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SFAS No. 52, Foreign Currency Translation, was issued 

in December, 1981, replacing SFAS No. 8, Accounting For the 

Translation of Foreign Currency Transactions and Foreign 

Currency Financial Statements. SFAS No. 52 has shifted the 

impact of translation gains and losses from the income 

statement to the balance sheet. It was expected that 

SFAS No. 52 would eliminate the incentive for multinationals 

to engage in various hedging activities to reduce the effect 

of the translation process in reported earnings. It was 

also expected that multinationals would change their foreign 

exchange risk management practices. The major purpose of 

this study was to investigate the effect of SFAS No. 52 on 

foreign exchange risk management practices of U.S. based 

mult inat ionals. 

A questionnaire was mailed to 365 multinationals. Each 

firm was identified as a U.S. based manufacturing company 

that controlled subsidiaries in at least five countries. 



A total of 92 usable responses were received. Nonparametric 

tests were used as a primary tool in analyzing the data. 

The analysis indicates that about 50 per cent of the 

firms changed their definitions of exposure to foreign 

exchange risk. The analysis also indicates that managing 

cash flow or economic exposure became a dominant objective 

after SFAS No. 52. 

The Sign test results indicated that firms significantly 

changed the frequencies of use of some techniques that 

traditionally had been used to manage foreign exchange risk. 

First, firms significantly decreased the frequency of use of 

forward market contracts to hedge accounting exposure. Second, 

firms increased the use of forward market contracts to cover 

economic exposure. Third, firms decreased the use of borrowing 

in the U.S. dollars as a method of hedging foreign exchange 

exposure. Fourth, firms changed the currency of billing to 

related parties. 

In general, the study indicates that multinationals 

modified their foreign exchange risk management practices 

when the accounting rule was modified. This user reaction 

is important in the standard setting process. 
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CHAPTER I 

INTRODUCTION AND HISTORICAL BACKGROUND 

Introduct ion 

The Financial Accounting Standards Board (FASB) issued 

Statement of Financial Accounting Standards (SFAS) No. 8: 

Accounting for the Translation of Foreign Currency 

Transact ions and Foreign Currency Financial Statement in 

October 1975. SFAS No. 8 adopted the temporal method of 

translation and required that foreign exchange gains and 

losses be recognized currently in income. 

SFAS No. 8 was heavily criticized by public accountants 

and corporate management. Managers of multinational 

companies (MNC) felt the standard introduced a new source of 

volatility into reported net income. Critics of SFAS No. 8 

claimed that the volatility of reported earnings forced MNCs 

into unwarranted currency manipulations, including major 

hedging activities of exposed foreign currency positions. 

Managements of multinationals engaged in various 

hedging activities hoping to reduce the amount of foreign 

exchange losses reported in the income statement. Survey 

research on management behavior (23, 57, 60) indicated that 



SFAS No. 8 influenced the way in which MNCs managed their 

exposure to the foreign exchange risk. 

SFAS No. 8 proved to be one of the most controversial 

rulings issued by the Board. Both MNCs' managements and 

public accountants challenged the Board's conclusions. In 

fact, the uproar was so great that the FASB restudied the 

conclusions and issued SFAS No. 52 in December, 1981. 

SFAS No. 52 differs significantly from SFAS No. 8. 

SFAS No. 52 adopted the all current method and required that 

translation gains and losses be reported, not as an income, 

but as an adjustment to stockholder's equity in the balance 

sheet. 

The purpose of this study is to investigate the effect 

of SFAS No. 52 on the foreign exchange risk management 

practices of multinational firms. 

Statement of the Problem 

The effects of Statement No. 8 on the foreign exchange 

risk management practices of U.S. multinational corporations 

received wide coverage in the accounting literature. The 

charge was that SFAS No. 8 forced the U.S. multinationals to 

engage in uneconomical hedging activities to cover accounting 

exposure. Critics argued that SFAS No. 8 caused managements 

to alter their foreign exchange risk management practices 

because of their concern about the effect of the standard on 

reported earnings. 



Several studies described actions taken by multinational 

firms to reduce translation losses. Examples of the actions 

taken by the multinational firms to smooth reported earnings 

under SFAS No. 8 are illustrated below. 

In 1976, when the German mark was strong compared to 

the U.S. dollar, a large multinational firm found that under 

the new standard it had $30 million more debt than monetary 

assets. As a result, each time the value of the German mark 

went up by one per cent against the dollar, it cost the 

company $30,000 in reported net income. To eliminate this 

effect, the company essentially replaced all its German mark 

debt with U.S. dollar debt (63, p. 34). 

An international hotel chain with a sizable debt in 

strong currencies refinanced $26 million of the debt with 

Eurodollar loans to reduce the effect of the translation 

losses on reported net income (16, p. 110). This procedure 

reduced accounting exposure for reporting purposes, but the 

company may incur economic losses when it repays those 

Eurodollar loans from cash generated in foreign countries. 

Multinational firms operating in countries having soft 

currencies often increased their local borrowings as a hedge 

against translation losses. For example, a large firm 

operating in Mexico reduced its accounting exposure by 

securing a $4 million dollar loan in pesos (63, p. 34). 



Loans in soft currencies are usually secured at a high 

interest rate. 

Many multinational firms increased their transactions 

in the forward exchange market to hedge their accounting 

exposure. Fober (27, p. 37) illustrated how multinational 

firms hedged to avoid reporting translation losses, even 

though hedging may not be justified on economic considera-

tions. Burns (14) cited evidence to show the increase in 

usage of the forward exchange market after the issuance of 

SFAS No. 8. 

Survey research (primarily questionnaires and field 

interviews) conducted after the issuance of SFAS No. 8 (19, 

23, 57, 58) indicated that foreign exchange risk management 

practices were altered subsequent to the issuance of the 

standard. The changes found include: 

1. Accelerated dividend and fees remittance to the 

parent from subsidiaries operating in countries 

with weak currencies. 

2. Increased local borrowing by subsidiaries operating 

in countries having soft currencies. 

3. Refinancing of local debt with dollar debt for 

subsidiaries with strong currencies. 

4. Increased the use of leads and lags of third 

parties' receivables and payables dominated in 

foreign currencies. 



5. Increased the usage of forward exchange contracts 

to hedge translation exposure. 

6. Increased use of leads and lags of intercompany 

receivables and payables. 

7. Adjustment of foreign subsidiaries' current assets. 

Each of the above activities involves additional costs to 

the parent corporation. For example, the cost of hedging by 

increased borrowing in weak currencies is the relatively 

higher interest rate usually associated with the weak 

currency loan and the cost associated with the increased 

leverage. Even shifting funds from one country to another 

is not a costless means of hedging. The net effect of 

speeding up remittance to the parent, and reducing the 

monetary assets in weak currencies is to force the 

subsidiary to increase its local borrowing at a higher 

interest rate. 

To the extent that these activities were designed to 

reduce SFAS No. 8 translation losses, they were not justi-

fiable on economic grounds. Companies apparently incurred 

real economic losses in order to reduce bookkeeping losses. 

Statement No. 52 eliminated many of the controversies 

surrounding SFAS No. 8. Under the new standard, translation 

gains and losses bypass the income statement and are 

reported as a "stockholder adjustment" in the balance sheet. 

As a result, the new standard eliminated the erratic 



movement in reported earnings attributable to translation 

gains and losses. Under the new statement, the incentives 

to engage in various hedging activities to reduce the 

effects of the translation process in the reported earnings 

are no longer present for U.S. multinational firms with a 

majority of foreign subsidiaries having local functional 

currencies (38, p. 49). Thus, firms having functional 

currencies other than the dollar are expected to reduce 

forward market hedging activities that were originally 

designed to minimize the effect of SFAS No. 8 translation 

losses on reported earning. 

Under the old standard, as a method of hedging against 

translation losses, many firms increased their borrowing in 

weak currencies to finance their foreign non-monetary 

assets. The motive was that non-monetary assets were 

considered unexposed to a reportable exchange risk while 

debts were exposed. If the weak currencies depreciated in 

value, debts were translated at the lower exchange rate, 

generating translation gains to offset translation losses 

resulting from the translation of the monetary assets at the 

current rate. Under SFAS No. 52, all assets and liabilities 

are translated at the current rate if the functional 

currency is the foreign currency. Accordingly, all assets 

and liabilities are considered exposed to foreign exchange 

risk in the accounting sense. Thus, financing non-monetary 



assets by local borrowing in soft currency is no longer an 

efficient tool to hedge translation losses. 

Under SFAS No. 52, the accounting exposure for 

subsidiaries having functional currencies other than the 

U.S. dollar is the net assets of the subsidiaries. This 

definition of exposure narrowed the gap that existed between 

accounting and economic exposure. Under the new standard, it 

is expected that firms having functional currencies other 

than the U.S. dollar will concentrate more on managing their 

economic exposure rather than on their accounting exposure 

unless management plans to sell or liquidate their foreign 

investments (33, p. 29). The application of the current 

exchange rate and movement of the translation losses and 

gains from the income statement to balance sheet should 

encourage management to evaluate their previous foreign 

exchange risk management practices and concentrate their 

effort in managing the firms' economic exposure. 

The major purpose of this study is to investigate the 

effect of the new standard on the foreign exchange risk 

management practices of U.S. multinationals. Stated in 

another way, what effect does the new standard have on 

multinational firms' foreign exchange risk management 

practices and their defensive strategies? 
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Historical Background 

One of the most remarkable economic developments of the 

post-war period was the risk of the multinational corpora-

tions. MNCs are companies which own, in part or in whole, 

control and manage income generating operations in more than 

one country (64, p. 3). 

Multinational companies play an important role in world 

economic activities. Many U.S. MNCs depend on their overseas 

operations for a large portion of their sales and net income. 

A major source of financial uncertainty for MNCs arises 

from fluctuations in the foreign exchange rates between the 

U.S. dollar and other foreign currencies. A change in a 

foreign exchange rate may have a substantial effect on the 

reported earnings, net assets, and competitive position of 

multinational companies in foreign and in domestic markets 

( 2, p . 3) . 

Over the years, techniques and procedures to contain 

and manage the foreign exchange exposure risk of MNCs have 

been developed. Two key factors have contributed to the 

complexity and difficulty of management of foreign exchange 

risk: (1) the introduction of the floating exchange rate 

system and (2) the requirement by the accounting profession 

that MNCs follow a uniform method of translating foreign 

financial statements into U.S. dollars. These developments 



stirred considerable interest in foreign exchange risk 

management among both academicians and practitioners. 

The International Monetary System and 
the Foreign Exchange Rate 

Following World War II, the international community 

established a foreign exchange system that became known as 

the Bretton Woods system. The currencies of the western 

countries were fixed in dollar terms. Fluctuation was 

limited to a small percentage of the par value. While 

revaluations and devaluations occurred, these were discrete 

events. The exchange rates of major currencies remained 

stable for long periods. Under the Bretton Woods system, 

the U.S. dollar was the only currency convertible into gold 

at the demand of other countries. Because of the economic 

strength of the U.S. and the special role of the dollar in 

the international monetary system, the dollar became the 

world money and the U.S., in effect, became the world's 

money manager (40, p. 23). 

The Bretton Woods system aimed to provide an appropriate 

and efficient international payment system that would promote 

global trade and economic prosperity. Under this system the 

exchange rates were stable and U.S. multinational firms' 

earnings were not subject to large fluctuations from one 

year to the next as a result of erratic movements in foreign 

exchange rates. 
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The Bretton Woods system was seriously undermined in 

the late fifties and early sixties by a large and sustained 

net outflow of dollars from the United States to other 

countries. The Bretton Woods system was essentially ended 

in March 1973 when the U.S. government suspended the 

convertibility of the dollar into gold (43, p. 45). This 

policy change marked the beginning of floating exchange 

rates. The float is not truly free but managed through the 

interventional control by banks of many countries in the 

foreign exchange market for a variety of economic and 

political reasons. During 1973 an official of the 

International Monetary Fund stated: 

. . . , at present we have 10 countries floating with 
different degrees of interventions, we have 8 countries 
floating as a block maintaining a very close relation-
ship among themselves but with no obligation whatsoever 
to defend a rate with respect to the dollar and we have 
24 countries that have pegged their currencies with 
respect to the dollar, 14 countries with respect to the 
French franc, and 11 with respect to the Pound; and we 
have 53 other countries that have either declared a 
central rate or par value which they defend by inter-
vening in any of the three above mentioned currencies 
(62, p. 107). 

The floating exchange rate represented a new challenge 

to the multinational companies. Not only one time losses in 

cross-border transfer of funds, but also long term business 

decisions, such as location of new investment, long term 

borrowings and the desirability of new investment, become 

subject to the increased uncertainty in a floating exchange 

rates environment (60, p. 1). The adoption of the floating 
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exchange rate forced the MNC to monitor, predict and take 

appropriate action to minimize the undesirable effects of 

fluctuations in foreign exchange rates. 

Exchange Rate Determination 

Management of foreign exchange risk requires knowledge 

of the behavior of the foreign exchange rates and the 

factors that determine those rates. Several theories have 

been developed in the economic literature that delineate the 

factors that might influence the exchange rate between any 

two currencies. Two of the popular theories are the 

Purchasing Power Parity (PPP) theory and the Fisher Open 

Effect, or what Giddy ( 1 9 7 6 ) called the "Interest Rate 

Theory of Exchange Rate Expectation." 

Purchasing Power Parity Theory 

The Purchasing Power Parity theory is an attempt to 

explain and measure the equilibrium rate of exchange and its 

variations by means of price levels and their variations in 

different countries ( 1 7 , p. 1 8 7 ) . The theory is based on the 

simple idea that a certain amount of money should purchase 

the same basket of commodities in different countries (Law 

of One Price). Two versions of the PPP theory, the absolute 

and the relative, are usually distinguished in the economic 

literature ( 3 5 , 3 7 , 3 9 , 4 6 , 4 7 ) . 
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The absolute version states that the equilibrium 

exchange rate between the currencies of any two countries 

equals the ratio of the price level in one country to those 

in the second country. According to this version: 

Et = Pht/P£t 

where: 

Et = exchange rate at time t 

Pht = price level in home country at time t 

Pft = price level in foreign country at time t 

The absolute version is not a useful operational proposition 

because price information is usually available in the form 

of relative price level indices rather than absolute price 

levels (35, p. 3). 

The relative version of the ppp theory specifies that 

the percentage change in the exchange rate should equal the 

percentage change in the ratio of price level indices. 

Stated differently, "the new exchange rate is given by the 

exchange rate in the base period multiplied by the change in 

relative inflation in home and foreign country between the 

base and current periods as measured by price level 

relatives" (39, p. 12). Thus: 
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Et = Eb(Pft/Pht x Phb/Pfb) 

where: 

Et = exchange rate at time t 

Eb = exchange rate in the base period 

Pht = price level index in home country 

Ph b = price level index in home country in the base 
period 

Pft = price level index in foreign country at time t 

Pfb = price level index in foreign country in base 
period 

According to this version, if the exchange rate between the 

U.S. dollar and a certain foreign currency is $1 = FC6 

(where FC denotes foreign currency) and if the price level 

index in the U.S. changed from 100 to 120 while the price 

level index in the foreign country moved from 100 to 14fy the 

new exchange rate based on the PPP is 

FC6 x (100/100) x (140/120) = FC7 for each $1. 

The PPP theory assumes that the exchange rates move 

over time to offset the divergent movement in the national 

price level. A country that experiences a higher inflation 

level will experience a corresponding external depreciation 

of its currency. 

There are several limitations to the relative version 

of the Purchasing Power Parity theory. One is the selection 
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of the base period. The relative version of the PPP theory 

requires the choice of a base period in which the 
exchange rate is consistent with trade-balance 
equilibrium. And it is difficult to pick such a 
period; it is difficult to pick a right value of the 
exchange rate because critics believe in persistent 
over- or under-valuation of currencies (39, p. 12). 

A second limitation of the PPP theory is the use of 

price level indices in computing the parity. Price level 

indices are computed through weighting prices of selected 

commodities. Therefore, any computed price parity is an 

imperfect representation of the true theoretical parity (46, 

p. 120). The price level indices in any two countries may 

differ simply because each country uses a different sample 

of goods and/or uses different weights in computing the 

indices. 

Another limitation of the Purchasing Power Parity 

theory is the difficulty of choosing the proper price 

indices to be used in computing the parity. Some authors 

argue that the proper price index should pertain to only 

traded goods, while others argue that the price index should 

include both traded and non-traded goods (28, p. 177). 

Empirical attempts to validate the PPP theory have 

produced mixed results. Aliber and Stickney (3), Gailliot 

(29), and Treuherz (61), among others, indicated that the 

theory explains the change in the exchange rate quite well 

over the long run. However, even in the long run an 

exchange rate may be expected to deviate from the PPP. 
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Bell and Kettell (13) listed various factors that might 

prevent the PPP theory from holding exactly. Those factors 

include: transportation costs, quality of the product in 

different countries, tariffs, monopoly power, government 

subsidies, government intervention in the exchange market, 

and different consumer tastes (13, pp. 106-110). However, 

Clarke thinks that variations between exchange rates and 

calculated parities and between movement in them are 

expected and are reconcilable (18, p. 62). 

The implication of the PPP theory to the management 

of foreign exchange risk and translation of foreign 

subsidiaries' assets and liabilities is that, if the PPP 

theory holds, non-monetary items are not exposed to the 

foreign exchange losses. That is, "if the purchasing power 

parity theory holds for all commodities, exchange gains and 

losses and changes in local prices on non-monetary assets 

are offsetting and non-monetary items are thereby not 

exposed" (59, p. 52) to foreign exchange risk. 

Fisher Open Effect 

The Fisher Open Effect focuses on the relationship 

between changes in the commodity price levels, changes in 

money interest rates, and between changes in foreign 

exchange rates. The Fisher Effect holds that "the real rate 

of interest is equal to tte nominal rate of interest less the 

expected rate of inflation" (37, p. 75). If the real rates 
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of interest are equalized throughout the world through 

capital mobility, then nominal-interest rate differentials 

must reflect differences in the exchange rates (31, p. 889). 

Thus: 

The expected rate of change = The interest rate 
in the exchange rate differential 

The essence of the Fisher Effect is that 

investors hold assets denominated in currencies 
expected to depreciate only if the interest rates of 
these assets are sufficiently high to compensate for 
the capital loss from the anticipated change in the 
exchange rate. Similarly, investors hold assets 
denominated in currencies which they anticipate will 
appreciate at lower interest rates because of the 
prospective capital gain from the changes in the 
exchange rate (2, p. 32). 

The implication of the validity of Fisher Open Effect to the 

translation of foreign currency balance sheets is that 

interest bearing receivables and payables are not exposed to 

the foreign exchange gains and losses resulting from changes 

in the foreign exchange rates (3, p. 46). According to the 

Fisher Open Effect, the nominal interest rate on foreign 

currency receivables and payables reflects the real rate of 

interest plus or minus an adjustment factor for the antici-

pated change in the foreign exchange rate (59, p. 5). Firms 

that borrow in a weak currency tend to pay high interest 

rates. Thus, interest expense needs to be combined with 

translation gains when the currency is devalued to give the 

real interest rate. This implies that at least a portion of 

the foreign exchange gains or losses on long term receivables 



17 

or payables is anticipated and reflected in the difference 

in the nominal interest rates (12, p. 28). Thus, contractual 

cash flows would not, in the long run, be subject to 

translation gains or losses. 

Tests of the Fisher Effect are more limited than those 

for the PPP theory, because meaningful interest rate data are 

not available (3, p. 47). However, Beaver and Wolfson 

(1984) observed that the relationship between interest rates 

and exchange rates is strong enough to be economically 

important, and any analysis of the earnings from foreign 

operations is subject to considerable error of interpreta-

tion if it is ignored (12, p. 32). 

Development of Specific Standards for 
Foreign Currency Translation 

In the United States and Western Europe, four main 

accounting methods for translation of accounts to a common 

currency have arisen. These methods are: 

1. Current/Non-Current method 

2. Monetary/Non-Monetary method 

3. Current Rate method 

4. Temporal method 

Current/Non-Current Method 

The current/non-current method was first described and 

recommended in a report issued by the Special Committee on 

Accounting Procedure in 1931 (4). Under this method, 
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current assets and current liabilities are translated at the 

current rate and all non-current items are translated at the 

historical rate. Revenues and expenses, with the exception 

of those related to the non-current items such as depreciation, 

are translated at the average or weighted average rate during 

the period. 

In 1934, the Special Committee on Accounting Procedure 

issued another report which also recommended the current/ 

non-current method. The committee thought that the 

generally accepted accounting principles applicable to 

foreign operations, as described in the original report, had 

not changed (5). 

In 1938, the American Institute of Accountants 

disbanded the special committee and established The 

Committee on Accounting Procedure which had the authority to 

issue and promulgate generally accepted accounting 

principles. In 1939, the new committee published Accounting 

Research Bulletin No. 4 Foreign Operations and Foreign 

Exchange, which repeated the previous recommendations with 

added emphasis on the desirability of conservatism in 

reporting foreign operations. 

The next important publication on the foreign currency 

accounting appeared in 1950 when the research department of 

the American Institute of Accountants issued a memorandum 

dealing with the effects of consolidation policy, foreign 
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currency translation, and financial statement presentation 

after the widespread currency devaluation of 1949. The 

memorandum supported the current/non-current method with the 

recommendation that losses from currency devaluation be 

charged directly to retained earnings, if the devaluation 

cannot be considered a recurring hazard of business (6). 

In 1953, the American Institute of Accountants issued 

Accounting Research Bulletin No. 43 (ARB No. 43), which was 

a codification of the forty-two prior Accounting Research 

Bulletins. Chapter 12 of that bulletin was devoted to 

accounting for foreign operations. The current/non-current 

method was retained as the official accounting method for 

foreign operations. 

The current/non-current method was attacked on the 

ground that classification of assets and liabilities on the 

balance sheet as current or non-current is arbitrary and 

bears no relationship to the exchange rate that should be 

used for translation (24, para. 120). 

Under the current/non-current method, only the working 

capital items are considered at risk when the foreign 

exchange rates change. Current assets and current 

liabilities are translated at the current (end of the 

period) rate and thus considered exposed to foreign exchange 

risk because their dollar value changes with changes in the 

exchange rate. In contrast, the non-current items are 
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translated at historical rates and their dollar value does 

not change with changes in the foreign exchange rate. Thus, 

the non-current items are not considered exposed to the 

foreign exchange risk because their translated value does 

not change from one period to another. 

