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[bookmark: _Toc60172415][bookmark: _Toc61434624]Introduction
When the finance manager of the GlaxoSmithKline has increased its liquid asset by taking a loan, the GlaxoSmithKline may face financial distress. To ensure sustainable business growth and sound financial position, the finance manager of the GlaxoSmithKline should take appropriate action to reduce involvement on the use of long-term debt. The concept of the NPV has incorporated the time value of money during making an investment decision. Furthermore, the rate of the cost of the capital has been adjusted with economic growth and inflation rate during the calculation of the present value.
[bookmark: _Toc60172416][bookmark: _Toc61434625]Part-A

[bookmark: _Toc60172417][bookmark: _Toc61434626]A brief history of the company
GlaxoSmithKline is the UK based multinational company and involved with producing healthcare and pharmaceutical items since 2000. At the beginning of this company, it was formed as a private limited company although it has operated its business as a public limited company currently. Besides, pharmaceutical and health care items, this business organisation is involved with producing and serving consumer items recently (Ananthan, Appannaiah and Reddy, 2010). Now, GlaxoSmithKline has operated its business not only British subcontinent but also Asia, Korea, and American Subcontinent.

[bookmark: _Toc60172418][bookmark: _Toc61434627]The business model of the GlaxoSmithKline
The GlaxoSmithKline has followed a simple business model to produce pharmaceutical items, vaccine, and other health care service. The business model of the GlaxoSmithKline has been represented graphically below:

[image: ]
Figure 1: Business Model of the GlaxoSmithKline
Source: (Ananthan, Appannaiah and Reddy, 2010)

[bookmark: _Toc60172419][bookmark: _Toc61434628]Major competitors of the GlaxoSmithKline
The GlaxoSmithKline has competed with the following business organisations globally:

Figure 2: Major competitors of the GlaxoSmithKline
Source: Self-Developed


[bookmark: _Toc60172420][bookmark: _Toc61434629]Strategic Changes of the GlaxoSmithKline
The business model of the GlaxoSmithKline has been changed recently in Bangladesh which is the country of the Asian Subcontinent. The activities of the GlaxoSmithKline have been shut down in Bangladesh and merged with Unilever Bangladesh Limited (GlaxoSmithKline Biologicals SA FLUARIX QUADRIVALENT 2020/2021-, 2020).   

[bookmark: _Toc60172421][bookmark: _Toc61434630]Part-B
The financial performance of the company can be measured by assessing the ability of the company to generate profit (Hand, 2010). The profitability of the GlaxoSmithKline has not been stable over the last five years. The profitability of the GlaxoSmithKline has followed ups and downs trends over the last five years. The net profit margin of the GlaxoSmithKline has been decreased significantly in the year of 2016 compared to 2015 and this decreasing trend has been followed till 2017. The net profit margin of the GlaxoSmithKline has been increased in the year 2019 compared to 2018, 2017, 2016. The financial performance of the GlaxoSmithKline has been discussed in this section of this report by calculation and interpretation of the financial ratio:

[bookmark: _Toc60172422][bookmark: _Toc61434631]Calculation of the financial ratio
	Name
	2015
	2016
	2017
	2018
	2019
	Industry average

	Liquidity Ratio
	
	
	
	
	
	

	Net working capital
	3,170
	(2,290)
	(10,662)
	(5,564)
	(4,559)
	3,981

	Current ratio
	3.98
	3.11
	2.12
	2.58
	3.31
	3.02

	Quick ratio
	0.88
	0.61
	0.39
	0.51
	0.56
	0.59

	Profitability Ratio
	
	
	
	
	
	

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

	Net Profit margin
	35%
	4%
	7%
	13%
	16%
	15%

	Return on asset
	16%
	2%
	4%
	7%
	7%
	7%

	Return on equity
	94%
	21%
	62%
	110%
	29%
	63%

	Gearing Ratio
	
	
	
	
	
	

