Disclaimer
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The views and opinions expressed in this presentation reflect those of the individual
authors/presenters only and do not represent in any way Bourse de Montréal Inc.’s (the
“Bourse”) opinion or any of its affiliates. The presentation is not endorsed by the Bourse or its
affiliates. The information provided in this presentation, including financial and economic data,
guotes and any analysis or interpretation thereof, is provided solely on an information basis and
shall not be interpreted in any jurisdiction as an advice or a recommendation with respect to the
purchase or sale of any derivative instrument, underlying security or any other financial
instrument or as a legal, accounting, tax, financial or investment advice. The Bourse and its
affiliates do not endorse or recommend any securities referenced in this presentation. The
Bourse recommends that you consult your own advisors in accordance with your needs.
Although care has been taken in the preparation of these articles, the Bourse and/or its affiliates
do not guarantee the completeness of the information contained in this presentation, and are not
responsible for any errors or omissions in or your use of, or reliance on, the information. The
Bourse reserves the right to amend, review or delete, at any time and without prior notice, the
content of this presentation. The Bourse, its affiliates, directors, officers, employees and agents
will not be liable for damages, losses or costs incurred as a result of the use of any information
appearing in this presentation.

“S&P ®” and “Standard & Poor’'s ®” are registered trademarks of The McGraw-Hill Companies,
Inc. and “TSX” is a trademark of TSX Inc. (“TSX”). The products mentioned in this presentation
are not sponsored, endorsed, sold or promoted by S&P or TSX; and S&P and TSX make no
representation, warranty or condition regarding the advisability of investing in them.
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Who Hedges U.S. Dollar Cash Flow

e A Canadian exporter is at risk if the USD/CAD
exchange rate decreases.

« A Canadian importer is at risk if the USD/CAD
exchange rate increases.
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Canadian Exporter
e IE - St adld
« A Canadian exporter is selling goods to a U.S.
distributor.

 Payment is to be received at a later date.

* Risk of a declining U.S. dollar during the period.
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Hedging the Exchange Rate
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U.S. dollar is trading at C$1.0650.

The USX would reflect a value of 106.50.

The Canadian exporter expects to receive
payment of US$1,000,000.00 in 3 months.

Payment corresponds to C$1,065,000.00.
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How Many USX Options To Buy?

EW I
e Formula

Number of put contracts = U.S. dollar amount to hedge
Contract size of the option

= $1,000,000.00 USD
$10,000.00

= 100 contracts
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Cost of the USX Put Hedge

B E == SllLadll
e EXporter may purchase 100 3-month 106.50-strike
put.

e 3-month 106.50-strike put is trading at $3.10 per
contract.

e Cost of one contract is $3.10 X 100 = $310.00

« Exporter pays $310.00 X 100 = $31,000.00.
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Consider a U.S. Dollar drop
B E == SllLadll
* The exporter expects to receive US$1,000,000.00,
which corresponds to C$1,065,00.00.

= US$1,000,000.00 X 1.0650

 |f the exchange rate drops to 1.01 by the payment
date, the exporter would receive C$1,010,000.00.

= US$1,000,000.00 X 1.01

e The loss is C$55,000.00.

& TM

Montréal
Exchange




USX Put Option Settlement Value

« Difference between the strike price and the
BoC noon rate at expiration, multiplied by the
trading unit of the contract.

Settlement Value

= (Strike price - BoC noon rate) x 10,000 USD x 1 CAD
1 USD 100 cents CAN

= (Strike price - BoC noon rate) x 100
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USX Put Options Settlement Value
B E == SllLadll
Settlement Value

= (Strike price - BoC noon rate) X 100
= (106.5 - 101) x 100
= $550.00

« $550.00 X 100 contracts = $55,000.00

» $55,000.00 - $31,000.00 = $24,000.00
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 The position is cash settled in Canadian dollags.
o Ty&



Result of the Hedge
B E == SllLadll

* Payment received is C$1,010,000.00.
= $1,000,000.00 X 1.01

e Loss on payment is C$55,000.00.
= $1,065,000.00 - $1,010,000.00

* Net profit on USX put options is C$24,000.00.
= $55,000.00 - $31,000.00

* Net payment received is C$1,034,000.00.
= $1,010,000.00 - $24,000.00
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Consider a U.S. Dollar Increase
EW I

» Exporter expects US$1,000,000.00, which

corresponds to C$1,065,000.00.
= US$1,000,000.00 X 1.0650

 |If the exchange rate increases to 1.12, the exporter
would receive C$1,120,000.00.
= US$1,000,000.00 X 1.12

e The profitis C$55,000.00.