The current/non-current method implies that the PPP 

theory holds except for translation of inventory. Inventory 

is usually translated at the current rate and is considered 

exposed to the foreign exchange risk. 

Long-term payables and receivables are usually trans-

lated at the historical exchange rate and are considered 

unexposed to the foreign exchange risk. The current/non-

current method implies that the Fisher Open Effect holds. 

That is, the exchange rate between any two currencies 

adjusts to reflect the interest rates differential. The 

method assumes that the interest expenses or interest 

revenues already reflect the anticipated changes in the 

exchange rates and thus no exchange gains or losses should 

be recognized in these items. 

In 1965, the Accounting Principle Board (APB) issued 

Opinion No. 6, which modified ARB No. 43 by permitting long-

term receivables and long-term payables to be translated at 

the current rate in some circumstances (7, para. 18). 

However, the Board 



21 

made no attempt to specify the circumstances in which 
it is appropriate to use the current exchange rate, and 
it appears to have been interpreted generally as 
sanctioning unrestricted use of the current exchange 
rate for non-current receivables and payables 
(20, p. 50). 

ARB No. 43, in conjunction with APB No. 6, yielded a hybrid 

method which approximated the monetary/non-monetary method. 

Monetary/Non-Monetary Method 

The monetary/non-monetary method was first proposed by 

Hepworth in the early 1950's (34). Under this method, the 

balance sheet items are separated into two categories: 

monetary and non-monetary. Monetary assets and monetary 

liabilities represent a contractual right to receive or pay 

a fixed number of currency units. Non-monetary items are 

those assets and liabilities where the value may vary in 

terms of the currency unit (34, p. 10). Monetary assets and 

liabilities are translated at the current exchange rate, 

while non-monetary items such as inventories, equipment and 

buildings are translated at the appropriate historical 

rates. The monetary/non-monetary method was widely 

publicized by the National Association of Accountants (NAA) 

in 1960 (45). 

Under the monetary/non-monetary method, the firm's 

accounting exposure to foreign exchange rate change risk is 

limited to the net monetary items. Monetary items are 

translated at the current rate and are considered exposed to 
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the foreign exchange risk from an accounting point of view. 

Non-monetary items are assumed to be unexposed and thus are 

translated at this historical rate. The implicit assumption 

is that the real value of the non-monetary items moves in 

the opposite direction of a change in the foreign exchange 

rate and thus no gains or losses should be recognized in 

these items. The general assumption is that the PPP theory 

holds. That is, the exchange rate between any two 

currencies adjusts to reflect the difference in the 

inflation rate between the two countries. 

Current Rate Method 

Under this method, all assets and liabilities are 

translated at the current exchange rate. The essence of 

this method is that a firm's net investment in a foreign 

subsidiary is exposed to foreign exchange risk. Under the 

current method, the foreign subsidiary is viewed as a 

separate and operationally independent entity and its 

transactions are carried out in a foreign currency. 

According to this view, the foreign currency is the 

measuring unit of the financial position and the results of 

operations for the foreign operation. The translation 

method used should preserve the local currency unit of 

measure. That is, the local perspective should be 

preserved. 
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According to the current rate method, the foreign 

exchange risk is measured from the viewpoint of the local 

currency of the foreign subsidiary rather than from the 

viewpoint of the reporting currency of the parent company 

(26, p. 29). This implies that translation adjustments, 

resulting from the application of the current exchange rate 

rather than the rate when the asset was acquired or 

liability incurred, do not represent gains or losses in the 

foreign subsidiary's environment. Translation adjustments 

may result from many factors unrelated to the operating or 

financial activities of foreign subsidiaries. The 

adjustments are regarded as having no direct effect on 

reporting currency cash flows: 

Translation adjustments are solely a result of the 
translation process and have no direct effect on 
reporting currency cash flows. Exchange rate changes 
have an indirect effect on the net investment that may 
be realized upon sale or liquidation, but that effect 
is related to the net investment and not to the 
operations of the investee. Prior to the sale or 
liquidation, that effect is so uncertain and remote as 
to require that translation adjustments arising 
currently should not be reported as part of operating 
results (25, para. 111). 

Accordingly, the translation adjustments should be reported 

as an adjustment to the stockholders' equity. 

The critics of this method argue that if assets and 

liabilities measured at cost in the foreign subsidiary's 

balance sheet are translated at the current rate and then 

combined with the parent's assets and liabiities the 
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consolidated statement departs from a historical cost 

accounting system. Assets such as inventories, land, 

buildings, and equipments that are normally carried at cost 

are reflected at mixed dollar amounts because of fluctuations 

in the foreign exchange rate (24, para. 134; 41, p. 41). 

Critics point out that translating foreign subsidiary's non-

monetary assets at the current rate leads neither to a 

historical cost measure nor to a current cost measure. The 

resulting figures in the consolidated statements are mixed 

and hard to interpret (38, p. 51; 41, p. 107). 

Temporal Method 

Lorensen, in the Accounting Research Study No. 12, 

developed by deductive reasoning the temporal method. The 

temporal principle is developed from reliance on the 

temporal characteristics of assets and liabilities 

measurement. According to this principle, "Money and 

receivables and payables measured at the amount promised 

should be translated at the foreign exchange rate in effect 

at the balance sheet date. Assets and liabilities measured 

at the money price should be translated at the foreign 

exchange rate in effect at the date to which the money price 

pertains" (42, p. 51). The temporal method will give the 

same result as the monetary/non-monetary method under the 

historical cost accounting system. If generally accepted 

accounting principles were determined on a basis other than 
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historical cost, the two methods would give different 

results. 

Accounting practices Prior to 1975 

Prior to 1975, a large number of U.S. multinational 

firms used either the current/non-current method or the 

monetary/non-monetary method. However, some companies used 

a hybrid method. The hybrid method is either the monetary/ 

non-monetary method with inventory translated at the current 

exchange rate or the current/non-current method with long-

term debt translated at the current exchange rate (48, p. 32). 

An AICPA survey in 1972 revealed that, among the firms that 

disclosed their translation method, 14 per cent used monetary/ 

non-monetary method, 42 per cent used current/non-current 

method and 39 per cent used a hybrid method (8). A survey 

done by Evans (21) of forty-four MNCs in 1974 indicated that 

twenty-one firms followed the current/non-current method, 

six firms used the monetary/non-monetary method, and seven-

teen firms followed modified methods. 

FASB Statement No. ^ 

The use of significantly different accounting methods 

for foreign operations, coupled with an increase in U.S. 

foreign investment and the collapse of the Bretton Woods 

system, prompted the FASB to issue Statement No. 8, 
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Accounting for Translation of Foreign Currency Transactions 

and Foreign Currency Financial Statement in October 1975. 

In Statement No. 8/ the FASB adopted the temporal 

method with all exchange gains and losses included in deter-

mining net income for the current period. SFAS No. 8 was 

criticized by the managements of multinational corporations, 

because the managements felt the standard introduced a new 

source of volatility into determining income. Critics 

claimed that the volatility of reported earnings would force 

management of MNCs into undesirable hedging activities in 

order to eliminate the erratic movements in reported earnings 

introduced by SFAS No. 8. 

Under the temporal method, the accounting exposure to 

the foreign exchange risk is the net monetary items. 

Monetary assets and liabilities that are translated at the 

current exchange rate are considered exposed to the foreign 

exchange risk because their reported values fluctuate with 

changes in the foreign exchange rates. Non-monetary items 

translated at historical exchange rates are not subject to 

foreign exchange exposure as defined in the temporal method. 

The general assumption is that the value of these assets in 

foreign countries will rise in proportion to any devaluation 

of the foreign currencies (36, p. 103). 

One of the most important criticisms of SFAS No. 8 was 

that accounting exposure, as specified in the standard, may 
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not coincide with economic exposure to the foreign exchange 

risk (43, p. 117). Economic exposure 

emanates from those positions where an actual 
conversion will be made or where the cash flow effect 
of an exchange loss is an impediment to the operation 
of one subsidiary (51, p. 22). 

Economic exposure "results from the need to convert one 

currency to another in the future at what will be other than 

book or planned rate" (10, p. 94). Thus, economic exposure 

is mainly concerned with the impact of changes in the 

exchange rates on future cash flows and the overall value of 

the foreign subsidiaries (55, p. 241). 

Critics of SFAS No. 8 indicated that accounting 

exposure would equal economic exposure only if economic 

value accounting were used and the current exchange rate 

were applied (14, p. 23). Since generally accepted 

accounting principles are based mainly in historical cost, a 

company's accounting exposure does not equal its economic 

exposure under any translation method (10, p. 93). The 

inequality is a result of the fact that a historical cost 

accounting system only measures what happened in the past 

while economic exposure is concerned with what will happen 

in the future. However, as Burns (14, p. 13) points out, 

the inequality between the accounting and the economic 

exposure was likely to be worse under SFAS No. 8 than it was 

before because of the erratic movement in reported earnings 

introduced by that statement. 
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Other critics of SFAS No. 8 suggested that it is 

illogical to assume that certain parts of the firms' foreign 

investments were subject to foreign exchange risk (monetary 

assets and liabilities), while other equally or more 

important parts (non-monetary items) were not subject to 

that risk. Aliber and Stickney (3, p. 45) argue that 

treating non-monetary items as self-hedged essentially 

assumes that the purchasing power theory holds, while 

treating the monetary items as exposed to foreign exchange 

risk rejects the Fisher Open Effect. 

Many critics argued that the increased volatility of 

reported earnings under Statement No. 8 would force 

management of MNCs to engage in hedging activities in an 

attempt to eliminate the accounting exposure and at the risk 

of increasing the firms' economic exposure (56, p. 61). 

Managements of MNCs may have changed their foreign exchange 

risk management practices in order to reduce or minimize the 

effect of the accounting rules on the reported earnings. 

These changes may have involved real costs to the firms and 

to the extent that they resulted in no cash flow benefit to 

the firms, the costs of such changes were a waste of the 

firms' economic resources (19, p. 31). 

The possible effect of mandated accounting rules on 

managerial behavior has not been ignored in the accounting 

literature. Parkash and Rappaport (1977) (49) call 
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it "information inductance." They argue that managers' 

decisions may be affected by the information they are 

required to communicate to outside parties. According to 

the information inductance theory, changes arise because 

managers are concerned about how the information might be 

used by the recipient and how such use may affect them. As 

a result, corporate managers alter their decision-making 

behavior to produce information close to what they believe 

the information should show. According to this theory, 

management anticipation of the effect of Statement No. 8 on 

reported earnings forced management to engage in hedging 

activities to smooth the effect of that statement in 

reported net income. In reference to the controversies and 

the public responses to the oil and gas accounting, Patz and 

Boatsman (1972) stated: 

A perusal of these responses and the newspaper accounts 
of the controversy indicates that there is a large and 
knowledgeable group who associate a great deal of 
social significance with the Board [Accounting 
Principle Board] and who perceive alternative 
accounting principles as real economic variables rather 
than as mere bookkeeping phenomena (50, p. 394). 

Mandated accounting rules can affect the economic agent 

behavior in several ways. Rappaport (52) listed three 

possible ways in which financial accounting standards can 

influence behavior in the economy and therefore wealth 

distribution: 
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1. By their effect on the behavior of intended 
recipients of corporate reports, e.g., shareholders 
and other investors. 

2. By their effect on the behavior of 'free riders', 
i.e., those for whom corporate reports are not 
directly intended but who can gain access because 
the reports are publicly available, e.g. 
competitors, labor, suppliers, . . . 

3. By their effect on the behavior of the reporting 
company which, in anticipation of potentially 
adverse feed-back arising from its reporting 
according to required measurement and disclosure 
standards, might choose to alter its economic 
behavior (52, p. 89). 

Managements of MNCs may react to the volatility of the 

bottom line regardless of a large amount of empirical 

evidence supporting the efficiency of the stock market in 

distinguishing bookkeeping changes from real economic 

changes. Burns (14, p. 25) stated that: 

corporate managers may believe that the market is 
inefficient. Alternatively they may believe that the 
issue is irrelevant, or they may be aware of the issue, 
but act as if it were irrelevant, or they may not 
believe the owner will read the footnote that seeks to 
distinguish accounting data and economic data. 
Furthermore, even if owners do read footnotes, they 
might not be able to distinguish accounting data from 
economic data. 

Empirical research on management behavior under SFAS 

No. 8 (19, 23, 55, 57, 60) indicated that MNCs' managements 

adjusted their foreign exchange risk management practices 

and procedures in response to SFAS No. 8. A survey of 

foreign exchange risk management practices in 195 multi-

national firms revealed the following (23): 
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1. increased use of forward contract 

2. increased borrowings in weak currencies 

3. accelerated or decelerated dividend payments from 

subsidiar ies 

4. reduced overall borrowing in foreign currencies 

5. increased hiring of foreign exchange consultants and 

more utilization of computerized analysis 

6. increased use of debt swaps between currencies 

To the extent that these hedging activities were designed to 

cover accounting exposure rather than economic exposure, the 

costs were a waste of the companies' resources. 

FASB Statement No. 52 

The complaints about and criticism of Statement No. 8 

prompted the FASB to consider a change. In September 1980 

the FASB issued an exposure draft on foreign currency 

translation. In June 1980 the FASB issued a second exposure 

draft and in December 1981 the Board issued Statement No. 

52, Foreign Currency Translation. The stated objectives for 

the translation method that was adapted in SFAS No. 52 were: 

1. to provide information that is generally compatible 
with the expected economic effects of a rate change 
on an enterprise's cash flow and equity; 

2. to reflect in consolidated statement financial 
results and relationships of individual 
consolidated entities as measured in their 
'functional currencies' in conformity with U.S. 
generally accepted accounting principles 
(25, para. 4). 



32 

Statement No. 52 introduced the concept of "functional 

currency" to determine the translation method to be used and 

whether foreign currency gains or losses were to be 

recognized as part of current year net income or as an 

adjustment to the stockholders' equity. The functional 

currency is defined as "that currency of the primary 

economic environment in which the entity operates; normally 

this is the currency of the environment in which an entity 

primarily generates and expends cash" (25, para. 5). 

According to Statement No. 52, if the functional 

currency is the U.S. dollar, the translation process under 

Statement No. 52 is essentially the same as that under SFAS 

No. 8. In this case the temporal method is used, and 

translation gains or losses are reported in the current 

income statement. The FASB identified the U.S. dollar as 

the functional currency for operations that are direct 

integral components or extensions of the parent operation 

and for those foreign subsidiaries located in highly 

inflationary economies (25, paras. 6 and 11). 

When the functional currency is a foreign currency, the 

all current method of translation is applied, the exchange 

gains and losses from translation are reported as an 

adjustment to stockholders' equity. Translation gains or 

losses pass through the income statement only when the 

foreign subsidiary is liquidated or sold or when it is 
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determined that a permanent impairment of net investment in 

the foreign entity has taken place (25, para. 14). 

Statement No. 52 was designed to overcome most of the 

major objections to Statement No. 8. If the foreign 

currency is the functional currency, application of the SFAS 

No. 52 leads to smaller fluctuations of net income when the 

foreign exchange rates fluctuate. Since exchange gains and 

losses are not reported in the current year net income, 

there is no need for management to engage in expensive 

hedging activities in order to eliminate the effect of an 

accounting rule on reported net income. This shift in 

strategy is attributable to the fact that most companies are 

more concerned with the impact of currency movement on their 

income statement than on their balance sheet (15, p. 210). 

Under SFAS No. 52, foreign exchange risk management may 

follow a different course of action than that followed under 

SFAS No. 8 (44, p. 48). 
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CHAPTER II 

PRIOR RESEARCH 

This chapter reviews the major empirical research studies 

on accounting for foreign currency translation. The major 

research was classified into the following groups: 

1. Studies on the effect of SFAS No. 8 on reported 

earnings. 

2. Empirical studies on the effect of SFAS No. 8 on 

security market prices. 

3. Studies on the effect of SFAS No. 52 on the trans-

lation of foreign currency financial statements. 

4. Studies on the effect of SFAS No. 8 on the foreign 

exchange risk management practices of U.S. based 

multinational firms. 

Studies on the Effect of SFAS No. 8 
on Reported Earnings 

This section presents the results of some studies 

regarding the effect of SFAS No. 8 on the reported earnings 

of U.S. based multinationals. 

Rodriguez (1977) examined the reported earnings of 

seventy U.S. based multinational firms for 1974 and 1975. 

The firms were selected based on their early adoption of 

40 
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SFAS No. 8 and on their large investments in Europe, Japan 

and Canada. The impact of SFAS No. 8 was measured as the 

difference in reported earnings under the SFAS No. 8 and the 

earnings based on the previously used translation methods. 

She concluded that the adoption of SFAS No. 8 did not appear 

to have significantly affected the earnings of the selected 

companies. 

Rodriguez's study focused only on the annual reported 

earnings and did not investigate the effect of SFAS No. 8 on 

the quarterly reported earnings which may have been severely 

affected by the adoption of SFAS No. 8. The study was based 

on the earnings of multinational companies that had adopted 

SFAS No. 8 prior to the effective date. It is therefore 

possible that the companies selected were those least 

affected by SFAS No. 8 (6). 

Urbancic (1977) investigated the effect of the SFAS 

No. 8 on the annual and quarterly reported earnings of U.S. 

based multinationals. He examined annual reports of twenty-

five companies for the period 1973-1976 and the quarterly 

reports of ten of these companies for 1976. The analysis 

of each company included the financial data, the president's 

letter, management's review of operations, financial 

highlights or summary, and the note accompanying financial 

statements. Urbancic concluded that: 
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SFAS No. 8 has had a significant impact upon quarterly 
financial reporting, much more so than on annual 
reporting . . . , companies are often subjected to the 
quarterly foreign exchange adjustment amounts that vary 
extensively in size as well as direction (gains or 
losses) (16, p. 173). 

A review of the management commentaries included in the 

published reports examined by Urbancic revealed that under 

SFAS No. 8 the effects of foreign exchange adjustments on 

reported earnings had taken a more prominent position in the 

discussions and comments by corporate managements. At times 

it appeared that corporate management tended to harbor 

negative feelings toward SFAS No. 8 (16, p. 71). 

Urbancic's generalizations, however, were based only 

upon the quarterly reports of ten companies for one year 

(1976). In his analysis of the annual reports, Urbancic 

ignored an important intervening variable which should be 

considered. The published annual data might have been 

smoothed by managements in anticipation of the adverse 

effect of the foreign currency standard. 

Empirical Studies on the Effect of SFAS No. 8 
on Security Market Prices 

This section reviews some studies that investigated the 

relationship between the issuance and the initial implemen-

tation of SFAS No. 8 and possible security market effect for 

multinational companies. 
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Duke (1978) addressed the issue of whether the common 

stocks returns of the multinational companies required to 

comply with SFAS No. 8 had been affected by the issuance and 

implementation of the standard in any significant manner. 

The test periods studied began in January 1975 with the 

issuance of the FASB Exposure Draft Accounting For 

Translation of Foreign Currency Transactions and Foreign 

Currency Financial Statements, and extended through the 

three years following that date during which SFAS No. 8 was 

being implemented. Both the issuance of the Exposure Draft 

and the implementation of SFAS No. 8 were treated as events 

which could provide a response by the stock market. 

Duke performed several tests to see whether SFAS No. 8 

had any effect on the security returns of the multinational 

companies. He concluded that the security return behavior 

on portfolios of multinational companies was not significantly 

different from the return behavior of comparable portfolios 

of control companies. 

Duke partitioned the experiment firms by the type of 

accounting method used prior to the adoption of SFAS No. 8. 

This procedure may have combined firms that were 

significantly affected by SFAS No. 8 with firms that 

experienced only minor financial statement effects from SFAS 

No. 8 (1, p . 4) . 
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In a similar study Jain (1980) investigated the effect 

of the SFAS No. 8 on the security price behavior and the 

financial structure of U.S. multinational companies. The 

effect of SFAS No. 8 on security return distributions were 

determined by both multivariate cross-sectional comparisons 

of the relative risk of equalized total returns between 

multinational firms and domestic firms and by time-series 

tests on the average residual returns. The effect on the 

financial structure was determined by cross-sectional and 

time-series tests on four balance sheet accounts (long term 

debt, inventory, fixed assets and current liabilities) and 

two income statement accounts (revenues and net income) each 

deflated by total assets for the treatment and the control 

group. 

In the cross-sectional tests the mean returns were not 

significantly different for the test and the control group. 

However, when the test firms were grouped by the magnitude 

of foreign revenues, the covariance matrices for the test 

group were found to be significantly different from that of 

the control group. 

In the time-series test, the results obtained were 

conflicting and depended on how the test firms were grouped 

(7, p. 122). The researcher offered no good explanation for 

the conflicting test results. 
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Tests on the financial structure of the multinational 

firms revealed that the balance sheet structure of some of 

these firms had been significantly affected in the post-SFAS 

No. 8 period. 

Salatka (1984) investigated the economic consequences 

of SFAS No. 8. The investigation consisted of two phases. 

The first phase was a test of the difference in daily 

abnormal returns of multinational firms affected by SFAS 

No. 8 and matched domestic firms with no foreign operations. 

The second phase of the investigation involved a cross-

sectional analysis in an attempt to identify factors that 

might explain any capital market effect across the 

experimental group. 

The result of the first part of the study indicated 

that a negative capital market reaction occurred on January 2, 

1975, the day prior to the Wall Street Journal report of the 

issuance of the Exposure Draft, "Accounting for the 

Translation of Foreign Currency Transactions and Foreign 

Currency Financial Statements." Salatka concluded that: 

The behavior of these abnormal returns suggests that 
the release of the Exposure Draft of SFAS No. 8 has 
adverse capital market consequences for the 
experimental group of MNCs vis a vis the domestic 
control group (10, p. 41). 

The second phase of the investigation involved 

regressing the abnormal returns on some variables that are 

surrogates for the costs incurred by firms forced to comply 
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with SFAS No. 8. These variables included the following: 

1. The existence of a management incentive plan. 

2. A total debt to market value of the common stock 

ratio. 

3. The interest coverage ratio. 

4. The current ratio. 

5. The ratio of dividends declared or paid to 

unrestricted retained earnings. 

6. The natural logarithm of the average sales for the 

period 1576^1980. 

7. An income variability variable measured as the 

percentage change in the standard deviation of 

quarterly earning per share from pre-SFAS No. 8 to 

post-SFAS No. 8. 

8. The ratio of the average foreign sales to the 

average total sales. 

