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PART A
I. Economic Exposure 
Economic exposure is a category of foreign exchange exposure that arises due to the effect brought by unanticipated currency vacillations on companies' impending cash flows, earnings, and overall foreign reserves and investments (Martin and Mauer 2003). Economic exposure has significant impacts on the Company's market prices due to its significant effects on companies. To address these cases of currency fluctuations, companies must hedge/ capitalize on foreign exchange trading / FOREX (F.X.). The rate of economic exposure, as per Martin and Mauer (2003), is directly proportionate to the currency volatility, which means that economic exposure increases with cumulating foreign exchange volatility and vice versa. Economic exposure is significant for international companies that possess vast international subsidies and financial transactions that encompass the use of foreign currencies. Due to globalization in contemporary society, economic exposure has been a significant risk for consumers and companies (Martin and Mauer 2003). Economic exposure hence can happen to any organization, notwithstanding its market value, size, and whether it maneuvers on the domestic market scenes. 
Compared to the other types of exposures (transaction and translation exposure), economic exposure remains challenging to quantify, therefore more puzzling to hedge since it majorly deals with an unanticipated vicissitude in the international exchange rates (contrast to the unexpected variations in currency rates that's the primary basis of global monetary estimates). 
Applied Example of the Economic Exposure
Example 1
For small scale European-based companies that manufacture and trade their products to the local markets (no exportation of their locally manufactured goods), they would be profoundly affected by a stronger European Euro. It is because these smaller domestic companies import some of their raw materials globally from Asia and America at an affordable rate leading to increased European market competition. 
Example 2
Assuming that an Australian organization obtaining over 30% of its total profits from global markets records a steady deterioration of the Australian dollar against vital international currencies (for instance, at 2% P.A) in its next 3-years operational income. In case the Australian dollar gains instead of dropping in value in the predicted periods, the Company will experience economic exposure. Hence, more than 30% of the company profits and cash flows from the international market will reduce in case they are changed back to the domestic Australian dollar- an aspect that will hurt the Company's productivity and valuation. 
II. Operating Exposure 
Operating exposure denotes the degree to which an organization's future cash flows are impacted due to depreciating or appreciating foreign exchange rates and product price variations. It can also be defined as the risks anticipated when global exchange rates and inflation adversely affect the Company's revenues (Grant and Soenen, 2004). Similar to transaction exposure, operating exposure includes probable/ actual loss/ gain. Hence, the operating exposure leaks the economy to foreign exchange jeopardies. Subsequently, operating exposure is comprehensive and also connects to a company investment. Hence, with fluctuations in the global exchange rates, an organizational value is transformed within many instances. The value of an organization is made up of the operating cash flows and the entire assets that an organization owns. 
Many organizations have found it hard to recognize operating risks since the company cash flows majorly hinge on the inputs of an organization and the output prices that get reformed frequently with variations in foreign exchange rates (Grant and Soenen, 2004). These exposures can also be related to the challenges emanating from company competitors and market entry barriers. Therefore, operating exposure affects an organization's market competitive position significantly. 
Applied Example 1 of the Operating Exposure- Charlton, Inc.
Charlton, Inc. bases its operations in the United States, California. The Company has grown and owns 100% of the sales, manufacturing, and various company subsidiaries in states like Colombia, Costa Rica, and brazil. Due to some unanticipated fluctuations in the rates of Brazilin, Colombia, and Costa Rican currencies, Charlton, Inc. subsidiary value will be hugely affected within the three operational states. More impacts will be felt on the value of the Company as a whole. 
Example 2- Charlton, Inc. 
The Company, located in Britain, produces its products from British based labor and materials. Its products are sold in Europe and some exported to the markets located outside Europe. The Company then invoices all its market sales in Euros. Hence, it is Annual Revenue equivalents ¼ of all the yearly sales. 
The operating exposure deals with unpredicted future cash flow depreciations/ changes. The Company must factor the expected future changes into its management evaluation and its future cash flow records (Grant and Soenen, 2004). Hence, the expected changes regarding international exchange, interests, and inflation rates must not be an issue. 
III. Transaction Exposure
Transaction exposure is an organizational threat of loss from a fluctuation of global exchange rates in the period of a financial transaction (Martin and Mauer, 2003). The category of exposure originates from fluctuations in international conversation degrees/ rates from the durations when these financial transactions get reserved to the time the transactions are eventually settled. 