114 TM

Montréal
Exchange




Result of the Hedge
B E == SllLadll

* Payment received is C$1,120,000.00.
= $1,000,000.00 X 1.12

 Profit on payment is C$55,000.
= $1,120,000.00 - $1,065,000.00

e Loss on USX put options is C$31,000.00.
* Premium paid

* Net payment received is C$1,089,000.00.
= $1,120,000.00 - $31,000.00
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Canadian Importer
e IE - St adld
« A Canadian importer Is buying goods from a
U.S. distributor.

 Payment is to be made at a later date.

e Risk of an increasing U.S. dollar during the period.
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Hedging the Exchange Rate

ETV ZEEE( [T
U.S. dollar is trading at C$1.0650.

The USX would reflect a value of 106.50.

The Canadian importer must pay
US$1,000,000.00 in 3 months.

Payment corresponds to C$1,065,000.00.
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How Many USX Options To Buy?

EW I
e Formula

Number of put contracts = U.S. dollar amount to hedge
Contract size of the option

= $1,000,000.00 USD
$10,000.00

= 100 contracts
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Cost of the USX Call Hedge

e IE - St adld
e |Importer purchases 100 3-month 106.50-strike call.

e 3-month 106.50-strike call is trading at $3.40 per
contract.

e Cost of one contract is $3.40 X 100 = $340.00

* EXxporter pays $340 X 100 = C$34,000.00
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Consider a U.S. Dollar Increase

* The importer expect to pay US$1,000,000.00 or
C$1,065,00.00.
= US$1,000,000.00 X 1.0650

 |If the exchange decreases to 1.12 by the payment
date, the importer will have to pay C$1,120,000.00.

= US$1,000,000.00 X 1.12

e The loss is C$55,000.00.
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USX Call Option Settlement Value

« Difference between the BoC noon rate at expiration

and the strike price, multiplied by the trading unit of
the contract.

Settlement Value

= (BoC noon rate - strike price) x 10,000 USD x 1 CAD
1 USD 100 cents CAN

= (BoC noon rate - strike price) x 100
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USX Call Option Settlement Value

B E = Slladly
Settlement Value

= (BoC noon rate - strike price) X 100
= (112 - 106.5) x 100
= $550.00

« $550.00 X 100 contracts = $55,000.00

» $55,000.00 - $34,000.00 = $21,000.00
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 The position is cash settled in Canadian dollags.
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Result of the Hedge
B E == SllLadll

* Payment to be made is C$1,120,000.00.
= $1,000,000.00 X 1.12

* Loss on payment is C$55,000.
= $1,120,000.00 - $1,065,000.00

* Net profit on USX put options is C$21,000.00.
= $55,000.00 - $34,000.00

* Net payment made is C$1,099,000.00.
= $1,120,000 - $21,000.00
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Consider a U.S. Dollar Decrease

* Importer must pay US$1000,000.00, which
corresponds to C$1,065,000.00.
= US$1,000,000.00 X 1.0650

 |f the exchange rate decreases to 1.01, the importer
would pay C$1,010,000.00.
= US$1,000,000.00 X 1.01
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Result of the Hedge
B E == SllLadll

« Payment made is C$1,010,000.00.
= $1,000,000.00 X 1.01

 Profit on payment is C$55,000.
= $1,065,000.00 - $1,010,000.00

* Loss on USX call options is C$34,000.00.
* Premium paid

* Net payment made is C$1,044,000.00.
= $1,010,000.00 - $34,000.00
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Important Considerations
B E == SllLadll
 The exporter and importer have only hedged a
portion of the currency risk with the 100 contracts.

A more accurate hedge requires the use of the
option’s delta.

Number of option contracts = U.S. dollar amount to hedge
{ Contract size of the option }

Delta of the option
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Offsetting the Cost of the Hedge

The exporter and importer can use a collar strategy
to partially or completely off set the cost of the
hedge.

The exporter could sell call options and use the
premium collected to off set the cost of the puts.

The importer could sell put options and use the
premium collected to off set the cost of the calls.
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