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AstraZeneca is a British-Swedish public limited company which started in 1999 through the merger of the British pharmaceutical company Zeneca Group and Astra AB, another pharmaceutical company from Sweden. Its corporate headquarter as well as one of its main research and development (R&D) centre is located in Cambridge, England. Other R&D centres are in United States (Gaithersburg, Maryland), Sweden (Gothenburg/Mölndal) and Poland (Warsaw). As a multinational pharmaceutical and biopharmaceutical company, AstraZeneca operates in over 70 countries outside UK, producing innovative medicines used by millions of patients around the globe. The company is a firm believer of the power of science and its capacity to aid in the development of medicines. This is evident in their business model which is focused on constantly enhanced innovation and delivering transformative pharmaceutical products which adds value and contribute to growth of the patients and the society. AstraZeneca particularly concentrates on three main therapy areas which are Oncology; Cardiovascular, Renal and Metabolism; and Respiratory diseases. Moreover, they have a range of specialty and primary care medicines all over the world specifically strengthening expansions in new markets such as China (AstraZeneca, 2021). All of these are part of their transformation following major changes in 2013, when they announced corporate restructuring which closed R&D activities at Loughborough and Alderley Park in the UK and at Lund in Sweden thus constructing the current R&D centres in 4 locations previously mentioned with Mölndal focusing on traditional chemical drugs (Carroll, 2013). The following years transpired with numerous deals with various pharmaceutical companies and in 2017, like most of the businesses all over UK, AstraZeneca is faced with Brexit challenges (Neville, 2017) and planned to move its R&D and manufacturing operations outside UK if there is a hard Brexit (The Local, 2017). In the same year, AstraZeneca ranked 7th based on investment in R&D and 11th based on sales, worldwide (Christel, 2017). In the following year, AstraZeneca expressed their interest in a spinoff, new inflammation and autoimmunity company called Viela Bio (Hirschler, 2018). In June 2020, AstraZeneca sought a potential merger with one of its competitors Gilead Sciences Inc (Hammond et al, 2020) but got side-tracked from its own pipeline and their efforts against the Covid-19 pandemic (Ralph, 2020). On 27th December, CEO Pascal Soriot stated that the researchers of AstraZeneca have found the Oxford University’s Covid-19 vaccine formula with two-dose system (Da Silva, 2020) and on 30th December, UK approved the emergency use of this vaccine (Gallagher and Triggle, 2020).
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Financial performance is defined as the degree to which the financial objectives of an organisation are being or have been accomplished so far. Being a significant aspect of risk management, it is a financial approach of measuring the operations, policies and procedures of an organisation as well as its overall financial health in a given time period. Different stakeholders such as shareholders, managers, creditors, employees and the government are interested in an organisation’s financial performance that is why it is necessary to present financial statements so as to analyse the organisation’s financial aspects (Verma, 2020). Analysis of a firm’s financial statements is important to make decisions, to manage finances and to evaluate not just the financial performance but the business value as well (Kenton, 2020a). There are various approaches in measuring and evaluating the financial performance of a firm namely horizontal, vertical and ratio analysis. According to Tuovila (2020), horizontal analysis compares historical financial data of an organisation. This approach uses a base period in order to compare the growth of a certain line item in the financial statement over different periods. Vertical analysis, on the other hand, compares a base line against all the other lines in order to understand the relationship between each item of the balance sheet or income statement (Grant, 2020). As a financial management tool, ratio analysis helps managers better understand financial results over time as this approach provides key indicators of the performance of an organisation. This approach aids in understanding the firm’s profitability, liquidity, leverage and efficiency (Bloomenthal, 2020).

This section includes calculation and critical evaluation of and few recommendations regarding the financial performance of AstraZeneca for the years 2015 to 2019. Financial ratio approaches such as profitability, liquidity, leverage/gearing and efficiency ratio will be employed to review AstraZeneca’s 5-year financial performance. 
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[bookmark: _Toc61893762]Figure 1: AstraZeneca’s Comparative Income Statement for 2017-2019
Source: AstraZeneca Annual Report (2019)
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[bookmark: _Toc61893763]Figure 2: AstraZeneca’s Comparative Income Statement for 2015-2017
Source: AstraZeneca Annual Report (2017)
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[bookmark: _Toc61893764]Figure 3: AstraZeneca's Comparative Balance Sheet for 2017-2019
Source: AstraZeneca Annual Report (2019)
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[bookmark: _Toc61893765]Figure 4: AstraZeneca's Comparative Balance Sheet for 2015-2017
Source: AstraZeneca Annual Report (2017)
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Kenton (2020b) noted that profitability ratios present how organisations efficiently generate profit and create value for its shareholders. AstraZeneca’s profitability ratios such as gross margin, operating margin and net profit margin are shown in Table 1 below.

