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Executive Summary (3000 words)
McLarens financial outlook has been assessed, analysing their financial statements and using profitability, liquidity, activity, leverage and investor ratios. These ratios show a negative view on the financial health of McLaren, although this is during the COVID period. Furthermore the area that is to be invested in, the electrification of cars, is promising, as BMW have already seen potential and are collaborating with McLaren on an electric car. Therefore investing in McLaren will not initially generate revenue, but the companies finances are being invested in and generating greater operating profits over time. This is why I would recommend investing and partnering with McLaren.
Introduction
Electric cars are becoming more mainstream, forcing car manufacturers to make critical decisions on whether to continue to improve combustion cars, which are tried and tested, or develop electric cars. McLaren have decided to develop electric cars, with their entire road car range to be electrified by 2026 (Karkaria, 2021). This is further supported by the release of their new car, the Artura, which is a plug in hybrid allowing it to have a smaller combustion engine (Fowler, 2021). Furthermore McLaren have reduced the weight of the car, reducing the impact of the weight of the batteries. This enhancement, along with their participation in Formula 1, indicates that McLaren are keen to be at the forefront of the automotive industry with leading technological advancements. There is the potential to work with McLaren to utilise their research and development, applying it to mainstream city cars. To see if this is finically viable, McLarens financial health needs to be assessed through their financial statements. From these statements, activity, profitability, liquidity, leverage and investor ratios can be formed. Using this, statements from McLarens board and understanding their next projects, a decision can be made on whether to proceed on a joint project with McLaren Holdings Company. 
Financial Ratios 
McLarens financial statements were obtained from 2019 to the most recent statement in Q3 of 2021. These are the balance sheet, income statement and cash flow statement (PWC, 2020), showing the financial health of the company. The balance sheet shows the company’s assets and liabilities, highlighting what investments (long term financial assets) are within the company. Whilst these are some of the key things investors look for, their value can become volatile during economic turmoil (Lin, et al., 2018). The total value of long term liabilities are shown, whereas the income statement is only concerned with the yearly interest payments. This is because the income statement shows the progression from the total revenue made in a time period and then what the operating costs, admin costs and taxes are. Therefore the income statement shows the profitability of the company. Finally the cash flow statement shows the different cash flows within the company: operations, investments and financing (PWC, 2020). It therefore shows whether profits are internally invested or used to pay shareholders. Using these statements and statements from McLaren board members, they are trying to seem attractive to investors. This would therefore allow them to obtain cheap capital (Fridson & Alvarez, 2011) to invest in developing the business.
Profitability Ratios
The profitability of the company can be determined from the financial statements, with the margin ratios highlighting where the majority of the expenditure is coming from. The margin ratios are the gross profit margin, which is the margin after cost of goods, the operating margin which deducts the operating costs and finally the net profit which removes all administrative costs. These ratios are not impacted by assets and shareholders involvement (Ichsani, et al., 2021), but show the amount of profit possibly available to investors, further highlighted by the return on assets and return on equity ratios. The most common ratio of interest to investors in the return on equity (ROE) as it shows the return on investment. However this has 3 problems: new products offer an initial low ROE, any risks are ignored and shows the book value not the market value (Lesakova, 2007). Therefore the other ratio types are designed to support these ratios.
Liquidity Ratios
The ability to cover all a company’s current liabilities is important in case of payment being demanded. There are 2 ratios that look at this: the current ratio and the quick ratio. These both look at current assets over current liabilities, although the quick ratio does not count inventory stock. This is because the conversion of inventory to cash takes time, which may not be suitable for the allowed time. This conveys that liquidity ratios show the inherent risk within a company, as a low current ratio indicates a higher chance of the business defaulting (Grundke & Kuhn, 2017).
Activity Ratios
The activity of a company is measured through the activity ratios. The first one is the day’s sales outstanding, which is the average amount of money per day over the year that is owed to the company. This is shadowed by the day’s payable outstanding which is the average amount of money per day over the year that the company owes. Finally there is the inventory turnover, which is the number of times the cost of the inventory goes in to the total revenue, indicating the annual number of times it has been replenished. These are used by investors to predict future cash flows, as it shows the financing of the company compared to the sales generated (Zeller, 1990) giving a further insight into the company. 
Leverage Ratios
Leverage ratios show the ability to be able to pay back loans and interest to banks (Barth & Seckinger, 2018). They also indicate whether the company is growing quickly or slowly, as quick growing companies tend to have a lower amount of debt (Collin-Dufresne & Goldstein, 2001). The 2 ratios that show this, the first being the debt to equity ratio, showing the amount of investment within the company and therefore the firms value (Morellec, 2004). The second is the interest coverage, which is the percentage of operating profits that are used towards paying the interest of the loans taken out.
Investor Ratios
