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that we get a good rate for our yen.

| am also worried that we are missing out on some cheap financing. We are paying about
8% to borrow for one year, but Ben Hurt was telling at lunch that we could get a one-year yen
loan about 1.75%. | find that a bit surprising, but if that’s the case, why don’t we repay our

1 (Business Model) dollar loans and borrow yen instead?
( Perhaps we could discuss these ideas at Wednesday’s meeting. | would be interested in
) your views on the matter.
. . : Jill Edison
2 OEM (Original Equipment Manufacturing
o : QUESTIONS:
) ODM (Own Designing & Manufacturing )
(OBM Own Branding & Manufacturing) OEM ODM OBM 1 Do you agree with Jill Edison’s viewpoints? Why or why not?
(Key Success Factor)

2 If you are opposed to Edison, please provide some vauable points for George preparing for

o5 Wednesday’s meeting.

Remark: A forward contract is an agreement to buy or sell an asset in the future at an agreed price. A

Globalization is trend! No business can avoid foreign exchange (FX) risk, even a domestic business. )
forward rate of exchange means the exchange rate for aforward transaction.

As asenior manager, it has become a MUST to understand how to manage the FX risk.
Background information:
People:
First person: Jill Edison is the CEO of “Imagine Display Corp.”, which is a VCR importer and
mostly importing from Japan.
Second person: George Lunger isthe Treasurer.
Time: Monday morning, 11:00 A.M.

What’sgoingon ? Hereisthe story:
“Jumping jackasses! Not another one!” groaned George Lunger. This was the third memo he had
received that morning from CEO. It reads as follows:

From: CEO'soffice
To: Company Treasurer

George,

| have been looking at some of our foreign exchange deals and they do not seem to make
sense to me.

First, we have been buying yen forward to cover the cost our imports. You have
explained that this insures us against the risk that the dollar may depreciate over the next year,
but it is incredibly expensive insurance. Each dollar buys only 101.3 yen when we buy
forward, compared with the current spot rate of 107.52 yen to the dollar. We could save a
fortune by buying yen as and when we need them rather than buying them forward.

Another possibility has occurred to me. If we are worried that the dollar may depreciate
(or do I mean “appreciate’?), why don’'t we buy yen at the low spot rate of ¥107.52 to the
dollar and put them on deposit until we have to pay for the VCRS? That way we can make sure



