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Introduction
[bookmark: _Hlk6992961]Jaguar Land Rover Automotive PLC is the holding company of Jaguar Land Rover Limited and a subsidiary of Indian automotive company Tata Motors Limited. The origins of Jaguar can be traced back to a company that began by making motorcycle sidecars in 1922. Rover began as a bicycle company in 1883 and made huge success after they started developing their first Land Rover in 1948. In 1968 Jaguar was merged with BMC (British Motor Corporation), which later became part of British Leyland and included Rover. In 1984, after splitting from British Leyland, Jaguar and Land Rover became independent companies again. In 1989 Jaguar was purchased by Ford. Land rover was purchased by BMW in 1994, but in 2000 it joined Jaguar again, this time under Ford. The two companies became closely linked with each other, sharing know-how, equipment and facilities. In 2008 they were brought by Indian automobile manufacturer Tata Motors. In 2013 Jaguar and Land Rover were finally merged in one company as part of Tata Group. The move turned out to be successful and the sales and profit have risen every year since then (Jaguarlandrover, 2016). 
Nowadays Jaguar Land Rover is the leading car manufacturer based in the UK. They produced 449 304 cars in 2018 alone, which makes them the biggest car manufacturer producing around 30% of all cars manufactured in the UK. They were followed by Nissan and Mini (Statista, 2019). In January 2019 Land Rover and Jaguar accounted for 3.48% and 1.3% of the total car sales in the United Kingdom. Compared with the same month of the previous year, Land Rover gained 0.8% increase in their market share, while Jaguar has seen some slight variations, but stayed in the same position. 
Despite the resent rise in car manufactured, Jaguar Land Rover saw a prop in sales worldwide. There are two main reasons for this. One reason is the Chinese market, where the sales continued to plummet. China experienced its first decline in car sales in 20 years because of its trade wars with the United States and the general economic slowdown. The second reason are the environmental and emissions issues regarding diesel cars, which represent a massive 90% part of Jaguar Land Rover sales.  The government regulations regarding the use of diesel fuel are getting tougher and tougher across the globe, because they emit more small particles in the air than their petrol equivalents. Their carbon footprint is much grater compared to hybrid and electric cars as well (Jaguarlandrover, 2019). 
Jaguar`s biggest competitor in terms of market segmentation is Aston Martin. They had proved themselves as a leader of luxury cars manufactured in Britain. Although their market share is quite low compared to Jaguar Land Rover (Autocar, 2018), they pose serious competition to the Indian-owned company.  
Jaguar Land Rover is company built for innovation. The company is focusing in developing hybrid engines and cars. This started in 2012, when a C-X75, the first hybrid concept car was unveiled. The trend continued in 2014, when Range Rover and Range Rover sport hybrid models were introduced. In 2015 they launched new range of lightweight and efficient diesel models, followed by the launch of the all new petrol engine in 2016. Jaguar land Rover are also researching a revolutionary gearbox with an innovative ultra-wide ratio spread (Jaguarlandrover, 2016).

Jaguar and Aston Martin`s financial performance
This is a report of Jaguar Land Rover`s financial performance for the last five years. The report will include an analysis of profitability, liquidity, gearing and efficiency ratios and will compare them to the ones of Aston Martin – Jaguar`s biggest segment competitor.
[bookmark: _Hlk6997418]Tab. 1 Profitability ratios of Jaguar Land Rover (2014-2018) and Aston Martin (2018):
	[bookmark: _Hlk6997437]Jaguar Land Rover
	2014
	2015
	2016
	2017
	2018
	Aston Martin 2018

	[bookmark: _Hlk6998305]Gross profit £m
	7482
	8681
	8803
	10588
	10847
	435.8

	Gross profit margin %
	38.59
	39.70
	39.64
	41.26
	39.92
	39.74

	Operating profit margin % *
	5.48
	6.44
	1.35
	3.89
	0.46
	6.64


[bookmark: _Hlk7263248][bookmark: _Hlk7638287]* The operating expenses for Jaguar land Rover are the sum of Employee cost, Depreciation and amortisation, Finance expense (net), and Other expenses. 
Source: Author’s calculations and Annual Financial Reports of Jaguar Land Rover and Aston Martin
[bookmark: _Hlk7774263]Although not a ratio by itself, the gross profit is simple, but strong indicator for a company`s performance. The GP measures how much a company earns after deducting the cost of sales from the net sales, but doesn`t takes into account any operating expenses. Jaguar Land Rover shows better and better performance over the last 5 years, with the most significant rate of increase between 2016 and 2017. Aston Martin also increases their gross profit compared to last year.
The gross profit margin measures how much a company earns for every £100 of sales after paying for the goods sold. Both Jaguar land Rover and Aston Martin are trying to achieve a gross profit margin of more than 40% and Jaguar Land Rover show consistency over the last 5 years. Overall, a 40% of gross profit margin is a norm in the car manufacturing industry.
The operating profit margin shows how much a company earns for every £100 of sales after paying all expenses, but before interest and taxes. The operating income is calculated by taking the operating expenses from the gross profit. Jaguar Land Rover is not performing very well in the last 3 years. The net income and gross profit are on the rise and the gross profit margin stays almost as a constant, but the operating profit margin is down because of constantly increasing cost of sales and overheads. The company is spending a lot on innovation, which may be beneficial on a long term. Aston Martin, on the other hand, has an operating profit margin of 6.64% which is also relatively low, but is understandable, given the fact that the company is a luxury car manufacturer and this ratio will be hard to improve.

