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[bookmark: _Toc502329654]Part-A
[bookmark: _Toc502329655]Brief History of Glaxo SmithKline:
The GlaxoSmithKline is one of the leading pharmaceutical companies of UK and a well known name in the global pharmaceutical industry. The organization was established in the year 2000 through a merger of the organizations of SmithKline Beecham and Glaxo Wellcome. The main products of the organization are medicines, vaccines and healthcare products all that are needed to provide a healthy life to the people across the world. After merging in 2001 the organization acquired a size of $75.7 billion. The merging of the two organization has been done so that a bigger pharmaceutical can be formed that can bear the huge cost of research and marketing (Pharmainfo.net, 2014).
Before the merger that took place in 21St century the origin of this pharmaceutical giant can be traced in 1715 as “Plough Court Pharmacy” that was opened by Silvanus Bevan in London. Later this Pharmacy became familiar in the name of “Allen and Hanburys”. In the year 1830 a drugstore was opened in Philadelphia by MR. John K. Smith. And the company got the name of “John K. Smith & Co” in 1716 when the younger brother of MR. John K. Smith, MR George joined to the company (Silvestrini and Connolly, 2017). Later Marlon Kline joined in the organization “John K. Smith & Co” and the organization started to become familiar in the name of SmithKline group.
In 1842 Beecham’s Pills was started by Thomas Beecham for selling the laxative products nand the organization was then became familiar as Beecham Group. On the other hand the “Borroughs Welcome & Company” was opened in England together by Henry Wellcome and Silas Borroughs. Mr Henry Wellcome was an American pharmacist and they together open the company for selling pharmaceutical products. The organization SmithKline Beecham was forms in 1995 from the merger of the three groups namely the SmithKline group Beckman group and the Beecham Group. Finally in 2000 the merger between the Glaxo and Beecham Group developed the company named as Glaxo SmithKline (GSK). Thus the organization Glaxo SmithKline formed from a series of mergers between different pharmaceutical and drug producing companies (Gsk.com, 2010).
The head quarter of the company which is known as the GSK house was opened in Bedford London and the inauguration of the office was then done by the then prime minister MR. Tony Blair and the office officially started to work from the year 2002.At that time the huge building of headquarter of the organization was built at the cost of 3000 million pound and that time 3000 administrative staffs were working at that building. In 2001 the organization Glaxo SmithKline went for an acquisition of the company named Block Drug at a cost of US$1.24 billion. Block Drug was a new jersey based company and was specialized in the production of the dental care products (Johnson et al.,2009).
In 2006 the organization GSK went for another big acquisition and acquired the consumer healthcare company CNS Inc that is originally based in USA. The company CNS Inc was popular for their products like Breathe Right nasal strips and Fibre Choice dietary supplements. This acquisition cost the GSK an amount of US$566 million and the whole transaction was completed in cash
In 2005 the organizat6ion GSK got a new CEO Chris Gent (former CEO of Vodafone) and the organization started to grow under the strong leadership of MR Gent. In 2007 the first research and development segment of the organization was being opened in China with an objective of developing some path breaking medicines for the diseases that are related to the denegation of neurons among the human being.
The next prominent chief executive officer of the organization was Andrew Witty who served the organization between May 2008 to April 2007 and he was also the earlier president of the organization for the European operation during 2003(Watts et al.,2010).
Under the strong leadership of MR Witty the organization went for several other acquisition that definitely gave some competitive edge to the organization in different other segments.
One of the major acquisition that made by the company was the acquisition of the Stiefel Laboratories in 2009 for getting some grab over the dermatology drug sector and the Stiefel Laboratories was then one of the largest independent dermatology drug company of the world This acquisition made the company to incur a cost of 3.6 billion dollars. In 2009 the organization got the recognition of approval from FDA (Food and Drug Administration, USA) for the vaccine released by the organization as a protection against the H1N1 influenza. In 2009 the GSK worked jointly with its closest rival “Pfizer” for holding research and analysis for developing some drugs for sighting the disease of HIV. The other important acquisitions that was being made by the organization is the acquisition of the pharmaceutical company named as Laboratories Phoenix that was a leading argentine pharmaceutical business  and the acquisition was made by GSK for the cash consideration of $253 million. Besides the acquisition of the UK based sports Nutrition Company named “Maxinutrition” has also helped the organization to get an edge in the sports nutrition segment. In 2011 GSK brand sold their 17 unprofitable brands to “Prestige Brands Holdings”
In 2014 as a part of focusing and penetrating in the emerging market, GSK bought a stake of 1 billion dollar for its pharmaceutical units in India
In 2014 the organization GSK made a deal of, 20 billion dollar with Novartis (The organization is specialized in using science-based innovation to address some of most challenging diseases of the world like cancer) for mutually helping the each other in selling and distribution of their products. According to this deal the organization GSK that has more expertise in handling the Vaccine business will buy the Vaccine business of Novartis and GSK will sell the business of making drugs for cancer to Novartis that have grater capability in handling this business. Most recently, in December 2017 as per the latest report of Reuters, the organization GSK has increased its penetration in the Saudi Arabian Pharmaceutical industry by enhancing control over the Banaja KSA Holding Company which is the Saudi Partner of GSK .
[bookmark: _Toc502329656]Part-B

