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[bookmark: _Toc60996013]
[bookmark: _Toc61455578]PART A – AstraZeneca History
[bookmark: _Toc60996014][bookmark: _Toc61455579]Introduction
AstraZeneca plc, with its headquarters in Cambridge, England, is a British-Swedish pharmaceutical and biopharmaceutical multinational. AstraZeneca provides a product line for major areas of disease including cardiovascular, respiratory, ventilation, infection and inflammation. The subsidiary of AstraZeneca plc, AstraZeneca AB, is the Swedish branch of the group.
The company was founded by the Swedish company Astra AB and the British Zeneca Group in 1999 (itself formed by the demerger of the pharmaceutical operations of Imperial Chemical Industries in 1993). After the fusion, it has become one of the world's biggest pharmaceutical industries and has acquired several companies such as Cambridge Antibody Technology (in 2006), MedImmune (in 2007), Spirogen (in 2013) and Definiens (by MedImmune in 2014). Research and development in Cambridge, England, Gothenburg, Sweden and Gaithersburg in Maryland, United States was concentrated in three strategic locations.
As part of the FTSE 100 index, AstraZeneca maintains a listing on the London Stock Exchange. The Bombay Stock Exchange and the National Stock Exchange in India have a subsidiary listing in Nasdaq OMX Stockholm, Nasdaq New York.
Arrow Therapeutics, a corporation dedicated to the discovery and development of antiviral therapies, was acquired at US$150 million from AstraZeneca in February 2007. In April 2007 the AstraZeneca pipeline and the "patent cliff" which led to the pipeline-enhancing partnership and acquisition activities, were the subject of considerable speculation. A few days later, AstraZeneca purchased MedImmune, an anti-viral drug for babies, for some 15.2 billion in order to procure flu vaccines. AstraZeneca then merged all biological activities into MedImmune, a dedicated biological division.
Novexel Corp, which was created in 2004 as a spin-off of the anti-infective division Sanofi-Aventis, was purchased by AstraZeneca in 2010. In 2010. By this acquisition Astra has obtained the NXL-104 experimental antibiotic (CEF104) (CAZ-AVI).
In 2011, AstraZeneca purchased the Chinese generics firm Guangdong BeiKang Pharmaceutical Company. AstraZeneca and Amgen launched a joint effort to treat infectious diseases in February 2012. AstraZeneca then purchased for $1.26 billion in April 2012 Ardea Biotechnologies, another biotechnology firm.
A stroke of 500 million dollars in Cambridge, Cambridge, Gaithersburg and Maryland (lo), has announced in March 2013 a significant corporate restructuring, including the closing of research and development operations at the Alderley Park and Loughborough parking facilities in the UK and at Lund Sweden. As well, AstraZeneca announced it move to Cambridge in 2016 from its London headquarters. This statement included the announcement to eliminate 1,600 jobs and to slash another 2,300 jobs three days later. It also announced that three clinical areas will be addressed: respiratory inflame and autoimmunity, cardiovascular and metabolic and oncological disorders. AstraZeneca announced in October 2013 that it is acquiring Spirogen biotech oncology business for around $440 million.
It announced in February that Actavis' branded respiratory drug company would be given US and Canadian rights for an initial amount of US$600 million. The company also announced that it intends to expend US$40 million to create a new subsidiary dedicated to the treatment of small anti-infectious molecules, mainly in the examination of the Gyrase Inhibitor AZD0914 in Phase II for gonorrhoea therapy. Twenty of thirty-two sits of the company were awarded by Sun-Air of Scandinavia with a new Cambridge–Gothenburg facility.

