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[bookmark: _Toc30151570]Part A: Introduction
In this report, we are going to describe the financial state of Unilever plc analysing and interpreting the most important financial ratios in the period 2014 - 2018. Also, the coefficients from 2018 will be compared with the results obtained by Procter & Gamble, which is one of the top Unilever's competitors, in the same year. Unilever is co-located in London, United Kingdom, and Rotterdam, Netherlands, a transnational British-Dutch consumer goods business. The products include food and drink, cleaners, beauty products and personal care products (around 40% of their revenue). It is the 7th most valuable company in Europe (Statista, 2019). Unilever is one of the largest multinationals with goods in nearly 190 countries (Unilever, 2019).
[bookmark: _Toc30151571]Business model
The traditional strategy of Unilever offers a competitive advantage by addressing the unique needs and preferences of customers. Common approaches are used in this business model to guarantee business growth and stability by the company (Porter, 2008). For Unilever, the competitive edge is focused on approaches to product development that incorporate analysis to meet the demands of the consumer. Therefore, by combining intensive strategies, the business maintains its growth. Unilever moves its priority on the condition of the consumer products market in its intensive growth strategies. Unilever's continuous success in global operations is ensured by the combination of such a generic competitive strategy and intensive strategies for growth (Young, 2017).
[bookmark: _Toc30151572]Market place and the main competitors
Knorr, Dove, Axe and Lipton are some of Unilever's most famous brands. The Unilever Group was listed in 2018 as the world's fourth-largest sales company, FMCG with net sales of 60.12 million USD (Statista, 2019). In comparison, in 2018, Procter & Gamble was listed as the world's second largest consumer goods company with net sales of approximately USD 60.34 billion (Statista, 2019). Unilever's overall global media perception is positive, and the business is often portrayed as responsible and creative (Unilever, 2019). Colgate Palmolive, Kimberly, Procter & Gamble, Kerry, Nestlé, Mondelez International, Johnson & Johnson, Newell Brands, Reckitt Benckiser, Edgewell Staff Care and Estee Lauder are some of Unilever's top competitors (Craft, 2019). The Unilever brand in 2019 was valued at around US$ 4.16 billion. In contrast, the valuation for the brand was US 1.9 billion in 2012 (Statista, 2019). 
[bookmark: _Toc30151573]Major events 2014 – 2018
 In the table from Appendix 2  are highlighted the most important events that influenced the Unilever's financial health during the analysed period (Forbes, 2019).  For Procter & Gamble, are mentioned only the events from 2018 (Digiday, 2019). 
[bookmark: _Toc30151574]Part B: Financial analysis
As it is mentioned in the introduction, we will analyse and interpret the financial ratios using the data provided by Unilever and Procter & Gamble Financial Statements taken from Annual Reports during 2014 - 2018. The results for 2018 will be compared with Procter & Gamble ratios calculated for the same year. The Financial Statements are shown in Appendix 1.
[bookmark: _Toc30151575]Profitability ratios
The profitability ratios consist of a group of metrics which measure the capability of a business to generate revenue in relation to its expenses, operating costs, assets on the balance sheet and equity. Return on investment also reveals how businesses use their existing assets to generate profit and shareholder value. Lower ratios often provide better results, but when compared to results from other, similar companies, the company's own historical performance or the average industry, ratios provide much more detail.
 The net profit margin is the ability of a company to generate income after taxes. The gross margin measures how much an enterprise can increase sales above COGS (the cost of sold goods). Operating margin is the proportion of the remaining sales after additional operating costs (Kenton, 2019). Equations for these ratios are:




Table 1. Gross Profit, Operating Income, Sales and Net Income of Unilever (2014 – 2018) and Procter & Gamble  (2018) (Unilever Group, 2015), (Unilever Group, 2017), (Unilever Group, 2019), (Procter & Gamble, 2019).
	
Financial Data
	Unilever Group

	
Procter & Gamble
2018

	
	2014
	2015
	2016
	2017
	2018
	

	Sales (€m)
	48,436
	53,272
	52,713
	53,715
	50,982
	66,832

	Gross Profit (€m)
	Not provided
	Not provided
	Not provided
	Not provided
	Not provided
	

	Operating Income (€m)
	7,980
	7,515
	7,801
	8,857
	12,535
	13,711

	Net Income (€m)
	5,515
	5,259
	5,547
	6,486
	9,808
	9,861



Table 2. Profitability ratios of Unilever Group (2014 - 2018) and Procter & Gamble (2018)
	
