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[bookmark: _Toc50581223]Part A.  
[bookmark: _Toc50581224]Company Background

AstraZeneca PLC is a pharmaceutical company that manufactures, develops, and markets pharmaceutical products. The company is active in composing and developing different kinds of therapeutic drugs in different medical areas that include oncology, cardiovascular, renal and metabolic disease (CVRM), respiratory, inflammation and
Autoimmunity, infection and vaccines, and neuroscience.

The main customers of AstraZeneca are pharmacies, drug stores, physicians, and wholesale traders. It has offices and quarters in different cities in the world. However, the headquarter is located in Cambridge in the UK. The company has distributors in many cities and countries in the Americas, Africa, Europe, and Asia. 

The company in 2018 experienced a decrease in its performance in comparison with 2017 results. Accordingly, the compared recorded 22,090 million USD as sales revenue in 2018 which is a decrease by 1.7% from 2017. The company operating margin also decreased from 16.4% till 15.3% in 2017 and 2018 respectively. It recorded a net margin of 9.8% in 2018 and 13.4% in 2017. However, 2019 started a good start, as it reported 5,823$ million which is 6% higher than the sales obtained at the first quarter in 2018. 

[bookmark: _Toc50581225]Products and Brands 

The company operates in pharmaceutical products. The products it operates with include:
· Gastrointestinal
· Respiratory, inflammation and autoimmunity
· Oncology
· Infection
· Cardiovascular and metabolism
· Neuroscience
At the same time, the company manufactures the following brands: 
· Prilosec
· Pulmicort
· Rhinocort
· Xigduo
· Lynparza
· Duaklir
· Eklira
· Genuair/Tudorza/Bretaris
· Accolate
[bookmark: _Toc50581226]History of the Brand 

AstraZeneca was established in 1999 in UK. The company was the result of a merger between a Sweden company named Astra and a British Company named Zeneca, that is why, the name came out to be AstraZeneca. 
The company at the time operated in a specific number of fields and medical domains. However, with time it applied research and development. This continuously provided it with new medications and drugs and allowed it to innovate and diversify its product offering. Accordingly, in 2002 AstraZeneca established a new cancer treatment known as Zoladex. It also gained new approvals on new drugs for breast cancer for women. 
The brand sought new modes to develop itself. So, in 2007, the brand entered a collaboration and established a collaboration agreement with Bristol-Myers Squibb (BMS) to develop and commercialize two investigational compounds being studied for the treatment of type 2 diabetes. The company continued research and development and continued establishing collaboration agreements that resulted in new medications and drugs in new fields. 

Accordingly, in 2020 the brand was collaborating with more than 20 companies, in 2020 only the company collaborated with MiNa Therapeutics and established new treatments for metabolic, cardiovascular, renal, and respiratory diseases.

[bookmark: _Toc50581227]Brand Competitors 

The company is one of the leaders in the pharmaceutical industries. However, different players also correspond to market shares within the pharmaceutical market. these competitors include: 
· Actelion Pharmaceuticals Ltd
· GlaxoSmithKline Plc
· Hikma Pharmaceuticals PLC
· Merck KGaA
· Novartis AG
· Teva Pharmaceutical Industries Limited




[bookmark: _Toc50581228]PART B.
[bookmark: _Toc50581229]Introduction

A critical review of the company’s financial performances including
Calculation of key financial ratios for the past 5 years (e.g. profitability, liquidity, gearing, efficiency ratios)

In order to analyse the financial performance of the company its financial records were assessed and evaluated and accordingly the financial ratios have been calculated to identify the profitability, liquidity, and efficiency of the organizations. 

[bookmark: _Toc50581230]Yearly Comparison

The income statement of brand enabled the collection of the following information. This information was used in order to compute the financial ratios below. Accordingly, the following is a five years comparative table. 

