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                                 Application Note

Multi-CurrencyPRIVATE 
 Issuestc  \l 3 " Issues"

xe "Exchange Rate Issues"
Companies doing business in multiple currencies face the issue of tracking open and closed transactions in multiple currencies as well as exchange rate fluctuations.  This application note addresses how STREAM II handles multi-currency processing and the effect of exchange rate fluctuations on the General Ledger and subsidiary ledgers. 

The two major areas where exchange rate fluctuations have impact is on the Accounts Receivable and Accounts Payable detail.

Transactional Exchange Rate:  This is the exchange rate that a particular transaction is recognized at.  This rate is stored in the transaction record (Invoice Header, A/P Register) along with the currency code of the currency that the transaction is being made in.  All values stored in the transaction record are in the transaction currency.

Current Exchange Rate: The exchange rate of a currency based on the data in the currency table for today's date.

House Currency: The currency in which the companies books are kept.

Foreign Currency: All other currencies.

Processing: As A/R or A/P invoices are created in foreign currencies the current exchange rate is defaulted into the transaction record.  This data may be changed to handle situations where the company wishes to associate a different exchange rate with a particular transaction.

At the time the transactions are created and posted to the General Ledger the General Ledger accounts are updated in both house currency and foreign currency based on the exchange rate stored in the transaction.  To facilitate this, all journal entries carry both house and foreign currency values as well as a currency code.  This facility allows accounts in the General Ledger to be either house currency or foreign currency accounts, and balanced as such.  An account may be flagged as a foreign currency account in the Account Description record for the account.   The account period records in the ACCPER file also contain both house and foreign currency accumulators.

Open transactions are tracked in the transactional currency, while their contribution to the subsidiary ledgers is in both house and foreign currency.  All internal auditing is done in house currency.

Sales Posting: Invoices are posted to the General Ledger on a batch basis.  The system uses the transactional exchange rate, stored in the transaction record, regardless of when  sales are posted.


Exchange Rate Movement
When exchange rates change, and are recognized by the company, new records are created in the currency table to provide the default exchange rate for new transactions.  The value of existing transactions does not change.  The change in value of a transaction is not recognized until either cash application in the case of Accounts Receivable, or Payment in the cash of Accounts Payable.

Reporting: To assure accurate and meaningful reporting the system produces all accounting reports based on the current exchange rate and produces all sales reports based on the transactional exchange rate stored in the transaction record.  Reports provide totals of each currency at the end of the report.

Recognition: Exchange rate fluctuations are recognized as the transaction is settled.


Accounts Payable
In the case of Accounts Payable the exact amount it will cost in house currency to settle the debt will not be known until receipt of the bank statement.  Payment is made either by check or per instruction to the bank to pay.  This part of the transaction hits the General Ledger based on the "current" exchange rate.  When this  transaction is made the system calculates the gain or loss due to movement in the exchange rate and posts it to the appropriate General Ledger account.

Then, when the bank statement arrives (the check has cleared or the bank has transferred the money) an additional variance will probably have occurred and may be recognized.  To clear each transaction the house currency amount that was posted to the General Ledger is compared to the actual amount that the bank deducted from the account and the appropriate journal entry is automatically made.  At the same time bank charges may also be cleared.


Receiving
In order to track cost of sales properly, and meet government regulations in some countries, it may be necessary to receive goods based on an exchange rate set by the government - different from the default exchange rate.  This is handled in STREAM II by using the "receive inventory" option during Accounts Payable Invoice Entry.  This option combines receiving and A/P invoice entry into one process that allows the effective exchange rate to be recognized before the cost of the receipt hits inventory.

This methodology is possible as multi-currency transactions are normally cross-border sales which assume that the invoice travels with the goods, and therefore the invoice is available at the receipt /AP entry time point.


A/P Example
House currency: USD

March 1:
An invoice for 100 GBP is received from a vendor and entered into the A/P system.  The current exchange rate is 1.5 USD per GBP.  This becomes the "historical or transactional" exchange rate for this invoice and is stored in the A/P invoice record.



