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INTRODUCTION

Accounting Treatment

Foreign currency transactions Foreign operations

G /
Y

i] Decide exchange rate to use
ii] Effect of changes in exchange rates
in the financial statements




SCOPEOFAS 11

AS11
Applicable Not Applicable for
Transactions in Forward exchange Foreign oberations
foreign currencies. contract gnop
Part| Part ll Part i



SCOPEOFAS11

AS11
Applicable Not Applicable for
Specifying the currency in which an Presentation inacash  Exchange differences Restatement into
enterprise presents its FS. flow statement arising from borrowings ~another currency
____——___adjustment tointerest for the
Cash flows arising Translation of cashS°Sts: (AS 16) convzr;ueerr;ce of
in foreign currency flows of a foreign
transactions operation



PART | : FOREIGN CURRENCY TRANSACTION

A foreign currency transaction

transaction which is denominated in or requires settlement in a

foreign currency
& includes
Buying & Selling Borrowing & Acquisition or Party to
Goods & Lending of disposition of Assets unperformed
Services Funds & Incurring or forward exchange
settlement of contract
Liabilities



PART | : FOREIGN CURRENCY TRANSACTION

Items
Monetary Non Monetary
Money held : Liabilities payable other than
X Assets receivable y paya monetary ftems
A Examples: Fixed assets, Inventories and
In fixed or determinable amounts of money. Investments in equity shares.

Example, Cash, Receivables and Payables.



PART | : FOREIGN CURRENCY TRANSACTION

ACCOUNTING TREATMENT

Issue | : Initial recognition of Issue Il : Valuation on Balance Issue lll : Valuation on settlement
transaction Sheet Date date




PART | : FOREIGN CURRENCY TRANSACTION

Initial Recognition

/\

When At what amount?
. At exchange rate on
On Transaction Date transaction date
(Spot Rate)



PART | : FOREIGN CURRENCY TRANSACTION

Issue |l : Valuation on Balance Sheet Date

Reporting at balance sheet date
Monetary Non-monetary

Closing rate Carried in ter‘nmfﬂ\cm:I )

. o po n
historical cost Carried at fair value or Iiabilgit:'

1 other similar valuation 1

Date of the 1 ‘ :

) Disclosed by using the
transaction. Rates when values closing rate.

were determined.



PART | : FOREIGN CURRENCY TRANSACTION

Issue Il : Valuation on settlement date

Settlement
When At what amount?
At exchange rate on
On settlement Date settlement date
(Closing Rate)



PART | : FOREIGN CURRENCY TRANSACTION

Exchange difference

Monetary Non-monetary




PART | : FOREIGN CURRENCY TRANSACTION

Date of transaction & settlement in

Same accounting period Different accounting period
' : : :
Profit or loss reported in same Transaction Balance sheet Settlement
accounting period date date date
\ )\ )
Y Y
Profit or loss in Profit or loss in
current period next period



PART | : FOREIGN CURRENCY TRANSACTION

Solution 2
I I I
I I I
Transaction date Balance sheet date Settlement date
Rs.75 Rs.74 Rs.73
\ J )
Y Y
Profit Rs.1 * $15,000 Profit Rs.1 * $15,000



PART | : FOREIGN CURRENCY TRANSACTION

Solution 3
I I I
I I I
Transaction date Balance sheet date Settlement date
Rs.48 Rs.49 Rs.49.5
1\ J )]
Y Y
Loss Rs.1 * $4,50,000 Loss Rs.0.5 * $4,50,000



PART | : FOREIGN CURRENCY TRANSACTION

Date of transaction & settlementin

Same accounting period Different accounting period
I I I
| | | |
Transaction Balance sheet Settlement
date date date
Profit or loss reported in same \ v J \ v )
accounting period Profit or loss in Profit or loss in
current period next period
N )
Y
Exception (Para 46A)



PART | : FOREIGN CURRENCY TRANSACTION

Exception

Long term foreign currency monetary items related to

Depreciable asset Others

Foreign Currency Monitory Item Translation

Exchange Difference (FCMITD)
Loss Profit Amortise over balance long term
| | asset / liability
Add in asset Less from asset Shown under head reserves & surplus



PART | : FOREIGN CURRENCY TRANSACTION

Example 1
Asset is purchased for $4 when exchange rate $1 = Rs.50
At the end of Exchange rate
Year 1 $1 =Rs.55
Year 2 $1 =Rs.58
Life of the asset 5 years



PART | : FOREIGN CURRENCY TRANSACTION

Solution

Year Particulars Dr. Cr.

0 Asset A/c ($4*50) Dr. 200
To Loan 200

1 Asset A/c (54*5) Dr. 20
To Loan 20

1 Depreciation A/c (220/5) Dr. 44
To Asset “4




PART | : FOREIGN CURRENCY TRANSACTION

Solution
Year Particulars Dr. Cr.
2 Asset A/c (54*Rs.3) Dr. 12
To Loan 12
2 Depreciation A/c (220-44+12/4) Dr. 47
To Asset 47




PART | : FOREIGN CURRENCY TRANSACTION

Example 2

Loan is borrowed for $4 when exchange rate $1 = Rs.50

At the end of Exchange rate
Year 1 $1=Rs.55
Year 2 $1=Rs.58

Loan is repaid after 5 years



PART | : FOREIGN CURRENCY TRANSACTION

Solution
Year Particulars Dr. Cr.

