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[bookmark: _Toc134110398]Introduction 
The report considers the case of AstraZeneca (AZ). It is a global and public biopharmaceutical company, specialised in the development and selling of a wide variety of drugs (Global Data, 2023). AZ mainly focuses on areas, such as cancer, cardiovascular, respiratory, metabolic diseases, as well as autoimmune, infection and neurological diseases (Global Data, 2023). The success of the company is based on its global presence, large workforce size (83,500 employees), strong revenue performance ($44.4 billion), as well as solid market capitalisation exceeding $227 billion (AZ, 2023; Global Data, 2023). The report investigates the dividend policy of the public company and other important considerations related to asset valuation and project appraisal methods.
[bookmark: _Toc134110399]Dividend policy of AZ
AZ distributes dividends to its stakeholders biannually (AZ, 2023). Given its record revenue of $44.4 billion, AZ has sufficient resources to distribute dividends. In 2022, the dividend per share reached a record high of $2.90 (AZ, 2023). This is higher than the level in 2021 ($2.87) or growth rate of approximately 1% (AZ, 2023).
The total amount of paid dividends is $4.36 billion – an increase of $508 million compared to the 2021 level (AZ, 2023). This also constitutes an increase of 13.17% when measured in percentage terms (AZ, 2023). It is important to note that the annual operating profit of AZ was $3.8 billion (AZ, 2023). This means that paid dividends exceeded the operating profit for the respective year. As a result, it can be concluded that AZ makes considerable efforts to meet shareholders’ expectations by distributing the entire profit in dividends. 
The critical analysis of AZ’s dividend policy also requires analysing the dividend yield – a measure of paid dividend by considering the nominal value of the dividend and the share price (Arnold, 2012). As shown below, the dividend yield has gradually but consistently declined since its peak at a level of 4.5% in 2016 (Fidelity, 2023). Currently, the dividend yield is slightly above 2.1% or more than twice lower than its peak value (Fidelity, 2023). The trend for decline shows the inability of AZ to generate sufficient profit to maintain high dividend yield. Therefore, the share price is likely to be overvalued, as the cash flow to shareholders, under the form of dividend, consistently declines relative to the value of the share. 

Figure 1 – Dividend yield of AZ (%)
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Source: Fidelity (2023)
Despite the commitment to distribute all profits back to shareholders, AZ’s dividend yield brings concerns. For example, the inflation level is quite high in the UK – 10.1% annually (Trading Economics, 2023). This means that the yield is insufficient to compensate for the rising price levels and the real yields are negative. More importantly, the Bank of England (BoE) has initiated a campaign for higher interest rates (BoE, 2023). The current level of the Base rate is 4.25% - considerably higher than the prolonged period of close to zero rates (BoE, 2023). 
Figure 2 – Changes in the Base rate (%)
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Source: BoE (2023)
Thus, the AZ’s dividend yield of 2.1% is lower than the risk-free interest rate of 4.25%. Such yield is too long given the level of risk when investing in shares. Hence, the dividend yield must considerably increase above the risk-free rate over time. These conclusions suggest that AZ must find ways of increasing its dividend payments in the future, as the current dividend policy is not sustainable given the level of risk-free rates. 
[bookmark: _Toc134110400]Analysis of Efficient Market Hypothesis (EMH)
The EMH suggest that markets are efficient due to several key considerations. The first theoretical pillar suggests that share prices reflect all information which is available to the market (CFI, 2023). Since all information is reflected in the asset pricing process, the second assumption is derived stating that prices are objective and reflecting the fair value of an asset (CFI, 2023). Third, efficient markets also mean no transaction costs (ACC, 2020). Taken together, these key propositions view investors as being rational and having homogenous expectations and full access to information. Given these key propositions, it is suggested that individual investors are unable to beat the market, as they do not have access to additional information and all assets are already priced in a fair way (ACC, 2020). 
