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International Accounting 

60 points 
Final exam 2016 - 2017 

 

Islamic university – Gaza 

Sunday 21.05.2017 

 

College of commerce 

Mohammed Alashi Accounting department 

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

The exam sheet consists of six questions. Please answer five of them only. 
 
Choose the right answer:        12 points  

 

1.   A US importer that purchased merchandise from a South Korean firm would be exposed to a net 

exchange gain on the unpaid balance if the 

    

  a. dollar weakened relative to the Korean won and the won was the denominated currency. 

  b. dollar weakened relative to the Korean won and the dollar was the denominated currency. 

  c. dollar strengthened relative to the Korean won and the won was the denominated currency. 

  d. dollar strengthened relative to the Korean won and the dollar was the denominated currency. 

 

 

2.   Derivatives are measured on the financial statements at? 

    

  a. Historical cost. 

  b. Effective hedge price. 

  c. Strike price. 

  d. Fair value. 

 

3.   Which of the following hedging strategies would a business most likely use? 

    

  a. An importer will want to hedge his foreign denominated accounts receivable and will purchase 

forward contracts to hedge an exposed net asset position. 

  b. An importer will want to hedge his foreign denominated accounts payable and will purchase 

forward contracts to hedge an exposed net liability position. 

  c. An exporter will want to hedge his foreign denominated accounts receivable and will purchase 

forward contracts to hedge an exposed net liability position. 

  d. An exporter will want to hedge his foreign denominated accounts payable and will purchase 

forward contracts to hedge an exposed net liability position. 

    

 

4.   Which of the following techniques can be used to measure hedge effectiveness? 

    

  a. Critical term analysis. 

  b. Contribution margin analysis. 

  c. Present value analysis. 

  d. Breakeven analysis. 

 

5.   Paskin’s Corporation’s wholly-owned Canadian subsidiary has a Canadian dollar functional currency. 

In translating its account balances into US dollars for reporting purposes, which one of the following 

accounts would be translated at historical exchange rates? 

    

  a. Accounts Receivable. 

  b. Notes Payable. 

  c. Capital Stock. 

  d. Retained Earnings. 
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6.   The objective of remeasurement is to 

    

  a. produce the same results as if the books were maintained in the currency of the foreign entity’s 

largest customer. 

  b. produce the same results as if the books were maintained solely in the local currency. 

  c. produce the same results as if the books were maintained solely in the functional currency. 

 

  d. produce the results reflective of the entity’s economics in the local currency. 

 

 

7.   Which of the following assets and/or liabilities are considered monetary? 

    

  a. Intangible Assets and Plant, Property, and Equipment. 

  b. Bonds Payable and Common Stock. 

  c. Cash and Accounts Payable. 

  d. Notes Receivable and Inventories carried at cost. 

 

8.   Which one of the following accounts would be translated at the historical exchange rate when the local 

currency is the functional currency? 

    

  a. Deferred Income Taxes. 

  b. Accumulated Depreciation on Equipment. 

  c. Prepaid Insurance. 

  d. Additional paid-in capital. 

 

9.   When translating foreign subsidiary income statements using the current rate method, why are some 

accounts translated at an average rate? 

    

  a. This approach improves matching. 

  b. This approach accentuates the conservatism principle. 

  c. This approach smoothes out highly volatile exchange rate fluctuations. 

  d. This approach approximates the effect of transactions which occur continuously during the 

period. 

 

10.   Remeasurement exchange gains or losses appear 

    

  a. in the continuing operations section of the consolidated income statement. 

  b. as an extraordinary item on the consolidated income statement. 

  c. as other comprehensive income typically reported in a statement of stockholders’ equity. 

  d. as an adjustment to the beginning balance of retained earnings on the consolidated Statement of 

retained earnings. 

Please transfer your answer to the table:  

Q 1 2 3 4 5 6 7 8 9 10 
A C D B A C C C D D A 

 
Q2: On November 1, 20X5, Albatross Corporation, a calendar-year US corporation, invested in a purely 

speculative contract to purchase 1 million euros on January 30, 20X6, from Munich Company, a German 

brokerage firm. Albatross agreed to purchase 1,000,000 euros from Munich at a fixed price of $1.020 per euro. 