[bookmark: _Toc60996015][bookmark: _Toc61455580]PART B – Financial Performance of the Company
[bookmark: _Toc60996016][bookmark: _Toc61455581]Calculation of Key Financial Ratios
	Ratios
	2019
	2018
	2017
	2016
	2015

	Profitability

	Net Profit margin
	Net income/sales
	5.03%
	9.28%
	12.77%
	14.81%
	14.09%

	Return on Capital Employed Ratio 
	Net Profit after Taxes/ Gross Capital Employed X 100
	8.41%
	14.60%
	17.23%
	20.43%
	15.27%

	Return on Asset Ratio
	Net Income / Total Assets
	2.00%
	3.38%
	4.53%
	5.45%
	4.71%

	Solvency

	Debt to Equity ratio
	Debt/Debt + Equity
	0.55
	0.58
	0.52
	0.50
	0.45

	Times Interest Earned Ratio
	Earnings Before Interest Tax Depreciation and Amortization / Interest Expense
	2.04
	2.39
	2.44
	3.54
	3.83

	Liquidity

	Current Ratio
	Current Assets / Current Liabilities
	0.86
	0.96
	0.80
	0.87
	1.08

	Quick Ratio
	(Current Assets – Inventory) / Current Liabilities
	0.68
	0.78
	0.62
	0.72
	0.93

	Valuation

	Price Earnings Ratio
	Market Price per Share Equity Share/ Earning Per Share
	48.55
	22.19
	14.87
	9.97
	15.02

	Market to Book Ratio
	Market Price per Share / Book Value per Share
	4.46
	3.40
	2.68
	2.09
	2.29

	Dividend ratio
	Dividend per Share / Earnings per Share
	0.44
	0.26
	0.40
	0.16
	0.20

	Activity

	Accounts Receivable Turnover
	Net Sales/ Average Accounts Receivables
	4.30
	4.17
	4.69
	4.11
	3.57

	Inventory Turnover
	Cost of Goods Sold / Average Inventory
	1.62
	1.67
	1.61
	1.84
	2.26

