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1. Abstract: The purpose of this paper is to give an insight of the financial position of Nestle, one of the biggest multinational companies nowadays. The chosen organisation has been operating in the food and beverage industry for more than a century and therefore it has been encountering many challenges throughout its way to success. This report is conducting a financial analysis for the 2014-2018 period which includes the profitability ratios, liquidity ratios, efficiency ratios, leverage (gearing) ratios and investment returns. In the first part of the report, the company overview is presented; in the second part, the Nestle’s financial performance is analysed for the last five years; and, finally, the investment appraisal techniques are discussed. Note that the information in regards to the company’s operation and performance are based on the Nestle’s 2018 annual report. Please see the appendix for the ratios’ calculation.
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[bookmark: _Hlk29981421]3. Company overview 
[bookmark: _Hlk29215516]The history of Nestle begins in 1866 when the Anglo-Swiss Condensed Milk Company was founded. Henri Nestlé, the founder of the company, produced a revolutionary baby food in 1867 and formed the Nestlé Group by merging with Anglo-Swiss in 1905. The company is headquartered in Vevey, Switzerland, and it is operating in the food and beverages industry. It mainly produces nutritional food and health-related goods. Nestle has over 2000 brands with a wide range of products, including baby food, pet food, coffee, water, cereals, dairy products, snacks, seasonings, soups, sauces, frozen and refrigerated foods and many more. Nestle is a multinational corporation and it is one of the most successful food companies worldwide by achieving the title of the largest food company within its industry, measured by revenues and other factors. It operates in 190 countries, it opened factories in 85 countries and it has around 308,000 employees. Americas (AMS), Europe, Middle East and North Africa (EMENA), and Asia, Oceania and sub‑Saharan Africa (AOA) are the main markets where Nestlé operates (Nestle, 2019). It has reported a revenue of 91.43 billion CHF in 2018, meaning approximately 72 billion British Pounds. According to Statista (2019), Nestle’s largest market is the United States, which generated sales of 27.62 billion Swiss Francs in 2018.
The Nestle’s business model includes operational pillars, growth drivers and competitive advantages. Since it operates in a dynamic environment where changes occur frequently, Nestle, as a multinational, needs to adopt to the new changes and to meet the customers’ needs and expectations. These changes are unpredictable, uncertain and challenging; therefore, the company needs to continuously adapt to the market where it operates. The business customer segmentation is represented by individuals and families, communities, homes and offices, medium to high range, mass market. It operates through different channels like retail stores, media, news, newspapers, social networks, websites, specialised channels: Nespresso boutiques, Nespresso Club. The key activities of the company are marketing, manufacturing, production, food processing, quality control, logistics, R&D, networking, relations, operations, innovation. And, the key resources are raw materials, production plans, manufacturing, brand portfolio, distribution channels and patents system. The key partners of the business are investors, acquisitions, joint ventures, partnership, farming community, suppliers, sponsorships, alliances and retail shops. The main cost of the company is represented by marketing and sales, manufacturing, production, distributions, research and development (R&D), employees, facilities, purchases, taxes and new ventures. The company’s mission is to deliver high-quality, competitive and innovative products. The company’s aim is to create value by enhancing the quality of life and contributing to a healthier future. Nestle succeeds in doing so by innovation with significant investments in research and development. One of the Nestle’s priorities is to establish long-term shareholder value creation. Nestle’s objective is to create trust, to produce high-quality products and, in this way, to attract more customers and investors to boost the company’s growth.
The main competitors of Nestle are Unilever, Mondelez International, Hershey, Mars, Pepsico, Danone and Kraft Heinz. Since the food processing industry is rising, the competitors arise and Nestle needs to find better strategies in order to survive on the market. Every organisation is using the best techniques to produce great quality food, therefore, Nestle strives to produce high quality food and also healthy food for its consumers.
The most important events during the Nestle’s timeline are represented by the buying process of different companies and expanding globally. Since 2006, the company is putting a lot of effort to create sharing value at all business levels. In 2011, Nestlé is the first food company to work with the Fair Labour Association helping to tackle child labour in the supply chain for cocoa. In 2016, Nestle was celebrating its 150th anniversary. Since January 2018, Nestle has changed its business structure from a globally-managed to a regionally-managed business. 

