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Introduction

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,
e Improve accuracy and speed,

* Review explanations to strengthen weak areas, and

e 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 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




1. What affects the principal amount on a promissory note?
A. Accrued interest
B. Initial loan amount
C. Total cash payments
D. Maturity value

2. What does the income statement primarily report?
A. The company's assets and liabilities
B. The company's revenues and expenses
C. The owner's equity
D. The cash flow from operations

3. What happens to the purchases account when merchandise
is purchased on account?

A. The purchases account is credited

B. The purchases account is debited

C. The purchases account remains unchanged

D. The purchases account is adjusted based on sales

4. What is the accounting treatment for an increase in
purchase returns and allowances?

A. Debit Expenses

B. Credit Assets

C. Debit Liabilities
D. Credit Expenses

5. When is the interest on a promissory note recorded?
A. When the debt is incurred
B. When the note is signed
C. When the note is paid
D. At the end of the fiscal period
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6. Which accounting principle is followed when recognizing
increases in liabilities?

A. Accrual basis

B. Matching principle

C. Revenue recognition principle
D. Cost principle

7. How does a Drawing Account impact the Owner's Equity?
A. It increases Owner's Equity
B. It has no effect on Owner's Equity
C. It lowers Owner's Equity
D. It converts equity into liabilities

8. What is credited when equipment is purchased on account?
A. The cash account
B. The creditor's account
C. The purchases account
D. The equipment account

9. What phrase is used in a restrictive endorsement?
A. "For deposit only; acc #; name"
B. "Pay to the order of"
C. "Transfer ownership"

D. "Endorsement limited to use"

10. What does 'dividend' mean in the context of accounting?
A. A fee paid for the management of investments

B. A portion of a company's earnings distributed to
shareholders

C. An expense related to business operations
D. A tax payment based on profits
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Explanations




1. What affects the principal amount on a promissory note?
A. Accrued interest
B. Initial loan amount
C. Total cash payments
D. Maturity value

The principal amount on a promissory note refers to the original sum of money borrowed
or the face value of the note. It is the starting figure to which interest is applied. The
initial loan amount is the specific amount that the borrower agrees to repay to the
lender, not including any interest or other fees. This figure is critical because it directly
determines how much interest will accrue over the term of the promissory note and
ultimately influences the total cost of borrowing. Other choices relate to different
concepts associated with a promissory note, such as accrued interest, which is the
interest that accumulates on the principal amount but does not change the principal
itself. Total cash payments reflect the sum of all payments made, including both
principal and interest, thus they are influenced by the principal but are not indicative of
what the principal amount is. Maturity value indicates the total value due at the end of
the note's term, which includes principal and interest, but it is not representative of the
principal itself. Each of these elements interacts with the principal amount but does not
alter the nature of what the principal represents.

2. What does the income statement primarily report?

A. The company's assets and liabilities

B. The company's revenues and expenses
C. The owner's equity
D. The cash flow from operations

The income statement primarily reports the company's revenues and expenses, providing
a clear view of its financial performance over a specific period. This statement is crucial
for understanding how much money a company is earning from its operations and how
much it is spending to generate those earnings. By detailing revenues, the income
statement shows the total amount generated from sales of goods or services. The
expenses section indicates all costs incurred, ranging from operating expenses to
interest and taxes. The difference between revenues and expenses reveals the net income
or loss for that period, which is vital for stakeholders, including management, investors,
and creditors, to assess the company's profitability. Assets and liabilities, which are
reported on the balance sheet, reflect the company's financial position at a specific point
in time, rather than its performance over time. Owner's equity, which shows the net
worth of the company, is also not the focus of the income statement. Finally, while cash
flow from operations is important for assessing liquidity and cash management, it is
reported on the cash flow statement, not the income statement. Thus, the income
statement's primary function is to highlight revenues and expenses.
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3. What happens to the purchases account when merchandise
is purchased on account?

A. The purchases account is credited
B. The purchases account is debited

C. The purchases account remains unchanged
D. The purchases account is adjusted based on sales

When merchandise is purchased on account, the purchases account is debited. This
reflects an increase in expenses since purchasing inventory is considered a cost of goods
sold for the business. Debiting the purchases account represents an addition of assets
(inventory) to the company, signifying that the company has incurred a liability due to
purchasing on account. This transaction increases both the purchases account and
accounts payable, illustrating that the business owes money for the goods received. In
contrast, options that suggest crediting the purchases account or leaving it unchanged
do not align with standard accounting principles. The concept of adjusting the purchases
account based on sales applies to recognizing revenues from sales rather than recording
purchases and does not pertain to this specific transaction of acquiring merchandise on
account. Thus, debiting the purchases account is the correct interpretation of how this
transaction impacts the accounting records.

4. What is the accounting treatment for an increase in
purchase returns and allowances?

A. Debit Expenses
B. Credit Assets

C. Debit Liabilities
D. Credit Expenses

An increase in purchase returns and allowances is treated as a credit to expenses
because it effectively reduces the total cost of purchases made during the accounting
period. Purchase returns and allowances are contra-expense accounts, meaning they
offset or decrease the total expenses associated with purchases. When a company returns
goods that were previously purchased, or if an allowance is granted due to defects or
other issues, it is important to reduce the expenses recognized on the income statement.
By crediting the expense account, the overall expenses decrease, which in turn increases
net income, reflecting a more accurate financial position of the company. This
accounting treatment aligns with the principles of double-entry bookkeeping, ensuring
that every transaction maintains the balance between debits and credits in the
accounting records.
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5. When is the interest on a promissory note recorded?
A. When the debt is incurred
B. When the note is signed
C. When the note is paid
D. At the end of the fiscal period

The most appropriate time to record interest on a promissory note is when the note is
paid. This aligns with the accrual accounting principle, which states that expenses should
be recognized when they are incurred, regardless of when cash is exchanged. However, in
this context, recording interest at the time of payment captures the actual transaction
and the associated interest expense being settled. It reflects the correct accounting for
the cost associated with borrowing and ensures that the financial records accurately
represent the company's cash outflow at the moment of payment. While interest may
accrue over the life of the note, the specific act of recording it in your financial
statements occurs during the payment process. Recording interest when the note is
signed or when the debt is incurred would not accurately reflect the financial situation
until actual payment is made. Similarly, recognizing interest only at the end of the fiscal
period does not appropriately match the expense with the corresponding period's
revenues or cash flow.

