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FX RISK: STRATEGIC
CONSIDERATIONS TO
NOT FALL OFF THE FX
CLIFFS




AGENDA

Do FX cliffs and higher volatilities really exist?
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Do FX cliffs and higher volatilities really; exist? (4 of'7) |
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Do FX cliffs and higher volatilities really exist? (S of 7)
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Do FX cliffs and higher volatilities really exist? (6 of 7)
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lly exist? (7 of 7)
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PUMA NUMBERS AT A GLANCE
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PUMA., S-LINE UPIN FX-MANAGEMENT
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FORECASTING (IN-) ACCURACY IMPACT
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A simplified PUMA-example on impact of missed forecasting accuracy
= Forecast purchase amount Sales sub = sales amount of Trading Entity 100 mEUR
=  Actual purchase amount Sales sub = sales amount Trading Entity 110 mEUR
=» Forecasting accuracy
" Unhedged purchase amount Sales subs = sales amount of Trading entity 10 mEUR
Lo
2. (‘,‘i FX rate change on sales side 0% | —
= = PgERPRE A
B |G P/L |mpact from sales Trading Entlty/ purchase Sales Sub - mEUR ;;Tﬁ"‘:. 1"‘
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Trading Entlty unhedged purchase

FX rate change on purchase side

Entity
Purchases

P/L impact from Trading Entity purchase

Total P/L Impact



PUMA"S SETUPCENTRALIZES FX-RISKS BUT y

R\EQUIRES BOTTOM-UP INPUT ON FX-EXPOSURES

Regional

Country ub

=l

Commumcatlon flow / plau3|b|I|ty checks:

- WAVAVAWANAAAY 7 Simesoner 5

hedglng T
llll lll -..ai‘ AEERRRERRR BatEET

‘t‘mu...: -' W LR . YRaEPE A EE. SEaY - -. . ...“u-an

Illlll.'."- Wm ANy IM L]
. Europe

Sanity-check
- ez — L and allgnment

Local Sanlty CheCk ......... W R ORSE —— Bl N

N ¥ ‘;\\mm Q ﬁm\m Green’ e A A
EXPOSUIE s smmca & pre- _.... G

. - AAA A -
- - : PR pre ] - :"' - “ 2
A K § < L e - 3 2 A g
N » pmmas ¥ - .
$ A reven - - <A AAAY » 24
................. poe Pt - PETREE N 2o} ot
- - v~
! - v S -4 > - s S ~ - od » -
1 /1 oy - - - e : >
| ! - - IS aa e 4 -
| -
i ' :
.
: \ - » o y - -w
i | N e — -
. - -
- - .
- o
-

-.':"."'4

...................
.................
...................
................

(LC) /-  consolidation ; /' §
/ i g

...............

. |r““f
*'l,

: 5 p— - - [ AN S oe
I a5 . SSRGS AIEST, o e LA i e s hrtv—r
- J‘

DORTAUND  PURRY  roypsge responS|b|I|t " Country submits and Re‘lc—)r_\élmHub validates and releases. |

nnnnnnnnnnnnnnnn
----------------

outside required range”?



22.743.713

o
Pd
o
Ln
(]
-
[=]

=

Movember

[ T
Y .

oMM
(o]
Ln
LN
D
T

December

==
=3

J

uoln ooh
Ln LN
L1 fed

e

=T
o oh

o
h

Lij

R S
|

Ln

4= [0
-
o

Hanuary
= ruary

March

=3 on

oW oeno
L3 LN L

L3 i
fu LD
[ T S T T
L
A L

LN

= L3
JuooL
:E: e Y =
[ L
LD ==
o k3 LN

(= p]
0
4 e
iLn
M= =
L R
el :E:
= [K
Ln
Ld pJ £

[my]
h
WO L J

pa o

(]
(]
()
Ln
L
[ B
Ln

April

Don,twe have
on to increase
hedging
volumes for
AH177?

- |"."| EI""

oL

Lij
Ln
Ln
[y}
==
i
4= 00
[y

Luneg

120 00%

100 00%

Do we
order Wl TN

- e

A
ot I e 7 AL S

» I mmama B0, D05

[ .

