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our orders to three months or so,” he adds. As a result, erosion 
of profi t margins due to rupee movements has reduced.

Many exporters in Tirupur are realigning their business models 
similarly, helped by changes in the Western market. Previously, 
buyers used to place orders based on a maximum of four or fi ve 
seasons. “Buyers have become very dynamic. Now it’s divided 
into 12 seasons,” Shanmugam adds.

a swinging rupee
to manage
1212waysReduce Buyers’ Credit Period

 WHO DOES IT:  Diamond exporters
 IMPACT:  Buyers’ credit period reduced to an average of 30 
days, from 120-180 days before 2007-08.

It’s been a tumultuous two years for Indian diamond exporters. 
Aft er incurring losses on account of buying currency derivative 
products in 2007-08, the global recession the next year weaned 
away demand from their key markets—the US and Europe—
which account for nearly 80% of exports. Meanwhile, competi-
tion from China and Israel has only been increasing.

Traditionally, rough diamonds are bought from overseas min-
ers on cash payment (no buyers’ credit), but exports of cut or 
polished diamonds have large credit periods, even running up 
to six months. Th is means exporters have to bear the brunt of all 
variations in exchange rates. If the rupee weakens, the export-

ers profi t; but if the rupee were to appreciate, it could result in 
enormous losses. “People have realised that it is better to have 
money in their hands, rather than exporting with huge credit 
terms,” says Rohit Mehta, President of the Surat Diamond Asso-

ciation (SDA). Surat accounted 
for nearly 60% of India’s $17.5 
billion exports of cut and pol-
ished diamonds in 2009-10. 

Mehta says some large manu-
facturers have even succeeded 
in reducing the credit period 
to zero days, and the average 
credit period has been reduced 
to 30-40 days, despite some ini-
tial resistance from the buyers. 
Th e exporters have also signed 
a long-term sourcing agreement 
with the Russian state-owned 
company, Alrosa, to source 
$1 billion worth of rough dia-
monds annually. Although this 

is only a fraction of India’s annual imports of $9 billion, the 
agreement will help manage the import bill on more predictable 
terms as pricing will be revised once in three months.

 People have 
realised that it is better 
to have money in their 
hands, rather than 
exporting with huge 
credit terms.

—Rohit Mehta,
President, Surat Diamond 
Association

Take Short-Term Export Orders
 WHO DOES IT:  Tirupur-based textile exporters
 IMPACT:  Less volatile export earnings.

Th e fi ercely competitive world of textile exports becomes even 
more unfriendly when currency fl uctuations are factored in. 
Archrivals China and Bangladesh escape this additional vulner-
ability since the Chinese renminbi is pegged to the dollar and 
moves very slowly, while the Bangladeshi taka is fi xed.

Typically, large American and European buyers spread their 
orders over many exporters. Th e contract specifi es the quantity 
and price of the order and when it is to be supplied within six 
months or a year. Not any longer, says Raja Shanmugam, Man-
aging Director of Tirupur-based garment export fi rm Warsaw 
International. “Now we have become more cautious. We restrict 

 Now, we have become 
more cautious. We restrict 
our orders to three months 
or so. As a result, erosion of 
profi t margins due to rupee 
movements has reduced.

—Raja Shanmugam
Managing Director,
Warsaw International

Long-Term Hedging (10-12 
Quarters Or Th ree Years)
 WHO DOES IT:  Tata Consultancy Services
 IMPACT:  Loss of $39 million for the year ended March 31, 
2010, compared to a loss of $156.9 million in the previous 
fi scal because of foreign exchange movements.

Cash fl ow hedges (or long-term hedging): Tata Consultancy 
Services (TCS) had forward contracts and currency options 
worth $51 million and $640 million (all notional value), 
respectively, at the end of March 2010.  

Also, TCS has foreign exchange contracts and currency 
options aggregating $779.9 million in fi scal 2010.

