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[bookmark: _Toc502272990]1) Introduction:
In this report, a brief description of the GlaxoSmithKline Plc has been provided in detail which will allow to get a comprehensive idea of the size and scope of the business operation of the company. Moreover, a history of the company has been also provided in this company along with the current overview of the company. Moreover, the report also presents the a comprehensive calculation of different financial ratio which will allow to estimate the financial performance of the company. This financial ratio has been calculated so as to evaluate the profitability, liquidity, efficiency and the gearing of this pharmaceutical company. It is in addition to it, a critical analysis of the financial ratios that has been used for calculation of the various ratios has also been provided which will enable to understand the  various dynamics of each of the ratio. The report also depicts a comparative analysis of the financial performance with respect to its one of the major competitor in the industry , namely, AstraZeneca Plc which also operates in the pharmaceutical industry at global level. Finally, disadvantages and limitations of using ratio analysis for measuring financial performance has also been provided in this report. 






[bookmark: _Toc502272991]Part A:
[bookmark: _Toc502272992]Brief Overview of the company: 

GlaxoSmithKline Plc. is a global healthcare company with its three segments:  vaccines, Pharmaceuticals and consumers’ health. The company is headquartered in Brentford, London.  GlaxoSmithKline is the sixth largest pharmaceutical company with its 99, 3000 employees. As per the statistical analysis of 2016, the revenue of the company is 27.889 billion pound and operating income is 2.598 billion pound (Nisen and Rockhold, 2013). FY16 discloses company’s net income of 1.062 billion pounds. The pharmaceutical business discovers and commercializes medicines for treating patients with the chronic and acute disorder. The company already has a broad profile for creating innovative medicines for HIV and respiratory system. The entire world has been suffering from HIV and infectious disease and GSK are trying to prevent this disease by inventing medicines.
In 2016, the organization has invested 3.6 billion pound in Research and Development expenditure in three businesses for inventing medicines. GSK has good communication with the external partners and collaborators, which enables the organization to access knowledge and increase understanding in new areas of science (Khagi and Cochran, 2015). Besides, the company is focusing on their research across six core rural and urban areas. In the era of technological advancement, the organization is going to use next-gen technology for developing new approaches towards disease control and disease management.
Besides, improving Research and Development Team, the organization is focusing on encouraging workplace diversity as well. The aim of the organization is the engage female employees for empowering their position in society. GSK Vaccines business is known to have the biggest portfolio. They provide vaccines for all stages of the lives of people including the infants, teenagers, and adults. The company is also known to dispense around 2 million vaccines every day to people in around 160 countries. The company has its operation in more than 150 markets. It has more than 100,000 employees worldwide. The company also has around 80 manufacturing sites worldwide. The company also sells pharmaceutical products and more than 15 of their recommended medicines produce sale of over £100 million each. According to a survey report, the company accounted for 20% of pharmaceuticals sales in 2016 (Muslimah and Simatupang, 2014). The company also beat the entry to medicine in 2016. GSK counted within the top 5% of its sector in the Dow Jones Sustainability Index in 2016, and are also recorded in both the World and Europe Indexes.  One-third of the company’s vaccines are used in the development target diseases. The company is always searching the modern ways of improving the health of the people. The company strictly believe in save children target due to which, there is a development of child-friendly medicines, increases the approach to the vaccine and also improved the training session by increasing investment in training sessions in some poorest societies.
According to a survey report, GSK had an operating profit of around 7.8 billion British pounds. Further, a report in 2012 reported that the generated revenue of GSK was 6.7 billion in Europe.  The company has shown a clear progress in recent years also. According to the annual report framed in 2016, it has been reported that the company’s Global sale account up to £27.9 billion up by 17% AER and 6% CER (Awasthi and Friedman, 2014). The company has enhanced its main operating advantage through all of its three business. The main reason for the continuous growth of the company is that it believes in being responsible for its business and they know being responsible will help the company in generating large-scale profit as well as success. It has shown expansion in all of its business and due to this, the company has shown a continuous profit year after year. 
GSK is known to a leading company in respiratory and has been at the front of study in this area for more than 45 years. Its respiratory products and portfolio is the largest funder of pharmaceuticals. The company’s worldwide HIV business is coped through ViiV Healthcare and its 78.3% share is owned by GSK, with Pfizer and Shionogi the other known shareholders. The annual report of GSK in 2016 reported that the pharmaceutical sales were £16,104 million, which was 14% up from the actual rates and 3% up from CER. The return to growth of this company is also seen increased by 2%. This complete overview of the company’s pharmaceuticals growth and revenue completely shows that the company is leading the market of respiratory.
From the report of the financial year 2016, it has been seen that pharma giant like GSK is starting to take the corner. Except for pharmaceutical segment, vaccines and consumer healthcare are seeing potential growth; the only pharmaceutical segment is facing heavy loss due to generic competition. Improving cash flow rate is showing that company will cover the dividend with FCF (Macdonald and McInally, 2016). Recent few years are quite interesting for GSK despite facing several issues. Emma Walmsley, chief executive of GSK, reported that first quarter of 2017 exceeded market expectations because sales have been risen by 20%. The first quarter of the sales of 2017 is 7.4 bn pound, this is slightly above analysts’ expectations up to 7.27 bn pound.
[image: Description: https://static.seekingalpha.com/uploads/2017/2/36971276_14869967054759_rId11_thumb.jpg]
Above two charts are about the segment revenue growth and operating income growth and from the analysis of these two graphs, it has been understood that in 2016, the company has seen a remarkable growth in three sectors.














