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4-2 Assignment Foreign Exchange
Memorandum
TO: Executive Management

FROM: International Business Manager

DATE: April 26, 2026

SUBJECT: Impact of Foreign Exchange Risk on Q1 Malaysian Sales
	The following memo describes the profitability of our Malaysian sales contract (1,500,000MYR to sell 5,000 units) in different foreign exchange (FX) situations. Our break-even cost is $375,000 USD ($75 per unit). FX exposure is something that needs to be managed because exchange rate volatility will directly affect our bottom line (Dunung, 2024).
Foreign Exchange Calculations 
	Scenario 1 (Spot Rate): Converting our revenue using the April 1 spot rate of 3.52 MYR per USD yields $426,136 USD (1,500,000 / 3.52). Subtracting our expenses will leave us with a profit of $51,136 USD.
	Scenario 2 (Forward Rate): Locking in the January 1 forward rate of 0.317 USD per MYR yields $475,500 USD (1,500,000 × 0.317). A deduction of our costs leaves us with a profit of $100,500 USD.
	The forward contract would almost give us twice the profit since it would cushion us against the depreciation of the MYR between January and April. Alamad (2025) highlights that forward contracts are very effective in proactively managing risks to protect international businesses against such unpredictable currency depreciations.

Spend or Save
	 Another plan (Scenario 3) is that the 1.5 million MYR be spent locally to get raw materials. This operational approach is a natural hedge, which does not require currency conversion and avoids FX risk altogether (Dunung, 2024). The strategy will be very viable as long as we have a steady operation demand of materials in Malaysia and our suppliers locally satisfy our quality and price requirements.
Conclusion
 	Foreign exchange risk has the potential to greatly reduce the profitability of foreign transactions. Exposing treasury to changes in the daily spot rate restricts the potential to gain profits, but the margin is hedged by the use of financial instruments, such as forward contracts, or through the use of natural hedges. Currency risk management is essentially critical in normalizing and optimizing corporate financial performance.
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