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FRS-21

This Standard partially replaces SSAP-21: Accounting for the Effects of
Changes in Foreign Currency Exchange Rates (1988), although that
Standard will continue to apply in full until the completion of
accounting periods beginning prior to 1 January 1998.

When FRS-21 applies, paragraphs 5.3, 5.5, 5.6, 5.8 and 5.13(d) of SSAP-21
will remain in effect together with the relevant discussion and
definition paragraphs.

This Sandard should be read in the context of the Explanatory Foreword to
General Purpose Financial Reporting published by the Council,
Institute of Chartered Accountants of New Zealand.

The Accounting Standards Review Board (the Board) has approved FRS-21.:
Accounting for the Effects of Changesin Foreign Currency Exchange Rates, for
the purposes of the Financial Reporting Act 1993, to apply to all reporting entities,
the Crown and all departments, Offices of Parliament and Crown entities
(each of which is defined in the Act) other than as expressly exempted by the terms
of the Sandard.

The Board has also approved this Standard to apply to local authorities
(as defined in the Act) from 1 July 1998.

1 INTRODUCTION

COMMENTARY

1.1 This Standard deals with:

(a) the translation of transactions and balancessuared in foreign currencies; and

(b) the translation of the financial statement$aséign operations into a single
reporting currency for the purpose of includingnthia the financial report
of the entity reporting.

1.2 This Standard does not deal with accountinghéatging transactions other
than the classification of certain exchange diffiees arising in connection with
the hedging of a net investment in an independemidgn operation. Reference
should be made to Statement of Standard AccouRtiagtice SSAP-21Accounting
for the Effects of Changes in Foreign Currency Exchange Rates for guidance
on accounting for certain hedging transactions. this respect, compliance with
SSAP-21 is still required.

1.3 An entity may engage in two forms of foreign eagy transactions:

(&) It may have transactions in foreign currenci€mr example, an entity may
purchase or sell goods for which payment is madebatances measured in
a foreign currency, or it may lend or borrow foreigurrency. In order to
prepare the financial report of the entity, tratisas and balances measured in
foreign currencies need to be translated intogherting currency of the entity.
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(b) It may have foreign operations. In order tegare the financial report
incorporating the activities of foreign operatiottsg financial statements of
those operations need to be translated into thertieg currency of the
entity reporting.

1.4 The principal issues in accounting for foreigurrency transactions and
foreign operations are:

(&) the exchange rate to be used; and

(b) the recognition and disclosure in the finanagttements of the financial
effects of changes in exchange rates.

1.5 This Standard does not specify the currencwliich an entity reporting

presents its financial report. However, an entitgorng normally uses the
currency of the country in which it is domiciledf.it uses a different currency, this
Standard requires disclosure of the reason forgusiat currency. This Standard
also requires disclosure of the reason for any gh@mthe reporting currency.

1.6 Financial reporting standards are paragraphslahtype-face in this Standard.
Where appropriate, interpretive commentary pardgrap plain type-face follow the
financial reporting standards.

2 APPLICATION

STANDARD

2.1 This Standard applies to the general purposerfancial reports of all
entities except where exempted by paragraph 2.2 garagraph 2.3.

2.2 Entities that qualify in accordance with theFramework for Differential

Reporting are not required to:

(a) translate transactions measured in a foreign etency using the exchange
rate in effect at the transaction date, or at a ra¢ approximating this rate,
as required by paragraph 5.1 of this Standard. Iftransactions are not
translated at the rate in effect at the transactiondate, or a rate
approximating this rate, then transactions settledin the accounting
period shall be translated at the settlement rateand transactions
unsettled at balance date shall be translated at & closing rate in
accordance with paragraph 5.3 of this Standard; or

(b) separately disclose the net exchange differengeluded in the statement
of financial performance for the period as requiredby paragraph 7.1(b)
of this Standard.

2.3 Life Insurers that comprehensively adopt marketvalue accounting are
not required to comply with paragraph 6.5(c) of ths Standard.

2.4 The financial reporting standards set out in tis Standard shall apply to
all financial reports where such application is ofmaterial consequence. A
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statement, fact, or item is material if it is of sgh a nature or amount that its
disclosure, or the method of treating it, given ful consideration of the
circumstances applying at the time the financial rport is completed, is likely
to influence the users of the financial report in raking decisions or assessments.

