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[bookmark: _Toc7774437]Introduction
The aim of this paper is to analyse financially GSK, a British pharmaceutical company. To do that, a brief history about the major recent events over the past few years will be exposed. Secondly, a comparison with its major competitor, AstraZeneca will be studied. Moreover, some recommendations on how to improve the financial manager of GSK will be given. 
In the last part, two projects (which are mutually exclusive) will be evaluated by using different methods of capital budgeting (PBP, ARR, IRR and NPV). Therefore, in order to choose one of these projects, financial and non-financial factors will be included. 
The financial analysis has been based on ratio analysis. Financial annual report of both companies has been the source of the ratio’s calculation. The appendix shows the formulas utilized. 
GSK and AstraZeneca used different standard and different currency. In order to facilitate this analysis, these differences will be not considered. 

[bookmark: _Toc7774438]Pharmaceutical industry 
Pharmaceutical companies develop, produce and market licensed drugs or biologicals. 
The business model of the large pharmaceutical companies is complex and has become increasingly so with the technological developments in the industry particularly in relation to the innovation introduced by biotechnology. The business models of large pharmaceutical companies have certain unique aspects. One is the drawn out, highly structured value chain determined in large part by the regulatory process itself. Another is the high cost of product development, with associated high risk of failure. Offsetting these high costs and risk are the high return for successful product development. A further defining characteristic is the focus on innovation (Rasmussen, 2003). 

[bookmark: _Toc7774439]GSK 
GlaxoSmithKline (GSK) is a British science-led global healthcare company that researches and develops wide range of innovative products in areas of Vaccines, Pharmaceuticals and Consumer Healthcare to commercialize them in more than 150 countries around the world. It owns 14 vaccines and 43 pharmaceutical sites in 26 countries. GSK has a simple business model of a large pharmaceutical company. Manufacturing is perceived as key capability of GSK.
The company has a primary listing on the London Stock Exchange and is a constituent of the FTSE 100 Index.
GSK’s mission is “to improve the quality of human life by enabling people to do more, feel better and live longer”. Its strategy is focus on selling “low price – large volume” (GSK report, 2012).

[bookmark: _Toc7774440]GSK’s events over the past few years 
· In 2013, GSK launched a new end-to-end chain strategy to simplify supply chain. To do that was necessary re-designing the organization structure. Therefore, its value chain is more efficient;
· In 2014, company introduced a standard way of working to identify and eliminate the root causes of accidents, defects and waste. Standardized way of working significantly improved business performance, evidenced by 40% decrease in manufacturing interruptions;
· With the objective of simplifying its product portfolio, in the year 2015, GSK completed a transaction of $20 billion with Novartis. GSK received vaccine portfolio from Novartis in exchange of handing its Oncology business to the Swiss company;
· In 2016, Sensodyne (the world's number 1 sensitivity toothpaste) became its first consumer brand. It reached £1bn in sale;
· In 2017, it launched three new products: Shingrix, Trelegy Ellipta and Juluca;
· Emma Walmsley, previously CEO of GSK Consumer Healthcare, became GSK’s CEO in April 2017; she has endeavoured to begin a significant turnaround programme, endeavouring to bring about £1bn of savings by 2020 through a significant cost-cutting programme;
· In 2018, GSK announce a new approach to R&D; acquire Tesaro and a collaboration with 23andMe.

[bookmark: _Toc7774441]AstraZeneca 
The major competitor of GSK is AstraZeneca, a British-Swedish multinational pharmaceutical and biopharmaceutical company. US and Emerging market are the major’s market for AstraZeneca. The largest portion of AstraZeneca’s revue come from neuroscience and cardiovascular drugs. Seroquel IR’s patent expired in 2012, while Seroquel XR is expected to drive profits for a further five years before its patent expiry in 2017. 
In 2018, total revenue declined by 2% respect to year 2017; driver by a 55% decline in Externalisation Revenue. Externalisation Revenue to $1,041m, with the year-on-year performance partly reflecting the impact of $997m of Initial Externalisation Revenue recognised in FY 2017 as part of the Lynparza collaboration with MSD.

