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1. Purpose, Scope and Objectives
This policy defines [Company Name]’s approach to identifying, measuring, and managing foreign currency exposures and their potential impact on earnings, cash flows, and balance sheet values. It establishes the principles, limits, and governance framework within which FX risk is managed, and should be read alongside the company’s Cash Management Policy.

Objectives (in priority order): (i) reduce the impact of FX fluctuations on the [functional currency] value of committed and highly probable cash flows; (ii) protect budget rates and commercial margins from adverse currency movements; (iii) minimise reported earnings volatility arising from re-measurement of monetary assets and liabilities; (iv) achieve the above without exposing the company to undue cost, complexity, or counterparty risk.

Scope. This policy applies to [Company Name] and its subsidiaries. It covers all transactional FX exposures (revenue, costs, and settlement of receivables/payables in non-functional currencies) and, where material, translational exposures arising from consolidation of foreign-currency subsidiaries. It does not cover economic/competitive exposure, which is addressed through commercial strategy.

Ownership and review. The [CFO/Board/Risk Committee] is the policy owner. The policy shall be reviewed and re-approved annually, or sooner if triggered by: a material change in the company’s currency exposure profile, entry into a new market or currency, a change in hedging counterparty, or a significant shift in FX market conditions.
2. Exposure Identification and Measurement
Effective FX risk management begins with accurate, timely identification of exposures. The company faces two primary categories of transactional FX risk:

	Exposure Type
	Description
	P&L Impact

	Margin Risk
	Future revenue or costs in non-functional currency not yet invoiced. FX moves erode commercial margins.
	Gross margin, operating profit

	Re-measurement Risk
	Booked receivables/payables in non-functional currency. Accounting rules require re-measurement at each reporting date.
	FX Gain/Loss (below operating profit)



Exposure tracking. The CFO (or delegated finance team member) shall maintain a rolling view of FX exposures using a treasury risk management system or adequate register, updated at least monthly, showing: currency pair, exposure type (margin or re-measurement), gross and net amounts, time horizon, and current hedge coverage. The system should capture exposures from all sources including trade receivables, trade payables, committed purchase orders, contracted revenue, and inter-company balances.

Materiality threshold. Exposures below [GBP equivalent of £50,000] per currency per quarter need not be hedged but should still be recorded. The threshold shall be reviewed annually relative to the company’s revenue and margin profile.
[Guidance: A useful rule of thumb is that hedging is justified when a 10% adverse FX move on an unhedged position would materially impact quarterly earnings or cash flow forecasts.]
3. Risk Mitigation Hierarchy
The company shall follow a structured hierarchy when addressing identified FX exposures, preferring approaches that reduce underlying risk before adding financial instruments:

Step 1 — Avoidance and commercial structuring. Where commercially feasible, the company should price, invoice, or contract in its functional currency. Supplier and customer negotiations should consider currency of billing as a factor.

Step 2 — Natural hedging. Where the company has both revenues and costs in the same foreign currency, these should be matched (netted) to reduce the exposure that requires financial hedging. Timing alignment of receipts and payments in the same currency should be optimised. Maintaining foreign currency bank accounts to receive and pay in the same currency is encouraged.

Step 3 — Financial hedging. Remaining net exposures above the materiality threshold, after netting, shall be hedged using the authorised instruments and within the parameters set out in Sections 4 and 5 below.
4. Hedging Parameters
4.1 Hedge Ratios and Tenor
The company shall hedge its net FX exposures within the following ranges. A layered approach is recommended — hedging a higher proportion of near-term exposures where cash flow certainty is greatest, and a lower proportion of longer-dated exposures where forecasts are less reliable.

	Time Horizon
	Exposure Certainty
	Hedge Ratio
	Typical Instruments

	0–3 months
	Committed / invoiced
	[75–100]%
	Forwards, spot

	3–6 months
	Highly probable
	[50–75]%
	Forwards, options

	6–12 months
	Forecast / budgeted
	[25–50]%
	Forwards, options



[Guidance: Hedge ratios in brackets are illustrative. Set these based on your cash flow predictability, margin sensitivity, and risk appetite. The principle is: hedge more when you’re certain, less when you’re not.]

Maximum tenor. No hedge shall extend beyond [12] months without explicit [CFO/Board] approval. Longer tenors increase counterparty credit exposure and reduce the reliability of the underlying cash flow forecast.
4.2 Authorised Instruments
The company may use the following instruments to hedge FX exposures:
· FX Forward contracts: The primary hedging tool. Lock in an exchange rate for a future date. No upfront cost, but the company is committed to the contracted rate.
· Purchased FX Options: Provide downside protection while preserving upside. The company pays an upfront premium. Suitable where exposure is probable but not certain, or where budget protection with flexibility is required.
· FX Swaps: Used to manage the timing of currency flows — for example, rolling a maturing forward or bridging a gap between receipt and payment dates.
· Structured options (zero-cost collars, risk reversals): Permitted only where the structure is fully understood by the CFO, does not create leveraged or unlimited downside exposure, and any premium received does not exceed the premium paid.

