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[bookmark: _Toc171807629][bookmark: _Toc176182957]I. Executive Summary

This report presents a thorough study of financial resource management and investment profitability in the global food and beverage industry. The analysis is structured into six sections, with each section providing insights into the operations, financial health, and strategic growth opportunities.
The first section offers an in-depth overview of Nestlé, examining its business scope, organizational structure, and strategic positioning within the industry. This section also includes a comparative analysis with peer organizations, providing a comprehensive understanding of Nestlé's competitive landscape.
The second section conducts a detailed financial analysis of Nestlé, including a Z-score analysis to assess financial stability and bankruptcy risk. It also evaluates vital financial ratios to gauge overall financial capability and performance.
The third section reviews Nestlé's corporate governance framework, emphasizing ethical practices, transparency, and accountability. This section highlights the influence of governance on financial performance and stakeholder trust.
The fourth section explores a proposed investment project aimed at capturing new market opportunities and ensuring business sustainability. It identifies "white space" areas that could drive growth and enhance Nestlé's competitive advantage.
The fifth section discusses financing strategies and capital management practices for the proposed investment project. It emphasizes the importance of effective capital allocation in maximizing returns on investment and mitigating risks.
Finally, the report concludes with actionable recommendations to enhance Nestlé's financial resource management. These recommendations focus on strategies to improve financial health, governance practices, and investment decision-making.
In summary, this study provides valuable insights into Nestlé's financial resource management, highlighting areas for improvement and opportunities for sustainable growth. By proactively managing its financial resources, Nestlé can navigate the complexities of the global market and thrive in the competitive landscape of the food and beverage industry. 
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[bookmark: _Toc171807630][bookmark: _Toc176182958]1 Introduction
[bookmark: _Toc169003238][bookmark: _Toc171807631]Nestlé is a Swiss multinational food and beverage processing corporation. It is the largest publicly held food company in the world and has been since 2014. In 2017, Nestlé got as world’s most valuable food brand in Year 2023 (figure 1.1).  Nestlé operates over 340 factories across 188 countries and employs 270,000 people globally (Nestle, 2023). 
[image: ]
Established in 1866, the Anglo-Swiss Condensed Milk Company laid the foundation for Nestlé, a global leader in the food and beverage industry. Headquartered in Vevey, Switzerland (Nestle, 2023). Nestlé boasts a vast portfolio of over 2,000 brands and has different operating zones, illustrate in figure 1.2, business including Europe, North America, Latin America, Asia, Oceania & Africa, and Greater China (Nestle, 2023).
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[bookmark: _Toc176182959]1.1 Company Background
Nestlé offers a wide range of products such as coffee under the Nescafé, Nespresso, Nescafé Dolce Gusto, Starbucks Coffee At Home, and Blue Bottle Coffee brands. In addition, it provides baby foods under the Cerelac, Gerber, Nido, and NaturNes brands; bottled water under the Nestlé Pure Life, Perrier, and S.Pellegrino brands; cereals under the Fitness, Nesquik, Cheerios, and Lion Cereals brands; and chocolate and confectionery products under various brands like KitKat, Nestlé L'atelier, Nestlé Toll House, Milkybar, Smarties, and others (Nestle, 2023).
The company's product segments also include culinary, chilled, and frozen foods under the Maggi, Hot Pockets, Stouffer's, Thomy, Jacks, TombStone, Herta, Buitoni, DiGiorno, and Lean Cuisine brands; dairy products under the Carnation, Nido, Coffee-Mate, and La Laitière brands; and drinks under the Nesquik, Nestea, Nescafé, and Milo brands. Additionally, it offers food service products under the Milo, Nescafé, Maggi, Chef, Nestea, Stouffer's, Chef-Mate, Sjora, Minor's, and Lean Cuisine brand names; healthcare nutrition products under the Boost, Peptamen, Resource, Optifast, and Nutren Junior brands; ice cream products under the Dreyer's, Mövenpick, Häagen-Dazs, Nestlé Ice Cream, and Extrême brands; and pet care products under the Purina, ONE, Alpo, Felix, Pro Plan, Cat Chow, Fancy Feast, Bakers, Friskies, Dog Chow, Beneful, and Gourmet brands (Nestle, 2023).
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[bookmark: _Toc176182960]1.2 Operating Business Overview (Product and Services and the sales market)
In 2023, Nestlé delivered an impressive organic growth of 7.2%, driven by a 7.5% increase in pricing and a real internal growth (RIG) of -0.3%. This growth was distributed across different regions and product categories, reflecting a broad-based success (Nestlé 2023). Despite a slight decrease in total reported sales to CHF 93.0 billion (compared to FY-2022: CHF 94.4 billion), the company showed resilience against a challenging foreign exchange environment, which impacted sales negatively by 7.8%. Additionally, net divestitures had a modest 0.9% negative impact. The underlying trading operating profit (UTOP) margin increased to 17.3%, showing growth by 20 basis points in reported basis and 40 basis points in constant currency. The trading operating profit (TOP) margin also demonstrated strong improvement, reaching 15.6%, marking a substantial increase of 160 basis points (Nestle, 2023).

[bookmark: _Toc176182961]1.3 Current Business Environment
Nestlé is confronted with a dynamic and challenging business environment, compelling the company to continuously adapt its strategies, operations, and portfolio to remain competitive and relevant in the face of evolving consumer preferences and market conditions. Macroeconomic factors such as inflationary pressures on raw materials, energy, and transportation costs are exerting pressure on profit margins, necessitating a concerted focus on managing pricing and cost structures (World Bank Blogs, n.d.). One of the primary market trends and challenges for Nestlé is the growing demand for healthier, more sustainable, and ethically-sourced food and beverage products. Nestlé's purpose revolves around unlocking the power of food to enhance the quality of life for everyone, today and generations to come. To achieve this, the company pursues growth through rapid innovation, operational efficiency, and disciplined resource and capital allocation (Nestle, 2023). As multinational food companies expand their footprint, the competitive landscape is rapidly evolving, posing challenges in both developed and emerging markets.



