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FX Hedge Ratio 

Description 

The FX Hedge Ratio report compares a company’s cash flows from its active FX derivative 

hedges to an estimate of its future FX exposure. 

 

Settings 

It is possible to specify the following settings in FX Hedge Ratio: 

Date: Report date of the report (set to last business day as default) 

Currency: Specifies the currency of the figures in the grid “Future hedge flow”. 

Hedge ratio currency: Shows all FX derivative hedges and estimated FX exposures that are in 

the same currency as the one selected in “Hedge ratio currency”.  

Advanced Settings 

Report Settings: “Show hedges as line” changes “Hedged CCY lower” and “Hedge CCY upper” in 

the topmost graph from bars to lines. 

“Flow from currency cross”, the FX derivative hedges must match the currency cross of “Hedge 

ratio currency” – “Currency” or vice versa. This does not apply for the estimated FX exposure. 

“Time bucket” defines whether the analysis will be displayed in “End of Month” or “End of Quarter” 

buckets. “End of Month” defines the first bucket as the period from the reporting date to the end of 

the month, and the following buckets running from month end to month end. “End of Quarter” is 

defined in the same way. 

Option Scenarios: Inserting an FX rate into “Scenario rate #1” or “Scenario rate #2” will show the 

amount hedged at the given FX rate instead of assuming all options will be exercised. 

If “Scenario rate #1” and “Scenario rate #2” are left blank, two data series will be shown in the 

graphs and grids, a lower and upper series. The first series displays the lowest amount that might 

be hedged. The second series displays the highest. These two series will be identical for a portfolio 

of FX forwards since the hedged amount is known with certainty. If the portfolio includes options 

then the series make the assumption that all options will be exercised.  

Historic Flow: By default, the Cash tab on the left side of Analytics is checked. This will generate 

an estimate of the future FX exposure based on the company’s historical international payments, 

see section “Underlying data for FX Hedge Ratio” below.  

By checking “Include historic hedge flow”, the estimate based on historical international payments 

will be ignored. The estimate will instead be generated based on the historical hedges of the 

company. If company ABC had a payment of +1M USD from an FX forward in May 2016, then the 

report assumes the forward was hedging a payment of -1M USD in the same month. The 

estimated exposure for May 2017 will then be -1M USD. 
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“Include also” has two options, “None” and “Past CN Flow”. With “None” the estimated FX 

exposure will only be based on historical hedges. With “Past CN Flow”, the past payments from 

Corporate Netbank are also included in the estimated FX exposure. 

By default the “Start date” will be blank. The estimated FX exposure will then be based on all 

hedges that expired on the report date and the 365 previous days. By adding a “Start date” only 

hedges that matured after that date will be included. 

 “Overwrite historic flow” allows the estimated FX exposure to be easily overwritten for a given 

month. Adding a Commercial Cashflow will replace the estimated FX exposure for that month with 

the Commercial Cashflow. 

FX Policy 

The user has the option to add an FX policy to the analysis. This can either be a policy 

recommendation or the company’s current policy. Adding an FX policy will be reflected in the graph 

and the grids of the report. 

 

Adding an FX policy. 

 

There are three ways of adding an FX policy. Using “Rolling Policy” or “Fixed Price Policy” will 

create a policy based on characteristics of the customer. “Custom Policy” enables the user to 

specify the policy manually. 

Rolling Policy: Should be used when the customer’s prices are order based.  
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“Currency” specifies whether all currencies or only a subset of them should be included in the 

policy.  

The suggested policy depends on the following three factors. 1) How easily the customer can 

adjust prices based on movements in FX rates, 2) the accuracy of the forecasts and 3) cyclical 

sensitivity. 
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The details of the suggested policy can be seen and changed by pressing .  

Fixed Price Policy: Should be used when a customer has a fixed price list for a period of time. 

 

“Currency” specifies whether all currencies or only a subset of them should be included in the 

policy. The suggested policy depends on six factors. 1) How often can the price list be changed, 2) 

how long time before a new price list takes effect, 3) how long credit are suppliers/customers given 

before payments are due, 4) when the next price list will be take effect (optional), 5) the accuracy 

of the customer’s forecasts and 6) the customer’s cyclical sensitivity. 

