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Introduction to the selected multinational corporation
The multinational corporation selected is known Next Plc which sells clothing, footwear, accessories home and beauty products. The selected multinational corporation has seven business segments including Online present, Retail presence, Finance division, International Retail division, Lipsy, NENA, Managing Property and Sourcing division of Next. Next International Retail segment is based on the model of franchise and franchise-owned stores in international retail markets (Reuters, 2022).
[bookmark: _Toc123229502]Dividend distribution policy of Next Plc
Dividend distribution policy is impacted by the personal and corporate tax systems under which they operate. Preference of the shareholders regarding dividend may vary as some may prefer capital gains as it is taxed at lower rate and others may desire dividend which despite being taxed at higher rates.
The policy of dividend distribution may also be influenced by the financial position of Next Plc, other funding needs related to the investments to be made in future, conditions of the business sector and conditions in the economic environment in which Next Plc operates.
There mainly five dividend distribution policies that the organizations normally follows. Constant dividends is important along with constant growth. Other relevant policies are based on constant pay-out ratio along with dividends as residuals and no dividends. 
Constant Dividends
In Constant Dividends approach, amounts of dividends are fixed and predictable. However, constant increase in earnings may cause shareholders to be dissatisfied because they might think that they stuck at low dividends which may further cause them to start questioning the company on whether the organisation can discover sufficient investment opportunities of the right quality (ACCA, 2022).

Constant Growth
In Constant Growth approach, dividends amounts are predictable because dividend amounts constantly grows which may please equity investors. However, its main disadvantage is that dividend pay-out may not match with changes in earnings.
Constant Pay-out Ratio
In Constant Pay-out Ratio approach, dividends are paid as percentage of earnings which may create a logical and clear link between earnings and dividends but a cut in dividend may give misleading signal to the shareholders, or no change in dividend despite making loss by the company may signify to shareholders that the directors are confident that the decrease in earnings is temporary (ACCA, 2022).
Dividends as Residuals
As per Dividends as Residuals, dividends are paid if the company is left with the funds after investing into profitable projects.
No Dividend
Under No Dividend policy, no dividends are paid out. Apple Incorporation and Microsoft are the perfect examples.
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Below is the dividend payment history of Next Plc:
	Dividend payment date
 
	Interim / Final
 
	Cash dividend paid per share (pence)
 

	1-Aug-22
	Ordinary
	127

	28-Jan-22
	Interim (Special)
	160

	3-Sep-21
	Interim (Special)
	110

	2-Jan-20
	Interim
	57.5

	1 Aug 2019
	Final
	110

	2-Jan-19
	Interim
	55

	1-Aug-18
	Final
	105

	25-Jan-18
	Interim (Special)
	45

	2 Jan 2018 
	Interim
	53

	1-Nov-17
	Interim (Special)
	45

	1-Aug-17
	Final
	105

	1-Aug-17
	Interim (Special)
	45

	2-May-17
	Interim (Special)
	45

	3-Jan-17
	Interim
	53

	01-Aug-16
	Final
	105



It has been mentioned that Next Plc distributes dividends to its shareholders using the funds that are surplus and cannot be profitably invested in the business (Next Plc, 2022). Due to constant growth in profits pre-pandemic covid-19, Next plc paid dividends of 2017 and 2018 was 53 pence and interim special dividends in 2017 and 2018 were 90 pence with final dividend of 105 pence in 2017 and 2018. Management of Next Plc increased the amounts of interim and final dividends with the increase in its earnings.
However, Next Plc paused paying the dividends in 2020/2021 due to sever dip in profitability due to pandemic covid-19 to help secure the finances of the business (Next Plc, 2022). The company compensated the cut in dividend with two special interim dividends of 110 pence and 160 pence in ending 2021/2022.
However, post revival of the business from pandemic related effects, any cut in the dividend may be interpreted wrongly by the shareholders. For example, shareholders pre
	gearing ratio of Next plc
	2021          £m
	2020            £m
	2019                £m

	    Non-current liabilities x 100
Non-current liabilities + total equity
	1900.3            x 100
1900.3+660.9
	 2282          x 100
2282 + 441.5
	2132.7      x 100
2132.7+366.2