	Debt ratio
	0.83
	0.92
	0.94
	0.94
	0.77
	0.50

	Debt to equity ratio
	5.02
	10.90
	15.16
	14.81
	3.34
	1:00

	Interest coverage ratio
	13.64
	3.53
	5.57
	6.87
	7.63
	7.45

	Efficiency Ratio
	
	
	
	
	
	

	Asset turnover ratio
	0.45
	0.47
	0.54
	0.53
	0.42
	0.48

	Inventory turnover ratio
	1.88
	1.82
	1.86
	1.87
	1.99
	1.88

	Receivables turnover ratio
	4.26
	4.63
	5.03
	4.80
	4.69
	4.68

	Payable turnover ratio
	1.00
	0.78
	0.49
	0.73
	0.79
	0.76



 
[bookmark: _Toc60172423][bookmark: _Toc61434632]Critical evaluation and comparison with the industry average

Networking capital: The excess amount of the current asset over the current liability is known as the newt working capital. The ability of the GlaxoSmithKline to pay its current liability has been assessed by calculation of the networking capital. Sometimes, the operation of the business organisation may be hampered because of a lower amount of net working capital (Hays, 2018). The networking capital of the GlaxoSmithKline was positive in the year 2015 and this positive networking capital indicates that it had more current assets that its current liabilities in that period. The networking capital of the GlaxoSmithKline has shown a negative figure for the accounting period 2016, 2017, 2018, and 2019. This negative figure of the net working capital indicates that the GlaxoSmithKline had more current liabilities than current assets in those periods (McCune, 2010). Furthermore, the industry average of the net working capital for the pharmaceuticals industry was £3,981 million but the GlaxoSmithKline cannot reach this industry average over the last five years. In that case, it can be said that the networking capital of the GlaxoSmithKline was not strong over the last five years.

Current ratio: The comparison of the current asset and current liabilities has been known as the current ratio. The ability of the GlaxoSmithKline to pay its current liability has been assessed by calculation of the current ratio. Sometimes, the business organisation may face financial distress and troubles due to insufficient current ratio (Narayana Reddy, Appannaiah and Sathyaprasad, 2010). The current ratio of the GlaxoSmithKline was better in the year 2015 and this above-average current ratio indicates that it had more current assets than its current liabilities in that period. The current ratio of the GlaxoSmithKline has shown with below industry average for the accounting period 2017 and 2018. This below-average of the current ratio indicates that the GlaxoSmithKline had more current liabilities than current assets in those periods. Furthermore, the industry average of the current ratio was 3.02:1 for the pharmaceuticals industry but the GlaxoSmithKline cannot reach this industry average in the period 2017 and 2018. In that case, it can be said that the current ration of the GlaxoSmithKline was not strong for the period 2017 and 2018.

Quick ratio: The comparison of the current asset except for inventory and current liabilities has been known as the quick ratio. The ability of the GlaxoSmithKline to pay its current liability immediately has been assessed by calculation of the quick ratio (Phylaktis, 2014). Sometimes, the business organisation may face financial distress and troubles due to insufficient quick ratio. The quick ratio of the GlaxoSmithKline was better in the year 2015 and 2016 and these above-average current ratios indicate that it had more current assets except inventories than its current liabilities in those periods. The quick ratio of the GlaxoSmithKline has shown with below industry average for the accounting period 2017, 2018 and 2019. This below-average of the quick ratio indicates that the GlaxoSmithKline had more current liabilities than current assets except for inventories in those periods. Furthermore, the industry average of the quick ratio was 0.59:1 for the pharmaceuticals industry but the GlaxoSmithKline cannot reach this industry average in the period 2017, 2018 and 2019. In that case, it can be said that the quick ratio of the GlaxoSmithKline was not strong for the period 2017, 2018, and 2019.

