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Chapter 01 Introduction to financial accounting theory

1. Which of the following is true about theories in general? stA. Theories can include any coherent set of ideas
or statements to explain, or provide guidance in respect of, certain phenomena st»B. Theories must be

'''''

empirically based to describe what is, rather than what should be.stiC. Theories must be based on inductive

_____

reasoning to provide a generalisation or prediction.st2D. All of the given options are correct.

2. According to Thouless (1974), the 'tricks' some writers often use to distract readers from limitations in the
logic of an argument or theory are: skiA. Usmg emotionally-toned wordsistzB. Evasion of a sound refutation of

........

an argument by use of a sophisticated formulaistiC. Changing the meaning of a term during the course of an

(Sl

arguments_EgD. All of the given options are correct.

3. Normative accounting theories and research seek to: sEPA Explain and predict particular phenomena based on

LLLLLLLL

or generally accepted, practiceistzD. All of the given options are correct.

4 A theory that predicts that if certain conditions are met then particular accounting practices will be observed,

________

Accounting TheorysspD Descriptive Accounting Theory

5. Which of the following is not assumed in Positive Accounting Theory? (A Individuals (including
managers) are economically rational in their behaviour.stB. Individuals (including managers) are primarily

motivated by self-interest.istrC. The natural objective of managers is to maximise the wealth of the
firm.isteiD. Managers are not indifferent in selecting accounting methods to use.

6. A theory (or model) that states that the most useful information fo_r economic decision making is the current
cash equivalents as measured by the current net market values, is sspA Current Price

________

Theoryhs_s_pJD. Replacement Value Accounting Theory

7. One criticism of Positive Accounting Theory is that it tells us nothing about: st#A. Whether the practice or
method being used is the most efficientistB. Whether the practice or method being used is the most

L-.J

equitableistiC. Which method a firm should useisteD. All of the given options are correct.

(Ll

8. Which of the following is not an example of a normative accounting theory or research? stiA. Conceptual

(L

frameworks of accountingsteB. Critical perspectives of accounting practiceistsiC. Capital markets-based (security

(i
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price) researchisgpD. True income theories

9. In evaluating theories of accounting, which of the following is not true? ist»iA. Different theories are often the
result of working in different paradigms, which provide greatly different perspectives.stB. Positive Accounting
Theory is an example of a theory that is value free.stiC. Selecting a theory, topic, design or method for research

.....

1s based on value Judgements.Ls_Ep,D. All theories of accounting, and assumptions on which they are based, are
abstractions of reality, and so choice is based on how closely the theory fits our own perceptions.

10. Which of the following statements is true about proving a theory? istiA. An accepted Positive Accounting
Theory purports to provide sound predictions the majority of the time.ist2B. An accepted Positive Accounting

.....

Theory that purports to explain and predict, must hold true in all cases.; st2C. A Positive Accounting Theory does

_____

not need to be tested or proven.stiD. An accepted Positive Accounting Theory has no 'exceptions to the rule'.

11. Which of the following statements aligns with the views of 'Falsificationists', such as Popper and
others? stiA. Hypotheses are proposed by guessing, without guidance from existing theories.istB. It is possible

.....

to state that a theory is true.isteiC. Hypotheses must be stated in a form that assumes they are true, until evidence

_____

that is not supportive rejects them.ist»D. All theories are false until they are proved to be true.

(L

12. Which of the following statements best explains the role of logic in a theoretical argument? ! SEPA As long as
the premises of an argument follow logically from one to the other, the conclusion will be correct.stB. A

.....

conclusion can only be true to the extent that we accept that the premises on which it is based are
true.stC. Arguments cannot be rejected on the basis of observation; only on whether they are logical or

.....

not.istwD. All theories and their arguments must correspond with actual observation of current practices, or
real-world phenomena, to be logical.