Profitability Ratio
	Unilever Group

	Procter & Gamble
2018

	
	2014
	2015
	2016
	2017
	2018
	

	Operating Margin
	0.16
	0.14
	0.15
	0.16
	0.25
	0.21

	Net Profit Margin
	0.11
	0.099
	0.10
	0.12
	0.19
	0.15



[bookmark: _Toc30151576]Net Profit Margin Ratio
As we can see in the tables above, even if in 2015 the sales volume increased compared with 2014, the net profit margin (NPM) was slightly the same. Hence, Unilever earned approximatively 11 pence for £1 revenue. Between 2015 and 2017, both sales and NPM were very closed in value. The low value of NPM is due to the very high competition within the market and the increased bargaining power of the consumers (Porter, 2008). The profit margin is used mainly for internal comparison, as reasonable profit margins vary from industry to industry. Strict profit margins generally suggest a rise in volatile profits  Large profit margins reduce the risk of a decline in sales leading to a net loss of profit for businesses with high fixed costs (Ycharts, 2019). In 2018, Unilever Group had a total revenue significantly less than its top competitor, Procter & Gamble. However, the net income and the net profit margin are almost equal (Unilever-19%, P&G-15%). A possible cause might be the investments P&G made in properties and new manufacturing facilities.
[bookmark: _Toc30151577]Operating Margin Ratio
Between 2014 and 2017, the operating margins were almost constant at an average of 15%, and that can be interpreted that Unilever kept its operating costs under control. Receiving 15% of its income from its service helps it operate smoothly and support the company with this profit. It also ensures that Unilever is not dependent on operating income.  However, if business falls, the organisation needs to find a new way to generate income (myaccountingcourse, 2019). Unilever started operating in three new divisions since beginning of 2018 (Unilever Group, 2019)and this can be a cause of both operating income and operating margin, from 16% in 2017 to 25% in 2018. With 25% operating margin ratio means that only 20 pence will remain for every £1 in sales after the operating costs have been charged. This implies also that the non-operative expenses are only 20 pence remaining. The operating income and operating margin for P&G in 2018 are very close to Unilever and one of the causes being the similarity between the business models (Procter & Gamble, 2019).

[bookmark: _Toc30151578]Efficiency ratios
The efficiency ratio generally analyses the way a company internally uses its assets and liabilities. The return on receivables, liabilities, the quantity and consumption of stocks as well as the general application of inventory and machinery are calculated by the efficiency ratio. The greater, the lower the ratio (50% is usually considered the highest ideal ratio). An increase in the efficiency ratio shows that cost increases or profit decreases. An efficiency ratio measures the ability of a company to generate revenue through its assets (Kenton, 2019). In this report, we will analyse fixed asset turnover and total asset turnover ratios. The equations for these ratios are:



Table 3. Fixed Assets and Total Assets of Unilever (2014 – 2018) and Procter & Gamble  (2018) (Unilever Group, 2015), (Unilever Group, 2017), (Unilever Group, 2019), (Procter & Gamble, 2019).
	
Financial Data
	Unilever Group

	
Procter & Gamble
2018

	
	2014
	2015
	2016
	2017
	2018
	

	Sales (€m)
	48,436
	53,272
	52,713
	53,715
	50,982
	66,832

	Fixed Assets/PPE (€m)
	10,472
	11,058
	11,673
	10,411
	10,347
	20,600

	Total Assets (€m)
	48,027
	52,298
	56,429
	60,285
	59,456
	118,310



Table 4. Efficiency ratios of Unilever Group (2014 - 2018) and Procter & Gamble (2018)
	
Efficiency Ratio
	Unilever Group

	Procter & Gamble
2018

	
	2014
	2015
	2016
	2017
	2018
	

	Fixed Asset Turnover Ratio
	4.63
	4.82
	4.52
	5.12
	4.93
	3.24

	Asset turnover Ratio
	1.01
	1.02
	0.93
	0.89
	0.86
	0.56


[bookmark: _Toc30151579]Fixed Assets Turnover Ratio
The fixed asset turnover is an efficiency ratio which calculates companies by comparing net sales with fixed assets to redeem their investment in property and plants and equipment. It thus measures how effectively a business with its machinery and equipment is making revenue. It is difficult to interpret the fixed asset turnover ratio. This is because certain factors such as a company's life cycle, a product life cycle, the initial plant capacity & relative sales affect that ratio. In addition, there are factors that affect this ratio, such as asset assessment (depreciation accounting), the timing of purchase, etc. The higher the overall turnover of the properties, the better (efinancemanagement, 2019). As it is shown in table 4, the average turnover of Unilever is 4.8 times bigger than the fixed assets for the analysed period. The turn-over value indicates that assets are efficiently used and high sales are created with a limited amount of assets. The company could also have sold its equipment and started to outsource its operations. On the other hand, a low turnover suggests that the organisation does not completely use its money. This may be caused by a number of factors. They could produce products that no one wants to purchase, for example. Unilever does not use an accelerated rate of depreciation (Unilever Group, 2017), therefore the value of fixed assets ratio is fairly constant throughout time. Investing only in performant equipment and modern facilities, has led to a number of 36 million purchases at the end of 2018. With a volume of sales that is with more than 20% higher than Unilever’s (Procter & Gamble, 2019), the Procter & Gamble turnover is more than 3 times bigger than its fixed assets. It also means that the company uses its assets in an efficient way.
[bookmark: _Toc30151580]Total asset turnover Ratio
This ratio calculates overall investment productivity by mixing short-term and long-term assets. The total asset turnover ratio is also influenced by similar factors, like the fixed asset turnover ratio. Everything else is even better because a higher turnover of assets shows how effective a company's entire funds are utilised. This is an integral indicator of the shareholding of a corporation (efinancemanagement, 2019). The asset turnover ratio reflects an efficiency ratio, calculating a company by comparing net sales with average total assets to generate sales from its inventory. This ratio shows that a company can make effective selling use of its inventory. In order to show how many sales are generated by each dollar, the total asset turnover rate measures net sales as the per cent of the assets. As it is highlighted in Table 4, the Unilever’s average value of Asset Turnover Ratio between 2014 and 2018 is 0.94. It means that for every £1 invested in assets, the company generates £0.94 from sales. Also, in Table 4, it is shown that the value of this ratio for Procter & Gamble is 0.56 and, due to the fact this ratio is much lower than Unilever’s ratio for the same year, it means that P&G does not use its equipment in an efficient way. It also means P&G invested in unproductive facilities or produces goods that nobody wants.
[bookmark: _Toc30151581]Liquidity ratios
Liquidity ratios measure a company's ability to cover its current liabilities and its long-term liabilities at the time. It indicates a company's liquidity flows and the ability to translate other assets into cash in order to pay off loans and other current liabilities (Hada & Avram, 2014). The amount of cash a company doesn't just calculate liquidity. The degree to which the organisation can collect enough capital or turn assets into cash is also simpler. For many businesses, it is fairly easy to convert assets such as accounts receivable, selling securities and inventory into cash short term. All these assets are therefore included in a company's liquidity estimate (myaccountingcourse, 2019). In this report we will analyse three liquidity ratios: the current, quick and cash ratios. The equations of these ratios are:





Table 5. Current Assets, Current Liabilities, Inventory and Cash of Unilever (2014 – 2018) and Procter & Gamble  (2018) (Unilever Group, 2015), (Unilever Group, 2017), (Unilever Group, 2019), (Procter & Gamble, 2019).
	
Financial Data
	Unilever Group

	
Procter & Gamble
2018

	
	2014
	2015
	2016
	2017
	2018
	

	Current Assets €(m)
	12,347
	12,686
	13,884
	16,983
	15,481
	23,320

	Current Liabilities €(m)
	19,642
	20,019
	20,556
	23,177
	19,772
	28,237

	Inventory €(m)
	4,168
	4,335
	4,278
	3,962
	4,301
	4,738

	Cash €(m)
	2,151
	2,302
	3,382
	3,317
	3,230
	2,569



Table 6. Liquidity ratios of Unilever Group (2014 - 2018) and Procter & Gamble (2018)
	
Liquidity Ratios
	Unilever Group

	Procter & Gamble
2018

	
	2014
	2015
	2016
	2017
	2018
	

	Current Ratio
	0.63
	0.63
	0.68
	0.73
	0.78
	0.83

	Quick Ratio
	0.42
	0.42
	0.47
	0.56
	0.57
	0.66

	Cash Ratio
	0.11
	0.11
	0.16
	0.14
	0.16
	0.09



[bookmark: _Toc30151582]Current ratio
The current ratio is the result of a company's current liabilities dividing its current assets. It is important because it measures a company's liquidity level. Normally, the higher the ratio the higher the liquidity and the other way around. It measures a company's ability to repay its current assets for its short-term liabilities (Hada & Avram, 2014). The current ratio is a major liquidity measure, because short-term commitments are due in the coming year (myaccountingcourse, 2019). A higher current ratio is always better than a lower current ratio because the company can make current debt payments more easily. From Table 6 results that, during the analysed period, Unilever could pay back an average of 69% from its current liabilities. This percentage increased in 2018 at 78% but it is still lower than P&G which is 83%. There are a few ways to improve the Current Ratio.
Faster conversion cycle of debtors 
The present ratio would continue to be regulated faster by debtors. The ratio will at least show the right picture when the debtors are liquid. The returns from them can be continually followed up with the debtors. The payment terms should be transparent in the first contract itself and the credit duration should be negotiated as low as possible.
Pay off current liabilities
The current ratio not only depends on current assets, but also on the denominator's current liability. The payment should be made as soon as possible. The new liability standard is reduced and the existing ratio is thus increased. Investor late payments can save money and be granted a direct income discount.
Sell-off unproductive assets
Cash levels can be raised by selling unused fixed assets. Money is rather diverted and idle capital disproportionately increases interest costs. (efinancemanagement, 2019)

[bookmark: _Toc30151583]Quick Ratio
The quick ratio provides an integrated indicator of the payment capacity of an entity. The quick ratio measures the liquidity of a company, comparing cash plus nearly cash current assets with its overall financial obligations. This helps ensure that the company can cover its current liabilities with the most liquid assets (Hada & Avram, 2014). As it is seen in Table 6, between 2014 and 2018, Unilever was able to pay only an average of 50% of its current liabilities using only the current assets. In 2018 this value increased to 57% but it was still lower than 66% which was the quick ratio of P&G in the same year. However, there are modalities for improving Quick Ratio.
Improving inventory turnover ratio
Through converting the stock to debtors and cash faster, quick assets will improve the quick ratio.
Selling unproductive assets
If the business has unproductive properties, it is better to sell them and have better cash. If these assets were that, cash would increase and thus the strong ratio numerator would increase.
Improving the collection period
The reduction in harvest time will have a direct impact on the rapid ratio. Lower collection time means faster rolling of cash. Improving the collection period can result in improved current assets throughout the year in a variety of debtor cycles. Therefore, the risk of long-term debtors, sticky debtors and bad debts was reduced (myaccountingcourse, 2019).
Paying off current liabilities
Current liabilities that form part of the quick ratio denominator must be of in order to achieve a better current ratio. This can be done by paying investors promptly or gradually. The lower the current commitments, the higher the ratio is (financemanagement, 2019).
[bookmark: _Toc30151584]Cash Ratio
The liquidity ratio indicates how well a company can pay off its current liabilities in cash and cash equivalents only. This measure reflects cash and assets as a percentage of current liabilities.
Cash ratio equals to 1
This ensures the short-term obligations are equal to the cash and cash equivalents.
Cash ratio greater than 1
It is more cash than the amount required to pay short-term liabilities in the system. A creditor of a corporation is as pleased as possible with this ratio since this reduces the chances of payments at a time. Nonetheless, the company wants to keep it small or tailored to its needs as unwanted interest losses are unwanted cash.
Cash ratio lower than 1
As it is shown in Table 6, either Unilever’s and Procter & Gamble are cash ratios are lower than 1. This means that the money in the system is not adequate for short-term liabilities. The company creditor is under more pressure as the customer extends the loan. They focus on the company's previous history in this situation. Management is pleased with the lowest possible level of cash, without delay in payments by investors in the sector, as savings are shown by idle cash costs and successful cash management. (efinancemanagement, 2019).