	PROFITABILITY RATIOS
	2019
	2018
	2017
	2016
	2015

	Gross Margin:
	79.82%
	77.66%
	80.78%
	82.06%
	81.20%

	Gross Profit
	$19463/$24384
	$17154/$22090
	$18147/$22465
	$18876/$23002
	$20062/$24708

	Sales
	=0.798187336
	=0.776550475
	=0.807789895
	=0.820624294
	=0.811963736

	Operating Margin:
	11.99%
	15.33%
	16.37%
	21.31%
	16.65%

	Operating Income
	$2924/$24384
	$3387/$22090
	$3677/$22465
	$4902/$23002
	$4114/$24708

	Sales
	=0.119914698
	=0.153327297
	=0.163676831
	=0.213111903
	=0.166504776

	Net Profit Margin:
	5.03%
	9.28%
	12.77%
	14.81%
	11.44%

	Net Income
	$1227/$24384
	$2050/$22090
	$2868/$22465
	$3406/$23002
	$2826/$24708

	Sales
	=0.050319882
	=0.092802173
	=0.127665257
	=0.148074081
	=0.114375911


[bookmark: _Toc61893767]Table 1: Profitability Ratios of AstraZeneca PLC for 2015-2019
Gross margin is the ratio of the difference between revenue and cost of sales or gross profit and the revenue or sales itself. Farris et al (2010) specified that determining the gross margin is significant in determining the value of additional sales as well as in making price and promotion decisions. AstraZeneca’s gross margin rose by about 1% from 2015 to 2016, continually drop by 2% each year from 2016 to 2018 and started to rise by more than 2% until 2019. This variations in the gross margin can be attributed to the horizontal changes in the cost of sales. Operating margin is another metric used to measure the profitability of a firm. Calculated by dividing the operating income by sales, this ratio indicates how much income a firm generates after all the cost of sales and all the operating expenses are paid off (CFI Education, 2021). Evidently, there is a significant decline in the operating margin of AstraZeneca as there is 10% drop from the peak in 2016 to the latest year 2019. As presented in Figures 1 & 2, it can be noted that the significant drop in operating margin cannot be credited to the operating expenses as there is no major change in the operating expenses. Net profit margin or net margin can simply be calculated by dividing the net income by the sales as presented in Table 1. It measures how much net income or net profit was generated by the firm as a percentage of the total revenue and helps current and potential investors assess if the business is earning income enough to cover the cost of sales, operating costs and other overhead costs (Murphy, 2020). The net profit margin of AstraZeneca evidently dropped as much as the operating margin did. By looking at the comparative statements of income, it can be concluded that there was an increase in the overall expenses of AstraZeneca. The management attributes the fall in profit with the asset write-downs (Farrell, 2020). Since the firm is operating in the field of science and medicine, it is tough to simply recommend increasing the sales but expanding the market can be a great move to boost the sales and increase gross, operating and net margins. Managing overhead costs might be a beneficial move as well in order to increase net profit margin. 

[bookmark: _Toc61893741]Asset Efficiency Ratios: Calculations, Comparative Analysis and Recommendations

Asset efficiency ratios measure the ability of a firm’s assets to generate sales (Accounting Tools, 2020). Presented in Table 2 are the asset efficiency ratios used in the analysis of AstraZeneca’s income generation based on its total assets and fixed assets.

	ASSET EFFICIENCY RATIOS
	2019
	2018
	2017
	2016
	2015

	Asset Turnover:
	39.73%
	36.42%
	35.46%
	36.79%
	41.14%

	Sales
	$24384/$61377
	$22090/$60651
	$22465/$63354
	$23002/$62526
	$24708/$60056

	Total Assets
	=0.39728237
	=0.364214935
	=0.354594816
	=0.367878962
	=0.411416012

	Fixed Asset Turnover:
	317.17%
	297.67%
	295.01%
	335.89%
	385.28%

	Sales
	$24384/$7688
	$22090/$7421
	$22465/$7615
	$23002/$6848
	$24708/$6413

	Fixed Assets
	=3.17169615
	=2.976687778
	=2.95009849
	=3.358936916
	=3.852799002


[bookmark: _Toc61893768]Table 2: Asset Efficiency Ratios of AstraZeneca PLC for 2015-2019
According to the asset turnover ratio, around 39%-41% of the total assets generate sales while more than 3 times to nearly 4x of the fixed assets can generate sales. High fixed asset turnover can be attributed to either efficient maximisation of fixed asset usage in generating income (Green, 2019) or outsourcing. 
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Investment return ratios includes return on equity and return on assets. This financial ratio measures the ability of a firm to generate net income or proceeds of sales after all the costs, from its asset and equity. Return on equity, as stated by the name, can be calculated by dividing the net income by the book value of equity. In 2019, AstraZeneca’s return on equity is 8.41% which is significantly lower than the previous years. Moreover, return on assets, is calculated by dividing net income by the total assets of the firm. Just like the return on equity, AstraZeneca’s return on assets is also significantly lower than the preceding years at 5.03% in 2019, which is almost a 50% drop from 2018 at 9.28%. The summary of the investment return ratios is shown in Table 3 below. The decrease in both returns can be both attributed to the net income dropping from 2015 to 2019. 