13. The failure of a particular study to support a theory: stA. Provides the basis for rejecting the theory as

useless or insignificantist-B. Means that the particular study must have flaws in its design or execution in

(LU

specifying and collectlng the dataiskriC. Threatens the theory, if repeated or more refined studies fail to support it

with empirical evidencelsteD. Means that the hypothesis was too broad, and did not specify the particular
circumstances and conditions in enough detail

14. Which of the following statements is correct about generalising the findings of a study to the general
population, based on particular samples? istA. It is not possible to make generalisations unless you study the
entire populatlon.ks_EgB It is possible to make generalisations as long as the sample is representative of the
pOpLIlathH.LS_E_PJC It is possible to make generalisations as long as the sample includes at least 50 per cent of the
population stD. It is possible to make generalisations if the sample is representative, and its size allows

statistical inferences to be made.

15. In evaluating various research studies, it is important to first consider: stiA. The log1c of the argument and

(Rl

how it is testedist-B. The logic of the argument and the assumptions on which it is basedit»C. The purpose of the

iy}

study and the type of theory on which it is basedistzD. Whether the data collected represents a valid measure of



the theoretical variables in question

16. Theories and models in the social sciences differ from theories in the pure sciences because: I_S_E_PJA Theories
about human behaviour cannot be expected to apply all the time, like some natural science theories.stB. A
number of theories may be available to describe, or provide a different perspective on, a part1cular
phenomenon.iskiC. Not all theories in social science have predictions that can be tested.ist2D. All of the given

________

options are correct.

17. The sequential stages of inductive reasoning are: istriA. Principles, objectives, assumptions and
pract1cesspB Practice, principles, assumptions and objectivesitiC. Objectives, assumptions, principles and

........

definitionsisteD. Assumptions, objectives, principles and definitions

18. Wthh of the following terms describes a relationship that is argued from the spemﬁc (or particular) to the
general? kA Scientific reasoningist:B. Inductive reasoningistiC. Deductive reasoningisteD. Logical reasoning

_______

19. Which of the followmg is an example of a dommant paradlgm n accountmg prior to 1960‘7 _p:A Current

________

contemporary accountmg

20. What is a deductive theory or argument judged by? st#A. Logic and assumptions; st»B. Observable real-world

phenomenaistC. Empirical evidence of relevant data to test the theoryistzD. All of the given options are correct.

(LU

(AL

truth or falsity by collecting objective empirical evidenceistC. Argues from the specific to form

(Rl

generahsatlonsLs_EpD. All of the given options are correct.

21. An inductive theory or argument: isfA. Relies on observation of real-world phenomenaist»B. Establishes its

22. Which of the following is not a description of a paradigm? istA. It is a model for the formulation and

[l

resolution of research problems.stB. It is a school of thought or a principle by which a group of researchers
operate.stC. It is a collection of unrelated theories.istD. It offers a systematic approach to raise questions and to

.........

frame answers.

SEP;

practlcesEpB Practice, principles, assumptions and ObjeCtheSSEPC Objectlves assumptlons principles and

________

definitionsistsD. Assumptions, objectives, principles and definitions

24. All liability accounts have credit balances. The accounts receivable account is a liability account. Therefore,
the accounts receivable account has a credit balance. Which of the following statements is correct with respect



to the above argument? istsiA. The argument follows a logical and clear reasoning. it»B. The argument is
illogical stiC. The conclusion reached is clearly true.stiD. The classification of accounts receivable is consistent

.........

with the observed classification of receivables.

25. Which of the following conditions should be satisfied for generalisations to be accepted as legitimate in the
process of induction? istriA. The number of observation statements forming the basis of a generalisation must be
sufficiently large.stB. Observations must be repeated under a wide Varlety of conditions.istiC. No accepted

..........

observation statement should conflict with the derived universal law.istD. All of the given options are correct.

26. Which of the following hypotheses is testable, and therefore possible to falsify? kkiA. Assets are designed to
best fulfil the function for which they are intendedit»B. Current replacement cost accounting is more useful than

(Ll

historical cost accountingistC. Research and development expenditure is an expense.stD. The net profit of a

........

