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1. Introduction
International Financial Management (IFM) is a process of managing trading, financial activities, and performance in the international market. Management of international finance is effective in ensuring an adequate supply of funds, making safe investments, and improving international financial performance. Therefore, the research focuses on key theoretical implementations of the international financial management process along with the theories of international cost of capital management, the theory of corporate value, and so on. After that, effective strategies of MNCs to maintain their overall exposure to the risk of foreign exchange are also analysed here. IFM focuses on financial decisions, profit distribution, budget allocation decisions, and dividend decisions.      
[bookmark: _rbl9ld5o7g6q][bookmark: _Toc154863864]2. Strategies adopted by MNCs in managing their exposure to foreign exchange risks
Multinational corporations or MNCs expense numerous risk factors to operate across borders including market volatility, fluctuation in currency, lower exchange rate, and so on. The risk factors directly impact organisational performance and its outcome. Hence, MNCs have adopted a range of effective strategies to deal with foreign exchange risk factors such as:
Investment Diversification: MNCs have adopted a strategy to invest across different regions of the international market and expand their operation which spreads the risk factors in various areas. Such a strategy reduces the impact of currency fluctuation in any single currency of a single international market. According to the opinion of Belderbos et al. (2020), investment diversification in the international market is key to reducing foreign exchange risk by diversifying investment levels. Moreover, such a strategy is effective in distributing investment in different regions and lowering risk factors by eliminating over-reliance on a foreign enhancement of a single place.   
Adopting joint venture strategy: MNCs try to enter into a joint venture partnership with local business organisations that helps them share the risk raptors of foreign exchange and gain chances to access local expertise. According to the research of Wigwe-Chizindu and Llm (2019), joint venture partnership helps MNCs maintain their business arrangement by sharing resources between two parties to complete specific tasks and share profits or risks among them. Such a strategy remains effective for the MNCs as each party remains responsible for expenses, losses, profit, and any risk factor.   
Strategic sourcing of finances: MNCs try to partner with local vendors and suppliers from the same currency area to avoid risk factors and pressure related to foreign exchange. Therefore, partnering with locals also helps to understand the possible risk factors during foreign exchange and helps to take necessary strategies based on such risk factors.      
[bookmark: _e1yt51jkaea3][bookmark: _Toc154863865]3. Application of various theories and models 
Theories of international financial management
Mundell–Fleming model: The model is applied by MNCs to monitor their fiscal policies to trade in international economies. As opined by Mendoza (2019), the model argues that fixed exchange rates can not be maintained by an economy which helps businesses set their strategies according to this statement. Therefore, the theory also illustrates that an economy can not have an independent monetary policy and free capital movement. Therefore, the model can be applied by MNCs to make basic assumptions of global and domestic rates of interest, fixed price levels, and capital mobility.    
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Figure 1: Mundell–Fleming model
(Source: Mendoza, 2019)
The optimum currency area theory: the present theory is applied by MNCs to experience symmetric shocks, and trading properties through their GDP bilaterally which helps to fix their exchange rate. As per the analysis of Brunnermeier et al. (2019), the opium currency theory indicates that there are some regions across the boundaries that share identical or common currency which reduces the risk of financial management. Therefore, the theory is effective as it indicates that MNCs operate effectively when they find the same currency in their trading areas. After that, implementation of such theory maximises economic benefits with the fixed exchange rates within their business areas.   
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Figure 2: Optimum currency area theory
(Source: Brunnermeier et al. 2019)
Purchasing power parity (PPP) theory: It is an economic theory which explains that two countries must have equal pricing levels of goods and services after their currency exchange. The study of Al-Gasaymeh et al. (2019), evaluated that PPP theory indicates that the exchange rate between two different countries becomes equal if they have similar purchasing power. Such theory can be applied in MNCs to enhance their purchasing power so that they acquire an equal exchange rate in their trading economy equal to their home economy. The PPP theory is also used to measure currency's power effectively and accurately.      