Some of the fundamental doctrines of the transaction exposure incurring or loses and profits depending on the strength or weaknesses of a currency (Martin and Mauer 2003). In case a company does not need to meet the losses related to transaction exposure, a hedging policy must be implemented that enables it to arrive at a forward rate agreement with a client, thus securing the fluctuating global exchange rates. 
An applied example of Transaction Exposure
A United States-based company might decide to sell its products to a United Kingdom-based company, and the transaction is paid in Pounds with a reservation date value at $100,000. Later on, when the U.K. based client pays for the products, they find out that the currency exchange rates have declined to cause the total payment to stand at $95,000. Hence, the depreciation in the currency value and exchange rate has forced the Company to sell its product at a loss of $5,000. The transaction exposure only applies when the transaction ha to be done in a changed currency. The client or party making the transaction from their home monetary currency is not exposed to the transaction exposure. The aspect can be disastrous when the currencies included in the transactions have a protracted history of constant fluctuations in the market. 
Firms can rely on the International Fisher Effect to help them in limiting the exposures addressed in the discussion. The International Fisher effect bases on the current and future market and risk-free nominal interest's tariffs and not on real economy inflation (Söderlind, 1999). It is also significant when predicting and understanding future currency prices and fluctuations. Through the fisher effect, lenders can use it in gauging whether profits or losses are being encountered as loan securities. Hence, the international Fisher effect is more effective than the purchasing power parity when mitigating the exposures. Hedging is a risk mitigation strategy that helps in the restriction of company losses that can occur due to various economic fluctuations (Lien and Shrestha, 2008). Hedging majorly depends on the offsetting principle that makes companies take contradictory or equivalent positions in diverse global or local markets. 
Conclusion and Recommendation
Investing requires risks that companies must be ready to incur. Possessing basic hedging ideas and strategies leads to a sufficient cognizance of strategies companies, and various investors employ in protecting themselves (Lien and Shrestha, 2008). Hedging helps companies improve their investment procedures and also understand the global financial markets. Hence, it should be adopted by companies involved in global finance. 
PART B
Capital Structures of International Firms
International companies, specifically the small scale companies, often face immense operational and organizational challenges as compared to the organizations functioning in a single local market (Copeland 2014). These companies must ensure that they maintain well-designed and functional company units at the same time, have the mandate of fulfilling various functions in diverse strategies concerning the operational base of an organization (Copeland, 2014). One vital challenge for these companies is the creation of more distinct organizational components accountable for the oversea markets at the same time coordinating its operations in the country. International firms must have a well-structured financial aspect. International companies can decide on the management of their financial market operations in a more centralized or decentralized manner (Copeland 2014). The primary benefit of a centralized structure enables an organization to hire and preserve its workforce who can assist a company in its financial management and capital investment. Organizational centralization helps improve compliance and various cooperate policies and enables organizations to gain positive economies of scale during borrowing/ investment leading to valid pricing. 
International company structures must also adopt a more decentralized structure since it also has vast advantages. Organizations might choose a decentralized structure due to global language, culture, business operations, and international financial variations. Decentralized structures enable international organizations to exploit various financial conditions and deal effectively with international business parties (Copeland 2014). However, the disadvantages of a decentralized structure include higher operational costs and more diminishment financial control. 
An international capital budgeting is investment policymaking conducted by organizations that suggest whether a business project is worth commissioning. Capital budgeting, according to Moosa (2010), majors with the rationalization of capital disbursements. It also involves the identification and analysis of ventures whose cash flows or profits are projected to prolong the past a year. A firm's decisions on investment specifically include market or organizational extension, reconstruction, replacement, and the attainment of its long-term company assets. The primary aim of a financial administrator is the shareholding of wealth maximization. Moosa (2010) asserts that an organization creates wealth once its investment generates more return as compared to the original investment rate/ cost. One of the most critical decisions that financial managers face is the selection of capital projects to invest in. The capital-based projects signify investments in company financial assets, which encompasses a firm's productivity. The organizational investments can be used to determine how competently an organization manufactures the items they want to sell and also define the profitability the organization will enjoy. International Capital budgeting pronouncements can be used in determining a firm's competitive position and its long-term survival. 
The international diversified investment portfolio consists of an assortment of stocks and organizational assets that vastly places more emphasis on the international markets and not the domestic markets (Eun and Resnick 1994). If entirely premeditated and designed, it provides exposure and knowledge on emerging and developing markets that offer more diversification. An international portfolio charms international investors that might need to differentiate various assets. The portfolio has vast risks because of possible political and economic market instabilities in most of the global and emerging markets. Additionally, foreign market finance and currency that also poses a threat to the investment portfolio (Eun and Resnick 1994). 
