CHAPTER 19
Multiple Choice
19-1:
d.


Direct exchange rate:



December 1

1 ÷ 2.22 yen =



P
0.45



December 31

1 ÷ 2.70 yen = 




0.37


Decrease in forex rate






P
0.08


Forex gain (200,000 yen x P0.08)





P       16,000

19-2:
c.


Forex rate, December 1






P
0.45


Forex rate, December 31







0.47


Increase in forex rate






P
0.02


Forex gain (1,500,000 yen x P0.02)





P       30,000

19-3:
d.


September 30:


Forex rate, September 1






P
5.61


Forex rate, September 30







5.59


Decrease in forex rate






P
0.02


Forex gain (200,000 hkg.$ x P0.02)





P         4,000


December 31:


Forex rate, October 1


 



P
5.59


Forex rate, December 30







5.62


Increase in forex rate






P
0.03


Forex loss (200,000 hkg.$ x P0.03)




               P        (6,000)

19-4:
c.


Forex loss on importation of merchandise:


Peso equivalent, January 10, 2004





P     600,000


Peso equivalent, April 20, 2004

  



       608,000


Forex loss (increase)






P       (8,000)


Forex loss on notes payable:






Peso equivalent, September 1, 2004





P  3,000,000


Peso equivalent, December 31, 2004
 



    3,200,000 



Forex loss on principal






P   (200,000)



Add: Forex loss on interest  


        Based on P 3,2000,000



P 120,000


        Based on P 300,000,000 (P3,000,000x10%x4/12)    
   100,000
         20,000


Forex loss







 P  (220,000)





Total forex loss (P 8,000 + P220,000)




 P  (228,000)
19-5:
a.


Direct forex rate – Transaction date (P 1 ÷ $0.018)



P     55.5555

Direct forex rate – Balance sheet date (P 1 ÷ $0.017)



       58.8235

Direct forex rate – Settlement date (P 1 ÷ $0.020)

  

       50.0000








Forex gain (loss), 2004






Transaction date ($10,000 x P55.5555)




P     555,555

Balance sheet ($10,000 x P 58.8235)
 



       588,235 



Forex loss (increase)






P   (  32,680)



Forex gain (loss), 2005






Balance sheet date ($10,000 x P58.8235)




P     588,235

Settlement data ($10,000 x P 50.00)
 



       500,000 



Forex gain (decrease)






P       88,235

19-6:
b.


Adjusted value of accounts receivable, 6/30




P     315,000

Peso equivalent, 7/27






       300,000

Forex loss





  

P     (15,000)

19-7:
a.





2004






Forex rate, 11/5/04






P       0.4295

Forex rate, 12/31/04


 



         0.4245



Decrease in forex rate






P       0.0050


Payable in foreign currency





         50,000

Forex gain







P            250
2005






Forex rate, 12/31/04






P       0.4245

Forex rate, 1/15/05


 



         0.4345



Decrease in forex rate






P       0.0100


Payable in foreign currency





         50,000

Forex loss







P          (500)
19-8:
a.  (1000,000 FC x P 0.85)

19-9:
c.  (50,000 FC x P 0.6498)

19-10:
b

Forward rate, 3/31/04






P          0.25


Selling spot rate, 4/30/04






            0.22 

Decrease







P          0.03


Forward contract receivable





      100,000 FC


Forex loss







P        3,000
19-11:
d. forex gain (loss) on purchase commitments is based on the changes in the forward rates.


Forward rates – December 31, 2004





P        .0055


90-day forward rate






          .0055


On December 31, 2004, no changes in forward rates occurred, so no forex gains (losses) are to be

recognized on December 31, 2004 under both transactions.


19-12:
b.


Forward contract receivable (P100,000 Baht x P1.650)


P    165,000


Spot rate (100,000 Baht x P1.600)





      160,000
Forex loss







P      (5,000)
19-13:
d.


Import transaction – Based on spot rates:


12/31/04:    Forex loss [1,000,000 Francs x (P6.01 – P6.16)]


P  (150,000) 



Forward Contract – Based on forward rates:
12/31/04:    Forex gain [1,000,000 Francs x (P6.06 – P6.07)]


P     10,000
Net forex loss







P  (140,000)


19-14:
b.


12/31/04:   Forex gain [$5,000 x (P56.50 – P56.60)]



P         500


3/31/04  :   Forex loss:



    Forward contract receivable ($5,000 x P56.60)
P 283,000



    Settlement at spot rate ($5,000 x P56.32)                    281,600
        (1,400)

Net forex loss







P         (900)

19-15:
a.


