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	Chapter 7 unit 3
	3.1 introduction
	(a) In accounting for transactions in foreign currencies.
	(b) In translating the financial statements of foreign operations.
	(c) This Statement also deals with accounting for foreign currency transactions in the nature of forward exchange contracts.
	(a) Specify the currency in which an enterprise presents its financial statements. However, an enterprise normally uses the currency of the country in which it is domiciled. If it uses a different currency, the Standard requires disclosure of the reas...
	For example, all Indian companies are required to present their financial statements in INR. Thus, for such entities, INR is the reporting currency.
	Alternatively, in case an Indian company is a subsidiary of a company located in the United States, the parent may require the company to present the financial statements in USD. In such cases, the company is required to disclose the reasons for prese...
	In both the cases discussed above, it may be pertinent to note that Accounting Standard 11 does not prescribe the currency to be used to present the financial statements. However, for all practical purposes (Income Tax Act, Indirect Tax Requirements e...
	(b) Deal with the presentation in a cash flow statement of cash flows arising from transactions in a foreign currency and the translation of cash flows of a foreign operation, which are addressed in AS 3 ‘Cash flow statement’.
	(c) Deal with exchange differences arising from foreign currency borrowings to the extent that they are regarded as an adjustment to interest costs.
	(d)  Deal with the restatement of an enterprise’s financial statements from its reporting currency into another currency for the convenience of users accustomed to that currency or for similar purposes.
	Considering the example above, the Indian subsidiary of the US Parent will present its financial statements in INR for the Indian regulators. However, since the US parent needs to consolidate the Indian subsidiary, it will require the Indian company ...
	3.2 Definitions of the terms used in the   Standard
	(a) Buys or sells goods or services whose price is denominated in a foreign currency.
	(b) Borrows or lends funds when the amounts payable or receivable are denominated in a foreign currency.
	(c) Becomes a party to an unperformed forward exchange contract or
	(d) Otherwise acquires or disposes of assets, or incurs or settles liabilities, denominated in a foreign currency.
	3.3 Initial Recognition
	3.4 Reporting at each balance sheet date
	(a) Foreign currency monetary items should be reported using the closing rate. However, in certain circumstances, the closing rate may not reflect with reasonable accuracy the amount in reporting currency that is likely to be realised from, or require...
	(b) Non-monetary items which are carried in terms of historical cost denominated in a foreign currency should be reported using the exchange rate at the date of the transaction.
	(c) Non-monetary items which are carried at fair value or other similar valuation denominated in a foreign currency should be reported using the exchange rates that existed when the values were determined.
	(d) The contingent liability denominated in foreign currency at the balance sheet date is disclosed by using the closing rate.
	3.5 Recognition of Exchange Differences
	3.6 Classification of Foreign Operations as Integral or Non-integral
	3.7 Translation of Foreign Integral    Operations
	3.8 Translation of Non-Integral Foreign Operations
	(a) The assets and liabilities, both monetary and non-monetary, of the non-integral foreign operation should be translated at the closing rate;
	(b) Income and expense items of the non-integral foreign operation should be translated at exchange rates at the dates of the transactions; and
	(c) All resulting exchange differences should be accumulated in a foreign currency translation reserve until the disposal of the net investment.
	(d) For practical reasons, a rate that approximates the actual exchange rates, for example an average rate for the period is often used to translate income and expense items of a foreign operation.
	(e) Any goodwill or capital reserve arising on the acquisition of a non-integral foreign operation is translated at the closing rate.
	(f) A contingent liability disclosed in the financial statements of a non-integral foreign operation is translated at the closing rate for its disclosure in the financial statements of the reporting enterprise.
	(g) The incorporation of the financial statements of a non-integral foreign operation in those of the reporting enterprise follows normal consolidation procedures, such as the elimination of intra-group balances and intra-group transactions of a subsi...
	(h) When the financial statements of a non-integral foreign operation are drawn up to a different reporting date from that of the reporting enterprise, the non-integral foreign operation often prepares, for purposes of incorporation in the financial s...
