
FXHedgingPolicy Template

Introduction
If your businessoperates internationally, you’re likely dealingwith foreignexchange (FX)
risk. Financial derivatives are agreatway tomanage this, helping reduce the impactof
currencyfluctuationson your financials. A robust FXhedgingpolicy is essential—it should
clearly define risks, strategies, andgoals,making sure everyone’s on the samepage. It
needs tobedetailedenough toprovideclear guidancebut flexible enough toadapt as
your businessgrows, enters newmarkets, or undergoesmergers.

FXHedgingPolicyComponents
1.Objectives

First, lay out your riskmanagementgoals. These should alignwith your company’s overall
objectives andbeclearly defined for all stakeholders. Thepolicy should cover all relevant
entities andusemeasurablemetrics like EPS, EBITDA, or FXgain/loss.Di�erent hedging
programs (cashflow,balance sheet, etc.)mayhavedistinct objectives, andyour policy
should reflect that.Make sure risk tolerances are clearly definedandquantified.

2.Definitions

It’s important to clearly definekey terms. This helps keepeveryoneon the samepageand
ensures consistency in how risks aremanaged. Terms todefine includedi�erent typesof
FX risk, derivativeproducts, sourcesof risk, andwhat your hedgingpriorities are.Defining
what should and shouldn’t behedged is alsocrucial.
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3. Strategies

This section should specifywhatwill be hedged,whatwon’t, the lengthof your hedging
programs, and theproducts you’ll use. Beclear aboutwhichentities are coveredand
whether you’ll allowflexibility or stick to specific ratios anddurations. All hedging
strategieswill be implementedusing theBoundplatform,where youcanaccess the
necessaryproducts andprograms.

4. Responsibilities

It’s essential todefinewho in thecompanyhas the authority tomakehedgingdecisions.
There shouldbeaclear separationofduties, and responsibilitiesmustbewell-defined.
Manycompanies now favour a centralisedapproach to riskmanagement,which can
provideconsistency andaholistic view.Management approvals shouldbebasedon the
size anddurationof trades, andany relevant committeesor decision-makers shouldbe
identified.

5.Controls&Monitoring

This section focusesonhow thehedgingprogramwill beoperationallymanaged. It should
cover reporting responsibilities, tradeconfirmationprocesses, howyou’llmonitor
hedginge�ectiveness, andhowmark-to-market valuationswill be handled. Additionally,
ensure your FXmanager sticks tocounterparty credit limits and referenceany separate
counterpartypolicy thatmayapply.

6. RegulatoryConsiderations

Ensure your policy addresses relevant regulatory requirements, such as EMIR reporting, if
needed. It’s agood idea todesign your policy tobeadaptable to any future regulatory
changes aswell.

7. AccountingConsiderations

Whiledetailed accounting information is usually kept in a separatepolicy, it’s important to
ensure alignmentbetweenyour FXhedgingandaccountingpolicies, especiallywhen it
comes tohedgeaccounting and the supportingdocumentation required for your
hedgingprograms.
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Thedraft FX hedgingpolicyprovidedhere is a flexible framework youcan tailor to your
company’s specific needs. Policies varydependingonbusinessmodels, risk exposure,
andhowmuchflexibility or detail is required. This example is for illustrativepurposes
only—it’s not a specific recommendation for products, strategies, or accounting
treatments.

Text that is both coloured inpurple andput in squarebrackets []are expected tobe
replacedbywhat is relevant to you. Every FXpolicy shouldbecustomised tofit your
uniquegoals and situation.
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FXHedgingPolicy Template
Statement of Purpose
Thepurposeof this policy is tooutline theobjectives, policies, procedures, andpractices
for [Companyname]’smanagementof foreigncurrencyexposures. This includes
identifying,measuring, andmitigating these risks.ManagingFX riskmeans using tools like
cashflowmanagementor hedging to limit the impactof currency swingsonour
[Functional currency] cashflows.

TheBoardofDirectors, [AppropriateCommittee], and seniormanagement are
responsible for establishing acomprehensive set ofpolicies regarding theuseof
derivatives (or "hedges"). Thesepolicies should alignwith thecompany's overall strategy,
commercial objectives, risk tolerance, andfinancial capacity andflexibility.

Scope
This policy applies to [Companyname] andall its subsidiaries (referred to as "the
Company").

Objectives
Themainobjectiveof FX riskmanagement is tominimise the impactof foreignexchange
ratefluctuationson theCompany’s earnings and the fair valueof its assets and liabilities,
while avoidingunnecessary risk. TheCompanywill generally implement currency risk
mitigation strategies thatminimise reportedearnings volatility underGenerally Accepted
AccountingPrinciples (GAAP) or International Financial ReportingStandards (IFRS),while
also supporting its strategic economicgoals andensuringenough liquidity andflexibility.