	Total Assets Turnover
	Net Sales / Average Assets
	0.40
	0.36
	0.36
	0.38
	0.42



Ratio analysis is a quantitative procedure used by companies and its interested parties to analyse its financial records by evaluating the line items of the financial statements on the basis of efficiency, solvency and profitability. This analysis helps to understand the different fundamentals of equity.
[bookmark: _Toc60996017][bookmark: _Toc61455582]Profitability Ratios
These ratios are used by financial management to assess a company’s ability to generate income relative to its sources of revenue. 
[bookmark: _Toc60996018]Net Profit Margin - This ratio is a measure to evaluate how efficiently the company earns net profit through its revenue. This tool analyse firm profitability and a higher ratio results a better  indicator for the company’s efficiency in using its assets to create value for its shareholders.
The company’s profits showed an increasing trend till the year 205 & 2016 as it earned profits of $2,826 million & $3,406 million in the year 2015 and 2016 respectively but the profits show a declining trend after the year 2017. By the year 2017 the company’s profits decreased to $2868 million, then $ 20150 million in the year 2018 and $ 1227 million in 2019.
The net profit margin has decreased by more than half of what it was in the year 2015-16 by the year 2018-19, this is because of the tough competition and large players in the market.
[bookmark: _Toc60996019]Return on Capital Employed - It is also a tool to measure profitability of a company. It is an indicator of the company’s efficiency as it indicates how well the company is using its capital investments to generate profits. This ratio is generally used by investors when they need to analyse a prospective company for investment purpose or know the value created for them by the company in which they have already invested.
The company has been reporting high return on capital employed ratio in the past years. The company’s return on capital employed ratio rose from 15.27% in 2015 to 20.43% in 2016, but again it falls down to 17.23% in 2017 and 14.60% in 2018 and the least reported so far 8.41% in 2019. The company’s performance has deteriorated since 2018 with profit decreasing to $2050 million and just $1227 million in 2019. Though the company made issue of new capital employed in the year 2019 of about $11 million it could not boost up the profit earning capacity of the company. The company’s capital employed was $316 million in the year 2015 and 2016 which increased to $ 317 million in 2017 and remained the same till 2018. But the company issued fresh shares and its equity capital was 328 million by the end of 2019 
Despite of making fresh issues the company’s capital employed has not improved as the company’s profit margin has decreased and it has been declaring large dividends through its retained earnings, which impacted its total equity over the period of last five years. 
[bookmark: _Toc60996020]Return on Asset Ratio - It is a tool used to get an idea how well the company converts its monetary investment into net income during a period of time. It indicates company’s efficiency in utilizing its resources to generate income for the company. A higher ratio  is an indicator and means that the company is earning higher returns with lower investments.
 The return on asset ratio of the company has not fluctuated widely the company over the recent years but in the year 2019 it was the lowest. It was 2% in the year 2019 whereas it was 3.38% in the year 2018. In the years 2015, 2016 & 2017 the ratio has shown some increasing and decreasing trend as it was 4.715 in 2015 then rose to 5.45% in 2016 and then again decline to 4.53% in the year 2017. One of the major reasons behind the decline of the ratio is the decrease in profit in the year 2019. Though the total assets of the company have shown increase over the past years the ratio could not improve. The total assets of the company were $60,056 million in the year 2015, $62,526 million in the year 2016, $ 63,354 million in the year 2017, declined slightly to $60,651 million in the year 2018 but again rose to $61,377 million in the year 2019.
Though the company has been able to generate more revenue through its investments but the cost also increased that is the reason the profit margin has been continuously declining.
[bookmark: _Toc60996021][bookmark: _Toc61455583]Solvency Ratios
These ratios are used by to find the true position of financial health of a company whether the company has sufficient funds to meet its future and present obligations.
[bookmark: _Toc60996022]Debt to Equity Ratio - The ratios are used to interpret risk for a company the higher the debt equity ratio the more the risk as it means that the company is financed by more debts than its own capital. 
The company’s total equity has shown a declining trend  low over the past five years as it was $18509 million in 2015 and went down to $ 16669 million in 2016, $16642 million in 2017, $14044 million in 2018 and the lowest $14596 million in 2019. The debt composition has been increasing over the few years the company, it has been raising more and more debts over the last five years the debts were $15053 million in the year 2015 as the debts which rose to $ 16808 million in the year 2016, to 17807 million in the year 2017 and the highest $19113 million in the year 2018 but in the year 2019 company paid off its long-term interest-bearing liabilities and decreased the total loans to $17552 million by the end of the year 2019. But in the same year 2019 the company borrowed some fresh short-term loans along with issue of new capital of $13 million to finance its future projects.
[bookmark: _Toc60996023]Times Interest Earned Ratio - This ratio is an indicator of the company’s ability of earning adequate profits to meet its service obligations as and when they fall due. A higher ratio indicates that the firm will be able to sustain its debt obligations and will not become a defaulter. But if the ratio is low it means the company is running into financial trouble and is not earning enough profits to meet its current or future obligations.
