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[bookmark: _cpqjg0ods16q][bookmark: _Toc174456875]Introduction
International financial management is defined as the effective and efficient management of the financial assets globally (Eun et al., 2021). IFM helps to make financial decisions in a particular environment where foreign investment, currency exchange rate, and global markets play a beneficial role. This study will evaluate different theories and models of international financial management will be demonstrated in this study. Besides that, necessity to manage the foreign exchange risks will also be described in this study. 
[bookmark: _hrvfycmvdy5i][bookmark: _Toc174456876]Analysing the Concept and Significance of International Financial Management (IFM)
International financial management is also known as the practice of managing financial investment and taking risk in global circumstances (Eun et al., 2021). IFM is the process where necessary money is provided and trading with country to country through the change of foreign currency.
Significance
IFM plays a significant role in developing multinational corporations. It is an important tool which helps to calculate the rates such as foreign currency exchange rate, managing the rising inflation rate as well as IFM determine the country's commercial status and pass the judgement based on foreign market. International financial management is important to maintain peace across the world which comes from foreign currency exchange risk. Additionally, an important role of IFM is to provide financial help to countries across the world to achieve the multinational corporation objectives. IFM's main significance is to assist the organisation in critical financial decisions.
[bookmark: _miqphvb9dja][bookmark: _Toc174456877]Theories and Models of International Financial Management 
[bookmark: _ei1ducgckjhq][bookmark: _Toc174456878]Interest Rate Parity (IRP)
Interest rate parity is known as an economic theory. It basically describes the connections between the rate of exchange of a currency and a country's rate of interest. It is a key indicator of financial globalisation. This theory describes that the forward rate of exchange should be equal to the spot rate of exchange based on the rate of interest of the home country and as per the rate of interest of the international country. Investors and market participants getting help from the interest rate parity to understand the foreign currency market and make their decision informed (Liu and Lee, 2022). It can also benefit the currency traders to find arbitrage opportunities and enable them from risk free investments. This formula also can predict future rate of exchange shifts due to rate of interest changes, which can help to determine fluctuations of the currency. 
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Figure 1: Formula for Calculation of IPP
(Source: corporatefinanceinstitute.com, 2024)
[bookmark: _txm8p04kmlby][bookmark: _Toc174456879]Discounted Cash Flow (DCF) Model
Discounted cash flow (DCF) is defined as a valuation method which helps to estimate the investment value using its expected future cash flow. It can also benefit investors who are thinking about earning a company or buying the securities (Sutjipto et al., 2020). Discounted cash flow (DCF) also can help managers and business men in making capital budgeting or operating decisions of expenditures. With the help of discounted cash flow can help to establish the overall value of any company or a project. 
[bookmark: _r3is3765uykp][bookmark: _Toc174456880]Techniques of Financing an International Business 
Export Credit - Export credit also known as an expert finance agency. It is a short-term financing technique which is used in international business for financing help that allows customers to buy goods and services from suppliers and pay them within a set time (Bärtl and Krummaker, 2020). Export finance is mainly a loan where the exported goods along the international business are based on IFM security and guidelines.
Cash advance - This is one of the most common techniques of payment in international business.  Cash in advance is an unsecure payment of funds where money is given to the international corporation before the services and goods are delivered (Shi et al., 2020). Cash in advance is essential for guaranteeing the advance payment with future credit and debit revenue. This type of technique is mainly used in IFM for providing guarantee to get finance through advancement of cash.
Consignment - Consignment is a process where a batch of goods are destined for delivery to a third party which receives a portion of the profits. It is also known as an international payment technique where the seller goods to a foreign buyer but retains ownership (Markevych et al., 2021). Contingent technique is very risky where payment is not received before the goods reach the end customers. In this, the exporter provides the buyer goods and products with an arrangement without exchanging money.
Bankers’ acceptance - In international corporation’s bankers’ acceptance is a short-term loan instrument that is given by bankers with guarantees based on international financial management. Basically, in world trade bankers’ acceptance helps in different types of trade finance products such as credit cards as well as bank guarantee. Apart from these, bankers’ acceptance is the technique of international financial management where revenue importing and exporting with banks guarantee payment within a set time.