[bookmark: _Toc7774442]Financial Performance 
This part of this assessment will be focused on the financial analysis of GSK based on performance ratio and benchmarked against AstraZeneca. GSK will be studied for the past five years (from 2014 to 2018); AstraZeneca for one year, (2018). 
Ratio is a mathematical relationship between one number to another number. Analysts and investors used ratio analysis in order to evaluate the financial performance of the business concern. 
In this section profitability, liquidity, leverage and efficiently ratios are calculated and analysed. 

[bookmark: _Toc7774443]Profitability ratio
Profitability ratios are useful for analysts and investors since they show a company’s ability to generate profit through its operation. 
Gross margin, Operating margin and Return on research capital will be studied. 
Tab. 1: Sales, Gross profit, Operating income and R&D expenditures of GSK (2014-2018) and AstraZeneca (2018). 
	GSK £m
	2014
	2015
	2016
	2017
	2018
	AstraZeneca
2018 $m

	Sales 
	23,006
	23,923
	27,889
	30,186
	30,821
	22,090

	Gross profit
	15,683
	15,070
	18,599
	19,844
	20,580
	17,154

	Operating income
	3,597
	10,322
	2,598
	4,087
	5,483
	3,387

	R&D expenditures*
	3,450
	3,560
	3,628
	4,476
	3,893
	5,932


*R&D expenditures GSK 2014 = £3,923; AstraZeneca 2017 = $5,757. 
Source: Annual Financial Reports of GSK and AstraZeneca. 

Tab. 2: Profitability ratios of GSK (2014-2018) and AstraZeneca (2018). 
	GSK
	2014
	2015
	2016
	2017
	2018
	AstraZeneca
2018

	Gross margin (%)
	68.17
	62.99
	66.69
	65.74
	66.77
	77.65

	Operating margin (%)
	15.63
	43.15
	9.31
	13.54
	17.79
	15.33

	RORC*
	3.99
	4.37
	5,22
	5.47
	4.60
	2.98


*RORC = Return on research capital. 
Source: Author’s calculations and Annual Financial Reports of GSK and AstraZeneca. 



