SESystemqticEdge

Investment & Currency Management

AN SMPE’S GUIDE TO
MULTI-CURRENCY
TREASURY MANAGEMENT:

MAXIMIZE INCOME, MINIMIZE RISK

INCREASE FINANCIAL REVENUE « REDUCE FINANCIAL COSTS * MINIMIZE CURRENCY AND COUNTERPARTY RISKS




=

-

ore & .
“*'furning multi-currency T\
treasury management into %
a competitive advantage *

Gone are the days when managing cash meant parking it at the bank and simply
hoping for the best. Today’s SMEs are bold, agile, and global. They need financial
strategies that match their ambitions.

Multi-currency treasury management is no longer a luxury reserved for large
corporations with deep pockets and extensive resources. It is a competitive
advantage that SMEs can—and should—harness to fuel growth, protect profits and
seize new opportunities.

This guide offers a clear roadmap to better treasury decisions. From earning
market-rate interest on idle cash to safeguarding margins against currency volatility,
the strategies presented here are practical, effective, and accessible.

After all, robust treasury management is more than just a safeguard. It’s a strategic
Alain Groshens enabler that helps businesses manage risk, optimize cash flow, and stay ahead, no
matter their size.

Global success is no longer limited to large corporations. With the right tools and
insights, SMEs can achieve financial strength and stability across borders—and we
hope this guide supports you on that journey.

Alain Groshens, CEO & Co-Founder
SystematicEdge Limited
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Best-in-Class Cash
Management for SMEs

= B . o e
__a_te_.lnferest on 100% of your surplus _ca'_sh _

For many SMEs, one of the biggest challenges is earning
interest on idle cash — in a flexible manner, at market
rates. This is because daily deposit rates are close to 0%
at traditional banks, yet the central bank rate has been
above 5% in USD and 4% in EUR for the past several
years (see charts 1 and 2).

What’s more, ‘traditional’ tools like time deposits

are not flexible, so it may be impossible to unwind a
position before maturity and/or penalties may apply —
making them unappealing for SMEs.

Chart 1: USD cash rate - hit a recent high of 5.5% in 2024

Adding to the complexity, businesses operating across
borders often need to hold (idle) cash in multiple
currencies — for both planned and unexpected
expenses. Thankfully, a well-structured approach to
cash management can help to maximize interest, while
keeping access to funds flexible, and ensuring risk
remains low.

Let’s look a little more closely at the types of solutions
available to help businesses earn market rates on their
idle cash.

Chart 2: EUR cash rate — peaked at 4% in 2024
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Best-in-Class Cash Management for SMEs

Types of cash deposits available treasury service provider such as SystematicEdge)
can choose to back the deposit with different types

for SMEs of collateral. The choice of collateral depends on the
Cash deposits can earn different interest rates target interest rate, the need for liquidity, and the level
depending on the collateral used. of credit risk the business is WI”Ing to accept.

When an SME treasurer deposits cash at a bank, the The illustrative table below highlights three main

bank decides how much interest that cash will earn. types of deposits available, along with their associated
To achieve higher interest, the treasurer (or the SME'’s collateral:

Rates as of December 2024

uUsD Flexible Fixed deposit Fixed deposit
deposit (Bonds) (Asset-backed deposits)
1 month 4.25% 6.00%
2 months 4.25% 6.00%
3 months 4.25% 4.75% 6.00%
6 months 4.25% 4.75%
12 months 4.25% 4.75%
24 months 4.75%
EUR Flexible Fixed deposit Fixed deposit
deposit (Bonds) (Asset-backed deposits)
1 month 2.75% 5.00%
2 months 2.50% 5.00%
3 months 2.00% 2.75% 5.00%
6 months 2.00% 2.75%
12 months 2.00% 2.75%
24 months 2.75%
Deposit types Flexible Fixed deposit Fixed deposit
deposit (Bonds) (Asset-backed deposits)
Deposit collateral US Treasury Bills, Bank bonds Shares
Cash, JPY, CHF
Liquidity to Same day before 1 or 2 business days | 1 to 4 business days
withdraw noon or next
business day
Counterparty Government, Major banks e.g.: Stock exchange
Major banks e.g.: Citibank
Citibank

- SystematicEdge
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Best-in-Class Cash Management for SMEs

Flexible deposit

As the name suggests, a flexible deposit allows an SME
to withdraw cash at any time with little to no impact
on the interest earned. This type of deposit provides
businesses with both liquidity and interest, making it
ideal for SMEs that need quick access to funds without
sacrificing interest income. To maintain this flexibility,
the deposit must be backed by highly liquid collateral.
The two main types of ultra-liquid collateral used for
flexible deposits are:

* US Treasury Bills (or T-Bills). Short-term
government bonds that are easy to buy and sell,
ensuring quick access to cash when needed.

