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Bord Bia’s Brexit Action Plan

The UK has left the European Union. It is
now in the Transition Period until the 31st of
December 2020, during which it remains in
the Single Market and Customs Union. The
ratification of the Withdrawal Agreement

by both the EU and the UK in October 2019
means that there will be permanent changes
to the trading relationship between the EU
and GB from the 1st of January 2021.

From next year there will be customs
and regulatory controls on trade
including trade in agri-food products
between the EU and UK, excluding
Northern Ireland. The details and scope
of the customs and regulatory controls
on trade in goods between EU/Ireland
and UK will be defined based on the
successful conclusion of negotiations
on an EU-UK Free Trade Agreement

or in the absence of an FTA based on
application of WTO MFN trading rules
for Third Country trade. However, what
is certain is that these new Controls will
add costs, delays and complexity to the
supply chains of Irish food and drinks
manufacturers.

Northern Ireland Protocol.

The EU-UK Withdrawal Agreement
includes a dedicated Protocol on
Ireland and Northern Ireland. The
Protocol ensures that there will be no
regulatory controls on trade moving
between Ireland and Northern Ireland,
other than those already in place. The
Protocol applies even if there is no trade
agreement between the EU and the UK.



Urgent actions required to prepare for
January 2021

Bord Bia’s Readiness Radar and Brexit
Barometer have both played a vital role
over the past three years in enabling
Irish food and drink manufacturers to
identify, assess and prepare for the
challenges that businesses face as a
result of Brexit. Both risk diagnostic
tools focus on six key risk areas related
to Brexit: Customer Relationships,
Supply Chain, Customs and Controls,
Financial Resilience, Market
Diversification and Emerging Risks.

It is positive to note that as of April
2020, over 91% of Readiness Radar
respondents said they had made
progress in relation to their Brexit
preparedness over the past 12 months.
The results show that only a small
number of companies report having
made no progress in the past year.
Looking to the rest of 2020 and the
permanent changes coming into effect
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from 2021, this Brexit Action Plan is
an important resource to ensure your
business is prepared for these changes.

This is the Fourth Edition of Bord

Bia’s Brexit Action Plan and provides
practical information that Irish food
and drink manufacturers can utilise

in order to prepare for increased
complexity in future trade with the
UK. It addresses actions companies
should take in two scenarios: a future
Free Trade Agreement (FTA) between
the EU and the UK (still to be defined
as it is currently under negotiation)
and No Agreement, whereby the UK
and EU will trade on WTO terms. Bord
Bia’s support services, along with other
State supports, can be found listed at
the end of each chapter. Each chapter
provides step-by-step guidance on the
six risk areas and is accompanied by

a checklist to help guide companies

SUMMARY OF ACTIONS

1. Understand the impact of your currency exposures
2. Implement plans to mitigate your currency exposure
3. Develop a hedging strategy

4. Reduce business costs in respect of financial management

through potential next steps and other
considerations in their Brexit planning.



This focuses on key actions Irish food and drink
manufacturers can take to improve financial
resilience against the uncertainties of trade with
the UK as it leaves the European Union.

It looks at understanding the impact of currency
exposures, hedging and cost reduction.
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Understanding impact of currency exposures

In the lead up to the end of the Transition Period there may be currency exchange
rate volatility between the pound Sterling and the Euro, especially if no deal can be
agreed between the EU and the UK. Since the Brexit Referendum in 2016, the GBP
has lost a fifth of its total value.

The 2020 Readiness Radar reveals a slight decrease in the number of businesses
with a formal currency hedging strategy, down to 55% in 2020, from 64% in 2019.
This is likely down to the high proportion of small businesses that engaged with the
Readiness Radar. In the same way that those businesses with a turnover of <€1M had
less of an exposure to currency fluctuation, it is also the case that this cohort were
much more likely not to have a formal strategy; with over 66% stating they did not
have one, and only 11% stating they have a formal strategy with their bank.

46% of respondents stated that their UK investment plans had not been impacted in
the last twelve months.

There are some actions that should be considered in respect of prospective currency
exposure:
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Understand the link between Foreign Engage the sales/procurement function
Exchange (FX) rates and their in the management of FX risk. The
commercial impact: function needs to understand:
»  What does the FX rate impact (e.g. » What role they need to play.
setting a sales or purchase price)? « What information they should
e Do you have the correct rate when provide and when (e.g. updated UK
setting the contract price? sales forecasts at the end of each
» How will the pricing be month).
communicated to the company’s * The impact of good and bad
finance function who may want to communication of FX exposures and
hedge the FX risk? associated risk management on the

financial results of the company.
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Mitigate Currency Exposure

To mitigate currency exposure, it is important to measure the potential financial
consequences of:

- the impact of a potentially weakened Sterling on your cross-border transactions

- the impact that price inflation and tariff changes will have on your cost base and
ability to mitigate exposure

« the impact of import VAT on your cash flow

« the slowed production impact on UK stock and sales, caused by tariff control
bottlenecks

It is also important to draft and manage an FX policy. This FX policy will vary
depending on a number of issues, including the types of exposures being hedged,
certainty around quantum and timing of exposures, the ability to pass on adverse FX
movements along the supply chain and the company’s appetite for risk.

