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IAS 21 Principles 

Question 1 

 
Which of these considerations would not be relevant in determining the 
entity's functional currency?  

A The currency that influences the costs of the entity. 

B The currency in which finance is generated. 

C The currency in which receipts from operating activities are retained. 

D The currency that is the most internationally acceptable for trading. 

 

Question 2 

 
An entity started trading in country A, whose currency was the dollar. 
After several years the entity expanded and exported its product to 
country B, whose currency was the euro. The functional currency of the 
entity was deemed to be the dollar but by the end of 20X7, 80% of the 
business was conducted in country B using the euro. At the end of 20X6, 
30% of the business was conducted in the euro. 

The functional currency should 

A Remain the dollar. 

B Change to the euro at the beginning of 20X7. 

C Change to the euro at the end of 20X7. 

D 
Change to the euro at the end of 20X7 if it is considered that the 
underlying transactions, events,  and  conditions  of business  have 
changed. 

 
 
 

FX Transactions 

Question 3 

An entity purchases equipment from a foreign supplier for €6 million on March 31, 
20X6, when the ex¬change rate was €2 - $1. The entity also sells goods to a foreign 
customer for €3.5 million on April 30, 20X6, when the exchange rate was €1.75 = $1. 
At the entity's year-end of May 31, 20X6, the amounts have not been paid. The 
closing exchange rate was €1.5 = $1. The entity's functional currency is the dollar. 
Calculate the exchange differences that would be recorded in profit or loss for the 
period ending May 31, 20X6. 
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Question 4 

 
An entity purchases plant from a foreign supplier for €3 million on 
January 31, 20X6, when the exchange rate was €2 = $1. At the entity's 
year-end of March 31, 20X6, the amount has not been paid. The closing 
exchange rate was €1.5 = $1. The entity's 
functional currency is the dollar. 
Which of the following statements is correct?  

A Cost of plant $2 million, exchange loss $0.5 million, trade payable $1.5 
million. 

B Cost of plant $1.5 million, exchange loss $0.6 million, trade payable $2 
million. 

C Cost of plant $1.5 million, exchange loss $0.5 million, trade payable $2 
million. 

D Cost of plant $2 million, exchange loss $0.5 million, trade payable $2 
million. 

 

Question 5 

 
International Inc. deals extensively with foreign entities,  and  its  financial  
statements  reflect  these foreign currency transactions. Subsequent to 
the balance sheet date, and before the "date of authorization" of the 
issuance of the financial statements, there were abnormal   fluctuations   
in   foreign   currency   rates. International Inc. should 

A Adjust the foreign exchange year-end balances to reflect the abnormal 
adverse  fluctuations in foreign exchange rates. 

B 
Adjust the foreign exchange year-end balances to reflect all the 
abnormal fluctuations in  foreign  exchange  rates   (and  not just adverse 
movements). 

C Disclose the post-balance  sheet event in footnotes as a non-adjusting 
event. 

D Ignore the post-balance sheet event. 
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Translation of Foreign Subsidiaries 

 

Question 6 

SeniorCo, a public limited company whose functional currency is the $ has recently 
purchased a foreign subsidiary JuniorCo.  The functional currency of JuniorCo is the 
Crown.SeniorCo purchased 75% of the ordinary share capital of JuniorCo on 1 
September 20X5 for 80 million crowns. The fair value of the net assets at that date 
were 100 million crowns.  At the year end the goodwill was tested for impairment and 
this review indicated that it had been impaired by 2 million Crowns. 

 The exchange rates were as follows:  Crowns to $ 

 1 September 20X5           2.5 

 31 December 20X5           2.1 

SeniorCo chose to measure the non-controlling interests in JuniorCo at fair value at 
the date of acquisition.  The fair value of the non-controlling interests in JuniorCo on 
1 September 20X5 was 26 million Crowns. The directors are unsure how to treat the 

subsidiary in the consolidated accounts of SeniorCo. 

Required 

Explain the treatment of the goodwill showing any relevant calculations. 