[bookmark: _Toc176182962]1.4 Company Structure
Nestlé’s organizational structure (figure 1.4.1) embodies global unity, with its seamless integration of global operating regions, business divisions, and corporate functions. It harnesses worldwide scale and expertise, empowering regional teams to proactively respond to local market developments (Nestle, 2023).
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[bookmark: _Toc176182963]1.5 Research Comparison Company Information
When analyzing Nestlé, General Mills, and Vitasoy within the fast-moving consumer goods industry, it's important to recognize that while the companies have varying sales return sizes, it presents an opportunity to assess their performances constructively.  Figure 1.5.1 showed the primary comparison on company size, market value and Price-earning ratio (PE Ratio) for Nestlé (Companiesmarketcap.com, 2024c), General Mills (Companiesmarketcap.com, 2024a) and Vitasoy (Vitasoy, n.d.).
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[bookmark: _Toc176182964]2 Nestlé Financial Analysis
Upon conducting an analysis of Nestlé's financial situation, it was found that the company's net current assets have experienced a consistent decline since the year 2021. From figure 2.1, notably, there was a significant 8.2% increase in sales, and the EBIT exhibited a commendable growth of 3.1% from the year 2022 to 2023. Although the overall performance demonstrated improvement compared to the previous year, it is important to highlight that there is still a discernible gap in performance when compared to the year 2021.
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[bookmark: _Toc176182965]2.1 Listed companies of bankruptcy index Z-Score analysis
Altman's Z-Score model serves as a valuable tool for assessing the likelihood of a business facing bankruptcy within the next two years (Almamy, Aston and Ngwa, 2016), This model uses performance ratios to evaluate the financial health of companies from 2021 to 2023. The table presents the Z-Scores for Nestlé, General Mills, and Vitasoy, the examination for Nestlé in Year 2023 is 3.51. A score of 3 and above indicates a healthy financial position, reducing the probability of bankruptcy (CFI, 2023). Understanding and utilizing these scores can help in making informed decisions regarding investment and financial planning.

Zcore: Z=1.2A + 1.4B + 3.3C +0.6D + 0.999E:
A = Working Capital / Total Assets; B = Retained Earnings / Total Assets; C = EBIT / Total Assets; 
D = [(stock value X total number of stocks)/ex rate]) / Total Liabilities; E = Sales / Total Assets
[image: ]
Source: Illustrate by writer

[bookmark: _Toc176182966]2.2 Financial Structure
Explore the liability ratios of three dynamic companies over the last three years. Uncover the financial insights that reveal their strengths and growth potential.
[image: ]
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The fixed assets to long-term liabilities ratio is a key financial metric that provides insights into a company's ability to cover its long-term debts with its tangible assets. It reflects the proportion of long-term liabilities that can be offset by the company's fixed assets, such as property, plant, and equipment. A higher ratio indicates a stronger capacity to manage long-term debt and signals to potential investors and creditors that the company has the potential to take on additional long-term liabilities in the future. Conversely, a decrease in this ratio is concerning as it suggests a reduced ability to cover long-term obligations, which may impact the company's financial flexibility and access to future funding. Therefore, monitoring and analyzing this ratio is critical for assessing a company's financial strength and its ability to sustain and grow its operations over the long term (Inc, n.d.).  According to Nestlé, the debt capacity of two companies has notably decreased in comparison to previous years, yet it is within the normal range. This suggests that despite the changing landscape, the companies' financial stability remains resilient.
The current liabilities to current assets ratio shown a consistent trend across the three companies, averaging between 1.12 to 1.49. This indicates that the financial stability within the industry is relatively uniform, with minimal fluctuation in the ratios. As a result, it appears that the current liabilities are being effectively managed and are not posing any major challenges.
The current liabilities to stock ratio of Nestlé also been stable in the past three years. As a fast-moving consumer goods company, it should avoid over-reliance on unsold goods to finance operations.
Upon reviewing the financial structure analysis, Nestlé's ratio above shows health and parity within the industry compared with other companies. 

[bookmark: _Toc176182967]2.3 Paying Debt Ability
In today’s dynamic business landscape, a deep comprehension of financial ratios is essential for accurately forecasting long-term company performance, figure 2.3.1 showed the analyzing of paying debt ability for Nestlé from year 2021 to 2023 change.
Figure 2.3.1 Three Companies’ ratio table
[image: ]
Source: illustrated by writer
The current ratio is a vital gauge of a company's short-term financial stability and its ability to meet immediate financial obligations. It provides valuable insight for investors and analysts to determine if a company can effectively utilize its current assets to cover its short-term debts and other financial responsibilities (Fernando, 2024). A current ratio exceeding 1.00 signifies that the company possesses the necessary financial strength to sustain itself in the short term, indicating its capability to manage short-term debts more effectively (Fernando, 2024). Nestlé's current assets ratio has fallen from nearly 1 to 0.83, while General Mills boasts a superior ratio.
It is crucial to maintain a positive stock credit index for Nestlé, ensuring that the supply of fast-moving consumer goods is sustained at an optimal level for the best shelf life. Overstocking must be avoided, and instead, a balanced approach should be adopted to maintain a seamless supply chain.
The quick ratio, on the other hand, provides a snapshot of a company’s ability to meet short-term financial liabilities by assessing the availability of highly liquid assets. Computed by dividing cash and cash equivalents by current liabilities, the quick ratio, combined with the current ratio, offers invaluable insight into a company’s short-term financial health. For Nestlé, while the current ratio remains higher than the quick ratio due to the company's tendency to invest its capital in inventory or prepaid assets, the quick ratio falling below one implies a certain level of financial risk, contrasting with industry peers. However, assessing similar companies within the industry with comparable ratios, this situation should be considered typical.