[bookmark: _Toc7774444]Gross margin It represents the amount of sale after incurring the direct cost to produce goods and service. It also measures the efficiency of a company inasmuch it shows how much profit is left to cover overhead and other cash-items. 
GSK 
There has been a steady increase in sales over the past five years. The highest sales’ increase has been between 2015 and 2016 (16,58%). On average, the gross profit has climb up as well (except between 2014 and 2015). 
Keeping in mind that gross margin is calculated by dividing gross profit by sales, its trend should go in the same direction as sales and gross profit trends. In GSK’s case, this mathematical relationship is not verified. In other words, although sales and gross profit have grown, the increase has not occurred to the same size.
In addition, while the trend of the gross profit has increased “at steady pace”, the trend of gross margin has fluctuated. 
The highest gross margin occurred in 2014, and the lowest one in 2015. While sales between 2014 and 2015 has grown by 3.99%, the Cogs has grown by 20.89%. Consequentially, this “huge” increase in the Cogs has impacted on the gross profit and obvisly on the gross margin as well. Indeed, between 2014 and 2015 the gross profit has decreased by 3.9%.   
The huge increase in Cogs in 2015 can be explained by looking at “other intangible assets”, indeed this figure has grown up by 100% respect to the year 2014. The major impact on the “other intangible assets” have been in “Additions through business combination”. Indeed, in 2015, GSK completed a transaction with Novartis. 
GSK vs. AstraZeneca
Although AstraZeneca’s sale in 2018 were lower than GSK, its gross margin has been higher than the GSK’s one. This means that AstraZeneca has managed its assets and liabilities more productively (in order to maximize its profit) than GSK. In other words, AstraZeneca has a better management control of its costs, at least of its direct costs (costs associated with producing the goods and services it sells).
[bookmark: _Toc7774445]Operating margin  It measures a company’s ability to generate profit once it has covered virtually all the expenses required to run a business before paying interests and taxes. 
GSK 
The trend of operating margin overall the past five years, has been more fluctuating and unstable than the gross margin one, especially in 2015. In addition, while in 2015 the gross margin has been the lowest one, the operating margin has been the highest. This could be a sign of the degree of cost control management; at least of variable costs. 
The pharmaceutical industry's lifeblood is R&D. The success of major drug companies is almost wholly dependent upon the discovery and development of new medicines, and their allocation of capital expenditures reflects that fact. On average, pharmaceutical companies dedicate approximately 17% of their budget to R&D, and some companies within the industry spend substantially more than that (Investopedia). 
So, at first glance it would seem like that in 2015 the operating margin was higher because GSK has reduced its investments in research and development. “This is not true”! The gross margin has not increased because the company has spent less money in R&D. 
This is due to the transaction with Novartis. The deal with Novartis expected to reduce its operating cost significantly and save GSK over 1 billion a year (Annual Report GSK, 2015). Therefore, the transaction with Novartis has increased “other operating income” (getting better the operating margin). Indeed, in 2014, “other operating income” have been negative (£ -700) and in 2015 have been positive (£ +7715).
GSK vs. AstraZeneca
AstraZeneca has better management on the direct cost associated with producing the goods and services it sells, but a worse management of other costs, i.e. semi-variable costs. In other words, in 2018, AstraZeneca has a better gross margin, but a worse operating margin compared to GSK. This can be explained by looking at operating expensive. While for GSK the operating expansive have an impact of 73.35%, for AstraZeneca these costs have a major impact, 80.25% on the operating profit. 

In order to discover if the increase in R&D spending is associated with a higher output or productivity, in this analysis will be studied RORC.  
[bookmark: _Toc7774446]RORC (Return on Research capital) It is an element of productivity and grow, it shows how companies develop new products and services for sale. Therefore, it indicates the impact of R&D on the gross profit.   
GSK 
The highest amounts of RORC occurred in 2016 and 2017. This can be explained by looking at the three new products (Shingrix, Trelegy Ellipta and Juluca) launched by the company in 2017. Therefore, the investments in R&D in the previous years, has increase the profit in 2016 and 2017. However, Research and development are difficult to manage since the defining future of research is that the researchers do not know in advance exactly its cash flows. Ultimately, it is difficult to verify that an increase in R&D today will lead to an increase in profit tomorrow. It is necessary to consider for example, the requirements to regulatory approval and the failure rates.
GSK vs. AstraZeneca
On average, the impact of R&D on the gross profit has been better for GSK (in 2018). This could mean that the technology used by GSK is more innovative and more cutting-edge than AstraZeneca. 
[bookmark: _Toc7774447]Liquidity ratios 
Liquidity ratios measure a company’s ability to convert assets into cash quickly and cheaply. Therefore, liquidity ratios calculate a company’s ability to pay its short-term debt on time. 
Current ratio, Quick ratio and Cash ratio will be analysed.
Tab. 3: Current assets, Current liabilities, Inventory and cash and cash equivalent of GSK (2014-2018) and AstraZeneca (2018). 
	GSK £m
	2014
	2015
	2016
	2017
	2018
	AstraZeneca 2018 $m

	Current assets
	14,678
	16,587
	16,711
	15,907
	16,927
	15,591

	Current liabilities
	13,295
	13,417
	19,001
	26,569
	22,491
	16,292

	Inventory
	4,231
	4,716
	5,102
	5,557
	5,476
	2,890

	Cash and cash equivalents
	4,338
	5,830
	4,897
	3,833
	3,874
	4,831


Source: Annual Financial Reports of GSK and AstraZeneca. 