The company’s interest earned ratio has been moderate and satisfactory in the last five years. It though showed a decreasing trend from 3.83 times in 2015 to 3.54 times in the year 2016 then to 2.44 times in 2017 and 2.39 times in the year 2018. The lowest 2.04 times was reported in the year 2019 though the debt obligations decreased as the company paid off a large amount of long-term loan.
The amount of interest paid by the company was highest in the year 2016 being $4902 million and lowest in the year 2019 $2924 million. Despite of decrease in the amount of interest to be paid the ratio did not improved as the company’s profits have also decreased simultaneously and by a larger amount
[bookmark: _Toc60996024][bookmark: _Toc61455584]Liquidity Ratios
These ratios are the financial metrics to know the short-term financial position of a company. To know the company’s operating efficiency in managing its working capital requirements these ratios are calculated.
[bookmark: _Toc60996025]Current Ratio - This ratio is used as an indicator of company’s ability to meet its working capital requirements, how efficiently a company is maintaining its current assets over its current liabilities so that long term assets are not to be liquidated to pay off short term obligations and meet the debt service obligations on time. 
The company’s current ratio has always remained low and never met the industry benchmark of 2:1. The current assets of the company are not adequate to meet the short term financial. The current ratio of the company has been continuously decreasing from 1.08 times in 2015 to 0.87 times in 2016 , 0.80 times in 2017 , 0.96 times in 2018 and all-time low of 0.86 times in 2019. This is an alarming situation for the company because if the decline continues the company soon will not be able to pay off its short-term obligation and become a defaulter. 
[bookmark: _Toc60996026]Quick Ratio - This ratio is an indicator of company’s operating efficiency and its ability to meet its short-term finance obligations without requiring selling its inventory or raising additional finances from external source.
As the current assets are just equal or a little more than its current liabilities it means that the company will face a situation of liquidity crunch in the future and will not be able to meet its working capital requirement and loose opportunities. A major part of the company’s fund is invested in inventories which are slowing moving goods and do not generate quick cash which can be used to pay off its liabilities and interest payments.
The working capital of the company has fallen as the quick ratio fall to 0.68 times in 2019 from lowest 0.93 times in 2015. This fall is an indicator of longer operating cycle and company’s inefficiency to generate cash inflows. This ratio also indicates that the company has not been able to make collections from its debtors and has large number of creditors and other short term obligations to pay off.
[bookmark: _Toc60996027][bookmark: _Toc61455585]Valuation Ratios
These ratios are indicator of market position of a company, how high or low the stock of the company’s is trading in the market. These ratios help to identify the value of a company to show the relationship between market value of a company or its equity and other fundamental metric like earning, revenue, cash flow, etc.
[bookmark: _Toc60996028]Price Earnings Ratio - It is the metric which shows how much the prospective investors are ready to pay for the stock of the company in the present market conditions. These valuations are based on the potential earnings that the company promises or based on the past earnings capacity of the company. The higher price earnings ratio it indicates that the stocks of the company are overvalued and company can sell them at a premium. Whereas, a low-price earnings ratio indicates stock are undervalued presently relative to its revenue or earnings.
The price earnings ratio of the company has shown an increasing trend as the share prices have also shown a rise over the past five years. The price earnings ratio was 15.02 times in the year 2015 but it falls for the first and the only time down to 9.97 times in 2016 though the earning per share increased but the market price of the shares of the company decreased by the end of the year. The ratio again rose to 14.87 times in the year 2017 despite a slight decrease in the earning per share and profits of the company. The ratio again rose to 22.19 times in the year 2018 and was the best so far 48.55 times in the year 2019. Though the profits and earning peers hare of the company decreased over the years but the price earnings ratio kept on increasing due to increase in market price of the share which is a good indicator of company’s reputation. 
[bookmark: _Toc60996029]Market to Book Ratio - This ratio is used to make comparison of the book value and market value weights of a company. If this ratio is positive and higher than it means that the company’s stock is overvalued and if the ratio is negative or below one than it means the company’s stocks are undervalued. These ratios are also used to forecast company’s financial health.
The market to book ratio has also shown an increasing trend as the company’s share prices have increased over the past five years. The closing market price of the share of the company at the end of the year 2015 was $33.5 which dropped to $ 27.53 in 2016 for the first-time despite of earning large profits. But again, the market prices of the company’s share started to rise and were $35.24 by the end of the year 2017 and rose a little higher to $37.72 in 2018 and the highest till date recorded $50.01by the end of the year 2019. As the market price of the share has increased over the years the market book ratio has also increased simultaneously. The ratio has almost doubled since 2015 to 2019 as it was only 2.29 times in the year 2015 and became 4,46 by the end of 2019.