Usually, when a company like TCS quotes a price for an un-
dertaking for a client in the US, it would have a target profi t 
margin at a given exchange rate. So predictability in exchange 
rates is vital for meeting the desired profi t margins. And this is 
the reason TCS uses long-term hedging (or cash fl ow hedges) 
for long-term contracts.

At the end of March 2010, India’s largest soft ware services pro-
vider had hedges amounting to $1.47 billion to manage its future 
and current risk, including cash fl ow hedges of $690 million. 
Th e quantum of hedging in the past two years: in June 2008, 
TCS had hedges (rupee and dollar) 
of $2.3 billion, spread over 10-12 

quarters. Th e company did not respond to Outlook Business’s 
queries, so the reason for the drop in hedging isn’t known. But 
in a recent conference call with analysts, N Chandrasekaran, 
Chief Executive Offi  cer and Managing Director of TCS, opined 
that currency is a “big problem” and that he expects the margin 
to “dip in the immediate quarter.” In the last two fi nancial years, 
TCS has lost $196 million because of foreign exchange. Forex 
experts say that if the rupee does not move as expected and your 
hedges are of long terms, the pain will be prolonged.

Short-Term Hedging
(Two Quarters Or Six Months)
 WHO DOES IT:  Infosys Technologies
 IMPACT:  Hedges up to 100% of net earnings for two 
quarters, amounting to around $1 billion. 

Infosys made a foreign exchange gain of $63 million from 
derivative fi nancial instruments in fi scal year 2010, compared 
to a loss of $165 million the previous year.

Infosys trusts a short-term outlook when it comes to forex 
hedges. Its policy is to cover 100% of its net earnings (dollar 
earnings less dollar expenses) for the next two quarters. “Given 
the volatile forex environment today, we think it best to take 
a short-term view. If your calculations go wrong, the pain will 
last only for one or two quarters. Also, it’s much easier to shift  
to a new strategy,” says V Balakrishnan, Senior Vice-President 

and Chief Financial Offi  cer, Infosys.
In terms of hedging products, the soft ware services fi rm uses 

both forwards and options. Under options, it subscribes to both 
vanilla options as well as exotics like barrier options (where the 
option to exercise depends on the underlying unit reaching a 
given level).

Th e stakes are pretty high for Infosys as a 1% appreciation of 
the rupee would adversely impact its operating margin by 40 
basis points (one basis point is one hundredth of a percentage 
point). For a company with revenues in excess of Rs 22,742 
crore, that works out to Rs 90 crore.

NILOTPAL BARUAH

 Given the volatile 
forex environment, we 
think it best to take 
a short-term view. If 
calculations go wrong, 
the pain will last for 
one or two quarters.

—V Balakrishnan,
Senior Vice-President and 
CFO, Infosys
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 Currency is a big 
problem. We should 
expect margin to dip 
in the immediate 
quarter. 

—N Chandrasekaran,
CEO and MD, TCS
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Explaining the rationale behind taking a short-term view, 

especially aft er what happened during the 2007-08 forex cri-
sis, Balakrishnan says: “If you think the rupee will appreciate 
on a sustained basis and work with that assumption in mind, 
you can get into serious trouble. Th e second learning we had 
is that India is far more globalised than we think—so global 
developments will haunt the rupee even if we are on a strong 
wicket at home.”
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Hedge With Medium-Term
Outlook (One-Year Time Frame)
 WHO DOES IT:  Dr Reddy’s Laboratories
 IMPACT:  Net forex gain of $2 million in 2009-10, compared 
to a forex loss of $14 million the previous year.

With more than 70% of its revenue coming from the US and 
Europe, the Hyderabad-based pharma major prefers taking a 
medium-term outlook on the rupee’s movement to determine 
how it will protect its export earnings.