[bookmark: _Toc30151585]Leverage ratios
 These ratios are important because they offer insight into the financial health of the company, its ability to fulfil its financial obligations. This tests the efficiency and profitability of the business with which it uses debt in order to run the company and gain and grow. The use of leverage ratios can be many, because the company's capital structure can also be understood and is solvent or not.  In this report we will analyse Debt-to-Capital and Debt-to-Equity ratios of Unilever Group and Procter & Gamble. The equation of this ratios are:


where Total Debt = Current Borrowings + Long Term Borrowings
Table 7. Total Equity and Total Debt of Unilever (2014 – 2018) and Procter & Gamble  (2018) (Unilever Group, 2015), (Unilever Group, 2017), (Unilever Group, 2019), (Procter & Gamble, 2019).
	
Financial Data
	Unilever Group

	
Procter & Gamble
2018

	
	2014
	2015
	2016
	2017
	2018
	

	Total Equity €(m)
	14,263
	16,082
	16,980
	14,387
	12,292
	52,883

	Total Debt €(m)
	12,722
	14,643
	16,595
	24,410
	24,885
	31,286

	Total €(m)
	26,985
	30,725
	33,575
	38,797
	37,177
	84,169



Table 8. Leverage ratios of Unilever Group (2014 - 2018) and Procter & Gamble (2018)
	
Leverage Ratios
	Unilever Group

	Procter & Gamble
2018

	
	2014
	2015
	2016
	2017
	2018
	

	Debt-to-Capital
	0.47
	0.48
	0.49
	0.63
	0.67
	0.37

	Debt-to-Equity
	0.89
	0.91
	0.98
	1.67
	2.02
	0.59



[bookmark: _Toc30151586]Debt-to-capital
A debt-to-capital ratio measures the use of financial leverage of a company by contrasting its maximum debt with total capital, i.e. the amount of debt that a company uses for funding its operations in contrast to its capital. Debt to capital is a significant metric for assessing how debt-dependent a corporation is, in order to finance its day-to-day activities and to determine its shareholders ' risk levels. It also tests an enterprise's creditworthiness in terms of interest and other fees in order to meet its obligations.
The organisation has more debt than capital when the debt to capital ratio is greater than 1. This is a highly risky business. If further liabilities are accumulated without a benefit improvement, the company will bankrupt. As it is shown in Table 8, during 2014 and 2018, the Unilever’s debt-to-capital ratio is lower than 1. It means that the level of debt is manageable and the business is considered less risky to invest or to take into account other factors (Oxford University, 2010). In 2018, the value of this ratio was 0.37 for Procter & Gamble, near a half of Unilever’s and this makes Procter & Gamble to be less risky to the investors.
[bookmark: _Toc30151587]Debt-to-equity
The debt to equity is a ratio of total debt to full equity of a corporation. The debt-to-equity ratio indicates the section from creditors and investors in enterprise finance. A higher shareholder debt ratio indicates that more financing is used by creditors (bank loans) than finance by the owners (shareholders) (Oxford University, 2010).
As it shown in Appendix 2, Unilever made many acquisitions during 2015 and 2018. If in 2014 the long term debts were 7,186 million Euros, in 2018 these debts reached an outstanding 21,650 million Euros. The value of debt-to-Equity ratio constantly increased from 0.89 in 2014 to its peak value of 2.02 in 2018. A possible cause might be that Unilever funded their operations through long term loans than using the investors’ money. On the other hand, the decreasing of shareholders’ equity from 2016 to 2018 (Table. 7), could signify that Unilever is not as trustworthy for the investors as before. For Procter & Gamble, in 2018 the value this ratio was 0.59 (Table.8). With a total equity more than 3 times bigger than Unilever, the company covers almost a half of its total debts using investors’ money.
[bookmark: _Toc30151588]Part B: Conclusion
Widespread economic and geopolitical instability culminated in a demanding global business climate in 2018 (Morrell, 2017). Depreciation of currency in a number of key markets fuelled inflationary pressures and dampened consumer demand, while input costs gradually increased on the back of rising commodity prices. (Glen, 2013). In 2018, revenue decreased to € 51.0 billion, including an adverse currency effect due primarily to currency weakness in main emerging markets such as Brazil, Argentina and India. The acquisitions and disposals had their impact on overall turnover. Emerging markets accounted for 58% of overall sales (Unilever Group, 2019). As a recommendation, Unilever can operate disposals of unprofitable brands or plants from unstable emerging markets and continue to develop their operations on traditional markets. The result might be increasing the operating profit by using internal sources and reducing external funding. Moreover, constantly increasing the operating margin will provide more stability in the future.
[bookmark: _Toc30151589]Part C: Investment Appraisal
Unilever has decided to invest in an important project and, using different investment appraisal techniques, it must analyse and evaluate the following two projects and to decide which of them is the most promising. 
Table 1. Estimated cash flows for projects A and B
	Year
	Estimated Cash flow
Project A (£m)
	Estimated Cash flow
Project B (£m)

