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Revenue management of changes
in foreign exchange rates - case study
of production companies
with foreign participation in the Czech Republic

Abstract. The issue of choice of currency in the financial accounting of companies is a very current topic,
as itis quite common for almost every trading company to have relationships or trade with foreign countries.
For this reason, foreign currency transactions appear in the accounting. However, if individual accounting
entities trade with foreign countries in larger volumes, there may be huge exchange rate differences that
distort the financial results of enterprises. An example of this is the so-called assembly plants on the territory
of the Czech Republic, which are required to keep accounting records in the Czech currency according to
the Act on Accounting (1991). Nevertheless, they purchase most materials abroad, and final products are
also exported abroad.

The purpose of the paper is to compare approaches to the choice of currencies within two accounting
systems - the IAS/IFRS and the Czech accounting system. Also, the paper is aimed at presenting the results
of the research with a task to quantify the impact of the use of the functional currency (according to the
IAS/IFRS) with regard to the differences in the exchange rate and the amount of gains/losses by using a
selected segment in the Czech Republic as an example, namely: 122 production companies of foreign
origin operating in the Czech Republic, specifically in Pilsen Region, with the largest representation of those
from Germany (61 plants), Japan (19 plants), France (17 plants), Slovakia (9 plants), the USA (4 plants),
the UK (4), Liechtenstein (2 plants), Luxembourg (2 plants), Belgium (2 plants), and Spain (2 plants).

The research has shown that the volume of transactions that affect exchange rate differences decreases
by 69.84% on average if the functional currency is introduced compared to keeping accounts in the Czech
crowns. Further, it has been determined that exchange rate differences fall by a similar percentage.
Keywords: Foreign Currency; Exchange Differences; International Financial Reporting Standards
IAS/IFRS; Functional Currency; Presentation/Reporting Currency; Production Company; Assembly Plant
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YnpaBniHHSA poxonamMmm Big 3MiHU BaNlOTHUX KYPCiB:

Kelic BUPOGHUYMX KOMMAaHIN i3 iHo3eMHolo y4acTio B Yexir

AHoTauiq. NutaHHa Bubopy BantoTy ois GiHaHcoBoro 06Jiky NiANPUEMCTB € akTyaslbHUM 3 OrNsay Ha Te,
LLLIO NepeBaXkHa BiNbLUICTb KOMMAHIN, L0 3aiMaloTbCs TOPriB/elo, MaloTb TOProBi BiGHOCUHK 3 3apyOidKHUMMN
naptHepamun. 3 uiei npuumHn B ByxrantepcbkoMy 00Ky BigobpaxaloTbCs onepadii, Lo NpoBOAATLCS
B iIHO3€MHili BastoTi. Pa3oM i3 TUM, SKLLO OKpPeMi KOMMaHii BeayTb TOPriB/to i3 3apyOixXHMMM KpaiHaMn B
BENNKUX 0OCsirax, HEraTMBHWUIM BIMJIMB HA AiSbHICTb CYyD’EKTIB €KOHOMIYHOI OisiNbHOCTI MOXe MaTu iCTOTHa
Pi3HMUSA MiDX OOMIHHMM KYpCOM BasOT, WO MOXE CMOTBOpIOBATM pe3ynbratu iHaHCOBOI AisiNbHOCTI
nignpuemcts. MNpuknagom TOMy € Tak 3BaHi ckaganbHi 3aBoauy Ha TepuTopii Yexii, siki 3060B’A3aHi BeCTr
Oyxrantepcbkuin 06MiK CBOET AisNbHOCTI B Yecbkiin BantoTi. Mpn LboMy 3a3HayeHi NignpueMcTea He Tiflbkn
KynytoTb Bifiblly YacTMHY MaTtepianis 3a KOPAOHOM, aJie i NocTaYaloTb 32 KOPAOH BifibLy YAaCTUHY CBOET
KiHLLEeBOI NpoayKLji.