B mmaiasty
...= | #
... — STV (P DA A P _ .
S e T —— R = earlier

— T —

.

———— than last , —

o - A0 S )
. I L . > R
|_|:I||:||:I.-_ t ? f « '0' } f ‘-.‘z ’ ," A -
semesler m» A Lo Hom e
s % . .' ;’;'f\'--‘ & v" ES
- ; : . X Ly SRR A . o -,
20, 00% Do ol 1 g s s Crnd b TR ) R \

e
I-I I-I I-I ra ]

Movember Cecember Janmuary Februany parch April viay July August

---.l'-'|-| 1& _.l'-'||- 1? ‘ 2 < . :“‘ - 5, oy ) .‘-n. T 1.?\‘.-



EMBEDDING FX-MGMT INTO BUSINSS AND
CENTRALIZING FX-RISKS ARE THE BEST DEFENSE

Vm , [ — ensure link local or central ' FX-n%
i ﬂ 0~ »S With operative FX-hedging analysis
v ' business (KonTraG)
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DECENTRALVS. LOCAL HEDGING:
CHALLENGESMITHOUT CENTRALIZATION

FROM . . B> g e LTS .. TO NEW SET-UP “
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@ \/olatility and challengln&market enwronment requires

Bquick & solid decisions for FX-strategy + proper execution

e A, i 2 NG O
Ve Local subs should no longer be bothered by FX-effects
. S = "-";".S,;L’, # Rl A* & \
- * Local hedging requires specific know-how, e > Economles of scope and scale with hedging
o — . —RRE - S S
B constant market observation aw n«»)ﬁCentral hedge accounting justification with audit easier
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PUMA USES HEDGED RATES AS BASIS FOR LOCAL
. PRODUCT PRICING IN LC OF THE COUNTRIES

£ 3
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LINE
FREEZE
_ 1st HEDGING PHASE wMEETING 2"¢ HEDGING PHASE RDER- and PRODUCTION HEDGE EXECUTION PHASE
‘. [app. 3 month] [app. 3 month] PHASE [app. 7 month] [app. 6 month]
I o o o — > o o
1St 2nd 1 3rd (1 bE 1 1 1
‘ '“\,\\ N cxposure exposure Currer,l,cy exposure Monthly “Currency Calls” with Trading Entity and local hubs to
delivery delivery Calls delivery control coverage ‘and unhedged exposure

\4

Alignment of or- N\Controlling of posted invoices and
Y FX- ders & exposures re-designation of hedges
Layered : rate
—>3 : Layered hedging D : :
hedging \ fixing Execution or adaption of
\ hedging (swaps)

18t pro- Pro-
uct pre- uct pre-
ntation & ntation &
“price ricing in
ideas” njunction

e b 4 .
A g

2 - .'.::‘ LW ~ 5
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S Planning and Hedging Phase Execution Phase e s~ A HUA :=
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FX-RATE FIXING: CALCULATION AS A BALANCING

o
""" ACTREGARDING UNHEDGED EXPOSURES
1

The FX rate fixing on Trading Entity level for a oerta n season Is determ ned by two factors
‘7 -IXI bll gw-bt |;| -y-WI EE

BAverage FX hedge rate derived from the FX edges which are aIready concluded at the time of FX rate flxmg -
A kd EOEEET

e Foreoast FX rates b FX consensus ‘expertsa for the reIevant period :or-ﬂte&n;ted ed part of the exposure B .

