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MICROLINK IT & BUSINESS COLLEGE  

DEPARTMENT OF ACCOUNTING AND FINANCE 

FINAL HOMETAKE EXAM FOR ADVANCED FINANCIAL ACCOUNTING (2020) 

 

Name________________________Section___________IDNo_________________ 

Part one: - Multiple Choices 

For each of the following multiple choice questions, choose the best alternative 

and provide the answer in the answer sheet. 

1. Accounting information must be free from error and bias and faith fully represent what 

it claims to represent. This qualitative characteristic is termed as; 

A. Reliability                           C. Comparability 

B. Relevance                          D. Consistency            E. None. 

2. Identify the incorrect statement. 

A. If the acquisition cost (investment) is greater than current fair value of net assets, 

then there will be goodwill. 

B. If the acquisition cost (investment) is less than current fair value of net assets, then 

there will be negative goodwill. 

C. If current fair value of net assets is greater than book value, then there will be 

revaluation increment. 

D. If current fair value of net assets is less than book value, then there will be 

revaluation decrement. 

E. None. 

3. If company ’’A’’ is holding 40% and 30% shares directly in company ‘’C’’ and 

company ‘’B’’ respectively and company ‘’B’’ is holding 35% shares in company 

‘’C’’, then the total holding of company ‘’A’’ in company ‘’C’’ will be; 

A. 40.5%         B. 50.5%          C. 55.5%         D. 40%      E. None 

4. Foreign currency transactions include the following examples except; 

A. Buying and selling of goods and services priced in foreign currency. 

B. Acquisition or disposal of fixed assets denominated in foreign currency. 

C. Lending or borrowings when the amounts are denominated in home currency. 

D. All        E. None. 
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5. Identify the correct statement about segment. 

A. The allocation of home office expenses commonly incurred for the segments 

should be made on the basis of arithmetic average of three factor ratio. 

B. According to revenue test, a segment is said to be significant if its revenue is 10% 

or more of the total revenue. 

C. According to asset test, a segment is said to be significant if its asset is 10% or 

less of the combined assets. 

D. All                  

E. None.  

 

Part two: - Discussion questions  

 

For each of the following questions, discuss them in detailed and provide the 

answers in the answer sheet given. 

1. What are the two primary objectives of financial reporting? Discuss them in detailed.  

2. What are the various methods for arranging business combinations? Discuss them in 

detailed.  

3. What do we mean by interim financial reporting? Discuss it in detailed.  

4. What are the four methods of foreign currency translation? Discuss each of them in 

detail.  

 

Part three: - Calculation  

For each of the following problems, provide the solutions in the answer sheet 

given by showing all the necessary steps. 

1. On December 31, 2010, X company exchanges 25, 000 shares of its $20 par 

value common stock with a market value of $35 per share for the 100% of the 

common stock of Y Company. Just prior to the exchange the trial balance of both 

companies for the year ended December 31, 2010 are as follows. 
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Trial Balance 

December 31, 2010 

Debit X Company (BV) Y Company (BV) 

Cash $110,000 $20,000 

Receivables 300,000  290,000  

Inventory 440,000  260,000  

Land 280,000  80,000  

Building 270,000  290,000 

Equipment 810,000  320,000  

Expenses 540,000  210,000 

Dividends 30,000  0 
 

Credit 
  

Accounts payable $120,000 $60,000 

Long term liabilities 960,000  330,000 

Common stock $20 par 520,000        --- 

Common stock $25 par       ---  300,000  

Excess over par 110,000  100,000  

Retained earnings  
(January 1, 2010) 

500,000 470,000 

Revenues 600,000  480,000 

 

Additional information: 

After the preparation of this trial balance, X Company pays $75,000 in cash for cost 

incurred relating to the business combination. This expense totally covered for the fee of 

lawyers and finders. Y Company continued as a wholly owned subsidiary of X 

Company. The current fair value of Y Company’s liabilities was the same as carrying 

amount but the identifiable assets had the following values.  

Inventories            $292,000  

Land                       100,000  

Building                   300,000  

Equipment              325,000 

Required:  

A. Show Journal entries in connection with purchase type business combination in 

the record of X Company.  

B. Prepare Ledger Accounts affected.  

C. Develop Elimination in journal entry format.  

D. Prepare a working paper for consolidated balance sheet.  

E. Prepare a consolidated balance sheet on December 31, 2010.  
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2. Suppose that a US parent company has a single wholly owned subsidiary in Ethiopia. 

This subsidiary has monetary assets of 600 million birr and monetary liabilities of 150 

million birr. The exchange rate declines from birr 27.2 per dollar to birr 27.5 per dollar.  

Required: 

A) Calculate the potential foreign exchange loss on the company’s exposed net 

assets?  

 