Munich agreed to transmit 1,000,000 euros to Albatross on January 30, 20X6. The spot rates for euros are: 

             Nov 01, 20X5  1 euro = $1.03 

             Dec 31, 20X5  1 euro = $0.995 

             Jan 30, 20X6  1 euro = $1.010 

 The 30-day futures rate for euros on December 31, 20X5 was $1.035. 

  

Required: Prepare the General Journal entries that Albatross would record on November 1, December 31, and 

January 30.             12 points 
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Q2: solution.  

Date Entry Debit  Credit 

     

     

     

     

     

     

     

     

     

     

     

     

     

     

     

     

     

 
Q3: On November 1, 20X3, Darter Corporation, a US corporation, purchased from Jacana Corporation, a Mexican 

company, some machinery that cost 1,000,000 pesos. The invoice was payable in pesos on January 30, 20X4. To 

hedge against rapid changes in the peso, Darter entered into a forward exchange contract on November 1, 20X3 

with AB Trader & Company, a US brokerage and investment firm. The contract specified that AB Trader would 

sell 1,000,000 pesos to Darter at $0.102 per peso for settlement on January 30, 20X4. 

Assume that all three companies are subject to the same accounting standards and have December 31st year-ends. 

The spot rates for pesos on November 1, December 31, and January 30, are $0.100, $0.098, and $0.107, 

respectively. The 30-day forward rate for pesos on December 31, 20X3 is $0.101.   

Required: Record General Journal entries for Darter Corporation on November 1, December 31, and January 30. 

If no entry is required on a particular date, indicate “No entry” in the General Journal.   12 points 

 
Date Account Name Debit  Credit 

11/01/X1 Machinery  100,000   

     Accounts Payable: Jacana(pesos)   100,000 

     

11/01/X1 Contract Receivable-pesos 102,000   

     Contract Payable:AB Trader   102,000 

     

12/31/X1   Accounts Payable: Jacana(pesos) 2,000   

      Exchange Gain 

 

  2,000 

12/31/X1 Unrealized Loss on Contract 1,000   

     Contract Receivable-pesos   1,000 

 {($.101 - $.102)(1,000,000)}    

     

01/30/X2 Exchange Loss 

    Accounts Payable: Jacana(pesos)  

9,000   

9,000 

         

 Contract Receivable-pesos 6,000   

     Unrealized Gain on Contract   6,000 

  

Cash-pesos 

Contract payable:AB Trader 

    Contract Receivable-pesos 

    Cash 

 

Accounts Payable:Jacana(pesos) 

    Cash-pesos 

 

 

107,000 

102,000 

 

 

 

107,000 

  

 

 

107,000 

102,000 

 

 

107,000 
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Q4: On 1 January 20X1 SME A’s functional currency became hyperinflationary for the first time. SME 

A’s statement of financial position at 31 December 20X1 comprised CU100,000 cash and cash 

equivalents, CU50,000 trade receivables, CU10,000 trade payables, CU100,000 contributed capital and 

CU40,000 retained earnings. On 1 January 20X2 the general price index is 160. The capital was 

contributed on 1 January 20X1, when the general price index was 100. Inflation for the year ended 31 

December 20X2 was 100 per cent. 

Required: restate the above items according to the changes in the inflation rate at 31 December 20X1  

and 20X2.            12 points  

 

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

 

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

 

………………………………………………………………………………………………………………. 

 

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

 

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

 

………………………………………………………………………………………………………………. 

 

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

 

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

 

………………………………………………………………………………………………………………. 

 

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

 

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

 

………………………………………………………………………………………………………………. 

 

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

 

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

 

………………………………………………………………………………………………………………. 

 

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

 

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

 

………………………………………………………………………………………………………………. 

 

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

 

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

 

………………………………………………………………………………………………………………. 

 

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

 

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

 



 5 

Q5: Answer the following questions.          12 points 

a. Discuss one of  the risk management strategies. 

b. Discuss two factors that influence forecasting exchange rate changes. 

c. Discuss why we need to restate financial statements during periods of changing prices? 

d. Discuss the foreign currency transaction perspectives. 

 

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

 

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

 

………………………………………………………………………………………………………………. 

 

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

 

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

 

………………………………………………………………………………………………………………. 

 

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

 

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

 

………………………………………………………………………………………………………………. 

 

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

 

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

 

………………………………………………………………………………………………………………. 