MeTolo gaHoi poboTK € NOPIBHAHHS MiaxodiB A0 BMOOpPY BanioT y ABOX cuctemax: IAS/IFRS Ta yechbkin
HaLUiOHaNbHI CUCTEMI, @ TaKOX KiJIbKICHO OUIHWUTW BMAMB BUKOPUCTAHHSA YHKLIOHANbHOI BanTU Ha
BEJIMYUNHY Pi3HMLI KypciB BantoT abo obcar npubyTky/30UTKIB Ha Npukiaai obpaHoro cermeHTa B Yecbkii
Pecny6niui (122 BupobHMYi NigNpneMcTBa 3 iHO3EMHOIO y4acTIo).

JocnipxeHHs nokasano, wo obcar onepadii, ski BNanMBaTb HA Pi3HULIO 0OMIHHOIO KypCy, 3MEHLLYETbCS
B cepeaHboMy Ha 69,89%, akL10 06nik BeaeTbcst B GYHKLOHANbHI BatOTi, NOPIBHAHO 3 BEAEHHAM 00Ky
B YECbKMX KpOHax. Takox Oyfi0 BU3HAYEHO, LLO PiSHULS OOMIHHOIO KypCy CKOPOYYETLCS Ha aHasOriyHUN
BiACOTOK.

Kniouosi cnoBa: iHO3eMHa BanioTa; KypcoBa pPi3HULUSA; MiXXHApOOHi cTaHAapTu iHaHCOBOI 3BITHOCTI
IAS/IFRS; dyHKuUioHanbHa BasioTa; BajiloTa MNoJaHHsA/BafTa 3BITHOCTI; BUPOBHMYE NigNpUEMCTBO;
cknaganbHuii 3aBoj.
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YnpaBneHue goxogamMmm oT U3BMEeHEeHUN BanioTHbIX KYPCOB:

Keic Npous3BOACTBEHHbIX KOMMNAHUM C MHOCTPaHHbIM y4acTuem B Hexum

AHHOTaumua. Bonpoc Bbibopa BanioTbl AN GUHAHCOBOIO y4eTa KOMMaHWUM SABNSETCHA akTyallbHbiM B
BMAY TOro, 4To nogaensiowee G60MbLINHCTBO KOMMAHMN, 3aHMMAIOLLMXCSA TOProBfen, UMEKT TOProBble
OTHOLWLEHUs ¢ 3apybexHbiMu napTHepamu. o 3Tol npuunHe B OyxranTepCckoM yyeTe oTobpaxatloTcs
onepauun, NPOBOAVIMbIE B MHOCTPAHHOW BanioTe. Bmecte ¢ Tem, ecnn OTAENbHbIE KOMMAaHUN BeAyT
TOProB/AlO0 C 3apybexHbIMKM cTpaHamMu B OoJiblIMX 0ObeMax, HeraTMBHOE B/IMSIHUE Ha AEATENIbHOCTb
CYObEKTOB 3KOHOMWYECKON AEATENBbHOCTM MOXET MMETb CYLLECTBEHHAs pas3HULA MeXAy OOMEHHbIM
KYPCOM BaJIlOT, YTO MOXET MUCKaxXaTb pe3yfibTatbl PUHAHCOBOW AEATENLHOCTU NpeanpuaTtuin. Npumepom
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TOMY ABASIIOTCS Tak Ha3blBaeMble COOPOYHbIE 3aBOAblI HA TEPPUTOPUM Yexmn, KOoTopble 06513aHbl BECTU
OyxranTepcKuii y4eT CBOEW OeATeNbHOCTU B YeLlcKow BantoTe. MNMpy 3TOM AaHHble NPeanpuaTmus He TONbKO
3akynatoT OONbLUYID YacTb MaTtepuasnoB 3a pydbexom, HO 1 NOCTaBAAT 3a pybex 60/bluylo YaCTb CBOEW
KOHEYHOW NPOoayKLUN.

