






[bookmark: _GoBack]    Galina Rais 2020307
LCBB6002
Assessment 1
Chosen Organisation: Nestle


Table of Contents
Introduction	3
Evaluation of Nestle’s dividend distribution policy	3
Analysis of the efficient market hypothesis theory (EMH)	4
Analysis of Stakeholder Theory	5
Analysis of methods of appraising projects	5
NPV Method	5
Internal Rate of Return (IRR) Method	6
Payback Period (PP) Method	6
Conclusion	7
References:	8



[bookmark: _Toc133199748]Introduction
Nestle is a large global firm that operates in the food and beverage industries. The organisation has a diverse assortment of things that are offered in various countries throughout the world. Nestle places great emphasis on international financial management (IFM). This is due to the company's operations in many foreign financial markets, each of which presents unique problems. Nestle's dividend distribution policy, the efficient market hypothesis theory in relation to Nestle's operations, and project appraisal methodologies will be critically examined in this report. 
[bookmark: _Toc133199749]Evaluation of Nestle’s dividend distribution policy
One of the most essential components of IFM is foreign exchange risk management, which is important to Nestle. Because of the broad nature of its business, the company confronts foreign exchange market risks. Nestle has used a variety of measures to control foreign exchange risks. Hedging is one of the techniques that the organisation has employed. Nestle manages foreign exchange risks through the use of various hedging instruments such as forwards, options, and swaps (Nestle Global, 2019). Nestle can mitigate the impact of currency fluctuations on its financial performance through hedging.
Capital budgeting is another crucial part of IFM that is important to Nestle. The company has several investment opportunities in various nations. As a result, in order to ensure that the organisation invests in initiatives that yield the maximum returns, these investment prospects must be evaluated using suitable capital budgeting procedures. Nestle evaluates speculating potential using several capital planning methodologies such as net present value (NPV), internal rate of return (IRR), and compensation or payback term (Nestle Global, 2019).
The dividend distribution policy of the firm is determined by a variety of factors, including the company's financial performance, future growth possibilities, and the economic environment of the nations in which the company operates. Nestle has a continuous dividend distribution policy of distributing around 60% of earnings to shareholders as dividends (Nestle Global, 2019). This policy has allowed the company to recruit and retain shareholders while remaining financially secure.
In conclusion, nestle is a multinational corporation that operates in various international financial markets. IFM is crucial to the company's success as it enables it to manage foreign exchange risks, evaluate investment opportunities, and maintain a stable financial position. The company's consistent dividend distribution policy has also enabled it to attract and retain shareholders. 
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The Efficient Market Hypothesis (EMH) theory proposed by Fama (1970) asserts that financial markets are efficient and that stock prices always reflect all of the information that is accessible. Fundamental or technical analysis, according to EMH, cannot always outperform the market because stock prices always reflect all relevant information (Fama, 1965). With regard to Nestle's activities, it is fundamental to break down the EMH hypothesis and its suggestions for the organization's financial performance.
One ramification of the EMH hypothesis is that it is challenging to create predominant returns through the dynamic management of the portfolio (Jensen, 1978). As a result, investors who try to outperform the market by purchasing stocks at a discount or selling stocks at a premium are unlikely to consistently earn higher returns. However, this does not necessarily imply that stock prices always reflect all available information or that the market is always effective. Stock prices can deviate from their intrinsic values when financial markets are inefficient in some instances.
For instance, Nestle has operations in different countries, and the company is exposed to various risks such as currency risk, economic risk, and political risk. According to Nestle Global (2019), these risks have the potential to have an impact on the stock price as well as the financial performance of the company. As a result, the market might not always reflect all of the information that is available, which could make it inefficient. 
Another implication of EMH theory is that investors cannot benefit from insider information since such information is already reflected in the stock price (Seyhun, 1986). However, in the case of Nestle, insider information can still influence the stock price. For instance, if there were a significant change in the company's management, such as the appointment of a new CEO, this information could affect the stock price. Similarly, if the company announced a significant acquisition or merger, this information could also affect the stock price (Nestle Global, 2019).
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Stakeholder theory is a paradigm that recognises the interests and concerns of numerous stakeholders involved in a business, such as employees, customers, suppliers, shareholders, and society at large (Freeman, 2010). Nestle, the world's largest food and beverage company, has been scrutinised for its commercial practises and social and environmental impact, prompting a critical examination of its stakeholder interactions.
