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Advanced Accounting Final exam 2017-2018 Islamic university – Gaza  

Tuesday 09.01.2018 

 

College of commerce 

Mohammed Alashi Accounting department 

 

Name: ……………………………………………………                        Id: ………………………………..   

Q1 (30 points): Choose the right answer.          

  

1. Each of the following is an advantage of an external expansion except: A company 

a. can increase its market share by buying its competition. 

b. can make the distribution channel more efficient by buying its suppliers or customers. 

c. must divest itself of a portion of the purchased company to survive. 

d. can diversify to other industries to minimize risk. 

2. Stock given as consideration for a business combination is valued at  

a. fair market value                                        b. par value 

c. historical cost     d. None of the above 

3. Which of the following situations best describes a business combination to be accounted for 

as a statutory merger?  

a. Both companies in a combination continue to operate as separate, but related, legal entities. 

b. Only one of the combining companies survives and the other loses its separate identity. 

c. Two companies combine to form a new third company, and the original two companies are 

dissolved. 

d. One company transfers assets to another company it has created. 

4. The parent company concept of consolidation represents the view that the primary purpose 

of consolidated financial statements is: 

a. to provide information relevant to the controlling stockholders. 

b. to represent the view that the affiliated companies are a separate, identifiable economic entity. 

c. to emphasis control of the whole by a single management. 

d. to include only a portion of the subsidiary’s assets, liabilities, revenues, expenses, gains, and 

losses. 

5. Under the economic unit concept, noncontrolling interest in net assets is treated as 

a liability.      b. an asset. 

c. stockholders' equity.    d. an expense. 

6. The parent company concept adjusts subsidiary net asset values for the 

a. differences between cost and fair value. 

b. differences between cost and book value. 

c. total fair value implied by the price paid by the parent. 

d. total cost implied by the price paid by the parent. 

7. According to the economic unit concept, the primary purpose of consolidated financial 

statements is to provide information that is relevant to 

a. majority stockholders.    b. minority stockholders. 

c. creditors.      d. both majority and minority stockholders. 

8. When following the parent company concept in the preparation of consolidated financial 

statements, noncontrolling interest in combined income is considered a(n) 

a. prorated share of the combined income. 

b. addition to combined income to arrive at consolidated net income. 
c. expense deducted from combined income to arrive at consolidated net income. 

d. deduction from current assets in the balance sheet. 
9. An investor adjusts the investment account for the amortization of any difference between cost and 

book value under the 

a. cost method.     b. complete equity method. 

c. partial equity method.    d. complete and partial equity methods. 
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10. Under the partial equity method, the entry to eliminate subsidiary income and dividends includes a 

debit to 

a. Dividend Income.    b. Dividends Declared - S Company. 

c. Equity in Subsidiary Income.   d. Retained Earnings - S Company. 

11. The parent company records its share of a subsidiary’s income by 

a. crediting Investment in S Company under the partial equity method. 

b. crediting Equity in Subsidiary Income under both the cost and partial equity methods. 

c. debiting Equity in Subsidiary Income under the cost method. 

d. none of these. 

12. What is the purpose of the consolidated statements work-paper? 

a. The workpaper allows for year-end adjustments of accruals and deferrals. 

b. The workpaper takes the balances from the consolidated ledger to prepare the consolidated financial 

    statements. 

c. The workpaper helps the accountant determine the amount of consolidated income taxes. 

d. The workpaper accumulates, classifies, and arranges information from the trial balances of the affiliated 

     companies. 

13. What is the noncontrolling interest in S’s income? 

a. The difference between P’s reported income and S’s reported income 

b. The part of S’s income that is owned by shareholders other than P 

c. The allocation of difference between implied and book value 

d. The portion of S’s income that is not included in consolidated income 

14. Goodwill represents the excess of the implied value of an acquired company over the 

a. aggregate fair values of identifiable assets less liabilities assumed. 

b. aggregate fair values of tangible assets less liabilities assumed. 

c. aggregate fair values of intangible assets less liabilities assumed. 

d. book value of an acquired company. 