	gearing ratio
	         74.19%
	          83.79%
	        85.34%



In 2021, 2020, and 2019, the gearing ratio was 85.34%, 83.79%, and 74.19%, respectively. Even though the gearing ratio improved in 2020, stock investors may still be at risk financially since they worry that Next Plc might not pay dividends after incurring significant financing costs. It has been observed that the gearing ratio decreased further to 74.19% in 2021 as compared to 2020. It was still excessive as it was higher than the ideal gearing ratio of 50%. Last but not least, Marks & Spencer's gearing level for the fiscal year that ended on April 2, 2022, was 41.22% (Marks & Spencer, 2022). Therefore, it is crucial for Next Plc to reduce its gearing level in accordance with standards of the industry.
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Efficient market hypothesis gives a good idea that any new information has immediate impact on the stock prices. It is not the technical analysis that is more focused towards examining the past stock prices to have better prediction of future prices. It is also different from fundamental analysis as it is not based on the analysis of financial data to assist investors to have a good idea of the returns of randomly chosen stocks (Fama, 1970).
According to efficient market hypothesis, stocks and shares are focused to trade on the fair value on either of the stock exchange. It becomes difficult for investors to buy shares that are undervalued. It also becomes impossible for the investors to sell it at inflated prices. Accordingly, investors cannot outdo the overall financial market through expert stock selection and timings (Jones & Netter, 2015). So, investors can earn high returns only by investing in projects that contain high risk.
Accordingly, share price of Next Plc is due to be increased as a result of Long Term Incentive Plan which means that if an investor currently buys shares can benefit of prospective increase of 32% in share price and 5% in the dividends as reward (Next Plc, 2022). Further, having internal information many of the employees purchased shares of Next Plc and benefited from the strong share price by realising on their share options (Next Plc, 2022).
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In the course of efficient financial management, it is included in the corporate objectives of Next Plc to earn healthy margins. It is based on strong gross along with net margins. The base is efficient product sourcing, stock management along with cost control. In order to ensure high profit margins, there are multiple investment appraisal techniques that are being used at Next Plc, including appraisal techniques such as: (Next Plc, 2022)
· Payback Period
· Return on Investment
· Net Present Value
· Internal rate of Return
[bookmark: _Toc123229506]Net Present Value
Time value of money is important consideration to have a good idea whether it is important to invest in a project or not. Having a good idea of the future value of current investment is the basic reason to use Net Present Value. The fact that NPV gives an absolute measure of returns and aids in decision-making to improve shareholder value is another factor in its superiority to other investment evaluation methodologies. NPV is thought to be quite complex, nevertheless, and this complexity is made worse by the underlying complexity in the cost of capital. The fact that NPV is based on discounted cash flows that take into account the impacts of inflation, interest rates, and risk over the course of time is one of the main reasons for its superiority to alternative investment assessment approaches. (ACCA Global, 2022). 
Other than ‘return on capital employed’ (ROCE), all of the investment appraisal techniques are based on relevant cash flows. Another plus point of NPV is that it considers only relevant cash flows that are future-based and incremental. In addition to this, all of the sunk, committed, allocated and non-cash costs are ignored. So, these embedded attributes of NPV enhance the quality of decision making process by taking into account only those factors that are relevant, ultimately promising the success in the projects (Röhrich, 2010).
Therefore, it can be stated that Next Plc can increase the wealth of its shareholders by pursuing those projects that return positive net present value. However, Next Plc may have to pursue a project that returns comparatively lower NPV or zero NPV to fulfil the needs of its customers and such projects return value to the company later in other projects based on loyalty of customers (ACCA Global, 2022).
[bookmark: _Toc101972178][bookmark: _Toc123229507]Payback Period
The payback period represents the length of time it will take for a project to recoup its necessary expenditure (Götze, et al., 2007). This is a popular and simple way of valuing investments and is based on cash flows. Further, through payback period, management of Next Plc can determine the liquidity of capital investment projects which will help manage cash flows efficiently. Additionally, it promotes reducing risk and increasing liquidity. (ACCA Global, 2022).
However, it is noticeable for the management of Next Plc that payback period does not consider the cash flows ahead of the payback period which might be valuable for the company (Dayananda, et al., 2002). So, while using this technique of investment appraisal, management of Next Plc should also consider the cash flows that the project is expected to generate after its payback period.


References
ACCA Global, 2022. Advanced investment appraisal. [Online] 
Available at: https://www.accaglobal.com/my/en/student/exam-support-resources/fundamentals-exams-study-resources/f9/technical-articles/advanced-investment-appraisal.html
[Accessed 25 April 2022].
ACCA Global, 2022. Payback and discounted payback. [Online] 
Available at: https://www.accaglobal.com/lk/en/student/exam-support-resources/foundation-level-study-resources/ffm/ffm-technical-articles/discounted-payback.html
[Accessed 26 April 2022].
ACCA, 2022. Dividend Theory. [Online] 
Available at: https://www.accaglobal.com/uk/en/student/exam-support-resources/fundamentals-exams-study-resources/f9/technical-articles/dividend-theory.html
[Accessed 28 December 2022].
Dayananda, D. et al., 2002. Capital Budgeting: Financial Appraisal of Investment Projects. s.l.:Cambridge University Press.
Fama, E. F., 1970. Efficient Capital Markets: A Review of Theory and Empirical Work. The Journal of Finance, 25(2), pp. 383-417.
Götze, U., Northcott, D. & Schuster, P., 2007. Investment Appraisal: Methods and Models. s.l.:Springer Science & Business Media.
Harvard Business Review, 2016. A Refresher on Internal Rate of Return. [Online] 
Available at: https://hbr.org/2016/03/a-refresher-on-internal-rate-of-return
[Accessed 25 April 2022].
Jones, S. L. & Netter, J. M., 2015. Efficient Capital Markets. [Online] 
Available at: https://www.econlib.org/library/Enc/EfficientCapitalMarkets.html
[Accessed 28 December 2022].
Marks & Spencer, 2022. FINAICIAL STATEMENTS. [Online] 
Available at: https://corporate.marksandspencer.com/investors/our-performance-updates/2022-annual-report
[Accessed 5 December 2022].
Next Plc, 2022. ANNUAL REPORT & ACCOUNTS. [Online] 
Available at: https://www.nextplc.co.uk/~/media/Files/N/Next-PLC-V2/documents/2022/annual-reports-and-account-jan-2022.pdf
[Accessed 28 December 2022].
Reuters, 2022. Next PLC. [Online] 
Available at: https://www.reuters.com/markets/companies/NXT.L/
[Accessed 27 December 2022].
Röhrich, M., 2010. Fundamentals of Investment Appraisal: An Illustration based on a Case Study. s.l.:Oldenbourg Verlag.


	

	


	

	
Page 9 of 11

image1.png
University of Wales
Trinity Saint David




