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Foreign exchange spot, forward and swap fransactions

The business results of import- and export-oriented companies can be affected by exchange

rate fluctuations. These fluctuations are very difficult to predict. Companies (investors)

can hedge this risk with forex forward transactions, or engage in forex spot transactions to

buy or sell a foreign currency at the current exchange rate to the Swiss franc.

Foreign exchange spot transactions

In a spot transaction, freely tradeable currencies are
bought or sold at the current exchange rate, which is called
the spot rate.

Conditions

= CHF account

= Foreign currency account
= Sufficient available funds

Advantages at a glance
= Settlement is one to two business days after conclusion
= No minimum amount is required

= Immediate hedge against exchange rate changes

Risks / disadvantages

= The client cannot make use of the opportunities that will
arise if the exchange rate develops better than expected
after the spot transaction.

Foreign exchange forward transactions
A forex forward transaction can be used to hedge exchange
rate risks for future flows of funds.

In a forward transaction, freely tradeable currencies are
bought or sold for a specific maturity date. The exchange
rate is agreed when the forward transaction is con-
cluded. The exchange rate for the forward transaction is
based on the spot rate, adjusted by a premium or a
discount. The premium or discount is primarily calculated
as the inferest margin between the two currencies over
the term of the transaction. The minimum amount for a forex
forward transaction is CHF 50000 or countervalue and
forward transactions can be concluded for a maximum of
12 months.

Conditions

= Existing accounts in CHF and foreign currency

= Conclusion of the framework agreement for option,
forward and future transactions

= Risk assessment for foreign exchange forward and swap
transactions for clients without a securities account

= Collateral (percentage of contract value) plus negative
replacement value

Advantages at a glance
= Exchange rate risks for future flows of funds are hedged
= Basis of calculation is fixed because exchange rate

is fixed

Risks / disadvantages

= The fixed forward rate means that investors cannot
benefit from any positive exchange rate developments
in the future.

= As forex forward transactions are subject to changes
in interest and exchange rates, the investor may have to
provide additional collateral at a later date.

Foreign exchange swap transactions

A forex swap transaction (swap) is a combination of a
spot fransaction and a forward transaction. A swap is the
simultaneous purchase and sale of identical amounts

of one currency for another at a later date. The difference
between the two exchange rates is again mainly deter-
mined by the interest margin between the two currencies.
The minimum amount for a forex swap fransaction is
CHF 50000 or countervalue and swap fransactions can
be concluded for a maximum of 12 months.

Wir begleiten Sie im Leben.



Conditions Foreign exchange swap transaction

= Existing accounts in CHF and foreign currency Sample Company has a sizeable balance in this USD

= Conclusion of the framework agreement for option, account, some of which it will only need in five months’ time.
forward and future transactions The company expects the USD exchange rate fo rise,

= Risk assessment for foreign exchange forward and swap and also needs a better cash flow in Swiss francs. One op-
transactions for clients without a securities account tion is a forex swap transaction. The company sells the

= Collateral (percentage of contract value) plus negative US dollars for Swiss francs in a spot transaction, and at the
replacement value same time buys back the US dollars for a date five months

in the future at the forward rate.

Suitability / advantages

= Extension or reduction of the term of a spot, forward or Limit orders in forex trading
another swap transaction
= Cash management support Zuger Kantonalbank accepts limit buy and sell orders
that are valid around the clock. The best known limit orders
Risk / disadvantage in forex trading are:
= The fixed forward rate means that investors cannot
benefit from any positive exchange rate developments Limit order to buy or sell foreign currency
in the future. This is an order to buy or sell a currency at a specified
exchange rate. The order may only be executed if the set
Examples as illustration exchange rate is reached. A limit order can be placed
from CHF 50000 or countervalue for a period determined
Foreign exchange spot transaction by the client or until cancelled.
Sample Company received euros paid into its EUR account.
However, it needs Swiss francs to settle its obligations. Stop loss
As the exchange rate is currently attractive, it sells the euros A stop loss order is useful as a hedge against un-
for Swiss francs. welcome exchange rate fluctuations. This order should be
executed when the market rate exceeds or falls below
Foreign exchange forward transaction the limit set by the investor. Stop loss orders can be placed
Sample Company sold a machine for CHF 250000 to from CHF 50000 or countervalue. It is either valid until

be delivered in six months’ time. To manufacture the machine,  a specified date or until cancelled.
it imports components from the eurozone, which is also
has to pay in six months' time. To hedge the exchange rate One cancels the other (OCO)

risk, the company buys the euros it needs in six months’ The one cancels the other order is a combination of a
time for Swiss francs at the forward rate. Six months later, stop loss and a limit order. As soon as one of the orders is
the euros are credited to the EUR account and the Swiss executed, the other order is cancelled. This allows in-
francs are debited to the CHF account. vestors to take advantage of a beneficial exchange rate

development while still hedging their risks.

Disclaimer

The information used in this publication derives from external sources that Zuger Kantonalbank considers reliable. Zuger Kantonalbank has no reason to assume otherwise. Nevertheless, Zuger
Kantonalbank cannot guarantee that the information in this publication is up to date, correct or complete. This is provided for information purposes only. It constitutes neither an offer in the legal sense
nor a solicitation or an individual recommendation for the purchase or sale of certain financial instruments or banking services, and therefore cannot replace a client consultation with further specific
product information. This publication does noft relieve the recipients of the need fo exercise their own judgement. Recipients should in each case also draw upon the specific product documentation as
well as the brochure of the Swiss Bankers Association concerning ‘Special Risks in Securities Trading (2008)’ (available on the home page of the Swiss Bankers Association: http://www.swissbanking.org/
library/studien-reports/besondere-risiken-im-effektenhandel-neuvauflage-im-2017-geplant-2008-4/besondere-risiken-im-effektenhandel-nevauflage-im-2017-geplant-2008/@@download/file/11308 _d.pdf.
This publication contains no recommendations whatsoever of a legal nature or pertaining to investments, accounting or tax matters, nor can it disclose all risks relating to financial instruments. Recipients
of this publication are advised to check before each transaction whether this is appropriate for their specific circumstances and objectives. For this purpose, Zuger Kantonalbank recommends that the
recipients of this publication conduct an independent assessment of the specific financial, legal, regulatory, tax, credit and accounting consequences together with a professional financial advisor.
The present publication is moreover intended exclusively for persons domiciled in Switzerland who are not US persons, and is consequently expressly not intended for persons whose nationality and/
or place of residence prohibits access to such information on the basis of applicable legislation. Neither the present publication nor copies thereof may be sent or taken abroad. The Bank accepts no
responsibility for any such activities by third parties. Zuger Kantonalbank otherwise assumes no liability for potential losses or damage arising from the distribution or utilisation of this publication.