Tab. 4: Liquidity ratios of GSK (2014-2018) and AstraZeneca (2018). 
	GSK
	2014
	2015
	2016
	2017
	2018
	AstraZeneca
2018
	

	Current ratio
	1.1
	1.24
	0.88
	0.6
	0.75
	0.96
	

	Quick ratio
	0.79
	0.88
	0.61
	0.39
	0.51
	0.78
	

	Cash ratio
	0.33
	0.43
	0.26
	0.14
	0.17
	0.3
	


Source: Author’s calculations and Annual Financial Reports of GSK and AstraZeneca. 

[bookmark: _Toc7774448]Current ratio It shows a company’s ability to pay short-term (less than one year) obligations. As a role of thumb, the higher the current ratio, the greater the safety margin between current obligations and the ability to pay them. However, too high level of current ratio indicate that the company is not efficiently using its current asset. 
GSK 
In 2014 and 2015, the current ratio has been more than 1. This would suggest acceptable liquidity and efficient management of working capital. From 2016 to 2018, current ratio has been less than one. This indicate possible liquidity problem. 
Between 2015 and 2016, while current assets have grown by 0.7%, the current liabilities have grown by 40.62%. The major impact of this growth has been the short-term borrowing, passed from £1,308 to £4,129. Also, trade and other payable has passed from £8,885 to £11,964. 
In other hands, while the trend of current assets has been stable, the current liabilities have duplicated from 2014 to 2018. 
This trend has due because GSK has a £ 8.1 billion US commercial paper program, of which £ 1.1 billion was in issue at 31 December 2016. GSK also has £ 1.9 billion five year committed facilities and £ 2.0 billion of 364 day committed facilities. The five-year committed facilities were agreed in September 2015 and were extended by one year to 2021 in September 2016.Trade and other payables included £36 million (2015 – £17 million) due to associates and joint ventures (Annual Report GSK, 2016). 
GSK vs. AstraZeneca
In 2018, the current ratio of AstraZeneca has been about 1. This mean that managers of AstraZeneca have managed efficiently its current assets, at least better than GSK. 
[bookmark: _Toc7774449]Quick ratio The concept of quick ratios is very similar to current ratio. The quick ratio assumes that only cash, cash equivalent, short-term marketable securities and accounts receivable will turn to cash quickly. It does not include inventories. This means that the difference between current ratio and quick ratios are inventories. 
GSK 
Both, current assets and inventory in the last five years have grown at steady pace. However, the increase in inventory has failed to change the trend of quick ratio. Indeed, the trend of quick ratio has been similar to the trend of current ratio. This is due to the current liabilities’ trend that has fluctuated passing from £ 13,295 to £ 26,569 (overall the past five years).
GSK vs. AstraZeneca
In 2018, quick ratio for AstraZeneca has been higher than GSK’s one. Even, excluding the inventory AstraZeneca has a greater ability to pay its short-term obligations than GSK. 
[bookmark: _Toc7774450]Cash ratio It represents a company’s ability to repay its short-term debt with readily-liquidated cash and cash equivalent on hand. Compered to current and quick ratios, this is more conservative inasmuch it only considers a company’s most liquid resources.
GSK
Overall the past five years, the trend in cash ratio has fluctuated, and its proceeding has been similar to the current and quick ratios.
Its average, overall the past five yeas has been 0.26. This means that that the company has insufficient cash to pay its short-term debt. 
However, it is necessary to underline that most of GSK’s borrowing have a deadline of over a year (as shown in the tab.5). This means that for pharmaceutical companies the “biggest challenge” is the ability to pay their long-term borrowings. 
GSK vs. AstraZeneca
As other liquidity ratios, AstraZeneca performed better than GSK. In 2018. AstraZeneca has a “grater” ability to pay its short-term borrowing (less than one year) by using cash and cash equivalent. 
Finally, AstraZeneca has a better liquidity position than GSK.