The Equity and Debt Ratio is a critical metric that sheds light on a company's financial health. Per OECD, Nestlé's ratio ranging from 1.59 to 2.48 signals that its debt surpasses equity by 2.48 times. This substantial debt can lead to volatile earnings, inflated interest expenses, and heightened vulnerability during economic slowdowns. Notably, Nestlé's outstanding debt surpasses that of General Mills and Vitasoy, underscoring the magnitude of this financial concern.
Nestlé's Total Debt / Fixed Assets Ratio provides valuable insight into the company's financial position. When compared to General Mills and Vitasoy, a higher ratio indicates a greater level of leverage for Nestlé (Hayes, 2024a). This metric is essential for understanding Nestlé's financial stability and strategic positioning in the market.
The Time Interest Ratio is a financial metric that reflects a company's ability to pay the interest on its outstanding debt. It is calculated by dividing a company's earnings before interest and taxes (EBIT) by its interest expense during a specific period (Hayes, 2024b). Nestlé's ability to pay its outstanding debt interest decreased from 12.76 to 8.83, while General Mills averaged 8.51, and Vitasoy demonstrated a higher ability at 31.98.  Furthermore, on cash coverage also decreasing since Year 2021.


[bookmark: _Toc176182968]2.4 Operational Ability
Nestlé's sales performance review from 2019 to 2023 highlights a dip in 2020 and 2021 due to the pandemic, followed by a strong recovery in 2022. Figure 2.4.2 provides a comprehensive overview of the past 10 years, encompassing revenue, net profit, total assets, and equity. Nestlé's performance demonstrates a consistent pattern, with a modest 0.2% compound annual growth rate (CAGR) in revenue, indicating the company's focus on sustainable growth.  It's important to keep an eye on equity trends, particularly when the trend momentum is down. This could serve as a warning sign that a company is experiencing financial distress.
[image: ]
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Figure 2.4.3 examines the operating expenses of Nestlé, General Mills, and Vitasoy in the fast-moving consumer goods (FMCG) sector. These expenses include essential elements such as marketing and administration costs, as well as research and development (R&D) investments. For these companies, effective above-the-line communication is vital to ensure that their brand messages connect with consumers, justifying the significant resources allocated to marketing efforts (Kenton, 2023). Through a close analysis of these operating expenses, we can gain insights into how each company prioritizes its brand promotion and innovation investments, ultimately influencing its competitive position in the FMCG market.  For those operating expenses, Nestlé is relatively high compared to other companies, while the depreciation and amortization are similar.
Figure 2.4.3 Operating Expenses comparison
[image: ]
Source: illustrated by writer

Figure 2.4.4 Inventory and Payment period
[image: ]
Source: illustrated by writer

The total assets turnover of Nestlé has shown a positive trend over the past three years, increasing from 62.6% to 73.5%. This indicates an improved efficiency in utilizing owned resources to drive revenue and sales. The ratio compares the company's gross revenue to the average total number of assets, highlighting the effectiveness of every dollar of company assets in generating sales (Brand FInance, 2023). Nestlé's business operations showcase better efficiency compared to General Mills, although there is room for improvement to match the performance of Vitasoy.
Notice the remarkable improvements made by Nestlé: Day’s Sales in Inventory: Nestlé has made substantial progress by reducing its stock coverage from 105.9 days to 86.3 days, showcasing a significant enhancement over previous years.
Furthermore, Nestlé has achieved a noteworthy reduction in its average collection period from 46.8 days in 2021 to 43.2 days in 2023, highlighting its exceptional capability to efficiently manage cash flow and collect payments from customers promptly (Wall Street Prep, n.d.).
On the other hand, with the Account Payable Turnover Days currently standing at 139.3 days, which is almost five months, Nestlé's commendable creditworthiness becomes even more apparent, making it an appealing choice for potential creditors (CFI team, 2023).
[bookmark: _Toc176182969]2.5 profitability
The comparison of profitability across different companies (Figure 2.5.1) reveals that the gross profit margin is a critical financial metric utilized by analysts to gauge a company's financial health. It represents the profit remaining after deducting the cost of goods sold (COGS) (Bloomenthal, 2024). In 2023, Nestlé achieved an impressive 46.3% gross profit margin, signaling financial stability and robust overall health. The net profit margin, reflecting the ratio of net profits to revenues, signifies how efficiently each dollar of revenue is turned into profit (Maverick, 2021). Figure 2.5.2 illustrates the net profit margin trend for Nestlé, showcasing improvement from 2022; however, it remained at -7.3% compared to 2011.
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[bookmark: _Toc176182970]2.6 Growth Ability

Nestlé's retained earnings, when compared to those of General Mills and Vitasoy, paint a picture of relative underperformance. Although there was an increase compared to 2021, the company's retained earnings still need to reach the level of 2022 to align with industry standards and maintain competitiveness. Showed in figure 2.6.1, despite a steady retention ratio, it lags the industry due to higher ROE (after tax). Nestlé must carefully address different aspects of retained earnings and retention ratio to unleash its full growth potential. The overall outlook for Nestlé's business growth capacity falls short when compared to its peer group, calling for significant improvements in future planning.
[image: ]
[bookmark: _Toc176182971]2.7 Stock Market Prospect Analysis

The per-share price of Nestlé remained around USD 115.90, despite the higher USD to CHF exchange rate at the end of 2023. This stability, along with a consistent price-earning ratio similar to industry standards, makes Nestlé a reliable and steadfast stock in the fast-moving consumer goods corporate sector.
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[bookmark: _Toc176182972]3. Nestlé Corporate Governance Assessment
Corporate governance stands as a pivotal and intricate framework, intricately guiding the management and control of organizations. It goes beyond being a mere set of rules, encompassing comprehensive systems, intricate principles, and detailed processes that meticulously direct and regulate corporations, ultimately aiming to safeguard the diverse and vital interests of stakeholders such as shareholders, employees, customers, and the broader community (Organisation For Economic Co-Operation And Development and Organisation For Economic Co Operation And Development, 2015). Furthermore, effective corporate governance shines as the bedrock of operating efficiently and responsibly, thereby cultivating and nurturing trust and credibility in the competitive market landscape. As businesses grapple with an array of complex challenges including regulatory changes, market volatility, and evolving consumer expectations, a robust governance structure stands out as an indispensable necessity, fortifying long-term sustainability and paving the way for enduring success.

[bookmark: _Toc176182973]3.1 Corporate Governance of Business Organization, Impact and Importance
This comprehensive assessment seeks to meticulously scrutinize and evaluate the corporate governance practices of select organizations, placing a keen focus on their unwavering adherence to established frameworks, their nimble and proactive risk management strategies, and their robust and inclusive engagement with a diverse array of stakeholders.