6. Which accounting principle is followed when recognizing
increases in liabilities?

A. Accrual basis

B. Matching principle
C. Revenue recognition principle
D. Cost principle

The accrual basis of accounting is the principle that supports recognizing increases in
liabilities. Under this principle, revenues and expenses are recorded when they are
earned or incurred, regardless of when cash is actually exchanged. This approach
ensures that all financial events are reflected in the financial statements in the period
they occur, providing a more accurate picture of a company's financial position. In the
context of liabilities, this means that if a company incurs an obligation, such as receiving
goods or services on credit, the liability is recognized immediately when the obligation is
created, not necessarily when the cash payment is made. This principle is fundamental in
portraying a complete picture of a company's obligations and resources, aligning with the
broader goal of transparency and accurate financial reporting. The other choices relate
to different specific accounting principles. The matching principle, for instance, deals
with aligning expenses with the revenues they help generate in the same period. The
revenue recognition principle is focused on recognizing income when it is earned, while
the cost principle pertains to recording assets at their cost rather than their current
market value. None of these principles directly address the recognition of increases in
liabilities in the same way that the accrual basis does.
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7. How does a Drawing Account impact the Owner's Equity?
A. It increases Owner's Equity
B. It has no effect on Owner's Equity
C. It lowers Owner's Equity

D. It converts equity into liabilities

A Drawing Account is used by business owners to withdraw funds from the business for
personal use. When an owner takes money from the business, it reduces the overall
equity of the business because it represents a distribution of profits to the owner. This
withdrawal does not represent an expense but rather a reduction in the owner's
investment in the business. As the Drawing Account is debited (to show the amount
taken by the owner), the Owner’s Equity account is also reduced correspondingly. This
decrease directly contributes to lowering the Owner’s Equity since it diminishes the total
value that the owner has invested in the business. In contrast, options that imply an
increase in Owner's Equity, no effect, or converting equity into liabilities do not
accurately reflect the nature of a Drawing Account and its effects on the financial
statements.

8. What is credited when equipment is purchased on account?
A. The cash account
B. The creditor's account

C. The purchases account
D. The equipment account

When equipment is purchased on account, the correct entry involves crediting the
creditor’s account. This reflects the obligation to pay an external entity (the creditor) for
the equipment purchased on credit. When an asset like equipment is acquired but not
immediately paid for, it signifies an increase in the organization's assets (the equipment)
and simultaneously creates a liability (the amount owed to the creditor). Creditors have a
claim on the entity's resources until the debt is settled. Thus, increasing the liability
necessitates a credit to the creditor’s account in the accounting records. While the
purchases account may reflect expenses related to acquiring certain goods, it does not
specifically pertain to the situation where the equipment is procured on account. The
cash account would not be credited since no cash is being disbursed at that moment. The
equipment account, on the other hand, is debited to show the increase in assets, but does
not get credited when recording a purchase on account. Therefore, crediting the
creditor's account accurately represents the transaction's nature—incurring a liability.
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9. What phrase is used in a restrictive endorsement?

A. "For deposit only; acc #; name"
B. "Pay to the order of"

C. "Transfer ownership"
D. "Endorsement limited to use"

The phrase "For deposit only; acc #; name" is used in a restrictive endorsement as it
specifies that the check can only be deposited into a specific account, providing both
security and clarity regarding its intended use. This type of endorsement restricts the
transferability of the check to prevent unauthorized parties from cashing it, thus
ensuring that it reaches the intended recipient’s bank account. In contrast, other
options refer to different types of endorsements. The phrase "Pay to the order of" is
commonly used in a general endorsement, allowing the check to be cashed or deposited
by any individual or entity named following that phrase. "Transfer ownership" would
typically indicate a full endorsement for the check to be transferred to another party
without restrictions, while "Endorsement limited to use" is more of a general description
than a specific phrase used in endorsements.

10. What does 'dividend' mean in the context of accounting?
A. A fee paid for the management of investments

B. A portion of a company's earnings distributed to
shareholders

C. An expense related to business operations
D. A tax payment based on profits

In accounting, a 'dividend' refers specifically to a portion of a company's earnings that is
distributed to its shareholders. This distribution represents a return on their investment
in the company, reflecting a share in the profits earned during a specific period.
Dividends can be issued in various forms, most commonly as cash payments or additional
shares of stock, and are often seen as a way for a company to share its financial success
with its investors. Regular dividends can also signal the company's financial health and
stability, which might attract more investors. This concept is central to understanding
shareholder value and corporate finance, as it impacts both the company's cash flow and
the shareholders' return on investment. The other options, while related to financial
concepts, do not accurately define a dividend. For instance, management fees are
different from earnings distributions, operational expenses do not represent profits
shared with shareholders, and taxes are obligations to the government rather than
distributions of earnings. Each of these alternatives confuses the distinct nature of
dividends with other financial activities or requirements in business operations.
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Next 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://principalacctclerkcivilservice.examzify.com

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