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Question 
No. 

Question  Answer 

1 1. Which of the following statements is correct? 
a. Equity is defined as ‘the residual interest in the assets of the entity 
after deducting all its expenses’. 
b. Equity is increased by profit and owner contributions. 
c. Equity is decreased by an entity’s income. 
d. Equity cannot be sub-classified in the statement of financial 
position. 

b. Equity is increased by profit and 
owner contributions. 

2 2. Which of the following statements about income is not true? 
a. Income includes capital contributed by owners of the entity. 
b. Income can be in the form of decreases in liabilities. 
c. Income arises when there is control over the increase in economic 
benefits. 
d. Income results in increases in economic benefits. 

a. Income includes capital 
contributed by owners of the entity. 

3 3. In determining whether an item is material, consideration must be 
given to: 
a. its value. 
b. its size only. 
c. its nature only. 
d. both its size and nature. 

d. both its size and nature. 

4 4. The two categories of income, as specified in the Conceptual 
Framework, are: 
a. income and revenue. 
b. income and gains. 
c. revenue and gains. 
d. revenue and profits. 

c. revenue and gains. 

5 5. Prior to the finalisation of the financial statements for the year 
ended 30 June 2021, a company experienced a number of material 
events, including: 
I. on 15 July 2021 the directors decided to close a division of the 
company at an estimated cost of $920 000. 
II. on 18 August 2021 a court decision found the company liable to 
pay damages of $350 000 to a major customer who had commenced 
legal action in April 2020. 
III. an independent valuation of property conducted on 29 July 2021 
revealed that the directors’ valuation included in the 30 June 2021 
financial statements was overstated by $400 000. 
General journal entries to adjust the financial statements will be 
required for which of the above events? 
a. I, II and III. 
b. II only, and make a note disclosure for I and III. 
c. III only, and make a note disclosure for I and II. 
d. II and III only, and make a note disclosure for I. 

d. II and III only, and make a note 
disclosure for I. 
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