[bookmark: _Toc176182974]3.2 Nestlé Existing Corporate Governance
Nestlé's corporate governance framework, as outlined on its corporate governance page (Nestle, 2023a), revolves around the principles that drive sustainable value creation. The framework emphasizes striking a delicate balance between revenue growth and capital efficiency. Nestlé's core objective is to function as a positive force, leveraging its extensive scale and resources to create shared value for all its stakeholders. Impressively, the company has successfully reduced its carbon and plastic usage while maintaining growth momentum. The wholehearted support from shareholders for these initiatives was prominently evident during the 2021 Annual General Meeting. Furthermore, in 2023, shareholders approved revisions to the Articles of Association to align with the new Swiss corporate law. Notably, commencing in 2024, shareholders will be empowered to vote on an annual report focusing on Sustainability and Creating Shared Value.

The analysis of Return on Assets (ROA) entails measuring the company's ability to utilize all of its assets to generate profits, while Return on Equity (ROE) assesses its effectiveness in utilizing shareholder capital for profit generation (Supriyadi, 2021). Remarkably, as depicted in Figure 3.2.1, Nestlé demonstrates a high level of proficiency in leveraging its resources within the industry, with a ROA of 9.1% and ROE of 31.6%, both exceeding the performance of other companies.
[image: ]



[bookmark: _Toc176182975]4. Investment Project Proposal
The world is on the brink of a transformative era, where longer and healthier lives will become the norm. By 2030, one in six people will be 60 years or older. In the Asia Pacific region, the number of older individuals is expected to surge from 630 million in 2020 to a staggering 1.3 billion by 2050. The number of people aged 60 years and older will double to a remarkable 2.1 billion. This incredibly positive trend of increased longevity is not exclusive to high-income countries but is also being 
embraced by low- and middle-income countries. By 2050, two-thirds of the world’s population aged 60 years or over will call these countries home (“Population Ageing | Demographic Changes”).  It is a very promising trend for Nestlé to invest in Elderly Nutrition Science Food for further development, in view of the growth trend in Adult Milk Powder with a CAGR 9.09% from 2022 to 2031 (“Business Research Insights | Global Market Research Report & Consulting”).  

Figure 4.1 Global Adult Milk Powder Market Size estimation
[image: ]
Source: (Business Research Insights, 2024)



[bookmark: _Toc176182976]4.1 Project Information
Nestlé is presented with an opportunity to invest in a state-of-the-art production line specifically designed for Adult Milk Powder. This investment will aid in providing essential nutritional support to the adult demographic while capitalizing on the burgeoning market demand fueled by the rapidly growing global aging population. Here is the project information that to further evaluate the possibility, investment and the payback period.
[image: ]

[bookmark: _Toc176182977]4.2 The First Year Calculation of Sales
The first year estimation from global market information that the total market value in USD is 7,794 million that in Year 2022 with CAGA 9.09% growth.  Having reference in Hong Kong market that Nestle Carnation brand – adult milk powder segment market share at 38%, assume global market develop complete in the market with same situation, the estimated sales return will be USD 2,736million.
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[bookmark: _Toc176182978]4.3 Computing Tax Cost
The anticipated first-year sales are projected to reach an impressive USD 2,735.7 million, reflecting a strong growth rate of 5.4%. These figures will serve as a key factor in computing the sales revenue for the subsequent four years. Depreciation estimation will be calculated based on the company's specific assumptions, ensuring a comprehensive and detailed financial strategy. EBITDA will be computed using the company's reference rate of 14%, while factoring in a tax cost of 18.4% to align with the current situation. These meticulous calculations will contribute to a comprehensive and detailed depiction of future profitability, as outlined in the table.
[image: ]

[bookmark: _Toc176182979]4.4 Cashflow Calculation
[image: ]
Note 1: assumption of expenditure to pay for depreciation
Note 2: assumption of expenditure to pay for tax cost	

[bookmark: _Toc176182980]4.5 ARR & NPV Calculation
An Accounting Rate of Return (ARR) of 1.86% indicates that the investment is expected to generate an average annual profit that is 1.86% of the initial investment amount.  An Accounting Rate of Return (ARR) of 1.86% indicates that the investment is expected to generate an average annual profit that is 1.86% of the initial investment amount.
[image: ]
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[bookmark: _Toc176182981]4.6 Payback Period and IRR
At the end of the 25th year, the cumulative cash flow reaches -51, while at the end of the 26th year, it increases significantly to 516. Notably, the calculated payback period amounts to 25.09 years. Additionally, the internal rate of return (IRR) is an impressive 4.1%, aligning with the weighted average cost of capital (WACC) of 4.1% (www.gurufocus.com, n.d.), and a promising inflation forecast of 2% (Statista, n.d.).

[bookmark: _Toc176182982]4.7 Investment Appraisal
Based on the detailed data analysis, it has been established that the payback period for the new factory dedicated to adult milk powder products is 25 years and three days. With a positive net present value, it's evident that the project investment appraisal will yield a favorable return. This bodes well for ensuring sustainable growth and prosperity for Nestlé.

[bookmark: _Toc176182983]4.8 Suggestion for Cashflow of New Project
Focus on exploring international markets where the demand for adult milk powder is growing. Exporting products can have a significant impact on our revenue potential. Additionally, leveraging digital marketing strategies, such as social media and email campaigns, can help us reach potential customers at a lower cost than traditional advertising methods. It's important to regularly review the cash flow generated from sales to ensure operational efficiency and to adjust production plans based on sales trends. By implementing these strategies, Nestlé can create strong cash flow generation mechanisms for its new adult milk powder project, ensuring financial viability and supporting long-term growth.

[bookmark: _Toc176182984]5. Financing and Capital Management
There are diverse ways of financing, and it is crucial to further analyze equity and debt financing.