Investor ratios look at the shares available within the company. The basis of these ratios are the earnings per ordinary share, which is the net income over the number of available shares. Dividends are the payments investors receive, primarily on preferential shares. The coverage of these dividends is measured by dividend cover (ICAEW, 2020), which is the number of times a share can be paid. This can then be converted to the dividend yield, giving a ratio of how much is paid to a company’s investors annually. However there is a negative relationship between dividend yield and stock prices, whereas price per earnings has a positive impact. This is because price earnings allows for anomalies to be exploited and therefore investors to earn money from their investment, however as the company develops these anomalies disappear and the dividend cover becomes a better measure (Zaman, 2014).
Ratio Relationships
Profitability and liquidity ratios have a negative relationship (Aziz & A. Abdul, 2017) as liquidity ratios show the debt coverage within a company, whereas the profitability shows the amount of free cash available. Furthermore being able to show that the company is low risk by covering its debts supports the leverage ratios in showing that the business is low risk; this therefore makes it worthy of low interest loans. The profitability and investor ratios are intrinsically linked, as a greater net profit allows for greater dividend payments. Finally activity ratios show the rate of growth within the company as a high inventory turnover would imply high growth levels. This would indicate whether the price earnings or dividend cover should be used for comparison to other businesses.
McLaren Ratio Analysis
McLaren’s financial statements were assessed from 2019 to the 3rd quarter of 2021. A quarter review cannot be directly compared to an annual review, as the revenue only reflects 25% of the year; however by using ratios, a better comparison can be made as the ratios dimensionless. Furthermore the quarterly report only contains selected information, so only the profitability ratios could be made. The outcome of the profitability ratios shows a negative picture as across the 3 years there has not been a net profit margin, which has resulted in no return in assets or equity. This means that there is currently no return on investments within McLaren. The greatest loss was in 2020 with a net profit margin of -83.09%, meaning that the company is recovering in 2021 with a margin of -13.93% and was relatively stable in 2019 at -2.89%. This implies that the sharp loss and rapid recovery, which is likely related to the COVID 19 pandemic. This is further supported by the reduced revenue in 2020, resulting in the administrative costs becoming the most significant costs within the business. Low operating costs would be due to reduced demand and operators on the furlough scheme during the pandemic, whereas administrative staff were able to work from home. 
The ability for a business to definitely cover debts immediately is explored in the liquidity ratios. The current ratio covers all the liabilities in 2019, meaning that it is over 100%, however the quick ratio is below 100% as the stock has been excluded. Due to a decrease in assets and increase in liabilities, the current ratio is 79.01% in 2020, which means that there are not enough current assets to cover all the current liabilities. However there is also less stock in the assets, meaning that the quick ratio is a far greater proportion of the current ratio. This implies a reduction in production, which runs concurrently with the pandemic. Nevertheless the strategic report states that production have altered to the new working measures from COVID, which has resulted in liabilities to manage the risk as well as a promising outlook on the increase in stock for production.
McLarens annual inventory turnover decreased from 6.82 in 2019 to 5.57 in 2020, which supports the previous quick ratios implication of stock and production decrease. The accounts payable drastically increased in 2020, although this is due to an anomaly of a payment to preferred shares even though a loss was made. This was to ensure the continued support of the preferred shareholders as they were guaranteed a fixed income at regular intervals, however this means they can be removed from the creditors owed as they own shares in the business. The primary credit source in McLaren are senior secured notes, which are preferential loans that are paid over an extended number of years. This is shown by a slight decrease of £281,000 in 2020 from 2019 despite a loss being made and an overdraft having to be setup in 2020. The overdraft, along with the reduced cost of goods from lower production, increased the day’s payable outstanding from 296 days in 2019 to 487 days in 2020. Furthermore it took longer to collect money from debtors and sales in 2020 when compared to 2019, as the days sales outstanding increased. This is because whilst the outstanding accounts remained roughly constant from 2019 through to 2020, the revenue halved which can be attributed to the pandemic.
In 2019, McLarens debt to equity ratio was only 14.34%, however in 2020 this increased to 86.48%. This was due to McLaren paying their preference shares in accordance with their expected growth to 2025 which had been agreed before the pandemic. The interest charge also drastically increased in 2020 when compared to 2019, although this is due to the change in fair value of the preference shares. However all other interest expenditures also increased, showing the cost of increased debt due to the pandemic. The cash availability also drastically decreased in 2020 causing the interest coverage to be -12.19% due to making a loss in the operating profit. A positive operating profit in Q3 of 2021 implies that the interest coverage is improving and therefore McLaren is recovering from COVID restrictions.
The earnings per ordinary share show whether money is being made on share when compared to its market price. The market price has been taken from google finance to be £0.03 in both 2019 and 2020, although it increases to £0.07 in 2021; this shows an increase in the resurgence of McLaren coming out of lockdown within the market. Due to no net profit being made in 2020 and 2019, no dividend was issued. This meant that the price per earnings and earnings per ordinary share was negative, therefore no money could be made from ordinary shares. Preference shares were paid based on 2025 predications and were therefore not related to the earnings per ordinary share.