2.5 This Standard applies to general purpose finamal reports covering
periods beginning on or after 1 January 1998.

3 STATEMENT OF PURPOSE

COMMENTARY
3.1 The purpose of this Standard is to:

(&) specify the accounting treatment for transastiand balances measured in a
foreign currency;

(b) specify methods of translating the financialteients of a foreign operation
so as to reflect the underlying relationship betw#enentity reporting and
the foreign operation; and

(c) require disclosure of information that will agsiisers of the financial report
of an entity reporting to assess the significarfama@vements in the exchange
rates of foreign currencies to which the entitgxposed.

3.2 This Standard does not deal with the hedgindoafign currency assets,
liabilities and unrecognised commitments other ttrenclassification of exchange
differences arising on a foreign currency liabilitycounted for as a hedge of a net
investment in an independent foreign operation.

4 DEFINITIONS

STANDARD
The following terms are used in this Standard witithese meanings:

4.1 “Closing rate” is the spot rate at the balance ate of the entity reporting.

4.2 “Entity reporting” for the purposes of this Standard only, and when
used in context that addresses the relationship bgeen a foreign operation
and the rest of the entity or group entity, shall e taken to mean the entity
excluding the foreign operation.

COMMENTARY

4.3 When a relationship between a foreign operadiuth the entity reporting is
described, it is important to view the foreign opiera as if it were a separate
entity from the entity reporting. A foreign brandaperation, referred to in
paragraph 4.8, should also be viewed as though & weseparate entity from the
entity reporting.
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STANDARD

4.4 “Exchange difference” is the difference resultig from translating the
same number of units of foreign currency at differhg exchange rates.

4.5 “Exchange rate” is the ratio for exchange of twaurrencies.

4.6 “Foreign currency” is a currency other than thereporting currency of
the entity reporting.

4.7 “Foreign currency monetary liability” is a monetary liability denominated
in a foreign currency, regardless of the form in whth the liability originated.

4.8 “Foreign operation” is a subsidiary, in-substace subsidiary, associate,
joint venture, branch or other form of operation, whose activities are based or
conducted in, and whose financial report is preparé in, a foreign currency.

4.9 “Monetary items” is money held and items to beeceived or paid in
fixed or determinable amounts of money. All other asets and liabilities are
non-monetary items.

4.10 “Net investment in a foreign operation” is theentity reporting’s share in
the reported net assets of the foreign operation gether with any long-term,
intra-group balances that are in effect equity reléed to the acquisition or
financing of that operation.

COMMENTARY

4.11 1t is common for the financing arrangementsvben the parent entity and
the foreign operation to involve long-term indelstesls rather than funding solely
by way of equity. The indebtedness may be denoethaither in New Zealand

dollars or in the currency of the foreign operatiofhe indebtedness is frequently
permanent in nature, and there may or may not tegeist flows attached to that
indebtedness. The acquisition or financing of tierations referred to in

paragraph 4.10 does not mean the use of tradimguatsin the normal course of
business.

STANDARD

4.12 “Reporting currency” is the currency used in pesenting the financial
report.

4.13 “Settlement date” is the date at which a receable is collected or a
payable is paid.

4.14 “Spot rate” is the exchange rate for immediat@elivery of currencies to
be exchanged.

4.15 “Transaction date” is the date at which a trasaction is recognised in
the accounting records of the entity reporting, inconformity with generally
accepted accounting practice.
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COMMENTARY

4.16 Recognition of a transaction will occur eitlhwdren a transaction gives rise to
an element at the time the transaction occurs arsatbsequent time because the
element could not be recognised at the time thesé&etion occurred.

STANDARD

4.17 “Translation” is the process by which financia data measured in one
currency are expressed in terms of another currency It includes both the
expression of individual transactions in terms of mother currency and the
expression of a complete set of financial statemenprepared in one currency
in terms of another currency.

5 FOREIGN CURRENCY TRANSACTIONS

Initial Recognition of Transactions

STANDARD

5.1 Except as permitted by paragraph 5.3 of SSAP-2JAccounting for the
Effects of Changesin Foreign Currency Exchange Rates, transactions measured
in a foreign currency shall be reported, on initialrecognition in the reporting
currency, by applying to the foreign currency amoun the spot rate at the
transaction date or a rate approximating that rate.

COMMENTARY

5.2 A transaction in a foreign currency is recognisethe financial statements
of an entity as at the transaction date, normadijng the exchange rate at that
date (spot rate). For practical reasons, a ratdhproximates the actual rate is
often used; for example, an average rate for alisactions during the week or
month in which the transactions occur. However, & #xchange rate fluctuates
significantly, the use of a simple average rateafperiod may be unreliable.