	 
	2019
	2018
	2017
	2016
	2015

	Sales
	23,565
	21,049
	20,152
	21,319
	23,641

	Gross profit
	19,463
	17,154
	18,147
	18,876
	20,062

	Operating profit
	2,924
	3,387
	3,677
	4,902
	4,114

	Net profit (net income, earnings)
	1,335
	2,155
	3,001
	3,499
	2,825

	Fixed asset (property, plant, equipment)
	40,836
	41,087
	45,628
	46,092
	40,859

	Total asset 
	61,377
	60,651
	63,354
	62,526
	60,056

	Total equity
	14,596
	14,044
	16,642
	16,669
	18,509

	Total current liability
	18,133
	16,292
	16,383
	15,256
	14,869

	Total current asset
	15,563
	15,591
	13,150
	13,262
	16,007

	Inventory
	3,193
	2,890
	3,035
	2,334
	2,143

	Cash
	6,254
	5,938
	4,582
	5,929
	6,855

	Total debt
	1,738
	1,673
	1,596
	1,498
	9,747

	Gross profit margin
	83%
	81%
	90%
	89%
	85%

	Operating profit margin
	12%
	16%
	18%
	23%
	17%

	Net profit margin
	6%
	10%
	15%
	16%
	12%



The sales of the brand seem to decrease from 2015 to 2016 and 2017 to drop from 23,641 to 20,152 in 2017, yet it increased again to reach 23,565 in 2019. This means that in 5 years the year it sold the most was in 2015. 
The gross profit of the brand increased dropped then increased in parallel with its sales. as 2015 scored 20,062, then dropped to 17,154 in 2018, then increased in 2019. This means that the brand profits are not stable. 
Total assets values of the brand are also not steady. The total, yet their variation is not extreme. Total assets increased from 60,056 in 2015 to 63,354$ in 2017, then drops to reach 61,377 in 2019. The asset values of the organization are also stable. 
Liability of the brand is related to its debt, there is a quite significant increase in the brand liability. Total current liability in 2015 was 14869$ and increased to reach 18,153$ in 2019. This means that the brand is more in debt in 2019 than 2015. 
Inventory value has increased significantly to reach 3,193$ in 2019 while it was 2,143$ in 2015. 

Profit margin is percentage that indicates the profitability of the brand. It implies for the total amount of profit earned from the total sales generated. The higher the profit margin the better is the sales operations. 
Net profit margin corresponds for the final end profit obtained after removing all costs of expenses. The results of the table indicate a severe drop. As the net profit margin in 2015 was 12% while it reached 6% in 2019. This implies that in 2015 12% of the total sales were profit, while in 2019 only 6% of the brands sales are profits, the remaining are expenses and costs. 
This severe drop in the net profit margin is very alarming. It means that the brand is no longer profiting like before, and its sales transactions are expensive and costly. 
Looking at the sales obtained, in 2015 higher sales were attained than 2019, same as the operating profit. The brand has more inventory value in 2019 than 2015 this also indicates that products are not being sold as before, or the firm has high stock. 
All these are indicators that the brand and the business in 2015 was performing better. The financial numbers in 2019 point out a drop in the brands performance.  The reason behind such a drop is usually referred to severe competition, decline in the brand performance, or decline in the market size. 

To complete the analysis of the brand performance different ratios were computed to give more detailed observation. The results came out as the following: 

	 
	2019
	2018
	2017
	2016
	2015

	Fixed asset turnover
	0.577064
	0.512303
	0.441659
	0.462531
	0.5786

	Total asset turnover
	0.383939
	0.347051
	0.318086
	0.340962
	0.393649

	Return on asset
	0.021751
	0.035531
	0.047369
	0.055961
	0.047039

	Return on equity
	0.091463
	0.153446
	0.180327
	0.209911
	0.152628

	Current ratio
	0.858269
	0.956973
	0.802661
	0.869297
	1.076535

	Quick ratio
	0.682182
	0.779585
	0.617408
	0.716308
	0.93241

	Cash ratio
	0.344896
	0.364473
	0.27968
	0.388634
	0.461026

	Debt to equity ratio
	0.119074
	0.119126
	0.095902
	0.089867
	0.526609

	Debt to capital ratio
	0.106404
	0.106445
	0.08751
	0.082457
	0.344953



Fixed asset turnover aims to identify how efficient is the organization in using its fixed assets to generate sales (Guerre, 2018). Accordingly, this ratio has been stable from 2015 till 2019 at 00.57. 
This means that net sales correspond to 57% of the fixed assets. Therefore, there is a possibility to maximize that. 
Total asset turnover is also related to the usage of total assets to generate sales. Accordingly, the ratio has been stable too (Guerre, 2018). As in 2015 the brand scored 0.39 and in 2018 it scored 0.38. 
This means that net sales in 2019 correspond to 38% of the total assets. 
Return on asset ratio is used to indicate the profitability of the firm. It indicates how much profit is the company able to generate from its assets (Kawar, 2019). This is a very important ratio because it indicates how effective is the company in managing the resources it has. A good ROA ratio should be greater than 5%. These minimal assets generating sufficient profit should be not less than 5%. 
According to the data obtained, ROA in 2015 was 4.7% it then increased in 2016 to reach 5.5%, then dropped to reach 2.1% in 2019. 
This means that the organization is not effectively and efficiently using its assets to generate profit. 

