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[bookmark: _Toc105350457]Executive Summary

McLaren Holdings Limited have been identified as a potential joint venture partner for TWestla Limited to jointly develop a luxury electric supercar. McLaren’s suitability as a potential joint venture partner has been assessed by completing a financial analysis. Published financial reports have formed the basis of this assessment along with recently reported developments.
Following this analysis, it is recommended that TWestla Electric Vehicles does not enter a joint venture with McLaren Holdings Limited and instead seeks an alternative partner.
This is primarily based on McLaren’s historically poor financial management performance and their uncertain outlook for 2023 and beyond. It is also influenced by the many changes to their capital structure and the makeup of their shareholder base, which carries potential geopolitical risks.
Other factors taken into consideration include the significantly weakened links with the McLaren Racing Team that have up until now underpinned their credibility in the luxury supercar sector; the recent sale of the Applied division that has been the main technological driver in the business; and the need to enter into a sale and leaseback arrangements of the headquarters to raise cash for survival.
These measures are a good indication of the past, present and future challenges experienced by the business which are by no means behind them. 
McLaren have not yet recovered from the Covid-19 pandemic and the ongoing difficulties in the global supply chain that are adversely affecting all manufacturing industries – but especially the automotive sector - are expected to limit sales growth well into 2023 and cause further financial difficulties going forward.
These risk factors have been assessed and the conclusions that the business is too ‘high risk’, and its future survival is not assured have been reached, hence the recommendation not to proceed with McLaren and to seek an alternative partner.

[bookmark: _Toc105350458]Introduction


The board of TWestla Electric Vehicles Limited want to add two versions of an electric luxury sports car to their product range and are seeking a joint venture partner to co-develop a suitable vehicle. TWestla currently offer a limited range of high-quality electric cars aimed at retail and business customers at £50K to £80K price points and believe that adding two high profile luxury sports cars priced at c£125K and c£160K will add to the brand appeal of the whole range and complete their offering.
TWestla has developed significant intellectual property relating to electric vehicles but has not gained experience of applying this technology to a luxury supercar offering.

This report reviews McLaren Holdings limited to ascertain their suitability as a joint venture partner for developing premium high-performance electric vehicles.

The basis of the report has been formed from:

· the Annual Report and Consolidated Financial Statements of McLaren Holdings Limited 31st December 2020 issued on April 28th, 2021; and 

· the Annual Report and Consolidated Financial Statements of McClaren Holdings Limited 31st December 2021 issued on May 25th, 2022.

The 2021 report was published recently so it is the latest available published information and is a late inclusion to this report.

The structure of the entity is also quite complicated, as the reports refer to the parent company (McLaren Holdings Limited) and ‘The Group’, as well as various joint venture partners for different divisions.

Several significant developments have occurred during these periods. so this report will take those developments into account when formulating the recommendations.
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Companies published financial reports are created by the business themselves, and a lot of the information in the reports are based on the Directors’ opinion of the outlook for their business and the sectors in which they operate. The commentary in the reports can be overconfident or even unrealistic, and despite regulatory requirements, they may not represent a completely balanced view of the outlook for the business. The financial elements of the reports need to meet the accounting practices and are by their very nature historical so they can be used and compared to assess actual financial performance objectively. However, they do have some shortcomings as is explained below.

‘If nothing else, the awareness that management may have something up its sleeve will encourage readers to trust their instincts when some aspect of a company’s disclosure simply does not ring true. In a given instance, management may judge that its best chance of minimizing analysts’ criticism of an obviously disastrous corporate decision lies in stubbornly defending the decision and refusing to change course’(Alvarez & Fridson, 2002)

The following financial statements from within the published financial reports have been assessed, and ratios have created from them to gain an understanding in how the business is going:


Income Statements	- to assess the overall financial performance of the business in
  relation to profitability

‘The goal of analyzing an income statement is essentially to determine whether the story it tells is good, bad, or indifferent. To accomplish this objective, the analyst draws a few initial conclusions, then puts the income statement into context by comparing it with income statements of earlier periods’ (Alvarez & Fridson, 2002)

Balance Sheet		- to assess the overall financial position of the business regarding
  the various types of assets and liabilities held by the business

The balance sheet is a remarkable invention, yet it has two fundamental shortcomings. First, although it is in theory useful to have a summary of the values of all the assets owned by an enterprise, these values frequently prove elusive in practice. Second, many kinds of things have value and could be construed, at least by the layperson, as assets (Alvarez & Fridson, 2002).