[bookmark: _Hlk29987614][bookmark: _Hlk29981574]4. Financial analysis of the Nestle Group
This section will focus on the financial and operational analysis of the Nestle Group, mainly based on performance indicators. The consolidated financial statements of the years 2018, 2017, 2016, 2015 and 2014 are analysed in order to understand its financial growth over the years and also to understand the company’s current performance. The financial ratios are based on the financial statements such as the balance sheet, income statement and the cash flows. Profitability, liquidity, efficiency and leverage (gearing) ratios are analysed to understand the company’s position on the market. Also, the investment returns ratios are examined and the Nestle’s dividend policy is explained. 
Nestle has generated revenue through effective marketing and trading activities that led to the desired domestic sales growth. The company is continuing to generate demand for its products. Basically, Nestle is focusing on generating demand for its brands while enhancing its business capacity and operational efficiency by allocating capital to buy and sell relevant customer brands. Through this strategy, the company can maintain its dominance in the food and beverage industry. According to the Nestle’s annual review 2018, the company’s sales performance has improved from 89,590 mil CHF in 2017 to 91,439 mil CHF in 2018. The company’s shares are listed on the Swiss Stock Exchange and the basic earnings per share recorded a growth from 2.31 CHF in 2017 to 3.36 CHF in 2018. The Nestlé S.A. shares are traded at SIX Swiss Exchange where it has its own section, dedicated to the Nestle’s shares. The net debt increased as well, up to CHF 30.3 billion in 2018, compared to CHF 21.4 billion in 2017. Regarding the dividend, the Board of Directors is proposing a dividend of CHF 2.45 per share, compared to CHF 2.35 the previous year. The company’s 2018 progress is represented by the figures and it shows a sustainable growth throughout the years. In 2018, Nestle has increased the amount of cash returned to shareholders by using the divided and share buyback program. Nestle introduced the share buyback program in October 2019 for the subsequent capital reductions purpose and it has to be completed by the end of 2022.
[bookmark: _Hlk29981674]A. Financial Highlights 2018
According to the 2018 Nestle’s Annual Report, the figures show that the revenue has increased since 2015 from 88,785 million of CHF to 91,439 million of CHF at the end of 2018, however, at the end of 2014 the company registered 91,612 million of CHF in sales revenue, the best year in terms of sales since 2013 until present. The earnings per share have decreased from 4.54 in 2014 to 3.36 in 2018. However, since 2014 the earnings per share have gradually decreased from year to year, until 2018 when it increased from 2.32 in 2017 to 3.36. These changes in revenue and earnings per share might have been caused by the economic changes in the business environment and other external factors. In fact, according to BBC (2016), the Nestle Group has experienced declines in profits by 39% in 2015, equivalent to 9.1 bn of Swiss francs. This was mainly due to the sale in 2014 of part of its stake in the L’Oréal business. Also, one of the reasons was the strength of the domestic currency. Another factor was the withdrawal of Maggi noodles in India, followed by the ban imposed by the India’s food and safety regulator. These factors had a considerable impact on the Nestle’s performance in 2015. However, as the data shows, the company seems to recover gradually and improve its performance substantially.
According to Statista (2020), Nestle invested 7.3 billion U.D. dollars on global advertising campaigns in 2018. This figure was lower by two million than two years ago, suggesting a slightly more conservative marketing budget. In fact, the financial reporting of the company reflects this shift, as the administration and marketing costs of the Nestlé Group fell by around 1.5 billion Swiss francs in the same period. The marketing savings have been reinvested in building the business brand.
Nestle follows a disciplined approach to acquisitions and they prioritise the high growth categories and regions. The company invested substantially in advancing the growth of sectors like coffee, pet care, nutrition, healthcare and water. The business has improved its portfolio management through targeted acquisitions with high growth potential, competitive returns and building the leadership positions. In fact, they have acquired the licence of Starbucks products. Together with Starbucks, Nespresso and Nescafe they have managed to bring the world’s most popular coffee brands and get a higher market share in the coffee industry. However, Nestle was not as successful on all levels, they have completed the divestiture of the U.S. confectionery business where their low market share limited the potential to win within that market. Therefore, one of their strategy is to acquire target high growth potential businesses. They also focus on innovation and creating value for shareholders and for society in a fast-changing environment. Such an example is KitKat, Yes! Snack bar and Garden Gourmet, the authentic vegan burger alternative. 
Another important factor that contributed to a higher revenue compared to the previous year, is that Nestle is using the development of technology frequently through marketing, social media and e-commerce. In this way, the company managed to deliver more personalised products, messages and services straight to the target customers. In fact, the e-commerce sales grew significantly by 25% and reached 7.4% of the total Nestle sales in 2018. Importantly, 22% of the sales came from the premium products.  The company is investing continuously in cutting-edge technology to meet the evolving consumers’ expectations. In fact, Nestle invested CHF 1.7 billion into R&D. Since there is a global trend and demand for healthier and more authentic food, the company needs to address this issue and use its resources to produce attractive and relevant products to its consumers. They make use of the R&D and commercial functions to identify what is desirable for the customer, feasible for the business and creates value for the company. 
Also, significant progress has been made on the cost reduction programme across the administration, production and manufacturing sectors. The organisation's savings have contributed significantly to the increase of the operating profit margin as it rose by 17% in 2018. The company follows responsible financial policies aimed to maintain the right balance between allocating capital and flexible access to financial markets. 
One of the company’s incentives in 2018 was to increase the cash returns to shareholders and they returned CHF 13.9 billion through dividends and share repurchases. The share buybacks were equivalent to CHF 6.8 billion, being part of the 2017 three-year buyback programme. The company has returned CHF 104 billion to shareholders over the last ten years, of which CHF 40 billion came in the form of share buybacks.
Since 2006, the Nestle Group is pursuing to create long lasting value by winning the customers through building confidence and trust, and maintain the market leadership. This method represents the source of the sustainable financial performance of the company. They deliver sustainable value based on a persuasive nutrition, health and wellness strategy. Basically, their strategy on the long run is to advance sustainability through developing recyclable packaging solutions to reduce the impact on the environment, developing plant-based products and promoting affordable nutrition.
The company’s overall performance in 2018 appears to be substantial since the numbers show a considerable improvement compared to the last year results. The U.S. and China markets have generated the best results in terms of performance for the year 2018. The internal growth increased to 2.5% for the entire year and continued to the high end of the food and beverages industry. This was due to disciplined policies, innovation and successful new product launches on the market. 
The foreign exchange reduced sales by 1.6% since some of the currencies used in the operation market have devalued against the Swiss Franc. The organic growth was 1.6% in the developed markets and 4.9% in emerging markets. 
The net financial expenses and income tax grew by 9.3% to CHF 761 million, representing an increase in the net debt. The tax rate for the Group fell by 280 basis points to 26.5%. The underlying tax rate decreased by 320 basis points to 23.8%, mainly as a result of the tax reform in the United States. 
Net profit grew by 41.6% to CHF 10.1 billion, and Earnings per share increased by 45.5% to CHF 3.36. The net profit has benefited from many massive one-off items, including income from business disposal and also improved operating performance. The share buyback programme of Nestlé contributed 2.0% to the underlying earnings per share increase, net of finance cost. Free cash flow rose by 15% to CHF 10.8 billion. The rise was mainly a result of higher operating profit, better working capital, and controlled capital spending.
The Group repurchased 6.8 billion CHF of Nestlé shares during 2018. The Group had implemented CHF 10.3 billion (52 percent) of the CHF 20 billion share buyback programme announced by Nestlé in 2017. Net debt increased to CHF 10.3 billion at the end of 2018, compared to CHF 21.4 billion at the end of 2017. The increase was mainly represented by CHF 6.8 billion share buybacks completed during 2018, and the net cash outflow of CHF 5.2 billion from acquisitions and divestments. Nestle's return on capital invested increased to 12.1 percent. The improvement resulted from a lower impairment in goodwill, improved operating performance and disciplined allocation of capital. The Board of Directors has proposed a dividend of CHF 2.45 per share, up from CHF 2.35 last year.
The principal risks of the organisation may be the external factors such as political, economic, social, technological, environmental and legal. Risks related to security, political instability, legal and regulatory, monetary, macroeconomic, international trade, labour, natural hazards and infrastructure may possibly impact Nestlé's ability to operate within a country. Thus, the company adopted a risk profile aligned to the business operations. The Nestle Group Enterprise Risk Management framework was designed in order to identify and minimize the potential risks that may affect the business operation. There could also be internal risks of the business such as manufacturing issues that may lead to supply disruption and a loss in sales. Any major event on the financial markets could affect the liquidity / liabilities of the Nestle Group, namely, currency, interest rate, hedging, capital cost, pension obligations / retirement benefits, banking / commercial credit, etc.. Therefore, Nestle is using adequate risk mitigation methods and effective governance to constantly monitor the potential risks and long-term assets and liabilities overview. 