The regression analysis indicated mixed results. The 

variables relating to the existence of management incentive, 

political costs, income variability and foreign exposure 

carried a negative sign as predicted. The political costs 

variable, as measured by the firm size, was consistently the 

most significant. However, the debt to equity ratio always 

carried a positive sign which was not as predicted. No 

explanation or specific reason could be found to explain 

this positive sign. 
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One important limitation of this study, as well as most 

of the capital market studies of foreign currency transla-

tion effect, was the severe data limitations associated 

with attempting to match an experimental group of large 

multinational U.S. based firms with a control group of 

usually smaller domestic firms. 

Shank, Dillard and Murdock (1979) (11) investigated the 

influence of SFAS No. 8 on two groups whose behavioral 

reactions are heavily interdependent: investors in common 

equity securities who "make the market" and corporate 

financial managers. 

In studying potential securities market effects of SFAS 

No. 8, Shank, Dillard and Murdock classified the multinational 

firms into four groups as follows: 

1. Firms that used the current/non-current method and 

deferred foreign exchange gains and losses prior to 

SFAS No. 8. 

2. Firms that used the current/non-current method and 

were recognizing immediately foreign exchange gains 

and losses. 

3. Firms that used the monetary/non-monetary methods 

of translation and deferred foreign exchange gains 

and losses. 
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4. Firms that used the monetary/non-monetary method 

and were recognizing immediately foreign exchange 

gains and losses (control group). 

Firms in the first three groups are matched with firms in 

the fourth group on the basis of industry size and general 

risk. Since good matches were not always possible on all 

the variables, Shank, Dillard and Murdock ran two tests, one 

with excellent matches, and one with excellent and good 

matches combined. 

Shank, Dillard and Murdock conducted several tests to 

investigate the possible market response to SFAS No. 8. In 

the first test, they examined the changes in systematic risk 

or beta around the issuance of SFAS No. 8 for two periods. 

The pre-SFAS No. 8 period (1974-1975) and a post-SFAS No. 8 

period (1976-1977). The test results indicated that all the 

portfolios betas increased after SFAS No. 8, including the 

control group. However, the increase for the experimental 

group was not significantly different from the increase for 

the control group. 

A second test was performed on the change in variance 

in the estimates of beta pre- and post-SFAS No. 8. Again, a 

persistent increase in sample variance was observed from 

pre- to post-period for both the experimental and the control 

groups. However, the differential increases between the 
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experimental and the control groups were found to be 

insignificant. 

A third test was also conducted regarding the 

differences in risk adjusted rate of returns. Shank, 

Dillard and Murdock concluded that: 

the data do not indicate that the rate of return earned 
by the affected firms in the months surrounding the 
release of FAS 8 [SFAS No. 8] was any less, after 
allowing for the systematic risk, than the rate of 
return earned by comparable firms not affected by the 
Statement (12, p. 148). 

One major problem with the Shank, Dillard and Murdock 

study was the length of the test periods. Using such 

relatively long testing periods (months) increased the 

likelihood that confounding events may have influenced the 

beta of the sample firms and adversely affected the power of 

the test. 

In their investigation of the possible effect of SFAS 

No. 8 on foreign exchange risk management practices of U.S. 

based firms, Shank, Dillard and Murdock interviewed a sample 

of twenty-five firms that they believed would be significantly 

affected by FASB Statement No. 8. Their in depth interviews 

indicated that a majority of the sample firms made some 

adjustments to their foreign exchange risk management 

practices. These adjustments included: 

1. Some firms entered into the forward market, on a 

selective basis, to cover or hedge translation 

exposure. 
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2. The majority of the sample firms significantly 

adjusted their internal reporting system to 

effectively manage the new volatility in reported 

earnings. 

3. Some firms adjusted the level of local borrowing, 

others increased the level of U.S. dollar debt 

relative to local currency debt to minimize the 

accounting exposure. 

In general, the study indicated that SFAS No. 8 forced 

some multinational firms to make operating and financial 

decisions to minimize the effect of SFAS No. 8 on reported 

earnings. However, the sample used was small and non-random 

which may limit generalization of results. 

Studies on the Effect of SFAS No. 52 on the Translation 
of Foreign Currency Financial Statements 

Troberg (15) compared SFAS No. 8 and SFAS No. 52. 

The two standards were compared using currency exchange 

rates and then substituting purchasing power parities for 

the exchange rates. 

The objective of the comparison was to see how well 

different translation methods preserve the integrity of net 

income and certain financial ratios embodied in the 

financial statements of foreign subsidiaries. 

The methodology involved collection of quarterly data 

of four U.S. companies for the time period 1978-1981. The 
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companies were selected based on their asset structure (the 

ratio of monetary assets to monetary liabilities) and the 

growth of net income. With respect to the asset structure, 

two companies were selected, one where monetary assets 

exceeded monetary liabilities and one where monetary 

liabilities exceeded monetary assets. For income growth, 

two companies were selected, one with fairly strong income 

growth and the other with fairly low income growth. 

The financial statements of these four companies were 

translated into a reporting currency of a country with a lower 

inflation rate than the U.S. (West Germany) as well as to a 

reporting currency of a country with a higher inflation rate 

than the U.S. (Great Britain). The ability of different 

translation approaches to preserve the nontranslated 

financial statement information was measured by correlation 

analysis. 

Analysis of the data led Troberg to the following 

conclusion: 

1. The FAS 52 [SFAS No. 52] translation approaches are 
preferable to the FAS 8 [SFAS No. 8] translation 
approaches. 

2. The PPP-ratios translation approaches are 
preferable to their exchange counterparts. 

3. The difference between the PPP-ratios approach of 
FAS 52 [SFAS No. 52] and the exchange rate approach 
of FAS 52 [SFAS No. 52] is greater (to the PPP-ratios 
advantage) for high net income growth companies 
than for low net income growth companies, . . . . 
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4. The translation approaches investigated perform 
generally better for low net income growth 
companies than for high net income growth companies 
irrespective of the inflationary conditions. The 
FAS 8 [SFAS No. 8] exchange rates translation 
approach is an exception in this respect. 

5. The FAS 8 [SFAS No. 8] exchange rates translation 
approach's performance is in most cases not only 
poor but also inconsistent (15, p. 154). 

Gray (5) conducted a comparative analysis of SFAS 

No. 8 and SFAS No. 52. The major question of the study was 

why some multinational corporations decided to implement 

SFAS No. 52 in 1981 (two years before it was mandatory), 

while others chose to continue using SFAS No. 8. 

Gray investigated the possibility that change in 

reported earnings due to the adoption of SFAS No. 52 versus 

SFAS No. 8 may have played an important role when firms 

chose between the two accounting standards. He analyzed 

the annual reports of the fifty largest U.S. based 

multinationals and the fifty largest commercial U.S. banks. 

Each group was divided according to whether the firm used 

SFAS No. 8 or SFAS No. 52, whether the accounting standard 

used increased or decreased reported earnings, and whether 

the firm reported net translation gains or net translation 

losses. 

The majority of the multinational corporations chose 

the accounting standard that either maximized or smoothed 

reported earnings. 



53 

All of the multinational corporations that implemented 
SFAS No. 52 reported net translation losses. By 
implementing SFAS No. 52 they excluded the losses from 
the income statement and thereby increased reported 
earnings (5, p. 172). 

Studies on the Effect of SFAS No. 8 on the Foreign 
Exchange Risk Management Practices 

Several research studies were conducted on the foreign 

exchange risk management techniques of multinational corpora-

tions under SFAS No. 8. Five of these studies are discussed 

below with particular emphasis on their relationship to the 

proposed study. 

Wilner (17) reported the result of an experiment 

which examined the effect of SFAS No. 8 on management 

behavior. The subjects were financial managers from 

nineteen multinational firms. The independent variables 

manipulated in the experiment were the firms' deferral policy 

(defer and do not defer translation gains and losses) and 

organizational climate (high bottom line pressure vs low 

bottom line pressure). The dependent variable was the amount 

of dollars borrowed by each manager to cover a subsidiary's 

exposed short-term position when the dollar was devalued. 

The experiment task consisted of having the subjects make 

eight foreign exchange risk management decisions assuming 

that SFAS No. 8 was or was not in effect. 

The results of the experiment suggested that accounting 

change may induce behavioral change. Financial managers may 



54 

sacrifice cash flow in making a decision/ if the accounting 

effects are disadvantageous to their performance evaluation. 

Wilner predicted that: 

allowing deferral [treating the foreign exchange gains 
or losses as an adjustment to the stockholders' equity] 
will greatly reduce the controversy which presently 
[before SFAS No. 52] surrounds foreign translation. 
Firms characterized by high degree of bottom line 
pressure will no longer have to engage in real 
transactions in order to hedge balance sheet 
translation gains or losses (17, p. 51). 

Rodriquez (8) interviewed financial officers of 

seventy multinational corporations during 1974. Forty of 

these financial officers were interviewed again during the 

summer of 1977, after the issuance of SFAS No. 8. Internal 

quantitative data was obtained from thirty-six of these 

forty companies. The main objective of the research was to 

document the foreign exchange risk management practices used 

by multinational companies under the floating exchange rate 

system and under SFAS No. 8. 

The study results indicated that corporate managements 

were particularly preoccupied with the effect of exchange 

rate fluctuations on reported net income. The visibility of 

foreign exchange gains or losses under SFAS No. 8 appeared 

to prompt many managers to concentrate on managing 

accounting, rather than economic, exposure to foreign 

exchange risks. The study also indicated that managers were 

more sensitive to foreign exchange losses and were willing 
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to spend real economic resources to avoid or minimize these 

losses. Analysis of the quantitative data indicated that 

managers tended to transfer funds whenever the company's 

position would have generated exchange losses. 

In a research sponsored by the FASB, Evans, Folks and 

Jilling (1978) (4) investigated the effect of Statement 

No. 8 on foreign exchange risk management practices. The 

study focused on whether multinational corporations' manage-

ments attempted to avoid any anticipated increase in the 

volatility of reported earnings by adjusting their foreign 

exchange risk management practices. 

To investigate the effect of SFAS No. 8 on the 

techniques used by MNCs to manage their foreign exchange 

risk, the researchers sent questionnaires to 430 U.S. 

multinational companies. Usable questionnaire responses 

were received from 156 firms, of which 67 firms had 

participated in a study conducted prior to the issuance of 

SFAS No. 8. The comprehensiveness and length of the 

questionnaire (over twenty pages) may be partially responsible 

for the low response rate. 

A large percentage of the respondents (76%) agreed that 

Statement No. 8 caused multinational companies' managements 

to concentrate more heavily on accounting exposure to 

foreign exchange risk (as defined by SFAS No. 8) rather than 
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on economic or cash flow considerations (4, p. 23). The 

study indicated that the accounting rule drew attention away 

from long-term operational strategies for foreign exchange 

risk management and forced that function to be short term 

oriented. 

The research indicated that managements engaged in 

short-term hedging activities to minimize the effect of SFAS 

No. 8 on reported net income, on a selective basis. The 

most widely used techniques were (4, p. 56): 

1. increased borrowings in weak currencies 

2. increased usage of the forward contract 

3. reduced borrowing level in foreign currencies 

4. acceleration or deceleration of subsidiary's 

payment to the parent 

5. rescheduled intercompany debts 

The researchers concluded that SFAS No. 8 did have an 

effect on the way firms manage their foreign exchange risk. 

Firms spent more time and money on this function than ever 

before, and, in addition, some companies refrained from 

making foreign investments based on accounting considerations, 

rather than economic ones. 

Stanley and Stanley (13) conducted an exploratory 

survey to seek the opinions of 103 financial officers of 

leading multinational corporations with regard to SFAS 

No. 8. The survey results indicated that most of the MNC 
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firms were doing something in response to SFAS No. 8. A 

majority of respondents indicated that foreign exchange risk 

was receiving more attnetion, there was more usage of the 

forward contract, there was more usage of leads and lags, 

and of many other exposure adjustment techniques. About 

52 per cent of the respondents equated the increased 

volatility of earnings induced by SFAS No. 8 with perceived 

increase in risk, which may cause the financial community to 

demand a higher return. 

The study concluded that SFAS No. 8 forced multinational 

corporations to take defensive measures to avoid or minimize 

fluctuation in reported earnings caused by fluctuations in 

exchange rates. 

Tran (14) investigated and analyzed several aspects of 

the foreign exchange risk management practices. He 

investigated the process of and factors involved in foreign 

exchange risk management of U.S. multinational firms. 

Secondly, he analyzed the changes in foreign exchange risk 

management practices of MNCs due to greater exchange rate 

variation after the introduction of the floating rate 

system. Lastly, he investigated the effect of SFAS No. 8 on 

the multinational corporations' foreign exchange risk 

management practices and on their defensive strategies. 
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The data for this study was collected by an in-depth 

interview with financial officers of ten large corporations, 

five foreign exchange consultants and four major banks. 

The most important techniques used by those firms to 

manage foreign exchange risk were: 

1. Debt and working capital management techniques. 

2. Forward contracts. 

3. intercompany accounts adjustment and intercurrency 

netting. 

4. Pricing and inventory strategies. 

5. Leads and lags of third party receivables and 

payables. 

The study indicated that for the majority of the sample 

firms, the floating exchange rates had a less dramatic 

effect on their foreign exchange risk management practices 

than SFAS No. 8. The study revealed that firms that were 

using a translation method substantially different from the 

temporal method had increased their use of defensive tools 

in order to smooth the effect of SFAS No. 8 on reported 

earnings. 

Overall there were indications that both the floating 

rate system and SFAS No. 8 induced managements to take 

defensive actions to minimize the effects of fluctuating 

exchange rates on reported earnings. 
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The major emphasis of Tran's study was on the methods 

of foreign exchange risk management rather than on 

documenting the effect of SFAS No. 8 on the management of 

that risk. The study was also limited by the size of the 

sample which may limit generalizations of the results. 
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CHAPTER III 

PURPOSE OF THE STUDY AND RESEARCH HYPOTHESES 

The primary purpose of this study is to investigate and 

analyze the effect of SFAS No. 52 on the foreign exchange 

risk management practices of multinational firms. To 

accomplish this objective the following research questions 

are posited: 

1. Have there been changes in the U.S. multinationals' 

foreign exchange risk management practices and 

their defensive strategies since the issuance of 

SFAS No. 52? 

2. What defensive strategies did the new standard 

appear to influence the most? 

3. Are there any hedging techniques designed to cope 

with the effect of the new standard? 

As stated earlier, SFAS No. 52 required the application 

of the current rate method with exchange gains and losses 

reported as an adjustment to stockholder's equity for those 

firms having non-dollar functional currencies. Firms 

affected by the new standard are expected to utilize 

different exposure management techniques than those followed 

under SFAS No. 8. A large multinational firm which adopted 
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FASB No. 52 in 1982 expressed this fact explicitly in its 

annual report: 

. . . the prior years' financial statements have not 
been restated for this change, due to the non-
comparability of the results since the company used 
forward exchange contract to hedge certain accounting 
exposure under the formal accounting rule (8, p. 165). 

A financial executive of a large multinational firm was 

quoted as saying: 

. . . because we conducted our business in 1981 with 
SFAS No. 8 mentality we think that if we restated 1981 
results on a SFAS No. 52 basis, it would have been 
ridiculous in terms of implications of how we manage 
the business, what the results really were (7, p. 38). 

The above statements indicate that under the new standard 

managements may follow different foreign exchange risk 

management practices from those followed under FASB No. 8. 

A review of the accounting literature indicates a need 

to investigate the effect of mandated accounting standards 

on management behavior. Duke (1981) stated 

. . . of greater interest would be documenting changes 
in management decision making caused by the accounting 
policy change. In particular, replication of the 
Evans, Folks and Jilling (1978) type study would be 
useful once the proposed standards were implemented 
(13, p. 150). 

Scott (1981) observed that "the behavior impact of exchange 

gains and losses on management needs to be explored, as does 

the perception of management about the significance of these 

gains and losses" (27, p. 11). 

The present study is an extension of the study by 

Evans, Folk and Jilling (15) under the new standard. 
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The effect of the SFAS No. 52 on foreign exchange risk 

management practices and the defensive strategies employed 

by multinational firms will be investigated. For this 

purpose the following general hypothesis will be examined. 

Ho: There has been no significant change in the 

foreign exchange risk management practices of the 
U.S. multinationals since the issuance of SFAS 
No. 52. 

In order to analyze the possible change in foreign 

exchange risk management practices under the new standard, 

it is important to study the general features of the foreign 

exchange exposure management and its components. In setting 

their foreign exchange risk management practices, management 

must consider the following: 

1. Definition and measurement of foreign exchange 

exposure. 

2. Development of an organizational and reporting 

system that facilitates management and control of 

the foreign exchange risk. 

3. Evaluating, choosing and implementing the tools 

available to reduce the net exposure. 

Changes in foreign exchange risk management practices are 

usually reflected in one or more of the above components. 

Thus attention will be given to the possible change expected 

in each component. 
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Exposure Definition and Measurement 

Measurement of the firm's exposure to foreign exchange 

losses is an important input into the decision of whether 

the risk should be minimized, neutralized or simply carried. 

The accounting system used by the multinational firms is a 

primary source of information for measuring foreign exchange 

exposure. However, different accounting methods provide 

different measures of foreign exchange exposure. The major 

differences between SFAS No. 8 and SFAS No. 52 in this 

regard are: (1) Under SFAS No. 8 only net monetary assets 

were considered exposed to foreign exchange risk in an 

accounting sense, while under SFAS No. 52 the foreign 

exchange exposure is measured by the net investment in 

foreign operations. That is, all assets and liabilities are 

exposed to the foreign exchange risk in the accounting 

sense. (2) Under SFAS No. 8 translation gains and losses 

are reported in the income statement, while under FASB 

No. 52 they are carried to balance sheet as an "adjustment" 

to the stockholders' equity if the functional currency is 

not the U.S. dollar. (3) Under SFAS No. 52 intracompany 

transactions, denominated in a currency other than the 

subsidiary's functional currency, are considered exposed and 

the gains and losses from such transactions are reported in 

the income statement without being offset by the translation 

gains and losses as under SFAS No. 8. 
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Under the new statement it is expected that firms 

adopting functional currencies other than the U.S. dollar 

will modify their definition of foreign exchange exposure. 

Multinational firms have to make decisions about whether 

their net investment is exposed and whether hedging is 

necessary to protect that exposure. To investigate these 

possibilities the following question is posited: Is there 

any change in the way multinational firms define their 

exposure to foreign exchange risk? 

Foreign Exchange Risk Management Techniques 

Multinational firms have a variety of tools and 

techniques at their disposal to minimize or neutralize 

foreign exchange risk. The following tools are widely used 

by multinational firms to manage their foreign exchange risk 

(2, 4, 7, 15, 23, 25, 30, 33) : 

1. Forward exchange contracts. 

2. Borrowing in foreign currencies. 

3. Leads and lags of intercompany receivables and 

payables. 

4. Leads and lags of third parties receivables and 

payables. 

5. Adjusting the timing and the amount of dividends, 

royalties, and fees transferred to parents. 

6. Adjusting sales prices in foreign countries. 
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7. Changing the currency of billing. 

8. Adjusting foreign subsidiary's inventory level. 

To study the changes in the foreign exchange risk 

management practices under the new standard, it is important 

to investigate the change in the usage and usefulness of 

these techniques. Some of these techniques require special 

attention. 

Forward Contracts 

A forward contract is an agreement either to sell or 

purchase a specified amount of a foreign currency at a 

specified price on a fixed date in the future. A 

multinational firm may enter into a foreign exchange 

contract to cover all or part of its foreign exchange 

transaction exposure or simply to hedge its foreign exchange 

translation exposure. For example, a firm that sells a 

product to a French customer in French francs on a sixty-day 

term can protect the value of its sales in terms of the U.S. 

dollar by selling the francs on the forward market for 

delivery sixty days hence, at a fixed exchange rate. Thus, 

through the sale of the forward contract, the dollar 

proceeds from the sale are locked in, and are freed from the 

risk that the franc will depreciate causing the proceeds to 

be less than expected. Similarly, an agreement to purchase 

a foreign currency forward contract would protect a debtor 

from an upward revaluation of a foreign currency that would 
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make foreign currency debts or payables more costly in U.S. 

dollars. 

Forward exchange contracts can also be used to hedge 

balance sheet or accounting exposure. The objective in this 

case "is to create an exposed position for gain which 

hopefully will offset, or reduce, the expected translation 

loss" (33, p. 72). 

One major criticism of Statement No. 8 was that it 

forced many multinationals to engage in hedging to cover 

their accounting exposure (5, 15, 19, 28, 32, 33). However, 

Statement No. 52 removes the fluctuation in net income 

attributable to translation gains and losses for firms using 

functional currencies other than the reporting currency. As 

a result, these firms are expected to reduce their use of 

forward market transactions that were designed to hedge 

translation losses. A mail survey of 128 multinational 

firms indicated that 38 per cent of the companies that 

reported a decline in their hedging activities attributed 

the decline to the adoption of SFAS No. 52. The survey also 

showed that thirty percent of the respondents indicated that 

they were doing less translation hedging as a result of SFAS 

No. 52 (9, p. 245). The relevant research questions related 

to the forward exchange contracts are as follows: 

1. is there any change in the use of the forward 

contract to cover economic exposure? 
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2. Did firms reduce their forward market transactions 

that were designed to hedge translation losses 

under SFAS No. 8? 

To answer these questions, the following hypotheses will be 

tested: 

Hoi: There has been no significant change in the use 
of the forward market to cover economic exposure 
since the issuance of SFAS No. 52. 

Ho2: There has been no significant change in the use 
of the forward market to cover balance sheet 
exposure since the issuance of SFAS No. 52. 

Borrowing in Foreign Currencies 

Under SFAS No. 8, firms increased their borrowing in 

weak currencies to finance their non-monetary assets as a 

method of hedging against translation losses. When the soft 

currency depreciated in value, non-monetary assets were 

translated at the historical exchange rate, while debt was 

translated at the new (lower) exchange rate. This generated 

translation gains that could be used to offset the 

translation losses resulting from translating monetary 

assets at the new lower exchange rate. Under SFAS No. 52, 

however, all assets and liabilities are translated at the 

current rate. As a result, financing non-monetary assets 

through local borrowing is no longer an efficient means of 

hedging translation losses. Firms are expected to reconsider 

and reevaluate their foreign borrowing. Companies may reduce 
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borrowing in weak currencies that were designed to hedge 

translation losses. 