[bookmark: _Toc7774451]Leverage ratios 
Leverage ratios are used by company and investors to measure a company’s risk and to determine the relative level of debt load that a business has incurred. 
Debt-equity ratio and Debt-to-capital ratios will be studied. 
Tab. 5: Short-term borrowing, Long-term borrowing and Total equity of GSK (2014-2018) and AstraZeneca (2018). 
	GSK £m
	2014
	2015
	2016
	2017
	2018
	AstraZeneca 2018
$m

	Short-term borrowing
	2,943
	1,308
	4,129
	2,825
	5,793
	1,754

	Long-term borrowing 
	15,841
	15,324
	14,661
	14,264
	20,271
	17,359

	Total equity
	4,936
	8,878
	4,963
	3,489
	3,672
	14,044


Source: Annual Financial Reports of GSK and AstraZeneca.
Tab. 6: Leverage ratios of GSK (2014-2018) and AstraZeneca (2018). 
	GSK
	2014
	2015
	2016
	2017
	2018
	AstraZeneca
2018
	

	Debt-equity ratio
	3.8
	1.87
	3.78
	4.9
	7.1
	1.36
	

	Debt-to-capital ratio 
	0.79
	0.65
	0.79
	0.83
	0.88
	0.57
	


Source: Author’s calculations and Annual Financial Reports of GSK and AstraZeneca. 


[bookmark: _Toc7774452]Debt-equity ratio It measures a shareholder’s ability to cover all outstanding debts in the event of a business downturn. A high amount of this ratio means high risk because a company has been aggressive in financing its growth with debt. 
GSK
The trend in debt-equity ratio has been climbed except in 2015; this is due to GSK has £6.8 billion US commercial paper programme which was undrawn at 31 December 2015. GSK also has £1.9 billion five year committed medium-term facilities and £1.7 billion of 346 day committed facilities. These facilities were put in place in September 2015 and were undrawn at 31 December 2015 (Annual report GSK, 2015). 
The highest amount occurred in 2018. In 2018, in other words, more assets have been financed by debt. Compared to the previous year (2017), short-term borrowing has increased by 105% and long-term borrowing by 42%.
In June 2018, £3.5 billion was drawn to support the acquisition from Novartis of the remaining stake in the Consumer Healthcare Joint Venture. In addition, a $5.0 billion bank facility was agreed in December 2018 to support the acquisition of Tesaro and was undrawn at 31 December 2018 (Annual report GSK, 2018). 
GSK vs. AstraZeneca
D/E ratio for AstraZeneca in 2018 has been 1.36$. This means that AstraZeneca has a lower risk than GSK, and it have done better investment. 

[bookmark: _Toc7774453]Debt-to-capital ratio It is used to understand a company’s financial structure. The higher the debt-capital ratio, the risker the company. 
GSK 
Respect to the D/E ratio, Debt-to-capital ratio has been more stable over the past five years. Again, the lowest amount has been found in 2015; and the highest one occurred in 2018. Hence, over the years GSK has become riskier because GSK must maintain a high level of sales in order to meet its debt servicing obligations. This means that a down turn in sales could spell solvency issues for the company. It needs to be noticed that in some case, high level of debt loan financing could present an opportunity for abnormal return to shareholders. But in the GSK’s case this is not valid: the loan has used in an inefficient manner inasmuch the trend in shareholders equity has deceased over the past years (except in 2015).
GSK vs AstraZeneca 
AstraZeneca in 2018 performed better than GSK. 

[bookmark: _Toc7774454]Efficiently ratios 	
Efficiently ratios measure a company’s ability to use its assets to generate income. They are often used by analysts to understand and measure a current company’s performance. 
Tab. 7: Sales, Total asset and Fixed asset of GSK (2014-2018) and AstraZeneca (2018). 
	GSK £m
	2014
	2015
	2016
	2017
	2018
	AstraZeneca 2018 $m

	Sales
	23,006
	23,923
	27,889
	30,186
	30,821
	22,090

	Total asset
	40,651
	53,446
	59,081
	56,381
	58,066
	60,651

	Fixed asset
	9,052
	9,668
	10,808
	10,860
	11,058
	7,421


Source: Annual Financial Reports of GSK and AstraZeneca.