Reporting the Effects of Changes in Exchange Rates Ssdrjuent to Initial
Recognition

STANDARD

5.3 Except as permitted by paragraph 5.3 of SSAP-21Accounting for the

Effects of Changes in Foreign Currency Exchange Rates, at each reporting

date:

(@) foreign currency monetary items shall be tranglted using the closing
rate;

(b) non-monetary items that are carried at histori@al cost and measured in
a foreign currency shall be translated using the g rate at the
transaction date or a rate approximating that rate;and
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(c) non-monetary items that are carried at other tlan historical cost and
measured in a foreign currency shall be translatedusing the spot
rate that existed when the values of those non-motaey items were
determined.

Recognition of Exchange Differences

STANDARD

5.4 Except for exchange differences accounted fon iaccordance with
paragraphs 6.5, 6.9and 6.10, or where a hedging maaction accounted for in
accordance with paragraphs 5.3, 5.5, 5.6 and 5.8 85AP-21: Accounting for
the Effects of Changesin Foreign Currency Exchange Rates exists:

(a) exchange differences arising on settlement ofanetary items or from
reporting an entity’s foreign currency monetary items at rates different
from those at which they were recognised during theeriod, or reported
in previous financial statements, shall be recogresl as revenue or expense
in the statement of financial performance for the priod in which they
arise; and

(b) exchange differences arising on non-monetary éns at the date of
revaluation shall be accounted for in the same maman as the change in
the value of the non-monetary item.

COMMENTARY

5.5 An exchange difference results when there isaagd in the exchange rate
between the transaction date and the settlemenbélaiey monetary items arising
from a foreign currency transaction.

5.6 When a transaction is settled within the sameowtting period as it

occurred, the exchange difference between the anarigihally recorded and the
settlement amount is reflected in the cash flowthefperiod and is to be included
as revenue or expense in the statement of finapeiérmance for the period.

5.7 Except as permitted by paragraph 5.3 of SSAPAZtounting for the Effects

of Changes in Foreign Currency Exchange Rates, when a transaction is not settled
in the same accounting period in which it occurtbd,foreign currency monetary
item is to be translated at the closing rate. literence between the amount
presented in the current financial report and ampunt at which the transaction
was presented in the previous financial reportnitially recognised in the current
period, is regarded as an unrealised foreign exgghayain or loss. In order to
reflect the impact of a foreign currency exchangev@ement on the performance of
the entity reporting, and to assist with the predictof future cash flows,
unrealised exchange gains and losses on monegang iare to be included in the
statement of financial performance for the periddthe closing rate is considered
the best indication of how the payable or receivalmald be settled.
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5.8 A revalued non-monetary item that is measure@ iforeign currency is
translated at the spot rate in existence when Itevia determined. This Standard
adopts the view that the translation element of amgh valuation adjustment
should be accounted for in the same way the underlghange in value of the
non-monetary item is accounted for. For example,ttanslation of a revaluation
of a building measured in a foreign currency wiuk in a revaluation component
which will be recognised through an asset revaluateserve. Any translation
element should therefore be recognised in the assaluation reserve along with
the revaluation component.

6 FINANCIAL STATEMENT TRANSLATION

Classification of Foreign Operations

STANDARD

6.1 The method used to translate the financial staments of a foreign
operation for the purpose of the entity reporting cepends on the way in which
the operation is financed and operates in relatioto the entity reporting. In
this Standard, foreign operations are classified asither:

(@) independent foreign operations, or

(b) integrated foreign operations.

If the activities of a foreign operation are an inegral part of those of the entity
reporting, the operation is described as an integtad foreign operation;
otherwise it is described as an independent foreigoperation.

COMMENTARY

6.2 Independent foreign operations accumulate eashother monetary items,
incur expenses and costs, earn revenues and pertrapge financing, substantially
in the foreign currency. When there is a chang@énexchange rate, there is little
or no direct effect on the activities, or presemdl éuture cash flows, of either the
entity reporting or the foreign operation because foreign operation is not an
integral part of the operations of the entity réimgr. The significance of the

exchange rate change to the entity reporting wbalds effect on the net investment
in the foreign operation rather than on the indisidmonetary and non-monetary
items held by the foreign operation.