[bookmark: _Hlk29981778]B. Ratio Analysis
Profitability ratio is represented by the ability to generate profit, not just sales. It tells how good an organisation is at transforming business operations into profits. It is one of the most used ratios in business, finance and investing as it measures the profits. It can be obtained by calculating the Gross Margin ratio, Operating Margin ratio and also the Net Profit Margin. According to the data, Nestle’s profitability has improved year by year. However, the net profit margin has decreased since 2014. The primary goal of a company is to increase its profit margins, therefore, Nestle needs to review this issue and improve its financials.
1. The Gross Margin ratio shows how much a company earns from each Swiss franc of sales after paying for the sold items. A positive gross profit is a positive sign of making net profit. The gross profit needs to be big enough to cover the costs of labour, equipment, rent, marketing and advertising, research and development and many other costs related to selling the products. Consistency of Gross Margin is the key to durable competitive advantage. However, if the company loses its competitive advantage, generally its gross margin drops earlier than its income. In the Nestle’s case, the gross margin ratio has increased by 2% since 2014, from 48% to 50% in five years. It can be noticed that the company had lower cost of sales and the selling price increased. Compared to Unilever, Nestle is more profitable than them in regards to the gross margin.
[image: ]

2. The Operating Margin ratio shows how much the company earns before interest and taxes from each Swiss franc of sales. Watching Gross Margin % and Operating Margin % closely helps the company to keep away from the value trap position. Just like the Gross Margin, it is essential to monitor if the company maintains its operating margin over a period of time. Higher operating margin means that the company is more efficient and stable within its industry. The higher the operating profits are, the better for the shareholders. It is important to consider the Operating Margin as it predicts whether the company is facing issues and investors can use it to avoid loses. In the Nestle’s case, the operating margin ratio has increased gradually from 2014, when it reached 0.11, to 2018 when it reached 0.15. Importantly, its competitor has recorded a ratio of 0.24 which is a lot higher compared to 0.15.
[image: ]

3. The Net Profit Margin represents the fraction of each Swiss franc in revenues that is available to equity holders after the company pays interest and taxes. The Net Profit Margin measures how much of the total sales of a company flow to the bottom line. Higher profits are better for the shareholders as it is a high profit margin. The data shows the net profit ratio of 11% in 2018, that dropped compared to 16% in 2014. The competitor’s net profit margin is a lot higher than Nestle’s since it recorded 0.18 in 2018. This means that Unilever is more efficient at converting sales into profit.
[image: ]

Liquidity ratio measures the company’s ability to pay the current liability. If the ratio reaches 1.0 or over, the company would have more short-term assets than short-term debts. On the other hand, if the current ratio is below 1.0, the company could be exposed to unpredictable economic fluctuations or business environment changes. The liquidity ratio is vital for a company because when times are rough, a company without enough resources to cover its short-term debts could be forced to make unfavourable decisions in order to raise capital, like selling assets at low prices, borrowing at high interest rates or even selling part of the company. It can be calculated through Current, Quick and Cash Ratios. 
1. The Current Ratio is the ratio of current assets to current liabilities. It is used to assess the cash position of the company. The higher the ratio, the more liquid the business is. It is the indicator of the financial stability of the organisation. It is also a financial solvency index and a work capital power index. The current ratio of the firm is growing constantly over the years from 2016 to 2018. The current ratio recorded 0.95 in 2018, higher than the previous year when it recorded 0.89. However, in 2014 the ratio had a healthier position of 1.03. Compared to its competitor (0.78), Nestle is better off and it seems to have more liquidity. This refers to the ability of the company to pay immediately its short-term obligations or current liabilities.
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2. The Quick Ratio is the ratio of current assets other than inventory to current liabilities. It measures how fast the firm could meet its short-term obligations by only using the most liquid assets. The quick ratio backs up inventory because it assumes it would take several weeks or months for selling inventory. The quick ratio only takes into consideration certain assets which could be used in the present time to cover short-term debts. The quick test ratio is an extremely useful indicator of the company's liquidity status. Compared to 2017, the quick ratio increased by 0.09 in 2018, meaning that the company is getting higher liquid current assets to cover its current liabilities. Compared to its competitor, Nestle has a better capacity to pay its current liabilities.
[image: ]