Nestle has been accused of human rights violations and environmental degradation, which has resulted in negative publicity and boycotts (Richter & Kraus, 2018). Nestle has a responsibility, according to stakeholder theory, to address these issues and work towards sustainable and ethical business practises. Nestle has responded by adopting strategies to address these challenges, such as the Nestle Cocoa Plan, which aims to enhance cocoa farmers' lives while reducing environmental impact (Nestle, n.d.).
Furthermore, Nestle has taken initiatives to strengthen its relationship with shareholders, such as boosting its dividend and implementing a share buyback programme (Nestle, 2021). Nestle regards its shareholders as vital stakeholders and strives to maintain their trust and confidence in the company.
[bookmark: _Toc133199752]Analysis of methods of appraising projects
Nestle is a multinational corporation with operations in various countries around the world. As such, the company's methods of appraising projects play a crucial role in determining its financial performance. This essay critically analyses and evaluates Nestle's methods of appraising projects, highlighting the strengths and weaknesses of each method and how they impact the company's financial performance.
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The Net Present Value (NPV) method is one of Nestle's methods for evaluating projects. The NPV strategy includes computing the current worth of money inflows and outpourings related to a venture, utilizing a markdown rate that reflects the time worth of money (Besley & Brigham, 2008). Because it assists businesses in determining whether or not a project will add value to the business, the NPV method is frequently utilized in corporate finance.
Nestle's use of the NPV method is a strength since it allows the company to assess the profitability of potential projects before investing in them. Nestle can determine the project's present value by calculating the NPV and discounting the anticipated cash flows over time. The company only invests in projects that are anticipated to generate a positive NPV and add value to the business using this strategy.
[bookmark: _Toc133199754]Internal Rate of Return (IRR) Method
Nestle also employs the Internal Rate of Return method to evaluate initiatives. According to Ross, Westerfield, and Jaffe (2005), the IRR technique entails determining the discount rate that combines the project's cash outflows' and cash inflows' present values. Furthermore, in corporate finance, the NPV approach and the IRR method are frequently combined. Nestle benefits from the IRR method because it takes a different approach to determining the profitability of proposed projects. The IRR method allows companies to compare the average rate of return generated by a project to the expected rate of return..
However, a drawback of the IRR method is the assumption that the project's cash flows can be reinvested at the same rate as her IRR (Ross, Westerfield, & Jaffe, 2005). This assumption is not always true if the project cash flows cannot be reinvested in the same proportion. In this way, the IRR technique might misjudge a project's productivity in such conditions.
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Nestle also uses the Payback Period (PP) method to appraise projects. The PP method includes figuring out how long it takes for a project to get back its initial investment (Besley & Brigham, 2008). The PP method is a simple and straightforward method that is often used in practice, particularly in cases where projects have a short life.
In any case, the PP method has a shortcoming in that it doesn't consider the time worth of cash. It expects that cash inflows happen at a consistent rate over the existence of the task, which may not generally be the situation. Additionally, the PP method does not consider cash flows that occur after the payback period, which may be significant in some instances.
In conclusion, nestle uses various methods to appraise projects, including the NPV, IRR, and PP methods. The use of these methods is a strength since it allows the company to assess the profitability of potential projects before investing in them. However, each method has its strengths and weaknesses, and the company must be aware of these when using them. Overall, the NPV and IRR methods are more appropriate for evaluating long-term projects since they consider the time value of money,
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Finally, the examination of Nestle's operations through the lens of international financial management (IFM) has revealed several crucial features of the company. The dividend distribution policy of the corporation, as well as its adherence to the efficient market hypothesis theory, have both been assessed. Nestle's project evaluation processes have also been investigated.
Nestle's dividend policy has been judged to be consistent with the company's long-term strategic aims. The company prioritises reinvesting earnings in future growth possibilities, demonstrating its commitment to creating long-term value for shareholders. Using security analysis, the efficient market hypothesis proposes that Nestle's stock prices accurately reflect all available information, minimizing any potential for excessive profits.
Nestle's project appraisal methodologies, notably the NPV, IRR, and PP methods, are extensively used in corporate finance and each has its own set of merits and de-merits. Nestle uses these approaches to assess the profitability of proposed projects before investing in them. However, the organisation must be aware of the limitations of each technique and ensure that the most appropriate method is chosen based on the nature of the project.
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