Custom Policy: Should be used when a specific policy is required or when the customer already 

has a policy in place. 
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The Custom Policy allows the user to specify the exact details of the policy. For example, the 

above policy specifies that cash flows should be hedged between 30% and 50% from now and 12 

months forward. USD cash flows should follow a different policy. From now and 12 months forward 

they should be hedged between 40% and 60% and from 13 months out till 24 months they should 

be hedged between 30% and 50%. This can be extended to any number of currencies in order to 

better reflect each customer’s ability to react to FX movements. 

Underlying data for FX Hedge Ratio 

The underlying data for the CFaR Time Slicer report is described below 

 

The “FX” tab contains the active FX derivative hedge of the company for the specified report date 

“Date”.  

The “Cash” tab contains an estimate of the company’s future FX exposure. This estimate is 

generated based on the historical international payments of the company. A payment is an 

international payment if 1) it crosses the border between two countries or 2) it does not cross the 

border, but the sender/recipient uses a bank in a different country. For the estimate, the report date 

and the 365 previous days of international payments are used. These payments are aggregated 

per currency and month and then rolled one year forward.  

Example, company ABC on reporting date 10/11/2016. ABC’s USD payments could show that 

ABC in May 2016 received 2.3M USD and paid 1.1M. The net amount, received 1.2M USD, is then 

rolled one year forward to May 2017. The estimated USD exposure for May 2017 is then +1.2M 

USD. This process is done for all currencies and each month. 

Pressing  and “Generate” copies the estimate into a manual portfolio. 

 
Pressing  opens the above window which enables the estimate to be adjusted to suit the 

analysis. 

“Time bucket” defines whether the estimated FX exposure will be grouped in “End of Month” or 

“End of Quarter” buckets. “End of Month” defines the first bucket as the period from the reporting 

date to the end of the month, and the following buckets running from month end to month end. 

“End of Month” is defined in the same way. 
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“Retrieve in local currency” specifies how the currency of the payment is determined. Unchecked 

results in the direct FX exposure. The currency of each payment is unchanged. Checked results in 

the indirect FX exposure. The currency of each payment is converted to the local currency of the 

country that the payment flows into or out of. 

When “Convert to currency with highest exposure” is checked, all payments are converted into a 

single currency. This currency will be the currency contributing the most to the total exposure. 

“From” and “To” define the period of the estimated FX exposure. 

 

Pressing “Generate” will create a manual portfolio with the estimated future exposure. Opening the 

manual portfolio enables the estimated cash flows to be adjusted based on company-specific 

knowledge.  
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Report elements 

The FX Hedge Ratio report elements are described below. 

 

All figures in the bar graph above are for the currency defined in “Hedge ratio currency” and the 

graph displays three series. 1) “Expected CCY flow” is the estimated FX exposure. 2) “Hedged 

CCY lower” is the hedged amount from FX forwards and put options. 3) “Hedged CCY upper” is 

the hedged amount from FX forwards and call options. 

The “Hedged CCY lower” and “Hedged CCY upper” series will be identical for a portfolio of FX 

forwards since the hedged amount is known with certainty. If the portfolio includes FX options, then 

the “Hedged CCY lower” assumes all put options will be exercised and “Hedged CCY upper” 

assumes all call options will be exercised. 

 

For each time bucket, the grid above displays the ratio between the estimated FX exposure and 

the “Hedged CCY upper” and “Hedged CCY lower” respectively. 
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For each time bucket, the grid above displays the cash flow received from FX forwards and call 

options (Upper hedge), the cash flows from FX forwards and put options (Lower hedge) and the 

estimated FX exposure (Expected cash flow). It is assumed all options will be exercised.  

 

 

The grid above displays the hedge data from grid “Future flow (USD)”. The only difference is the 

values have been converted to the currency specified in “Currency”. 

 

The grid above displays the data used to generate the estimated FX exposure, after it has been 

grouped by currency and month.  