[bookmark: _Toc502329657]Review of the financial performance of Glaxo SmithKline through ratio Analysis:

[bookmark: _Toc502329658]Analysis of the key financial performance of the chosen organization for a period of 5 years (2016-2012) :

[bookmark: _Toc502329659]Profitability Ratios:

The profitability ratios are calculated in order to assess the capability of a firm to generate earnings in proportion to the cost that has been incurred for generating those earnings. The ratio also describes the capability in greeting return for the inventors who have invested in the company(Saleem, and Rehman, 2011). The profitability ratios that are expressed in terms of margin define the efficiency of the firm to transform the sales revenue earned in to profit at the various stages of the business operations.
Gross profit margin:
The Gross profit margin actually describes the proportion of the gross sales turnover that business has managed to save after deducting the cost directly associated with the operation of sales. Thus the gross profit margin defines the efficiency of the company in controlling the cost of manufacturing and inventory and how well the organization has passed the associated cost to the consumers in the form of selling price of the products. Because, higher will be the price of the product to be sold higher will be the coverage of the cost of sales that is incurred by the business (Stahl et al.,2012). Therefore a higher value of gross profit margin is always preferable for the organization. A higher value of the gross profit margin always reflect the fact that the products or services sold by the business is high on demand and business has managed to pass a substantial portion of the cost of sales to the consumers in the form of high selling price and that is why the volume of the gross profit of the organization will be quiet high.

	Glaxo SmithKline(GSK) Ratio Analysis

	financial statement  items
	£,million
	£,million
	£,million
	£,million
	£,million

	 
	2012
	2013
	2014
	2015
	2016

	Gross profit 
	18506
	17,920
	15,683
	15,070
	18,599

	Total revenue earned
	26,431
	26,505
	23,006
	23923
	27889

	Gross profit margin ([Gross profit /Net sales]*100) 
	70%
	68%
	68%
	63%
	67%



The gross profit margin of the chosen organization has registered a declining trend from 2012 onwards. In 2012 the ratio was around 70% and after that it declined to 63% in 2015 and then the organization has managed to recover	 the ratio slightly in 2016 when the ratio has increased to 67% (Momentum et al., 2017). Looking at the ratio it can be seen that in 2012 & 2013 the revenue earning of the organization has increased slightly and in 2014, 2015 the revenue earning of the organization has declined further but the gross profit earning of the organization have registered a continuous decline from 2012 onwards and has slightly recovered in 2016 due to the increase in the sales turnover(Laudon, and Traver, 2013. ). Thus it can be seen that inefficiency in controlling the cost of sales is the main underlying reason responsible for decline in the gross profit over year as due to this inefficiency the business has managed to save smaller proportion of the sales turnover as gross profit and that is why the gross profit margin is declining over years starting from 2012.However the ratio recovered slightly due to the increase in sales revenue earnings slightly.
Net profit margin:
The net profit margin is calculated after deducting the all the operational expenses and overhead expenses as well as tax related expenditure from the gross profit. So this ratio defines that how much proportion of each sales revenue earned is saved as net profit. That is higher will be the margin, grater will be the efficiency of the company in controlling the operational as well as overhead and other  expenses like tax interest and deprecation that are commonly incurred by a business(Bikker  and Hu,2012).

	Glaxo SmithKline(GSK) Ratio Analysis

	financial statement  items
	£,million
	£,million
	£,million
	£,million
	£,million

	 
	2012
	2013
	2014
	2015
	2016

	Total revenue earned
	26,431
	26,505
	23,006
	23923
	27889

	Net profit, PAT
	4678
	5638
	2,831
	8,372
	1,062

	Net Profit margin (Net profit or PAT/Net sales): 
	17.70%
	21.27%
	12.31%
	35.00%
	3.81%



The net profit margins of the organization GSK have registered a very erratic trend with some sharp increase and decline in the value of the ratios. The ratio has increased to 21.27% in 2013 over that of 2012(17.70%) which indicates a control over the operational expenses of the organization. But in 2014 the ratio has registered a further decline to 12.31% to a recovery of 35% in 2015 and again the ratio became as low as 3.81% in 2016(Martani and Khairurizka, 2009.).The underlying reason that can be identified is the rapid increase in the operational cost of the organization due to the investment in the infrastructural development for enhancing the productivity of the segments of vaccine production and the segment of consumer health care products in 2016.That is why the net profit of the 2016 is proportionately much lower than that of 2015 as much of the gross profit of the organization has been absorb in the operational expense of the organization (Gsk.com, 2014).