 

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

 

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

 

………………………………………………………………………………………………………………. 

 

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

 

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

 

………………………………………………………………………………………………………………. 

 

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

 

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

 

………………………………………………………………………………………………………………. 

 

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

 

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

 

………………………………………………………………………………………………………………. 
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Q6: Peatey Corporation, a US company, acquired a 30% interest in Selby Corporation of Switzerland 

on January 1, 20X3 for $3,300,000 when Selby’s stockholders’ equity in Swiss francs (SF) consisted of 

7,000,000 SF Capital Stock and 3,000,000 SF Retained Earnings. The exchange rate for Swiss francs 

was $.66 on January 1. All excess purchase cost was attributed to a trademark that did not have a 

recorded book value. Peatey will amortize the trademark over 40 years. 

 

A summary of changes in Selby’s stockholders’ equity during 20X3 and relevant exchange rates are as 

follows: 

 

 

 

   In 

Francs 

  Exchange 

Rates 

  In 

Dollars 

 

Stockholders’ equity           

1/1/X3  £ 10,000,000  $ .660C $  6,600,000  

Net income   2,500,000   .650A   1,625,000  

Dividends 11/1/X3  ( 1,000,000 )  .645C  ( 645,000 ) 

Equity adjustment        ( 220,000 ) 

Stockholders’ equity           

12/31/X3  £ 11,500,000   .64C $  7,360,000  

 

 

 

Required: Determine the following: 

12 points + (if you answer it completely true you gain 3 points bonus) 
  

1. Fair value of the trademark from Peatey’s investment in Selby on January 1, 20X3. 

2. Trademark amortization for 20X3. 

3. Unamortized trademark at December 31, 20X3. 

4. Equity adjustment from the trademark. 

5. Income from Selby for 20X3. 

6. Investment in Selby balance at December 31, 20X3. 

 

 
 

 
Requirement 1 

 

Trademark     

     

Cost of 30% interest $  3,300,000  

Book value acquired 10,000,000 x $.66 x 30% =  ( 1,980,000 ) 

Fair value of trademark in dollars $  1,320,000  

     

Trademark in $1,320,000/$.66 =    2,000,000  

     

 

 

Requirement 2 

    

     

Trademark amortization for 20X3     

     

Trademark: 2,000,000/40 yr. x $.65 average rate = $  32,500  
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Requirement 3     

     

Unamortized trademark     

     

Trademark (2,000,000 – 50,000SF) x $.64 exchange     

 Rate $  1,248,000  

 

 

    

     

Requirement 4     

     

Equity adjustment from trademark     

     

Beginning trademark  (from Req. 1) $  1,320,000  

Trademark amortization (from Req. 2)  ( 32,500 ) 

Less: Ending trademark (1,950,000 x $.64)  ( 1,248,000 ) 

Equity adjustment $  39,500  

     

     

Requirement 5     

     

Income from Selby     

Equity in income ($1,625,000 x 30%) $  487,500  

Less: Trademark amortization  ( 32,500 ) 

Income from Selby $  455,000  

 

 

Requirement 6 

 

    

Investment in Segar balance at December 31, 20X3     

     

Cost, January 1, 20X3 $  3,300,000  

Add: Income from Selby (from Req. 5)   455,000  

Less: Dividends ($645,000 x 30%)  ( 193,500 ) 

Less: Equity adjustment from translation     

       ($220,000 x 30%)  ( 66,000 ) 

Less: Equity adjustment from trademark (from Req. 4)  ( 39,500 ) 

Investment balance, December 31, 20X3 $  3,456,000  

     

Check:     

Share of Selby’s equity $7,360,000 x 30% $  2,208,000  

Add: Unamortized trademark (from Req. 3)   1,248,000  

Investment balance, December 31, 20X3 $  3,456,000  
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Q (Bonus): what's your plan in the next 10 years      2 points 

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

 

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

 

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

 

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

 

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

 

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

 

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

 

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

 

Q (Bonus): Discuss the statement between quotations " The accounting program qualifies you to be a 

professional accountant". Explain the pros and cons.      2 points 

      

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

 

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

  

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

 

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

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

 

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

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

 

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

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

 

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

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

 

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

 
 
 
 

 
With best wishes 

Mohammad Alashi 