Llenbio paHHoOM paboTbl SIBASIETCSA CPaBHEHME NOAXOAOB K BblIGOpy BantoT B AByx cuctemax: IAS/IFRS n
YeLICKON HauVOHaNIbHOM CUCTEME yyeTa, a TakXe KONMYECTBEHHO OLEHUTb BAUSIHUE WUCMNONb30BaHUS
(GYHKUMOHANBHOM BaNoThl HA BENNYMHY Pa3HULLbI KYPCOB BanioT v 06beM Nprbbinuv,/ybbITKOB Ha MpUMepe
BbIOpaHHOro cerMeHTa B Yewckon Pecnybnuke (122 npon3BOACTBEHHbLIX NMPeanpusaTUs ¢ MHOCTPaHHbIM
y4yacTtmem).

WccnepoBaHve nokasano, 4To 0ObeM onepaumii, KoTopble BAUSIIOT Ha pasHULy OOMEHHOro Kypca,
yMeHbLUAeTCs B cpeaHeM Ha 69,89%, ecnn yyeTt BeaeTcs B GYHKLMOHANBHOW BaNOTE MO CPABHEHUIO C
BEAEHMEM y4ETA B HELLCKMX KPOHAX. Takxe Oblf10 ONpeaesieHo, 4To pasHuLa 0OMEHHOIO Kypca cokpallaeTcs
Ha aHaNOrM4YHbIM NPOLEHT.

KnioueBble cnoBa: MHOCTPaHHaA BaoTa; KypCcoBas pa3Hmua; MexayHapogHble cTaHgapTbl GUHAHCOBOM
otyeTtHocTn IAS/IFRS; dyHKUMOHANbHaa BanloTa; BajloTa NpeacTaBfieHUsi/oT4eTHaa  BanoTa;
NpPOM3BOACTBEHHOE NpeanpusaTne; COOPOYHbLI 3aBOS,

1. Introduction

The choice of currency in the financial accounting of companies is a very relevant topic as it
is quite common for almost every trading company (and not only this type of company) to have
trade relations with foreign countries. For this reason, foreign currency transactions appear in the
accounting. However, if individual accounting entities trade with foreign countries in larger vo-
lumes, there may be huge exchange rate differences that distort financial results of enterprises.
An example of this are the so-called assembly plants on the territory of the Czech Republic, which
are required to keep accounting records in the Czech currency according to the Act on Accounting
(Federal Assembly of the Czech and Slovak Federal Republic, 1991). Nevertheless, they purchase
most materials abroad and final products are also exported abroad. In some cases, these foreign
transactions may outweigh in volume all transactions carried out in the Czech currency.

Another reason for the topicality of the subject is the existence of many international compa-
nies operating in several countries of the world or the cooperation with foreign partners. These
can be parent and subsidiary companies, branches, associate companies, etc. Individual foreign
operations may be entered in the accounts in different currencies. However, this may lead to a
problem with reporting the results for the whole.

According to the legislation of the Czech Republic, it is obligatory to keep accounts exclu-
sively in the Czech currency only if the Czech accounting entity is listed on the stock exchange
and keeps the books and reports according to International Financial Reporting Standards
(IAS/IFRS).

This paper deals with the accounting of foreign currency transactions. Its purpose is to com-
pare the currency choice approaches in two accounting systems - the IAS/IFRS and the Czech ac-
counting system. Also, the paper is aimed at presenting the results of the research, with a task to
quantify the impact of the use of the functional currency (according to the IAS/IFRS) with regard to
the differences in the exchange rate and the amount of gains/losses by using a selected segment
in the Czech Republic as an example.

The paper is organized as follows: the first section is introduction and problem statement; the
second section reviews the literature on the legislation regulating the choice of currency in the
Czech Republic; it defines a standard dealing with the impact of changes in exchange rates and
map research carried out in this area of interest. The third section deals with the description of the
methodological procedure of the presented research. The fourth part synthesizes knowledge re-
sulting from the comparison of solutions according to the IAS/IFRS accounting system and the
Czech legislation. Furthermore, the fourth part presents the results of research carried out on the
basis of a selected segment of companies. The final part of this paper discusses the conclusions
and combines the results that were ascertained by the authors.