[bookmark: _Toc502329660]Liquidity ratios:
The liquidity ratios describes the availability of cash within an organization that can be used for paying the current liabilities or say the liabilities that are to be paid by the organization with in  a period of  less than 1 year. The liquidity ratios also describes that whether the available current assets of the organization are sufficient enough to meet the current liabilities of the organization when they will become due. The liquidity ratios for an organisation are also the reflect the availability of the cash and marketable securities that can be quickly converted in to the cash with respect to the outstanding debts of the organization that are to paid within a short period of time(Saleem and Rehman,  2011). Therefore a high liquidity ratio is always preferred as high liquidity ratio will reflect strong financial position of the organization and a high ratio reflects low loan default risk with respect to the organization.
Current Ratio:
The current ratio describes the ability of an organization to pay current liabilities and debt out of the current assets of the organization which are mostly cash or those marketable securities that can be quickly converted in to cash and can be used for paying the current liabilities. The investors always prefer to invest in organizations that have a high current ratio compared to the company that have a low current ratio, as the organization with high current ratio is more likely to pay back to the investors and creditors(Gsk.com, 2013).
However a too high current ratio is not good for the organization as it may indicate that the organization is not efficiently using their current assets for servicing the current liabilities. The standard current ratio varies from one industry to another (Heikal et al.,2014). Generally if the volume of current asset of the organization exceeds the volume of the current liabilities of the organization the current ratio of the organization is more than 1 and a current ratio more than 1 is considered to be a good ratio for the organization.
	Glaxo SmithKline(GSK) Ratio Analysis

	financial statement  items
	£,million
	£,million
	£,million
	£,million
	£,million

	 
	2012
	2013
	2014
	2015
	2016

	Current asset
	13,692
	15,227
	14,678
	16,587
	16,711

	Current liability
	13,815
	13,677
	13,295
	13417
	19,001

	Current Ratio ([Current asset/Current liability]*100): 
	0.99
	1.11
	1.10
	1.24
	0.88



The current ratio of the organization has registered a rising and stable trend from 2012 onwards up to 2015.The reason behind this is that the organization has well controlled the growth of the current liability with a steady gradual growth of the current asset of the organization during 2012-2015.That is why it can be seen that during the period the organization achieved a steady and healthy ration which is above 1 and indicates that during 2013-2015 the volume of current asset of the organization exceeded the volume of current liability of the organization(Babalola and Abiola,  2013). However the increase in investment for the expansion of the different segment of the organization have reduced the volume of current asset in proportion to the current liability holding of the organization which has led to the decline in the ratio.
Quick Ratio:
The quick ratio or the acid test ratio defines the capability of the organization to service the current liability of the organization only by using the quick assets or the near cash assets. The quick assets are those assets that can be quickly converted in to cash that is close to their book value .So generally high quick ratio is preferred for the organization, but this ratio does not reflect the full financial health of the organization(Niresh,  2012). Because, if an organization has a very small debtor period and very long creditor period then the organization have a low quick ratio as the liability or the denominator of the current liability of the organization will be large enough compared to the numerator but still the organization has a healthy financial position.
	Glaxo SmithKline(GSK) Ratio Analysis

	financial statement  items
	£,million
	£,million
	£,million
	£,million
	£,million

	 
	2012
	2013
	2014
	2015
	2016

	Current asset
	13,692
	15,227
	14,678
	16,587
	16,711

	Current liability
	13,815
	13,677
	13,295
	13417
	19,001

	Average Inventory holding
	3969
	3,900
	4,231
	4716
	5102

	Quick Ratio ([Current asset-Inventories]/ Current liability*100) 
	0.70
	0.83
	0.79
	0.88
	0.61



The quick ratio of the organization is reflecting the same trend as the current ratio of the organization. The quick ratio  were on an average over 70% during the period 2012-2015 and has registered a decline to 61% in 2016(Kirkham, 2012).That is during 2012-2015 the quick asset of the organization was more than 70% of the current liabilities of the organization  and in 2016 the quick asset has become 61% of the current liability of the organization with the increase in current liability and decline in quick assets that can be quickly converted in to cash.
[bookmark: _Toc502329661]Efficiency ratios:
The efficiency ratio of a business organization reflects the capability of the organization in efficient usage of assets and liabilities that can be used for generating the sales turnover. Higher will be the efficiency of the organization, more the organization will be capable in minimizing the net investment in the assets of the organization as the organization have to borrow less for running their day to day business operations(Biddle et al.,2009). The efficiency ratios are used to assess the capability of the management of the organization as if the asset related efficiency or the turnover ratios are high then it indicates that the management of the organization is capable in generating maximum sales from the usage of the minimum assets
Return on capital employed:
This ratio defines the amount of excess value created over and above the weighted average cost that has been incurred for acquiring the capital. In other words In other words the ratio of the return on capital employed reflects how many dollars in the profit that is earned by an investor is generated by each dollar of capital employed by the organization. Grater will be the amount of dollars generated per unit dollar of capital employed; more will be the efficiency of the company(Muhammad and Ismail, 2009). This ratio also describes the financial health of the organization from the perspective of the long run as the ratio reflects that how the assets are performing in generating sales turnover while taking in to consideration the long term finances taken by the organization. A value of 0.3 of the return on capital employed ratio describes that an organization has managed to earn a profit 30 cents out of every dollar of capital employed. 
Investors always prefer to study the ratio of return on capital employed of an organization as the value of the ratio describes the efficiency of a business organization in employing capital and applying the financing strategies (Yunus et al., 2010).
	Glaxo SmithKline(GSK) Ratio Analysis

	financial statement  items
	£,million
	£,million
	£,million
	£,million
	£,million

	 
	2012
	2013
	2014
	2015
	2016

	capital employed
	26,777
	27,369
	26,515
	40,913
	37,371

	EBIT
	7300
	7,028
	3,597
	10,322
	2,598

	Return on capital employed(ROCE)[EBIT/capital employed]
	0.27
	0.26
	0.14
	0.25
	0.07