6.3 An integrated foreign operation is an integrait pf the operations of the
entity reporting as if it were an extension of tlEe@tion of the entity reporting.
The effect on the cash flows of the entity reportafga change in the exchange
rate would be almost immediate and would be of alaingffect if the entity
reporting had conducted the activities itself. Fhilne effect of an exchange rate
change in the case of an integrated foreign omeras related to the monetary
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items held by the foreign operation, rather thath®net investment of the entity
reporting in that operation.

6.4 Whether a foreign operation should be regasdeithdependent or integrated
depends on particular circumstances. Matters t@dresidered in making this
decision include the following:

@)

(b)

(©

(d)

(e)

(f)

(9)

(h)

Whether costs of materials, labour and othenpmments of the foreign
operation’'s product are primarily local costs, oretfiter the foreign
operation depends on goods and services obtaiivedndy from the country
in which the entity reporting is located, or trartedcin the currency of the
entity reporting: Costs that are primarily localsts suggest the operations
are independent.

Whether there is little relationship between tfag-to-day activities of the
foreign operation and the entity reporting, or wiettransactions with the
entity reporting represent a high proportion of fitneign operation’s day-to-
day activities: Activities carried out with a sigoédnt degree of autonomy
from the entity reporting, or transactions with ##ity reporting that are a
low proportion of the foreign operation’s activitiesuggest the operations
are independent.

Whether the day-to-day activities of the foreigperations are financed
mainly from its own operations and local borrowingswhether there is

dependence on finance provided by the entity répprt Local borrowings

and self-financing suggest the operations are iedegnt.

Whether the foreign operation’s market is maiolitside the country of the
entity reporting or in a currency other than thathe entity reporting: A

market predominantly outside the country of theitgnmeporting or in a

foreign currency suggests the operations are indtgg.

Whether there are other factors that would migichat the cash flows of the
entity reporting are insulated from, or affected the day-to-day activities
of the foreign operation: Insulated cash flows ssgghe operations are
independent.

Whether a foreign operation acts as a selliggnay which receives stocks of
goods from the entity reporting and remits the peats to the entity
reporting: Where this is the case it suggest®fiegations are integrated.
Whether the foreign operation produces a raweri@f or manufactures or
sub-assembles parts which are used by the entibytieg for inclusion in its
own products: Such production suggests the opesatice integrated.
Whether the foreign operation is located ovassgrimarily for tax or other
regulatory purposes, or to act as a means of gaiirance for the entity
reporting: These reasons for location suggesoieeations are integrated.
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Translation of the Financial Statements of Indepenent Foreign Operations

STANDARD

6.5 The financial statements of an independent foign operation shall be
translated as follows:

(@) Assets and liabilities shall be translated at # closing rate.

(b) Revenue and expense items shall be translateding the spot rate at the
transaction date or at a rate approximating that rae.

(c) Allresulting exchange differences arising fronfa) and (b) above shall be
taken to the foreign currency translation reserve ad recognised in the
statement of movements in equity.

(d) For the purposes of presentation in the statenm¢ of cash flows, cash
inflows and outflows shall be translated at the sgaate at the date of the
cash flow or at a rate approximating that rate.

COMMENTARY

6.6 For practical reasons, a rate that approxintatesctual rate is often used to
translate revenue and expense items of foreigratipas; for example, an average
rate for all transactions during the week or montwiich the transactions occur.

6.7 The translation of the financial statementindépendent foreign operations
results in the recognition of exchange differerexésing from:

(a) translating revenue and expense items at tbleaege rates at the dates of
transactions, or rates approximating those rated,agsets and liabilities at
the closing rate;

(b) translating the opening net investment in tiedependent foreign operation
at an exchange rate different from that at whiclas previously reported;
and

(c) other changes to equity in the independenidareperation.

These exchange differences are not recognised v@nue or expenses in the

statement of financial performance because theggwaim the exchange rates have
little or no direct effect on the present and fateash flows from operations of

either the independent foreign operation or théyergporting.

6.8 When an independent foreign operation is cdcestgld but is not wholly
owned, accumulated exchange differences arising franslation and attributable
to minority interests are allocated to, and regbee part of, the minority interest
in the consolidated statement of financial position

STANDARD

6.9 In the consolidated group financial statementsif a foreign currency
monetary liability is designated a hedge of a nehvestment in an independent
foreign operation, any exchange difference on thdtability shall be taken to
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the foreign currency translation reserve and recogised in the statement of
movements in equity to the extent that it is offseby the exchange difference
on the net investment. When any exchange differeacon such a liability
exceeds the exchange differences arising on the nietvestment that the
liability hedges, these excess exchange differencgsll be recognised in the
statement of financial performance in the period.

