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Executive Summary  

 

The purpose of this report is critically review and analyse the financial performance of McLaren 

Holdings Company (McLaren) to determine whether a joint venture opportunity to produce 

an electric vehicle will be financially viable for Business X.  

McLaren’s annual statements, financial data, as well as external information are reviewed as far 

back as 2017 to determine their financial performance, ongoing trends, or any risks to enable 

a justified recommendation.  

Explanations of financial statements and the data captured are discussed, alongside analysis 

of several Financial Ratios. These ratios indicate McLaren has had several troubling years, partly 

due to Covid-19, however the trends observed and consistent investment from external parties 

shows McLaren has the potential to be a strong profitable company into the future and would 

provide many benefits to Business X by partnering for the electric vehicle joint venture.  

 

 

Introduction 

 

McLaren’s Holding Company is involved in Formula One and motorsport and is a global leader 

in high performance supercars. They are an award-winning brand focused on design, 

engineering, production, and sales of luxury cars. The racing division is one of the most 

successful teams in motorsport history. The automotive division has a range of luxury high 

performance supercars, commanding premium pricing. The Applied division focuses on their 

technological knowledge on electronic components and software.  

(McLaren Group Limited, 2021) 
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Financial Statements  

 

An annual report is a corporate document created by organisations describing and detailing 

their operational and financial conditions which is circulated to shareholders and is available 

for public review. The document details companies’ activities over the last year, with specific 

sections for Directors statements, and is commonly used to compare performance against the 

previous year (Hayes, 2022a). 

Based on generally accepted accounting principles (GAAP), the document contains three 

primary financial statements, used to understand financial performance of the company. These 

statements are used to create financial ratios, which are used to evaluate company 

performance. The income statement measures a company’s profit or loss over a period time 

and can provide valuable insights into a company’s operations (Chen, 2021), however, these 

are becoming increasingly complex with Pignataro (2013) suggesting the income statement 

be split in major categories. The balance sheet illustrates the company’s financial health and 

ability to meet short term and long-term liabilities, important for maintaining efficient 

operations (Fields, 2021). However, it can be difficult to accurately capture and assign the right 

values, leading to incorrect analysis (Fridson & Alvarez, 2011). The cash flow statement 

summarises the movement of cash and cash equivalents throughout a company, providing an 

indication of how well a company can generate cash to pay its debts and operating expenses 

(Murphy, 2022).  

However, a limitation of financial statements is that the data is historic, meaning other 

measures need to be taken to understand what is currently happening, and to predict and 

manage future outcomes (Alexander, 2018, p.13).  

The annual report has valuable insights as the information can help review the accounting 

process and the concept of GAAP. It provides an indication for how the company perceives 

itself strategically and how it is perceived by the rest of the of the world, and for use when 

analysing competitors for their performance and strategies (Fields, 2011, p.84). However, while 

reviewing the annual statement is important, Sherman (2020) explains consequences of bad 

reporting can result in wasted time, difficulty in making good decisions, stock price drops, 

reputational damages, and other negative implications. This highlights the importance of due 

diligence and accurate data that must be used, justifying the time spent on it.  

 

  



Tom Ditton  4 Financial Management & Planning 

McLaren’s Annual Reports  

 

Director’s report  

Key takeaways from the Directors statement from McLaren’s 2020 report:  

• Covid led to significant operational and financial disruption  

• To strengthen the balance sheet after Covid, short term liquidity was obtained through a 

£150m loan from the National Bank of Bahrain supported by the existing shareholders 

• Collection of heritage race may be sold to collectors for £33.4m to recoup   

• Four directors resigned and four directors were people appointed, including Paul Walsh 

who comes with a wealth of experience  

• Continued investments in products and services, including £222m investment in 

automotive division  

• Plans to invest £175m on average over next five years  

 

Other news  

• McLaren’s popularity is increasing due to exposure and new audiences though Netflix’s 