Based on these key theoretical propositions, investing should take place by engaging with a low-cost passive portfolio which reflects the general market trends. This is the best way of matching the market returns, as it is unlikely to beat market returns according to EMH (Downey, 2023). Investing strategies, such as market timing and selection of attractive (undervalued) assets, are considered as futile under the EMH theory (Downey, 2023). 
Opponents of EMH claim that the theory does not reflect the actual market realities; thereby, having a low level of validity. They often cite Warren Buffet as an example of investor with excellent track record in detecting and investing in undervalued assets (Downey, 2023). Thus, it is possible to consistently outperform market returns which show as evidence for absence of a fair price valuation. The 1987 market crash is also provided as an example of a considerable deviation from fair value. The market declined by more than 20% in a single trading day; thereby, showing the existence of a bubble and emotional trading, rather than objective and fair valuation process (Downey, 2023). 
Considering these points, markets appear to be far from being completely efficient. Factors, such as transaction costs, information availability (insider trading) and market sentiment appear to be quite relevant drivers of asset pricing in real world.  
[bookmark: _Toc134110401]Project appraisal methods
Three common investment appraisal methods are critically discussed in this section of the report. The information is quite relevance as AZ initiates considerable investments in new projects; hence, the organisation must be able to accurately assess the potential of every investment to maximise the value creation and resource utilisation processes.
The payback period is a universally applied method to measure the required time for repayment of initial investment (Atril, 2011). This is done by considering cash flows – the initial investment (outflow) and the consecutive cash inflows during the life of a project (Atril, 2011). The determination of the payback period is straightforward and easy – key advantages of the technique (Poudel, 2021a). Payback period also has focus on liquidity and can be quite appropriate for small business organisations. Nevertheless, payback period ignores the actual profitability of a project. It also ignores the cost of capital and time value of money which are key concepts, especially when assessing long-term projects (Poudel, 2021a). As a result, payback period may lead to inaccurate estimates by projected more optimistic outcomes than reality, especially in the contemporary highly inflationary environment. 
Accounting rate of return (ARR) is the second major project appraisal method under consideration. Similarly to payback period, ARR is relatively simple to calculate and broadly applied in practice (Atril, 2011). It focuses on measuring profitability which is a key performance area for any project. This is done by measuring the percentage rate of profitability for each year of a project by considering the respective profit for each year against the value of the initial investment (Atril, 2011). The decision rules, which are involved in ARR are simple; hence, the outcomes of the method can deliver important and valid insights when evaluating a set of investment alternatives (Poudel, 2021b). Regardless of its advantages, ARR has significant imperfections which jeopardise its effectiveness in practice. A key disadvantage stems from the fact that ARR also ignores the concept of time value of money (Poudel, 2021b). Inaccurate assessments are also likely because ARR ignores the terminal value of a project. Moreover, the focus on profitability means that cashflows are not considered; hence, this may lead to missing important insights in the process of decision making (Poudel, 2021b). 
The net present value (NPV) method considers all future cash flows. Then, it deducts the cash outflow of the initial investment from the sum of all future cash flows to assess the value creation ability of a project (Atril, 2011). The main advantage of NPV is its focus on time value of money; hence, all future cash flows are discounted. This approach is suggested to deliver more accurate projections regarding the performance of a project compared to cashback period and ARR; thereby, improving the decision-making process (Fernando, 2023). Nevertheless, NPV also has its unique limitations. They stem from the facts that future cash flows are simply estimates and the application of a discount factor may be inaccurate (Fernando, 2023). Revisions of discount factors are particularly evident in respect to long-term projects. NPV is also less accurate when comparing a set of alternative projects which are quite different in nature (Fernando, 2023). 
Considering all, it should be mentioned that every project appraisal method has unique strengths and limitations. Therefore, decision makers at AZ must recognise these specifics and combine different techniques to make more objective decisions in an environment of uncertainty. 
[bookmark: _Toc134110402]Conclusion 
The report critically analysed important concepts in finance and the dividend performance of AZ. The results from the discussion can be of value in decision-making process, as the managed of a large and public multinational corporation requires precision and accuracy in a changing external environment. 
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