Cashflow statements	- to assess how solvent the business is and how effective the
  management are at managing cash flow

For financial-reporting (as opposed to tax-accounting) purposes, a publicly owned company generally seeks to maximize its reported net income, which investors use as a basis for valuing its shares. Therefore, its incentive in any situation where the accounting rules permit discretion is to minimize expenses. The firm will capitalize whatever expenditures it can and depreciate its fixed assets over as long a period as possible. (Alvarez & Fridson, 2002).



Financial ratios are a useful way to compare and analyse the financial date for a business to get an understanding of how well the company has been managed and get an indication of how well the business strategy is working. It is useful to consider the ratios in conjunction with the commentary provided by the directors of a business, and in conjunction with information reported in the financial journals to get an overall picture of the business 

However, as previously stated it needs to be remembered that ratios are historical: annual accounts can be published up to 9 months after the end of the financial year. They can therefore be out of date and need to be supplemented with more recent announcements and reports to get a fuller picture of the financial health of a business.

To be able to compare different years for the same company, or indeed to compare different companies to each other, the basis of the ratios must be standardised to ensure the comparisons are valid.

Ratios can be excellent tools to make comparisons and are a good indicator of trends. It is important to be aware of any one-off events that could skew the ratios for a particular year or company.

For McLaren, the 2020 figures were very significantly affected by the covid 19 outbreak so this needs to be taken into account, especially as it caused a significant shift in the company strategy. For this reason a lot of the comparisons in ratios have been drawn between the 2019 and 2021 figures, with less attention being paid to the 2020 figures.
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A ratio analysis calculated from the annual reports is shown in Table 1 below. (The Excel sheet calculations can be found in the Appendices section at the end of this report.)

McLaren is an aspirational and respected luxury supercar brand within the automotive sector and the company is associated with highly desirable luxury products. However, the ratios (which are discussed below) and the narrative in the annual reports shows that the business has several challenges in addition to recovering from the aftermath of the Covid 19 pandemic.

[bookmark: _Toc105350461]Table 1. Ratio Analysis Calculated from Annual Reports

	Ratios
	
	
	
	
	Continuing Operations Only

	 
	 
	2019
	2020
	2021
	2021

	 
	 
	 
	 
	 
	 

	Gross Margin %
	Gross Profit / Sales X 100
	30.42%
	18.64%
	27.32%
	27.60%

	Operating Profit %
	Operating Profit / Sales  x 100
	1.67%
	-38.37%
	-2.76%
	9.66%

	Net Profit %
	Net Income / Sales  x 100
	-2.30%
	-83.09%
	-0.99%
	11.35%

	Return on Assets
	Net Income /Assets x 100
	-2.10%
	-42.69%
	-0.49%
	 

	Return on Shareholder Equity
	Net Income / Shareholder's Equity
	-13.2%
	-207.7%
	-1.0%
	 

	Current Ratio
	Current Assets / Current Liabilities
	0.59
	0.56
	1.00
	 

	Quick Ratio
	Current Assets less stock / Current Liabilities
	0.39
	0.38
	0.43
	 

	Days Sales Outstanding 
	Accounts receivable (i.e. Debtors) / Average revenue per day
	57.12
	78.28
	40.80
	 

	Inventory Turns
	COGS / Average Inventory
	6.82
	4.75
	2.88
	 

	Days Payable Outstanding
	Accounts Payable (i.e. Creditors) / Average Cogs per day
	263.92
	356.72
	279.30
	 

	Debt / Equity Ratio
	Long Term Debt / Stockholder's Equity
	301.71
	243.61
	81.72
	 

	Interest Coverage 
	EBITDA /Interest Charge
	253.24
	-11.54
	0.32
	 

	
	
	
	
	
	

	EPS (£/share)
	Net Income (profit after tax) / No. of shares
	-3.84
	-72.14
	-0.68
	 

	Dividend Cover
	EPS / Dividend per share
	 
	 
	 
	 

	PE Ratio
	Market Value per share / EPS
	 
	 
	 
	 

	Dividend Yield
	Dividend per share / EPS
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 




Profitability Ratios:

The business as a whole has been loss making (negative net income, negative net profit %) in each of the last 3 years. In 2021 it was notable that the net income for the continuing operations was £67M. However, this includes one-off net proceeds of c.£224.7 from the sale of various assets so is not as good as it looks at first glance.

