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1) INTRODUCTION:
GlaxoSmithKline is rank sixth amongst largest pharmaceutical companies of the world as of 2015. Emma Walmsley became the first female CEO of the company on 31march 2017. With market capitalization of £81 billion (around $107billion) and constituent of FTSE index as of august 2016, which was fourth largest on the London stock exchange it was in the primary listing and listed secondary New York stock exchange. On a November 1715, pharmacy was established in London by Silvanus Bevan. Family company growing up in Allen and hanbury sooner became the part of glaso wellcome which later merged with SmithKline beecham on 1 January 2001 to became glaso smithkline. Upon expanding from Silvanus and couple of assistants GSK employed 100,00people worldwide with 15000 working in UK across six research, development centers, nine manufacturing sites and five offices counting GSK’S main headquarters in London. (Glasosmithkline, 2019)
GSK earned £5.2billion in 2013 with top selling product like Sensodyne and Aquafresh toothpaste, milk drink Horlick, Breathe Right nasal strips and a cold remedy etc. five percent of above cost was said to be made available in July 2014 where company introduced its first malaria vaccines.
GSK pleaded guilty in the united states to criminal charges which agreed to pay $3 billion the largest settlement in July 2012. Investigate was launched based on the informers who filed lawsuits against the company.
In 2010 us department of justice shocked GSK with $150 million criminal fine and civil settlement $600 million under false claims act. The fines were for producing improper and adulterated drugs from 2001 to 2005.
In 2013 Chinese authorities arrested four GSK’S executives as a part of four-month investigation into claims that doctors were bribed. It was announced since 2007 GSK had funnelled HK $3.8 BILLION KICKBACKS TO its manager, doctor, and other who prescribed their drugs. Mark Reilly head of GSK’S Chinese operation was sentenced three-year suspended prison and after several deportation was dismissed by the company.
In February 2016, competition and market authorities fined the company over £ 37 million for creating shortage of generic varieties in the UK market by paying £50 million between 2001 to 2004 to health care companies. After availability of the generic in the UK the price of paroxetine was dropped by 70 percent.
In 2006 GSK agreed to pay $3.1 billion, largest tax dispute in IRS history in the united states. The case revolved around intracompany transfer pricing determining the share profit attributable to the US subsidiaries of GSK and subject to tax be the IRS. (Telegraph, 2019)




2) RATIO ANALYSIS:
Defining ratio analysis in simple words means analysis of data stored in company’s financial statements by means of mathematical and statistical modeling. Synonyms of financial statement analysis can be explained as method of filtering risk and profitability of a company by studying financial data such as annual and quarterly reports. Briefly, financial statement analysis is about studying items attached in balance sheet and their accounting ratios. (Collier, 2012)
Positive aspects of financial statement analysis:
· It offers clear view to the investor about deciding to invest their funds in a company
· Helps regulatory authorities to ensure the company meets the required accounting standards.
· Government agencies find it helpful in analyzing taxation owed to the firm.
· Provide an angle to the company by which it can judge its own performance over specific time frame
Ratio analysis helps understanding business in various ways such as
· Its strength, weakness, performance and financial position,
· Its opportunities, threats
· To make its forecast about performance in near future.
Apart from other function, ratio analysis plays role of indicator in identifying positive and negative financial trends. Trends analysis guides to give input at selected areas and helps implementation of financial plans for cite as an example increase sale or reduce cost etc. comparison of financial data is wise approach to judge performance. We can compare financial position of own business or other in the same boat or comparing it with previous year. Most ratio analysis in accounting is used to understanding current status of the business and to make predictions.
Ratio analysis refers history to check the past and current financial status. It signals that business is purchasing more inventory than is needed which indirectly prevent it from using cash to finance in the growth of other product. It might draw attention that business missing investing opportunities by blocking much cash than needed. Smart business unit and industries which take periodical review of their financial strength, commonly asked by decision makers to tract trends and observe weakness and opportunities immediately.
When condition does not change frequently reasonable prediction can be made about the future. For example, business makes common sized income statement to reflect all the amount as percentage of sales after it compare these statements historically for trend analysis. Once trend is set it can predict near future. If the selling expenses consistently increase by 3.8% each year, a business can predict that it will increase by the same ratio and sale will pick up by the same place. (Collier, 2012)
2.1) LIQUIDITY RATIO: 
It is one of the most used ratios to determine the potential of a company to fulfill its long-term debts. More likely it quantifies the size of a company’s after-tax income, not counting non-cash depreciation expenses, as contrasted to the total debt obligation of the firm. It also puts equation of company to continue congregating its debt obligations. (Maclaney, 2006)
Different forms of liquidity ratios 
Generally, there are three key financial ratios used to measure the liquidity of a company. These   include: 
A. Current ratio:
Formulized as
	[bookmark: _Hlk534414913]SOLVENCY RATIO = CURRENT ASSET / CURRENT LIABILITIES