	INVESTMENT RETURN RATIOS
	2019
	2018
	2017
	2016
	2015

	Return on Equity:
	8.41%
	14.60%
	17.23%
	20.43%
	15.27%

	Net Income
	$1227/$14596
	$2050/$14044
	$2868/$16642
	$3406/$16669
	$2826/$18509

	Book Value of Equity
	=0.084064127
	=0.145969809
	=0.172335056
	=0.204331394
	=0.152682479

	Return on Assets:
	5.03%
	9.28%
	12.77%
	14.81%
	11.44%

	Net Income
	$1227/$24384
	$2050/$22090
	$2868/$22465
	$3406/$23002
	$2826/$24708

	Total Assets
	=0.050319882
	=0.092802173
	=0.127665257
	=0.148074081
	=0.114375911


[bookmark: _Toc61893769]Table 3: Investment Return Ratios of AstraZeneca PLC for 2015-2019
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Liquidity refers to the ability of an organisation to easily and readily convert assets or securities into cash without affecting the market price (Chen, 2020). This means that a firm’s asset is liquid if it is available to pay off obligations as they come due and other financial obligations in general. In order to measure the liquidity of an organisation, liquidity ratios are used. Liquidity ratios include current ratio, quick ratio and cash ratio. The summary of AstraZeneca’s liquidity ratios is presented in Table 4. Current ratio is the ability of the firm’s current assets to meet its short-term obligations or current liabilities. This means that if the firm has its current assets higher than its current liabilities, they are more likely to pay their short-term obligations sooner. However, it is not always a good sign because if a firm has incredibly high current ratio, this might indicate inefficient use of its current assets (Nasdaq, 2016). This is also applicable if the current ratio is incredibly low. In 2015, AstraZeneca has a liquidity ratio of 107.65% or 1.08. For most companies, this ratio is ideal as there is enough current assets to cover its current obligations (Trendshare, 2020). However, in the succeeding years, the quick ratio stayed below the index of 100% or 1. This meant that AstraZeneca was less likely able to readily pay their current obligations. 

Quick ratio, on the other hand, is the same as current ratio but inventory is excluded. As the name suggests, inventory is excluded for the reason that it may take longer time to convert them to cash than other current assets called quick assets. The balance in quick assets and current liabilities can be viewed as the company’s ability to immediately pay current obligations. The difference in current ratio and quick ratio lies on the urgency to pay the short-term liabilities. Since the current ratio of AstraZeneca is lower than 1, it obviously has lower quick ratio—another indication that AstraZeneca has low liquidity. In 2015, 93.24% of current liabilities can be immediately paid while in 2019, only 68.28% of current liabilities can be covered by its quick assets.

Cash ratio, as its name suggest is the ability of cash and cash equivalents alone to pay current liabilities. As presented in the comparative balance sheets in Figure 3 & 4, cash is one of the major current assets of AstraZeneca. However, if the company for an instance is forced to immediately pay the current liabilities, there would not be enough cash to cover all of them.

In order to improve AstraZeneca’s current ratio, quick ratio and cash ratio, it is recommended to assess some of the assets whether they are generating a return for the company or not. Moreover, it would be helpful if the firm can review loans that can be re-amortized. 


	LIQUIDITY RATIOS
	2019
	2018
	2017
	2016
	2015

	Current Ratio:
	85.90%
	95.70%
	80.27%
	86.93%
	107.65%

	Current Assets
	$15563/$18117
	$15591/$16292
	$13150/$16383
	$13262/$15256
	$16007/$14869

	Current Liabilities
	=0.859027433
	=0.956972747
	=0.802661295
	=0.869297326
	=1.076535073

	Quick Ratio:
	68.28%
	77.96%
	61.74%
	71.63%
	93.24%

	Current Assets-Inventory
	($15563-$3193)/$18117
	($15591-$2890)/$16292
	($13150-$3035)/$16383
	($13262-$2334)/$15256
	($16007-$2143)/$14869

	Current Liabilities
	=0.682784125
	=0.779585072
	=0.617408289
	=0.716308338
	=0.932409711

	Cash Ratio:
	29.64%
	29.65%
	20.29%
	32.89%
	41.97%

	Cash
	$5369/$18117
	$4831/$16292
	$3324/$16383
	$5018/$15256
	$6240/$14869

	Current Liabilities
	=0.296351493
	=0.296525902
	=0.202893243
	=0.328919769
	=0.419665075


[bookmark: _Toc61893770]Table 4: Liquidity Ratios of AstraZeneca PLC for 2015-2019

[bookmark: _Toc61893744]Leverage/Gearing Ratios: Calculations, Comparative Analysis and Recommendations

Leverage/gearing ratio is another approach in evaluating the ability of a firm to meet all its financial obligations. The most common leverage ratios are debt-to-equity and debt-to-capital ratio. The summary of AstraZeneca’s leverage/gearing ratio from 2015 to 2019 is presented in Table 5. Debt-to-equity ratio measures the proportion of the short term and long-term borrowings against the total equity of the organisation. According to AstraZeneca’s data, the company had a good 81.33% leverage ratio in 2015. However, the proportion of debt against equity grew higher from 2016 to 2019, peaking at 136.09% in 2018. This means that AstraZeneca uses debt more than its equity in order to finance its operation. On the other hand, debt-to-capital ratio measures the proportion of debt in the firm’s capital structure (Hayes, 2020). In case of AstraZeneca, there was an increasing trend in the debt-to-capital ratio from 44.85% in 2015 to 57.64% in 2018. However, there was a slight decrease in debt-to-capital ratio the following year at 54.60%. This means that the capital structure of AstraZeneca is composed of almost half-debt and half-capital. According to Kurt (2019), 50% or 0.5 ratio or less is ideal for most company but some investors accept higher ratio hence 0.7 debt-to-capital ratio is more common especially in manufacturing industries.




