w ‘NG FOR FOREIGN
[ANGE RATE
_ l: , WUATION



FOREIGN CURRENCY

nge of currencies.

1l exchange of currency is not
ssible because repatriation is not allowed.



translation:

ansactions and their recording



fternational transactions and
their recording
e buying or selling of goods and

rices are denominated in

11

owing or lends funds and the amounts
le and receivable are denominated in
1 currency.



een the date of initiation exchange rate and
rent exchange rates.)

- O) Date of settlement:

It is the date on which the transaction referred to
- under the date of initiation is settled.



APPROCHES:

SACTION APPROCH:

he assumptions that a foreign

action an 5 subsequent settlement on a
ole event. Accordingly difference due to the
ange rate fluctuations are credited to the cost
0ds purchased or to an export sale.

TRANSACTION APPROCH:

It is based on the assumption that foreign exchange
involved in an international transaction and it is
separate from that of the cost of goods purchased
or sold.




journal entries in single
ransaction approach:

TIATION:
C Dr
payable/suppliers A/C.

[y _Furchase d multiplied by exchange rate
iling on the date of exchange)

ERIM DATE OF REPORTING:
Purchase A/C Dr
To Accounts payable/suppliers A/C.

Juantity purchased multiplied by exchange rate
- difference with the interim date and the date of
initiation)



e rate between settlement date and
ate)



blied by exchange rate
2xchange)

DATE OF REPORTING:
oss on foreign exchange A/C Dr
To Accounts payable/suppliers A/C.

quantity purchased multiplied by difference between
- the exchange rate on the interim date and the
date of initiation)



TE:
exchange A/c Dr
able/suppliers A/c.

itional change in the exchange

ween settlement nd interim date)

e will be entry for gain on foreign exchange.

TTLEMENT:
Accounts payable/Suppliers A/c Dr
To cash/ bank A/c.



Nternational GAAP on Foreign
Irrency I ranslation:

1993) primarily deals with the
oreign currency translation and

1 currency transaction
h are denominated in currency other than
functional currency of the enterprise

1slation of foreign currency financial

atements of branches, divisions, subsidiaries
and other investors that are incorporated in the
financial statement of an enterprise by
consolidation methods.



rency is a term used under the
in the context of foreign

refers to the currency of
wironment in which

rimary econo
terprise operates.
re transactions whose terms are

inated in a foreign currency or which
 settlement in a foreign currency.



ccur when the enterprise

dit , goods or services whose
ed in foreign currency.

s or lends fun d the amounts
e or receivable are denominated in



yverview of Foreign currency
arkets and exchange rates:

tment run smoothly

. e market is different from other
exchanges is that it has no central location

- Instead , it consists of traders who buy and sell
currencies from their computers.



er markets, such as commodities the
cy market is highly liquid. Meaning
ickly converted into cash. Traders
24 hours per day , except

main purpose of the foreign exchange market
ncourage international investment and trade.

market exchanges on currency into another

ncy.

ean countries export products and services

to the united states, the US can pay for these items

in euro.



urrency market is one of the

market. They cant trade directly but can
ct this task through a broker or bank.



verting one currency to another, or for

ging in speculation or trading in the

currency market.

2 are a wide variety of factors which

influence the exchange rates such as interest

~ rates, inflation and the state of politics and the
economy in each country.



ce an exchange rate also known as
change rate, forex rate, FX rate or

ouyers on sellers where
ncy trading is continuous 24 hours a day
weekend i.e., trading from 20:15 GMT

) nday until 22:00 GMT Friday. The spot
nge rate refers to the currency exchange



Accounting for Spot Currency
lransaction:
ency transaction is one that

ent, either payment or receipt,
foreign ct

the exchange rate changes between the
al purchase or sale transaction and the
ement date , there is a gain or loss on the

ge.

= Business with few foreign currency

- transactions are more likely to convert currency
on the spot or current rate.



L foreign currency
transaction.

» of transaction in dollars at
urrency at the time of

ate the value of the payment in dollars at
rent exchange rate when the transaction



ayments of the accounts recievables at
rate and record the loss on exchange
for the difference between the
ion value and the settlement

ulate the value of foreign currency accounts
able or payable at the spot rate at the year

of the accounting year record any change in
from the original transaction rate as a foreign
cy gain or loss in the year and post the other
side of the entry to accounts payable or accounts
receivable as appropriate.