+ Treasury swaps (also called currency
swaps). In this arrangement, the treasury manager
(either a bank or a treasury solutions provider such
as SystematicEdge), on behalf of the client, deposits
cash with an exchange (like CME, Eurex, or HKEX)
and receives a lower-yielding foreign currency (such
as JPY or CHF) as collateral. At the swap maturity,
the collateral amount in foreign currency is repaid,
and the SME receives its original USD deposit plus
interest. This process carries no currency risk
because the exchange rate is locked in for the
duration of the swap.

Fixed deposits backed by bank bonds

A fixed deposit backed by bank bonds offers SMEs a
way to earn higher interest on their cash compared to
a regular bank deposit. Instead of simply leaving cash

in a bank account, the SME buys a bank bond directly
from an exchange. A bank bond is essentially a loan

to the bank, and since it’s purchased directly (without
intermediaries), the SME benefits from a higher interest
rate.

The level of risk is the same as leaving cash in the bank,
but the interest is often better, making it an attractive
option for SMEs looking to maximize their cash interest
without taking on additional risk.

Asset-backed deposits backed by shares

Asset-backed deposits give SMEs access to the ‘money

market’ directly on regulated exchanges such as Nasdaq.

By providing liquidity to the exchange without going

through an intermediary and using shares listed on the
exchange as collateral, asset-backed deposits deliver an
interest that is higher than traditional banking deposits.

SystematicEdge

Investment & Currency Management

Asset-backed deposits bear no counterparty risk as
they are transacted on regulated exchanges with no
market risk, if they are held until maturity.

Considerations:

*  Minimum deposit amount: USD 500,000.
* Maturity: Up to 6 months.

+ Cash withdrawal before maturity:
Asset-backed deposits are designed to be held
until maturity. Yet, it is possible to withdraw the
cash before maturity with no penalty, although
there could be a profit or loss depending on
market conditions.

ASSET-BACKED DEPOSITS

Currency: usD
Amount: $1,000,000
Start date: Mon, 16 Dec 2024

Maturity date: Mon, 17 Mar 2025

Net annualized interest: 6.00%
Net interest paid: $15,000
Collateral: Shares
Exchange: Nasdaq
Broker account
Deposit US$ 6% 100% Collateral
US$1m interest in shares

IOI Nasdaq
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Best-in-Class Cash Management for SMEs

Structured products for cash
management
A spotlight on dual currency deposits (DCDs):

Dual Currency Deposits, or DCDs, are short term (1
month, 2 months) deposits in a currency that can be
automatically converted in another currency if the FX
rate at maturity is above (or below) a pre-determined
level called ‘conversion strike’.

DCDs are designed to increase interest on cash and
earn a significantly higher yield than a conventional term
deposit in exchange for taking the currency conversion
risk at maturity. There is also the potential to receive

an exchange rate that is significantly better than the
prevailing spot or forward rates. An investor can specify
their desired conversion rate or their desired yield.

Why use a DCD?

If an investor has a view on the deposit currency, a
dual currency deposit strategy allows the investor to
benefit from higher interest. The interest is higher than
the interest on normal deposits in compensation for
the risks that are associated with DCDs due to being
exposed to foreign exchange risk.

Example

If an SME has upcoming payments in Chinese Renminbi
(RMB) and currently holds US Dollars (USD), it could
place its USD in a USD / RMB DCD.

This instrument combines a deposit and a potential
conversion at maturity depending on the level of USD /
RMB. Its purpose is to monetize the currency risk linked
to the dollar value of the future RMB cash flow.

The USD cash is placed in a 1-month time deposit at,
for this example, 9% net annualized in USD (e.g. usually
several percentage points above the current market
deposit rate).

At maturity, the USD deposit amount is automatically
converted in RMB if the observed USD / RMB rate
(again, at maturity) is above the pre-determined strike
rate, otherwise the deposit USD amount is redeemed.
The 9% interest is paid in any case.

Of course, it is also important to be aware of potential
risks with a DCD. For this transaction, the risk is that
the USD / RMB may move higher during the deposit
duration.

USD / RMB Dual Currency Deposit (DCD)

USD / RMB current

7.2500
spot rate:
Deposit currency: usD
Amount: $1,000,000

Fri, Nov 15, 2024
Fri, Feb 14, 2025

Deposit start date:
Maturity:

Fixed interest rate

annualized in USD 9% Net
USD / RMB:
Conversion rate (strike): 7.2500

Redemption at maturity
If USD / RMB >= 7.25:
If USD / RMB < 7.25:

RMB 7,250,000
$1,000,000

S

SystematicEdge
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Best-in-Class Cash Management for SMEs

Cash pooling: who does it
and why?