Though the company’s financial growth has declined with decreasing profits but its share prices have been increasing. This is because of the good reputation of the company that it has earned over the years and also the company is more reliant on its own sources of finance rather than external sources which also helps it to earn better credit rating which indirectly affects the share prices. This overvalued stock will also help the company to raise large finance for its expansion strategies in future without creating more leverage.
[bookmark: _Toc60996030]Dividend Ratio - This ratio is an indicator of how well the company is able to satisfy its shareholders. It is a type of pay-out ratio which reflects the amount of dividend paid by the company as a reward to its shareholders either from its current year profits or as a charge against its retained earnings. This ratio is important from an investor’s point of view as an investor is always interested to know how efficiently the company satisfies its shareholders.
The company’s dividend ratio has been continuously increasing though the earnings per share had been decreasing over the last five years. The company has been continuously making dividend payments which helped it to build a good reputation in the market and satisfy its existing shareholders. This also helped the company to attract potential investors. The dividend ratio was 0.20 times in the year 2015 which declined to 0.16 times in 2016, then again rose to 0.40 times in 2017, then declined to 0.26 times in 2018 and again rose to 0.44 times in the year 2019 though the earnings per share declined.
 This positive ratio helped the company to get full subscription of its shares of $11 million in 2019 at a premium and the company did not require to depend more on external sources of finance.
[bookmark: _Toc60996031][bookmark: _Toc61455586]Activity Ratio
This ratio is the indicator of a company’s efficiency in using its assets to generate sales. These ratios are useful to compare company’s performance with industry average and its own past performances. It helps us to evaluate the operational efficiency of the company in terms of its asset’s utilization.
[bookmark: _Toc60996032]Account Receivable Turnover - This ratio helps to gain knowledge of a company’s collection period, how efficiently and quickly the company is able to realize its account receivables. The lower the ratio the better it is high ratio as it signifies that the company has loyal and quality customer base that pay off the debts quickly.
 The company’s account receivable turnover has improved over the years and is increasing as it operates mostly on cash basis. The ratio was 3.57 times in the year 2015 whereas it rose to 4.11 times in 2016, 4.69 times in the year 2017 then decreased to 4.17 times in the year 2018 and again rose to 4.30 times in the year 2019 as the sales decreased in comparison to previous years. 
[bookmark: _Toc60996033]Inventory Turnover - This ratio reveals the number of times the inventory has been sold or replenished by a company over a given period of time. A high ratio may indicate high sales or lower inventory whereas lower ratio indicates low sales or high inventory.
In the years 2015 and 2016 and 2017 the ratio remained quite high that is 2.26 times and 1.84 times respectively but then it started decreasing and fall down to 1.61 times in the year 2017 and again increased slightly to 1.67 times in the year 2018 and then decreased to 1.62 times in 2019.Thse fluctuations was due to because both low sales and high inventory. 
[bookmark: _Toc60996034]Total Assets Turnover - This ratio is an indicator of company’s efficiency in using its assets to produce sales. The higher the ratio the more favourable it is. It is a type of efficiency ratio which measures the value of business of a company’s sales revenue to the value of assets of the company.
The company’s asset turnover ratio remained quite similar in the year 2016, 2017 and 2018 that is 0.38 times in 2016 0.36 times in 2017 and 2018. It gradually started increasing to 0.40 times in 2019. This ratio indicates the poor management of the company of its assets. These lower ratios are due to the company’s inefficiency to use its resources in an effective manner to boost up its sales as the company is facing tough competition.
[bookmark: _Toc60996035][bookmark: _Toc61455587]Recommendation
After analysing the above ratios thoroughly, we have found that the company has been performing efficiently and had shown some improvements but despite of increase in its sales the company’s profits has been decreasing as the cost of sales of the company and other related administrative costs are also very high
The company has to try to create more geographical markets by expansion strategy with better technology and innovations that will help to get back its customers and win over the tough competition resulting in higher profits.
The company needs to invest a large sum of money in research and development to avoid to boost up sales and strengthen its financial position. The liquidity as well as the long-term finance condition of the company is risky as the capital employed has decreased over the years as the company is paying large dividends and meeting expenses with its retained earnings and also has large long-term debts, the working capital requirements are also not being met efficiently as the liquidity ratios are quite low.
Hence, we would recommend the company to work on improving its financial structure by lowering debts and relying more on internal sources of finance and improving its operation cycle to meet working capital requirements as further expansions of business is the need of the company. Liquidity position should be improved and carefully monitored as it will be very difficult to meet future obligations if the current position continues. The company should also focus on reducing its expenses to increase its profit margin as the sales are increasing. The company should also try to optimize the uses of its resources in a more efficient manner to generate more revenue.

