FRS 102 Section 30: Foreign Currency Translation



(1)	INDIVIDUAL COMPANY STAGE



DEFINITIONS


Functional Currency	The currency of the primary economic environment in which the entity operates

Presentation Currency	The currency in which the financial statements are presented



GENERAL RULE


Each entity should determine its functional currency and measure its results and financial position in that currency

For most individual companies the functional currency will be that of the country in which they are located and in which they carry out most of their transactions. 

The presentation currency of most individual companies will also tend to be that of the country in which they are located



(A)	INITIAL RECOGNITION


Each asset, liability, revenue or cost arising from a transaction denominated in a foreign currency should be translated into the functional currency at the exchange rate in operation on the date on which the transaction occurred

If exchange rates do not fluctuate significantly, an average rate for a period may be used


(B)	ACCOUNTING AT THE YEAR END


NON MONETARY ITEMS


These should not be retranslated at the year end i.e they are left at the historical rate 
e.g.	fixed assets and stocks
MONETARY ITEMS


At each balance sheet date, monetary assets and liabilities denominated in a foreign currency should be retranslated using the rate of exchange at that date
e.g.	debtors , creditors , loans

The treatment of the resulting exchange gains and losses is as follows:


On Trading Transactions

Recognise in the profit and loss account as other operating income / expense


On Financing Transactions

Recognise in the profit and loss account as interest receivable / payable



(2)	CONSOLIDATED FINANCIAL STATEMENTS STAGE


	Accounting Treatment:


	All assets and liabilities in the balance sheet are translated at the closing rate of exchange

Share capital and pre-acquisition reserves are translated at the rate at the date of acquisition leaving post acquisition reserves as the balancing figure


	All income and expenses in the profit and loss account should be translated at rate an average rate for the period 


	Exchange differences are reported as a movement on reserves

	These exchange difference arise from 3 sources:

· On retranslation of the opening net assets of the subsidiary
· On retranslation of the profit of the subsidiary for the year		
· On retranslation of the goodwill



