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Applicability of AS -11

Accounting for Transaction 
in Foreign Currency

[Including Forward 
Exchange Contract]

Translating the 
Financial Statements of 

Foreign Operations
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Reporting Currency is the Currency used in 
presenting the Financial Statement

Foreign Currency is the Currency other than 
Reporting Currency
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Monetary Item

Assets           
[To be Received]

Liabilities [To be paid]

In Fixed / Determinable Amounts of Money

Example: Cash, Receivables, Payables etc.

Non-Monetary Item is “Other than Monetary item”

Example: Land, Building, Stock, Investment in equity etc.
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Foreign Currency Transaction

1. A transaction which is denominated or requires 
settlement in a Foreign Currency

2. It includes

a. Buy/Sell goods or services

b. Borrow/Lend Funds

c. Party to an unperformed forward exchange contract

d. Acquires/Disposes assets/liabilities
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Initial Recognition of Foreign Currency Transaction

Foreign Currency Amount
X

Exchange Rate at the Date of transaction

Note: Exchange Rate would mean exchange rate between reporting 
currency and foreign currency
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Note:

1. For practical purpose, any rate that approximates actual can be used

Example: An average rate for a week/month

Use of average rate will not reliable if the exchange rates fluctuates
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Subsequent Recognition

Monetary Item Non-Monetary Item

Usually at 
closing rate

Carried at 
Historical Cost

Carried at Fair Value / Similar 
valuation denominated in 

foreign currency
Exchange rate at the 
date of transaction Exchange rate existed when 

the values were determined
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Note:

1. Contingent Liability will be disclosed using closing rate

2. Monetary item are to be reported using closing rate. However in certain 
circumstances it may not be appropriate to report the monetary item at 
closing rate

Example: 
a. Restriction on remittances or
b. Closing rate is unrealistic and not possible to effect a transaction at that 

rate etc.

In above cases, Monetary item should be reported at the amount which is 
likely to be realised from or required to disburse, such item at the balance 
sheet date
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Recognition of Foreign Exchange

Monetary Item

Transaction is settled in 
subsequent accounting period

Transaction is settled within 
same accounting period

Exchange difference is 
recognised in that 

period

Exchange difference recognised in each 
intervening period up to the period of 
settlement is determined by the change in 
exchange rate during the period
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Translation of Foreign Operations

Foreign Operations

Non-IntegralIntegral

Affects individual 
monetary/non-monetary item 

rather than enterprise Net 
investment in the operation

Affects the net investment in 
operation rather than individual 
monetary or non-monetary item
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Practical Example
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The Representative Office may facilitate contacts between the 
bank and customers by: 

a. gathering financial and commercial information

b. soliciting banking business among non-residents

c. following up transactions initiated and discharged outside

Note: 
A Representative Office may not engage in any form
of banking business or other direct financial
transactions
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Translation of Foreign Operations

Integral Foreign Operations

Non-MonetaryMonetary

Same as earlier
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Translation of Foreign Operations

Non-Integral 
Foreign Operations

Income and ExpenseAssets and Liabilities

Closing Rate Date of Transactions

Exchange difference should be accumulated in a foreign currency 
translation reserve until the disposal of Net Investment
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Note:

For practical purpose, for income and expense average rate 
may be used provided it approximates the actual exchange

1. Goodwill or capital reserve arising on acquisition of a NIFO 
is translated at closing rate

2. Contingent liability will be translated using closing rate
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Disposal of NIFO

Transfer the cumulative amount of 
exchange difference [deferred earlier] to 
Income/Expense in same period in 
which gain/loss on disposal is recognised
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Changes in Classification of Foreign 
Operation

When there is a change in classification

Translation procedures applicable to revised 
classification shall be applied

From the date of change in classification

To be precise, prospective effect
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Change in classification of a Foreign Operation

Non-Integral to IntegralIntegral to 
Non-Integral

Exchange differences arising on 
the translation of non-monetary 
assets at the date of 
reclassification are accumulated 
in a foreign currency 
translation reserve

Translated amounts for non-
monetary items at the date of 
change are treated as the 
historical cost for those items in 
the period of change and 
subsequent periods. 

Exchange differences which have been deferred, are not recognised as 
income or expenses until the disposal of the operation
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Forward Contract

Two parties enter into agreement to purchase or sell an asset at a 
fixed price

In case of Forward Exchange Contract, the asset is nothing but 
‘Foreign Currency’

The premium or discount arising at the inception of such a 
forward exchange contract should be amortized as expense or 
income over the life of the contract
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Exchange differences on such a contract should be recognized in 
the statement of profit and loss in the reporting period in which 
the exchange rates change. 

Note:
Any profit or loss arising on cancellation or renewal of such a 
forward exchange contract should be recognised as income or as 
expense for the period
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Forward exchange contract intended for trading or 
speculation purposes, the premium or discount on the 
contract is ignored and at each balance sheet date, the 
value of the contract is marked to its current market 
value and the gain or loss on the contract is recognised
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