Efficiency Ratio is representing how efficiently the company utilises its assets. The higher the ratio the better the company is operating. It can be obtained by calculating the Asset Turnover and the Fixed Asset Turnover ratios. Nestle has a high productivity and it has an effective use of resources.
1. The Asset Turnover ratio is a first board measure of efficiency. The firm registered 0.66 in 2018. Compared to its competitor, Nestle is way behind Unilever since they have recorded a ratio of 0.85. 
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2. The Fixed Asset Turnover is useful since total assets include assets that are not directly involved in generating sales. Nestle obtained a ratio of 3.05 in 2018 whereas Unilever recorded 4.92, meaning that its competitor is using its fixed assets more effectively to generate revenue.
[image: ]
Leverage ratio is represented by the company’s ability to pay the total liability. Financial leverage ratios are used to determine how much financial risk the company has taken on. Although debt is good for generating money, a highly geared company is a risky activity, thus, lower numbers are more acceptable. The total liability is represented by the long-term and the short-term liabilities. It may be obtained by calculating the Debt to Equity Ratio and Debt to Capital Ratio.
1. The Debt to Equity Ratio is a common ratio used to assess a company’s leverage. It can be calculated by using the book or market value. If in 2014 it was at 0.29, in 2018 it has reached 0.69, higher by 0.40. However, the Unilever’s debt to equity ratio reached 2.02 in 2018, a lot higher than Nestle. As the figure below shows, the company’s debt to equity ratio has been increasing quite intensively. Unilever’s debt to equity ratio is extremely higher, meaning that the company is getting more of its financing by borrowing money, which may lead to an excessive amount of debt.
[image: ]

2. The Debt to Capital Ratio calculates the fraction of the company financed by debt. It can be calculated by using the book or market value. Nestle’s debt to capital ratio has increased gradually since 2014 from 0.22 to 0.40 in 2018. However, its competitor’s ratio is higher by 0.26. 
[image: ]
Investment Returns is represented by the Return on Equity and Return on Assets ratios.
1. The Return on Equity ratio is used to evaluate the company’s return on investment by comparing its income to its investment. In fact, it tells how good a company is at rewarding its shareholders for their investment. It may be affected by the foreign currency fluctuations. Since 2014 the return on equity began falling until 2017. Then, it started to increase progressively and it reached 0.17 in 2018. However, in 2014 Nestle had a return on equity ratio of 0.2. Its competitor, Unilever has got a lot higher ratio that reached 0.79, which means that it is earning a higher return on equity.
[image: ]
2. The Return on Assets ratio is used to evaluate the company’s return on investment by comparing its income to its assets. It seems that since 2014, Nestle’s return on assets decreased gradually until 2017. From then, it started to increase until 2018. Its competitor has a lot higher return on assets as the end of 2018. Overall, it looks like the company makes less money by its assets as compared to 2014. 
[image: ]
Therefore, the financial ratios are used in order to bring more attention to the business areas which need more evaluation. They are essential for the business decisions and for the operating business in the long-run. Also, ratios are used when comparing one company’s performance to another’s over a period of time. In fact, from the overall analysis, Nestle is better off in terms of liquidity and performance compared to Unilever in 2018. However, the comparative performance is poor in areas like profitability, efficiency and investment management. The major areas of weakness require further investigation and remedial action. 
[bookmark: _Hlk29987667]The management should improve its return on equity by increasing profit margins, improving asset turnover or using more financial leverage. They should increase the sales profitability and to have better management of inventory. The Nestle Group management should monitor the business performance closely through continuous analysis of ratios, since they help in planning and forecasting, and they also help in making investment decisions.



5. [bookmark: _Hlk29987908]Investment Appraisal Techniques
Since Nestle is considering the prospects for a range of new investment opportunities, the investment appraisal is evaluated. In order for the company to make investment decisions it needs to review the capital investment appraisal by the following methods:
1. [bookmark: _Hlk30072263]Payback Period (PBP)
2. [bookmark: _Hlk30072289]Accounting Rate of Return (ARR) 
3. [bookmark: _Hlk30072550]Internal Rate of Return (IRR)
4. [bookmark: _Hlk30073392]Net Present Value (NPV)

	Year
	Project A
	Project B

	0
	-103
	-115

	1
	10
	60

	2
	30
	40

	3
	50
	60

	4
	65
	5


Cost of capital = 8.73%
1. Payback Period (PBP) 
[bookmark: _Hlk30072329]For project A:
-103 + 10 + 30 + 50 = 13
13/65 = 0.2
PBP(A) = 3.2 years
For project B:
-115 + 60 + 40 = 15
15/50 = 0.25
PBP(B) = 2.25 years