The return on capital employed have registered a steady declining trend from 2012 onwards with a massive decline in 2016(.07) as the investment made by the organization for expansion of the different segments of the organization have failed to generate sufficient revenue over years
Total asset turnover ratio:
The asset turnover ratio is an efficiency ratio that measures the ability of the company to generate sales out of the total asset held by the company. Here for calculating the value of the ratio the net sales of the organization are expressed as a percentage of the total asset that is at the disposal of the organization (Jansen, et al.,2012). A value of 0.7 of this ratio indicates that the organization has manage d to generate each dollar of asset has generated 70 cents of sales. A higher asset turnover ratio indicates that the business has a higher efficiency in generating sales out of the asset held in comparison to the rivals of the organization. A low ratio indicates the inefficiency of the management in generating sales out of the asset held and most cases it is seen the underlying cause of such inefficiency is the management problem or problem associated with the manufacturing process.
	Glaxo SmithKline(GSK) Ratio Analysis

	financial statement  items
	£,million
	£,million
	£,million
	£,million
	£,million

	 
	2012
	2013
	2014
	2015
	2016

	Total revenue earned
	26,431
	26,505
	23,006
	23923
	27889

	Total average asset
	41481
	42,086
	40,651
	53,446
	59,081

	Total asset turnover ratio(net sales or revenue/Total average asset)
	0.64
	0.63
	0.57
	0.45
	0.47



The asset turnover ratio of the organization has registered a steady declining trend from 2012 and has registered the minimum value of 0.47 in 2016.The underlying reason that can be identified is the continuous decline in generation of sales in proportion of the asset that has been employed.
[bookmark: _Toc502329662]Gearing Ratio:
The gearing ratio is a fundamental ratio that describes the capital structure of a business organization. The gearing ratio actually defines the dependency of the business organization over long term debt out of the total capital employed by the business. A high gearing ratio indicates a high dependency of the business organization over the long term debt and the proportion of the debt is more that n equity out of the total capital employed by the organization. So if the gearing ratio of a business is quite high then the business is a highly levered company. If the gearing ratio of the organization is more than 50% then it is considered that the business is highly geared.
	Glaxo SmithKline(GSK) Ratio Analysis

	financial statement  items
	£,million
	£,million
	£,million
	£,million
	£,million

	 
	2012
	2013
	2014
	2015
	2016

	long term liabilities
	20929
	20,597
	22,420
	31,151
	35,117

	capital employed
	26,777
	27,369
	26,515
	40,913
	37,371

	Gearing Ratio
	 
	 
	 
	 
	 

	Gearing Ratio(long term liabilities/capital employed),capital employed=Share capital + retained earnings + long-term liabilities
	78%
	75%
	85%
	76%
	94%



The study of the gearing ratio reveals the fact that the dependencies of the organization over the long term borrowings were more or less stable around 75% during 2012-2015. But in 2016 the organization has registered a gearing ratio of 94% which reflects the increase in dependency over the long term borrowing of the organization.
[bookmark: _Toc502329663]Possible explanation of the changes of ratios over years:
Gross Profit margin:

	 Year
	2012
	2013
	2014
	2015
	2016

	Gross profit margin ([Gross profit /Net sales]*100) 
	70%
	68%
	68%
	63%
	67%



The gross profit margin of the organization GSK has registered a declining trend from 2012 onwards with a little recovery in 2016. The reason behind the declining trend in the ratio is the decline in total sales revenue earning of the organization as in 2013, 2014 the segment of vaccine production and the segment of consumer health care of the organization failed to make any significant progress even if huge investment were made on those segments. During these years the organization collected major portion of their revenue earnings from the pharmaceutical segments. The same trend continued in 2015 and in 2016 with the expansion and growth of the segment of vaccine production and the segment of consumer health care which led to the increase in revenue earnings as well as gross profit margin ratio of the organization.
Net Profit margin:
	 Years
	2012
	2013
	2014
	2015
	2016

	Net Profit margin (Net profit or PAT/Net sales): 
	17.70%
	21.27%
	12.31%
	35.00%
	3.81%



The net profit margin of the organization GSK has registered a continuous decline from 2014 to 2016 with a spike or sharp rise in 2015.The underlying reason can be identified as the organization has taken the decision of expanding their vaccine and consumer healthcare segment and made huge infrastructural investments for this purpose. But with a very little increase in total sales revenue and a cumulative growth of the operational cost the effect of rise in total revenue increased has completely gone in 2016 and that is why the ratio has registered a sharp decline in 2016.The sudden spike in the ratio in 2014 can be seen as the operational expense was proportionally low compared to that of 2016 and that is why the organization managed to save greater proportion of gross revenue as net profit.
Current ratio:
	 Years
	2012
	2013
	2014
	2015
	2016

	Current Ratio ([Current asset/Current liability]*100): 
	0.99
	1.11
	1.10
	1.24
	0.88