Definitions
AuthorisedRepresentatives: Designatedemployees, o�cers, or directors of the
Company (e.g., CFO, Treasurer, Assistant Treasurer)whoare responsible for evaluating
andexecuting swap trades. These individuals are approvedby theBoardbasedon their
education, experience, and industry knowledge.

Cash FlowHedge: Aderivative used tohedge the risk of variability in cashflows
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associatedwith a recognizedasset, liability, or forecasted transaction.

DealingMandates/BoardResolution: Ano�cial document signedbyanauthorised
representative listing individuals authorised toenter foreignexchangecontracts onbehalf
of theCompany. This includes timely notificationof anychanges in the statusof such
individuals.

Derivatives: Financial instrumentswhose value is dependentonunderlying variablesor
assets (e.g., interest rates and exchange rates). TheCompanymayutilise certain
derivatives for hedgingFXexposures, tailored to its risk toleranceandunderstandingof
these instruments.

➔ CurrencySwap: A transaction combining a spotor forwardFXdealwith a forward
contract in theoppositedirectionexecuted simultaneously. Swapsare typically
used tomanagebalance sheet risk or adjust thematurity of anexisting forward
contract.

➔ FXForwardContracts: Contracts tobuy and sell currencies at predetermined
amounts, settlementdates, andexchange rates. Theseare used to lock in rates for
future transactions andmitigate the impactof adversecurrencymovements. The
forward rate is calculatedby taking the spot rate andaddingor subtracting forward
points,which aredeterminedby interest ratedi�erentials between the two
currenciesbeingexchanged.

➔ Vanilla FXOptions:Optionsprovide the right (but not anobligation) tobuy and sell
currencies at predeterminedamounts, settlementdates anda specific rate (strike
rate).Theoptions holder does not need towait until the settlementdate toclose
out anoptions trade, nor do they need toexercise theoption.

ForeignCurrency: For [Companyname], a [Location] basedentity, "foreigncurrency"
refers to anycurrencyother than the [Functional currency].

Functional Currency: Thecurrencyof theprimary economicenvironment inwhich a
Companyor subsidiary operates.

Margin Risk: The risk arising from themismatchbetween thecurrencyof revenues and
expenses,which impactsoperatingmargins andcashflows.Margin Risk can arisedue to
Transactional Exposures and Translational Exposures.

Mark-to-Market (MTM)Hedge: Aderivative notdesignated for hedgeaccounting,
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marked tomarket throughprofit and loss as its valuechanges. Typically used formanaging
Re-MeasurementRisk.

Re-MeasurementRisk: The risk associatedwith recalculating the valueofbookedbut
unpaid revenues andexpenses in functional currency terms. Re-measurementof these
line items is booked in theOther Income/Expense line itemunder FXGain/Loss, andcan
contribute to volatility inNet Income.

Functional currency: Thecurrency inwhich theentity prepares its financial statements.

Transactional Exposure: Exposures arising from trade-relatedactivities that generate
non-functional currency revenues andexpenses, aswell as fromsettlement-related
activities that create non-functional currency receivables andpayables.

Translation Exposure: The risk related to translating a foreign subsidiary's income
statement andbalance sheet into the [Functional currency] for consolidatedfinancial
reporting.

Accessible FXProducts
Thecompanywill stick to simple, plain vanilla derivatives—just like thoseusedbyother
companies—tomanageFX risk.Wedon’t usederivatives for speculation, and leveraged
instrumentsor anything that’s hard to value forMark-to-Marketpurposes. Approved
products include:

➔ FXSpot
➔ FXForwardContracts
➔ CurrencySwaps
➔ Vanilla FXOptions

AvailableHedgingPrograms
Forwarding
Forwardingprogram that locks in exchange rateswith an FXForwardContract, resulting in
a known, fixed rate.Drawdownsareperformedusing the ’split’ feature,whichbooks a
CurrencySwap for thedrawdownamount at anearlier settlementdate. Amendmentsof
tradeamounts and settlementdates canbemadeat anypoint during theperiod via
CurrencySwaps.
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Averaging
Averagingprogram that splits theexposure into smaller forward tradesbookedeachday
for the specifieddurationof the averagingprogram. The result is a trailing averageof the
market rate,which has a reducedvolatility. Amendmentsof tradeamounts and settlement
dates canbemadeat anypoint during theperiod viaCurrencySwaps.

Ranging
Rangingprogram that simultaneously sets aStop, Limit andMarketOrders in order to
keepexchange rates containedwithin adesired range. The result is a limitationof
potential losswhile allowing for somepositivemovement. Should anyoneof threeOrder
types trigger, the remaining twoorderswill simultaneously cancel. Amendmentsof trade
amounts and settlementdates canbemadeat anypoint during theperiod viaCurrency
Swaps.