“Our aim is to neither make a profi t nor incur a loss through 
hedging but to protect the cash-fl ows of the company from vola-
tility,” says Umang Vohra, Chief Financial Offi  cer of Dr Reddy’s 

Laboratories. “We don’t go out more than 12-18 months; this 
is based on our view that anything beyond a year-and-a-half 
is diffi  cult to predict given the world economic situation.” As 
per this view, the fi rm expects the rupee to move in the 44-47 
range against the dollar.

Th e range is determined aft er apportioning a probability for 
appreciation and depreciation of the rupee. “I wouldn’t want to 
bet 100% of the time that the rupee will appreciate; rather I’ll bet 
that the rupee appreciates 70% of the time and depreciates 30% 
of the time. Th is gives rise to a range,” explains Vohra.

At present, the company hedges about 60% of its net exposure 
on the rupee-dollar front, while euro earnings are used to serv-

ice the debt incurred in acquiring a company in Germany. “If 
there’s a depreciating bias, the hedging ratio will be lower. But 
if there’s an appreciating bias, the hedging ratio will go up. We 
re-visit our hedging levels every quarter to check if the rupee is 
holding out as per our outlook. If not, we make the necessary 
changes,” says Vohra.

bulk of its exports are to Europe, where the receipts are in eu-
ros. In 2009-10, Maruti exported cars worth Rs 4,500 crore and 
imported components to the tune of Rs 3,000 crore, gaining an 
export surplus of Rs 1,500 crore.

At the start of every fi nancial year, Maruti budgets a rate at 
which it expects to manage its forex transaction. Th ereaft er the 
company’s treasury wing ensures that 50% of the net exposure 
in export earnings and import payments are hedged. Interest-
ingly, Maruti hedges almost 100% of its net receivables in the 
fi rst quarter, reduces it to two-thirds in the second quarter and 
lowers it to a third in the fourth quarter. “Given the volatility 
in currencies it is important to cover short and gradually build 
positions for the rest of the year. Th is gives you an opportunity 
to participate in any upside while protecting your budgeted rates 
with 50% covered exposure,” says Maruti’s CFO Ajay Seth.

Even the 50% is hedged only in forwards, and the fi rm is yet 
to subscribe to currency options. Seth believes the cautious ap-
proach of the company has helped it weather adverse currency 
movements in fi scal year 2010, with zero impact on profi ts. 
Going forward, Maruti plans to increase the hedging ratio or 
try currency options.

Bunching Of Transactions To Take 
Advantage Of  A Natural Hedge
 WHO DOES IT:  A leading rice exporter
 IMPACT:  No loss or gain.

Th is company exports more than Rs 400 crore worth of rice every 
year, and imports nearly Rs 100 crore of pulses. On paper, it may 
seem like a natural hedge but, in reality, money received from 
rice exports may not match the payment due on imports.

Since rice is a seasonal commodity, the bulk of its export hap-
pens between October and March, while demand for pulses 
continues year-round. For the natural hedge to work, both have 
to occur at the same time.

“People are confused [about the natural hedge]. Just because you 
have a payable and a receivable in the same currency, it doesn’t 
mean your risk is eliminated,” says PV Raghunathan, a forex 
consultant for truck maker Ashok Leyland. “Th eoretically, you 
are naturally hedged if you receive and pay dollars at the same 
rate. If you don’t ensure that, you are not naturally hedged.”

A quirk of commodity trading is that prices are oft en based 

on individual transactions  —a commodity may have diff erent 
quotes for the same quality. So this rice exporter bunches trans-
actions for a particular period of time and takes a forward cover 
for a percentage of the receivables from the bunched lot. “We 
follow transaction-based forward cover, for durations ranging 
from 90 to 120 days,” says a senior company offi  cial. During 
the last export season, the company hedged 30% of its net re-
ceivables. “Th ere is no mathematical formula to determine this 
[how much to hedge]. It’s a call we take based on how the cur-

Currency Volatility Clause
 WHO DOES IT:  Infosys Technologies Ltd
 IMPACT:  Cheaper than other hedging products.