[bookmark: _Hlk6997546] Tab. 2 Efficiency ratios of Jaguar Land Rover (2014-2018) and Aston Martin (2018):
	[bookmark: _Hlk6997581]Jaguar Land Rover
	2014
	2015
	2016
	2017
	2018
	Aston Martin 2018

	[bookmark: _Hlk6998345]Asset turnover
	1.24
	1.18
	1.08
	1.05
	1.01
	0.53

	Fixed asset turnover
	2.32
	2.15
	1.92
	1.92
	1.74
	0.72


Source: Author’s calculations and Annual Financial Reports of Jaguar Land Rover and Aston Martin
Asset turnover is significant, but broader ratio compared to fixed asset turnover. It shows the amount of sales generated against total assets. Jaguar Land Rover`s asset turnover is relatively low and is been slowly declining in the last five years with no signs of increase. Aston Martin`s asset turnover stands quite low at 0.53, which can be explained with low profit margin.
Fixed asset turnover is narrower ratio. It is calculated in the same way as the asset turnover, but only the fixed assets are taken into account. The asset turnover ratio uses total assets, and they include assets which are not directly involved in generating sales. The fixed asset turnover ratio for Jaguar Land Rover follows the asset turnover ratio, declining at even faster rates (18.5% decrease in ATR compared to 25% reduction in fixed ATR over the last five years). Despite this, it stands way better than Aston Martin`s fixed asset turnover of 0.72.

Tab. 3 Liquidity ratios of Jaguar Land Rover (2014-2018) and Aston Martin (2018):
	Jaguar Land Rover
	2014
	2015
	2016
	2017
	2018
	Aston Martin 2018

	Current ratio
	1.18
	1.13
	1.14
	1.08
	1.02
	0.68

	Quick ratio
	0.82
	0.80
	0.80
	0.74
	0.68
	0.47


Source: Author’s calculations and Annual Financial Reports of Jaguar land Rover and Aston Martin
Current ratio compares liquid assets against current liabilities. Higher ratio means better liquidity, but too high ratio means that the resources are not used very efficiently. The current ratio of Jaguar Land Rover is relatively stable despite the signs of slow decrease during recent years. JLR is performing way better than Aston Martin in terms of liquidity. 
The quick ratio is very similar to the current ratio and is the better indicator for some companies. It is calculated the same way as the current ratio, but the inventories can`t be converted in sales very quickly, so they are excluded when measuring the liquidity. It can be argued that this is better way the compare liquidity for car manufacturers as their inventory is relatively expensive, not perishable, and sells slowly compared to other industries. The overall trend in quick ratio in the last five years for Jaguar Land Rover follows the trend of current ratio – relatively stable, but slow decreasing. Aston Martin`s current ratio for 2018 of 0.47 is lower compared to the one od JLR – 0.68. 

Tab. 4 Gearing ratios of Jaguar Land Rover (2014-2018) and Aston Martin (2018):
	Jaguar Land Rover
	2014
	2015
	2016
	2017
	2018
	Aston Martin 2018

	[bookmark: _Hlk6998394]Debt to equity
	0.34
	0.42
	0.33
	0.54
	0.37
	1.56

	Debt to capital
	0.26
	0.30
	0.25
	0.35
	0.27
	0.61


Source: Author’s calculations and Annual Financial Reports of Jaguar land Rover and Aston Martin
The debt to equity ratio is used to look into a company`s leverage. It compares the amount of money a company borrowed from external sources and the equity (capital available within the firm). Jaguar Land Rover increased their long-term borrowings with over a billion pounds in 2017 from various sources, while 2018 saw a 51% increase in total equity. 
Debt to capital is similar ratio, but it also calculates what part of the capital has been financed by debt. Debt to capital employed ratio saw similar movements as debt to equity for Jaguar Land Rover. JLR is clearly outperforming Aston Martin on these criteria. 