Strategy
[Companyname]dealswith foreigncurrency risk aspart of its daily operations,with a
portionof revenue, expenses, andcapital activities in foreigncurrencies. The
[Treasury/Finance team]will prioritise natural hedges too�set FXexposureswhere
possible. If there’s stillmaterial risk,we’ll look to hedgingwithin set limits.

Webreak FX risks into twocategories:

1. Margin Risk: This is drivenbyprojected revenues andexpenses, impacting
operatingmargins andcashflows.Wecanhedgeup to [100]%of net exposure,
with a tenor of up to [12]months.

2. Re-MeasurementRisk: This comes from recalculating [Functional currency] values
ofbooked revenues andexpenses, impacting net income.Weaim tohedge
[100]%of this riskper reportingperiod,with any remainingconvertedat the spot
rate.

Chosen Hedging strategy

E.g.
[Companyname] hasdecided to lock in theexchange rate to achieve thedesiredbudget
rateof [x.xx]. Thiswill be achievedvia a ‘Forwarding’ program.
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[Companyname] hasdecided tobuild into andmaintain a trailing averageof [6months].
Thiswill be achievedvia an ‘Averaging’ programwith [6month] cruise control settings.

[Companyname] hasdecided toput aprotection level in at a rateof [x.xx] and target level
at a rateof [x.xx]. FX Transactions at rateswithin this rangeare allowed. Thiswill be
achievedvia a ‘Ranging’ program.

Hedging Entities
Hedgeswill usually beplacedat theentitywith the underlyingexposure, butwe’ll also
consider credit strength, accounting, and tax implications tomake sure the right entity in
theCompany’s structure is used.

CostConsiderations
We’ll execute hedging transactions as e�ciently aspossible, considering factors suchas:

➔ Fees
➔ Marketpricing, including interest rate and credit considerations
➔ Transaction sizing formaximum liquidity andpricinge�ciency
➔ Counterparty relationship considerations

Controls andMonitoring
PerformanceMonitoring:Wecheck inonhowour FX riskmanagementprogram isdoing
everyquarter. Thatmeans lookingat how the riskprofile has shifted, howe�ective the
strategy is, how theaccounting is holdingup, andensuringwe're in linewith regulations.

Policy andProgramReview: This policywill undergoanannual reviewandapproval by the
[Treasury/Finance team]. A significant change inour capital structureor hedgingprogram
mayneedus to revise it sooner.

Counterparty RiskManagement: Approvedcounterpartieswill be selectedbasedon;

➔ Strongcredit or cashmanagement relationships
➔ Minimum long-termdebt ratings from topcredit agencies
➔ Anestablished trading relationship under an ISDAMaster Agreement (or similar)
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Controls:Only certain people—the [Chief FinancialO�cer, Treasurer, Assistant Treasurer,
and Treasury/FinanceManager] are authorised toenter into foreignexchangecontracts
onbehalf of theCompany. The [Treasurer]maydelegate this if needed, but if there’s any
deviation from thepolicy, the [Chief FinancialO�cer] has togivewritten approval. A
signeddealingmandatewill be sharedwith all financial institutions.

Ourpolicy is aguide formanagingFXhedging. Sometimes, a foreignexchangedealmight
alignwith theCompany’s best interests and this policy’s objectives, even if it doesn’t fit
theguidelinesoutlined. In thesecases, the [TreasuryManager]maygoaheadwith it,
provided the following;

➔ The [Chief FinancialO�cer] approves thedeal inwritingbefore it’s done.
➔ Theseexceptionswill be reported to the [Chief ExecutiveO�cer and theBoardof

Directors] in the [monthly/quarterly] ForeignExchangeReport.
➔ In theevent of apolicybreach, the [CFO]must notify the [BoardofDirectors] right

awayor in the next [monthly/quarterly] ForeignExchangeReport.

Internal AccountingControls: The [Treasurer]will recommend foreignexchange
transactions, and the [Chief FinancialO�cer]will approveall hedging strategies.Only the
[Chief FinancialO�cer, Treasurer, Assistant Treasurer, and Treasury/Finance] [Manager]
canexecute these transactions. The [Financial Controller]willmake sure the internal
control procedures are compliant, and record accountingentries.

Onceahedging strategy is approvedby the [Chief FinancialO�cer], the [Treasurer]will
execute thecontractswith the followingprocedures;

➔ All transactionsmustbe recorded right away, including themethodsof execution
(E.g.,throughanonlineplatform for thebest pricingor over thephone)

➔ The [Treasurer or finance sta�]will share thecontract detailswith the [Financial
Controller]— like thecurrency, amount, contract rate, and reason for the hedge.
Thesedetails are cross-checkedagainst our internal system.

