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Introduction

In today’s majorly globalised economy, multinational corporations face a barrage of challenges, with one of the most prominent ones being exposure to foreign exchange risks. In a world where fluctuations are common, exchange rates can significantly impact the financial performance and stability of the aforementioned MNCs. 
In this report we will delve into the evaluation of particular strategies commonly used in order to tackle and mitigate the exposure to foreign exchange risks.
We will begin by firstly providing a comprehensive explanation of foreign exchange risks, elucidating its impact on companies. Moreover, by defining the exchange risk and elaborating on why it represents a major problem, we will identify the importance of being proactive in such scenario. Furthermore, we will analyse why companies consider long term planning in foreign currencies, as well as explore methodologies and techniques used by multinational corporations to help manage their own exposure to foreign exchange risk, as well as their efficiency.
Importantly, we have chosen Apple inc. as a case study to provide a practical illustration of these strategies being implemented and in action. By operating across diverse global markets and currencies, Apple is one of the leading MNCs and represent an ideal example to analyse the complexities of managing foreign exchange risks.
















Foreign Exchange Risk
The term “Exchange Risk” is used to refer to a scenario where there are potential losses arising from fluctuations and instability in exchange rates between different currencies. For multinational corporations such as Apple inc., this risk is particularly significant due to their global operations, exposure to multiple currencies and international trade activities.
Various aspects of a company’s financial performance such as revenue, cashflow, expenses and profits can be influenced by movements in exchange rates. 
One of the reasons why exchange rate is a problem for companies and should not be underestimated is its potential to allow things such as uncertainty and volatility to arise in the financial outcomes. Instability and fluctuations in exchange rates most likely will lead to unpredictable changes in the value of assets, revenues, liabilities and expenses in foreign currencies. This form of volatility will complicate long term financial planning, budgeting and forecasting efforts, meaning companies will find it challenging to manage their operations effectively. (Picardo, E 2023)
By managing foreign exchange risk, companies can help protect their own profitability and financial stability by minimising the impact of unfavourable currency movements at the bottom line. By implementing strategies focusing on effective risk management, companies can also mitigate potential losses and therefore preserve shareholder value. Furthermore, managing exchange risk is crucial for maintaining competitiveness in the global marketplace. For companies that don’t succeed at effectively addressing exchange risk, usually means that they end up finding themselves at a disadvantage compared to their competitors who have implemented effective and robust strategies to tackle exchange risk.
There are several theories that provide insights into how exchange rate movements impact companies and the wider economic landscape. 
For example, the PPP (Purchasing Power Parity) theory states that exchange rates should be adjusted in order to match the prices of goods and services across different countries. According to the PPP theory, the differences in inflation rates between counties should be represented and reflected in exchange rates.
On the other hand, the IRP (Interest Rate Parity) theory suggests that exchange rates should be adjusted to equalise returns on investments denominated in different currencies, therefore accounting for differences in exchange rates.
By exploring and outlining the importance of understanding and relation of factors such as inflation, interest rates, exchange rates and economic fundamentals, these theories prove themselves very important when it comes to implementing measures managing foreign exchange risk.
Overall, foreign exchange risk represents a crucial challenge for companies operating in the global marketplace, impacting their financial performance, decision making and competitiveness. As aforementioned, effective and efficient management of such exchange risks is significant for mitigating potential losses, maintaining edge in an ever-increasing volatile global economy and ensuing profitability. (Kallianiotis, J. 2013)


Why multinational corporations consider long term financing in foreign currencies
According to Jacque, L (1987) Multinational corporations (MNCs) usually consider long term financing in foreign currencies for the following reasons:

Strategic Expansion:
Another reason why multinational corporations consider long term financing in foreign currencies is because it supports strategic expansion initiatives in foreign markets. Companies can facilitate investment in new projects, acquisitions and capital expenditures easier if they are accessing finance denominated in the currency of the target market. This would also allow MNCs to capitalise on growth opportunities and strengthen their position in the global market.

Diversifications of funding sources:
By conveying long term financing in foreign currency, companies can also diversify their funding sources and therefore reduce their dependence on domestic markets. This sort of diversification can help mitigate risks associated with changes domestically such as regulatory environment changes or interest rates fluctuations, therefore companies that do this will have greater stability and flexibility. 

Currency Expectations:
Moreover, another reason why multinational corporations may consider long term financing in foreign currency is to avert future exchange rate movements that they have foreseen. If a company is anticipating a more favourable fluctuation in a currency that is not their own, they may act upon that and borrow in that currency and therefore make the most of it.










The main types of foreign exchange risks

Translation Risk Exchange Exposure
Also knows as accounting risk, Translation risk stems from the translation of financial statements of foreign subsidiary companies or branches into the reporting currency. Because exchange rates tend to fluctuate, revenues, value of assets, liabilities and expenses denominated in foreign currency will also fluctuate, and therefore impact Apple’s reported financial results.
In order to address this issue, Apple have opted out to employ numerous accounting techniques and financial instruments in order to hedge against unfavourable and adverse currency movements and thus minimise the impact on its financial performance.