Which is used to compare current asset to current liabilities, and this is used for short term liquidity. (Maclaney, 2006)
	Year
	2013
	2014
	2015
	2016
	2017
	Sanofi
2017

	CURRENT ASSET
	15227
	14678
	16587
	16711
	15907
	26352

	CURRENT LIABILITY
	13677
	13295
	13417
	19001
	26569
	15457

	INVENTORY
	3900
	4231
	4716
	5102
	5557
	6816

	CASH
	5534
	4338
	5830
	4897
	3833
	10315

	CASH RATIO
	1.113
	1.104
	0.808
	0.879
	0.589
	1.704



Critical analysis on current ratio
Current ratio is a tool of measuring liquidity of the company and generally every company would aim to maintain current asset that will at least cover their short-term liabilities. For that company shall maintain current ratio of at least 1. In case the ratio is more than 1, then it can safeguard for additional contingencies. The company GlaxoSmithKline a pharmaceutical company which presently has current ratio of 0.589. Which is less than 1. And it is reducing drastically since 2013. In the year 2013 the current ratio was 1.113 which was considerably in a good financial position. But over the years company has failed to maintain similar financial structure. Currently company doesn’t have sufficient fund to meet its short-term obligations. And it is a risk signal for company that it may end up in leaner working capital cycle. (Peter Atrill, 2008)
According to “international journal of economic and financial issues, 2016” the result of the study showed that the liquidity ratio between 1-2 is favourable to industries. Less or more than that is not preferable. Glaxo Smith Kline has current ratio less than one hence not preferable. (Omar Durrah, 2016)
However, considering the industrial tends and competitors position we can evaluate the company’s position in the market.  The competitor Sanofi which has current ratio of 1.704 which is indicating the good financial position to handle short term liability. Which shows that industrial trend is more than 1 but Glaxo Smith Kline is not up to the mark. Hence GlaxoSmithKline should consider the risk signal and must change   the financial structure to eliminate the risk and try to reach industrial standards in near future.
B) QUICK RATIO:
Also known as ‘liquid ratio’ and symbolized as
	QUICK RATIO = CASH / CURRENT LIABILITIES


Counts only liquid forms of current asset thus, reveals the company’s reliability on inventory and other current assets to seal the short-term debts. (Maclaney, 2006)

	Year
	2013
	2014
	2015
	2016
	2017
	Sanofi
2017

	Quick Ratio
	0.828
	0.785
	0.884
	0.610
	0.389
	1.263




 Critical analysis of quick ratio
The quick ratio generally evaluates the liquidity of the company which shows ability of the company to pay off its current liability with most quick asset. Company will be considered as fully Capable of meeting its short-term obligation if the ratio is 1. High quick ratio is more favourable for company. Considering the quick ratio of GlaxoSmithKline, we can say that quick ratio in the year 2013 was 0.828 which was closer to the preferable ratio 1. But eventually over the period of five years the quick ratio has come down to 0.389 which is a dramatic fall in the quick ratio. This means that presently company can only pay off its current liability only up to 38% of the total short-term obligation. Company does not have quick asset and it is considered as red flag area.
If we consider the quick ratio of its competitor company Sanofi it has quick ratio of 1.263 which is considered as excellent financial condition. GlaxoSmithKline has very low quick ratio compared to its competitor. Thus, it shows company is underperforming compared to its industrial trend. And to compete efficiently with its competitor GlaxoSmithKline must overcome its financial difficulties. (Peter Atrill, 2008)
  