Gross profit margin: The profitability of the GlaxoSmithKline has been assessed by comparison with gross profit margin and sales revenue (Topsacalian, Teulié, Helfer and Orsoni, 2015). The investors and intended users can know how much amount of the profit can be generated by sales amount worth of £1. The gross profit margin of the GlaxoSmithKline for the accounting period 2015, 2016, 2017, 2018, and 2019 respectively 63%, 67%, 66%, 67%, and 65%. The maximum gross profit margin of the GlaxoSmithKline was 67% and this percentage of the gross profit margin indicates that the GlaxoSmithKline can generate £67 as gross profit selling worth of £100. The lowest gross profit margin of the GlaxoSmithKline was 63% and this percentage of the gross profit margin indicates that the GlaxoSmithKline can generate £63 as gross profit selling worth of £100. Furthermore, the industry average of the gross profit margin was 65% for the pharmaceuticals industry and the GlaxoSmithKline can reach this industry average over the last five years except in the accounting period of 2015. In that case, it can be said that the gross profit margin of the GlaxoSmithKline was strong over the last five years except 2015. 

Net profit margin: The profitability of the GlaxoSmithKline has been assessed by comparison with net profit margin and sales revenue (Ward, 2020). The investors and intended users can know how much amount of the profit after meeting all expenses can be generated by sales amount worth of £1. The net profit margin of the GlaxoSmithKline for the accounting period 2015, 2016, 2017, 2018, and 2019 respectively 35%, 4%, 7%, 13%, and 16%. The maximum net profit margin of the GlaxoSmithKline was 35% and this percentage of the net profit margin indicates that the GlaxoSmithKline can generate £35 as net profit selling worth of £100. The lowest net profit margin of the GlaxoSmithKline was 4% and this percentage of the net profit margin indicates that the GlaxoSmithKline can generate £4 as net profit selling worth of £100. Furthermore, the industry average of the net profit margin was 15% for the pharmaceuticals industry and the GlaxoSmithKline cannot reach this industry average for the accounting period 2016, 2017, and 2018. In that case, it can be said that the net profit margin of the GlaxoSmithKline was not strong over the last five years. 

Return on the asset: The profitability of the GlaxoSmithKline has been assessed by comparison with net profit margin and total asset (Ananthan, Appannaiah and Reddy, 2010). The investors and intended users can know how much amount of the profit after meeting all expenses can be generated by using its total asset worth of £1. The return on asset of the GlaxoSmithKline for the accounting period 2015, 2016, 2017, 2018, and 2019 respectively 16%, 2%, 4%, 7%, and 7%. The maximum return on asset of the GlaxoSmithKline was 16% and this percentage of the return on asset indicates that the GlaxoSmithKline can generate £16 as net profit by using its total asset worth of £100. The lowest return on asset of the GlaxoSmithKline was 2% and this percentage of the return on asset indicates that the GlaxoSmithKline can generate £2 as a net by using its total asset worth of £100. Furthermore, the industry average of the return on the asset was 7% for the pharmaceuticals industry and the GlaxoSmithKline cannot reach this industry average for the accounting period 2016 and 2017. In that case, it can be said that the return on asset of the GlaxoSmithKline was strong over the last five years except for the financial year 2016 and 2017.

Return on equity: The profitability of the GlaxoSmithKline has been assessed by comparison with net profit margin and total equity (Block, 2019). The investors and intended users can know how much amount of the profit after meeting all expenses can be generated by using its total equity worth of £1. The return on equity of the GlaxoSmithKline for the accounting period 2015, 2016, 2017, 2018, and 2019 respectively 94%, 21%, 62%, 110%, and 29%. The maximum return on equity of the GlaxoSmithKline was 94% and this percentage of the return on equity indicates that the GlaxoSmithKline can generate £94 as net profit by using its total equity worth of £100. The lowest return on equity of the GlaxoSmithKline was 29% and this percentage of the return on equity indicates that the GlaxoSmithKline can generate £29 as net by using its total equity worth of £100. Furthermore, the industry average of the return on equity was 63% for the pharmaceuticals industry and the GlaxoSmithKline cannot reach this industry average for the accounting period 2016 and 2019. In that case, it can be said that the return on equity of the GlaxoSmithKline was strong over the last five years except for the financial year 2016 and 2019.