➔ FX transaction confirmationswill be sent to the [Financial Controller],whowill log
them. Ifwedon’t get a confirmationwithin threedays, the [Financial Controller]will
followupwith thecounterparty to verify the trade.

➔ The [Financial Controller]will also compare thecounterparty’s recordof the
transactionwith theCompany’s confirmationensuring amatch. Investigating any
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discrepancies andflagging them to the [Chief FinancialO�cer].

At theendof eachmonth, the [Financial Controller]will goover all FX-relatedcash
transfers,making sure everything is as expected. These transferswill alsobe reviewed
quarterly against the FXContract Summary to support entries for unrealizedgainsor
lossesonopenFXcontracts.

Reporting: A [monthly/quarterly] ForeignExchangeReportwill bepreparedby the
[Treasury/Finance team] and reviewedby the [CFO], covering;

➔ Net transactionexposurebycurrency and recommendedhedgingactions
➔ AsummaryofopenFXcontracts
➔ Results of closedpositions
➔ Anypolicy violationsor exceptions

The reportwill be sharedwith the [CFOandTreasury/FinanceManager],with aquarterly
reviewby theBoardofDirectors.

Roles andResponsibilities: The [BoardofDirectors] approves:

➔ Typesofderivative contracts for hedgingFX risk
➔ Useofderivatives for non-FX riskpurposes
➔ Rules aroundunclearedderivatives

The [SeniorManagement/Treasury/Finance team] are responsible for:

➔ Identifying risks and setting hedgingobjectives
➔ Setting trading limits and segregatingduties
➔ Executing hedging transactions
➔ Monitoring hedgeportfolio fair values and their e�ectiveness
➔ Monitoring theCompany’s FX risk exposure

The [Treasury/Finance team]will:

➔ Report FX activity results to the [CFO] quarterly andprovide regularMTMand
realisedgains/losses updates.

➔ Sendall tradeconfirmations andprovide all contract-related information
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ApplicationofHedgeAccounting (Optional)
TheCompany follows the ruleswhen it comes toaccounting for derivatives,withproper
proceduresdocumented separately. All derivatives are recordedon thebalance sheet at
their currentMark-to-Market value, unless hedgeaccounting is applied.Designated
hedges aremanagedaccording to regulations,with the impact reflected in stockholders'
equity andearnings.

Detailedprocedures for hedgeaccounting areoutlinedbelow:

TheCompanyhedgesexposures tofluctuations in the [Functional currency] valueof
anticipated foreignexchangecashflows. Theseexposures arise from forecasted revenue
andexpensesdenominated in non-[Functional currency]. For derivative instruments
designatedascashflowhedges, the after-taxgainsor losses fromare recordedas a
componentof "AccumulatedOtherComprehensive Income (Loss)" in stockholders'
equity and ismoved intoearningswhen thehedged itema�ects earnings.

We mayalso hedgenet investments in certain foreign subsidiarieswhose functional
currency is not the [Functional currency]. For derivative instrumentsdesignatedas net
investment hedges,with e�ectivegainsor losses recorded in "Cumulative Translation
Adjustment"within stockholders' equity, alongsidechanges in the hedged items.
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Disclaimer
This template foreignexchangepolicy hasbeendevelopedbyBoundRates Limitedbasedon the
experiences and insights of its employees. Thepolicies andprovisions includedare suggested
language reflecting theseobservations. This document is intended to serve as aguide tohelp
companiesdraft their ownpolicies that alignwith their specific needs, risk tolerance, foreign
exchangeactivities, riskmanagement strategies, and reportingprocedures, asdeterminedby
theirmanagement, boardofdirectors, andadvisors (including tax, accounting, and legal experts).
It is strongly recommended that any foreignexchangepolicy,whether basedon this templateor
not, be reviewedandadjustedasper thecompany’s specific requirementsby thecompany's
advisors, legal counsel, consultants,management, andboardofdirectors.

This publication is provided for general informationpurposesonly and is not intended tocover
every aspectof the topicswithwhich it deals. Nothing in thismaterial is, or shouldbeconsidered to
be, financial, investmentor other adviceonwhich reliance shouldbeplacedanddoesnot take into
account your personal circumstancesor objectives.

You shouldconsider obtainingprofessional or specialist advicebefore taking, or refraining from,
any actionon thebasis of this content.

Noopiniongiven in thematerial constitutes a recommendationbyBoundRates Limited, or the
author, that anyparticular transactionor investment strategy is suitable for any specificcompany
orperson, andas such this is considered tobeamarketingcommunication.

All testimonials, reviews, opinionsor case studiespresentedonourwebsitemaynotbe indicative
of all customers. Resultsmay vary andcustomers agree toproceedat their own risk.

Pleasecontact compliance@bound.cowith anyquestions
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