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IntroductionIntroduction
Preparing for a certification exam can feel overwhelming, but with the
right tools, it becomes an opportunity to build confidence, sharpen your
skills, and move one step closer to your goals. At Examzify, we believe
that effective exam preparation isn’t just about memorization, it’s about
understanding the material, identifying knowledge gaps, and building
the test-taking strategies that lead to success.

This guide was designed to help you do exactly that.

Whether you’re preparing for a licensing exam, professional
certification, or entry-level qualification, this book offers structured
practice to reinforce key concepts. You’ll find a wide range of
multiple-choice questions, each followed by clear explanations to help
you understand not just the right answer, but why it’s correct.

The content in this guide is based on real-world exam objectives and
aligned with the types of questions and topics commonly found on
official tests. It’s ideal for learners who want to:

• Practice answering questions under realistic conditions,
• Improve accuracy and speed,
• Review explanations to strengthen weak areas, and
• Approach the exam with greater confidence.

We recommend using this book not as a stand-alone study tool, but
alongside other resources like flashcards, textbooks, or hands-on
training. For best results, we recommend working through each
question, reflecting on the explanation provided, and revisiting the
topics that challenge you most.

Remember: successful test preparation isn’t about getting every question
right the first time, it’s about learning from your mistakes and improving
over time. Stay focused, trust the process, and know that every page you
turn brings you closer to success.

Let’s begin.
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How to Use This GuideHow to Use This Guide
This guide is designed to help you study more effectively and approach
your exam with confidence. Whether you're reviewing for the first time
or doing a final refresh, here’s how to get the most out of your Examzify
study guide:
1. Start with a Diagnostic Review

Skim through the questions to get a sense of what you know and what
you need to focus on. Your goal is to identify knowledge gaps early.
2. Study in Short, Focused Sessions

Break your study time into manageable blocks (e.g. 30 – 45 minutes).
Review a handful of questions, reflect on the explanations.
3. Learn from the Explanations

After answering a question, always read the explanation, even if you got
it right. It reinforces key points, corrects misunderstandings, and
teaches subtle distinctions between similar answers.
4. Track Your Progress

Use bookmarks or notes (if reading digitally) to mark difficult questions.
Revisit these regularly and track improvements over time.
5. Simulate the Real Exam

Once you're comfortable, try taking a full set of questions without
pausing. Set a timer and simulate test-day conditions to build confidence
and time management skills.
6. Repeat and Review

Don’t just study once, repetition builds retention. Re-attempt questions
after a few days and revisit explanations to reinforce learning. Pair this
guide with other Examzify tools like flashcards, and digital practice tests
to strengthen your preparation across formats.

There’s no single right way to study, but consistent, thoughtful effort
always wins. Use this guide flexibly, adapt the tips above to fit your pace
and learning style. You've got this!
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Questions
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1. What characterizes a significant event in accounting?
A. An event requiring no financial statement disclosure
B. An occurrence with minor effects on financials
C. An event necessitating disclosure in financial statements
D. A routine operational event

2. What does contribution margin represent?
A. The total fixed costs of production
B. The amount remaining from sales revenues after all variable

expenses have been deducted
C. The profit margin on direct labor costs
D. The total sale price minus direct material costs

3. What element is used to assess a company's ability to pay
dividends?
A. Payout Ratio
B. Return on common stockholders' equity
C. Gross Margin Ratio
D. Asset Turnover

4. Which of the following best describes Long-term
Investments?
A. Investments solely in real estate
B. Only stocks owned for more than a year
C. Investments held for more than one year
D. All types of financial instruments without time consideration

5. What does the Asset Turnover ratio reflect?
A. Net income relative to total assets
B. Net sales divided by average total assets
C. Cash dividends compared to earnings per share
D. Gross profit relative to sales
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6. When a business reports lower costs than anticipated, what
type of variance is this categorized as?
A. Favorable variance
B. Unfavorable variance
C. Neutral variance
D. Extraneous variance