Gross profit margin % has not yet recovered to pre-pandemic levels (including from continuing operations) and, given that current supply chain issues are expected to limit (probably reduce) sales capacity for the foreseeable future, the gross margin would need to be substantially higher to create sufficient margin to result in a net profit. This can only be achieved by either reducing cost of sales (which is highly unlikely given current inflationary pressures on materials and labour) or by significant increases in sales prices, which given the current level of pricing and expected economic slowdown it would be difficult to achieve significant price increases. However, this will depend on the balance of supply and demand as McLaren have previously used limiting stock availability as a strategy to achieve higher pricing.

Operating Profit Margins for 2019 and 2021 were close to zero for the whole business, but there are some signs for optimism when looking at the continuing operations numbers for 2021 which show an operating profit margin of 9.66%. This would still need to grow to achieve an acceptable net profit situation.

Return Ratios

Return on assets % and return on shareholder equity had a slight improvement between 2019 and 2021 but were still negative. These ratios are directly linked to net income, so will remain negative until the business becomes profitable.

Liquidity Ratios

The ability of the business to meet its short-term commitments is demonstrated by these liquidity ratios. The Quick Ratio is the best indicator as it doesn’t include stock, which may not be able to be quickly converted into cash. The Quick Ratio has a slight improvement in 2021 compared to 2019 but is still only 0.43. This means that the business will have to convert stock into cash to have sufficient current assets to meet the current liabilities in the next 12 months. 

The Current ratio has improved from 0.59 in 2019 to 1.0 in 2021 which is a step in the right direction.

Activity Ratios

Days Sales Outstanding have improved form 57 days in 2019 to 41 days in 2021, which suggests the business has improved its’ management of debtors.

Inventory turns, on the other hand, have reduced from 6.8 in 2019 to 2.88 in 2021, which suggests the business is sitting on more stock (relative to sales). This may be affected by the current supply chain difficulties whereby ‘just in time’ strategies are being replaced by ‘just in case’ strategies.

Days Payable Outstanding is relatively flat (slightly longer) at 280 days in 2021 compared to 264 days in 2019. Whilst it is good to get long credit terms with suppliers, these are very high numbers and suggest the business is not paying its creditors on time. In an environment of tight supply this could impact on the business’s ability to procure parts and could also be harming the supplier base’s cash flow, which might ultimately harm McLaren.

Leverage Ratios

The debt-to-equity ratio is one area which shows a significant improvement from 302% in 2019 to 82% in 2021 and is a direct result of the capital raisings and asset sales that have taken place. It does demonstrate the business was highly leveraged in 2019.

Interest Coverage in 2021 is worryingly low in 2021 as it below 1, which means there is insufficient EBITDA to pay the interest bill. This is a red flag going forward.


Investor Ratios

As there are no earnings and there have been no dividends it is not possible to create any meaningful investor ratios until the business becomes profitable. This makes it very difficult to assess the business without a very clear and confident assessment of the prospects of the business.

The track record of the management team is questionable based on this historical lack of return for investors.