C)(\teedge F&hﬁﬂg%ﬁ@dg@%km@ .ERSEZSUFGAMS)
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Exposure ﬁﬁposure INTEE:

FX rate fixing esp. for unheded exposures IS a balancing process between risk mitigation and not putting
PUMA-subs out of the market with “expensive” Emerging Market FX-rates:

jHedging costs up to are seen as ,Insurance premium* = high (conservative) hedging coverage required s

Hedging costs between x% & y% are negatively affecting LC sourcing costs of subs = coverage reduced

Hedging costs above y% only allow hedging before FX-rate fixing, if outlook is clearly negative and after
individual approval of CFO

s B ut: Minimum coverage before FX-rate fixing independent from hedging costs and outlook is a Must. ==




MIDFIELD ENSURES SOUND LAYERED HEDGING

APPROACH AND PROPER EXECUTION

" © SL?i%rfxe' approac counterparties Accounting
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PUMA APPLIES LAYERED HEDGING
FOR EVEN FX- RATE DEVELOPMENT

Principles of layered hedgln

LAYERED HEDGING 12m ROLLING HEDGING

3 months = 6 months 9 months 12 months

i ——Spot ECB

Ay I = Rolling Hedging

II'L I Layered Hedging

' 1,35 .:I'.;'. l':'. I-'I ! t . -I;IHIJ v
-8 “" . “". 4 Hlﬁ, ]"ﬁl_. «', . B \ Iﬂu m r:"J, r"' uy.
' Vo, \ /\/ = @\t any time 25% of 12m exposure,
L \ 50% of 9m exposure, 75% of 6m —
1‘?:':':':':':':':':':':5mama!mmagaaaagagggag exposure and 100% of 3 m
Pro't and Con's of Layered HW_( I
Pro's Con's
» Hedge rate is much closer to average FX-rate » On 12 months perspective open
development position is 62,5%
» More even hedge rate development » Unfavorable, if currency is getting
> Favorable, if USD trend is weakening stronger steadily




PUMA HEDGING SYNCHRONIZED WITH FIXED
MONTHLY DUE DATES AGREED WITH ALL PARTNERS '
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HEDGING APPROACH & USE OF INSTRUMENTS TO
BE CONSIDERED AS ATTACK OF FX-MGTM LINE UP

-~

active or

passive
FX-Mgmt.

FX-hedging
Instruments

attack
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ACTIVE VS#PASSIVE FX-MANAGEMENT

Through investment decisions wﬂlc\h:, oul Market risk of existing (operative) under-
increase the performance of a poti lying is the only risk to mitigate. Level of
risk will be taken = active risk. ’ risk will be specified through benchmarks.

Various types of costs are measured,
allocated and optimized.

Recognize profits on the basis of

Profit center vs. Cost center
revenues and costs. |

Choice of the "right” instrument (swap/ - Instruments The target of passive management is cost
forward/ spot/ option) or choice of the efficient mapping of a market or a risk
“right” moment. L level = “Indexing”.
Options are one central element, no or Optional Structures The use of optional instruments is very
only little limitation of use. | limited.
No limit from operational business, the Flexibility | Quite limited flexibility in accordance with
only target is to maximize profit % underlying operational business and
considering a given framework. " } detailed guidelines.
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USE OF EX-INSTRUMENTS-BY"CORPORATES SHOW A&
LEAR TREND TO\UNCONDITIONAL INSTRUMENTS §

Currency IRUBRIKENN
| swaps AME]
v: 2% JPROZENTSA

= . MS“W EZJ“I O o S vz sjffx! T TZ] ‘ —-.
Ty _——v -z--- l
ik .‘“ 4
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FX swaps

averages in april 2016 |

: OUt”thum R
% ‘«*forwards RO e R gﬂgﬁw RO ',_f_;;,;ilvi._-;—ﬂ i

R S T
. - 'd/:
o
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PUMA FOLLOWS A PASSIVE APPROACH

WITH LIMITTED (BUT (ElVEN FLEXIBILITY

| JRisk orienttion:
PUMA targets at least the average market rate of the actual hedging period!

» £ W

. Profit center vs. Cost center:

Group Treasury is organized like a cost(better serwce) centerbecause any speculation (= additional risk out of
.ﬁew open positions) is strictly prohlbltted

Ass mmmiy

Mainly fixed (unconditional) plain-vanil vanllla instruments allowed as only they qualify for IFRS Hedge Accounting.

[

PUMA, s Fx hedging approach is strict orientated to the operatlonal business. Only few variable elements like
-Within a layer timing of hedges is flexible!