Return on equity is also the same process of identify how likely is the organization able to use its equity to generate profit (Kawar, 2019).  This has to do with the equity of the shareholders and well are they utilized for the business. A good ROE should score between 10% and 15%. 
In 2015 the brand scored 15.2%, it increased to reach 20.9% and 18.03% in 2016 and 2017 respectively, then decreased to reach 9.1% in 2019. 
ROE in 2019 are also alarming and also indicate that the business is not well using its equity to generate profits. 
Current ratio is another financial ratio that aims to assess and identify how liquid is the business (Guerre, 2018). In other terms it aims to identify how likely is the company able to meet the short-term obligations. It aims to identify if the company has enough resources to meet its debt. A good current ratio is the one that scores between 1 and 2. 
A current ratio scoring 2 means that the business is able to pay all its short debt with its resources. In 2015, the current ratio was 1.07, this means that the brand is able to pay all its debt, however, this ratio decreased to reach 0.85 in 2019, this means that the brand is not able to fully pay its short-term obligations. 
This is also alarming because it points out the brand is short in liquidity. 

A quick ratio is another term of current ratio, it also aims to identify if the business is able to meet its short term obligations but without selling its inventory (Guerre, 2018). Considering the earlier current ratios, it is expected that the quick ratios will be alarming. 
In fact, the quick ratio in 2015 scored 0.9, this means even in 2015, the company is not able to meet its obligations without selling its inventory. 
The quick ratio in 2019 scored 0.6, which is a negative sign. It means that without selling the inventory, the business can only cover 60% of its short-term debt. 
This also points out a liquidity problem. 
 A cash ratio is another ratio that aims to identify how likely the cash available and its equivalent are able to pay the current liabilities (Guerre, 2018). 
In 2015 the cash ratio was 0.46 and in 2019 it dropped to 0.34. this means that in 2015 the company cash was only able to cover 46% of its current liabilities, while in 2019, the available cash can only cover 34% of its current liabilities. 
Therefore, based on the liquidity analysis, the current available assets are not sufficient enough to break even the current liabilities in 2019. The debt situation in 2015 was better than its situation 2019. 

Debt to equity ratio is a ratio that aims to identify how likely are the equity and debt used to finance the organization assets. A good debt to equity ratio is the one that scores between 1 and 1.5 (Kawar, 2019). 
In 2015 this ratio scored 0.52 while in 2019 it scored 0.11 (Kawar, 2019). This means that in both cases equity is higher than debt. Yet in 2019 the numbers are more alarming and the score is lower.

Debt to capital is also used to identify the debt in comparison to the capital. It aims to identify its capital structure. A good debt to capital is also the one between 1 and 1.5. 
In 2015 it scored 0.34 and in 2019 it scored 0.11. This means that debt is high in relation to capital, and in 2019 the gap is greater.

[bookmark: _Toc50581231]Comparison with Competitor: 

The following section aims to compare the financial performance of AstraZeneca with two major competitors. Accordingly, the following table presents the financial tables: 

	 
	AstraZeneca
	APP
	MS

	Sales
	          23,565 
	           260,174 
	             11,863 

	Gross profit
	          19,463 
	             98,392 
	             21,891 

	Operating profit
	           2,924 
	             63,930 
	               6,961 

	Net profit (net income, earnings)
	           1,335 
	             55,256 
	 

	Fixed asset (property, plant, equipment)
	          40,836 
	             37,378 
	             10,348 

	Total asset 
	          61,377 
	           338,516 
	             79,692 

	Total equity
	          14,596 
	             90,488 
	             18,357 

	Total current liability
	          18,133 
	           105,718 
	             24,050 