Many businesses look to optimize their cash
management and improve liquidity through cash
pooling. The benefits are significant once the setup

is in place. By combining cash balances from different
accounts or subsidiaries into one central account,
companies can reduce borrowing costs, maximize
interest on surplus funds, and improve their overall cash
management efficiency.

What is cash pooling?

Cash pooling involves managing cash across multiple
bank accounts within a group, and consolidating them
into a central master or header account. As a result,
cash pooling helps businesses manage cash across
multiple accounts within a group. There are three main

types:

* Physical pooling: Funds from various
accounts are physically transferred into
a master account that oversees cash for the
entire group and redistributes it as needed.
This method offers full control but requires
more administration.

BENEFITS OF CASH POOLING

Optimized interest earnings: Surplus
funds can be invested more effectively when

managed centrally.

Enhanced liquidity & risk management:
Centralized control allows for better liquidity

planning and risk management.

Improved cash visibility: Centralized
management provides a clearer view of the group’s
overall cash position.

* Notional pooling: Balances from different
accounts are combined for interest
calculation without transferring funds. This
improves interest earnings while keeping
each account separate, which is useful for
businesses with multiple entities.

* Hybrid pooling: A combination of physical
and notional pooling, offering flexibility by
physically pooling funds in some accounts
while using notional pooling for others. This
approach provides greater control over cash
flow while still benefitting from improved
interest management.

Each of these methods helps businesses optimize cash
use, reduce interest expenses, and increase interest

on idle cash. Choosing between physical and notional
pooling depends on the business structure, operational
needs, and regulatory considerations.

Pooling can also involve more complex arrangements,
such as zero-balancing (where subsidiary accounts
are swept to zero at the end of each day) or target
balancing (where accounts are maintained at specific
target balances).

Although cash pooling

is commonly used by
multinational corporations
and large organizations
with complex structures
and multiple subsidiaries
or divisions, it is becoming
more popular among SMEs.
In fact, we are seeing more
and more Hong Kong based
companies with many

local subsidiaries wanting
to implement the same
sophisticated programs as
their larger multi-national

Reduced borrowing costs: By offsetting
positive and negative balances, companies can

counterparts in order to
reap the benefits outlined.

minimize the need for external borrowing.

SESystematicEdge
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Best-in-Class
Principles for SMEs

Goal: Eliminate currency risk while controlling costs

How to assess currency Understanding these drivers helps SMEs anticipate
d . currency fluctuations and make informed decisions to
ynamics protect their profit margins.

Exchange rates are unpredictable — no one can .
accurately time or forecast currency movements. But Global Currency Drivers
businesses can assess the overall ‘currency dynamic’
based on three things: currency drivers, trends,

. SHORT TERM ANALYSIS
and risks.

1: Geopolitical events
» Russia-Ukraine war, US-China tensions, Covid
pandemic

From these three currency characteristics, we can
assess the FX risk impacting your profit margin,

how your business could benefit from the currency
market context and how to best implement currency

2: Central banks’ t li
protection (hedging) for your business. AR nb i oy

» Interest rates’ dynamic (Fed, ECB, PBoC,
Global currency drivers Bo), BoE)

Global currency drivers are essentially the initial ‘cause’
of currency movements. These drivers can be divided
into two categories:

3: Economic growth (or recession)
» Trade balance annual: USA -$800B,

China +$650B, EU +$15B
* Short-term drivers. Immediate factors like

geopolitical events (such as wars, trade disputes, or

pandemics), central bank policies (interest rate LONG TERM ANALYSIS:

decisions from the Fed, ECB, PBoC, BoJ, BoE, etc.), Secular trends (Structural)

and economic conditions (such as trade balances or » De-dollarization

recessions) that can cause sudden shifts in exchange

rates. » Emergence of Asia and China
* Long-term drivers. Broader trends that shape

currency markets over time, including de- » Digitalization

dollarization, the growing influence of Asia and

China, advancements in digital technology, and »> Globalization

ongoing globalization.

= SystematicEdge
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Currency challenges for SMEs

Currency Risk Management

Currency challenges that SMEs typically face include loss from currency volatility, currency hedging profit or cost,
currency conversion costs, no interest on idle cash, and counterparty risk as illustrated below.

Counterparty
risk

No renumeration
on idle cash

Currency risk management
for SMEs

We are often asked at what moment currency risk
arises. For many SMEs, the most relevant point is when
they set the selling price of their goods in one currency
(e.g. USD) and their suppliers’ costs are in another
currency (e.g. RMB).

There are two types of FX risk to keep in mind:

» Direct FX risk. This is more obvious — when
an SME pays suppliers in RMB but receives
payments from clients in USD, currency
fluctuations directly impact profit margins.