7. In variance analysis, which of the following would be a
potential action following the identification of an unfavorable
variance?
A. Increase fixed budgets to match actual spending
B. Implement cost control measures
C. Ignore the variance as insignificant
D. Adjust revenue targets upward

8. Which statement about Units of Activity Depreciation is
true?
A. It's based on an arbitrary estimate of the asset's useful life
B. It varies based on productivity or usage
C. It guarantees full recovery of the cost in all cases
D. It is not dependent on actual unit production

9. Earnings per share (EPS) is defined by which of the
following formulas?
A. Net income / Shares outstanding
B. (Net income - Preferred dividends) / Weighted average

common shares outstanding
C. Net income + Preferred dividends / Weighted average

common shares outstanding
D. Net income / (Shares outstanding + Preferred shares)

10. What is the primary purpose of the chart of accounts?
A. To list all personnel involved in finance
B. To organize financial transactions into categories for

reporting
C. To provide guidelines for financial audits
D. To assign codes for budget allocations
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Answers
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1. C
2. B
3. A
4. C
5. B
6. A
7. B
8. B
9. B
10. B
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Explanations
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1. What characterizes a significant event in accounting?
A. An event requiring no financial statement disclosure
B. An occurrence with minor effects on financials
C. An event necessitating disclosure in financial statements
D. A routine operational event

A significant event in accounting is characterized by its requirement for disclosure in
financial statements. Such events typically have the potential to materially impact the
financial position or results of operations of an entity. This could involve various
circumstances, such as mergers, acquisitions, lawsuits, or changes in accounting
policies, all of which can provide important information to stakeholders for making
informed decisions.  The need for disclosure stems from the principle of transparency in
financial reporting. Stakeholders, including investors, creditors, and regulators, rely on
financial statements to assess the health and risks of an organization. Therefore,
significant events that could influence these assessments must be communicated clearly
to ensure that users of financial statements have a complete understanding of the
entity's situation.  In contrast, options that describe events requiring no disclosure,
occurring with minor effects, or being routine operational events do not necessitate the
same level of attention from an accounting perspective. They tend not to influence
stakeholder decisions to the same extent as significant events that necessitate
disclosure.

2. What does contribution margin represent?
A. The total fixed costs of production
B. The amount remaining from sales revenues after all variable

expenses have been deducted
C. The profit margin on direct labor costs
D. The total sale price minus direct material costs

The term contribution margin specifically indicates the amount remaining from sales
revenues after all variable expenses have been subtracted. It is a crucial figure in
cost-volume-profit analysis and represents how much revenue contributes to covering
fixed costs after all variable costs are accounted for.   Understanding contribution
margin allows businesses to evaluate how sales affect their profitability. For instance, a
higher contribution margin indicates that a company has more revenue available to cover
fixed costs and contribute to profits. This metric helps in making decisions about pricing,
budgeting, and assessing the overall financial health of a business.   The other options
focus on various aspects of cost accounting but do not accurately describe contribution
margin. Total fixed costs, for example, do not take variable costs into account, and profit
margins on direct labor or the total sale price minus direct material costs are not
relevant in defining contribution margin.

Sample study guide, visit https://peregrineaccounting.examzify.com
for the full version with hundreds of practice questions 11

SA
M

PLE



3. What element is used to assess a company's ability to pay
dividends?
A. Payout Ratio
B. Return on common stockholders' equity
C. Gross Margin Ratio
D. Asset Turnover

The payout ratio is a crucial metric used to assess a company's ability to pay dividends.
This ratio indicates the proportion of earnings a company returns to its shareholders in
the form of dividends, as opposed to retaining for reinvestment or other purposes. A
higher payout ratio suggests that a significant portion of income is being distributed to
shareholders, while a lower ratio may indicate that the company is retaining more
earnings for growth or to weather financial downturns.  Understanding the payout ratio
is essential for investors who are interested in dividend-paying stocks, as it reflects the
company's commitment to returning value to shareholders. It also provides insights into
the sustainability of those dividends; if the payout ratio is excessively high compared to
industry standards or historical trends, it may raise concerns about the company's ability
to maintain dividend payments in the future, especially if earnings fluctuate.  Other
options, such as return on common stockholders' equity, gross margin ratio, and asset
turnover, although valuable in evaluating different aspects of a company's performance,
do not directly relate to its capacity to pay dividends. The return on equity reflects
profitability and efficiency, the gross margin ratio indicates cost management in relation
to sales, and asset turnover measures how effectively a company uses assets to generate
revenue. None of these metrics provide a direct assessment of dividend