[bookmark: _Toc176182985]5.1 Financing Alternatives

Diverse methods of financing exist, each with its unique characteristics and implications. Two crucial avenues to consider are equity and debt financing. Traditional bank loans stand out for providing substantial capital for business investments, typically featuring competitive interest rates and flexible repayment terms. These loans are usually secured against company assets, offering access to significant funds for large-scale investments and ensuring predictable repayment schedules that are instrumental in efficient cash flow management. However, it's important to note that securing these loans often requires a meticulous business plan and financial projections, as banks rigorously assess creditworthiness and risk (Berger, 1998). Moreover, collateral requirements come into play and can profoundly impact cash flow dynamics.

Equity financing takes a different approach by raising capital through the sale of company shares to investors, including private equity firms, venture capitalists, and crowdfunding platforms. This method offers the advantage of not obliging repayment, thus easing financial pressure during the initial growth stages. Additionally, these investors bring invaluable expertise, networking opportunities, and strategic guidance to the table (Gompers and Lerner, 2004). Nonetheless, it's essential to recognize the potential dilution of ownership as investors acquire a stake in the company and the likelihood of divergent opinions on company direction and strategy.

[bookmark: _Toc176182986]5.2 Financing Recommendation
In considering Nestlé's current financial position, growth strategy, and the specific dynamics of the adult milk powder market, it is important to weigh the benefits of a bank loan against equity financing. A constructive approach would be to propose a mixed method, with a portion of the investment funded through a bank loan and the remainder through equity financing. This balance will help mitigate risk, maintain control, and secure the necessary funding for the project.
5.3 Audit Plan Proposal
[bookmark: _Toc176182987]The comprehensive audit plan has been strategically developed to achieve a multitude of critical objectives. These include ensuring strict compliance with intricate financial regulations and a meticulous internal policy review. Moreover, the plan involves a detailed assessment of the effectiveness and efficiency of operations linked to the establishment of the new factory. It also encompasses a thorough evaluation of the precision of financial reporting and projections, with the aim of identifying potential risks and formulating targeted recommendations for process and control improvements.
The audit's breadth necessitates a comprehensive approach, covering an in-depth financial audit involving a rigorous review of the financial statements, budgets, and forecasts pertaining to the new project. Additionally, an operational audit will be conducted to scrutinize the factory production process, supply chain management, and the measurement of quality control, ensuring a holistic evaluation of operations.
Of utmost importance is the stringent adherence to regulatory requirements and industry standards, making compliance audit an indispensable aspect of the plan. Furthermore, environmental audits will be carried out to assess sustainability practices and environmental impact, all in alignment with the company's mission and vision.
Through the meticulous implementation of this robust audit plan, Nestlé will be able to guarantee the efficient operation of its new adult milk powder project, ensure complete compliance with regulations, and effectively realize its financial and operational goals.

6. Conclusion and Recommendations

Nestlé has been presented with an exciting opportunity to invest $10 billion in a state-of-the-art factory and innovative product line for adult milk powder, targeting a rapidly expanding market segment. In 2022, the adult milk powder market was valued at $7.15 billion and is projected to reach $15.65 billion by 2031, signaling significant revenue potential. Nestlé aims to secure a 35.1% market share, which could translate to an annual sales revenue of $5.5 billion once the factory is operating at full capacity. The historical Compound Annual Growth Rate (CAGR) of 9.09% over the past decade demonstrates a steady demand trend, highlighting the potential of this investment. With a Net Present Value (NPV) of $13.68 million, this project offers the opportunity to generate surplus cash inflows and attract potential investors. Although the 25.09-year payback period is lengthy, it underscores the need for prudent financial management to ensure the project's long-term success.
There are some critical recommendations for Nestlé.  Financing structure for a balanced financing approach: A mixed financing strategy, utilizing a bank loan and equity financing, will allow us to carefully manage debt levels while retaining control over the company (Berger & Udell, 1998).
It aims to secure competitive loan conditions by leveraging Nestlé's strong financial standing to optimize cash flow and ensure favorable interest rates and flexible repayment terms.  From the global position, the market penetration strategy is also crucial for the project; it implements marketing campaigns to build aggressive marketing strategies leveraging Nestlé's strong brand reputation and distribution channels, which will facilitate capturing the projected 35.1% market share (Kotler and Keller, 2016).   As we develop a new factory and product line, we need to focus further on product differentiation; by emphasizing unique selling propositions (USPs) such as health benefits, nutritional enhancements, and premium quality, it can attract a diverse customer base.  Furthermore, Nestlé needs to optimize operational efficiency further by investing in technology and automation; state-of-the-art machinery and equipment will improve production efficiency and reduce operational costs over time (Gunasekaran, A., Subramanian and N., & Rahman, S., 2015).  Implementing high technology also assists in streamlining supply chain management; for the global supply chain, it can further optimize logistics and supplier relationships, which will be vital in minimizing costs and ensuring timely delivery of raw materials.  Finally, financial risk management takes the time to establish a contingency fund; given the lengthy payback period, setting aside a contingency fund will allow us to manage unexpected costs or lower-than-expected sales in the initial years.  In long-term strategic planning, it needs to evaluate other expansion opportunities further to assess opportunities for expansion into adjacent product lines or markets that align with Nestlé's strategic goals (Porter, 1985).  to deliver Nestlé's mission, a focus on Sustainability is essential, and integrating sustainable practices into production and marketing efforts will align with the growing consumer preference for environmentally friendly products.
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Figure 1.1.1 Business Size by Product Segmentation in Nestle
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Source: Nestlé, “Facts and Figures”
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Figure 1.4.1 Nestlé’s organizational structure
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Figure 1.5.1 Three companies information comparison

Company Name [ Nestle | __ GeneralMills ___| ___Vitasoy |
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Market Area America, Asia, Oceania&  International, Pet, North America  Macau, Australia & New
Africa, Greater China Foodservice Zealand, Singapore

Note 1: Stock market closing date 30 Dec 2023 (“Companies Ranked by Market Cap-

CompaniesMarketCap.com”)
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Figure 2.1 Three companies’ basic information reference