C) CASH RATIO:
	Here cash and cash equivalents are compared to current liabilities. It records the ability of a business to repay its current liabilities by using nothing else other than its cash and cash equivalent. (Maclaney, 2006)

	CASH RATIO = CASH / CURRENT LIABILITY




	


	Year
	2013
	2014
	2015
	2016
	2017
	Sanofi
2017

	CASH RATIO
	0.404
	0.326
	0.434
	0.257
	0.144
	0.667


Critical analysis on cash ratio
Generally, this ratio cash percentage of current obligations. GlaxoSmithKline presently has cash ratio of 0.144 which is considered as poor cash ratio since Cash and cash equivalent can only cover 14% of the current liabilities in the present scenario of the company. If we take a look in to previous trend of the company cash ratio is reducing considerably every year. In the year 2013 the cash ratio was 0.404 and it has come down to 0.144 in the year 2017. The pharmaceutical industry demands more liquidity to perform its business efficiently. The competitor company Sanofi has cash ratio of 0.667 which is much higher than GlaxoSmithKline. Hence, we can conclude that considering the outcome of liquidity ratio the financial structure and financial condition of the company is getting weaker every year and it is time for company to restructure its financial position. (Peter Atrill, 2008)


2.2) GEARING RATIO:
It is vital ratio for the investor to explore out the how much amount of money received from creditors versus stockholders. (Maclaney, 2006)
A. DEBT TO EQUITY RATIO:

	DEBT TO EQUITY RATIO = TOTAL DEBT / TOTAL EQUITY



	Year
	2013
	2014
	2015
	2016
	2017
	Sanofi
2017

	SHORT TERM BOOROWING
	2789
	2943
	1308
	4129
	2825
	1275

	LONG TERM BORROWING
	15456
	15841
	15324
	14661
	14264
	14326

	TOTAL EQUITY
	7812
	4936
	8878
	4963
	3489
	58258

	DEBT TO EQUITY RATIO
	2.33
	3.805
	1.87
	3.78
	4.897
	0.267


Critical analysis on debt to equity ratio
The debt equity ratio that compares company’s total debt to total equity. Usually companies receive funding from its shareholders and by loans. This ratio shows the percentage of loan taken by the company over its shareholders funding. GlaxoSmithKline company’s current debt equity ratio is 4.897 which is very high and risky, this implies less stability of business performance. The ratio of debt equity in the year 2013 was 2.33 and present ratio is 4.897 shows that the debt of company has increased to the dangerous   position. We can also notice that the equity contribution in the year 2013 was 7812 and present equity is 3489 which implies that the company is suffering from drastic reduction in capital contribution from its shareholders. Which indicates investors are not happy with the performance of the company and investors are withdrawing their investment which may affect the performance of the company adversely. If company neglects this situation, in near future company may wind up the business with lack of funds. As the present debt ratio is 4.897 indicates that the company has to spend major part of its revenue in paying its interest on debts. Hence the company may not be able to concentrate on its day to day business. (Peter Atrill, 2008)
According to “International Journal of Finance and Accounting” (IJFA), 2016 has found that even though the combinations of debt and equity is essential for the operation of a company. It is preferable to have investors fund more than debt. And debt equity ratio of less than 1 is preferable. (Billy Muthee, 2016)
GlaxoSmithKline company’s competitor company Sanofi has debt equity ratio of 0.267 which is in good financial position. And industrial trend of the pharmaceutical companies is performing well. Thus, we can say that the performance of the GlaxoSmithKline is very poor.    
B. DEBT TO CAPITAL RATIO:
It is helping to find out the proportion of liability use by firm to finance their operation as compared with its capital. (Maclaney, 2006)