15. In preparing consolidated working papers, beginning retained earnings of the parent company will 

be adjusted in years subsequent to acquisition with an elimination entry whenever: 

a. a noncontrolling interest exists.   b. it does not reflect the equity method. 

c. the cost method has been used only.   d. the complete equity method is in use. 

16. Failure to eliminate intercompany sales would result in an overstatement of consolidated 

a. net income.      b. gross profit. 

c. cost of sales.      d. all of these. 

17. The workpaper entry in the year of sale to eliminate unrealized intercompany profit in ending 

inventory includes a 

a. credit to Ending Inventory (Cost of Sales). 

b. credit to Sales. 

c. debit to Ending Inventory (Cost of Sales). 

d. debit to Inventory - Balance Sheet. 

18. In determining controlling interest in consolidated income in the consolidated financial statements, 

unrealized intercompany profit on inventory acquired by a parent from its subsidiary should: 

a. not be eliminated. 

b. be eliminated in full. 

c. be eliminated to the extent of the parent company’s controlling interest in the subsidiary. 

d. be eliminated to the extent of the noncontrolling interest in the subsidiary. 

19. The material sale of inventory items by a parent company to an affiliated company: 

a. enters the consolidated revenue computation only if the transfer was the result of arm’s length 

bargaining. 

b. affects consolidated net income under a periodic inventory system but not under a perpetual inventory 

system. 

c. does not result in consolidated income until the merchandise is sold to outside parties. 

d. does not require a working paper adjustment if the merchandise was transferred at cost. 

20. In the year an 80% owned subsidiary sells equipment to its parent company at a gain, the 

noncontrolling interest in consolidated income is calculated by multiplying the noncontrolling 

interest percentage by the subsidiary’s reported net income 

a. plus the intercompany gain considered realized in the current period. 

b. plus the net amount of unrealized gain on the intercompany sale. 

c. minus the net amount of unrealized gain on the intercompany sale. 

d. minus the intercompany gain considered realized in the current period. 
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<<<< ANSWER ONLY THREE QUESTIONS OF THE FOLLOWING >>>>  

<<<< DO NOT ANSWER ALL THE FOLLOWING >>>> 
 

Q2 (10 points):  Python Corporation buys 80 percent of Shark Company on January 1, 2013, for $150,000. At the 

time, Shark’s common stock was $100,000 and retained earnings totaled $80,000. It was determined that 

Shark’s assets and liabilities were all at their fair value except for land. The trial balances of Python and Shark 

on December 31, 2013, are listed below. 

 Python Corporation Shark Company 

 Debit Credit Debit Credit 

 Cash  $  25,000  $  10,000 

 Receivables (net) 10,000  11,000 

 Inventory, January 1 15,000  9,000 

 Investment in S  150,000 

 Plant and equipment (net 225,000  185,000 

 Land  100,000  80,000 

 Accounts payable  $  24,000  $  10,000 

 Other liabilities   80,000  100,000 

 Common stock ($10 par)  250,000  100,000 

 Retained earnings, January 1  135,000  80,000 

 Dividends declared 15,000  20,000 

 Sales   130,000  75,000 

 Dividend income  16,000 

 Purchases  55,000  25,000 

 Expenses        40,000 ________    25,000 ________ 

   $635,000 $635,000 $365,000 $365,000 

 Inventory, December 31 $12,000  $10,000 

 

Required:  

a. Record the entries in Python’s books to reflect its transactions with Shark in 2013, assuming the cost 

method. 

 
To record initial investment 

   

   

To record P’s share of S’s dividends 

   

   

 

b. Prepare the workpaper entries on December 31, 2013 
To eliminate P’s share of S’s equity and create NCI 

   

   

   

   

   

   

   

To allocate the difference between implied and book value 

   

   

   

To eliminate P’s share of S’s income and dividends 
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Q3(10 points): Pruin Corporation acquired all of the voting stock of Satto Corporation on January 1, 2013, for 

$210,000 when Satto had common stock of $150,000 and retained earnings of $24,000. The excess of 

implied over book value was allocated $9,000 to inventories that were sold in 2013, $12,000 to equipment 

with a 4-year remaining useful life under the straight-line method, and the remainder to goodwill. 