SESystematicEdge

& Currency

Loss from
currency volatility

Currency
challenges
for SMEs

Currency hedging:
profit or cost?

Currency
conversion cost

* Indirect FX risk: This is less apparent but equally
risky. For example, an SME paying its suppliers
in China in USD will still be exposed to the risk
of currency variation because if the RMB becomes
stronger (versus USD), the Chinese suppliers will
adjust their prices in USD higher, hence reducing the
SME profit margin.

Many business owners assume that paying and receiving
in the same currency ‘avoids’ FX risk, but the underlying
currency exposure still exists and must be mitigated.

AN SMFE’S GUIDE TO MULTI-CURRENCY TREASURY MANAGEMENT | 11



Impact of currency volatility on your
business

Currency volatility can impact your business in several
ways, including profit margins being wiped out and a
loss of competitiveness in terms of pricing with your
clients. In addition, supply chain disruptions can amplify
the risk of currency volatility. Moreover, if you are
looking for financing, raising money, or selling your
business, earnings volatility could lower your company’s
valuation and/or limit financing options. One of the
solutions to mitigate the impact of currency volatility on
your business is to hedge the currency risk.

Profit margins Can be wiped out

Pricing for clients

Compound
the currency
volatility risk

Supply chain
disruptions

A discount for

forex risk will apply
on the valuation of
your firm, reducing
your financing options

Earnings’ volatility

\/

SOLUTION: CURRENCY HEDGING

Loss of
competitiveness

1. Lock the currency rates.
2. Over a period of time.
3. For the amounts at risk in foreign currency.

SESystematicEdge

Investment & Currency Management

Currency Risk Management

Why hedge currency risk?

There are three main reasons to hedge your currency
risk:

1. To protect your profit margin from currency
volatility.

2. To increase your profit margin through effective risk
management.

3. To operate according to best practice corporate
governance and maximize your firm’s valuation and
financing options.

Focusing on point two, there are several ways to
increase your profit margin by hedging your currency
risk as outlined below:

* Potential positive P&L generation from hedging.

* Negotiate better prices from suppliers if you pay in
local currency: e.g. RMB payments in China.

* You can benefit from a higher selling price in local
currency from your clients.

* Pocket any currency risk buffer that you have priced
in (that you no longer need once you are “hedged”).

* Reduce cash consumption: no need to ‘pre-convert’
cash into foreign currency when you hedge.

Explainer: How SMEs can secure their profit
margin from FX volatility AND pocket their
currency buffer

Problem

Many SMEs face significant risk by not hedging their foreign
currency exposure, which can erode profit margins or lead to
direct financial losses. In some cases, this lack of protection

has even contributed to business failures. Yet SMEs often avoid
hedging due to the perceived high costs and the (perceived)
limited availability of simple, ready-to-use solutions in the market.

Solution

For those companies that don’t hedge, to protect their profit
margin from adverse currency fluctuations, many add a currency
‘safety buffer’ of a few percentage points on top of their

profit margin. However, when currency volatility increases, as
experienced frequently over the last 10 years, the currency
buffer may not suffice, and the SMEs’ profit margin could be
eaten away or even wiped out. Hedging can allow companies
to either keep this buffer as extra profit margin (increasing
profitability) or remove the buffer and lower their selling prices
(improving competitiveness).

AN SMFE’S GUIDE TO MULTI-CURRENCY TREASURY MANAGEMENT | 12



Currency hedging process

At SystematicEdge, the process we use to work with
our clients is to first undertake an FX risk analysis

to thoroughly understand what is at risk. During the
analysis, we identify and measure the FX exposure
and P&L impact on your business caused by currency
fluctuations.

We then design a customized systematic FX hedging
program, in line with your company’s financial

objectives.
(\/-/¥_>

Currency Risk Management

It will take into account whether hedging will generate
a positive P&L or a cost, which FX instruments to use,
and how to implement them for best execution.

The next step is, of course, implementation itself. This
is the actual execution of the FX financial instruments
following the systematic hedging program design.

Lastly, we perform continuous risk management. Once
a transaction is hedged, your financial results should be
insensitive to FX fluctuations.

o

FX risk analysis

Identifying and

Customized FX
hedging program

* FX hedged rate

Implementation

Transaction of FX

Risk management

Ongoing monitoring

measuring currency (budget rate) Futures, Forwards, and review
exposures and impact * Amount options
* Duration
\. /. \ J 9 J

||l'||1'!|w

i3 Ll
1y f
A |

We design a customized systematic FX hedging

program, in line with your company’s financial objectives.