4. Which of the following best describes Long-term
Investments?
A. Investments solely in real estate
B. Only stocks owned for more than a year
C. Investments held for more than one year
D. All types of financial instruments without time consideration

Long-term investments are characterized by the duration of time they are held,
specifically investments that are intended to be held for more than one year. This
definition encompasses a wide array of investments, including stocks, bonds, real estate,
and other financial instruments, as long as the intention is to hold them for a longer
period. The focus on a one-year horizon is significant because it determines how these
investments are classified on financial statements, affecting liquidity and financial
reporting.  By defining long-term investments based solely on their holding period, this
choice captures the essence of various investment strategies where the goal is often
capital appreciation or income generation over a longer span, rather than seeking quick
returns. Other options may narrow the scope too much, incorrectly limiting the definition
of long-term investments to specific types or durations that do not universally apply.
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5. What does the Asset Turnover ratio reflect?
A. Net income relative to total assets
B. Net sales divided by average total assets
C. Cash dividends compared to earnings per share
D. Gross profit relative to sales

The Asset Turnover ratio measures how efficiently a company utilizes its assets to
generate sales. Specifically, it is calculated by dividing net sales by average total assets.
This ratio indicates how many dollars of sales are generated for each dollar of assets,
highlighting the effectiveness of asset management. A higher asset turnover ratio
suggests that a company is using its assets more efficiently to drive sales, which is a
positive indicator of operational performance.  The other options do not accurately
describe the purpose of the Asset Turnover ratio. The first option pertains to
profitability, reflecting net income relative to total assets, but does not measure sales
efficiency. The third option focuses on a comparison between cash dividends and
earnings per share, which is not related to asset utilization. The fourth option discusses
gross profit in relation to sales, which measures profitability rather than efficiency in
asset management. Thus, the choice that correctly defines the Asset Turnover ratio is the
one that captures the relationship between net sales and average total assets.

6. When a business reports lower costs than anticipated, what
type of variance is this categorized as?
A. Favorable variance
B. Unfavorable variance
C. Neutral variance
D. Extraneous variance

When a business reports lower costs than anticipated, it is recognized as a favorable
variance. This term is used in budgetary analysis to indicate that actual expenses are less
than what was planned or budgeted. Favorable variances are significant because they
suggest that the company is operating more efficiently, potentially leading to higher
profits or better financial performance than expected.   In the context of financial
management, businesses strive for favorable variances as they contribute positively to
profitability. Lower costs mean that a company can either retain more earnings or
allocate savings to other areas of the business, such as investments or growth initiatives,
thus enhancing overall financial health.   Understanding favorable variances helps
businesses assess their operational performance, control costs, and refine financial
planning processes.
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7. In variance analysis, which of the following would be a
potential action following the identification of an unfavorable
variance?
A. Increase fixed budgets to match actual spending
B. Implement cost control measures
C. Ignore the variance as insignificant
D. Adjust revenue targets upward

Implementing cost control measures is a logical and often necessary response to an
unfavorable variance. When a variance is identified as unfavorable, it indicates that
actual results have deviated negatively from what was budgeted or expected, often due to
higher costs or lower revenues.   By taking action to control costs, management can work
to realign expenses with budgetary expectations and improve overall financial
performance. This might involve analyzing the specific areas where costs are exceeding
expectations, identifying inefficiencies, or finding alternative suppliers, thereby
addressing the root causes of the unfavorable variance.  The other options presented do
not effectively address the issue. Increasing fixed budgets to match actual spending
would not resolve the inefficiencies and could lead to further problems if the unfavorable
variance stems from ongoing mismanagement of resources. Ignoring the variance as
insignificant does not provide a basis for improvement and may perpetuate unfavorable
conditions. Finally, adjusting revenue targets upward may provide a temporary
appearance of alignment but risks setting unrealistic expectations without addressing
why actual performance fell short in the first place.   Overall, implementing cost control
measures reflects a proactive approach to managing variances and ensuring the
organization remains on track financially.

