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Introduction: 
The Jaguar car is an outstanding prestigious car, world famous of its design and ride. In 1922, the company started as a motorcycle sidecars company than the Jaguar car company was founded by William Lyons in 1935 and the original name of the company was Swallow Side car company or the ‘’SS’’. In 1989, the company was built between two iconic brands. Land Rover which is the market leader in luxury sports utilities and Jaguar is known for building sports cars and luxury salons. Both companies are aimed to give costumers their best experience of life. In addition, to produce a car that combines beauty with performance.  June 2019, Jaguar market share has increased by 1.3% compared to land Rover which had been able to increase their market share by 0.35%.  
In 2014, Jaguar land rover has been awarded 200 times including a Queen’s award and number of what car? Award (Jaguar.co.uk, 2014). In 2019, the all electric cars Jaguar I-PACE earned the 2019 world Car Award of the year, best car design and world Green Car. The business model of Jaguar is to maximize the shareholders value by investing in partners in order to achieve the highest quality in everything. The main objective is to put the company in a high position for long term, make it profitable and sustainable by advancing their vision of zero emission, zero accident and no congestion (Jaguar.co.uk, 2019).McLaren is one of the major competitors of Jaguar Land Rover considering their interest in luxury automotive and high performance sports cars. The company was founded in 1963 by Bruce McLaren. The McLaren team in that year were known as the successful team that created a car around a carbon fibre. They were the first and since their foundation and have won 20 Formulas and 1 world Championships (Investors.mclaren.com, 2018).
 In 2018, Jaguar participated in the Good Wood Festival of Speed which is a motorsport festival. The company had to show the most powerful vehicle they have and it was the trailblazing all electric I-PACE (Jaguar.co.uk, 2019). 
The aim of this report is to calculate and analyse all the ratios of Jaguar Land Rover (profitability ratios, efficiency Ratios, liquidity Ratios and Gearing Ratios) for the last 5 years with comparison to the major competitor McLaren 2018. 

Financial analysis of Jaguar Land Rover 

This section as it was mentioned in the introduction will mainly focus on the financial analysis of Jaguar Land Rover compared to McLaren. The analysis will be based on different types of Ratios and the source for that will be income statements and balance sheets. 
To start with, the profitability Ratio measures the company’s performance overall through profits. Jaguar Land Rover’s sales has remarkably grown over the last 4 year however, 2019 has shown a decrease in sales due to both external factors and internal factors including high fixed cost structures and high investment leading to cash outflow (Jaguar.co.uk, 2019) seen on Table.1A.
Therefore, the gross profit margin which is related to the operated margin and explains the company’s cost of sales, decreased by 4, 42% from 2015 to 2019 even though the sales has been going slightly high till 2019 compared to McLaren that has 28.6% of gross profit margin, seen on Table.1B. From this and after knowing that if the operating margin declines, the profit margin automatically declines as well. In this case, it can be seen that the company had high cost of sales and/or had to either decrease or fix the prices.
The net profit margin which indicates other expenses in the company has shown a remarkable decline from 2015 to 2018 which can be explained as increase of the company’s expenses in this period until 2019 which showed a rapid increase of the net profit margin. The possible reason could be that the company’s expenses have decreased strictly over the year, seen on Table.1B.

 (
A
)Tab.1:  Profitability Ratios of Jaguar (2015-2019) and McLaren (2018)
	Jaguar
	2015
	2016
	2017
	2018
	2019
	McLaren 2018 (£000)

	Sales (£m)
	21866
	22286
	24339
	25786
	24214
	1256555

	Net income
	2038
	1312
	1272
	1133
	3321
	61779

	Gross Profit
	8681
	8724
	9419
	9459
	8544
	359506

	 (
B
)operating income
	2701
	1609
	1645
	1583
	3705
	134132


	Jaguar 
	2015
	2016
	2017
	2018
	2019
	McLaren 2018 (£000)