 

Financial statements for Pruitt and Satto Corporations at the end of the fiscal year ended December 31, 

2014 (two years after acquisition), appear in the first two columns of the partially completed consolidated 

statements workpaper. Pruin Corp. has accounted for its investment in Satto using the partial equity method 

of accounting. 

 

Required: 

Complete the consolidated statements workpaper for Pruin Corporation and Satto Corporation for 

December 31, 2014. 

Pruin Corporation and Satto Corporation 

Consolidated Statements Workpaper 

at December 31, 2014 

 

   Eliminations  

 Pruin 

Corp. 

Satto 

Corp. 
Debit Credit 

Consolidated 

Balances 

INCOME STATEMENT 

Sales 618,000 180,000    

Equity from Subsidiary 

Income 
36,000    

  

Cost of Sales (450,000) (90,000)  
  

Other Expenses (114,000) (54,000)  
  

Net Income to Ret. Earn.      90,000     36,000  
  

Pruin Retained Earnings 

1/1 72,000     

Satto Retained Earnings 

1/1  30,000    

Add:  Net Income 90,000 36,000    

Less:  Dividends    (60,000)    (12,000)    

Retained Earnings 12/31    102,000     54,000    

BALANCE SHEET      

Cash 42,000 21,000    

Inventories 63,000 45,000    

Land 33,000 18,000    

Equipment and 

Buildings-net 192,000 165,000    

Investment in Satto Corp. 240,000     

Goodwill      

Total Assets    570,000    249,000    

LIA & EQUITIES 

Liabilities 168,000 45,000    

Common Stock 300,000 150,000    

Retained Earnings    102,000     54,000    

Total Equities    570,000    249,000    
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Q4 (10 points): Puma Company owns 80% of the common stock of Smarte Company.  Puma sells merchandise to 

Smarte at 20% above cost.  During 2014 and 2015, intercompany sales amounted to $1,080,000 and 

$1,200,000 respectively.  At the end of 2014, Smarte had one-fifth of the goods purchased that year from 

Puma in its ending inventory.  Smarte’s 2015 ending inventory contained one-fourth of that year’s 

purchases from Puma. There were no intercompany sales prior to 2014. 

 

Puma reported net income from its own operations of $720,000 in 2014 and $760,000 in 2015.  Smarte 

reported net income of $400,000 in 2014 and $460,000 in 2015.  Neither company declared dividends in 

either year. 

Required: 

A. Prepare in general journal form all entries necessary on the consolidated statements workpapers 

to eliminate the effects of the intercompany sales for both 2014 and 2015. 

B. Calculate controlling interest in consolidated net income for 2015. 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 
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Q5 (10 points): On January 1, 2013, Pound Company acquired an 80% interest in the common stock of Sound 

Company on the open market for $3,000,000, the book value at that date. 

On January 1, 2014, Pound Company purchased new equipment for $58,000 from Sound Company.  The 

equipment cost $36,000 and had an estimated life of five years as of January 1, 2014. 

During 2015, Pound Company had merchandise sales to Sound Company of $400,000; the merchandise was 

priced at 25% above Pound Company’s cost.  Sound Company still owes Pound Company $70,000 on open 

account and has 20% of this merchandise in inventory at December 31, 2015.  At the beginning of 2015, 

Sound Company had in inventory $100,000 of merchandise purchased in the previous period from Pound 

Company. 

Required: 

a. Prepare all workpaper entries necessary to eliminate the effects of the intercompany sales on the 

consolidated financial statements for the year ended December 31, 2015. 

b. Assume that Sound Company reports net income of $160,000 for the year ended December 31, 2015.  

Calculate the amount of noncontrolling interest to be deducted from consolidated income in the 

consolidated income statement for the year ended December 31, 2015. 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

 

………………………………………………………………………………………………………………………… 

With best wishes 

                                         ? 


