
MASB 6 The Effect of Changes in Exchange Rates  

MASB 6 The Effect of Changes in Exchange Rates deals with changes in foreign 
exchange rates as they affect transactions denominated in foreign currencies and the 
translation of the financial statements of an enterprise's foreign subsidiaries. MASB 6 
replaces IAS 21 Accounting for the Effects of Changes in Foreign Exchange Rates 
which was previously adopted as an approved accounting standard by the MASB. 

Highlights :- 

MASB 6, requires that foreign currency transactions should be translated at the spot 
rate on the date of the transaction. The Standard also provides for the treatment of 
gains and losses arising on the settlement of a transaction or where a transaction 
unsettled at balance sheet date is affected by changes in exchange rates. 

Exchange difference arising on a monetary item that amounts to a net investment in a 
foreign entity, in which case they are reported in equity until the asset or liability is 
disposed of. 

Consolidation of a parent enterprise's financial statements and any foreign operations 
should reflect the financial and operational relationship that exists between an investing 
enterprise and its foreign enterprise. To achieve this, MASB 6 provides two alternative 
methods for translation of a foreign enterprise's financial statements depending on 
whether the enterprise is a separate, quasi-independent enterprise, or where it 
represents a direct extension of the operations of the investing enterprise. 

For investments in foreign enterprises that are integral to the operations of the parent 
(not independent), defined in the Standard as a foreign operation, income statement 
items are translated at the rate prevailing at the date of the transaction (for practical 
reasons, average exchange rate). Balance sheet monetary items should be translated 
at the closing rate, and non-monetary balances at the rate that relates to the valuation 
basis. This means the rate on acquisition date for non-monetary assets carried at 
historical cost and the rate at valuation date for revalued non-monetary assets. 

Exchange differences arising on the translation of the report for foreign operations 
should be taken to income. 

In the case of investments in foreign enterprises that operate independently, defined in 
the standard as foreign entities, the financial statements should be translated using 
closing rates for the balance sheet and transaction rates (or, in practice, average rates) 
for incomes and expenses. Differences that arise on translation of the report of foreign 
entities should be taken directly to equity. 

MASB 6 enhances the transparency of the financial statements by encouraging an 
enterprise to disclose its foreign currency risk management policy and, in aggregate for 



each foreign currency, amounts owing or due where such amounts are not subject to 
hedging arrangements. 

Further, MASB 6 also requires specific disclosure of: 

translation differences included in net income; 

analysis of translation differences in equity; and 

changes in rates after balance sheet date. 

The transitional provision provided in MASB 6 allows enterprises time to adjust to the 
new treatments required under this Standard. However, it is important to note that the 
where an enterprise avails itself of the transitional provisions it must disclose the effects 
of the treatment adopted during the transitional period upon its financial statements. 
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