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[bookmark: _Toc61379986]1. Introduction
In the modern world, doing business has become one of the challenges yet the most attractive tasks (Harun, 2021). To do business, business managers often have to deal with many activities. One of the activities is to figure out whether his company is doing properly as it has been supposed to do. Another activity is figuring out if investment in a certain field is profitable, or it would create value at all (Wahlen et al., 2019). Thus, two of the most common techniques, ratio analysis, and capital budgeting, have become very popular among investors and users. The report focuses on calculating certain ratios of one of the well-known companies of the U.K., GlaxoSmithKline or GSK. It also contains solutions to some of the capital budgeting problems given to the author. The very first part of the report discusses an overview of GSK UK, describing its business model, competitors, and recent major events. The next part discusses a 5-year ratio analysis of GSK along with a short recommendation. The next part discusses and includes a solution to certain capital budgeting tools such as PBP, ARR, and NPV. At the very end of the report, a short conclusion has been drawn considering the report as a whole. 
[bookmark: _Toc61379987]2. GlaxoSmithKline: Company Overview
GlaxoSmithKline is a pharmaceutical MNC that was established in 2000. Its headquarters is in England. GSK is one of the top pharmaceutical companies in the world. At present, GSK serves in more than 160 countries concerning the USA, UK, Germany, Japan, etc. GSK operates in pharmaceuticals and consumer healthcare products. More than 85% of GSK sales are generated by pharmaceuticals (Valand, 2011). 
The mission of GSK is to help people do more, feel better, live longer (Tate, 2018). Their goal is to be one of the most innovative, best performing, and trusted healthcare companies in the world. Their values include patient focus, transparency, respect, and integrity, and they expect courage, accountability, development, and teamwork. They keep those values are at the heart of the business. To differentiate and provide better services, GSK is always concerned about strengthening their R&D through a focus on immunology, human genetics, and advanced technologies. The brand name and R&D are the core competencies of the company (Strunk, 2015). GSK has employed more than 99,000 people in 160 countries. GSK operates manufacturing sites and R&D centers in 36 countries. The major R&D centers are located in the U.K., USA, Spain, Belgium, and China. The product-line of GSK are divided into prescription medicines, vaccines, and consumer healthcare. Two extensive divisions are in particular areas of healthcare- ViiV Healthcare and Stiefel.
[image: ]
Figure: Business Model Canvas of GSK
Value Proposition: GSK is concerned about innovation in the healthcare sector and a broader range of products to perform better. Also, they ensure low patent risk and unique culture in the organization.
Key Partners: As a pharmaceuticals company GSK always keeps in touch with the medical community. Other key partners include suppliers, subsidiaries, regulators, mergers and acquisitions, research centers, FDA, and equivalents.
Key Activities: Research and development is the main activity of GSK to make sure better quality. Manufacturing comes next, and marketing, distribution, intellectual property protection comes later. 
Key Resources: Scientific recognition and intellectual properties are the most crucial resources of GSK. Infrastructure, facilities, brand name, and employees are other resources.
Customer Segments: GSK has a massive market, including people with a health condition and oncologic patients.
Customer Relationship: GSK is very sensitive to its customers. They expect passion, trust, and manage the account properly. GSK never compromises with quality.
Channels: Physicians, medical and healthcare institutions are the main channels of GSK. Drugstores and pharmacies are also included in key channels.
Cost Structure: The largest part of the cost is regarding R&D. Then comes production and maintenance activities. Other costs include marketing, packaging, CSR activities, and taxes.
Revenue Structure: Sales and royalties of intellectual properties are the main sources of revenue of GSK. In crucial times contracted manufacturing is also playing a vital role in the revenue stream. 
Some of the major market players compete with GSK. The key competitors are Unilever, Reckitt Benckiser, B.P., AstraZeneca, and Alliance Pharma. GSK is considered the largest vaccine company by revenue and supplying vaccines. Since the beginning of the pandemic, GSK is continuously working on its scientific prowess and technology to ensure a difference. Even GSK has partnered with several parties to introduce COVID-19 vaccines and treatments as soon as possible (Srithon, 2017). In 2020 the company took a two-year program of separating GSK into two new leading companies. 