6.10 When long-term indebtedness exists between tlemtity reporting and
the independent foreign operation that, in substare, forms part of the
entity reporting’s net investment in the independen foreign operation, such
indebtedness shall be treated, for the purpose ofanslation, as equity and not
as a monetary item. In the consolidated group finacial statements, exchange
differences on the indebtedness shall be taken tche foreign currency
translation reserve and recognised in the statememtf movements in equity.

COMMENTARY

6.11 An entity reporting may have a monetary iteat ib a receivable from, or

payable to, an independent foreign operation. Amifor which settlement is

neither planned nor likely to occur in the foreddeduture is, in substance, an
extension to or deduction from the entity reporsnget investment in that

independent foreign operation. Such monetary itareslong term in nature and
therefore exclude normal trade receivables and lpaga In the consolidated

group financial statements, exchange differencesumt long-term indebtedness
are to be taken to the foreign currency translatiEserve and recognised in the
statement of movements in equity.

6.12 Any goodwill arising from the acquisition of andependent foreign

operation and any fair value adjustments to theytsy amounts of assets and

liabilities arising on the acquisition of that fage operation are treated as either:

(@) assets and liabilities of the independent {presperation and translated at
the closing rate; or

(b) assets and liabilities of the entity reportimigich either are already expressed
in the reporting currency, or are non-monetaryifpreurrency items which
are reported using the exchange rate at the d#te afansaction.

6.13 Goodwill that is reported in the independengifpr operation’s statement of
financial position will be translated as a non-mangtasset at closing rate.
Translation of the Financial Statements of Integra¢d Foreign Operations

STANDARD

6.14 The financial statements of an integrated foign operation shall be
translated in the same way as if the underlying trasactions had been entered
into by the entity reporting.
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COMMENTARY

6.15 When translating the financial statementsroindegrated foreign operation,
it is appropriate to incorporate the individualnite of the foreign operation’s
financial statements into those of the entity réipgrin a manner that will achieve
the same result as if all transactions of the graiperation had been entered into
by the entity reporting itself (refer to paragréepB).

Change in the Classification of Foreign Operations

STANDARD

6.16 A change in the way in which a foreign operations financed and
operates in relation to the entity reporting may lad to a change in the
classification of that foreign operation:

(@ when an integrated foreign operation is reclasfied as independent,
exchange differences arising on the translation afon-monetary items at
the date of the reclassification shall be taken tehe foreign currency
translation reserve and recognised in the statemendf movements in
equity; and

(b) when an independent foreign operation is reclasfied as integrated,

(i) the translated amounts for non-monetary items taithe date of the
change shall be treated as the historical cost fdhose items in the
period of the change and subsequent periods, and

(i) the accumulated amount of the exchange differeces taken to the
foreign currency translation reserve that relate tothe foreign
operation and to any monetary liability designatedas a hedge of
that operation shall be transferred out of the forégn currency
translation reserve but shall remain within equity. The amount of
the exchange differences shall not be taken to th&tatement of
financial performance nor recognised in the statenmd of movements
in equity.

6.17 Where there is a change in the classificatiasf a foreign operation, the
translation procedures applicable to the revised elsification should be applied
from the date of the change in the classification.

Disposal of Independent Foreign Operations

STANDARD

6.18 On disposal of an independent foreign operatip the accumulated
amount of the exchange differences taken to the feign currency translation
reserve that relate to the foreign operation and toany monetary liability
designated as a hedge of that operation shall beatnsferred out of the foreign
currency translation reserve but shall remain within equity. The amount of
the exchange differences shall not be taken to thstatement of financial
performance nor recognised in the statement of moweents in equity.
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COMMENTARY

6.19 The foreign currency translation reserve isctitain only exchange
differences that relate to existing independentifpr operations and, when
applicable, the monetary liabilities that are amdéhbeen designated a hedge of
the net investment in the independent foreign djmera

6.20 An entity may dispose of its interest in a iigmeoperation through sale,
liquidation, repayment of share capital or abandemnof all or part of that foreign
operation. A write-down of the carrying amount ofoaefgn operation does not
constitute a disposal. Accordingly, no part of fbeeign exchange gain or loss
taken to the foreign currency translation resesveeclassified at the time of a
write-down.