Financial Analysis
The 2 primary areas of investment that McLaren are focusing on are improving their racing credentials and the electrification of their range. McLaren racing has a new investor, MSP Sports Capital, which holds an initial 15% minority shareholding, giving MSP stakes in sponsorships and content creation (McLaren, 2020). This is in order to allow McLaren to carry on achieving podium finishes in the formula 1 racing as well as success in Indy Car racing. These successes generates higher level of sponsorships and greater financial rewards whilst promoting the McLaren brand. Furthermore investment levels have been capped by the Concorde agreement to $145,000,000, reducing operating costs. However breaking even is predicted to take till 2023, with the prediction unreliable due to the historically high finical volatility; therefore further funding was secured from loan notes.
McLaren unveiled a new car at their headquarters as the Geneva Motorshow was cancelled; this new car (765LT) improves on performance through aerodynamics and weight reduction, showing progression in their car development. Furthermore, over the last 4 years there has been large amounts of investment into developing a world class hybrid platform, with £245,000,000 spent in 2020 on the project and £150,000,000 expected over the next few years. This is so that the weight of the batteries does not impact the performance of future McLarens when compared to petrol powered cars (Carey, 2021). McLaren have a philosophy of being limited for the few highlights their target market, although developments made in the Artura (their newly launched hybrid car) can be sold into mainstream car manufacturers. In 2022 it was rumoured that BMW was interested in a shareholders stake in McLaren; this is whilst they are in partnership developing further electric vehicle architecture (Karr, 2022). This implies that BMW are wanting to fund McLarens research to have sole access to the advancements.
These investments are partially funded through senior secured notes, which tend to be low interest funds from lenders that are to be paid over a fixed period. The secured aspect is because it is supported by collateral, whereas an unsecured note has no collateral, meaning the loan is not prioritised if the company goes into administration. (Wolber & Yadav, 2017) McLarens senior notes were due to be repaid in August 2021, however due to losses made during COVID this was not achievable. Therefore, $620,000,000 senior notes were taken till 2026 (McLaren, 2021), which are expected to be paid off as McLaren group recovers from COVID. This loan along with investment generated by McLaren group was used to pay off the senior notes due in 2021. The majority of the external investment (£400,000,000) is from the Saudi Public Investment firm, which is due to the increasing success of the formula 1 team. This means that currently McLarens cash-flow is healthy (Wilde, 2021), as these 2 capital injections have negated the loss accumulated through the pandemic. 
One of the primary aims of McLaren group is to improve its envoirmental policy. This is why they aim to have an annual 2.5% reduction in CO2 and a zero waste policy. This they have done consistently from 2016 to 2019, showing their commitment to tackling climate change whilst supporting the development of people (McLaren, 2020). To be able to shift away from petrol power, McLaren opened the McLaren technology centre opened in 2018 (SMNT, 2018), which when investments started to develop the electric hybrid platform for future cars. This positive contribution has been recognised within the formula 1 industry, as McLaren have achieved 3 start environmental accreditation from the FIA for 9 years in a row (FiA, 2022). 
The impact of Brexit has been minimised by obtaining a Free Trade Agreement, which has negated any tariffs when selling to the EU. This has been achieved through a cross-functional team monitoring the impact of Brexit and working with the government. Therefore the predicted short term disruption to sales has been mitigated (Ng., 2019), leaving no material impact so far due to Brexit. However COVID did initially bring a large amount of disruption in 2020, such as withdrawing from the Australian Grand Prix and the suspension of production. This along with supply issues caused further delays. This subsequently led to lower sales in 2020, although the final quarter saw an operating profit being made. This implies that the business structure can recover from COVID and therefore begin to make net profits for a financial return.  
Conclusion and Recommendations 
The profitability of McLaren has shown to be currently poor, although they are on a positive trajectory. This was shown from the automotive recovery from COVID and the increasing performance of the formula 1 team. The profitability ratios support this statement and therefore should not detract from the potential of investing. The leverage ratios also support the COVID recovery and the ability to cover all debts as McLaren come out of lockdown. Senior secured notes are seen as a safe loan, so the increase in day’s payable outstanding should not be seen as critical. However the reduction in inventory turnover shows a reduction in production, although this increases in 2021. The investor ratios also show a negative return on investments, with the earnings per share never going positive in the assessed time period. However the debt to equity ratio shows that preferential shares are catered for despite this. 
It is my recommendation that an investment in McLaren will not yield a profit in the short term. However, the calibration with BMW and increasing success in formula 1 should see a return on an investment within the next 5 years. In regards to developing an electric car, BMW have seen McLaren as a key market contender. This would mean despite the current negative financial outlook, investing in McLaren would likely lead to a successful electric car. Therefore my recommendation is to invest in McLaren and allow them to develop an electric car with BMW, who would then apply the technology to mainstream cars, which McLaren would profit from greatly.
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Appendix
	