“FX policy will vary
depending on a number
of issues, including

the types of exposures
being hedged .”
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Currency Exposures Identify currency pairings e.g. EUR/GBP

Source of currency exposure Sales? Purchases? Both?

Percentage of certainty surrounding forecasts 100% certainty makes hedging easier. 60% certainty may
result in 60% of forecast amounts being hedged.

Quantum What is total amount of currency exposure?

Exposure timeframe 6 months? 12 months?

Underlying price certainty As the exposure is a combination of price and quantity, is
the foreign currency price set in the contract or is this also
a variable?

Counterparty knowledge of FX movements and Are they aware of ability of FX movements to impact on

implications of same price charged to them? Will they seek the benefit of fa-

vourable moves but resist the cost of adverse moves? Will
they assume a sharing of the FX risk?

Hedging lines Do you have sufficient hedging lines in place (for both the
quantum to be hedged and the period for which hedging is
desirable)?

Hedging instruments Which instruments does the company policy permit to be
used?

Authorised personnel Who can enter into FX transactions on behalf of the com-
pany?

Hedging counterparties Who to use for the provision of currency and why?

Attitude of lenders to FX management Does your loan agreement restrict you to using lenders

only? Impact of FX on wider financial metrics (including
ability to service debt)?

Intercompany loans Who takes the currency risk when loans are in a non-local
currency and who is responsible for hedging this risk?

Reporting Types and frequency of reports to manage currency
exposures on an ongoing basis.




Hedging

Currency hedging is the act of entering
into a financial contract in order to
protect against currency volatility and
protect underlying business margins.
The main benefits are protection

and cash flow certainty. If a business
generates revenues or costs in different
currencies, it is exposed to Foreign
Exchange (FX) risk whereby currency
movements can affect the margin a
business earns. To mitigate this, many
companies choose to hedge their
exposure.

Hedging can:
» Provide certainty of exchange rates.

» Act as a defence against adverse
movements in foreign exchange
rates.

» Help with accurate forecasting and
budgeting.

» Reduce the shock and impact to
business, especially where cash flow
or margins are tight.

» Improve bottom line performance.

The downside of hedging is that it
results in a set exchange rate over a
fixed time, which reduces flexibility and
negates any benefits from positive rate
changes.

Hedging Definitions

*  Option Contracts
An option contract is the most
commonly used derivative, which
provides the right to buy or sell a
stock at a specified price within a
specific timeframe.

e Forward contract
A forward contract is a
customisable agreement between
two parties to buy or sell an asset
at a specified price on a set future
date.

Spot Transaction

A spot transaction is the sale or
purchase of a foreign currency,
financial instrument or commodity
for instant delivery on a specified
spot date. Usually the payment is
made within one or two days of the
currency, financial instrument or
commodity being delivered.

Natural Hedging

A natural hedge is the reduction

in risk that can arise from an
institution’s normal operating
procedures. Typically, a company
with significant sales in one country
is already holding a natural hedge
on the currency risks, if this is also
accompanied with expenses in that
currency.

Key Tips for developing a hedging
strategy

The five steps below outline the

approach that should be considered

when developing a hedging strategy:

Identify your foreign exchange
exposure: Understand the total
payments costs, timeline for
payments and the currency used
across the business value chain.

Decide what outcome you want

from the strategy: There are different
approaches to implement depending
on the outcome to be achieved.
Therefore, it is important to decide
whether your sole objective is to
protect yourself from currency risk
or to manage the impact of currency
fluctuations on your business.

Consider which hedging strategy

is the most applicable: It is worth
considering all the hedging options.
The reliable options include option
contracts, forward contracts, natural
hedging or spot payments.
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* Implement your hedging strategy: It
is important to seek financial advice
when discussing hedging options,
either from a bank or a financial
advisor.

« Monitor and review the hedging
strategy: Continued reassessment
might include monthly reviews of
currency market volatility.

Reducing Business costs

It is important to continuously monitor
the current cost base across your
business. This will ensure a clearer
understanding of where potential
improvements can be made. The
following areas should be reviewed
regularly:

*  Reserves: Maintain reserve levels
in order to ensure that if there is an
unplanned use of them, they do not
drop below an appropriate level.

«  Borrowing: Reduce borrowings and
reliance on funding to free up cash.
Debit-to-income ratio should also
be monitored.

*  Pensions: Monitor pension costs
and ensure there are no deficits.