[bookmark: _Toc60996036][bookmark: _Toc61455588]PART C – Astra Zeneca Capital investment appraisal technique 
Capital investment appraisal method is used by managers in order to increase revenue, to add value and to maximize the shareholders wealth. To do so, it’s important the financial managers use precise methods, during this process, having as main result the growth of the company (Ryan and Ryan, 2002).
The managers should conduct in dept analysis and undertake only the capital investments projects that can add realistic value to shareholders wealth (Gilbert, 2005). 
Over the past decades, academically research was conducted in order to find the best techniques to calculate and improve the capital investment and decisions making process (Farragher et al., 2001). Those methods are non-discounting cash flow methods: the payback period (PBP) and the accounting average rate of return (ARR) and discounting cash flow methods, (DCF) the net present value (NPV) and the internal rate of return (IRR).
[bookmark: _Toc61343525][bookmark: _Toc60996037]1. Calculation of Payback Period (PBP), Net Present Value (NPV) and Accounting Rate of Return (ARR):
	Year 
	Projected Cash Flow
	 
	Present Values

	 
	Project A
	Project B
	Present Value interest factor @ 10.5%
	Project A
	Project B

	0
	-85
	-90
	1
	-85
	-90

	1
	10
	25
	0.905
	9.05
	22.63

	2
	20
	30
	0.819
	16.38
	24.57

	3
	40
	35
	0.741
	29.64
	25.94

	4
	55
	40
	0.671
	36.91
	26.84



Project A) The Net Present Value = Total Net Cash Inflows – Net Cash Outflow
= (9.05+16.38+29.64+36.91) – 85
= $6.98 million
Project B) The Net Present Value = Total Net Cash Inflows – Net Cash Outflow
= (22.63+24.57+25.94+26.84) – 90
= $9.98 million
Since the Net Present Value for Project B is higher than Project A, results that Project B should be accepted.
Payback Period = PYFR + (BA / CIYER)
PYFR = Number of Years immediately preceding year of Final Recovery 
BA = Balance Amount to be recovered
CIYFR = Cash inflow - Year of the Final Recovery
Project A) Payback Period  = 3+{[85-(9.05+16.38+29.64)]/36.91}
= 3.81 years
Project B) Payback Period = 3+{[90-(22.63+24.57+25.94)]/26.84}
= 3.63 years
Since the Payback Period for Project B is lower than the Project A, it should be preferred.
Accounting Rate of Return of Project A: Net Present Value/ Initial Investment
					= 6.98/85
					= 8.21%
Accounting Rate of Return of Project B: Net Present Value/ Initial Investment
					= 9.98/90
					= 11.07%
Project B has a higher Accounting Rate of Return rather than Project A, it should be accepted. 
After all the above metrics have been calculated, Project B is more advantageous, so it should be chosen.
[bookmark: _Toc61455589]Net Present Value
The net present value (NPV) technique depends on the limiting of expected future incomes of a venture project (Damodaran, 2001). Net present value (NPV) is a difference between the current cash flow value and the current cash flow value for a period of time. NPV is used to assess viability of a planned investment or project in capital budgeting and investment forecasting. There are certain advantages and disadvantages that include the following:
Advantages: 
· Takes account of time value of money
· Use of cash flow, not accounting profit
· Takes account of all relevant cash flows over life of project
· Can take account of conventional and non-conventional cash flows, as well as changes
in discount rate during project
· Gives absolute measure of project value.
The final advantage of the NPV method is that the cost of capital and the risk involved in making future predictions are taken into account. Generally speaking, cash flows are less assured than expected next year for ten years to come. In future, cash flows are less important than those expected for earlier periods for a more predictable cash flow.
Disadvantages: 
· Hardly to estimate cash flow project 
· Only positive NPV projects can be successful
· Hardly attracts capital investors
· Inconstant capital cost over project lifetime 
[bookmark: _Toc60996038][bookmark: _Toc61455590]Payback Period
The payback period is a tool to calculate the amount of time is necessary for a project to cover the investment. Also, it can be used as a benchmark for projects to determine if they are viable or not. Longmore (1989) suggested that to  predict future problems, an easy way is to calculate the payback period by discounting (at the appropriate discounting rate) the expected future cash flow.