	Net profit Margin %
	9,32040611
	5,88710401
	5,2261802
	4,39385713
	13,7152061
	4,916537676

	Operating  Margin %
	12,3525107
	7,21977923
	6,75870003
	6,13899015
	15,3010655
	10,67458249

	Gross Margin %
	39,7009055
	39,145652
	38,699207
	36,682696
	35,2853721
	28,61044682


Source: personal calculation and Annual Reports of Both companies
The efficiency ratio includes the Asset turnover and the fixed asset turnover ratios are used to measure the efficiency of the company by using their asset to generate revenue. That means, how long the company takes to receive the costumers payment, pays the bills and convert the fixed into sales. Jaguar’s asset turnover is getting slightly lower from 2015 to 2018 than increase in 2019 that means the company was not using their asset efficiently from 2015 to 2018 than they changed strategy by using the asset more efficiently in 2019, seen in Table2. 
Tab.2:  Efficiency Ratios of Jaguar (2015-2019) and McLaren (2018)
	Jaguar
	2015
	2016
	2017
	2018
	2019
	McLaren 2018

	Sales (£m)
	21866
	22286
	24339
	25786
	24214
	1256555

	Total Asset (£m)
	18563
	20567
	24350
	26780
	23069
	917491

	Fixted Asset (£m)
	4474
	5175
	5885
	7417
	6492
	288034


	Jaguar
	2015
	2016
	2017
	2018
	2019
	McLaren 2018

	Asset Turnover
	1,1779346
	1,08358049
	0,99954825
	0,96288275
	1,04963371
	1,369555669

	Fixed Asset Turnover
	4,88734913
	4,30647343
	4,1357689
	3,47660779
	3,72982132
	4,362523174


Source: personal calculation and Annual Reports of Both companies
The company’s cash position has been decreasing over the years from 2015 to 2018 which means the company is in the deficient cash position. That might be because of the company is using a certain amount of cash every year to pay their debts however; in 2019 the company’s cash position has slightly decreased which could turn the company’s position into a slightly better position, seen in Table3. Therefore, McLaren’s cash position still highly strong than Jaguar because they made a decision to establish a program that sells specific and limited cars to special collectors from all around the world. In addition, to maintain their liquidity and ensuring sufficient funds for ongoing operations, McLaren uses a mixture of long term debt and short term debt finance.
The current ration and the quick ratio both are used to determine the cash flow’s position of the company by comparing the short term cash availability of the company to the liability of the company. In case of Jaguar’s quick ratio and current ratio they both were declining over the years. That’s due to the high amount of liability which is related to the high amount of long term debts for each year that needed to be paid (Table4).  In addition, Jaguar is not able to cover its current liability with its current asset. In comparison with McLaren, the company has a high current ratio and quick ratio and that’s because they can use their asset and change it into cash quickly. However, McLaren has a current ratio that is beyond normal range which has two sides. The benefits are: the built up of the inventory in order to support the sales increase, increasing popular demands and the company may not experience problems with liquidity. However, the disadvantages are inefficiency control over working capital  which means poor account receivable control that might allow the built up of a slow moving inventory. 
Tab.3:  Liquidity Ratios of Jaguar (2015-2019) and McLaren (2018)
	Jaguar 
	2015
	2016
	2017
	2018
	2019
	McLaren2018 (£000)

	Current Asset (£m)
	8410
	8972
	10962
	11170
	9639
	549317

	Current liability (£m)
	7457
	7875
	10104
	10920
	10752
	122153

	Inventory (£m)
	2416
	2685
	3464
	3767
	3608
	155393

	Cash (£m)
	3208
	3399
	2878
	2626
	2747
	97347


	Jaguar
	2015
	2016
	2017
	2018
	2019
	McLaren2018 (£000)

	Current Ratio
	1,12779938
	1,13930159
	1,08491686
	1,02289377
	0,89648438
	4,496958732

	Quick Ratio
	0,8038085
	0,79834921
	0,74208234
	0,6779304
	0,5609189
	3,224840978