Usually, clients or buyers based in the US or Europe are not im-
pacted by the movement of the rupee against the dollar or euro 
as billing is done in their currencies. A volatility clause in the 
contract is one way of sharing the risk and also gaining from 
changes in the foreign exchange rate.

For a year now, Infosys has tried to include this clause in its 
contracts. According to the clause, if the rupee appreciates 5% 
against the dollar, the client will pay 5% extra to Infosys. And 
if the rupee depreciates 5%, Infosys will charge 5% less. “We do 
try that [the forex volatility clause] because the cross-currency 
volatility is too high now,” V Balakrishnan, CFO, Infosys, ex-
plained in a recent conference call with analysts. “In some of the 
contracts we have clauses to protect us for a movement of plus or 
minus 5% on the currency front but not all customers agree to it 
because currency is something which we have to manage.”

Forex experts say such clauses may work out cheaper for com-
panies compared to hedging product like options, which have 
an upfront premium. At the same time, it’s not possible to con-
vince clients of textile and garment exporters to include such 
clauses; orders are spread over many suppliers in many coun-
tries. “Clients who have long-term working relationships with a 
service exporter would be willing to include such clauses in the 
contract. Even otherwise, contracts do have clauses that enable 
fi rms to ask for repricing when the rupee has appreciated fast,” 
says a senior offi  cial at a soft ware fi rm, who cannot be named 
as he is not authorised to talk to the media.

In general, Japanese companies are more willing to have such 
clauses. “Importers from Japan will compensate to an extent if 
the rupee fl uctuates violently. Th e clause says the matter will be 
discussed. But even without the clause, it’s a gentleman’s under-
standing. It’s almost taken for granted that a Japanese company 
will help you,” says PV Raghunathan, a forex expert.

Hedge Only 50% Of Exposure
 WHO DOES IT:  Maruti Suzuki
 IMPACT:  Zero impact because of exchange variation in fi scal 
2010, compared to negative impact of 0.9% on net sales. 
Manufacturing and administration cost lower by 50 basis 
points because of positive exchange variation.

India’s largest car-maker faces currency risk on two fronts. It has 
to make payments in yen for import of key auto components 
from its parent company and other suppliers in Japan. And the 

 Our aim is to 
neither make a profi t 
nor incur a loss 
through hedging but 
to protect the cash-
fl ows of the company 
from volatility.

—Umang Vohra,
CFO, Dr Reddy’s Laboratories

 Given the volatility in currencies it 
is important to cover short and gradually 
build positions for the rest of the year.

—Ajay Seth,
CFO, Maruti

 We export only branded 
products, so we can manage 
our margins fairly well. We are 
not looking to take advantage of 
exchange-rate fl uctuations.

—Navas Meeran,
Managing Director,
Eastern Condiments
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Hedging Rupee Expenditure
 WHO DOES IT:  Cognizant
 IMPACT:  Net foreign exchange losses of $10.5 million for the 
three months ended March 2010, and downward revaluation 
of rupee assets by $36.9 million.

As a US-based soft ware services fi rm, Cognizant’s problem is 
not about managing its receivables from clients. In fact, more 
than 78% of its revenue for the latest quarter came from clients 
in North America, in dollars—the same currency it reports in. 
Cognizant’s forex risk comes from its rupee expenditure from 
salary payments, accounting for nearly 30% of its global cost.  

Any adverse movement in the currency would impact its mar-
gin: if the rupee appreciates against the dollar, Cognizant’s wage 
bill will increase in tandem. With increased currency volatility 
in the last three years, the company has put in place a hedging 
programme to reduce this risk.

“Without a hedge programme, a 1% move of the rupee will 
impact our operating margin by about 0.25%,” says Gordon 
Coburn, Chief Financial and Operating Offi  cer, Cognizant. 
Th us, it has now taken forward contracts worth $1.2 billion 
for three years, until 2012, with an underlying rate of Rs 48 to 
a dollar. “Th e goal is to reduce volatility due to forex fl uctua-
tions,” he adds.  Apart from salaries, the value of assets that are 
in India also impact the company. Since all rupee-denominated 
assets have to be converted into dollars on the balance sheet, 
any change in the exchange rate makes a diff erence. 