	LEVERAGE/
GEARING RATIOS
	2019
	2018
	2017
	2016
	2015

	Debt-Equity Ratio:
	120.25%
	136.09%
	107.00%
	100.83%
	81.33%

	
Total Debt
	($1822+$15730)/ $14596=
	($1754+$17359)/ $14044=
	($2247+$15560)/
$16642=
	($2307+$14501)/
$16669=
	($916+$14137)/
$18509=

	Total Equity
	1.202521239
	1.360937055
	1.070003605
	1.008338833
	0.813280026

	Debt-to-Capital Ratio:
	54.60%
	57.64%
	51.69%
	50.21%
	44.85%

	

Total Debt
	($1822+$15730)/ ($14596+($1822+ $15730))=
	($1754+$17359)/
($14044+($1754+
$17359))=
	($2247+$15560)/
($16642+($2247+
$15560))=
	($2307+$14501)/
($16669+($2307+
$14501))=
	($916+$14137)/
($18509+($916+
$14137))=

	Total Equity 
+
Total Debt
	0.545974866
	0.576439364
	0.516909054
	0.502076052
	0.448513199


[bookmark: _Toc61893771]Table 5: Leverage/Gearing Ratios of AstraZeneca PLC for 2015-201
[bookmark: _Toc61893745]Part C – Investment Appraisal

In this part, it would be assumed that AstraZeneca PLC is looking into two investment opportunities, Project A & Project B. It is necessary to do investment appraisal in order to assess the cost and benefits which are attached in a certain project. Three of the most commonly used investment appraisal methods are Payback Period (PBP), Accounting Rate of Return (ARR) and Net Present Value (NPV), and they will be used in order to assess the two projects AstraZeneca PLC is looking into. Presented in Table 6 are the projected cash flows of Projects A and B. 
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[bookmark: _Toc61893772]Table 6: Cash Outflow and Inflow of Project A and B

[bookmark: _Toc61893746]Payback Period (PBP) Method

According to Kagan (2020), payback period refers to the length of time it takes to retrieve investment cost. This means that this investment appraisal method focuses on the amount of time it takes to reach a break-even point. This time-based evaluation is used by firms who focus on how quick they can recoup an investment as soon as they can.  

[bookmark: _Toc61893747]Advantages and Disadvantages of Payback Period (PBP) Method

Payback Period (PBP) method is one of the most used method in appraising potential investment undertakings because of its uncomplicatedness. It is easy to calculate, which makes comparison of a large number of potential investments easier especially those with consistent cash flows. However, there are also drawbacks in using this method. First, it does not consider the future cash flows as it only examines the breakeven period. It disregards the time value of money which is important to consider when making investments because money today is not worth the same as it will be in the future years. Second, the length of payback does not equate to the profitability of the project. This means that the project with shorter period does not necessarily mean that it is much more profitable than the others (Woodruff, 2019). 

[bookmark: _Toc61893748]Project A

	Project A
	Inflow/(Outflow)
	Running Balance

	Year 0
	                                 (85)
	                                 (85)

	Year 1
	                                   10 
	                                 (75)

	Year 2
	                                   20 
	                                 (55)

	Year 3
	                                   40 
	                                 (15)

	Year 4
	                                   55 
	                                   40 


[bookmark: _Toc61893773]Table 7: Project A's Payback Period Computation
Table 7 illustrates the cash flows of Project A as well as the number of years it will take for AstraZeneca to breakeven. The cumulative cash inflow for the first three years of Project A is £70m (£10m + £20m + £40m). This means that Project A needs to yield £15m (£85m-£70m) more in order to breakeven. Year 4’s cash inflow is £55m which indicates that Project A yielded more than the £15m required to breakeven, assuming that the cash inflow is distributed evenly during the year. The detailed computation is shown below:

Cumulative inflow for Year 1 to Year 3 = £70m
£85m – £70m = £15m more to breakeven
£15m  £55m = 0.27
0.27 of 1 year = 0.27 x 12 months = 3.24 months  4 months
Therefore, AstraZeneca can breakeven in about 3 years and 4 months as the payback period for Project A is 3.27 years.

