Expand on how you can reduce foreign exchange exposure NB for May 2011
Foreign exchange risk for the South African international company arises as a result of the declining rand. 
These risks need to be managed and strategies need to be put in place in order to reduce these risks. 
Transaction exposure is the degree to which the value of future cash transactions can be affected by exchange rate fluctuations.  
Translation exposure is the exposure of consolidated financial statements of a multinational enterprise to exchange rate fluctuations.  
Transaction and translation exposure needs to be by managed by operating financial strategies where currencies are expected to depreciate and prices to rise.
Host countries subsidiaries will collect debts as quickly as possible.  They will encourage cash sales and not credit sales.  Delays in paying obligations denominated in local currency will be implemented.  All debts will be paid in strong currency as quickly as possible.  Companies will take the opportunity to buy fixed assets that will have a beneficial effect on cash flows in inflammatory conditions. 
Hedging strategies are a protection agains an adverse effect of the exchange rate such as forward exchange contracts, currency swaps and currency options.

A forward exchange contract is a contract between the bank and international firm which is a legally binding contract to give a foreign currency at a specific exchange rate at a future date. 
The purpose to to minimise risk because of the movement of the exchange rate. 
 A currency swap can be matched against assets but do not appear on the balance sheet of a company, this avoids both operating and translation exposure. 
 The foreign currency option is a contract giving the buyer the right but not the obligation to buy or sell a given amount of foreign exchange at a fixed price for a certain time period.
Currency options provide more flexibility than forward exchange contracts because the buyer is not obliged to exercise the option.
Economic exposure requires strategic choices which dont lie within financial management.  These stategies include the distribution of the firm's facilities and the productive assets to different international locations.  