SESystematicEdge

Investment & Currency Management
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Currency Risk Management

Structured framework to assess currency First, we want to establish the budget currency rate for
risk a business cycle (example 3 months, 6 months, 1 year).
For that, we need to understand first how the price of
goods for clients are set with respect to the supplier’s
cost and which budget currency rate is used. Then we
need to understand the schedule of the corresponding
cashflows in different currencies during a business cycle.

As outlined above, the first step in hedging currency risk
is to identify it. This requires a structured framework

to assess currency risk within an SME’s business
operations.

Take, for example, a business sourcing goods in China in
RMB and selling to clients in USD. In this example, let’s
assume USD is the company’s base currency.

This framework is illustrated below:

USD / RMB Budget rate = 7.00

How much risk amount = Purchase in RMB

1: Purchase from suppliers in RMB ¥59,500,000
2: Purchase converted in USD at the $8,500,000
budget rate of 7.00 RMB
+
3: Gross margin decision 15% $1,500,000
4: Sales to clients in USD $10,000,000

When: Define your firm’s business cycle - the 5 key dates

Prices setting date Dec-2022 Set USD / RMB Budget rate at 7.00
Payments to suppliers start date Jan-2023 RMB
Payments to suppliers end date May-2023 RMB
Payments from clients start date Mar-23 usD
Payments from clients end date Jun-23 usb

= SystematicEdge
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Investment & Currency Management



Currency Risk Management

Popular hedg|ng solutions * Example: USD will be sold at the hedged rate of
7.0 regardless of the currency fluctuation.
There are three hedging methods (which can be used

alone or in combination with any other solution), that
are most commonly used by our SME clients. For the

examples below, currency rates have been set only for + Margin deposit required: A security deposit is

* Obligation: The buyer must complete the
transaction at the agreed rate.

illustrative purposes: needed to guarantee the contract.
Futures or Forwards: FX rate, amount and A contract of this type provides certainty by locking in
maturity date are fixed exchange rates, protecting profit margins from market

A Futures or Forward contract locks in a fixed volatility.

exchange rate at a future transaction date for a fixed
amount.

Futures hedged rate = 7.0
7.3

7.2
71

7.0

6.9

Conversion rate

6.8

6.7

6.3 64 65 66 67 68 69 7.0 7.1 72 73 7.4 7.5
USD/RMB Spot

Forwards and Futures contracts provide
certainty by locking in exchange rates,
protecting profit margins from market volatility.

SESystematicEdge AN SME’S GUIDE TO MULTI-CURRENCY TREASURY MANAGEMENT | 15
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Currency Risk Management

Options contracts: Optional rate and * Flexibility: The buyer can choose to use the
amount contracts contract or not.
An options contract gives the buyer the right —but not ¢ Premium payment: A premium payment is
the obligation — to exchange currency at a specified rate required (similar to an insurance premium) to secure
and date. the option contract.

Example: USD can be sold at a minimum rate of * No margin deposit needed.

7.0, with the possibility of selling at a higher rate if

r i Options offer flexibility and protection against
market conditions improve.

unfavorable rates, while allowing the possibility of
benefiting from favorable movements.

Option hedged rate Strike = 7.0
7.5

74
7.3
7.2
71

7.0

6.9

Conversion rate

6.8
6.7
6.6

6.5

63 64 65 66 67 68 69 70 71 72 73 74 75
USD/RMB spot

Options offer flexibility and protection against
unfavorable rates, while allowing the possibility
of benefiting from favorable movements.
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Collar contracts

A collar is a type of options strategy that sets both a
maximum (cap) and minimum (floor) exchange rate,
creating a ‘band’ within which the exchange rate will
fluctuate. This protects against extreme currency
movements while limiting potential gains from favorable
market shifts.

A collar combines:

* A put option. Protects against the exchange rate
falling below the minimum (floor).

* A call option. Caps the exchange rate at a
maximum level, limiting the upside.

Currency Risk Management

Here’s how it works:

» Example: If an SME uses a collar, USD might be
sold within a range of 6.6 to 7.0, ensuring that the
final exchange rate stays within these limits.

* Zero-premium option: Depending on the
selected cap and floor rates, a collar can often be
structured without any upfront premium, as the cost
of buying the put option is offset by selling the call
option.

A collar balances cost and risk, providing a ‘safety zone’
for exchange rates. It protects SMEs from unfavorable
currency movements while eliminating or minimizing the
cost associated with standard options contracts.

