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[bookmark: _Toc130046237]Introduction 
This report is to be written to investigate the effects of International Financial Management on the activities of a business corporation. The challenges faced by the companies in the international financial markets are to be discussed and how the companies use the theories of IFM to overcome those challenges will be addressed as well. A particular Multinational Corporation (MNC) will be chosen in this context as a reference. Their dividend distribution policy, EMH of the operations and project appraisal methods will be evaluated in this context too.   
'International Financial Management' is also referred to as 'International Finance' which is conducted by the managers of Multinational Corporations (MNCs). Under International Financial Management (IFM), international investment, and financing decisions are included that are aimed at maximizing the value of the corporations. IFM is essential for non-MNCs as well. The influence of external factors like exchange rates, foreign exchange rates, inflation, etc. on the foreign competitors of those non-MNCs is assessed under IFM theories as well (Madura., 2020). 
[bookmark: _Toc130046238]Part 1
[bookmark: _Toc130046239]What is an MNC?
A multinational corporation (MNC) or Transnational corporation is a business organization that has its registrations in more than one country of the world and the operation of the business also takes place in all those registered countries. An MNC enjoys both horizontal and vertical economies of scale. But at certain times, the corporation also faces various issues operating in multiple financial markets (Encyclopædia Britannica, 2023). 
[bookmark: _Toc130046240]Overview of the chosen MNC?
Adidas AG is the chosen MNC for this assessment. The company is a Germany-based sports goods manufacturer that operates in multiple countries of the world. The company is said to be the second-largest manufacturer of sports goods in the world and the largest in Europe. The company was set up in 1949 by Adolf Dassler and company is headquartered in Herzogenaurach Germany. In 2021, the company had a turnover of 21,234 million euros and a net income of 2116 million euros was incurred by the company in the same year (Adidas, 2023).  
[bookmark: _Toc130046241]Dividend distribution policy of the MNC
The dividend distribution policy of a company is a structure used by the company to pay out its dividends to the shareholders of the company. A company can use three different types of dividend distribution policies - stable distribution, constant distribution, and residual distribution (Corporate Finance Institute, 2023). 
The Adidas AG company is said to have a residual dividend policy that is used to pay out the earnings earned to the shareholders of the company. The dividend distribution policy in 2021 states that the company has performed exceptionally well in terms of operations and financials. The financial position of the company was good as well as mentioned in the balance sheet of the company. Therefore, the management of Adidas AG has decided to pay out a dividend of 3.30 Euros per share to the shareholders of the company from May 13, 2022. This will be a 10% increase in the payout of the dividends. The total payout of the dividends is valued at 632 million euros which are used to represent that the payout ratio was 42.4% of the total net income of the year ending on 31st December 2021. Following is the graph of the increment in the dividend payouts to the shareholders each year (Adidas, 2023). 
[image: Chart]  
(Source: Adidas, 2023)
Here, the graph states that the payout of dividends has increased in recent years but the forecast is that in 2023, the payout of dividends is expected to fall as per the suggestions of the management of the company. 
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[bookmark: _Toc130046243]What is the Efficient Market Hypothesis?
The concept of the Efficient Market Hypothesis is related to the characteristics of the prices in the market for assets. The efficiency of the market in which a company operates is assessed in the 'Efficient Market Hypothesis'. There are a few assumptions of the Efficient Market Hypothesis theory. One assumption is- the prices of the assets move in the direction of the random walk over time. Another assumption is that the incorporation of the new information is done into the prices of the assets. Another assumption is that the market cannot be outperformed by the fund managers. There are 3 forms of EMH: Weak form, Strong form and Semi-strong form (Beechey, Gruen, & Vickery., 2000).
[bookmark: _Toc130046244]Efficient Market Hypothesis of Adidas AG
The Efficient Market Hypothesis will help to assess if the purchase of the stocks of Adidas AG is profitable or not. As per the metrics of the valuation, it is found that the stocks of the company are currently overvalued so it will not be highly profitable for the potential investors. The strong form of EMH is the most suitable one. Whether the stocks of a company are overvalued or undervalued is measured by the P/E ratio. The P/E ratio of Adidas as of 17th March 2023 is 109.71 which states that the stock prices are a bit overvalued (Zack Investment Research, 2023).   
The Adidas company has earlier partnered with the Salomon group therefore the name of the company has changed to Adidas-Salomon AG. Currently, the company plans to merge the US operations and Canadian operations. But the Reebok group has been sold to the ABG group. This will probably pull down the stock prices of the company in near future. So, the market for Adidas can be considered Semi-efficient.     
The current price/book ratio of the company is 4.42. This ratio is used by investors to assess their potential investments. Here, the investors will be paying 4.42 times for the assets of Adidas AG which are quite high. So, the stock prices of Adidas can be considered overvalued by looking at the P/B ratio as well. Another metric has been used in the EMH of Adidas company's operations. The current stock price of the company has been multiplied by the frequency of outstanding shares to evaluate the market capitalization of the company which is currently 29.01 billion dollars. So, stock prices are not only high but also the number of shares left is high as well (Macrotrends, 2023).    
[bookmark: _Toc130046245]Part 3
'Capital budgeting' is also referred to as 'investment appraisal' or 'project appraisal' which is key in the strategy of financial management of a firm. The methods of project appraisal are the procedures that are used to evaluate long-term investments and select them accordingly in cooperation with the objective of the company to maximize its wealth. These measures are useful in the investment decision-making of a company. There are discounted project appraisal methods as well as non-discounted project appraisals that the companies use. Investing in long-term projects requires a lot of capital therefore it also involves financial risks. With the help of project appraisal methods, the company can guess beforehand whether to invest in the respective project or not (Rossi., 2015). 
There are different methods of investment appraisal in operation. Among discounted methods, there are Net Present Value (NPV), Internal Rate of Return (IRR) etc. While non-discounted cash flow techniques of project appraisal include the Payback period and Accounting Rate of Return (ARR). Adidas is a multinational corporation, so it would use the discounted cash flow techniques of investment appraisal as these methods provide a more comprehensive evaluation of the new investments. So, Net Present value (NPV) and Internal Rate of Return (IRR) are the two methods that the company uses.   
Net Present Value (NPV) is the method that evaluates the expected profitability of a project. The discounted cash flows that a project is expected to generate during each year of its expected useful lifetime are evaluated in total and then subtracted from the initial investment to evaluate the Net Present Value of the project. If the project has a positive NPV, then it is desirable for the company of investment. But if the NPV is negative then it reflects that the projects will not be able to generate any income and the company will face losses, so it is not worthy of investment (GoCardless, 2022). 
The internal Rate of Return (IRR) of a company is another discounted cash flow technique that is used to measure the rate of return received by the company from the investment without considering external factors like inflation, financial risks, etc. The investment decisions of a company can be compared regarding investing in a particular project. IRR is also considered the rate at which the NPV of the project becomes 0 (Forage, 2023). Adidas AG company uses these two techniques more often during the time of making decisions.    
[bookmark: _Toc130046246]Conclusion 
The Adidas AG company faces quite a few issues in the financial markets such as the effect of inflation, financial risks associated with the operations, etc. International Financial Management Theories will help the company to deal with such situations. Also, the shareholders of the company can assess their investment decisions by looking at the P/E ratio, Market capitalization, P/B ratio, etc. Adidas being a large MNC can also use discounted cash flow techniques in appraising projects.   
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