	Ratios
	2021 Q3
	2020
	2019

	Profitability
	Gross Profit Margin
	31.69%
	18.64%
	30.42%

	
	Operating Profit Margin
	7.87%
	-6.49%
	13.76%

	
	Net Profit margin
	-13.93%
	-83.09%
	-2.30%

	
	Return on Assets
	 
	-55.42%
	-2.89%

	
	Return on Equity
	 
	-168.87%
	-13.19%

	Liquidity
	Current Ratio
	 
	79.01%
	103.09%

	
	Quick Ratio
	 
	61.78%
	77.24%

	Activity
	Days Sales Outstanding (DSO)
	 
	159.71
	97.47

	
	Inventory Turnover
	 
	5.57
	6.82

	
	Days Payable Outstanding (DPO)
	 
	487.01
	295.99

	Leverage
	Debt/Equity Ratio (%)
	 
	86.48%
	14.34%

	
	Interest Coverage (%)
	 
	-12.19%
	378.56%

	Investor
	Earnings Per Ordinary Share (EPS)
	 
	-£0.07
	£0.00

	
	Dividend Cover (%)
	 
	0.00%
	0.00%

	
	Price per Earnings 
	 
	-£0.42
	-£7.64

	
	Dividend Yield (%)
	 
	0.00%
	0.00%

	Financial Information
	Revenue (Sales)
	£495,500
	£771,660
	£1,485,785

	
	Gross Profit
	£157,000
	£143,813
	£451,968

	
	Net Income
	-£69,000
	-£641,162
	-£34,112

	
	Operating Profit
	£39,000
	-£50,076
	£204,484

	
	Assets
	 
	£1,156,980
	£1,182,108

	
	Shareholders’ Equity
	 
	£379,689
	£258,709

	
	Current Assets
	 
	£517,215
	£604,663

	
	Current Liabilities 
	 
	£654,654
	£586,516

	
	Stock (Inventory)
	 
	£112,773
	£151,656

	
	Debtors (Accounts Receivable)
	 
	£337,658
	£396,755

	
	Cost of Goods Sold
	£338,000
	£627,847
	£1,033,817

	
	Creditors (Accounts Payable)
	 
	£837,728
	£838,350

	
	Non-current Liabilities 
	 
	£328,367
	£37,098

	
	Stockholders’ Equity
	 
	£379,689
	£258,709

	
	Interest Charge
	 
	£410,788
	£54,016

	
	No. of Shares
	 
	8,888,135
	8,688,135

	
	Dividend per Share
	 
	£0
	£0

	
	Market Value per Share
	£0.07
	£0.03
	£0.03
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