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This written report delivers a comprehensive understanding of the aspects related to theoretical frameworks related to international financial management for Tesco which involves theories like exchange rate risk management along with capital structure and cost of capital. Further, strategies for managing Tesco’s foreign exchange risk. Apart from this the report also involves analyzing the methods and techniques for financing at Tesco involves Debt financing along with equity financing.
[bookmark: _Toc174982002]Theoretical Frameworks related to International Financial Management for Tesco
The theoretical framework involves:
“Exchange Rate Risk Management”- Managing exchange rate risk is crucial for Tesco to enhance its financial management since it operates in the global market. This is exposure to foreign currency which may influence the company’s bottom line (Dhanani and Groves, 2021). The theoretical approaches to Exchange rate risk management include Hedging, Diversification, and Currency risk evaluations. To manage exchange risk, there are financial derivatives such as forwards, options, and swaps which can reduce the negative effects of exchange rate fluctuations (Rosnizam, 2020). Diversification is effective because it enables investments to be made in several currencies to offset the unfavorable impacts. Also, in the present Tesco’s complex currency risk evaluation allows for identifying possible risks and creating tactical responses to them.
“Capital Structure and Cost of Capital”- Capital structure and cost of capital are two important theoretical concepts that have great importance in international financial management for Tesco. Capital structure simply means the proportion of debt and equity that is used to finance the company (Jegers, 2022). The cost of capital is the rate of return that is needed for any capital budgeting initiative to be further riveting. In Tesco’s case, an understanding of an efficient balance of capital is difficult to find because an international company faces different financial conditions in different countries.
“International Diversification and Investment Strategies”- International diversification, as well as investment strategies, represent another theoretical category in the management of Tesco’s international financial structure (Palmer, 2021). The Capital Asset Pricing Model is useful in this regard in this regard as it is the International Capital Asset Pricing Model meaning it has included international factors. Thus, Tesco should ensure that it invests in numerous countries which would cause it to cut down on the unsystematic risks faced in those areas (Cantwell, 2023). This strategy builds upon the given advantages connected with diverse scales and rates of economic fluctuations. Furthermore, the political, economic and financial environment of the foreign market helps with better investment decision-making.
[bookmark: _Toc174982003]Strategies for Managing Tesco’s Foreign Exchange Risk
The strategies involve:
“Hedging Strategies”- Transaction exposure requires hedging for managing the foreign exchange risk since Tesco has global operations. Using financial derivatives such as forward contracts, options and swaps, the effect of the foreign exchange risks on Tesco can be managed. It involves making future transactions in advance giving certain assurance and covering against future fluctuations in exchange Rates (Liao and Zhang, 2020). This instrument provides the privilege, but not the liability, of exchanging one currency for another at a stipulated rate, which makes it versatile but restrained from experiencing high risk. Swaps allow Tesco to be free of fluctuations in the cash flows in various foreign currencies thereby achieving equal and offsetting customer exchange risks (Allayannis, Ihrig and Weston, 2021). These instruments assist in stabilizing cash flow so that the effects of this shift in currencies are controlled. Natural hedging is also another crucial part of Tesco’s hedging policy. This involves such things as the alignment of revenues and costs in the same currency, thus avoiding currency fluctuation processes and the resulting perils.
“Diversification and Operational Strategies”- Expansion and functional approaches are also significant for controlling the foreign exchange risk for Tesco. This operation ensures that the firm’s operations are diversified across the countries which helps to tackle the problem of placing all your resources in a single currency (Amankwah-Amoah and Osabutey, 2021). This means that Tesco has the potential to spread risks across many markets that have different economic cycles and behaviors of currency and can gain from better forex movements in some countries for a loss in others. It helps in improving the overall financial flexibility in the portfolio and minimizes the risk invested in any one country. Besides geographical diversification, Tesco can use other pricing strategies which look at the issue of currency differences (Palmer, 2021). For example, changing the prices of the products they offer in the market due to large fluctuations in exchange rates will assist in controlling the profit margin. Furthermore, sourcing strategies may be enhanced through the consideration of suppliers from other countries to minimize risks posed by the fluctuation of currency values.