Hedging for rupee assets is the opposite of cash-fl ow hedges, 
where Cognizant buys rupees in forward contracts. But there is 
no natural hedge available from these two diametrically opposite 
hedging actions as the accounting treatment is diff erent. In the 
case of assets, gains or losses are adjusted to the value of assets 
on the balance sheet, whereas cash fl ow hedges are matched 
against actual future cash-fl ow. 

9
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rency moves,” he adds.
Th e offi  cial points to the success of the company in breaking 

even on forex transactions as evidence that bunching of trans-
actions does work.

Like the rice exporter, the Kochi-based Eastern Condiments 
has also restricted its forward coverage on its net exposure dur-
ing the last year to just 25%. “We export only branded products, 
so we can manage our margins fairly well. We are not looking 
to take advantage of exchange-rate fl uctuations,” says Navas 
Meeran, Managing Director of Eastern Condiments. In 2009-
10, the company exported spices worth Rs 82 crore. It has a 
natural hedge for nearly 10% of its exports by way of coriander 
and turmeric imports, apart from a foreign currency loan of Rs 
8 crore, which acts as an additional natural hedge. 

No Hedging
 WHO DOES IT:  SpiceJet and Hyundai
 IMPACT:  Not known

For SpiceJet, the country’s second largest low-cost carrier, 70% 
of costs (including the price of aviation turbine fuel) are linked 
to how the dollar moves globally. Th e airline’s forex-related 
monthly payout on account of operational expenses stands at 
around $14 million. It had over $10 million of external commer-
cial borrowings (ECB) on its balance sheet (including principal 
and interest pay-out) and foreign currency convertible bonds 
(FCCB) to the tune of $80 million as of  March 31, 2010.

Th e airline has not taken recourse to any hedging instruments 
as it found the premium on mid- and long-term products to be 
on the higher side, says its CEO Sanjay Aggarwal. So, while it 
enjoys the upside of any rupee appreciation, it has taken a calcu-
lated risk by exposing itself to the rupee becoming dearer in the 

global market. “Analysts believe the dollar will remain at Rs 46-
47, which is in line with our plan estimates,” says Aggarwal. 

Rather than managing currency volatility, SpiceJet is focusing 
on reducing its forex-related expenditure and turning it into ru-
pee expenses. For instance, it spends around $1million annually 
on training pilots in simulators, in Dubai, now, SpiceJet plans to 
use an upcoming simulator facility in Bangalore. Similarly, it has 
tied up for aircraft  maintenance and repair with the Malaysia-
based MAS Aerospace Engineering, which will soon set up a 
facility in Hyderabad—a saving of $2 million annually. 

SpiceJet is also working to build a natural hedge against the 
forex payouts by stepping up its dollar earnings. It has appointed 
general sales agents in the Middle East and South East Asia to 
capture a share of the $350 million foreign nationals spend on 
travel within India. Dollar earnings will also go up when its in-
ternational routes—Dhaka, Kathmandu and Maldives to start 
with—take off  in the second quarter of this year. <

Forex Loan As A Natural Hedge 
Against Export Earnings
 WHO DOES IT:  Ashok Leyland, GMR Group and Indian Oil 
Corporation
 IMPACT:  IOC’s entire forex risk from holding inventory (20 
days) is managed through short-term foreign currency loans. 
Ashok Leyland has not made losses in forex transactions 
except for a small notional loss in 2008-09.