Company Name / Year
JSD in Million
Net Current Assets 43,054

2023

General Mills

Total Assets 152,601

Retained Earnings 84,242

EBIT 12,799

Stock value (USD) ™ 139,77

USD / CHF / HKD ex rate 1.0067

Number of stock (in million) 2,788

Total Liabilities 93,677

Sales 95512|
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146,235 150,414 31,452 750|
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Note 1: Dec 31 Closing Value by dividend and stock split adjustment.
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Company Name / Year

USD in Million

Nestle

2021

Nestle

2022

Nestle

2023

General Mills

2021 - 2023 Avg

Vitasoy

2021 - 2023 Avg

A -0.01 -0.04 -0.05 -0.08 -0.04

B 0.55 0.55 0.54 0.59 0.34

C 0.08 0.09 0.11 0.11 0.04

D 4.16 3.14 2.86 2.12 6.35

E 0.63 0.70 0.73 0.64 1.08

Zscore 4.16 3.61 3.51 2.99 5.45
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Figure 2.2.1 Liabilities ratio for 3 companies by year

Company Name Vitasoy Vitasoy Vitasoy
Vea r 2021 2022 2023
1922 12.25

|Fixed Assets to Long Term Libilities Ratio | 0.62 0.58 0.57

Current Libilities to Current Assets Ratio 1.02 114 1.20
Current Libilities to Stock Ratio 334 2.66 3.12

Source: Illustrate by writer
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Figure 2.2.2 Liabilities ratio for 3 companies — 3 years average
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Company Name

Year

Nestle

2021

Nestle

2022

Nestle

2023

General Mills

2021-2023 avg

Vitasoy

2021-2023 avg

Current Ratio (%) 98% 88% 83% 67% 90%

Quick Ratio (%) 68% 50% 51% 43% 65%

Stock Credit Index 1.06 1.33 1.52 2.33 1.40

Cash Ratio (%) 17% 14% 13% 11% 25%

Total Debit Ratio (%) 61% 68% 71% 66% 47%

Debt / Equity Ratio 1.59 2.16 2.48 2.00 0.88

Long Term Debt Ratio 0.46 0.55 0.59 0.55 0.06

Total Debt / Fixed Assets Ratio (%) 301% 307% 296% 588% 81%

Time Interest Cover Ratio 12.76 10.56 8.83 8.51 31.98

Cash Coverage 11.34 9.46 7.73 7.79 25.25
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Figure 2.4.1 5-years Sales Performance and Sales Growth Rate
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Figure 2.4.2 Nestlé 10-years trend
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Company Name

Year

Nestle

2021

Nestle

2022

Nestle

2023

Nestle

2021-2023 Avg

General Mills

2021-2023 avg

Vitasoy

2021-2023 avg

Employee Costs 16.5% 15.8% 15.4% 15.9% 0.9% 22.8%

Operating Expenses 35.8% 31.7% 30.8% 32.8% 17.0% 21.9%

Depreciation and Amoritization 4.0% 3.8% 3.7% 3.8% 3.0% 7.7%
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Company Name

Year

Nestle

2021

Nestle

2022

Nestle

2023

Nestle

2021-2023 Avg

General Mills

2021-2023 avg

Vitasoy

2021-2023 avg

Total Assets Turnover 62.6% 69.8% 73.5% 68.6% 60.6% 102.2%

Average Collection Preiod 46.8 43.0 43.2 44.2 32.0 42.2

Day's Sales in inventory 96.2 105.9 86.3 96.1 56.5 75.6

Payable Turnover
= COGS / Account Payable

2.2 2.5 2.6 2.4 3.2 3.6

Day of Payable Oustanding
=365/Payable Turnover

167.8 144.8 139.3 150.6 114.2 183.6
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Figure 2.5.1 Profitability Reference
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Figure 2.5.2

Nestle Gross Profit Margin & Net Profit Margin3-year Trend
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Figure 2.6.1 Growth ability comparison
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Figure 2.7.1 Three companies market prospect summary

[Company Name Nestle General Mills Vitasoy
Year 2021-2023 avg | 2021-2023 avg

Earningpershare(UsD) | 421 175
e el e 005 003 005 0.06 103
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Figure 2.7.2 Nestlé's stock price from 31 Dec 2020 to 31 Dec 2023
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Figure 3.2.1 ROA & ROE comparison

Company Name
Vzar 2021 023 Avg 02
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Global Adule Milk Powder Market Size, 2031 (USD Million)
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Project Cost (in USD million) Remarks

Factory Cost 10,000(White)

New Production Line 4504.5% of factory cost

Machinery and equipment 3003.0% of factory cost

Tools, furniture, information technology

and sundry equipment

50leverage with existing utilities

Vehicles 2002 Trucks

Remaining Basic Information Remarks

Nestle Factory Depreciation Years 40(Nestle 2023)

Machinery and equipment 20(Nestle 2023)

Tools, furniture, information technology

and sundry equipment

15(Nestle 2023)

Vehicles 10(Nestle 2023)

Sales Growth Rate 5.4%(Nestle 2023)

Ultimate Growth Rate

Adult Milk Powder CAGR projection

9.09%

EBITDA (%)

 = EBITDA / Sales

13.7%(Nestle 2023)

Operating Period (Years) 56

Market Size Value in 2022 7,151

Market Size Value in 2031 Est. 15,646

(“Business Research Insights | Global Market 

Research Report & Consulting”) 
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The First Year Calculation of Sales

Proejct Items Remarks

Total Market Value (USD in Million) 7,794                  Reference 2022 with 9% growth

Estimated Sales Return 2,736                  38% Market Share, Nielsen 2023
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Year 1 Year 2 Year 3 Year 4 Year 5

Sales = Last Year Sales X Growth Rate 5.40% 2,735.7         2,883.4         3,039.1         3,203.2         3,376.2        

EBITDA 14% 374.8            395.0            416.4            438.8            462.5           

DepreciationFactory (years) 40 (250.0)           (250.0)           (250.0)           (250.0)           (250.0)          

Product line & equip (Years) 20 (37.5)             (37.5)             (37.5)             (37.5)             (37.5)            

F&F (Years) 15 (3.3)               (3.3)               (3.3)               (3.3)               (3.3)              

Vehicles (Years) 10 (20.0)             (20.0)             (20.0)             (20.0)             (20.0)            