	DEBT TO CAPITAL RATIO = TOTAL DEBT / TOTAL EQUITY + TOTAL DEBT



	Year
	2013
	2014
	2015
	2016
	2017
	Sanofi
2017

	DEBT TO CAPITAL RATIO
	0.7001
	0.791
	0.651
	0.7910
	0.830
	0.211


Critical analysis of debt to capital ratio 
Most of the company uses investor fund and loans to run its operations. This ratio helps to evaluate risk and allows to measure how well the company can handle the down trend in the business. GlaxoSmithKline has debt to capital ratio in the year 2013 is 0.7001
And which has increased in the year 2014 to 0.791. In the year 2015 it has again reduced to 0.651 but currently it has debt to capital ratio of 0.830. The trend of the company indicates that the company is not maintaining consistency in in its performance and financial management. Sanofi’s debt to capital is much lower and has good balance and control over its financial position, comparing this with GlaxoSmithKline it indicates that the company has got poor financial structure and it is depending on debts rather than its shareholders fund, which will affect adversely its financial performance in long run. (Peter Atrill, 2008)


3) PROFITABILITY RATIO:
This ratio helps the company to evaluate the profits generate from various projects by comparing the various income statement. (Maclaney, 2006)
A. GROSS MARGIN:

	GROSS MARGIN = GROSS PROFIT / SALES



	Year
	2013
	2014
	2015
	2016
	2017
	Sanofi
2017

	GROSS PRFOIT
	17920
	15683
	15070
	18599
	19844
	24593

	SALES
	26505
	23006
	23923
	27889
	30186
	35055

	GROSS MARGIN
	0.6760
	0.681
	0.6299
	0.666
	0.657
	0.701


Critical analysis of gross margin ratio
Gross margin determines the profitability of the entity which measures how profitable a company can sell its inventory in the market. Higher Ratio indicates higher profitability and ability to pay for non-operating expenses. GlaxoSmithKline has gross margin ratio of 0.657 in the year 2017 and in the year 2013 the gross margin ratio was 0.6760. This indicates the company has maintained the same ratio over the five years and there is no improvement is shown in the growth of the company. All five years it has got average gross margin ratio of 0.66. It indicates good performance in making profit but still it is less than its competitor Sanofi which has gross margin of   0.701.  Even though the company has managed to increase its revenue over the years it has failed to increase gross profit ratio but maintained it consistently during the past years. (Peter Atrill, 2008)
According to Study of “profitability Analysis” by Dr. Monica Tulsian stated that net income figures alone not very helpful in determining the efficiency of the business but other factors like gross margin are also important to consider and always higher profit is favourable to company and to investors. (Tulsian, 2014)


B. OPERATING MARGIN:
This ratio helps to calculate the proportion of profits is left after deducting all the operational cost.
	OPERATING MARGIN = OPERATING INCOME / SALES



	Year
	2013
	2014
	2015
	2016
	2017
	Sanofi
2017

	OPERATING INCOME
	7028
	3597
	10322
	2598
	4087
	5803

	OPERATING MARGIN
	0.265
	0.156
	0.431
	0.0931
	0.135
	0.165



Critical analysis on operating margin
If company making enough revenue from its operation to support its business, then it is considered as stable and well controlled business.  If ratio is higher it is more favourable to the company  
GlaxoSmithKline has operating margin ratio of 0.135 in the year 2017. And that of in 2013 was 0.265. And one more important point here to notice is that in the year 2015 the operating margin was 0.431 and immediate next year in 2016 was 0.0931 which reduced considerably. This covey the utmost uncertainty in the financial performance of the Glaxo Smith Kline. Sanofi has the operating margin of 0.165. Which is almost similar to the Glaxo smith Kline. In the year 2017 the operating income has dropped drastically compared to the operating income in 2013. Hence, we can say that company’s performance is not stable. (Peter Atrill, 2008)

3. NET PROFIT MARGIN:
This ratio measures the percentage of every pound earned by firms close at the financial year ending. (Maclaney, 2006)

