
basic accounting exam questions and
answers
Basic accounting exam questions and answers are essential for students and
professionals looking to solidify their understanding of accounting
principles. These questions often cover fundamental concepts in accounting,
including financial statements, accounting equations, and the various types
of accounts. This article aims to provide a comprehensive guide featuring
common exam questions, their answers, and explanations to help learners grasp
the basics of accounting effectively.

Understanding Accounting Basics

Accounting is the systematic recording, reporting, and analysis of financial
transactions of a business. It provides vital information for decision-making
and financial management. To master basic accounting, one must familiarize
themselves with key concepts, terminology, and the fundamental principles
that govern financial reporting.

The Importance of Basic Accounting Knowledge

- Foundation for Advanced Studies: A solid grasp of basic accounting
principles prepares students for more complex topics in financial and
managerial accounting.
- Practical Application: Knowledge of basic accounting is essential for
managing personal finances, running a business, or working in a financial
role.
- Career Opportunities: Proficiency in accounting can lead to various career
paths, including roles in finance, auditing, and tax preparation.

Common Topics in Basic Accounting Exams

To prepare for basic accounting exams effectively, it is crucial to focus on
the following key topics:

1. Accounting Principles
2. Financial Statements
3. The Accounting Equation
4. Types of Accounts
5. Double-Entry Accounting
6. Debits and Credits
7. Adjusting Entries



8. Closing Entries

1. Accounting Principles

Basic accounting is built on several core principles, including:

- Accrual Principle: Revenues and expenses should be recorded when they are
earned or incurred, regardless of when cash is exchanged.
- Consistency Principle: Businesses should use the same accounting methods
and principles throughout their financial reporting.
- Going Concern Principle: Assumes that a business will continue to operate
indefinitely, affecting how assets and liabilities are reported.

Sample Question: What is the accrual principle in accounting?

Answer: The accrual principle states that revenues and expenses should be
recorded when they are earned or incurred, not necessarily when cash is
received or paid.

2. Financial Statements

Financial statements provide a summary of a company's financial performance
and position. The main types include:

- Income Statement: Shows revenues and expenses over a specific period.
- Balance Sheet: Displays assets, liabilities, and equity at a specific point
in time.
- Cash Flow Statement: Provides insights into cash inflows and outflows over
a period.

Sample Question: What are the three main financial statements?

Answer: The three main financial statements are the Income Statement, Balance
Sheet, and Cash Flow Statement.

3. The Accounting Equation

The accounting equation is fundamental to understanding the relationship
between a company's assets, liabilities, and equity:

Assets = Liabilities + Equity

Sample Question: What does the accounting equation represent?

Answer: The accounting equation represents the relationship between a



company's assets, liabilities, and equity, demonstrating that a company's
resources (assets) are financed by debts (liabilities) and the owner's
investment (equity).

4. Types of Accounts

In accounting, accounts are classified into five main categories:

- Assets: Resources owned by the business (e.g., cash, inventory, equipment).
- Liabilities: Obligations owed to others (e.g., loans, accounts payable).
- Equity: The owner's interest in the business (e.g., capital stock, retained
earnings).
- Revenue: Income generated from normal business operations.
- Expenses: Costs incurred in the process of earning revenues.

Sample Question: Name the five main types of accounts in accounting.

Answer: The five main types of accounts are Assets, Liabilities, Equity,
Revenue, and Expenses.

5. Double-Entry Accounting

Double-entry accounting is a system that ensures every financial transaction
affects at least two accounts, maintaining the accounting equation's balance.
Each transaction involves a debit entry in one account and a corresponding
credit entry in another.

Sample Question: What is double-entry accounting?

Answer: Double-entry accounting is a bookkeeping method where every financial
transaction is recorded in at least two accounts, ensuring that the
accounting equation remains balanced.

6. Debits and Credits

Debits and credits are the fundamental components of double-entry accounting.

- Debits increase asset and expense accounts and decrease liability, equity,
and revenue accounts.
- Credits decrease asset and expense accounts and increase liability, equity,
and revenue accounts.

Sample Question: How do debits and credits affect accounts?