Debt ratio: The investors and intended users of the financial statements can assess the ability of the GlaxoSmithKline to pay its liability from using its equity by calculation and interpretation of the debt ratio (Bodie, Merton and Thibierge, 2011). The lower debt ratio represents the higher financial sustainability of the company like GlaxoSmithKline. The debt ratio of the GlaxoSmithKline for the financial year 2015, 2016, 2017, 2018, and 2019 was respectively 0.83:1, 0.92:1, 0.94:1, 0.94:1, and 0.77:1. The industry average of the debt ratio for the pharmaceutical industry was 0.50:1 that means the total long-term capital of the company should be formed with 50% debt and 50% capital. The debt ratio of the GlaxoSmithKline indicates that the capital structure of this company was mostly formed with long-term debt (Gebran Harb, Veryshenko, Masset and Murat, 2014).

Debt to equity ratio: The investors and intended users of the financial statements can assess the ability of the GlaxoSmithKline to pay its liability from using its equity by calculation and interpretation of the debt-to-equity ratio. The lower debt to equity ratio represents the higher financial sustainability of the company like GlaxoSmithKline. The debt-to-equity ratio of the GlaxoSmithKline for the financial year 2015, 2016, 2017, 2018, and 2019 was respectively 5.02:1, 10.90:1, 15.16:1, 14.81:1, and 3.34:1. The industry average of the debt-to-equity ratio for the pharmaceutical industry was 1:1 that means the total long-term capital of the company should be formed with 50% debt and 50% capital. The debt-to-equity ratio of the GlaxoSmithKline indicates that the capital structure of this company was mostly formed with long-term debt over the last five years (GlaxoSmithKline Biologicals SA FLUARIX QUADRIVALENT 2020/2021-, 2020).

Interest coverage ratio: The financial manager has calculated the interest coverage ratio to determine ability to pay off the finance expense from its operating profit. How many times the finance expense can be paid from the operating profit has been determined by calculation of the interest coverage ratio. The interest coverage ratio of the GlaxoSmithKline was 13.64, 3.53, 5.57, 6.87, and 7.63 respectively for the financial year 2015, 2016, 2017, 2018, and 2019. The average interest coverage ratio was 7.45 times for the pharmaceutical industry. The GlaxoSmithKline could not maintain an average interest coverage ratio for the financial year 2016, 2017, and 2018 because of the decreasing of the operating profit and increasing of finance expense (Hand, 2010). 

Asset turnover ratio: How the business organisation like GlaxoSmithKline can use its asset to generate revenue has been assessed by calculation and interpretation of the asset turnover ratio. The higher asset turnover ratio has stated that the company is more efficient to generate revenue by using its total asset. The average asset turnover ratio was 0.48 for the pharmaceutical industry. In that sense, the GlaxoSmithKline cannot touch its industry average in terms of asset turnover ratio for the accounting period 2015, 2016, and 2018. 

Inventory turnover ratio: How the business organisation like GlaxoSmithKline can use its inventory to cover the cost of goods sold has been assessed by calculation and interpretation of the inventory turnover ratio (Hays, 2018). The higher inventory turnover ratio has stated that the company is more efficient to cover the cost of goods sold by using its total inventory. The average inventory turnover ratio was 1.88 for the pharmaceutical industry. In that sense, the GlaxoSmithKline cannot touch its industry average in terms of inventory turnover ratio for the accounting period 2016 and 2018.

Receivable turnover ratio: How much time is required by the business organisation like GlaxoSmithKline to collect its receivable has been assessed by calculation and interpretation of the receivable turnover ratio (McCune, 2010). The higher receivable turnover ratio has stated that the company is more efficient to collect receivable amount. The average receivable turnover ratio was 4.68 times for the pharmaceutical industry. In that sense, the GlaxoSmithKline cannot touch its industry average in terms of receivable turnover ratio for the accounting period 2015, 2016, and 2018.

 Payable turnover ratio: How much time is utilised by the business organisation like GlaxoSmithKline to pay its payables has been assessed by calculation and interpretation of the payable turnover ratio (Phylaktis, 2014). The lower payable turnover ratio has stated that the company is more efficient to utilise its payable amount. The average payable turnover ratio was 0.76 times for the pharmaceutical industry. In that sense, the GlaxoSmithKline cannot touch its industry average in terms of payable turnover ratio for the accounting period 2015, 2016, 2018 and 2019.

