

Module Code: LCBB6002
Module Name: International Financial Management
Student Name and ID: Laura-Andreea Doru (2125338)
Assessment 1
Written Report
Word Count: 1500


Table of Contents
Introduction	3
International Financial Management for managing a foreign operation	3
Evaluation of methods for financing international business	4
Structure of the International Financial Model	6
Conclusion	7
Referencing	8
[bookmark: _heading=h.gjdgxs]

[bookmark: _heading=h.30j0zll]Introduction 
Foreign exchange is also known as currency risk. There is the possibility of potential financial loss due to the instability of exchange rates of different currencies. This fact can affect businesses that are involved in the international market and trade overseas. This factor is also important and effectively impacts international investors, exporters, and importers. There are three types of foreign exchange risk: the first one is transaction risk, economic risk and the last is translation risk. Exchange rates fluctuate because of the supply and demand of currency. This report is mainly aimed at evaluating various strategies that various multinational organizations often apply within their management system to mitigate the exposure to foreign exchange risk based on International Financial Management theories.
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Figure: DCF Model
Source: (Nyim, 2024)
[bookmark: _heading=h.5p2s6scye8im]International Financial Management for managing a foreign operation. 
Many multinational corporations venture into foreign countries through unprecedented investment. Multinational corporations follow their business expansion in many global South countries including Brazil, Russia, India, China, Vietnam, and other countries due to lower exchange rates and more affordability of employees. Global South countries receive large-scale foreign direct investment. Entry into foreign markets is mediated by the rules and regulations of WTO.
The primary factors linked to entering foreign markets, as per Dang et al. (2020), are operational problems, competitive intensity, operational problems, and uncertainty and hazards related to the timing of entry. Trade between countries or individuals is the distinguishing characteristic of the international financial market. Under specific provisions, assets are traded among agents as well as institutions in international financial trade, which is governed by a set of rules and institutions. Numerous multinational corporations implement the discounted cash flow model, which entails investing based on anticipated future cash flows.  The DCF model is employed by analysts to ascertain the value of an investment by analysing projections and the anticipated revenue it will bring in in the future. The present value of anticipated future cash flows is determined through discounted cash flow analysis, which employs a discount rate (Nikolaieva et al., 2020). 
Investors use the present value of money to assess the future cash flows of investment. The model emphasizes generating higher revenue compared to the current investment. Discounted cash flow analysis is an integral tool for understanding what investors might receive from an investment and considering the value of money through adjusting time-based inflation. The time value of money is variable as currency values fluctuate. DCF analysis emphasizes paying money in the present times with receiving more money in the future. International financial management follows international business-government relations (IBGR) to maintain interaction between stakeholders including host governments (Doh et al., 2022). 
Multinational companies must focus extensively on government relations as taxation is an important factor for business growth. Unfavourable taxation and the probability of regime changes affect business values and increase future uncertainty. Additionally, businesses are looking for markets that have a high potential for business opportunity exploitation and lack considerable competition is a major aspect of entering new markets. International financial management became more relevant in the 90s when many countries transitioned from a socialist economy to a liberalized economy (Dabrowski, 2020). Many multinational firms have rapidly entered these countries through direct investment and opportunities. Furthermore, FDI has helped many governments to maintain stability by following WTO guidelines. It has been found owner and personal characteristic differences are also a significant factor for risk management strategies.
[bookmark: _heading=h.1fob9te]Evaluation of methods for financing international business 
Stakeholders are the individuals who are the major internal part of a project or teamwork. The stakeholder analysis process follows identifying people, levels of participation, interest, and influence in the project. In the context of international financial management, financial institution plays an important role as a mediator that lends money to clients or businesses in exchange for collateral. Commercial banks, investment banks, and other financial institutions play a pivotal role in financing business operations and maintaining cash flow across different business entities across different locations (Prebanić and Vukomanović, 2023). International financing is the branch of financial economics that is concerned with maintaining monetary relationships at the global level. It helps to examine the dynamics of foreign direct investment, balance of payments, allocation of funds, and balance of payments. International financing encourages monetary mediates inflow and outflow of finance between two or more countries. The source of international financing consists of three main bodies including commercial banks, international agencies development banks, and international capital markets. 
