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1. Which of the following documents does not require
accounting entries?
A. Invoice
B. Cash receipt
C. Purchase order
D. Journal entry

2. What is the purpose of the Emerging Issues Task Force
statements (EITF)?
A. To develop accounting standards and interpretations
B. To evaluate responses and issue final statements
C. To reach consensus on accounting for new and unusual

financial transactions
D. To communicate audit guidance to the public

3. How does a well-designed system of documentation benefit
financial records?
A. It speeds up transaction processing
B. It reduces the need for audits
C. It enhances the reliability of financial records
D. It eliminates all human errors

4. What did the AICPA establish in 1939 to address
accounting issues?
A. Committee on Financial Reporting (CFR)
B. Committee on Accounting Procedure (CAP)
C. Accounting Standards Board (ASB)
D. Financial Reporting Council (FRC)

5. What oversight responsibility does the SEC have over
registered companies?
A. To approve their financial budgets annually
B. To verify their marketing strategies
C. To ensure compliance with GAAP
D. To assess their stock performance quarterly
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6. What is a primary reason that nonfinancial measurements
are valuable in managing a company?
A. They enhance revenue growth
B. They reveal customer satisfaction levels
C. They reduce operational costs
D. They limit corporate risk

7. What does accrual basis accounting ensure regarding
financial statement events?
A. Events are recorded only during cash transactions
B. Events are recorded when they occur, not when cash is

exchanged
C. Events are recorded at the end of each fiscal year
D. Events are recorded based on estimated cash flows

8. What is meant by "capital adequacy" in banking?
A. A measure of the quality of a bank's assets
B. A measure of a bank's capital in relation to its risks
C. A guideline for loan-to-value ratios
D. A strategy to attract investors

9. Which accounting body issues bulletins to address a variety
of accounting problems?
A. Financial Accounting Standards Board (FASB)
B. Committee on Accounting Procedure (CAP)
C. American Institute of Certified Public Accountants (AICPA)
D. Accounting Principles Board (APB)

10. Which organization is responsible for overseeing the
FDIC?
A. The Department of Treasury
B. The Federal Reserve
C. The Financial Stability Oversight Council
D. No overarching organization; the FDIC acts independently
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Answers
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1. C
2. C
3. C
4. B
5. C
6. B
7. B
8. B
9. B
10. D
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Explanations
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1. Which of the following documents does not require
accounting entries?
A. Invoice
B. Cash receipt
C. Purchase order
D. Journal entry

A purchase order is primarily an internal document used to request the purchase of
goods or services. It outlines the details of the order but does not itself involve any
financial transactions that require an immediate accounting entry. Instead, it serves as a
basis for generating future entries when the goods or services are received and an
invoice is issued.   In contrast, invoices and cash receipts directly relate to financial
transactions and necessitate accounting entries to record the revenue or expense.
Journal entries also require accounting entries as they are used to formally record
transactions in the accounting system. Therefore, the purchase order stands out as the
document that does not require accounting entries at the time it is created.

2. What is the purpose of the Emerging Issues Task Force
statements (EITF)?
A. To develop accounting standards and interpretations
B. To evaluate responses and issue final statements
C. To reach consensus on accounting for new and unusual

financial transactions
D. To communicate audit guidance to the public

The Emerging Issues Task Force (EITF) was established to address and reach consensus
on accounting issues that arise in practice, particularly those that are new or unusual in
nature. Its primary purpose is to consider emerging financial reporting issues and
provide guidance to ensure consistency in accounting practices. By arriving at a
consensus on how to account for these transactions, the EITF helps to prevent
discrepancies and enhances the clarity and reliability of financial reporting.  Consensus
reached by the EITF often leads to the issuance of statements that address specific
issues, allowing financial statement preparers to have clear guidance on how to report
transactions that may not be fully addressed by existing accounting standards. This
process is vital as it supports timely resolution of issues that could affect investors,
auditors, and other users of financial statements.
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3. How does a well-designed system of documentation benefit
financial records?
A. It speeds up transaction processing
B. It reduces the need for audits
C. It enhances the reliability of financial records
D. It eliminates all human errors