The study of the current ratios over years of the organization indicates that the organization GSK maintains very good liquidity position as from the period 2012-2015 the organization has maintained a current ratio that is either around 1 or more than 1.This indicates that due to strong revenue generation capacity and strong liability management capacity the organization has managed to maintain a higher volume current asset (that are both cash or near cash securities) compared to the liability of the organization. From 2015 onwards the organization took the initiative for expansion of the segment of vaccine production and the consumer health care products so that a substantial portion of revenue can be earned from these segments just like the pharmaceutical segment of the organization where from the organization gathers most of its revenue. The increase in operational cost that was incurred for segmental expansion has apportioned a big chunk of the gross profit which ultimately has reduced the current ratio of the organization in 2016 when the volume of current asset of the organization has become lower compared to the volume of current liability of the organization and the ratio has become less than 1
Quick Ratio:
	 Years
	2012
	2013
	2014
	2015
	2016

	Quick Ratio ([Current asset-Inventories]/ Current liability*100) 
	0.70
	0.83
	0.79
	0.88
	0.61



The quick ratio of the organization is more or less satiable around 70% during 2012-2015 and showing a sharp decline to 61% in 2016.The underlying cause of this decline is the decrease in quick asset and increase in current liability of the organization. The initiative taken by the organization for enhancing the growth of vaccine production segment as well as the consumer health care production segment has increased the operational expenses of the organization which has led to the cash investments. Such cash investments in one hand have reduced the quick assets and other hand has increased the current liability of the organization and ultimate impact is the decline in current ratio of the organization.
Return on capital employed (ROCE):
	 Years
	2012
	2013
	2014
	2015
	2016

	Return on capital employed(ROCE)[EBIT/capital employed]
	0.27
	0.26
	0.14
	0.25
	0.07



The ROCE ratio of the organization has demonstrated a stable or declining trend from 2012 onwards and in 2016 the organization has registered a massive decline in the ratio. The underlying reason that can be identified is that during the period from 2012-2014 the earnings from all the major segments of the organization became more or less stagnant and that is why the organization took the decision of major infrastructural investment in the segments of vaccine production and production of the consumer health care products and these investments have increased the volume of capital employed of the organization and  the proportionate revenue generation from these segments yet to get some pace. That is why the ratio has suddenly declined in 2016 to a level of 7% where in the previous years the ratios where around 25%
Total asset turnover ratio:
	 Years
	2012
	2013
	2014
	2015
	2016

	Total asset turnover ratio(net sales or revenue/Total average asset)
	0.64
	0.63
	0.57
	0.45
	0.47



The asset turnover ratio of the organization has continuously declined from 64% in 2012 to 47% in 2016 as the organization has failed to generate sufficient sales from the asset due to lack of growth of the exiting segments (sales revenue generation of the major segments of pharmaceutical, vaccine production and consumer health care production sections became stagnant) and new investments made for the expansion of the different sectors that added to the asset side of the balance sheet.
Gearing Ratio:
	 Years
	2012
	2013
	2014
	2015
	2016

	Gearing Ratio(long term liabilities/capital employed),capital employed=Share capital + retained earnings + long-term liabilities
	78%
	75%
	85%
	76%
	94%



The gearing ratio of the organization was more or less stable around 75%-80% during 2012-2015 and has registered a sudden increase in the ratio to 94% in 2016.The underlying reason can be described as the organization has increased its dependency over long term borrowing for financing the cost of expansion of the segments of vaccine production and the consumer health care products(Flannery and Hankins, 2013).
[bookmark: _Toc502329664]Performance comparison between Glaxo SmithKline & Pfizer through ratio analysis:
Pfizer is pharmaceutical company originally based out of US but in UK they have strong base and working kin 5 locations(Cambridge, Walton Oaks, Sandwich, Hurley, Havant) and with 2500 employees and is a strong competitor of GSK. The commercial head quarter of Pfizer's UK is at Walton Oaks in Surrey (Pfizer: the world's largest research-based pharmaceutical company, 2017).
[bookmark: _Toc502329665] Comparison with respect to Gross Profit margin:
	Gross profit margin

	 
	2012
	2013
	2014
	2015
	2016

	GSK
	70%
	68%
	68%
	63%
	67%

	Pfizer
	82%
	81%
	81%
	80%
	77%




Looking at the gross profit margin it can be seen that on an average the performance of the organization Pfizer is better than GSK so far as generation of gross profit of the sales revenue earned by both the organization. However the underlying reason that can be identified is the huge investments made by GSK for penetrating in different segments of the global health care industry has failed to generate proportionate high revenue and as result the overall sales turnover generation of the organization GSK has become much lesser than the investment made by GSK for producing the different health care products.
Looking at Pfizer it can be seen that in 2013-2014 the gross earning margin has declined by 2% with respect to that of 2012 and the underlying reaso0n can be attributed to the unfavourable effect of the exchange rate that apportioned the increased earnings of the organization. Again in 2016 the increase in income by 8% over the previous year has been offset by the negative impact of the exchange rate and the gross margin of the organization has declined by 3% with respect to previous year (Pfizer Inc, 2016).