	NET PROFIT MARGIN = NET INCOME / SALES

	Year
	2013
	2014
	2015
	2016
	2017
	Sanofi
2017

	NET INCOME
	5628
	2831
	8372
	1062
	2169
	8555

	NET PROFIT MARGIN
	0.212
	0.123
	0.349
	0.0380
	0.071
	0.244


Critical analysis on net profit margin
Net profit margin indicates the left-out portion of income after paying all expense related to business. Higher net profit ratio is favourable to the business. GlaxoSmithKline currently having the net profit margin of 0.071, in the year 2013 the ratio was 0.212 and in the year 2015 net profit margin was 0.349, it was sign of improvement in the business but immediately in the next year its net profit dropped to the lowest extent of 0.0380. Presently if we consider the trend it has a risk of falling in to loss zone. GlaxoSmithKline needs to take immediate action to overcome this financial crunch. (Peter Atrill, 2008)

4) EFFICIENCY RATIO:
It is task ratios finding out the company take advantage (to make income) by using their assets. (Maclaney, 2006)
A. TURN OVER:
	TURN OVER = SALES / TOTAL ASSET



	Year
	2013
	2014
	2015
	2016
	2017
	Sanofi
2017

	TOTAL ASSET
	42086
	40651
	53446
	[bookmark: _GoBack]59081
	56381
	99826

	TURN OVER
	0.629
	0.5659
	0.447
	0.472
	0.535
	0.350




Critical analysis of the turnover ratio
Higher turnover ratio indicates the company using its asset effectively to generate sales. Generally turnover ratio more than one is considered as better performance.   
GlaxoSmithKline which has turnover ratio of 0.535 in the year 2017 which shows under performance and underutilisation of its assets to generate revenue. In the year 2013 the turnover ratio was slightly high compared to the present ratio. (Peter Atrill, 2008)
According to “The journal of investing” higher efficiency ratio indicates effective utilisation of its assets in the performance of the company. Thus, if a company utilising its assets effectively to generate revenue. The efficiency ratio will be high. (Sandra A Waddock, 2000)
Turnover ratio of Sanofi is 0.350 which is lower than the GlaxoSmithKline. In some industry maintaining the high turnover ratio is not possible due to the external factors. Hence in general we can consider that company is not using its assets effectively to generate revenue.

B) FIXED ASSET TURNS OVER:
	FIXED ASSET TURN OVER = SALES / FIXED ASSET



	Year
	2013
	2014
	2015
	2016
	2017
	Sanofi
2017

	FIXED ASSET
	8872
	9052
	9668
	10808
	10860
	9579

	FIXED ASSET TURNS OVER
	2.98
	2.54
	2.47
	2.58
	2.77
	3.65


Critical analysis of fixed asset turnover ratio
Fixed asset turnover ratio indicates how well a company utilises its fixed asset to generate revenue. It is similar to the turnover ratio but only difference is that fixed asset turnover ratio considers only fixed asset in calculation.  
GlaxoSmithKline has fixed asset turnover ratio of 2.77 in the year 2017 which indicates the company has utilised its fixed asset to generate revenue. In the year 2013 the ratio was 2.98 which is slightly higher than present ratio. The average is 2.60 which has maintained consistently over the years. Its competitor Sanofi’s fixed asset turnover ratio is 3.65 which is much higher than the GlaxoSmithKline. (Peter Atrill, 2008)

3) FUTURE RECOMMENDATIONS TO IMPROVE FINANCIAL MANAGEMENT OF GLAXO SMITH KLINE (GSK).  
Currently the company has debts more than the shareholders fund. Company shall evaluate interest on loans and other fixed debt and should consider for modification in the rates so that company can pay lower amount every month, and all this savings obtained from lower interest should be added to working capital to increase the revenue.
GlaxoSmithKline shall choose the vendors who are ready to provide discount over the purchases made. So that the discount will save huge amount of working capital and will reduce the requirement of loan in near future.
One more important recommendation is company should not overstock its inventory. Because in the pharmaceutical industry inventory depreciates faster than any other asset. The slow moving and not moving inventories shall cut off and should be disposed with discount this will fresh up the cash and same should be utilised towards strong and fast-moving products.
By looking at the current financial condition of the GlaxoSmithKline it is highly recommended to project its future cash flow and change its financial structure accordingly. By preparing and predicting future cash flow company can predict the situation and handle the situation accordingly.
GlaxoSmithKline must analyse the fixed and variable cost which can be reduce or eliminated for example: company shall pay its debt on time, as it has obtained large amount of debt. Delay in payment of debt may impose large amount of penalty which is a wasteful expense. These kinds of expenses should be eliminated immediately      