2. Accounting Rate of Return (ARR)
For project A:
Total Profit = 155/4 = 38.75
38.75/103 = 0.3762
ARR(A) = 37.62

For project B:
Total Profit = 165/4 = 41.25
41.25/115 = 0.3587
ARR(B) = 35.87

3. Internal Rate of Return (IRR)
For project A:
IRR = r1 +   x (r2 – r1)
[bookmark: _Hlk30074643]IRR(A) = 8.73 + [16.97/(16.97-0.62) ]x (15-8.73) = 15.23
IRR(B) = 8.73 + [24.25/(24.25-0.09) ]x (20-8.73) = 20

4. Net Present Value (NPV)
[bookmark: _Hlk30073671][bookmark: _Hlk30073702]NPV(A) = -103 + 10/(1+0.0873)^1 + 30/(1+0.0873)^2 + 50/(1+0.0873)^3 + 65/(1+0.0873)^4 = 16.97
[bookmark: _Hlk30074694]NPV(B) = -115 + 60/(1+0.0873)^1 + 40/(1+0.0873)^2 + 60/(1+0.0873)^3 + 5/(1+0.0873)^4 = 24.25

	Capital Investment Appraisals
	Project A
	Project B

	PBP
	3,2
	2,25

	ARR
	37,62
	35,87

	IRR
	15.23
	20

	NPV
	16,97
	24,25


As the Table above shows, Project B has more beneficial factors than Project A. For example, the payback period refers to how quick the company gets the money back, therefore, Project B is quicker. However, the accounting rate of return is higher in Project A which means that Project B would generate a lower return compared to Project A. On the other hand, the internal rate of return is higher in Project B. And, finally, the net present value is higher in Project B. Therefore, the second project is more advantageous for the company and the board should adopt Project B.
All of these investment appraisal techniques are easy to calculate and communicate. They help the companies to perform better and earn more profits through their operations. Firstly, the payback period helps the company to calculate the time of the return of their investment (Lohmann & Baksh, 1993). Moreover, by conducting this type of analysis, the company can determine what project is worth investing in, in order to get a faster return. Also, it is recommended to do the payback period analysis before any investment, in order to determine the risk factor of time allocation. Therefore, it is a handy and useful technique for a company in order to make an important choice in regards to investment.
Secondly, the accounting rate of return is used to make capital budgeting decisions. It is recommended to use it because it is easy to compute and understand. ARR’s main disadvantage is that in terms of time value of money or long-term investment risks, it disregards the time factor. According to Brief and Lawson (1992), it is based on benefit estimation and it can be easily manipulated with changes in methods of depreciation. 
Thirdly, the internal rate of return is used to determine whether an investment or project is worth investing in. Hartman and Schafrick (2004) state that IRR shows if the company generated profit or lost money on a project, and it shows the profitability of the investment. One of the advantages of IRR is that it allows the investor to get a preview into the potential returns of the project before it starts. The disadvantage of the IRR is that the approach does not consider important factors such as the project duration, future costs or project size. In fact, it compares the project’s cash flow to the existing costs of the project.
Lastly, the net present value is used to appraise capital budgeting and investment planning to analyse the profitability of a project. According to Reyck et al (2008), a positive net present value means that the projected earnings produced by a project exceed the anticipated costs, in the present currency. It uses a reinvestment rate similar to its current capital cost. The NPV method's reinvestment estimates are more appropriate than the IRR approaches. NPV also has an advantage over IRR when there is non-normal cash flow in a project. One of the disadvantages of NPV is that money loses value over the time. Basically, the discount rate function accounts for the possible fall in value as it subtracts the current value of the borrowed cash from the current value of the projected cash flows. Thus, A dollar earned in the future may be less than the one earned in the present.
The non-financial factors to consider are meeting the requirements of current and future legislation, improving supplier and customer relations, and meeting the business standards and best practices.

5. Conclusion
In conclusion, it is necessary for the company to consider the investment appraisal techniques in order to make investment and expenditure decisions. This report has used the payback period, accounting rate of return, internal rate of return and net present value to assess the viability of the project. The results showed that the Project B is more favourable for the company. 
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8. Appendices
1. Appendix 1 - Profitability Ratio
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2. Appendix 2 - Liquidity Ratio
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3. Appendix 3 - Efficiency Ratio
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4. Appendix 4 - Leverage Ratio
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5. Appendix 5 – Investment Returns Ratio
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Consolidated balance sheet
as at December 31, 2018

before appropriations

In millions of CHF.

Notes 2018 2017+
Assots
Current assets
Cash and cash equivalents 12718 4500 7938
Short-term investments 2 5801 655
Inventories. [ 9125 9177
Trade and other receivables ma 11167 12036
Prepayments and accrued income. 530 573
Derivative assets 2 183 231
Current income tax assets 869 017
Assets held for sale 7 8628 357
Total current assets 41003 31884
Non-current assets
Property, plant and equipment s 29956 30777
Goodwil s 31702 29746
Intangible assets s 18634 20615
Investments in associates and joint ventures [ 10792 11628
Financial assets 2 2567 6003
Employeo benefits assets 0 87 392
Current income tax assets 58 62
Deferred tax assets 1 1816 2108
Total non-current assets. 96012 101326
Total assets 137015 133210

* 2017 restated igures include modifcaions as described in Note 1 Accouning palicies and rlated impacs in Note 22,
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In millions of CHF