2. Brief Literature Review

The national legal regulations of the Czech Republic define the obligation for accounting en-
tities to keep accounts in monetary units of the Czech currency. The Act on Accounting (Fe-
deral Assembly of the Czech and Slovak Federal Republic, 1991) states that in some cases
an accounting entity is required to use a foreign currency at the same time as the Czech cur-
rency. These include receivables and payables, rights from securities (including book-entry
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securities), rights from derivatives, shares in trading corporations and valuables, if denomina-
ted in foreign currency. In addition to the above, the obligation includes adjusting entries, re-
serves and technical reserves if the assets and liabilities to which they relate are also denomi-
nated in a foreign currency.

However, the above does not mean that a foreign currency is used for all the resulting conse-
quences every time. An example is the purchase of fixed assets if the invoice was issued in a fo-
reign currency. In this case, only the liability is recorded in a foreign currency, not the acquisition
of assets, commissioning, depreciation or disposal of assets. For other assets not mentioned in
Section 4(12) of the Act on Accounting (Federal Assembly of the Czech and Slovak Federal Re-
public, 1991), keeping records in foreign currency is not prohibited by law. If an accounting enti-
ty decides to record these assets in such a way, it is appropriate to include this decision in the in-
ternal accounting guidelines and specify in which case it is the foreign currency accounting in ac-
cordance with the Act and in which case it is capturing information beyond the Act (Beranek, 2017).

According to the national legislation of the Czech Republic, the daily exchange rate of commer-
cial banks, the fixed rate (fixed for a maximum of the 12-month accounting period) and the rate at
which a foreign currency was bought or sold can be used for currency translation during the ac-
counting period (Kout & Libal, 2017)). However, only the exchange rate of the Czech National Bank
announced for the balance sheet date shall be used for currency translation at the balance sheet
date (Pilarova, 2010).

With some exceptions (e.g. securities revalued at fair value), exchange rate differences are
reported in the profit and loss statement (i.e. in the financial activity of the Profit and Loss State-
ment - in exchange gain or loss items) according to the legal regulations of the Czech Repub-
lic, namely Implementing Decree No. 500 for entrepreneurs (Ministry of Finance of the Czech
Republic, 2002).

Within the framework of the International Financial Reporting Standards, Standard IAS 21
(The Effect of Changes in Foreign Exchange Rates) is fundamental to valuation and reporting,
which comprehensively addresses the issue of exchange rate differences in such a way as to
avoid, as far as possible, distorting the content of the financial statements, in particular, the re-
ported profit or loss. The tool used to minimize distortion as much as possible is the so-called
functional currency and the correct choice of such a currency (Dvorakova, 2017). The functio-
nal currency, as the currency of the primary economic environment in which the accounting en-
tity operates, reflects the currency in which the company executes most transactions, thereby
eliminating exchange rate differences (Strouhal, Bonaci, & Mustatd, 2014). Standard IAS 21 re-
quires an accounting entity to choose its functional currency and to use this currency to eva-
luate the Statement of Financial Position and the Statement of Comprehensive Income in that
currency. Only after this can the accounting entity present its financial statements in any pre-
sentation currency (Krupova, 2019).

Differences resulting from the translation of monetary items into the functional currency
are recognized as an expense or income in the period in which they arose, i.e. in the Profit and
Loss Statement. An exception is a net investment in a foreign entity (i.e. exchange rate diffe-
rences resulting from the translation of financial statements into a presentation currency). Ac-
cording to IAS 21, that shall be recognized as part of the company’s equity until the disposal of
the investment when the exchange rate differences are recognized as an expense or income
(J. Ficbauer & D. Ficbauer, 2012).