	Cash Ratio
	0,43019981
	0,43161905
	0,28483769
	0,24047619
	0,25548735
	0,796926805


Source: personal calculation and Annual Reports of Both companies
The gearing ratio is used to compare the amount borrowed by the company and the funds processed by the shareholders. A lower ratio means that the company is financed by equity however, high gearing mean that the company is financed by borrowing (Fraser, 1990). Jaguar’s gearing ratio decreased during the years 2015-2016 because the total equity has increased in the years 2015-2016 meanwhile, the total debt has decreased. It indicates that in the years 2015-2016 the company was financed by equity. In 2017 the gearing ratio has dramatically increased due to the high debts and low equity. That means in 2017, the company was financed by the by borrowing regarding the level of debts. In 2018, Jaguar’s gearing ratio has remarkably declined due to a high net equity and low net debt. It explains that the company has used equity as a resource of finance rather than debt. Moreover, the poor cash flow position can be explained because of the high level of long term and short term debts especially the short term one (seen in the annual reports ), poor inventory management. 
In conclusion, the company is using both equity and debt as financial resource. They are rotating the resource which mean one year for the debt and one for equity seen in Table4. In contrast, McLaren’s gearing ratio is really high compared to Jaguar due to their use of the equity as a financial resource and that was described in the high amount of equity in 2018, but in 2019 the total equity went remarkably lower and the total debt which means McLaren Company switched to the debt as financial resource in 2019. 
Tab.4:  Gearing Rations of Jaguar (2015-2019) and McLaren (2018)
	Jaguar
	2015
	2016
	2017
	2018
	2019
	McLaren 2018

	Total Debt(£m)
	2537
	2489
	3574
	3712
	4480
	296577

	Total Equity(£m)
	6040
	7614
	6551
	9988
	5979
	218168


	Jaguar
	2015
	2016
	2017
	2018
	2019
	McLaren 2018

	Gearing Ratio %
	29,5791069
	24,6362467
	35,2987654
	27,0948905
	42,8339229
	57,61629545


Source: personal calculation and Annual Reports of Both companies 
Recommendations: 
· From the quick ratio and the inventory, the company is having too much inventory that reflected on the cash position. The company might try to reduce more the cost of inventory and consider using just in time methods.
· They need to pay their debts over the years 
· They should use more equity as a source of finance than debts. 
· in order to change the status of the grow profit margin, the company should consider increasing the selling price 
· The issue of Jaguar land rover is not the revenue or margin but the costs of sales and outgoings. Because the company is already profitable. They need to reduce their expenses.
· They might Seek equity from investors could be a good strategy to reduce the debts 
· They should try other funding sources as condition were the will not have the right to borrow from the bond market.
· Looking for more investors to use more equity for the financing the company. 

In conclusion, McLaren is a company that has established a strong management strategy in order to keep their revenue high; in contrast Jaguar Land Rover is still remarkable brand with good revenue however; they have been facing some challenges for the last couple of years to keep on track and that was shown in 2019 when their net income went higher than the last 4 years and that’s due to some business strategic changes. 
The investment part: Part C
The company was searching for new investments opportunities and found two projects which are mutually exclusive with a cash flow and cost of capital given bellow: 

	
	Presented Cash Flow (£m)

	Year
	A
	B

	0
	-80
	-75

	1
	25
	50

	2
	25
	20

	3
	20
	20

	4
	55
	20


	Cost of capital
	Cost of capital /100
	1+CP/100

	9,75
	0,0975
	1,0975


 

In order to invest in one of the projects, the decision will be based on financial analysis. The analysis is based on the calculation of: 
· The Payback period known as well as the amount of time that takes the company’s cash flow to equal the initial investment cost. The shorter the payback period, the desirable the project of investment is and the longer the payback period, the less desirable the investment. In addition, it can be used to decide on investments 
· Account Rate of Return which is a ratio to measure the profit that the investor is expecting to make also, it is important to analyse the risk involved in making such an investment.
· Net Present Value that is used to differentiate between the cash inflow’s present value and outflow of the investment 
· Internal Rate of Return which is used to measure the return of an investment compared with other projects by equating a net present value rate of Zero (0) to the investment. 