[bookmark: _Toc61893749]Project B

	Project B
	Inflow/(Outflow)
	Running Balance

	Year 0
	                                 (90)
	                                 (90)

	Year 1
	                                   25 
	                                 (65)

	Year 2
	                                   30 
	                                 (35)

	Year 3
	                                   35 
	                                   -   

	Year 4
	                                   40 
	                                   40 


[bookmark: _Toc61893774]Table 8: Project B's Payback Period Computation
Table 8 presents the cash flows of Project B as well as the number of years it will take for AstraZeneca to breakeven. The cumulative cash inflow in 3 years is exactly £90m which is equal to the investment cost. This means that Project B can yield back the cash outflow in exactly 3 years. 

[bookmark: _Toc61893750]Decision using Payback Period (PBP) Method

Based on the Payback Period (PBP) Method computation, it can be concluded that Project B is more feasible than Project A because it will only take exactly 3 years to breakeven while Project A has longer payback period. 
[bookmark: _Toc61893751]Accounting Rate of Return (ARR Method)

Another way of appraising potential investments is the Accounting Rate of Return which compares the profitability of individual projects over their lifespan. The ARR is simply the ratio of the average yearly profits against the initial cost of the project (BBC, 2021). This means that the first step to do is to calculate the average annual profit and then compare it against the investment cost. The following formulas are be used to calculate the accounting rate of return. 

Accounting Rate of Return (Approach 1):
ARR1 = Average Annual Profit  ((Project Cost + Scrap Value)  2)

Accounting Rate of Return (Approach 2):
ARR2 = Average Annual Profit  (Project Cost + Scrap Value)

[bookmark: _Toc61893752]Advantages and Disadvantages of Accounting Rate of Return (ARR) Method

According to Javed (2020), using the ARR method in evaluating which projects to pursue is advantageous because it is not complicated, it considers all the future income as well as the profitability of each projects, unlike using Payback Period method. This way, the management of AstraZeneca can easily compare each investment against the others. However, just like PBP method, ARR method also disregards the time value of money. Moreover, this method assumes that the rate of return is constant over the years or life of the project.
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Project A costs £85m and the average annual income for Project A is calculated as follows:
Projected Cash Inflows from the Project: £10m + £20m + £45m + £55m = £125m
Project Profit: £125m - £85m = £40m
Project Average Annual Profit = £40m  4 years = £10m

Using the Accounting Rate of Return Approach 1, the ARR is 23.53% which is calculated as follows: 

ARR1 = Average Annual Profit  ((Project Cost + Scrap Value)  2)
          = £10m  ((£85m + 0)  2)
          = £10m  (£85m  2)
          = £10m  £42.5m
          = 0.2352941176
ARR1 = 23.53%

Using the Accounting Rate of Return Approach 2: the ARR is 11.76% which is calculated as follows: 

ARR2 = Average Annual Profit  (Project Cost + Scrap Value)
          = £10m  (£85m + 0)
          = £10m  £85m
          = 0.1176470588
ARR2 = 11.76%

[bookmark: _Toc61893754]Project B

Project B costs £90m and the average annual income for Project B is calculated as follows:
Projected Cash Inflows from the Project: £25m + £30m + £35m + £40m = £130m
Project Profit: £130m - £90m = £40m
Project Average Annual Profit = £40m  4 years = £10m

Using the Accounting Rate of Return Approach 1, the ARR is 22.22% which is calculated as follows: 

ARR1 = Average Annual Profit  ((Project Cost + Scrap Value)  2)
          = £10m  ((£90m + 0)  2)
          = £10m  (£90m  2)
          = £10m  £45m
          = 0.22222222
ARR1 = 22.22%

Using the Accounting Rate of Return Approach 2: the ARR is 11.11% which is calculated as follows: 

ARR2 = Average Annual Profit  (Project Cost + Scrap Value)
          = £10m  (£90m + 0)
          = £10m  £90m
          = 0.11111111
ARR2 = 11.11%

[bookmark: _Toc61893755]Decision using Accounting Rate of Return (ARR) Method

Based on the calculations, using the Accounting Rate of Return Method and applying two approaches for the two projects, it can be concluded that Project A is more feasible as it yields higher rate of return than Project B does. However, the discrepancies between the rates of return are too small to be significant and further assessment of the projects must be executed.


[bookmark: _Toc61893756]Net Present Value (NPV) Method

According to Mendell (2020), Net Present Value or NPV method compares the value of all the cash inflows as well as the required investment cost. In an individual project, the management decides to continue with it if the net present value exceeds 0. This means that the cost of the investment is less than the total income generated from it therefore, a profit is earned. Otherwise, the project is rejected if it is less than 0 which means that the company is investing money for a project which will not generate income. In examining multiple projects, the decision to accept lies on which project generates higher net present value. The formula in computing the net present value of a project is stated below:

Net Present Value = Future Value  (1 + Cost of Capital Rate)time

[bookmark: _Toc61893757]Advantages and Disadvantages of Net Present Value (NPV) Method

Just like the two other methods of investment appraisal mentioned in this study, net present value (NPV) also has its advantages and disadvantages. NPV is advantageous because it considers the time value of money, unlike the Payback Period and Accounting Rate of Return methods. Moreover, it also values the cash inflows rather than just the profit. It can also be used in aggregating multiple projects which is beneficial to the company as NPV can be easily totalled. However, there are also drawbacks in using this method. Like ARR method, NPV also assumes that the discount rate is constant over the lifespan of the project. NPV does not distinguish the size of projects being compared. This implies that higher NPV does not mean that a project is better.