(310.8)           (310.8)           (310.8)           (310.8)           (310.8)          

EBIT 64.0              84.2              105.5            128.0            151.7           

Tax Cost (3 years average) 18.4% (11.8)             (15.5)             (19.4)             (23.6)             (27.9)            

Profit 52.2              68.7              86.1              104.5            123.8           

Computing Tax Cost

Total depreciation


image27.emf
Initial Cost Year 1 Year 2 Year 3 Year 4 Year 5

EBITDA 374.8            395.0            416.4            438.8            462.5           

-               

Expenditures 

*1

(60.8)             (60.8)             (60.8)             (60.8)             (60.8)            

Expenditures 

*2

(11.8)             (15.5)             (19.4)             (23.6)             (27.9)            

Cash Flow -11000 302.2            318.7            336.1            354.5            373.8           
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ARR Calculation

Total income for 56 years 454.92                             USD million

Average Profit (A) 204.55                             USD million

Initital Cost (B) 11,000                             USD million

ARR (A/B) 1.86%
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Yr CASHFLOW in/(out)CUM CASHFLOWNPV Profit

0 (11,000.0)         (11,000.0)         (11,000.0)         (11,000.0)        

1 302.2                (10,697.8)         290.2                52.2                 

2 318.7                (10,379.1)         293.9                68.7                 

3 336.1                (10,043.0)         297.7                86.1                 

4 354.5                (9,688.5)           301.5                104.5               

5 373.8                (9,314.7)           305.3                123.8               

6-10 1,984                (40,700)            1,435                657                  

11-20 4,609.3             (48,707.4)         2,461.9             1,526.5            

21-30 5,618.7             2,772.7             2,002.2             1,860.8            

31-40 6,849.2             65,526.7          1,628.4             2,268.3            

41-50 8,349.1             142,023.4        1,324.3             2,765.1            

51-56 5,863.3             128,757.4        672.7                1,941.8            

13.68

PV = all cashflow for 56 years - initial cost:


image30.png
Almanmy. J.. Aston. J. and Ngwa, LN. (2016). An evaluation of Altman’s Z-score using cash
flow ratio to predict corporate failure amid the recent financial erisis: Evidence from the UK.
Journal of Corporate Finance, 36. pp.278-285.

doihttps://doi.org/10.1016/j jeorpfin.2015.12.009.

Berger. AN. (1998). The Economics of Small Business Finance.

Bloomenthal. A. (2024). Gross Profit Margin: Formula and What It Tells You. [online]
Investopedia. Available at: https://www.investopedia.com/terms/g/gross_profit_margin.asp.

Brand Flnance. (2023). Nestlé savours success as world's most valuable food brand | Press
Release | Brand Finance. [online] Available at: hips://brandfinance.com/press-releases/nestle-

savours-success-as-worlds-most-valuable-food-brand.

Brush. K. (2019). What is Asset Turnover Ratio? [online] SearchBusinessAnalytics. Available
at: https://www.techtarget.com/searchbusinessanalytics/definition/asset-turnover-ratio.

Business Research Insights (2024). Adult Milk Powder Market Size, Share, Growth, and
Industry Analysis by Type (Whole Milk Powder; Skim Milk Powder), by Application (Student,
Pregnant Women, Seniors, Ordinary), Regional Insights, and Forecast To 2031 Source:
‘https:/www.businessresearchinsights.com/market-reports/adult-milk-powder-market-105708.
[online] Business Research Insighs. Available at: Adult Milk Powder Market Size. Share.
Growth. and Industry Analysis by Type (Whole Milk Powder. Skim Milk Powder). by
Application (Student, Pregnant Women, Seniors, Ordinary). Regional Insights. and Forecast
To 2031 Source: https://wwiw.businessresearchinsights.com/market-reports/adult-milk-
powder-market-105708.

CFI(2023). Altman'’s Z-Score Model. [online] Corporate Finance Institute. Available at:

https://corporatefinanceinstitute.com/resources/commercial-lending/altmans-z-score-model/.

CFI team (2023). Accounts Payable Turnover Ratio. [online] Corporate Finance Institute.
Available at: https://corporatefinanceinstitute.com/resources/accounting/accounts-payable-

turnover-ratio/.




image31.png
‘Companiesmarketcap.com. (2024a). Companies ranked by Market Cap -
CompaniesharketCap.com. [online] Available at: htps://companiesmarketcap com/hkd/
[Accessed 18 Aug. 2024].

Companiesmarketcap.com. (2024b). General Mills (GIS) - Market capitalization. [online]

Available at: https://companiesmarketcap. com/hid/general-mills/marketcap/ [ Accessed 26
Aug 2024]

‘Companiesmarketcap.com. (2024c). Nestlé (NESN.SW) - Market capitalization. [online]
Available at: https://companiesmarketcap. com/hicd/nestle/marketcap/ [ Accessed 26 Aug.
2024]

Femando, J. (2024). Current ratio explained with formula and examples. [online]
Tvestopedia. Available at: https://www investopedia com/termsc/currentratio asp.

finance yahoo com. (nd.). NESTLE N (NESN.SW) Stock Price, News, Quote & History -
Jahoo Finance. [online] Available at: https://finance yahoo.com/quote/ NESN.SW/.

Folger, J. (2023). How Do the Current Ratio and Quick Ratio Differ? [online] Investopedia.
Available at: https://www investopedia com/ask/answers/ 062714 what-are-main-differences-
between-current-ratio-and-quick-ratio asp.

‘Gompers, PA. and Lemer, J. (2004). The venture capital cycle. Cambridge, Mass. : London:
Mit

Gunasekaran. A, Subramanian and N., & Rahman. S. (2015). Supply chain management: A
State-of-the-art literature review. Supply chain management: A state-of-the-art literanure
review.

Hayes, A (2024a). Understanding Total-Debt-to-Total-Assets. [online] Investopedia. Available
at: https:/fwww investopedia com/temms/ttotaldebttototalassets asp.