Increase in forward rates:


Forward contract receivable, 11/1/04 (10,000 fc x P.78)


P       7,800


Forward contract receivable, 12/31/04 (10,000 fc x P82)


         8,200

Forex loss







P        (400)
19-16:
b.  Increase in forward rates [100,000 x (P.90 – P.93)]

19-17: c


Gain from increase in intrinsic value of put option


 100


Loss from decrease in fair value of available for sale securities 

(100)


Loss from decrease in time value of the option



 (60)



Net loss on hedging activity 12/31/07




 (60)

19-18: a

19-19: a


12/01/08:
A$ 70,000/P42,000= 1.667 A$ to P1.00


12/31/08:
A$ 70,000/P41,700= 1.679 A$ to P1.00

19-20: a, A$70,000 x P.57 (December 31 forward rate)
19-21: a, The balance will not change, because it is denominated in Philippine peso.

19-22: a


P82,000/KRW 400,000 = P.205


The P82,000 is the amount of the peso payable to bank. This amount is computed using the forward rate.

Problems
Problem 19-1






Foreign


Foreign







Currency

Currency


Accounts

Accounts
Transactions

Transactions


Receivable

Payable

Exchange Loss                  Exchange Gain


  Case 1

NA

P 160,000 (a)
       NA


P 20,000 (b) 

  Case 2
P 38,000 ©

      NA

       NA


P   2,000 (d)

  Case 3
        NA

P  13,500 (e)
P 1,500 (f)

      NA

  Case 4                         P  6,250 (g)                       NA

P 1,250 (h)

      NA



(a) $40,000 x P4.00

(b) $40,000 x (P4.00 – P4.50)

(c) $20,000 x P1.90

(d) $20,000 x (P1.90 – P1.80)

(e) $30,000 x P.45

(f) $30,000 x (P.45 – P.40)

(g) $2,500,000 x P.0025

(h) $2,500,000 x (P.0025 – P.003)

Problem 19-2
a.
May 1

Inventory (or purchases)

800,000






Accounts payable




800,000





Foreign purchases denominated in





Philippine pesos.


June 20 
Accounts payable


800,000






Cash





800,000





Settlement.


July 1

Accounts receivable


500,000






Sales





500,000





Foreign sales denominated in





Philippine pesos.


August 10
Cash



500,000






Accounts receivable



500,000





Collections.

b.
May 1

Inventory (or purchases)

800,000






Accounts payable




800,000





Foreign purchases denominated in yen:





P800,000 / P.40 = 2,000,000 yen


June 20
Foreign currency transaction loss
100,000






Accounts payable




100,000

    



P900,000 = 2,000,000 yen x P.45

   



  800,000 = 2,000,000 yen x P.40





P100,000


Accounts payable


900,000



Cash or foreign currency



900,000


Settlement denominated in yen.

  
July 1
Accounts receivable


500,000




Sales





500,000



Foreign sale denominated in Hongkong $



P500,000 / P5.20 = 96,154 Hkg $


August 10
Accounts receivable


   1,924




Foreign currency transaction gain


   1,924



P501,924 = 96,154 Hkg. $ x P 5.22



  500,000 = 96,154 Hkg. $ x P 5.20 

P    1,924     


Cash or foreign currency

501,924



Accounts receivable



501,924


Collections

Problem 19-3
a.
No net exposure between November 1 and March 1. Michael, Inc. has hedged its foreign  currency purchase commitment with a forward contract to receive an equal number of foreign currency units.

b.
November 1:

Forward contract receivable
3,076,800





Forward contract payable


3,076,800




To record forward contract at forward rate:




240,000 Ringgit x P12.82


December 31:
Forex loss


       4,800





Forward contract receivable

      4,800




To record forex loss for the decrease in




forward rate, P240,000 x P.02


December 31:
Firm commitment for merchandise
       4,800





Forex gain



      4,800




To record increase in fair value of the




Purchase commitment, and resultant




gain or the decrease in the forward rate.


March 1:

Forward contract payable

3,076,800





Cash




3,076,800




To record settlement of forward contract.









Cash (240,000 x P12.86)

3,086,400



Forex loss (240,000 x P.02)
       4,800




Forward contract receivable

3,091,200



To record receipt of 240,000 Ringgit when



the spot rate is P12.86.




Firm commitment for merchandise
       4,800




Forex gain



      4,800



To record change in value of the firm



commitment.



Purchases (240,000 x P12.82)
3,076,800




Firm commitment for merchandise

       9,600




Cash




3,086,400



To record purchases of merchandise.

