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by « Multiple choice —circle the best answer(s) — there many be more than one. (E/NEE 357D

1

. What is a “Poison pill?”

a. The acquisition of a company by a former officer or directot.

b. The merging of two unprofitable organizations in hopes of avoiding bankruptcy.

¢. The acquisition of one company by a rival organization in the same industry.

d. A provision where the owners of a company can buy additional shares at below book value
to make the company a more expensive 1akeover target.

e. None of the above.

- A parent and its subsidiary enter into a number of ieases with one another. When preparing

consolidated financial statements, the appropriate treatment of the following types of leases
must be determined.
] — Operating leases
I} — Direct Financing lLeases
Il — Sales-type Leases
Of the types of leases listed , which one(s) necessitatc the elimination of inlerest expense and
interest income when preparing consolidated financial statements?
a. I only.
b. [T only.
¢. Tland Ik
d. Il oniy.
¢. None of the above.

3 - X and Y Companies plan to combine their operations. X Company’s 10,000 outstanding shares

have a total market value of $250,000,Y Company’s 5,000 outstanding shares have a total
market value of $75,000. The total market value of the combined entity is estimated to be
$375,000. If X and Y agree that X's stockholders shoutd get $40,000 of the synergistic value,
then how many X shares should Y’s shareholders receive in exchange for their 5,000 Y shares?

a. 2,000

b. 2,931

c. 3,412

d. 5,000

¢. None of the above.

. Which of the following is not a limitation on the number of reportable segments?

a. Consistency, i.e., the number of reportable segments this period, must be the same as last
period.

b. Usually, the number of segments should not exceed 10.

c. Al least 75% of the combined revenue of sales to unafﬁliated-ﬁrms should be traceable to

reportable segments.
d. f a single segment accounis for a “dominant portion” of the fotal enterprise’s activities,

segment reporting is not required.

e. None of the above
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5 S Company is a very profitable company, whose retained earnings increase every year. P makes
several block purchases of s stock, all of them above book value, before it achieves control. If
P wants the lowest possible debit differential, it should use
a. the step~by-step method.
b. the date-of-control method.

¢. the cost method.
d. Either the step-by-step or the date-of-control method.

e. None of the above.

§ - Which of the following would not be an advantage to American investors that would result

from the harmonization of accounting standards?
a. Accounting principles will be more responsive to gconomic reality
b. Firms will not be at an accounting advantage or disadvantage when seeking capital
c. Accounting principles wilt be more responsive to national politics
d. Financiat information will be more comparable

e, None of the above.

7 - Delta Company incurred an exiraordinary loss of $150,000 in its second quarter of operations.
In addition, Delta also changed its depreciation method from the straight-line method to the
sum-of-the-years digits method in the first quarter. The cumulative effect of the change was a
$220,000 debit. Ignoring taxes, what is the effect of the extraordinary item and cumulative
effect on the income for each quarter during the year?

First Quarter Second Quarter Third Quarter Fourth Quartcr
a. Decrease $370,000  No effect No effect No effect
b. Decrease $220,000  Decrease $50,000  Decrease $50,000 Decrease $50,000
c. Decrease $92,500 Decrease $92,500  Decrease $92,500 Decrease $92,500
d. Decrease $220,000  Decrease $150,000 No effect No effect
e. None of the above.

8 - Harris Corporation, a Mexican importer of washers and dryers, has recently entered into a
contract with U.S. firm at a time when the exchange rate was $.01/peso(P). Itis expected that
when payment on the merchandise is due, the exchange rate will be $.02/P. Payment is
denominated in the U.S. currency. Riba Cotporation can take advantage of the situation by

. buying an option to sell pesos.

=]

b. buying an option to purchase pesos.
¢. Writing an option to purchase pesos.
d. Writing an option to sell pesos.
e. None of the above.
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