[bookmark: _Toc61379988]3. Ratio Analysis of GSK
[bookmark: _Toc61379989]3.1 Calculation of Key Financial Ratios
[bookmark: _Toc61379990]3.1.1 Profitability Ratios
	
	Profitability Ratios

	 
	2015
	2016
	2017
	2018
	2019

	
	Gross Profit Margin

	Sales
	23923
	27889
	30186
	30821
	33754

	Gross profit
	15070
	18599
	19844
	20580
	21891

	Gross profit margin
	63%
	67%
	66%
	67%
	65%

	
	
	
	
	
	

	
	Net Profit Margin

	Net profit
	8372
	1062
	2169
	4046
	5268

	Sales
	23923
	27889
	30186
	30821
	33754

	Net profit margin
	35%
	4%
	7%
	13%
	16%

	
	Return on Equity

	Net profit
	8372
	1062
	2169
	4046
	5268

	Total Equity
	8878
	4963
	3489
	3672
	18357

	Return on equity
	94%
	21%
	62%
	110%
	29%

	
	Return on Asset

	Net Income
	8372
	1062
	2169
	4046
	5268

	Total Assets
	53446
	59081
	56381
	58066
	79692

	Return on assets
	16%
	2%
	4%
	7%
	7%



Evaluation of profitability ratios:
Gross profit margin: It refers to the percentage of revenue from turnover that a company gets after meeting up all the direct costs involved with manufacturing the goods and services (Robinson et al., 2012). The standard for gross profit margin is 30%-40%. In the above table, it is seen that GSK has an above-standard margin, which implies a profitable condition for the business.
Net profit margin: It refers to the percentage of net profit against the total sales revenue. The standard of net profit margin is 10%. The above table shows GSK has an above-standard net profit margin in 2015, 2018, and 2019. In 2016 and 2017, the company incurred too much expense in operation, which led the net margin for those years to become lower.
Return on Equity: It implies the amount of profit earned against each pound of shareholders’ equity (Octavia and Aidina, 2020). In 2015 and 2018, GSK was seen to generate abnormally higher ROE. But all of the ratios are higher than the standard of 14%.
Return on Asset: It helps investors have a bird’s eye view of a company’s strength in generating net income against the money invested. ROA less than 5% is considered to be an asset-intensive company. Thus, it can be said that GSK was asset-intensive in the years 2016 and 2017.

[bookmark: _Toc61379991]3.1.2 Liquidity Ratios
	
	
Liquidity Ratios

	 
	2015
	2016
	2017
	2018
	2019

	
	Current Ratios

	Current assets
	16587
	16711
	15907
	16927
	19491

	Current liabilities
	13417
	19001
	26569
	22491
	24050

	Current ratio
	1.24:1
	0.88:1
	0.60:1
	0.75:1
	0.81:1

	
	Quick Ratio

	Quick Assets
	11871
	11609
	10350
	11451
	13544

	Current Liabilities
	13417
	19001
	26569
	22491
	24050

	Quick Ratio
	0.88:1
	0.61:1
	0.39:1
	0.51:1
	0.56:1

	
	Cash Ratio

	Cash and cash equivalent
	5830
	4897
	3833
	3874
	4707

	Current liabilities
	13417
	19001
	26569
	22491
	24050

	Cash Ratio
	0.43
	0.26
	0.14
	0.17
	0.20



Evaluation of Liquidity Ratio: 
Current ratio: It is a method of measuring the liquidity standard of a company. The higher the ratio, the higher the liquidity of the company is (Martyn, 2021). The standard liquidity ratio is 2:1. The above-mentioned table shows that GSK has a below-standard current ratio all the five years. It implies that the liquidity condition of GSK is not satisfactory at all.
Quick ratio: It is considered to be an updated form of the current ratio. It also measures the liquidity of a business for a shorter period. The standard is 1:1. From the above-mentioned table, it can be seen that all the ratios are below standards implying that GSK is poorly dealing with its liquidity concern.
Cash ratio: It implies a company’s ability to pay its short-term liabilities. In all the years, the cash ratio is less than. It suggests that GSK has insufficient cash and cash-like items to pay its short-term liabilities in real-time.