Theories of corporate value
EVA or Economic Value Added theory: The theory is applied by MNCs to measure their real economic profit as it reduces the capital cost from the entire operational profit. It has been experienced that the theory helps MNCs in their global operation by analysing economic value and revealing any hidden value-generating opportunity of the firm (Subedi and Farazmand, 2020). The theory is effective in detecting underperforming segments of a firm and generating business opportunities in the global trading market. In contrast, the negative EVA of a firm indicates that they are not generating enough profit from their investment. Moreover, companies' performance is compared using EVA based on their extra income and rate of return.   
Agency theory of corporate governance:  The present theory helps MNCs to resolve and explain their issues related to the relationship between the agents and corporate governance management principles (Naciti et al. 2021). The theory is appropriate to understand the actual relationship between business principles and agents. Moreover, it indicates that agents play a crucial role as they present business principles to maintain overall business transactions.  
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Figure 3: Agency theory
(Source: Naciti et al. 2021) 
Theories of international cost of capital
Net operating income theory: The theory of net operating income helps to develop the profitability rate of business firms by adding necessary costs from financing and taxes. It has been evaluated from the research of Noor et al. (2023) that net operating income or NOI is applied in business firms to measure their profitability rate by subtracting their operational expenses from their overall income. At the same time, the theory is mostly applied in commercial real estate to evaluate their profitability based on investment level. Hence, MNCs apply such theory to calculate their net income by extracting taxes, interest and other expenses from their profit rate. As per Noor et al. (2023), the theory focuses on calculating organisational net income by subtracting its hidden expenses. Hence, the application of such theory is effective for MNCs to manage internal cost capital.  
Arbitrage Pricing Theory (APT): The theory focuses on the asset returns of an organisation which are forecasted through a linear relationship of expected returns of an asset (Nyanga and Qutieshat, 2022), Moreover, MNCs can apply such theory to predict their ROI and maintain an effective relationship between macroeconomic factors and expected business return. At the same time, the theory helps in focusing on various risk factors related to macroeconomics that impact the financial risk management process. Hence, the theory is applied to create a linear relationship between the macroeconomic variables and expected return that generates systematic risk. 
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Figure 4: Arbitrage Pricing
(Source: Nyanga and Qutieshat, 2022)
Theories of financial structure
Pecking Order Theory of capital structure: The theory indicates that business organisations or MNCs must prefer financial performance internally first by retaining their earning. As indicated by Yıldırım and Celik, (2020), the Pecking Order Theory focuses on equity financing and debt which may impact the capital structure of a business. Therefore, the theory focuses on asymmetric information of a business between outside investors and its management process to maximise its profit. Therefore, it also indicates external financing management becomes more expensive for business organisations than their internal financing. Moreover, financial stability can be prioritised by business organisations over their shareholder wealth maximisation by applying Pecking Order Theory.     
Modigliani–Miller theorem: The theory indicates that the capital structure of an organisation is a valuable factor in maintaining its earnings rather it values the future earnings of the firm. MNCs apply such a theory to enhance their future earnings as it remains highly influential to them. As per Brusov et al. (2021), the theory a business organisation cannot be impacted by its debt level as the equity financing management process enhances overall firm value. Moreover, the application of such theory in a firm helps to develop its capital structure based on future growth requirements which improves overall proficiency level.    
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Figure 5: Modigliani–Miller Theory
(Source: Brusov et al. 2021)
[bookmark: _x7sm8bkrql6l][bookmark: _Toc154863866]4. Conclusion 
It can be summarised after discussing all the financial management theories and strategies of MNCs that, their investment of diversification, managing strategic financial sources, and joint venture strategies are effective to lower the foreign exchange rate. Therefore, theories related to international financial management of MNCs include "Purchasing power parity theory", "Optimum currency area theory", and "Mundell–Fleming model". Therefore, some theories related to corporate governance are also analysed here including "Agency theory of corporate governance" and "Economic Value Added theory". Finally, the theories related to the financial structure management of an organisation include "The Modigliani–Miller Theory" and "Pecking Order Theory of capital structure" theory.     
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