8. Which statement about Units of Activity Depreciation is
true?
A. It's based on an arbitrary estimate of the asset's useful life
B. It varies based on productivity or usage
C. It guarantees full recovery of the cost in all cases
D. It is not dependent on actual unit production

The statement that Units of Activity Depreciation varies based on productivity or usage is
indeed correct. This method of depreciation takes into account the actual use of an asset
rather than a fixed time period. For example, if a piece of equipment is used more heavily
in one year than in another, the depreciation expense will reflect that increased usage.
This approach aligns the expense recognized for depreciation with the actual wear and
tear on the asset, offering a more accurate representation of an asset's consumption and
its impact on the company’s cash flow.  In contrast, other methods of depreciation, such
as straight-line or declining balance, do not adjust for actual usage and rely on
pre-established estimates of the asset's useful life and residual value. By focusing on
productivity or usage, Units of Activity Depreciation provides a clearer financial picture,
especially for assets whose utility might fluctuate based on operational factors. This
makes it particularly useful for businesses that experience varying levels of production or
demand.
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9. Earnings per share (EPS) is defined by which of the
following formulas?
A. Net income / Shares outstanding
B. (Net income - Preferred dividends) / Weighted average

common shares outstanding
C. Net income + Preferred dividends / Weighted average

common shares outstanding
D. Net income / (Shares outstanding + Preferred shares)

Earnings per share (EPS) is calculated using the formula that deducts preferred
dividends from net income before dividing by the weighted average shares of common
stock outstanding. This is because EPS is specifically meant to measure the amount of
earnings attributed to each share of common stock, which means that any dividends paid
to preferred shareholders must be subtracted first, as they are not available to common
shareholders.  The use of weighted average shares outstanding is critical in this
calculation as it accounts for any changes in the number of shares throughout the
reporting period, providing a more accurate reflection of earnings attributable to each
share. This approach ensures investors have a clear and precise understanding of the
earnings generated by each share of common equity in the company.   This methodology
is standard in financial reporting, enabling comparisons across companies and time
periods, thus maintaining consistency and comparability in financial analysis.

10. What is the primary purpose of the chart of accounts?
A. To list all personnel involved in finance
B. To organize financial transactions into categories for

reporting
C. To provide guidelines for financial audits
D. To assign codes for budget allocations

The primary purpose of the chart of accounts is to organize financial transactions into
categories for reporting. This tool provides a structured listing of all accounts that a
company uses to capture its financial transactions. By assigning specific account
numbers or codes to different categories such as assets, liabilities, equity, revenues, and
expenses, the chart of accounts facilitates accurate financial reporting and makes it
easier to track and analyze financial data over time.  When a business records
transactions, they can do so by referencing these categories, ensuring that all financial
activity is systematically captured. This organization supports the preparation of
financial statements, aids in compliance with accounting standards, and enhances the
clarity and usability of financial information for management and stakeholders.  The
other options focus on unrelated aspects of financial management, such as personnel
involvement in finance, financial audits, or budget allocations, which do not directly
define the primary function of the chart of accounts.
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Next StepsNext Steps
Congratulations on reaching the final section of this guide. You've taken
a meaningful step toward passing your certification exam and advancing
your career.

As you continue preparing, remember that consistent practice, review,
and self-reflection are key to success. Make time to revisit difficult
topics, simulate exam conditions, and track your progress along the way.

If you need help, have suggestions, or want to share feedback, we’d love
to hear from you. Reach out to our team at hello@examzify.com.

Or visit your dedicated course page for more study tools and resources:

https://peregrineaccounting.examzify.com

We wish you the very best on your exam journey. You've got this!
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