of a company in using its assets to generate profit

Answer: a) The efficiency of a company in collecting its accounts receivable

Explanation: The receivables turnover ratio measures how efficiently a
company collects its accounts receivable, calculated as sales divided by average
accounts receivable.

110. A higher receivables turnover ratio indicates:

a) Lower efficiency in collecting accounts receivable

b) Higher efficiency in collecting accounts receivable

c) Lower profitability

d) Higher profitability

Answer: b) Higher efficiency in collecting accounts receivable

Explanation: A higher receivables turnover ratio indicates that a company
collects its accounts receivable more quickly, suggesting higher efficiency.

111. The inventory turnover ratio measures:

a) The efficiency of a company in collecting its accounts receivable
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b) The efficiency of a company in managing its inventory

c¢) The efficiency of a company in generating sales from its fixed assets
d) The efficiency of a company in using its assets to generate profit
Answer: b) The efficiency of a company in managing its inventory

Explanation: The inventory turnover ratio measures how efficiently a company
manages its inventory, calculated as cost of goods sold divided by average
inventory.

112. A higher inventory turnover ratio indicates:
a) Lower efficiency in managing inventory

b) Higher efficiency in managing inventory

c) Lower profitability

d) Higher profitability

Answer: b) Higher efficiency in managing inventory

Explanation: A higher inventory turnover ratio indicates that a company sells its
inventory more quickly, suggesting higher efficiency.

113. The fixed asset turnover ratio measures:

a) The efficiency of a company in collecting its accounts receivable

b) The efficiency of a company in managing its inventory

c¢) The efficiency of a company in generating sales from its fixed assets

d) The efficiency of a company in using its assets to generate profit

Answer: c¢) The efficiency of a company in generating sales from its fixed assets

Explanation: The fixed asset turnover ratio measures how efficiently a company
generates sales from its fixed assets, calculated as sales divided by average fixed
assets.

114. A higher fixed asset turnover ratio indicates:

a) Lower efficiency in generating sales from fixed assets
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b) Higher efficiency in generating sales from fixed assets

c) Lower profitability

d) Higher profitability

Answer: b) Higher efficiency in generating sales from fixed assets

Explanation: A higher fixed asset turnover ratio indicates that a company
generates more sales from its fixed assets, suggesting higher efficiency.

115. The price-to-earnings (P/E) ratio measures:

a) A company's ability to generate profit from its assets

b) A company's ability to meet its short-term obligations

c) The market's assessment of a company's future earnings potential

d) The market's assessment of a company's financial leverage

Answer: ¢) The market's assessment of a company's future earnings potential

Explanation: The price-to-earnings (P/E) ratio measures the market's assessment
of a company's future earnings potential relative to its current earnings.

116. The debt-to-capital ratio measures:

a) The proportion of debt financing relative to equity financing

b) The proportion of a company's assets that are financed by debt

c¢) The proportion of a company's capital that is financed by debt

d) The proportion of equity financing relative to debt financing

Answer: ¢) The proportion of a company's capital that is financed by debt

Explanation: The debt-to-capital ratio is a financial metric that indicates the
percentage of a company's capital (total equity and debt) that comes from debt.
It is calculated as total debt divided by total capital (total debt plus total equity).

117. A higher debt-to-capital ratio indicates:
a) Lower reliance on debt financing

b) Higher reliance on debt financing
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c) Lower financial risk
d) Higher financial risk
Answer: d) Higher financial risk

Explanation: A higher debt-to-capital ratio means that a larger proportion of the
company's capital structure is financed by debt. This indicates a higher reliance
on debt financing and typically suggests higher financial risk because of the
obligation to make interest payments and repay the principal.

118. The gross profit margin ratio measures:

a) A company's ability to generate profit from its sales

b) A company's ability to cover its fixed charges

c) A company's ability to meet its short-term obligations

d) A company's efficiency in managing its inventory

Answer: a) A company's ability to generate profit from its sales

Explanation: The gross profit margin ratio is calculated as gross profit divided
by net sales. It measures how efficiently a company is producing its goods or
services relative to its sales.

119. A higher gross profit margin indicates:
a) Lower profitability

b) Higher profitability

c) Lower asset utilization

d) Higher asset utilization

Answer: b) Higher profitability

Explanation: A higher gross profit margin means the company retains more
profit from each dollar of sales, indicating better profitability before accounting
for other expenses like operating expenses, interest, and taxes.

120. The operating profit margin ratio is calculated as:

a) Operating income divided by net sales
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b) Net income divided by net sales

c) Net sales divided by operating income

d) Operating income divided by total assets
Answer: a) Operating income divided by net sales

Explanation: The operating profit margin ratio measures how much profit a
company makes from its operations, excluding interest and taxes, relative to its
net sales. It is calculated as operating income divided by net sales.

121. A higher operating profit margin indicates:
a) Lower profitability

b) Higher profitability

c) Lower asset utilization

d) Higher asset utilization

Answer: b) Higher profitability

Explanation: A higher operating profit margin shows that a company is more
efficient at converting sales into operating profit, indicating better profitability
from its core business operations.

122. The net profit margin ratio measures:

a) A company's ability to generate profit from its sales

b) A company's ability to meet its short-term obligations

c) A company's efficiency in managing its inventory

d) A company's reliance on debt financing

Answer: a) A company's ability to generate profit from its sales

Explanation: The net profit margin ratio is calculated as net income divided by
net sales. It measures the overall profitability of a company after all expenses,
including taxes and interest, have been deducted from total revenue.

123. A higher net profit margin indicates:
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a) Lower profitability

b) Higher profitability

c) Lower asset utilization

d) Higher asset utilization
Answer: b) Higher profitability

Explanation: A higher net profit margin indicates that a company is more
effective at converting sales into actual profit, reflecting better overall
profitability.

124. The return on investment (ROI) ratio measures:

a) A company's ability to generate profit from its assets

b) A company's ability to meet its short-term obligations

c) A company's efficiency in managing its inventory

d) A company's reliance on debt financing

Answer: a) A company's ability to generate profit from its assets

Explanation: ROI is calculated as net profit divided by the total investment (or
sometimes total assets). It measures how effectively a company uses its assets to
generate profit.

125. A higher return on investment (ROI) ratio indicates:
a) Lower profitability

b) Higher profitability

c) Lower asset utilization

d) Higher asset utilization

Answer: b) Higher profitability

Explanation: A higher ROI means that the company is generating more profit
per dollar of investment, indicating better profitability and efficiency in using its
invested capital.