Collar hedged rate

Floor=6.6 Cap=70
71
7.0
S 6.9
S 68
g
5 6.7
O
6.6
6.5
63 64 65 66 67 68 69 70 71 72 73 74 75
USD/RMB Spot
A collar balances cost and risk, providing a
‘safety zone’ for exchange rates.
SystematicEdge
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SYSTEMATICEDGE: CASE STUDY

How one company doing cross-border business with China
implemented best-in-class treasury management practices
to improve its profit margin and reduce costs

The client’s situation

The client, that we will call ‘ABC’, is a manufacturing company based in Hong
Kong and operating in US dollars. Their situation is very similar to that of many
other companies operating out of Hong Kong, therefore, using the concepts
discussed in this e-book, we wanted to share how we were able to help ABC
improve their profit margin and minimize costs associated with their multi-
currency treasury management.

ABC, which is an OEM (original equipment manufacturer), sells products to
clients mostly in USD. Conversely, their manufacturing costs are mostly in RMB,
although the manufacturing partner in mainland China allows them to pay in
USD. ABC thought this might be a great arrangement to pay in USD, as they
wouldn’t have to do currency conversions or take on the RMB risk. However,
what the client didn’t realize was that, by paying their supplier in USD, they
would implicitly or ‘indirectly’ take the RMB risk, as when the RMB strengthens
with respect to the USD, purchase amounts invoiced by Chinese suppliers in
USD increase. In addition, ABC would be paying more for the convenience of
paying in USD. If suppliers allow you to pay in your base currency (as opposed
to theirs), it is because they usually price in a ‘currency buffer’ of 5% or
more. After explaining the benefits of taking on — and hedging — the RMB risk,
the client decided to switch from USD and pay its Chinese supplier in RMB and
pocket the currency buffer. In order to implement this beneficial change, it
was key for ABC to understand how to manage their currency risk in the most
cost-effective way.

To better understand their business, we did a deep analysis of their cash flows,
as we do with every new client, to see where we could help them optimize
profit and minimize currency management costs. The first thing we checked
was how much they were paying for currency conversions, as this is the first
cost that can get eliminated by working with SystematicEdge. We did not
include this cost optimization in the illustration to this case study, but it is
something that companies often ignore and which can result in significant cost
savings. In ABC'’s case, they were paying 0.40% of the converted amount. By
working with SystematicEdge, they were able to practically eliminate this cost.

More information on ABC’s financial situation

On average over a year, ABC sells USD 20M worth of equipment, with total
annual purchase cost of about RMB 113.9M (USD 17M equivalent at a USD-
RMB exchange rate of 6.70).

ABC’s expected profit is USD 3M (20M —17M), which in this case represents

a profit margin of 15%, including a minimum target margin of 10%

and a currency buffer of 5%. In this situation, ABC is exposed to the USD /
RMB currency risk on the purchase cost in RMB: if RMB increases against USD,
ABC'’s profit margin will be reduced. For ease of illustration, we will assume that
ABC receives payments from clients and pays its suppliers at TO + 1 year.

= SystematicEdge
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To hedge or not to hedge, that was the
question

In order to better illustrate how hedging would protect
the company’s profitability, we looked at the impact of
adverse currency moves on ABC'’s profit margin in the
following two cases:

- Case A: ABC doesn’t hedge its currency risk; it
simply converts USD into RMB when needed to pay its
suppliers.

- Case B: ABC hedges its currency risk using Futures
contracts on the purchase cost amount (USD 17M),
which ‘lock in” the exchange rate at the beginning of
the year, making ABC’s P&L insensitive to currency
fluctuations.

Cash management

We also verified how much cash they had on their
balance sheet on average every month and how much
their bank was remunerating this cash. As they had

an average of USD 5 million at the bank every month,
but were getting zero interest, we also suggested

that the SystematicEdge Flexible Deposit would be a
good solution for them, and was at that time yielding
5.5%. We recommended a flexible deposit because we
understood that the company would prefer flexibility so
that they could withdraw their money at any time.

Cash pooling

During our deep dive analysis, we also noticed ABC
had five subsidiary entities across Hong Kong and
Singapore with substantial cash holdings, yet receiving
no remuneration and all borrowing at various interest
rates, higher than necessary. By implementing the
SystematicEdge cash pooling solution, they were able
to sweep idle cash into one ‘Cash Pooling’ account in
order to optimize their cash management, minimize
their borrowing costs and increase their visibility on
their overall cash position.

Increase in profit margin from best-in-class
hedging & cash management

As we can see in the below table, by hedging its
currency risk, ABC would be able to fully protect its
profit margin from adverse currency fluctuations
and pocket the currency buffer (5%). By paying its
suppliers in local currency (RMB), ABC would also be
able to negotiate better purchase prices than its
competitors who pay Chinese suppliers in USD.

In addition, with the SystematicEdge flexible deposit,
the client was able to lock 5.5% on his USD 5 Million of
cash which resulted in an extra USD 275,000 per year.

In total, our client would be able to lock in an increase
in profit margin of 5% (by locking in its currency safety
buffer), plus an extra 5.5% on their idle cash.