GlaxoSmithKline should pay its suppliers on time because if the company is paying early it will reduce the cash flow and if payment is delayed then penalty or fees attracted. Hence by paying on time the future cash flow will be strengthen. 

GlaxoSmithKline is showing sign of making loss in near future, to avoid this crunch company shall adopt the revised structure of financial management and should concentrate on implementing the same to face the internal and external factors like competition. It is the right time to implement changes and get back to the profitability track. (Maclaney, 2006)
4) PART C
INVESTMENT APPRAISAL TECHNIQUES
There are total four techniques mention below help to choose the which project is better by comparing to each other.

	Year
	PROJECT A
	PROJECT B

	0
	(60)
	(100)

	1
	0
	30

	2
	30
	30

	3
	40
	30

	4
	20
	55




4.1) PAYBACK PERIOD(PBP): 
It is method to finding out how many days takes company to generate the cash flow is equivalent to the total initial investment. (Myaccountingcource, 2019)

	
	PBP (YEAR)

	PROJECT A
	2.75

	PROJECT B
	3.18



Analysis
The payback period can be used as tool for selecting the investment proposal. Generally, companies adopt the investment proposal if payback period is less than maximum acceptable payback period. The project will be discarded if the PBR is more than acceptable payback period. And while selecting a project between two or more proposals, the lower pay back period project will be selected. (Myaccountingcource, 2019)
As per the outcome of the payback period method, project –A has Payback period of 2.75 years and project –B has 3.18 years of payback period. It indicates that project A will pay back the invested amount sooner than project B. hence project A is preferable. 
Advantages of payback period
· This method is very simple to calculate and it is easy to interpret the result obtained.
· PBP is easy to compare, as the decision rule is to adopt the project having shortest payback period. (Peterson-Drake, 2019)
Shortcomings of payback period
· The major drawback of this method is does not consider the present value of the money.
· It ignores the cash flow which is beyond the PBP. Deciding on the selection of a project without considering entire cash flow of its economic life. (Peterson-Drake, 2019)

4.2) ACCOUNTING RATE OF RETURN (ARR):
ARR= [AVERAGE ANNUAL ACCOUNTING PROFIT / (INITIAL INVESTMENT/2)] *100

	
	ARR (%)

	PROJECT A
	25

	PROJECT B
	22.5



Analysis
ARR is one more traditional way of selecting the projects for investment purpose.
The organisation generally sets a minimum rate which is acceptable. The rate will be recognised by management. Project will be accepted if the ARR is more than the rate recognised by management. If ARR is less than the minimum Acceptable rate the project will be rejected. Comparing the above two projects, project A has ARR of 25% and project B has ARR of 22.5%. The ARR of project A is more than project B, as there is no minimum acceptable rate is decided by management, we can select the project having higher AAR. Thus, selecting project, A is advisable. (Accountlearning, 2019)
Advantage:
· It is very easy to make and get it their calculation.
· Its proffer clear idea about profits and the present performance of the company.
Shortcoming of ARR:
· It’s makes confusion to take decision when one calculates ROI and others do ARR.
· This technique does not consider the external factors and time into account during the calculation. (Accountlearning, 2019)
4.3) INTERNAL RATE OF RETURN (IRR):
IRR =R1 + [NPV1*(R2-R1) / (NPV1 – NPV2)]
                                                       Where, R1 & R2 is interest rate
               NPV1 & NPV2 is net present value

