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Abstract

The subject of accounting for the translation of foreign currency financial
statements has been widely researched since 1965. Much of this research to date,
both empirical and theoretical, has been motivated by a recognition of the effect
of foreign exchange fluctuation and translation adjustment. Currently, the
Situational Approach is accepted in the field of international accounting
worldwide, though this approach may not always be suitable.

The purpose of this paper is to consider two problems with the Situational
Approach. First, the relevant comparative accounting literature with historical
perspectives on the subject is very limited. Second, there are differences between
the Situational Approach in the U.K. (Type A) and that in the U.S. (Type B).
The reason for these differences may exist due to a change of logics between
them. This paper discusses these differences from a historical perspective
(especially from 1968 to 1975).

At present, the Current-Rate Method (Type B) is the best method of
translating foreign currency financial statements. It is useful to recognize the
effect of foreign exchange fluctuation from the standpoint of the parent company
concept, as the independent foreign subsidiary is only part of the parent
company’s investment. Therefore, the translation adjustment incurred from
translation by the Current-Rate Method should be included in net income.

In conclusion, there is a need for research with historical perspectives to be
considered when setting international accounting standards. Further, even if
accounting standards are different, the disclosed translation adjustments should

be mutually recognized.
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OO0 OOO0OO0000O00O000O0O0OO0O19920 -199400
FT-SE 100 Listed Unlisted Total
Year 1994 | 1993 | 1992 | 1994 | 1993 | 1992 | 1994 | 1993 | 1992 | 1994 | 1993 | 1992
Number of
relevant 92 93 94| 127| 124| 105 37 32 26| 256| 249| 225
companies
Number of 00| 100| 100 150| 150| 150 50 50 50| 300 300 300
companies
“Translation method used for balance sheet items”
Closing rate
method:
through-out | 84%| 84%| 82%| 89%| 89%| 89%| 81%| 100%| 92%| 86%| 88%| 86%
except
Zﬁieéiéitfy 13%| 12%| 16%| 10%| 9%| 9%| 16% | 8%| 12%|  9%| 12%
contract
Other method(s) 3% 2% 3% 2% 1%
No disclosure - 2% 2% 2% - 2% - - - 1% 1% 2%
100% | 100% | 100%| 100%| 100%| 100% | 100%| 100% | 100%| 100% | 100%| 100%
“Translation method used for profit and loss times”
&Lﬁ:ﬁrate 16% | 22%| 23%| 25%| 21%| 32%| 30%| 38%| 58%| 23%| 23%| 32%
Historical rates:
average rate
approximation|  70% | 65%| 71%| 68%| 68%| 55%| 35%| 41%| 27%| 64%| 63%| 58%
method
actual
historical 2% 2% 1% 2% 16% 6% | 12% 4% 2% 2%
rates method
Other method(s) 9% 7% 3% 3% 1% 3% 4% 2%
No disclosure 3% 5% 3% 6% 8% | 10%| 19%| 16% 3% 7% 8% 6%
100% | 100% | 100%| 100%| 100%| 100% | 100%| 100% | 100%| 100% | 100%| 100%

Note: The above percentages are based on the number of relevant companies; that is, those with evidence of foreign

operations.

D.J.Tonkin and L.C.L.Skerratt(eds.), Financial Reporting 1992-93: A Survey of UK Published Accounts, 1993, p.187,

p.189.

D.J.Tonkin and L.C.L.Skerratt(eds.), Financial Reporting 1993-94: A Survey of UK Published Accounts, 1994, p.171.
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