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Many domestic and international companies have experience hedging their interest rate and foreign exchange risk.
But historically, there hasn't been a similar focus on metals hedging, as prices were relatively stable and modest
increases could be passed along to customers. However, these circumstances changed drastically during the global
pandemic, as supply chains buckled, inflation rose and raw material prices soared. This volatility only escalated
with Russia’s invasion of Ukraine, causing a surge in prices, and exposing major weaknesses in the way companies
managed their metals risk. As a result, many companies who had not considered hedging before are taking

a closer look.

Rich Aidala, Managing Director and Co-Head of Global Markets, and Anne Magauran, on the Citizens Global
Markets Commodities desk, recently discussed how companies can leverage metals hedging to improve their

risk management.

Q: What companies should consider
metals hedging?

Rich: Many types of companies could consider hedging,
but for those companies that use significant amounts
of metals—including base metals such as aluminum,
copper, nickel, zinc and tin—hedging is essential in a
volatile supply and pricing environment. Some obvious
examples would include steelmakers, industrial
manufacturers, automakers and beverage companies.

Q: How does hedging help?

Anne: For industries with exposure to commodity costs,
metals price volatility can have a significant impact

on their bottom lines. Commodity hedging can help to
proactively mitigate this risk by providing a level of price
predictability that aids in budgeting, financial planning
and overall risk management.

Q: Who is typically responsible
for hedging at a company?

Rich: This varies by company. The CFO or Treasurer
is usually responsible for devising and approving

a company’s hedging strategies. Larger companies
might have an entire team dedicated to hedging.

At other companies, the CFO or Treasurer might also
be responsible for executing the hedging strategy.
Fortunately, many companies considering metals

hedging today have experience with interest rate
and foreign exchange hedging. That's a good base
of knowledge to build upon.

Q: What should a company think about
when developing a hedging approach?

Anne: When designing a hedge strategy, a company
should consider factors such as exposure to price
fluctuations, overall risk tolerance and market
conditions. It should consider the potential impact
of price volatility on profit margins and determine
which hedging tools best align with the company’s
overall risk management strategy. Always remember
that hedging is not a way to win a market bet;

the goal is to use hedging as a tool to mitigate risk,
build profit and increase certainty.

Q: What are some other considerations?

Rich: We recommend companies take a long-term
view on when and how long they should hedge metals
risk. Are the needs cyclical or steady? Some other
considerations include availability and liquidity of
hedging instruments, historical prices and volatility
and overall firm strategy. Ultimately, each company’s
hedging strategy should be tailored to its specific
circumstances and aligned with its overall risk
management strategy and policy.
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Q: Could you describe a hedge in action? Q: Once a hedge is in place, does anything
Anne: Consider a beverage company that purchases else need to be done?

aluminum for can manufacturing. The price it pays Rich: That's a great question — and an important point
suppliers is typically linked to an underlying index, to clarify. Companies do need to monitor their hedges
such as the London Metal Exchange (LME) aluminum regularly to ensure they are efficient and continue to
contract. As the price of the LME contract fluctuates, the align with the company’s strategy. It's also important
company’s aluminum costs move proportionally. If the to keep tabs on market developments to evaluate
company forecasts their future materials needs, it may opportunities for hedging optimizations.

consider purchasing a commodity swap from Citizens

to hedge against aluminum price hikes. At the end of Q: Is hedging a defensive strategy?
each contract month, the swap settles and payment

is exchanged between the two counterparties. If the
average of that month’s daily settlement prices is higher
than the swap level, Citizens pays the company the
difference, compensating it for the increased purchase
price (see Exhibit 1). Conversely, if the average settlement
price is below the swap level, the company pays the bank
the difference. In both cases, the company has locked

in aluminum spend for the upcoming months, reducing
price risk and facilitating budgeting and forecasting.

Anne: While price protection is part of the equation,
the strategic aspect of identifying opportunities and
enhancing financial stability is equally important.
Hedging can help management focus on its core
business operations and growth strategy, rather than
market volatility. Additionally, hedging can be used
strategically to capitalize on favorable opportunities.

EXHIBIT 1: Key Takeaways
Hedging in Action

- Companies that use significant amounts
of metals in their operations may want to
consider implementing a hedging strategy

for price certainty.
~~ Corporate Client
Receives Difference

Purchase Price

- A hedging strategy protects revenue and
profit margins, minimizes cash flow volatility
and creates greater budget predictability.

Corporate Client
Pays Difference

Swap Level

- Having a hedging strategy creates a
Market price competitive advantage by allowing a company
Source: Citizens, 2023 to extend more stable pricing to its customers.
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