
e know that Seychelles has an 

economy which depends 

mainly on tourism and fishing. 

According to World Bank, 

there were a total of 361,800 

tourists that visited the islands during the year 

2018 which is a 3% increase from 2017. 

These visitors were mostly from Europe but 

there were also guests from other regions. 

With this, a lot of businesses in the country 

and especially those that are in the hospitality 

industry are always dealing with different 

currencies from different countries.  

Also, being a small country, Seychelles has 

very limited resources which leads to most 

companies having  to import raw materials, 

products and supplies to conduct their 

business. These companies would need to 

pay with foreign currency which means 

dealing with fluctuating exchange rates. 

Do these foreign currency transactions have a 

significant effect in conducting the business?

When we talk about foreign currency 

transactions, we always think about importing 

and exporting goods or services to or from the 

country wherein a business would need to 

send or receive payments from the customers 

or to the suppliers. These transactions involve 

exposure to exchange rates and can have a 

significant positive or negative effect on the 

business.

Foreign exchange risk or exchange rate risk is 

a financial risk arising from fluctuations in the 

value of a base currency (e.g. SCR) against a 

foreign currency (e.g. USD, EUR, GBP) in 

which a company or individual has assets or 

obligations. In other words, this risk exists 

when a financial transaction is denominated in 

a currency other than the domestic currency of 

the company.

The ways in which businesses are affected by 

currencies can be divided into transactional, 

translational, credit and liquidity risks. Here, 

we focus on the transactional side, where 

most of the foreign exchange effects can be 

seen. The direct impacts of fluctuations in 

exchange rates are the following:

- If the company is purchasing any products 

from another country, it’s this exchange rate 
exposure that can make a difference to your 

business. An appreciation or the increase in 

value of the base currency in relation to the 

foreign currency will have a favourable effect 

for the company if they have purchased on 

credit and paid on a later date. A depreciation 

or decrease in value of the base currency, on 

the other hand, will obviously have an 

opposite result.

- If the company sells any products to a foreign 

country, the sales price as well as the gross 

margin and net profit will change if the 

exchange rate changes. In this situation, the 

appreciation of the base currency versus the 

foreign currency will have a negative impact 

on the profit if the company sold on credit and 

has been paid by the customer on a later date. 

And again, the depreciation of the base 

currency will have an opposite result.

- If the company has borrowed money from, or 

lent money to, someone in a foreign country. 

The amount to be repaid, and the interest 

amount, will change if the exchange rate 

changes.

However, even those that do not deal with 

foreign currencies can be impacted indirectly 

by the exchange rate fluctuations. For 

example, a company which neither sells nor 

buys nor borrows from another country but 

uses trucks to move its products around the 

country. If the foreign exchange rate changes, 

the cost of the fuel used changes – as it is 

imported from abroad – and that has an effect 

on the cost of the business.

Certainly, there is no way to predict the 

exchange rate, aside from those currencies 

that are pegged/fixed against currencies like 

USD/AED. With this, it is nearly impossible to 

eliminate this exchange rate risk but there are 

ways to minimize this such as spot transfer, 

forward contracts and other hedging 

techniques.

CRESCO Accounting, being a multi-national 

company that has branches in Seychelles, 

Philippines and United Arab Emirates, is the 

best firm you can consult and discuss these 

techniques to minimize these foreign currency 

risks and maximize your profit. We have been 

dealing with these exchange rates fluctuations 

internally for our company and externally for 

our clients. You may contact us on our contact 

details below and for more information, you 

may visit our website.
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