Profit margin increase with best practice multi-currency management

EXTRA MARGIN
from flexible
cash deposit

20%

10%

0%

SystematicEdge

& Currency

. Without hedge

. With hedge

CURRENCY
BUFFER

. Target profit margin
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Why paying Chinese suppliers in RMB (not USD) makes sense for SMEs

The development of the offshore RMB (CNH) and the subsequent roll-out of USDCNH Futures contracts have
been a game-changer for non-Chinese companies doing business with suppliers based in mainland China. As a
result, an increasing number of companies have already switched their payment currency from USD to RMB.

USD vs RMB payments

Payment in USD Payment in RMB
without FX hedge with FX hedge
Advantages » Convenience of paying in USD. * Better purchase price than USD.

* RMB currency risk fully eliminated.
* Pocket Currency Buffer of ~5%.

Drawbacks * Higher purchase costs in USD as
suppliers price in a currency buffer.

* Suppliers’ invoiced amounts in USD tend
to increase as RMB strengthens but don’t
usually decrease when RMB weakens.

* Gives the wrong impression that there is
no currency risk.

SESystematicEdge AN SME’S GUIDE TO MULTI-CURRENCY TREASURY MANAGEMENT | 20
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Suppliers revise up
prices in USD

Suppliers tend to keep
USD prices unchanged

despite weaker RMB Better prices
in RMB

Purchase cost in USD

RMB weakens <— Today — RMB strengthens

[] Payment in USD [] Payment in RMB
without FX hedge with FX hedge

Tips on payments to China

v There are no restrictions for companies outside of China to use offshore RMB as a
payment currency.

v The procedure to remit a payment in RMB to a Chinese supplier is the same as for
USD payments.

v Chinese suppliers can issue invoices in RMB without VAT so long as the transaction
is a cross-border one.

(8) Listen to our podcast for more details

SESystematicEdge
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Two key features needed when protecting
your cross border currency risk against
today’s supply chain uncertainties

Today’s challenges

The Covid-19 pandemic and ongoing global conflicts
caused widespread disruption to supply chains across
industries. Supplier bottlenecks, delayed client orders,
and logistical challenges became (and remain) common.
Many companies that relied on traditional currency
hedging solutions found themselves trapped by inflexible
contracts with banks or FX providers. Renegotiating
these contracts often came at a high cost — if it was
even possible.

As such, in today’s unpredictable supply chain
environment, it is essential for companies to partner
with an FX provider that offers flexible hedging
solutions. When evaluating hedging options, two key
features are critical to ensure the solution is both
adaptable and cost-effective for your business needs:

Feature #1: Flexible dates

Imagine your client is postponing a payment in foreign
currency or your supplier is requiring an earlier-than-
expected deposit payment to secure production.
These are scenarios we often see with our clients.

To meet these challenges, the hedging program must
give you the flexibility to change future FX conversion
dates according to your company’s dynamic business
environment.

Solution: Look for a hedging program that allows
your conversion schedule to be changed if needed. You
may also secure an FX rate valid for all conversions
throughout the year or a series of monthly conversion
rates valid for 30 days.

Real-life example:

One of our Hong Kong-based clients hedged its yearly
RMB payments to Chinese suppliers against USD at a
fixed conversion rate at the beginning of the year. Due
to global conflict-related disruptions, the company had
to reschedule some of its RMB payments to next year.
Thanks to our flexible solution, we were able to adjust
the hedge accordingly at the same fixed conversion rate
at no extra cost.

Feature #2: Flexible amounts

Imagine your client is temporarily reducing order
amounts or your supplier is unexpectedly raising
purchasing prices. Again, situations we see all too often
with our clients. In order to manage through these
situations, the hedging program must give you the
flexibility to adjust conversion amounts when needed.

Solution: Look for a hedging program that gives you
the possibility to cancel part of the hedge at no extra
cost if conversions are no longer needed.

SESystematicEdge

& Currency
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What to know about hedge
accounting

As we have explored throughout this guide, SMEs
engage in FX hedging strategies to protect themselves
from the risks associated with fluctuations in exchange
rates. These fluctuations can be volatile, impacting

the financial performance of businesses involved in
international and cross-border transactions. By utilizing
financial instruments such as forward contracts and
options (derivatives), companies can aim to lock in profit
margins, secure predictable cash flows, and safeguard
against exchange rate volatility.

Derivatives must be reported at their fair value in
financial statements. This requirement means that the
market value of a derivative can change over time,
resulting in gains or losses recorded in the income

SystematicEdge

Investment & Currency Management

statement, in accordance with standard accounting
practices. However, these fluctuations may not
accurately reflect the true purpose of implementing a
hedge as part of effective economic risk management.