6.21 Transfers between reserves are not to be tedlein the statement of
movements in equity but in a note to the finangttements, as stated in
paragraph 7.7 of FRS-Zresentation of Financial Reports.

7 DISCLOSURES

STANDARD

7.1 The financial report shall include separate didosure of:
(@) the accounting policies adopted in translating foreign currency
transactions and in translating the financial statenents of foreign

operations;

(b) the net exchange difference included in the siment of financial
performance;

(c) foreign currency translation reserve movementsn the period showing
separately:

(i) the gross amounts recognised as a result of hgidg foreign
currency liabilities against net investments in inépendent foreign
operations; and

(i) the net exchange difference arising from theranslation of the
financial statements of foreign operations, otherttan that required
to be disclosed by (i) above;

(d) the balance of the foreign currency translation reserve as a
subclassification of equity;

(e) the amounts, in aggregate for each foreign cuency, of monetary assets
and monetary liabilities denominated in a foreign arrency in the case of:

(i) current assets and current liabilities, or balances reported in the
broad order of their liquidity, to the extent that they are not
hedged; and

(i) non-current assets and non-current liabilities to the extent that
they are not hedged to a date at least twelve morgtafter balance
date; and
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() the effect of translating the opening cash balee and the cash flows
during the accounting period at rates different fran the exchange rate
used to translate the closing cash balance. Theeadt shall be reported,
in the statement of cash flows, as part of the reaailiation of the change
in cash in the period.

COMMENTARY

7.2 Information required in paragraph 7.1(e) isaggregate for each foreign
currency, separated into amounts payable and wrddeiv This disclosure is
intended to provide an indication of the exposurerdities at balance date to the
risks of changes in foreign exchange rates. [Estiire encouraged to supplement
this disclosure with an outline of their policies riespect of hedging monetary
items and other matters relevant to an assessmiemntities’ exposure to
movements in exchange rates.

STANDARD

7.3 When the reporting currency is different from the currency of the
country in which the entity reporting is domiciled, the reason for using a
different currency shall be disclosed.

7.4 The reason for any change in the reporting cuancy shall be disclosed.

7.5 When there is a change in the classification @f foreign operation, the
financial report shall separately disclose:

(@) the nature of the change in classification;
(b) the reason for the change;

(c) the quantified impact on the foreign currency tanslation reserve of the
change in classification; and

(d) the quantified impact on the statement of finanial performance for the
current period had the change in the classificationoccurred at the
beginning of the current period.

8 TRANSITIONAL PROVISION

STANDARD

8.1 Comparative figures for prior periods are not grmitted to be adjusted for
the effect of changing accounting policy in accordae with paragraph 6.5(b) in
the first period of application of this Standard.

COMMENTARY

8.2 This Standard requires entities to change thl&icounting policy in
accordance with paragraph 6.5(b) in the first pedabdpplication. This change of
policy is not to be given retroactive effect. Dasilre of the effect of the change
in policy should be made in accordance with FR®ikclosure of Accounting
Policies.
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APPENDIX 1

Comparison of FRS-21 with International and Australian Accounting
Standards

This comparison appendix, which was prepared as auly11997, deals only with

significant differences in the standards. It isdarced for information purposes
only and does not form part of the standards in -BRS The International

Accounting Standard referred to in this Appendix wasnulgated by the

International Accounting Standards Committee.

The International and Australian accounting stanslaroimparable with FRS-21
are:

. IAS-21 (1993): The Effects of Changes in Foreign Exchange Rates;
. AASB 1012 (1988):Foreign Currency Translation; and
. AAS 20 (1987): Foreign Currency Trandation.

The following summarises the significant differenéeghe above standards and
FRS-21: Accounting for the Effects of Changes in Foreign Currency Exchange
Rates.

Hedging

The Australian standards deal with the hedging ofifpr currency transactions,
but neither FRS-21 nor 1AS-21 deals with hedging othan hedging of a net
investment in an independent foreign operation. wNgealand reporting
requirements for hedging are contained in SSAPA2tounting for the Effects of
Changes in Foreign Currency Exchange Rates which has authoritative support
within the accounting profession in New Zealand.