The issue of the use of a foreign currency in the selected area is addressed by many research
projects. Research projects that address the translation of foreign currency as a monetary poli-
cy tool can be put together in a common group, for example Honig (2019) who analyses the ef-
fect of changes in interest rates on foreign currency debt, or De Santis (2018) who deals with the
risk of redenomination of Euro assets, or Polivach (2019) who proposes a methodology to elimi-
nate the impact of the exchange rate on foreign trade indicators. A second group of researchers
analyse the effects of adoption of foreign currency as their own national currency, for example
Gabrielozak & Serwach (2019) who address the effects of the adoption of Euro on the complexity
of goods in Estonian exports.

Foreign currency is an issue addressed in many specifically focused research projects (for
example in foreign currency remittances by De et. al., 2019). The direct link between research
and the accounting for exchange rate differences is mentioned in a paper by Sklenka (2016),
who, however, only addresses the issue of adjustment of value and reserves when the assets and
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liabilities to which they relate are denominated in a foreign currency. Sevciuc and Prisacaru (2015)
assess the accounting particularities of foreign currency sales and purchases by transfer or cash.
However, this article pays attention to licensed banks and foreign exchange offices in the Repub-
lic of Moldova. Slyozenok (2010) analyses the conceptual grounds for accounting of credits in a
foreign currency and propositions regarding a solution of some issues related to accounting of in-
terests for the foreign currency credits.

Thematically closest to our study is the research by Ussabayev (2017) seeks to define metho-
dological bases for accounting in foreign entities in accordance with IPSAS 4 and IAS 21. He pre-
sents a comparative description of accounting and the formation of financial statements at foreign
divisions in the sectors of non-financial and financial corporations on the one hand, and at foreign
subdivisions of the public sector of the economy in Kazakhstan on the other hand.

After a detailed analysis of the contributions to the Web of Science, Scopus and many other
scientific databases, we found that the issue of comparing foreign currency transaction repor-
ting solutions under International Accounting Standard IAS 21 and the Czech accounting sys-
tem had not been implemented yet, and the quantification of the impact of functional currency
application on selected segment of national economy in the Czech Republic had not been im-
plemented yet either.

3. Purpose and Methodology

The research purpose was to confirm or refute the following assumption: The introduction of
a functional currency to a selected segment of companies reduces the amount that affects the
creation of exchange rate differences by at least 50% on average.

The research was carried out using the deductive method. The data for the research were ob-
tained indirectly, mainly by analysing documents the availability of which on the official server of
the Czech judiciary is determined by legislation. These were annual reports and financial state-
ments of the analysed companies for the calendar or the 2017 fiscal year. Another data source was
the official websites of the companies. In the case of incomplete or insufficient data, the accoun-
ting entities with missing information were contacted.

The first research phase consisted of the selection of a business segment in which there is
a high probability that the functional currency will differ from the Czech crown. For this reason,
we chose the segment of production companies with foreign participation, which carry out pro-
duction activities in Pilsen Region. These include manufacturers of components for the auto-
motive industry, precision engineering products, air conditioning equipment, moulds and plas-
tic prototypes. This list was checked if it is up to date, and if needed, supplemented by informa-
tion from the Albertina database (Bisnode, 2019). In the second phase, the appropriate func-
tional currency was considered in accordance with International Accounting Standard IAS 21.
The main information sources used to determine the appropriate functional currency were the
websites of individual companies, annual reports and financial statements for the fiscal or ca-
lendar year 2017 available from the Public Register and the Collection of Documents databases
(Ministry of Justice of the Czech Republic, 2019). When considering the functional currency, the
origin of the main business partners and the direct parent company were taken into account. If
the main business partners came from several countries and the ratio of these transactions in
certain currencies was not known, it was assumed that those transactions (sales or purchases)
were in the same ratio.