Drive to Survive series (Smith, 2022)  

• Currently working with forty-five partners, with a dozen joining last year (Smith, 2022) 

• £550m cash injection from shareholders (Page, 2021) 

• £400m invested by investment firm Ares Management Corporation and Saudi Arabia's 

Public Investment Fund (Page, 2021) 

• Woking headquarters was sold for £170m to secure a 20-year lease (Page, 2021) 

• McLaren was in court against Note holders to release assets (Sylt, 2020) however, this has 

since been resolved (Smith, Agini & Campbell, 2020) 

• Consumer behaviour, technology and sustainability efforts have led to regulatory targets 

in the EU and USA to achieve electric vehicle share of at least 50% by 2030, with several 

countries aiming for internal combustion engine car sales bans soon after (Cornet et al. 

2021; Campbell & Miller, 2021)  
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Financial Ratio Analysis  

 

Financial ratios are calculations that companies use to analyse and evaluate performance using 

data collected from the aforementioned statements and are calculated by comparing two 

numbers with each other. Different types of ratios help to provide an understanding of a 

company’s profitability, asset utilisation, liquidity, and key business trends and overall 

management performance (Alexander, 2018, p.19). Performance can be monitored over a 

period of time and can be used by internal and external stakeholders (Fields, 2011, p.115).  

When analysing ratios, it’s important that the analyst knows the business and its products, is 

knowledgeable about industry ratio averages, and analysis is done within the context of the 

economic climate and competitive environment (Fields, 2011, p.114).  

The most effective use of ratios is comparing the calculated ratio to the same ratio of the 

previous year, as this helps detect trends and determines whether performance has improved 

or deteriorated, thereby allowing you to identify issues and plan for solutions (Atrill & 

McLaney, 2017).  

The following sections will detail how and why ratios are used, however, several limitations 

must be considered. Atrill & McLaney (2017, p.235-237) explain limitations of ratios can involve 

the quality of financial statements are used to generate the ratios may not be completely 

accurate; that inflation can distort performance results; that only a ‘snapshot’ of business 

performance is given at a particular time and may not be representative of overall annual 

financial performance; the comparison of two businesses is not straightforward; and the 

restricted view of ratios and utilisation of other resources to review company performance will 

provide the best analysis. Alexander (2018, p.35) also emphasises the importance of 

understanding the strategy, market, and structure of comparing companies, and how ratios 

should be used as part of a broader evaluation to complement other aspects of assessment.  
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Profitability ratios  

Profitability ratios are used to determine the company’s ability to generate earnings, relative 

to data captured within the income statement (Hayes, 2021a).  

Gross margin looks at revenue and cost of goods (COGs) of the company and is an indicator 

of the efficiency and competitive position of the business. It can be affected by “product and 

service pricing, discounting, new product introductions, and competitor challenges” with 

“design effectiveness and material, manufacturing, and supply chain effectiveness” (Alexander, 

2018, p.329) all directly affecting the COGs. These all impact the following ratios.  

Operating profit is widely used, considers variable costs of products, and provides an overview 

on a company’s operating performance (Fields, 2011, p.304). A high ratio indicates a company 

is good at turning sales into profits (Hayes, 2021b).  

Net profit begins to incorporate depreciation, amortisation, interest, and taxes, and tells you 

how profitable your business has been once these have been considered (Jaillet, 2022).  

Return on assets (ROA) is a measure that indicates the level of income generated in relation 

to its assets (Alexander, 2018, p.31), and is useful in determining whether the assets of a 

company are being used efficiently to turn a profit (Hargrave, 2022).  

Return on shareholder equity (ROE) measures the profitability of a company in relation to its 

ability to use borrowed funds effectively (Fields, 2011).  