	0
	-103
	-115

	1
	10
	60

	2
	30
	40

	3
	50
	60

	4
	65
	5

	Total
	155
	165


We consider that Unilever’s cost of capital is 8.73%
To analyse and evaluate these projects, we will calculate the Payback Period (PBP), Accounting Rate of Return (ARR), Net Present Value (NPV) and Internal Rate of Return (IRR).
[bookmark: _Toc30151590]Payback Period (PBP)
The payback period is a financial or capital budgeting strategy that specifies how many days the investment takes to generate cash flows equal to the initial cost of the investment or to reach the break-even point (Farris, et al., 2010). 
Table 2. Cumulative cash flows for projects A and B
	Year
	Estimated Cash flow
	Cumulative Cash flow
	Estimated Cash flow
	Cumulative Cash flow

	
	Project A (£m)
	Project A (£m)
	Project B (£m)
	Project B (£m)

	0
	-103
	-103
	-115
	-115

	1
	10
	-93
	60
	-55

	2
	30
	-63
	40
	-15

	3
	50
	-13
	60
	45

	4
	65
	52
	5
	50



For project A, at the end of year 3 there are still necessary 13 £m to reach the break-even point. Therefore, that point will occur during year 4. To calculate the exact period of time we use this formula:
PBPA= 3years +  = 3 + 0.2 = 3.2 years
Where 65 is the total cash inflow at the end of year 4.
For project B, at the end of year 2 there are still necessary 15 £m to reach the break-even point. Therefore, that point will occur during year 3. To calculate the exact period of time we use this formula:
PBPB= 2years +  = 2 + 0.25 = 2.25 years
Where 60 is the total cash inflow at the end of year 3.
A shorter period means that companies earn their money back faster and spend it in something else. Maximize the amount of investments with the same amount of cash. From this point of view, the Project B is better.
[bookmark: _Toc30151591]Accounting Rate of return (ARR)
The accounting rate of return (ARR) is an investment formulation used to measure the annual earnings or profit that an investment is anticipated to make (Farris, et al., 2010). The higher the ARR, the more appealing the investment when comparing investments. More than half of large firms measure ARR when evaluating projects (Glen, 2013). To calculate ARR we use the following formula:
		where y = annual cash flow
				     		i = number of years
						Io = initial investment
For Project A, ARR is:
ARRA = 37.62%
For project B, ARR is:
ARRB = 35.87%
The ARR value is higher for project A, and this is an advantage that will be take into consideration at final evaluation.
[bookmark: _Toc30151592]Net Present Value (NPV)
Net present value, NPV, is a method for capital budgeting that measures the difference between the present value of a project's cash inflows and outflows or future expenditure. In other terms, it is used to calculate the amount of money an investment can produce relative to the calculated cost of money's time value (Farris, et al., 2010). Formula for NPV is:
NPV	where 		Ct = net cash flow for the period
						C0 = initial investment
						r = rate of discount
						t = number of periods
For project A, NPV is:
NPVA==  NPVA = £(m)16.98 
For project B, NPV is:
NPVB=  NPVB = £(m)24.27 
Clearly the higher the positive figure, the more the company will expect returns. So it is not only possible to use a net present value calculator to determine a good investment from a bad one, it can also be used to compare two good investments to see which one is better. All the rest equal, the highest-value equipment or project is the best investment. While this is a useful tool for making investment decisions, it isn't always reliable. Because the equation depends on so many calculations and assumptions, it is hard to be absolutely accurate (Glen, 2013). NPV has limitations because it is hard to estimate if the company’s cost of capital will remain the same after four years. To correctly estimate the cost of capital, it is necessary to calculate the Internal Rate of return.
[bookmark: _Toc30151593]Internal Rate of Return (IRR)
[bookmark: _GoBack]Internal Return Rate (IRR) is the minimum rate of discount used by management to assess what capital investments or future projects would yield an appropriate return and be worth pursuing. The IRR for a particular project is the amount equating the net present value of future cash flows from the project to zero. In other words, if we used the internal rate as the discount rate to measure the present value of future cash flows from a potential project and subtracted the original investment, our net present value of the project would be zero (Pogue, 2004).  Formula for IRR is:
IRR = 

To calculate the IRR, we need to determine the cost of capital value when NPV is equal to zero. It is a very laborious method and it is called “Try &Error”.  Therefore, we will use the tools provided by Excel from MS Office that includes formulas for NPV and IRR.
Table 3. Project A and B cash flows with NPV and IRR calculated using Excel
	Year
	Project A
	Project B

	0
	-103
	-115

	1
	10
	60

	2
	30
	40

	3
	50
	60

	4
	65
	5

	 
	 
	 