Investment appraisal 
[bookmark: _Hlk7783695]The company is also looking for new investment opportunities. There are two projects (Project A and Project B) which look promising to invest. They are mutually exclusive, because of their nature.  In this appraisal it will be determined which project should be adopted. There are three techniques to appraise a capital investment – calculating the payback period, the accounting rate of return, and discounted cash flow (Watson, D, & Head, A., 2010).
The fist indicator to be considered is the payback period (PBP). This is the time the company needs to break even after the initial investment. With Project A, where the initial investment at year 0 is £85m, the payback period is 3.27 years (3 years and 100 days). For Project B with initial investment of £90m the company will break even after 3 years (3 years and 0 days). This indicates that despite the higher initial investment, Project B has earlier point of recovery with 100 days and therefore should be considered as preferable.
Another important indicator is the accounting rate of return (ARR), also known as return of capital employed (ROCE), or return of Investment (ROI). This ratio determines the returns that the company will generate from the initial investment within the business. For Project A ROCE is 23.53%, and for Project B is 22.22%. This means that although both projects will have the same return profit of £40m, Project A is in a slightly better position because the capital employed is £5m less than in Project B.
The next indicator that should be highlighted is the net present value, or NPV. This is the difference between the present value (PV) of future benefits and the present value of the capital employed. This difference is also discounted at the company`s cost of capital. If the net present value is negative, the project should be rejected. The NVP for Project A is 6.966, and for Project B is 9.964. Both projects have positive net present value and because they are mutually exclusive, Project B is in better position with higher NPV. 
Internal rate of return (IRR) is different indicator. It is a discount rate which gives zero net present value for the projects. The internal rate of return should be greater than the company`s cost of capital. With Project A, IRR is 13.4% (NVP = 0.06), and for Project B is 15.2% (NPV = 0.09). Again, both projects are promising, but Project B has got higher internal rate of return.

Recommendations
[bookmark: _GoBack]Both projects are looking promising, and a deeper analysis over the indicators should be done. The payback period is an investment appraisal method but is often used as rough method to initially determine the time needed to break even from the investment. This method says nothing about the projects as a whole, it only considers the cash flows within the PBP, ignoring their sizes and timings (Watson, D, & Head, A., 2010).
Return of capital employed is a better appraisal method because unlike the payback period, it considers the project as a whole. However, it ignores the time value of money and the size of initial investment. Also, ROCE is using average profits rather than cash.
The net present value is possibly the most academically preferred investment appraisal method. It considers the time value of money, measures the project value in an absolute number, and takes into account the cash flows over the life of the projects. 
The internal rate of return is a reliable indicator when it comes to mutually exclusive projects. Its major problem compared to the net present value is the assumption that cash flows can be reinvested at a rate equal to IRR, rather than in rates equal to the cost of capital.
Given the above results and their critical evaluation, Project B should be adopted from the company. The payback period is 100 days shorter. It scores well on most of the methods used for investment appraisal, most notably the difference between the present value of future benefits and the capital employed (cost of capital also considered). The internal rate of return is 15.2% against 10.5% company`s cost of capital. The only one indicator where Project A has performed slightly better, is  the accounting rate of return, but 22.22% for Project B is an advantageous opportunity. 
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[bookmark: _Hlk7782011]Appendix A - Formulas

Gross Profit = Net Sales - Cost of Sales 
Operating Profit Margin = Operating Profit / Sales (excl VAT)
Operating Profit = Gross Profit – Operating Expenses
Gross Profit Margin = Gross Profit / Sales (excl VAT)
Asset turnover = Sales (excl VAT) / Total Assets
Fixed asset turnover = Sales (excl VAT) / Fixed Assets
Current ratio = Current Assets / Current Liabilities
Quick ratio = (Current Assets – Inventories) / Current Liabilities
Debt to equity = Total Debt / Total Equity
Debt to capital = Total Debt / (Total Equity + Total Debt)
Accounting Rate of Return (ARR), (ROCE), (ROI) = (Average annual accounting profit / average investment) x100
Average investment = (initial investment + scrap value)/2           
  
                                                                 C1           C2           C3                        Cn
Net Present Value (NPV) =  -I0  + _____ + ______+ ______ + . . . + _______ , 
[bookmark: _Hlk7639264]                                                              (1+r)      (1+r)^2    (1+r)^3               (1+r)^n      
where:
I0 is the initial investment;
C1, C2, . . Cn are the project cash flows occurring in years 1, 2, . . n;
r is the cost of capital or required rate of return or interest rates in %.


                                                                   NVP1 x (r2 - r1)
Internal Rate of Return (IRR) = r1 +   ____________  x 100 , 
                                                                     (NVP1 - NVP2)
where:
r1 is the lower required rate of return;
r2 is the higher required rate of return;
NPV1 is Net Present Value at r1; 
NPV2 is Net Present Value at r2.
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