[bookmark: _Toc61379992]3.1.3 Gearing Ratios

	
	Gearing Ratios

	 
	2015
	2016
	2017
	2018
	2019

	
	Debt-equity ratio

	Total debt
	18726
	16562
	17023
	25996
	29258

	Total equity
	8878
	4963
	3489
	3672
	18357

	Debt-equity ratio
	2.11
	3.34
	4.88
	7.08
	1.59

	
	
	
	Equity ratio
	

	Total equity
	8878
	4963
	3489
	3672
	18357

	Total asset
	53446
	59081
	56381
	58066
	79692

	Equity ratio
	0.17
	0.08
	0.06
	0.06
	0.23

	
	
	
	Debt ratio
	

	Total debt
	18726
	16562
	17023
	25996
	29258

	Total assets
	53446
	59081
	56381
	58066
	79692

	Debt ratio
	0.35
	0.28
	0.30
	0.45
	0.37




Evaluation of Gearing Ratios
Debt-Equity ratio: It measures how much a company’s financing is dependent on debt or own funds. The higher the debt-equity ratio, the more would be the interference of the lender parties (Jenkinson, 2014). A higher ratio also indicates higher risk. Thus, the standard is not more than 2. The above-mentioned table shows that GSK had an above-standard debt-equity ratio in 2015, 2016. 2017 and 2018. But in 2019, the company could manage to reduce the ratio significantly. 
Equity ratio: It implies how efficiently a company manages its debt funds and its assets requirements (Higgins, 2019). The equity ratio of GSK over five years seems to be constant and is unsatisfactory.
Debt ratio: it measures the level of leverage a company utilizes, taking into consideration its total debt and total assets. A debt ratio lower than .40 is considered a good ratio. In the case of the debt ratio, GSK seems to perform relatively well.
[bookmark: _Toc61379993]3.1.4 Efficiency Ratio

	
	Efficiency Ratio

	 
	2015
	2016
	2017
	2018
	2019

	
	Inventory turnover ratio

	COGS
	8853
	9290
	10342
	10241
	11863

	Inventory
	4716
	5102
	5557
	5476
	5947

	Inventory turnover ratio
	1.88
	1.82
	1.86
	1.87
	1.99

	
	Asset turnover ratio

	Revenue
	23923
	27889
	30186
	30821
	33754

	Total asset
	53446
	59081
	56381
	58066
	79692

	Asset turnover ratio
	0.45
	0.47
	0.54
	0.53
	0.42



Evaluation of Efficiency Ratios
Inventory turnover ratio: inventory turnover ratio implies how many times a business sells its inventory over a given time. It helps managers make the proper decision at the right place in time. If the inventory turnover ratio of a business is low, it would indicate that the company failed to sell enough units of products or services, or it has excess inventory (Harun, 2021). Inventory turnover ratio between 5 to 10 times implies a good situation for a company. From the above-mentioned table, it is seen that GSK couldn’t even touch the standard ratio. All the ratios calculated are below standards indicating a poor standard of GSK’s inventory management. 
Asset turnover ratio: The asset turnover ratio is calculated by dividing the total sales by the average assets of a company. It indicates how efficiently a company is utilizing its assets to meet up its sales requirements. A high ratio means that the company is using its assets efficiently (Bierman and Smidt, 2010). A low ratio refers exactly the opposite. As there is no benchmark or standard for asset turnover ratio, it cannot be said whether GSK’s asset turnover ratio is good or bad. Comparing the investment average with the company average might give a specific view about the ratios.


[bookmark: _Toc61379994]3.2 Comparison with Major Competitors
In this section, GSK’s calculated ratios have been compared with those of its major competitors. It is done to have an idea about the position of GSK in a competitive market. The major competitors of GSK are Unilever, Reckitt Benckiser, B.P., AstraZeneca, and Alliance Pharma. The ratios of these companies over the recent five years have been calculated and compared with that of GSK.
2015
	