Problem 19-4
June 1:
Purchases



460,000



Accounts payable




460,000


To record purchases (¥ 1,000,000 x P.46).


Forward contract receivable (fc)
480,000



Forward contract payable



480,000


To record purchase of ¥ 1,000,000 for delivery


in 60 days at forward rate of P.48.

June 30:
Forex loss



  20,000



Accounts payable




  20,000


To record forex loss for the increase in spot


rate, ¥ 1,000,000 x (P.46 – P.48)


Forward contract receivable

  20,000



Forex gain




  20,000


To record forex gain for the increase


in forward rate, ¥ 1,000,000 x (P.48 – P.50).  
 


August 1:
Accounts payable 


480,000


Forex loss (¥ 1,000,000 x P.03)

  30,000



Cash (¥ 1,000,000 x P.51)



510,000


To record settlement.


Cash (¥ 1,000,000 x P.51)

510,000


       Forex gain




  10,000



Forward contract receivable


500,000


To record receipt of ¥ 1,000,000 at spot rate

Forward contract payable

480,000



Cash





480,000


To record settlement of forward contract.

Problem 19-5
December 1:
Accounts receivable


1,280,000



Sales





1,280,000


To record sale (100,000 Rial x P12.80).


Forward contract receivable

1,240,000




Forward contract payable (fc)


1,240,000


To record forward contract to sell 100,000 Rial


at a 90-day forward rate of P12.40.

December 31:
Forex loss



    10,000



Accounts receivable



     10,000


To adjust receivable for the decrease in spot rate


and record forex loss, 100,000 Rial x (P12.80 – P 12.70).


Forex loss



   20,000



Forward contract payable (FC)


     20,000


To record forex gain for the increase in forward rate,


100,000 Rial x (P12.40 – P12.60).

March 1:
Cash 



1,290,000



Forex gain(100,000 Rial x P.20)
               
    20,000



Accounts receivable



1,270,000


To record collection of accounts receivable at spot rate.


Forward contract payable (FC)

1,260,000


Forex loss



     30,000



Cash (100,000 Rial x P12.60)


1,290,000


To record delivery of 100,000 Rial.


Cash



1,240,000



Forward contract receivable


1,240,000


To record collection for forward contract.

Problem 19-6
October 1:
Forward contract receivable

    17,400



Forward contract payable (fc)


   17,400


(15,000 Baht x P1.16)

December 31:
Forex loss



         150



Forward contract payable (fc)


        150


15,000 Baht x (P1.16 – P1.17).


Firm commitment for materials
       
         150



Forex gain




        150


To record increase in fair value of sales


commitment.

April 1:
Cash



   17,400



Forward contract receivable


   17,400


To record collection of forward contract.


Forward contract payable

    17,550


Forex gain





        150



Cash /fc (15,000 Baht x P1.16)


   17,400


To record delivery of 15,000 Baht at forward rate


of P1.16.


Forex loss



        150



Firm commitment for materials


        150


Cash/fc (15,000 Baht x P1.18)

   17,700



Sales





   17,700


To record sales.

Problem 19-7
Contract 1:

October 1:
Forward contract receivable (fc)
160,000



Forward contract payable



160,000


To record forward contract to buy ¥400,000 at P40.

December 31:
Forward contract receivable (fc)
    4,000



Forex gain




    4,000


To record forex gain for the increase in forward


rate of P.01.

April 1:
Cash (¥ 400,000 x P.43)

172,000



Forward contract receivable (fc)


164,000



Forex gain




    2,000


To record receipt of ¥400,000 at spot rate of


P.43.


Forward contract payable

160,000



Cash





160,000


To record payment of forward contract.

Contract 2:

December 1:
Forward contract receivable

     9,200



Forward contract payable (fc)


     9,200


To record forward contract to sell 2 million Rupiah


at P.0046.

December 31:
Forward contract payable

        200



Forex gain




        200


To record forex gain for the decrease in forward


Rate by P.0001.

March 1:
Cash



    9,200



Forward contract receivable


     9,200


To record settlement of forward contract.


Forward contract payable (fc)

    9,000


Forex loss



       800



Cash





     9,800


To record payment of 2 million Rupiah at spot


rate of P.0049.

Problem 19-8
1.
Investment in Siam



1,920,000


Cash





1,920,000


To record purchase of 40% of Siam Company.


