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								    				    Coca Cola Risk Management Coca Cola, as a global company, is exposed to several market risks such as fuctuations in oreign exchange rates, commodity prices, interest rates which can can impa impact ct the the rm rm espe especi ciall ally y in its its nan nanci cial al per peror orma manc nce. e. Ther Thereo eorre the the company company regularly regularly exercis exercises es some derivative derivative nancial nancial instruments instruments mostly to minimise these exposures and reduce the market risk by hedging an underlying econom economic ic expos exposur ure. e. Howeve However, r, the compan company y does does not take take these these deriva derivativ tive e products or trading purposes. dditionally, the hedging instruments are usually used up to !" months in advance and will expire within #$ months or less. The exposure to these nancial market risks then will be monitored using several ob%ective measurement system such as sensitivity analysis.



Foreign Currency Exchange Rate Coca cola manages the exchange rate exposures by using a consolidated basis which enables the management management to get certain exposures exposures and take benet rom the the natu natura rall o&se o&set. t. The The rm rm us uses es deri deriva vati tive ve inst instru rume ment nts s su such ch as orwa orward rd excha exchange nge contra contracts cts and buys buys curre currency ncy option options, s, mainly mainly in 'apane 'apanese se (en and )uros, )uros, to lessen lessen the compan company*s y*s expos exposure ure to oreig oreign n curre currency ncy volati volatilit lities ies.. +n addition, it undertakes collars to hedge a specic portion o orecasted cash fows which also denominated in other currencies. oreover, the orward exchange cont contra ract cts s are are not not only only exer exerci cise sed d as hedg hedges es o net net inve invest stme ment nts s in glob global al operations but also to counteract the earnings impacts due to the fuctuations on monetary assets and liabilities.  There are - unctional currency rates which generated revenues o /#",#!0 million outside the 1nited 2tates in #3$. The oreign currency derivatives have values o /#!,00! million including the derivatives products that are allocated or hedg hedge e acco accoun unti ting ng with with air air valu value e in an asse assett o /4 /44" 4" milli million on by the the end end o  5ecember #3$.



Interest Rates  The company has issued debt hence it is sub%ect to interest rate fuctuation. The xed6rate and variable6rate are monitored both in short6term and long6term debt rom time to time by entering into interest rate swap agreements to handle the exposure o this interest rate volatility. +n #3$, i the interest rate increased a one percentage percentage point, it would have risen the interest interest expense expense by /$7 million. However, the increase in the interest expense will be o&set by the increase in interest income related to higher interest rates. +n addition, the interest rate risk also occurs in the investments o highly li8uid securities. The external managers within the guidelines o the investment policy have managed these type o investments because the company wants these investments to be an investment grade to reduce the potential risk o principal loss loss.. ore oreov over er,, the the polic policy y also also limit limits s the the amoun amountt o cred credit it expo exposu sure re and and estimates that a one percentage point increase in interest rates will result in a /0- million decrease in the air market value o the portolio.



 Commodity Prices  The commodity price, related to the purchase o sweeteners, %uices, metals, 9)T, and uels, is also fuctuated. The company manages this commodity risk by conducting a supplier pricing agreement which will allow the rm to have a purchase price or certain inputs that will be used in manuacturing and distribution. :urthermore, the company also uses derivative nancial products to control the exposure o this risk. )ven though some o these derivatives instruments do not 8ualiy or hedge accounting, they can help the rm to mitigate the price risk in the purchases o materials or manuacturing process and the uel or operating the vehicle feet. Thus, it can be concluded that those instruments are e&ective economic hedges. ;n the other hand, the commodity derivatives which 8ualiy or hedge accounting have notional values o /4 million in #3$. The change in air value o  these contracts, assuming a ten percent decrease in underlying commodity prices, might have resulted a net loss o /# million. +n contrast, the commodity derivatives which do not 8ualiy or hedge accounting have the notional values o  /7" million in #3$ and the potential change in air value with the same assumption o a ten percent decrease would have risen the unrealised losses to /#30 million.
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