	Total current asset
	          15,563 
	           162,819 
	             19,491 

	Inventory
	           3,193 
	               4,106 
	               5,947 

	Cash
	           6,254 
	             48,844 
	               4,707 

	Total debt
	           1,738 
	           108,047 
	 

	Gross profit margin
	83%
	38%
	185%

	Operating profit margin
	12%
	25%
	59%

	Net profit margin
	6%
	21%
	0%



The table reveals that APP in 2019 was able to generate the highest sales among the three brands as its sales were valued of 260,174$. 
This gives insights that the gross profit of APP will be the highest as its profit was 98,392$ for 19,463$ for AstraZeneca and 21,891 for MIS. 
Considering the fixed assets of the three brands, AstraZeneca fixed assets are valued to be 40,836$ while that of APP to be 37,378$. However, total assets of APP were valued 338,516$ while that of AstraZeneca 61,377$ and MS 79,692$. 
Similarly, total equity of APP is 90,488 and that of AstraZeneca 14,596$. Looking at current liabilities, the one of APP was the highest and of value 105,718$. 
Inventory value of MS is the highest and is of 5,947$ this indicates that this brand has the highest stocks and thus the lowest sales. 
Total cash of APP is 48,844 which is 8 times more than that of AstraZeneca. 
As for-profit margins, App proved to be obtaining the highest net profit margin. This means that 21% of its sales is pure profit, while AstraZeneca only 6% of its sales is pure profit. 
The comparative table indicates that APP is a leading company in the market with the highest market share. App sales are quite large in comparison to other competitors. 
This competitive analysis proves that AstraZeneca is experiencing very tough competition form App and accordingly further analysis is needed. 
To apply that, financial ratios will be compared. 

	 
	AstraZeneca
	APP
	MS

	Fixed asset turnover
	0.577064
	6.960618546
	1.146405102

	Total asset turnover
	0.383939
	0.768572239
	0.148860613

	Return on asset
	0.021751
	0.163230098
	0

	Return on equity
	0.091463
	0.610644505
	0

	Current ratio
	0.858269
	1.540125617
	0.81043659

	Quick ratio
	0.682182
	1.501286441
	0.563160083

	Cash ratio
	0.344896
	0.462021605
	0.195717256

	Debt to equity ratio
	0.119074
	1.19404783
	0

	Debt to capital ratio
	0.106404
	0.544221422
	0



As stated earlier, the fixed asset turnover indicates how fixed assets are well used to generate sales. Accordingly, App scored 6.96, this means that net sales of App are way more than its fixed assets. MS scored 1.14. In this comparison, this means that AstraZeneca is not well managing its fixed assets. 
Total assets turnover also implies to how well are the total assets used to generate sales. APP scored 0.76 while 0.38 this means that brands are kind of close to each other in this. But App is better managing its total assets to generate sales. 

App ROA of 0.16 while AstraZeneca scored 0.02, this means that APP is better able to use its assets to generate profits. 
Similarly, App ROE scored 0.61 while AstraZeneca scored 0.09. This means that App is better able to use its equity to generate profits. 
Current ratio indicates the ability of the firm to meet its short-term obligations. App scored 1.5 while AstraZeneca scored 0.85 and MS scored 0.81. this means that only App can meet its current liabilities. 
Quick Ratio indicates the ability of the brands to meet their obligations without selling the inventory. Again, only App can do that since it scored 1.5
Cash ratio of APP scored 0.46 this means that with available cash and its equivalent, APP is able to pay 0.46 of its short debt while AstraZenca is able to pay 0.34
Also, debt to equity ratio scored 0.19 for App and 0.11 for AstraZeneca, this means that equity of App is higher than its debt unlike AstraZeneca. Finally, Debt to capital ratio is 00.54 for App and 0.10 for AstraZeneca. 

[bookmark: _Toc50581232]Recommendations 

AstraZeneca experienced a drop in its sales and profits from 2015 to 2019. In addition to that an extreme drop in the profit margin has been realized. This was concluded after conducting the five years comparison. Assets slightly increased and liabilities also increased. 
After conducting the ratios analysis, the brand has liquidity shortage and is not able to meet its short-term obligations even if it sells its inventory. 
The ratio analysis also revealed that the organization is not effectively and efficiently managing its fixed assets and its total assets. 
Also, its debt in relation to equity and capital is high. Therefore, the brand needs to properly operate in order to improve its performance. Therefore, the following recommendations should be taken into consideration: 
· It is essential for the brand to increase its sales, yet the brand cannot afford high budget for offers and discounts. The brand also sells to retailers and other businesses. Therefore, the brand can implement an incentive plan to its customers. In order to increase its sales, the brand can assign sales targets for its customers within a specific time frame. If these customers attain the sales target, they get an end discount. This enables the brand to sell large quantities at an affordable discount cost. For example, a client that usually purchases by 10,000 USD in three months will be given a target of 18,000 within these three months, if the customer purchases with this value he or she will get a discount at the end of the three months of 1,800$ (10% discount). This plan will increase sales without greatly influencing the profit margin. It is important to secure liquidity and utilize marketing to increase its products turnover
· Apply digital marketing to promote itself. Digital marketing is a non-costly technique used by brands to promote itself. Online advertising, email marketing, and search engine optimizations are examples of digital marketing that increase brand awareness and persuasion with minimal costs. 
· Reducing organization costs and expenses is also essential to increase the net profit margin 

[bookmark: _Toc50581233]PART C. 