In the third phase, only companies that are proposed a functional currency other than the
Czech crown in accordance with International Financial Reporting Standards are analysed. For
these companies, data were taken from the financial statements for the calendar or fiscal year
2017 in order to determine the volume of transactions that affected the exchange rate differences
in keeping accounts in the Czech currency and the volume of transactions that affected the ex-
change rate differences if a functional currency was introduced. The calculation was carried out
by first taking information from functional currency testing and evaluating which main items of the
Profit and Loss Statement caused exchange rate differences when keeping accounts in the Czech
currency and those that caused such differences when keeping accounts in the functional cur-
rency. Then, total sales, production consumption and personnel costs were determined from the
profit and loss statements of all companies. Items of impact for both options were expressed in
numbers for each company. Further both options were compared and thus the research assump-
tion was either confirmed or refuted.
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4.1. Comparison of foreign currency solutions in accounting systems
Based on the analysis of the legislation of the Czech Republic and the IAS/IFRS Standards, a
comparison matrix was prepared (Table 1), containing important aspects related to foreign cur-

rency reporting.

Table 1 shows that the issue of the choice of currency encounters many differences, even very
fundamental ones. The core of the differences stems from the fact that the Czech accounting le-
gislation adheres to accounting in the Czech currency, even for companies whose primary eco-
nomic environment corresponds to another currency.

4.2. Research on the choice of currency
The basic research set consists of 122 production companies of foreign companies opera-
ting in the Czech Republic, specifically in Pilsen Region which has attracted investors from se-
veral countries. The largest representation in the sample of companies is Germany (61 plants),
Japan (19 plants), France (17 plants), Slovakia (9 plants), the USA (4 plants), the UK (4), Liech-
tenstein (2 plants), Luxembourg (2 plants), Belgium (2 plants) and Spain (2 plants). Therefore,

Table 1:

Comparison matrix to regulate the choice of currency and the use of exchange rates

Aspect

Solution under
the Czech accounting legislation

Solution under
the IAS/IFRS

Related regulations/standards

Act No. 563/1991 Coll., On Accounting
Decree No. 500/2002 Coll.

Czech Accounting Standard No. 006:
Exchange differences

Czech Accounting Standard No. 020:
Consolidation

IAS 21: The effects of changes in foreign
exchange rates

Other standards:

IFRS 9, SIC 7, IAS 29, IFRIC 22, IFRIC 16

Accounting currency

Czech crown

Functional currency

Currency for the preparation of
financial statements

Czech crown

Functional currency and presentation
currency

Criteria for determining the functional
currency

Do not exist

Graded according to importance

Emergence of exchange rate
differences

during the accounting period
at the balance sheet date

during the accounting period

at the balance sheet date
- when translating the financial
statements into a functional currency
- when translating the financial
statements into a presentation currency

Settlement of exchange rate
differences during the accounting
period

Profit and loss

Profit and loss

Settlement of exchange rate
differences at the balance sheet date

Profit and loss

By item type

Settlement of exchange rate
differences arising from the
translation of financial statements
from a foreign currency to a
functional currency

Not carried out

Profit and loss

Settlement of exchange rate
differences arising from the
translation of financial statements
from a functional currency to a
presentation currency

Not carried out

Balance Sheet

Exchange rate for translation during
the accounting period

Exchange rate valid at the date of the
transaction

Exchange rate valid at the date of the
transaction

Determination of the exchange rate

Exchange rate announced by commercial
banks

Not specified

Possibility to use a fixed exchange
rate

Yes, in the form of a fixed exchange rate

Yes, in the form of an average exchange rate
of a week or a month

Determination of the fixed exchange
rate

Exchange rate valid on the first day of the
period for which the fixed rate is set

The average of exchange rates for a given
period

Exchange rate for translation at the
balance sheet date

Exchange rate announced by the Czech
National Bank at the balance sheet date

It depends on the type of item (historical
exchange rate or balance sheet exchange
rate).