“We are not in the business of making money from foreign cur-
rency fl uctuations,” says A Subba Rao, Group CFO, GMR, which 
has interests in the airport, power and road sectors, among oth-
ers. Rather, the company is banking on foreign currency loans 
to act as a natural hedge against forex fl uctuations: it’s borrowed 
nearly $1 billion to fi nance its airport and power projects. For 

the airport projects, the loan will be serviced through dollar 
earnings such as airport development fee, landing and parking 
charges. Th ere’s also a $475 million loan to hedge against dol-
lar earnings; the Turkish operations are funded by a €336 mil-
lion loan; and there’s a $500 million overseas loan to fi nance its 
power projects, where 90% of exposure is hedged. Indian Oil 
Corporation (IOC), too, has taken a short-term foreign cur-
rency loan of around $3 billion to match its average inventory 
holding of that same amount.

Borrowing in dollars has been a mouth-watering opportunity 
for Ashok Leyland this past two-and-a-half years. Reason: with 
US interest rates low, the truck-maker has been able to raise dol-
lar loans at 6% or so. Th e alternative, rupee loans, has been at 
least 200 basis points costlier. What’s more, CFO K Sridharan 
sees a further strengthening of domestic interest rates.

One thing those who take dollar loans fear is a dramatic awak-
ening of the rupee. It means they have to shell out more rupees 
to repay the same amount of dollars. Enter Ashok Leyland’s 
natural hedge strategy. Simply put, the company has something 
that represents an opposing fl ow of dollars compared to loan 
repayment. Th e reference is to its export earnings. From about 
$170 million last year, Ashok Leyland expects exports to bring 
in about $200 million this year. 

“Now, if the rupee were to strengthen, I would benefi t in my 
loan and lose out in my exports. And vice versa,” says Sridharan. 
Even if the company needs to repay loans worth $100 million, 
he reckons there’s enough and more of the natural hedge cush-
ion. It isn’t surprising, therefore, that the company is mulling 
over-taking dollar loans again as part of a programme to raise 
Rs 800 crore for its capex plans.

Th ere’s a rider to the natural hedge situation, though. You 
have to receive and pay dollars at the same rate, in order to be 
naturally hedged.

its imports at Rs 45 and competitor Y hedges only 50% at Rs 45. 
Subsequently if the rupee appreciates to Rs 40, Y would be able 
to import at 10% less for its unhedged portion, and this could 
be used to off er lower rates to customers. 

Fully Hedging Th e Exposure
 WHO DOES IT:  GMR Group for its power projects
 IMPACT:  Not less than 90% of net exposure is hedged.

Companies that plan to totally eliminate forex risk usually opt 
for complete hedging. Th at’s what GMR has done for its power 
projects—at any point of time, 90% of the exposure is hedged.

GMR has borrowed $500 million to purchase equipment. It 
has no natural hedge to protect its liabilities (interest payment 
and principal repayments), as there is no scope to earn in dol-
lars from a domestic power project. At the same time, overseas 
borrowing works out cheaper due to diff erences in interest rates. 
To ensure it isn’t caught on the wrong foot by currency fl uctua-
tions, the company has left  just 10% of its borrowings exposed. 
“We keep a close tab on how the dollar moves and keep fi ne 
tuning the exposure,” says GMR’s CFO A Subba Rao, who feels 
the group’s conservative strategy towards foreign currency ex-
posure has helped it in the long run. “We can sleep in peace,” he 
says, “and not worry too much about how the dollar or rupee 
will move, going forward.”

Th is strategy may not always work, especially when you have 
close competition. For example, assume company X hedges all R
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 Even if the 
company needs to 
repay loans worth $100 
million, there’s enough 
and more of the natural 
hedge cushion.

—K Sridharan,
CFO, Ashok Leyland

 Without a hedge 
programme, a 1% move 
of the Indian rupee will 
impact our operating 
margin by about 0.25%

—Gordon Coburn,
Chief Financial and Operating 
Offi cer, Cognizant

 The airline has not 
taken recourse to any 
hedging instruments as 
it found the premium 
on mid- and long-term 
products to be on the 
higher side

—Sanjay Aggarwal,
CEO, SpiceJet
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