 

Question 7 
Some years ago HomeCo purchased an 80% subsidiary, AwayCo SA, a foreign operation, for 
$2,670,000.  The following figures are relevant: 

         HomeCo  AwayCo SA 
  $ CHF 

 Net assets at 31 December 20X4 50,629,000 15,940,000 
 Extract from financial statements for the year ended 31 December 20X5 
 Profit after tax   2,450,000       175,500 
 Dividend paid and payable      500,000  - 

  
The following rates of exchange apply: 

  Date  Rate CHF= $1 
 31 December 20X4        1.70 

 31 December 20X5        1.50 
 AveBigCo for 20X5        1.55 
 What is the total movement on the consolidated reserves to be shown in the notes to the accounts of 

HomeCo for the year ended 31 December 20X5? (Do all calculations to the nearest $’000 
 
A $3,042,000 
B $3,045,000 
C $3,314,000 
D $3,318,000 
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Question 8 
A purchased 70% of B on 1 January 20X0, a company located in a foreign country 
where the currency is the newt. The fair value of the identifiable net assets of B 
amounted to 128,000 newts at the date of acquisition and A paid $136,000 to acquire 
its interest in B. 

 
 An impairment test conducted on 31 December 20X5 resulted in impairment losses 

amounting to $10,000 being recognised in the group financial statements against the 
recognised goodwill of B. 

 
 Relevant exchange rates were: 

 1 January 20X0   $1:0.08 newts 

 31 December 20X5:  $1:0.7   newts 

 31 December 20X7:  $1:0.9   newts 
 
Group policy is to measure the non-controlling interest at acquisition at their 
proportionate share of the fair value of the acquiree’s identifiable net assets.  At what 
value would the goodwill be consolidated at in the group financial statements of A for 
the year ended 31 December 20X7? 
 
A. $13,555 
B. $14,000 
C. $9,200 

$21,333 

 

Question 9 

 
An entity acquired all the share capital of a foreign  entity  at  a  
consideration  of €9  million  on June 30, 20X6. The fair value of the net 
assets of the foreign entity at that date was €6 million. The functional 
currency of the entity is the dollar. The financial year-end of the entity is 
December 31, 20X6.The exchange rates at June 30, 20X6, and 
December 31, 20X6, were €1.5 = $1 and €2 = $1 respectively. 

What figure for goodwill should be included in the financial statements for 
the year ended December 31, 20X6?  

A $2 million. 

B €3 million. 

C $1.5 million. 

D $3 million. 
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Question 10 

 An entity has a subsidiary that operates in a foreign country. The 
subsidiary sold goods to the parent for €2.1 million. The functional 
currency of the entity is the dollar. The cost of the goods to the subsidiary 
was €1.2 million. The goods were recorded by the 
entity at $1.05 million ($2 = $1) and were all unsold at the year-end of 
December 31, 20X6. The exchange rate at that date was €1.5 = $1. 

What is the value of the intra-group profit that will be eliminated at 
December 31, 20X6?  

A $205,000 

B $600,000 

C $450,000 

D $350,000 

Question 11 

 

An entity has a subsidiary that operates in a foreign country. The 
subsidiary issued a legal notice of a dividend to the parent of €2.4 
million, and this was recorded in the parent entity's financial 
statements.The exchange rate at that date was €2 = $1. The functional 
currency of the entity is the dollar. At the date of receipt of the dividend, 
the exchange rate had moved to €3 = $1. The exchange difference 
arising on the dividend would be treated in which way in the financial 
statements?  

A No exchange difference will arise as it will be eliminated on consolidation. 

B An exchange difference of $400,000 will be taken to equity. 

C An exchange difference of $400,000 will be taken to the parent entity's 
income statement and the group income statement. 

D An exchange difference of $400,000 will be taken to the parent entity's 
income statement only. 

Question 12 

 An entity acquired 60% of the share capital of a foreign entity on June 30, 
20X6. The fair value of the net assets of the foreign entity at that date 
was €6 million. This value was €1.2 million higher than the carrying 
amount of the net assets of the foreign entity. The excess was due to the 
increase in value of non-depreciable land. The functional currency of the 
entity is the dollar. The financial year-end of the entity is December 31, 
20X6. The exchange rates at June 30, 20X6, and December 31, 20X6, 
were €1.5 = $1 and €2 = $1 respectively. 

What figure for the fair value adjustment should be included in the group 
financial statements for the year ended December 31, 20X6? 

A $600,000 

B $800,000 

C $2 million. 

D $3 million. 
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