	GSK
	Unilever
	Reckitt Benckiser
	B.P.
	AstraZeneca
	Alliance Pharma
	Average

	Gross profit margin
	63%
	42%
	59%
	1.80%
	75.35%
	85.92%
	55%

	Net profit margin
	35%
	9%
	20%
	-2.91%
	11.43%
	5.79%
	13%

	ROE
	94%
	30%
	25%
	-6.36%
	15%
	1.74%
	27%

	ROA
	16%
	6%
	11%
	-2.39%
	5%
	1.10%
	6%

	Current ratio
	1.24
	0.63
	0.57
	1.28
	1.08
	3.41
	1.37

	Quick ratio
	0.88
	0.42
	0.44
	1.02
	0.93
	3.00
	1.12

	Cash ratio
	0.43
	0.14
	0.17
	0.56
	0.46
	1.95
	0.62

	Debt-equity ratio
	2.11
	0.87
	0.35
	0.54
	0.81
	0.41
	0.85

	Equity ratio
	0.17
	0.22
	0.45
	0.38
	0.31
	0.63
	0.36

	Debt ratio
	0.35
	0.19
	0.16
	0.20
	0.25
	0.26
	0.24

	Inventory turnover ratio
	1.88
	1.88
	5.33
	14.93
	2.74
	1.21
	4.66

	Asset turnover ratio
	0.45
	0.45
	0.58
	0.82
	0.40
	0.19
	0.48



In 2015, most of the competitors of GSK generated an above-standard gross profit margin. But the gross profit margin of GSK is higher than those of the average of its competitors. Again, the average net profit margin was 13%, but that of GSK was 35%. The average return on equity and return on assets was 27% and 6%. But it is seen that the margins of GSK were quite higher than the average. It implies that GSK has generated a higher profit margin compared to its competitors. 
But the situation is quite the opposite in the case of liquidity ratios. The average current ratio, quick ratio, and cash ratio were 1.37, 1.12, and 0.62, respectively. But those of GSK was 1.24, 0.88, and 0.43. It implies that GSK lags in the case of liquidity management.
Again, the average debt-equity ratio, equity ratio, and debt ratio are 0.85, 0.36, and 0.24, respectively. Though it could manage to surpass the average debt-equity ratio and debt ratio, it could not manage to have a competitive advantage in terms of equity ratio.
In terms of inventory turnover ratio and asset turnover ratio, the company is seen to perform below average. The average inventory turnover ratio is 4.66, and the average asset turnover ratio is 0.45. Where the inventory turnover ratio is 1.88, and the asset turnover ratio is 0.45. It implies that the company is unable to increase its sales that much, and it cannot use its assets properly to generate more sales.
2016
	
