The course is HCS 405 – Health Care Financial Accounting 
 

I need a outline (between 700-1,050 words). Selecting a publicly traded health care company in my immediate area. (Which I selected Johnson and Johnson Company (Pharmaceutical Company) here in NJ...   Using data from the company's financial report, develop an analysis of the selected company's financial status. 
(http://www.jnj.com/home.htm) 

  

  The outline should address at the following areas: 
  

a.
The organization's financial plan 
b.
Financial statement analysis 
c.
Operations budgeting and working capital projections 
d.
Capital budgeting 

  

  So I need the outline from A through D with at least 2 to 3 subtopics so that I can write on for this project 

A)

Ans. With rapid change in global scenario, financial management & planning emerged as a distinct field of study. All enterprises realized its importance& began to focus itself on certain episodic events like issuance of capital, financial plan etc.

Johnson & Johnson is a company which provides innovative health care products. It has established itself as a global brand. The company has 72 consecutive years of sales increases & 43 consecutive years of dividend increases.
For an enterprise to be successful in this competitive world, it is essential to have a sound financial planning & forecasts. Financial planning is part of the larger planning system in the firm. The planning process begins with a statement of the firm’s goal or mission. From the mission of the firm, its strategy is derived which defines the products & services the firm will produce & the markets it will serve. To support the strategy, policies & budgets are developed in various areas such as research & development, production, marketing, personnel & finance. These then get translated into financial plan. 
Johnson & Johnson organization financial plan is a sound one. It has successfully used techniques like pro-forma statements, economic assumptions & sales forecasts. The sales of the company increased from $41862 to $47348(in millions), an increase of 13.1% over the last year, showing a net increase in earnings over 1300 million dollars. Policies and strategies framed by the management of the company is very sound. For ex. The company planned to acquire Guidant Corporation in the third quarter of 2005, which it did perfectly as per plans. Financial strength has been a great asset for the company which has provided exceptional flexibility to the company in managing its operations & aggressively pursuing strategies for growth. It has brought added confidence & has provided extraordinary staying power to the company to build its business.
A company formulates its financial plan in a way so that it could achieve maximum growth. While firms are interested in growth, they may be reluctant to raise external equity capital because of reasons like high costs of issue, dilution of control etc. The company, keeping in mind above factors has been able to maintain a sustainable growth rate because of its sound financial plans & policies. Returns to shareholders have shown growth up to 18%.
In my opinion, the financial plan of Johnson & Johnson is very sound. It has a remarkably good market share & is showing consistent performance. The sales of all major products have shown rising trends. The cash flows have been increasing which is a good indication. The company is very clear with its objective & has a great vision. It is exploring new markets & trying to capture them by using fair strategies and skills. The research & development activities are of a major concern to the company because of the environment in which it operates. The expenditure on these activities has risen but in balanced proportion with the revenues so that there is no burden on company’s resources, which is a indication of sound financial planning.
B)

Ans. Financial statements contain a wealth of information which, if properly analyzed & interpreted, can provide valuable insights into a firm’s performance & position. Analysis of financial statements is of interest to lenders, investors, security analysts, managers & other people. Financial statement analysis can be done for a variety of purposes, which may range from a simple analysis of the short-term liquidity position of the firm to a comprehensive assessment of the strengths & weaknesses of the firm in various areas. It is helpful in assessing corporate excellence, judging creditworthiness, valuing equity shares, forecasting bond ratings, predicting bankruptcy, & assessing market risk.  
To analyze these statements, various techniques like ratios, time-series analysis, various models etc. are used.

Johnson & Johnson is the world’s most comprehensive & broad based company in human health care products. It has got a business record for both superior & consistent performance.  

While analyzing the financial statements, apart from financial ratios, facts & figures, one must also keep in mind issues like assessing corporate excellence, forecasting bankruptcy, judging creditworthiness, valuing equity shares etc.

Let us analyze the financial statements of Johnson & Johnson:
Current ratio= Current assets /current liabilities

Here current assets are $27320 & current liabilities are$13927(in millions)

So, current ratio = $27320/$13927

                           = 1.96:1

The current ratio measures the ability of the firm to meet its current liabilities. Internationally, the ideal ratio is 2:1. So, we can say that firm is having a good liquidity position.
Debt-equity ratio= Debt/equity
Here debt=$280+$2565(short-term & long term debt in millions)

Equity=$3120(in millions)

So, ratio =$2845/$3120=.911(approx.)