Tab. 8: Efficiently ratios of GSK (2014-2018) and AstraZeneca (2018). 
	GSK
	2014
	2015
	2016
	2017
	2018
	AstraZeneca
2018

	Asset turnover
	0.57
	0.45
	0.47
	0.53
	0.53
	0.36

	Fixed asset turnover
	2.54
	2.47
	2.58
	2.78
	2.78
	2.98


Source: Author’s calculations and Annual Financial Reports of GSK and AstraZeneca. 




[bookmark: _Toc7774455]Asset turnover  Measures the value of a company’s sales or revenue relative to the value of its assets. Hence, in other words it represents a company’s efficiency to use its asset to generate revenue (Investopedia).  
GSK
In 2015, the asset turnover has been the lowest one (0.45), because sale has increase by 3.99% and total asset has increase by 31.47% (compared to the previous year). This is due to “in 2015, we made substantial progress to accelerate new product growth, integrate new business in Vaccine and Consumer Healthcare and restructure our global Pharmaceutical business. This progress means the Group is well positioned to return to core earnings growth in 2016” (Annual Report GSK, 2015). Indeed, in 2016 sale has increased by 16.58%. 
However, the trend of Assets has been stable. On average this metric has been 0.51. This means that each pound of assets generates 0.51p of sales. 
GSK vs AstraZeneca 
AstraZeneca has lower efficiency compared to GSK, at least in 2018. 

[bookmark: _Toc7774456]Fixed asset turnover  It measures the operating performance of a company. Hence, it represents the ability of a company to generate net sales from its fixed-asset investment PPE. 
GSK 
As Asset turnover ratios, Fixed asset turnover has been stable. PP&E has increased over the past five years, but sales have increase as well. This means that GSK has increased the sales because has increased its fixed assets. 
GSK vs AstraZeneca 
In this case, AstraZeneca has used its fixed assets more efficiency than GSK. 
[bookmark: _Toc7774457]Recommendations – how to improve GSK’s performance
All in all, overall the past years GSK has done a good performance. But as it known, there is always somethings that could/should be improved. As it shown in Tab.1 the GSK’s sales have increased by 25% from 2014 to 2018. This is due to a strong distribution network done by the company. GSK’s products are available in over 100 countries all over the word. In order to continue to increase its growth GSK should extend (even more) its distribution network. GSK would be able to benefit from the advantages of economies of scale. 
Also, in order to continue its growth GSK could increase the prices of drugs, but it needs to be considered that in many countries the prices of drugs are controlling by law. 
The intensive competition in the pharmaceutical industry limits market share and rise to price wars, but transaction and acquisition GSK helped GSK to “solve” this issue. Indeed, the transaction with Novartis and the acquisition of Tesaro helped the company to expand its portfolio and increase market share. Therefore, GSK should follow this way. 
Many GSK’s drugs and vaccines are now exposed to competition from generic medicines and also some of the blockbuster products are reaching maturity. GSK has done big investments in the R&D and these investments helped the company to launch new products and to strengthen its brand image. Investing in R&D means develop future innovation capabilities. Analysts and investors will monitor R&D levels in order to gauge future competitiveness. Therefore, an investor, more likely, will be more incline to invest in GSK (compared to AstraZeneca). Research and development are difficult to manage since the defining future of research is that the researchers do not know in advance exactly its cash flows. As a result, higher R&D spending does not guarantee more market share or more profit. Despite investment in the pharmaceutical industry are risky, GSK should continue to invest in R&D in order to precede its competitor/s. Indeed, “speed” in the pharmaceutical industry is the major resource for creating a competitive advantage. 

[bookmark: _Toc7774458]Limitations of financial analysis
The financial ratios studied above has the following limitations:
1. AstraZeneca and GSK used different standard and different currency;
2. GSK has been studied for 5 years and AstraZeneca for 1;
3. GSK’s financial analysis was not compared to the pharmaceutical industry. 