Transaction Risk Exchange Exposure
Transaction risk arises from fluctuations in exchange rates between the time a transaction is settled from the time it is initiated. When it comes to companies which conduct business in multiple currencies as is the case with Apple, fluctuations in exchange rates can have effect on cost of raw materials, operating expenses and sales revenue. In order to tackle this problem Apple utilises hedging instruments such as forward contracts and options to hedge future cash flows denominated in foreign currencies. By doing so Apple are able to protect their profitability and ensure predictability.

Economic Risks
The term “economic risks” is used to refer to the impact of exchange rate instabilities on a company’s future cash flows and competitive position. Apple’s market share and profitability can be influenced by changes in exchange rates as it would affect consumer demand, input costs and potentially pricing dynamics. To manage this issue, Apple conducts multiple comprehensive risk assessments, scenario analysis and strategic planning in order to anticipate and hopefully mitigate the potential impacts of exchange rate fluctuations on its very own business operations. (Kallianiotis, John 2013)









Analysing Apple’s Financial Statements
Analysing Apple’s public consolidated financial statements from its annual report provides us with insights into how the company manages to tackle foreign exchange risk. Apple utilises cash flow hedges and derivative instruments in order to mitigate the impact of instability in the exchange rate on its financial performance. By hedging future cash flows and minimising exposure to currency risk, Apple aims to stabilise their earnings as well as protect their shareholder value against the aforementioned currency instability.
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(Figure 1. Apple’s Official Annual Report including Foreign Exchange Risk)








Strategies for managing foreign exchange risks
According to Chandra, J. In order to mitigate foreign exchange risks, Apple employs both internal and external strategies.

Internal Strategies:
Centralised Treasury Management:
This function oversees currency risk management activities, including hedging strategies, cash flow forecasting and risk monitoring. By centralising treasury operations Apple can gain better visibility and control over its cash flow and currency risks. Furthermore, this strategy allows Apple to leverage its scale and expertise in finance in order to negotiate more favourable terms for hedging instruments such as forward contracts. Overall centralised treasury management servers as key internal strategy for Apple to proactively manage its exposure to foreign exchange risks, ensuring stability and resilience towards everchanging exchange rates. 

Natural Hedging
This strategy allows companies to align timing and currency denominations of a company’s revenue and expenses to counter the impact of exchange rate fluctuations. In terms of Apple specifically, natural hedging can be achieved by matching foreign currency revenues with foreign currency expenses. This is important for Apple as it operates globally and generates revenues in numerous currencies. Furthermore, Apple can use this strategy to negate currency risks choosing to retain a portion of its revenues in the foreign currency rather than converting it into its reporting currency ($). The portion retained in the foreign currency can be used for further investment or expenses that can be done in the same currency, thus removing the need to convert it and mitigating exchange rate risks

External Strategies:
Forward Contracts and Options
“Forward Contracts” is a term used to refer to an agreement between two parties to sell or buy a specific amount of foreign currency at a predetermined exchange rate on an upcoming future date. When it comes to implementation of this, Apple can use forward contracts to hedge future cash flows denominated in foreign currency. These contracts provide Apple with certainty and predictability as well as protection against exchange rate fluctuations.

Dynamic Hedging
This particular strategy allows Apple and other MNCs to adapt their hedging strategies dynamically and therefore negate the impact of exchange rate fluctuations on their financial performance by continuously adjusting hedging positions in response to changes in the market conditions and risk exposures. Apple implements this strategy by constantly monitoring economic indicators, currency markets and identifying risks. By using this strategy Apple is able to further minimise losses from currency instability and therefore capture opportunities. Moreover, this also allows apple to enhance its risk management efficiency and effectiveness.
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Foreign Exchange Risk
To protect gross margins from fluctuations in foreign currency exchange rates, the Company may enter into forward contracts,
option contracts or other instruments, and may designate these instruments as cash flow hedges. The Company generally
hedges portions of is forecasted foreign currency exposure associated with revenue and inventory purchases, typicaly for up to
12 months.

To protect the Company's foreign currency—denominated term debt or marketable securities from fluctuations in foreign currency
exchange rates, the Company may enter into forward contracts, cross-currency swaps or other instruments. The Company
designates these instruments as either cash flow or fair value hedges. AS of September 24, 2022, the maximum length of time
over which the Company is hedging its exposure to the variabilty in future cash flows for term debt-—related foreign currency
transactions is 20 years.

‘The Company may also enter into derivative instruments that are not designated as accounting hedges 1o protect gross margins

from certain fluctuations in foreign currency exchange rates, as well as 1o offset a portion of the foreign currency exchange gains
and losses generated by the remeasurement of certain assets and libilfies denominated in non-functional currencies.

Interest Rate Risk

To protect the Company's term debt or marketable securiies from fluctuations in interest rates, the Company may enter into
interest rate swaps, options or other instruments. The Company designates these instruments as either cash flow or fair value

hedges.

The notional amounts of the Company's outstanding dervative instruments as of September 24, 2022 and September 25, 2021
were as follows (in millions):

202 2021

Derivative instruments designated as accounting hedges:
Foreign exchange contracts s 102670 § 76475
Interest rate contracts B 20125 § 16,875

Derivative instruments not designated as accounting hedges:
Foreign exchange contracts s 185381 § 126918