Debit Inventory Account:  150 USD



Credit A/P Account:  150 USD



A/P Detail invoice is stored as 100 GBP

Mar.15:
The exchange rate moves and a new record is created in the CURRENCY file for 1.4 USD per GBP.  An A/P report is run to determine the total exposure the company has in GBP which in this case is 100 GBP.  The 100 GBP A/P invoice is now worth 140 USD.

April 5:
A check is issued to the vendor (for 100 GBP) or the bank is advised to pay 100 GBP to the vendor directly.



Debit A/P Account: 150 USD
(Original value)



Credit Cash: 140 USD

(Current value)



Credit FC Variance: 10 USD
(Difference)

April 30:
The bank statement arrives.  The check/payment cleared on the 20th, at which point the bank deducted 142 USD from the account.  This is the "actual" exchange rate.  A journal entry is made to recognize this currency gain/loss.



Credit Cash: 2 USD



Debit Exchange Rate Account: 2 USD


Accounts Receivable
During the invoicing process, either direct invoicing or order completion/shipping, invoices may be created in both house and foreign currencies.  The currency on each invoice is kept in the currency field of the invoice header (Invoice file).  Each invoice may only be in one currency.   The A/R balance in the general ledger is maintained in house currency.  A special journal entry is made during the sales posting process to compensate for rounding variations during the posting process.
The procedure for A/R reconciliation is similar except that the recognition of the exchange rate fluctuation may be recorded either at the time of cash application (A) or after the cash application process when the deposit clears the bank (B).

When applying funds received in a multi-currency environment one currency is processed at a time.  When a customer is selected in the cash application program the system defaults the currency to the default currency for the customer selected.  Only invoices written in this currency will be displayed.

(A) When funds are received through the bank and the remittance advise is provided the effect of currency fluctuations can be adjusted for during the cash application process by entering the amount of the foreign currency being applied and the amount of house currency your bank credited your account with.  The system will deduct the transactional value of the deposit from the A/R General Ledger account based on the transactional exchange rate, add the actual value of the deposit received to the appropriate cash account, and create an adjusting entry for the variance in the currency exchange rate.

(B) If checks are received directly from the customer, and then deposited, the effect of currency fluctuation cannot be completely recorded until the deposit clears the bank.  In this case the current exchange rate is used to post the estimated value of the cash receipt to the general ledger, along with an adjusting entry for the amount of variance between the transactional exchange rate and the current exchange rate.  Then, when the deposit clears the bank the actual amount received is compared to the estimate amount and a variance entry is created.

Bank Clearing: The bank clearing program allows the clearing of deposits and payments by entering the actual amount that the bank valued the transaction at.  The system will then automatically create an entry for the variance.


A/R Example
House currency: USD

March 1:
An invoice for 100 GBP is written, received to a customer, and posted to the General Ledger Accounts Receivable account. The current exchange rate is 1.5 USD per GBP.  This defaults as the "historical or transactional" exchange rate for this invoice and is stored in the A/R invoice record.  The user may enter a different exchange rate for this transaction, which is then used as the basis for all exchange rate issues for this invoice.



Debit Accounts Receivable: 150 USD



Credit Sales Account:  150 USD



Invoice Detail invoice is stored as 100 GBP

Mar.15:
The exchange rate moves and a new record is created in the CURRENCY file for 1.4 USD per GBP.  An A/R report may be run to determine the total exposure the company has in GBP which in this case is 100 GBP.  The 100 GBP A/R invoice is now actually worth 140 USD.  This is not yet recognized, and the report if only for information purposes.

April 5:
A payment is received towards this invoice by bank transfer, we receive notification that the bank received 50 GBP from the customer which they converted at 1.40 (the days actual rate).  The Cash Application program creates the following entries as it takes 50 GBP out of the Accounts Receivable account based on the same exchange rate that was used to add to the Accounts Receivable account. 



Credit A/R Account: 150 USD
(Original value)



Debit: Cash: 140 USD

(Current value)



Credit FC Variance: 10 USD
(Difference)
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