
  

 

        GSK fourth quarter results 2012 

         Andrew Witty, CEO 

Performance 

 How would you characterise the results during Q4, and for the full year as a whole? 

 Well, I think what we've found in 2012 was a more challenging set of circumstances, and a 
more difficult trading environment than we'd originally anticipated, particularly due to the 
enhanced pricing pressure in Europe.  But, despite that, I'm actually very pleased with the 
robust performance of GSK during the year.   

 So we've delivered broadly in line performance; down 1% on the sales at the reported level.  
But, if you adjust for the disposed OTC brands; essentially flat for the year at sales and broadly 
in line at EPS.  So, I think despite some pretty significant challenges environmentally, a decent 
set of delivery.   

Of course, more excitingly, actually for the longer term, has been the sustained positive 
progress on the R&D portfolio.  And, as we went through the year we continued to accrue 
positive results on many of our programmes.  And, of course, we're now in the very nice 
position of having six key product files now with regulators, which, of course, if all goes well 
during the rest of this year, ought to start to lay some fairly firm foundations for the longer term 
development of our pharmaceutical business. 

 In addition, we've continued to focus on improving the efficiency of the organisation.  You can 
see that through the cost control of the organisation.  And, all of that put together has allowed 
us to continue to be a very robust cash producer and, of course we've sustained our discipline 
of returning the majority of that cash back to our shareholders, whether that be through a 
continued growth in the dividend, or through continued share buyback.  And, in fact, for the 
year 2012, we returned through those two mechanisms around £6.3b to our shareholders. 

European Environment 

 You mention there that there were pressures in Europe.  They're unlikely to go away 
anytime soon.  You also talked about cost efficiencies.  Is that going to be enough to 
offset what's happening in Europe? 

 Well, we'll have to see as we go forward.  Obviously I'm hopeful that we'll start to see a 
calmness come back to some of the pricing pressures we've seen in Europe.  In fact you'll 
notice in Q4 that some of those price pressures did begin to ameliorate a little bit, particularly 
the annualisation of the Seretide price cuts that we'd had earlier in the period.   

 But, it's obviously a very difficult period for European countries in general.  I think we have to 
take almost one quarter at a time, to really get a sense of where this price dynamic is going to 
go in the future.  We'll see what that looks like. 

 In the meantime we've undertaken a substantial review of our European businesses operations, 
both in the size of those operations to reduce costs.  But, more importantly probably, to 
redeploy resources, to make sure that we're putting our energies behind where we think the 
incremental growth driver is. 



 Now even within Europe there's still areas of growth, while there are some areas of pressure.  
So we want to make sure we've realigned accordingly, which is exactly what we're doing.  And, 
while we're doing that, in parallel to that process, we're also continuing to explore options, more 
strategic options if you will, of how we might more creatively think about building a business in 
Europe which can withstand some of these predictable challenges if we believe, as we do, that 
Europe is in for quite a sustained period of challenge in economic circumstances. 

 New major change programme 

 You've announced an expansion of the change programme.  Can you summarise quite 
how that impacts R&D, manufacturing? 

 Yes, so we've announced today an expansion of a change programme that we began back in 
the middle of last year.  We initially announced some elements of this to do only with 
manufacture.  We've now expanded its scope into more manufacture and R&D.  And, of 
course, to pick up some of the changes that we're going to be making in Europe to make sure 
we have the right cost base in Europe. 

 If I just focus for a second on manufacturing and R&D, I think this is an extremely exciting, 
actually, opportunity for the Group and for the organisation as a whole.  Why?  Because what 
we're really signalling here, this is not about closing facilities, it's not about exiting footprint.  
What it is about is taking new technologies and really rolling them out across our networks, our 
factories and R&D centres.   

 So, we've been doing a lot of work over the last several years in terms of new ways of working, 
for example, new lab design. New ways of making our medicines.  New ways of moving on 
from synthetic chemistry, for example, which was developed in the 50s and 60s, applying new 
technologies which we've been developing into how we might make our medicines more 
efficiently, at lower cost and actually with a lower carbon footprint.  So, trying to really 
encapsulate all of these different objectives, that's what this charge really starts to facilitate for 
us.   

 It's a major change programme.  It will lead over the next, four, five, six years to the building up 
of capability in the organisation which allows us to really, in my view, take a technological leap 
forward in how we will manufacture our products.  Now that, of course, implicates both our R&D 
and our manufacturing divisions, which is why the charge encompasses both.   

 But I think this is an absolutely positive moment for us in a very different way, that's why I'm not 
calling it a restructuring charge, because it's not about restructuring in that old fashioned sense.  
It truly is a change.  It's really a leap forward to apply technologies which we know work, we 
know we have been able to deploy in pilot or individual circumstances.  We're now going to 
really start to move forward.  So continuous process manufacture; enzymatic reactions; all 
those sorts of very interesting new technologies being deployed in a much wider basis, making 
sure that every single one of our R&D labs is designed and equipped to the best within our 
Group. 

 We've delivered phenomenal output over the last five years in R&D and we've learned what 
works.  We learned what didn't work.  We now want to make sure every single part of the 
organisation looks like the bits that work brilliantly.   

 R&D delivery 

 There's a lot of good news around the R&D pipeline.  You referenced there six filings in 
the last 12 months, which is quite an unprecedented level of success from a late stage 
pipeline.  Will they generate the kind of sales that you need to drive the growth of the 
business going forward? 