	Cost of capital
	0.0873
	0.0873

	NPV
	£16.98
	£24.27

	IRR
	14.40%
	19.95%


For capital budgeting, companies use IRR to compare the feasibility of capital projects with respect to the rate of return. A company, for example, will measure an investment in a new plant to an expansion of an existing plant based on each project's IRR. The higher the IRR for a project, the more desirable it is to undertake the project, to maximise returns. The project with the highest IRR would be considered the best, and initially undertaken to maximise returns. In our case, project B has the highest Internal Rate of Return.
[bookmark: _Toc30151594]Part C: Conclusion
To clearly understand and evaluate the values of Payback Period, Accounting Rate of Return, Net Present Value and Internal Rate of return, they are represented in the following table. 
Table 4. PBP, ARR, NPV and IRR 
	Ratio
	Project A
	Project B
	Evaluation

	PBP
	3.2 years
	2.25 years
	B

	ARR
	37.62%
	35.87%
	A

	NPV
	£16.98
	£24.27
	B

	IRR
	14.40%
	19.95%
	B



As it is seen in Table 4, PBP for project B is with almost one year shorter. That means the company can maximise its profits by engaging in other investments before project A reach the break-even point (Farris, et al., 2010). Moreover, the higher the ARR, the better. There are many companies who evaluate projects using this method (Glen, 2013). Even the ARR value for project A is higher than the value of project B, the difference is less than 3%. For NPV it is a broad acceptance in the business environment that a higher value will bring more money back to the company (Glen, 2013). Again, the value of NPV for project B is with almost £(m)8 bigger than project A NPV value. Finally, comparing two projects from the perspective of IRR value, it is recommended to choose the project which has the highest IRR for maximising the profits (Pogue, 2004). In conclusion, project B is the best choice for having better results at three from four financial ratios (Table 4).
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[bookmark: _Toc30151596]Appendix 1
Unilever Group Income Statements 2014 – 2018
	€ million	€ million	€ million	€ million	€ million€ million
	Unilever 	Unilever 
	Capital	United
	Corporation	Unilever(a)	States Inc.	Non-
Income statement subsidiary parent subsidiary guarantor Unilever for the year ended 31 December 2014 issuer entities guarantor subsidiaries Eliminations Group
	Turnover
Operating profit
	–
	–
	–
	48,436
	–
	48,436

	
	–
	363
	(6)
	7,623
	–
	7,980

	Net finance costs
Pensions and similar obligations
	–
–
	(97) (4)
	(258) (26)
	(28) (64)
	–
–
	(383) (94)

	Other income
Profit before taxation
	–
	–
	–
	143
	–
	143

	
	–
	262
	(290)
	7,674
	–
	7,646

	Taxation
Net profit before subsidiaries
	–
	(93)
	(562)
	(1,476)
	–
	(2,131)

	
	–
	169
	(852)
	6,198
	–
	5,515

	Equity earnings of subsidiaries 
Net profit
Attributable to:
Non-controlling interests
	–
	5,002
	1,713
	(5,269)
	(1,446)
	–

	
	–
	5,171
	861
	929
	(1,446)
	5,515

	
	–
	–
	–
	344
	–
	344

	Shareholders’ equity
Total comprehensive income
	–
	5,171
	861
	585
	(1,446)
	5,171

	
	(1)
	5,165
	754
	(317)
	(1,446)
	4,155



CONSOLIDATED INCOME STATEMENT 
for the year ended 31 December
	Notes	2016	2015	2014
	Turnover  
	2
	52,713
	53,272
	48,436

	Operating profit  
	2
	7,801
	7,515
	7,980

	After (charging)/crediting non-core items
	3
	(245)
	(350)
	960

	Net finance costs  
Finance income
	5
	(563)
	(493)
	(477)

	
	
	115
	144
	117

	Finance costs
	
	(584)
	(516)
	(500)

	Pensions and similar obligations
Share of net profit/(loss) of joint ventures and associates  
	11
	(94)
	(121)
	(94)

	
	
	127
	107
	98

	Other income/(loss) from non-current investments and associates  
Profit before taxation
	
	104
	91
	45

	
	
	7,469
	7,220
	7,646

	Taxation  
Net profit
Attributable to:
Non-controlling interests
	6A
	(1,922)
	(1,961)
	(2,131)

	
	
	5,547
	5,259
	5,515

	
	
	363
	350
	344

	Shareholders’ equity
Combined earnings per share  
	7
	5,184
	4,909
	5,171

	
	
	
	
	

	Basic earnings per share (€ )
	
	1.83
	1.73
	1.82

	Diluted earnings per share (€ )
	
	1.82
	1.72
	1.79




CONSOLIDATED INCOME STATEMENT 
for the year ended 31 December 
	€ million 	€ million 	€ million 
	Notes 	2018 	2017 	2016 
	Turnover 
	2 
	50,982 
	53,715 
	52,713 

	Operating profit 
	2 
	12,535 
	8,857 
	7,801 

	After (charging)/crediting non-underlying items 
	3 
	3,176 
	(543) 
	(823) 

	Net finance costs 
   Finance income 
	5 
	(481) 
	(877) 
	(563)

	
	
	135 
	157 
	115

	   Finance costs 
	
	(591) 
	(556) 
	(584)

	   Pensions and similar obligations 
	
	(25) 
	(96) 
	(94)

	   Net finance cost non-underlying items 
Net monetary gain/(loss) arising from hyperinflationary economies 
	3 
1 
	– 
	(382) 
	– 

	
	