 

 

 

McLaren has a consistent annual positive gross margin, with a slight dip in 2020, 

understandably due to Covid, however have bounced back with 2021 performing better than 

all preceding years. Operating profit, net profit, and ROA have never been particularly good, 

but had all been slowly improving from 2017-19 prior to Covid. Compared with 2020, ratios of 

2021 are creeping back up slowly, but are still underperforming indicating risk, with a negative 

margin meaning the company is struggling to control costs (Hayes, 2021a). The large decrease 

in net profit of 2020 is attributed to the significant increase in fair value on preference shares, 

however 2021 is performing better than 2017. There have been stable total assets throughout 

each year, but 2020’s poor net margin is the main cause for deficient performance. ROE had 

followed a similar fluctuation trend as other ratios, with the expected drop in 2020, however, 

2021 is performing greater than all preceding years, albeit still providing a negative result, 
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again, being attributed to the higher share premium. This is worrying as investors prefer to see 

a ROE of 15%-20% within the automotive industry (Maverick, 2021).  

 

Liquidity ratios 

Liquidity ratios measure the ability of a company to meet its short-term financial obligations, 

by examining the liquid resources available and payments due (Atrill & McLaney, 2017).  

The current ratio compares assets that can be turned into cash quickly, against the current 

liabilities of the company. The quick ratio is similar but excludes inventory due to the often 

difficulty in turning it into cash quickly (Atrill & McLaney, 2017). In both cases, the higher the 

ratio, the more prepared a company is against short term financial obligations (Sawyer, 2015).  

 

 

 

Performance of both current ratio and quick ratio was stable throughout 2017-2020, with a 

significant improvement in 2021. This is in line with US Automotive industry averages 

(ReadyRatios, 2022), however, the jump from the previous year was not as large. One reason 

for the improvement was due to lower liabilities of 2021 as there were no bank loans. For most 

industries, the ideal current ratio is 2 (Atrill & McLaney, 2017) and the minimum quick ratios is 

1 (Hayes, 2022b), indicating McLaren was underperforming the years preceding 2021 and are 

now moving in the right direction. However, a high quick ratio can indicate cash is sitting idle 

rather than being put to productive use (Hayes, 2022b), however, if McLaren managed with 

the current ratio of the previous years, they could use the additional money to reinvest 

elsewhere in the business. 

 

Activity  

Activity ratios focus on the efficiency of the company, and how it uses its assets and resources 

to generate revenue. The following ratios all indicate how well the company manages its 

cashflow (Kenton, 2020).  

Days sales outstanding (DSO) measures the amount of time it takes the company to collect 

payment from customers (Sawyer, 2015), with a higher ratio meaning there are delays in 

receiving payments which could cause cashflow problems (Kenton, 2022).  

Inventory turns measures the relationship between the company’s inventory and the sum of 

products sold, with the speed of inventory movement indicting several scenarios the company 

may be facing (Sawyer, 2015).  
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Days payable outstanding (DPO) indicates the amount of time it takes for the company to pay 

its bills and trade creditors (Hayes, 2022c).  

 

 

 

During 2020 it took longer for customers to pay McLaren, which is expected considering the 

pandemic, however, this could have led to cashflow problems, especially considering that over 

45 days is considered high (Kenton, 2022). However, as of 2021, they are receiving payments 

quicker meaning they have more cash to invest elsewhere in the business or pay other debts. 

To maintain a good DSO, efforts to improve the revenue process, product quality and shipment 

pattern should be focused on (Alexander, 2018, p.26).  

Even through 2020, McLaren were able to turn over inventory comparable to 2017, which 

would usually indicate strong sales and inventory management (Fernando, 2022a), however, 

its observed that 2020 was a year of reduced sales. The data also suggests that 2021 is carrying 

more stock which could indicate they are experiencing overstocking. While Fields (2011, p.125) 

details the issues that can arise from not having enough stock, overstocking implies there may 

be a problem with goods being sold or poor marketing efforts which should be explored 

further (Fernando, 2022a).  

