
AS 11– (Revised 2003) 
 

The Effects of Changes in Foreign Exchange Rates 
 
Applicability 
 
The revised 2003 Accounting Standard will replace the 1994 Accounting Standard and will come into 
effect in respect of accounting periods commencing on or after 01/04/2004. AS 11 is a measurement 
standard and occupies a significant importance in preparation and presentation of financial 
statements. 

  
Issue 1 : 
 
To which Enterprises is AS 11 (revised 2003) applicable ? 

☞   AS 11 (Revised) comes into effect in respect of accounting periods commencing on or after 
01/04/2004. In fact, since AS 11 is a measurement standard and the disclosure requirements 
are not many, the AS is applicable in entirety to level I, II and III enterprises without any 
exception. 

  
Issue 2 : 
 
With effect from 01/04/2004 how will an enterprise account for effects of changes in foreign exchange 
rates in respect of  
 

a) Transactions in foreign currencies entered prior to 31/03/2004 and 
 

b)  Transactions in foreign currencies entered after 01/04/2004. 
 

☞  AS 11 (revised) deals with such a situation. It states that in respect of accounting for 
transactions in foreign currencies entered into by an enterprise itself or through it’s branches 
before 31/03/2004 AS 11 (1994) will continue to be applicable. Meaning thereby, the 
accounting treatment hitherto followed by an enterprise in capitalizing exchange differences 
arising on repayment of liabilities incurred for the purpose of acquiring Fixed assets, to 
respective fixed assets, will continue even after 01/04/2004 in respect of loans transacted prior 
to 31/03/2004. 

 
Whereas, exchange differences arising for above nature transactions but entered after 
01/04/2004, shall be recognised as income or as expense in the profit and loss statement in 
the period in which they arise.  

  
Issue 3 : 
 
To which Accounting Standards the revised AS 11 doesnot deal with ? 

☞  AS 11 (Revised) does not deal with : 
 

a) the presentation in cash flow statement (AS 3) arising from transactions in foreign 
currency and transactions of cash flows of foreign operations. As per AS 3, Cash flows 
arising from transactions in a foreign currency should be recorded in an enterprise’s 
reporting currency by applying to the foreign currency the exchange rate between the 
reporting currency and the foreign currency on the date of the cash flow. The effect of 
changes in exchange rates on cash and cash equivalents held in a foreign currency 
should be reported as a separate part of the reconciliation of the changes in cash and 
cash equivalents during the period. 

 
b) exchange differences arising from foreign currency borrowings to the extent  that they 

are regarded as an adjustment to interest costs (AS 16). If interest cost is incurred for 
acquisition, construction, or production of a qualifying asset, then in that case, such 
interest is capitalised as part of cost of that asset. In other words, exchange differences 
arising from foreign currency borrowings in respect of such interest cost, will not be 
recognised as income or as expense in the period in which they arise. 

 



Issue 4 : 
 
What is the meaning to the following terminologies used in revised AS 11 : 
 

a) Foreign operation  
 

b) Integral foreign operation  
 

c) Non-Integral Foreign operation  
 

d) Monetary items  
 

e) Non-monetary items  
 

☞   The above terminologies are extensively used in the revised Accounting Standard. To 
understand the Accounting Standard, the meaning of these terminologies is first to be 
understood. 

 
 a) Foreign operation : Apart from entering into foreign currency transactions, an enterprise 

may also have foreign operations.  
 

When activities are based or conducted in a country other than the country of the reporting 
enterprise, which are carried out through a subsidiary, associate, joint venture or branch, then 
such activities are called foreign operation. Foreign operation may further be classified into 
integral foreign operation and non-integral foreign operation. 

 
  b) Integral Foreign operation : 
 

Integral Foreign operation is a foreign operation, the activities of which are an integral 
part of the reporting enterprise. Such foreign operation carries on its business as if it 
were an extention of the reporting enterprise’s operation. 

 
c)  Non-integral foreign operation : 

 

Non-integral foreign operation is a foreign operation that is not an integral foreign 
operation. Non-integral foreign operation accumulates cash and other monetary items, 
incurs expenses, generates income and perhaps arranges borrowings, all substantially 
in local currency. 

 
d)  Monetary items :  

 

Monetary items are money held and assets and liabilities to be received or paid in fixed 
or determinable amounts of money. Cash, receivables and payables are examples of 
monetary items.  

 
e) Non-monetary items :  

 

Non-monetary items are assets and liabilities other than monetary items. Fixed assets, 
inventories and investments in equity shares are examples of non-monetary items.  