[bookmark: _Toc502272993]Part B: 
[bookmark: _Toc502272994]2) Calculation of the Financial Performance measures:

In this section various ratios of the pharmaceutical company GSK Plc has been calculated  such as profitability, liquidity, gearing and efficiency ratios for the past 5 years based on the published financial results of the company. The details of the calculation of the various ratios are presented below. 

[bookmark: _Toc502272995]2.1) Calculation of the Profitability ratio: 

This section comprises of the calculation of the profitability ratios of last 5 years of GSK plc based on the on the financial information available in the different financial statements such as income statement , balance sheet and cash flow statement. 
Calculation of Gross Profit margin: 

	Gross profit margin of GlaxoSmithKline Plc 

	Gross profit margin (in %)= (Gross Profit/ Revenue)*100

	Year
	2016
	2015
	2014
	2013
	2012

	Revenue (in £ million)
	27889
	23923
	23006
	26505
	26431

	Cost of Sales  (in £ million)
	9290
	8853
	7323
	8585
	7894

	Gross Profit (in £ million)
	18599
	15070
	15683
	17920
	18537

	Gross profit margin (in %)
	66.69
	62.99
	68.17
	67.61
	70.13356





Calculation of Net profit margin: 
	Net profit margin of  GlaxoSmithKline  Plc 

	Net profit margin (in %)= (Net Profit/ Revenue)*100

	Year
	2016
	2015
	2014
	2013
	2012

	Revenue (in £ million)
	27889
	23923
	23006
	26505
	26431

	Net profit  (in £ million)
	1062
	8372
	2831
	5628
	4744

	Net Profit margin  (in %)
	3.81
	35.00
	12.31
	21.23
	17.95


	




Calculation of Return on Capital Employed:
	Return On Capital Employed of  GlaxoSmithKline  Plc

	ROCE(in %)= {Net Profit / Total Equity + Total Debt)*100 

	Year 
	2016
	2015
	2014
	2013
	2012

	Total Equity (in £ million)
	4963
	8878
	4936
	7812
	6747

	Total Long Term Debt (in £ million)
	14661
	15324
	15841
	15456
	14671

	Total Capital ((in £ million)
	19624
	24202
	20777
	23268
	21418

	Net profit (in times)
	1062
	8372
	2831
	5628
	4744

	ROCE
	5.41
	34.59
	13.63
	24.19
	22.15


 






[bookmark: _Toc502272996]2.2) Calculation of the Liquidity ratio: 

This section consists of the calculation of liquidity ratios such as current ratio, quick ratio or acid test ratio and net working capital ratio of GlaxoSmithKline Plc. The calculations have been done based on the financial figures available in the published financial statements of GlaxoSmithKline Plc. 
	Current Ratio of  GlaxoSmithKline  Plc

	Current ratio (in times)=  Current Assets/ Current liabilities 

	Year 
	2016
	2015
	2014
	2013
	2012

	Current Assets (in £ million)
	16711
	16587
	14678
	15227
	13692

	Current Liability (in £ million)
	19001
	13417
	22420
	20597
	13815

	Current ratio (in times)
	0.88
	1.24
	0.65
	0.74
	0.99




	Acid Test  Ratio of  GlaxoSmithKline  Plc

	Current ratio (in times)=  (Current Assets- Inventory)/ Current liabilities 

	Year 
	2016
	2015
	2014
	2013
	2012

	Current Assets (in £ million)
	16711
	16587
	14678
	15227
	13692

	Current Liability (in £ million)
	19001
	13417
	22420
	20597
	13815

	Inventory
	5102
	4716
	4231
	3900
	3969

	Acid Test  ratio (in times)
	0.61
	0.88
	0.47
	0.55
	0.70








	Net Working capital ratio of  GlaxoSmithKline  Plc

	Net Working Capital To Total Assets Ratio= (Current Assets - Current Liabilities)/ Total Assets