	GSK
	Unilever
	Reckitt Benckiser
	B.P.
	AstraZeneca
	Alliance Pharma
	Average

	Gross profit margin
	67.00%
	43.00%
	61.00%
	6.80%
	75.78%
	80.74%
	55.72%

	Net profit margin
	4.00%
	10.00%
	18.00%
	0.06%
	15.21%
	13.25%
	10.09%

	ROE
	21.00%
	29.00%
	21.00%
	0.11%
	19.22%
	4.59%
	15.82%

	ROA
	2.00%
	8.00%
	10.00%
	0.04%
	5.12%
	3.01%
	4.70%

	Current ratio
	1.24
	0.68
	0.64
	1.16
	0.85
	3.13
	1.28

	Quick ratio
	0.88
	0.47
	0.50
	0.86
	0.70
	2.68
	1.02

	Cash ratio
	0.43
	0.18
	0.19
	0.45
	0.39
	1.57
	0.54

	Debt-equity ratio
	2.11
	0.97
	0.28
	0.60
	1.01
	0.35
	0.89

	Equity ratio
	0.17
	0.26
	0.47
	0.37
	0.27
	0.66
	0.37

	Debt ratio
	0.35
	0.26
	0.13
	0.22
	0.27
	0.23
	0.24

	Inventory turnover ratio
	1.88
	1.82
	4.78
	8.85
	2.19
	1.55
	3.51

	Asset turnover ratio
	0.45
	0.47
	0.53
	0.64
	0.34
	0.23
	0.44



It has been seen from the above table that the average gross profit margin in 2016 was 55.72%. Where GSK could easily surpass the average as it has a margin of 67%. On the other hand, the average net profit margin was 10.09%. But it was quite unfortunate that the net profit margin of GSK significantly decreased in 2016. It is because the company used most of its revenue to meet up its increasing operating expenses. The return on equity of GSK was 21%, which exceeds the average of 15.82%. But GSK's return on the asset was only 2% compared to the average of 4.70%.
In the case of liquidity ratios, also in 2016, GSK was seen having below-average ratios. It implies that the situation of GSK couldn’t become any better than the previous year. 
In 2016 also, the debt-to-equity ratio and the debt ratio of GSK were higher than those of the average ratio. But, in the case of equity ratio, GSK couldn’t gain a competitive advantage as it has below average equity ratio.
The average inventory turnover ratio and average asset turnover ratio were 3.51 and 0.44, respectively. Though GSK touches the average somehow, it significantly lags in the case of inventory turnover ratio. 
2017
	
	GSK
	Unilever
	Reckitt Benckiser
	B.P.
	AstraZeneca
	Alliance Pharma
	Average

	Gross profit margin
	66.00%
	43.00%
	59.00%
	8.72%
	74.11%
	82.34%
	55.53%

	Net profit margin
	7.00%
	11.00%
	29.00%
	1.41%
	13.36%
	12.58%
	12.39%

	ROE
	62.00%
	42.00%
	25.00%
	3.55%
	18.94%
	4.98%
	26.08%

	ROA
	4.00%
	10.00%
	9.00%
	1.29%
	4.98%
	3.26%
	5.42%

	Current ratio
	0.60
	0.73
	0.82
	1.16
	0.79
	3.10
	1.20

	Quick ratio
	0.39
	0.56
	0.64
	0.86
	0.60
	2.62
	0.95

	Cash ratio
	0.14
	0.16
	0.32
	0.45
	0.28
	1.55
	0.48

	Debt-equity ratio
	4.88
	1.66
	0.95
	0.63
	1.07
	0.32
	1.59

	Equity ratio
	0.06
	0.24
	0.37
	0.36
	0.26
	0.65
	0.32

	Debt ratio
	0.30
	0.40
	0.35
	0.23
	0.28
	0.21
	0.30

	Inventory turnover ratio
	1.86
	1.86
	3.89
	12.11
	2.01
	1.35
	3.85

	Asset turnover ratio
	0.54
	0.54
	0.31
	0.91
	0.37
	0.26
	0.49



In 2017, GSK had an above-average gross profit margin. But as it used most of its revenue in operating expenses, it could generate a below-average net profit margin that year. It is quite vivid that the ROE of GSK in that year surpassed the average ROE by a great extent. On the other hand, the ROA of GSK couldn’t touch the average ratio.
In the case of liquidity, GSK could not even touch the average ratios. All the ratios are below the average, implying that the liquidity condition of GSK is not satisfactory at all. 
The debt-to-equity ratio of GSK in 2017 surpasses the average rate by a great extent. At the same time, the difference between equity and asset was nearly equal. 
The inventory turnover ratio and the asset turnover ratio of GSK in 2017 were 1.86 and 0.54, respectively. The inventory turnover ratio is far below the average ratio, where GSK could manage to use its assets properly to exceed the average asset turnover ratio.