	
	Projected Cash 
Flows (£m)

	
	Year
	Project A
	Project B

	Cash outflow 
	0
	-30 000 0000
	-50 000 000

	Net cash inflows 
	1
	0
	15 000 000

	Net cash inflows 
	2
	15 000 000
	15 000 000

	Net cash inflows 
	3
	20 000 000
	15 000 000

	Net cash inflows 
	4
	10 000 000
	27 000 000

	Subtotal
	
	£45 000 000
	£72 000 000

	Net cash flow
	
	£15 000 000
	£22 000 000



[bookmark: _Toc50581234]Calculate the Payback Period (PBP)

Project A – PBP

20 000 000/12=£1 666 666 per month 
15 000 000/1 666 666= 9 months 

PBP/Project A is 2 years and 9 months 
Accordingly based on what has been presented, the project needs 2 years and 9 months to get re-paid.

Project B – PBP

27 000 0000/12= £2 250 000 per month 
5 000 0000/2 250 000= 2.22

Project B needs 3 years and 2 months for its pay back.

[bookmark: _Toc50581235]Accounting rate of return (ARR)

Project A 

	Total cash inflows 
	£45 000 000

	Total project A costs
	£30 000 000

	Total profit 
	£15 000 000

	Average annual profit  
	£3 750 000







APP=average annual accounting profit x 100
                   average investment 
3 750 000 = 0.25 
15 000 000 

APP Project A = 25%

Project B – PBP

	Total cash inflows 
	£72 000 000

	Total project B costs
	£50 000 000

	Total profit 
	£22 000 000

	Average annual profit  
	£5 550 000
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5 500 000 = 0.22
25 000 000

APP Project B = 22%
Since APP of project A scored higher than APP of project B, project A is expected to be more profitable than project B.



Project A looks better as the accounting rate of return is higher than project B. 

[bookmark: _Toc50581236]Internal rate of return (IRR)

Definition.  The internal rate of return is a metric used in financial analysis to estimate the profitability of potential investments. The internal rate of return is a discount rate that makes the net present value (NPV) of all cash flows equal to zero in a discounted cash flow analysis. IRR calculations rely on the same formula as NPV.
[image: ]


[bookmark: _Toc50581237]Net present value (NPV) of the projects. 

Project A – PBP

-30 000 000 + 0 + 15 000 000 + 20 000 000 + 10 000 000 = 2 713 647 
                        


NPV Project A is £ 2 713 647

Project B – PBP

-50 000 000 + 15 000 000 + 15 000 000 + 15 000 000 + 27 000 000 = 3 433 750
                   

NPV Project B is £ 3 433 750
NPV refers to the obtained cash in a specific period of time. Accordingly, NPV in project A is expected to be £ 2 713 647 while that in project B is expected to be £ 3 433 750
This means that project B generates more cash within this period of time. 


In this case project B is better than project A as the Net Present Value is higher. 

2. Evaluate the results of this calculations and recommend with reasons which project should be adopted 

Both investments resulted in a positive net cash flow. This means that both projects are profitable. However, project B’s net present value exceeds project A by 720,000. This means that project B is more profitable. 
However, considering the payback period, project B needs more time than project A to be totally covered and paid back. With that in mind, project B is associated with higher risks of uncertain future, inflation, and loss of money value. Yet, since the difference between the payback period of the two projects is only 5 months, project B seems to be more attractive. 

Both investments give a positive net cash flow. Project B seems to be better than Project A as the net cash inflow is £22 000 000, £7 000 000 more than Project A. However, the Payback Period for Project B is longer than Project A, which leads to risk:

· Uncertain future 
· Inflation and deflation / money value / 

On the other side the Payback Period between each project is only five months difference. 

Based on the assessment above I would recommend AstraZeneca proceed with Project B.
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