Statement for the disclosure of
current exchange rate differences

Profit and loss statement

Statement of comprehensive income

Total amount for reporting foreign
exchange gains/ losses

Other financial income/expense

Gains/losses

Focus of information in the annex to

Exchange rates and their use

Functional currency and its changes

Source: Compiled by the authors based on the Czech accounting legislation
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the appropriate functional currency was assessed for 122 companies. First, the primary criteria
under IAS 21 for determining the functional currency were considered:
+ the currency in which the selling prices are stated;
+ the currency in which costs are denominated and settled,
- the currency the competitive forces and regulations of which predominantly determine the
selling prices of their products and services.
In view of these criteria, the following factors were initially considered for foreign companies:
+ countries where the main suppliers come from;
+ countries where the main customers come from;
+ the registered office of the direct parent company.

If the criteria did not sufficiently indicate what functional currency it could be, the secondary cri-
teria of IAS 21 were considered, in particular the financing method and the level of interconnec-
tion with the parent company. Initially, the functional currency was set for companies originating in
Germany and then for companies originating in other countries. Table 2 shows how the functional
currency was set and the frequency of functional currencies.

The calculation of whether the value of foreign exchange transactions decreases and thereby
the value of exchange rate differences drops, and these differences distort the results of foreign
accounting entities is performed only for foreign companies that have not had the Czech crown
set as the functional currency. In total, there are 102 such companies.

Before the calculation is carried out, it is important to determine which items affect the crea-
tion of exchange rate differences. Information on suppliers, customers and the functional curren-
cy was used for this purpose. If purchases and sales in a currency other than the Czech crown
predominate, only personnel costs do not incur exchange rate differences as these are presumed
to be settled in the Czech crowns. However, exchange rate differences arise from both sales and
production consumption. On the other hand, when keeping accounts in a functional currency, per-
sonnel costs (labour costs and other personnel costs) incur exchange rate differences for all com-
panies, as these companies were proposed a different functional currency than the Czech crown.
However, the personnel costs are settled in the Czech crowns. If the sample included companies
supplying to more countries with different currencies, and the ratio of these transactions was not
known, it was assumed that this ratio was the same.

For the specific calculation of the volume of foreign currency transactions before and after the
introduction of the functional currency, data from the financial statements of all analysed compa-
nies, namely the profit and loss statements for the calendar or fiscal year 2017, are required. Re-
venue amounts from sales of products and services, sales of goods, costs in the form of produc-
tion consumption and personnel costs were taken from these statements. Once all the necessary
data were determined, both values could be calculated. The «CZK value» expresses the amount
that influenced the exchange rate differences when keeping accounts in the Czech currency and

Table 2:
Functional currency determining for the selected trading companies
Company Parent Functional Number of
type Main suppliers Main customers company currency cases
1 Germany Germany Germany EUR 11
2 Austria Austria Germany EUR 2
3 Austria / Germany Austria / Germany Germany EUR 4
4. Czech Republic Germany Germany EUR 3
5. EU / Germany EU / Germany Germany EUR 12
6. Germany Czech Republic Germany EUR 7
7. Germany / Czech Republic | Germany / Czech Republic Germany CZK 18
8. Belgium Belgium Belgium EUR 2
9. Japan France France EUR 6
10. Japan / EU EU France EUR 11
11. Japan Germany United Kingdom EUR 4
12. Japan Germany Germany EUR 3
13. Spain France Spain EUR 2
14. Slovakia / Czech Republic Czech Republic Slovakia EUR 9
15. Germany USA Germany uUsbD 1
16. USA USA Luxembourg UsD 2
17. Japan Japan Japan JPY 19
18. Great Britain United Kingdom USA GBP 4
19. Czech Republic Czech Republic Liechtenstein CzZK 2

Source: Compiled by the authors
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the «FC value» expresses the same, when the functional currency was introduced. Then, the dif-
ference can be calculated. This difference represents the volume of transactions that is not re-
quired to be translated from a foreign currency if a functional currency was introduced, and thus
the exchange rate differences should be reduced. See Table 3 for the example of the specific cal-
culation results.