[bookmark: _Toc105350462]Summary of Findings

[bookmark: _Hlk99545526]‘The Company’s loss for the year was £18.4m (2020: loss £272.2m), with the year-on-year improvement due to the prior year including impairment charges in relation to investments in and loans to certain subsidiaries. At 31 December 2021 the Company had net assets of £508.5m compared to £331.2m at the start of the year. This strengthening of the balance sheet reflects that in 2021 the Company issued share capital at £195.7m. Investments decreased from £355.8m to £274.1m during 2021 following the sale of McLaren Racing to the Company’s parent company.’ (McLaren Holdings Limited, 2021)

McLaren has made several significant changes to the business model and structure in the past 3 years. Two of the divisions have been divested leaving the Automotive Division as the sole division. Other asset sales and numerous capital raisings have taken place to allow the business to continue operating and to improve the capitalisation of the business for future investment and development. This has been achieved by a combination of new capital from existing shareholders and bringing in investment from new investors. Some of this capital raising is in the form of secured notes which will increase the interest bill in the foreseeable future and could later be converted to shares which will dilute the current shareholders.

‘Preference shares offer investors a lower level of risk than ordinary shares. Provided there are sufficient profits available, preference shares will normally be given a fixed rate of dividend each year. Preference shareholders will be paid the first slice of any dividend paid. Should the business be wound up, preference shareholders usually have priority over the claims of ordinary shareholders. (The business’s own particular documents of incorporation will state the precise rights of preference shareholders in this respect.)’ (Atrill, 2014)

The sold divisions previously added credibility to the business as a whole and were important underpinnings for the future development of the business in terms of technical know-how (Applied) and direct link to motorsport (Racing) which added credibility to the Automotive division. These links have now been weakened and undermine the prospects of the McLaren brand.


The sales strategy has also been changed with a greater emphasis on highly personalised, premium restricted limited run models. The McLaren Automotive heritage and reputation is closely linked to the (now sold) McLaren racing team.

2020 performance was adversely affected by the covid pandemic. This limits the value of the 2020 figures in making an assessment on future performance and risks but does provide a helpful indication of the strength of the business and management to withstand such situations. Continuing operations data is very limited currently, but very is a very important consideration for the electric car joint venture proposal as the continuing operations are materially different from the reported data in historical published reports. This means there is very limited data that can be attributed to the outlook of the business, so historical data has been used to get an understanding of the capability of the management team and the business performance.


The current business climate – especially the supply chain insecurity – are also significant challenges going forward and this has been highlighted by the company itself. 

‘During the first half of 2021 the business had been largely able to successfully manage the global supply shortage of semiconductors. However, in H2 production and wholesale volumes were adversely impacted as a result of limited supply. It is expected that semiconductor shortages will continue throughout 2022, but especially in the first half of the year. The Group is engaging with a number of component suppliers and producers to secure long term supply agreements to minimise future supply risks.’ (McLaren Holdings Limited, 2021)


The board are portraying a positive future but have also highlighted that existential risks remain:
‘The Board remains positive on the future direction and long-term product plan of the business, but likewise recognises risks to performance such as the global shortage of semiconductors alongside delays launching the Artura. Furthermore, the Company is reliant on the trading group to satisfy its liabilities as they fall due and the conditions related to the Group as outlined above have been considered as part of the Company’s going concern assessment. As such the Group and Company may require additional funding in order to meet its liabilities as and when they fall due over the next 12 months and such funding has not been secured at this time, and nor have the terms on which such funding may be provided been agreed. These conditions McLaren Holdings Limited Annual report and consolidated financial statements 2021 Directors’ Report 16 indicate a material uncertainty which may cast significant doubt over the Group’s and the Company’s ability to continue as a going concern.’ (McLaren Holdings Limited, 2021)


Despite the ‘cautiously positive’ outlook form the board, the combinations of all of the above factors result in a high risk and uncertain future for McLaren. The company have also appointed a new CEO who has a technical background rather than a business/financial background which is seen as an additional risk.

McLaren has a new CEO. The automaker announced that Michael Leiters would assume the role on the 1st of July 2022. He replaces longtime McLaren CEO Mike Flewitt, who stepped down from the role in October 2021. Leiters joins McLaren after serving as Ferrari’s Chief Technical Officer. Leiters left the role at the end of last year as Ferrari overhauled its organisational structure (Alaniz, 2022)