	122 
	– 
	– 

	Share of net profit/(loss) of joint ventures and associates 
	11 
	185 
	155 
	127 

	After crediting non-underlying items 
	3 
	32 
	– 
	– 

	Other income/(loss) from non-current investments and associates 
Profit before taxation 
	
	22 
	18 
	104 

	
	
	12,383 
	8,153 
	7,469 

	Taxation 
	6A 
	(2,575) 
	(1,667) 
	(1,922) 

	After (charging)/crediting tax impact of non-underlying items 
	3 
	(288) 
	655 
	213 

	Net profit 
Attributable to: 
Non-controlling interests 
	
	9,808 
	6,486 
	5,547 

	
	
	419 
	433 
	363 

	Shareholders’ equity 
	
	9,389 
	6,053 
	5,184 

	Combined earnings per share 
	7 
	
	
	

	Basic earnings per share (€) 
	
	3.50 
	2.16 
	1.83 

	Diluted earnings per share (€) 
	
	3.48 
	2.15 
	1.82 




Unilever Group Balance Sheets 2014 – 2018
CONSOLIDATED BALANCE SHEET
as at 31 December
	€ million	€ million
	Notes	2015	2014
	Assets
Non-current assets
Goodwill
	9
	16,213
	 14,642 

	Intangible assets
	9
	8,846
	 7,532 

	Property, plant and equipment
	10
	11,058
	 10,472 

	Pension asset for funded schemes in surplus
	4B
	934
	 376 

	Deferred tax assets
	6B
	1,185
	 1,286 

	Financial assets
	17A
	605
	 715 

	Other non-current assets
Current assets
Inventories
	11
12
	771
	 657 

	
	
	39,612
	 35,680 

	
	
	4,335
	 4,168 

	Trade and other current receivables
	13
	4,804
	 5,029 

	Current tax assets 
	
	230
	 281 

	Cash and cash equivalents
	17A
	2,302
	 2,151 

	Other financial assets
	17A
	836
	 671 

	Non-current assets held for sale
Total assets
	22
	179
	 47 

	
	
	12,686
	 12,347 

	
	
	52,298
	 48,027 

	Liabilities 
Current liabilities
Financial liabilities
	15C
	4,789
	 5,536 

	Trade payables and other current liabilities
	14
	13,788
	 12,606 

	Current tax liabilities
	
	1,127
	 1,081 

	Provisions
	19
	309
	 418 

	Liabilities associated with assets held for sale
Non-current liabilities
Financial liabilities
	22
15C
	6
	 1 

	
	
	20,019
	 19,642 

	
	
	9,854
	 7,186 

	Non-current tax liabilities
	
	121
	 161 

	Pensions and post-retirement healthcare liabilities: Funded schemes in deficit
	4B
	1,569
	 2,222 

	Unfunded schemes
	4B
	1,685
	 1,725 

	Provisions
	19
	831
	 916 

	Deferred tax liabilities
	6B
	1,744
	 1,534 

	Other non-current liabilities
Total liabilities
Equity
Shareholders’ equity
Called up share capital
	14
15A
	393
	 378 

	
	
	16,197
	 14,122 

	
	
	36,216
	 33,764 

	
	
	484
	 484 

	Share premium account
	
	152
	 145 

	Other reserves
	15B
	(7,816)
	 (7,538)

	Retained profit
Shareholders’ equity
	
	22,619
	 20,560 

	
	
	15,439
	 13,651 

	Non-controlling interests Total equity 
Total liabilities and equity
	
	643
	 612 

	
	
	16,082
	 14,263 

	
	
	52,298
	 48,027 




CONSOLIDATED BALANCE SHEET
as at 31 December
	€ million	€ million
	Notes	2016	2015
	Assets
Non-current assets
Goodwill
	9
	17,624
	16,213

	Intangible assets
	9
	9,809
	8,846

	Property, plant and equipment
	10
	11,673
	11,058

	Pension asset for funded schemes in surplus
	4B
	694
	934

	Deferred tax assets
	6B
	1,354
	1,185

	Financial assets
	17A
	673
	605

	Other non-current assets
Current assets
Inventories
	11
12
	718
	771

	
	
	42,545
	39,612

	
	
	4,278
	4,335

	Trade and other current receivables
	13
	5,102
	4,804

	Current tax assets
	
	317
	230

	Cash and cash equivalents
	17A
	3,382
	2,302

	Other financial assets
	17A
	599
	836

	Non-current assets held for sale
Total assets
	22
	206
	179

	
	
	13,884
	12,686

	
	
	56,429
	52,298

	Liabilities 
Current liabilities
Financial liabilities
	15C
	5,450
	4,789

	Trade payables and other current liabilities
	14
	13,871
	13,788

	Current tax liabilities
	
	844
	1,127

	Provisions
	19
	390
	309

	Liabilities associated with assets held for sale
Non-current liabilities
Financial liabilities
	22
15C
	1
	6

	
	
	20,556
	20,019

	
	
	11,145
	9,854

	Non-current tax liabilities
	
	120
	121

	Pensions and post-retirement healthcare liabilities:    Funded schemes in deficit
	4B
	2,163
	1,569

	   Unfunded schemes
	4B
	1,704
	1,685

	Provisions
	19
	1,033
	831

	Deferred tax liabilities
	6B
	2,061
	1,744

	Other non-current liabilities
Total liabilities
Equity
Shareholders’ equity
Called up share capital
	14
15A
	667
	393