	Year 
	2016
	2015
	2014
	2013
	2012

	Current Assets (in £ million)
	16711
	16587
	14678
	15227
	13692

	Current Liability (in £ million)
	19001
	13417
	22420
	20597
	13815

	Net Working Capital(in million)
	-2290
	3170
	-7742
	-5370
	-123

	Total Assets 
	59081
	53446
	40651
	42096
	41475

	Net Working Capital To Total Assets Ratio (in times)
	-0.039
	0.059
	-0.190
	-0.128
	-0.003




[bookmark: _Toc502272997]2.3) Calculation of the Efficiency Ratios of GlaxoSmithKline Plc : 

This section consists of the calculation of efficiency ratios such as stock turnover ratio, fixed asset turnover ratio, creditor’s ratio and debtors ratio of GlaxoSmithKline Plc. The calculations have been done based on the financial figures available in the published financial statements of GlaxoSmithKline Plc. 

	Stock Turnover ratio of  GlaxoSmithKline  Plc

	Stock Turnover Ratio = (Average Inventory/ Cost of Goods Sold) *365

	Year
	2016
	2015
	2014
	2013
	2012

	Average Inventory (in £ million)
	4909
	4473.5
	4065.5
	3900
	3921

	Cost of Goods Sold(in £ million)
	9290
	8853
	7323
	8585
	7894

	Stock Turnover ratio (in times)
	192.87
	184.44
	202.64
	165.81
	181.30



	Fixes Asset Turnover of  GlaxoSmithKline  Plc

	Fixed Assets Turnover Ratio (in times) = Net Revenue/ Fixed Assets 

	Year
	2016
	2015
	2014
	2013
	2012

	Total Fixed Assets (in £ million)
	42370
	36859
	25973
	26859
	27783

	Revenue (in £ million) 
	27889
	23923
	23006
	26505
	26431

	Fixed Asset Turnover
	0.658
	0.649
	0.886
	0.987
	0.951




	Creditors Ratio of   GlaxoSmithKline  Plc

	Creditors Ratio (in days) = (Average Trade Payables/ Cost of Good Sold)*365

	Year 
	2016
	2015
	2014
	2013
	2012

	Average Trade payables (in £ million)
	11964
	8885
	7958
	8317
	8054

	Cost of Good Sold  £ million) 
	9290
	8853
	7323
	8585
	7894

	Creditors Ratio
	470.06
	366.32
	396.65
	353.61
	372.40





	Debtors Ratio of  GlaxoSmithKline  Plc

	Debtors  Ratio (in days) = (Average Trade Receivables / Sales)*365

	Year 
	2016
	2015
	2014
	2013
	2012

	Average Trade Receivables( in £ million)
	6026
	5615
	4600
	5442
	5242

	Revenue (in £ million) 
	27889
	23923
	23006
	26505
	26431

	Debtors Ratio
	78.87
	85.67
	72.98
	74.94
	72.39




[bookmark: _Toc502272998]2.4) Calculation of Gearing ratio of GlaxoSmithKline Plc: 

 
	Debt ratio of  GlaxoSmithKline  Plc

	Debt Ratio = Total Debt / Total Assets

	Year
	2016
	2015
	2014
	2013
	2012

	Total Long term Borrowings (in £ million)
	14661
	15324
	15841
	15456
	14671

	Total Short term Borrowings (jn £ million) 
	4129
	1308
	2943
	2799
	3631

	Total Debt (in £ million)
	18790
	16632
	18784
	18255
	18302

	Total Assets (in £million) 
	59081
	53446
	40651
	42096
	41475

	Debt Ratio
	0.32
	0.31
	0.46
	0.43
	0.44



[bookmark: _Toc502272999]3) A critical Analysis of the ratios calculated:

Financial ratios are the mathematical ratios which enable to determine the financial performance of the companies. It is best suited as a comparative measure for different financial years of the same company or between two organizations within the similar industry or is of similar sizes. This report mainly depicts the critical analysis of the ratios that are calculated. 
Net profit ratio is a ratio which measures the ratio of the net profit after deducting all the cost of the company and taxes and then dividing the value with the sales. So it helps in estimation of the net margin generated by the company in a particular period. It is important that this ratio must be compared for determining the profitability of different periods or with a different company for the similar time period. Gross profit margin is another measure of the profitability ratio. This ratio essentially provides the profitability earned from the core business So it is absolutely very important to the users of the financial statements of the company and indicate the core financial performance of the firm. 
There are also various ratios which are generally used for evaluating the liquidity of firms. Analysis of liquidity is one of the key aspect of  an organization as it reflects the firm’s ability to repay the short term obligation from its current assets.  Current ratio is one of the most important measure to calculate the liquidity as mathematically in the ratio of the current assets to the current liability of the firm. So if the value is less than 1 (Krylov, 2015 ), it indicates that the firm has lower amount of current liability than the levels of current assets. So hence the firm faces liquidity crisis as it becomes difficult for the firm to pay to the trade payables s for any purchase. Therefore it is important for business organizations to maintain a current ratio value more than 1. On the other hand, acid test ratio is another ratio which is also used for evaluating the liquidity of firm. It is basically a stringer form of current ratio as inventories are not considered as the part of the current assets. The main reason for not considering inventory in the current assets as sometimes inventories are obsolete and therefore could not be used for selling. So in essence some form of inventory lacks the ability of cash generation through sales. Therefore, it can be rightly said that in organizations with perishable products or low shelve life , acid test ratio is the most appropriate form of evaluating the liquidity of the firm (Nilsson, 2015).
It is also important to analyze the efficiency of the firm. Efficiency of the firm reflects different aspect like the asset utilization rate, stock replenishment rate or quickness of cash collection and also rate of payment to the suppliers in number of days. These are important to evaluate as it reflect the efficiency of the certain operational aspect. Stock turnover as a ratio reflects the fastness of replenishing of the stock in cash generation (Uechi & et al, 2015). So it is desirable that stock turnover ratio of the organization should be high which reflects the fact stocks are quickly replenished. On the other hand, fixed asset turnover reflects the efficiency through which the fixed assets are utilized. So it is desirable that the fixed asset turnover to be as high as possible which reflect better sales generation capacity from its fixed assets (Baños-Caballero, García-Teruel, and Martínez-Solano,2014). Creditor’s ratio is another ratio through which efficiency of creditor’s payment is measured. It is important to have a high creditors ratio as it reflects more time for payment to creditors of the company (Krylov, 2016). The reason why more time period is considered as good as the company could use the financial resources in other productive activity. 
Gearing is another important aspect that is needed for evaluation. It reflects the amount of debt capital that comprise the capital structure of the firm. Debt to Total asset ratio and debt to equity ratio are the two important measure the gearing of the firm. Debt to Total assets reflects amount of debt that has been used to finance the assets of the firm. On the other hand debt to equity ratio analyzes the amount of debt used to finance the assets compared to the usage of equity capital to finance the assets (Hill,., Jones,. and Schilling, 2014). There is indeed nothing called a good or a bad ratio but very high gearing ratios are not desirable as it impacts profitability and creates a unnecessary pressure on the finances of the firms as these are absolute obligation to the firm. 


[bookmark: _Toc502273000]4) Explanation of the changes of the ratio over the years: 

This sections portrays the possible explanation of the changes that has taken place in the various ratios of GSK. The detailed explanation of the changes in the various ratios are presented below with detail.
[bookmark: _Toc502273001]4.1) Explanation of the Changes in the profitability ratio:
It can be observed for the in-depth analysis of the ratio analysis that GSK Plc’s gross profit margin has reduced from 67.61% in 2012 to 66.69% in 2016. Though the change is very slight, but it is due to increase in cost and company inability to transfer the cost to the consumers because of competition, the company’s gross profit has marginally reduced. Considering the change in the net profit margin of the company, it can be evaluated that the company’s net profit margin has significantly reduced from 17.95 in 2012 to 3.81% in 2016. The main reason of such as reduction is loss in other operating income. This has significantly reflected in overall net profit of the company. Though the other major expenses such as selling and administration expenses and research and development expenses is aligned with the figures of the previous years with some minor increment in these figures. Actually the company has faced a operating loss from income from other sources in tune of £3405 million as compared to a profit of £7715 million  in 2015. It is also because of this loss from other operating source the company’s Return on Capital Employed has been significant hurt as the ROCE reduced from 17.95% in 2012 to only 3.81% in 2012 in spite of reduced level of capital due to lower long term debt of the company in 2016. 