[bookmark: _Toc502329666]Comparison with respect to Net Profit margin:
	Net profit margin

	 
	2012
	2013
	2014
	2015
	2016

	GSK
	18%
	21%
	12%
	35%
	4%

	Pfizer
	17%
	22%
	18%
	14%
	14%

	
	
	
	
	
	








Following the gross profit margin the average net profit margin of Pfizer is either close or better compared to that of GSK except for the year of 2015 when the ratio is 35% for GSK & 14% for Pfizer. Looking at the ratios it can been seen that the ratio of net profit margin has recorded a continuous declining trend from 2014 onwards with a sudden increase in 2013.The underlying reason can be attributed to the approximate gain of $10.3 billion from the disposition of the Animal Health business, Zoetis Inc. During 2015-2016 the organization Pfizer continuously lost a large chunk of their profit due to unfavorable exchange rate fluctuation which has been reflected by the declining ratios of 14%.Where as the GSK has seen an increase in initial turnover from the sectors of Vaccine and health care production but later in 2016 a slight increase in sales turnover with a large proportional increase in operating cost the business has registered a sharp decline in net profit margin from 35% to 4% (Pfizer_Financial_Report.pdf, 2014).
[bookmark: _Toc502329667]Comparison with respect to Current ratio:
	Current Ratio

	 
	2012
	2013
	2014
	2015
	2016

	GSK
	0.99
	1.11
	1.10
	1.24
	0.88

	Pfizer
	2.22
	2.41
	2.67
	1.49
	1.25




On an average the Current ratios of Pfizer are stronger than that of the GSK as GSK has made huge investment in acquisition of the leaders of the different segments of the health care industry and has failed to generate profit in the same pace in which investments are being made. Looking at the ratios of the Pfizer it can be seen that the ratios of the organization were above 2 during 2012-2014 when the current asset of the organization is almost twice the current liability of the organization (Gsk.com, 2014). Later from 2015 onwards due to the unfavourable impact of the exchange rate the increase in international operational expense has reduced the amount of liquid asset as well as liquidity ratios of the organization.

[bookmark: _Toc502329668]Comparison with respect to Quick ratio:
	Quick Ratio

	 
	2012
	2013
	2014
	2015
	2016

	GSK
	0.70
	0.83
	0.79
	0.88
	0.61

	Pfizer
	2.01
	2.14
	2.41
	1.23
	1.03




The quick ratio or the acid test ratio is following the same pattern of the current ratio for both the organization for the same underlying reasons that are been described while analysing the current ratios of both the organizations(GSK, Pfizer)
[bookmark: _Toc502329669]Comparison with respect to Return on capital employed (ROCE) ratio:

	Return on capital employed(ROCE)

	 
	2012
	2013
	2014
	2015
	2016

	GSK
	0.27
	0.26
	0.14
	0.25
	0.07

	Pfizer
	0.09
	0.09
	0.08
	0.06
	0.05






The return generated over the capital employed by the organization is much stronger in case of Pfizer compared to GSK. The underlying reason that can be identified in broader sense is the huge increase in long term liabilities and gradual decrease in retained earnings of the organization due to series of costly acquisition that are being made by GSK during the study period of 5 years from 2012-2016 (NYSE_PFE, 2014).A large number of these acquisitions have failed to generate the expected revenue that could have increase the retained earnings as well as return on capital employed of the organization (Gsk.com, 2013).

[bookmark: _Toc502329670]Comparison with respect to Total asset turnover ratio:
	Total asset turnover ratio

	 
	2012
	2013
	2014
	2015
	2016

	GSK
	0.64
	0.63
	0.57
	0.45
	0.47

	Pfizer
	0.29
	0.30
	0.29
	0.29
	0.31




The asset turnover ratio of the organization GSK is much stronger than that of Pfizer over years for the study period of 2012-2016 and is in sharp contrast with the depiction of the ROCE ratio (Momentum et al., 2017). The underlying reason is that the organization GSK has earned a good return over the asset but  the asset portion of the organization GSK does not include the increase in liabilities of the organization or decline in retained earnings due to increase in operational  costs that are reflected by the capital employed. More over the return earned with respect to asset is much lower in case of the organization Pfizer and that is why the asset turnover ratio of GSK is stronger than that of Pfizer (NYSE_PFE, 2013).


[bookmark: _Toc502329671]Comparison with respect to gearing ratio:
	Gearing Ratio

	 
	2012
	2013
	2014
	2015
	2016

	GSK
	78%
	75%
	85%
	76%
	94%

	Pfizer
	58%
	46%
	47%
	46%
	47%






The analysis of the gearing ratio of both the organization defines the fact that GSK is more dependent over long term borrowing compared to Pfizer. That is GSK has made most of the financed most of acquisition ventures on the basis of  long term borrowing and these long rterm borrowings are projecting the GSK as company that is highly geared and very much tilted towards debt financing(Lantto  and Sahlström, 2009). The high percentage of debt financing g has projected GSK as a highly levered company whose debt liability is much higher than Pfizer and thus GSK is less attractive compared to Pfizer from the point of view of creditors and investors
[bookmark: _Toc502329672]Future Performance potential with respect to the major competitor:
At present the performance of GSK is lagging behind Pfizer with respect to most of the ratios as the acquisitions of the companies that are being made in different segments for gaining competitive advantage are long term investments and will take some time to generate the expected revenue so that the performance of the business can enhance.
That is why it is expected that the organization will soon improve their performances when all the new segments that are being acquired will start to generate revenue in full fledged in near future and then it is expected that GSK will be one of the top 3 leaders of the global pharmaceutical industry.