Cash





   123,200


Investment in Siam



   
   123,200


To record dividends from Siam for 20 x 1 (P308,000 x 40%)


Investment in Siam


 
   243,200



Other comprehensive income-translation adjustment  128,800 




Income from Siam




   372,000



To record income from Siam for 20x1 computed as follows:




Share of reported income (P930,000 x 40%)
P 372,000




Share of equity adjustment (P322,000 x 40%)
   128,800

2a.
Cash (fc)





1,860,000




Loans payable (fc)




1,860,000


To record loan of 1,200,000 NT dollar at P1.55.

 b.
Loan payable (fc)




     60,000




Other comprehensive income-translation adjustment
     60,000


To adjust loan to current rate (P1.55 – P1.50) x 1,200,000.

 c.
Interest expense




     91,500




Interest payable (fc)




     90,000




Forex gain





       1,500


To accrue interest expense (1,200,000 x 10% x ½ year x P1.525)


And record interest payable (1,200,000 x 10% x ½ year x P 1.50).

Problem 19-9
1.
Cash (fc)





168,000




Accounts receivable (fc)



167,000




Forex gain




                  1,000


To record collection of 100,000 Baht from Queens Company.


Forward contract payable (fc)


167,000


Forex loss





    1,000




Cash (fc)





168,000


To record delivery of 100,000 Baht in settlement of the 


forward contract denominated in Baht.


Cash





164,000




Forward contract receivable



164,000


To record receipt of Phil. Pesos in settlement of the


forward contract receivable.
2.
Forward contract payable



  76,000




Cash





  76,000


To record payment of forward contract payable.


Cash (fc)





  75,000


Forex loss




    
       500




Forward contract receivable (fc)


 75,500


To record collection of forward contract receivable:


(10,000,000 Rupiah x P.00750)


Accounts payable (fc)



  75,500




Cash (fc)





  75,000




Forex gain





       500


To record payment of accounts payable to Indon Co.


 (1,000,000 Rupiah x P.00750)

Problem 19-10
1.
Schedule of forward contract items at December 31, 2004 balance sheet.

Current assets:


Forward contract receivable (Siam hedge: in Phil. pesos)

P 168,000


Forward contract receivable (Indon hedge: 10,000,000 x P.0077)
     77,000


Forward contract receivable (Speculation in Yen: 200,000 x P.670)
   134,000


Change in value of firm commitment



       1,000


Current liabilities:


Accounts payable (Indon account: 10,000,000 x P.0077)

P   77,000


Forward contract payable (Siam hedge: 100,000 Baht x P1.690)
   169,000


Forward contract payable (Speculation in Yen: payable in Phil. pesos)
   130,000

2.
Forex gain or loss for 2004:


Indon:
P2,000 loss on account payable offset by P2,000 gain on 




Forward contract receivable




P       -

Siam:
Forex loss is offset by the change in the value of firm




commitment





         -


Speculation: The speculation is accounted for at the forward rate




throughout the life of the contract.  Therefore, the forward




contract receivable is adjusted to P 134,000 (the rate for




60-day futures at December 31 and the P4,000 gain is 




recognized).






      4,000

Forex gain for 2004 in the income statement



P    4,000
     

Problem 19-11
a. Entry to record the purchase of the call options on November 30, 2007

November 30, 2007


Call Options




20,000



Cash






20,000


Purchase call options for 10,000 barrels


of oil at a premium of P2 per barrel for 


March 1, 2008. The options are at the money


of P30 per barrel; therefore, the entire 

P20,000 is time value

b. Adjusting entry on December 31, 2007:

December 31, 2007


Loss on hedge activity



14,000



Call options





14,000



Record the decrease in the time value


of the options to current earnings.


Call options





10,000


Other comprehensive income



10,000

Record the increase in the intrinsic value


of the options to other comprehensive income.

c. Entries to record March 1, 2008, expiration of options, the sales of option, and the purchase of oil.
March 1, 2008


Loss on hedge activity



6,000



Call options





6,000


Record the decrease in the time value


of the options to current earnings.


The options have expired.


Call options





20,000



Other comprehensive income



20,000


Record the increase in the intrinsic value 


of the options to other comprehensive income.



Cash





30,000




Call options





30,000



Record the sale of the call options.



Oil inventory




330,000




Cash






330,000



Record the purchase of 10,000 barrels



of oil at the spot price of P33 per barrel.

d. June 1, 2008, entries to record the sale of the oil and other entries:

June 1, 2008


Cash





340,000



Sales






340,000



Record the sale of 10,000 barrels



of oil at P34 per barrel



Cost of goods sold




330,000




Oil inventory





330,000



Recognize the cost of the oil sold.



Other comprehensive income- reclassification 
30,000




Cost of goods sold




30,000



Reclassify into earnings the other



comprehensive income from the cash flow hedge.
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