Tables 9 and 10 shows the NPV computation for Projects A and B, respectively.

[bookmark: _Toc61893758]

Project A
	Project A
	Inflow/(Outflow) (£m) 
	Net Present Value (£m)

	Year 0
	(85)
	 -85/(1+10.5%)^0 
	(85.00)

	Year 1
	10
	 10/(1+10.5%)^1 
	9.05

	Year 2
	20
	 20/(1+10.5%)^2 
	16.38

	Year 3
	40
	 40/(1+10.5%)^3 
	29.65

	Year 4
	55
	 55/(1+10.5%)^4 
	36.89

	Total Net Present Value
	 
	 
	6.97


[bookmark: _Toc61893775]Table 9: Project A's Net Present Value (NPV) Computation


[bookmark: _Toc61893759]
[bookmark: _Toc61440716]Project B
	Project B
	Inflow/(Outflow) (£m) 
	Net Present Value (£m)

	Year 0
	(90)
	-90/(1+10.5%)^0
	(90.00)

	Year 1
	25
	25/(1+10.5%)^1
	22.62

	Year 2
	30
	30/(1+10.5%)^2
	24.57

	Year 3
	35
	35/(1+10.5%)^3
	25.94

	Year 4
	40
	40/(1+10.5%)^4
	26.83

	Total Net Present Value
	
	
	9.96


[bookmark: _Toc61893776]Table 10: Project B's Net Present Value (NPV) Computation
 

[bookmark: _Toc61893760]Decision using Net Present Value (NPV) Method

Based on the calculations, using the Net Present Value (NPV) Method, it can be concluded that AstraZeneca should purse Project B because it yields higher NPV than Project A.
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Consolidated Statement of Financial Position

at 31 December

2017 2016 2015
Notes $m $m $m
Assets
Non-current assets
Property, plant and equipment 7 7,615 6,848 6,413
Goodwill 8 11,825 11,658 11,800
Intangible assets 9 26,188 27,586 22,646
Investments in associates and joint ventures 10 103 99 85
Other investments 11 933 727 458
Derivative financial instruments 12 504 343 446
Other receivables 13 847 901 907
Deferred tax assets 4 2,189 1,102 1,294
50,204 49,264 44,049
Current assets
Inventories 14 3,035 2,334 2,143
Trade and other receivables 15 5,009 4,573 6,622
Other investments 11 1,230 884 613
Derivative financial instruments 12 28 27 2
Income tax receivable 524 426 387
Cash and cash equivalents 16 3,324 5,018 6,240
13,150 13,262 16,007
Total assets 63,354 62,526 60,056
Liabilities
Current liabilities
Interest-bearing loans and borrowings 17 (2,247) (2,307) (916)
Trade and other payables 18 (11,641) (10,486) (11,663)
Derivative financial instruments 12 (24) (18) 9)
Provisions 19 (1,121) (1,085) (798)
Income tax payable (1,350) (1,380) (1,483)
(16,383) (15,256) (14,869)
Non-current liabilities
Interest-bearing loans and borrowings 17 (15,560) (14,501) (14,137)
Derivative financial instruments 12 (4) (117) (1)
Deferred tax liabilities 4 (3,995) (3,956) (2,665)
Retirement benefit obligations 20 (2,583) (2,186) (1,974)
Provisions 19 (347) (353) (444)
Other payables 18 (7,840) (0,488) (7,457)
(30,329) (30,601) (26,678)
Total liabilities (46,712) (45,857) (41,547)
Net assets 16,642 16,669 18,509
Equity
Capital and reserves attributable to equity holders of the Company
Share capital 22 317 316 316
Share premium account 4,393 4,351 4,304
Capital redemption reserve 153 153 153
Merger reserve 448 448 448
Other reserves 21 1,428 1,446 1,435
Retained earnings 21 8,221 8,140 11,834
14,960 14,854 18,490
Non-controlling interests 24 1,682 1,815 19
Total equity 16,642 16,669 18,509





image6.emf
4.50

4.00

3.50

3.00

2.50

2.00

1.50

1.00

. ||||I il |I||| ||||| 1 |||II |

& S & < . "y 5 O O & 0" &
@’b‘q‘}o @’b&@(\ @'b‘@(\ Qo\xe Q046 %0?&\ Vf;’é' Q‘Ig} Q"b&\ Q@\} Q@Q Q\’b‘e
< N X O X Q @
S N4 & \.«0 x > o o '\@(\ I~ ¢ & § IbQ’\&
< X © ) & <& <& N < C
O L L ?"‘9 ?f? & & O & &
R & D & & N &
& N

m2015 m2016 m2017 m2018 m2019









0.00

0.50

1.00

1.50

2.00

2.50

3.00

3.50

4.00

4.50

G

r

o

s

s

 

