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Direct versus Indirect Exchange Rates
Direct Exchanges Rate

For example, if $1.20 can acquire €1 (1 European
euro), the direct exchange rate of the dollar
versus the European euro is $1.20, as follows:

Indirect Exchanges Rate

For the European euro example,
the indirect exchange rate is



Changes in Exchanges Rate



Weakening of the U.S. Dollar—Direct Exchange 
Rate Increases





Strengthening of the U.S. Dollar—Direct Exchange 
Rate Decreases

Between July 1, 2011, and July 1, 2012, the direct exchange rate decreased from $1.45
= €1 to $1.26 = €1, indicating that it took less U.S. currency to acquire 1 euro. On July
1, 2011, a euro cost $1.45, but on July 1, 2012, the relative cost for 1 euro decreased to
$1.26. This means that the value of the U.S. currency increased relative to the euro,
termed a strengthening of the dollar against the euro. Another way to view this
change is to note that the indirect exchange rate increased, indicating that on July 1,
2012, 1 dollar acquired more euros than it did on July 1, 2011. On July 1, 2011, 1 U.S.
dollar could acquire 0.69 euro, but on July 1, 2012, 1 U.S. dollar could acquire more
euros, 0.79, indicating that the relative value of the dollar increased between July 1,
2011, and July 1, 2012.

Think of the strengthening of the U.S. dollar as

• Taking less U.S. currency to acquire one foreign currency unit.

• One U.S. dollar acquiring more foreign currency units.





Spot Rates versus Current Rates 

PSAK 10 refers to the use of both spot rates and current rates for measuring 
the currency used in international transactions. The spot rate is the exchange 
rate for immediate delivery of currencies. The current rate is defined simply as 
the spot rate on the entity’s balance sheet date.



Forward Exchange Rates

Active dealer markets in forward exchange contracts are maintained for
companies wishing to either receive or deliver major international currencies.
The forward rate on a given date is not the same as the spot rate on the same
date. Expectations about the relative value of currencies are built into the
forward rate. The difference between the forward rate and the spot rate on a
given date is called the spread. The spread gives information about the
perceived strengths or weaknesses of currencies.



FOREIGN CURRENCY TRANSACTIONS







Foreign Currency Import and Export Transactions



Illustration 
of Foreign 
Purchase 

Transactions
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MANAGING INTERNATIONAL CURRENCY RISK WITH FOREIGN 
CURRENCY FORWARD EXCHANGE FINANCIAL INSTRUMENT

The accounting for derivatives and hedging activities is guided by PSAK 50
and PSAK 55.

A financial instrument is cash, evidence of ownership, or a contract that both
(1) imposes on one entity a contractual obligation to deliver cash or another
instrument and (2) conveys to the second entity that contractual right to
receive cash or another financial instrument. Examples include cash, stock,
notes payable and receivable, and many financial contracts.

A derivative is a financial instrument or other contract whose value is
“derived from” some other item that has a variable value over time. An
example of a derivative is a foreign currency forward exchange contract whose
value is derived from changes in the foreign currency exchange rate over the
contract’s term. Note that not all financial instruments are derivatives.



Derivatives Designed as Hedges

Derivatives that meets the requirements for a hedge and are designated as 
such by the company’s management are accounted for in accordance with 
PSAK 55, as follow:

1. Fair value hedges

2. Cash flow hedges

3. Hedge of a net investment in a foreign operation



Forward Exchange Contracts



Case 1: Managing an Exposed Foreign Currency Net Asset 
or Liability Position: Not a Designated Hedging Instrument

















Case 2: Hedging an Unrecognized Foreign Currency Firm
Commitment: A Foreign Currency Fair Value Hedge









Case 3: Hedging a Forecasted Foreign Currency Transaction:
A Foreign Currency Cash Flow Hedge





Case 4: Speculation in Foreign Currency Markets











Foreign Exchange Matrix



ADDITIONAL CONSIDERATIONS
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