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ITpobneMHbIMH BHIIaMH ABIISIOTCH MpeXk/e BCErO CTPAXOBaHHE Ipa-
3/1aHCKOH OTBETCTBEHHOCTH BIIA/IENILIIEB TPAHCIIOPTHEIX CPEACTB, ABTOCTPAXO0-
paHHe, MeMUMHCKOe cTpaxoBanue. [Ipn 3ToM HanGonee momBepKeH KpHMH-
HATBHOMY BO3JEHCTBHIO POLIECC BAITLIATHI CTPAXOBOTO BOIMEIICHHA,

Hns obecneyenns 6e30MacHOCTH CTPaxoBOi AeATENLHOCTH LENECO-
00pa3HO HANENUTh ONpENIENIEHHBIMH OTEPATHBHLIMH TIOMHOMOYHAMH TIOJpa3-
JeNEeHHA CTPaxOBIIHKA, KOTOphIE 3aHHMAIOTCH YPEeryIHpOoBaHHEM YObITKa M
BHIACHEHHEM IPHYHH €r0 BO3HHKHOBEHMA, ONTHMH3HPOBaTh HH(POPMALHOH-
HYIO0 COCTABJIAIOLIYI0 6€30MaCHOCTH CTPAXOBIIMKA ITyTEM CO3JAHHA CIELHANb-
Hoil 6a3bl JaHHBIX O NMPaBOHAPYIIEHHAX B CTPAXOBOH COEpe W JHMIAX, B HHX
3aMEIIAHABIX. BaXHBIM Taloke SAB/SETCS COBEPIIEHCTBOBAHME HOPMATHBHOM
6a3bl ¥ CTPYKTYPHOIO YCTPOHCTBA CTPAaXOBBIX KOMIIAHHH, OCYIECTRIEHUE TIpe-
BEHTHBHBIX MEPOTPUATHH, aKTHBH3AalUA BHYTPEHHEr0 KOHTDPOJA M BHEMHETO
HE3aBHCHMOTO ay/IUTA.

Eduard Reshin
Customer Service and Logistics Operations Department
Manager, Baltics region, Belarus and Kaliningrad.

THE APPROACHES TO RISK MANAGEMENT
IN PROCTER & GAMBLE

As a multinational company with diverse product offerings, Procter
& Gamble (P&G) is exposed to market risks, such as changes in interest rates,
currency exchange rates and commodity pricing. To manage the volatility re-
lated to these exposures, the Company evaluates exposures on a consolidated
basis to take advantage of logical exposure netting. For the remaining expo-
sures, P&G enters into various derivative transactions in accordance with the
Company's policies in areas such as counterparty exposure and hedging prac-
tices. The Company does not hold or instruments for speculative trading pur-
poses.

At inception, P&G formally designates and documents the financial
instrument as a hedge of a specific underlying exposure. P&G formally as-
sesses, both at inception and at least quarterly on an ongoing basis, whether the
financial instruments used in hedging transactions are effective at offsetting
changes in either the fair value or cash flows of the related underlying exposure.
Fluctuations, in the derivative value are generally offset by changes in the fair
value or cash flows of the exposures being hedged. This offset is driven by the
high degree of effectiveness between the exposure being hedged and the hedg-
ing instrument. Any ineffective portion of an instrument's change in fair value is
immediately recognized in eamings.

Credit Risk: P&G has established strict counterparty credit guidelines
and enters into transactions only with financial institutions of investment grade
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or better. Counterparty exposures are monitored daily and downgrades in credj;
rating are reviewed immediately. Credit risk arising from the inability of 5
counterparty to meet the terms of the Company's financial instrument contractg
is generally limited to the amounts, if any, by which the counterparty's obliga.
tions exceed the obligations of the Company. It is P&G 's policy to enter intq
financial contracts with a diverse group of creditworthy counterparties. There-
fore, the Company does not expect to incur material credit losses on its risk
management or other ﬁnancml instruments.

Interest Rate Management P&G 's policy is to manage interest cost
using a mix of fixed- and variable-rate debt. To manage this risk in a cost effi-
cient manner, the Cornpany enters into interest rate swaps in which the Com-
pany agrees to exchange, at speczﬁed intervals, the difference between fixed
and variable interést amounts calculatcd by reference to an agreed-upon no-
tional principal amount.

Interest rate swaps that meet specific conditions are accounted meet
as fair value hedges. Accordingly, the changes in the fair value of these agree-
ments are immediately recorded in earnings. THe mark-to-market values of both
the fair value hedging instruments and the ‘underlying debt obligations are re-
corded as equal and offsetting gains and losses in the interest expense compo-
nent of the income statement.