M

a

r

g

i

n

:

O

p

e

r

a

t

i

n

g

 

M

a

r

g

i

n

:

N

e

t

 

P

r

o

f

i

t

 

M

a

r

g

i

n

:

A

s

s

e

t

 

T

u

r

n

o

v

e

r

:

F

i

x

e

d

 

A

s

s

e

t

 

T

u

r

n

o

v

e

r

:

R

e

t

u

r

n

 

o

n

 

E

q

u

i

t

y

:

R

e

t

u

r

n

 

o

n

 

A

s

s

e

t

s

:

C

u

r

r

e

n

t

 

R

a

t

i

o

:

Q

u

i

c

k

 

R

a

t

i

o

:

C

a

s

h

 

R

a

t

i

o

:

D

e

b

t

-

E

q

u

i

t

y

 

R

a

t

i

o

:

D

e

b

t

-

t

o

-

C

a

p

i

t

a

l

 

R

a

t

i

o

:

2015 2016 2017 2018 2019


image7.emf
PROJECTED CASH FLOWS (£m)

YEAR
A B
0 -85 -90
1 10 25
2 20 30
3 40 35
4 55 40










A B

0 -85 -90

1 10 25

2 20 30

3 40 35

4 55 40

PROJECTED CASH FLOWS (£m)

YEAR


image8.emf
PROJECTED CASH FLOWS (£m)

YEAR
A B
0 -85 -90
1 10 25
2 20 30
3 40 35
4 55 40










A B

0 -85 -90

1 10 25

2 20 30

3 40 35

4 55 40

PROJECTED CASH FLOWS (£m)

YEAR


image1.jpeg
Prifysgol Cymru
Y Drindod Dewi Sant

¥ University of Wales
Trinity Saint David




image2.png
Consolidated Statement of Comprehensive Income
for the year ended 31 December

2019 2018 2017
Notes $m $m $m
Product Sales 1 23,565 21,049 20,152
Collaboration Revenue 1 819 1,04 2,313
Total Revenue 24,384 22,090 22,465
Cost of sales (4,921) (4,936) (4,318)
Gross profit 19,463 17,154 18,147
Distribution costs (339) (331) (310)
Research and development expense 2 (6,059) (5,932) (5,757)
Selling, general and administrative costs 2 (11,682) (10,031) (10,233)
Other operating income and expense 2 1,541 2,527 1,830
Operating profit 2,924 3,387 3,677
Finance income 3 172 138 113
Finance expense 3 (1,432) (1,419) (1,508)
Share of after tax losses in associates and joint ventures 1 (116) (113) (55)
Profit before tax 1,548 1,993 2,227
Taxation 4 (321) 57 641
Profit for the period 1,227 2,050 2,868
Other comprehensive income:
Items that will not be reclassified to profit or loss:
Remeasurement of the defined benefit pension liability 22 (364) (46) (242)
Net losses on equity investments measured at fair value through other comprehensive income (28) a71) -
Fair value movements related to own credit risk on bonds designated as fair value through profit and loss (5) 8 9)
Tax on items that will not be reclassified to profit or loss 4 21 56 16
(376) (153) (235)
Items that may be reclassified subsequently to profit or loss:
Foreign exchange arising on consolidation 23 40 (450) 536
Foreign exchange arising on designating borrowings in net investment hedges 23 (252) (520) 505
Fair value movements on cash flow hedges (101) (37) 31
Fair value movements on cash flow hedges transferred to profit and loss 52 1 (315)
Fair value movements on derivatives designated in net investment hedges 23 35 8) (48)
Costs of hedging (47) (54) -
Amortisation of loss on cash flow hedge - 1 1
Net available for sale (losses) taken to equity - - (83)
Tax on items that may be reclassified subsequently to profit or loss 4 38 51 (33)
(235) (906) 874
Other comprehensive (loss)/income for the period, net of tax (611) (1,059) 639
Total comprehensive income for the period 616 991 3,507
Profit attributable to:
‘Owners of the Parent 1,335 2,155 3,001
Non-controlling interests 26 (108) (105) (133)
Total comprehensive income attributable to:
Owners of the Parent 723 1,097 3,640
Non-controlling interests 26 (107) (106) (133)
Basic earnings per $0.25 Ordinary Share 5 $1.03 $1.70 $2.37
Diluted earnings per $0.25 Ordinary Share 5 $1.03 $1.70 $2.37
Weighted average number of Ordinary Shares in issue (millions) 5 1,301 1,267 1,266
Diluted weighted average number of Ordinary Shares in issue (millions) 5 1,301 1,267 1,267
Dividends declared and paid in the period 25 3,579 3,539 3,543

All activities were in respect of continuing operations.