Hedge accounting offers a solution to the accounting
mismatches between hedging instruments and the items
being hedged, such as foreign exchange currencies.

It allows corporations and SMEs to record the profit

or loss from changes in the fair value of derivatives—
typically reflected in the income statement—to the
Other Comprehensive Income (OCI) section of the
balance sheet (cash flow hedge).

While hedge accounting can effectively record your
hedging strategies, it comes with specific qualifying
criteria that accountants must adhere to. For detailed
guidance, please refer to HKFRS 9 Financial Instruments
— Hedge Accounting.
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Final Thoughts: Unlocking the Power of Multi-Currency
Treasury Management

pooling, helps ensure that your cash is working as hard
as you do. Together, these practices can help safeguard
margins, reduce unnecessary costs, and improve
financial performance.

Best-in-class multi-currency treasury management starts
with understanding what drives currency markets. By
identifying and measuring your company’s currency
risks, you can take practical steps to manage them

through well-structured hedging strategies. For SMEs, taking control of their treasury operations

today will help them navigate tomorrow’s challenges
with confidence — and an increased profit margin.

But managing currency risk is only part of the equation.
Efficient cash management, including tools like cash

o

02

os

0

Understand the Identify and measure Eliminate Efficient cash
drivers of the currency risks currency risk by management
currency market in your business hedging will increase your
bottom line
\_ _J \_ J \ J \_ J

Applying these 4 points will: » Secure your profit margin » Substantially increase your bottom line

For more information contact SystematicEdge to discuss how we can help you to optimize
your multi-currency treasury management: insights@systematicedge.com

SESystematicEdge

& Currency
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SE SystematicEdge

We design customized multi-currency treasury solutions based on each client’s unique context to maximize
interest from cash holdings and protect against currency volatility with our FX Hedging product suite.

Cash management

Earn compelling interest on cash holdings through optimal treasury management. Companies doing cross-
border business often have idle cash in multiple currencies needed to be held for various known and
unknown expenses. VWe work with companies to optimize the income on these cash holdings while taking no,
or low market risk, depending on the client’s risk profile and need for flexibility in accessing their cash.

Cash pooling

Corporations intend to optimize their cash management and improve liquidity with Cash Pooling. However,
it involves the consolidation of cash balances from different accounts or subsidiaries within a group into a
single, centralized account, which is not always easy. Once accomplished, though, this allows the organization
to manage its cash more efficiently, reduce borrowing costs, and maximize interest earnings on surplus

cash. Cash Pooling is commonly used by multinational corporations and large organizations with complex
structures and multiple subsidiaries or divisions. However, we are seeing more and more Hong Kong based
companies with many local subsidiaries wanting to implement the same sophisticated programs as their larger
multi-national counter-parts.

Currency hedging

Many small and medium sized corporations are at risk because they do not hedge their foreign currency
exposure, resulting in the reduction of their profit margin or even losses. In some cases this can lead to
bankruptcies. The reasons often cited for taking this risk are the perceived high costs usually associated with
hedging and the lack of turn-key solutions in the market.

For those companies that don’t hedge, to protect their profit margin from adverse currency fluctuations,
many add a “currency safety buffer” of a few percentage points on top of their profit margin. However, when
currency volatility increases, as experienced frequently over the last 10 years, the currency buffer may not
suffice, and the SMEs’ profit margin can be eaten away or even wiped out.

To understand better who should hedge and why, including a detailed case study, read our whitepaper
written for SMEs, or contact insights@systematicedge.com to set up a meeting to discuss your unique
business situation.

Learn more about SystematicEdge by listening to the interview with RTHK Radio here.

Disclaimer

The information in this ebook is intended for “Professional Investors” ONLY. “Professional Investor” is
defined under the Securities and Futures Ordinance, Chapter 571 of the laws of Hong Kong as may be
amended from time to time. The information in this ebook is for information purposes only. It does not
constitute advice nor an offer to supply services. Information in this ebook is not intended to provide
professional or investment advice. Therefore, you are advised to seek independent professional advice.
Any use of this ebook and its contents is at your own risk. All materials in this ebook are protected by
copyright.

No part of the materials may be modified, reproduced, transmitted and distributed in any format for
commercial or public use without our prior written consent. The information contained in this ebook is
subject to modification and update from time to time without notice. This ebook contains no offer or
solicitation of any security, product or service in any jurisdiction (including without limitation the US and
the UK) where their offer or sale is not qualified or exempt from regulation or is prohibited by law.

SystematicEdge 11 Yip Hing Street, Southmark Tower A, Unit 3301, 33rd Floor,
Wong Chuk Hang, Hong Kong, SFC License No. BLO527