It is the responsibility of the individual investor to maintain an internationally diversified investment portfolio due to its vast advantages compared to an international firm to carrying out international capital budgeting and financing due to vast reasons. It reduces risks in the financial market. For instance, in case the United States stock flounder, the improvements in market investors holdings lead to smoothening out of market returns. Additionally, investors might divide their organizational portfolio between domestic and international holdings. When the domestic portfolio reduces by 10%, the global portfolio might advance by 20%. Hence, an investor is left with a net return amounting to 10%. These risks can be mitigated through the holding of international stocks (Eun and Resnick 1994). It also leads to the diversification of currency exposure. When market financiers purchase stocks, they often buy these currencies quoted in the respective stocks. For instance, in case a financier or investor acquires a stock listed on the NYSE, the rates of the purchased stock might fluctuate or rise concerning the U.S. Dollar. In case the British pound fluctuates, the currency vacillations can be counterbalanced by a financier's global portfolio. International portfolio also helps investors know different market cycles in different countries (Eun and Resnick, 1994). For example, a financier who believes that the British pound is overrated will look for more investment prospects in other states like in America or Europe. These countries must profit from the capital flow and increased global demand for their products. 
Opposing Arguments to Internationally Diversified Investment Portfolio
The opposers of the International Portfolio assert that the strategy has its limitations that must also be looked into by the investors. The strategy has vast political and economic risks associated with it. Currently, many developing states like India, in Africa, and Latin American states lack the same political stability level as countries in Europe and the United States. Hence, most investors might feel the pressure of investing in countries with political instability. Political instabilities lead to a decline in stock market rates and increased inflation.
Similarly, internationally diversified investment portfolios might incur high transaction costs. Financiers, in most instances, pay more capital/ commission while purchasing global stocks- an aspect that significantly reduces their overall returns (Eun and Resnick 1994). Taxes, levies, and fees paid also dilute the organizational gains more. 
Appendices 

Executive Summary
Companies must structure their organizational structures to meet international financial obligations and aspirations. Effective capital budgeting is essential since the decisions made can be used in the determination nature of permanent organizational assets and the assets that can be used in determining organizational nature. Capital budgeting must also be carefully scrutinized since it involves firms committing significant capitals and its assets and need future event prediction, which is sometimes challenging. Continually assessing the stock market is essential in evaluating the global exchange rates to prevent any financial exposure that a firm might face. 
Capital budgeting also includes the generation of alternative proposals that organizations might use to invest and the evaluation of alternatives that can be used in determining practicable organizational assets. Organizations must, therefore, ensure that they employ active financial managers to help in its global operations and mitigate any cases of market exposure for the benefit of an international organization (Eun and Resnick 1994). In the process of accessing an organizational capital budget, financial managers and investors must first estimate the steady cash flows and, at the same time, assess the cash flow risks involved. Investors must also regulate and determine the perfect discount rate, which is the minimum return rate realized from organizational investment and is used in the justification of funds injected into a particular project (Copeland 2014). Investors must also find the present value (P.V.) needed for the anticipated cash flows. Investors must also effectively evaluate and compare the projects selected and assess their profitability. Foreign portfolio investment benefits organizations from the ever-changing monetary exchange rates. In some instances, investors' currency might gain more strength and sometimes fluctuate. In the United States, for instance, the home markets have risen to be more competitive since many firms have grown offering related services as compared to the global markets. 
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Appendix
Appendix A
Assuming that an Australian organization obtaining over 30% of its total profits from global markets records a steady deterioration of the Australian dollar against vital international currencies (for instance, at 2% P.A) in its next 3-years operational income. Hence, more than 30% of the company profits and cash flows from the international market will reduce in case they are changed back to the domestic Australian dollar- an aspect that will hurt the Company's productivity and valuation. 
Appendix B
The Company then invoices all its market sales in Euros. Hence, it is Annual Revenue equivalents ¼ of all the yearly sales.
Appendix C
A United States-based company might decide to sell its products to a United Kingdom-based company, and the transaction is paid in Pounds with a reservation date value at $100,000. Later on, when the U.K. based client pays for the products, they find out that the currency exchange rates have declined to cause the total payment to stand at $95,000. Hence, the depreciation in the currency value and exchange rate has forced the Company to sell its product at a loss of $5,000.
Appendix D
When the domestic portfolio reduces by 10%, the global portfolio might advance by 20%. Hence, an investor is left with a net return amounting to 10%.