All companies in the selected segment experienced a decrease in value that would need to be
translated from a foreign currency during the reporting period. The highest values were found in
Group of Companies 1, the lowest differences are in Group of Companies 14.

The research result: The assumption can be confirmed, because the introduction of a functio-
nal currency in the selected segment of companies reduces the amount that affects the creation
of exchange rate differences (and thus the exchange rate differences themselves fall) by at least
50% on average. When the proposed functional currency was introduced, the volume of foreign
currency transactions decreased by 69.84% on average.

If the amount of exchange rate differences was reduced by the same percentage as the volume
of foreign exchange transactions, these companies would experience an impact on the profit and
loss in millions, and in the case of some companies, even in billions.

Table 3:
Calculation of the volume of foreign exchange transactions before
and after the functional currency introduction (CZK, thousand)

Company type CZK value FC value Value difference Percentage difference
1. 249,400,710 6,596,744 22,803,968 97.35
2. 18,089,724 1,134,350 16,955,374 93.73
3. 25,304,524 897,840 24,406,684 96.45
4. 7,253,952 3,942,906 3,311,046, 45.64
5. 15,703,308 1,327,692 14,375,616 91.55
6. 152,979,680 76,670,713 76,308,967 49.88
8. 665,044 71,952 593,092 89.18
9. 6,734,940 694,812 6,040,128 89.68
10. 12,744,600 4,975,553 7,769,047 60.96
11. 2,250,432 602,248 1,648,184 73.24
12. 1,469,160 1,028,118 441,042 69.98
13. 3,772,602 1,945,154 1,827,448 51.56
14. 3,618,450 2,309,238 1,309,212 36.18
15. 2,850,884 1,935,465 915,419 67.89
16. 1,305,560 571,604 733,956 56.22
17. 61,568,202 39,206,631 22,361,571 63.68
18. 3,125,594 1,693,134 1,432,460 54.17

Source: Compiled by the authors

5. Conclusions

The presented paper, in the first instance, compares foreign currency reporting solutions
in accounting systems according to the accounting legislation of the Czech Republic and
IAS/IFRS. It has been stated that the Czech accounting legislation, unlike the internationally
accepted IAS/IFRS system, does not know the terms «a functional currency», «a presentation
currency» or «the translation of financial statements to another currency». Therefore, there is
still scope for harmonization or convergence of the accounting systems.

Also, the research was conducted to quantify the effect of the use of a functional currency
on the size of exchange rate differences that are reported in the statements of financial perfor-
mance. This research was applied to production companies of the selected geographical area in
the Czech Republic, for which an appropriate functional currency was suggested under the terms
of IAS 21. Those companies that did not change their functional currency were omitted, i.e. the
Czech crown was set as their functional currency. In the sample of the remaining 102 companies,
the impact of keeping accounts in the Czech currency and then the impact of the possible intro-
duction of a functional currency were assessed.

The research has shown that the volume of transactions that affect exchange rate differences
decreases by 69.84% on average if the functional currency is introduced compared to keeping ac-
counts in the Czech crowns. In such a case, exchange rate differences also fall by a similar per-
centage. This confirms the assumption that the introduction of a functional currency to a selec-
ted segment of companies reduces the amount that affects exchange rate differences by at least
50% on average. If foreign companies of the types described above were able to determine their
own functional currency which would be different from the existing currency in which accounting
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is maintained under the Czech accounting legislation, the volume of foreign currency transactions
required to be revalued during the accounting period would decrease. In doing so, these compa-
nies would improve their performance not only by reducing the number of revalued transactions,
but also by reducing the exchange rate differences that distort their financial results. If the amount
of exchange rate differences were reduced by the same percentage as the volume of foreign ex-
change transactions, the companies would experience an impact on the profit and loss in millions,
and even in billions in the case of some companies.
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