[bookmark: _Toc502329673]Pros and cons of Ratio analysis:
 Ratios are often calculated in the process of financial analysis in order to develop the indicators that can be used for defining the state of financial performance of a business organization with respect to a specific operation of the business organization so that the most crucial strategic decisions can be taken in a quick and effective manner(Kumbirai,  2010.).
Pros of Ratio Analysis:
The ratios are the most effective tool that can be calculated in a simple manner for assessing the financial performance of an organization for a particular period only by using the major financial statements of the organization with little effort.
The use of financial ratios as tool for analysing the performance of an organization for a particular period gives the opportunity of comparison with the industry standard or the benchmarked ratios for identifying the position of the organization in the context of the other competitors as well as industry leaders(Avkiran,  2009).
The financial ratios are the most cost effective and time saving tools that can be used for assessing the financial performance of a business organization with respect to the different operations of the organization.
The ratio analysis gives the opportunity of understanding the financial performance of the organization by looking at a glance to the calculated ratios as the financial ratios are very compact indicator of the business performance of an organization(Gitman et al.,2009).
Cons of Ratio Analysis:
The effectiveness of the ratio analysis is often questioned due to the lack of reliability and the accuracy of the data collected from the financial statement for the purpose of calculation.
The different interpretation of the same ratios often creates confusion among the decision makers who have to make some critical strategic decisions regarding the operational activities of the organization (Delen et al.,2013).
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	Glaxo SmithKline(GSK) Ratio Analysis

	financial statement  items
	£,million
	£,million
	£,million
	£,million
	£,million

	 
	2012
	2013
	2014
	2015
	2016

	Gross profit 
	18506
	17,920
	15,683
	15,070
	18,599

	Total revenue earned
	26,431
	26,505
	23,006
	23923
	27889

	Net profit, PAT
	4678
	5638
	2,831
	8,372
	1,062

	Current asset
	13,692
	15,227
	14,678
	16,587
	16,711

	Current liability
	13,815
	13,677
	13,295
	13417
	19,001

	Average Inventory holding
	3969
	3,900
	4,231
	4716
	5102

	share capital
	1349
	1,336
	1,339
	1340
	1342

	Retained earning
	4499
	5,436
	2,756
	8,422
	912

	long term liabilities
	20929
	20,597
	22,420
	31,151
	35,117

	capital employed
	26,777
	27,369
	26,515
	40,913
	37,371

	Total average asset
	41481
	42,086
	40,651
	53,446
	59,081

	EBIT
	7300
	7,028
	3,597
	10,322
	2,598

	 
	 
	 
	 
	 
	 

	Years
	2012
	2013
	2014
	2015
	2016

	Profitability Ratios
	 
	 
	 
	 
	 

	Gross profit margin ([Gross profit /Net sales]*100) 
	70%
	68%
	68%
	63%
	67%

	Net Profit margin (Net profit or PAT/Net sales): 
	17.70%
	21.27%
	12.31%
	35.00%
	3.81%

	Liquidity ratio
	 
	 
	 
	 
	 

	Current Ratio ([Current asset/Current liability]*100): 
	0.99
	1.11
	1.10
	1.24
	0.88

	Quick Ratio ([Current asset-Inventories]/ Current liability*100) 
	0.70
	0.83
	0.79
	0.88
	0.61

	Efficiency ratio
	 
	 
	 
	 
	 

	Return on capital employed(ROCE)[EBIT/capital employed]
	0.27
	0.26
	0.14
	0.25
	0.07

	Total asset turnover ratio(net sales or revenue/Total average asset)
	0.64
	0.63
	0.57
	0.45
	0.47

	Gearing Ratio
	 
	 
	 
	 
	 

	Gearing Ratio(long term liabilities/capital employed),capital employed=Share capital + retained earnings + long-term liabilities
	78%
	75%
	85%
	76%
	94%



	Pfizer Ratio Analysis

	financial statement  items
	£,million
	£,million
	£,million
	£,million
	£,million

	 
	2012
	2013
	2014
	2015
	2016

	Gross profit 
	44836
	41,998
	40,028
	39,203
	40,495

	Total revenue earned
	54,657
	51,584
	49,605
	48851
	52824

	Net profit, PAT
	9021
	11410
	9,119
	6,975
	7,229

	Current asset
	64,831
	56,244
	57,702
	43,804
	38,949

	Current liability
	29,186
	23,366
	21,631
	29399
	31,115

	Average Inventory holding
	6076
	6,166
	5,663
	7513
	6783

	share capital
	40122
	67,923
	73,021
	79252
	84364

	Retained earning
	14570
	22,003
	9,135
	6,960
	7,215

	long term liabilities
	74934
	76,021
	72,115
	72,985
	80,661

	capital employed
	129,626
	165,947
	154,271
	159,197
	172,240

	Total average asset
	185789
	172,101
	169,274
	167,381
	171,615

	EBIT
	11242
	15,716
	12,240
	8,965
	8,351

	 
	 
	 
	 
	 
	 

	 
	2012
	2013
	2014
	2015
	2016

	Profitability Ratios
	 
	 
	 
	 
	 

	Gross profit margin ([Gross profit /Net sales]*100) 
	82%
	81%
	81%
	80%
	77%

	Net Profit margin (Net profit or PAT/Net sales): 
	16.50%
	22.12%
	18.38%
	14.28%
	13.69%