	(i) The translation of the financial statements of a non-integral foreign operation results in the recognition of exchange differences arising from:
	1. translating income and expense items at the exchange rates at the dates of transactions and assets and liabilities at the closing rate;
	2. translating the opening net investment in the non-integral foreign operation at an exchange rate different from that at which it was previously reported; and
	3. other changes to equity in the non-integral foreign operation.
	These exchange differences are not recognised as income or expenses for the period because the changes in the exchange rates have little or no direct effect on the present and future cash flows from operations of either the non-integral foreign operat...
	(a) While the reporting enterprise may control the foreign operation, the activities of the foreign operation are carried out with a significant degree of autonomy from those of the reporting enterprise.
	(b) Transactions with the reporting enterprise are not a high proportion of the foreign operation's activities.
	(c) The activities of the foreign operation are financed mainly from its own operations or local borrowings rather than from the reporting enterprise.
	(d) Costs of labour, material and other components of the foreign operation's products or services are primarily paid or settled in the local currency rather than in the reporting currency.
	(e) The foreign operation's sales are mainly in currencies other than the reporting currency.
	(f) Cash flows of the reporting enterprise are insulated from the day-to-day activities of the foreign operation rather than being directly affected by the activities of the foreign operation.
	(g) Sales prices for the foreign operation’s products are not primarily responsive on a short-term basis to changes in exchange rates but are determined more by local competition or local government regulation.
	(h) There is an active local sales market for the foreign operation’s products, although there also might be significant amounts of exports.
	3.9 Change in the Classification of a Foreign Operation
	3.10 Tax Effects of Exchange Differences
	3.11 Forward Exchange Contract
	3.12 Disclosure
	(a) The amount of exchange differences included in the net profit or loss for the period.
	(b) Net exchange differences accumulated in foreign currency translation 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.
	(a) The nature of the change in classification;
	(b) The reason for the change;
	(c) The impact of the change in classification on shareholders' funds; and
	(d) The impact on net profit or loss for each prior period presented had the change in classification occurred at the beginning of the earliest period presented.
	3.13 Presentation of Foreign Currency  Monetary Item Translation Difference Account (FCMITDA)
	TEST YOUR KNOWLEDGE
	Multiple Choice Questions
	2. The debit or credit balance of “Foreign Currency Monetary Item Translation Difference Account”
	3. If asset of an integral foreign operation is carried at cost, cost and depreciation of tangible fixed asset is translated at
	4. Which of the following can be classified as an integral foreign operation?
	5.  Which of the following items should be converted to closing rate for the purposes of financial reporting?
	Theoretical Questions
	6.  Explain “monetary item” as per Accounting Standard 11. How are foreign currency monetary items to be recognized at each Balance Sheet date?
	7.   Distinguish Non-Integral Foreign Operation (NFO) with Integral Foreign Operation (IFO) as per AS 11.
	Scenario based Questions
	Answer to the Multiple Choice Questions
	Answer to the Theoretical Questions
	6.  As per AS 11 ‘The Effects of Changes in Foreign Exchange Rates’, Monetary items are money held and assets and liabilities to be received or paid in fixed or determinable amounts of money.
	Foreign currency monetary items should be reported using the closing rate at each balance sheet date. However, in certain circumstances, the closing rate may not reflect with reasonable accuracy the amount in reporting currency that is likely to be r...
	Answer to the Scenario based Questions
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	2.1  Introduction
	2.2  Objective
	2.3 Definitions of the terms used in the Accounting Standard
	(i) A person cannot be appointed as director/member without the exercise in his favour by that enterprise of such a power as aforesaid; or
	(ii) A person’s appointment as director/member follows necessarily from his appointment to a position held by him in that enterprise; or
	(iii) The director/member is nominated by that enterprise or a subsidiary thereof.
	2.4 Associates Accounted for using the Equity method
	2.5 Circumstances under which Equity Method is followed
	2.6  Application of the Equity Method
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	Cost of investment (8,50,000 x 10%)
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	Less: 10% share in net asset
	 15,000
	Particulars
	Current Assets


	Goodwill
	Calculations for October 01:
	Calculations for April 01:
	Calculations for October 01:
	Net asset on April 01 ` 5,00,000.
	Profit for the year ` 90,000 earned in the ratio 2:1 respectively.
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