» Hedging of currencies with higher hedglwg costs is almlng for a lower target coverage!
— "“éﬁ:» 7 . p




EXECUTIVES DEFINE CLEAR STRATEGY AND

GUIDELINES, COACH STEERS WITlll SUITABLE KPIL,
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FX-strategy
for target
setting

FX-guideline - jf~ w 'T
for proper — " 4 .
execution

Coach + Executives
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What is a
good KPI?

-

Defined by executives &
cascaded throughout the
organization

Reflect relevant, strategic
value drivers with a clear
responsibility

Provide context, thres-
holds, targets and bench-
NENE

Empower responsible

a2’ users and lead to positive |___|
,‘f . - actlon aTtail s

= " has |

o B

What can be measured
with and derived from
a good KPI?

asure the pe
formance of executing a
- defined hedging strategy

10r an over

casure-
ment from planning via
hedgmg until executlon

. ,:n“‘-sv?”» 3"‘ .~

ad “0-( .

\.b.ﬂ‘ﬂ. .

""" r;’”’ ":‘“4" ""‘r»f" “iﬁﬂ“‘
} To ‘

SUITABLE KPI,,S TO MEASURE HEDGE PERFOR-
MANGE AND WHAT CAN BE DERIVED FROM THEM?

\ "

What can NOT be answered
with a KPI to measure
hedge performance?




arge KPI,,S DEFINED FOR PUMA.,S HEDGING STRAI'EGY

=2 1N WO RS A=l = e &

~s. “7) _ KPI S easin the competitive advantage of central and layered hedglng €.9.

» S - AETEN B N ) NN [ &
_1 - ,_ Avera e hedge rate (minus hedging costs) <> average ECB- rate \ﬁv’;;z 4
Vs & | m - = 4 . 4 W iy by 4

izg IKPI's measurrng the variation of the planned exposure durin the semester e.g.
' VAR ST YA T . v .. VST =TI LY

-A,mDeveIopment/DeV|at|on of the pIanned exposure to different points in time Planning and

aovrﬁ)haTls.’on-o?thﬁed-gxposure at FX-rate fixing with a.c‘;cuall-y'exeouted pa ments A4 geagingsehage

AR AN |

= KPI S measunn the erX|b|I|t¥ granted e. g

P~ T AR
ree of aooordanoe between Sales and CoGs- hed e e

/ FX rate fixing W / / / // / , FX s afer to

Ar.-

: S

AL S .
KPIsmeasunng the t|m X yments g.

l

{ Numer of FX-swaps necessary durrng execution phase

AR cAF DI NG, T A T | TN W I W W

= .,‘ Costs of additional FX-swaps dunng execution phase N A
W il LA R, ! N VY 294

KPI S measurln the realized performance of the full settlement in one semester qu " A
4 —RES Wl L B e 4 PSS 8 L E IRl A T - a1 —.

o otugw executed hedge rate for heﬁed exposure pIus spo rte for unhedged part vi 5 PR
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SUMMARY: PUMA,,S LINEUPIN FX-MANAGEMENT

A

—
— !
- |
R— —

FX-strategy for
target setting

NCSKGGN ~ ensurelinkwith s FXk S e
Shareholder , . operative ~local or Celntra rsk ana yS|s . regu atory (e.q.
: e ine g .. FX-hedging (KonTraG) EMIR, MIiFID) -

FX-guideline for IC product | Materiality _
proper execution MO HINRORE, . — CheCkS. |

proper FX- FX Hedgmg ..,,m FX Hedglng Vi Hedge

Treasury agreed ~
Wi ummi - hedging exe- approach @z counterparties &  Accounting
Kering, Group

wHanxoox 7 70 ®AMSTEL ®AMST cuU tiOn
Core Banks only

Coaehh+ president

r
}

1 ,]" .

KPI.s for Stringent due
controlling dates I
5 KPI's deflned e active or pas- S B [X- hedglng
L NG sive FX- Mgmt. instruments
ol Passive with = = Unconditional
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