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Few argued for leaving the entire amount uncovered. If the dollar continued to appreciate they would have
exercised the options and if the dollar started to decline we could have let them expire and used the spot rate
instead. Germany, as well as the other major European Economic Community countries, has a vested interest
in the conglomerate Airbus. This alternative eliminates all currency exposure, but requires a high capital
investment immediately. The use of put options would have protected Lufthansa if the U. Additionally, if the
deal with Boeing did not go through, then he would be left with a hedge involving U. Why should Ruhnau
have hedged at all? For example, if Ruhnau purchased a put option at the value of DM3. Buy Dollars Today
and Invest. Due to this decision, Lufthansa paid DM,, more than if Ruhnau would have chosen to not hedge at
all or DM,, if he chose the put option. Paying the DM96,, premium would be similar to buying insurance.
References History. The acquisition of put options would have allowed Lufthansa to protect themselves
against unfavorable exchange rate movements, while maintaining the ability to expire the put option if the
dollar decreased, allowing them to exchange Deutsche mark for the spot rate if preferred. Buying a put option
would have saved DM,, Boeing may have wanted to create a new type of aircraft and were discounting these
aircrafts so they could decrease their inventory. However, in this scenario total potential exposure is still
unlimited and the dollar could potentially escalate to exorbitant levels, which results in extremely high
amounts of Deutsche Marks. Aircrafts became a much more popular and common mean of mass
transportation. Remain Uncovered This alternative does yield the greatest benefit in hindsight, however, it has
the most risk. If Lufthansa needed to adopt a risk adverse strategy they could have fully eliminated its
currency exposure through the purchase of forward contracts for the entire US dollar amount of the purchase.
They gained DM,, by making that choice rather than selecting the full forward cover. Maintaining a diversified
fleet of aircrafts is essential, not only because it allowed Lufthansa to negotiate purchase deals across
manufacturers, but it also serves as a differentiation of products as comfort and style were apparent to clients.
The aircrafts could have been a necessary purchase to replace aging planes which may not have been able to
keep up with their current flight offerings. Ruhnau was focused on the growth and expansion of Lufthansa,
resulting from more popularity among customers using airlines for mass transportation. It would have been
very unlikely and unreasonable for Lufthansa to generate such a large investment in a reasonable amount of
time. Why would this deal be negotiated in times where the U. Assumption Delivery dates could have been
essential to the growth of the company back then. The aircraft purchase could have been necessary at this time
because the aircrafts could be used for expansion or growth. If Ruhnau did pan to hedge, then why did he not
hedge during the negotiation process? Ruhnau needed to make a decision with the information he had. This
strategy could have proven be very beneficial for Lufthansa as it completely removes any associated risk or
sensitivity to the ending spot exchange rate. If the exchange rate was to depreciate significantly to a rate of
DM2. Ruhnau had an obligation to the stakeholders and needs to take into consideration the various possible
outcomes that would affect stakeholders. The Board also questions Ruhnau about the necessity of these
aircrafts, the timing of purchase, and the purchase price agreed upon. Even if Ruhnau researched and followed
these methods, they would still not predict with certainty the future U. There are also other factors that could
dramatically affect the U. Potential sales from expansion opportunities of adding new flight routes, additional
flight time options, or other additional uses would be a substantial gain to Lufthansa, which could be hundreds
of millions of dollars in additional yearly sales. The Board would like Ruhnau to explain the thinking behind
his course of action. However, if the dollar continued to appreciate to a rate of DM4. Additionally, Lufthansa
had practices and covenants in place that restricted the types, amounts and currencies of denomination in
which it could carry on its balance sheet. Ruhnau was wise and knowledgeable enough to know to not go with
his instincts because this money belonged to Lufthansa and the stakeholders. When evaluating the partial
forward cover and the put option, Ruhnau would have discovered Lufthansa would not benefit unless the
exchange rate dropped to DM2. Partial Forward Cover. This would have been very unfavorable for Lufthansa,
as they would have had to pay a significantly higher figure. No one can predict the future exchange rate and
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should not be penalized for not knowing which direction and how far in that direction the exchange rate will
go. However, Ruhnau could have went against those recommendations and chose the partial forward cover.


