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Foreign Currency Matters
New Guidance for Derecognition of Cumulative Translation Adjustments



Functional Currency
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Remeasurement of Foreign Currency
Accounts 

Translation of Foreign Entity Accounts

Equity Method Investment
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Provisions of ASU 2013-05
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Potential Impact
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EXHIBIT
Provisions of Accounting Standards Update (ASU) 2013-05, Foreign Currency Matters

Triggering Event Accounting

The parent company reduces its ownership interest in the foreign The cumulative translation adjustment (CTA) is
subsidiary and, as a result, loses control (e.g., percentage of ownership released into earnings.1

interest declines from 100% to 5%).

The parent company reduces its ownership interest in the foreign subsidiary,  Pro rata share of the CTA is released into earnings, 
yet retains control (e.g., percentage of ownership interest declines from and the remainder is reflected in noncontrolling 
100% to 90%). interest.

The parent company completely liquidates its ownership interest in the foreign The CTA is released into earnings.
subsidiary (i.e., percentage of ownership interest declines from 100% to 0%).

The reporting company sells part of its interest in a foreign equity investment Pro rata share of the CTA is released into earnings.
but nevertheless maintains its significant influence (e.g., percentage of 
ownership interest declines from 40% to 30%). 

The parent company sells part of its interest in a foreign equity investment, Pro rata share of the CTA is released into earnings 
Ioses significant influence, and changes from the equity method of accounting and the remainder becomes part of the cost
to the cost method (e.g., percentage of interest ownership declines from method carrying value of the investment.
40% to 5%).

The parent company held an equity interest investment immediately prior to The CTA related to equity investment is released
acquisition of a foreign subsidiary (e.g., percentage of ownership interest into earnings.
increases from 20% to 100% through step acquisition).2

1 The guidance views this transaction as two distinct events: disposition of the subsidiary and subsequent acquisition of 5% invest-
ment.
2 ASC 805-10-25-9 describes a step acquisition as a business combination where an acquirer had an equity investment in a foreign
entity and subsequently obtains control of the foreign entity by increasing its percentage of ownership interest. In a step acquisition,
the acquirer remeasures its gains and losses and reflects them in earnings. Therefore, in this example, all of the CTA related to 
equity investment in the foreign entity would be released into earnings as part of the remeasurement gain or loss recognition. 
The full release of CTA into earnings is based on the premise that the guidance views the original equity investment and subsequent
acquisition as two distinct events.