Unlike other ratios, DPO did not see a shift in 2020, but did in 2021. The change in 2021 is 

likely to be a result of Covid, and McLaren wanting to make more cash available to themselves 

to reinvest elsewhere to maximise benefits of short-term investments, a common financial 

practise (Hayes, 2022c). However, it is import for them to consider the risks of not paying their 

suppliers on time.  

 

Leverage ratios  

Leverage ratios look at the level of debt a company has, against their assets, to see how well 

financial obligations can be met. They are important because understanding the extent to 

which loan finance is used for payments can tell a lot about the level of risk associated with 

the company (Atrill & McLaney, 2017).  

The debt-to-equity ratio determines the company’s financial leverage by analysing 

shareholder equity against liabilities, with a higher ratio implying more risk to shareholders 

(Fernando, 2022b).  
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Interest coverage measures how well a company can pay the interest they owe on any 

outstanding debt, and opposingly to the debt-to-equity ratio, a lower ratio indicates more risk 

to shareholders (Hayes, 2021c).  

 

 

 

A reduction in borrowings and increase in shareholders equity is the driving force for 2021 

having a reduced debt-to-equity ratio. This is a welcome change for shareholders as a 

reduction in ratio means a reduction in risk, however, a declining debt-to-equity ratio may 

violate loan agreements, potentially triggering higher interest rates, or even immediate 

payment of loans (Fields, 2011, p.136).  

Alternatively, the interest coverage for the available years is worrying as 2020 is greatly below 

the industry’s accepted average of 1.5, meaning their ability to pay interest expenses is 

questionable (Hayes, 2021c). A sharp drop in EBITDA and how much interest was owed from 

change in fair value on preference shares, clearly shows they were burdened by debt expenses, 

and had less capital to use elsewhere. It shows they might not be able to meet interest expense 

demands, casting doubt as to whether they can they invest in a new joint venture. Reviewing 

2021’s data is essential to understand the overall picture.  

 

Investor ratios  

Investor ratios evaluate the ability of companies to generate a return for investments and can 

provide investors with confidence they are investing in companies matching their risk appetites 

(Accountinguide, 2019).  

Earnings per ordinary share (EPS) estimates corporate value, by determining how much money 

is made for each share of stock (Fernando, 2022c).  

Price-to-earnings (P/E) ratio looks at the relationship between the company’s share price and 

its EPS and determines how much it costs to own a share in the company compared to the 

company’s earnings (Accountinguide, 2018). A simple method to employ, however, many 

implied assumptions are made about key elements of financial performance are required 

(Alexander, 2018).  
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McLaren’s EPS and P/E performance has not been strong, indicating low corporate value, and 

as the ratios are negative, this implies they are losing money. Again, due to the change in fair 

value on preference shares, 2020s performance was greatly reduced. Investors are less likely 

to pay more for the company's shares as it is indicated they will have lower share profits relative 

to share price (Fernando, 2022c). However, while the performance indicated by the ratios is 

questionable, there has been significant investment from external shareholders since Covid 

which would indicate the faith placed in McLaren to improve and deliver to shareholders.  
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Conclusion & Recommendation  

 

The results of the financial ratio analysis can be interpreted in several ways. While several ratios 

reviewed showed deterioration into 2021, it’s important to note that Covid had a significant 

part to play in the company’s performance. Several ratios showed McLaren improving in the 

years preceding 2020, and even some greater improvement into 2021, indicating McLaren had 

been improving their efficiencies, and according to the Directors statement, have several plans 

to undo the issues caused by Covid to make them a profitable business.  