It indicates lender’s contribution for each rupee of the owner’s contribution. It shows the extent to which debt financing has been used in the business. A ratio under 1 is always considered good.

Inventory turnover= Cost of goods sold/ inventory

                               =$13422/3744(in millions)

                              =  3.584

Inventory turnover shows how rapidly the inventory is turning into sales. A high inventory turnover is indicative of good inventory management. The company is having a good & efficient inventory management.

Total assets turnover ratio= Sales/total assets

                                         = $47348/$53317

                                         =.88

It means that the company generated .88$ for every $1 investment which seems to be a very good return.

Gross profit margin ratio= Gross profit/Sales
                                        = $33926/$47348

                                        = .7165 or 71.65%

This ratio reflects the efficiency with which the management produces each unit of product. The company is having a very favorable margin ratio.

Return on investment= Earnings before int. & tax/total assets

                                  = $12838/$53317

                                  = .240 or 24%

The return on investment by the company is better in comparison to the industry

The earnings per share have raised up to $2.87 which is a very good indication for future prospects.

The debts of the company have been reducing. The cash flows are increasing. The sales of newly launched products are going up. EPS is good in comparison to the industry. Heavy expenses in relation to research & development has been done to cope up with future conditions & rivals.
Therefore, after analyzing we can definitely say that company has got great potential & has a strong managerial team which would take the company to great heights of success.

C)

Ans. Johnson & Johnson achieved $47.3 billion in sales and, through its operating companies, is the world’s most comprehensive and broadly based manufacturer of health care products, as well as a provider of related services, for the consumer, pharmaceutical, and medical devices and diagnostics markets. The more than 200 Johnson & Johnson operating companies employ approximately 109,900 men and women in 57 countries and sell products throughout the world.
 Its operation budgeting has been efficient & working capital projections have been quite accurate. With the growing market share, its advertising & sales promotion expenses have also shot up to $15860 million. Regards operation budgeting, the company has a good formulation strategy. It takes care well of diverse fields like advertising, marketing, inventories, shipping & handling etc.
Working capital management is a significant facet of financial management. The importance of working capital management is reflected in the fact that financial managers spend a great deal of time in managing current assets & current liabilities, arranging short-term financing, negotiating favorable credit terms, controlling the movement of cash, administering accounts receivable, & investing short-term surplus funds.
The working capital needs of the firm are influenced by numerous factors like nature of business, seasonality of operations, production policy, market conditions etc. The maturity of the sources of finance must match the maturity of assets being financed.

The working capital needs of the company are increasing due to increase in sales turnover. The cash flows from operating activities have raised up to $11131million from that of $10595 million. The company’s net earnings raised to $8509million from that of $7197million. Thus, we can see that company is able to meet its working capital needs in an efficient manner. Its strategies are good enough to survive in this competitive world although there are few issues company must take care of:The company is involved in various product liability litigation cases. There are also patent litigation cases against company.
D)

Ans. Recently, a lot of emphasis has been placed on the view that a business firm facing a complex & changing environment will benefit immensely in terms of improved quality of decision making if capital budgeting decisions are taken in the context of its overall strategy. Capital budgeting is a complex process which involves identification of potential investment opportunities, assembling of proposed investments, decision making, preparation of capital budget & appropriations, implementation & review. It is a process of facilitating decisions covering expenditures on long-term assets. 
Johnson & Johnson Company achieved a great performance under the leadership of Mr. William C.Weldon The consumer segment has consistently achieved higher levels of growth relative to the industry.  

The company operates in an environment which consistently demands innovative products. If a health care product company would not realize this important aspect, then its survival would become extremely difficult. Johnson & Johnson understands the need of the future & has made some good capital budgeting decisions. Because of its good decisions, there were lots of new successful product launches in the market. The unprecedented growth in skin care products was due to good decisions made in the past.

The company is having large amount of funds invested in research & development activities ($5203 million). Because of these activities .product innovation has been possible. Its medical devices & diagnostic segment has high growth medical specialties & primary focus of the group is on serious life-threatening & debilitating diseases which require an efficient capital budgeting planning since funds involved would be heavy. The achievements of the company include artificial lumbar disc, hormonal contraceptives, Charite artificial disc etc.
The capital budgeting decisions taken by the company have proved very efficient &effective. All research & development activities have been managed in the best possible manner. There had been never occurred a situation where company is falling short of liquidity or is endangering its solvency. In my opinion, the budgeting process has been effective.