$m means millions of US dollars.
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Consolidated Statement of Comprehensive Income
for the year ended 31 December

2017 2016 2015
Notes $m $m $m
Product Sales 1 20,152 21,319 23,641
Externalisation Revenue 1 2,313 1,683 1,067
Total Revenue 22,465 23,002 24,708
Cost of sales (4,318) (4,126) (4,646)
Gross profit 18,147 18,876 20,062
Distribution costs (310) (326) (339)
Research and development expense 2 (5,757) (5,890) (5,997)
Selling, general and administrative costs 2 (10,233) (9,413) (11,112)
Other operating income and expense 2 1,830 1,655 1,500
Operating profit 3,677 4,902 4,114
Finance income 3 13 67 46
Finance expense (1,508) (1,384) (1,075)
Share of after tax losses in associates and joint ventures 10 (55) (33) (16)
Profit before tax 2,227 3,552 3,069
Taxation 4 641 (146) (243)
Profit for the period 2,868 3,406 2,826
Other comprehensive income:
Items that will not be reclassified to profit or loss:
Remeasurement of the defined benefit pension liability 20 (242) (575) 652
Fair value movements related to own credit risk on bonds designated as fair value through profit
and loss 9) - -
Tax on items that will not be reclassified to profit or loss 4 16 136 (199)
(235) (439) 453
Items that may be reclassified subsequently to profit or loss:
Foreign exchange arising on consolidation 21 536 (1,050) (528)
Foreign exchange arising on designating borrowings in net investment hedges 21 505 (591) (333)
Fair value movements on cash flow hedges 311 (115) -
Fair value movements on cash flow hedges transferred to profit and loss (315) 195 -
Fair value movements on derivatives designated in net investment hedges 21 (48) (4) 14
Amortisation of loss on cash flow hedge 1 1 1
Net available for sale (losses)/gains taken to equity (83) 139 (32)
Tax on items that may be reclassified subsequently to profit or loss 4 (33) 86 87
874 (1,339) (791)
Other comprehensive income/(loss) for the period, net of tax 639 (1,778) (338)
Total comprehensive income for the period 3,507 1,628 2,488
Profit attributable to:
Owners of the Parent 3,001 3,499 2,825
Non-controlling interests 24 (133) (93) 1
Total comprehensive income attributable to:
Owners of the Parent 3,640 1,722 2,488
Non-controlling interests 24 (133) (94) -
Basic earnings per $0.25 Ordinary Share 5 $2.37 $2.77 $2.23
Diluted earnings per $0.25 Ordinary Share 5 $2.37 $2.76 $2.23
Weighted average number of Ordinary Shares in issue (millions) 5 1,266 1,265 1,264
Diluted weighted average number of Ordinary Shares in issue (millions) 5 1,267 1,266 1,265
Dividends declared and paid in the period 23 3,543 3,540 3,537

All activities were in respect of continuing operations.

$m means millions of US dollars.
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Consolidated Statement of Financial Position

at 31 December

2019

2018

2017

Notes $m $m $m
Assets
Non-current assets
Property, plant and equipment 7 7,688 7,421 7,615
Right-of-use assets 8 647 - -
Goodwill 9 11,668 11,707 11,825
Intangible assets 10 20,833 21,959 26,188
Investments in associates and joint ventures 1 58 89 103
Other investments 12 1,401 833 933
Derivative financial instruments 13 61 157 504
Other receivables 14 740 515 847
Deferred tax assets 4 2,718 2,379 2,189
45,814 45,060 50,204
Current assets
Inventories 15 3,193 2,890 3,035
Trade and other receivables 16 5,761 5,574 5,009
Other investments 12 849 849 1,230
Derivative financial instruments 13 36 258 28
Income tax receivable 285 207 524
Cash and cash equivalents 17 5,369 4,831 3,324
Assets held for sale 18 70 982 -
15,563 15,591 13,150
Total assets 61,377 60,651 63,354
Liabilities
Current liabilities
Interest-bearing loans and borrowings 19 (1,822) (1,754) (2,247)
Lease liabilities 8 (188) - -
Trade and other payables 20 (13,987) (12,841) (11,641)
Derivative financial instruments 13 (36) 27) (24)
Provisions 21 (723) (506) (1,121
Income tax payable (1,361) (1,164) (1,350)
(18,117) (16,292) (16,383)
Non-current liabilities
Interest-bearing loans and borrowings 19 (15,730) (17,359) (15,560)
Lease liabilities 8 (487) - -
Derivative financial instruments 13 (18) [£] (4)
Deferred tax liabilities 4 (2,490) (3,286) (3,995)
Retirement benefit obligations 22 (2,807) (2,511) (2,583)
Provisions 21 (841) (385) (347)
Other payables 20 (6,291) (6,770) (7,840)
(28,664) (30,315) (30,329)
Total liabilities (46,781) (46,607) (46,712)
Net assets 14,596 14,044 16,642
Equity
Capital and reserves attributable to equity holders of the Company
Share capital 24 328 317 317
Share premium account 7,941 4,427 4,393
Capital redemption reserve 153 153 153
Merger reserve 448 448 448
Other reserves 23 1,445 1,440 1,428
Retained earnings 23 2,812 5,683 8,221
13,127 12,468 14,960
Non-controlling interests 26 1,469 1,576 1,682
Total equity 14,596 14,044 16,642