 
Issue 5 : 

 

A. Ltd. sells goods to a USA Company worth US $ 10,000 on 2nd April 2004. The amount is payable 
after 3 months i.e. on 2nd July 2004. USA company will remit US $10,000 to A. Ltd. on 2nd July, 2004. 
 

The exchange rate applicable on various dates is assumed as under: 
 

02-04-04 1 US$ = Rs.45.30 
30-06-04 1 US$ = Rs.45.00 
02-07-04 1 US$ = Rs.44.95 
 

a) when should the transaction be recorded in A Ltd’s Books ? 
 

b) At what rate the transaction be recorded ? 
 
c) what should A Ltd. do on 30/06/04 the cut-off date for preparing financial statements ? 
 

d) How should the exchange rate difference be disclosed in financial statements ? 



☞ a ) As per AS 11, a foreign currency transaction should be recorded, on initial recognition in the 
reporting currency by applying to the foreign currency amount the exchange rate between the 
reporting currency and the foreign currency at the date of transaction. Accordingly, A Ltd. will 
record the sale transaction on the date of transaction i.e. 02/04/2004 in its books. 

 
        b) A Ltd. will use the exchange rate prevailing on 02/04/04 to record the transaction. Exchange 

rate being 1 US$ = Rs.45.30, A. Ltd. will record Sales at Rs.4,53,000 on 02/04/04. 
 
       c) AS 11, further states that foreign monetary items at balance-sheet date should be reported 

using the closing rate. Thus, in A Ltd.’s case, for year ending 30/06/04, Receivables, being a 
monetary item, should be translated at rate of 1US $ = Rs.45.00, being the exchange rate 
prevailing on 30/06/04. 

 
       d) AS 11 stipulates that exchange differences arising on the settlement of monetary items or on 

reporting an enterprise’s monetary items at rates different from those at which they were initially 
recorded during the period or reported in previous financial statements, should be recognised 
as income or as expenses in the period in which they arise.  Thus, Exchange difference as on 
30/06/2004 will come to Rs.3,000 negative i.e. result in exchange loss of Rs.3,000. The same 
should be recognised as an expense in profit and loss statement for the year ending 30/06/04. 

 
An argument is put forward that when financial statements are finalized and the ultimate 
collection takes place on 02/07/2004 at Rs.44.95, then why not consider exchange loss at 
Rs.3,500 for 30/06/04. The argument put forth is to consider AS 4, Events occurring after the 
Balance-sheet date. 

 
AS 11, is specific as to treatment to be given to exchange differences, though sometimes it may 
defeat the principles of prudency and conservation. Further, amount that is realised from 
Debtors is US$ 10,000 and the loss is arising due to exchange difference. Hence, treatment as 
spelt out in AS 11 will have to be followed, eventhough a definite loss is to be recognised in 
subsequent year, much known at the time of finalisation of the financial statements. 

  
Issue 6 : 
 
Gem Exports Ltd. transfers inventory worth US$ 50,000 to its USA branch in July 2004, when the 
rupee rate is 1 US$ = Rs.44.90. Inventory costing US$ 2,500 is in stock as at 31/03/2005 and the 
rupee rate is 1 US$ = Rs.44 as on that date. 
 
a) At what rate the closing stock should be valued as at 31/03/2005 ? 
 
b) Will it make a difference if the net realisable value has fallen to US$ 2,300? If so, at what rate the 

inventory of US$ 2,300 be valued ? 

☞ a) As per AS 11, non-monetary assets at each balance-sheet date 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. Thus, closing stock remaining unsold should be valued at rate 
prevailing when the goods were transferred i.e. 1 US$ = Rs.44.90. 

 
      b) AS 11 further also mentions that non-monetary items if carried at fair value or other similar 

valuation, should be reported using the exchange rate that existed when the values were 
determined. Since, Inventories are valued at lower of cost or net realisable value and in the 
given case, net realisable value is US $ 2,300, the rate existing on the date of valuation is to 
be considered i.e. 1 US$ = Rs.44. Thus, inventory will be valued at US$ 2,300 at exchange 
rate of 1US $ = Rs.44 and not at 1 US $ = Rs.44.90, when the goods were transferred in 
July’04. 

  
 

 
 
 
 
 
 



Issue 7 : 
 
X Ltd. has advanced a loan of US$ 50,000 to its subsidiary on 01/07/04 when the exchange rate is 1 
US$ = Rs.45 the repayment of which is not planned in the foreseeable future. The US subsidiary falls 
under the definition of a non-integral foreign operation. 
 