27. A good theory is one: it A. That is fal&ﬁedks_EgB That is trueistlC. For which there is a conceivable means of

testing its falsity and the theory withstands the testistD. For which there is no conceivable means of testing its
falsity and the theory upholds

28. A theory is: strA. A proposed explanation of a phenomenon which still has to be rigorously testedisteB. A
scheme or system of ideas or statements or propositions which has undergone extensive testing and is generally
accepted to be the accurate explanation behind an observationisgpiC. A provisionally accepted hypothesis

proposed for further researchistiD. None of the given options are correct.

29. Statement 1: All the fixed assets in the company are more than 10 years old.striStatement 2: Some of the
fixed assets in the company are plant and machinery.ist:Assuming that Statement 1 and 2 are true, which of the
following is correct based on logical deduction? is kA, All plant and machinery in the company is more than 10
years old.istB. Most plant and machinery in the company is more than 10 years old.istiC. No plant and

machinery in the company is more than 10 years old.iskiD. Very little of the plant and machinery in the company
is more than 10 years old.

r=-

Chapter 01 Introduction to financial accounting theory Keyist:

1. Which of the following is true about theories in general? stA. Theories can include any coherent set of ideas
or statements to explain, or provide guidance in respect of, certain phenomena st»B. Theories must be

_____

empirically based to describe what is, rather than what should be.stiC. Theories must be based on inductive

.....

reasoning to provide a generalisation or prediction.stD. All of the given options are correct.
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2. According to Thouless (1974), the 'tricks' some writers often use to distract readers from limitations in the
logic of an argument or theory are: sk Usmg emotionally-toned wordsistzB. Evasion of a sound refutation of

........

an argument by use of a sophisticated formulaisteiC. Changing the meaning of a term during the course of an

(Sl

argumentisteD. All of the given options are correct.

[s}:p}Deegan - Chapter 01 #2skeDifficulty: Easyists

3. Normative accounting theories and research seek to: it2A. Explain and predict particular phenomena based on
observationistzB. Prescribe particular approaches not driven by existing practicesistsiC. Describe what is normal,
or generally accepted, practiceistiD. All of the given options are correct.

[s}:p}Deegan - Chapter 01 #3[;}}}Diﬁiculty: Easy:s}}}

4. A theory that predicts that, if certain conditions are met then particular accounting practices will be observed,
is an example of: SEPA Positive Accounting Theoryists!

.......

Accounting TheoryLs_EpJD. Descriptive Accounting Theory

[s}:p}Deegan - Chapter 01 #4;Ep,D1ﬁiculty Easy:s}}}

(R

managers) are economically rational in their behaviour.steB. Individuals (including managers) are primarily
motivated by self-interest.striC. The natural objective of managers is to maximise the wealth of the
firm.isteiD. Managers are not indifferent in selecting accounting methods to use.

5. Which of the following is not assumed in Positive Accounting Theory? ist»iA. Individuals (including

[s}:p}Deegan - Chapter 01 #5[;}}}Diﬁiculty: Easy:s}}}

6. A theory (or model) that states that the most useful information for economic decision making is the current
cash equivalents as measured by the current net market values, is: sep,A Current Price

\SEP;

7. One criticism of Positive Accounting Theory is that it tells us nothing about: sti/A. Whether the practice or

(L

method being used is the most efficient ktniB3. Whether the practice or method being used is the most

L__J

equitableistsiC. Which method a firm should usestD. All of the given options are correct.

(Rl

[s}:p}Deegan - Chapter 01 #7[;}}}Diﬁiculty: Easy:s}}}

8. Which of the following is not an example of a normative accounting theory or research? striA. Conceptual

frameworks of ?I_CC()untlng‘LS_E_PJB. Critical perspectives of accounting practiceistiC. Capital markets-based (security
price) researchisgpiD. True income theories

[s}:p}Deegan - Chapter 01 #8skeDifficulty: Easyists

9. In evaluating theories of accounting, which of the following is not true? A Differ_ent theories are often the
result of working in different paradigms, which provide greatly different perspectives.isinB. Positive Accounting
Theory is an example of a theory that is value free.isteiC. Selecting a theory, topic, design or method for research

is based on value judgements.skiD. All theories of accounting, and assumptions on which they are based, are
abstractions of reality, and so choice is based on how closely the theory fits our own perceptions.
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10. Which of the following statements is true about proving a theory? ist2A. An accepted Positive Accounting
Theory purports to provide sound predictions the majority of the tlme.Ls_EgB An accepted Positive Accounting
Theory that purports to explain and predict, must hold true in all cases.istC. A Positive Accounting Theory does

(LU

not need to be tested or proven.[s}}}D. An accepted Positive Accounting Theory has no 'exceptions to the rule'.