2018
	
	GSK
	Unilever
	Reckitt Benckiser
	B.P.
	AstraZeneca
	Alliance Pharma
	Average

	Gross profit margin
	67.00%
	44.00%
	60.00%
	9.70%
	71.78%
	83.33%
	55.97%

	Net profit margin
	13.00%
	18.00%
	17.00%
	3.14%
	9.75%
	1.89%
	10.46%

	ROE
	110.00%
	76.00%
	15.00%
	8.83%
	14.65%
	85.00%
	51.58%

	ROA
	7.00%
	17.00%
	6.00%
	3.18%
	3.39%
	56.00%
	15.43%

	Current ratio
	0.75
	0.76
	0.65
	1.05
	0.95
	2.88
	1.17

	Quick ratio
	0.51
	0.55
	0.48
	0.78
	0.78
	2.48
	0.93

	Cash ratio
	0.17
	0.20
	0.19
	0.33
	0.35
	1.33
	0.43

	Debt-equity ratio
	7.08
	2.16
	0.83
	0.65
	1.36
	0.35
	2.07

	Equity ratio
	0.06
	0.23
	0.39
	0.36
	0.23
	0.66
	0.32

	Debt ratio
	0.45
	0.49
	0.32
	0.23
	0.32
	0.23
	0.34

	Inventory turnover ratio
	1.87
	1.87
	3.95
	14.33
	2.06
	1.46
	4.26

	Asset turnover ratio
	0.53
	0.53
	0.33
	1.01
	0.35
	0.30
	0.51



In 2018, GSK was seen to make an above-average gross profit. In 2018, the company could manage to increase its net profit margin surpassing the average. The ROE of GSK in this year was quite higher, exceeding 100%. But the ROA was 7% only, which is nearly half the average ratio. 
In the case of liquidity, GSK could generate a below-average ratio, which is consistent with those of previous years. 
The debt-to-equity ratio and debt ratio of GSK exceed the average ratio, but the equity ratio could not have a competitive advantage.
Despite the above-average asset turnover ratio, the company could not have an advantage over the inventory turnover ratio. 

2019
	
	GSK
	Unilever
	Reckitt Benckiser
	B.P.
	AstraZeneca
	Alliance Pharma
	Average

	Gross profit margin
	65.00%
	44.00%
	60.00%
	9.40%
	72.35%
	85.79%
	56.09%

	Net profit margin
	16.00%
	11.00%
	-22.00%
	1.45%
	5.47%
	48.53%
	10.08%

	ROE
	29.00%
	42.00%
	-30.00%
	4.15%
	9.49%
	21.33%
	12.66%

	ROA
	7.00%
	13.00%
	-9.00%
	1.42%
	2.26%
	13.70%
	4.73%

	Current ratio
	0.81
	0.78
	0.56
	1.01
	0.86
	4.25
	1.38

	Quick ratio
	0.56
	0.58
	0.42
	0.73
	0.68
	3.73
	1.12

	Cash ratio
	0.20
	0.24
	0.17
	0.31
	0.34
	2.33
	0.60

	Debt-equity ratio
	1.59
	2.00
	1.30
	0.77
	1.25
	0.24
	1.19

	Equity ratio
	0.23
	0.31
	0.29
	0.34
	0.24
	0.64
	0.34

	Debt ratio
	0.37
	0.61
	0.38
	0.26
	0.30
	0.16
	0.35

	Inventory turnover ratio
	1.99
	1.99
	3.92
	12.54
	2.19
	1.12
	3.96

	Asset turnover ratio
	0.42
	0.42
	0.40
	0.98
	0.41
	0.28
	0.49



In 2019, consistently with other years, the company generated an above-average gross profit margin. The net profit margin in that year seemed to be increasing. ROE and ROA both were above the average. It suggests that, in 2019, GSK could better their performance compared to previous years. 
It is quite unfortunate that GSK could not improve the liquidity condition of their business in 2019 too.
The debt-to-equity ratio and debt ratio of GSK exceed the average ratio, but the equity ratio could not have a competitive advantage.
Both the inventory turnover ratio and asset turnover ratio are below average. It suggests that the company could not allure its customers to buy products, and they cannot use their assets properly to increase sales.
[bookmark: _Toc61379995]3.3 Recommendation on Improvement of Financial Management
The company seems to have trouble regarding its liquidity most. They must immediately take action to improve the ratios. They could use sweep accounts, cut overhead expenses, and pay off short-term liabilities as efficiently as possible (Bharma, 2021). The company should avoid taking new loans. It could run sales campaigns to increase sales revenue, issue new securities, and reconsider the operating expenses. It might help increase the solvency ratio of GSK.
[bookmark: _Toc61379996]4. Capital Budgeting 
[bookmark: _Toc61379997]4.1 Calculation PBP, ARR, and NPV
[bookmark: _Toc61379998]4.1 Payback Period
Payback Period of project A:
	Year
	Cash Flows
	Cumulative Cash Flow

	0
	-85 (NCO)
	 

	1
	10
	10

	2
	20
	30

	3 (a)
	40
	70 (c)

	4
	55 (d)
	125



Payback period = a + 
Here, 
a = Number of years before full recovery year
NCO = initial investment
c = cumulative cash flow at the year a
d = actual cash flow at full recovery year
So, PBP of project A = 3 + 
			= 3.27 years
The company would be able to recover its cash investment in approximately 3.27 years.