[bookmark: _Toc105350463]Conclusion and Recommendations

It is recommended that TWestla Electric Vehicles does not enter a joint venture with McLaren Holdings Limited and instead seeks an alternative partner.
This is primarily based on McLaren’s historically poor financial management performance and their uncertain outlook for 2023 and beyond. It is also influenced by the capital structure and makeup of their shareholder based which carries potential geopolitical risks.
Other factors taken into consideration include the significantly weakened links with the McLaren Racing Team that have up until now underpinned their credibility in the luxury supercar sector, the recent sale of the Applied division that has been the main technological driver in the business, and the sale and leaseback of the headquarters to raise cash for survival.
These measures are a good indication of past, present and future challenges experienced by the business. 
McLaren have not yet recovered from the Covid 19 pandemic and ongoing difficulties in the supply chain are expected to limit sales growth and cause further financial difficulties going forward.
The combination of these factors has been assessed to conclude that the business is too ‘high risk’ and its future survival is not assured, hence the recommendation not to proceed with McLaren and to seek an alternative partner.
[bookmark: _Appendices]
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McLaren Annual Report 2020 & 2021

Income Statement Total

Continuing 

Operations 

Only

Ratios

Continuing 

Operations Only

Year  2019 2020 2021 2021 2019 2020 2021 2021

000 000 000 000

Revenue 1,485,785 771,660 610,387 593,704 Gross Margin % Gross Profit/Sales X 100 30.42% 18.64% 27.32% 27.60%

COGS 1,033,817 627,847 443,654 429,868 Operating Profit % Operating Profit / Sales  x 100 1.67% -38.37% -2.76% 9.66%

Gross Profit 451,968 143,813 166,733 163,836 Net Profit % Net Income / Sales  x 100 -2.30% -83.09% -0.99% 11.35%

SG&A 247,484 193,889 188,297 181,544 Return on Assets Net Income /Assets  x100 -2.10% -42.69% -0.49%

Other losses 179,625 246,007 -4,708 -75,082 Return on Shareholder Equity Net Income / Shareholder's Equity -13.2% -207.7% -1.0%

Current Ratio Current Assets / Current Liabilities 0.59 0.56 1.00

Operating Profit 24,859 -296,083 -16,856 57,374 Quick Ratio Current Assets less stock / Current Liabilities 0.39 0.38 0.43

EBITDA 181,896 -49,113 179.7 Days Sales Outstanding  Accounts receivable (i.e.Debtors) / Average revenue per day 57.12 78.28 40.80

Interest payable -71,827 -425,600 -55,729 -52,941 Inventory Turns COGS / Average Inventory 6.82 4.75 2.88

interest received 17,811 14,812 2,312 2,312 Days Payable Outstanding Accounts Payable (i.e. Creditors) / Average Cogs per day 263.92 356.72 279.30

gain on sale os shares in subsidiary 21,070 2,820 2,820 Debt / Equity Ratio Long Term Debt / Stockholder's Equity 301.71 243.61 81.72

Tax Payable -4,955 44,639 61,384 57,816 Interest Coverage  EBITDA /Interest Charge 253.24 -11.54 0.32

Profit / loss from Discont

Net Income -34,112 -641,162 -6,069 67,381 EPS (£/share) Net Income (profit after tax) / No. of shares -3.84 -72.14 -0.68

Dividend Cover EPS / Dividend per share

Balance Sheet  PE Ratio Market Value per share / EPS

Year  2019 2020 2021 2021 Dividend Yield Dividend per share / EPS

000 000 000 000

Debtors

Fixed Assets  1,182,108 1,156,980 902,771

Stock  151,656 112,773 195,236

Cash and Cash Equivalents 56,252 66,784 76,696

Debtors 232,533 165,503 68,233 Note: Trade debtors + Other Debtors only

Other Current Assets 0 0 0

Current Assets 440,441 345,060 340,165

Total Assets 1,622,549 1,502,040 1,242,936

Creditors 747,523 613,600 339,484

Borrowings

Other

Current Liabilities 747,523 613,600 339,484

Other Liabilities

Creditors more than 1 year 657,250 618,543 459,877

Provisions for liabilities 26,796 40,555 45,063

Deferred Capital Funding  96,493 92,836 0

Borrowings

Long Term Liabilities 780,539 751,934 504,940

Total Liabilities 1,528,062 1,365,534 844,424

Net Assets  94,487 136,506 398,512

Ordinary Shares 89 89 108

Preference Shares 688,350

Share Premium  203,123 203,123 839,480

Reserves 269,685 271,746 222,893

Retained Earnings -214,188 -854,647 -444,571

Shareholders Equity 258,709 308,661 617,910


Microsoft_Excel_Worksheet.xlsx
McLaren

				McLaren Annual Report 2020 & 2021



				Income Statement						Total		Continuing Operations Only				Ratios										Continuing Operations Only