[Guidance: Add or remove instruments as appropriate to your business. The key principle is that authorised personnel should be able to explain any instrument they use to the board, including its full profit/loss profile under stress.]
4.3 Prohibited Activities
· The use of derivative instruments for speculative purposes is expressly prohibited.
· Transactions in currencies to which there is no exposure is prohibited.
· Leveraged derivative structures (e.g. leveraged forwards, accumulators, target redemption forwards) are prohibited.
· Net selling of option premium (i.e. structures where the company is a net writer of options) is prohibited.
· Historical rate rollovers on expiring forwards are only permitted where justified by changes in the timing of underlying exposures (e.g. delayed invoice payment), and must be documented.
· Over-hedging: the notional amount of hedges in any currency must not exceed the forecast net exposure for that currency and period.


5. Authorisation and Governance
5.1 Authorised Representatives
Only individuals holding the following positions, who possess the necessary skill, training, and board approval, may make hedging decisions and execute FX transactions on behalf of the company:

	Role
	Authority
	Limit

	[CFO]
	Full hedging authority within policy
	Up to [currency] [amount]

	[Financial Controller / Treasurer]
	Execute approved hedges
	Up to [currency] [amount]

	[CEO / Board]
	Approve hedges exceeding CFO limit; approve new instruments or counterparties
	Unlimited



A dealing mandate (board resolution or letter of authority) must be maintained listing all individuals authorised to enter into FX contracts. The company shall notify its hedging counterparties immediately, in writing, of any change in the status of an authorised individual.
5.2 Segregation of Duties
Where the size and structure of the finance team permits, the following functions should be separated: trade execution (entering into hedges), trade confirmation (verifying terms with counterparty), and settlement/accounting (processing payments and recording hedges). At minimum, no single individual should both execute and confirm a trade.
5.3 Counterparty Requirements
· All FX hedging transactions must be executed with institutions authorised and regulated by the Financial Conduct Authority (or equivalent home-country regulator).
· [Hedging counterparties shall have a minimum long-term credit rating of [A-/A3] from at least one of S&P, Moody’s, or Fitch.]
· The company should maintain relationships with at least two hedging counterparties to ensure competitive pricing and operational resilience.
· Hedging counterparty credit exposure shall be monitored alongside banking counterparty limits in the Cash Management Policy.

[Guidance: For larger businesses, hedging counterparties will often be the company’s main banking providers. For Scaleups and smaller businesses hedging via banks may be unavailable and they may require specialist FX brokers/fintechs. Ensure any broker is FCA-authorised and that client funds are held in segregated accounts and monitor your counterparty credit exposure to your provider.]
6. Monitoring, Reporting and Review
6.1 Ongoing Monitoring
The CFO (or delegated team member) shall monitor the following on at least a monthly basis: FX exposures in the treasury risk management system vs current hedge positions, mark-to-market valuations of outstanding hedges, hedge maturity profile and upcoming settlements, and any breaches of policy limits. Where the company uses hedge accounting (IFRS 9 or FRS 102), effectiveness testing shall be performed in accordance with the applicable standard.
6.2 Board Reporting
The CFO shall report to the board [monthly/quarterly] on: total FX exposure by currency (gross and net), current hedge coverage ratios vs policy targets, hedging costs incurred (premiums, forward points, spread costs), realised and unrealised gains/losses on hedges, any policy breaches or exceptions, and a forward-looking assessment of key currency risks. Reporting should be concise and focused on whether the hedging programme is achieving its stated objectives.
6.3 Performance Review
The hedging programme’s effectiveness shall be assessed at least [semi-annually] by comparing: hedged rates achieved vs budget rates, hedged rates achieved vs unhedged spot rates over the same period, total cost of the hedging programme (premiums, opportunity cost of forward points), and whether hedge ratios and tenors remain appropriate given changes in the business or market environment. This review should inform adjustments to hedge ratios, instrument selection, or policy parameters.
6.4 Policy Review
This policy shall be reviewed and re-approved by the [Board/Risk Committee] on an annual basis. Significant changes to the company’s currency exposure, business model, or hedging counterparty relationships may warrant an interim review.


Need help implementing this policy? HedgeFlows provides FX risk management advisory and technology for scaleup businesses — from exposure identification and hedge execution to automated accounting and reporting.
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