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[bookmark: _Toc153814674]Introduction 
The multinational corporations, also known as MNCs, face a range of challenges as well as risks. International financial management is one of the most important challenges that are faced within a multinational corporation. In the context of international financial management, foreign exchange risks are a key issue. This report is going to conduct a detailed discussion and evaluation on the various types of strategies that are often adopted within multinational corporations for the management of their exposure to foreign exchange risks. Extensive research will be conducted on a range of literature on this topic to demonstrate understanding and knowledge on foreign exchange risks and how exposure to them can be managed.

[bookmark: _Toc153814675]Discussions and Analysis 
[bookmark: _Toc153814676]International financial management 
In the present scenario, one of the most important elements for multinational corporations is international financial management, also called international finance. As stated by Shapiro and Hanouna (2019), one can define international financial management as the management of the finances of a company and the influences posed by the international business environment. It helps in the maximisation of the wealth of shareholders of multinational corporations. International financial management also deals with financial decision-making within multinational corporations, for example, project decisions, dividend decisions, investment decisions and others for the enhancement of its financial performance and financial health. In the context of multinational corporations, international financial management also deals with ensuring the availability of efficient funding along with the usage and allocation of the funds obtained efficiently.
[bookmark: _Toc153814677]Foreign exchange risks
Foreign exchange risks are the key risks that are encountered in multinational corporations. As defined by CFI (2023a), foreign exchange risk refers to the risks faced within multinational corporations and the financial effects encountered because of the fluctuations in exchange rate. These risks are also referred to as exchange rate risks. Thus, foreign exchange risk indicates the risks occurring due to the changes occurring within the exchange rates between currencies, which the financial performance as well as the financial position of a company is affected. The occurrence of these risks takes place only when a company is engaged in financial transactions as well as maintains financial reports in a currency different from the currency of where it is headquarters.
[bookmark: _Toc153814678]Role of foreign exchange risks in international financial management
In the context of multinational corporations, foreign exchange risks take place because of the depreciation or appreciation of the base currency. These risks also occur due to the depreciation or appreciation of foreign currencies. According to Bernoth and Herwartz (2021), foreign exchange risks can also be occurring because of a combination of these two elements. These risks turn out to be a key risk to be considered for importers and exporters in addition to the business organisations, which trade within international markets. In the context of international financial management, there is a considerable role of foreign exchange risks. This is because it indicates the possibility of reducing the margins of a multinational corporation. At the same time, it might be having a contribution within the declining profits of these companies. Moreover, the effects of foreign exchange risks can end up with a surge or plunge within the balance sheet of multinational corporations. As a result, it can be derived that the finances of a multinational corporation have a huge decline due to their exposure to foreign exchange risks. Due to this reason, it can be identified that the role of foreign exchange risks in international financial management of multinational corporations is substantial.
[bookmark: _Toc153814679]Strategies of multinational corporations to manage exposure to foreign exchange risks
There are different sorts of risks faced within multinational corporations. As stated by Yoshimi et al. (2023), one of the key forms of foreign exchange risks faced within a multinational corporation is transaction risk. Transaction risk can be defined as the sort of risk that is encountered within a multinational corporation when financial transactions are made between jurisdictions. The risk underlying includes the change within the exchange rate before the settlement of transactions. It occurs because of the exposure to uncertainty factors, which might influence the expected returns of a multinational corporation from a transaction or deal. The key strategies that are adopted within multinational corporations for the management of exposures to foreign exchange risks are forward contracts.
The theory of foreign exchange risk shows that forward contracts are used in multinational corporations to hedge their foreign exchange risks for making future settlements (Abuselidze, 2021). For example, multinational corporations involved in export and import, which have FX contract limit, lock in the current exchange rate through entering into forward contracts with the bank for the avoidance of movements in adverse rate. Foreign contracts assist multinational corporations in the eradication of the uncertainty related to the future changes occurring within the rate of exchange. This in turn helps to manage these exposures towards foreign exchange risks since it helps multinational corporations in planning the future activities irrespective of the changes occurring in the market. As a result, it enables multinational corporations in the exchange of currencies at a fixed rate.
As stated by Murad (2022), as per the theories related to foreign exchange risk, another important foreign exchange risk that is encountered within a multinational corporation is economic risk. Economic risk, which is also referred to as forecast risk, indicates the risk that the market value of a company is influenced due to unavoidable exposures towards the fluctuations of exchange rate. This risk is also referred to as operating exposure. It is the most complex sort of foreign exchange risk and any company that operates in the international market is influenced by this risk. The occurrence of such sort of a risk takes place usually due to the creation of macroeconomic conditions, for example, government regulations and geopolitical instability. 
However, according to Zheng et al. (2020), there is a range of strategies adopted within multinational corporations for ensuring protection from the exposure to economic risks related to foreign exchange. The theories of foreign exchange risk show that building protection into commercial contracts or relationships is the key strategy used for managing the exposure to foreign exchange risks. Various multinational corporations that are involved in the management of large infrastructure projects such as British Petroleum and Shell or others in the mining and energy industries are usually subject to various long-term contracts. These contracts involve significant elements of foreign currency. They might be lasting for several years while the exchange rates during the time of agreeing to the contract and deciding the price might then be fluctuating and endangering the profitability of multinational corporations.
To prevent these risks, multinational corporations usually build clauses for building foreign exchange into the contract (Jeevanandam, 2020). This in turn allows the recoupment of revenues in the event for deviating exchange rates to an agreed amount. As a result, any sort of foreign exchange risk is then passed onto suppliers or customers and is required to be negotiated just similar any other clause within the contracts. However, these causes require the presence of a regular and rigorous review that must be implemented by the commercial and finance teams. This needs to be done for ascertaining that once there is a trigger in the exchange rate clauses, the necessary processes for recoupment of loss are started.
However, translation risk is another sort of foreign exchange risk that arises in multinational corporations that have foreign subsidiaries (CFI, 2023b). The equity, assets, earnings and liabilities of the subsidiaries of a multinational company is usually denominated in the currency of its host country. If the parent company is located within a nation that has a different currency, the value of the holdings of all subsidiaries must be converted into the host country’s currency. These conversions result in inconsistencies in the calculation of the consolidated profits of the parent company if there is an alteration in the exchange change during the interim period.
In multinational corporations with foreign subsidiaries such as Barclays and Coca-Cola, currency options are the strategies to manage exposure to translation risks, a main sort of foreign exchange risk (Tolliboevich Absalamov et al., 2021). The theories of foreign exchange risk show that currency options provide multinational corporations the right of purchasing and selling a currency at a particular rate before or on a particular date. Thus, currency options provide these multinational corporations with the right of purchasing and selling a currency at a particular rate before or on a particular date but it is not any obligation. This helps these companies in exercising the option and benefit from the contract if the exchange rate of the option is favourable as compared to the present spot market rate. Conversely, if the spot market rate is lesser, the option is allowed to expire. However, this flexibility is not free. Companies need paying an option premium. Thus, this is yet another strategy adopted within multinational corporations for the management of exposures to foreign exchange risks.

[bookmark: _Toc153814680]Conclusion 
Therefore, from this report, it can be derived that international financial management is one of the biggest challenges for multinational corporations in the present scenario. Moreover, it could be determined that foreign exchange risks have a huge influence on the international financial management of multinational corporations. On the other hand, several international financial management theories related to foreign exchange risk could be determined. Apart from this, the strategies adopted within multinational corporations such as forward contracts, currency options and others for the management of their exposures to foreign exchange risks could be identified as well.
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