The selected ratios have been calculated using the cash flow statements of both projects.
According to the payback period, the company will take almost 1 year less to have their cash flow equal their initial investment cost when investing in project B, shown on Table1. 

	Project A
	
	
	

	Year
	Cash Flow (£m)
	Depreciation 
	total profit

	0
	-80
	 
	 

	1
	25
	-20
	5

	2
	25
	-20
	5

	3
	20
	-20
	0

	4
	55
	-20
	35


	Project B
	
	
	

	Year
	Cash Flow (£m)
	Depreciation
	Total Profit

	0
	-75
	 
	 

	1
	50
	-18,75
	31,25

	2
	20
	-18,75
	1,25

	3
	20
	-18,75
	1,25

	4
	20
	-18,75
	1,25


	Pay Back Period (Year)

	Project A
	Project B

	3,181818182
	2,25


Tab. 1: Pay Back Period (Project A and Project B).

In Another hand, the calculation of the Account Rate of Return has shown the profit that the company will expect to make from Project A in 3 years is higher (28%) than the profit expected to be made from the investment in Project B (23%) in 4 years even though the company will take less time to have their cash flow equal to their initial investment, seen in Table2.  However, because the Account rate of return does not take in consideration the time value of money, it did not assign a higher value to the project that makes profit earlier which is in this case project B.
 Tab.2:  Account Rate of Return (Project A and Project B).
	
Project A
	
	
	

	Year
	Cash Flow
	Depreciation 
	total profit

	 0
	-80
	 
	 

	1
	25
	-20
	5

	2
	25
	-20
	5

	3
	20
	-20
	0

	4
	55
	-20
	35


	Project B
	
	
	

	Year
	Cash Flow
	Depreciation
	Total Profit

	0
	-75
	 
	 

	1
	50
	-18,75
	31,25

	2
	20
	-18,75
	1,25

	3
	20
	-18,75
	1,25

	4
	20
	-18,75
	1,25


	ARR
	0,23333333
	
	23,33%


	ARR
	0,28125
	28,13%




Accounting Rate of Return formula = ({Profit year 1+2+3+4)/4}/ (Investment/2)

By looking at the Net present value in Table3, the company will get a slightly higher return form Project A than from Project B (9.75%+16.57 and 9.75%+16.08) however, by looking at the internal rate of return in Table 4 and the net present value, the company has a strong cash flow in project B than project A also a higher IRR (21.52%).
So the final conclusion and after analysing the financial ratios that determine the best investment project, Project B might be the best project of investment for the company regarding the net present value which is known to give the correct selection advice of investment in addition to it, Internal Rate of retune because the time value of money and cash flow are two essential things to define the perfect investment project for a big company, which is not the same case for small businesses.

Tab.3: Net present Value (Project A and Project B).
	Cost of capital (CP %)
	CP/100
	1+CP/100

	9,75
	0,0975
	1,0975





	Project A
	
	
	
	
	

	Present Value (PV)
	22,78
	20,76
	15,13
	37,91

	Future Value (FV)
	25
	25
	20
	55

	Nº Year
	1
	2
	3
	4


	Project B
	
	
	
	
	

	Present Value (PV)
	45,56
	16,60
	15,13
	13,79

	Future Value (FV)
	50
	20
	20
	20

	Nº Year
	1
	2
	3
	4


	Total Present Value
	96,57

	Net Present Value
	16,57


	Total Present Value
	91,08

	Net Present Value
	16,08








Net Present Value formula = -Investment + CF1/ (1+r)^1+CF2/(1+r)^2+CF3/(1+r)^3+CF4/(1+r)^4
Tab.4: Internal Rate of Return (Project A and Project B).
	Project A
	