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Figure: Sources of International Financing 
Source: (Geeks for Geeks, 2022)
Commercial banks are financial institutions that operate business at the domestic level rather than the global level. On the other hand, commercial banks avail loans in foreign currency. Loans are generally provided for non-trade operations. Commercial banks are important for maintaining the import-export industry (Olarewaju, 2020). An international finance institution is generally established by the collaboration of more than one country and adheres to international laws. The IFI follows the international mechanism for international cooperation in the global financial system context. International capital banks provide stockbroking services and offer financial solutions in a broad spectrum of professional firms and advisory businesses. International finance activities involve various ranges of uncertainty in their revenue. An unsteady and unpredictable stream of revenue impacts the financial sustainment of a business. For many business organizations, there is a high range of risks for the international scale of business such as political instability, inflation, social unrest, and other kinds of risks that can negatively impact the business revenue. International financial management offers different risk management strategies such as hedging and political risk insurance. 
Hedge fund follows buying foreign currency, buying options on the currency market, and buying the future. Hedge funding is damage control in revenue and profits. Political risk insurance follows acquiring political risk insurance to protect their equity investment and loans from specific government actions. For example, the U.S. Securities and Exchange Commission (SEC) takes actions to mitigate the political risks they face in foreign countries. 
[bookmark: _heading=h.3znysh7]Structure of the International Financial Model
For international financial management, capital structure follows maintaining equilibrium between the debt and the company’s equity. For long-term operations, evaluation of the structure concerns on focusing ROI which is higher than base investment (Thusini et al., 2022). Evaluation of international financial structure is categorized into two groups internal factors and external factors. Internal factors follow assessing the business's size, current market capitalization, and nature. A firm's age and market prospect are also an important factor that affects any business's capital structure. External factors associated with government policies and regulations lie beyond the realm of business's control. These external factors consist of taxation policy, currency fluctuation, and market competition intensity. A business's capital structure needs to correlate with all legal requirements to prevent the hassle. Modigliani-Miller theory is another capital structure theory that highlights two critical elements for business stability including the absence of corporate taxes and the presence of corporate taxes (Brusov and Filatova, 2023). The absence of corporate taxes refers to the liability to pay taxes to the government and the presence of corporate tax suggests the degree of liability as a debt to the bank. 
Currency and exchange rate management are collective policies that decide the value of one country's currency and its link with another currency in the economic zone. This value is known as the currency exchange rate. The three main types of currency exchange rate systems are floating exchange rate, fixed exchange rate, and managed floating exchange rate. Floating exchange rate, in this system the market decides the value of the currency of one country that is mainly focused on supply and demand (Montfaucon, et al., 2021). The government and the central bank of that country do not interfere, and the market activity goes on freely. Fixed exchange rate, in this aspect the currency is fixed with the value of another thing; it can be a currency, a set of currency, or gold. The official exchange rate does not fluctuate based on the market and it can improve the aspect of international trade and international investment. Fixed exchange rates allow better control over the inflation in the country. Managed floating exchange rate in these aspects implies a combination of both the system's fixed exchange rate and the floating exchange rate in this system the primary bank of the country participates in the purchase and sale of foreign currencies (Albagl et al., 2020). The IFRS standards rules for businesses include a statement of financial position, a statement of comprehensive income, and a statement of change in equity.

[bookmark: _heading=h.a60nee9c1gyj]Conclusion
This report effectively evaluates the strategies that multinational organizations employ to mitigate the vulnerability of foreign exchange risk with the help of International Financial Management theories. International financing also encourages the monitoring of mediates inflow and outflow of finance between two or more countries. The source of international financing consists mainly of three bodies that include commercial banks, International Agencies Development banks, and international capital markets. There is a high range of risks for international business such as political instability, inflation, social unrest, and other kinds of risks that can negatively impact the business revenue. International financial management offers different risk management strategies such as Hedging and political risk insurance.
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