0 Cash A/c ($4*50) Dr. 200

To Loan 200
1 FCMITD A/c (54*5) Dr. 20

To Loan 20
1 P&L A/c (20/5) Dr. 4

To FCMITD 4




PART | : FOREIGN CURRENCY TRANSACTION

Solution
Year Particulars Dr. Cr.
2 FCMITD A/c ($4*Rs.3) Dr. 12
To Loan 12
2 P&L A/c (20-4+12/4) Dr. 7
To FCMITD 7




PART | : FOREIGN CURRENCY TRANSACTION

Exchange difference

Monetary Non-monetary

Normally exchange difference not
arises




PART Il : FORWARD EXCHANGE CONTRACT (FEC)

FEC

Agreement to exchange different currencies at a
forward rate

Is specified exchange rate for exchange of two currencies at specified
future date.



PART Il : FORWARD EXCHANGE CONTRACT (FEC)

Forward exchange contract or Another financial instrument

Not intended for trading or speculation Intended for trading or speculation
purposes purposes
Premiumor/Excln Cancellation or renewal Premium or Contract Gain or
disclount dtffereng: s of contrlact d[sclount Value IOT
orincomeowrthelfe  recogrseqiy | eccEsedasincome o e retvalueatesch  NeEned
of the contract P&L as expense for the period. balance sheet date



PART Il : FORWARD EXCHANGE CONTRACT (FEC)

Solution 4

I I I

I I I
Transaction date Balance sheet date Settlement date
1st Feb. 20X1 31st March 20X1 30st April 20X1

Spot rate 48.85 Spot rate ? Spot rate ?
Loss 0.3
Forward rate 49.15
J J
Y Y
Loss Rs.0.3 * $1,00,000 * 2/3 Loss Rs.0.3 * $1,00,000 * 1/3



PART Il : FORWARD EXCHANGE CONTRACT (FEC)

Solution 5

I I I

I I I

Transaction date Balance sheet date Cancellation date
1st Dec. 31st Dec. 31st Jan.
Sp%e 47.02 Spot 47.15 Sp%e ?

Forward rate 47.10 Forward rate (assume) 47.10 Sale rate 47.18

N J

Y
Profit Rs.0.8 * $1,00,000

Note : Marked to its current market value at each balance sheet date



PART Il : FOREIGN OPERATION

Foreign operation
(FO)

Subsidiary Associate Joint venture Branch

\ J
Y

The activities of which are based or conducted in a country

other than the country of the reporting enterprise.



PART Il : FOREIGN OPERATION

Foreign operation
(FO)
Integral foreign operation Non-integral foreign
(IFO) operation (NFO)
Carries business . . .
as if it were an extension Not an integral foreign operation.
of the reporting enterprise |
Example : Production in Foreign Currency out
Example : Sale of goods imported from of the Resources available in such country
reporting enterprise & remittance of independent of reporting enterprise
proceeds to reporting enterprise



PART Ill : FOREIGN OPERATION

INDICATORS OF NON INTEGRAL FOREIGN OPERATION

a] Control on operation, activities carried independently.

b] Transaction with reporting enterprises : Not high proportion of Foreign Operations activities.
c] Independent Finance raised.

d] Foreign Operation Sales : In currencies other than Reporting Currency

e] Expenses by Foreign Operations : Paid in Local Currency.

f] Independent Cash Flows.

gl Selling Price of Foreign Operations : Not affected by changes in exchange rate of reporting currency of
Foreign Operations

h] Active Sales Market for Foreign Operation Product



PART Il : FOREIGN OPERATION

TRANSLATION of INTEGRAL FOREIGN OPERATION (IFO)

Item Exchange rate
Nominal accounts Average rates
Monetary items
Cash, debtors, creditors Closing rates
Nonmonetary items
FA, share capital, long term liabilities Date of purchase/ issue




PART Il : FOREIGN OPERATION

NON INTEGRAL FOREIGN OPERATION (NIFO)

ltem Exchange rate

Nominal accounts Average rates
Monetary items ]

Cash, debtors, creditors Closing rates

Nonmonetary items

FA, share capital, long term liabilities Closing rates

FCTR => (Foreign Currency Translation Reserve)



PART Il : FOREIGN OPERATION

Integral to Non Integral Non Integral to Integral
Translation procedure of NIFO Translation procedure of IFO
prospectively prospectively

| Translated amount of non monetary item
Exchange difference on translation of Non at the date of change
Monetary assets at the date of treated as historical cost

reclassification accumulated in FCTR |

Exchange difference in FCTR -
Not recognised as income or expense till disposal
of operation even if integrated



DISCLOSURE

Exchange differences
amount

/\

Included inthenet  Accumulated in foreign
profit or loss for currency translation
the period reserve

as a separate component of shareholders' funds,
and a reconciliation of the amount of such
exchange differences at the beginning and end of
the period.

Reporting currency

Change in the classification of a
significant foreign operation



DISCLOSURE

Reporting currency

/\

Reason for using a Reason for any change

Change in the classification of a
significant foreign operation

Exchange differences
amount

different currency (in in the reporting
which the enterprise currency
is domiciled)



DISCLOSURE

Exchange differences Change in the classification of a

amount Reporting currency significant foreign operation
|
Nature of the Reason for the Impact of the change in Impact on net profit or loss for
change in change classification on each prior period presented had
classification shareholders' funds; & the change in classification
occurred at the beginning of the
earliest period presented.



THANK YOU