A well-designed system of documentation plays a crucial role in enhancing the reliability
of financial records. Such a system establishes clear and consistent procedures for
recording, maintaining, and organizing financial information. This consistency ensures
that records are accurate, up-to-date, and easily traceable, which is vital for stakeholders
who rely on this information for decision-making.  Reliable financial records result in
improved confidence from shareholders, regulatory bodies, and auditors. When financial
documentation is thorough, it provides an essential trail of evidence that can
substantiate transactions and financial positions. This reduces the risk of misstatements
and increases the transparency of the organization's financial practices.  While it may
also speed up transaction processing and support audit efficiency, the primary benefit
lies in its ability to ensure accuracy and trustworthiness of the records themselves. The
assertion that it eliminates all human errors is overly optimistic, as while good
documentation can help minimize mistakes, it cannot completely eradicate them. Thus,
the most significant impact of effective documentation is the enhancement of reliability
in financial records.

4. What did the AICPA establish in 1939 to address
accounting issues?
A. Committee on Financial Reporting (CFR)
B. Committee on Accounting Procedure (CAP)
C. Accounting Standards Board (ASB)
D. Financial Reporting Council (FRC)

The correct answer is the Committee on Accounting Procedure (CAP), which was
established by the AICPA in 1939 specifically to address emerging accounting issues. The
creation of CAP marked a significant step in the development of a structured approach to
identifying and resolving accounting problems. By focusing on the need for authoritative
guidance during a time of growing complexity in business transactions, CAP laid the
groundwork for future standard-setting efforts, ultimately leading towards the
establishment of more formal accounting standards.  While alternatives such as financial
reporting councils and standards boards are associated with accounting principles and
practices, they were created at different times and with different mandates. The
Committee on Financial Reporting was not established by the AICPA, nor did it play the
historical role that CAP did during its inception. The Accounting Standards Board,
although important in the context of accounting standards, was formed later in 1959 and
had a different focus than that of the CAP. Lastly, the Financial Reporting Council is a
UK-based entity and not directly involved with the AICPA’s initiatives in the United
States. Thus, understanding CAP's historical context showcases its pivotal role in shaping
accounting procedures as we know them today.
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5. What oversight responsibility does the SEC have over
registered companies?
A. To approve their financial budgets annually
B. To verify their marketing strategies
C. To ensure compliance with GAAP
D. To assess their stock performance quarterly

The correct answer emphasizes the SEC's role in ensuring that registered companies
comply with Generally Accepted Accounting Principles (GAAP). This is crucial because
GAAP provides the framework for financial reporting and ensures transparency,
consistency, and comparability of financial statements. The SEC requires publicly-traded
companies to follow these accounting standards to protect investors by promoting fair
and accurate financial reporting.  When companies adhere to GAAP, it helps maintain the
integrity of the financial markets, fostering investor confidence. The SEC's enforcement
of these standards means that companies must present their financial situations
accurately and clearly, reducing the risk of scandals and financial inaccuracies that can
negatively affect investors and the market.  By not focusing on the other options, we can
see that the oversight responsibility of the SEC primarily revolves around financial
reporting and compliance rather than the other areas mentioned. This highlights the
SEC's commitment to safeguarding investors and maintaining trust in the financial
system.

6. What is a primary reason that nonfinancial measurements
are valuable in managing a company?
A. They enhance revenue growth
B. They reveal customer satisfaction levels
C. They reduce operational costs
D. They limit corporate risk

Nonfinancial measurements are valuable in managing a company primarily because they
reveal customer satisfaction levels. Understanding how customers feel about a company's
products or services is pivotal to long-term success. High levels of customer satisfaction
often correlate with repeat business, customer loyalty, and positive word-of-mouth, all of
which can drive revenue growth. Furthermore, insights into customer satisfaction can
inform product development, service enhancements, and overall business strategies,
allowing companies to adapt to market needs and improve competitive positioning. 
While enhancing revenue growth, reducing operational costs, and limiting corporate risk
are all important aspects of business management, they often stem from insights gained
through nonfinancial metrics. These metrics can guide companies in making informed
decisions that indirectly lead to improvements in profitability and risk management.
However, the direct connection between nonfinancial measurements and customer
satisfaction provides a foundational element for achieving broader business objectives.
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7. What does accrual basis accounting ensure regarding
financial statement events?
A. Events are recorded only during cash transactions
B. Events are recorded when they occur, not when cash is

exchanged
C. Events are recorded at the end of each fiscal year
D. Events are recorded based on estimated cash flows