- Budgets: Have a flexible budget to
manage adverse situations.

«  Risk tolerance: Understand risk
tolerance, so you are aware how
much your business can afford to
bear.
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Financial Resilience Checklist

The financial resilience checklist provides you with
prioritised guidance on proactive measures to take to
ensure resilience to Brexit related risks.

IMPLEMENTED
REVIEWED DRAFTED A CHANGE

‘BUSINESS AS PLAN FOR
, FOR BREXIT-
USUAL IMPROVEMENT PROOFING

Review current finances and identify the pinch points.

Undertake ‘what if’ scenario modelling on the potential
impact of currency fluctuations.

Consider approaches to hedging that may be suitable.

Identify mechanisms to improve financial resilience and
consider the cost versus reward.

Identify areas where there is potential for operational
efficiencies.
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Financial Risk Supports

Bord Bia Supports
Bord Bia’s Readiness Radar

In July 2020 Bord Bia launched the
Readiness Radar, which is a risk
diagnostic tool developed to assess
industry thinking and performance
around a number of priority risks

and challenges. These include
Covid-19, Brexit, Challenges to Market
Diversification, Sustainability Pressures,
Consumer Insights and Innovation, and
Talent Management.

It enables Irish food and drink
manufacturers to prioritise and assess
their own company specific risks facing
their businesses.

Readiness Radar Gap Analysis
Report

Each client company that completed
the Readiness Radar received a Gap
Analysis Report. The Gap Analysis
Report enables you to understand your
risk exposure and level of preparedness
across the six key challenges outlined
in the Readiness Radar: Covid-19, Brexit,
Challenges to Market Diversification,
Sustainability Pressures, Consumer
Insights and Innovation, and Talent
Management.

Currency Risk Support - Video
and Q&As

Bord Bia’s video FAQ series on currency
risk addresses key aspects that a
business needs to consider when
dealing with foreign exchange, including
basic principles and requirements of
currency risk management. These videos

include tips on when to buy, dealing
with banks, invoicing in euro or sterling
and if a company needs a UK bank
account. Further details are available on
the Bord Bia YouTube channel.

Weekly Brexit Alert

Informs latest Brexit developments in
the UK Market and implications for
the Irish Food & Drink sector. As part
of the weekly FoodAlert Newsletter
highlighting emerging trends in food
and drink and how those trends are
manifesting in different markets.
Newsletter also links to Bord Bia's
pricing pages. Used by clients to stay
abreast of latest developments in
categories and in market.

Sign up at www.bordbia.ie/industry/
news/food-alerts/

Other State Supports
Government of Ireland’s €300m
Brexit Loan Scheme

In March 2018, the Government of
Ireland launched a new Brexit Loan
Scheme for eligible businesses with
up to 499 employees. Loan amounts
range from €25,000 up to €1.5million,
for terms of up to three years and a
maximum interest rate of 4%. The
scheme will run until March 2021.

This scheme will provide affordable,
flexible financing to Irish businesses
impacted by Brexit. Given the agri-food
sector’s unique exposure to the UK
market, the Department of Agriculture,

Bord Bia’s Brexit Action Plan

Food and the Marine’s funding for

this scheme ensures that at least 40%

of the fund will be available to food
businesses. Further information can be
found on the website of the Department
of Business, Enterprise and Innovation.

Enterprise Ireland’s Be Prepared
Grant

The Be Prepared Grant offers up to
€5,000 to assist in the cost of developing
a strategic response to Brexit. The grant
is intended to provide support to clients
to use external resources to undertake a
short assignment to determine how the
company could respond to the threats
and opportunities of Brexit. The grant
can be used to cover consultant’s fees,
travel and expenses for both domestic
and international employee travel. More
information can be found on Enterprise
Ireland’s website.

“Bord Bia’s video FAQ series

on currency risk addresses key
aspects that a business needs to
consider when dealing with foreign
exchange, including basic principles
and requirements of currency risk
management.”
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https://www.bordbia.ie/industry/readiness-radar/
https://www.bordbia.ie/industry/news/food-alerts/
https://www.youtube.com/watch?v=NKsbkjPL0To&list=PLgcXBaWAkTVZKmxxQSw4y39tjLfRv840P
https://dbei.gov.ie/en/What-We-Do/Supports-for-SMEs/Access-to-Finance/Brexit-Loan-Scheme/
https://dbei.gov.ie/en/What-We-Do/Supports-for-SMEs/Access-to-Finance/Brexit-Loan-Scheme/
https://dbei.gov.ie/en/
https://www.enterprise-ireland.com/en/funding-supports/Company/Esetablish-SME-Funding/Be-Prepared.html
https://www.enterprise-ireland.com/en/funding-supports/Company/Esetablish-SME-Funding/Be-Prepared.html
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