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1. Introduction:
Our report on International Financial Management (IFM) theories will focus on strategies that multinational corporations (MNCs) use to manage foreign exchange (FX) risks.
International Financial Management concerns the financial operations and planning of multinational corporations in a global market. It includes investment, financing decisions, and the management of foreign exchange risks. International Financial Management (IFM) is crucial for multinational corporations (MNCs) navigating the complexities of global markets. Effective IFM strategies enable these firms to manage the risks and opportunities associated with currency fluctuation, cross-border transactions, and international investments. The dynamic nature of global markets demands that MNCs develop sophisticated financial strategies to navigate currency fluctuations, political risks, and differences in financial regulations.
As global financial markets become increasingly interconnected and volatile, the ability to manage foreign exchange (FX) rates and risk efficiently becomes pivotal for sustaining profitability and strategic growth.
Our report brings up Apple Inc.'s 2020 annual report case and study and also shows the example of Tesla Inc.’s strategies that use forward contracts and build Gigafactories in the USA, China, and Germany. 

2. Understanding Foreign Exchange Exposure and/or Risks
Foreign exchange rate and risk arises from the fluctuation in currency values affecting the financial transactions of multinational corporations. There are three main types of FX exposure and/or risk.
2.1. Transaction exposure and/or risk: Transaction exposure occurs when a company engages in international transactions that involve foreign currencies. This means that any fluctuation in exchange rates between the time the deal is made, and the time payment is received or made can lead to financial gains or losses. 
[bookmark: _Hlk162932778]Shapiro, A. C. (2014) in "Multinational Financial Management” explains that transaction exposure is a short-term risk that can be managed through various hedging strategies, such as forward contracts, options, and money market hedges.
For example, an American company, ABC Corp., orders parts from a German supplier for €100,000, with payment due in 60 days. If the euro strengthens against the dollar during that period, the cost in USD will increase, leading to a higher actual payment than initially anticipated.
2.2. Translation exposure and/or risk: Translation exposure arises when an MNC must consolidate its financial statements from various countries into a single reporting currency. Changes in exchange rates can affect the reported assets, liabilities, income, and equity of foreign subsidiaries when converted to the parent company's reporting currency. 
[bookmark: _Hlk162933190]Madura, J. (2017) in "International Financial Management" translation exposure as a part of accounting exposure, highlighting the importance of understanding accounting standards and the use of tools like the temporal and current rate methods for managing this risk.
For example, XYZ Ltd., a British corporation with a subsidiary in Japan, must convert its Japanese yen-denominated financial statements into pounds sterling for reporting purposes. If the yen weakens against the pound, the value of the subsidiary's assets and revenues will decrease when reported in the consolidated financial statements, potentially impacting the parent company's stock price.
2.3. Economic exposure and/or risk: Economic exposure, also known as operating exposure, refers to the long-term effect of currency fluctuations on a company's future cash flows and market value. It reflects changes in competitive position and operating income due to exchange rate movements.
[bookmark: _Hlk162933218]Brigham, E.F., & Ehrhardt, M.C. (2016) in "Financial Management: Theory & Practice" explains how economic exposure goes beyond the financial aspects to include competitive and strategic considerations. Companies can manage economic exposure by diversifying operations, sourcing inputs, and pricing strategies in multiple currencies.
DEF Inc., a U.S. manufacturer of electronic goods, competes with companies in South Korea. A significant depreciation of the South Korean won against the USD could make South Korean products cheaper in international markets, potentially reducing DEF Inc.'s global market share, sales, and profits.
Understanding and managing FX risks is essential for the sustainability and growth of MNCs in the global marketplace. Each type of exposure requires specific management strategies that encompass financial, operational, and strategic dimensions. By employing a combination of internal and external hedging techniques and strategic planning, MNCs can reduce the adverse effects of currency fluctuations on their operations and financial performance.
For instance, Apple Inc.’s 2020 annual report highlighted its use of derivative instruments to hedge against USD currency fluctuations. The company actively manages its foreign currency exposure through foreign currency forward and option contracts to mitigate transaction risk associated with foreign currency transactions.
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Figure 1: Apple financial report, 10-k 2020, from 26/09/2020 comparing the evolution of sales in the Americas, Europe, Greater China, Japan, and the rest of Asia Pacific. (Source: https://s2.q4cdn.com/470004039/files/doc_financials/2020/ar/_10-K-2020-(As-Filed).pdf) 
3. Theoretical Frameworks in IFM:
3.1. Purchasing Power Parity (PPP) and Interest Rate Parity (IRP):
Purchasing Power Parity (PPP) suggests that currencies adjust according to the price levels of two countries, aiming for the equivalence of purchasing power (Rogoff, 1996). Interest Rate Parity (IRP) posits that the difference in interest rates between two countries should equal the expected change in exchange rates between their currencies, influencing investment decisions (Taylor, 1995).
3.2. The International Fisher Effect (IFE):
The International Fisher Effect (IFE) theory states that a country with a higher interest rate will see its currency depreciate due to the inflation expectations embedded in interest rates (Chinn & Meredith, 2004). These theoretical frameworks provide foundational knowledge for understanding and predicting currency movements, which is essential for effective IFM.
The theories of Purchasing Power Parity (PPP), Interest Rate Parity (IRP), and the International Fisher Effect (IFE) provide foundational insights into the determinants of exchange rates. However, advancements in financial theory and practice suggest that real options theory (that is a strategic framework for evaluating investment decisions under uncertainty, emphasizes the value of flexibility in operations and financing, Trigeorgis, 1996) and behavioural finance also play critical roles in IFM.
4. Strategies for Managing FX Exposure and/or Risks:
4.1. Natural Hedging:
Natural hedging involves operational strategies that reduce FX exposure without using financial instruments. Strategies include invoicing in the company's home currency and diversifying operations and supply chains across different currencies to offset risks (Aabo & Simkins, 2005).
4.2. Financial Hedging:
Financial hedging uses derivative instruments like forwards, futures, options, and swaps to manage FX risks. These instruments allow companies to lock in exchange rates, protecting against unfavorable currency movements (Bartram, Brown, & Fehle, 2009).
4.3. Strategic Hedging:
Strategic hedging focuses on long-term measures, such as adjusting the company’s operational footprint and diversifying revenue streams across multiple currencies, to reduce FX exposure (Allayannis, Ihrig, & Weston, 2001).
4.4. Apple Inc’s 2020 annual report:
A thorough examination of Apple Inc.'s 2020 annual report reveals how the company employs a mix of natural and financial hedging strategies to manage its currency risk. Apple Inc. uses derivative instruments extensively to hedge against potential losses from currency fluctuations, illustrating the practical application of financial hedging strategies discussed by Bartram, Brown, & Fehle (2009). Moreover, Apple's global operational strategy reflects elements of strategic hedging, aiming to balance its revenue streams and operational risks across various markets.
While the theoretical frameworks of PPP, IRP, and IFE provide valuable insights into the mechanics of exchange rates, their predictive accuracy can be limited by market imperfections and the influence of speculative capital flows. Moreover, while financial and natural hedging strategies offer mechanisms to manage short-term FX risk, they entail costs and may not fully eliminate exposure.
Strategic hedging, though offering a longer-term solution, requires significant investment and strategic flexibility, which may not be feasible for all firms. The case of Apple Inc. illustrates a sophisticated approach to FX risk management, combining financial instruments with strategic operational decisions. However, the effectiveness of these strategies can vary across industries and companies, depending on their size, financial resources, and market positions.
Another example is represented by Tesla, Inc.'s strategies for managing FX risk illustrates the application of these theories and strategies. Tesla's global operations expose it to significant currency risk, which the company manages through a combination of financial hedging, operational adjustments, and strategic planning. For instance, Tesla uses forward contracts and options to hedge transaction risks associated with its international sales and procurement. Additionally, Tesla's investment in manufacturing facilities in different regions, such as the Gigafactories in the USA, China, and Germany, exemplifies strategic hedging and global diversification.