	Liquidity ratio
	 
	 
	 
	 
	 

	Current Ratio ([Current asset/Current liability]*100): 
	2.22
	2.41
	2.67
	1.49
	1.25

	Quick Ratio ([Current asset-Inventories]/ Current liability*100) 
	2.01
	2.14
	2.41
	1.23
	1.03

	Efficiency ratio
	 
	 
	 
	 
	 

	Return on capital employed(ROCE)[EBIT/capital employed]
	0.09
	0.09
	0.08
	0.06
	0.05

	Total asset turnover ratio(net sales or revenue/Total average asset)
	0.29
	0.30
	0.29
	0.29
	0.31

	Gearing Ratio
	 
	 
	 
	 
	 

	Gearing Ratio(long term liabilities/capital employed),capital employed=Share capital + retained earnings + long-term liabilities
	58%
	46%
	47%
	46%
	47%
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 Total asset turm over ratio
GSK	2012	2013	2014	2015	2016	0.63718328873460139	0.62978187520790763	0.56593933728567625	0.44761067245443997	0.47204685093346432	Pfizer	2012	2013	2014	2015	2016	0.29418856875272525	0.29973097192927473	0.29304559471625885	0.29185510900281436	0.30780526177781736	
 Gearing Ratio
GSK	2012	2013	2014	2015	2016	0.78160361504276055	0.7525667726259635	0.84555911748067214	0.7613961332583784	0.9396858526665075	Pfizer	2012	2013	2014	2015	2016	0.57807847191149964	0.4581040934756278	0.46745661854788034	0.45845713172986963	0.46830585229911781	
Gross Profit margin
GSK	2012	2013	2014	2015	2016	0.70016268775301727	0.6760988492737231	0.68169173259149951	0.62993771684153377	0.66689375739539003	Pfizer	2012	2013	2014	2015	2016	0.8203157875477981	0.81416718362282858	0.80693478479991876	0.80250148410472666	0.76660230198394652	
 Net Profit Margin
GSK	
2012	2013	2014	2015	2016	0.17698914153834541	0.21271458215431074	0.12305485525515095	0.34995610918363113	3.8079529563627236E-2	Pfizer	
2012	2013	2014	2015	2016	0.16504747790767879	0.22119261786600497	0.18383227497228116	0.14278110990563142	0.13685067393608952	 Current Ratio
GSK	2012	2013	2014	2015	2016	0.99109663409337734	1.113328946406376	1.1040240691989469	1.2362674219274061	0.87948002736698072	Pfizer	2012	2013	2014	2015	2016	2.2213047351469903	2.4070872207480956	2.6675604456566995	1.4899826524711712	1.2517756708982806	
 Quick Ratio
GSK	2012	2013	2014	2015	2016	0.70380021715526653	0.82817869415807677	0.78578412937194375	0.88477304911679211	0.61096784379769487	Pfizer	2012	2013	2014	2015	2016	2.0131227300760641	2.1431995206710632	2.40576025149092	1.2344297425082478	1.0337779206170661	
 Return on capital employed(ROCE)
GSK	
2012	2013	2014	2015	2016	0.27262202636591132	0.25678687566224623	0.1356590609089193	0.25229144770610756	6.951914586176447E-2	Pfizer	
2012	2013	2014	2015	2016	8.6726428339993694E-2	9.4704935913273697E-2	7.9340900104361872E-2	5.6313875261468485E-2	4.8484672549930379E-2	
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Brief History of Glaxo SmithKline(GSK):

QThe organization was established in the year
2000 through a merger of the organizations of
SmithKline Beecham and Glaxo Wellcome

QThe main products of the organization are
medicines, vaccines and healthcare products

QThe merging of the two organization has
been done so that a bigger pharmaceutical can
be formed that can bear the huge cost of
research and marketing
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Gearing Ratio:

Glaxo SmitiKline(GSK) Ratio Analysis

Financial statmment tems fmilon |fmilon |emilien | emillon
012 2013 018 2015

long term bl 20925 20597 2420 31151

capital employed. 26777 27369 26515 40913

Geaing Ratio

Gearing Ratio(on tecm ibilts capial 7% 7% 5% 6%

mployed) captl mployad=Share capit+

cotined sarnings +long termlabilies





image7.png
Comparison with respect to Gross Profit margin:
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Comparison with respect to Net Profit margin:
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Comparison with respect to Current ratio:
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Comparison with respect to Return on capital employed (ROCE)
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Comparison with respect to Total asset turnover ratio:
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Comparison with respect to gearing ratio:
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Future Performance potential with respect to the major
competitor: Pfizer

O At present the performance of
GSK is lagging behind Pfizer

O It is expected that GSK will soon
improve their performances
when all the new segments that
are being acquired will start to
generate revenue in full fledged
in near future
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Pros of Ratio analysis:

OMost effective tool that can be calculatedin
a simple manner for performance analysis

Qo0ffers the opportunity of performance
comparison

Omost cost effective and time saving tool of
business performance analysis

QOProvide scope of at a glance analysis
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Cons of Ratio analysis:

Qeffectiveness of the ratio analysis
is often questioned due to the lack
of reliability and the accuracy of the
data

Qdifferent interpretation of the
same ratios often creates confusion
among the financial decision makers
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