Foreign Currency Management: P&G manufactures and sells its
products in a number of countries throughout the world and, as a result, is ex-
posed to in foreign currency exchange rates. The purpose of the Company's
foreign currency hedging program is to reduce the risk caused by short-term
changes in exchange rates.

P&G primarily utilizes forward exchange contracts and purchased
options with maturities of less than 18 months and currency swaps with maturi-
ties up to five years. These instruments are intended to offset the effect of ex-
change rate fluctuations on forecasted sales, inventory purchases, intercompany
royalties and intercompany loans denominated in foreign currencies.

The effective portions of the changes in fair value for these contracts,
which have been designated as cash flow hedges, are reported in Other Com-
prehensive Income (OCI) and reclassified in earnings in the same financial
statement line item and in the same period or periods during which the hedged
transactions affect earnings. The ineffective portion, which is not material for
any year presented, is immediately recognized in earnings. Qualifying cash flow
hedges currently recorded in OCI are not considered material.

P&G also utilizes the same instrumeénts for purposes that do not meet
the requirements for hedge accounting treatment. In these cases, the change in
value offsets the foreign currency impact of intercompany financing transac-
tions and income from international operations. The fair value of these instru-
ments at June 30, 2002 and 2001 was $ 93 in 2002 and $126 in 2001 in assets
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and $ 25 in 2002 and $ 6 in 2001 in liabilities, respectively. The gain or loss on
these instruments is immediately recognized in earnings. The net impact in-
cluded in marketing, research, administrative and other expense was a $ 31 and
$ 24 after-tax gain in 2002 and 2001, respectively.

Net Investment Hedging: P&G hedges its net investment position in
major currencies and generates foreign currency interest payments that offset
other transactional exposures in these currencies. To accomplish this, the Com-
pany borrows dlreclly in foreign currency and designates a portion of foreign
currency debt as a hedge of net investments. In addition, certain foreign cur-
rency interest rate swaps are designated as hedges of the Company's related
foreign net investments.

Commodity Price Management: Raw materials used by P&G are
subject to price volatility caused by weather, supply conditions, political and
economic variables and other unpredictable factors. To manage the volatility
related to anticipated inventory purchases, the Company uses futures and op-
tions with maturities generally less than one year and swap contracts maturities
up to five years. These market instruments are designated as cash flow hedges.
Accordingly, the mark-to-market gain or loss on qualifying hedges is reported
in OCI and reclassified into cost of products sold in the same period or periods
during which the hedged transaction affects earnings. Qualifying cash flow
hedges currently recorded in OCI are not considered material. The mark-to-
market gain or loss on non-qualifying, excluded and ineffective portions of
hedges is immediately recognized in cost of products sold. Commeodity hedging
activity was not material to P&G 's financial statements for the years ended
June 30, 2002 and 2001.
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CTPYKTYPHBIE OCOBEHHOCTH JIATBUHMCKHUX
PEC'MOHOB INPH UHTETPALIUM B EC

OnHolt M3 aKTyalbHBIX COLMANTLHO-DKOHOMUYECKHX Tpobiem Jlar-
BHH ABIAETCA peanu3alus anmnnnc*rpamnuo-mppmopuanwou H pernoHaNb-
HOM pedopMEI, Ha TIPOBEIEHNAE KOTOPOH H3 OCHOBHOrO GIO/PKeTa BbIACIAITCS
3HAYHTENIbHBIE CPEICTBA. A;uwnnucrpamaﬂo-’reppnmpuaﬂmaa pedopma nop-
pasymeBaer oﬁbeimne}me cﬁﬁec*rsyxomux CErofiHA BOJIOCTHBIX M PaHOHHBIX
COBETOB N0 Teppmopnanmouy TIPH3HAKY, T. €. YMCHbLICHHE KONMYECTBA Ca-
MOYIIpaBICHHH H ONTHMH3ALMA HX NEATEILHOCTH. OTHM CaMBIM KOJIHYECTBO
camoynpasienuii ¢ 550 HOMKHO cokpatuThes A0 120 caMoympaBieHdecKHX
enuuuILl, 910 GyfieT cnocobCTBOBATE YCOBEpIIEHCTBOBaHHIO cdepsl ycuyr «Ha
Mecrax», MOJEpHH3alMH HMHOPACTPYKTYpH ¥ MOBBIIEHHIO 3(Q(EKTHBHOCTH
HCIONB30BAHHUS MHBECTHPYEMEIX CPEICTB U3 cTpYKTYpHbix dongos EC. Kpome
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