	
4.2) Explanation of the changes in Liquidity Ratio:
It can be observed from the calculation of the current ratio that GSK Plc’s current ratio has reduced from 0.99in 2012 to 0.88 in 2016.  Though the company fared well in 2015  in terms of maintaining liquidity with a current ratio of 1.24, but it can be sated that the company’s performance in managing liquidity in 2016 is very bad due to a value of less than 1 with only 0.88 in 2016. The main reason which can be attributed to the fall  in liquidity of the company which can be ascertained trough current ratio is due to high short term lending in 2016 as compared to 2015 and also due to increase in trade payables from £8885 million in  2015 to £11964 million  in 2016. To be precise the short term borrowings also increased from £1308 million in 2015 to £4129 million in 2016. 
It is because of the above mentioned reason when acid test ratio is considered to evaluate the liquidity the company liquidity ratio turned out to be more pathetic. Moreover, it can also be analyzed that the inventory forms the major portion of the current assets of the company. It is because of the fact that inventory of the company is £5102 million, £4716 million, £4231 million , £3900 million and £3969 million respectively for 2016, 2015, 2014, 2013 and 2012 respectively. While the total current asset of the company is £16711, £16587, £14678, £15227 and £13692 for 2016, 2015, 2014, 2013 and 2012 respectively. So with a high level  of inventory as a part of the current assets, the company is bound to rely on sales of the inventory for cash generation and payments to the various trade suppliers (Brigham, and Ehrhardt, 2013). Therefore, it is strongly recommended that the company must emphasize on increase in short term assets such as cash levels and cash equivalents to improve the liquidity of the business. 

[bookmark: _Toc502273002]4.3) Explanation of the changes in Efficiency ratios:

It can be evaluated from calculation of  the ratio such as fixed asset turnover of GSK plc that the ratio decreased from 0.95 in 2012 to 0.65 in 2016. Therefore it can be evaluated that the fixed asset turnover of the company has reduced significantly over this period of  5 years. It is desirable that fixed asset turnover to be high as this ratio indicate a asset utilization to generate sales. So higher the ratio , higher is the utilization of assets to generate sales. The main reason which can be attributed to the lowering of this ratio is because of increase in fixed assets from £27783 million in 2012 to £42370  million in 2016. But the sales has only increased marginally from £26431 million in 2012 to £27889 million in 2016. Therefore it is the inability of the company of increasing the sales as compared to the fixed assets of the company which resulted in the reduction of the fixed asset turnover of the company. 
It is also evaluated from the calculation that the calculation of the ratio such as creditors ratio that the company’s creditors ratio has increased from 372 days in 2012  to 470 days in 2016. The main reason of the increase is because of high trade payables as compared to the cost of good sales of the company. This signifies that the company has been taking longer period to pay the creditors of the company. 





[bookmark: _Toc502273003]4.4) Explanation of the changes of the Gearing Ratio: 

Gearing ratio is basically the company’s debt component as compared to the assets of the company. It is evaluated from the calculation of the gearing ratio which reflects the company debt amount to the total assets of the company that the value of the ratio decreased from 0.44 in 2012 to 0.32 in 2016. The main reason which can be particularly attributed to the decreased in this ratio is because of the substantial increase in total assets . Whereas the total debt has marginally increased from £18302 in 2012 to £18790 in 2016.  Therefore , it can be rightly evaluated that the company has been using lesser debt to finance the fixed asset and relying on other source of finance such as retained profit and equity to finance the fixed assets of the company. Though this is good as the company is reducing the debt burden as it may impact the net profitability due to increased finance charges.  










[bookmark: _Toc502273004]5) A comparative analysis against its major competitor: 

In this section a comparative analysis of GSK plc has been conducted with ratio of another pharmaceutical giant name as AstraZeneca which operates globally. The comparative analysis has been done with the help of ratio analysis with respect through evaluation of various profitability, liquidity, efficiency and gearing ratio. 