Many of the ratios follow a similar pattern, with 2020 being an expected outlier in performance 

due to Covid, however, the preceding and following data indicates McLaren is not a profitable 

business, with only gross margin consistently returning a positive value. When compared 

against the average ratios of the US Automotive industry in 2021 (ReadyRatios, 2022) however, 

McLaren fall in the middle, with a mix of underperforming and overperforming ratios, 

indicating they are not alone in having issues from Covid and their results may not be due to 

poor management. It’s indicated that McLaren have trouble managing their balance sheet and 

their ability to use borrowed funds with regards to assets and equity, potentially affecting their 

ability to attract new investors (Hargrave, 2022; Fields, 2011). However, all these ratios can be 

improved by a combination of raising prices, introducing new premium products, reducing 

labour costs, improving efficiencies, and sourcing cheaper materials (Alexander, 2018).  

McLaren’s liquidity ratio performance has moved in the right direction in 2021, but as 

previously mentioned, could also mean they are not utilising the idle money for reinvestment 

elsewhere. This additional cash could be better placed in the income statement to improve on 

their profitability or used to improve their DPO by paying suppliers on time. While not bad 

results, there is room for improvement.  

While it is positive to see improvements in McLaren’s DSO in 2021 beyond pre-Covid times, 

its concerning this trend isn’t seen with their inventory turns or DPO. Their reduction in 

replenishing stock is likely due to the lasting affect of Covid, and it would be interesting to see 

how they finish the year. Again, as mentioned, McLaren should be using the benefits of their 

improved liquidity to resolve their DPO issue, as with a supply chain of over 500 companies 

(McLaren Group Limited, 2021), implications could be detrimental.  

With a consistent debt-to-equity ratio above the industry accepted value, it’s a wonder as to 

how McLaren has consistently accumulated new investors. It’s positive to see 2021 has been a 

great improvement on the preceding years, however, as previously discussed, a declining ratio 

is not always a good thing, and further analysis is required.  

Like the leverage ratios, the investor ratios beg the question as to how McLaren has secured 

so many new investors. Several large investments and dozens of new partners joining from a 

range of external new shareholders shows signs that people are confident in the future of the 

company. With poor performance throughout each year, it could be interpreted that investors 

consider aspects other than the direct financial value of investing with McLaren. This could 

involve simply having a company name being tied to such a world-renowned name and the 
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exposure it would provide. Furthermore, as a household name within the automotive and 

sporting industry, this would provide Business X with great exposure if a joint venture 

partnership for an electric vehicle was made.  

Further to this, the research suggests that electric vehicles will soon become the norm, 

meaning demand will be increasing more and more, so to partner with McLaren, has the 

potential in turn, to make Business X a household name within the electric vehicle industry.  

Considering the above, while there are financial issues that McLaren are facing, they are still 

getting the investment they need for future developments and provides Business X with the 

opportunity to develop a market leading product with a well-known name, and as such, the 

recommendation is to proceed with the joint venture opportunity.  
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Appendix  

McLaren’s annual report data: 2017-2021(Q3) 
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Financial ratio performance  
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Profitability ratio formulas  

Data captured from McLaren 2020 report 
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Liquidity ratios formulas 

Data captured from McLaren 2020 report 

 

 

Activity / efficiency formulas 

Data captured from McLaren 2020 report 

 

• Note – 2021 DSO and DPO was adjust to 274 days  
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Leverage ratios formulas 

Data captured from McLaren 2020 report 

 

 

• 2017 EBITDA unavailable for Interest Coverage so has not been included in the analysis  

• 2021 Q3 report consolidated the interest payable with interest receivable, so unable to 

determine ‘interest’ data for Interest Coverage ratio, so has not been included in analysis 
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Investor ratios formulas 

Data captured from McLaren 2020 report 

 

 

• McLaren has not paid dividends for several years so the Dividend Cover and Dividend Yield 

Ratio cannot be calculated  

• The ordinary shares value of 2021 has been adjusted from the called-up share capital from 

108 to 10,800 in line with the previous years to make it comparable  
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McLarens annual report: 2017  
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McLarens annual report: 2018  
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McLarens annual report: 2019  
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McLarens annual report: 2020 
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McLarens annual report: 2021 Q3 
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