	
	Internal of return

	PROJECT A
	15%

	PROJECT B
	14.97%


Analysis
Interest rate of return is used to analyse profitability potentials of a proposed investment. Generally, it will be more desirable if a project has higher IRR. Sometimes it will be profitable for companies if the IRR is more than its cost of capital. Project-A has IRR of 15% and project-B has 14.97%. These are the rate at which the net present value is equal to zero, thus we can consider project A is better than project-B, due to the fact that it has got higher interest rate of return than project –B. (Investopedia, 2019)
       Advantages of IRR
· IRR considers the time value of money in calculation of project outcome.
· The profitability of the proposed project is considered for entire economic life of the project, which helps in consideration of true profitability.
· Major advantage of this method is it doesn’t require to consider cost of capital of the company.
· It provides percentage returns which helps to rank the project.
Shortcomings of IRR:
· This technique anticipated that the earnings are reinvested at the internal rate of return for the outstanding life of the project. Hence, the profitability of the project is not justifiable
· When the life and the timing of the cash flow differs the IRR & NPV may not provide appropriate result.(Accountlearning, 2019) 	



4.4) NET PRESENT VALUE:
NPV = -I0 + C1 / (1+r) + C2 / (1+r)2 + …. + Cn / (1+r)n
                                                            Where, I0 is initial investment
                                                                                  C is cash flow (future)
R discount or interest rate

	
	NET PRESENT VALUE

	PROJECT A
	5.096

	PROJECT B
	7.003


Analysis
Net present value method is considered as one of the most accepted and efficient method of selecting the proposed projects. It is modern method of capital budgeting. The present value of cash inflow will be compared to present value of cash out flow. If outcome of net present value is more than zero it will be accepted and if the NPV is negative it will be rejected. Project-A has NPV of 5.096 and project-B has NPV of 7.003. both the projects have positive net present value, both the projects are acceptable, even though the both projects are acceptable the higher NPV project will be selected. Higher NPV is not only the factor of selection, company shall also consider other factors like investment amount, cash inflow etc. hence based on the above discussion project-B is preferable.   

           Advantages of net present value 
· The major advantage of NPV method is that it considers time value of money. It considers that the future value of money is less worth than the present worth of money. During the time of inflation or deflation the value of money changes considerably thus considering time value of money is important.
· NPV method can compare the projects. The project with higher net present value is selected and considered profitable.
· NPV gives priority to profitability and the risk involved in the project 
· NPV considers the cost of capital while selecting the project, which generally helps to priorities the profitability   
Shortcomings of net present value  
· The major disadvantage of net present value is that it has to guess the cost of capital of the company. If assumption of cost of capital is low, then company will end up in selecting less quality project. And if assumption of cost of capital is high will result in forgoing good investment 
· The NPV is not useful for comparing two projects of different size. Because it only considers size on input of the project.(Fool, 2019)
4.5) RECOMMENDATION FOR SELECTING THE PROJECT.
Considering the facts and outcome of the various investment appraisal techniques of the project –A and project –B it is recommended to adopt the project –A for the investment purpose. 
Reason for selecting project –A
· Project –A has lower payback period as per payback period technique. Company can receive back its investment earlier than project –B
· Project – A has higher accounting rate of return & interest rate of return as per ARR & IRR technique hence it is more favorable to the company’s profitability.
· According to NPV technique both the project has secured positive NPV considering the fact that, project A is providing higher profitability with low investment. Project B is providing higher NPV than project -A but investment is considerably higher.
 
· Considering all above factors, we can conclude that project- A is recommended for investment.    

5) NON-FINANCIAL FACTORS THAT NEED TO BE CONSIDERED IN DECISION MAKING:

· Environmental and locational factors:
The environmental and the locational factors of a proposed investment can never be neglected during its appraisal. Company shall evaluate the damages may cause by the project to the nature or environment.
· Cultural Factors:
It is also a significant point to consider the impact of culture on the projects as it plays major role in appraisal of project.
· Legal Factors:
For businesses functioning at a global level, it is also important to understand the various legal issues and laws of the countries in which they are functioning.
· Organizational Strategy:
Firms generally accept those projects that can contribute to the strategic objectives of them.
· Political Factors:
Every organization keep the political moment in their mind that will affect their firm. For example, Brexit deal.
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