Comparative analysis of the Profitability of GSK plc with AstraZeneca Plc: 
The below table provides the gross profit margin and the net profit margin values of GlaxoSmithKline and AstraZeneca plc. 
	Gross Profit margin (in %)

	 
	2016
	2015
	2014
	2013
	2012

	GlaxoSmithKline Plc 
	66.69
	62.99
	4.00
	67.61
	701.30

	AstraZeneca Plc 
	80.91
	81.2
	77.99
	79.61
	80.72


(Source: financials.morningstar.com for AstraZeneca Plc)

	Net Profit margin (in %)

	 
	2016
	2015
	2014
	2013
	2012

	GlaxoSmithKline Plc 
	3.81
	3.00
	12.31
	21.23
	17.95

	AstraZeneca Plc 
	15.21
	11.43
	4.73
	9.94
	22.52


(Source: financials.morningstar.com for AstraZeneca Plc)


It can be evaluated from the values of gross profit margin of both the company that the Gross profit margin of AstraZeneca Plc has been consistently more than GSK Plc for all the  consecutive year from 2012 to 2016. Therefore it can be rightly inferred that AstraZeneca Plc has enabled to keep a cost of good sales lower with respect to sale as compared to GlaxoSmithKline. It is for this reason, AstraZeneca Plc as a company has a better gross profit margin than GSL plc. Moreover, it can also be evaluated that AstraZeneca Plc has also been successful in maintaining a better net profit margin during the last  years except in the year  2013 and 2014. Therefore from the overall profitability analysis, it can be rightly evaluated that AstraZeneca plc has been far successful than GSK plc in managing the net profitability for the shareholders of the company. Therefore, GSK plc as a company must emphasize to improve the overall net profitability and gross profit margin for improving the overall profitability of the company. In order to forecast the financial projections of a company, it is important to understand the current financial condition and the market scenario of the entire countries in which the company is successfully operating. The financial results of the company GlaxoSmithKline in the financial year 2016 has entailed that the company has secured degradable profitability rather than the past financial years. Though starting from the financial year 2013, the companies has secured effective revenue but have increased the revenue at a slow pace in the financial year 2016. It has been observed that the company is facing increased expenditure in maintaining the operations and thus the profitability of the company is gradually decreasing. It have been observed from the standpoint of liquidity that the company has not met the industry and the accounting standard of principles as it always revealed that a firm should encompass 1.5 times of liquidity balance for strengthening the working capital efficiency. Therefore, overall assessment of the financial standpoint leads to the inference that the company has to increase its revenue by at least 10% in the next financial years in order to settle down entire business operations smoothly. Thus, the sales figure should be projected as 30677 in the next financial years so that the profit at the end of the year can be valued higher than the company has received in the financial year. The expenses borne by the organization should be reduced at 10% rate for determining excess profitability in the forthcoming business years. The significance observed from the liquidity standpoint has revealed that in order to increase the working capital efficiency, the liquidity balance should be 1.5 times in the forth-coming years. Thus, the company has to maintain effective stock valuation in order to pertain good working capital measurement in the upcoming financial year. The inventory clearance and the turnover should be reduced in order to compete with the other companies like AstraZeneca, Alkem in the world. Moreover, the debtor’s collection period should also be reduced in order to lower down the debts and proper payment of debt mechanism has to be enabled so as to strengthen the liquid cash of the firm in the future period. It has been observed from the financial data of the respective competitors of the company, that the liquidity is highly valued that has supported their efficiency in working capital in order to operate the business. However, in the mean time, in order to become market leader, the company GlaxoSmithKline has to enable successive potential to outlay important perspectives and effective decision-making process in the upcoming financial years for expanding business. 






Comparative analysis of the Liquidity of GSK plc with AstraZeneca Plc: 
The below tables provides the current ratio  and acid test ratio  values of GlaxoSmithKline and AstraZeneca plc. 
	Current  ratio  (in times )

	 
	2016
	2015
	2014
	2013
	2012

	GlaxoSmithKline Plc 
	0.88
	1.24
	0.65
	0.74
	0.99

	AstraZeneca Plc 
	0.87
	1.08
	0.96
	1.27
	1.37


(Source: financials.morningstar.com for AstraZeneca Plc)


	Acid Test ratio  (in times )

	 
	2016
	2015
	2014
	2013
	2012

	GlaxoSmithKline Plc 
	0.61
	0.88
	0.47
	0.50
	0.70

	AstraZeneca Plc 
	0.65
	0.84
	0.77
	1.05
	1.22


(Source: financials.morningstar.com for AstraZeneca Plc)