[bookmark: _Toc7774459]Capital Budgeting 
Payback period, accounting rate of return, net present value and internal rate of return of two different projects are calculated in order to choose one of these two projects. 
	
	
	
	
	
	


[bookmark: _Toc7774460]Payback period
The Pay-back period calculates the time for a project to repay in cash terms its initial investment. It is expressed in terms of time.  
	
	
	
	A
	
	
	B

	Year
	
	Cumulative net cash flows A (£)
	
	
	Cumulative net cash flows B (£)
	

	0
	
	-85
	-85
	
	-90
	-90

	1
	
	-75
	10
	
	-65
	25

	2
	
	-55
	20
	
	-35
	30

	3
	
	-15
	40
	
	0
	35

	4
	
	40
	55
	
	40
	40



PBP A  The PBP for project A is between 3rd and 4th years:   years.
PBP B The PBP for project B is 3 years. 
Decision roles: a project with shorter payback period will be adopted, since the investment initial outlay is put at risk for shorter period.
GSK should adopt project B because at the end of the third year the initial investment will be cover .
[bookmark: _Toc7774461]Advantages and disadvantages of PBP period. 
For small business the PBP could be the best method among the other budgeting methods.  Indeed, small company with limited liquidity need to quickly recover their cost in order to reinvest it in new opportunities. Also, it is useful for industries that are uncertain or witness rapid technological changes.   Moreover, its calculation is the easier one and its understanding is simple. 
It needs to be noted that it ignores cash flows after the payback period, it takes no account of the “time value of money” and it ignores project’s profitability. 


[bookmark: _Toc7774462]Accounting rate of return
The accounting rate of return ARR is also known as Return on capital employed ROCE and return on investment ROI. ARR calculates the profit of an investment as a percentage of the original cost. 
ROI A  
ROI B  
Decision role: the project with highest ROCE will be accepted. 
GSK should adopt project A because (ROI A > ROI B).
[bookmark: _Toc7774463]Advantages and disadvantages of ARR
The ARR method measures the whole profitability of the project. Indeed, this method is useful for the shareholders since they are interested in return on investment. Also, like the PBP, it is easy to calculate and to understand the results. 
However, it does not consider both the cash flows and the “time value of the money”. 

[bookmark: _Toc7774464]Net present value 
The net present value calculates the monetary value now of a project’s future cash flows. It is expressed in terms of monetary value. 
	

	Year
	
	DF A
	NCF A (£)
	PV A (£)
	
	DF A
	NCF B (£)
	PV B (£)
	

	0
	
	1.000
	-85
	-85
	
	1.000
	-90
	-90
	

	1
	
	0.905
	10
	9.05
	
	0.905
	25
	22.62
	

	2
	
	0.819
	20
	16.38
	
	0.819
	30
	24.57
	

	3
	
	0.741
	40
	29.64
	
	0.741
	35
	25.94
	

	4
	
	0.671
	55
	36.90
	
	0.671
	40
	26.84
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	6.97
	
	
	
	9.96
	

	
	
	
	
	
	
	
	
	
	

	




R=10.5% 
NPV A = - 85 +  + + +  = 6.97; 
NPV B = -90 +  +  + +  = 9.96. 
Decision role: the project with positive NPV will be accepted. If both projects have a positive NPV, managers should adopt a project with the higher NPV. 
Both project are considered to be acceptable, but GSK should adopt project B because NPVB > NPV A . 
[bookmark: _Toc7774465]Advantages and disadvantages of Net present value
The NPV is based on the consideration that money received in the future are worth less than money in the bank today. Therefore, this method satisfies the interest of the owners since they can see how much a project will contribute to their value. 
It should be pointed out that its relatively difficult to calculate, inasmuch investor need to know exactly the discount rate, the size of each cash flows and when each cash flows will occur. 
[bookmark: _Toc7774466]Internal rate of return 
The internal rate of return IRR is a discount rate that makes net present value NPV of all cash flows equal to zero. It is expressed in terms of percentage. 
Project A 
  ;
         = ;
     = 13.43% 
Or  
       

Project B 
       ;
       ;
     = 15.16% 
Or  
       
Decision role: project with highest IRR. 
GSK should adopt project A. 
[bookmark: _Toc7774467]Advantages and disadvantages of IRR
IRR considers the time value of money. In addition, it is very simple to understand after the IRR is calculated. 
From the other side, its major weak is that it ignores the actual money value of benefits. Also, it ignores the size of project when comparing projects. Finally, it assumes that those cash flows can be reinvested at the same rate as the IRR.