5. Conclusion
The management of foreign exchange risks in international financial management is a complex but essential component of multinational corporations' strategic planning. By leveraging theoretical frameworks and employing a mix of hedging strategies, MNCs can navigate the uncertainties of global currency markets. Our report has demonstrated, through the practical example of Apple Inc., how effective FX risk management supports the financial stability and strategic objectives of multinational firms. Also, the Tesla Inc. example is a great illustration of using forward contracts and options on top of building different Gigafactories in different parts of the world: in the USA, China, and Germany.
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‘Segment Operating Performance

The Company manages its business primarly on a geographic basis. The Company's reportable segments consist of the
Americas, Europe, Greater China, Japan and Rest of Asia Pacific. Americas includes both North and South America. Europe
includes European counties, as well as India, the Middle East and Africa. Greater China includes China mainland, Hong Kong
and Taiwan. Rest of Asia Pacific includes Australia and those Asian countries not included in the Company's other reportable
‘segments. Although the reportable Segments provide similar hardware and Software products and similar services, each one is
‘managed separately to better align with the location of the Company's customers and distribution partners and the nique market
dynamics of each geographic region. Further information regarding the Company's reportable Segments can be found in Part Il
tem  of this Form 10-K in the Notes to Consolidated Financial Statements in Note 11, “Segment Information and Geographic:
Data”

‘The following table shows net sales by reportable segment for 2020, 2019 and 2018 (dollars in millons):

2020 change 2019 Change 2018

Net sales by reportable segment
Americas s 124556 7% $ 116914 4% s 112008
Europe. 68,640 4% 60288 @% 62420
Greater China 40,308 ®% 43678 aey% 51942
Japan 21418 —% 21,506 W% 21733
Rest of Asia Pacific 19593 10% 17788 2% 17407
Total net sales s _orasis 6% 5 260174 (% §__265595

Americas

Americas net sales increased during 2020 compared to 2019 due primariy to higher net sales of Services and Wearables, Home
‘and Accessories. The weakness in foreign currencies relative to the U.S. dollar had an unfavorable impact on Americas net sales
during 2020.




