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¢ Investment Decision Error
& Cost of Financial Distress

< Simple Cash flow Scenario >

Un-hedged Hedged
$3M
50% 50% $2M
Expected C flow ECF
(ECF) = $1 = $1M
0% $0

*default £/ 2 XIF=EH|2 57}

-$1M
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& Taxes
& Transaction Costs

< Cash flow Schedule >

Cash flows Cash flows
0 I . Time 0 Time
Un-hedged Hedged
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(Risk Management Process)

Feed-back
[ 2| A 3 22| ™= (Risk Management Policy) ](
Q
[ 2| A 3 2| 2lAl(1dentification of Risk) ]
4
[ 2| A 3 22| & 2F(Risk Management Strategy) ]<=
4
[ 2| A3 a2k2| =EH(Risk Management Tool) ]
4
[ Al (Hedging & Trading) ]
4
[ H 7} (Evaluation) ] =
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— Pricing & Invoicing — SH=HH
— Leading & Lagging — Forward
— Netting & Matching — Futures
— Swap

— ALM(Asset Liability — Currency Options

Management)
& ACHH o TEHY
— Save transaction cost? — Flexibility
— Require good system — Avalilability

— Cost

— Limited coverage _
— Possible over-hedge
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