[bookmark: _Toc7774468]Considerations  
Every method analysed above presents different weakness and strength. Also, different method gives different result. Therefore, the choice is not immediate and simple. In other hand, a financial analysis is not enough. Investors should consider that every industry has different need and they should insert non-financial factors in their analysis.  
Internal and external factors affecting process of investment decision of companies. 
· Internal factors: employees, owners, board of directors ext.;
· External factors: customers, competitors, culture, law, government, supplier ext.
In addition, there are other non-financial factors that investor should insert in their decision:
· Security: some machinery for example, could be efficient but dangerous;
· Flexibility and adaptability: same machinery could alter the productive process;
· Repairs and maintenance costs;
· Operational considerations: need to restrain/recruit workers;

However, as it shown above, most of investment for pharmaceutical companies concern R&D and fixed assets. 
Investment in research and development in this sector are risky and difficult to evaluate. Even if a project has higher yields, it does not mean that is the best project to be adopted by the company at that time. Indeed, in this sector it needs to be considered that there is a high level of failure rate. Also, for other kind of investments such as tangible and intangible assets are characterized by a high uncertainty inasmuch innovations and technology play a very important role. 
Therefore, the choice becomes more difficult. At first glance, it could say that both projects should be adopted by the company in correlation of the GSK’s dimension. But the aim of this part of this paper is to choose one project.
Whereas the “speed and security” can create a very important competitive advantage in the pharmaceutical sector, GSK should choose project A.
Although the PBP method has much more limitations than other methods, GSK should be based its decision on this method, because even a one-day delay can dramatically shift the entire competitive landscape. 
[bookmark: _GoBack]Ultimately, the PBP is useful for companies that are uncertain or witness rapid technological changes. 
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[bookmark: _Toc7774470]Appendix 1: formulas 
Profitability ratios:
· 


· ;


·  .

Liquidity ratios:
· 


· 


· 

Leverage ratios: 
· 

· 

Efficiently ratios:
· 

· 



















Liquidity ratios - GSK 2014 2018 

Current ratio	2014	2015	2016	2017	2018	1.1000000000000001	1.24	0.88	0.6	0.75	Quick ratio	2014	2015	2016	2017	2018	0.79	0.88	0.61	0.39	0.51	Cash ratio	2014	2015	2016	2017	2018	0.33	0.43	0.26	0.14000000000000001	0.17	Year


£m




Leverage ratios - GSK 2014-2018

Debt-equity ratio	2014	2015	2016	2017	2018	3.8	1.87	3.78	4.9000000000000004	7.1	Debt-to-capital ratio	2014	2015	2016	2017	2018	0.79	0.65	0.79	0.83	0.88	Year


£m




Efficiently ratios - GSK 2014-2018

Asset turnover	2014	2015	2016	2017	2018	0.56999999999999995	0.45	0.47	0.53	0.53	Fixed asset turnover 	2014	2015	2016	2017	2018	2.54	2.4700000000000002	2.58	2.78	2.78	Year


£m




Profitability ratios - GSK 2014-2018

Gross margin	2014	2015	2016	2017	2018	68.17	62.99	66.69	65.739999999999995	66.77	Operating margin	2014	2015	2016	2017	2018	15.63	43.15	9.31	13.54	17.79	RORC	2014	2015	2016	2017	2018	3.99	4.37	5.22	5.47	4.5999999999999996	Year


%