Exchange Differences on Monetary Items

All the standards require exchange differences omataoy items, excluding
certain hedged positions, to be recognised in tteement of financial
performance. FRS-21 requires this without exceptiblowever, IAS-21 and the
Australian standards contain the following exceptions

. IAS-21 permits, as an alternative treatment, thdtaigmtion of exchange
differences (as part of the cost of the relateéthss defined circumstances.
These circumstances cover differences arisingspeet of liabilities not able
to be settled, that finance the acquisition of sse when such a difference
is the result of a significant movement in valuatf a currency not able to
be hedged. The exceptions of IAS-21 are subjeatltawer of replacement
cost and recoverable amount limitation.

. The Australian standards require the capitalisatibexchange differences
which relate directly to, or can be reasonably laited to, the cost of
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acquiring defined qualifying assets. These staixlapply a recoverable
amount constraint, but not a replacement costaiestr

Exchange Differences on Revalued Items

When an asset is revalued, FRS-21 states explitifly the exchange difference
arising at the time of the revaluation is part lné revaluation and should follow
the treatment of the asset revaluation. 1AS-21,em@huiring measurement of the
exchange difference in the same manner, does phtd| specific requirements
about the treatment of the exchange difference.

Recognition of Exchange Differences on Hedging an legtment in an
Independent Foreign Operation

FRS-21 and the Australian standards require exchdiffggences on transactions
that hedge a net investment in an independentfiorgeration to be recognised in
the foreign currency translation reserve in thesotidated financial statements, to
the extent that exchange differences arising frém lkiability are offset by

exchange differences on the net investment. FR®eBlires these exchange
differences to be recognised in the statement ofements in equity. Excess
exchange differences are to be recognised in tladersent of financial

performance. 1AS-21 does not contain this limitatiand simply requires all

exchange differences on the hedge to be classifierjuity.

Classification of Exchange Differences on an Investmeéin an Independent
Foreign Operation

FRS-21 and the Australian standards specify thahange differences on a net
investment in an independent foreign operationgetsed in equity are to be taken
to the foreign currency translation reserve. FRSr2quires these exchange
differences to be recognised in the statement ofements in equity. 1AS-21
simply requires the classification of such exchadifferences as equity.

Treatment of Exchange Differences in the Foreign Cuency Translation
Reserve on Disposal of an Investment in an IndependefRoreign Operation

FRS-21 requires exchange differences in the foreigmency translation reserve
that relate to an investment in an independenigoreperation no longer held, to
be transferred out of the foreign currency trammhateserve but remain in equity.
The differences shall not be taken to the stateroéfihancial performance nor
recognised in the statement of movements in equithS-21 requires such
exchange differences to be recognised in the se&teof financial performance.
AASB 1012 and AAS 20 are silent on the treatment céres on disposal of an
independent foreign operation. The applicable Alisin standards for treatment
on disposal are AAS 24Consolidated Financial Reports and AASB 1024:
Consolidated Accounts. These standards specify that the gain or lossgrésed
(by the parent entity) on the sale of the ownergttigrest in the foreign operation
is, in preparing the consolidated financial statetsieto be adjusted by the net
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post-acquisition movement to the date of sale érétained profits or accumulated
losses and reserves of the foreign operation. détitian, AASB 1018:Profit and
Loss Accounts does not permit the inclusion of transfers frorserges in the
statement of financial performance for the finahgéar.

Required Disclosure on Reclassification

When a reclassification occurs, FRS-21 requireslalisire of the effect on the
current period’s profit as if the reclassificatioocurred at the start of the period.

IAS-21 requires instead disclosure of the effectpanfit for the prior period for
which comparative figures are presented, as if doassification occurred at the
start of the prior period.

The Australian standards do not prescribe disclesiurerespect of reclassified
foreign operations.

Foreign Operation Maintained in Hyperinflationary E conomy

IAS-21 and AAS 20 include treatments in respect oftthaeslation of the financial
statements of a foreign operation reporting in dheency of a hyperinflationary
economy. 1AS-21 requires restatement in accordamitte 1AS-29: Financial
Reporting in Hyperinflationary Economies. In respect of independent foreign
operations, AAS 20 recommends the revaluation ofi@l-monetary, non-current
assets prior to translation. FRS-21 and AASB 10&2ath silent on this matter.
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APPENDIX 2

lllustration of Application of Paragraphs 5.3(c), 54(b) and 6.14

This appendix provides illustrations of the apgima of paragraphs 5.3(c), 5.4(b)
and 6.14. It is produced for information purposafy and does not form part of
the standards in FRS-21.