[s}:p}Deegan - Chapter 01 #10stDifficulty: Mediumist!

11. Which of the following statements aligns with the views of 'Falsificationists', such as Popper and
others? sk/A. Hypotheses are proposed by guessing, without guidance from existing theories.stB. It is possible

to state that a theory is true.istC. Hypotheses must be stated in a form that assumes they are true, until evidence
that is not supportive rejects them.ist»D. All theories are false until they are proved to be true.

(L

[s}:p}Deegan - Chapter 01 #11 s%p,Dljﬁculty Easy{s}}}

12. Which of the following statements best explains the role of logic in a theoretical argument? kAL As long as
the premises of an argument follow logically from one to the other, the conclusion will be correct.stB. A
conclusion can only be true to the extent that we accept that the premises on which it is based are

true.hs_s_pJC Arguments cannot be rejected on the basis of observation; only on whether they are logical or

not.istwD. All theories and their arguments must correspond with actual observation of current practices, or
real-world phenomena, to be logical.

[s}:p}Deegan - Chapter 01 #1 ZEs:EEDijﬁculty: Hardss!

13. The failure of a particular study to support a theory: st/ Provides the basis for rejecting the theory as

useless or insignificantist:3. Means that the particular study must have flaws in its design or execution in

specifying and collectln-é_ the dataisteiC. Threatens the theory, if repeated or more refined studies fail to support it
with empirical evidenceisisD. Means that the hypothesis was too broad, and did not specify the particular

circumstances and conditions in enough detail

[s}:p}Deegan - Chapter 01 #13eDifficulty: Mediumiske,

14. Which of the following statements is correct about generalising the findings of a study to the general
population, based on particular samples? isti/A. It is not possible to make generalisations unless you study the

(Ll

entire populatlon.ks_EgB It is possible to make generalisations as long as the sample is representative of the
populatlon.Ls_EpJ( It is possible to make generalisations as long as the sample includes at least 50 per cent of the
population istD. It is possible to make generalisations if the sample is representative, and its size allows

statistical inferences to be made.

[s}:p}Deegan - Chapter 01 #14stDifficulty: Mediumists!

15. In evaluating various research studies, it is important to first consider: st/ The logic of the argument and

how it is testedist23. The logic of the argument and the assumptions on which it is basedisteiC. The purpose of the

(AL

study and the type of theory on which it is basedstD. Whether the data collected represents a valid measure of
the theoretical variables in question

[s}:p}Deegan - Chapter 01 #15seDifficulty: Easyiskr)

16. Theories and models in the social sciences differ from theories in the pure sciences because: stri/A. Theories

Ll



about human behaviour cannot be expected to apply all the time, like some natural science theories.ists3. A
number of theories may be available to describe, or provide a different perspective on, a particular
phenomenon iskiC. Not all theories in social science have predictions that can be tested.isgnD. All of the given

_____

options are correct.

[s}:p}Deegan - Chapter 01 #1 GZs}EDijﬁculty: Easy{s}}}

17. The sequential stages of inductive reasoning are: SERA. Principles, objectives, assumptions and

(Ll

pract1cesspB Practice, principles, assumptions and objectives istiC. Objectives, assumptions, principles and

[l

definitionsistsD. Assumptions, objectives, principles and definitions

[s}:p}Deegan - Chapter 01 #1 7eDifficulty: Mediumiske,

18. Which of the following terms describes a relationship that is argued from the specific (or particular) to the
general? kA Scientific reasoningsteB. Inductive reasoningistsiC. Deductive reasoningstelD. Logical reasoning

........