Hayes, A (2024b). TVhy the Interest Coverage Ratio Matters. [online] Investopedia. Available
at: https:/fwww investopedia com/temmsi/interestcoverageratio.asp.

hitps:/fwww businessresearchinsights com/market-reports/adult-milk-powder-market-105708.
(2024). Business Research Insights | Global Market Research Report & Consulting. [online]
Available at: https://wiww businessresearchinsights cony/.




image32.png
Tnc DM. (nd.). Fived assets to long-term deb ratio. [online] eanaliza pl. Available at
hitps/eanaliza plien/fixed-assets-to-long-term-debt-atio.

Kenton, W. (2023). Fast-Moving Consumer Goods (FMCG) . [online] Investopedia. Available
at: https:/fwww investopedia com/terms/f fastmoving-consumer-goods-fincg asp.

Kotler, P.and Keller. K L. (2016). Marketing management. 15th ed. Harlow, England :
London ; New York : Boston : San Francisco ; Toronto : Sydney [UA ] Pearson.

Maverick, 1B. (2021). The Difference Between Gross Profit Margin and Net Profit Margin.
[ontine] Investopedia. Available at: https://wiww investopedia com/ask/answers/021215/what-
difference-between-gross-profit-margin-and-net-profit-margin asp

Nestle (20232). Corporate Governance. [online] Nestlé Global. Available at
hitps:/fsww nestle comyinvestors/corporate-governance.

‘Nestle (2023b). Nestié. e unlock the power of food to enhance quality of life for everyone,
today and for generations to come. Annual Review 2023 Our purpose Contents Accompanying.
reports. [online] Available at: htps:/svwvw nestle.cony'sites/default/files/2024-02/2023-anmual-
review-en pdf

‘Nestle (2024). NESTLE. [online] Nestle.com Available at: htps:/Awwwnestle.cony/.

‘Nestlé (2023). Facts and figures. [online] Nestlé Global. Available at
hitps/fswww nestle. com/investors/annual-report/facts-figures.

‘Nestlé (2024). The Nestlé Company History. [online] Nestlé Global. Available at:
hitps:/fwww nestle.com/about/history/nestle-company.-history.

OECD (2014). Deb to eqity ratio in financial corporations. wiww.oecd-ilibrary.org. [online]
Pp.110-111. doi-https://doi.or/10.1787/na_glance-2014-35-en.

Organisation For Economic Co-Operation And Development and Organisation For Economic
Co Operation And Development (2015). G20/0ECD principles of corporate governance
OECD report to G20 finance ministers and central bank governors. OECD Publishing

Porter, ME. (1985). Competitive Advantage: Creating and Sustaining Superior Performance.
New York: The Free Pess.




image33.png
Statista. (n.d). Global inflation rate forecast 2022. [online] Available at.
Bitps:/fwww statista comystatistics/ 1330092/global-inflation-rate-forecast/.

Supriyadi, T. (2021). EFFECT OF RETURN ON ASSETS (ROA). RETURN ON EQUITY
(ROE). AND NET PROFIT MARGIN (NPM) ON THE COMPANY'S VALUE IN
MANUFACTURING COMPANIES LISTED ON THE EXCHANGE INDONESIA
SECURITIES YEAR 2016-2019. International Journal of Economics, Business and.
Management Research, [online] 5(04). Available at:

hitps:/fjebm com/uploads/pdfiarchivepdf 2021 IEBMR_736 pdf.

Vitasoy (.d). Nurturing the World through the Power of Plants. [online] Available at:
hitps:/fwww vitasoy. com/wp-content/uploads/2024/07/EW00345-Annual-Report pdf.

‘Wall Street Prep. (n.d.). Average Collection Period. [online] Available at
https/fwww wallstreetprep. com/knowledge/average-collection-period.

White, G. (2020). Nestle Introduces Flexible, Simple and Cost-Effective Modular Factories.
[online] manufacturingdigital com. Available at: https:/manufacturingdigital com/smart-
‘manufacturing/nestle-introduces-fexible-simple-and-cost-effective-modular-factories.

‘World Bank Blogs. (n.d.). Raw material commodity prices expected 1o rise as demand
recovers. [online] Available at: htps://blogs worldbank org/en/opendata/raw-material-
‘commodity-prices-expected-rise-demand-recovers.

www gurufocus.com. (n.d.). NSRGY (Nestle) WACC %. [online] Available at:
hitps:/fwww gurufocus com/term/wac/NSRGY.

www population-trends-asiapacific.org. (w.d.). Population Ageing | Demographic Changes.
[ontine] Available at: https://www population-trends-asiapacific org/population-ageing




image1.png
Prifysgol Cymru

Y Orindod Dewi Sant

University of Wales

Trinity Saint David

APPENDIX GA36d

LEVE

L 7 ASSESSMENT SPECIFICATION

Student name:

LEUNG WING CHONG FION Student ID number: | 2337375

Programme: MBA
Module: Finance for Business Managers
. Contribution 0] 4009
Module code: HKBM7008 oo toguta | 100%
Assessment (%):
Lecturer: Dr Katherine Mo Internal Verifier: | Dr Arion Wong
Assignment Title: | Assignment 1 Word count (or | 5,000 words
equivalent): (+1-10%)
Submission 9 September 2024 Retun date  of | Within 20 days after
deadline: provisional marks | submission
& written feedback:
e All written assessments, where practical and possible, must be submitted via
s Tumnitin unless otherwise instructed by the Lecturer. (Please DO NOT put this
method:
assessment specification into Turnitin or it will match many similarities with
other students’ submissions.)
Alternative submission method (if applicable):
Late submission of the assessment will result in a late penalty mark.
Penalties for late submission: Up to one week late, maximum mark of 50%.
Over one week late, 0%. Only the Extenuating Circumstances Panel may
approve a change to submission dates
Academic Academic honesty is required. In the main body of your submission you must
honesty / give credit to authors on whose research and ideas your work is based. Append

referencing:

to your submission a reference list that indicates the books, articles, etc. that
you have used, cited or quoted in order to complete this assessment





image2.png
Prifysgol Cymru
‘ Y Drindod Dewi Sant

Y University of Wales
Trinity Saint David




image3.png
Figure 1.1: Top 10 Most Valuable Food Brands 2023
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Figure 1.2: Business by Zone in Nestle
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