The payback period refers to the time it takes to recover investment costs. Simply put, the time the investment hits a breakthrough point is the payback period. An investment's desirability is connected directly to its payback period. Shorter paybacks will make investments more appealing. While it is useful in financial and capital budgeting to quantify the payback time, this measurement extends to other industries. The returns on energy-saving equipment such as solar panels and insulation including repairs and upgrades can be measured by homeowners and businesses. There are certain advantages and disadvantages that include the following:
Advantages: The flexibility of the payback system is one of the main advantages. One can calculate how fast an investment can repay itself, and this is achieved with a projected cash flow. One can determine as easily as your project, which would make the initial investment easier if one has three separate projects, which will cost you just as highly. This can be a perfect way for managers who have a hard time making an investment decision. As its simplicity applies to the payback process, it naturally also applies to all aspects of the equation. Management does not need any complex accounting or mathematics for budgeting using this process. The return on the capital investment, which is divided by the initial investment itself, can be as plain. While not all available variable is taken into account, it is a clear way to make a basic comparison.
Disadvantages: There are very important problems with a system of payback, firstly the cash flow only takes a certain time period into account. It's ok, but it's definitely not always the case if a company wants to see how soon they can break even on their investments. The return on investment is not a consideration in these scores until the initial investment is reimbursed, and can be very short-sighted. Along with the fact that the payoff period focuses solely on initial returns, the payback period is a concentrated budgeting strategy that is naturally short-term. It will work well for any company that wants to spend, recover, and reinvest as quickly as possible. However, the strategy of payback time has some significant drawbacks if the company wants a more long-term approach to project investment. 
[bookmark: _Toc60996039][bookmark: _Toc61455591]Accounting Rate of Return
According to Brealey and Myers (1998) the accounting average rate of return (ARR) is calculated ‘as the ratio between the project’s estimated average profit and the average accounting value of the investment’.  In order to apply ARR as an appraisal method, a set of target rate of return is required (Akalu, 2001).
While the average return on accounting can be used as a metric to assess new businesses or stocks, the tool is usually used to decide quickly on internal company investments. For example, if the budget would allow for the procurement of a new machine piece that improves productivity, the average accounting return rate would be used to calculate how long the equipment would take to repay the initial expenditure for increased productivity. There are certain advantages and disadvantages that include the following:
[bookmark: _Toc60996040]Advantages: The average return rate is simple to measure. Managers will easily see if an investment opportunity can be sufficiently attractive to warrant further assessment. Return to the example of new machinery for productivity increase. If the initial estimate indicates that the purchase only raises profit by 2% but that investing in trucks would decrease the distribution costs of merchandise to the consumer by 10%, then the management can conclude that reducing the cost of shipping is a better investment. 
[bookmark: _Toc60996041]Disadvantages: The main downside in the use of the average return process, according to the Corporate Finance Institute, is that money does not understand the importance of time. This is the idea that money today is well known, but it is not obvious what the same value would be worth. In other words, with a certain amount of money, you know what to shop for today. You don't know what to buy for the same sum of money tomorrow, and the longer it takes you to get your investment back, the bigger the risk that this potential value of money will bring. 
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