PBP of project B:
	Year
	Cash Flows
	Cumulative Cash Flow

	0
	-90 (NCO)
	 

	1
	25
	25

	2
	30
	55

	3 (a)
	35
	90 (c)

	4
	40 (d)
	130



So, PBP of project B = 3 + 
			= 3 years
The company would be able to recover its cash investment in approximately three years.
Here, it can be seen that the PBP of project A is higher than that of project B. Project A would recover the initial cash flow taking much more time than project B. Thus, if the investor wants to recover his initial investment quickly, he would rationally go for project B.
Thus, project B is acceptable here.

[bookmark: _Toc61379999]4.2 Accounting Rate of Return
ARR of project A:
Depreciation = 
		= 
		= £21.25m
	Year
	Cashflow
	Depreciation
	Accounting profit

	1
	10
	21.25
	-11.25

	2
	20
	21.25
	-1.25

	3
	40
	21.25
	18.75

	4
	55
	21.25
	33.75

	
	
	Total
	40



Average Accounting Income = 
So, Accounting Rate of Return = 
				  = 
				  = 11.76%
The annual percentage rate of return for project A is 11.76%.
ARR of Project B:
Depreciation = 
	Year
	Cashflow
	Depreciation
	Accounting Profit

	1
	25
	22.5
	2.5

	2
	30
	22.5
	7.5

	3
	35
	22.5
	12.5

	4
	40
	22.5
	17.5

	
	
	
	40



Average Accounting Income = 

So, Accounting Rate of Return = 
				   = 
				   = 11.11%
The annual percentage rate of return for project B is 11.76%.
Based on ARR, project A is preferable as it has a higher percentage of return. The decision rule here is that the greater the ARR, the more desirable the project (Beaky, 2021). Thus, the project would be preferred by a rational investor.

[bookmark: _Toc61380000]4.3 Net Present Value
NPV is calculated with the following formula:
NPV = ∑ – initial investment
NPV of project A = 
		     = 91.97 – 85
		     = £6.97m
In the case of project A, the present values of projected earnings generated exceed the initial investment, implying that the project would create value for its investor.
NPV of project B = 
		     = 99.96 - 90				
	 = £9.96m
Also, in the case of project B, the present values of projected earnings generated exceed the initial investment, implying that the project would create value for its investor.
The general rule is that if the NPV of a project is positive, it should be accepted. But in the case of mutually exclusive projects, only one project should be accepted. Here, both project A and project B have positive NPV (Harun, 2021). As project B has a higher NPV compared to that of project A, project B should be accepted in this case.

