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A blog from BG Advisors_FX Risk Management
How FX Risk Management is a must for online merchant’s cross-border transactions.
FX Risk Management

Without the necessary Forex Risk Management, currency fluctuations can significantly impact a
company's profitability, cash flow, and overall financial health. The minimising of risk will require
expertise in the planning and executing of strategies to navigate the complexities of the global
marketplace with greater confidence and stability.

Introductions by BG Advisors to Forex Risk Management or Currency Risk Management experts, is a
process of identifying, assessing, and mitigating the potential financial issues in business making or
receiving global payments. The losses that can result from fluctuations in exchange rates can affect the
cash flow of the business. You will need to take notice of the financial management of your businesses
when engaging in moving money cross borders. Here's a more detailed explanation of foreign
exchange risk management:

1. Foreign Exchange Risk Identification Steps:

a. Transaction Risk: This arises when a company has outstanding foreign currency-
denominated transactions (e.g., invoices, receivables, payables) that could be
impacted by exchange rate fluctuations.

b. Translation Risk: Also known as accounting risk, this concerns the potential impact of
exchange rate changes on the financial statements of a company with foreign
subsidiaries or investments.

c. Economic Risk: This refers to the broader risk of exchange rate fluctuations affecting a
company's overall market competitiveness, profitability, and cash flows due to
changes in the economic environment.

d. Assessment of Exposure: Once the risks are identified, the next step is to quantify the
potential exposure to these risks. This involves assessing the magnitude of potential
losses or gains due to exchange rate movements.
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2. Risk Mitigation Strategies:

a.

Hedging: Hedging involves using financial instruments such as forward contracts,
options, and currency swaps to offset or reduce the impact of exchange rate
fluctuations on financial transactions. Use a forward contract to lock in a specific
exchange rate for a future transaction.

Natural Hedging: This strategy involves matching foreign currency inflows with
outflows. For instance, if a company earns revenue in a foreign currency and has
expenses in the same currency, it naturally hedges its exposure.

Diversification: Diversifying operations across multiple currencies or countries can
help reduce exposure to exchange rate risk.

Financial Risk Management Policies: Developing and implementing comprehensive
risk management policies can help standardise how a company deals with foreign
exchange risk.

Operational Strategies: Operational strategies might involve renegotiating contracts to
include currency clauses or altering production or sourcing locations to minimise
exposure to volatile currencies.

Regular Monitoring and Review: Currency markets are dynamic, and exchange rates
can change rapidly. Therefore, it's essential to continuously monitor exposure and the
effectiveness of risk mitigation strategies. Adjustments may be necessary as
circumstances change.

Compliance and Reporting: Depending on the regulatory environment and industry
standards, companies may be required to disclose their foreign exchange risk
management practices in financial reports to provide transparency to stakeholders.
Scenario Analysis and Stress Testing: Assessing the impact of extreme exchange rate
movements through scenario analysis and stress testing helps companies prepare for
unforeseen events.

To discuss further this article or the services that BG Advisors can introduce you to. Please connect
through email, LinkedIn or via our contact page.
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