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Figure 2: Techniques of financing in International Business
(Source: Self-made)
[bookmark: _j9pecw6b96o3][bookmark: _Toc174456881]Necessity to Manage Foreign Exchange Risks 
Foreign currency exchange is the process where one country's currency converts into another country's currency rate for understanding the revenue of a country (Rabbi et al., 2022). The exchange of currency throughout the world is constantly floating through market forces such as supply and demand. In other words, the value of currency of a specific country can be in the minimum or maximum range to another foreign country's currency.
Need to manage
Transaction risk - Foreign exchange risk is a necessity to manage to help avoid several challenges in international corporations. Transaction risk is one of the main risks in rapidly exchanging in foreign currency where foreign currency fluctuates between the transaction time and settlement (Cuypers et al., 2021). Foreign currency exchange affects the business environment on an international level as well as in one's own country while importing goods and services across the world through transaction.
Economic risk - Economic risk is the impact of continuous currency fluctuation that is the reason the management of foreign exchange is a necessity in IFM. Economic risk is responsible for a company's competition, trending marketing and profitability which stems from foreign currency exchange. Additionally, it is necessary to manage foreign exchange risks to avoid economic risk such as revenues and export demand.
[bookmark: _fihu8tjmeatj][bookmark: _Toc174456882]Strategies Adopted by Businesses to Manage Risks of Foreign Exchange 
Many companies adopt many strategies to manage risks of foreign exchange which have included forward contracts, natural hedging, diversification, and many more. 
Forward Contracts
Forward cover is also known as forward contracts. It is a contract between banks and customers to exchange different currencies for another at a permanent rate on a future date. Forward exchange contracts are most commonly used to reduce exchange rate risk associated with trade transactions by the businesses. This is helpful to manage foreign risks for exchange as it reduces the risks associated with changing prices. Additionally, controlling volatility of prices has been considered to be helpful for controlling threats to revenues for a business in operating internationally. 
Natural Hedging
This strategy helps businesses to reduce foreign exchange risk by matching foreign currency outflows and inflows. It has also helped to minimise net exposure by cancelling out cash flows from different assets which. This type of strategy is considered to be helpful in managing the cost-based risks that are associated with currencies in foreign contexts which helps to address the international risks for exchange. 
Diversification
It is defined as an investing strategy used to manage risk. Businesses used this to minimise investment risk. They diversify their investment among the different companies and securities because the market is always changing and there is high uncertainty, so it could help to not be exposed to the financial risk (forbes.com, 2024). Investors also invest in the different stocks to maintain the cash flow and diversify the risk and if any stock fails then the risk will manage smoothly. Having diverse foreign investments is beneficial to reduce the risks for cashflows and revenues while operating in the international contexts. 
[bookmark: _136lww8pk6rh][bookmark: _Toc174456883]Justification of the Strategies 
Forward contracts can help businesses to protect against market risk and fluctuations of the currency in the international contexts. It can also help to stabilise the cash flow by making income and expense streams more predictable. Businesses also used natural hedging as it helps them to reduce financial risks based on their foreign currencies and exchange rates (Georgiadis and Zhu, 2021). It is also used in the business operation for currency risk which have included revenues and cost matching. Diversification used by the organisation which attempts to protect businesses against losses by diversified foreign investments, reducing the risks for cashflows that minimises dependency on single foreign investment and reducing threats for exchange risks. 
[bookmark: _y27m8p7rzoft][bookmark: _Toc174456884]Conclusion 
The above report has shown that IFM is known as the practice of managing financial investment and taking risk in global circumstances. IFM has played a significant role in developing multinational corporations through managing the rising inflation rate and country's commercial status to achieve the international business objectives described in this report. Interest rate parity theory has helped to identify between two countries interest rate has been provided in this report.  Techniques of payment like advance cash used for international financing management have been described in this case of study. 
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