[bookmark: _Toc61380001]4.2 Advantage and Disadvantage of Capital Budgeting Tools
[bookmark: _Toc61380002]4.2.1 Payback Period (PBP)
The payback period is a technique used for evaluating an investment. It refers to the time taken to recover the cost of investment (Beaky, 2021). PBP is formed on the view of how much time is required by a capital project to bring about cash flows to recover the initial investments. Calculating and interpreting the payback period is very easy. For calculating PBP developing a table and applying a formula (Payback Period = W + (X – Y) / Z) is all that is needed. The acceptability of PBP depends on the benchmark set by an organization. But generally, the lower it is, the more acceptability it has. 
The most significant advantage of PBP is its simplicity to calculate and interpret (Bharma, 2021). Simplicity leads to a quick evaluation and saves time. It also mitigates the risk of losses because a project with a shorter payback period has a lower risk in uncertain industries where technology changes rapidly; PBP is very advantageous. To get a rough idea about the time for the investment, the manager needs to calculate this, and it can tell him whether they should think about spending on the project or not. 
The disadvantages to this technique are not considering the cash flows after the payback period and the time value of money (Bierman and Smidt, 2010). PBP is so simple to observe normal business scenarios and skips real cases. Two projects with the same payback period might not be equally good, and interest cannot remain ignored. There is no guarantee that a shorter payback period will be profitable, and it may stop generating cash flows at PBP. Other shortcomings include incompetence to deal with unequal cash flows with negative cash flows. 
[bookmark: _Toc61380003]4.2.2 Accounting Rate of Return (ARR)
The accounting rate of return tells the percentage rate of return expected on an investment in comparison to the cost of investment (Higgins, 2019). ARR is a useful tool for the capital budget, and it helps in calculating the profitability of investment quickly.  To find ARR, average revenue is divided by the firm's initial investment (Jenkinson, 2014). It indicates the return expected over the lifetime of the project. 
The advantage of ARR is helping in determining a project's annual percentage rate of return. ARR can help the project manager in comparing multiple projects and determining the expected rate of return of each project (Martyn, 2021). Thus, it enables the manager to decide on an investment or capital project. ARR illustrates a clear picture of the profitability of a capital project. By measuring the current performance of the firm and showing the return-on-investment, ARR matches up to the interest of the investors.
Like PBP, ARR also does not consider the time value of money or cash flows. One project may return more revenue in its early periods, and the other project in its later (Octavia and Aidina, 2020). The project offering profits sooner allows reinvestment. But ARR does not allocate a higher value to it. ARR does not think about the external factors, and they can affect profitability. It takes no notice for the Period of profits earned. ARR cannot evaluate the projects with more than two installments at separate times. Also, ARR does not consider the increased risk and uncertainty related to longer periods.
[bookmark: _Toc61380004]4.2.3 Present Net Value (NPV)
Net Present Value is the value of all future cash flows over the lifetime of an investment discounted to the present. NPV analysis is a type of inherent valuation. It is used broadly to determine the value of an investment or capital project (Robinson et al., 2012). The formula used for calculating NPV differs based on the number and steadiness of future cash flows. A project with a positive NPV reflects a good investment and, therefore, attractive. A negative NPV, on the other hand, suggests not to invest. The NPV can help a manager to decide whether a capital project should be undertaken or not and compare alternative ways of using capital. 
The advantages of NPV include considering the time value of money and helping the management of the firm to make decisions in better ways (Srithon, 2017). Time value of money is a basic concern of finance. NPV follows it, unlike ARR and PBP. The most vital advantage of NPV is it takes into account the cost of capital and the implicit risk while projecting the future. NPV is helpful in both evaluating projects of the same size and pointing out whether a specific investment is profitable or not.
The disadvantages of NPV are not considering the hidden cost and not able to compare the different sizes of projects. There are no standard guidelines for calculating the Required Rate of Return. The entire process of NPV calculation depends on the required rate of return for discounts. As the RRR different from each project to the other and under the judgment of the firm, NPV cannot be used to differentiate projects of different sizes (Herbst, 2013). Also, the crucial disadvantage of the net present value metric is that it needs some presumption about the cost of capital of the business.  As NPV is an absolute figure, unlike percentage, NPV of larger projects would automatically be higher than a smaller project. Therefore, the returns from the smaller project may be higher than its investment, but a lower NPV can mislead the management.
[bookmark: _Toc61380005]4.2.4 Non-Financial Factors for Investment Assessment
When a firm is showing a weaker non-financial performance, its financial performance and strength do not matter. So, spotting and assessing non-financial objectives is more significant. Thinking about non-financial factors and objectives may help firms of any size (Strunk, 2015). A company with sound sales but poor customer relationship management may fall in the future if it remains unnoticed. Managers can make decisions and adjustments by keeping an eye on non-financial factors. Employee morale, corporate ethics, customer engagement, are also some important non-financial factors for an investment (Tate, 2018). Firms must use proper tools and techniques in management. A firm should check all current and probable legislation regarding investment and industry standards. Also, it should focus on building the capabilities of business in new fields and improving management systems. Predicting and preparing for future threats is also important for a firm before investing in capital projects (Wahlen et al., 2019).
[bookmark: _Toc61380006]5. Conclusion
Running a business is not an easy task. The success of a business highly depends on its financial managers. A financial manager must, at a point in time, determine or evaluate the performance of a company (Valand, 2011). Similarly, the managers of GSK have to determine whether all the ratio analysis tools are giving a positive insight into the company. If the results are satisfying, they should keep on doing that. If the result is not satisfactory, they would even change their business strategy. Again, managers must be aware of choosing investment tools while investing in a huge field.
[bookmark: _Toc61380007]
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