The exchange rate as on 31/03/05 is 1US$ = Rs.44. How should X Ltd. account for the exchange 
rate difference in its books as per revised AS 11?  

☞  Revised AS 11 states that Exchange differences arising on a monetary item that in substance, 
forms part of an enterprise’s net investment in a non-integral foreign operation should be 
accumulated in a foreign currency translation reserve in the enterprise’s financial statement 
until the disposal of net investment, at which time they should be recognised as income or as 
expense. 

 
Thus, X Ltd. should translate the monetary item at 31/03/2005 at US$ = Rs.44. The exchange 
difference arising of Rs.50,000 should not be considered as an exchange loss for y.e. 31/03/05 
but parked under the head foreign currency translation reserve (or loss) and shown in Balance-
sheet, till the investment in subsidiary is disposed off. However, exchange differences arising 
out of trade receivable from or trade payable to a non-integral foreign operation will be 
considered as monetary item requiring treatment as if it is a integral foreign operation. 

  
Issue 8 : 
 
Schedule VI to the companies Act, 1956 permit adjustment to cost of Fixed asset acquired from 
outside India, in relation to difference arising to subsequent repayments of foreign currency 
specifically borrowed for the purpose of acquiring that asset. Where as AS 11 (revised) doesnot 
permit such treatment 
 
a) what should be a treatment given by a company for such transaction entered after 01/04/04 ?  
 
b) Should a company’s Auditor qualify his report, if company follows treatment as given in Schedule 

VI ? 

☞ a) It may be noted that where a requirement of an accounting standard is different from the 
applicable law, the law prevails. Accordingly, the requirement of an accounting standard is not 
applicable to the extent it is  in conflict with the requirement of the relevant law. Thus, if a 
company so desires, can follow the requirements of schedule VI so long as Schedule VI is not 
amended. The company will, still be considered to be complying with AS 11 for the purposes of 
section 211 of the Act. 

 
      b) The auditor of the company should not assert non-compliance with AS 11 (revised 2003) under 

section 227(3) (d) of the Act, in such a case and should not qualify his report in this regard on 
the true and fair view of the state of the company’s affairs and profit or loss of the company 
under section 227(2) of the Act. 

 
 Note: The conditions mentioned in schedule VI are worthnoting. The fixed asset should be 

acquired from a country outside India and money should be borrowed in foreign currency 
specifically for the purpose of acquiring fixed asset. The question that arises, will the 
explanation still hold good when machinery is purchased within India and borrowings are made 
in foreign currency to finance the purchase. 

 
Note : Companies (Accounting Standards) Rules 2006, which came into force with effect 
from 07-12-2006, has inserted by way of foot note “It may be noted that accounting 
treatment of exchange differences contained in this standard is required to be followed 
irrespective of the relevant provisions of Schedule VI of the Companies Act, 1956”. 
 
Hence, after 07-12-06, Companies will have to treat such exchange difference in profit & 
loss statement and not as adjustment to fixed Assets. 

 
 



 
Basic difference between AS 11 (2003) and AS 11(1994). 

 
One can identify two noticeable differences between the old AS 11 (1994) and the new AS 
11 (2003). The earlier Accounting Standard stated that exchange differences arising on 
repayment of liabilities incurred for the purpose of acquiring fixed assets, which are carried 
at historical cost, should be adjusted in the carrying amount of the respective fixed assets. 
 
Whereas the new AS 11, now requires, Exchange difference arising on the settlement of 
monetary items (which shall also include loan liabilities incurred in foreign currency) or on 
reporting an enterprise’s monetary items at rates different from those at which they were 
initially recorded during the period or reported in previous financial statements, should be 
recognised as income or as expense in the period in which they arise. Thus, whereas the 
earlier Accounting standard stipulated capitalization of such exchange differences, the 
new Accounting Standard stipulates such exchange difference to be recognised in profit 
and loss statement. 
 
The second glaring difference is that the old accounting standard recognised only foreign 
branches and further stated that net exchange difference resulting from the translation of 
items in the financial statements of a foreign branch should be recognised as income or as 
expense for the period. 
 
Whereas the new Accounting Standard revised in 2003 has further classified foreign 
operations in two parts viz integrated foreign operation and non-integrated foreign 
operation. The net exchange difference resulting from the translation of financial 
statements of a integral foreign operation should be recognised as income or expense for 
the period. Whereas all resulting exchange differences arising from translating the 
financial statements of a non-integral foreign operation should be accumulated in a foreign 
currency translation reserve until the disposal of net investment. 
 
 

 