Under Statement No. 8, firms operating in strong 

currencies refinanced their local borrowing in dollar or 

Eurodollar loans to minimize translation losses. Under the 

new standard, translation losses are carried to the balance 

sheet. As a result, firms may reconsider refinancing their 

dollar debts with local debts. Under SFAS No. 52, firms may 

borrow in a foreign currency and designate the loan as a 

hedge of net investment in that currency. Multinational 

firms also have the opportunity to designate their old 

borrowing as hedges of their net investment. To investigate 

these possibilities the following questions are posited: 

1. Is there any change in local borrowing by foreign 

subsidiary since the issuance of SFAS No. 52. 

2. Does the change (if any) seem to be limited to 

those firms adopting functional currencies other 

than the reporting currencies. 

To answer these questions the following hypotheses will be 

examined: 

Ho3: A significant number of firms have not changed 

their local borrowing sources since the issuance 
of SFAS No. 52. 

Ho4: There has been no significant shift in the choice 
of currencies in which the debts are denominated. 
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Changing the Currencies of Billing 

One of the most important changes under SFAS No. 52 is 

that intercompany trade transactions denominated in a 

currency other than the entity's functional currency are 

considered exposed to foreign exchange risk. The gains or 

losses from such transactions are carried to the income 

statement, while the translation losses or gains related to 

such transactions are carried to the balance sheet. Under 

these conditions, firms with significant intercompany 

transactions previously denominated in the U.S. dollar will 

either designate the dollar as their functional currency to 

avoid the exposure risk or change their currency of billing 

(7, p. 129) to a local currency. Under SFAS No. 8, exchange 

gains and losses resulting from U.S. dollar denominated 

transaction included in the foreign financial statements 

were offset with translation gains and losses and therefore 

did not affect income. The present study investigates the 

following questions: 

1. Is there any change in the currency of billing 

since the issuance of SFAS No. 52? 

2. If so, what currency are they using? 

To answer these questions the following hypothesis is 

investigated: 

Ho5: There has been no significant change in the 
currencies used for intercompany billing since 
the issuance of SFAS No. 52. 
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Leads and Lags 

Leading usually involves prepayment of import and other 

accounts payable or the early receipt of cash from customers. 

Lagging usually involves postponement of payment of 

liabilities if the currency involved is expected to 

depreciate. SFAS No. 8 forced many multinational firms to 

adjust their receivables and/or payables policies to 

minimize the adverse effect of SFAS No. 8 on reported 

earnings (11, 31). Adjustment of leads and lags can result 

from transactions with related subsidiaries or with third 

parties. Leads and lags of intracompany receivables and 

payables assume the availability of funds and are subject to 

foreign government restrictions. The technique usually 

reduces the parent company's consolidated exchange risk 

exposure but may increase the costs to the subsidiary 

operating in a weak currency. These subsidiaries may be 

forced to borrow at a higher interest rate to finance their 

working capital requirements. 

Leads and lags of third parties' receivables and 

payables may also involve substantial costs. The company 

may decrease its collection period by changing its credit 

terms or by offering a different discount for early payment. 

To investigate any change or adjustment the firms may make 

in these tools in response to the new standard, the 

following hypotheses will be investigated: 



73 

Ho6: There has been no significant change in the 
foreign third parties receivables and/or 
payables management practices since the issuance 
of SFAS No. 52. 

Ho7: There has been no significant change in the 
intracompany receivables and/or payables policies 
since the issuance of SFAS No. 52. 

Other Foreign Exchange Risk Management Techniques 

Other tools that firms may use to adjust their foreign 

exchange risk exposure include: 

1. Adjusting sales prices in foreign countries. 

2. Adjusting inventory levels in foreign countries. 

3. Adjusting the timing and the amount of remittances 

to the parent company. 

This study will investigate changes in these tools that may 

have been introduced since the issuance of SFAS No. 52 along 

with any other new techniques used by the MNC. Thus the 

following additional hypotheses will be tested: 

Ho8: There has been no significant change in the use 
of adjusting sales prices in foreign countries 
since the issuance of SFAS No. 52. 

Ho9: There has been no significant change in the use 
of adjusting inventory level since the issuance 
of SFAS No. 52. 

HolO: There has been no significant change in the use 
of adjusting fees, dividends or remittance 
policies from the foreign subsidiaries to the 
parents since the issuance of SFAS No. 52. 
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Centralization vs Decentralization 

An important factor in foreign exposure management is 

the responsibility of controlling the foreign exchange 

exposure. Certain hedging activities may be centralized at 

the corporate headquarters, while others may be delegated to 

regional offices or to the subsidiaries' managers. Our 

concern is to study the effect of the new standard on dele-

gation of responsibility for managing foreign exchange risk, 

raising short-term funds and hedging in the forward market. 

To investigate these matters the following questions are 

posited: 

1. Is there any change in the delegation of 

responsibility for controlling foreign exposure? 

2. Is there any change in the delegation of 

responsibility for hedging in the forward market? 

3. Is there any change in the delegation of 

responsibility for raising short-term funds since 

the issuance of SFAS No. 52? 

To answer these questions, the following hypotheses will be 

investigated: 

Holl: There has been no significant change in the 
delegation of responsibility for managing 
foreign exchange risk since the issuance of SFAS 
No. 52. 

Hol2: There has been no significant change in the 
delegation of responsibility for raising short-
term funds since the issuance of SFAS No. 52. 
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Hol3: There has been no significant change in the 
delegation of responsibility for hedging in the 
forward market since the issuance of SFAS 
No. 52. 

Secondary issues 

In addition to the major objective, this study will 

also explore several other secondary objectives. Thus the 

following additional hypotheses will be investigated: 

Hol4: There is no association between the firm's 
foreign commitment as measured by the percentage 
of foreign sales and the usage of certain 
hedging techniques. 

Hol5: There is no relationship between the firm's 
foreign diversification (measured by the number 
of countries in which the firm has foreign 
operations) and the usage of certain hedging 
techniques. 

H0I6: There is no association between the size of the 
firms as measured by their total assets and the 
usage of certain hedging techniques. 

Hol7: There is no relationship between the firms' 
classification as a Fortune 500 firms or non-
Fortune 500 firms and the use of certain hedging 
techniques. 

Expected Contribution 

Multinational firms are faced with daily fluctuation in 

foreign exchange rates and are required to follow certain 

accounting rules in translation of their foreign subsidiaries' 

financial statements. These accounting rules may change the 

manner in which U.S. firms control their foreign exchange 

exposure. Hawkins (21) noted that ". . . generally accepted 

accounting principles may induce managers to adopt specific 
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operating policies, even though these policies may not 

necessarily be the most appropriate" (21/ p. 13). The 

actions taken by management to minimize, reduce, or 

neutralize the effect of the change in the foreign exchange 

rate on their foreign operations, may be in part influenced 

by the particular method used to translate foreign 

subsidiaries' financial statements into dollars. Some 

translation methods encourage management to shift their 

assets from current assets to non-current assets. Other 

methods induce management to switch assets from the monetary 

to non-monetary category (21, p. 16). Some methods smooth 

the effect of translation in reported net income while other 

methods increase the volatility of reported net income and 

may force management to take actions to smooth the effect in 

financial reports. 

Evans et al. (14) and Shank et al. (28) investigated 

the effect of SFAS No. 8 on management behavior in an 

organizational setting. Their findings indicated that 

management did emphasize the reported net income and did 

take actions to reduce the effect of bookkeeping changes. 

The major objective of the present study is to identify 

the adjustment, if any, made by multinational firms in their 

foreign exchange risk management practices as a response to 

the new accounting standard. The investigation and analysis 

of these adjustments may provide a better understanding of 
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the effect of a change in an accounting rule on management 

behavior. The study may shed light on the economic 

consequences of the accounting standards. 

Monetary authorities and participants in the 

international money market have been concerned over the 

multinational firms' participation in the foreign exchange 

and the forward market. The study results may provide 

useful information about the multinationals' hedging 

practices and their involvement in the forward market. 

Multinational firms may use the results of the present 

study as a source of information on what other firms are 

doing to manage their foreign exposure. This feedback may 

contribute to the improvement of the foreign exchange risk 

management process. 
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CHAPTER IV 

RESEARCH METHODOLOGY 

Source of Data 

The population for this study included U.S. based 

multinational firms operating in at least five foreign 

countries. This definition was adopted in many of the 

recent studies on multinational firms (5, 8, 11, 16). 

Excluded are firms that deal primarily in marketing, 

insurance, and banking. The Fortune listing of the one 

thousand largest industrial firms was used as the initial 

population. Each firm listed was then identified in the 

Directory of American Firms Operating in Foreign Countries 

(1984), Multinational Marketing and Employment Directory 

(1982) and Directory of Corporate Affiliations (1984). 

These references include multinational corporations with 

substantial foreign investment. They also indicated the 

number of countries in which each firm operates. Other 

references, such as Moody's Industrial Manual and Standard 

and Poor's Corporation Records, were cross-checked to 

determine the number of countries in which a firm operates. 

The basic instrument of this study is a questionnaire 

mailed to financial officers of the identified multinational 

82 
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corporations (see Appendix A). The objective is to obtain 

information that can be utilized to investigate the foreign 

exchange risk management practices used under SFAS No. 52 

and to see how these practices differ from those followed 

under Statement No. 8. 

The present study is ex post facto research which is 

defined by Kerlinger as 

. . . systematic inquiry in which the scientist does 
not have direct control of independent variables 
because their manifestations have already occurred or 
because they are inherently not manipulable. Inference 
about relations among variables are made, without direct 
intervention, from concomitant variation of independent 
and dependent variables (9, p. 379). 

The method employed is a survey method which is defined 

as "survey research studies populations by selecting and 

studying samples chosen from the populations to discover the 

relative incidence, distribution and interrelations among 

variables" (9, p. 410). One of the survey research methods 

specified by Kerlinger is the mail questionnaire. This 

technique is useful when the population is large and the 

costs of employing other survey techniques, such as a field 

study or an interview technique, are prohibitive. The 

questionnaire survey seeks to identify and collect factual 

information, including what the respondents know about the 

problem under investigation and/or what the respondents are 

doing now, compared with what they did in the past. Question-

naires can also be used to identify and classify the opinions, 
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reactions, preferences, judgments or objections of respondents 

about certain matters. 

Since the purpose of this study is to collect information 

on the management of foreign exchange risk under two different 

accounting rules and to identify and document any changes, 

the questionnaire survey technique seems appropriate, the 

questionnaire methodology can be used to collect information 

about foreign exchange risk management practices under SFAS 

No. 52 and to identify differences in practices between the 

two standards. This methodology has been used in many 

research projects where the objective of the investigation 

was to collect factual data and seek opinions from a large 

number of respondents (3, 8, 11, 15). 

Sample 

A mail survey technique was used as the primary method 

in acquiring the data upon which the results of this study 

are based. A questionnaire, shown in Appendix A, was mailed 

to 365 financial officers of U.S. based multinational firms. 

A follow-up letter, shown in Appendix B, and a second copy 

of the questionnaire were sent to all financial officers 

from whom responses were not received within four weeks 

after the first questionnaire was mailed. Seven firms 

indicated that they are operating in only a few countries or 
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that they did not have a significant foreign operation. 

Thus, the sample was reduced to 358 eligible firms. A total 

of 97 responses were received for an overall response rate 

of 27 per cent. However, only 92 responses, representing 

approximately 26 percent of the eligible firms, were usable. 

Although the response rate may appear low, it is not unique 

to this study. The response rate obtained in most data 

collection procedures utilizing mail questionnaires is low. 

The response rate in such studies is usually between 

20 per cent and 40 per cent (6, p. 152). 

Characteristic of Respondent Firms 

Using annual sales and total assets as an indicator of 

the relative size of the respondent firms, Table I indicates 

that twelve firms had annual sales of more than $10 billion 

for 1984, fifty-one firms had annual sales between $1 billion 

and $10 billion and only seventy firms had annual sales of 

less than $500 million. With regard to asset size, the Table 

shows that six firms had total assets in excess of $10 

billion, fifty-four firms had total assets between $1 billion 

and $10 billion and thirty firms had total assets of less than 

$1 billion in 1984. 
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TABLE I 

CHARACTERISTIC OF RESPONDENT FIRMS: ANNUAL SALES 
AND TOTAL ASSETS FOR 1984 

Character istic 

Number of Firms 
Assets Sales 

Above $10 billion 
Between $1 billion and $10 billion 
$500 million but less and $1 billion 
Less than $500 million 
Not available 

Total 

6 
54 
11 
19 

2 
92 

The sample firms were heavily committed to foreign 

operations. More than 73 per cent of the respondent firms 

derived more than 10 per cent of their annual net income from 

foreign operations and 45 per cent of the sample generated 

more than 40 per cent of their reported net income from 

foreign operations in 1984. In addition/ Table II shows 

that 73 firms (79%) derived more than 10 per cent of their 

annual sales from foreign operations. The table also shows 

that 42 firms generated more than 25 per cent of their annual 

sales in 1984 from foreign operations. Further analysis of 

the respondent firms indicates that 72 of the firms are 

included on Fortune's list of the 500 largest U.S. 

industrial firms for 1985. 
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CHARACTERISTIC OF RESPONDENT FIRMS: RATIO OF FOREIGN 
SALES TO TOTAL SALES AND RATIO OF FOREIGN 

INCOME TO TOTAL NET INCOME FOR 1984 
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Number of Firms 

Less than 10% 
11% to 25% 
26% to 40% 
41% to 50% 
More than 50% 
No response 

Total 

Net Income Net Sales 

Method of Analysis 

The research problem is an analysis of whether the 

foreign exchange risk management practices used by multi-

national firms under SFAS No. 52 are different from those 

used under SFAS No. 8. The appropriate research design is 

the "before and after" design. That is, the researcher 

seeks information relating to the foreign exchange risk 

management practices before and after Statement No. 52. 

Data collected through responses to the questionnaire were 

nominal and/or ordinal in nature. Nonparametric tests for 

two related samples were used to analyze the data. Some of 

these tests are explained below. 

McNemar Test 

The McNemar test measures the significance of an 

observed change. The test requires two related samples or 
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before and after design, and nominal data (frequency count). 

Data from some of the questions on foreign exchange risk 

management practices meet these requirements. The McNemar 

test was used to examine the effect of SFAS No. 52 on the 

use of certain hedging techniques. For example, companies 

were classified as "using" or "not using" the forward market 

to hedge accounting exposure under SFAS No. 8 and again 

under SFAS No. 52. The responses of the companies consisting 

of paired answers fall into one of two categories: usage or 

non-usage of the forward market to hedge accounting exposure 

under the two accounting rules. The test focuses on those 

companies that changed their hedging practices. The data 

for the test can be tabulated as follows: 

TABLE III 

TWO BY TWO TABLE FOR USE IN TESTING 
SIGNIFICANCE OF CHANGES 

Under SFAS 5 2 

2 1 

1 A B 

Under SFAS 8 

2 C D 
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The letters A, B, C, and D represent the cell 

frequencies (count). The letters B and C indicate the 

number of subjects that remained unchanged under the two 

treatments. The letters A and D represent the number of 

subjects that changed. A subject is tallied in cell A if 

there was a change from category 1 to category 2 and is 

tallied in cell D if there was a change from category 2 to 

category 1. 

A single dichotomous distribution can be created by 

taking cells A and D with N = A+D and P = D/(A+D). The 

assumption is that if no other factor was operating with 

respect to the change in the two treatments, half the 

subjects [. 5(A+D) ] would be going from category 1 to 

category 2 and the other half would be going from category 2 

to category 1. Thus the null hypothesis is that P=Q=0.5. 

The formula for the McNemar test is: 

X 2 = ( I A-DI -1)2 

A + D 

X 2 can be tested for significance by using the Chi Square 

distribution table at the predetermined level of significance 

and one degree of freedom. 

The Sign Test 

The sign test measures the significance of the difference 

between two treatments or situations. The test is used 
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with matched pairs or with a "before and after" design. The 

sign test requires an ordinal scale of measurements while 

the McNemar test requires only nominal measurements. Thus, 

the sign test is useful for research in which quantitative 

measurement is not possible, but in which it is possible to 

collect data in the form of "greater than" or "less than or 

in the form of plus (+) or minus (-) signs. For example, 

the researcher may be able to determine that multinational 

companies increased or decreased their transactions in the 

forward market but he may not be able to determine by how 

much. In this case the data may be represented by (+) 

increase and (-) decrease and the sign test can be used to 

test the significance of the change. 

Data for the test can be tabulated as shown in Table IV. 

All that is needed to apply the test is to know the direction 

TABLE IV 

SIGN TEST TABLE 

Subjects Before After 

Sign of The 
Differences 
<xi - Yi> 

1 *1 *1 + 

2 x2 
• 

y2 

+ 

n xn Yn 
N 
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of the differences between X and Y in the form of plus (+) 

or minus (-) signs. The null hypothesis is that a positive 

change (+) is as likely to be obtained by each subject as a 

negative change (-). The null hypothesis is rejected if 

too few differences of one sign occur. 

The procedure to use the sign test is as follows: 

1. Determine the sign of the changes (+) or (-). 

2. By counting, determine the value of R where R = the 

number of the pluses or minuses, whichever is smaller. 

3. By counting, determine the value of N where N = the 

number of pluses and minuses. 

4. A special table is used to determine the probability 

associated with a number as small as the value of R 

obtained in 2 above. 

5. Use a predetermined level of significance to test the 

null hypothesis. 

When the sample size is large (N > 25), a normal 

approximation to the binominal distribution can be used. 

Other Tests 

To gain additional insight into the foreign exchange 

risk management practices of U.S. multinationals and to 

understand the characteristic of multinational firms that 

used certain hedging techniques more than others, several 

association tests will be performed. It may be useful to 

know whether large firms use the forward market more 
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than small firms. It may also be useful to measure the 

degree of association between some characteristics of the 

firms such as percentage of foreign sales, number of foreign 

countries in which the firm has foreign operations, size as 

measured by sales, or assets and the use of certain hedging 

techniques. Since the data collected was either nominal or 

ordinal, nonparametric association tests were used. Some of 

these tests are summarized below. 

The Contingency Coefficient C 

The contingency coefficient C is a measure of the 

extent of association or relation between two sets of 

attributes. The test is useful when the data collected is 

in a nominal scale. That is, the test may be used when the 

information about the variables consists of frequencies in 

discrete categories (14, p. 196). For example, the test may 

be used to measure the extent of association between multi-

national firms' usage of the forward market and the degree 

of international diversification as measured by the number 

of countries in which the firms have foreign operations. 

The general formula of the test is: 

C = 

\ 

X 2 

N+X2 

Where X is the value obtained by performing a Chi square 

test on the data. The significance of the C coefficient is 
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tested by testing the Chi square statistic for the data and 

N is the sample size (14, p. 199). 

The Phi Coefficient for 2 2 Tables 

If the researcher is dealing with nominal data in a 

2 by 2 table, the Phi coefficient is a suitable measure of 

the correlation. The only requirement is that the data is 

nominal and casted in a 2 by 2 contingency table. The test 

may be used to test the association between the size of the 

firms (large, small) and the use and nonuse of certain 

hedging techniques. The general form of the test is: 

phi = 

\ 
X 2 

N 

Where 
X = the value of chi-square statistic 
N = the sample size 

The Phi coefficient is interpreted as a Spearman 

correlation coefficient. The significance of the statistic 

is derived from the significance of the related Chi square 

test (16, pp. 184-185). Other tests used included the Chi-

square tests, Spearman correlation tests, and Kendal 

correlation tests. 

Limitations of the Study 

The effectiveness of the questionnaire study can be 

severeley limited if the instrument does not measure the 
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attitude, opinion and reaction of the subjects with 

sufficient validity and reliability. This shortcoming can 

be anticipated by carefully designing and pretesting the 

questionnaire. Consequently, the questionnaire utilized in 

this study was pretested, with necessary modifications 

needed to improve its reliability and validity. In this 

study the use of a majority of foreign exchange risk 

management tools is usually indicated by frequencies (e.g., 

more, less, increase). While this measurement is not 

completely unambiguous, there is no better solution to this 

problem. However, the findings of this study were compared 

with previous research to provide indications of the use of 

such tools. 

Another limitation of using a questionnaire is the low 

response rate. This limitation can be minimized by adequate 

follow-up, such as mailing additional questionnaires and 

making supporting random telephone calls to nonrespondent 

firms. 

The questionnaire survey is also limited by respondents 

supplying answers they believe the researcher wants, or 

because they believe a certain method of translation is 

better than another. One way to minimize the effect of this 

bias is to increase the sample size. 

Another limitation to this study is the minimum 

requirement the firms must meet to be included in the sample. 
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These requirements include being in the Fortune list and 

operating in at least five countries. Therefore, the result 

may not be generalizeable to other firms. 

Another limitation of this study is that, since 1980, 

the major foreign currencies have weakened in relation to 

the U.S. dollar. Under this economic environment, many 

multinational companies may have increased or decreased the 

use of certain defensive strategies to minimize the effect 

of a strong U.S. dollar on foreign exchange risk management 

practices. However, multinational firms managements were 

asked several questions related to the effect of the 

strength of the U.S. dollar on the foreign exchange risk 

management practices in an effort to elicit data that will 

help identify that effect. 

In this study, it is not possible to include all 

possible tools that can be used to manage or minimize 

foreign exchange risk. This study includes only those tools 

that are traditionally used by multinational companies to 

manage their foreign exchange risk. 

Despite these limitations, it is expected that this 

study will contribute to the growing body of information 

available to accountants, managers, academicians, and public 

officials who are concerned about the effect of accounting 

rules on management behavior. 
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CHAPTER V 

DATA ANALYSIS 

The major purpose of this study is to investigate the 

effect of SFAS No. 52 on the foreign exchange risk management 

practices of U.S. multinational firms. To accomplish this 

objective the following general hypothesis is examined. 

Ho: There has been no significant change in the 

foreign exchange risk management practices of 
the U.S. multinationals since the issuance of 
SFAS No. 52. 

In order to test for any possible change in the foreign 

exchange risk management practices, several sub-hypotheses 

are tested. 

The results discussed and analyzed in this chapter are 

based primarily on the responses of ninety-two financial 

officers of U.S. multinational firms to the survey question-

naire shown in Appendix A. This chapter presents in summary 

form the results of testing several sub-hypotheses related 

to foreign exchange risk management practices. Other 

secondary issues are also discussed as part of the analysis. 