It can be evaluated from the values of the current ratio that in the latest financial year both the company has been unable to maintain a good liquidity as values of the current ratio for both the considered company is less than 1. This reflects the fact that both the company has been unable to meet the short term obligation from its current assets. But considering the values of last 5 financial years, it can be evaluated that AstraZeneca plc has been able to maintain a good liquidity as compared to GSK plc. Additionally, considering the acid test ratio as a measure the liquidity of the company, it can be inferred that both the company has miserably failed to meet the liquidity test. But it can be observed that in 2013 and 2012 , AstraZeneca plc has a good liquidity  even if inventory is not considered in  the current asset for meeting the short term obligation. So from the comparative analysis of the liquidity of the company, it can be rightly evaluated that AstraZeneca Plc has been off late has liquidity problem but considering performance of liquidity management for last 5 years  period, it has enabled to manage liquidity far more better than GSK plc. 
Comparative analysis of the Efficiency of GSK plc with AstraZeneca Plc: 
The below tables provide the fixed asset turnover  and creditors ratio values of GlaxoSmithKline and AstraZeneca plc for making a comparative analysis of the efficiency of the companies. 
	Fixed Asset Turnover (in times)

	 
	2016
	2015
	2014
	2013
	2012

	GlaxoSmithKline Plc 
	0.658
	0.649
	0.886
	0.987
	0.951

	AstraZeneca Plc 
	3.47
	3.98
	4.41
	4.32
	4.47


(Source: financials.morningstar.com for AstraZeneca Plc)


	Creditors Ratio (in days)

	 
	2016
	2015
	2014
	2013
	2012

	GlaxoSmithKline Plc 
	470.0603
	366.3193
	396.6503
	353.6057
	372.398

	AstraZeneca Plc 
	285.69
	273.44
	187.15
	171.64
	155.8


(Source: financials.morningstar.com for AstraZeneca Plc)





It can be evaluated from the comparative figures of the fixed asset turnover of both the pharmaceutical company that AstraZeneca Plc has a better fixed asset turnover than GSK Plc. the reason is AstraZeneca Plc has fixed asset turnover far more than GSK Plc in last 5 consecutive financial year. Therefore it can be rightly said that AstraZeneca Plc has enabled to drive more revenue and sales compared to the fixed assets that it possess. In other words, it can be rightly said that the asset utilization of  AstraZeneca Plc is very high as compared to GSK Plc. It is also evident from the  fixed assets turnover of GSK Plc that this pharmaceutical company could not able to generate revenue more than the fixed assets in none of last 5 financial year. Therefore, the management of the GSK plc must take appropriate measure which will enable the company to have a better fixed asset utilization rate. 
Considering the aspects and the figures of the creditors ratio, it can be evaluated that the GSK Plc as a company has a better figures as they could hold the creditors hold back for longer period than AstraZeneca Plc. though payment to creditors is essentially very important , but it is also at the same time critically important to hold payments as long as possible as company could use the financial resources in other productive activities. So it is important for AstraZeneca plc as a company to increase the creditor’s payment period further little more which will enable to use the financial resources in other productive activities in the mean time. 





Comparative Analysis of Gearing of GSK plc with AstraZeneca Plc:
In order to make a comparative assessment of the gearing of the firms, the debt to equity ratio has been considered for analyzing the gearing of the firms. The value of the debt equity ratio of both the companies has been provided below.
	Debt/ Equity ratio 

	 
	2016
	2015
	2014
	2013
	2012

	GlaxoSmithKline Plc 
	13.04
	3
	3.72
	2.21
	2.53

	AstraZeneca Plc 
	0.98
	0.76
	0.43
	0.37
	0.4



Debt Equity ratio is the ratio which evaluated the degree of debt capital the company has used to finance the assets of the company relative to the equity capital of the company. It can be evaluated that AstraZeneca plc has a far less debt component in its capital than the equity as compared to GSK Plc which has a very high debt component in its capital as compared to its equity capital. So it can be ascertained that GSK plc is much more levered than AstraZeneca Plc . Though utilization of debt is good, but too much debt impact the overall liability of the company in future repayment and also impacts the profitability. Therefore it is advisable that debt must be used till a controllable level beyond which it is difficult to serve the borrowings. So it is recommended that GSK plc must reduce the debt to a significant level which will enhance their profitability in future time frame which will help in reduction of the debt finance expenses. 