FRENMEIN IR B/,
FRUFRE B ER R

SEP;

SEP,

contemporary accountmg

[s}:p}Deegan - Chapter 01 #1 QZs}EDl]j‘iculty: Mediumists,

20. What is a deductive theory or argument judged by? istriA. Logic and _assumptions; Kt»B. Observable real-world

phenomenaistC. Empirical evidence of relevant data to test the theoryistsD. All of the given options are correct.

(LU

[s}:p}Deegan - Chapter 01 #20stDifficulty: Easyiske,

21. An inductive theory or argument: isti/A. Relies on observation of real-world phenomenaistB. Establishes its

(AL

truth or falsity by collecting objective empirical evidenceltiC. Argues from the specific to form

(DAL

generalisationsistD. All of the given options are correct.

22. Which of the following is not a description of a paradigm? sklA. It is a model for the formulation and

resolution of research problems.skB. It is a school of thought or a principle by which a group of researchers
operate.isteiC. It is a collection of unrelated theories.isteiD. It offers a systematic approach to raise questions and to
frame answers.

[s}:p}Deegan - Chapter 01 #22eDifficulty: Mediumisk,

23. The sequential stages of deductive reasoning are: ki Pr1nc1ples objectives, assumptions and

(R

practlcesEpB Practice, principles, assumptions and objectivesistiC. Objectives, assumptions, principles and

(Ll

definitionsistsD. Assumptions, objectives, principles and definitions



[s}:p}Deegan - Chapter 01 #23eDifficulty: Mediumisk,

24. All liability accounts have credit balances. The accounts receivable account is a liability account. Therefore,
the accounts receivable account has a credit balance. Which of the following statements is correct with respect
to the above argument? ist2iA. The argument follows a loglcal and clear reasoning 3. The argument is

.....

illogical stiC. The conclusion reached is clearly true.stiD. The classification of accounts receivable is consistent

_________

with the observed classification of receivables.

[s}:p}Deegan - Chapter 01 #24stDifficulty: Hardsk,

25. Which of the following conditions should be satisfied for generalisations to be accepted as legitimate in the
process of induction? kA The number of observation statements forming the basis of a generahsat1on must be

sufficiently large.Ls_EgB Observations must be repeated under a wide Varlety of conditions.istiC. No accepted
observation statement should conflict with the derived universal law.stD. All of the given options are correct.

[s}:p}Deegan - Chapter 01 #25stDifficulty: Easyiske,

26. Which of the following hypotheses is testable, and therefore possible to falsify? istiA. Assets are designed to

(Ll

best fulfil the function for which they are intendedistsiB. Current replacement cost accountmg 1s more useful than

historical cost accountmgLs_E_pJC. Research and development expenditure is an expense.Ls_E_pQ The net profit of a
company is affected by the economic downturn

[s}:p}Deegan - Chapter 01 #26eDifficulty: Hardske,

(L

testing its falsity and the theory withstands the testistD. For which there is no conceivable means of testing its
falsity and the theory upholds

27. A good theory is one: kA That is falsifiedistsB. That is truesEpC For which there is a conceivable means of

[s}:p}Deegan - Chapter 01 #2 Z}}}}Dijﬁculty: Mediunists,

28. A theory is: AL A proposed explanation of a phenomenon which still has to be rigorously testedsEpB A
scheme or system of ideas or statements or propositions which has undergone extensive testing and is generally
accepted to be the accurate explanation behind an observationisgriC. A provisionally accepted hypothesis

proposed for further researchistrilD. None of the given options are correct.

[s}:p}Deegan - Chapter 01 #28:5}}}Dl]j‘iculty: Mediunists,

29. Statement 1: All the fixed assets in the company are more than 10 years old.seStatement 2: Some of the
fixed assets in the company are plant and machm_e_ry.ks_sp,Assummg that Statement 1 and 2 are true, which of the
following is correct based on logical deduction? is ktriA. All plant and machinery in the company is more than 10

years old.iste! B Most plant and machinery in the company is more than 10 years old.skiC. No plant and

..........

_____

is more than 10 years old.

[s}:p}Deegan - Chapter 01 #ZQZs:EEDl]j‘iculty: Hardss,
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