	
	
	18,893
	16,197

	
	
	39,449
	36,216

	
	
	484
	484

	Share premium account
	
	134
	152

	Other reserves
	15B
	(7,443)
	(7,816)

	Retained profit
	
	23,179
	22,619

	
	
	16,354
	15,439

	Non-controlling interests
Total equity 
Total liabilities and equity
	
	626
	643

	
	
	16,980
	16,082

	
	
	56,429
	52,298




CONSOLIDATED BALANCE SHEET 
as at 31 December 
	€ million 	€ million 
	Notes 	2018 	2017 
	Assets 
Non-current assets Goodwill 
	9
	 17,341 
	16,881 

	Intangible assets 
	9
	 12,152 
	11,520 

	Property, plant and equipment 
	10
	 10,347 
	10,411 

	Pension asset for funded schemes in surplus 
	4B
	 1,728 
	2,173 

	Deferred tax assets 
	6B
	 1,117 
	1,085 

	Financial assets 
	17A
	 642 
	675 

	Other non-current assets 
Current assets 
Inventories 
	11
12
	 648 
	557

	
	
	 43,975 
	43,302 

	
	
	 4,301 
	3,962 

	Trade and other current receivables 
	13
	 6,485 
	5,222 

	Current tax assets
	
	 472 
	488 

	Cash and cash equivalents 
	17A
	 3,230 
	3,317 

	Other financial assets 
	17A
	 874 
	770 

	Assets held for sale 
Total assets
	22
	 119 
	3,224

	
	
	 15,481 
	16,983 

	
	
	 59,456 
	60,285 

	Liabilities 
Current liabilities 
Financial liabilities 
	15C
	 3,235 
	7,968 

	Trade payables and other current liabilities 
	14
	 14,457 
	13,426 

	Current tax liabilities
	
	 1,445 
	1,088 

	Provisions 
	19
	 624 
	525 

	Liabilities held for sale 
Non-current liabilities 
Financial liabilities 
	22
15C
	 11 
	170

	
	
	 19,772 
	23,177 

	
	
	 21,650 
	16,462 

	Non-current tax liabilities
	
	 174 
	118 

	Pensions and post-retirement healthcare liabilities:    Funded schemes in deficit 
	4B
	 1,209 
	1,225

	 Unfunded schemes 
	4B
	 1,393 
	1,509 

	Provisions 
	19
	 697 
	794 

	Deferred tax liabilities 
	6B
	 1,923 
	1,913 

	Other non-current liabilities 
Total liabilities
Equity 
Shareholders’ equity 
Called up share capital 
	14
15A 
	 346 
	700

	
	
	 27,392 
	22,721 

	
	
	 47,164 
	45,898 

	
	
	464 
	484 

	Share premium account 
	
	129 
	130 

	Other reserves 
	15B 
	(15,286) 
	(13,633) 

	Retained profit 
	
	26,265 
	26,648 

	
	
	11,572 
	13,629 

	Non-controlling interests
Total equity 
Total liabilities and equity
	
	 720 
	758 

	
	
	12,292 
	14,387 

	
	
	 59,456 
	60,285 
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UNILEVER
	Year
	Disposals ( companies & brands)
	Acquisitions % Development

	

2014
	Meat snacks business to Jack Link's, 
	Water purification company Qinyuan from China

	
	Pasta sauces business to Japanese company Mizkan
	Talenti Gelato & Sorbetto from Minneapolis, USA

	
	Slim-Fast brand to Kainos Capital, keeping a minority stake
	Camay and Zest brands from Procter & Gamble

	

2015
	
	Kate Somerville Skincare LLC from USA

	
	
	REN Skincare, a British brand

	
	
	Italian ice cream maker GROM

	
	
	Creation of Unilever Baking, Cooking and Spreading to address declining global sales in that type of product

	




2016
	
	Dollar Shave Club from USA to compete in the male grooming market

	
	
	Blueair, a supplier of air purification technologies

	
	
	Seventh Generation Inc, an American cleaning, paper, and personal care products company


	
	
	Living Proof Inc, a hair care products business from USA

	





2017
	Margarine and spreads division to investment firm KKR 
	Sir Kensington’s, a condiment maker from USA

	
	
	Personal and home care brands of Quala, a Latin American company

	
	
	Hourglass, a colour cosmetics brand

	
	
	Organic herbal tea company, Pukka Herbs

	
	
	Weis, an Australian ice cream business

	
	
	Carver Korea, a skincare business brand of AHC in North Asia

	
	
	Brazilian natural and organic food business Mãe Terra

	
	
	 Tazo, a tea brand from Starbucks

	
	
	Sundial Brands, a skincare company

	
	
	Schmidt's Naturals, a US natural personal care products company

	
2018
	
	75% stake in the Italian personal-care business Equilibra

	
	
	household cleaning products company The Laundress



PROCTER & GAMBLE
	

2018
(Digiday, 2019)
	
	Consumer health unit from Merk, Germany

	
	
	Cosmetic company First Aid Beauty from USA

	
	
	Tristan Walker’s Walker & Company, a hair-care products from USA

	
	
	Bevel and Form grooming brands

	
	
	Snowberry, a skin-care brand New Zealand.




26

image1.png
Prifysgol Cymru
Y Drindod Dewi Sant
University of Wales

Trinity Saint David