[bookmark: _Toc60172424][bookmark: _Toc61434633]Recommendations
To accomplish regular activities of the operation, the finance manager of the GlaxoSmithKline should give more emphasises on liquidity ratio because sufficient working capital is more wanted by manufacturing business organisation like GlaxoSmithKline. The finance manager of the GlaxoSmithKline should increase its liquidity by increasing its operating cash flow. When the finance manager of the GlaxoSmithKline has increased its liquid asset by taking a loan, the GlaxoSmithKline may face financial distress. To ensure sustainable business growth and sound financial position, the finance manager of the GlaxoSmithKline should take appropriate action to reduce involvement on the use of long-term debt.

[bookmark: _Toc60172425][bookmark: _Toc61434634]Part-C
[bookmark: _Toc60172426][bookmark: _Toc61434635]Calculation of the Payback Period, Accounting Rate of Return, and Net Present Value

Net Present Value (NPV):
	[bookmark: RANGE!A1:F9]Year
	Cash Flow
	PV factor @10.50%
	Present Value

	
	Project-A
	Project-B
	
	Project-A
	Project-B

	0
	-85
	-90
	1
	(85.00)
	(90.00)

	1
	10
	25
	0.9050
	9.05
	22.62

	2
	20
	30
	0.8190
	16.38
	24.57

	3
	40
	35
	0.7412
	29.65
	25.94

	4
	55
	40
	0.6707
	36.89
	26.83

	Net Present Value (NPV)
	
	6.97
	9.96

	
	
	
	
	
	



The concept of the net present value has suggested calculating the discounted value of all future cash flow with the appropriate cost of the capital and some of the all-discounted cash flow should be deducted from the initial investment (Topsacalian, Teulié, Helfer and Orsoni, 2015). The project manager will accept the project when the amount of the initial investment is lower than its discounted value of all its cash flow. In the above case, both project-A and Project-B have positive Net Present Value (NPV) and these projects are viable. As these projects are mutually exclusive, the finance manager of the business organisation will accept project-B that has higher Net Present Value (NPV) than project-A. 
 
Accounting Rate of Return (ARR):
	Year
	Cash Flow

	
	Project-A
	Project-B

	0
	-85
	-90

	1
	10
	25

	2
	20
	30

	3
	40
	35

	4
	55
	40

	Average Income
	31.25
	32.5

	
	
	

	ARR
	36.76%
	36.11%



The concept of the Accounting Rate of Return (ARR) has suggested calculating the appropriate return for investment based on average income and initial investment (Ward, 2020). The project manager will accept the project when the cost of the capital is lower than its Accounting Rate of Return (ARR). In the above case, both project-A and Project-B have higher Accounting Rate of Return (ARR) and these projects are viable. As these projects are mutually exclusive, the finance manager of the business organisation will accept project-A that has higher Accounting Rate of Return (ARR) than project-B. 

Payback period: 
The investor has determined the payback period to identify the required time to get initial investment by calculation of the payback period (Ananthan, Appannaiah and Reddy, 2010). The investor will consider the project as viable when the payback period is lower than the term of the project. The payback period is calculated below:
	Project-A

	Year
	Cash Flow
	Cumulative Cash Flow

	1
	10
	10

	2
	20
	30

	3
	40
	60

	4
	55
	115

	Payback period
	
	3.4545


    
	Project-B

	Year
	Cash Flow
	Cumulative Cash Flow

	1
	25
	25

	2
	30
	55

	3
	35
	85

	4
	40
	125

	Payback period
	
	3.125



The project manager will accept the project when the payback period is lower than its actual duration of the project. In the above case, both project-A and Project-B have lower payback period than its actual duration of the project and these projects are viable. As these projects are mutually exclusive, the finance manager of the business organisation will accept project-B that has lower payback period than project-A. 