 Well, what we've always said at GSK over the last five years is that our strategic goal is not to 
have a business which depends, is made or broken by one product or one asset.  This is when 
we talked about not being blockbuster dependent.  We said we wanted to be blockbuster 
capable, blockbuster ready, but not blockbuster dependent.  The strategy of the Group has 



been to try and develop businesses so that more business is share taking the strain, together 
delivering sustainable sales growth. 

 As we've moved through a very dramatic period of portfolio change in pharmaceuticals, a lot of 
those old products now gone from our mix, what we've seen is investment in our consumer 
business, tremendous performance, our vaccine business, tremendous performance over the 
last five years.  And of course the very strong growth in our Japanese and particularly the 
emerging market businesses.  That's essentially four different sorts of businesses really 
growing up and driving the growth for us over the last few years as we have withstood the 
effects of our patent cliff. 

 Now, what we hope will happen over the next couple of years, as hopefully these regulatory 
processes conclude, we'll start to, if you will, get the reinforcements from the pharmaceutical 
business coming into the fray, alongside those businesses we've been developing.  So, these 
six assets which start hopefully to come through, add on to all of these other businesses we've 
been developing over time.  And, it's really that diversification that we've been striving to 
deliver.  It's not our goal to go back to the 1990s and to have two assets dominate everything.  
While that always looks very exciting for the few years at the beginning, it creates great risk for 
the Group over time.  We're trying to get into that more sustainable framework. 

 Now, the second thing to bear in mind is that these six assets really only represent the first 
wave of what we think is coming from R&D.  So we're very clear that over the next two years, 
2013 and '14, we think in fact we have the chance to launch up to 15 new drugs and vaccines, 
of which these six are only a part. 

 So, when you really start to think about the Group's assets for growth, you can start to see, I 
think probably for the first time, what the true degree of the strategic intent has been for the last 
five years; building businesses - consumer, vaccines - building geographies - emerging 
markets, Japan - reforming and making more efficient our core platforms - Europe, America, 
Manufacture and bringing through pipeline, first six now into the regulatory process with more 
to come.  That's really, I think for the first time, becoming obvious what this strategy is all about.   

 It's a very exciting year for us, because we are now moving into that transition period of the 
pipeline reinforcement potentially becoming a reality.  And I think then the shape of the Group, 
2014, 2015, 2016 will become crystal clear for everybody to see. 

 Consumer Healthcare strategy 

 You're announcing a strategic review of Lucozade and Ribena, which are two key brands 
within the Consumer Healthcare portfolio.  So, what does that tell us about the shape of 
Consumer Healthcare going forward? 

 Well, the consumer business has been, I think, a tremendous success story for GSK over the 
last five years.  We really took a hard look at the overall consumer business five years ago.  I 
think it's a terrific business.  And we started to identify where the real key competitive 
advantages are that we have, and where the real points of synergy are between that business 
and the pharmaceutical vaccine business.  And, over time we've been investing to develop 
those.  In fact today, we have more activity going on between the different divisions of our 
business than we've ever had in the past. 

 There are really two places where we think we have significant synergy opportunity.  The first is 
in the kind of obvious OTC wellness business and the pharmaceutical business, where 
essentially these OTC medicines were once pharmaceuticals.  That's clearly strong in Europe, 
America and of course in the rest of the world.  And then we have a second, very strong, 
distribution synergy in the emerging markets as we see these emerging economies begin to 
develop; very, very strong opportunity for the two businesses to work together. 

 That has really been developed over the last four or five years.  And I feel that that is really the 
core synergy proposition of the organisation.  

 In addition, we also believe that having a science endorsed or expert endorsed proposition 
behind many of our brands is one of our key competitive advantages.  So, we know that 
physicians for example, or dentists for example, it's very important how they view, as experts, 



the quality of our products.  It's one of the reasons I believe that Sensodyne in this year, 2012, 
became our first billion dollar blockbuster consumer product. 

 Now then I look across the rest of the Group and there are occasionally brands, phenomenal 
brands, iconic brands actually, but they don't quite fit as perfectly within that framework that I've 
just described.  And the two best examples are Lucozade and Ribena.  They're primarily brands 
which are in our Western markets, not primarily in the emerging markets.  And they are brands 
which are not generally expert endorsed in the way that those others are. 

 So I think it's time and it's appropriate for us to ask a really broad question of, what is the right 
strategy to make sure that those brands are invested to allow them to grow to the maximum 
they can possibly do?  What's the right strategy for doing that?  How should that be done?  
And, that's the purpose of the strategic review. 

 Now, I've made very clear we're going to ask, it's a very broad question, it's a question we'll 
cover all the bases.  And I expect during the mid year to come to conclusions and be able to 
say, both to the people inside GSK, who work so passionately on these brands, how we're 
going to change our strategy going forward, but also to people on the outside of the company. 

 So that's really the whole point of this.  It's the outcome of, I think, a very clear, very evidence 
based set of conclusions about what the core, core synergy proposition is of our Company.  It 
leaves a question about, are we doing everything we can possibly do to maximise the value of 
these iconic brands.  And the purpose of the review is to answer that question.  Is there any 
more we could be doing?  Are there any other options which could facilitate greater value 
creation from these two brands, which we love, hundreds of thousands of consumers love, and 
we want to see continue to have a tremendous life. 

 

 

          

 