Notes 2018 2017+
Liabilities and equity.
Current liabilities
Financial debt 2 14694 1211
‘Trade and other payables me 17800 18864
Accruals and deferred income 4075 4299
Provisions " 780 819
Derivative liabilities 2 aag 507
Current income tax liabilties 2731 2477
Liabilites directly associated with assets held for sale 2 2502 12
Total current liabilities 43030 38189
Non-current liabilities
Financial debt 2 25700 18566
Employes benefits liabilities 0 5919 71m
Provisions n 1033 1147
Deferred tax libilities [ 2540 3492
Other payables 2 390 2476
Total non-current liabilities 35582 32792
Total liabilities 78612 70981
Ea [
Share capital 306 3n
Treasury shares (6948) (4537)
Translation reserve. (20432 (19.436)
Other reserves (183) 989
Retained earnings 84620 83629
Total equity attributable to shareholders of the parent 57363 60956
Non-controlling interests 1040 1273
Total equity 58 403 62229
Total liabilities and equity 137 015 133210

* 2017 restated igures include modifications as described n Note 1 Accounting polcies and related impscts in Note 22.
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Consolidated income statement
for the year ended December 31, 2018

In millions of CHF

Notes 2018 2017+
Sales B 91439 89590
Other revenue 311 332
Cost of goods sold 46 070) @5571)
Distribution expenses 8469) ©023)
Marketing and administration expenses 20 003) (19818)
Research and development costs (1687) (1739
Other trading income “ 37 12
Other trading expenses 4 (1769 (1606)
‘Trading operating profit 3 13789 13277
Other operating income 4 253 379
Other operating expenses 4 @572 (3500)
Operating profit 13752 10156
Financial income 5 247 152
ancial expense 5 (1008) (848)
Profit before taxes, associates and joint ventures 12991 9460
Taxes 13 3439 @773)
Income from associates and joint ventures 1 916 824
Profit for the year 10468 7511
of which attributable to non-controlling interests 333 355
of which attributable to shareholders of the parent (Net profit 10135 7156
As percentages of sales
Trading operating profit 15.1% 14.8%
Profit for the year attributable to shareholders of the parent (Net profi) 1% 80%
Earnings per share (in CHF)
Basic earnings per share 15 336 231
Diluted camings per share 15 3.36 231

2017 restated figures include modificaions as described in Note 1 Accounting poliies and relted impacis in Noto 22.
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Consolidated cash Tlow statement
for the year ended December 31, 2018

In millions of CHF

Notes 2018 2017 *
Operating activities
Operating profit 16 13752 10 156
Depreciation and amortization 16 3924 3934
Impairment 1248 3582
Net result on disposal of businesses 4 (686) 132
Other non-cash items of income and expense 16 137 (186)
Cash flow before changes in operating assets and liabilities 18 375 17 618
Decrease/(increase) in working capital 16 472 (244)
Variation of other operating assets and liabilities 16 (37) 361
Cash generated from operations 18 810 17 735
Interest paid (684) (609)
Interest and dividend received 192 119
Taxes paid (3623) (3 628)
Dividends and interest from associates and joint ventures 14 703 582
Operating cash flow 15 398 14 199
Investing activities
Capital expenditure 8 (3869) (3938)
Expenditure on intangible assets 9 (601) (769)
Acquisition of businesses 2 (9512) (696)
Disposal of businesses 2 4310 140
Investments (net of divestments) in associates and joint ventures 14 728 (140)
Inflows/(outflows) from treasury investments. (5 159) 587
Other investing activities (163) (134)
Investing cash flow (14 266) (4 950)
Financing activities
Dividend paid to shareholders of the parent 17 (7 124) (7 126)
Dividends paid to non-controlling interests (319) (342)
Acquisition (net of disposal) of non-controlling interests 2 (528) (526)
Purchase (net of sale) of treasury shares (@ (6 854) (3 295)
Inflows from bonds and other non-current financial debt 12 9 900 6 406
Outflows from bonds and other non-current financial debt 12 (2712) (3 190)
Inflows/(outflows) from current financial debt 12 3520 (1011)
Financing cash flow (4 117) (9 084)
Currency retranslations (313) (217)
Increase/(decrease) in cash and cash equivalents (3 298) (52)
Cash and cash equivalents at beginning of year 7938 7 990
Cash and cash equivalents at end of year 16 4 640 7 938
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Consolidated balance sheet
as at 31 December 2015

before appropriations

In millions of CHF

Notes 2015 2014
Assets
Current assets
Cash and cash equivalents 1317 4884 7 448
Short-term investments 13 921 1433
Inventories 6 8153 9172
Trade and other receivables mn3 12 252 13 459
Prepayments and accrued income 583 565
Derivative assets 13 337 400
Current income tax assets 874 908
Assets held for sale 2 1430 576
Total current assets 29434 33961
Non-current assets
Property, plant and equipment 8 26576 28 421
Goodwill 9 32772 34 557
Intangible assets 9 19 236 19 800
Investments in associates and joint ventures 15 8675 8 649
Financial assets 13 5419 5493
Employee benefits assets 10 109 383
Current income tax assets 128 128
Deferred tax assets 14 1643 2058
Total non-current assets 94 558 99 489

Total assets 123 992 133 450
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Consolidated income statement
for the year ended 31 December 2015

In millions of CHF

Notes 2015 2014

Sales 3 88 785 91612
Other revenue 298 253
Cost of goods sold (44 730) (47 553)
Distribution expenses (7 899) (8217)
Marketing and administration expenses (20 744) (19 651)
Research and development costs (1678) (1628)
Other trading income 4 78 110
Other trading expenses 4 (728) (907)
Trading operating profit 3 13382 14 019
Other operating income 4 126 154
Other operating expenses 4 (1100) (3 268)
Operating profit 12 408 10 905
Financial income & 101 135
Financial expense 5 (725) (772)
Profit before taxes, associates and joint ventures 11784 10 268
Taxes 14 (3 305) (3367)
Income from associates and joint ventures 15 988 8003
Profit for the year 9 467 14 904

of which attributable to non-controlling interests 401 448

of which attributable to shareholders of the parent (Net profit) 9 066 14 456
As percentages of sales
Trading operating profit 15.1% 15.3%
Profit for the year attributable to shareholders of the parent (Net profit) 10.2% 15.8%
Earnings per share (in CHF)
Basic earnings per share 16 2.90 4.54
Diluted earnings per share 16 2.89 4.52
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Consolidated balance sheet as at 31 December 2015