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The methods and techniques involve:
“Debt financing”- Debt financing is one of the main sources of funds through which Tesco can finance its operations and expansion undertakings. This involves raising capital by using instruments such as bonds, loans, and credit facilities among others (Kim, 2021). Tesco offers corporate bonds to investors through efficient promises of a stream of interest for a particular period and the face value of the bonds becomes due at maturity. Evaluating sources of finance, this method enables Tesco to gather enormous funds for the lengthy investment and does not imply the dispersion of control as opposed to debts (Krugman, 2021). Furthermore, the company can use bank loans or credit facilities that allow Tesco to obtain them to fund short-term requirements due to its good credit standing.
“Equity financing”- Equity financing is another major method Tesco employs to source capital which involves selling shares to the public (Liu and Hsu, 2021). This consists of offering stocks to the public thus enabling the firm to get funds in return for part ownership of the firm. Through share issuance, Tesco can offer new shares to the public through sales of shares, an offer for sale through share floatation or private placement to offer the money necessary for expansion, acquisition or any other strategic plan (Parra and Winter, 2022). Equity financing does not involve daily interest charges and is most advantageous when the enterprise’s revenues are low. Moreover, retained earnings, which belong to internal equity financing, enable Tesco to use the profit for the company’s development without attracting money from outside sources.
[bookmark: _Toc174982005]Theoretical Models of Corporate Value, International Cost of Capital, and Financial Structure
The analysis of the models involves:
“Models of Corporate Value”- The value models of the corporation have the capability to give the financial markets values concerning Tesco. Another popular approach used to evaluate Tesco’s worth is the Discounted Cash Flow model which aims at estimating the present value of future cash flows (Steiger, 2022). This entails forecasting Tesco’s free cash flows and then using a suitable discount rate, which is the Weighted Average Cost of Capital to discount them back to the present. The Discounted Cash Flow model is helpful in considering the company value of Tesco established by focusing on its operating capabilities and future growth (Hunt et al., 2021). Also, the Economic Value-Added strategy is based on the generation of incremental returns that are in excess of the cost of capital at Tesco. Economic Value Added on the other hand is the net operating profit after taxes minus the cost of capital.
“International Cost of Capital”- The international cost of capital is relevant in structuring Tesco’s finances since it is a multinational company (BLOCK, 2022). The Weighted Average Cost of Capital therefore incorporates some international factors depending on the risk and returns associated with different markets. The International Capital Asset Pricing Model expands the basic Capital Asset Pricing Model by considering influences deriving from political risk, stability of the country’s economy, risk of currency, etc. (Ahkam and Baker, 2023) on Tesco’s cost of equity. In addition, the cost of debt that Tesco has in international markets is dependent on the interest rate, credit risk and exchange rate.
“Financial Structure”- The financial management of Tesco focuses on the proportion between the total debts and equity to enable an efficient capital structure. This implies that though in a perfect market, the value of a firm is independent of its capital structure, factors such as taxes, bankruptcy cost and agency cost are effective in a real economy setting (Scott, 2021). Tesco seeks to achieve an optimal combination of these complements that would ensure it offers shareholders the highest return on investment while at the same time maintaining affordable rates of capital (Kraus and Litzenberger, 2023). Tesco has a capital structure that utilizes the benefits of debt such as tax shields on its interest amount while at the same time has adequate equity to remain more strategic and financially secure. This balance is provided for in the Trade-Off Theory which focuses on the trade-offs between the benefits and the costs of debt.
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The research focuses on major elements of Tesco’s international financial management such as exchange rate risks, fund management and investment portfolio. It investigates debt and equity financing techniques, theories of corporate worth, international cost of capital and the ideal financial mix. Through proper remunerative and cost control procedures and by drawing on various theories, Tesco can reduce the influence of the risk, manage its capital structure efficiently and continue expanding in global markets, which will lead to long-term financial stability and increase the company’s shareholder value.
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