Accrual basis accounting is a fundamental principle that dictates the timing of when
financial transactions and events are recognized in the financial statements. The essence
of this method is that it requires transactions to be recorded as they occur, regardless of
when the actual cash flow happens.   This means that revenue is recognized when it is
earned (for example, when goods are delivered or services are rendered) and expenses
are recognized when they are incurred (when obligations arise to pay for goods or
services), not when the cash is exchanged. This approach provides a more accurate
picture of a company’s financial position and performance during a given accounting
period, allowing stakeholders to see the economic events that have occurred, even if the
cash hasn't yet changed hands.  For instance, if a company provides a service in
December but does not receive payment until January, under the accrual basis of
accounting, the company would still recognize the revenue in December. This principle is
crucial for businesses because it aligns income and expenses with the period in which
they relate, which aids in better financial analysis and decision-making.

8. What is meant by "capital adequacy" in banking?
A. A measure of the quality of a bank's assets
B. A measure of a bank's capital in relation to its risks
C. A guideline for loan-to-value ratios
D. A strategy to attract investors

"Capital adequacy" refers to the capacity of a bank to maintain sufficient capital reserves
to absorb potential losses while still meeting its obligations to depositors and other
creditors. It is essentially a measure that assesses a bank's capital in relation to the risks
it assumes through its lending and investment activities. This concept plays a crucial role
in ensuring the stability of the banking system, as it helps safeguard against insolvency
by requiring banks to maintain a minimum level of capital based on the risks they are
exposed to.  The calculation of capital adequacy usually involves comparing the bank's
capital—its equity and retained earnings—to its risk-weighted assets, which represent the
various levels of risk associated with each type of asset on the balance sheet. A higher
capital adequacy ratio indicates a better buffer against potential losses, thus reflecting
the bank's financial health and its ability to withstand adverse economic conditions.  In
contrast, measures of asset quality pertain to the performance and risk of the bank's
assets, guidelines for loan-to-value ratios focus on lending practices, and strategies to
attract investors involve broader financial strategies and do not specifically relate to the
requirements placed on banks concerning their capital levels.
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9. Which accounting body issues bulletins to address a variety
of accounting problems?
A. Financial Accounting Standards Board (FASB)
B. Committee on Accounting Procedure (CAP)
C. American Institute of Certified Public Accountants (AICPA)
D. Accounting Principles Board (APB)

The Committee on Accounting Procedure (CAP) is recognized for issuing bulletins that
specifically address various problems in accounting. Established in the early 1950s, CAP
was tasked with providing guidance and clarification on accounting issues as they arose,
making it a crucial body for practitioners seeking direction in the application of
accounting principles.   The bulletins produced by CAP were designed to provide timely
responses to emerging accounting issues that were not adequately covered by existing
standards, which is why it played an important role in the development of practical
accounting solutions for real-world scenarios. While other bodies like the Financial
Accounting Standards Board (FASB) and the American Institute of Certified Public
Accountants (AICPA) also contribute significantly to the field of accounting, CAP
specifically focused on the operational aspects by issuing bulletins to help accountants
navigate complex situations effectively.

10. Which organization is responsible for overseeing the
FDIC?
A. The Department of Treasury
B. The Federal Reserve
C. The Financial Stability Oversight Council
D. No overarching organization; the FDIC acts independently

The Federal Deposit Insurance Corporation (FDIC) operates independently and does not
fall under the supervision of any overarching organization. This independence is
essential for maintaining the integrity and effectiveness of its mission, which includes
insuring deposits, protecting depositors, and promoting the stability of the financial
system.  While the Department of Treasury and the Federal Reserve play significant roles
in the financial system, they do not oversee the FDIC. The department is involved in
broader financial policy and regulation, while the Federal Reserve focuses on monetary
policy and bank regulation, but neither directly oversees the operations of the FDIC. The
Financial Stability Oversight Council, composed of various financial regulators, monitors
systemic risk but does not have oversight authority over the FDIC.   Thus, the FDIC acts
independently to ensure it can fulfill its responsibilities without external pressures that
might compromise its mission. This independence provides confidence to depositors and
helps maintain stability in the banking system.
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