The following statistical procedures are used in 

testing the hypotheses and in analyzing the collected data: 

Sign test, McNemar test, Chi square analysis, Kendall 

98 
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correlation analysis, and Phi association coefficient. 

Frequency distributions of responses to various questions 

are included where appropriate to explain significant 

results. 

Exposure Definition and Measurement 

Before multinational firms can manage their foreign 

exchange exposure, they must define and measure that 

exposure. What constitutes economic exposure is an 

unresolved issue. The accounting definition of exposure 

does not fully capture the effect of the foreign exchange 

rate changes on foreign operations. It was therefore 

expected that firms would be using a wide variety of 

definitions. 

Several possible definitions of foreign exchange risk 

exposure were posited on the questionnaire. These included: 

1. Monetary assets less monetary liabilities. 

2. Net monetary assets plus inventories. 

3. Everything except fixed assets. 

4. Net investment (assets minus liabilities). 

5. Present and future cash flows to subsidiaries in 

foreign currencies. 

The results indicate that a number of firms were using each 

of the above definitions. Some firms defined exposure as 

net monetary assets, others modified this definition by 
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adding inventory or other assets to the list of exposed 

assets. A third group considered their exposure to foreign 

exchange risk to be their net investment in foreign 

operations. A fourth group used a cash flow based 

definition. 

The question of interest is whether firms changed their 

definition of foreign exchange risk exposure after the 

issuance of SFAS No. 52. 

Table V provides a summary of how the multinational 

firms, responding to the questionnaire, defined their 

exposure to the foreign exchange risk. The Table shows that 

TABLE V 

EXPOSURE DEFINITION USED BY U.S. MULTINATIONAL FIRMS 

Number of Firms and Percentage 
Under Under 

SFAS No. 8 SFAS No. 52 
Exposure Defined As Number % Number % 

Monetary assets less 
monetary liabilities 39 42.5 19 20.8 

Net monetary assets plus 
inventory 16 17.4 6 6.5 

Everything except fixed 
assets 7 7.6 4 4.3 

Net investment 7 7.6 28 30.4 
Present and future cash 

flows to subsidiaries 
in foreign currencies 14 15.2 17 18.5 

Other 5 5.4 14 15. 2 
No response 4 4.3 4 4.3 

Total 92 100.0 92 
I 

100.0 

under SFAS No. 8 a total of 39 firms (43%) defined their 
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exposure as "monetary assets less monetary liabilities." 

This number dropped to 19 firms (21%) under SFAS No. 52. An 

extention of this definition (by adding inventory or other 

assets to the list of exposed assets) was used by 23 firms 

(25%) under SFAS No. 8 and only by 10 firms (11%) under SFAS 

No. 52. The Table also shows that only 7 firms (8%) defined 

their exposure as the net investment under SFAS No. 8, while 

the number increased to 28 firms (30%) under SFAS No. 52. A 

total of 19 firms (20%) under SFAS No. 8 and 31 firms (34%) 

under SFAS No. 52 used other definitions. 

Further analysis of the responses indicates that a total 

of 43 firms (47%) changed their definition of exposure since 

the issuance of SFAS No. 52. Thus, there is a clear 

indication that the multinational firms changed the way they 

define their foreign exchange exposure in response to the 

new accounting rule. This finding also indicates that the 

accounting definition of exposure affects the way companies 

define their foreign exchange exposure for managerial use. 

Objectives of Foreign Exchange Risk Management 

Clear, well-defined objectives are important factors 

for effective management of foreign exchange risk. Business 

decisions are more effective when they are made within the 

context of explicit corporate objectives, and foreign 

exchange risk management decisions are no exception. 
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In order to understand the current objectives of U.S. 

multinational foreign exchange risk management, respondents 

were asked to indicate on a scale of 1 (extremely important) 

to 5 (not important) how their firms rate each of five 

possible objectives of foreign exchange risk management. 

The objectives are not mutually exclusive and include 

several options that firms may pursue at the same time. 

Tables VI and VII show these objectives and the rating given 

to them by the sample firms under SFAS No. 8 and SFAS No. 52. 

Table VIII shows the results of applying the sign test to 

the ratings given to these objectives. 

TABLE VI 

RATING OF FOREIGN EXCHANGE RISK MANAGEMENT 
OBJECTIVES UNDER SFAS NO. 8 

Ratinq Under SFAS No. 8 
1 1 2 3 4 5 

Objectives Number of Firms N 

Reduction of translation losses 
to minimum level 24 25 22 15 5 91 

Protection of the dollar value 
of the foreign net assets 11 26 30 17 7 91 

Protection of future dollar cash 
flows from foreign operations 20 31 23 12 6 92 

Protection of future functional 
cash flows from operations 10 24 25 17 13 87 

Reduction of foreign exchange 
risk to zero or near zero 12 21 28 17 10 88 

4=Slightly important 5=Not important 
important 
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The sample firms had multiple objectives for their 

foreign exchange risk management practices both under SFAS 

No. 8 and under SFAS No. 52. The results indicate that 

there has been a change in the importance of some of these 

objectives since the inception of SFAS No. 52. 

TABLE VII 

RATING OF FOREIGN EXCHANGE RISK MANAGEMENT 
OBJECTIVES UNDER SFAS NO. 52 

Rating Under SFAS No. 5 2 

Objectives 
1 2 3 4 5 

Objectives Number of Firms N 

Reduction of translation losses 
to minimum level 10 20 30 20 12 92 

Protection of the dollar value 
of the foreign net assets 11 23 35 11 12 92 

Protection of future dollar cash 
flows from foreign operation 23 34 21 8 6 92 

Protection of future functional 
cash flows from operations 12 30 20 16 11 89 

Reduction of foreign exchange 
risk to zero or near zero 10 23 29 12 15 89 

4=Slightly important 5=Not important 

Analysis of one objective, reduction of translation 

losses to minimum level, shows that when SFAS No. 8 was in 

effect, 49 firms (53%) rated the reduction of translation 

losses to minimum level as extremely or very important. 
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Under SFAS No. 52, only 30 firms (33%) gave such a rating to 

this objective. 

Table VIII indicates that a total of 38 firms (41%) 

changed the level of importance given to the objective of 

reducing translation losses to a minimum level after the 

issuance of SFAS No. 52. Of these firms, 31 considered this 

objective to be more important under SFAS No. 8 than under 

SFAS No. 52. The sign test result (p=0.0002) indicates that 

a significant number of firms lowered the rating under SFAS 

No. 52. 

Analysis of data does not indicate any major change in 

rating for the second objective. Protection of dollar value 

of foreign net assets appeared to have the same importance 

under the two accounting standards. A total of 37 firms 

(40%) under SFAS No. 8 and 34 firms (37%) under SFAS No. 52 

considered this objective to be extremely or very important. 

A total of 28 firms changed the rating given to this 

objective as shown in Table VIII. However, 13 firms rated 

this objective more important under SFAS No. 52, while 15 

firms considered this objective to be less important under 

SFAS No. 52 than it was under SFAS No. 8. The Sign test 

does not indicate any significant shift in the importance of 

the rating given to this objective. 

Protection of future dollar cash flows from foreign 

operations also was identified as an important objective 
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under the two standards. A total of 57 firms (62%) under 

SFAS No. 52 and 51 firms (55%) under SFAS No. 8 considered 

this objective to be extremely or very important. More than 

80% of the sample considered this objective to be at least 

moderately important under SFAS No. 52 and SFAS No. 8. 

TABLE VIII 

CHANGE IN RATINGS OF FOREIGN EXCHANGE OBJECTIVES 
SINCE THE ISSUANCE OF SFAS NO. 52 

AND SIGN TEST RESULTS 

Slumber of Firms That 
Changed Ratings 

Object ive Total I(-) D(+) 
Significant 

Level 

Reduction of translation 
losses to minimum level 38 7 31 0.0002 

protection of the dollar 
value of the foreign net 
assets 28 13 15 0.85 

protection of future dollar 
cash flows from foreign 
operat ions 19 14 5 0. 06 

protection of future 
functional cash flows 
from operations 15 13 2 0.007 

Reduction of foreign 
exchange risk to zero 
or near zero 28 14 

i r\ c» •! n O O 

14 

f-

1.00 

JL — - L . * * -> *-

issuance of SFAS No. 52 
D= Decrease in rating of importance since the 

issuance of SFAS No. 52 
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Further analysis of the responses (see Table VIII) 

indicates that 19 firms changed the rating given to the third 

objective since the issuance of SFAS No. 52. Of this total, 

14 firms considered this objective to be more important under 

SFAS No. 52. The sign test indicates that this change is 

significant at 0.06. 

protection of future functional cash flows from 

operations also was an important objective in management of 

foreign exchange risk. A total of 42 firms (46%) under SFAS 

No. 52 rated this objective as extremely or very important 

compared with only 34 firms (37%) under SFAS No. 8. A total 

of 59 firms (64%) under SFAS No. 8 and 62 firms (67%) under 

SFAS No. 52 rated this objective at least moderately 

important. 

Further analysis indicates that 15 firms changed the 

ratings given to this objective since the issuance of SFAS 

No. 52. Table VIII shows that of this total 13 firms 

considered this objective to be more important than before. 

The sign test indicates that of the firms that changed the 

ratings given to this objective, a significant number of 

firms considered this objective to be more important than 

before. 

A majority of the sample, 66 per cent under SFAS No. 8 

and 67 per cent under SFAS No. 52, considered elimination of 
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foreign exchange risk to be at least a moderately important 

objective. However, only 33 firms (36%) considered this 

objective to be extremely or very important under the two 

standards. Further analysis of the data indicate no 

significant change in the rating of this objective. 

In general, the analysis of the foreign exchange risk 

management objectives indicates that reduction of transla-

tion losses becomes a less important objective in managing 

foreign exchange risk. After SFAS No. 52 was issued, 

protection of future dollar or functional cash flows from 

foreign operations became more important objectives. Thus, 

there is a shift toward more emphasis on managing the cash 

flow effects of foreign exchange rate changes. SFAS No. 52 

helped managers to focus their attention on cash flow 

measures of exchange risk. This prompted and reinforced a 

shift from managing accounting exposure to managing economic 

exposure. Most firms set multiple objectives which 

illustrate the compromise that firms have to make between 

economic and accounting exposure. The data seem to indicate 

that firms may manage only what they considered an economic 

exposure as long as the accounting exposure is within an 

acceptable range. 
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Foreign Exchange Risk Management Techniques 

Multinational firms have a variety of techniques and 

procedures that can be used to manage foreign exchange risk. 

This section summarizes the investigation and analysis of 

the change in the usage of foreign exchange risk management 

techniques since the issuance of SFAS No. 52. The results 

discussed in this section are based on the responses to 

question number one of the questionnaire. (See Appendix A.) 

The statistical analysis uses frequency distributions for 

the twelve foreign exchange risk management techniques 

(specified in question number 1) utilized under SFAS No. 8 

and under SFAS No. 52. The sign test and the McNemar tests 

were used to detect any significant changes in the use of 

these techniques since the issuance of SFAS No. 52. 

Forward Market Contract to Hedge 
Economic Exposure 

Forward exchange contracts may be used to hedge 

economic exposure. A firm can buy in advance, through the 

forward market, the amount of foreign currency needed to 

meet a foreign currency obligation. A firm that expects to 

receive a fixed amount of foreign currency may, by selling 

currency in the forward contract market, assure itself that 

the U.S. dollar value of that amount is fixed and known in 

advance. The question of interest is: Did the multinational 

firms change the extent of their usage of the forward market 
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to hedge economic exposure since the issuance of SFAS No. 52? 

The following hypothesis was tested: 

Hoi: There has been no significant change in the use 
of the forward market to hedge economic exposure 
since the issuance of SFAS No. 52. 

Table IX shows the number of firms that used and the 

number of firms that never used forward market contracts to 

hedge economic exposure under SFAS No. 8 and under SFAS 

No. 52. Approximately 90 per cent of the responding 

firms indicated they used the forward market contracts to 

hedge economic exposure under both standards, at least on a 

selective basis. The McNemar tests showed no significant 

shift between use or nonuse of this tool since the issuance 

of SFAS No. 52. 

TABLE IX 

USE OR NONUSE OF THE FORWARD MARKET 
TO HEDGE ECONOMIC EXPOSURE 

Under SFAS No. 8 Under SFAS No. 52 
Number of Number of 

Firms % Firms % 

Used the Forward Market 
to Hedge Economic 
Exposure 83 90 82 89 

Never Used the Forward 
Market 

Total 
9 

92 
10 

100 
10 
92 

11 
100 
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The opinion of the respondents was solicited regarding 

the following statement (question 23): "There is a payoff 

to the firms from selective use of the forward exchange 

contracts." A total of 70 respondents (76%) agree or 

strongly agree that there is a payoff to the firm from a 

selective use of the forward market. 

The forward market contract is considered to be one of 

the most frequently used techniques to manage foreign 

exchange risk (1, p. 56). Thus, multinational firms are not 

expected to stop using this technique, but the frequence of 

use may change. Table X shows the frequency of use of the 

forward market contracts under SFAS No. 8 and under SFAS 

No. 52 for the sample firms. 

TABLE X 

FREQUENCY OF USE OF THE FORWARD MARKET 
TO HEDGE ECONOMIC EXPOSURE 

Under SFAS No. 8 Under SFAS Slo. 52 
Number of 

Firms % 
Number of 

Firms % 

Always used 4 4.3 4 4.3 
Frequently used 33 35.9 42 45.7 
Occasionally used 25 22. 2 22 23. 9 
Seldom used 21 22.8 14 15.2 
Never used 9 9.8 10 10.9 

Total 92 100.0 92 100.0 

Table X indicates that under SFAS No. 8 a total of 37 

firms (40%) frequently or always used the forward market 
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contracts to hedge economic exposure. However, under SFAS 

No. 52 the number increased to 46 firms (50%). Thus, there 

is a slight increase in the number of firms that always or 

frequently used the forward contract to cover economic 

exposure. 

Further analysis of the collected data indicate that a 

total of 25 firms made some change in the frequency of the 

usage of the forward market contracts to hedge economic 

exposure. Of this total, 18 firms increased the frequency of 

use and 7 firms decreased it. The sign test indicates a 

significant increase in the frequency of usage of this 

technique (p=.043). Thus, the null hypothesis was rejected. 

Firms made a significant change in the frequency of use of 

the forward market transactions to hedge economic exposure. 

Under SFAS No. 52, it was expected that firms having func-

tional currencies other than the U.S. dollar will concentrate 

more on managing their economic exposure. Firms may no 

longer worry about accounting exposure since translation 

gains and losses were reported as an adjustment to the 

stockholders' equity in the balance sheet and thus concentrate 

their efforts on covering economic exposure. 

Forward Market Contracts to Hedge 
Accounting Exposure 

SFAS No. 52 shifted the impact of foreign currency 

translation gains and losses from the income statement to 
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the balance sheet. Thus, under SFAS No. 52 firms may 

reduce transactions in the forward market designed to cover 

accounting exposure that existed under SFAS No. 8. The 

hypothesis tested is: 

Hoi: There has been no significant change in the use 
of the forward market to cover balance sheet 
exposure since the issuance of SFAS No. 52 . 

Based on the responses to part F of question number 1, each 

multinational firm was classified as a user or nonuser of 

the forward market contracts to hedge accounting exposure 

under SFAS No. 8 and under SFAS No. 52. Table XI shows the 

sample firm's responses and the change in use versus nonuse 

TABLE XI 

CHANGES IN USE OF THE FORWARD MARKET 
TO HEDGE ACCOUNTING EXPOSURE 

Under SFAS No. 5 2 

Not Used Used 

Used 18 42 60 

Under SFAS No. 8 

Not Used 29 2 31 

Total 47 44 91 

(McNemar P=.0004) 
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of this tool since the issuance of SFAS No. 52. A total of 

60 firms (65%) used the forward market in one form or 

another to cover some form of accounting exposure under SFAS 

No. 8; however, the number decreased to 44 firms (48%) under 

SFAS No. 52. 

Further analysis of the responses indicates that a total 

of 20 firms changed their usage of this tool. Of this 

total, 18 firms that previously used the forward market in 

one form or another to cover accounting exposure stopped 

using this tool under the new standard. Two firms that 

never used this technique before started using it on a 

selective basis. 

The McNemar test shows that of the firms that changed 

their use of the forward market to hedge accounting 

exposure a significant number stopped using this tool. 

This test reveals only the shift from use to nonuse (or vice 

versa) of the forward market to hedge accounting exposure 

but does not reveal the change in the magnitude of the use. 

Multinational firms operating in many different environments 

and using a combination of functional currencies may not 

abandon the use of a certain technique but simply reduce the 

frequency of its use. 

Frequencies of use of the forward market contracts 

to hedge accounting exposure is shown in Table XII. 
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TABLE XII 

FREQUENCY OF USE OF THE FORWARD MARKET 
TO HEDGE ACCOUNTING EXPOSURE 

Under SFAS No. 8 Under SFAS No. 52 
Number of Number of 

Firms % Fi rms % 

Always used 6 6.5 4 4.3 
Frequently used 16 17.4 10 10.9 
Occasionally used 17 18.4 12 13.0 
Seldom used 21 22.8 18 19. 6 
Never used 31 33.8 47 51. 1 
No response 1 1.1 1 1.1 

92 100.0 92 100.0 

The Table shows that 22 firms (24%) frequently or always 

used this technique to cover some form of accounting 

exposure under SFAS No. 8. However, this number decreased 

to 14 firms (15%) under SFAS No. 52. The data show that the 

majority of the multinational firms (71%) either seldom or 

never used this tool to hedge balance sheet exposure under 

SFAS No. 52. A total of 47 firms (51%) never used this tool 

under SFAS No. 52 compared with 31 firms (34%) under the old 

standard. 

The sign test was applied to detect any significant 

shift in the frequency of use of the forward market contract 

to hedge accounting exposure. The test result indicated 

that a total of 40 firms (44%) changed the frequency of use 

of this technique and a significant number (32 firms) of 

these firms reduced the frequency of use (Z=3.64, P=.0003). 
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Thus the null hypothesis was rejected. The analysis 

indicates a significant decrease in the use of this tool 

since the adoption of SFAS No. 52. 

The opinion of the respondents were solicited regarding 

the following statement (question 17): "SFAS No. 52 makes 

it possible for top management to reduce the amount of 

forward contract transactions designed to hedge accounting 

exposure. A total of 38 (41%) of the respondents strongly 

agree or agree with that statement while 29 (31%) disagree. 

The above analysis indicates that the majority of the 

multinational firms either reduced or stopped the usage of 

the forward market to hedge accounting exposure since the 

issuance of SFAS No. 52. Because SFAS No. 52 has shifted 

the impact of foreign currency translation from the income 

statement to the balance sheet for firms having functional 

currency other than the U.S. dollar, many firms feel less of 

a need to hedge accounting exposure than under SFAS No. 8. 

This shift in hedging is attributable to the fact that under 

SFAS No. 8 some firms were concerned with the impact of 

currency movement on their reported earnings. Under SFAS 

No. 52 many firms do not report the translation effect on 

their income statements and can concentrate their efforts on 

managing economic exposure. The majority of the respondents, 

49 firms (53%), agreed that SFAS No. 52 helps managers 
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concentrate their efforts on managing economic rather than 

accounting exposure (question 15). 

Changing the Currency of Billing to Related Parties 

Foreign subsidiaries often engage in commercial 

transactions with other related subsidiaries or with a parent 

corporation. Many foreign subsidiaries import raw material 

or parts from other subsidiaries of the same firms. In some 

cases these intercompany transactions are a significant 

portion of the subsidiaries' sales or cost of goods sold. 

Thus the currency denomination of billing for these trans-

actions may be a very significant element in determining 

foreign exchange change risk for a particular subsidiary. 

Under SFAS No. 52, trade transactions denominated in 

currencies other than the entity's functional currency are 

considered exposed to foreign exchange risk. Transaction 

gains and losses are reported in the income statement while 

translation gains and losses are reported as an adjustment 

to the stockholder's equity in the balance sheet. Under 

these circumstances, intercompany transactions, denominated 

in a currency other than the subsidiary's functional 

currency, can expose the subsidiary to foreign exchange gains 

or losses. Thus firms with significant intercompany trades 

denominated in a currency other than the subsidiary's 

functional currency may change the currency of intercompany 
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billing to the functional currency. The hypothesis under 

consideration is: 

Hoi: There has been no significant change in the 
currencies used for intercompany billing since 
the issuance of SFAS No. 52. 

Changing the currency of billing is a technique that 

companies may not use often, but rather one that is used on 

an interval basis. The currency of billing decision is 

often based on who should report the translation gains and 

losses and based on tax considerations and currency 

movements. Table XIII indicates how multinational firms 

used this technique under SFAS No. 8 and SFAS No. 52. Only 

9 firms (10%) frequently or always used this technique as a 

method of foreign exchange risk management control under 

SFAS No. 8. However, that number increased to 17 firms 

TABLE XIII 

FREQUENCY OF USE OF CHANGING THE CURRENCY OF 
BILLING TO RELATED PARTIES 

Under SFAS No. 8 Under SFAS No. 52 
Number of 

Firms % 
Number of 

Fi rms % 

Always used 4 4.3 4 4.3 
Frequently used 5 5.4 13 14. 2 
Occasionally used 21 22.9 23 25.0 
Seldom used 23 25.0 22 23.9 
Never used 39 42.4 30 32.6 

92 100.0 92 100.0 
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(18%) under SFAS No. 52. During the period in which SFAS 

No. 8 was in effect, approximately 58 per cent of the sample 

used this technique to adjust foreign exchange exposure. 

Under SFAS No. 52 the per cent increased to approximately 67 

per cent (62 firms). 

An in-depth analysis of the responses indicates that 17 

firms changed the frequency of use of changing the currency 

of billing to related party to manage foreign exchange risk. 

The Sign test indicates that a significant number of the 17 

firms increased the frequency of usage (P=.0003). The Table 

also shows that 39 firms never used this tool under SFAS 

No. 8 compared with 30 firms under SFAS No. 52. The result of 

McNemar test (P=.004) indicated that a significant number of 

those firms moved to the user group as opposed to the 

nonuser group. The analysis indicates that the null 

hypothesis may be rejected. 

