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1. [bookmark: _Toc109916300]Introduction 

"International financial management" is the concept which is used by multinational corporations (MNC) that involves investment at the international level and making financial decisions that will lead tend to maximize the shareholder's wealth of the organization. This concept is different because it involves different currencies of different nations, involves political risks, different forms of market, opportunities that are diversified in nature and others (efinance management, 2022). This concept helps in establishing other subsidiary companies in the foreign country to yield more benefits that will help in the recognition of the company worldwide. For understanding the concepts and the importance of international financial management, a case study of IKEA Company is considered. The report will thus highlight the dividend distribution policy undertaken by the company and the efficient market hypothesis theory. Further, the report will provide deeper insights into the project appraisal methods that have been applied by the company. 

2. [bookmark: _Toc109916301]Importance of International financial Management

IKEA Company was formed in 1943 in Sweden. It provides products of furnishing that are well designed and affordable. It produces functional products of furniture with care for the community and the environment as well. The international method implemented by the company is “Franchising”. The concept of franchising is that it compels the organization to offer a customized strategy for providing services, assistance and investing in the franchise in return for monetary fees (Inter IKEA system, 2022). Thus, the IKEA Company follows the system of the franchise where they permit the franchisees to market their products and sell them in the specified regions. Also, the company undertakes one of the international business theories, which is the “Product Lifecycle Theory”. This theory involves three stages, which are the “introduction of the new product, maturity stage, standardization of product and streamline the manufacturing process”. The introduction of innovative products will be made in the organization in the developed country (LaMarco, 2019). Initially, these products will generate low profits as low sales will be made as a result the manufacture of the product will be made on a local basis and further changes will be made as and when required without any waste of time. When the sale will increase, the organization will opt for an export strategy. At the maturity stage, the company needs to form companies where the products are high in demand. The organization needs to work on the standardization of the product. As there is competition in the market, the company rather than innovating focuses on reducing the product manufacturing costs. When the market becomes saturated with product demand, it tends to streamline the manufacturing of the products in the “low-income countries”. The inter-IKEA group works with the franchises of IKEA for bringing in the experiences related to the work and the socialization aspects (IKEA, 2021). The company follows the strategy of omnichannel, which helps in meeting the needs of the customers and providing a unique experience to the customers. Thus, the company will have the following importance of international financial management, which is the maximization of the shareholder’s wealth and maximization of the profit.  
[image: ]
Figure 1: IKEA franchise System and Value Chain
(Source: IKEA Annual Report, 2021)
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Figure 2: Increase in Profits
(Source: IKEA Annual Report, 2021)

3. [bookmark: _Toc109916302]Dividend Distribution Policy

“Dividend” refers to the extra cash that is given as a reward to the organization’s shareholders. The company can issue dividends in the form of stock, payment of cash or other forms which are paid in general regularly (Arnold. G, 2012). The board of directors of the company distributes the dividend when the respective shareholders of the company approve it. The company distributes dividends as a portion of the profit to the shareholders of the company. Dividend policy is devised on three parts which are “stable, constant and residual” (Chen, 2022.). The IKEA Company in the financial year 2020 was challenging for the company. This year the group equity of the company was increased to EUR 1.2 billion. The profit earned by the company this year was EUR 1731 million out of which the company opted to distribute EUR 850 million as a dividend to “Interogo Holding AG” whereas the remaining portion will be added to the group equity of the company. The equity of the company depicts the amount that is invested by the respective shareholders of the organization plus the profits that are accumulated for the year-end. In the year 2021, the IKEA Company observed EUR 600 million increases in equity. The profit earned by the company in the year is EUR 1433 million that was less than the year 2020. Still, the company opted to distribute dividends in higher amounts (IKEA, 2021). Thus, EUR 1000 million was decided by the board of directors of the company to distribute as a dividend to “Interogo Holding AG”. The remaining amount is transferred to the company’s group equity. Therefore, by comparing the “equity ratio” of the company it is found that in the year 2020 it was 45% whereas in the year 2021 it was 47%. This increase in the “equity ratio” was due to the remaining amount that is transferred to the group equity of the company after the distribution of the dividend. Thus, the factors that influence the dividend policy of the company are the funding requirements of the company, liquidity aspects and the borrowing of the funds (Ikea, 2020). It is analyzed in respect of the expansion plan that is made by the Ikea Company. So, the company is expanding its operations by opening “50 new sites” in “17 new markets” including a “test locations”.     

4. [bookmark: _Toc109916303]Efficient Market Hypothesis    

This hypothesis depicts an information of the company through the price of the shares. With the stock prices, the performance of the company in the future is forecasted and as a result, the present performance of the company turns out to be favorable. This theory expects that when the stock of the company is underpriced there is a chance that the company will yield profits. During the bidding section, the price of the stock is set at a fair level so that the investors can buy it. Weak form, semi-strong form and strong form are the three structures of efficient market (Downey,2022).
As per the case study of IKEA, no investors can buy the stock of this company, as it is “wholly-owned by the Interogo”. Therefore, they are controlling the shares of the company only. IKEA company does not trade its shares on the stock exchange as a result the prices of the stock are not available publicly (Jennings, 2022). The valuation of the stock cannot be done, as they are privately owned to secure the legacy of the company’s mission and vision.   In the year 2016, the company’s net income was EUR 4.2 million whereas in the year 2020 the net income was EUR 1.189 billion. There was a decline in the net income of the company but the company does not have to explain the reason behind the outcome of less money generated by the company due to its private nature.  



5. [bookmark: _Toc109916304]Project Appraisal Methods

The “project appraisal methods” are used by the organization for taking up the decision of investment made for the projects. The most common form of appraisal method that is used is the “Net Present Value”. The "net present value" is one of the discounting techniques that considers the present "time value of money" for evaluating the probable outcome of the project when the company will invest in it. The NPV of the project will be accepted if it is more than zero and rejected when the NPV value of the project is less than zero. IKEA Company has followed this strategy, and as a result, in the year 2021 they have two international markets, which are “Mexico and Slovenia”. They have forecasted based on the project that in the year 2022, the franchisee of the company will enter the probable markets, which are “Puerto Rico, Philippines and Oman”. In the year 2021, the company for improving the sales and retail performance of the company makes investments.     

6. [bookmark: _Toc109916305]Conclusion

From the above discussion, it can be concluded that "International Financial Management" is one of the important aspects that must be used by the organization when they wish to enter the international financial markets. With this concept, the organization will be able to maximize its wealth of the shareholders and the profits. The IKEA company can use this concept and made an expansion till now in many geographical regions. The profits generated by the company are in consequence distributed to the shareholders as per the policy. As the company is privately held so, the shares of the company are not publicly available and it is not traded on the platform stock exchange. As the most used method of project appraisal is the "net present value", they too to find out the best capital projects so that they can expand their stores in the new locations implement it.    
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