Answer: Debits increase asset and expense accounts and decrease liability,



equity, and revenue accounts, while credits do the opposite.

7. Adjusting Entries

Adjusting entries are necessary to update the accounts at the end of an
accounting period. They ensure that revenues and expenses are recognized in
the period they occur.

Sample Question: Why are adjusting entries important?

Answer: Adjusting entries are important because they ensure that financial
statements reflect the true financial position and performance of a business
by recognizing revenues and expenses in the correct accounting period.

8. Closing Entries

Closing entries are made at the end of an accounting period to transfer the
balances of temporary accounts (revenues and expenses) to permanent accounts
(retained earnings).

Sample Question: What is the purpose of closing entries?

Answer: The purpose of closing entries is to reset the balances of temporary
accounts to zero for the next accounting period and transfer their balances
to permanent accounts, ensuring accurate financial reporting.

Practice Questions for Basic Accounting Exams

To further prepare for accounting exams, here is a set of practice questions
that reflect common topics and concepts:

1. What is the purpose of the balance sheet?
2. Explain the difference between current and non-current assets.
3. What are the steps in the accounting cycle?
4. Define what a trial balance is and its purpose.
5. How do you calculate net income?
6. What is the difference between accounts payable and accounts receivable?
7. What are the primary functions of financial accounting?
8. Describe what inventory is and its significance in accounting.

Answers to Practice Questions

1. The purpose of the balance sheet is to provide a snapshot of a company's



financial position at a specific point in time, showing assets, liabilities,
and equity.
2. Current assets are expected to be converted into cash or used up within
one year, while non-current assets are long-term resources held for more than
one year.
3. The steps in the accounting cycle include transaction analysis, journal
entries, posting to the ledger, preparing a trial balance, making adjusting
entries, preparing financial statements, and closing the accounts.
4. A trial balance is a report that lists the balances of all accounts in the
general ledger to ensure that total debits equal total credits, helping to
identify errors in the accounting process.
5. Net income is calculated by subtracting total expenses from total
revenues.
6. Accounts payable refers to money owed by a company to its suppliers, while
accounts receivable refers to money owed to a company by its customers.
7. The primary functions of financial accounting include recording financial
transactions, preparing financial statements, and ensuring compliance with
accounting standards and regulations.
8. Inventory refers to goods and materials a business holds for sale in the
ordinary course of business, and it is significant as it directly affects the
cost of goods sold and overall profitability.

Conclusion

Mastering basic accounting exam questions and answers is crucial for anyone
entering the field of accounting or finance. Understanding fundamental
concepts, principles, and the accounting cycle provides a solid foundation
for further study and practical application. By practicing sample questions
and familiarizing oneself with accounting terminology, students can enhance
their knowledge and confidence in tackling accounting exams successfully.
With diligent preparation, aspiring accountants can pave their way toward a
rewarding career in this essential field.

Frequently Asked Questions

What is the accounting equation?
The accounting equation is Assets = Liabilities + Equity. This fundamental
equation represents the relationship between a company's resources and the
claims against those resources.

What is the purpose of a trial balance?
The purpose of a trial balance is to ensure that the total debits equal the
total credits in the accounting records, which helps to identify any
discrepancies or errors in the ledger.



What are the main financial statements?
The main financial statements are the Balance Sheet, Income Statement, and
Cash Flow Statement. These reports provide insights into a company's
financial position, performance, and cash movements.

What is double-entry accounting?
Double-entry accounting is a system where every transaction affects at least
two accounts, ensuring that the accounting equation remains balanced. For
example, a sale increases both cash and revenue accounts.

What is the difference between accounts payable and
accounts receivable?
Accounts payable represents money a company owes to its suppliers
(liabilities), while accounts receivable represents money owed to the company
by its customers (assets).

What is depreciation?
Depreciation is the systematic allocation of the cost of a tangible asset
over its useful life. It reflects the wearing out or reduction in value of
the asset over time.

What is a ledger?
A ledger is a collection of financial accounts that summarizes all
transactions for a specific account, providing a complete record of financial
activity over a period.
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