Companies were asked about the currencies they used for 

their intercompany trade. Responses indicate that the most 

used currency of billing for intercompany trade is the U.S. 

dollar. Table XIV shows the currency of intercompany trade 

used by the sample firms. Table XIV shows that the U.S. 

dollar is used by 51 firms (55%) under SFAS No. 8 and 

45 firms (50%) under SFAS No. 52. About 10 per cent of the 

sample under SFAS No. 8 and 15 per cent of the sample under 

SFAS No. 52 made the choice based on tax and foreign exchange 
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TABLE XIV 

CURRENCY OF BILLING TO RELATED PARTIES 

Under SFAS No. 8 Under SFAS NO. 52 
Number of 

Firms % 
Number of 

Firms % 

U.S. dollar 51 55. 4 45 48.9 
Currency of importer 3 3.3 3 3.3 
Currency of exporter 20 21.7 19 20. 7 
Depends on tax and for-

eign exchange market 
consideration 9 9.8 14 15.1 

Other 8 8.7 10 10.9 
No response 1 1.1 1 1.1 

92 100.0 92 100.0 

market consideration. Multinational firms usually used 

different currencies of billing for different subsidiaries 

based on taxes and foreign exchange market considerations. 

The introduction of the functional currency approach by 

SFAS No. 52 seemed to induce some firms to make an 

adjustment in their choice of currency of billing for their 

intercompany trade. However, the change was usually a one 

time adjustment to cope with the functional currency choice. 

The adjustment is made to determine which unit or units of 

the multinational group will report the intercompany 

transactions gains or losses. 

Change in Source of Borrowing 

SFAS No. 52 changed the magnitude as well as the 

direction of the accounting (balance sheet) exposure. 
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Accounting exposure under SFAS No. 52 is the net investment 

(net worth) of each of the foreign subsidiaries. Under this 

definition of exposure most of the U.S. multinational firms 

tended to be long in foreign currencies, that is, foreign 

assets exceeded foreign liabilities. Under these conditions 

multinational firms may increase their borrowing in foreign 

currencies in order to reduce subsidiaries' foreign exchange 

exposure. 

Under SFAS No. 52, firms having functional currency 

other than the U.S. dollar use the current rate method of 

translation and report translation gains and losses in the 

balance sheet as an adjustment to the stockholder's equity. 

Thus firms may reevaluate the financing policies they used 

under SFAS No. 8. To investigate this possibility the 

following hypotheses are tested: 

Hoi: A significant number of firms have not changed 
their local borrowing sources since the issuance 
of SFAS No. 52. 

Ho2: There has been no significant shift in the choice 
of currencies in which the debts are denominated. 

The questionnaire incorporated several questions 

related to how often multinational firms used different debt 

financing practices to manage foreign exchange risk. These 

include: 

1. borrowing in weak currencies 

2. borrowing in U.S. dollars 

3. refinancing of debt held in strong currencies 



121 

Table XV shows the frequency of borrowing in weak 

currencies. The number of firms that used borrowing in weak 

currencies as a method of hedging foreign exchange risk has 

TABLE XV 

BORROWING IN WEAK CURRENCIES 

Under SFAS 21
 

O
 

00
 

Under SFAS No. 52 
Number of 

Firms % 
Number of 

Firms % 

Always used 6 6.5 7 7.6 
Frequently used 26 28.3 24 26.1 
Occasionally used 29 31.5 31 33.7 
Seldom used 14 15.2 11 12.0 
Never used 17 18.5 19 20.6 

92 100.0 92 100.0 

not changed since the issuance of SFAS No. 52. A total of 

75 firms used this technique under SFAS No. 8 and 73 firms 

used this technique under the SFAS No. 52. A total of 17 

firms under SFAS No. 8 and 19 firms under SFAS No. 52 never 

used this form of financing. 

Further analysis of the responses indicates that 19 

firms changed the frequency of use of borrowing in weak 

currency since the issuance of SFAS No. 52. However, about 

half of that number increased the use and about half 

decreased it. The Sign test failed to show any significant 

change in any direction (increase or decrease). 

Under SFAS No. 8 some U.S. firms refinanced their 

foreign currency denominated loans with dollar loans to 



122 

avoid balance sheet exposure. Under the old standard, debt 

was translated at the current rate while the underlying 

fixed assets and inventories were translated at the 

historical rate. Under the SFAS No. 52 the current rate is 

used for all assets and liabilities and the translation 

gains and losses reported in the balance sheet. Thus firms 

may in certain cases no longer choose to borrow in U.S. 

dollars to finance foreign opertion. Table XVI shows the 

frequency of U.S. dollar borrowing by the sample firms. The 

data in Table XVI shows that the number of firms that always 

or frequently borrowed in U.S. dollars to finance foreign 

operations decreased slightly from 26 firms under SFAS No. 8 

to 20 firms under SFAS No. 52. Due to the diversified 

TABLE XVI 

BORROWING IN U.S. DOLLARS 

Under SFAS No. 8 Under SFAS No. 52 
Number of 

Firms % 
Number of 

Fi rms % 

Always used 5 5.4 3 3.3 
Frequently used 21 22.8 17 18. 5 
Occasionally used 22 23.9 23 25.0 
Seldom used 25 27.3 26 28. 3 
Never used 15 16.3 19 20.6 
No response 4 4.3 4 4.3 

92 100.0 92 100.0 
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nature of foreign operations, firms are expected to reduce 

only those borrowings that had been shifted under SFAS No. 8 

to avoid balance sheet exposure. 

Further analysis of the responses indicates that 20 

firms changed the frequency of usage of U.S. dollar borrowing 

as a method of hedging foreign exchange exposure. Of the 20 

firms that changed the frequency of usage of this tool, 16 

firms decreased the frequency of usage and only 4 firms 

increased it. The Sign test indicates that a significant 

number of firms decreased the frequency of usage of the U.S. 

dollar borrowing as a method of hedging (the sign test 

p=.01). 

The sample firms were classified into categories: 

firms that used U.S. dollar borrowings to hedge foreign 

exchange exposure and those that did not. The data indicate 

that 73 firms (79%) and 69 firms (75%) used this technique 

under SFAS No. 8 and under SFAS No. 52, respectively. The 

number of firms that never used this tool increased slightly 

from 15 firms under SFAS No. 8 to 19 firms under SFAS No. 

52. However, the McNemar test showed no significant change 

in the user group versus the nonuser group since the 

issuance of the SFAS No. 52. 

Under SFAS No. 52 firms may consider refinancing their 

dollar debt with local foreign currency debt. Table XVII 
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showed that this method of exposure control is not widely 

used by the sample firms. Table XVII indicates that only 

about 30 per cent of the firms frequently or occasionally 

used this method under the two standards while approximately 

65% of the firms never or seldom used this method of financing, 

Multinational firms are not expected to refinance their 

debt very often. If this method was used, it usually 

signaled a one time adjustment in reaction to some specific 

event. Further analysis of the responses indicates that 

only 13 firms made a change in the use of this tool since 

the issuance of the SFAS No. 52. Of this total, 9 firms 

decreased the usage and 4 firms increased it. The Sign and 

the McNemar tests showed no significant shift in the use of 

this method of financing since the issuance of SFAS No. 52. 

TABLE XVII 

FREQUENCY OF USE OF REFINANCING OF DEBT 
HELD IN STRONG CURRENCIES 

Under SFAS No. 8 Under SFAS No. 52 
Number of 

Fi rms % 
Number of 

Fi rms % 

Always used __ 

Frequently used 6 6.5 C 5.4 
Occasionally used 23 25.0 23 25.0 
Seldom used 29 31. 5 27 29. 3 
Never used 31 33.7 34 37.0 
No response 3 3.3 3 3.3 

92 10 0.0 92 100. 0 
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Refinancing of debt usually involves high costs. Firms will 

not use this method unless the interest rate saving is 

greater than the cost of refinancing. 

In general, the analysis indicates that the two null 

hypotheses cannot be rejected. The data does not indicate 

any refinancing change in the frequency of use of local 

currencies borrowing since the issuance of SFAS No. 52. 

However, analysis of data indicates a decrease in the 

frequency of use of borrowing in U.S. dollar as a method of 

hedging foreign exchange risk by multinational firms. 

SFAS No. 52 allowed firms to designate part of their 

foreign currency borrowing and/or designate part of their 

past borrowing as an effective hedging of net investment in 

these currencies. When asked about these possibilities 

(question 19), 43 firms (47%) agree or strongly agree with 

the statement that SFAS No. 52 enabled the firms to use 

foreign borrowing as a hedging of net investment. 

Leads and Lags 

Leads involve prepayment of payables or the early 

receipt of cash from customers. Lags involve postponement 

of payment of payables. Leads and lags are usually used by 

multinational firms to manage their foreign exchange risk. 

Leads and lags may be used with third party or related party 

receivables or payables. The hypotheses tested are: 
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Hoi: There has been no significant change in the 
foreign third parties' receivables and/or 
payables management practices since the issuance 
of SFAS No. 52. 

Ho2: There has been no significant change in the 
intercompany receivables and/or payables policies 
since the issuance of SFAS No. 52. 

Table XVIII shows how frequently the sample firms use 

leads and lags of third parties' receivables and payables as 

a method of controlling foreign exchange risk. 

Further analysis of the responses reveals that about 50 

firms used leads and lags of third party receivables and 

payables to manage foreign exchange exposure under both SFAS 

No. 8 and SFAS No. 52. However, about half of this number 

(25 firms under SFAS No. 8 and 26 under SFAS No. 52) seldom 

used this method. Neither the Sign test nor the McNemar 

TABLE XVIII 

FREQUENCY OF USE OF LEADS AND LAGS OF THIRD 
PARTY RECEIVABLES AND PAYABLES 

Under SFAS No. 8 Under SFAS No. 52 
Number of Number of 

Firms % Fi rms % 

Always used 1 1.1 2 2.2 
Frequently used : 7 7.6 7 7. 6 
Occasionally used ; 17 18. 5 15 16. 3 
Seldom used 25 27.2 26 28.2 
Never used 41 44. 6 41 44. 6 
No response 1 1.1 1 1.1 

92 100.0 92 100. 0 
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test showed any significant change in the use of this tool 

since the issuance of SFAS No. 52. Thus the first null 

hypothesis is not rejected. 

Another method that may be used by multinational firms 

is to lead or lag their intercompany receivables and 

payables. This method is usually under the control of the 

company and does not require the agreement of outside parties. 

However, many countries restrict the use of this method. 

Thus, firms may lead and lag within a specific limit. Table 

XIX shows the frequency of use of this technique by the 

sample firms under SFAS No. 8 and under SFAS No. 52. 

TABLE XIX 

CHANGING LEADS AND LAGS OF INTERCOMPANY 
RECEIVABLES AND PAYABLES 

Under SFAS No. 8 Under SFAS No. 52 
Number of Number of 

Fi rms % Fi rms % 

Always used 6 6.5 6 6.5 
Frequently used 20 21.7 15 16.3 
Occasionally used 31 33.7 32 34. 8 
Seldom used 16 17.4 19 20.7 
Never used 18 19. 6 19 20. 6 
No response 1 1.1 1 1.1 

92 100.0 92 
! 

100.0 

i 

The majority of the sample firms utilized leads and 

lags of intercompany receivables and payables when possible 

to manage foreign exchange risk. About 79 percent of the 

sample used this technique under SFAS No. 8 and under 
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SFAS No. 52. No significant shift in the use of this 

technique can be detected. Thus, the second null hypothesis 

cannot be rejected. There has been no significant change in 

the leads and lags of intercompany receivables and/or 

payables. 

Other Foreign Exchange Risk Management Techniques 

The respondents were asked questions related to three 

other techniques of foreign exchange risk management. These 

techniques include: 

1. Adjusting sales prices in foreign countries. 

2. Adjusting inventory levels in foreign countries. 

3. Adjusting the timing and the amount of remittance 

to the parent company. 

Analysis of the responses does not indicate any significant 

change in the frequency of use of these techniques since the 

issuance of the SFAS No. 52. Thus, data related to those 

techniques are presented together. The following hypotheses 

are tested: 

Hoi: There has been no significant change in the use 
of adjusting sales prices as a method of hedging 
foreign exchange risk since the issuance of SFAS 
No. 52. 

Ho2: There has been no significant change in the use 
of adjusting inventories levels in foreign 
countries since issuance of SFAS No. 52. 

Ho3: There has been no significant adjustment in fees, 
dividends or remittances policies from foreign 
subsidiaries to the parents since the issuance of 
SFAS No. 52. 
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Table XX shows how frequently the sample firms adjusted 

sales prices in foreign countries to manage foreign exchange 

risk. The Table indicates that 36 firms (39%) under 

TABLE XX 

ADJUSTING SALES PRICES IN FOREIGN COUNTRIES 

Under SFAS No. 8 Under SFAS No. 52 
Number of 

Fi rms % 
Number of 

Fi rms % 

Always used 11 12.0 10 10.9 
Frequently used 25 27. 2 27 29. 3 
Occasionally used 21 22.8 24 26.1 
Seldom used 18 19. 6 16 17.4 
Never used 16 17.3 14 15.2 
No response 1 1.1 1 1.1 

92 100.0 92 j100.0 

SFAS No. 8 and 37 firms (40%) under SFAS No. 52 always or 

frequently used this technique to adjust their foreign 

exchange risk when possible. When the firms were classified 

as users or nonusers of this technique, the responses 

indicate that 75 firms under SFAS No. 8 and 77 firms under 

SFAS No. 52 used this tool on some occasions to manage 

foreign exchange risk when market conditions permitted. 

Further analysis of the data indicates that only 10 

firms (11%) changed the frequency of usage of adjusting 

sales prices in foreign countries since the issuance of SFAS 

No. 52. Of these 10 firms, 7 firms increased the frequency 

of use and 3 firms reduced it. Neither the Sign test nor 
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the McNemar test showed any significant changes in the use 

of this tool since the issuance of SFAS No. 52. Thus, the 

null hypothesis cannot be rejected. 

Table XXI shows the frequency of adjusting inventory 

levels in foreign countries. The data show that only 13 

firms (14%) under SFAS No. 8 and 10 firms (11%) under SFAS 

No. 52 always or frequently used this tool to manage foreign 

exchange risk. The Table also indicates that 28 firms (30%) 

under SFAS No. 8 and 29 firms (31%) under SFAS No. 52 never 

used this tool. 

An in-depth analysis of the responses reveals that only 

seven firms made any change in the frequency of use of 

TABLE XXI 

ADJUSTING INVENTORY LEVELS IN FOREIGN COUNTRIES 

Under SFAS No. 8 Under SFAS No. 52 
Number of 

Fi rms % 
Number of 

Fi rms % 

Always used 2 2.2 2 2.2 
Frequently used 11 12.0 8 8.7 
Occasionally used 27 29.3 28 30.4 
Seldom used 22 23.9 23 25.0 
Never used 28 30.4 29 31.5 
No response 2 2.2 2 2.2 

92 100.0 92 100.0 

adjusting inventory levels in foreign countries since the 

issuance of SFAS No. 52. Out of the seven firms, one firm 

increased the frequency of use and six firms either stopped 
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or decreased use. No significant change was indicated by 

the Sign or the McNemar test. Thus the null hypothesis 

cannot be rejected. 

Table XXII shows the frequency of adjusting the timing 

and the amount of remittances to the parent company. The 

data show that 80 firms (88%) under SFAS No. 8 and 79 firms 

(86%) under SFAS No. 52 employed this technique to manage 

foreign exchange risk. However, only 29 firms (32%) under 

SFAS No. 8 and 31 firms (34%) under SFAS No. 52 always or 

frequently used this tool to manage foreign exchange 

exposure. This tool falls within the realm of corporate 

policy and is usually cheaper and easier to implement. 

The data reveal that only a few firms (11 under SFAS No. 8 

and 12 under SFAS No. 52) never used this technique. 

TABLE XXII 

ADJUSTING THE TIMING AND THE AMOUNT OF REMITTANCES 
TO THE PARENT COMPANY 

Under SFAS No. 8 Under SFAS No. 52 
Number of Number of 

Firms % Fi rms % 

Always used 4 4.3 4 4.3 
Frequently used 25 27. 2 27 29. 3 
Occasionally used 35 38.0 36 39.1 
Seldom used 16 17. 4 12 13.1 
Never used 11 12.0 12 13.1 
No response 1 1.1 1 1.1 

92 10 0.0 92 100.0 
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Further analysis of the data reveals that a total of 

eighteen firms made some kind of change in the frequency of 

use of adjusting the timing and the amount of remittances to 

the parent company. Of these firms ten increased the 

frequency of use and eight decreased or stopped the use of 

this tool. Neither the Sign test nor the McNemar test 

showed any significant one direction change in the use of 

this tool. 

The above analysis indicates that, in recent years, 

multinational firms made no significant adjustment in their 

fees, dividends or remittances policies from that followed 

under SFAS No. 8. The test results failed to reject the 

null hypothesis. 

Centralization vs. Decentralization 

The attitude of the top corporate management affects 

the location of the decision making. When top management 

allows decisions to be made at the foreign subsidiaries' 

level, the firms may be considered decentralized. When 

decisions that affect the foreign subsidiaries are made at 

the corporate headquarters, the firm is considered 

centralized. Generally, firms do not make all decisions at 

one location or another but aim for a more balanced approach 

between the headquarters and several levels within the 

organization. However, firms may be relatively more 

centralized than decentralized or vice versa. 
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The following section discusses and provides an 

analysis of the centralization versus decentralization issue 

with respect to responsibilities for managing foreign 

exchange risk, hedging in the forward market and raising 

short term funds. The analysis in this section is based on 

responses to questions 3, 4, and 5 of the questionnaire (see 

Appendix A). In this section, the following hypotheses are 

investigated: 

Hoi: There has been no significant change in 
delegation of responsibility for managing foreign 
exchange risk since the issuance of SFAS No. 52. 

Ho2: There has been no significant change in 
delegation of responsibility for raising short-
term funds since the issuance of SFAS No. 52. 

Ho3: There has been no significant change in delegation 
of responsibility for hedging in the forward market. 

Responsibility for Managing the Foreign 
Exchange Change Risk 

Responsibility and authority for devising and 

implementing foreign exchange risk management policies 

appear to be centralized at the corporate headquarters. 

Table XXIII shows that 77 firms (84%) under SFAS No. 8 and 

76 firms (83%) under SFAS No. 52 centralize the major 

responsibility for managing the foreign exchange risk at the 

corporate headquarters. The data does not indicate any 

significant change in the location of responsibility for 

managing foreign exchange risk since the issuance of SFAS 

No. 52. Thus, the null hypothesis cannot be rejected. 
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The sample firms seemed to centralize foreign exchange risk 

management at the corporate headquarters under the two 

standards. 

TABLE XXIII 

RESPONSIBILITY FOR MANAGING FOREIGN 
EXCHANGE RISK 

Under SFAS No. 8 Under SFAS No. 52 
Number of Number of 

Firms % Firms % 

Corporate headquarters 77 83. 6 76 

C
N
 

O
O
 

Regional offices 02 2.2 <_ _ 

Subsidiaries' managers' 
offices 10 10.9 11 12.0 

Other 3 3.3 5 5.4 
92 100.0 92 100.0 

Responsibility for Hedging in the 
Forward Market 

Table XXIV shows the location of the decision making 

with regard to the responsibility for hedging in the forward 

market under SFAS No. 8 and SFAS No. 52. Table XXIV shows 

that the responsibility for entering into forward market 

contract appears to be centralized at the corporate 

headquarters where the expertise is greater and a global 

view prevails. A total of 71 firms (77%) and 70 firms (76%) 
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TABLE XXIV 

RESPONSIBILITY FOR HEDGING IN THE 
FORWARD MARKET 

Under SFAS No. 8 Under SFAS No. 52 
Number of Number of 

Fi rms % Firms % 

Corporate headquarters 71 77.1 70 76.1 
Regional offices 2 2.2 2 2.2 
Subsidiaries' managers 

offices 11 12.0 11 12. 0 
Other 7 7.6 8 8.6 
No Response 1 1.1 1 1.1 

92 100.0 92 100.0 

centralized this function under SFAS No. 8 and under SFAS 

No. 52, respectively. However, in some cases local managers 

or regional offices were given some responsibility to hedge 

in the local market, probably after consulting with the 

corporate headquarters. There seems to be no change in the 

location of this responsibility since the issuance of SFAS 

No. 52. The null hypothesis cannot be rejected. No 

significant delegation of responsibility is observed under 

the new standard. 

Responsibility for Raising Short-Term Funds 

Foreign subsidiaries of multinational firms borrow 

money in the local market to finance their short—term needs. 

Table XXV shows where that responsibility is located for the 

sample firms. Responses to the questionnaire indicate that 

the responsibility for raising short-term funds tends to be 
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centralized at the corporate headquarters. Table XXV 

indicates that 63 firms (69%) under SFAS No. 8 and 61 firms 

(66%) under SFAS No. 52 centralized this function at the 

corporate headquarters. 

TABLE XXV 

RESPONSIBILITY FOR RAISING SHORT-TERM FUNDS 

Under SFAS No. 8 Under SFAS No. 52 
Number of Number of 

Firms % Firms % 

Corporate headquarters 63 68.5 61 66.4 
Regional offices 2 2.2 5 5.4 
Subsidiaries managers' 

offices 21 22.8 20 21. 7 
Other 6 6.5 6 6.5 

92 10 0.0 92 100.0 

The data suggest that raising short-term funds seemed 

to be less centralized than the responsibility for hedging 

in the forward market. About 29 firms (32%) under .SFAS 

No. 8 and 31 firms (34%) under SFAS No. 52 delegated this 

responsibility to regional offices or foreign subsidiaries' 

managers. The data do not show any significant shift in 

the responsibility for raising short-term funds. The 

analysis fails to reject the null hypothesis. 

In general, responsibility for managing foreign 

exchange risk, for raising short-term funds and for hedging 

in the forward market, appears to be centralized at the 
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corporate headquarters for the majority of firms in the 

sample. In these cases, centralization provides global 

perspective and enables the firms to take advantage of 

forward market cost variations that are likely to exist 

between subsidiaries because of market imperfections. The 

data do not show any significant changes in the location 

of these responsibilities since the issuance of SFAS No. 52. 

Other Analysis 

To gain more insight into the foreign exchange risk 

management practices of U.S. multinational firms and the 

techniques they use to manage their foreign exchange risk, 

the relationship between several demographic variables and 

the use of several foreign exchange risk management 

techniques is investigated. For this purpose the following 

hypotheses are posited: 

Hoi: There is no relationship between the firm's 
classification as a Fortune 500 firm or non-
Fortune 500 firm and the use of certain foreign 
exchange risk management techniques. 