In millions of CHF

Notes 2015 2014
Liabilities and equity
Current liabilties
Financial debt 3 9629 8810
Trade and other payables 3 17038 17437
Accruals and deferred income 3673 3759
Provisions. 2 564 695
Derivative liabilities [ 1021 757
Current income tax liabilities 1124 1264
Liabilties directly associated with assets held for sale 2 272 173
Total current liabilities. 33321 32895
Non-current liabi
Financial debt 3 11601 12396
Employee benefits iabilties 10 7691 8081
Provisions. 2 2601 3161
Deferred tax liabilities 0 3063 3191
Other payables 3 1729 1842
Total non-current liabilities 26 685 28671
Total liabilities 60006 61566
Eauity s
Share capital 319 322
Treasury shares (7489) 3918)
Translation reserve (21129 (17 255)
Retained earnings and other reserves 90637 90981
Total equity attributable to shareholders of the parent 62338 70130
Non-controlling interests 1648 1754
Total equity 63986 71884
Total liabilities and equity. 123 992 133450
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Consolidated cash flow statement
for the year ended 31 December 2016

In millions of CHF

Notes 2016 2015
Operating activities
Operating profit 17 13163 12 408
Depreciation and amortisation 3132 3178
Impairment 640 576
Net result on disposal of businesses — 422
Other non-cash items of income and expense 35 172
Cash flow before changes in operating assets and liabilities 16 970 16 756
Decrease/(increase) in working capital 16 1801 741
Variation of other operating assets and liabilities 16 54 (248)
Cash generated from operations 18 825 17 249
Net cash flows from treasury activities 16 (327) (93)
Taxes paid (3435) (3310)
Dividends and interest from associates and joint ventures 14 519 456
Operating cash flow 15 582 14 302
Investing activities
Capital expenditure 8 (4 010) (3872)
Expenditure on intangible assets 9 (682) (422)
Acquisition of businesses 2 (585) (530)
Disposal of businesses 2 271 213
Investments (net of divestments) in associates and joint ventures 14 (748) (44)
Inflows/(outflows) from treasury investments. (335) 521
Other investing activities (34) (19)
Investing cash flow (6 123) (4 153)
Financing activities
Dividend paid to shareholders of the parent 17 (6 937) (6 950)
Dividends paid to non-controlling interests (432) (424)
Acquisition (net of disposal) of non-controlling interests 2 (1208) —
Purchase (net of sale) of treasury shares (@ 760 (6 377)
Inflows from bonds and other non-current financial debt 1695 1381
Outflows from bonds and other non-current financial debt (1 430) (508)
Inflows/(outflows) from current financial debt 1368 643
Financing cash flow (6 184) (12 235)
Currency retranslations (169) (478)
Increase/(decrease) in cash and cash equivalents 3106 (2 564)
Cash and cash equivalents at beginning of year 4884 7 448

Cash and cash equivalents at end of year 7 990 4884
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Consolidated balance sheet
as at 31 December 2016

before appropriations

In millions of CHF

Notes 2016 2015
Assets
Current assets
Cash and cash equivalents 1216 7990 4884
Short-term investments 12 1306 921
Inventories 6 8401 8153
Trade and other receivables m2 12411 12252
Prepayments and accrued income 573 583
Derivative assets 12 550 337
Current income tax assets 786 874
Assets held for sale 2 2 1430
Total current assets 32 042 29434
Non-current assets
Property, plant and equipment s 27554 26576
Goodwill s 33007 32772
Intangible assets s 20397 19236
Investments in associates and joint ventures 1 10709 8675
Financial assets 2 5719 5419
Employee benefits assets 10 310 109
Current income tax assets 14 128
Deferred tax assets 13 2049 1643
Total non-current assets 99 859 94558

131901 123 992

Total assets
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Consolidated income statement
for the year ended 31 December 2016

In millions of CHF

Notes 2016 2015

Sales 3 89 469 88 785
Other revenue 317 298
Cost of goods sold (44 199) (44 730)
Distribution expenses (8 059) (7 899)
Marketing and administration expenses (21 485) (20 744)
Research and development costs (1736) (1678)
Other trading income 4 99 78
Other trading expenses 4 (713) (728)
Trading operating profit 3 13 693 13382
Other operating income 4 354 126
Other operating expenses 4 (884) (1100)
Operating profit 13163 12 408
Financial income & 121 101
Financial expense 5 (758) (725)
Profit before taxes, associates and joint ventures 12 526 11784
Taxes 13 (4 413) (3 305)
Income from associates and joint ventures 14 770 988
Profit for the year 8883 9467

of which attributable to non-controlling interests 352 401

of which attributable to shareholders of the parent (Net profit) 8531 9 066
As percentages of sales
Trading operating profit 15.3% 15.1%
Profit for the year attributable to shareholders of the parent (Net profit) 9.5% 10.2%
Earnings per share (in CHF)
Basic earnings per share 15 2.76 2.90
Diluted earnings per share 15 2.75 2.89
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Consolidated cash flow statement
for the year ended 31 December 2015