[bookmark: _Toc60172427][bookmark: _Toc61434636]Advantages and shortcomings of the Net Present Value (NPV), Payback Period (PBP), and Accounting Rate of Return (ARR)
The Net Present Value (NPV), Payback Period (PBP), and Accounting Rate of Return (ARR) has been used by the different investors during taking an investment-related decision. These mentioned investment appraisal tools are not provided with the same result to take an investment decision. These investment appraisal tools have some advantages and disadvantages (Block, 2019). These advantages and disadvantages are discussed below:

Advantages of the Net Present Value (NPV):
The value of the money has been decreased over time and decision-makers have to discount the future cash flow from the investment. The concept of the NPV has incorporated the time value of money during making an investment decision (Bodie, Merton and Thibierge, 2011). Furthermore, the rate of the cost of the capital has been adjusted with economic growth and inflation rate during the calculation of the present value. The problem of the time difference and unconventional cash flow has been removed by applying of the NPV concept during investment decision making. 

Disadvantages of the Net Present Value (NPV):
Although NPV has some advantages during making an investment decision, it has some disadvantages (Gebran Harb, Veryshenko, Masset and Murat, 2014). The decision-makers need to calculate the operating cash flow subject to consideration of the all-relevant cost during the calculation of the NPV. Furthermore, it has required sufficient time to calculate NPV because it has some complexity. The consideration of the inflation rate and economic growth during determining relevant cash flow and cost of capital was not an easy task at all.      
  
Advantages of the payback period:
The investors can know the required time to recover its initial investment during decision making by calculation and interpretation of the payback period. The investors have not required to consider the relevant cost of the investment and inflation rate to calculate the payback period. The decision-makers have not required to so much time to calculate the payback period. When the investors have required to recover its initial investment, the application of the payback period has provided more fruitful result (Hand, 2010).     

Disadvantages of the payback period:
Like Net Present Value (NPV), the payback period has some disadvantages and shortcomings that lead to making the wrong investment decision. The investors have not required to consider the time value of the money to calculate the payback period. In this regard, the investment decision has not reflected all factors of the investment and economic condition. As the relevant cost of the investment has not been considered, the investment decision may be wrong.     
      
Advantages of the Accounting rate of the return (ARR):
The investors can know the required rate of return on its initial investment during decision making by calculation and interpretation of the Accounting Rate of Return (ARR). The investors have not required to consider the relevant cost of the investment and inflation rate to calculate the Accounting Rate of Return (ARR). The decision-makers have not required to so much time to calculate the Accounting Rate of Return (ARR). When the investors have required to determine the appropriate rate of return on its initial investment, the application of the Accounting Rate of Return (ARR) has provided more fruitful result (Hays, 2018).     

Disadvantages of the Accounting Rate of the Return (ARR):
Like Net Present Value (NPV) and the payback period, the Accounting Rate of Return (ARR) has some disadvantages and shortcomings that lead to making the wrong investment decision. The investors have not required to consider the time value of the money to Calculate the Accounting Rate of Return (ARR). In this regard, the investment decision has not reflected all factors of the investment and economic condition. As the relevant cost of the investment has not been considered, the investment decision may be wrong (Phylaktis, 2014).           
The good financial and investment decision has not only considered financial factors but also considered non-financial factors. Without consideration of the non-financial factors, the investment decision may not be prudent (Topsacalian, Teulié, Helfer and Orsoni, 2015). The following non-financial factors should be considered by investors during investment decision making:
· Political factors
· Technological factors
· Business environment of the country
· Technological factors
· The skill of the human resources
· Availability of the human resources
· Legal factors of the country

[bookmark: _Toc60172428][bookmark: _Toc61434637]Conclusion
The lower payable turnover ratio has stated that the company is more efficient to utilise its payable amount. This below-average of the quick ratio indicates that the GlaxoSmithKline had more current liabilities than current assets except for inventories in those periods. Furthermore, the industry average of the quick ratio was 0.59:1 for the pharmaceuticals industry but the GlaxoSmithKline cannot reach this industry average in the period 2017, 2018 and 2019. To ensure sustainable business growth and sound financial position, the finance manager of the GlaxoSmithKline should take appropriate action to reduce involvement on the use of long-term debt.
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