Ho2: There is no relationship between the firm's 
foreign diversification (as measured by the 
number of countries in which the firm has foreign 
operations) and the use of certain hedging 
techniques. 

Ho3: There is no association between the size of the 
firms as measured by their total assets and the 
use of certain hedging techniques. 

Ho4: There is no association between the firm's 
foreign commitment as measured by percentage of 
foreign sales and the use of certain hedging 
techniques. 
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Relationship Between the Classification of Firms as 
Fortune 500 and Non-Fortune 500 Firms and 

the Use of Certain Hedging Techniques 

The firms were classified as Fortune 500 or non-Fortune 

500 firms and then classified as users or nonusers of the 

foreign exchange risk management techniques specified in 

question number 1. A cross-tabulation analysis using Chi 

square was performed to determine the relationships between 

the use or nonuse of some of the foreign exchange risk 

management techniques and the firms' classification as 

Fortune 500 and non-Fortune 500 firms. The Phi coefficient 

was used to measure the strength of this relationship when 

it exists. Table XXVI shows those techniques that have a 

significant relationship with the classification of firms as 

Fortune 500 or non-Fortune 500 firms. The Chi square 

statistics, Phi coefficients and their significance levels 

are shown in Table XXVI. The data indicate that the Fortune 

500 firms tended to be more likely than the non-Fortune 500 

firms to borrow in U.S. dollars, refinance their debt in 

strong currencies, adjust the timing and the amount of 

remittances to the parent, change the currency of billing, 

and adjust their inventory level, in order to adjust their 

foreign exchange risk. Fortune 500 firms are large 

industrial companies which have sufficient market power to 
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TABLE XXVI 

ASSOCIATION BETWEEN THE USE OR NONUSE OF SOME FOREIGN 
EXCHANGE RISK MANAGEMENT TECHNIQUES AND 

FIRMS' CLASSIFICATION AS FORTUNE 500 
AND NON-FORTUNE 500 

Techniques 
Chi Significant 

Techniques Square Phi Df At 

Borrowing in U.S. dollars 5.8 .26 1 .02 

Refinancing of debt held in 
strong currencies 3.7 . 21 1 

IT
) 

O
 • 

Adjusting the timing and the amount 
of remittances to the parent 
company 3.5 . 20 1 .06 

Changing the currency of billing 
to related parties 4.2 . 21 1 .04 

Adjusting the inventory levels 
in countries 4.4 . 22 1 .04 

utilize these techniques more effectively than the smaller 

firms. The Phi coefficient indicated that even though the 

relationship is significant the association is not strong. 

Relationship Between Firms' International Geographic 
Dispersion and the Use of Certain 

Hedging Techniques 

Another demographic variable tested was a measure of 

international geographic dispersion. This variable was 

measured as the number of countries in which the company 

operates. Two groups were formed for this variable: the 

high-dispersion group had operations in more than ten 
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countries, the low-dispersion group had operations in ten 

countries or less. 

A Chi-square test was run between the high-low 

dispersion groups and the users or nonusers groups of the 

tools specified in question 1. Geographic dispersion of 

investment had a significant relationship with the following 

foreign exchange risk management techniques: 

1. Refinancing of debt held in strong currencies. 

2. Adjusting the timing and the amount of remittances 

to the parent company. 

3. Changing the currency of billing to related 

parties. 

4. Changing the leads and lags of inter-company 

receivables and payables. 

Table XXVII shows that firms with lower dispersion 

tend to be users of refinancing of debt techniques more than 

TABLE XXVII 

RELATIONSHIP BETWEEN GEOGRAPHIC DISPERSION AND 
THE USE OF DEBT REFINANCE TOOL 

Use of Debt Refinance Tool 
Number of Firms 

Used Not Used 

High-Dispersion 15 19 

Low-Dispersion 38 15 
Total 53 34 

Phi coefficient = 0.27 
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the high-dispersion group. The data indicate that while 

only 44 per cent of the high-dispersion group used this 

tool, about 71 per cent of the low-dispersion group used 

this tool. The Chi-square is 6.6, significant at 0.01. 

The measure of the association Phi is 0.27, indicating a 

moderately high association between the two variables. 

Table XXVIII shows the relationship between the 

international dispersion and use or nonuse of adjusting the 

amount and timing of remittances to the parent company. 

Table XXVIII shows that the low-dispersion group firms used 

this technique more than firms in the high—dispersion group. 

The Table shows that 71 per cent of the high—dispersion group 

TABLE XXVIII 

RELATIONSHIP BETWEEN GEOGRAPHIC DISPERSION AND THE 
USE OF ADJUSTING THE TIMING AND THE AMOUNT 

OF REMITTANCES TO THE PARENT COMPANY 

Numbe r of Firms 
Used Not Used 

High-Dispersion 25 10 

Low-Dispersion 52 2 
Total 

-v ~ ~ _ "IT ^ 1 

77 12 

. . 0.0008; 
Phi Coefficient = 0.36 

used this tool while 96 per cent of the low-dispersion group 

used it. The data indicate that the use or nonuse of 
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remittances adjustment is not independent from the 

geographic dispersion of the multinational firms. The Chi-

square was 11.2, significant at 0.0008. The Phi coefficient 

is 0.36, indicating a moderately high association between 

the two variables. 

Changing the currency of billing as a method of 

adjusting the foreign exchange risk also seems to be 

associated with the firms' international dispersion. Table 

XXIX shows the number of firms in each group (high vs low) 

that used or did not use this tool as a method of 

controlling foreign exchange risk. 

TABLE XXIX 

RELATIONSHIP BETWEEN GEOGRAPHIC DISPERSION AND THE 
USE OF CHANGING THE CURRENCY OF BILLING 

TO RELATED PARTIES 

Changing the currency of Billing 
Number o: Firms 

Used Not Used 

High-Dispersion 19 16 

Low-Dispersion 41 14 
Total 60 30 

Chi-square 
Phi Coefficient 

3.9; Df = 1; Significant = 0.046; 
0. 21 

The Table indicates that a total of 60 firms used this 

tool in recent years as a guard against foreign exchange 

fluctuations. Of this tool 41 firms, or 68 per cent, fall 

in the low-dispersion group. The data also indicate that 
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75 per cent of the low-dispersion group used this tool as 

compared with 54 percent of the high-dispersion group. 

The Chi-square test shows a significant relationship 

between geographic dispersion and the use or nonuse of 

currency of billing as a method of adjusting foreign 

exchange risk. The Chi-square statistic is 3.9, with a 

significant level of 0.046. The measure of association, 

Phi, is not high at 0.21. 

Another foreign exchange risk management technique that 

shows significant relationship with international dispersion 

at 0.08 is the leads and lags of intercompany receivables 

and payables. Table XXX shows the number of firms in high-

dispersion and low-dispersion groups that used or did not 

TABLE XXX 

RELATIONSHIP BETWEEN GEOGRAPHIC DISPERSION AND 
THE USE OF INTERCOMPANY ACCOUNTS 

LEADS AND LAGS 

Number of Firms 
Used Not Used 

High-Dispersion 24 10 

Low-Dispersion 47 8 
Total 71 18 

Phi Coefficient = 0.18 

use this technique. The data indicate that of the low-

dispersion group that responded to question number 1 part B, 
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85 per cent used this tool to manage foreign exchange risk. 

For the high-dispersion group, the percentage is 70 per 

cent. The Chi-square statistic is 2.9, significant at 0.08. 

The Phi coefficient of 0.18 shows that the association is 

weak. 

To summarize, geographic dispersion of the firm showed 

a statistically significant relationship to four of the 

twelve foreign exchange risk management techniques specified 

in question number one (see Appendix A.) Firms that operate 

in ten countries or less tended to favor the following 

techniques to manage their foreign exchange risk: 

1. Adjusting sales prices in foreign countries. 

2. Leads and lags of intercompany accounts. 

3. Refinancing of debt held in foreign strong 

currencies. 

4. Adjusting the amount and timing of remittances to 

parent company. 

Correlation Analysis 

In the previous section, the relationship between 

several demographic variables and the use or nonuse of 

certain foreign exchange risk management techniques were 

analyzed. That analysis focused only on the use versus 

nonuse of certain techniques. in this section, the 

relationship between the frequency of use of these tools and 

several demographic variables are investigated. 



145 

Several correlation analyses were performed to measure 

the relationship between: firm's size, as measured by total 

assets; firm's foreign commitment, as measured by percentage 

of foreign income, and firm's geographic dispersion, as 

measured by number of foreign countries in which the firm 

operates, and the frequency of use of tools specified in 

question one. The Kendall correlation coefficient was used 

to measure the strength of the relationships. 

The total assets for each firm and the firm's frequency 

of use of foreign exchange risk management techniques were 

correlated to see whether the asset size was associated with 

the use of foreign exchange techniques. The correlation 

analysis revealed that asset's size showed a significant 

correlation with only two techniques. These techniques are: 

1. Forward exchange contracts to hedge specific 

economic exposure, with r=0.15, significant at 

0. 06. 

2. Borrowing in U.S. dollar, with r=0.19 significant 

at 0.0 2 level. 

With the above two exceptions, the evidence examined did not 

suggest the existence of any significant association between 

the firm's size as measured by total assets and the firm's 

utilization of the foreign exchange risk management 

techniques specified in question number one. 
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The two exceptions, however, are noteworthy. The first 

indicates that larger firms tended to use the forward 

contract market more frequently than did smaller firms. 

This may reflect the ability of larger firms to get a better 

bargain in the forward market than smaller firms. The 

second exception indicates that the asset's size tended to 

be asociated with borrowing in U.S. dollars. Large firms 

tended to use this technique more often to control their 

foreign exchange risk. Large firms that need to borrow a 

large sum of money may not find a market that gives more 

flexibility than the U.S. market. Similar results were 

obtained when total sales were used as a measure of size. 

A firm's foreign involvement was measured by the 

percentage of foreign income to total income. Respondents 

were asked to indicate the percentage of foreign income to 

total income by checking one of the following categories: 

1. Foreign income is 10% or less of total net income. 

2. Foreign income is between 11% and 25% of total 

net income. 

3. Foreign income is between 26% and 40% of total 

net income. 

4. Foreign income is between 41% and 50% of total 

net income. 

5. Foreign income is more than 50% of total net 

income. 



147 

The data collected from the above categories were correlated 

with the frequencies of use of the twelve techniques specified 

in question number one. 

The correlation matrix indicated that firms' foreign 

involvement showed a statistically significant relationship 

to four of the twelve foreign exchange risk management 

techniques. Table XXXI shows these techniques along with 

the correlation coefficient and the significance level. 

TABLE XXXI 

CORRELATION BETWEEN PERCENTAGE OF FOREIGN INCOME AND 
FREQUENCY OF USE OF FOREIGN EXCHANGE RISK 

MANAGEMENT TECHNIQUES 

Techniques 
Correlation 
Coefficient 

Significant 
At N 

Borrowing in weak currencies i—1 
C
N
 

O
 1 0.017 88 

Refinancing of debt held in 
strong currencies C

N
 

O
 1 0.004 86 

Forward contracts to hedge 
accounting exposure -0. 22 0.014 87 

Adjusting sales prices in 
foreign countries C

O
 

1—1 

0
 1 0.035 87 

Analysis of the data indicates that firms that generate 

a relatively higher percentage of their income in foreign 

countries tended to more frequently use the technique of: 

borrowing in weak currencies, refinancing of debt in foreign 

currencies, forward contracts to hedge accounting exposure 
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and adjusting sales prices in foreign countries to manage 

foreign exchange risk. The data in Table XXXI indicate that 

firms that generate a high percent of their net income from 

foreign operations also tend to favor techniques that may be 

used to hedge accounting exposure. 

Geographic dispersion of firms was correlated with the 

frequency of use of techniques specified in question one. 

(See Appendix A.) The geographic dispersion of a firm was 

measured by the number of countries in which it operates. 

The geographic dispersion showed a significant relationship 

with the frequencies of use of six techniques. Table XXXII 

TABLE XXXII 

CORRELATION BETWEEN NUMBER OF COUNTRIES AND FREQUENCIES 
OF USE OF CERTAIN HEDGING TECHNIQUES 

Techniques 
Correlation 
Coefficient 

Significant 
At N 

Refinancing debt held in 
strong currencies -.21 0. 012 87 

Adjusting inventory levels 
in foreign countries 

•—
1 

C
M

 • 

1 0.012 88 

Borrowing in weak currencies -.17 0. 036 90 

Changing the currency of 
billing to related parties -.15 0.057 90 

Changing leads and lags of 
intercompany receivables 
and payables -.15 0. 060 89 

Adjusting sales prices in 
foreign countries -.15 0.060 89 
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showed these techniques along with the correlation 

coefficient r and the significance level. 

The correlation coefficient indicates that geographically 

dispersed companies tended to use the above techniques more 

often than companies that operate in fewer countries. This 

seems logical since firms that operate in more countries are 

subject to more foreign currency rates changes than those 

that operate in fewer countries. Some of the techniques 

specified above are useful only if firms operate in many 

countries. For example, firms will frequently adjust 

selling prices or inventory levels in foreign countries only 

if the firm has operations in several countries. In other 

words, if a company operates in few countries, the 

adjustment frequency is going to be low. 
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CHAPTER VI 

SUMMARY, CONCLUSION AND FUTURE RESEARCH 

Summary of Background and Methodology 

SFAS No. 52, Foreign Currency Translation, was issued 

in December 1981, replacing SFAS No. 8, Accounting For the 

Translation of Foreign Currency Transactions and Foreign 

Currency Financial Statements. SFAS No. 52 has changed the 

accounting definition of exposure. All assets and 

liabilities are considered exposed under SFAS No. 52. More 

significantly, SFAS No. 52 has shifted the impact of 

translation gains and losses from the income statement to 

the balance sheet. Thus, Statement No. 52 eliminated the 

erratic movement in reported earnings attributable to 

translation gains and losses. It was believed that SFAS 

No. 52 would eliminate the incentive for multinational firms 

to engage in various hedging activities to reduce the effect 

of the translation process on reported earnings and that 

multinational firms would change their foreign exchange risk 

management practices. The major purpose of this study was 

to investigate the effect of SFAS No. 52 on foreign exchange 

risk management practices of U.S. based multinational 

companies. 
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A mail survey technique was used to gather the data. A 

questionnaire (see Appendix A) was mailed to 365 firms. Each 

firm was identified as a U.S. based manufacturing company 

that controlled subsidiaries in at least five other countries. 

Seven firms disqualified themselves by indicating that they 

operated in fewer countries or that they did not have a 

significant foreign operation. Ninety-seven firms 

completed and returned the questionnaire for an overall 

response rate of 27 per cent. However, only ninety-two 

responses, representing 26 per cent of the eligible firms, 

were usable. 

The questionnaire (Appendix A) was designed to include 

questions pertaining to the definition of foreign exchange 

risk, the objective of foreign exchange risk management and 

the tools usually used to control that risk. Questions 

related to who is responsible for managing that risk and 

demographic information for classification of firms were 

asked. The questionnaire also included several opinion 

questions that solicited the financial officers' views on 

several aspects of their firms' foreign exchange risk 

management practices. 

Since the data collected were nominal and/or ordinal in 

nature, nonparametric tests were used as primary tools in 

analyzing the data. Tests used included the Sign tests, 
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McNemar test, Chi square, Kendall correlation coefficient 

and Phi association coefficient. 

Summary of Results and Conclusions 

Analysis of the responses indicates that some 

multinational firms have changed the way they define and 

control foreign exchange risk management practice since the 

issuance of SFAS No. 52. In this section, the results of 

several data analyses will be summarized. The summary is 

organized into four sections as follows: 

1. Change in foreign exchange exposure definitions and 

object ives. 

2. Changes in usage of foreign exchange risk 

management techniques. 

3. Changes in the delegation of responsibilities for 

foreign exchange risk management, raising short-

term funds and hedging in the forward market. 

4. Secondary issues. 

Changes in Foreign Exchange Exposure 
Definitions and Objectives 

Analysis of the responses indicates that there are a 

variety of definitions of foreign exchange exposure used by 

the sample firms. Under statement SFAS No. 8, approximately 

68 per cent (sixty-two firms) of the sample either used SFAS 

No. 8 definition of exposure or some modification of it. 

This percentage dropped to 32 per cent (twenty-nine firms) 
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under SFAS No. 52. Under SFAS No. 8, only seven firms (8%) 

defined their exposure as net investment, while that number 

increased to twenty-eight firms (30%) under SFAS No. 52. A 

total of forty-three firms (48%) changed their definition 

of exposure to foreign exchange risk since the issuance of 

SFAS No. 52. The majority of these firms moved away from a 

SFAS No. 8 based definition to more realistic definitions. 

The sample firms were asked to rate on a scale of one 

(extremely important) to five (not important) each of five 

foreign exchange risk management objectives. Analysis of 

the responses indicated that reduction of translation losses 

to a minimum level became a less important objective under 

SFAS No. 52. The analysis also indicated that protection of 

future dollar or functional currency cash flows from foreign 

operations became a more important objective. Thus, SFAS 

No. 52 seemed to induce more emphasis on managing economic 

exposure rather than accounting exposure. 

Foreign Exchange Risk Management Techniques 

Analysis of responses indicated that, under SFAS No. 52, 

firms significantly reduced the use of the forward market to 

hedge accounting exposure. The data indicates that a total 

of forty firms (44%) changed the frequency of use of the 

forward market to cover accounting exposure. The sign test 

indicated that a significant portion of these firms reduced 

the frequency of use of this tool. The data also indicated 
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that eighteen firms abandoned the use of this tool after the 

issuance of SFAS No. 52. 

Multinational firms also reduced the frequency of 

borrowing in U.S. dollars for foreign exchange risk 

management purposes. The Sign test result indicated that of 

the twenty firms that changed the frequency of use of this 

tool, a significant number of firms reduced the extent of 

its usage. 

The analysis indicated that under SFAS No. 52, firms 

are freed from worrying about the effect of translation 

losses on net income and thus concentrate their efforts in 

managing economic exposure. A total of 25 firms changed the 

frequency of use of forward market to hedge economic 

exposure. The Sign test indicated that a significant 

portion of this total increased the frequency of use. 

Under SFAS No. 52, intercompany transactions, 

denominated in currencies other than the foreign 

subsidiary's functional currencies, result in income 

statement gains or losses while related translation gains 

and losses are reported in the balance sheet. Thus, firms 

may change the currency of intercompany billings to the 

functional currency. Analysis of the data indicated that 

some firms changed their currency of billing since the 

issuance of SFAS No. 52. 
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The analysis did not indicate any significant change in 

the frequency of use of the following techniques: 

1. Borrowing in weak currencies. 

2. Changing leads and lags of third party receivables 

and payables. 

3. Changing leads and lags of intercompany receivables 

and payables. 

4. Adjusting the timing and the amount of remittance 

from subsidiaries to the parent companies. 

5. Adjusting inventory levels in foreign countries. 

6. Adjusting sales price in foreign countries. 

7. Refinancing of debt held in strong currencies. 

Even though these techniques were widely used by multi-

national firms to manage their foreign exchange risk, SFAS 

No. 52 did not induce any significant change in the 

frequency of use of these techniques. 

Changes in Delegation of Responsibilities 

A majority of the sample firms concentrated the 

responsibility for managing foreign exchange exposure at the 

corporate level. Approximately 83 per cent of the sample 

centralized the responsibility for this function at the 

corporate headquarters under the two standards. Analysis of 

the data did not reveal any significant change in the 

delegation of this responsibility since the issuance of SFAS 

No. 52. 
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A major benefit of centralized foreign exchange risk 

management is the ability of the firms to take advantage of 

the effect of economies of scale and provide a company 

perspective on foreign exchange risk management. 

[The] centralization of [foreign] exchange risk 
management should reduce the amount of hedging (forward 
market transactions) required to achieve a given level 
of safety. Given the high cost of hedging, including 
the forward market spread, centralization can be 
valuable (5, p. 39). 

The sample firms seemed to centralize foreign exchange risk 

management at the corporate headquarters. 

The analysis did not indicate any changes in the 

responsibility for hedging in the forward market. The 

responsibility for entering into the forward market seemed 

to be concentrated at the corporate headquarters under both 

SFAS No. 8 and under SFAS No. 52. More than 76 per cent of 

the sample firms centralized this function at the corporate 

headquarters under the two standards. Volatility of the 

foreign exchange rate under the floating rate system and the 

high cost of hedging in the forward contract forced top 

management to place this function directly under their 

c on t r o 1. 

No change can be detected in the responsibility for 

raising short-term funds. The responsibility for this 

function seemed to be less centralized than that for 

entering into the forward market. About thirty per cent 

of the sample firms delegated this responsibility to 
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regional offices or foreign subsidiaries' managers under the 

two standards. In some cases, corporate headquarters and 

subsidiaries' managers shared the responsibility. Managers 

may be given the responsibility to borrow in the local 

market up to a certain limit. Before borrowing could exceed 

that level, permission from the headquarters was required. 

The data did not indicate any shift in responsibility for 

this function. 

In general, the analysis did not indicate any 

significant change in the delegation of responsibilities for 

managing foreign exchange risk, raising short-term funds or 

for entering into the forward market. These responsibilities 

seemed to be centralized at the corporate headquarters under 

the two standards. 

Secondary Issues 

Several secondary issues were explored to gain more 

insight into the foreign exchange risk management practices of 

U.S. firms and the tools used to control that risk. These 

issues included an analysis of the relationships between 

firm's size, foreign commitments, foreign diversification, 

classification as Fortune 500 or non-fortune 500, and the 

use of certain hedging techniques. 

The sample firms were classified into two categories: 

those that operate in more than ten countries and those that 

operate in five to ten countries. The firms were also 
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classified as user or nonuser of foreign exchange risk 

management techniques specified in question number one. A 

Chi Square test was run between the international dispersion 

and the use or nonuse of these techniques. The Chi Square 

test and the Phi coefficient indicated a significant 

relationship between the international dispersion and the 

use of the following techniques: 

1. Refinancing of debt held in strong currencies. 

2. Adjusting the timing and the amount of remittances 

to the parent company. 

3. Changing the currency of billing to related 

part ies. 

4. Changing the leads and lags of intercompany 

receivables and payables. 

Firms that operate in ten countries or less tended to favor 

the use of the above four techniques more than firms that 

operate in more than ten countries. 

A cross-tabulation analysis using Chi Square was 

performed between use or nonuse of certain techniques and 

firm s classification as Fortune 50G or non-Fortune 500. 

