
CURRENCY RISK EXPOSURE IN BUSINESS

Corporate currency risks include transaction, translation and Companies that do business in just their home currency
can still face currency risk if their . and the company would still have an exposure to economic risk.

Economic Risk Like transaction risk, economic risk has a cash flow effect on a company. International
Currency How to protect your business from foreign exchange exposure Foreign exchange exposure refers to
the risk a company undertakes when making financial transactions in foreign currencies. Photo Credits. OFX
provides a number of risk management tools to help businesses limit their foreign exchange risk. How can
your business limit foreign exchange exposure? Some companies, therefore, take a relatively relaxed view of
translation risk since there is no actual cash flow effect. Our dedicated team of currency and product
specialists are on hand to support your business in building a strategy tailored to your needs. Translation risk:
A parent company owning a subsidiary in another country could face losses when the subsidiary's financial
statements, which will be denominated in that country's currency, have to be translated back to the parent
company's currency. Economic exposure Economic exposure is a long-term effect of the transaction exposure.
Fluctuations in the exchange rate could adversely affect this conversion resulting in a lower than expected
amount. The information provided within this website has no regard to the specific investment objectives, the
financial situation or particular needs of any particular recipient. Unlike transaction risk, economic risk relates
to uncommitted cash flows, or those from expected but not yet committed future product sales. Transaction
and economic risks affect a company's cash flows, while transaction risk represents the future and known cash
flows. It is key to understand that currency fluctuations may have an impact and the decision to hedge or not,
is not as simple as a roll of the dice. Can be rolled into other products like spot transfers and limit orders,
meaning you can maximise your savings as you realise favourable market movements. The key learning is that
if you run a business that earns revenues from abroad or have costs in other countries; you most likely have
exposure to currency risk. The Bottom Line Currency risks can have various effects on a company, whether it
operates domestically or internationally. This will help you determine your profit margins sensitivity to
currency fluctuations. Risk 5 steps to manage your currency risk If you think currency and exchange rates are
only a concern for bankers, it's time to think again. The consequence for the company might be that the bank
that provided the pounds of debt demands it back or it applies penal terms for a waiver of the covenant. For
example, Company A located in the United States has a contract for purchasing raw material from Company B
located in the United Kingdom for the next two years at a product price fixed today. If the company were to
sell its assets at the depreciated exchange rate in year two, this would create a cash flow impact and the
translation risk would become transaction risk. Disclaimer The information provided within this website is
intended for background information only. Three types of foreign exchange risk are transaction, translation,
and economic risk. Can also be used in conjunction with other products like Spot transfers and FECs to take
full advantage of favourable market movements. Among the other casualties have been the Russian rouble and
the Argentine peso. The benefits of a FEC include: Eliminating the worry of future market movements for up
to 12 months. The information provided within this website is not an exhaustive description of the described
product or the risks related to it, and it should not be relied on as such, nor is it a substitute for the judgement
of the recipient. Key Takeaways Foreign exchange risk refers to the losses that an international financial
transaction may incur due to currency fluctuations. Measure and manage your exposure to currency risk This
should include the risk exposure before a deal, purchase or transaction is agreed and the actual risk that exists
after a completed transaction. It is important to note that past performance is not indicative of future results.
Hedging involves reducing the uncertainty related to cash flows resulting from positive foreign exchange
exposure. Note that the customer could be in the same country as the company and so have the same home
currency and the company would still have an exposure to economic risk. Companies that are subject to FX
risk can implement hedging strategies to mitigate that risk. For a business that relies on foreign manufactures
or suppliers, Nordea Markets has developed a specific service. When you have a sense of pre- and
post-transaction risk, you will be able to decide on your needed level of hedging.