[bookmark: _Toc502273005]6) Advantages and Limitations of Using Financial Ratio Analysis for evaluating financial performance: 

Ratio analysis is a techniques for  interpretation of figures that appear in the financial statement like Balance Sheet, Fund Flow Statement and Profit and Loss Account. This process helps in comparing one figure with the others and also facilitates the stakeholders to have a better understanding of the financial statements and performance of the company from various perspectives.  (Vogel, 2014). The term Financial Ratio Analysis is determined by the Systematic use of ratio for interpreting the financial statement in order to understand the strengths and weaknesses of the organization. Performance and productivity of the organization depend on the historical performance and current financial position of the organization (Delen, Kuzey,and Uyar, 2013). This is a quite powerful tool for measuring organizational capability. 
Ratio analysis basically involved four steps:
· Collecting accurate accounting data with the help of financial statement
· Construction ratios of accounting figures
· Comparing past and current ratios of the organization for having constructed standard ratio
· Interpreting the ration to have valid conclusion
Apart from several positive factors, ratio analysis is also associated with various limitations also. Drawbacks in the Financial ratio analysis are mainly found because of flaws in the financial statement. Limitations of financial ratio analysis are:
Inflation: Companies balance sheet is often distorted by the inflation rate; balance sheet is the mirror of the financial condition of the company; therefore, an accountant can look back on the balance sheet. Reported values on the balance sheet are always different from the actual values. Inflation has a significant negative impact on the values of inventory, depreciation, and profits (Uechi and Kenett, 2015). When balance sheet of past and present are compared then the impact of inflation can be found. For instance, assets purchased in the year back are reported on the balance sheet but these rates cannot be identical due to inflation.
Companies from different industries: accountant cannot able to compare the financial ratio of two countries when the companies belong to different industries. Different industries have altered gestation period, different market and capital structure (Finkler, Smith, Calabrese, T.D. and Purtell, 2016). 
Accounting practices: even if companies belong to one industry, the organization may use different accounting practices. Depreciation method and inventory valuation methods can be different in companies; therefore, comparing ration may not depict correct pictures (Babalola  and Abiola, 2013). Accounting data and accounting ratios of two organizations are non-comparable. 
Lack of standard comparison: While measuring financial ration, no fixed standard can be measured. The ratio amount can only be called ideal if the current asset is double the current liabilities. 
Quantitative analysis: Ratio tools are all about financial analysis using numerical data; therefore, the quantitative analysis only includes quantitative analysis and there is no use of qualitative factors. High current ration does not mean that organization is in a liquid position, especially when current assets include large inventory management consisting mostly obsolete items. The financial analysis never gives a cause of reason if something occurs wrong in the financial statement (Kou and Wang, 2014). From the profitability rate, the accountant may be understood that the organization has lower profit rate as compared to the competitors but this does not help in finding out the actual cause behind this. One needs to dig up the rations in order to understand the actual cause of lower profit rate. 














Window-Dressing: Window-dressing stands for the presentation of the financial statements in a way that it shows the better position that the reality is. For example is a low rate of depreciation is charges then an item of revenue is used as the capital expenditure. However, due to this, the position of the concern may appear on the balance sheet in a better way. Rations from such balance sheet are scanned for understanding the financial position of the business (Delen and Uyar, 2013). If accountant analyses a wrong income statement or balance sheet then it is definite to get wrong information. Window-dressing cannot be accepted practices but companies can use this for malpractices. For example, if company delays in paying the creditor at the end of the financial year the company can able to show more cash balance on the income statement. 
Financial ratio analysis is inoperable without even comparing; this practice makes the ratio attractive even if the company has no financial stability. Therefore, who is in charge of evaluating financial statement should have known about the transaction process only then they can able to take appropriate decision. Ratio account is for one variable; therefore, the accurate answer cannot be expected (Al Karim and Alam, 2013). While interpreting ratio, government policies availability of resources and economic conditions should be measured. In case of seasonal business, the accountant must be extra careful. For instance, an umbrella company always keeps high inventory at the time of the rainy season and for the rest of the year, inventory becomes 25% of the seasonal inventory level. Therefore, a biased picture of the inventory turnover and liquidity ration can be seen. 
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Appendix:

Figure 1: 
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Figure: Balance Sheet of GSK for 2014 and 2013






Figure 2: 
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Figure: Consolidated Income Statement of GSK for 2014 and 2013











Figure 3: 
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Figure: Balance Sheet of GSK for 2016 and 2015







Figure 4:
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Figure: Consolidated Income Statement of GSK for 2016 and 2015



Gross Profit Margin of GSK Plc 

2016	2015	2014	2013	2012	66.69	62.99	68.169999999999987	67.61	70.133555294918864	
Net Profit Magin (in %)

2016	2015	2014	2013	2012	3.8079529563627235	34.995610918363113	12.305485525515124	21.233729485002829	17.948620937535356	
ROCE (in %)
ROCE	
2016	2015	2014	2013	2012	5.4117407256420922	34.592182464259153	13.625643740674768	24.187725631768895	22.149593799607807	
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Consolidated income statement
for the year ended 31 December 2014
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