	
	

	Year
	Cash Flow
	Depreciation 
	total profit

	0
	-80
	 
	 

	1
	25
	-20
	5

	2
	25
	-20
	5

	3
	20
	-20
	0

	4
	55
	-20
	35


	Cost of capital (R1)
	CP/100
	1+CP/100

	17,8
	0,178
	1,178

	Cost of capital (R2)
	CP/100
	1+CP/100

	18
	0,18
	1,18







	Present Value (PV) for R1
	21,22
	18,02
	12,23
	28,56

	Present Value (PV) for R2
	21,1864407
	17,9546107
	12,17261745
	28,3683881

	Future Value (FV)
	25
	25
	20
	55


	Total Pv1
	80,03
	
	Total Pv2
	79,68205701

	NPV1
	0,03
	
	NPV2
	-0,317942991




	Internal Rate of Return 
	0,178
	17,8 %



	Project B
	
	
	

	Year
	Cash Flow
	Depreciation
	Total Profit

	0
	-75
	 
	 

	1
	50
	-18,75
	31,25

	2
	20
	-18,75
	1,25

	3
	20
	-18,75
	1,25

	4
	20
	-18,75
	1,25


	Cost of capital R1
	CP/100
	1+CP/100

	21,5
	0,215
	1,215

	Cost of capital R2
	CP/100
	1+CP/100

	21,7
	0,217
	1,217


	Present Value (PV) for R1
	41,15
	13,55
	11,15
	9,18

	Present Value (PV) for R2
	41,08
	13,50
	11,10
	9,12

	Future Value (FV)
	50
	20
	20
	20


	Total Pv1
	75,03
	 
	 
	Total Pv2
	74,80

	NPV1
	0,03
	 
	 
	NPV2
	-0,20


	Internal Rate of Return 
	0,21525106
	21,5251063%










Internal rate of return formula = R1+ ({NPV1*(R2-R1)}/NPV1-NPV2)

By definition, the payback period just takes into account project returns up till the payback period, however, some projects whose benefits will take longer than the normal payback period expected will not be accepted by based on the payback calculations because it could be not beneficial for the long term success of the business. So it is important to use the payback period for measuring the project liquidity (Daunfeldt and Hartwig, 2014). Some companies use only the payback method as a major method to select the profitable project; however the deficiency of PB is that it does not measure the time value of money in correct manner. It ignores profit which may occur during the life of the project .For instance; time consuming calculations based on discounted cash flow should be taken in consideration for the perfect decision such as Net present value, Account rate of return and internal rate of return.
Net present value or NPV is used generally to analyse the profitability of a project of investment, for instance it does compare the value of the present currency to the value of the future one taking into account inflation and returns that NPV does not ignore the time value of the money , which means that NPV . That means the higher NPV the more the project is desirable. 
The Account rate of return does not consider the time value of the money and does not consider the increased risk of a long term .Moreover; it does not take into consideration the impact of cash flow timing and that’s why the big companies do not use it as reference for future project of investment.    
The internal rate of return is known as the discount rate that makes the net present value of all cash flows from a certain project = zero. In another meaning, a higher project internal rate of return the more desirable it is to undertake also, an easy decision can be made to accept a project if the IRR exceeds the cost of capital (Femi and Olawale, 2008).
According to a study made by Andrews and Bulter (1986), the best capital budgeting method used to evaluate capital investment was the internal rate of return IRR with a percentage of 45% of use than the payback period with 26% of use. The Net present value was used as a primary evaluation by 7.7%.  
In conclusion, the majority of companies realise that the long term profit and the success of a company lies on the ability of selecting the capital investment which will increase the company’s value and competitive edge needed to beat competitors. Moreover, the ability of identifying opportunities within the market and determine whether the opportunities that have been identified has a value within the market are one of the important aspects of an investment decision (du Toit and Pienaar, 2005).
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