
 

Using transaction cost 
analysis to get the most 
from foreign exchange

As charities are finding it increasingly difficult to fundraise, 
reducing foreign exchange (FX) costs is becoming even more 
pertinent. The Railway Children charity send around £2m to 
overseas partners each year, so it was imperative that their 
trustees felt comfortable, and knew they were receiving the  
best execution on the FX market. In this case study The Railway 
Children sought solutions from Charitytransfers.org, an 
independent foreign exchange risk management consultancy.

Exactly 10 years ago, the ‘Better FX’ guide 
attempted to tackle the common pitfalls 
INGOs faced managing their international 
funding and payments. Key insights such as 
the importance of using more than one 
currency provider and agreeing clear and 
transparent transaction costs upfront have  
not been widely adopted. At a similar time, the 
‘Missing Millions’ report published by Stamp 
Out Poverty, outlined the potential benefits of 
competitive tender and improved procurement 
processes, identifying subsequent sector-wide 
savings of £20-50 million per year. 
As charities are finding it increasingly difficult  
to fundraise, reducing foreign exchange (FX) 
costs is becoming even more pertinent. On 
top of this, treasury departments struggle to 
identify and measure their funding impacts 
due to currency movements, especially in 
periods of increased and prolonged volatility  
in markets. In order to protect funding, 
trustees are becoming more open towards 
hedging, prompting their finance teams to 
introduce risk mitigation strategies in order to 
optimise currency purchasing forecasts and 
increase certainty in annual budgets. 
The Railway Children charity has helped  
over 300,000 street children in the last  
22 years. Since they send around £2m to 
overseas partners in Tanzania (TZS), Kenya 
(KES) and India (INR) each year, it was 
imperative that their trustees felt comfortable, 

TCA tools allow charities 
to accurately quantify the 
overall cost of currency 
translations

and knew they were receiving the best 
execution on the FX market.
The charity was processing its international 
partner payments through its UK bank and an 
on-ground, Tanzanian bank. It did not have an 
independent Transaction Cost Analysis (TCA) 
process which meant they could not report 
back to donors or trustees on the true cost of 
sending funds overseas, nor implement best 
practice on trade execution. They simply did 
not have the infrastructure needed to make 
strategic execution decisions and reduce 
costs by negotiating improved transaction 
margins with their currency providers.
TCA has been developed to help charities 
uncover the implicit costs involved when 
translating currencies before sending to 
overseas beneficiaries. The key to accurate 
and authentic transaction cost analysis is the 
reliability of the mid reference rate – from 
which margin calculations are made. 
Charitytransfers.org has partnered with  
New Change FX (NCFX) who offer the only 
FCA accredited and independent price  
feed within the FX industry. 
Charitytransfers.org provided two solutions  
for The Railway Children. For the first  
solution they analysed three months of  
historic transaction data, through the initial 
complimentary TCA report, to provide detailed 
insight. This included provider analysis, with 

visual outputs to help the finance committee 
begin a process of cutting their foreign 
exchange transaction costs. 
Through this Charitytransfers.org highlighted 
that The Railway Children paid approximately 
£50,000 in foreign exchange costs in 2018.  
We targeted large savings on all currency  
pairs and used negotiated terms among our 
preferred provider panel to open accounts with 
two tier one, non-bank currency providers. 
The cost of the initial TCA service is wholly 
funded by our CSR budget. We helped 
reduce their average margin from 2.48% to 
0.5-0.8%. The Railway Children’s onward 
saving forecast from reduced margins is 
between £34,000 and £40,000 per year. 
Secondly, by offering impartial hedging  
advice, Charitytransfers.org helped The 
Railway Children target enhanced funding 
protection and reduced risk when buying  
TZS, their largest currency exposure. Our 
organisation provided detailed analysis using 
forecasted cash flow, presented quantifiable 
risk positions and showed the onward 
reduction in risk when implementing a string  
of flexible, non-deliverable forward contracts. 
We helped the charity put in place an effective 
hedging framework covering 75% of their 
Tanzania programme spend, significantly 
reducing the currency volatility impact and 
providing increased certainty for the overseas 
partners toward future funding inflows. 
Advising the charity to protect a proportion  
of the annual TZS exposure also allowed the 
charity to partially gain in any favourable 
market movements. 

In conclusion unlike other financial sectors,  
the FX market is markedly opaque, with 
limited regulatory requirements to disclose  
the amount of revenue being earned from 
each trade. Generally, it is difficult, if not 
impossible, to control costs that are not  
being measured. TCA tools allow charities to 
accurately quantify the overall cost of currency 
translations, providing full transparency on  
the explicit and implicit costs. 
When exploring risk mitigation products, it  
is important to involve an impartial entity to 
provide insight on the true market conditions. 
In doing so charities can, for example, benefit 
from any potential forward point gain rather 
than allowing a currency provider to increase 
the trade revenue. 
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