				Year 		2019		2020		2021		2021								2019		2020		2021		2021

						000		000		000		000

				Revenue		1,485,785		771,660		610,387		593,704				Gross Margin %		Gross Profit/Sales X 100		30.42%		18.64%		27.32%		27.60%

				COGS		1,033,817		627,847		443,654		429,868				Operating Profit %		Operating Profit / Sales  x 100		1.67%		-38.37%		-2.76%		9.66%

				Gross Profit		451,968		143,813		166,733		163,836				Net Profit %		Net Income / Sales  x 100		-2.30%		-83.09%		-0.99%		11.35%

				SG&A		247,484		193,889		188,297		181,544				Return on Assets		Net Income /Assets  x100		-2.10%		-42.69%		-0.49%

				Other losses		179,625		246,007		-4,708		-75,082				Return on Shareholder Equity		Net Income / Shareholder's Equity		-13.2%		-207.7%		-1.0%

																Current Ratio		Current Assets / Current Liabilities		0.59		0.56		1.00

				Operating Profit		24,859		-296,083		-16,856		57,374				Quick Ratio		Current Assets less stock / Current Liabilities		0.39		0.38		0.43

				EBITDA		181,896		-49,113		179.7						Days Sales Outstanding 		Accounts receivable (i.e.Debtors) / Average revenue per day		57.12		78.28		40.80

				Interest payable		-71,827		-425,600		-55,729		-52,941				Inventory Turns		COGS / Average Inventory		6.82

HP: one year		4.75		2.88

				interest received		17,811		14,812		2,312		2,312				Days Payable Outstanding		Accounts Payable (i.e. Creditors) / Average Cogs per day		263.92		356.72		279.30

				gain on sale os shares in subsidiary				21,070		2,820		2,820				Debt / Equity Ratio		Long Term Debt / Stockholder's Equity		301.71		243.61		81.72

				Tax Payable		-4,955		44,639		61,384		57,816				Interest Coverage 		EBITDA /Interest Charge		253.24		-11.54		0.32

				Profit / loss from Discont

				Net Income		-34,112		-641,162		-6,069		67,381				EPS (£/share)		Net Income (profit after tax) / No. of shares		-3.84		-72.14		-0.68

																Dividend Cover		EPS / Dividend per share

				Balance Sheet 												PE Ratio		Market Value per share / EPS

				Year 		2019		2020		2021		2021				Dividend Yield		Dividend per share / EPS

						000		000		000		000

				Debtors

				Fixed Assets 		1,182,108		1,156,980		902,771



				Stock 		151,656		112,773		195,236

				Cash and Cash Equivalents		56,252		66,784		76,696

				Debtors		232,533		165,503		68,233						Note: Trade debtors + Other Debtors only

				Other Current Assets		0		0		0

				Current Assets		440,441		345,060		340,165



				Total Assets		1,622,549		1,502,040		1,242,936



				Creditors		747,523		613,600		339,484

				Borrowings

				Other

				Current Liabilities		747,523		613,600		339,484

				Other Liabilities

				Creditors more than 1 year		657,250		618,543		459,877

				Provisions for liabilities		26,796		40,555		45,063

				Deferred Capital Funding 		96,493		92,836		0

				Borrowings

				Long Term Liabilities		780,539		751,934		504,940

				Total Liabilities		1,528,062		1,365,534		844,424



				Net Assets 		94,487		136,506		398,512



				Ordinary Shares		89		89		108

				Preference Shares				688,350

				Share Premium 		203,123		203,123		839,480

				Reserves		269,685		271,746		222,893

				Retained Earnings		-214,188		-854,647		-444,571

				Shareholders Equity		258,709		308,661		617,910














