
LUFTHANSA HEDGING ALTERNATIVES

Free Essay: Executive Summary Lufthansa CEO Herr Ruhnau was This case analysis will discuss the hedging
alternatives Ruhnau.

Choosing to hedge half of the exposure when he expected the dollar to fall. What ultimately eliminated this
alternative for consideration was that Lufthansa had several covenants that limited the types, amounts, and
currencies of denomination of the debt it could carry on its balance sheet. Hedging mitigates potential losses
and can be viewed as an insurance premium helping firms avoid steep currency losses. Remain Uncovered
This alternative does yield the greatest benefit in hindsight, however, it has the most risk. Ruhnau and many
others at the time believed the U. Why are they being purchased? The case allows the costs for each to be
calculated and compared to one another with little complication from other factors. He was considering four
alternatives to deal with this risk: 1 do nothing, 2 hedge using forward contracts, 3 hedge using options , or 4
use the money market to lock in current exchange rates. Firstly, a forward contract is an agreement between
two firms to buy or sell an asset at an indicated time at a price agreed upon today. Maintenance, repair and
overhaul MRO units, flying and training institutions, hedging on fuel and foreign currency have been offered
as some diversified projects airlines can look at. In January , a German company that uses Deutschmarks made
a large purchase from a U. Although this would not recoup previous exchange rate losses, it would allow
Lufthansa to enjoy any further drop in the value of the dollar or suffer any increases if the value of the dollar
turned once again. Choosing the hedge half the exposure when he expected the dollar to fall. References
History. However, in this scenario total potential exposure is still unlimited and the dollar could potentially
escalate to exorbitant levels, which results in extremely high amounts of Deutsche Marks. Scenario 3: The U.
Course Description The course explores the responsibilities of financial managers of multinational firms or
firms with multinational affiliates, suppliers, or product markets. In this exhibit we can see the hedging
characteristics of each of the alternatives. Another possibility is that Ruhnau would have not hedged, and the
U. If the U. He felt this purchase was a necessity, being purchase at the right time and price. No one can
predict the future exchange rate and should not be penalized for not knowing which direction and how far in
that direction the exchange rate will go. The difference between total DM cost of the partial forward cover and
the uncovered or put option would seem minimal in the long-run.