This classification showed a significant relationship to the 

following techniques: 

1. Borrowing in U.S. dollars. 

2. Refinancing of debt held in strong currencies. 
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3. Adjusting the timing and the amount of remittances 

to the parent company. 

4. Changing the currency of billing to related party. 

5. Adjusting the inventory levels in foreign 

countries. 

The Fortune 500 firms tended to be longer users of these 

techniques than the non-Fortune 500 firms. 

A correlation analysis was performed between the size 

of the firms and the frequencies of use of foreign exchange 

risk management techniques. The size of the firm, as 

measured by total assets, showed a significant correlation 

to only two techniques: 

1. Use of forward market contract to hedge economic 

exposure. 

2. Borrowing in U.S. dollars. 

Thus, asset size did not show a significant relationship to 

the use or nonuse of these techniques. 

Another correlation analysis was performed between the 

firms foreign involvement, as measured by percentage of 

foreign income to total income, and the frequency of use of 

certain hedging techniques (specified in question one). 

A Firm's foreign involvement showed a significant correlation 

to the frequency of use of the following techniques: 

1. Borrowing in weak currencies. 

2. Forward contract to hedge accounting exposure. 



161 

3. Adjusting sales prices in foreign countries. 

4. Refinancing of debt held in strong currencies. 

Firms that generate a high percentage of their income from 

foreign operations tended to use the above techniques more 

often than those firms that generate a lower percentage of 

their income in foreign currencies. 

Another correlation analysis was performed between the 

number of countries in which the firms operate and the 

frequencies of use of those techniques discussed above. The 

number of countries in which firms operate showed a 

significant correlation with the use of the following 

techniques: 

1. Refinancing of debt held in strong currencies. 

2. Adjusting inventory levels in foreign countries. 

3. Borrowing in weak currencies. 

4. Changing the currency of billing to related party. 

5. Changing leads and lags of intercompany receivables 

and payables. 

6. Adjusting sales prices in foreign countries. 

Thus, a firm s international dispersion was found to be 

significantly correlated with the use of six foreign 

exchange risk management techniques. 

In summary, asset size was found to be significantly 

correlated to the frequency of use of only two foreign 

exchange risk management techniques, namely, use of forward 
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contracts to hedge economic exposure and borrowing in U.S. 

dollars. 

A firm's commitment to to foreign operations as 

measured by the percentage of foreign income to total income 

was found to be correlated with frequencies of use in four 

of the twelve techniques specified in question number one. 

Firms that generate a high percentage of their net income in 

foreign countries were found to more frequently borrow in 

weak currencies, refinance debt in strong currencies, use 

the forward market to hedge economic exposure and adjust 

their sales prices in foreign countries as a method of 

managing foreign exchange risk. 

However, a firm's international dispersion, as measured 

by the number of countries in which the firm operates, was 

found to be significantly correlated with the frequencies of 

use of six of the foreign exchange risk management techniques. 

Thus, international dispersion may be considered an important 

factor in determining the use of foreign exchange risk 

management techniques. 

Conclusion 

SFAS No. 52 induced some changes in the way multinational 

firms define and manage their foreign exchange exposure. 

Shifting the impact of translation gains and losses from the 

income statement to the balance sheet seemed to relieve the 

U.S. multinationals from bottom line pressure allowing 
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management to concentrate their efforts on managing economic 

rather than accounting exposure. 

Foreign exchange risk management objectives seemed to 

move toward managing cash flow rather than accounting 

exposure. The sample firms considered reduction of 

translation losses to be a less important objective under 

SFAS No. 52. protection of future or functional currency 

cash flows becomes a more important objective under SFAS 

No. 52 than it was under SFAS No. 8. Respondents agreed that 

SFAS No. 52 made it possible for management to concentrate 

its efforts on managing economic rather than accounting 

exposure. 

With respect to definitions of foreign exchange 

exposure, some multinational firms changed that definition 

to confirm with the SFAS No. 52 definition. A total of 

forty-three firms changed their definitions of foreign 

exchange exposure. Firms moved away from SFAS No. 8 based 

definition toward a more meaningful one. 

With respect to usage of tools traditionally used to 

manage foreign exchange risk, multinational firms changed 

the usage of several techniques. First, firms significantly 

reduced the usage of the forward market contracts to hedge 

accounting exposure. Second, firms reduced borrowing in 

U.S. dollars for the purposes of hedging foreign exchange 

risk. Third, firms increased the usage of the forward 
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market contracts to hedge economic exposure. Fourth, firms 

were forced to make changes in the currency of billing to 

related parties. 

With respect to the centralization versus decentraliza-

tion issues, the analysis indicated that responsibilities for 

managing foreign exchange risk, hedging in the forward 

contracts, and raising short term funds were centralized at 

the corporate headquarters. The analysis did not reveal any 

significant change in the delegation of these responsi-

bilities since the issuance of SFAS No. 52. 

Cross-tabulation analysis using Chi Square test 

indicated a significant relationship between international 

dispersion (number of countries in which a firm operates) 

and the usage of four foreign exchange risk management 

techniques. The Chi Square test also indicated that Fortune 

500 firms tended to use the following techniques. 

1. Borrowing in U.S. dollars. 

2. Refinancing of debt held in strong currency. 

3. Adjusting the timing and the amount of remittances 

to the parent companies. 

4. Changing the currency of billing to related 

parties. 

5. Adjusting the inventory levels in foreign countries. 

Correlation analysis indicated that a firm's foreign 

involvement (percentage of foreign income to total income) 
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showed a significant correlation with the frequency of usage 

of the following techniques: 

1. Borrowing in weak currencies, 

2. Forward contract to hedge accounting exposure, 

3. Adjusting sales prices in foreign countries, 

4. Refinancing of debt held in strong currencies. 

On the basis of these findings, it is concluded that 

the behavior of multinational firms under SFAS No. 52 

largely followed the "information inductance theory" 

advocated by Parkash and Rappaport (2). That is, managers 

seek to enhance the measurements that they believe others 

utilize in assessing the quality of managerial performance. 

If managers believe that an accounting rule affects the 

economic status of their firms or themselves by influencing 

investors' or others' perceptions of their stewardship, they 

may alter their decisions to influence the reported results. 

Under SFAS No. 8, managers engaged in hedging activities 

designed to cover an accounting exposure (1, 3, 4, 6, 7). 

However, since the issuance of SFAS No. 52, managers 

significantly decreased or abandoned the usage of some of 

these hedging techniques. Thus, when the Financial 

Accounting Standards Board (FASB) reversed its accounting 

rule by issuing SFAS No. 52, managers likewise reversed some 

of the actions taken in response to the old accounting 

standard (SFAS No. 8). 
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The results of this study provide the standard setting 

body with useful information about the effect of an 

accounting rule on the information supplier's behavior. 

Information is provided about how managers modified their 

hedging activities when the accounting rule was modified. 

The study indicates that the perceptions and beliefs of the 

information suppliers are a very important determinant of 

their reaction to financial accounting rules. Hence, it is 

important that the FASB evaluate the probable reactions to 

any new standard in view of the beliefs and perceptions of 

suppliers of accounting information. A lengthy standard 

modification process could be avoided if the FASB had 

evaluated the probable reactions to SFAS No. 8 before it 

was issued in 1976. 

Future Research 

One of the aims of the present study is to gain insight 

into the foreign exchange risk management practices under 

SFAS No. 52. The present study indicates that there is a 

shift in the use of some of the traditional tools usually 

used to control foreign exchange risk. One area of future 

research would be to interview financial officers of 

multinational firms to gain more insight into the foreign 

exchange risk management practices of these firms. Inter-

views may provide additional information that cannot be 

obtained by questionnaires. 
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The present study explored the effect of SFAS No. 52 on 

foreign exchange risk management practices of U.S. 

industrial firms. Another avenue of future research would 

be to analyze populations not included in the present study. 

Such studies may investigate the foreign exchange risk 

management practices of U.S. multinational firms in service 

industries and compare those practices to those followed by 

the industrial firms. Different firms may be affected 

differently by changes in the foreign exchange rates and 

thus may follow different courses of action. 

The present study investigated the foreign exchange 

risk management practices of U.S. multinational firms. 

Another area of possible research is to investigate the 

foreign exchange risk management practices of foreign based 

multinational firms. The practices of the foreign based 

multinationals can then be compared to that of the U.S. 

based multinationals. The study may use a questionnaire 

methodology similar to the one used in this research or may 

use a combination of questionnaire and field interview. 

The present study investigated the foreign exchange 

risk management practices of U.S. based multinational firms 

without regard to where the firms operate. Another area of 

future research is to divide the multinational firms 

according to specific geographic areas of operation. For 

example, firms may be classified as operating mainly in 
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Europe, Latin America, or the Middle East. The foreign 

exchange risk management practices of these groups may be 

compared. Tools used by these groups to control the foreign 

exchange risk may also be compared. Some foreign exchange 

risk management tools may not be useful or may not be 

available in certain parts of the world. Techniques that 

may be useful or available in Europe may not be as useful in 

Latin America where the financial market is thin and 

inflation is high. 

SFAS No. 52 shifted the impact of translation gains and 

losses from the income statement to the balance sheet. It 

might be useful to study the effect of SFAS No. 52 on 

the quarterly reported earnings of U.S. multinational firms 

and compare the result with what the earnings would have 

been if SFAS No. 8 was in effect. One of the major 

criticisms of the SFAS No. 8 is that it introduced a 

volatility in the quarterly earnings. The comparison would 

indicate the smoothing effect, if any, introduced by SFAS 

No. 52. 

SFAS No. 52 introduced the functional currency approach 

of foreign currency translation. The functional currency 

may be the U.S. dollar for integrated firms or firms 

operating in highly inflationary environments. Under the 

functional currency approach, an individual firm may use 

several functional currencies including the U.S. dollar. 
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Thus, firms may use a combination of SFAS No. 8 and SFAS 

No. 52 to translate their foreign subsidiaries' financial 

statements. Under these circumstances the financial 

statements may become hard to analyze and understand. 

Similarly, firms may use different combinations of 

functional currencies which may hinder comparison of 

financial statements. Thus, it may be worthwhile to survey 

users of financial statements to solicit their opinions 

regarding the usefulness of information provided by SFAS 

No. 52. 
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The economic consequences of accounting standards are a continuing concern of 
the FASB, of preparers, and of users of financial statements. The FASB deci-
sion to issue SFAS No. 52, "Foreign Currency Translations", to replace the pre-
viously issued SFAS No. 8 highlighted this concern. A major study published by 
the FASB focused attention on the changes in foreign exchange risk management 
practices that resulted from the issuance of SFAS No. 8. The results of that 
study were a factor in the decision to revise the original foreign currency 
standard. J 

The attached questionnaire is part of a follow up study designed to gather 
information about the foreign exchange risk management practices used by your 
firm under the rule of SFAS No's 8 and 52. Opinions on various aspects of for-
eign exchange risk management practices are also solicited. The results should 
provide useful data about the effects of SFAS No. 52 on the foreign exchange 
risk management practices used by multinational firms. 

I would appreciate it if you take several minutes to complete the enclosed ques-
tionnaire or have it completed by the most appropriate individual in your firm, 
o minimize the time required to complete the questionnaire many simplifica-
tions are incorporated. 

The questionnaire has been coded to permit demographic information about res-
ponding firms to be incorporated into the analysis. Information about individ-

r e sP° n s e s w 1 1 1 b e kePt strictly confidential. Your response will make 
the finding more meaningful as input to any further FASB work in the area. 

Sincerely, 

Idris El-Refadi 
Ph. D. Candidate 

Thomas Klammer 
Professor - Accounting 

Enclosure 

ges 

COLLEGE OF BUSINESS ADMINISTRATION 
PO. BOX 13677 DENTON, TEXAS 76203-3677 

(817) 565-3080 DALLAS-FT. WORTH METRO: 267-2832 



'lease circle or check the response you feel best reflects the 
practices of your firm under the current foreign currency 
translation standard, SFAS No. 52, and under the prior standard, 
SFAS No. 8. Any comments you would like to include to elaborate 
on your response may be placed on the back of the questionnaire. 

1. Please indicate how often your company used/uses each of the 
techniques of foreign exchange risk management listed below 
under SFAS No. 8 and SFAS No. 52. Please Circle the most 
appropriate response. Use the following code. 
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l=always used 
4=seldom used 

2=frequently used 
5=never used 

3=occasionally used 

Under 
SFAS No. 8 

1 2 3 4 5 

1 2 3 4 5 

1 2 3 4 5 

1 2 3 4 5 

1 2 3 4 5 

1 2 3 4 5 

1 2 3 4 5 

1 2 3 4 5 

1 2 3 4 5 

1 2 3 4 5 

1 2 3 4 5 

1 2 3 4 5 

A. Forward exchange contracts 
to hedge specific economic 
risk. 

B. Changing leads and lags of 
intracompany receivables 
and payables. 

C. Borrowing in weak currencies. 

D. Borrowing in U.S. dollars. 

E. Refinancing debt held in 
strong currencies. 

F. Forward contracts to hedge 
accounting exposure. 

G. Changing leads and lags of 
third party receivables and 
payables. 

H. Adjusting the timing and the 
amount of remittances to the 
parent company. 

I. Changing the currency of 
billing to related parties. 

J. Adjusting inventory levels 
in foreign countries. 

K. Adjusting sales prices in 
foreign countries. 

L. Rescheduling intracompany 
debt payments. 

Under 
SFAS No. 52 

2 3 4 5 

2 3 4 5 

2 3 4 5 

2 3 4 5 

2 3 4 5 

2 3 4 5 

2 3 4 5 

2 3 4 5 

2 3 4 5 

2 3 4 5 

2 3 4 5 

2 3 4 5 



2. Rank the relative importance of the following objectives in your 
company s foreign exchange risk management practices. 
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L c ? ^ l y > p o " a n t 2=very important 3=moderately important 
4 slightly important 5=not important 

Under 
SFAS No. 8 Under 

SFAS No. 52 

1 

1 

2 

2 

4 

4 

5 

5 

1 2 3 4 5 

1 2 3 4 5 

1 2 3 4 5 

A. Reduction of translation 
losses to minimum level. 

B. Protection of the dollar 
value of the foreign net 
assets. 

C. Protection of future dollar 
cash flows from foreign 
operations. 

D. Protection of future func-
tional cash flows from 
operations. 

E. Reduction of foreign 
exchange risk to zero or 
near zero. 

1 2 

2 

3 

3 

3. The responsibility for hedging in the forward market was 
concentrated at (Check one in each column) 

SFAS SFAS 
No.8 No. 52 

[] [] A-
[] [] B-
[] [] C-
[] [] D-

under No. 8 
under No. 52 

4 

4 

1 2 3 4 5 

1 2 3 4 5 

1 2 3 4 5 

The primary responsibility for raising short term funds in your 
company rested with (check one in each column) 7 

Under Under 
SFAS SFAS 
No.8 No.52 

[] 
[] 
[] 
[] 

[] 
[] 
[] 
[] 

A- Company headquarters. 
B- Regional offices. 
C- Foreign subsidiaries' managers offices. 
D- Other (specify) 

under No. 8 
under No . 52 
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5. The primary responsibility for managing the foreign exchange risk 

in your company rested with (check one in each column) 

Under Under 
SFAS SFAS 
No.8 No. 52 

[] [] A-
[] [] B-
[] [] C-

D-
under SFAS No. 8 
under SFAS No. 52 

6. Rank the following techniques of foreign exchange risk management 
in terms of their relative importance to your company. 
(1= most important ... 7= least important) 

Under Under 
SFAS SFAS 
No.8 No. 52 

[] [] A-
[] [] B-

[] [1 C-
[] [] D-
[] [] E-
[] [] F-

[] [] G-

receivables and payables. 

remittance to the parent. 
Adjusting the foreign sub; 
level. 

7. For the purpose of managing your company's foreign exchange risk, 
please indicate (by placing an X in the appropriate column) which 
definition or exposure to foreign exchange risk your company used, 

Under 
SFAS 
No. 8 

Under 
SFAS 
No. 52 

U [] 

A- Monetary assets less monetary liabilities 
B- Net monetary assets plus inventories. 
C- Everything except fixed assets. 
D- Net investment (assets minus liabilities) 
E- Present and future cash flows to 

subsidiaries in foreign currencies. 
F- Other (specify) 

under SFAS No. 8 
under SFAS No. 52 



8. From the viewpoint of the overall company, relatively how 
significant is intercompany trade? (check one) 

[] A- Very significant. 
[] B- Significant. 
[] C- Somewhat significant. 
[] D- Not significant. 
[] E- Do not know. 

9. What is the currency of intracompany trade? (check one in each 
column) 

Under Under 
SFAS SFAS 
No.8 No. 52 

[] [] A-
[] [] B-
[] [] C-
[] [] D-

[] [] E-

dollar. 

market considerations. 

under SFAS No. 8 
under SFAS No. 52 

1°. Please indicate which of the following statements best describes 
the reason for the difference between the practices your company 
vised to manage its foreign exchange risk prior to SFAS No. 52 and 
those used today. 

[] 
[] 
[] 
[] 
[] 

A. There is no difference. 
B. Practices differ because of changes in company policies. 

Practices differ because of the strength of the U.S. 
dollar. 

D. Practices differ because of the SFAS No. 52. 
E. Other (specify): 

J5 the U.S. dollar had not been strong during the last four years, 
what major ways would your company foreign exchange risk 

management practices have changed. Please explain. 

1 2. What are the defensive strategies or actions that your companv 
would not use if the dollar was not strong? Please explain. 



The following portion of the questionnaire solicits vnnr 

sszrsi iretiujr^ rhanse risk 

LiLr:g
n
r
8Ly asree 

13. SFAS No. 52 has little or no effect on how 
our company manages its foreign exchange risk. 

14. Under SFAS No. 52 our company's accounting 
exposure approximates economic exposure. 

15. SFAS No. 52 makes it easier for management 
to concentrate its efforts on managing 
economic rather than accounting exposure. 

16. Reporting translation gains and losses as an 
adjustment to the stockholder's equity causes 
management to be less concerned with the 
effects of exchange rate changes. 

17. SFAS No. 52 makes it possible for management 
to reduce the amount of forward contract 
transactions designed to hedge accounting 
exposure. 

18. SFAS No. 52 makes it possible for top 
management to give foreign subsidiary 
managers more responsibility for managing 
foreign exchange risk. 

19. Under SFAS No. 52, our company is able to 
esignate part of its new foreign currency 

borrowing and/or redesignate part of its past 
borrowing and^forward contracts as an effective 
hedge of net investment in these currencies. 

20* ho!?Ce^-he.a50?ti0? o f S F A S No« 52» company 
has adjusted its internal reporting system to 
conform with its external reporting system. 

21' Sio C\ t h e 5d<?Ption o f SFAS No. 52, our company 
has changed its reporting system to cope with 
the new requirements. 

22. In general, our company has decreased the 
resources devoted to managing the foreign 
exchange risk since the adoption of SFAS No. 52. 

1 2 3 4 5 

1 2 3 4 5 

1 2 3 4 5 

1 2 3 4 5 

3 4 5 

1 2 3 4 5 

1 2 3 4 5 

1 2 3 4 5 

2 3 4 5 

2 3 4 5 
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I-'Strongly agree 2=Agree 3=Neither agree nor disagree 
4-Disagree 5=Strongly disagree 

23. There is a payoff to the company from selective 1 2 3 4 5 
use of forward exchange contracts. 

24. In general, our company is satisfied with 1 2 3 4 5 
SFAS No. 52. 

25. Since the adoption of SFAS No. 52, our company 1 2 3 4 5 
has to treat intracompany transactions as third 
party transactions for foreign exchanges risk 
management purposes. 

26. SFAS No. 52 has no significant effect on the 1 2 3 4 5 
choice of currencies in which our company's 
debts are denominated. 

27. The strength of the U.S. dollar against the 1 2 3 4 5 
major foreign currencies in the last four 
years significantly affected the way our 
company managed its foreign exchange risk. 

28. The strength of the U.S. dollar, not the 1 2 3 4 5 
change in the accounting rules, caused the 
major changes in our company's foreign 
exchange risk management practices. 

GENERAL INFORMATION: 

29. Approximately, what percentages of your company's total sales and 
total net income for last year were derived from foreign operation 
(including U.S. exports). (check one in each row) 

l®ss more 
than 10% 11-25% 26-40% 41-50% than 50% 

A. Net Income [] [1 M M n 

B. Sales [] [ ] [ j [ j [ j 

30. Approximately, what percentage of your company's foreign 
operations designated a foreign currency s their functional 
currency? (check one) 

[] zero% [] less than 20% [] 21-50% [] 51-99% [] 100% 

31. What is your title (position)? 

32. How long have you occupied your present position (years)? 
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NORTH TEXAS f STATE UNIVERSITY 

Accounting November 14 , 1985 

S ' e " ° O T l y o n » e < I < " " « o f a c c o u n t i n g s t a n d a r d a r e a c o n t i n u i n g c o n c e r n o f 
f p r e p a r e r s , and o f u s e r s o f f i n a n c i a l s t a t e m e n t s . The FASB 

frewi' , l s s u e, S F A S "°- Currency Translations, to replace S e 
previously issued SFAS No. 8 highlighted this a . p i a c e 

published by the FASB focused atte^tiofon the 'changes ^ forei^xchange" 

result^of^ha't PItCdiC6S t h a t r e s u l t e d f r o m t h e issuance of SFAS No. 8. The 

foreign currency standard." 2 i n d e c i s l o n t 0 the original 

l n v l t e d
v ?

o u c o participate in a follow up study designed to 

n;fs?:™?V'r •CEsr.rrss ^ 
to have the widest possible participation in this survey. 

Enclosed you will find another copy of the questionnaire. We would appreciate 

a p p r o p r i a t ^ i n d i v i d u a l ^ 

r e s p o n d ^ n g ^ ' f i r m s 8 t o ^ e ^ c o r ^ a t e f ^ 1 " ° " T * 
W l li b? ^ 8 t r l C t l y T o u r r°espo^ 

area. finding more meaningful as input to any further FASB work in the 

Sincerely, 

Idris El-Refadi n r TVmmfln tm 
pi n r J.. ur. Thomas Klanrmer 
lrn • D. Ccinciicicit6 o„_ e_ k 

Professor-Accounting 

StSQ 

COLLEGE OF BUSINESS ADMINISTRATION 
P.O. BOX 13677 DENTON. TEXAS 76203-3677 
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