Example 1: Illustration of application of paragraphs 5.3(c) and 5.4(b)
Revaluation of overseas property held by a New Zealand entity.
Paragraph 5.3(c) states:
“(c) non-monetary items that are carried at otliemt historical cost and
measured in a foreign currency shall be translatdg the spot rate

that existed when the values of those non-monetmms were
determined.”

Paragraph 5.4(b) states:
“(b) exchange differences arising on non-monetaeyns at the date of
revaluation shall be accounted for in the same miaas the change in
the value of the non-monetary item.”

Assume:

. Purchase of land for $100,000 in foreign currerfe@)(when the exchange
rate $1FC = $1NZ.

. End of year 1, the property is not revalued andetkehange rate is $1FC =
$0.90NZ.

. End of year 2, the property is revalued to $150f@@nd the exchange rate
is $1FC = $0.80NZ.

At the purchase date the cost of the land is $100,0% the end of the first year,
the land is not revalued and, as it is a non-mopeisset, it is translated at the spot
rate at the transaction date (FRS-21 paragrapb)h.3The carrying value therefore
remains at $100,000.

At the end of the second year the land is revalodtstfair value of $150,000FC
and translated at the spot rate when the value tsrrdimed (i.e. at $1FC =
$0.80NZ). Hence, the carrying amount of the landass $120,000NZ, and an
asset revaluation reserve of $20,000 is create®{ERparagraph 5.4(b)).

Example 2: Illustration of application of paragraphs 5.3(c), 5.4(b), and 6.14

Revaluation of property held by an integrated foreign operation.

Paragraph 6.14 states:
“The financial statements of an integrated foreigperation shall be
translated in the same way as if the underlyingseations had been entered
into by the entity reporting.”
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Assume:

. The same facts as in Example 1, except that theadction is undertaken by
an integrated subsidiary.

The following table shows the consolidation workshdet both year 1
(acquisition) and year 2 (revaluation). All deld@ms are positive numbers and all
credit items are negative numbers. In year 1, fthancial statements of the
integrated foreign subsidiary are translated attthasaction spot rate (FRS-21
paragraphs 5.1 and 6.14). The consolidation adgst eliminates the investment
in the subsidiary against the equity (capital)he subsidiary acquired.

In year 2, the land has been revalued in the badkthe foreign subsidiary
(column (a)). The subsidiary’s financial statenseate translated using the spot
rates at the times that the carrying amounts weterméned. This yields a foreign
exchange difference of $20,000 (column (c)) which Mawrmally be recognised
in the statement of financial performance for teeqd. FRS-21 paragraphs 5.4(b)
and 6.14 require this exchange difference to bewted for in the same manner
as the change in value of the non-monetary item.

Note that the final result in Example 2 is the sasef the New Zealand parent
company had directly purchased the overseas laxah{fle 1), hence the purpose
of paragraphs 5.3(c) and 5.4(b) in FRS-21.
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Example 2
Year 1: Acquisition
@ (b) (© (d) (e) ® @
Foreign Translatior Foreign NZ Sub- Consolidatior Group
Subsidiary Rates Subsidiary Parent total  Adjustment Statemen
FC$'000 NZ$'000 NZ$'000 NZ$'000 NZ$'000 NZ$'000
Capital (100) 1.00 (100)  (100) (200) 100 (100)
Land 100 1.00 100 0 100 100
Investment
in Subsidiary 0 0 100 100 (100) 0
100 100 100 200 0 100

Year 2. Revaluation

(@) (b) (© (d) (e) ® @
Foreign Translatior Para5.3(c  NZ Sub- Consolidatior Group
Subsidiary Rates adjustment Parent total  Adjustment Statemen
FC$'000 NZ$'000 NZ$'000 NZ$'000 NZ$'000 NZ$'000
Capital (100) 1.00 (100)  (100) (200) 100 (200)
Foreign exch
difference 20 20 (20) 0
Asset revaln
reserve (50) 0.80 (40) (40) 20 (20)
(150) (120) (100) (220) 100 (120)
Land 150 0.80 120 120 120
Investment
in Subsidiary 0 0 100 100 (100) 0
150 120 100 220 0 120
HISTORY

Previoudly issued accounting standards superseded by this Financial Reporting

Sandard:

SSAP-21  Accounting for the Effects of Changesin Foreign Currency Exchange Rates
(issued April 1988 and effective for periods beginning on or after 1 July
1988), paragraphs 5.1, 5.2, 5.4, 5.7 and 5.9 to 5.13(a) to (c) and the
relevant discussion and definition paragraphs.
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