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“Interactive Session on Forex Risk Management given the volatility in
Rupee in recent times” held on January 5, 2012

Bangalore Chamber of Industry and Commerce (BCIC) organized an Interactive Session
on "Forex Risk Management given the volatility in Rupee in Recent Times" on January 5,
2012.

In his welcome address, Mr. N Venkatakrishnan, Chairman, Banking and Finance Expert
Committee, BCIC said that the main objective of the Session was to sensitize the
participants on how forex volatility can impact industry financials and how one needs to
manage them in an orderly manner. The industry and banking perspective is expected
to provide clarity on this crucial subject for participants to formulate/ fine-tune their
forex risk management strategies.

Mr. Venkatakrishnan said that the Indian rupee, that has weakened almost 16 per cent
against the US dollar since the beginning of the year 2011 is likely to remain volatile for
some more time to come mainly due to uncertainty in the domestic and global economic
outlook. The partially convertible rupee got battered in the month of November, 2011
and hit a record low of 54.30 against the dollar which was almost 24 per cent down
from the year's high of 43.85 recorded in July, 2011.

The rising oil import bill, increasing trade deficit, inflation, interest rates, capital
outflows, slow pace of Euro crisis which led to the recent depreciation of the Rupee
especially post August 2011 have serious implications for the industry, Mr.
Venkatakrishnan mentioned. He said the weakening is expected to affect the bottom line
of the businesses, besides the industry would be inhibited to go for capex due to cost
escalations as a result of import-led inflation, implied cost of borrowing in foreign
currency. However the fall in rupee will have opposite consequences. Exports will
become more competitive and demand should also benefit from a gradual, albeit very
slow, improvement in the global scenario. Simultaneously, the import bill of
manufacturers will, or is already rising. However, over time a realistic exchange rate
should lend stability and sustainability to economic performance. "I am hopeful that
greater domestic sourcing and improved local demand courtesy monetary easing is
likely to make 2012 noworseormaybe even sl ightly better than
he further added.

Introducing the Session, Mr. Venkatakrishnan outlined the worries of the industry and
said though a respite in the yo-yo volatility of the Rupee after a late and reluctant
intervention by the RBI has brought some temporary relief, the lingering uncertainty of
an unstable currency has been a cause for concern. The immediate worries related to
the company's plans and budgets, particularly the capex decision which is likely to be
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put on hold this year. Setback to infrastructure projects execution as the huge forex
funding exposure. He said RBI should come up with policy that has a consistency in
dealing with the forex management and staving crisis situation of volatility like the one
witnessed recently.

Mr. S Subramaniam, Chief Financial officer, Titan Industries Ltd., said the time has come
for companies to use hedging as a well-planned ingredient and not continue to use it as
a short term strategic measure for risk management. He said unlike the economic crisis
of 2008 when oil prices crashed to aggravate the situation, the current volatility owed
itself to increasing demand for foreign exchange fuelled by domestic demand - for both
internal like import of gold and exports and the reluctance of the Reserve Bank of India
to stem the runaway depreciation of the rupee. In a brief account of his company's
jewellery division's responsive strategy to combat the volatility having its impact on
gold pricing, Mr. Subramaniam said the company has revised its hedging policy with a
long term impact assessment to ward off serious setback on its business prospects. This
he said is increasingly felt as an imperative outlook for corporate dealing in any
business; he said adding that a judicious hedging policy should become the first
document of risk management.

Mr. Anurag Goel, Director - Corporate Sales and Structuring - India, Fixed Income,
Currencies and Commodities Asia Pacific, Citibank, Mumbai shared some of the steps
taken by banks in risk mitigation strategies and said his Bank has come out with a
regular ranking system to help understanding the problem of risk management.

Mr. V K Sharma, Executive Director, Reserve Bank of India (RBI), Mumbai, in his
Keynote Address elaborated on the measures taken by the Government to minimize the
impact of the unprecedented currency volatility and the need for corporate to factory in
risk management as an essential part of their strategy and said "risk management has
assumed underlined importance for the companies. "

Complimenting BCIC for organizing the Session, Mr. Sharma said it was timely and
stressed that complete internalization and ingraining of this holistic risk hedging
culture, attitude and temper by business and industry will, in equilibrium, reduce cost of
both debt and equity capital by reducing volatility of Return on Equity as markets will
perceive them as much less risky and more safe. In his long speech emphasizing on the
need to apply rationale than short term gains or falling to temptations of using certain
financial instruments such as Foreign Currency Convertible Bonds for long term capital
without grasping their implications on risks, Mr. Sharma exhorted that the Indian
companies were being exposed to triple risks of currency, interest rates and commodity
price volatility. He said the triple barreled risks would leave its deleterious impact not
only on individual companies but pose a threat to systemic financial stability.

Cautioning the corporate against falling a victim to temptations of using volatility as a
short term gains to their bottom line or misguided use of instruments such as Foreign
Currency Convertible Bonds for long term capital needs, Mr. Sharma lamented this
practice by private was "antithetical to both corporate finance theory and international
practice and turns the entire rationale of such funding strategy on its head."



He said risk management strategies for hedging foreign exchange, interest rate and
commodity price risks have assumed an imperative adjunct of corporate strategy, more
so in a globalised economic structure. "I would very strongly encourage business and
industry to invariably hedge their actual risk exposures without exception as a base-
case strategy. To say the least, this is by far the most conservative and prudent
strategy" Mr. Sharma said.

The distinguished speakers with their presentations added luster to the very useful
Session and the presentations were followed by Q & A wherein the speakers responded
to several queries from the participants.

Mr. Shreyas Jayasimha, Partner, AZB Partners, Bangalore proposed a hearty vote of
thanks to all the speakers and the participants for their cooperation in making this
event a grand success.

The Interactive Session witnessed a large participation from Industry and was covered
by the Media as well.
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