In millions of CHF

Notes 2015 2014
Operating activities

Operating profit [ 12408 10905
Depreciation and amortisation 3178 3058
Impairment 576 2067
Net result on disposal of businesses. a2 509
Other non-cash items of income and expense 172 689
Cash flow before changes in operating assets and liabilities 16756 17228
Decreasellincrease) in working capital [ 741 a14)
Variation of other operating assets and liabilities v (248) 8
Cash generated from operations 17249 17199
Net cash flows from treasury activities [ ©3) (356)
Taxes paid @310 2859
Dividends and interest from associates and joint ventures s 456 716
Operating cash flow. 14302 14700
Investing activites

Capital expenditure s @872) @914
Expenditure on intangible assets s @22) (509)
Acauisition of businesses 2 (530) (1986)
Disposal of businesses 2 23 321

Investments (net of divestments) in associates and joint ventures s (@) 3958

Inflows/(outflows) from treasury investments 521 (@)
Other investing activities a9) ©8)
Investing cash flow (@153) @072
Financing activities

Dividend paid to shareholders of the parent ® (6950 (6863)
Dividends paid to non-controlling interests. (@24) (356)
Acauisition (net of disposal) of non-controlling interests - @9)
Purchase (net of sale) of treasury shares ©377) (617
Inflows from bonds and other non-current financial debt 1381 2202

Outflows from bonds and other non-current financial debt (508) (1969
Inflows/(outflows) from current financial debt 643 (1985)
Financing cash flow (12 235) (10637)
Currency retranslations @78) 2

Increasel(decrease) in cash and cash equivalents (2 564) 1033

Cash and cash equivalents at beginning of year 7448 6415

Cash and cash equivalents at end of year 4884 7448
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INCOME STATEMENT

(unaudited)
€ miltion Full Year
Turnover 50,982 53,715 (5.11% 33.8%
Operating profit 12,535 8,857 415% 147.4%
After [charging)/crediting non-underlying items 3,176 (543)
Net finance costs (481) 877)

Finance income 135 157

Finance costs (591) (556)

Pensions and similar obligations (25) (96)

Net finance cost non-underlying items - (382)
Net monetary gain/[loss) arising from hyperinflationary economies 122 -
Share of net profit/(Loss) of joint ventures and associates 185 155

After crediting non-underlying items 2 -
Other income/[Loss) from non-current investments and associates 22 18
Profit before taxation 12,383 8,153 51.9% 164.6%
Taxation 12,575)] 1,667)]

After (charging)/crediting tax impact of non-underlying items (288) 655
Net profit 9,808 6,486 51.2% 159.0%
Attributable to

Non-controlling interests 419 33

Shareholders’ equity 9,389 6,053 55.1% 169.9%
Basic earnings per share [euros) 350 216 61.9% 181.8%
Diluted earnings per share (euros) 3.48 215 62.0% 181.9%

STATEMENT OF COMPREHENSIVE INCOME
(unaudited)
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BALANCE SHEET

(unaudited)

€ miltion

Non-current assets.

Goodwill 17361 16,881
Intangible assets 12,152 11520
Property, plant and equipment 10,347 10411
Pension asset for funded schemes in surplus 1728 2173
Deferred tax assets 117 1,085
Financial assets 7 675
Other non-current assets 648 557
43975 43,302
Current assets
Inventories 4301 3962
Trade and other current receivables 6,485 5222
Current tax assets W2 488
Cash and cash equivalents 3230 3317
Other financial assets 874 770
Assets held for sale 119 322
15,481 16,983
Total assets 59,456 60,
ies
s 3235 7.968
Trade payables and other current liabilities 14,457 13,426
Current tax liabilities 1,445 1,088
62% 525
11 170
19,772 23177
Non-current liabilities
Financial liabi 21,650 16,462
Non-current tax liabilities 174 18
Pensions and post-retirement healthcare liabilities:
Funded schemes in deficit 1,209 1225
Unfunded schemes 1393 1,509
Provisions 697 79
Deferred tax liabilities 1923 1913
Other non-current liabilities 346 700
27,392 22721
Total liabilities 47,164 45,898
Equity
Shareholders’ equity 11572 13,629
Non-controlling interests 720 758
Total equity 12,292 14,387

59 456
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CASH FLOW STATEMENT

(unaudited)

€ million

Net profit

Taxation

Share of net profit of joint ventures/associates and other income from non-current
investments and associates

Net monetary gain arising from hyperinflationary economies
Net finance costs

Operating profit

Depreciation, amortisation and impairment
Changes in working capital

Pensions and similar obligations less payments
Provisions less payments

Elimination of (profits)/losses on disposals
Non-cash charge for share-based compensation
Other adjustmentsle!

Cash flow from operating activities

Income tax paid (2,294) (2,164)

Net cash flow from operating activities m m

Interest received

Net capital expenditure

Other acquisitions and disposals
Other investing activities

Net cash flow (used in)/from investing activities m

Dividends paid on ordinary share capital
Interest and preference dividends paid
Change in financial liabilities

Buyback of preference shares
Repurchase of shares

Other movements on treasury shares
Other financing activities

Net cash flow (used in)/from financing activities m m

Net increase/ldecrease) in cash and cash equivalents m m

Cash and cash equivalents at the beginning of the period 3,169 3,198
Effect of foreign exchange rate changes 72 (9)
Cash and cash equivalents at the end of the period m m

(@ 2018 includes a non-cash credit of €277 million from early settlement of contingent consideration relating to Blueair.
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